QA  Steven Podnos MD CFP

 

Q:  I read somewhere that bonds have been a better investment than stocks over the last several decades.  Is this true?  If so, should I mostly own bonds?

 

A:  Bonds are very unlikely to be good investments over the near to intermediate future.  Bonds offer a fixed income return, with generally less volatility than equities (stocks). However, there is a wide amount of information that you need to know when judging the ‘safety” of a bond and its probably return.
Bonds issued by the US government are considered the safest, as the Treasury can always print money to pay you back.  However, “long term” US bonds are markedly vulnerable to interest rate changes.  A bond paying a high interest rate for a long period of time becomes increasing valuable if the general interest rate return is dropping.  Investors who bought 30 year treasury bonds paying 15% in the early 1980's found themselves with incredible increases in bond values as the domestic interest rate dropped towards 4% since that time.  In fact, this is the precise reason for the bond bull market over the last 3 decades.

   Now, interest rates are near a fifty year low.  If the domestic interest rate environment does not change, then the bond investor makes the current low rates.  If interest rates increase (think inflation), then bond values will suffer.

  Non US government bonds are decidedly less “safe”, and you must be able to judge whether or not their higher interest rate compensates for this risk.  This is no easy task.

    Investing based on historical returns is usually the opposite of a plan for successful returns.  Those that rely on such simple ideas such as "bonds did well for decades, so they should continue to do so," will be likely to be sorely disappointed.

	
	
	
	
	
	
	


