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Mackenzie Ivy Foreign Equity Class - A Morningstar Analyst Rating
—

NAV $ NAV Day Change % Yield TTM % Total Assets $ Status Min. Inv. Load MER Morningstar Rating TM Category Investment Style

22.49 ]0.31 | 1.39 0.76 764 Open $500 Multiple 2.56% QQQQQ Global Equity 4 Large Blend

Growth of 10,000 02-16-2006 - 02-16-2016

7K

11K

16K

20K

2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016

Mackenzie Ivy Foreign Equity
Class - A $20,172.44
Global Equity $14,858.73
MSCI World GR CAD
$18,365.48

Investment Strategy

The fund pursues long-term capital growth, consistent with protection of capital. The Fund’s investments are not limited geo-
graphically, but generally do not include investments in emerging markets. Securities of American companies will usually form
the largest percentage of assets from any geographic area within the Fund’s portfolio.

Performance 02-16-2016

YTD 1 Mo 1 Yr 3Yr Ann 5Yr Ann 10Yr Ann

Growth of 10,000 9,920 10,026 10,541 15,363 18,105 20,025
Fund -0.80 0.26 5.41 15.39 12.60 7.19
+/- MSCI World GR CAD 7.59 4.27 6.48 -1.78 0.04 1.04
+/- Category 6.28 3.01 10.10 4.27 4.53 2.98
% Rank in Cat 4 9 8 18 9 8
# of Funds in Cat 1,356 1,361 1,197 821 596 212
* Currency is displayed in CAD

Top Holdings 11-30-2015
Weight % Last Price Day Chg % 52 Week Range

Y Omnicom Group Inc 4.02 76.27 CAD 0.66 ] 64.12 - 80.98

T Procter & Gamble Co 3.60 81.94 CAD 0.60 ] 65.02 - 86.39

T Danone 3.46 60.84 CAD 1.47 ] 51.73 - 67.74

Y United Parcel Service Inc (UPS) Class
B

3.39 99.25 CAD 0.72 ] 87.30 - 107.32

T Danaher Corp 3.34 87.16 CAD 0.81 ] 81.25 - 97.62

% Assets in Top 5 Holdings 17.80

TIncrease YDecrease RNew to Portfolio

Top Sectors 11-30-2015
Fund 3 Yr High 3 Yr Low Cat Avg

s Consumer Defensive 24.23 26.19 24.23 11.91

t Consumer Cyclical 22.20 25.23 20.15 12.28

p Industrials 18.08 18.08 17.09 14.32

d Healthcare 15.38 15.38 7.44 11.92

y Financial Services 9.07 15.52 9.07 16.75

Fund Cat Avg

0 10 20 30 40

Dividend and Capital Gains Distributions
Distribution
Date

Distribution
NAV

Long-Term
Capital Gain

Long-Term
Short Gain

Return of
Capital

Dividend
Income

Distribution
Total

03-27-2015 21.41 0.0000 0.0000 0.0000 0.0000 0.0000

Morningstar Risk Measures

Risk vs. Category Low

Low Avg High

(925)

Return vs. Category High
(925)

Pillars

Process — —
Performance — —
People — —
Parent — —
Price — —

Rating .

Style Map

Deep
Val

Core
Val

Core Core
Grow

High
Grow

Micro

Small

Medium

Large

Giant Weighted Average
of holdings

75% of fund’s stock
holdings

Asset Allocation 11-30-2015

Cash 27.91
Canadian
Equity

3.18

U.S. Equity 40.49
International
Equity

28.03

Fixed Income 0.00
Other 0.39

Management
Start Date

Paul Musson 01-02-2005
Matt Moody 01-31-2009
Robert McKee 07-05-2012
Hussein Sunderji 03-31-2014

