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Introduction
Corporate bonds connect a company’s financing decision with investor expectations about interest
rates, credit quality, liquidity, and time. The process begins when an issuer decides how much capital
it needs and what type of debt it can support, then continues through structuring, disclosure, pricing,
allocation, settlement, and secondary-market trading. A bond’s value is not determined only by its
coupon rate. Investors evaluate the entire stream of contractual cash flows and discount those
payments at a market yield that reflects current rates and the security’s specific risks. This explains
why the same bond can trade at par, a premium, or a discount at different points in its life. For
students, the most important distinction is between the coupon rate written into the contract and the
yield required by the market. Coupon payments remain fixed for a conventional fixed-rate bond, while
the price adjusts so that the expected return becomes competitive with alternative investments of
similar maturity and risk (Fabozzi, 2021).

Issuance, Structuring, and Primary-Market Pricing
A company may issue bonds to finance capital expenditure, refinance existing obligations, acquire
another business, or support general operations without issuing additional equity. Management first
decides the amount, maturity, currency, coupon structure, security, covenants, and repayment profile
that fit expected cash flows. Public offerings commonly involve investment banks, lawyers, auditors,
trustees, rating agencies, and settlement institutions. Underwriters advise on likely investor demand
and coordinate due diligence, disclosure, marketing, and bookbuilding. Their role is not to substitute
for management’s responsibility; the issuer remains accountable for accurate information about
financial condition, risks, use of proceeds, and contractual obligations. The offering document allows
investors to evaluate the company and the proposed security, while covenants may restrict additional
borrowing, asset sales, dividends, or other actions. A well-designed bond balances the issuer’s need
for financing flexibility with the investor’s need for sufficient protection and compensation for risk.

Primary-market pricing is usually expressed through a yield or spread over a benchmark government
security. Investors assess the issuer’s creditworthiness, leverage, expected recovery, business
volatility, liquidity, and security ranking and then determine the extra return required above the
benchmark. During bookbuilding, underwriters collect indications of interest from institutional
investors at different price or yield levels. Strong demand can permit tighter pricing, while weak
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demand may require a larger spread, smaller issue, or postponement. The coupon is often selected so
that the final issue price is close to face value, although bonds can be issued above or below par.
Final allocations are not necessarily first-come, first-served; underwriters may consider order quality,
investor type, holding intentions, and applicable allocation rules. After settlement, the issuer receives
the proceeds net of underwriting fees and discounts, while investors receive the securities and begin
bearing market and credit risk.

Bond Valuation, Price, and Yield
A plain fixed-rate bond is valued as the present value of its future coupon payments plus the present
value of the principal repaid at maturity. Each payment is discounted at the market yield appropriate
to the timing and risk of the cash flow. This present-value logic creates the inverse relationship
between price and yield. When required market yields rise, existing fixed coupon payments become
less attractive and their present value falls. When required yields decline, the same fixed payments
become more valuable and the bond price rises. The relationship becomes especially important when
the bond has a long maturity or a low coupon because more of its value depends on cash flows
received further in the future. Credit deterioration, improved recovery expectations, embedded
options, or changes in liquidity can also alter the required yield, so a bond’s price reflects more than
movements in government interest rates alone.

Consider a five-year bond with a face value of $1,000 and a 5 percent annual coupon, producing a
$50 payment each year. If investors require a 6 percent yield, the coupon is below the market rate
and the bond must trade at a discount. Discounting the $1,000 principal at 6 percent for five years
gives a present value of approximately $747.26, while the present value of the five $50 coupon
payments is about $210.62. The resulting price is approximately $957.88. The investor still receives
$50 annually and $1,000 at maturity; the lower purchase price allows the total return to approach the
required 6 percent yield if all payments occur as promised and the bond is held under the stated
assumptions. The example demonstrates why coupon rate and investor return should never be
treated as identical concepts.

Par, Premium, Discount, and Yield Measures
A bond trades near par when its coupon rate is approximately equal to the yield currently required for
comparable risk and maturity. It trades at a discount when the coupon is below the required yield and
at a premium when the coupon is above it. If credit quality and market yield remain unchanged, price
tends to move toward face value as maturity approaches because less time remains for the difference
between coupon and market rate to influence value. This process is often described as pull to par. The
contractual principal and coupon do not change because an investor paid a premium or discount. A
buyer who purchases the example bond at $957.88 still receives the same $50 coupons and $1,000
principal. A premium buyer receives identical promised cash flows but pays more at purchase, which
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reduces the yield earned from those payments.

