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What are your choices?
Eligible Investments Under ORC 135.14

• Deposits
– Checking and Savings Accounts
– CDs

• Treasury Bonds
• Government Agency Bonds – FNMA, FHLB, FHLMC, FFCB
• Commercial Paper/Banker’s Acceptances

– Top rated by at least two rating organizations
– Maximum of 25% of “interim funds”
– 180 day maximum

• Treasury and Government Agency Money Market Funds
• FDIC insured Brokered CDs
• 5 year maximum maturity – Do not buy all 5 year investments
• Most public entities limit further  
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Fixed Income Characteristics

Fluctuates inversely with interest rate movementsSecurity Value 

Backed by issuer (ratings could vary).  Government 
agency securities are currently rated AAAPrincipal Safety 

100% at maturity or call date (value of security 
fluctuates during holding period)Principal Repayment 

Fixed to stated maturity date.  Some have steps in 
coupon.Interest Rate 
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Laddering Maturities - An Investment Technique Structured to 
Protect Against Volatility

• By "laddering maturities," an investor structures his 
or her portfolio with several different bonds which 
mature in consecutive years.  The diversification 
inherent in an investment ladder helps reduce risk, 
improve yield potential and ensure liquidity and 
reinvestment flexibility.

• As bonds mature in a laddered portfolio, the 
original principal is returned to you.  This principal 
can be put back into the ladder through the purchase 
of new bonds thereby enhancing the investment.  
This return of principal can also be tailored for 
meeting payroll obligations, a construction draw 
schedule or any other financial obligation. 

• Though you are assured of par value at maturity or 
at the call, liquidating your portfolio prior to 
maturity exposes it to market risk.  This may result 
in an increase or decrease in your return.

Building the Steps of the Ladder
• Fixed income instruments form the structure of any 

investment ladder.  Treasury securities, government 
agency securities, commercial paper, CDs, 
corporate bonds, mortgage-backed securities and 
municipal bonds all enjoy the predictable returns 
and variable maturities necessary for laddering.

A Bond Ladder Illustration
• Laddering maturities helps protect a portfolio from 

interest rate fluctuations.  For instance:
• If interest rates stay the same, yields on a laddered 

portfolio will be higher because during 
reinvestment, money is shifted into longer-term 
investments.  Historically, long-term bonds possess 
a higher yield than short-term bonds.

• If interest rates rise, a laddered portfolio will enjoy 
higher yields because as the bonds in the portfolio 
mature and the principal is returned, the money can 
be reinvested at higher yields.

• If interest rates fall, a laddered portfolio will enjoy a 
stable overall return due to higher rates locked in 
with earlier investments.  Note however, that funds 
coming due may have to be reinvested at lower 
rates.  
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Barbell Investment Strategy

•Have you heard of the barbell strategy? The barbell consists of buying (or selling) 
securities at the ends of the investment range rather than in the middle.  For example, if a 
customer likes to keep a two year average life, they have a few choices.  They can buy two 
year notes and call it a day or they can buy securities that average a two year maturity.  This 
could be the combination of a one year and three year maturity. You could even create a 
two year average life from a combination of money market funds and a four year note.  In 
either case, for the strategy to work the average yield of the combination must be higher than 
the straight two year yield.  Currently, a one year note yields around 0.55%, the two year is 
around 1.25% and 3 year is just over 2%.  (You will want to run the Bloomberg spread 
history to tell if this is historically attractive.)

•What is the advantage of buying the ends? Right now, it means being able to capture the 
advantage of a steep yield curve, yet also hedging against a turn in rates.  Thus, if rates fall 
you have locked in a good long term rate.  If rates reverse course, they also have some short 
maturities that will get reinvested at the higher rates.  

So, what’s next?– Economic Forecast
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When will interest rates go higher?

• Short term interest rates will go higher when there is a 
sustained economic recovery – usually 12-18 month lag 
from end of last interest rate cycle.

• The Fed Funds rate is closely tied to short term interest 
rates.

• The Fed is reluctant to raise rates until the economy is in 
a sustainable recovery period.