Release date 02-17-2016

©2016 Morningstar. All Rights Reserved. Unless otherwise provided in a separate agreement, you may use this report only in the country in which its original distributor is based. Data as originally reported. The
information contained herein is not represented or warranted to be accurate, correct, complete, or timely. This report is for information purposes only, and should not be considered a solicitation to buy or sell any security.
Redistribution is prohibited without written permission. To order reprints, call +1 312-696-6100. To license the research, call +1 312-696-6869. ß
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Mackenzie Ivy Foreign Equity Class - A

Performance

Growth of 10,000 01-31-2016

5k

10k

15k

20k
25k Mackenzie Ivy Foreign Equity Class - A

Category Global Equity
Index MSCI World GR CAD

( * & ) ( & ) * ( * & Performance Quartile

2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 YTD History

15.74 -4.29 -6.76 5.72 3.76 2.87 7.76 30.56 8.24 15.79 -0.56 Mackenzie Ivy Foreign Equity
Class - A

20.19 -7.08 -25.37 11.07 6.48 -2.67 13.96 35.91 15.01 19.55 -4.73 MSCI World GR CAD
17.29 -5.14 -29.63 16.36 6.83 -6.72 11.96 28.57 9.94 11.85 -3.94 Category (Global Equity)
-4.45 2.79 18.61 -5.35 -2.72 5.53 -6.20 -5.35 -6.77 -3.76 4.17 +/- MSCI World GR CAD
-1.55 0.86 22.87 -10.64 -3.08 9.58 -4.20 1.99 -1.70 3.93 3.38 +/- Category (Global Equity)

— — — — — — — — — — — Income CAD
— — — — — — — — — — — Capital Gains CAD
— — — — — — — — — — — Net Assets CAD Mil
65 48 2 88 74 8 86 35 68 36 6 % Rank in Category

Global
Equity

Global
Equity

Global
Equity

Global
Equity

Global
Equity

Global
Equity

Global
Equity

Global
Equity

Global
Equity

Global
Equity

Global
Equity

Fund Category

Trailing Total Returns 02-16-2016

-40

0

40

80% Mackenzie Ivy Foreign Equity Class - A
Category: Global Equity
Index: MSCI World GR CAD

Large Growth
Top Quartile
2nd Quartile
3rd Quartile
Bottom Quartile

1 Day 1 Wk 1 Mo 3 Mo YTD 1 Yr 3 Yr 5 Yr 10 Yr 15 Yr Total Return %

1.39 2.04 0.26 2.47 -0.80 5.41 15.39 12.60 7.19 5.38 Mackenzie Ivy Foreign Equity Class
- A

1.52 2.69 -4.01 -4.87 -8.39 -1.08 17.17 12.56 6.15 3.51 MSCI World GR CAD
1.95 2.11 -2.75 -5.12 -7.08 -4.69 11.12 8.08 4.21 2.46 Category (Global Equity)

-0.13 -0.65 4.27 7.33 7.59 6.48 -1.78 0.04 1.04 1.87 +/- MSCI World GR CAD
-0.56 -0.07 3.01 7.59 6.28 10.10 4.27 4.53 2.98 2.92 +/- Category (Global Equity)

92 57 9 5 4 8 18 9 8 9 Rank in Category

Tax Analysis 01-31-2016

1 Mo 3 Mo 6 Mo YTD 1 Yr 3 Yr 5 Yr 10 Yr 15 Yr Since Incpt.

Pretax Return -0.56 3.43 1.55 -0.56 6.55 16.03 12.62 7.61 5.57 5.53
Tax-adjusted Return -0.56 3.43 1.55 -0.56 6.24 15.92 12.55 7.58 5.55 5.51
% Rank in Category 6 4 4 6 17 23 11 7 8 —
Tax Cost Ratio — — — — 0.29 0.10 0.06 0.03 0.02 —

Release date 02-17-2016

©2016 Morningstar. All Rights Reserved. Unless otherwise provided in a separate agreement, you may use this report only in the country in which its original distributor is based. Data as originally reported. The
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Mackenzie Ivy Foreign Equity Class - A

Performance

Quarterly Returns

Mackenzie Ivy Foreign
Equity Class - A

MSCI World GR CAD Cat (Global Equity)

