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What's the Safest Investment?



Reading Time: 13 Minutes



Determining the safest investment is difficult. Although there is no definitive answer, we can narrow it down to
investments that are considered safer.



United States (U.S.) Treasury bonds (along with many government fixed-income securities) are typically regarded as
the most secure asset class since the U.S government has never defaulted on its debt. Consequently, many
investors view U.S. treasuries as risk-free investments. Corporate bonds are an alternative, of course, but carry a
higher risk which can lead to a greater return on investment. They are not backed by any government but large
corporations.



History



Discovered at Nippur in Mesopotamia, now present-day Iraq, the first bond ever recorded is a stone tablet
guaranteeing payment for grain in 2400 B.C. Following this, bonds were used in the 1100s to fund wars through to
the 14 th century in Venice.



The first government bond was issued in 1693 by the Bank of England (BoE) and was used to finance the war
against France. After the United Kingdom (U.K.) set a precedent, several other nations issued bonds for military
objectives. The U.S. initially began issuing bonds to finance its involvement in several conflicts. The first purpose of
the Treasury bond was actually to raise money for the war against Germany in 1941.



Types Of Bonds



If you have limited experience in the financial markets, it may be prudent to take financial advice from a financial
advisor before making any investment decisions in the bond market.



The following displays 4 different ways traders and investors can interact with bonds:



	Fixed-income Categories.




Depending on the issuer, bonds are generally considered a reasonably safe investment. Savings Bonds, I bond
Treasury bills, and U.S. Treasury Bonds and Notes are examples of secure types of bonds. Other safe bonds include
stable value funds and money-market funds. Investors, however, must remain aware that market fluctuations can
affect bond pricing.



	Premium Bonds.




One of the earliest types of bonds to appear was the premium bond, which started in 1956 In the U.K. and is still
going strong today. No interest or dividends are paid on premium bonds, but prizes are drawn each month and are
paid tax-free if you are lucky enough to win a prize. Premium bonds cannot be held jointly, so consider this when
writing a will to ensure your intended recipient gets your bonds. Premium bonds do not have an expiration date.



	ETFs.




Exchange-traded funds (ETFs) are flexible instruments and can hold a basket of different types of bonds. ETFs are
investment products that makes for a first-rate choice for establishing a diversified investment portfolio for most
individual investors.



	FP Markets offer bond trading through Contract for Differences (CFDs).




CFDs are a financial product delivering a low-cost alternative to buying bonds directly. CFDs are a way traders and investors can enter a position and take advantage of the bond price difference between the opening and closing prices of a position.



Treasury Bills



The Treasury Bill (T-Bill) is regarded as a low-risk, short-term investment. For example, they fund projects such as
schools and highways. T-Bills are purchased in several ways. Buying T-Bills direct is one way, though you must have
an account with Treasury Direct. Opening an account is straightforward—visit their website:
https://www.treasurydirect.gov/instit/instit.htm. Click open an account, and follow the simple 3-step process. Once
completed, you will be able to purchase your T-Bills and bid in an auction in Treasury Direct.



There are two types of auctions:



Competitive:



You decide how much of a discount you are prepared to accept; depending on the discount rate determined at the
auction, you may or may not acquire the bill you desire, or you may get it for less than you want.



Non-Competitive:



When there is no competition in the market, you are guaranteed to get the bill you want, in the amount you want,
provided that it is available. To get information on the next auction, consider visiting their website at
https://www.treasurydirect.gov/instit/instit.htm .



Interest is paid when the bill matures. When the investor buys the bill, they will be offered a discounted rate. For
example, if you buy a $1000 T-Bill direct, or at an auction with a discount, and the bill costs you $900, you will receive
the full amount of $1000 at the maturity date, making $100 interest.



Payments can be made through your bank account, and the amount will be taken from your account registered in
Treasury Direct when you purchase the bond. When the bill reaches maturity, the funds will be deposited back into
the same bank account.



Treasury Notes



Let’s assume that you already have a Treasury Direct account, as discussed in the T-Bills section above. In your
Treasury Direct account, you can purchase and hold Treasury Bills, Notes, Bonds, Floating Rate Notes, Treasury
Inflation-Protected Securities (TIPS), and Savings Bonds (it's available to you 24/7 with no annual fees). Most actions
can be performed online in your Treasury Direct account.



Treasury Notes (T-Notes), unlike T-Bills, earn a fixed rate of interest every six months until maturity: 2, 3, 5, 7, and 10
years from the date of purchase.



Limits apply to how much you can purchase; at a non-competitive auction, the limit is $5 million. At a competitive
auction, the limit is 35% of the total offering at the auction. The interest is the difference between the face value of the
T- Note and what you initially paid.



Frequency Of Note Auctions:



	
	Auctions of notes with a maturity of three years are typically announced during the first half of each month.
	The second part of each month is typically reserved for the announcement of 5 and 7-year note auctions.
	The first half of the months of February, May, August, and November are typically the times when announcements concerning auctions of 10-year notes are made.





Notes can be purchased directly from Treasury Direct or through an intermediary, such as a bank or brokerage. The
interest received from notes is not taxable at the state or municipal level, but it is subject to taxation at the federal
level. Your knowledge of your tax obligations eventually falls inside your purview of duty.



