
The Duration Equation: 
What is duration? It is a risk by definition. The risk that the value of a fixed rate bond will decline or rise as a result of a change in interest rates. 

As the name implies, fixed income instruments fix their coupon rate for a longer term. This does not adjust no matter what happens to interest rates or 

what adjustments the Federal Reserve will make to its interest rate policy, as they have recently indicated. 

This is the rate sensitive part of fixed income that exposes investors to duration. 

Rising rates are a headwind to traditional fixed income portfolios (Treasuries, municipal bonds, investment grade bonds, high yield bonds, emerging 

market bonds, etc.) as holders of these instruments would now be able to obtain a theoretical higher rate of return than the one locked in at purchase 

of their fixed rate coupon. 

How much pain can duration create in YOUR fixed income portfolio? 

Historically, if interest rates change by 1%, a fixed income instrument’s price is likely to experience an inverse change by approximately 1% for each 

year of duration. 

Here is the duration math at a glance – 

Source: https://cafemutual.com/news/guestcolumn/63-lessons-to-be-learnt-from-the-recent-events-in-bond-markets 
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