2015 Q4 5.58 9.44 6.64
Q3 2.60 -1.56 -3.43
Q2 -2.58 -0.94 -1.04
Q1 9.71 12.03 9.64

2014 Q4 6.71 4.80 3.59
Q3 -0.04 2.77 1.00
Q2 -0.34 1.38 0.90
Q1 1.82 5.33 4.19

2013 Q4 8.10 11.75 9.57
Q3 5.04 5.52 5.55
Q2 5.09 4.72 2.84
Q1 9.42 10.07 7.89

2012 Q4 3.36 3.85 3.92
Q3 -1.41 3.11 3.00
Q2 -1.04 -2.95 -4.24
Q1 6.86 9.65 9.26

Release date 02-17-2016
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DISCLAIMER 
 

 

 

Commissions, trailing commissions, management fees and expenses all may be associated 

with mutual fund investments.  Please read the simplified prospectus before investing.  

Mutual funds are not guaranteed and are not covered by the Canada Deposit Insurance 

Corporation or by any other government deposit insurer.  There can be no assurances that 

the fund will be able to maintain its net asset value per security at a constant amount or 

that the full amount of your investment in the fund will be returned to you.  Fund values 

change frequently and past performance may not be repeated. 

 

Labour Sponsored Investment Funds (“LSIF”) have tax credits that are subject to certain 

conditions and are generally subject to recapture, if shares are redeemed within eight years.  

Please note that Mutual Fund Representatives in Alberta are not permitted to sell LSIF. 

 

An investor proposing to borrow for the purchase of securities should be aware that a 

purchase with borrowed monies involves greater risk than a purchase using cash resources 

only.  The extent of that risk is a determination to be made by each purchaser and will vary 

depending on the circumstances of the purchaser and the securities purchased. 

 

Discuss the risks associated with leveraged mutual fund purchased with an investment 

funds advisor before investing.  Purchases are subject to suitability requirements.  Using 

borrowed money to finance the purchase of securities involves greater risk than a purchase 

using cash resources only.  If you borrow money to purchase securities, your responsibility 

to repay the loan and pay interest as required by its terms remains the same if the value of 

the securities purchased declines. 

 

Investors should educate themselves regarding securities, taxation or exchange control 

legislation, which may affect them personally.  This newsletter is for general information 

only and is not intended to provide specific personalized advice including, without limitation, 

investment, financial, legal, accounting or tax advice.  Please consult an appropriate 

professional regarding your particular circumstances. 

 

All non-mutual fund related business conducted by Kleinburg Private Wealth 

Management is not in the capacity of an employee or agent of FundEX Investments Inc.  

Non-mutual fund related business includes, without limitation, advising in or selling any 

type of insurance product, advising in or selling any type of mortgage service, estate and 

tax planning or tax return preparation.  Accordingly, FundEX is not liable and/or responsible 

for any non-mutual fund related business conducted by Kleinburg Private Wealth 

Management.  Such non-mutual fund related business is the responsibility of Kleinburg 

Private Wealth Management alone. 

 

Mutual funds provided through FundEX Investments Inc. 
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A feature article from our U.S. partners


In today’s hyper-connected world, there are incessant reminders that equities are a volatile asset 
class in the short term. We’re constantly barraged with reports of a company beating or missing 
analyst expectations, the announcement of a new initiative from one of the global central banks, 
or a new corporate acquisition. With each bit of news, we observe equity prices fluctuating, 
occasionally at a rapid pace. Amid the increasingly wide availability of such short-term noise, what 
can be lost in the message is that stocks are a compelling long-term investment.


We present evidence to help make the case that the perception of equities as high risk is 
understandable over the short and medium term, but less so over the long term. Our analysis 
demonstrates the value of using equity positions in a balanced portfolio as a tool for diversifying 
the sources of total return—both income and capital appreciation—under most market and 
economic scenarios.


