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• While laddered investment approaches may be suitable for efficient investment 
markets (e.g.: Treasury bonds), we believe that inefficient markets are less 
appropriate for passive ladders.

• A municipal bond strategy unencumbered by restrictions that generally 
characterize ladder strategies may better capitalize on market opportunities 
and manage risk exposures.

• Breckinridge tax-efficient strategies focus on income generation and stress 
tax-efficiency throughout the portfolio management process.

Update title, date and by line in the A-Master. Also make change to B and C Masters.



/ PERSPECTIVES /2 Taking the Measure of Bond Ladders

How Municipal Bond 
Ladders Traditionally Work

Municipal Bond 
Ladders May Limit 
Security Selection

Breckinridge offers actively managed, investment grade (IG) fixed income strategies 
that strive to reach the investment and income goals of our clients. In managing client 
portfolios, Breckinridge seeks a diversified maturity and duration structure.

Breckinridge tax-efficient strategies focus on income generation and stress tax-
efficiency throughout the portfolio management process. While these goals are similar 
to those of a municipal bond ladder, we view municipal bond laddered strategies as 
unnecessarily restrictive in their approach.

A traditional municipal bond ladder approach may limit security selection, proactive 
trading, portfolio structure and, ultimately, opportunities to build, sustain, or enhance 
investment returns. While ladder approaches may be suitable for efficient investment 
markets (e.g.: Treasury bonds), we believe that inefficient markets like the municipal 
bond market are less appropriate for passive laddered management approaches.

Breckinridge believes a less rigid approach to municipal bond management can pursue 
objectives similar to ladder strategies while providing flexibility to opportunistically 
take advantage of changing market conditions. We view a municipal bond strategy 
unencumbered by the restrictions that generally characterize ladder strategies 
capitalize on market opportunities and manage risk exposures by offering access to 
more bonds, trading tactics, and portfolio structures.

In this article, we will look at some of the key limitations of municipal bond ladder 
strategies.

Typically, ladder strategies set bond maturities at 6- or 12-month intervals over 5- or 
10-year periods.

Investors count on receiving interest payments from bonds across all maturity steps in 
the ladder. In addition, investors expect bonds to return capital at maturity.

Proceeds from maturing bonds are reinvested in new bonds added to the long end of 
the ladder’s maturity structure. Investors are focused on bonds with the appropriate 
maturity and other characteristics.

It is anticipated that this systematic and repeatable process could help investors 
mitigate impact of rising rates, create a diversified portfolio, and plan for potential 
income. However, these benefits can come with severe limitations, especially when 
deployed for municipal bonds.

Selecting municipal bonds for ladders assumes that, at every maturity date, bonds with the 
desired characteristics will be available in the market at an appropriate price. Based on the 
nature of the municipal market, this assumption may prove impractical at times, such as in 
cases when there are state-specific or state-biased requirements, for example.

Consider the example illustrated in Figure 1. As illustrated, on any given day, there 
are only a certain number of bonds with a 10-year maturity on offer in the municipal 
market. After determining the number of bonds available in the 10-year range, 
characteristics such as the state of issuance, credit quality, sector, and issuer need to 
be considered in order to meet the criteria set forth by the ladder strategy.
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The series of limitations, along with the ladder’s rigidity, particularly when investing 
for a state-specific or state-biased portfolio, could reduce suitable investment 
opportunities substantially.

Now consider the increased flexibility of a bond strategy that allows greater optionality in 
security selection. Rather than being restricted to adding a bond maturing in 10-years at 
the end of a ladder, for example, an active approach might choose to purchase a 12-year 
bond with a 10-year call option or two bonds with maturities bracketing the target 10-year 
maturity, as long as they also meet the investor’s tax-exemption, income, credit quality, 
sector, and other requirements.

