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Key Difference - Secured vs Unsecured Bond  

The key difference between secured and unsecured bond is that a secured bond is 

a type of bond that is secured by pledging a specific asset as collateral by the 

issuer of the bond whereas an unsecured bond is a type of bond that is not 

secured against collateral. A bond is a debt instrument issued by corporates or 

governments to investors in order to obtain funds for projects and expansion 

purpose. They are issued at a par value (face value of the bond) with an interest 

rate and a maturity period. Secured and unsecured bonds are two popular types of 

bonds among many. 

What is a Secured Bond? 

A secured bond is a type of bond that is secured by pledging a specific asset 

as collateral by the issuer of the bond. In the case of default due to nonpayment, 

the issuer has to pass the ownership of the asset onto the bondholder. 

Secured bonds can also be secured with the income stream that results from the 

project that the bond issue was used to finance. Mortgage bonds and equipment 

trust certificates are two forms of widely used secured bonds. 

Mortgage Bond 

A mortgage bond is a bond secured by a mortgage or pool of mortgages. These 

bonds are typically backed by real estate holdings by companies who own a 

significant amount of property, where a legal claim gives the bondholder the right 

to possess the mortgaged asset in case the company fails to make the payments. 

Mortgage bonds are the most common types of secured bonds. 

Equipment Trust Certificate 

An equipment trust certificate is financed by an asset that is easily transported or 

sold. The title to the equipment is held by a trust and investors can purchase trust 

certificates as a means of providing funds to a specific company. The capital 

repayments and the interest are paid by the company to the trust who in turn make 

the payment to the investors. When the debt payments are completed, ownership of 

the asset is transferred back to the company by the trust. 
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What is an Unsecured Bond? 

Also referred to as debentures, an unsecured bond is a type of bond that is not 

secured against collateral. For a company to issue an unsecured bond with the 

intention of obtaining finance from investors, it should be a reputed company with 

a good credit standing. Credit rating is offered by an independent organization, 

usually a credit rating agency after assessing the ability of the company to meet 

financial obligations. 

In an unsecured bond, the bondholder cannot recover the value of the investment if 

the bond issuer defaults. Therefore these are highly risky instruments compared to 

secured bonds due to the absence of collateral and are supported by high-interest 

payments. The interest rate offered depends significantly on the financial stability 

and trustworthiness of the company or the governmental organization. 

The possibility of default and the inherent risk in government unsecured bonds is 

very low compared to corporate bonds.  When governments need additional funds 

to repay bonds, taxes are increased to gain access to increased funds. Even in the 

rare circumstance that a governmental body declares liquidation, bonds are usually 

covered by other governmental bodies. On the other hand, the default risk of 

corporate unsecured bonds are higher and if the company is to liquidate, the bond 

holders receive at least a portion of their investment before shareholders are 

settled. 

 

Figure 01: Unsecured Bond 
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What is the difference between Secured and Unsecured 

Bond? 

Secured vs Unsecured Bond 

Secured bond is a type of bond that is 

secured by pledging a specific asset as 

collateral by the issuer of the bond. 

Unsecured bond is a type of bond that is not 

secured against collateral. 

Interest Rate 

The interest rate applicable for a 

secured bond is lower than the rate 

applicable for an unsecured bond. 

Unsecured bonds are subjected to higher interest 

rates due to the inherent risk. 

Default Risk 

Default risk of a secured bond is 

generally low since nonpayment result 

in a loss of the asset to the bond 

issuer. 

Default risk of a government unsecured bond is 

generally low, so is the default risk of an 

unsecured bond issued by a corporate with a 

good credit rating. 

Summary - Secured vs Unsecured Bond 

The difference between secured and unsecured bond mainly depends on whether a 

collateral is involved or not. Their characteristics also vary with regard to the 

interest rates and the possibility of default. A secured bond is a suitable investment 

for investors who have a less tolerance for risks. Return and risk on an unsecured 

bond can vary significantly, from low-risk and low return to high-risk and high-

return. 
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