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01  Investing for Interest 117: Treasury Bills vs. Treasury Notes vs. Treasury Bonds

Choice is the spice of life. When it comes to building an emergency fund, saving for our children, or investing for the future, we have many options.

To effectively use these options, you must understand each of their individual metrics and make decisions that best suit your income needs.

Welcome to the Investing for Interest Series (101, 102, 103, 104, 105, 106, 107, 108, 109, 110, 111, 112, 113, 114, 115, 116), where we start our financial journey by earning compounding interest on our money.

Blogging to Financial Independence

What are US Treasuries? The US government runs on taxes and debt. Americans can participate in funding the government by purchasing US Treasuries directly from the government.

US Treasuries are the most traded and liquid securities on the bond market. Understanding how US Treasuries work is vital to building a knowledge base of the various other markets (stocks, real estate, cryptocurrencies, commodities).

The US offers a few types of Treasuries, but today, I want to focus on the three classes of standard bonds:


	
Treasury Bills have short durations of less than one year.

	
Treasury Notes have durations between 2 and 10 years.

	
Treasury Bonds have durations between 20 and 30 years.



How do you decide which Treasury product suits your unique household needs? Let’s start by looking at every household's three needs: an emergency fund, savings plan, and investment portfolio.

Art Edition: The Biggest Book on Passive Income!

Why do you need an emergency fund? An emergency fund is the lifeblood of running a successful household—you cannot thrive without one.

You want to begin your journey with a $1,000 emergency fund and steadily grow it to 1-2 years of expenses.

You can use a tiered emergency fund by keeping $5,000 in a high-yield savings account and layering in certificates of deposit and Series “I” Bonds.

The government issues T-Bills in durations of 4, 8, 13, 17, 26, and 52 weeks, and you can also leverage these in your emergency fund.

Real Estate is a Mindset (Beginner)

What do T-Bills offer over HYSAs and CDs? They offer no state taxes, which can lead to much higher yields in locations like California and New York.

You can also create a T-Bill ladder to get the perfect amount of yield and availability. On average, T-Bills yield more than HYSAs, but HYSAs give you instant access to resources.

Using Treasury Notes and Treasury Bonds in emergencies can be risky because you may need to sell before maturity. Selling early puts your principal at the whims of the bond market, something you don’t want to do during an emergency.

52 Weeks of the Dividend Challenge

What is a savings plan? We all must save for various people and throughout our lifetime. Your emergency fund is not your savings account. You shouldn’t ever plan to use your emergency fund.

Therefore, you need to establish another HYSA strictly for future savings like a house down payment, furniture, children’s college, vacations, etc.

Treasury Notes come in flavors of 2, 5, and 10 years, making them perfect for particular needs. 

Treasury Notes are excellent because the money is far from you (inside the TreasuryDirect website), but you receive semi-annual interest payments.

Five Takeaways from “Mindset”

You can use these interest payments to reinvest into high-yielding products like preferred shares, closed-end funds, and dividend stocks. I called this scenario high-yield bond reinvestment.

For example, let’s say you buy a $10,000 10-year Treasury Note at 4.5%. It would pay you $225 twice a year. You can invest that money into a monthly closed-end fund that yields 10%.

If you reinvest all $4,500 of interest payments over the ten years, you can create a $37 monthly paycheck for the rest of your life—enough for McDonald’s once a month.

What is an investment portfolio? There are three stages of money: the past (debt), the present (savings), and the future (investing). We all need to invest to secure our family's future.

Why Invest in Gold & Silver

We want to invest at levels much higher than inflation; however, as we age, we also want to protect the principal.

Treasury Bonds can give us decent yields, protect capital, and appreciate value. Bonds gain or lose value in relation to current rates.

If you have a 30-year Treasury Bond that yields 4.5%, at some point over 30 years, the government could lower rates to 2%. This will increase the price of your 4.5% bonds.

Can You Live the Laptop Life?

Imagine having 4.5% Treasury Bonds during the 2020 pandemic when bond yields were 1.5%. I prefer buying 30-year Bonds when they yield over 4%—I think that is the sweet spot.

We want to invest in many things throughout our lives before retirement: business, real estate, creativity, and dividends.

Treasury Bonds can give you a pension-like income to provide a base level of security. Ideally, you could fund your life on Treasury Bonds, and use dividends and real estate for extras (vacations, eating out).

However, you would need millions of dollars to generate enough income to live at 4.5%. However, earning $20,000 annually from Treasury Bonds would be a fantastic addition to your passive income.

Financial Security vs. Financial Freedom

Bills vs. Notes vs. Bonds. Before you invest in Treasuries, you want to be very intentional with your purpose.

Each of the different types of Treasuries has its metrics, and they compete against other products in their duration categories.

You can also find these specific Treasures in exchange-traded funds like Treasury Bills (BIL), Treasury Notes (ILTB), and Treasury Bonds (BLV).

You can mix and match your Treasuries to create the ultimate Treasury ladder. Personally, I think high-yield Treasury Bonds (20 or 30 years) are outstanding for long-term investing.

