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Executive Summary

Strategy
Reallocate a portion of the ICSH ultra-short bond ETF into a 
diversified mix of short- and long-duration ETFs to increase the 
portfolio’s sensitivity to interest rate changes.

Performance
The expected return is estimated to increase by over 1%, 
excluding any speculative upside from price appreciation.

Recommendation
Capital Builders Group recommends investing approximately 
$115,000 in IGSB, SPLB, and VCLT, with funds reallocated from 
ICSH.



Strategy Design

We identified this opportunity by monitoring Fed signals, market commentary, and 
movements in the yield curve. The current ~$300,000 allocation in ICSH offers limited 
upside in a falling interest rate environment, prompting a strategic shift. This revised 
approach positions the fund to capture potential capital appreciation from anticipated Fed 
rate cuts while maintaining liquidity and a balanced risk profile.

If interest rates decline due to slowing economic growth or easing inflation, longer-duration 
bonds are likely to experience greater price appreciation than ultra-short bonds. By 
reallocating into longer durations, we aim to capture this upside as the Fed shifts its policy 
to support broader economic conditions.

We expect the reallocation to generate capital gains as yields decline, particularly in the 
long-duration segments. This strategy should enhance overall portfolio performance while 
preserving liquidity through a substantial short-duration position.

Goal

Outcome

Origin



When to Invest:

• Real yields remain elevated, making long-duration bonds an 
attractive entry point.

• The Fed has signaled a potential shift toward rate cuts.
• The current shape of the yield curve suggests meaningful 

upside potential from increased duration exposure.

Strategy Rationale

Sources:

What is a trigger/indicator?

The U.S. government plans to borrow or refinance 
$7 trillion in FY 2025, putting pressure on the Fed to 

lower rates—a move that historically brings down 
the long end of the yield curve as well.

Historical context: 

Interest rates remain historically high, with the 10-
year Treasury yield well above its 10-year average. 

While anticipated rate cuts have been delayed 
longer than expected, the current environment 

presents a compelling opportunity to position the 
portfolio for an eventual shift.

Exit or reduce exposure when:

• Inflation reaccelerates or economic data comes in stronger 
than expected.

• The Fed adopts a more hawkish stance or signals potential 
rate hikes.

• Yields drop significantly, limiting further upside in long-
duration bonds.



Recent Headlines

Source: Reuters, March 2025

Source: JP Morgan, March 2025



Current Treasury Securities are Well Above 10-year 
Averages



With $7 trillion due for borrowing or refinance in 
2025, US Govt. simply cannot afford this rate



2024 Bond Performance
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YTD Performance

Morgan Stanley



Bond Performance

JP Morgan



Price Appreciation

Longer-term bonds have the potential for price appreciation



Bond Performance
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Yield Curve Normalization



Interest Rates
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Interest Rate Sensitivity

JP Morgan



Bond Performance

BlackRock: Average annualized returns (%) 1990 – 2023



Fed Rate Projections



Fed Rate Projections



Fed Rate Projections



Fed Rate Projections



Optimization Step 1: Avg. Monthly Returns 



Opt. Step 2: Covariance Matrix



Opt. Step 3: Determining E(FFR)



Optimization Outcome – (forecasted rf)

Optimization Parameters
• ∑ LT Fixed Income ETFs: >=15%, <=30%
• ICSH Allocation: >=30%, <=60%

Weighted Objective Function:
• minf(x): 40%σ² - 60%E(r),

o Where E(r) = Excess Expected Return

Optimization Allocation:
• 60% ICSH (Ultra Short-Term)
• 10% IGSB (Short-Term)
• 18% SPLB (Long-term)
• 12% VCLT (Long-Term)



