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Key Takeaways
• Duration is a good way to measure the potential effect of interest
rate changes on a bond portfolio.
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• Duration considers several factors including a bond’s maturity,
yield, coupon and call features and helps to measure its interest
rate risk.
• As economic growth has soared this year and the rate of inflation
has increased, concerns about higher interest rates has brought
duration to the front of many peoples’ minds while a popular
benchmark for municipal bonds has reached its shortest duration
in many years.
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As a general rule, the shorter a bond’s duration, the less volatile it will be as interest
rates rise or fall. For example, a higher duration suggests a bond investment’s value
will decline as interest rates rise. That is because when interest rates go up, a fixed
income security bought in a lower interest rate environment is worth less than a new
bond issued at a higher interest rate, and the older bond’s value falls. A bond with
a longer duration would be preferred if interest rates are expected to fall over the
period of time the bond is held, because the bond’s value would increase more than
comparable bonds with shorter durations due to its higher yield.
Figure 1 illustrates a fairly consistent shortening of duration for the BBG 1-10
Blend (1-12) Municipal Bond Index (the Index) from a peak of 4.85 in 2003 to a low of
3.80 as of January 29, 2021. While it is often difficult to identify any single driver of
duration changes, during the last two years we look at increasing levels of taxable
municipal supply, issuers using shorter call options and low yields as being significant
contributors to the shortening duration of the Index.

Figure 1: Option-Adjusted Duration
FIGURE 1: OPTIONADJUSTED DURATION
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BBG 1-10 Year Blend (1-12) Municipal Bond Index
Source: Bloomberg Barclays Data from December 2001 through January 29, 2021.

At Breckinridge, our intermediate duration portfolios seek to offer a duration that
closely resembles a five-year bond as we believe that gives investors a neutral level of
interest rate exposure, not too short or too long. While we actively manage duration,
we build our intermediate portfolios with exposure to bonds across the 1- to 15-year
range of the yield curve in an effort to hedge risks of both falling and rising rates. Our
composite duration typically has remained closer to four years.
The last few years have seen the Index’s duration shorten more dramatically and
persistently. We have chosen not to shorten our portfolios duration as quickly. That
decision is based on, among other factors, a positive view of the long-term supply/
demand dynamics in the municipal market, the benefit of being slightly long from an
income generation perspective and, for long-term clients, the reality that doing so
would entail selling longer duration bonds, frequently incurring both capital gains and
transaction costs.
We will continue to monitor the indexes that serve as benchmarks across all of our
strategies while making active and thoughtful duration-management decisions in an
effort to achieve our goals of building or sustaining the income stream. To further
explore the differences between benchmarks and actively managed strategies, please
see our article, “When to Bench the Benchmark.”
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DISCLAIMER:
This material has been prepared for investment professional and institutional use. The contents are current as of the time of writing or as designated within the material. All information is subject to change without
notice. More current information is available by contacting our consultant relations team at cr@breckinridge.com.
The material is intended to provide general information and should not be construed as investment, tax or legal advice. Nothing in this material should be considered a guide to security selection or portfolio
construction. The opinions and views expressed are those of Breckinridge Capital Advisors, Inc. All information is current as of the date(s) indicated but is subject to change without notice.
Separate accounts may not be suitable for all investors. While Breckinridge believes the assessment of ESG criteria can improve overall credit risk analysis, there is no guarantee that integrating ESG analysis will
improve risk-adjusted returns or lower portfolio volatility over any specific time period. All investments involve risks, including the loss of principal.
Breckinridge can make no assurances, warranties or representations that any strategies described will meet their investment objectives or incur any profits. Any projections, estimates or forward-looking statements
are based on Breckinridge’s research, analysis, and assumptions. There can be no assurances that such projections will occur and the actual results may differ materially. Other events that were not taken into account
in formulating such projections may occur and may significantly affect the returns or performance of any account. Past performance is not indicative of future results.
Some of the material includes information from companies not affiliated with Breckinridge (“third-party content”). Breckinridge reasonably believes the third-party content is reliable but cannot guarantee its accuracy
or completeness.
For additional information about Breckinridge, please refer to our Form ADV Part 2 which is available on our website (www.breckinridge.com).

