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T R A N S C R I P T 

What you need to know about bond pricing 

Presenters: Richard Carter & Stephen Traugott 

 

 

RICHARD CARTER: Welcome to all our audience.  Thanks for joining us today.  And 

we’re going to discuss bond pricing.  And Steve and I will take you through a 

number of slides in a discussion about this topic.  And hopefully along the way 

we’ll cover the composition and some of the structures of the bond market 

that make the pricing of bonds quite an interesting topic and help explain why 

prices arrive at what they are arriving at. 

   

So as I was saying what we’re really trying to do here, have one of our series of 

discussions around the bond market and helping you make the right decisions 

within your portfolio. 

   

We often hear quite a bit of feedback from our clients, and several of the key 

ones we often hear about is it’s hard to get quotes, it’s a different experience 

than getting a quote in the stock market, and how much am I paying for my 

bonds, these types of things.  So we’ll cover some of these questions.  

   

The structure of today’s presentation will really start with a bit of a backdrop on 

the bond market itself.  I think that is a helpful way to understand again why 
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pricing is formed the way it is.  We’ll then dive deep into specific pricing 

dynamics of individual bonds and we’ll use our website to show a lot of that in 

action.  And then finally we’ll end up on a look at costs.  And another way of 

looking at pricing of course is the trading costs that can add up and make 

impact into your price and your bond’s yield.  So we just want to end on that 

note. 

 

So let’s dive in.  I’ll cover the section here on understanding the bond market.  

There’s obviously a lot to cover.  But we’ll take a look at three areas, and 

specifically the makeup of the market, its size, its relative size to the stock 

market, and the kind of volumes both in total and also within the different 

pieces of the bond market and how they vary.  It’s quite interesting. 

  

So one way of looking at the bond market and understanding the bond market 

is to compare it with the stock market.  Perhaps people feel more familiar with 

the stock market.  It certainly gets a lot more press and coverage day to day.  I 

think many people obviously will be aware that the stock market is composed 

of shares of publicly quoted companies.  And the bond market by comparison 

is composed of many different issuers.  Yes, corporations, just like the stock 

market, but also governments, government agencies, and municipalities in the 

US, to name but the major ones.  So these are all entities, issuers of bonds.  
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And again they’re all quite different.  They all have quite different risk profiles.  

And that impacts the kind of market we have in each of them. 

   

When we think about the size, certainly the stock market has companies that 

are big and small, but the bond market not only has big companies, small 

companies, big issuers, small issuers, but the issuance of the bond itself can 

vary quite a lot.  And it’s fixed.  So for example a particular company might 

issue a several-billion-dollar issue and then equally it may come out with a 

smaller issue just to appeal to a different investor profile and a different 

structure.  So for example a corporation might issue a regular corporate bond, 

it might issue a convertible bond. 

   

Think about the trading marketplace dynamics.  Again we almost take it for 

granted that stocks are quoted on the New York Stock Exchange and Nasdaq 

and the trading goes through these entities to establish the price of the 

moment nationally.  However, in the bond world the bonds have been traded 

for the longest of times in this expression of over the counter.  Essentially 

between a dealer and their clients.  And the market is really a composition of 

many many millions of rather disparate and fragmented transactions going on 

simultaneously whereas again the stock market centralizes all that activity into 

these well-known marketplaces of price transparency and awareness. 
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And then rounding out this compare and contrast here, generally speaking 

people feel comfortable that the stock market is generally transparent, very 

liquid in its pricing, very real-time.  The bond market is more varied on that.  

And we’ll see in a second.  But certainly amongst certain areas of the market 

like the Treasury market very transparent, very liquid.  But yet other bond 

issuances that are smaller, some parts of the municipal market, can be a lot 

less so.  And it’s worth knowing that as you again think about the topics of 

liquidity and pricing. 

   

So a little bit more on the numbers just to bring that to life as we compare and 

contrast.  Both markets in the US here we’re talking of about similar size.  You 

can see the bond market at $50 trillion now.  Its biggest composition -- 

components, rather -- are the Treasury market.  As I’m sure many of our 

audience will have been aware of over recent years in particular there’s been a 

lot of issuance from the government and the Fed.  And we’ve come to now 

with about a $20 trillion subsegment being the Treasury market.  It’s followed 

pretty closely by the mortgage-backed security market at $11 trillion.  And 

close on its heels the corporate bond market at $10.5 trillion.  So these are the 

big sectors that I mentioned earlier that comprise it.  The municipal market, a 

lot smaller by comparison at around $4 trillion. 
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Daily trading volumes.  Now that’s quite an area of disparity, isn’t it?  Eight 

hundred ninety-five billion on a typical day transacted in the bond market 

compared to the 250 or so billion in the stock market.  Now look at this.  The 

number of securities really does vary.  Over 1 million different bonds existing, 

and somewhere between 5,000 to 6,000 in the stock market, obviously it 

changes a lot.  But you can see here how that just step change number of 

bonds adds to that complexity as an investor and for us as providers of 

information. 