21 Passive Income Ideas

Conclusion. Most people do not use a high-yield savings account, let alone invest in Treasuries.

Treasuries were my first step into earning passive income with my money. Don’t let the TreasuryDirect website intimidate you; it is easy to navigate with a bit of practice.

The goal of investing in Treasuries is to become more intentional with your money. Earning 4-5% may not change your life, but it’s better than paying 9-10% on a personal loan.

Once you learn how to leverage money to reach your short-, medium-, and long-term income goals, you’ll be well on your way to creating generational wealth.

Congratulations on taking the first step to becoming a more informed investor and diligent saver. Welcome to the Elite Savers of America! Good Luck!

[image: image]



	[image: ]

	 
	[image: ]





[image: ]


02  Treasure in Treasuries
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Learning to invest can be intimidating, especially if you don’t have much guidance. That’s why I started the Investing for Interest 101 series (101, 102). Investing for interest (debt) can be safer than entering the stock market; however, you may achieve a lower return. 

Previously we discussed the Super Safe Savers of high yield savings accounts, certificates of deposits (CDs), and Series “I” and “EE” bonds. Today, we will move into Treasuries issued by the US Government. 
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Safety in the USA. Investors consider treasuries some of the safest investments on Earth. When you buy a US Treasury, you put your full weight and confidence behind the United States of America. 

What if Your House Paid Dividends?

Is there a chance that the US can default on your Treasury bond? Yes, but chances are if that happened, another country or aliens would overrun our country. You would have bigger issues than your bonds, as ammunition would be a higher priority. 

Treasuries can fill an essential role in your overall portfolio, offer an excellent place to stash your emergency fund, and provide a fixed income. 

I want to talk about where Treasuries can fit into your overall portfolio. First, let’s discuss the four types of Treasuries. There are many good articles on these instruments, so I will not reinvent the wheel. I’ll focus on how to leverage them.

The four types of Treasuries. The four types of Treasury debt are Treasury Bills, Treasury Notes, Treasury Bonds, and Treasury Inflation-Protected Securities (TIPS). Let’s explore these. 

Treasury Bills. Treasury bills are short-term debt with maturities of 4, 8, 13, 26, and 52 weeks. Advanced investors use these to make quick profits. I never found the need to involve myself with these. Here is a great article on Investopedia.

Treasury Notes. Treasury notes are US debt that ranges between 2-10 years. Hardcore investors follow the 10-year note will great passion. I consider the 10-year note one of the most important things to learn as an investor. I will get into more about the 10-year note later. Here is an excellent article about Treasury Notes on Investopedia. 

Relationships in the Metaverse

Treasury Bonds. Treasury Bonds range from 20-30 years. I personally spend all my time with the 30-year bond. I’ll go more into my use-cases below. They pay interest semi-annually so that you can use them for current income. Here is more detail on Treasury Bonds on Investopedia. 

Treasury Inflation-Protected Securities. TIPS adjust their value depending on inflation. I don’t invest in TIPS directly; however, I invest in a TIPS bond fund. I will discuss more about bond funds throughout the series. Series “I” bonds also protect against inflation, and I find them easier to understand. Here is more on TIPS from Investopedia. 

The importance of the 10-Year Treasury Note. If you consider becoming a bonafide investor (part 1, part 2, part 3, part 4, part 5), you must learn about the 10-Year Note. Investors follow the 10-year Note with great interest. 

I may do a deep dive on the 10-year Note, but let’s talk briefly about it now. The 10-Year Note signifies investor confidence. When confidence in the economy is high, investors sell their 10-year Notes and buy other investment instruments like stocks.

The Magic of Passive Index Fund Investing

When confidence is low, or there is uncertainty, investors flock back to the 10-Year raising prices and lowering the yields.

Think of a 10-Year as a safety net. If Google (GOOG) stock is doing well, you are motivated to keep investing. However, if something shakes your confidence, you might take profits and move your money into the 10-year Note to wait for things to cool down. 

This cycle plays out in the market almost every week, and sometimes we call it the fear/greed factor. Investors also link the 10-year Note to mortgage rates and other economic indicators. If you want to learn the ropes, start following the yield curve on the Treasury website. 

How I use my Treasury Bonds. I invest heavily in 30-year bonds. At least I did until the pandemic lowered interest rates to around 1%. The 30-year bond is a great place to build an emergency fund. 

The 20 and 30-year bonds pay interest semiannually. They also have different schedules for payments, meaning that you can tailor your portfolio to deliver you four times a year. 
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For example, buying a bond in February will pay you in February and August. If you buy a bond in May, it will pay you in May and November. It is sort of confusing, but you will figure it out quickly. You buy your bonds on the Treasury Direct website.  

[image: image]

Current income. I talk about Income Investing almost every day, and buying bonds is also income investing. You will just be receiving much lower yields. However, as we get older, we move into the asset protection phase of life.

Bonds allow us to get current income while having little to no risk. The government taxes interest at your standard tax rate, so you don’t receive tax benefits like dividends. 
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