
Book review

Have you ever read a book 
that changed your current 
way of thinking? Bonds: The 

Unbeaten Path to Secure Investment 
Growth is that type of book. Bonds 
challenges conventional wisdom about 
the preeminence of stocks in investor 
portfolios, and it continues the long crusade 
by NAPFA members Hildy and Stan 
Richelson to encourage financial advisors 
to think carefully about the impact of 
investment losses on clients’ portfolios and 
on their psychological comfort. 

The book advances the case for 
holding an all-bonds portfolio—or at least 
for holding a substantial portion of assets in 
“plain-vanilla” bonds (e.g., Treasury bonds, 
TIPs, U.S. savings bonds, and highly rated 
municipal and corporate bonds and foreign 
bonds denominated in U.S. dollars). “Like 
Rodney Dangerfield, bonds get no respect,” 
state the authors. “Their advantages of 
predictable growth and cash flow are 
woefully underappreciated.”

Bonds is more than 500 pages long 
and has 21 chapters organized into five 
parts. Part I presents the case for investing 
in bonds, and Part II describes the history 
of bonds, bond terminology, and how bond 
yields are calculated. Part III provides 
detailed information on various types of 
bonds. Individual chapters discuss U.S. 
Treasury securities, U.S. savings bonds, 
U.S. agency debt, mortgage-backed 
securities, municipal bonds, corporate 
bonds, international bonds, and “bond look-
alikes” (e.g., certificates of deposit, fixed 
annuities, and preferred stock). This section 
of the book is the longest and provides a 
very valuable “one-stop” mini-book about 
available fixed-income securities.

Part IV describes how to buy bonds, 
the characteristics and disadvantages of 
bond funds, and how to select a bond fund 
or ETF. The authors don’t recommend 
bond funds (due to annual management 
fees, loads, and lack of a maturity date) but 

discuss them nonetheless. Part V describes 
the authors’ bond investment philosophy 
and strategies for buying bonds in various 
economic climates. 

With its format, Bonds can be read 
cover to cover or used as a desk reference. 
This second edition, released in fall 2011, 
has been updated to reflect the 2008 
financial market crash and its aftermath. 
Chapters 3 and 20 contain case study 
examples of the use of bonds to meet 
investor objectives and should be of special 
interest to advisors.

A major theme of Bonds is that 
high-quality bonds, laddered to mitigate 
adverse interest rate movements, are a 
better investment than stocks for individual 
investors. The authors believe that bonds 
provide as good or better returns than 
stocks, without substantial volatility, and 
that they protect principal and can free 
investors from the fear of investing. Bonds 
also can provide growth through compound 
interest if interest income is reinvested. 

The Richelsons challenge the wisdom 
of long-term bullishness about stocks (which 
they call the “cult of equities”) in the current 
economic climate. Bond performance 
exceeded that of equities from 2000 to 2009 
(annual gain of 0.3 percent for equities and 
6.9 percent for bonds). To their credit, they 
were making those comments long before 
the financial crisis and recession.

Among the major take-aways from 
Bonds to consider is the idea that it is not a 
“given” that stock values will rise to keep 
pace with inflation (this did not happen in 
the 1970s) or meet investors’ retirement 
savings needs. Investors, especially those 
in or near retirement, need dependable, 
predictable cash flow. Stocks are less 
predictable than bonds, and “after paying 
taxes, fees, expenses, and factoring in the 
risk of bad timing, the return on stocks is 
not likely to exceed the return on bonds, 
particularly when risks associated with 
stocks are taken into account.” 

The authors suggest that a bond ladder 
can mitigate the risk of loss of purchasing 
power due to inflation. If inflation results in 
higher interest rates, investors can increase 
their cash flow by reinvesting bond proceeds 
as they come due and placing excess interest 
income in higher-yielding bonds.

The authors generally endorse a buy-
and-hold strategy. They note, however, 
that there may be times when it may be 
financially necessary or strategically 
advantageous to buy or sell bonds. Yield 
curves that plot interest rates with maturity 
dates provide valuable insights, and three 
curve types are described in Chapter 21. 
For example, with an inverted yield curve, 
bonds with a short maturity have a higher 
yield than long-term bonds. An actionable 
strategy during inverted yield timeframes is 
to buy short-term bonds for quick cash needs 
and bonds within a 5- to 10-year range to 
balance longer bonds in a bond ladder.  

After reading Bonds, one cannot help 
but have a better appreciation of fixed-
income securities and a more balanced 
view of both stock and bond market 
performance. However, I’m not ready to 
ditch my total stock market index fund and 
two well-performing value funds. I believe 
there’s a place for both stocks and bonds in 
my portfolio. 

An all-bonds strategy may be useful 
for older investors following decades of 
wealth building with a diversified portfolio, 
but they could be very limiting for 20- and 
30-somethings with a time horizon of four 
or five decades before retirement.
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