   

And just to narrow in on one example.  If you looked at a company like Ford 

you have their balance sheet split between $84 billion or so when we took this 

data in their bond side of their balance sheet, just under $50 billion in stock 

valuation.  Of course those numbers can change day to day.  But more 

structural is the fact that there’s one stock ticker, F for Ford, but so many 

different bonds that the company has issued.  And they all have different 

identifiers and different prices and so on to go with them. 

   

We spoke just a second ago about the trading volumes.  And again this is very 

interesting to look at when we dive a level deeper within the bond market.  

And this chart shows the amount of trading volume by these different bond 
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types as well as the number of CUSIPs or the number of different bonds in 

each.  So just at a very high level here, look at the green bars.  That’s the 

trading volume on a daily basis.  You can see here how that number of 895 in 

total is dominated by the Treasury market.  It’s a very liquid institutionally 

dominated market where large trades are processed every second by big 

institutions.  And you compare that say for example to the municipal market 

where just a touch over 9,000 trades a day in dollar value are transacted.  A lot 

smaller in the volumes. 

   

Now look at the blue diamonds.  That tells you the number of securities that 

are available in each of these markets.  And so the Treasury market at around 

1,000 securities is very concentrated.  That volume is only concentrated 

through the 1,000 different securities, whereas on the other end of the scale, 

the municipal market, that small trading volume is spread over somewhere like 

1 million plus CUSIPs, 1 million different bonds that exist.  Implication being 

from that that not all of these bonds are going to be traded every single day.  

Many of them are bought and held in portfolios and may never see the light of 

day for months.  And Steve will show some of this through some of our 

screenshots that we look at later. 
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So just a little bit of background there.  Some disparities of the types of bond 

versus equity and even within the bond market we have to think about its 

fragmented nature.  And that leads to some inconsistencies in its trading 

patterns just because of the fragmentation. 

   

And we’re going to move on now to diving into the pricing.  And we’ll 

structure it in the following way.  We’ll first of all look at valuation pricing, how 

do we get a value for all of the bonds that are out there that our customers 

own which may or may not be the same as the bonds that are actually trading 

right now.  We’ll dive deep into the real-time pricing if you like of corporate 

and municipal bonds.  And then we’ll look at an area which is quite interesting, 

many of you in the audience may be familiar with but many may not, which is 

that if there is no price, particularly when you’re interested to sell a bond, this 

facility called request for bid quote by which you can access a price and 

liquidity even if there’s no dealer posting one at that point in time. 

   

So Steve, let me pass it over to you.  And start us off if you would, please, with 

how we help customers get a value on all of their bonds at least once a night. 

 

STEPHEN TRAUGOTT: Thank you, Richard.  So as Rich mentioned, let’s start our 

discussion today by looking at valuation pricing.  So valuation pricing can be 
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found in a number of places, including here on the monthly statement.  So 

what you see here is a customer monthly statement.  If we look at the first 

position that’s showing, the Wells Fargo bond, we can see highlighted the 

price which is 103.621.  So how does Fidelity come up with that particular price 

for your statement each month?  So Fidelity uses a third party pricing system 

to come up with those pricing.  As Richard mentioned, most bonds or a lot of 

bonds whether munis, corporates, they may not trade on any given day.  The 

trading may be a little bit sparse on certain days or in some cases there may be 

a lot of trading on a given day.  So the third party service that Fidelity uses 

combines some of that information as far as trading.  They look at yield curves.  

They look at a number of other factors that could affect the price of a bond.  

Combine all those together using their proprietary algorithm.  And then they 

come up with the price that we use each month as far as what we show on a 

statement. 

   

So in addition to the statement the valuation pricing can also be found each 

night in your account.  So once again let’s say you log in to Fidelity.com, you 

go to your positions page, you’re looking at all the positions in your account, 

we see the list here.  And we highlight this Treasury bond.  So we have a 

Treasury bond nightly price at 105.139.  And that once again is done by the 

third party pricing system which takes into account where the Treasurys have 
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traded that day, where that particular Treasury traded.  It looks at the yield 

curve for Treasurys, and will come up with a price for a bond like that and put it 

on the nightly valuation for you. 

   

Lastly, if we scroll to the next slide, we see valuation pricing where you can 

utilize it on a daily basis.  So once again to set up a situation for you, let’s say 

you were logging in, you do a nice search for corporate bonds, and you come 

to this AMC bond that we have highlighted here.  Once you get into the bond 

details page we have two different tabs.  The overview tab which is shown 

there on the left gives you some information about the bond.  And then we 

have our price and performance tab.  So the price and performance tab is a 

good spot for an investor to go to compare the different pricing that’s available 

to them in real time.  So we have up top under the basic analytics you have 

both the bid and the ask price.  So the bid price is where a customer would be 

able to sell the bond.  And ask price is the price that a customer would be able 

to buy the bond.  And then further down on that list we have highlighted the 

third party price for this bond. 

   

So if we look at what the market structure is for this bond we have a price of 

72.5 where the customer could sell.  Price of 75.75 where the customer would 

be able to buy.  And the third party valuation service shows this price to be at 
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74.  So slightly in between where the bid and the ask is.  So we’ll see the price 

sometimes can be pretty accurate on the third party price where you have 

something between a bid and an ask here for a corporate bond.  For muni 

bonds which we’ll discuss a little bit later as well because trading does not 

happen quite as often it’s a little bit harder for the service to come up with a 

price and so sometimes those prices can be very accurate and sometimes 

based on just recent trading and maybe the structure of a bond or other 

factors it can be a little bit further off. 

