
There’s more to fixed-income 
investing than focusing on current 
interest rates. Focusing on our 
three investment principles, can 
help you be better positioned to 
achieve reliable income with less 
principal fluctuation which can 
help reduce overall portfolio risk. 

1. Focus on quality

2. Focus on diversification

3. Focus on investing for the long term

Principles  
of individual  
fixed-income  
investing

edwardjones.ca Member - Canadian Investor Protection Fund

When are individual  
bonds appropriate? 
Individual fixed-income securities tend to be 
less liquid and therefore require a larger 
portfolio to better diversify by maturity, type 
and sector. We recommend clients consider 
individual bonds only if they have at least 
$50,000 to allocate to the fixed-income 
investment category. This allows for proper 
diversification by building a portfolio of at least 
10 bonds in minimum increments of $5,000. 
Clients with smaller portfolios or who are 
seeking exposure to aggressive income should 
consider bond funds or exchange-traded funds. 
Clients can also consider a hybrid approach of 
owning a few individual bonds to compliment a 
diversified fixed-income portfolio of mutual 
funds or exchange traded funds (ETFs).
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Source: S&P Global Ratings Credit Researh & Insights. 

Global Corporate Average Cumulative Default Rates (1981-2023)

Reliable income is an important goal for most fixed-income investors. When buying bonds, don’t be 
tempted by lower-quality bonds paying higher rates, because of the increased risk these bonds can fail to 
make interest payments, as shown in the following table.

1. Focus on quality

Since higher-quality bonds have a lower default risk, 
we recommend 85% of your fixed-income portfolio 
be composed of bonds rated AAA, AA or A. Though 
bonds with a BBB rating are investment-grade 
quality, they should make up only a small portion  
of your portfolio. 

Credit ratings can change over a bond’s life. Bonds 
rated AAA, AA or A have more cushion before 
reaching non-investment-grade status if the bond  

is downgraded. A downgrade from BBB to BB+  
or lower puts a bond below investment grade,  
and the risk of failing to make timely interest  
and principal payments increases. A bond that has 
declined in credit quality may have a significantly 
lower market price at the time of sale. It’s important 
to review your fixed-income investments periodically 
to make sure they still align with your goals and 
comfort level with risk.
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You should strive to diversify your fixed-income 
investments. A broad-based fixed-income mutual 
fund can generally provide fixed-income 
diversification and professional management, 
whereas a portfolio of Exchange Traded  
Funds (ETF's) will generally follow a specific  
fixed-income index.

Diversify by issuer  
Owning bonds from a variety of issuers can help 
reduce overall risk. Work to ensure that no single 
obligor – the issuer making interest and principal 
payments – makes up more than 5% of your total 
investment portfolio. 

GICs – Guaranteed Investment Certificates (GICs) 
are short-term savings investments issued by 
banks, trust companies and credit unions. Since 
GICs are insured up to $100,000 per depositor for 
each institution, they are of high credit quality up 
to the CDIC insurance limits. However, GICs must 
be held until maturity. They cannot be sold or 
redeemed prior to maturity and may have 
limitations on their ability to be transferred from 
one account to another. This lack of liquidity 
reduces their overall attractiveness. 

In addition, since GICs have short-term maturities, 
they are affected more by reinvestment risk. As a 
result, GICs may not be appropriate for the long-
term portion of a fixed-income ladder. You don’t 
need to own GICs as part of a well-diversified 
fixed-income portfolio. However, if you choose to 
own them, we suggest GICs make up no more than 
15% of your fixed-income portfolio.

Diversify by category 

Two primary categories of bonds are government  
and corporate. Owning bonds across categories 
can help balance bond credit quality and your 
income needs. 

Government – Government bonds include  
Canadian Federal, Provincial and Municipal Bonds.  
Because these bonds generally possess high credit 
quality, including them in your portfolio is a good 
way to enhance the overall quality of your fixed-
income holdings. Historically, they’ve given 
investors relatively stable returns due to their 
relatively low level of risk. Keep in mind that past 
performance is not a guarantee of future results. 

Corporate – Corporate bonds are categorized  
in three sectors: financial, industrial and utility.  
We recommend that you consider owning bonds 
from each sector. That way, if a particular sector 
experiences some challenges, you’ll own other 
bonds that likely aren’t affected by the same 
factors. Review the recommended percentages  
to help you better diversify the corporate bonds  
in your portfolio. 
 
 
 
 
 
 
 
 
 

2. Focus on diversification

Recommended range

Government 40% - 60%

Financial 15% - 30%

Industrial 10% - 25%

Utility 5% - 15%

Bond sector recommendations
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The primary reason most people own bonds  
is for the income they provide and the promise  
of their principal being returned at maturity, in addition to 
the diversification they offer to a portfolio. As stated 
before, a bond’s interest rate shouldn’t be the primary 
reason you purchase it. Consequently, even if it means 
accepting a slightly lower interest rate, you should ensure 
your bonds are appropriately diversified across sectors.  
 
