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Bonds and Equities Serve Different Investment Objectives

Appendix
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Generate stable yields to match 
shorter-term liabilities

Generate high-but-variable 
returns to achieve long-term 

payout objectives/grow surplus

Asset 
Allocation

•	US equities
•	Non-US equities
•	Emerging markets 

•	Government Bonds
•	Corporates
•	Cash
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Stocks Provide Higher Returns with More Volatility (Risk)

Appendix

US Stocks: S&P 500
US Bonds: 1976 – 2010 Barclays Capital US Aggregate Bond, 1973 – 1975 Barclays Capital US Govt/Credit Bond, 1960 – 1972 Ibbotson US Intermediate Govt Bond
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But Have Provided Much Higher Asset Growth
Over the Long Term

Appendix

US Stocks: S&P 500
US Bonds: 1976 – 2010 Barclays Capital US Aggregate Bond, 1973 – 1975 Barclays Capital US Govt/Credit Bond, 1960 – 1972 Ibbotson US Intermediate Govt Bond
US Inflation: US CPI
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Time Is an Asset
Longer Time Horizons Favor Stocks

Appendix
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Time Is an Asset
Longer Time Horizons Shrink Distribution of Outcomes

Appendix
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Adding Incremental Equity Exposure to a Bond Portfolio
Has Minimal Impact on Volatility and Increases Return/Risk Ratio

Appendix
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Miserable Decades Tend To Be Followed by Normal Decades

Appendix
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Sources: Cowles Commission, S&P, MSCI
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Lower Expected Returns
For Both Stocks and Bonds Going Forward

Appendix

Projections based on Wellington Management five-year capital market expectations
*1976 – 2010 Barclays Capital Capital US Agg Bond, 1973 – 1975 Barclays Capital US Govt/Credit Bond, 1970 – 1972 Ibbotson Intm Govt Bond
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Appendix

Potential Equity Structures

*Returns are net of estimated management fees
All figures annualized
Projections based on Wellington Management capital market five-year expectations. Actual results may differ significantly from projections,
See Asset Allocation Strategies Group Disclosure
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S&P 500 Index Fund

Small Cap Manager

Non-US/
Emerg Mkts Manager

Large Cap
Value Manager

	 Passive	 Passive + Active	 Active

S&P 500
Index Fund

100%

S&P 500
Index Fund

50%

LC Div
Val

20%

Large Cap 
Dividend 

Value
50%

Small Cap
30%

Non-US 
20%

SC
15%

Non-US
15%

Current Yield	 2.0%	 2.2%	 2.3%
Projected 5-Year Net Total Return*	 7.4	 7.8	 8.1
Projected 5-Year Volatility (Std Dev)	 16.0	 16.7	 17.5

Expected Turnover	 10%	 52%	 89%
Estimated Fees	 10 bps	 70 bps	 140 bps
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The Case for Active Management

Appendix

Source: Mercer Performance Analytics, annualized US$ returns, gross of fees

Value Added by Median Active Equity Manager, Ten Years Ended March 2011
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W E L L I N G T O N  M A N A G E M E N T
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Value Equity Income
The Power of Dividends and Compounding

Appendix

Source: Wellington Management
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Dividend Growth
Capital Allocation Matters

Appendix

Source: Ned Davis Research
Market Weighted Total Return Indexes
January 1972 = US$100
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Equity Exposure
Setting Appropriate Limits/Targets

Appendix
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Investment Policy Statement and 
Regulatory Reporting Perspective

Define equity exposure as a 
percentage of admitted assets

Typical range: 5 – 10%

Risk Management and ALM  
Framework Perspective

Define equity exposure as a 
percentage of surplus

Typical range: 20 – 40%

A3
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Asset Allocation Strategies Group Disclosure

Appendix

The information contained herein reflects the investment thinking of one or more members of the 
Asset Allocation Strategies Group as it pertains to a requested topic and may be influenced by a client 
or prospect’s specific investment objective and other factors. It does not represent a “firm view” and 
any recommendations presented in the context of this presentation may differ from positions held in 
some Asset Allocation Strategies Group portfolios, including the portfolios managed by the portfolio 
manager(s) giving this consultative advice.
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Appendix

