
For years, our analysis has been focused on the potential impact of rising rates on bond portfolios, but what happens after rates rise? Will they continue to increase, stagnate, or 
decline? If you believe we are in a “higher for longer” scenario or that rates will start to fall, now may be a good time to selectively extend duration into a potentially slowing economy.  

According to FINRA1, bond duration is a measure of the degree to which a bond investment is likely to change in value if interest rates were to rise or fall. The higher the duration, 
the more sensitive the bond is to changes in interest rates and vice versa. In general, portfolio managers will seek to increase portfolio duration to monetize volatility in a declining 
interest rate environment and reduce duration to combat the effects rising interest rates can have on a bond portfolio.

When is it Time to Extend Duration?

How Duration Impacts Bond Values

IMPACT ON A BOND  
WORTH $10,000

1% DECREASE in Rates
Bond  
Duration

Basis Point 
(bps) Change 

Bond  
Value

1 year 100 bps $10,100

5 year 500 bps $10,500

10 year 1000 bps $11,000

1% INCREASE in Rates
Bond  
Duration

Basis Point 
(bps) Change 

Bond  
Value

1 year 100 bps $9,900

5 year 500 bps $9,500

10 year 1000 bps $9,000

Source: Bloomberg data as of October 31, 2023. For illustrative purposes only. Past performance is not guarantee of future results. It is not possible to invest directly in an index.  
Index performance does not reflect the deduction of any fees or expenses. Returns are not indicative of performance of any AAM product.   
1 FINRA: Financial Industry Regulatory Authority 

More sensitive to 
interest rates

Less sensitive to 
interest rates

Avg. Duration 5.00 Years

10/31/23 Duration 6.04 Years



Advisors Asset Management, Inc. (AAM) is an SEC-registered investment advisor and member FINRA/SIPC. Registration does not imply a certain level of skill or training.  

For informational purposes only. Unless otherwise stated, all information and opinion contained in this publication were produced by Advisors Asset Management, Inc. (AAM) and other sources 
believed by AAM to be accurate and reliable. Due to rapidly changing market conditions and the complexity of investment decisions, supplemental information and other sources may be required 
to make informed investment decisions based on your individual investment objectives and suitability specifications. Any expression of opinion is subject to change without notice.

The Bloomberg US Aggregate Bond Index is an unmanaged, broad-based index composed of US dollar denominated, investment grade, fixed rate taxable bonds with at least $250 million par 
amount outstanding and at least one year to final maturity.  

“Bloomberg®” and any Bloomberg Index are service marks of Bloomberg Finance L.P. and its affiliates, including Bloomberg Index Services Limited (“BISL”), the administrator of the indices 
(collectively, “Bloomberg”) and have been licensed for use for certain purposes by Advisors Asset Management, Inc. (AAM).  Bloomberg is not affiliated with AAM, and Bloomberg does not approve, 
endorse, review, or recommend any AAM product. Bloomberg does not guarantee the timeliness, accurateness, or completeness of any data or information relating to AAM products.
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Speak with a financial professional to learn 
more or visit www.aamlive.com.

Key Takeaways
•   The principal value of a bond fluctuates as interest rates change.

•   Duration is a measure of interest rate risk. Bonds with a lower duration are less sensitive 
to changes in interest rates than bonds with a longer duration.  

•   In a rising interest rate environment, bond prices are generally expected to decline 
resulting in shorter duration bonds becoming more attractive. 

•   In a falling interest rate environment, bond prices are generally expected to rise 
making longer duration bonds more attractive.  

•   There are numerous of factors considered when calculating duration, such as coupon 
rate, call features, yield and maturity. Contact your financial professional for additional 
information and guidance. 

Inverse relationship between bond prices and interest rates:

If interest rates rise, prices fall and yields rise.

If interest rates fall, prices rise and yields fall.