Longer-term equity volatility: lower than most investors perceive?
Many investors are aware that the volatility of equities (measured by the standard deviation of equity 
total returns) declines sharply as the frame of reference expands.1 In other words, the 30-year stan-
dard deviation is lower than the 10-year standard deviation, which is in turn lower than the five-year 
standard deviation, and so on (see Exhibit 1 left, below). Not only does equity volatility fall over longer 
time horizons, it declines in an asymmetric manner that benefits the long-term holder of stocks (see 
Exhibit 1 right, below). While maximum and minimum cumulative returns (with dividends reinvested)


Equity Total Return:  
Lower Volatility in the Longer Term


May 2013


leadership series | market research


James Morrow, CFA
Portfolio Manager


Naveed Rahman
Institutional Portfolio Manager


Srinivas Vemparala
Quantitative Analyst


key tAkeAWAys


•	 Equity volatility has not only 
been lower in the long term 
than in the short term, it has 
also been lower than bond 
volatility over longer horizons.


•	 Corporate profitability, valua-
tion measures, and other fac-
tors that drive equity markets 
can fluctuate significantly 
over shorter time periods, but 
they tend to revert to histori-
cal averages in the long run.


•	 Drivers of fixed income 
markets can trend in one 
direction for many years—for 
example, the secular decline 
in interest rates.


•	 The past several decades 
have been as challenging to 
equity investors as they have 
been kind to bond investors.


•	 When record-low interest 
rates and below-average 
credit default rates revert to 
their historical levels, how-
ever, equity allocations may 
enhance portfolio total return 
with lower volatility in the 
longer term.


ExhibiT 1: Equity volatility (measured by standard deviation) declines as the holding period gets 


longer, and in an asymmetric manner that benefits long-term investors.


Trailing standard deviations and total returns based on rolling monthly data from Jan. 1926 through Mar. 2013. U.S. equity 
represented by S&P 500® Index and its predecessor. See endnotes for definitions. Source: Ibbotson, Fidelity Investments.
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converge over longer holding periods, they improve more sharply 
on the downside, leaving equity investors with better expected 
returns, the longer the time horizon. 


Equity volatility lower than bond volatility over longer horizons
That stocks are less volatile over time may be well understood, if 
not always appreciated by investors. Less well understood is that 
equities have enjoyed a long-term volatility advantage over bonds. 
Looking at equities over rolling 30-year windows, we observe 
that the maximum annualized 30-year return from holding U.S. 
equities was a little over 14%, while the minimum was still very 
compelling, at 8% (see Exhibit 2 left, above). That 8% annual-
ized return over 30 years was achieved by investors who bought 
U.S. stocks just prior to the 1929 crash—the worst possible time 
during the past 85 years. The muted difference of six percent-
age points between maximum and minimum annualized 30-year 
returns translates into a standard deviation of long-term equity 
returns of only 1.35, which is lower than the standard deviation of 
both intermediate and long-term U.S. government bonds over the 
same rolling 30-year periods (see Exhibit 2 right, above).


Investors might find it counterintuitive to consider equities less 
risky than bonds over any time period, yet there are a number of 
potential explanations for this phenomenon over a 30-year horizon. 
During shorter time periods, many of the factors that drive equity 
markets—including price-to-earnings (P/E) multiples and profit 
margins of U.S. stocks—can fluctuate meaningfully. Over longer 
time horizons, however, these factors have a mean-reverting nature 
and thus tend to gravitate toward a long-term sustainable average.


Conversely, some of the critical factors driving the fixed income 
markets—such as long-term interest rates—can move in one 


direction for multiple decades, contributing to the one-sided vola-
tility of bond returns. The 30-year secular decline in interest rates 
has led to a generally steady uptrend in long-term bond returns. 
From the perspective of a bondholder with a 30-year horizon, the 
risk may have been mostly on the upside, but it still factors into 
the standard deviation calculation.