One can logically expect that as the options available to the strategy increase, so too will 
the security selection choices. As more choices are available to the portfolio manager, 
the potential that the investor’s objective can be reached more efficiently and with great 
flexibility may also increase. A broader security opportunity set also holds the potential 
of allowing adjustments along the way to accommodate evolving investor objectives in 
response to changing circumstances.

Ladders typically limit reinvestment timing to redemption dates. From time to time, 
selling a bond before maturity or call and reinvesting the proceeds can capture value. 
Changing conditions in the municipal bond market can present opportunities to 
proactively trade to capture better relative values.

For example, over the course of a year, the municipal market may experience a lack of 
supply and/or an increase in demand, potentially decreasing opportunity. The converse 
is true as well, as the municipal market can trend toward oversold, with more bonds for 
sale and fewer buyers for them, potentially increasing opportunity.

As such, the flexibility to sell a bond before maturity and purchase another bond can 
help to build, sustain, or enhance after-tax income. Without trading the portfolio 
excessively, an active strategy may be able to avoid buying bonds during times when 
prices are higher, or capture values when prices are lower.

A ladder, as a buy-and-hold strategy focused on periodic trading dictated by maturity 
structure, would tend not to leverage opportunities, or mitigate reinvestment risk 
through proactive trading as market conditions change over time.

FIGURE 1: MUNICIPAL BOND 
LADDER DRAWBACKS: 
LIMITED SECURITY 
SELECTION

Figure 1: Municipal Bond Ladder Drawbacks: Limited Security Selection

Source: Breckinridge Capital Advisors, Inc., as of February 14, 2023.
This example is intended to provide an illustration of how security selection can be limited for one type of municipal bond ladder strategy. It is not intended to represent all bond ladder strategies. Data and 

market conditions are as of February 14, 2023. Data sourced from Breckinridge internal trading systems so it may not be representative of actual market data and what would be available to investors. 
Market conditions will change and can have a significant impact on the results presented in this example. For this example, we assumed the investor is: (i) seeking to optimize after-tax income through 

"triple tax-free bonds," which are exempt from local, state, and federal taxes and (ii) seeking bonds of investment grade quality. We also assumed that the ladder's strategy requires the returned principal 
from maturing bonds to be reinvested in another 10-year bond. Any changes to these assumptions could change the results shown.

All information is subject to change. There is no guarantee that either passive or active investing will achieve their objectives.

A state-preference, 10-year municipal bond ladder strategy needs to replace a maturing 10-year bond at the end of the ladder. The illustration below shows the 
potential challenges when attempting to find a new bond to replace a maturing bond that would comply with the ladder strategy requirements.
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Municipal Bond Ladder 
Approaches Can Limit 
Tax Management

Municipal Bond Ladder 
Arrangements May 
Restrain Portfolio 
Structure

From our perspective, ladders frequently tout their tax-efficiency, as they typically would 
not sell securities and, thus, incur no capital gain or loss implications for the portfolio.

By contrast, there are three common tax-related tactics active managers can employ to 
improve the actual return or tax-efficiency on a bond portfolio.

First, actively managing a portfolio’s in-state and out-of-state municipal bond holdings 
is commonly intended to enhance tax benefits and/or after-tax yield, depending on 
where the investor lives and the relative value of in-state bonds at any given time.

The second tactic is crossover trading strategies—when, for example, a Treasury 
bond’s after-tax-yield exceeds the tax-free yield of a similar maturity municipal bond. 
With a municipal market that has not grown in over 10 years and a significant increase 
in demand for tax-exempt bonds over that time, it is natural to see more situations 
where a taxable bond could provide a better after-tax return.

Finally, active managers can harvest losses to gain potential tax advantages. Tax-loss 
harvesting entails selling securities at a loss to help reduce taxes on capital gains and/
or ordinary income. For example, during a period of rising rates like 2022, a bond may 
be sold at a loss to provide capital for investment at a higher yield, while capturing a tax 
benefit. Careful tax-loss harvesting could reduce an investor’s overall tax burden while 
potentially improving an investor’s after-tax rate of return. As ladders don’t sell bonds 
until maturity, they eliminate the potential benefits of tax-loss harvesting.