   

So if we continue along, let’s start by looking at corporate bonds.  So our 

analysis looking now at live pricing as opposed to the valuation pricing, we 

have a list here of a couple of corporate bonds which once again we could get 

by just doing a search on Fidelity.com.  Put in our criteria and we come up with 

our list of available offerings.  So we have the information that’s available.  You 

have the description, the coupon, the maturity.  And then in the middle there 

highlighted also in gray in the background we have our pricing information. 

   

So you have once again on the left side of the column there we have the bid 

price, which once again is where the customer could sell the bond.  On the 

right we have our ask price where the customer would be able to buy the 

bond.  And then all the way to the right in the last column once again we can 
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see the third party price for each of these positions.  So comparing and looking 

at the HSBC Bank bond that we have in the first row the third party price 

comes out to be about 124.5, which -- pretty close to being in line with the 

price that’s showing for that bond between the bid and the ask.  Same thing 

for the BHP bond, 120.193 valuation price, 119.53 bid price, 122.214 is your 

ask price. 

   

So this gives you a good chance as an investor to take a look at different ways 

to start to evaluate the pricing that’s online, the live pricing that’s available.  So 

you can compare it to the third party price, get an idea of where the algorithm 

and the third party sees that price, and then compare the price that is being 

shown on Fidelity.com for that as well. 

 

CARTER: Steve, if I may, I think you’ve also just shown here, right?  The connection 

now when you’re talking of a live price with the yield, right?  The live yield as 

we have it right next to the price. 

 

TRAUGOTT: Exactly.  So we show the yield there and then obviously you can 

compare the yields of different bonds.  The yield has a number of different 

factors that’s taken into, whether it’s ratings, the type of bond, all those 

different types of things.  It’s going to come up with the yield.  But it’s another 
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way to evaluate the bond.  It’s more accurate to look at the yield to evaluate a 

bond as opposed to just specifically the price.  The price really is just a 

correlation between the coupon and the time to maturity or time to 

redemption, whereas the yield is really looking more towards the return, and a 

better way to compare the different return you’re going to get between bonds. 

 

CARTER: Yeah, that’s well said.  Exactly.  Yeah.  Okay.  Should we move on? 

 

TRAUGOTT: Yes.  So we have a couple examples just to see even the differences you 

might see in corporate bonds in the market.  So we have two different bonds 

that we selected here, both corporate bonds.  On top we have a Johnson & 

Johnson bond AAA-rated by both Moody’s and S&P.  We can see that the 

pricing, we have 125.82 bid price, 2.77 yield, 126.451 ask price, which is a 

2.733 yield, so not much of a difference in yield between the bid and the ask.  

Very tight spread, so meaning spread being the difference between the bid 

and the ask price that you’re going to see online.  So very tight spread because 

this is a highly rated Johnson & Johnson bond. 

   

To do a comparison to that if we look at the second option here we have the 

AMC bond that we looked at earlier, 5.875 coupon.  Now pricing-wise we see 

it at a $73.1 price for bid, 75.75 for the ask price.  Bid yield now we’re at 
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12.744, ask yield 11.940.  So quite a significant difference between this being 

it’s rated CA by Moody’s and C by S&P.  So this would be a junk bond so it’s 

below investment-grade-rated bond, high yield.  And dollar price is much 

lower because of that.  The yield is much higher than what you’re going to see 

on the Johnson & Johnson bond.  So just the discrepancy you might see 

between some different types of bonds in the corporate market.  So now as 

you’re looking at something, say the AMC bond, what the market is telling you 

is there’s more risk associated with this particular position and therefore 

dealers have to entice investors with additional yield to entice them to think 

about trying to buy this bond.  So by taking on that risk you do get extra yield.  

But as an investor you need to decide whether that risk is something you’re 

willing to take or if you’re more conservative you might look at something 

more like the Johnson & Johnson bond, feel more comfortable, it’s better 

rated.  But you’re not going to get quite the yield that you get out of the AMC 

bond. 

 

CARTER: That’s great, Steve.  And without digressing too too much, I think people 

might be interested to know a little bit more about these two prices, the bid 

price and the ask price.  I think people are familiar with going maybe looking at 

a stock price and seeing pretty much one number.  If you’re buying or selling, 

maybe if you look closely there is a difference in the bid and the ask but it’s 
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very very tight, very very small.  Maybe just explain a little bit where are we 

coming up with these prices and how it’s really not something that we are as 

Fidelity having much to do with. 

 

TRAUGOTT: Correct.  So Fidelity uses a number of different electronic trading 

channels to bring in the inventory that we show online.  So those different 

channels have hundreds of different dealers that are competitively pricing 

different bonds that are in their inventory.  So the bonds that are shown on 

Fidelity.com, they’re not just owned by Fidelity or Fidelity Capital Markets.  