Treasury Bonds



Treasury bonds (T-bonds) are 10- 30-year fixed-rate debt instruments issued by the U.S. government. T-Bonds
provide six-monthly interest payments until maturity when the bond's face value is paid to the owner. You can sell
your T-Bond before maturity through a bank or a broker. Uses for T-Bonds include: paying for your child's education
or a retirement project, for example. T-Bonds can obviously assist you in reaching your financial goals, normally over
the long term.



T-Bonds are a lower-risk investment and can be used to diversify your trading portfolio. The minimum purchase is
$100 with a limit of $5 million. T-Bonds used to be available in paper format but are now only available in digital
format.



As with most U.S. government bonds, you need to bid in the auction where the interest rate (return) is set.
With an uncompetitive bid, you agree to accept the auction-determined interest rate, and this bid guarantees that you
will receive the bond you choose in the full amount you want.



The competitive bid specifies the return (Interest). Your bid may be accepted in the full amount or accepted in less
than the full amount you desire. if your bid is equal to the high return or rejected if the yield you specify is greater than
the return established at auction.



For competitive bids, you should use your bank account or broker.



Municipal Bonds



Municipal bonds, also known as munis, are a type of debt security issued by states, cities, counties, and other
governmental entities to finance capital projects and day-to-day obligations, such as constructing schools, highways,
or sewer systems.



Although munis are low risk, they are not 100% risk-free and vary from country to country. For this article, we will
concentrate on U.S. munis.



	Call Risk.




Callable bonds are good for the issuer, but not for the bondholder. If interest rates fall, the company that originally
issued the bond may elect to redeem it sooner rather than later. This means the bondholder will receive payment on
the bond's face value and accrue interest. In most cases, the broker will reinvest the money in a less beneficial
interest rate.



	Interest Rate Risk.




Bond prices are set and bondholders receive face value, plus fixed or variable interest at maturity. The bond's price
reacts to interest rates. Higher rates will see lower bond prices, and vice versa. Consequently, the bond's market
value may be higher or lower than its face value.
As an example, if interest rates increase, investors who hold inexpensive fixed-rate municipal bonds and try to sell
them before maturity may face a loss.



	Fees.




If you use a broker or a bank, you will need to pay fees. It is advised to conduct research before you proceed with any
transactions.



To buy munis, you will need to use a broker, banker, or personal finance agent who deals in the transaction of munis
to buy munis on your behalf.



Munis are often tax-free. However, a word of caution; it's your responsibility to know your tax liabilities as they vary
from country to country, and sometimes states.



Bond Mutual Funds



A bond fund is simply a mutual fund that invests solely in bonds. When compared to the purchase of individual bond
securities, investing in bonds through a bond fund is a more cost-effective method. Any individual bonds are rated by
a third-party rating agency, such as Moody's or Standard & Poor's, to help process the issuer's creditworthiness and
the value of the bonds.



Compared to trading on the stock market, investing in mutual funds may be safer. A broad range of mutual funds are
available for purchase and the enormous variety of funds that are accessible could be daunting to some new
investors.



	5 Mutual Funds Reviewed by (Forbes advisor):




	Washington Mutual Investors Fund (WSHFX).
	Thrivent Mid Cap Stock Fund (TMSIX).
	Invesco Small Cap Value Fund (VSCAX).
	TIAA-CREF Social Choice International Equity Fund (TSORX).
	JP Morgan Income Fund (JGIAX).




	Identifying Goals.




Before you put any money into a fund, you need to determine your investment goals. Are you more concerned with
maintaining a consistent income in the here and now instead of seeking opportunities that would provide you with
advantages financially in the long run? For instance, will the money be used to save for a college education or
retirement, which may be many decades away? The first and most important step in selecting an appropriate mutual
fund from among the more than 7,500 options available is to define your objectives:



	Risk.




When you sell fund shares, you receive the fund's current net asset value (NAV), the total value of the fund's holdings
divided by the number of shares. If the NAV of the fund is lower on the day you sell shares than it was on the day you
bought them, you may lose all or a portion of your initial investment.



	Other Risks.




Other concerns connected with bond investment, such as default and call risk, are lessened because a bond fund
comprises of several different bonds. This mitigates some of the risks. Any bond failing or being called before
maturity can be reinvested.



	Time Scale.




Finally, consideration should be given to the time scale that is preferred. How long do you plan to keep the
investment in your portfolio? Do you have any concerns about the availability of cash in the not-too-distant future?



Charges associated with mutual funds should be considered, as these costs can eat away a significant portion of
your return in the near term. It is recommended to have a time horizon of at least five years for investments to reduce
the negative effects of these fees. 




Conclusion



As an alternative to bonds, a savings account could be an option. Savings accounts are different from investing and
the risk involved in a savings account is minimal. Confirm that your bank is adequately regulated by the relevant
regulators for that country. For illustration, savings accounts normally offer low-interest rates compared to the stock
exchange, but with less risk. Most people have two bank accounts, a credit account and also a savings account, with
the latter generally paying more interest.



2019-2022 has been a year with many factors affecting not only investing but also small companies to multinationals.
The tourism industry has been decimated, while some pharmaceutical companies made huge profits. Just when the
pandemic hopefully is coming to an end, the Russia/Ukraine conflict began, bringing more uncertainty into the world.



A diversified portfolio can help market participants.
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