In managing municipal bond portfolios, we seek to be attentive to situations that may 
optimize returns, including after-tax returns over time.

In addition to limiting the number of securities available for purchase, a ladder also 
constrains the portfolio structure.

Because a ladder is, by definition, an equally weighted portfolio, its profile along the yield 
curve does not change. Ladders invariably reinvest at the long end of their maturity limit, 
even when that maturity may not represent the best relative value or risk-adjusted return.

In contrast, active strategies can modestly adjust yield curve exposure, targeting a 
more bulleted or barbelled position, based on market conditions.

Breckinridge historically has not bet on the direction of rates and has sought diversification. 
Rather, similar to trading more opportunistically, we believe that active structures can be 
utilized to effectively help build, sustain, or enhance income by making tactical adjustments 
to holdings characteristics in light of changing market conditions.

Municipal bond ladders, by the nature of their traditional portfolio structure and security 
trading approach, may cause portfolio duration to swing significantly due to the timing of 
maturities. Lack of duration management can result in significant portfolio dispersion. 
Exhibit 2 does not present actual portfolios or investment strategies. It is intended to 
illustrate a potential difference in duration approaches between an actively managed 
portfolio management approach and a passively managed municipal bond ladder 
portfolio approach. There are numerous active and laddered approaches available to 
investors, and those strategies may perform differently than as shown in the illustration.

Municipal Bond Ladders 
May Influence Duration
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A more active approach to municipal bond portfolio management can potentially limit 
duration volatility, when compared with more passively managed municipal bond ladders. 
Actively managed municipal bond portfolios offer the opportunity to establish a tighter 
duration band around a maturity target intended to meet a client’s income needs.

Based on an examination of data sourced from eVestment and Breckinridge internal 
systems as of 12/31/2022, Exhibit 3 is intended to illustrate the dispersion between an 
intermediate municipal bond ladder composite and Breckinridge’s actively managed 
intermediate tax efficient composite. As illustrated, the dispersion of returns for the 
actively managed composite is lower in each of the years from 2019 through 2022.

Here are additional questions to ask when considering a bond ladder strategy.

• Is the manager selecting and marking up municipal bonds chosen for the ladder from 
its own existing inventory of bonds or purchasing bonds from the broader universe 
available in the municipal market each day?

• How is trading conducted by the manager? How broad is the network of municipal 
bond dealers operating nationwide with whom the manager maintains relationships?

• What are the municipal bond credit research capabilities of the manager?

FIGURE 3: COMMON 
DURATION TOLERANCE 
FOR A 1-YEAR PERIOD

2022                2021                2020                 2019
Source: Data sourced from eVestment and Breckinridge internal systems as of 12/31/2022. The graph is intended to illustrate the dispersion between an Intermediate Municipal Ladder Composite, 

specifically Parametric’s Intermediate Ladder Composite, and Breckinridge’s Intermediate Tax Efficient Composite. Parametric’s Intermediate Ladder Composite was chosen for comparative reasons 
as this composite had durations and average credit quality most like those of Breckinridge’s Intermediate Tax Efficient Composite. However, there will be differences in each composite’s investments, 

limits and restrictions, objectives, risks, number of accounts and other factors that could contribute to other dispersion differences. Dispersions was calculated by limiting the composites to just 
portfolios that remained in the composites for a full calendar year and calculating the difference between the minimum and maximum portfolio returns. All information is subject to change and shown 
gross of fees. Past performance is not indicative of future results. There is no guarantee that Breckinridge's approach will achieve its investment objectives. All investments involve risk, including the 

loss of principal. Diversification cannot assure a profit or protect against loss. No investment or risk management strategy can guarantee positive results or risk elimination in any market.