These could be owned by a number of different dealers.  There’s both regional 

dealers, larger dealers that you might have heard of, Goldman Sachs, Morgan 

Stanley, companies like that, and then smaller places that may be a little bit 

more specialized.  But by tapping into all these different networks, it allows us 

at Fidelity to show you both additional offerings, so more inventory, and then 

on each of those inventory positions that you have more dealers competitively 

bidding or offering bonds to you.  So as an investor how does that help you?  

The more competitiveness that exists on a particular bond, chances are the 

better pricing that you’re going to get for those different positions. 

 

CARTER: Great, thank you, yeah, so this is really what we’re showing here in this row 

is the best price we can get on each side of the market, right? 
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TRAUGOTT: Correct. 

 

CARTER: Great.  Okay.  Well, this leads us nicely into showing that. 

 

TRAUGOTT: Exactly.  So for this as we’re talking about pricing, best price, any time 

you do a search and you look at the results that come up on Fidelity.com we’re 

always going to show you the best price.  So no matter how many dealers are 

bidding or offering a particular CUSIP the best price is what you’re going to 

see online.  Now on occasion, so if we look at this example, you’ll see Johnson 

& Johnson we have and the best ask price is 142.091, the dealer is asking for a 

minimum of at least a 10-bond purchase, so $10,000 total in principal, with a 

maximum of 100 bonds available.  Now if we click on the depth of book icon 

which is located on the results page, it’s column just to the right of the ask 

price and the yield to maturity, it brings up a new box that we can look.  So for 

this Johnson & Johnson bond on the day that we ran these screenshots there 

were four dealers offering this particular bond, including the top price which 

we just discussed, and there were five different dealers who were bidding this 

bond.  So pretty good liquidity on this particular position.  But you can see let’s 

say if I was a customer who wanted to purchase more than 100 of these bonds 

you would have an option, you could buy the 100 that are available in the top 

of book and then buy 45 let’s say that are the next best price, or you can look 
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at a dealer if you wanted to buy say all 500 of the last price that’s available 

there.  You could buy all 500.  But in order to do that you need to pay a little bit 

higher price, 142.985.  This is a 1.916 yield, so not a huge difference in yield 

between that and what you’ll see in the top of book.  Same type of situation 

would exist if you were looking to sell.  If you needed to sell more than 100 

you’d have to go down the depth of book and utilize one of the additional 

dealers that are available there. 

 

CARTER: That’s great, Steve, so it’s called depth of book because the book is the 

whole collection as you see here.  Two sides.  And sometimes the depth is big, 

sometimes it’s not so big, right?  But it just depends on the dealers. 

 

TRAUGOTT: Exactly.  It’s all dependent on the different types of bonds.  For more 

liquid offerings, larger offerings, you will generally find more availability or 

more liquidity on the bond.  For smaller offerings, high yield offerings, 

sometimes there may not be as much liquidity or depth of book available for 

each individual position. 

 

CARTER: Okay, great, so let’s move on now to another way of looking at the prices 

that have been in the market.  This is looking if you like historically and we 

have here a couple of charts to show you.  We recently added a charting 
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feature in our website.  Back to the AMC example that Steve has been 

showing earlier.  Over to the left we have the equity chart.  People may be 

familiar with pulling up an equity chart and looking again at the trends of 

pricing over time.  We recently added similar facility in the bond case for 

corporate and municipal bonds.  So here’s the corporate bonds chart of AMC.  

Now of course as I mentioned earlier there could be many bonds that AMC 

has.  But this is just one of them. 

 

And you’ll see here over the past few months the passage has been quite 

similar to the passage you see in the equity market.  That sudden move up in 

price in January.  I think folks will remember some of the trading that 

happened there in the corporate market in both equities as well as corporate 

bonds.  You can see.  Then a slight fallback, not as aggressive in the bond 

world, where think about the coupon you’re receiving can help dampen that.  

And actually a steady enhancement in price ever since.  But if you find this 

chart on the website you can see also top right in the screenshot there the 

ability to click on the level of granularity to discern whether a customer is 

buying at that price or selling or a dealer is selling to another dealer.  So you 

can see here this is why you have these dots typically in the same day, the 

same period, one above the other.  It illustrates as Steve was showing the 

difference between the bid and the ask, the difference between the price that 
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customers are paying for the bond and other customers are buying the bond.  

It is a larger spread than you often see in the equity markets. 

   

Another way to look at it, as Steve was saying, of course price and yield are 

joined at the hip.  And here we have the same chart, the same data, but now 

switched to a yield view.  And thus in this case we saw price going up over 

time.  In this case yield is going down.  This is a different side of the same 

equation.  But isn’t it interesting to note how now of course this is a very 

aggressive bond, a high yield junk bond, affected by the lockdown, etc., but at 

start of the year it was yielding, can you believe something like 50 plus 

percent, and now as company has taken various actions and the general 

backdrop of reopening has materialized ever more to be a reality we see the 

yield coming down now into the low teens.  So quite interesting.  And I think 

for any investor who thinks that there’s no opportunities in bonds this 

illustrates how if you’re aware and paying attention there have been some 

pretty dramatic opportunities actually in the last few months even.  Obviously 

in this particular case with a certain amount of risk.  But we show this bond 

profile just to show how you can conveniently translate price into yield.  And 

connect what the market is offering today with where this bond has traded in 

the recent past. 
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So Steve, let me now pass it back to you.  And compare and contrast we talked 

about with corporate bonds with municipal bonds.  How do they differ in their 

pricing approach? 