Several yield measures answer different questions. Current yield equals annual coupon income
divided by the bond’s current price, so it ignores the gain or loss between purchase price and face
value and does not reflect the time value of money. Yield to maturity is the single discount rate that
equates the bond’s observed price with its promised cash flows if it is held to maturity and payments
occur as scheduled. It is therefore an internal rate of return rather than a guaranteed realized return.
Actual performance also depends on reinvestment rates, default, taxes, transaction costs, and any
sale before maturity. Callable bonds may require analysis of yield to call because the issuer can repay
the security early when interest rates fall. Investors should always identify which yield a quotation
represents before comparing securities.

Interest-Rate Risk, Accrued Interest, and
Secondary Trading
Bond price sensitivity can be summarized with duration and convexity. Duration estimates the
approximate percentage price change for a small movement in yield, while convexity improves the
estimate for larger changes by recognizing the curvature of the price-yield relationship. Longer
maturities and lower coupons generally increase duration because a larger share of the bond’s value
depends on distant payments. These measures are useful for comparing and hedging interest-rate
exposure, but they do not capture every source of risk. Changes in credit spread, liquidity, recovery
expectations, or embedded options can move prices even when benchmark rates remain stable.
Portfolio managers therefore combine duration with stress testing and scenario analysis rather than
treating it as a complete description of risk.

After issuance, corporate bonds usually trade among investors rather than sending sale proceeds
back to the issuer. Many transactions occur over the counter through dealers and electronic request-
for-quote systems. Because the corporate bond market contains many issuers, maturities, coupons,
covenants, ratings, and issue sizes, individual securities can trade much less frequently than major
equities. Bond quotations may also show a clean price that excludes accrued coupon interest. The
buyer normally pays the clean price plus accrued interest, producing the dirty or invoice price,
because the seller has economically earned part of the next coupon during the holding period. U.S.
reporting systems such as FINRA’s TRACE improve post-trade transparency for eligible bonds, but
liquidity can still weaken sharply during periods of stress (FINRA, 2025).

Credit, Liquidity, and Investor Suitability
Secondary-market prices respond to much more than benchmark interest rates. Company earnings,
leverage, mergers, litigation, commodity prices, rating actions, sector conditions, and changes in
expected recovery can all alter credit spreads. A bond can fall in price even when government yields
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decline if the issuer’s credit risk worsens enough. Callable structures can limit price appreciation
when yields fall because investors expect the issuer to refinance. Inflation affects the real value of
fixed nominal payments, while currency movements matter to investors whose home currency differs
from the bond’s denomination. The issuer’s market price does not normally change the contractual
coupon or face value it owes, but falling bond prices can signal a higher cost of future borrowing and
can influence investor confidence and refinancing flexibility.

Investors should therefore examine interest-rate risk, credit risk, liquidity, reinvestment risk, inflation,
currency exposure, embedded options, and transaction costs together. A high quoted yield can reflect
serious default or liquidity risk rather than an unusually easy return. Diversification can reduce issuer-
specific exposure but cannot eliminate market-wide losses. Offering documents, payment priority,
maturity, covenants, financial condition, trade history, and settlement costs all matter when
determining suitability. Regulatory investor guidance emphasizes that bonds can lose value and that
selling before maturity may produce gains or losses even when contractual payments have not
changed (U.S. Securities and Exchange Commission, 2024). The appropriate security depends on the
investor’s time horizon, tax position, liquidity needs, income goals, and capacity to absorb loss.

Conclusion
Bond issuance and secondary-market trading combine corporate finance, present-value mathematics,
underwriting, disclosure, and risk analysis. In the primary market, the issuer and advisers structure
the security, assess demand, build an order book, and set a price consistent with the return investors
require. The five-year example shows why a 5 percent coupon bond is worth about $957.88 when
comparable yield is 6 percent: price adjusts so that fixed promised cash flows become competitive
with current market conditions. After issuance, the bond continues to respond to interest rates, credit
spreads, liquidity, inflation, and contractual features. Coupon rate, current yield, and yield to maturity
answer different questions, while duration and convexity describe sensitivity rather than total risk.
Understanding the complete lifecycle prevents valuation from becoming a mechanical table exercise
and shows how financing decisions made by companies become tradable risk exposures in capital
markets.
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