Recommended Action Plan - Purchases

Name Ticker
Expense 

Ratio
Current 

Yield
Beta

% of Total 
Bond 

Allocation

Share 
Price

# of 
Shares

Allocation 
Total

iShares Ultra Short-
Term Bond ETF

ICSH 0.08% 5.16% 0.54 60% $50.66 3,399 $172,193

iShares 1-5 Year 
Investment Grade 
Corporate Bond 

ETF

IGSB 0.04% 4.04% 0.56 10% $52.34 548 $28,699

SPDR Portfolio 
Long Term 

Corporate Bond 
ETF

SPLB 0.04% 5.04% 0.60 18% $22.47 2,249 $51,658

Vanguard Long-
Term Corporate 

Bond ETF
VCLT 0.03% 5.03% 0.59 12% $75.61 455 $34,439

TOTAL 0.06% 5.01% 0.56 100% $48.75 6702 $286,989



iShares Ultra Short-Term Bond Active ETF

Ticker ICSH

Net Assets 5.47B

Expense Ratio 0.08%

YTM 3.4%

Weighted Avg Coupon 4.75

YTD Return 0.83%

One-year Return 5.55%

Three-year Annualized Return 4.36%

Five-year Annualized Return 2.82%

Ten-year Annualized Return 2.28%

• Maturity: Weighted average maturity is 0.70 years, 

meaning most holdings mature in under a year.

• Duration: Effective duration is 0.45 years, indicating very 

low sensitivity to interest rate changes.

• Credit Quality: Primarily investment-grade, with ~38% 

AAA, 30% AA, and 53% A-rated bonds.

• Sector Allocation: Concentrated in Commercial Paper 

(31.6%), Finance (18.3%), CDs (16.5%), and Industrial 

(14.4%).



iShares 1-5 Year Investment Grade Corporate Bond ETF 

Ticker IGSB

Net Assets 21.7B

Expense Ratio 0.04%

YTM 4.76

Weighted Avg Coupon 4.14

YTD Return 1.61%

One-year Return 6.76%

Three-year Annualized Return 3.01%

Five-year Annualized Return 2.01%

Ten-year Annualized Return 2.34%

• Maturity: Weighted average maturity of 2.90 years, indicating a 

focus on short-term bonds.  

• Duration: Effective duration of 2.60 years, suggesting moderate 

sensitivity to interest rate changes.  

• Credit Quality: Predominantly investment-grade, with 

approximately 1.0% AAA, 8.8% AA, 46.4% A, and 43.6% BBB 

rated bonds.  

• Sector Allocation: Primarily invested in corporate bonds 

(98.99%), with minimal exposure to cash equivalents (0.51%) 

and government-related securities (0.21%).  



SPDR Portfolio Long Term Corporate Bond ETF

Ticker SPLB

Net Assets 1.19B

Expense Ratio 0.04%

YTM 5.82%

Weighted Avg Coupon 4.83

YTD Return 3.77%

One-year Return 5.70%

Three-year Annualized Return -2.70%

Five-year Annualized Return -2.38%

Ten-year Annualized Return 2.17%

• Maturity: Holds U.S. corporate bonds with maturities of 

10+ years.

• Duration: 12.55 years (option-adjusted), indicating high 

interest rate sensitivity.

• Credit Quality: Mostly investment-grade: 44.6% A, 44.6% 

BBB, 9.0% AA, 2.2% AAA.

• Sector Allocation: 68.6% Industrial, 17.2% Finance, 

14.0% Utility.



Vanguard Long-term Corporate Bond ETF

Ticker VCLT

Net Assets 15.52B

Expense Ratio 0.03%

YTM 5.6%

Weighted Avg Coupon 4.70

YTD Return 3.86%

One-year Return 5.57%

Three-year Annualized Return -2.82%

Five-year Annualized Return -2.28%

Ten-year Annualized Return 2.23%

• Maturity: Primarily holds bonds with maturities of 20 

years or more, Average effective maturity of 22.3 years.

• Duration: Average duration of 12.5 years, indicating high 

sensitivity to interest rate changes.

• Credit Quality: Invests in high-quality U.S. corporate 

bonds.

• Holdings Concentration: Concentrated in industrials 

(69.5%), financial services companies (17.3%), and 

utilities (11.8%). 



10+ Year Chart



5 Year Chart



1 Year Chart



YTD Chart



Effect on the Portfolio

Portfolio Weights After

Portfolio Exp. Return St. Dev Beta Sharpe Idio. Risk

Existing 17.53% 7.37% 0.73 1.80 3.47%

Adjusted 18.67% 8.02% 0.80 1.79 3.73%



Summary & Recommendation

Strategy Merits

Action Plan
• Recommendation: Yes

Sell approximately $115K of ICSH to purchase IGSB, SPLB, and VCLT.

• Performance

The expected return is estimated to increase by over 1%, excluding any speculative upside 
from potential price appreciation.

• Risk

Risk remains low; the fixed income allocation is unchanged, with only the composition 
adjusted.

• Effects on Portfolio

Considerable upside potential with minimal downside risk.



Appendix
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