Current market conditions set stage for unexpected outcomes
Given the turbulent equity market experience of the past 15 years, 
it’s not surprising that investors have focused more on volatility 
in the short term than either volatility or return potential in the 
long term. Unquestionably, the past several decades have, in the 
aggregate, been as challenging to equity investors as they have 
been kind to bond investors.


With financial markets, however, past is not prologue. In the 
current market backdrop, interest rates on long-term U.S. 
government bonds are near all-time lows, credit default rates are 
below historical averages, and U.S. equity valuations are within 
historical norms. Meanwhile, investor sentiment toward equities 
remains apathetic.


Even though we don’t know with any certainty what will happen 
going forward, we can make a reasonably educated guess: Fac-
tors at the extremes of their historical ranges will likely revert back 
in the direction of their long-term averages. We may not be able 
to predict exactly how long this reversion to the mean will take or 
at what pace, but we can analyze several possible scenarios and 
their impact on different asset classes. 


In our first hypothetical scenario, normalization of real rates, 
nominal U.S. interest rates rise by 150 basis points over two years. 


ExhibiT 2: Equity returns have been less volatile than investment-grade bond returns over rolling 30-year periods.


Annualized trailing 30-year total returns and standard deviations of annualized trailing 30-year total returns based on rolling monthly data from Jan. 1926 through 
Mar. 2013. See endnotes for index definitions. Source: Ibbotson, Fidelity Investments.
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The Federal Reserve (Fed) effectively achieves a successful unwind-
ing of its extraordinary monetary policies and gradually increases 
interest rates to a point where real rates, after adjusting for 
inflation, are once again positive. We consider this a highly likely 
scenario, with timing being the key uncertainty.


In our second scenario, which is less likely but still quite pos-
sible, interest rates rise by 500 basis points over five years, and 
inflationary pressure builds at a pace and to a level beyond the 
Fed’s objective. This scenario reflects an unsuccessful unwinding 
of monetary policy. 


There are many other possibilities, including scenarios in which 
rates accelerate even more sharply. We focus on these two 
hypothetical scenarios to limit the scope of our analysis to higher 
probability outcomes.


Impact on investment-grade bonds if interest rates rise
Rising interest rates have the predictable outcome of driving 
down bond prices. Our sensitivity analysis shows that when rate 
increases happen over short or intermediate time periods of two 
to five years, there will be a meaningful impact in the cumulative 
total return that investment-grade bond investors can expect (see 
Exhibit 3, below). A rise of 150 basis points over two years—or 


75 basis points per year—wipes out the benefit of the coupon, 
leaving investors with a annual total return of 0%, while 500 basis 
points over five years—or 100 basis points per year—results in an 
average annual return of 0.1%.2 If we extended the time horizon of 
the 500-basis-point increase to 10 years—or 50 basis points per 
year—we would observe that the compounding of income does 
make up for the price depreciation in investment-grade bonds, 
leaving investors with annual returns over 3%.


Impact on high-yield bonds if interest rates and default rates increase
Our high-yield bond sensitivity analysis relies on three key assump-
tions: (1) the default rate—which is currently around 3%—reverts 
to the historical average of 5%; (2) the historical recovery rate of 
50 cents on the dollar prevails going forward; and (3) the spread 
to U.S. Treasuries tightens modestly by 25 basis points per year 
as interest rates increase.3 With expected average annual returns 
of 3.4% and 3.9% for 150- and 500-basis-point increases over 
two and five years, respectively, investors in high-yield bonds fare 
better than those holding investment-grade bonds. These muted 
nominal returns are a far cry from investors’ more recent experi-
ence with these asset classes—and would be even more tepid in 
a moderately inflationary environment. These returns are the result 
of double-digit price declines in bonds, which are only partially 
offset by gradually increasing coupons (see Exhibit 4, below). 


ExhibiT 3: in the intermediate term, the compounding of 


income over longer holding periods is unable to compensate for 


the declines in investment-grade bond prices brought about by 


rising interest rates.


