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If I asked you how much a stock in your portfolio is going to make in the next 

year, you’d have a hard time answering. Maybe you’d tell me how much you 

already made, or the trajectory of the market. But, with equity investments, 

it's almost impossible to know the future. Yet, if I asked you how much your 

bond would make in the next year, you’d be able to give me an exact figure. 

One asset can tell you how much you’ll make, the other one simply can’t.

Despite this, there is a lot of confusion 

about bonds. They’re often seen as a 

boring investment, low yield and high 

patience. You might, quite reasonably, 

dismiss them as just that. However, 

bonds are assets whose benefits

can outshine higher risk investments.

You may be familiar with interest rates if you’ve ever, for instance, taken out 

a mortgage. When you take out a loan, the interest rate determines how 

much you pay.

This dynamic flips when you buy a bond. A bond is essentially a loan that 

you are giving to a company or government. They borrow money from you

and, over the duration of the bond, interest accumulates and pays out 

regularly to you.

In Canada, we have a type of asset called a Guaranteed Investment 

Certificate (GIC). You might already be familiar with how they work. A bond 

functions similarly, however it has the additional ability to be bought and sold 

in the resale market. Most bonds are not bought brand new but are traded 

multiple times before they mature.

Why would you want to sell a perfectly good, interest-accumulating bond? 

Well, maybe you don’t want to. But isn’t it nice to have the option?
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Every bond is a contract which gives the holder specific information about maturity, about the 

issuer but most importantly about the coupon (what it pays and when). This coupon is written on 

the day the bond is issued and, no matter how the bond market fluctuates externally, the coupon 

will never change. It will have the same interest rate as the day it was issued.

Like a Message in a Bottle.  If we were to take a piece of paper, 

write something on the inside, roll it up into a bottle and push it 

out to sea - what happens to it? From the outside, it looks like 

it’s changing all the time - bobbing up and down on the tide, 

always raising and lowering. The current might toss the bottle 

around on its way to you, but if you were to fish out the bottle 

and open it, you’d find that the message inside never changed. 

Much the same way, the bond itself changes market value every time the interest rates 

change - which is always. 

The coupon, which was set on the day it was first issued, never changes. The two values 

(external and internal / Coupon and Market Value) are not bound together.

When it comes to the bond market, a different date is a different rate. As interest rates change, 

so too does the Market Value of the bond. Yet, it should be understood that this impacts the 

price of the bond, not the bond itself. No matter how high or low the bottle moves, the 

message remains untouched. Interest accumulates daily and pays out twice a year.

Compare this to the stock market, where there are no guarantees and the constant 

fluctuations make predictions difficult. With a stock, you never know what you’re going to get -

it could be doubled in value by the end of the year, or worth less than when you started. With a 

bond, the outcome is already contracted.

Clearly, the differences of a Bond:  both the reliable cash flow, and the Market Value 

opportunities offer the wise investor a measure of control when the subject is Portfolio 

management. 

Bonds!  Boring?  Or Bonds! Contracted and Productive.  Your Message in a Bottle!  Can you 

see why they can be an important factor in your investment strategy?

You should know:
The opinions, estimates and projections contained herein are those of the author as of the date hereof and are subject to change without 

notice and may not reflect those of BMO Nesbitt Burns Inc. ("BMO NBI"). Every effort has been made to ensure that the content s have been 

compiled or derived from sources believed to be reliable and contain information and opinions that are accurate and complete. Information 

may be available to BMO NBI or its affiliates that is not reflected herein. However, neither the author nor BMO NBI makes any representation 

or warranty, express or implied, in respect thereof, takes any responsibility for any errors or omissions which may be contained herein or 

accepts any liability whatsoever for any loss arising from any use of or reliance on this report or its contents. This report is not to be construed 

as an offer to sell or a solicitation for or an offer to buy any securities. BMO NBI, its affiliates and/or their respective officers, directors or 

employees may from time to time acquire, hold or sell securities mentioned herein as principal or agent. BMO NBI -will buy from or sell to 

customers securities of issuers mentioned herein on a principal basis. BMO NBI, its affiliates, officers, directors or employees may have a long 

or short posit ion in the securities discussed herein, related securit ies or in options, futures or other derivative instruments based thereon. BMO 

NBI or its affiliates may act as financial advisor and/or underwriter for the issuers mentioned herein and may receive remuneration for same. A 

significant lending relationship may exist between Bank of Montreal, or its affiliates, and certain of the issuers mentioned herein. BMO NBI is a 

wholly owned subsidiary of Bank of Montreal. Any U.S. person wishing to effect transactions in any security discussed herein should do so 

through BMO Nesbitt Burns Corp. Member-Canadian Investor Protection Fund.
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