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Rate rises aren’t all bad for long-term bond investors
HIGHER INTEREST PAYMENTS IN THE FUTURE CAN COMPENSATE FOR SHORT-TERM LOSSES
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A rate rise would initially 
cause your portfolio to 
decline

Stay invested long enough 
and you could break even

› A rate rise could 
hurt bond portfolios 
in the short term

› But longer-term 
investors would 
benefit from higher 
yields over time 

› Staying invested in 
bonds may offset an 
initial loss—and 
could even be more 
beneficial than if 
rates had never 
risen

Assumptions:
› Base Case (No Rise): Portfolio Duration = 5 years, Bond Coupon = 3%
› 3% Rate Rise Scenario: Duration = 5 years, Rate Rise +3%, New Bond Yield = (3% + 3%) = 6%

Base case
(No rise)

3% rate rise 
scenario

Hypothetical comparison:
No rate rise vs. a large 3% rate rise scenario

But bonds yielding 3% higher 
could help you make up ground

Stay invested and you may 
end up better off than if 
rates hadn’t risen
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This hypothetical illustration is not meant to 
reflect the return of any actual investment.
With fixed income securities, such as bonds, 
interest rates and bond prices tend to move 
in opposite directions. When interest rates 
fall, bond prices typically rise and conversely 
when interest rates rise, bond prices typically 
fall. When interest rates are at low levels 
there is risk that a sustained rise in interest 
rates may cause losses to the price of 
bonds.
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