 

TRAUGOTT: Yeah.  Absolutely.  So now that we’ve looked at corporate bonds, we’re 

going to take a look at municipal bonds.  And Fidelity offers many of the same 

tools to evaluate municipal bonds as we do corporate bonds.  So there are 

some key differences, however, that you want to be aware of when looking at 

municipal bonds. 

   

So taking a look at this screenshot again we’re looking at a live listing of 

offerings.  So you did run a search for municipal bonds on Fidelity.com.  Come 

up with our results list.  And we have our list here.  So two of the things that 

really jump out pretty quickly on this is that we see we have a number of 

offering prices available there.  However, for most of these bonds we don’t 

have any active bid price.  So as Richard mentioned earlier there are about 1 

million different municipal CUSIPs outstanding.  Many of those CUSIPs are not 

going to trade on a given day.  So it does become a little bit more difficult to 

come up with first of all third party pricing as we discussed for muni bonds.  

Also with the live pricing that we have you won’t find as many available active 
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bids.  And then on the offering side you’re generally not going to find as much 

available from a depth of book perspective. 

   

So in this case we see on the first bond on the list there’s only five bonds 

available at 71.956, as opposed to the Johnson & Johnson bond which we 

looked at earlier which had multiple offerings, over 500 available by one 

dealer.  In this case we’re looking at just five bonds available from one 

particular dealer for this individual position.  So much bigger difference that 

you have there.  So as an investor how do you evaluate pricing for these bonds 

compared to what you would do for a corporate? 

   

So we still have the third party price that you can look at.  That’s one way of 

evaluating pricing for a muni bond.  But we also have recent trades which 

Richard mentioned a little bit earlier.  So going back to our price and 

performance tab which we talked about a little bit on the corporate bonds, we 

have the same available for muni bonds.  So looking at this Santa Clarita, 

California bond we see there’s one ask price, 116.686.  You can get the 

available third party price on that price performance tab as well.  But if we’re 

going to compare it to recent trades, which is another good way to take a look 

at muni bonds, we can see that this bond traded on June 19th of last year.  

Prior to that it traded in March 26th of 2020.  And prior to that it was another 
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trade in March and then one in November of 2019.  So trading for municipal 

bonds you’ll see is typically a lot more sparse.  Trades can be often months 

apart from each other.  So it’s a little bit harder to evaluate.  But you can use 

recent trades to get an idea of a trend on where that bond has been going, 

whether the yield has been following the general yield curve for municipal 

bonds.  So it does give you a pretty good indication of finding a way to see 

where that bond has been trading and if the price that’s showing online at the 

time is generally in line with where the bond has traded in the past. 

   

So I think if we go to the next slide, Richard, we also have the recent trades if 

you’d like to walk through that. 

 

CARTER: Sure, yeah, okay, Steve, thanks.  So similar thing, right?  So you’ve got just 

what you showed a second ago, translated now from a table into a chart view.  

This again shows the yield perspective.  You see the total on the top left of the 

chart is switched to yield.  And just like we saw earlier with the corporate 

example, this now, this looks at the whole of looking a year back.  So it looks 

back at the volatility of last spring.  Prices were low, even in the muni market 

were impacted.  But yields were relatively high and over the summer of last 

year into the fall you can see how they came down.  And they pretty much 
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stayed well bid, right?  So strong demand for municipals.  And now the yield 

here you can see around 1 percent. 

   

But notice as Steve was saying how infrequently this traded.  Again think of the 

timeline here.  The last corporate was looking at a three-month or so 

timeframe.  This is now looking at almost a full year.  And these are all the 

trades that happened.  These aren’t just Fidelity by the way, these are across 

the market.  So really illustrative of how infrequently these bonds can trade.  

And just to be aware of that.  And this is by the way a California state GO, so 

it’s a fairly large issuance no doubt.  But even here we don’t see a lot of trading 

on this particular issue.  There’s as Steve said over 1 million muni bonds out 

there.  So it’s a very at times illiquid market. 

   

So translating back over to depth of book.  Steve was saying earlier we do 

have an equivalent for munis.  And the equivalent lack of liquidity is shown 

again in this case just like in the main offering table no bids but quite a few 

asks.  There is some depth of book here.  So that’s promising.  The leading bid 

as Steve was saying is just for 15 bonds in total.  Sorry, the leading offer 15 

bonds.  But there are more bonds being offered by other dealers at a slightly 

worse price.  But I would suggest that the price and yield differential is actually 

still pretty competitive. You can see now these three in the depth of book 
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table.  The yield difference between.  Sorry, the first two.  Is fairly tight given 

what we’re talking of in terms of the bond liquidity here.  So if you don’t see a 

quantity at the top of the table again encourage you to look at the depth of 

book for greater quantity below. 

   

So Steve, perhaps you could help us now.  What happens if you want to sell 

and you can’t and there’s nothing on the bid side? 