Figure 3: Separate Account Portfolio Dispersion by Year
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FIGURE 2: COMMON 
DURATION TOLERANCE 
FOR A 1-YEAR PERIOD

Breckinridge Approach                  Ladder Approach                  Duration Band
Source: Breckinridge Capital Advisors, Inc.

The graph is intended to illustrate a potential difference in duration approaches between an active approach (Breckinridge Approach) and a passive 
approach (Ladder Approach). They do not represent actual portfolios or investment strategies. This illustration does not represent all active or 

laddered strategies. In fact, there are numerous active and laddered approaches available to investors, and those strategies may perform 
significantly different than what is shown.

Figure 2: Common Duration Tolerance for a 1-Year Period
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Conclusion

• Does the manager maintain its own credit research teams or relay solely or primarily 
on third-party research?

• How does the manager allocate bonds among its investors’ accounts? If a bond 
available in limited supply is considered to be an appropriate investment for multiple 
accounts managed by the firm, how is the decision to allocate that bond across 
various accounts such as ladders, actively managed accounts, mutual funds, separate 
accounts, or other investment accounts?

Similar to Breckinridge’s tax-efficient strategies, passively managed municipal bond 
ladder strategies seek a diversified structure, income generation, and tax-efficiency. Unlike 
Breckinridge’s active approach to portfolio management, their structure can be considered 
more rigid, which can limit their ability to adjust to market opportunities or risk factors.

