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The intent of this paper is to define what bonds are as a vehicle for investors including a
detailed explanation of the basic terms associated with bonds, the different types of bonds
available in the markets, bond ratings, and why investors might want to consider bond
investing to have a more diversified portfolio. Finally, the paper will discuss the relationship
between bonds and interest rates in determining bond valuations. Following the discussion
there will be a brief summary of the main points explained throughout the paper.

Everyone in the investment world is constantly looking for ways to insulate themselves
from the volatility surrounding the markets in terms of strategizing investments and
diversification. Most investors look to the markets for common stock options and mutual
funds with hesitancy to global volatility facing today’s financial markets. Another
investment market option to considered, although not immune to outside volatility, is the
bond market. Ross stated the bond market is larger in scope than the stock market (2011).
A bond is an investment option wherein the investor loans money to large organizations
such as corporations, state and local municipalities, the US government and governments
abroad (Parker, 2014). The Securities and Exchange Commission (SEC) classify a bond
as a debt instrument. The bond, also known as a debt security, is issued to the public
(creditor) who holds the bond until they are repaid by the borrower in interest-only



payments over a particular period (Ross, Westerfield and Jordan, 2011). At the end of the
bond term and only then is the principal of the loan paid in full as a balloon payment. It is
similar to an IOU held by the creditor until the borrower fulfills their pro...
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...reditor to a corporation is there are legal protections in place giving the bond invester
first rights of payment before payment is received among stock owners in the same
corporation.
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