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WHAT IS GOVERNMENT BOND?

is  a  form  of security issued  by the national  government  to raise  money to 
run projects or pay-off debts. 

GOVERNMENT
MR. BEAN

Government
would like to raise

fund  10 MB. 

Mr. Bean  pay money 
 to government

10 MB. 

In  return, investors (Creditors) 
 earn  interest as an income.
Upon maturity, Mr. Bean  can
receive  back  principle  .

Government    borrow
money by  issuing

bond.

Maturity Date
: is the date on  which a debt comes due
and the principle must be repaid to
creditors 

Principle  
: is the original amount of money being
borrowed  by  the government.



WHAT IS GOVERNMENT BOND?

For example :  Mr. Bean bought government bond 10 MB, the  maturity  is 10 years and

fixed interest rate will annually pay  2.5% 

Year 
1

Year 
2

Year 
3

Year 
4

Year 
5

Year 
6

Year 
7

Year 
8

Year 
9

Year 
10

INTEREST
RECEIVED 250K 250K 250K 250K 250K 250K 250K 250K 250K 250K

PRINCIPLE 10,000,000

TOTAL
RECEIVED 250K 250K 250K 250K 250K 250K 250K 250K 250K 10,250,000.-



WHAT IS GOVERNMENT BOND?

Government Borrower

Investors Creditors

Benefits from
investment 

 Interest

Maturity date Yes

Sum Up -Key Characteristics of Government Bond



RISK TAKER
VS

RISK
ADVERSE

TYPES OF
GOVERNMENT

BOND  

TYPES  OF  GOVERNMENT  BOND  

Treasury Bill
Fixed Rate

Government
Bond

INFLATION-
LINKED BOND

Short-term  bond with
maximum validity of  364
days from issue date  (< 1
year)

No  interest  payment,
generally sold at discount
price  and  creditors  earn the
gap  price. 

Long-term  bond , more than
1 year of  maturity. 

Received  fixed   interest 
 payment, normally twice a
year.  
Upon maturity, the principle 
 will be paid to  creditors.

Long-term  bond , more than
1  year of  maturity. 

Received  interest  payment
on basis of  price index
(inflation),  normally twice a
year.  
Upon maturity, the principle 
 will be paid to creditors.

Increase  liquidity in short-
term for government 

Invest  in  many  projects  for  developing  countries  
eg.  Infrastructure   Or  Repay national  debt  etc.



RISK TAKER
VS

RISK
ADVERSE

Return on
government  bond  

depends on 

RETURN OF
GOVERNMENT

BOND

Short-  term bond  Long-  term bond  

Lower interest Higher  interest 

Country credit rating

Investment Grade

Lower interest Higher  interest 

Speculative Grade

C r e d i t  R a t i n g  :  i s  a n
i n d e p e n d e n t  a s s e s s m e n t
o f  t h e  c r e d i t w o r t h i n e s s  o f
a  c o u n t r y

(Lower risk) (Higher  risk)

Period of borrowing 
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R e f e r e n c e  :  w w w . r e d d i t . c o m
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BOND

I n v e s t m e n t  G r a d e  

h t t p s : / / t h a i n e w s . p r d . g o . t h / e n / n e w s / d e t a i l / T C A T G 2 2 0 4 1 0 1 4 1 4 5 8 2 4 7



RISK TAKER
VS

RISK
ADVERSE

RETURN OF
GOVERNMENT

BOND

Reference:  https://www.bbc.com/news/business-61505842
https://economynext.com/moodys-downgrades-sri-lanka-sovereign-
rating-to-ca-93131/

2022

S p e c u l a t i v e  G r a d e  
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DISADVANTAGES

OF 
GOVERNMENT BOND 

ADVANTAGES

 Government bond can pay
lower rate of return than
other type of investments
eg. stock etc.

Some countries's
government  fail  to  pay debt  
which  is  called 
"  Sovereign Default".
Creditors will lose total
principle money and cannot
receive interest payment.  

DISADVANTAGES

 Rate of  return  will   be
typically higher  than  saving
money in the  commercial
bank.

 Investors know  the exact
date, amount of interest
payment  and  principle   they 
 will  be  getting back . 

 Government  bond from
some countries can be
referred as  " risk-free bond" 


