
What is a bond?

A bond is like a debt note. When you buy a bond, the issuer pays you interest (known as ‘coupons’) regularly 
for a certain period, then repays the principal (known as the ‘face value’) at maturity.

The market value and face value of bonds

The face value of a bond is the principal the issuer promised to repay the bondholder at maturity. 
However, the market value is how much investors will pay for it on the market. The face value is 
predetermined when the bond is first issued. But the market value takes into account market factors, 
like market interest rates.

In other words, the market value is the most accurate reflection of the bond’s actual value.

The Wisdom Behind Long-Term Bond Investments

Bond market values have an                       relationship to market interest rates

The market value of a bond is not fixed and can fluctuate based on prevailing market interest rates.  
In simple terms, when the market interest rate goes up, the bond’s market value falls. On the other hand, 
when the market interest rate falls, the bond’s market value goes up.
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Reduce your worries by holding onto bonds for the long-term • Receive regular interest plus the principal at maturity

Good to know

Example 1
Assume today’s market interest rate is 5%. You buy a 10-year bond with a face value of HKD 1,000 at a 5% coupon rate.  
Over the 10 years, you will receive HKD 50 interest each year (HKD 1,000 × 5%) and then get your HKD 1,000 principal back 
at maturity.

In 2 years’ time, if you want to sell the bond 
and the market interest rate has risen to 7%, 
because the coupon rate (5%) is lower than the 
market interest rate (7%), you would need to sell it 
for less than its face value of HKD 1,000.

On the other hand, in 2 years’ time, if the market 
interest rate drops to 3%, meaning the coupon 
rate (5%) is higher than the market interest rate 
(3%), your bond’s market value would rise and 
therefore investors would be willing to pay more 
than its face value of HKD 1,000.
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The                           relationship between a  
bond’s market value and market interest rates
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Example 2

Let’s take an investment in a 20-year U.S. Treasury bond as an example. Since the second half of 2022, market interest rates 
have risen to become higher than rates 10 years ago. If an investor had invested in this bond 10 years ago, its market value 
would have fallen.
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Market Interest Rate Bond’s Market Value

Why you don’t need to worry about short-term bond price fluctuations
 
Referring to the examples above, although bond market values fluctuate based on prevailing market interest rates, 
investors don’t need to be overly concerned about short-term market volatility. As long as you hold onto the bond  
and it does not default, you will receive coupons plus the principal at maturity.

 Regardless of bond market value fluctuations  you still get the coupon  Principal protection  you get the principal back at maturity



Notes
The above information is for reference only and should not be relied upon by anyone as specific investment advice. No representations or 
warranties are made as to the reliability, accuracy or completeness of such information by Prudential Hong Kong Limited or  
Prudential Hong Kong Limited (Macau Branch) (“Prudential”). You should not act or rely on the information without seeking professional 
advice. Your decision should be based on your actual situation or needs. Prudential expressly disclaims all liability for the use or interpretation 
by others of any of the above information.

This flyer is for distribution in Hong Kong and Macau only. It is not an offer to sell or solicitation to buy or provide any insurance product outside 
Hong Kong and Macau. Prudential does not offer or sell any insurance product in any jurisdictions outside Hong Kong and Macau where such 
offering or sale of the insurance product is illegal under the laws of such jurisdictions.

This flyer is issued by Prudential Hong Kong Limited and Prudential Hong Kong Limited (Macau Branch) (Part of Prudential plc (United Kingdom)).
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Prudential Hong Kong Limited (Macau Branch)
(Part of Prudential plc (United Kingdom))
Avenida Doutor Mário Soares
FIT Center of Macau
12 andar A, G, H, I, J e K, em Macau
Customer Service Hotline: (853) 8293 0833

Corporate Website 
www.prudential.com.mo

Prudential Hong Kong Limited
(Part of Prudential plc (United Kingdom)) 
8/F, Prudential Tower
The Gateway, Harbour City, 21 Canton Road 
Tsim Sha Tsui, Kowloon, Hong Kong 
Customer Service Hotline: (852) 2281 1333

Corporate Website 
www.prudential.com.hk

https://www.prudential.com.hk/en/
https://www.prudential.com.hk/en/

