
 

 

                                                               TOPIC: - GS PAPER 3 (ECONOMY) 

                                                  BOND YIELDS 

Current Affairs by Ojaank Sir 

Sub topic 1: - Why in news? 

Sub topic 2: - About bonds & bond yield. 

Why in news:- 

� To fight the economic slowdown due to the spread of COVID-19 the U.S. Federal Reserve reduced interest 
rates. 

� After this there is growing expectation in the domestic market that the Reserve Bank will follow suit. 
� Bond yields softened on Wednesday amid rate cut hopes, with the yield on the 10-year government bond 

dropping 12 bps to close the day at 6.23%. 
� After cutting interest rates by 135 bps between February and October 2019, the central bank has hit the pause 

button. 
� At the same time, it introduced long-term repo operations through which it lends to banks at rates cheaper than 

prevailing market rates. 
� Bank of America Merrill Lynch said Tuesday’s Fed cut supported the call of a 50 bps RBI rate cut in 2020. 
� The rupee which weakened in the last three sessions, ended 4 paisa higher on Wednesday amid a volatile 

trading as it hit the day’s low of 73.63 a dollar, closing at 73.19. 

What are bonds:- 

� A bond is an instrument of indebtedness of the bond issuer to the holders. 
� A bond is a fixed income instrument that represents a loan made by an investor to a borrower (typically 

corporate or governmental). 
� A bond is also known as a fixed-income security. 
� It is a debt instrument created for the purpose of raising capital. 
� Thus a bond is a form of loan: - the holder of the bond is the lender (creditor), the issuer of the bond is the 

borrower (debtor), and the coupon is the interest. 
� Bonds and stocks are both securities, but the major difference between the two is that:- 

1. Stockholders have an equity stake in a company (that is, they are owners),  
2. Bondholders have a creditor stake in the company (that is, they are lenders). 

� Another difference between bond & stock is that bonds usually have a defined term, or maturity, after which the 
bond is redeemed, whereas stocks typically remain outstanding indefinitely. 

� Bonds are issued by:- 

Ojaank

Ojaank

Ojaank

Ojaank

Ojaank

Ojaank



1. public authorities, 
2. credit institutions, 
3. Companies and supranational institutions in the primary markets. 

� The most common process for issuing bonds is through underwriting. 
� In underwritten issuance of bond, one or more securities firms or banks, forming a syndicate, buy the entire 

issue of bonds from the issuer and re-sell them to investors. 
� A bond is considered as an I.O.U. between the lender and borrower that includes the details of the loan and its 

payments. 
�  Bonds are used by companies, municipalities, states, and sovereign governments to finance projects and 

operations. 
� Governments and corporation use bonds in order to borrow money.  
� Governments need to fund roads, schools, dams or other infrastructure. 
� Corporations will often borrow to grow their business, to buy property and equipment, to undertake profitable 

projects, for research and development or to hire employees. 
� The bond market doesn't rise or fall alongside the stock market & bonds are generally less volatile & safer 

investment then stocks. 
� There are some categories of bond:- 

1. Municipal bonds: - bonds are issued by states and municipalities. 
2. Government bonds: - bonds are issued by the U.S. Treasury. 
3. Agency bonds: - bonds are issued by government affiliated organizations. 
4. Corporate bonds: - bonds are issued by companies. 

� Some features of the bonds are:- 
1. Coupon: - The coupon is the interest rate that the issuer pays to the holder. Usually this rate is fixed 

throughout the life of the bond. It can also vary with a money market index, such as LIBOR, or it can be 
even more exotic. 

2. Principle: - Nominal, principal, par, or face amount is the amount on which the issuer pays interest, and 
which, most commonly, has to be repaid at the end of the term. 

3. Maturity: - The issuer has to repay the nominal amount on the maturity date. In the market for United States 
Treasury securities, there are three categories of bond maturities:- 

1. Short term (bills): maturities between one and five years; 
2. Medium term (notes): maturities between six and twelve years; 
3. Long term (bonds): maturities longer than twelve years. 

Market price: - The market price of a bond will be influenced by many factors such as:-  

1. Amounts,  
2. Currency and timing of the interest payments and  
3. Capital repayment due,  
4. Quality of the bond, &  
5. The available redemption yield of other comparable bonds which can be traded in the markets. 

Bond yield:- 
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� Bond yield is the return an investor realizes on a bond. 
� When investors buy bonds, they essentially lend bond issuers money. 
� In return, bond issuers agree to pay investors interest on bonds through the life of the bond and to repay the face 

value of bonds upon maturity. 
� Calculation of bond yield: - divide its coupon payment by the face value of the bond. This is called the coupon 

rate. 
                   Coupon rate = annual coupon payment / bond face value. 

Q1:- write a short note on:- 

1. Bonds. 
2. Bond yields. 
3. Yield curve. 
4. Recession. 
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