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alternatives to, 147–150
cash alternative strategies vs., 133–134
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goal, 129–131
performance, 140–142

bond supply, 138–140
bonds, diversification of, 51–52
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breaking the buck, 5–6
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bubble, housing, 16–17
Buffett, Warren, 71, 125, 159, 169, 177
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buy-side transactions, 171–172
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capital, preservation of, 131
cash alternative strategies, laddered bond

strategy vs., 133–134
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Churchill, Winston, 29
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company fundamentals, 164–165
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125–126
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interest rates and, 152–153
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CPI. See consumer price index
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credit analysis
necessity for, 160–161
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direction, finding, 30–33
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distributions, consistent, 131
diversification, 44, 151–152

assessing, 61–62
dollar, strength of U.S., 12–13
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166–167
federal funds rate, 82–83
Federal Home Loan Bank, 78–79
Federal Open Market Committee, 31, 81,

147–148, 154–157
FHLB. See Federal Home Loan Bank
financial ratios, 164–165
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Franklin, Benjamin, 37
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portfolio construction and, 67–68
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laddered bond strategy, 126
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153–156
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performance of, 140–142
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LIBOR. See London Interbank Offered
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environment impact on, 135–136
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low turnover, 141–142
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alternatives to, 145
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LTRO. See Long-Term Refinancing
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Lynch, Peter, 111

market volatility, 132
MBS. See mortgage-backed security
measurement, of performance, 140–142
Merrill Lynch, 4
Merrill Lynch Option Volatility Estimate

(MOVE), 42–43
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money
fear of losing, 42
loss of, 45

Moody’s, 159–160
mortgage-backed securities

as alternative to laddered bond strategy,
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interest rates and, 151
mortgages, 150–151
MOVE. See Merrill Lynch Option Volatility

Estimate (MOVE)
municipal bonds, 25–27
municipal market, 172

new issue calendar, 138–140
nonagency mortgages, 150–151
nonfarm payroll report, 98–103

Operation Twist, 84, 156–157

passive strategy, credit analysis and,
161–163

pattern, correction, 16–17
payroll, 97
PCE. See Personal Consumption

Expenditure Core Price index
performance

of bond ladder, 140–142
measurement, 140–142

Personal Consumption Expenditure Core
Price index (PCE), 107–109

placing the trade, 169–170
portfolio analysis, 59–69
portfolio construction

credit risk and, 68–69
goals and, 51–59
inflation and, 67–68
interest rate environment and, 65–66
risk and, 50–51

portfolio turnover, 131
portfolio volatility, 132
PPI. See producer price index
prepayment risk, 151
preservation of capital, 131
price, execution, 171–172
price discovery, 136
producer price index, 103–109

QE. See quantitative easing
QE3, 86–87, 92
quantitative easing, 84

rating agencies, 159–160
recession, 146, 156–157, 182–183
recovery, 182–183
reinvestment risk, defined, 113
rescue of U.S. economy, 31–32
Reserve Fund, 5–6
residential mortgage-backed securities, 165
reward, risk versus, 53–54
risk, 40–41, 65–69

defining, 40
portfolio construction and, 50–51
reducing, 77–78
reward versus, 53–54
systemic, 76

risk characteristics, 42
risk-averse investors, 42–43
risk-taking investors, 44–45
RMBS. See residential mortgage-backed

securities

S&P. See Standard and Poor’s
sales coverage, 175
sell-side transactions, 171–172
sentiment index, 73–74
short-term fixed income investor, 83
short-term strategies, varieties of, 133–134
SIV. See structured investment vehicles
size of trade, 171–172
Soros, George, 49
sovereign debt, credit analysis and, 161
spread, 115–116
stable principal, goal of, 55
Standard and Poor’s, 159–160
steep yield curve, 119–120
strategy, 125

active, 47
aggressive, 57–59
conservative, 54–56
credit analysis and, 161–163
defining, 45–47
moderate, 56–57
short-term, 133–134
success, 142–143

structured investment vehicles, 130
supply of bonds, 138–140
systemic risk, reducing, 76

temporary help, as indicator, 101
time horizon, 44–45
TIPS. See Treasury Inflation-Protected

Securities
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trade, executing, 169–170
trade, size, 171–172
transaction ease, 173–175
transactions, price execution, 171–172
transparency, 72, 172
Treasury bills, 20–24

equity markets and, 21–24
Treasury default, 12–13
Treasury Inflation-Protected Securities

(TIPS), 56, 106, 147–150
as alternative to laddered bond strategy,

147–150
Treasury securities, debt rating, 8–9
turnover ratio, 131, 133–134
turnover, low, 141–142

U.S. credit rating, 8–9
U.S. debt ceiling, 8

raising, 10–12
U.S. debt rating, 7–8
U.S. dollar, strength of, 12–13
U.S. economy, rescue of, 31–32
U.S. Treasury default, 12–13
underwriter, 173
upgrades, credit rating, 163–164

variable-rate demand obligations,
26–27

visible supply, 138–140
VIX index, yen and, 10–11
volatility, 129–130, 132, 153
VRDO. See variable-rate demand

obligations

Welch, Jack, 7
WorldCom, 5
wrapper, 25–27
wrapper, as liability, 25–26

yen, VIX index and, 10–11
yield curve, 113–114
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flat, 120–121
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interest rates and, 118–119
inverted, 121–123
long end, 131–133
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Treasury bills, 20–24

zero interest rate policy, 155
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