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Income investors have been dealing with lingering low short-term interest rates for years now. A resulting worry 
pertains to consequences from holding individual bonds or bond funds should interest rates begin to rise. As a 
reminder, bond yields and prices have an inverse relationship; as yields move up, the price of a bond will move 
down (and vice-versa). With this expectation, what should income-oriented investors do? When positioning for a 
possible rise in rates, are bonds and investments that hold bonds 
interchangeable, or do they have unique considerations? Although both have 
‘bond’ in their name, they are very different. As the old idiom goes, comparing 
the two is like comparing “apples to oranges”. 
 

Are Your Bonds Really “Fixed Income”? 
Although many different investments hold bonds, not all are “fixed income” 
instruments.  Take the example of an open end mutual fund; by design each share represents an indivisible piece of an 
actively managed pool of bonds, cash and other investments. Other structures such as Closed End Funds, ETFs and UITS 
may hold bonds as well, but most are not truly “fixed income”.  For example, with a bond fund, the price of shares and 
the income generated will rise or fall based on activities of the manager, credit worthiness of the issuers, fund flows 
and market conditions including changes in interest rates. A further challenge is that many structures have targeted 
maturities and/or targeted durations. Meeting these targets in a moving interest rate environment may prevent the 
Net Asset Value (NAV) from remaining stable.  These requirements in turn can potentially affect the original principal 
value invested and can result in a realized gain or loss. In other words, an investor’s originally invested principal is at 
risk, especially in a rising interest rate environment.  

 

Individual Bonds Are the Only True “Fixed Income” 
What is an individual bond, and why is it important? Simply stated, a bond is a loan agreement between a borrower 
and an investor. Not surprisingly, a bond is also referred to as a “fixed income” instrument, as it provides the investors 
with exactly what you’d expect; a stated amount of income at constant intervals for a defined period of time. This 
allows an investor to customize his/her holdings to meet specific needs while providing predictability of income and 
transparency. The stated maturity date is another distinct, ‘fixed’ characteristic of individual bond ownership which can 
be a benefit. After all, bond prices will move towards par value as they near the maturity date. Regardless of the path 
of interest rates, whether they go up, down, or even sideways, an individual bond will behave exactly as intended 
until its specified maturity/redemption, subject to the creditworthiness of the issuer, of course. Put another way, if 
you intend on holding a bond to maturity, it doesn’t matter what interest rates do along the way. The bond pays the 
agreed upon interest at the agreed upon intervals, and market price declines below par remain unrealized as the par 
value is returned at maturity.  

 

Individual Bonds are a Predictable Asset Class for Principal Protection in a 
Rising Interest Rate Environment  
Not all bond investments are “fixed income”. Be careful not to blur the lines.  There is a distinct difference between 
individual bonds and packaged securities that hold bonds. Simply put, the two are not interchangeable and, in fact, are 
very different investments. Provided that you have sufficient capital to properly diversify, investors who seek income in 
this environment should consider a portfolio of individual bonds customized to suit their needs, goals and risk 
tolerance. A packaged investment with active management that holds the exact same instruments is not likely to hold 
those bonds to maturity. Investments lacking a stated maturity date simply do not have a par value to return.  Instead, 
the value of an investor’s shares is subject to the value of NAV which may be more or less than the price they paid. In 
contrast, the “fixed” nature of individual bonds gives investors a choice to simply hold their bonds to the maturity 
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date and receive par value should interest rates rise. Bond proceeds can then be reinvested at higher rates to put the 
investor on a path to higher income.  For these reasons, bond investors worried about the price impact of rising rates 
on their holdings may prefer to own individual bonds which are, after all, truly fixed income, providing a predictable 
return of principal. 

 Investors should consider the investment objectives, risks, and charges and expenses of mutual funds 
carefully before investing.  The prospectus contains this and other information about this investment.  The 
prospectus should be read carefully before investing. 

 
 
 

 
The author of this material is a Trader in the Fixed Income Department of Raymond James & Associates (RJA), and is not an Analyst.  

Any opinions expressed may differ from opinions expressed by other departments of RJA, including our Equity Research Department, and are 

subject to change without notice. The data and information contained herein was obtained from sources considered to be reliable, but RJA 

does not guarantee its accuracy and/or completeness. Neither the information nor any opinions expressed constitute a solicitation for the 

purchase or sale of any security referred to herein. This material may include analysis of sectors, securities and/or derivatives that RJA may 

have positions, long or short, held proprietarily. RJA or its affiliates may execute transactions which may not be consistent with the report’s 

conclusions. RJA may also have performed investment banking services for the issuers of such securities. Investors should discuss the risks 

inherent in bonds with their Raymond James Financial Advisor. Risks include, but are not limited to, changes in interest rates, liquidity, credit 

quality, volatility, and duration. Past performance is no assurance of future results. 

This communication is intended to improve the efficiency with which Financial Advisors obtain information relevant to their client's taxable 

fixed income holdings. This information should not be construed as a directive from the RJ&A Taxable Fixed Income Department to buy or 

sell the securities noted above. Prior to transacting in any security, please discuss the suitability, potential returns, and associated risks of the 

transactions(s) with your Raymond James Financial Advisor. 

Investing involves risk and you may incur a profit or a loss. The value of fixed income securities fluctuates and investors may receive more or 

less than their original investments if sold prior to maturity. Bonds are subject to price change and availability. Investments in debt securities 

involve a variety of risks, including credit risk, interest rate risk, and liquidity risk. Investments in debt securities rated below investment grade 

(commonly referred to as “junk bonds”) may be subject to greater levels of credit and liquidity risk than investments in investment grade 

securities. Investors who own fixed income securities should be aware of the relationship between interest rates and the price of those 

securities. As a general rule, the price of a bond moves inversely to changes in interest rates. Diversification does not ensure a profit or protect 

against a loss.  

The information contained herein has been prepared from sources believed reliable but is not guaranteed by Raymond James & Associates, 

Inc. (RJA) and is not a complete summary or statement of all available data, nor is it to be construed as an offer to buy or sell any securities 

referred to herein. Trading ideas expressed are subject to change without notice and do not take into account the particular investment 

objectives, financial situation or needs of individual investors. Investors are urged to obtain and review the relevant documents in their entirety. 

RJA is providing this communication on the condition that it will not form the primary basis for any investment decision you may make. 

Furthermore, because these are only trade ideas, investors should assume that RJA will not produce any follow-up. Employees of RJA or its 

affiliates may, at times, release written or oral commentary, technical analysis or trading strategies that differ from the opinions expressed 

within. RJA and/or its employees involved in the preparation or the issuance of this communication may have positions in the securities 

discussed herein.  Securities identified herein are subject to availability and changes in price. All prices and/or yields are indications for 

informational purposes only. Additional information is available upon request. 
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