 

TRAUGOTT: Correct.  So looking at that example there we saw that Richard just 

showed there were three different dealers offering the bond but there’s no 

dealers looking to buy the bond from a customer.  So what happens in that 

case?  So typically if a customer, you’re looking to sell a bond, we’re going to 

go into our positions page, we’re going to pick the bond that we’re looking to 

sell.  So we’re going to just look at an example here.  In this case we have a 

Babylon, New York taxable muni bond.  If you click on the CUSIP there in your 

positions page, we click sell, the system automatically looks and sees that 

there’s no active bid for this particular bond so it brings you to our bid request 

page.  So what this allows you to do is send your request for a price to the 

network of dealers that Fidelity has access to and allow them to competitively 

bid on the bond that you’re offering.  So as an investor that’s great.  You want 

to have as many people with eyes on this position as possible.  It forces them 
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to put a good price if they really are interested in it.  As I mentioned earlier 

there’s hundreds of different dealers who have the ability to put a price on this 

for each of these individual positions.  So we’re able to send that out to those 

dealers.  For muni bonds we give dealers 60 minutes to come back with a price 

so they have the time to look at it, evaluate it, and put a price on it.  For other 

types of products, corporates, CDs, agency bonds, we only give them 15 

minutes because those markets tend to move a little bit quicker, so we want 

the response to be quicker.  So once we submit, put in our quantity of the 

bonds that we have, we hit the submit request for bid quote.  That sends it out 

to these dealers.  We get our confirmation there that it’s been sent.  And we 

have a couple of different options. 

   

And then we go to look at the next slide.  Fidelity then gives you two different 

options at that point to receive the information back from us.  So you have the 

ability to sign up for alerts.  So once you’re going through the original bid 

request process, when you go to request a bid if you’re signed up for alerts 

already it’ll just let you pass through and go right through.  If you’re not signed 

up for alerts it’s going to ask you to sign up for alerts and bring you to this alert 

page. 
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You have the option to sign up for an e-mail alert which will allow you to 

receive that response back after the 15 minutes or 60 minutes by e-mail.  Or a 

new functionality that we’ve brought to this recently is the ability to receive a 

text message.  So obviously customers are more likely to be using their 

phones, be on the phones.  It’s easy to get text messages.  I get them from 

different companies all the time.  Get the text message and then that way it 

enables you to see it and we can react super quickly to the response once it 

comes back.  So a nice easy way to get the information there. 

 

CARTER: Sorry to interrupt you but yeah, I think people often get buried with all their 

e-mails, right?  And I think this is one way to rise to the top here.  But you have 

to act pretty quickly to then respond, right? 

 

TRAUGOTT: Exactly.  So if we respond, if you get the e-mail alert there’ll be a link in 

the alert that’ll bring you right to the trade ticket and allow you to place a 

trade.  The text message alert will bring you to our bid response dashboard 

which we’ll show you here.  So this is our bid wanted dashboard.  So this is a 

place for you as a customer to see all your bid request information in a singular 

area.  So in this case you choose the account that you want to look at.  Then 

it’ll show you all the information about the bids and allow you to place action 

on the information that’s there.  So you requested a bid.  So looking back at 
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this.  In July you requested a bid on a California state GO.  Buy bonds.  As I 

mentioned we give dealers a certain amount of time to respond so in this case 

you can see exactly when the bid response will be coming back.  If we look at 

some of the other, the second row for example, we see that a price has come 

back.  It’s been responded to.  We got a price of 98.012.  That bid price is valid 

until 4:15 in the afternoon that day.  And if I want to act on that I can just go 

right ahead, hit the green place order button, brings me right to the trade 

ticket and I can go ahead and sell that position at that price.  If there’s other 

positions that we’ve requested bids for in the past they will still show up there 

for a certain period of time, we can look at those.  You can see that at this 

point those are expired.  But if you want to request a bid again on one of those 

positions you can just hit request bid and once again that’ll bring you back to 

the request page and allow you to reenter a bid request for that position, try 

and get a price again. 

   

So the nice thing about this is the information is right there.  You have all the 

timing available to you right there so you know the quicker that you’re able to 

get back and respond to the price that’s available, the better chance that 

you’re going to be that the order gets filled and the market is not going to 

move in a different direction away from you at that point. 
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CARTER: Thanks, Steve, that’s great.  Really nice advance then I think to have this 

tracking tool so people can set their clocks, right?  And respond as soon as the 

price comes in.  So let’s move on then.  That was a great look at our different 

types of pricing.  To as we get towards the end of our presentation looking at 

the trading costs, right?  And I think what we’ve just been through as Steve 

was pointing out, we aggregate lots of different prices with lots of different 

bids and asks from many hundreds of dealers.  In that process we don’t touch 

those prices and those yields.  We really are aspiring to show the market as the 

market is evolving and moving.  And we wanted to show here with this 

example or this sort of theoretical map how our pricing varies from what is 

often the traditional pattern of bond pricing that you might have experienced 

in the past, or current, actually. 