Cumulative return simulations under different scenarios over projected 
periods based on data from Dec. 31, 2012. Investment-grade bonds rep-
resented by Barclays U.S. Aggregate Bond Index. bps = basis points. See 
endnotes for index definition. Source: FactSet, Fidelity Investments.


iNVESTMENT-gRADE boNDS uNDER DiFFERENT SCENARioS


ExhibiT 4: income compounding helps to offset high-yield 


bond price declines when interest rates rise, default rates 


revert to historical averages, and spreads tighten over longer 


investment horizons.


Cumulative return simulations under different scenarios over projected 
periods based on data from Dec. 31, 2012. High-yield bonds represented 
by Bank of America Merrill Lynch® High Yield Master II. bps = basis points. 
See endnotes for index definitions. Source: FactSet, Fidelity Investments.
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Again, our analysis suggests that spreading the 500-basis-point 
rise over 10 years would allow income compounding to compen-
sate for these price declines, bringing the average annual return of 
high-yield bonds to 5.8%.


Impact on U.S. equities if valuations steady or declining,  
earnings growth at or below historical norms
Market sentiment toward U.S. equities has varied between apathy 
and antipathy, even as valuations remain close to historical aver-
ages, and U.S. corporations have improved operational efficiency 
since the financial crisis of 2008. From 2009 to 2012, the stock 
market as represented by the S&P 500® Index has delivered 
annualized earnings per share (EPS) growth above 10% on a 
nominal basis. Over the past 50 years, U.S. stocks have delivered 
annualized EPS growth of 4% in real terms, after adjusting for the 
rate of inflation.4


To test the sensitivity of equity total returns on a roughly 
comparable basis, we have constructed two scenarios that 
parallel those described above. Based on historical analysis, 
equity valuations don’t change materially, so using a P/E multiple 
of 13 (predicted at year-end 2012) seems reasonable for the 
normalization of real rates scenario.5 Nominal EPS growth of 
7% per year is also achievable, and thus reflects a conservative 
assumption for future growth.


In the inflationary pressure builds scenario, nominal EPS growth 
may be even faster, as inflation provides a strong tailwind to 
nominal earnings power. Looking back at the past 75 years of 
market history, we see that there were at least four distinct periods 
of rapidly rising rates similar to this scenario (see Exhibit 5, below). 
Excluding the 2002–2006 period because of its extraordinary 
starting P/E multiple, earnings grew at an average annual rate of 
about 10% in the other three periods. This historical review also 
suggests that when interest rates are increasing rapidly, equity 
market valuations contract by 2.5% per year from their starting 
points. Again, to be conservative, we assume that earnings grow 
at a lower-than-expected nominal annual rate of 9% and that 
the P/E contracts at 2.5% per year, leaving us with a market P/E 
slightly above 11 at the end of five years.


With valuations held constant, the earnings growth implied in the 
normalization of real rates scenario delivers an average annual 
return of approximately 10% to investors, with a quarter of the total 
return coming from reinvested dividends—the income component.6 
In the inflationary pressure builds scenario, investors may stand 
to benefit from an average annual return of 11%, with a compa-
rable portion of the return coming from reinvested dividends (see 
Exhibit 6, above).


Over the time periods in our simulations, U.S. equities are found to 
represent an attractive value proposition for investors. That’s with 
today’s environment as a starting point—and making less than 
heroic assumptions about the factors that drive equities. It’s worth 
noting, however, that the real world is typically less linear, and 
the short-term volatility highlighted by our analysis is a price that 
equity investors must be willing to bear. 


Three hypothetical portfolios demonstrate sources of return 
We recognize that it’s a complex task to consider each asset class 
in turn, with multiple scenarios over varying time periods. So in 
an effort to distill our analysis to its essence, we examine three 
basic portfolios: all equity, all bond (70% investment grade and 
30% high yield), and balanced (50% equity and 50% bond).7 We 
consider what happens to each portfolio over a five-year period as 
interest rates increase at the moderate rate of 50 basis points per 
year, earnings grow at a below-trend nominal rate of 9% per year, 
and P/Es contract at 2.5% per year. 