We believe an active investment manager can apply a disciplined approach to interest 
rate exposure that seeks diversity and consistency without the constraints of a ladder. 
While the restrictions that we believe are inherent in municipal bond ladder strategies 
may suit some investor objectives, we believe they are not well suited to the municipal 
market’s inefficiency and erratic supply.
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DISCLAIMER: This material provides general and/or educational information and should not be construed as a solicitation or offer of Breckinridge services or 
products or as legal, tax or investment advice. The content is current as of the time of writing or as designated within the material. All information, including 
the opinions and views of Breckinridge, is subject to change without notice. 
There is no assurance that any estimate, target, projection or forward-looking statement (collectively, “estimates”) included in this material will be accurate or 
prove to be profitable; actual results may differ substantially. Breckinridge estimates are based on Breckinridge’s research, analysis and assumptions. Other 
events that were not considered in formulating such projections could occur and may significantly affect the outcome, returns or performance.
Not all securities or issuers mentioned represent holdings in client portfolios. Some securities have been provided for illustrative purposes only and should not 
be construed as investment recommendations. Any illustrative engagement or ESG analysis examples are intended to demonstrate Breckinridge’s research 
and investment process. 
Past performance is not a guarantee of future results. Breckinridge makes no assurances, warranties or representations that any strategies described herein will 
meet their investment objectives or incur any profits. Any index results shown are for illustrative purposes and do not represent the performance of any specific 
investment. Indices are unmanaged and investors cannot directly invest in them. They do not reflect any management, custody, transaction or other expenses, 
and generally assume reinvestment of dividends, income and capital gains. Performance of indices may be more or less volatile than any investment strategy.
Performance results for Breckinridge’s investment strategies include the reinvestment of interest and any other earnings, but do not reflect any brokerage 
or trading costs a client would have paid. Results may not reflect the impact that any material market or economic factors would have had on the accounts 
during the time period. Due to differences in client restrictions, objectives, cash flows, and other such factors, individual client account performance may differ 
substantially from the performance presented.
All investments involve risk, including loss of principal. Diversification cannot assure a profit or protect against loss. Fixed income investments have varying 
degrees of credit risk, interest rate risk, default risk, and prepayment and extension risk. In general, bond prices rise when interest rates fall and vice versa. 
This effect is usually more pronounced for longer-term securities. Income from municipal bonds can be declared taxable because of unfavorable changes in 
tax laws, adverse interpretations by the IRS or state tax authorities, or noncompliant conduct of a bond issuer.
Equity investments are volatile and can decline significantly in response to investor reception of the issuer, market, economic, industry, political, regulatory 
or other conditions. In addition, when interest rates rise, equity investments, including dividend-paying securities, may become less attractive to investors as 
bonds and other fixed-income investments may offer higher yields. There is no guarantee that a company will continue to pay, increase or declare a dividend.
Breckinridge believes that the assessment of ESG risks, including those associated with climate change, can improve overall risk analysis. When integrating 
ESG analysis with traditional financial analysis, Breckinridge’s investment team will consider ESG factors but may conclude that other attributes outweigh the 
ESG considerations when making investment decisions. 
There is no guarantee that integrating ESG analysis will improve risk-adjusted returns, lower portfolio volatility over any specific time period, or outperform 
the broader market or other strategies that do not utilize ESG analysis when selecting investments. The consideration of ESG factors may limit investment 
opportunities available to a portfolio. In addition, ESG data often lacks standardization, consistency and transparency and for certain companies such data 
may not be available, complete or accurate.
Breckinridge’s ESG analysis is based on third party data and Breckinridge analysts’ internal analysis. Analysts will review a variety of sources such as 
corporate sustainability reports, data subscriptions, and research reports to obtain available metrics for internally developed ESG frameworks. Qualitative ESG 
information is obtained from corporate sustainability reports, engagement discussion with corporate management teams, among others. A high sustainability 
rating does not mean it will be included in a portfolio, nor does it mean that a bond will provide profits or avoid losses.
The effectiveness of any tax management strategy is largely dependent on each investor’s entire tax and investment profile, including investments made 
outside of Breckinridge’s advisory services. As such, there is a risk that the strategy used to reduce the tax liability of the investor is not the most effective for 
that investor. Breckinridge is not a tax advisor and does not provide personal tax advice. Investors should consult with their tax professionals regarding tax 
strategies and associated consequences.
Federal and local tax laws can change at any time. These changes can impact tax consequences for investors, who should consult with a tax professional 
before making any decisions.
Separate accounts may not be suitable for all investors.
The content may contain information taken from unaffiliated third-party sources. Breckinridge believes the data provided by unaffiliated third parties to be 
reliable but investors should conduct their own independent verification prior to use. Some economic and market conditions contained herein have been 
obtained from published sources and/or prepared by third parties, and in certain cases have not been updated through the date hereof. All information 
contained herein is subject to revision. Any third-party websites included in the content has been provided for reference only.
Certain third parties require us to include the following language when using their information:
BLOOMBERG® is a trademark and service mark of Bloomberg Finance L.P. and its affiliates (collectively “Bloomberg”). Bloomberg does not approve or endorse 
this material or guarantees the accuracy or completeness of any information herein, or makes any warranty, express or implied, as to the results to be obtained 
therefrom and, to the maximum extent allowed by law, neither shall have any liability or responsibility for injury or damages arising in connection therewith. 
The S&P500 Index (“Index”) and associated data is a product of S&P Dow Jones Indices LLC, its affiliates and/or their licensors and has been licensed for use 
by Breckinridge. © 2023 S&P Dow Jones Indices LLC, its affiliates and/or their licensors. All rights reserved. Redistribution or reproduction in whole or in part 
are prohibited without written permission of S&P Dow Jones Indices LLC. For more information on any of S&P Dow Jones Indices LLC’s indices please visit 
www.spdji.com. S&P® is a registered trademark of Standard & Poor’s Financial Services LLC (“SPFS”) and Dow Jones® is a registered trademark of Dow 
Jones Trademark Holdings LLC (“Dow Jones”). Neither S&P Dow Jones Indices LLC, SPFS, Dow Jones, their affiliates nor their licensors (“S&P DJI”) make 
any representation or warranty, express or implied, as to the ability of any index to accurately represent the asset class or market sector that it purports to 
represent and S&P DJI shall have no liability for any errors, omissions, or interruptions of any index or the data included therein.
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