   

Our flow here is through A and B, A being Fidelity’s process and B being 

certain competitors we’re just labeling as a markup broker, which is defined by 

not disclosing their pricing.  What we mean by that is the world is sharing this 

virtual world of dealers offering and trading bonds as we just discussed over to 

column number one.  And those dealers see the pricing that they each are 

trading at and they can trade amongst each other or they can trade through 

their brokers to clients. 
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So when we look at number two, the second column, these are the prices that 

are seen by customers of the offerings.  And in the case of Fidelity we show 

these prices untouched as we receive them from the dealers, whereas the 

model in model B is the more traditional fashion where a markup is added in 

the process and what customers are shown often is a bundled price of the raw 

price from the dealer plus the broker’s markup.  And that then leads to that 

price being one number and its yield associated with that. 

   

In our world what we do at Fidelity is all the prices we’ve been looking at just 

now, again stage two, when you come to trade, when you make the trading 

process, you go through the process with a trade ticket, there’s where you’ll 

see our markup.  It’s $1 per bond apart from Treasurys online which are no 

markup, no additional markup.  But in corporates and munis that we looked at 

we’ll add the $1 per bond, we’ll show the impact on yield, and that’ll be part 

and parcel of the final price. 

   

So we’re very transparent.  And it’s $1 per bond, whatever the bond is.  It’s a 

corporate bond, a muni bond, long-dated, short-dated, it’s the same 

arrangement.  What we’ve found in many of our competitors is that they don’t 

disclose it.  And really you’re left with lack of transparency and you’re left with 
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quite a variance actually in the final cost of that bond.  And that impacts the 

yield. 

   

One way you can look at that is by leveraging something we showed earlier in 

the recent trade view.  If you recall the bond history charts and their ability to 

flip between the chart view and the table view.  If you were to look at some of 

these tables in corporates and munis what you’d see often are a couple of 

trades traded back to back at very similar or even identical timeframes.  So if 

you look at these two sets of trades, actually it’s four trades, but two and two 

done in the past, we’ve used these for illustrative reasons, you’ll see in the 

middle a time stamp.  And July 9th, 2020.  And very similar times.  In fact 

identical times.  And so what we see here in the first two rows, this is in green, 

is a competitor’s markup, a competitor trade, and the one in blue is this is your 

Fidelity trade.  The two rows below it.  So if you start with the competitor’s 

trade you can see here that a customer bought 10 bonds, and at the same 

time that those bonds were sourced from another dealer so there was a 

dealer-to-dealer trade, and the difference between these two prices over to 

the far left, you can see between 101.314 and 100.56, that’s a markup of $7.54 

per bond.  You see by comparison in Fidelity’s case down below, the next two 

trades in the blue box, again a customer sold to our dealer, our dealer sold on 

to another dealer.  You can see here the difference between 100.35 and 
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100.45.  That 0.1 is our $1 per bond.  So if you ever wanted to verify what we’re 

saying just turn around immediately after you’ve traded and look at this recent 

trades, and you’ll see our trade flow through the system, through the network, 

and our markup as we’re saying $1 per bond will register as the 0.1.  But there 

are trades out there, you’ll find them, that you can see dealers marking them 

up by considerably more.  And that’s where again the footprints are all there 

for everyone to see in these recent trade data. 

   

So not being content with that, we actually did some pricing study 

comparisons.  Steve, do you want to just quickly take us through these?  We 

hired a third party, didn’t we, early last year, to look at some of our 

competitors behind the log-ins of their websites? 

 

TRAUGOTT: Correct.  So Fidelity commissioned a study with Corporate Insight, 

who’s a company that helps run this type of analysis for us.  And what they 

found is that very similar to what Richard just pointed out on the previous 

slide, when you compare Fidelity’s pricing, which we see in the column all the 

way on the right, $1 per bond, to other dealers, specifically the ones we show 

here, Wells Fargo, Morgan Stanley, Merrill Lynch, the difference in markup on 

trades is pretty significant.  So for a corporate bond Wells Fargo $20.16 

compared to the $1 per bond.  Morgan Stanley was even higher at $22.10.  
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Muni bonds similar story in that second row.  You’re looking at about 

somewhere around $11 to over $16 a bond compared to what Fidelity is 

charging which is just $1 per bond.  And ultimately that is going to affect both 

the price that you’re getting on the bond, but it’s also going to have a dramatic 

effect on the yield you’re going to get on the position that you’re buying or 

selling.  So that’s something to keep in mind when you look at it.  Fidelity, we 

keep it very transparent, the $1 per bond.  And then other brokers it can be 

tough to know exactly what they’re doing. 

   

So one place you can check to see what a dealer is charging you is on your 

confirm.  So this is just a couple examples of confirms for Fidelity customers.  

You may recognize the way they look.  We have a buy confirm on the left and 

then a sell confirm on the right, 10-bond on the left.  You can see highlighted 

in the middle of the information the markup is $10 which ends up being about 

0.07 percent of the total value of the trade.  Similar story on the sell bond on 

the right, 200-bond trade so $200 is your markup.  Once again below 0.1 

percent markup for the whole trade.  So it’s not having a dramatic effect on the 

price and yield that you’re getting on these trades.  But you can also go to 

confirms for other firms if you do trading there and take a look at the confirm 

and see what the markup is.  So it is a requirement now in most situations for 

dealers to put that information on your confirmation.  So it is something that 
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you should be able to go and check on any trade that you do either at Fidelity 

or elsewhere. 