ExhibiT 5: inflation provides a tailwind to earnings growth 


during periods of rapidly rising rates.


Source: Robert Shiller, data available at www.irrationalexuberance.com.


ExhibiT 6: based on reasonable and conservative estimates 


of earnings growth, equity investors may benefit from price 


appreciation and dividend income when interest rates rise.


Cumulative return simulations under different scenarios over projected 
periods beginning Dec. 31, 2012. U.S. equities represented by S&P 500 
Index with dividend reinvestment. Source: FactSet, Fidelity Investments.
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Price Earnings P/E


12/1954–04/1958 12.6 400 21 11 9


12/1964–12/1969 18.5 500 9 27 –14


05/1986–05/1989 16.3 400 32 71 –23


06/2002–06/2006 41.4 325 24 175 –60
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In terms of average annual returns after inflation, the all-equity 
portfolio delivers 7%, while the all-bond portfolio gives up –2%. 
Predictably, the 50/50 balanced portfolio lands between the two 
extremes, at 2% (see Exhibit 7, above).


Dividend-paying equities balance income and price return
An investor’s allocation to each major asset class depends on 
a variety of detailed assessments, including risk tolerance, time 
horizon, and investment objective, among others. For an investor 
with a lower tolerance for risk who is particularly concerned about 
income, dividend-paying stocks may be a compelling way to add 
or increase equity allocations. In a previous article, we demon-
strated several benefits of an equity income approach.8


Dividend-paying equities have been able to offer better inflation 
protection than bonds. When inflationary pressures are mounting, 
bond prices may decline as their yields rise to offset the increase 
in inflation expectations. Inflation eats away at both the real value 
of the fixed coupon payments and the fixed value of the bond. 
Broad-based price increases throughout the economy may lead 
to higher corporate revenues, allowing profits—and potentially 
stock prices—to increase on a nominal basis and offset rising 
inflation rates.


Dividend-paying equities have tended to be less volatile. Companies 
that regularly return some of their profits to shareholders in the form 
of stock dividends are predominantly mature businesses with steady 
cash flows, relatively stable profit outlooks, and lower operational 
risk on average than non-dividend-paying firms. These character-
istics have generally led to less volatility in dividend growth rates 
relative to earnings growth rates and to lower share price volatility for 
dividend-paying companies compared to the broader market.


Dividends have been a major component of equity returns. Histori-
cally, dividends have represented from two-fifths to, more recently, 
one-quarter of the broad market’s total return. Dividends can also 
offset stock price declines during down equity markets. Moreover, 
a portfolio tilted toward dividend-paying equities may expect to get 
a greater proportion of total return from income—which depends 
on less volatile dividend growth—than price appreciation—which 
we believe is primarily driven by more volatile earnings growth.


In our hypothetical five-year all-equity portfolio, dividends pro-
vided a quarter of the portfolio’s total return, consistent with his-
torical trends. With a dividend-oriented portfolio, that proportion 
would likely be 30%–40% of total return. Such an equity income 
portfolio may allow an investor to realize much of the equity 
upside, but with the sourcing of return more balanced between 
income and price appreciation.


Investment implications
Our analysis demonstrates that investors in investment-grade and 
high-yield bond portfolios may experience negative total returns 
in nominal and real terms if interest-rate and default-rate mean 
reversion occurs over a two- or five-year horizon, though the 
effect is muted over a 10-year horizon. Balanced portfolios—and 
even more so income-oriented balanced portfolios—may offer 
better prospects than bond-heavy portfolios in the event of factor 
mean reversion over short- and medium-term horizons. This 
analysis highlights the value of using equity allocations as a tool 
for diversifying sources of total return under most market and 
economic scenarios.


ExhibiT 7: Sources of total return vary across three 


representative hypothetical portfolios.


Asset allocation methodology is buy and hold, with no rebalancing. 
Source: FactSet, Fidelity Investments.