Important Notice

Wellington Management Company, llp is an independently owned, SEC-registered Investment Adviser that, along with its subsidiaries and affiliates (collectively, Wellington 
Management), provides investment management and investment advisory services to institutions around the world. Located in Boston, Massachusetts, Wellington Management 
also has offices in: Chicago, Illinois; Radnor, Pennsylvania; San Francisco, California; Beijing; Frankfurt; Hong Kong; London; Singapore; Sydney; and Tokyo. This material 
is prepared for, and authorized for internal use by, designated institutional and professional investors and their consultants or for such other use as may be authorized by 
Wellington Management Company, llp or its affiliates. This material and/or its contents are current at the time of writing and may not be reproduced or distributed in whole 
or in part, for any purpose, without the express written consent of Wellington Management. This material is not intended to constitute investment advice or an offer to sell, or 
the solicitation of an offer to purchase shares or other securities. Investors should always obtain and read an up

2000000298/290008_6/G1422/G1422

‑to‑date investment services description or prospectus before 
deciding whether to appoint an investment manager or to invest in a fund. Any views expressed herein are those of the author(s), are based on available information, and 
are subject to change without notice. Individual portfolio management teams may hold different views and may make different investment decisions for different clients. 

In the UK, this material is provided by Wellington Management International Limited, a firm authorized and regulated by the Financial Services Authority (FSA). This 
material is directed only at persons (Relevant Persons) who are classified as eligible counterparties or professional clients under the rules of the FSA. This material must not 
be acted on or relied on by persons who are not Relevant Persons. Any investment or investment service to which this material relates is available only to Relevant Persons 
and will be engaged in only with Relevant Persons. Persons residing in Austria and France are directed to contact only the Managing Director at Wellington Management 
International Limited in the United Kingdom for further information. In Germany, this material is provided by Wellington Management International Limited, Niederlassung 
Deutschland, the German branch of Wellington Management International Limited, which is authorized and regulated by the FSA and in respect of certain of its activities by 
the German Federal Financial Supervisory Authority (Bundesanstalt für Finanzdienstleistungsaufsicht - BaFin). This material is directed only at persons (Relevant Persons) 
who are classified as eligible counterparties or professional clients under the German Securities Trading Act. This material must not be acted on or relied on by persons who 
are not Relevant Persons. Any investment or investment service to which this material relates is available only to Relevant Persons and will be engaged in only with Relevant 
Persons. This material does not constitute financial analysis within the meaning of Section 34b of the German Securities Trading Act, does not meet all legal requirements 
designed to guarantee the independence of financial analyses, and is not subject to any prohibition on dealing ahead of the publication of financial analyses. This material 
does not constitute a prospectus for the purposes of the German Investment Fund Act, the German Securities Sales Prospectus Act or the German Securities Prospectus 
Act. In Hong Kong, this material is provided by Wellington Global Investment Management Limited, a corporation licensed by the Securities and Futures Commission to 
conduct Type 1 (dealing in securities), Type 4 (advising on securities), and Type 9 (asset management) regulated activities, on the basis that you are a Professional Investor 
as defined in the Securities and Futures Ordinance. By accepting this material you acknowledge and agree that this material is provided for your use only and that you will 
not distribute or otherwise make this material available to a person who is not a Professional Investor as defined in the Ordinance. In Singapore, Wellington Management 
conducts its financial services business through Wellington International Management Company Pte Ltd (Registration Number 199504987R). In Australia, Wellington 
International Management Company Pte Ltd (WIM) has authorized the issue of this material for use solely by wholesale clients (as defined in the Corporations Act 2001) 
of WIM or of any of its related bodies corporate, or by wholesale clients who are considering investing in funds of which WIM or any of its related bodies corporate is an 
investment manager. By accepting this material, a wholesale client agrees not to reproduce or distribute any part of the material, nor make it available to any retail client, 
without WIM’s prior written consent. Wellington Management Company, llp is exempt from the requirement to hold an Australian financial services licence (AFSL) under 
the Corporations Act 2001 in respect of financial services, in reliance on class order 03/1100, a copy of which may be obtained at the web site of the Australian Securities and 
Investments Commission, http://www.asic.gov.au. The class order exempts a registered investment adviser regulated by the SEC, among others, from the need to hold an AFSL 
for financial services provided to Australian wholesale clients on certain conditions. Financial services provided by Wellington Management Company, llp are regulated 
by the SEC under the laws and regulatory requirements of the United States, which are different from the laws applying in Australia. In Japan, Wellington International 
Management Company Pte Ltd has been registered as a Financial Instruments Firm with registered number: Director General of Kanto Local Finance Bureau (Kin-Sho) 
Number 428. WIM is a member of the Japan Securities Investment Advisers Association (JSIAA) and the Investment Trusts Association, Japan (ITA).
©2011 Wellington Management. All rights reserved.
As of January 2011
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