CARTER: Great, thanks, Steve.  Well, that pretty much wraps us up for this formal 

presentation.  A lot of ground covered.  Thank you again, Stephen.  And we’ll 

just wrap it up.  Hoping we enlightened you as to the bond market, how it’s 

constructed, and the different parts of the bond market, how that feeds 

through to the different prices we can acquire and show through to our 

customers.  And then thinking about the trading cost being part of it still 

because especially in these low rate environments every dollar matters and it 

does impact yield, which is really where investors are looking to balance risk 

and reward to benefit them most. 

   

In terms of next steps for everyone, as you leave today don’t forget our 

website is a great place to begin, at Fidelity.com under the research, so under 

the news and research vertical at the top there.  Here’s our landing page.  And 

I think many of you would have seen this.  But the yield table right in the center 

there is a very easy way to begin your search, right?  You click a bond category 

and a maturity date region you’re interested in, click the leading yield there as 

shown in the grid, and it will then move into very quickly a results page, similar 

to the ones that Steve was showing, where we just list bonds.  So it’s one way 

to find, a very quick one-click way to get into our inventory. 
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One more quick thing was to mention just under the search button towards 

the top of the page you see the bid request link.  And that will take you to that 

bid dashboard that Steve was showing a few minutes ago. 

   

Finally I do want to mention of course we’re not just a website.  Our fixed 

income offering is supported by excellent personnel.  And just a phone call 

away.  You may already have an adviser of course at Fidelity where you may be 

Zooming with them these days.  But do seek out if you want help both how to 

use the site as well as just talking over your bond portfolio, please reach out, 

we’ll be happy to help you at any time. 

   

END OF AUDIO FILE 

 

1. (from page 30) Fidelity commissioned Corporate Insight to study bond pricing, 

available online, for self-directed retail investors from three brokers that offer 

corporate and municipal bonds for comparison to Fidelity's standard online pricing. 

The study compared online bond prices for more than 27,000 municipal and 

corporate inventory matches from January 28 through March 2, 2020. It compared 

municipal and corporate inventories offered online in varying quantities. The study 

found that, on average, the three online bond brokers identified in the chart were 

asking $15.41 more per bond. Corporate Insight determined the average price 

https://www.fidelity.com/bin-public/060_www_fidelity_com/documents/BondPricingStudy.pdf
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differential by calculating the difference between the prices of matching corporate 

and municipal bond inventory at Fidelity, including Fidelity's $1 per bond mark-up for 

online trades vs. the prices offered online for the same bonds from the three brokers 

in the table, then averaging the differences of the financial services firms. An order 

size of 22 bonds was selected to illustrate the hypothetical trade because this is the 

average for Fidelity's retail brokerage account holders who purchased individual 

municipal or corporate bonds during 2019.  The analysis included investment grade 

corporate and municipal bonds only, as the three brokers in the study do not offer 

non-investment grade bonds for purchase online. 

 

Minimum markup or markdown of $19.95 applies if traded with a Fidelity representative. 

For U.S. Treasury purchases traded with a Fidelity representative, a flat charge of $19.95 

per trade applies. A $250 maximum applies to all trades, reduced to a $50 maximum for 

bonds maturing in one year or less. Rates are for U.S. dollar-denominated bonds; 

additional fees and minimums apply for non-dollar bond trades. Other conditions may 

apply; see Fidelity.com/commissions for details. Please note that markups and 

markdowns may affect the total cost of the transaction and the total, or "effective," yield 

of your investment. The offering broker, which may be our affiliate, National Financial 

Services LLC, may separately mark up or mark down the price of the security and may 

realize a trading profit or loss on the transaction. 

 

References to individual securities are for illustrative purposes only and should not be 

construed as investment advice. 

https://www.fidelity.com/trading/commissions-margin-rates
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In general, the bond market is volatile, and fixed income securities carry interest rate risk. (As 

interest rates rise, bond prices usually fall, and vice versa. This effect is usually more 

pronounced for longer-term securities). Fixed income securities also carry inflation risk, 

liquidity risk, call risk and credit and default risks for both issuers and counterparties. Any 

fixed income security sold or redeemed prior to maturity may be subject to loss. 

 

Interest income earned from tax-exempt municipal securities generally is exempt from 

federal income tax, and may also be exempt from state and local income taxes if the investor 

is a resident in the state of issuance. A portion of the income received may be subject to 

federal and state income taxes, including the federal alternative minimum tax. In addition, 

investors may be subject to tax on amounts recognized in connection with the sale of 

municipal bonds, including capital gains and “market discount” taxed at ordinary income 

rates. “Market discount” arises when a bond is purchased on the secondary market for a 

price that is less than its stated redemption price by more than a statutory amount. Before 

making any investment, investors should review the official statement for the relevant 

offering for additional tax and other considerations. 

 

The tax information contained herein is general in nature, is provided for informational 

purposes only, and should not be construed as legal or tax advice. Fidelity does not provide 

legal or tax advice. Fidelity cannot guarantee that such information is accurate, complete, or 

timely. Laws of a particular state or laws that may be applicable to a particular situation may 

have an impact on the applicability, accuracy, or completeness of such information. Always 

consult an attorney or tax professional regarding your specific legal or tax situation. 
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Past performance is no guarantee of future results. 
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