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Fixed Income Securities 
Introduction 

 A fixed-income security is an instrument that allows governments, companies and other types of issuers to 

borrow money from investors.  

 Any borrowing of money is debt. The promised payments on fixed-income securities are contractual 

obligations of the issuer to the investor. 

Overview of a Fixed Income Security 

 A bond is a contractual agreement between the issuer and the bondholders. There are three important elements 

that an investor needs to know about when investing in a bond: 

- The bond’s features, including the issuer, maturity, par value, coupon rate and frequency, and currency 

denomination. These features determine the bond’s scheduled cash flows and, therefore, are key 

determinants of the investor’s expected and actual returns. 

- The legal, regulatory, and tax considerations that apply to the contractual agreement between the issuer 

and the bondholders. 

- Any options that may affect the bond’s scheduled cash flows. 

Basic Features of a Bond 

Issuers of Bonds 

- Supernational organisations 

- Sovereign governments 

- Non-sovereign governments 

- Quasi-government entities 

- Companies 

- Special legal entities 

 Bond markets ae classified into sectors based on the issuer’s creditworthiness as judged by credit-rating 

agencies. The promised payments of investment-grade bonds are perceived as less risky than non-investment 

grade bonds because of profitability and liquidity considerations. 

Maturity 

 The maturity date of a bond refers to the date when the issuer is obligated to redeem the bond by paying the 

outstanding principal amount. 

 The tenor is the time remaining until the bond’s maturity date. 

 Money market securities: fixed-income securities with an original maturity of one year or less. E.g. 

commercial paper and certificates of deposit. 

 Capital market securities: fixed-income securities with an original maturity of more than one year. 

 Perpetual bonds: fixed-income securities with no maturity date. 

Par Value 

 The principal amount, principal value or the principal of a bond is the amount that the issuer agrees to repay 

the bondholders on the maturity date. 

 This amount is also referred to as the par value, par, face value, nominal value, redemption value, or maturity 

value. 

 If the bond’s price is below its par value, then the bond is trading at a discount. 

 If the bond’s price is above its par value, then the bond is trading at a premium. 
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Issuance, Trading, and Funding 
Classification of Fixed-Income Markets 

 Although there is no standard classification of fixed-income markets, many investors and market participants 

use criteria to structure fixed-income markets and identify bond market sectors. 

 Common criteria used to classify fixed-income markets include the type of issuer; the bond’s credit quality, 

maturity, currency denomination, and type of coupon; and where bonds are issued and traded. 

Classification by Type of Issuer 

 One way of classifying fixed-income markets is by type of issuer, which usually leads to the identification of 

three bond market sectors: the government and government-related sector, the corporate sector, and the 

structured finance sector. 

 Government sector: supranational organizations, such as the World Bank; sovereign (national) governments; 

non-sovereign (local) governments; and quasi-government entities that are either owned or sponsored by 

governments.  

 Corporate sector: financial and non-financial sector. 

 Structured finance sector: securitization, a process that transforms private transactions between borrowers and 

lenders into securities traded in public markets. 

Classification by Credit Quality 

 Investors who hold bonds are exposed to credit risk, which is the risk of loss resulting from the issuer failing 

to make full and timely payments of interest and/or principal. 

 Bond markets can be classified based on the issuer’s creditworthiness as judged by rating agencies. 

 Agencies rate bonds as investment grade or non-investment grade (high yield, speculative or junk bonds). 

 Credit ratings are an assessment of the issuer’s creditworthiness at a certain point in time; they are not a 

recommendation to buy or sell the issuer’s securities. 

 One of the reasons why the distinction between investment-grade and non-investment-grade bond markets 

matter is that institutional investors may be prohibited from investing in, or restricted in their exposure to, 

lower-quality or lower-rated securities. 

Classification by Maturity 

 Fixed-income securities can also be classified by the original maturity of the bonds when they are issued.  

 Securities that are issued with a maturity at issuance ranging from overnight to one year are money market 

securities. 

 Capital market securities are securities that are issued with an original maturity longer than one year. 

Classification by Currency Denomination 

 The currency denomination of a bond’s cash flows influences which country’s interest rates affect a bond’s 

price. 

Classification by Type of Coupon 

 Some bonds pay a fixed rate of interest; others pay a rate of interest that adjusts to market interest rates at 

regular, short-term intervals. 

 Banks often prefer to make floating-rate loans and invest in floating-rate bonds. This is an effort to limit the 

volatility of their net worth resulting from interest rate risk. 

 Institutions that need to finance short-term loans issue floating-rate debt. 