• Jobs/Unemployment Rate need to improve.
• Consumer spending needs to increase.
• Consumer confidence needs to support spending.
• Housing market needs to recover.
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Productivity
Good news because as companies become more productive, when the expansion truly 
hits, companies will be able to react quickly and hire new employees to meet demand.
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Personal Consumption Expenditures
Good news because the consumer is 70% of the economy, and we continue to spend 
in spite of poor economic conditions!  The Government’s stimulus in the Spring, 
“cash for clunkers”, and the first-time homebuyer tax credit all helped keep this 
engine going.
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Home Buyer Affordability Index
People have to be employed to be in a position to buy a new home, but the affordability 
index remains near an all-time high.
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Existing Home Sales
Trending higher which will eventually provide some support to housing prices and 
work off excess inventory.  This has been the longest streak of increases (4 months) 
since 2004.  It is the highest since 8/07.  There is approximately a 9 month supply of 
homes for sale currently at the July sales pace.
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Nonfarm Payrolls
Unemployment is a lagging indicator, and it typically peaks well after an economic 
recovery has begun.  With the news in job losses becoming “less bad”, we may be 
seeing the beginning of the end of job losses.
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Headwinds
• State and Local Governments are faced with significantly declining tax 

revenues and mounting pension and healthcare liabilities for retirees.  

• Federal Deficit is skyrocketing.  Possibly $9 TRILLION over the next 
decade. 

• Treasury issuance is at an all-time high. Rising commodity and food 
prices may restrict future growth.

• Tax increases are on their way…

• Will there be healthcare reform?  Another added cost depending on the 
form it takes.

• Deutsche Bank predicts that 50% of U.S. home loans will be underwater 
by 2011, giving the lie to those economic green shoots. (Barron’s)

• Added regulatory burdens for the Financial Sector—these increased 
costs will be passed on to consumers (lower deposit rates, higher loan 
rates, and higher banking fees)…another FDIC assessment is likely this 
Fall.

• Foreclosures set a new monthly record of 360,149 properties last month 
and are expected to peak sometime next year.

• Housing, housing, housing…so much of consumer wealth and the value 
of assets in our banks are tied to housing that we HAVE to have a 
recovery in that sector for there to be any sustained period of economic 
growth.

• FNMA, FHLMC, and now GNMA is in the headlines for “subprime” 
lending exposure.  The FHA is leveraged 33 to 1…sound familiar?
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Consumer Debt
While the consumer remains resilient and continues to spend, they are deleveraging 
and reducing their debt load.  This will negatively impact GDP. However, longer 
term, it is good news as the consumer strengthens its balance sheet.

14

Personal Savings Rate
The savings rate has an impact on consumer spending.  

Again, long term, this is positive, but a short-term negative.
Goldman Sachs forecast

8.8%
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Our parents didn’t buy their house with a 5% 
downpayment!
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We still probably haven’t put in a bottom in 
home prices.
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Foreclosures
More than 13% of all mortgages outstanding are either in the foreclosure process or 
have at least one payment past due.
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Jobless Claims
While we have seen a positive trend in jobless claims, we need this to continue.  Recent 
weeks have shown disappointing results. This is more of a coincident indicator than 
nonfarm payrolls or the unemployment rate.
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FOMC
Their recent statement released after their 8/12/09 meeting “suggests that 
economic activity is leveling out…and the Committee expects that inflation will 
remain subdued for some time.”
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Fed Funds Futures/Forecasts
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Closing Comments

• You are well protected from investing in anything that will 
get you into trouble (by Ohio state law).
• Bonds have become the investment of choice for many 
(even those who aren’t limited to such conservative 
investments).
• Keep it simple - ladder your portfolio and forget about it.  
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Edmund (Ted) Sumnar, is an Institutional Fixed-Income Investment Representative for Fifth 
Third Securities, Inc.  Ted specializes in fixed income investments for national and local 
institutions, including money managers, mutual funds, financial institutions, insurance companies, 
governments, schools, corporations and not-for-profit entities.  He is a certified speaker for the 
State of Ohio’s Center for Public Investment Management.  He is a volunteer in the local American 
Heart Association, Starfire and a donor to United Way.  Ted received a B.S. in Business from 
Miami University in Oxford, OH and a J.D. from Loyola University in Chicago, IL.  Ted previously 
practiced as an attorney for one of the largest law firms in the state of Florida.  In addition to his 
law license, Ted is Series 7 and 63 licensed.


