
In a very complicated way, bond prices go opposite to interest rates. When interest rates go up as they did in 1994, bond prices go down. This seems 

backwards, but it is understandable, when you think about it.  As new bonds are issued at higher interest rates, the bonds that people currently own are less 

desirable because others would rather buy newer bonds at higher interest payouts. Therefore, older bond prices go down to entice buyers. 

    In spite of these complications, there are strategies to use bonds to make money on the interest in a rising interest rate environment.  One strategy is to 

invest in individual bonds instead of bond mutual funds.  This is because individual bonds have a maturity date when you will get the face value of the bond 

back, regardless of what happens to interest rates. 

     You are contractually guaranteed to get the money back as long as the company or government stays in business.  The price of the bonds on the 

statements will fluctuate a little, but you can consider them to be unchanged, since you know that you will get the money back at maturity. 

 

      

 

     This safety feature is not available with bond mutual funds, since they don’t have a maturity date. You get whatever the value of the fund is when you sell 

the fund. No contractual guarantees there. This is unfortunate because many people moved from stock funds to bond funds trying to time the market after stock 

funds went down. Now they may lose money on the bond funds, which they thought were safe. 

     Therefore, we recommend moving into individual bonds wherever possible for your safer investments. 

     We have done this for Magnolia clients whenever possible, but if you are not a client and would like help with bonds, please contact us. 

  
Copyright © 2006 Robby T. Bryant, CFP, CEA. All rights reserved. 

 

 

PO Box 667 414 Old Clemson Highway, Seneca, SC 29679 

Phone: 864-886-9766   Fax: 864-886-9767   Email: magnoliaplan@bellsouth.net  

 

mailto:magnoliaplan@bellsouth.net