Diversify by geography 
International – Exposure to international fixed-income 
investments may improve the diversification of your 
fixed-income portfolio. You may want to consider global 
bond funds that are widely diversified and primarily own 
developed-country bonds. However, they can add 
currency risk to your portfolio, making them potentially 
more volatile than domestic investments. If they are 
appropriate for your situation, we recommend they  
make up no more than 15% of your portfolio.  
 
In addition, you may choose to own U.S. dollar bonds, 
which offer attractive rates at times and include a  
wider variety of corporate issuers, which may improve 
the diversification of your bond portfolio. U.S. dollar 
bonds provide income to match any U.S. expenses  
you expect. While you don’t need to own U.S. dollar 
bonds, the appropriate amount for you to own will 
depend upon your needs for U.S. dollar income and 
further diversification. 
 
Making sure your bonds aren’t all from one province, 
municipality, region or corporate sector can also help  
you reduce risk.  
 
If you’re looking for current income, work with your 
financial advisor to determine which types and amounts 
of bonds are appropriate for you. Diversification is key in 
helping ensure your portfolio can weather any market ups 
and downs. Keep in mind, however, that diversification 
does not guarantee a profit or protect against loss in a 
declining market.

Focus on diversification (continued)



PAGE 5 OF 6  IPC-5888A-C  EXP 28 FEB 2025  © 2024   EDWARD D. JONES & CO., L.P. ALL RIGHTS RESERVED. 					           AECSPAD

We recommend buying bonds with the intention  
of holding them until they mature or are redeemed  
by the issuer. Bonds can provide interest payments 
and a return on principal. Although it can be 
tempting to time the market as interest rates  
and bond prices change, we believe you should  
buy bonds for the current income they provide  
and overall diversification to a portfolio. 

Bond prices and interest rates 

Bond income is usually fixed, but interest rates  
can cause a bond’s market value to vary – bond 
prices typically fall when interest rates rise. The 
opposite is also true, although bonds that can  
be called by the issuer have limited opportunity  

to appreciate in price because the call acts like  
a ceiling, keeping prices from rising. The longer  
the maturity, the more sensitive bond prices are  
to rate changes. This relationship affects only the 
market value, or the approximate amount received  
if you sold a bond prior to maturity. The interest 
payments received are not affected. If you hold 
a bond until maturity, you can still expect to  
receive the original face amount. 

Longer-term bond prices fluctuate more than 
shorter-term bonds. The example below shows 
how much prices of bonds with a 4% coupon 
would be affected by a 1% change in rates. With  
a 2% rate adjustment, price changes would  
nearly double.

3. Focus on investing for the long term

Price change for a 4% coupon bond
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Source: Edward Jones, 2024. Past performance does not guarantee future results. Price decline for a 4% coupon bond based on a 1% and 2% rise in interest rates. 

Source: Edward Jones, 2024. Past performance does not guarantee future results. Price change for a 4% coupon bond based on a 1% and 2% decline in interest rates. 
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Help manage risk with laddering 

By investing in a variety of bonds with short-, 
intermediate- and long-term maturities, laddering 
is a long-term strategy that helps manage risk and 
doesn’t depend on rising or falling interest rates for 
success. It can also help balance the risks of price  
and income changes to smooth wide swings in your 
income and principal. Bond laddering doesn’t ensure 
a profit or protect against loss. Evaluate the securities 
within the bond ladder to ensure they align with your 
investment objectives, risk tolerance and financial 
circumstances. 

Watch the call 

Some bonds are callable, meaning the issuer  
can redeem the bond before its maturity date. 
It’s more difficult to ladder with callable bonds 
because you don’t really know how long you’ll own 
them. Callable bonds typically offer a slightly higher 
rate to compensate for the risk of the bond being 
redeemed early. This risk can increase significantly 
if interest rates fall but is generally lower when 
interest rates rise. This call feature benefits the 
issuer, who can refinance the bond at a lower rate. 

Callable bonds increase your reinvestment (or 
income) risk. If a bond is called and interest rates  
are lower, you’ll have to reinvest your money at 
a lower rate. When possible, limit your number 
of callable bonds and provide some variety in  
the call dates of those you own. Noncallable  
and make-whole call bonds* should be included 
in bond portfolios when appropriate to help 
diversify the risk associated with callable bonds. 

*�A make-whole call provision allows bonds to be called at any time, but  
issuers have to pay a higher premium to redeem bonds when interest rates  
are declining. It makes bondholders “whole” by providing compensation  
for missed interest payments due to the call. Since issuers aren’t expected  
to use a make-whole call, it provides better call protection for investors  
than typical callable bonds. 

Before investing in bonds, you should understand the risks involved, including 
interest rate risk, credit risk and market risk. The value of bonds fluctuates,  
and you may lose some or all of your principal.

Diversification does not guarantee a profit or protect against loss.

Commissions, trailing commissions, management fees and expenses all may 
be associated with mutual fund investments. Please read the prospectus 
before investing. Mutual funds are not guaranteed, their values change 
frequently, and past performance may not be repeated.

Maturity type 
Recommended 

range

Short term (up to 5 years) 25% - 35%

Intermediate term (6 to 15 years) 40% – 50%

Long term (16+ years) 20% - 30%

Bond ladder recommendations

Focus on investing for the long term (continued)


