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“An entire generation of investment managers has never 
experienced a bond bear market; the goals-based 
management needs for some bond exposure and the risk of 
a long-term interest rate reversal suggest that a variant on 
the old laddered bond strategy might need to be revisited.”

 Jean Brunel - Editor’s Letter
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Recently, I “discovered” the obvious: 10-year U.S. 
Treasury bond rates peaked at 15.84% in September 
1981 and have been in a unidirectional downtrend 
ever since; except for an interest rate spike between 

February 1983 and June 1984, all trend reversals since then have 
been small and mostly around 1% to 1.5%! To put it differently, 
an entire generation of investment managers has never experienced 
a real bond bear market! Would they know how to handle fixed 
income investments if long-term rates were to rise significantly over 
the next several years?

Years ago, portfolio managers who specialized in fixed income 
management for individuals (many institutional portfolio managers 
converted to a total return focus, as they often did not have to worry 
about taxes) had gotten into the habit of managing “laddered port-
folios;” these consisted of portfolios structured so that some fixed 
portion matured at the end of each calendar quarter or year. Thus, 
they felt they did not have to worry about interest rate movements, 
as bonds that matured would always return to par value at maturity. 
“Sophisticated” portfolio managers tended to smile at the “low-tech” 
nature of the approach, and many an author wrote articles showing 
how laddered bond portfolios left quite a bit of return on the table: 
As they usually followed a pure buy and hold strategy, they eschewed 
most, if not all, credit, maturity, industry, or instrument-specific 
swaps and focused only on re-investing maturing bonds together 
with unused interest payments.

With the benefit of hindsight, it has to be relatively clear that 
this approach was driven by a desire not to lose money—in the sense 
of permanent loss of capital, rather than periodic mark-to-market 
valuations—when interest rates went up. The logic that portfolio 
managers followed was supported by the observation that their cli-
ents had to have some fixed income exposure in order to deal with 
disbursement requirements, or to dampen the otherwise excessive 
volatility of an all-equity portfolio. Yet, because there had been 
times when bond return volatility could be quite significant in the 
short term, the intellectual artifice based on ignoring mark-to-market 
variations seemed to satisfy both clients and managers. In hindsight, 
the results demonstrate that there was a bit of an ostrich approach 
to the dangers in the strategy and suggest that, at times, material 
opportunities to add value were lost. As we now face what will be 
an inevitable interest rate trend reversal at some point over the next 

Cover design: Loewy Design

ON THE COVER

New Age Demanded (Spinal Klee)  
Unique archival pigment print, 2012
Signed and numbered on the reverse
58 � 42 inches; 147.3 � 106.6 cm

Jon Rafman (Canadian, born 1981) is a Montreal-based artist 
whose work explores the paradoxes of modernity. Well known 
within the digital community, this particular work represents the 
technique in which the artist employs 3D technology to create 
“skin” in the manner of a Paul Klee color grid sequence over a 
virtual classical Greek bust, with both human and non-human 
features. Jon Rafman’s works are exhibited across North America 
and Europe. This piece and others by this artist are available 
through M + B Gallery in Los Angeles, California.  
Visit www.mbart.com to view more works by this artist.