5-year Hypothetical scenario equity Bond Balanced


Income 13% 32% 22%


Price Return 37% –21% 8%


Total Return 53% 11% 30%


Average Annual Nominal Return 11% 2% 6%


Assumed Inflation 4% per annum


Average Annual Real Return 7%    –2%      2%
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Views expressed are as of the date indicated, based on the information 
available at that time, and may change based on market and other condi-
tions. Unless otherwise noted, the opinions provided are those of the 
authors and not necessarily those of Fidelity Investments or its affiliates. 
Fidelity does not assume any duty to update any of the information.


Past performance and dividend payouts are historical and do not guar-
antee future results. 


It is inherently difficult to make accurate dividend growth forecasts and 
the outcomes from those forecasts are not guaranteed.


Investment decisions should be based on an individual’s own goals, time 
horizon, and tolerance for risk.


Hypothetical backtested data have inherent limitations due to the retro-
active application of a model designed with the benefit of hindsight, and 
may not reflect the effect that any material market or economic factors 
may have had on the use of the model during the time periods shown.  
Thus, hypothetical performance is speculative and of extremely limited 
use to any investor and should not be relied upon in any way.


Hypothetical performance of the model is no guarantee of future results.


Investing involves risk, including risk of loss.


Neither asset allocation nor diversification ensures a profit or guarantees 
against a loss.


Stock markets are volatile and can decline significantly in response to 
adverse issuer, political, regulatory, market, or economic developments.


Although bonds generally present less short-term risk and volatility than 
stocks, bonds do contain interest rate risk (as interest rates rise, bond 
prices usually fall, and vice versa) and the risk of default, or the risk that 
an issuer will be unable to make income or principal payments. Addition-
ally, bonds and short-term investments entail greater inflation risk (or the 
risk that the return of an investment will not keep up with increases in the 
prices of goods and services) than stocks.


All indices are unmanaged and performance of the indices includes rein-
vestment of dividends and interest income and, unless otherwise noted, 
is not illustrative of any particular investment. An investment cannot be 
made in any index. 


endnotes
1 Standard deviation measures the degree of variation from the average 
(mean or expected value); a low standard deviation indicates that the 
data points tend to be very close to the mean, while a high standard 
deviation indicates that the data points are spread out over a large range 
of values. Total return of an investment includes both the capital ap-
preciation, or price return, and the income received, such as interest and 
dividends.
2 Exhibit 3 shows cumulative total returns ranging from –0.1% over two 
years to 0.3% over five years, which correspond to the average annual 
returns cited in the text.
3 Default rate is the rate at which debt holders default on the amount of 
money they owe. Recovery rate is the percentage of a bond’s face value 
recovered through foreclosure or bankruptcy procedures in the event of 
a default. Spread is the difference in yield between Treasury securities, 
which are backed by the full faith and credit of the U.S. government, 
and lower quality fixed income investments with greater risk of default. 
Source: Moody’s.
4 Shiller, Robert J. Irrational Exuberance. Princeton University Press, 
2005. Data available at www.irrationalexuberance.com.
5 See endnote 4.
6 Exhibit 6 shows cumulative total returns ranging from 19% over two 
years to 53% over five years, which correspond to the average annual 
returns cited in the text.
7 Hypothetical portfolio methodology: “Equity” portfolio results based 
on hypothetical price returns and dividends of S&P 500 Index. “Bond” 


portfolio results based on hypothetical price returns and income of 70% 
Barclays U.S. Aggregate Bond Index and 30% Bank of America Merrill 
Lynch High-Yield Bond Master II Index composite. “Balanced” portfolio 
results based on 50% “equity” and 50% “bond” allocations as defined 
above.
8 Hofschire, Dirk, and James Morrow. “Equity and Non-Bond Income: 
Opportunities and Investment Approach.” Fidelity Leadership Series, 
August 2011.


Index definitions
Standard & Poor’s 500 Index is a market capitalization–weighted index of 
500 common stocks chosen for market size, liquidity, and industry group 
representation to represent U.S. equity performance. S&P 500® is a reg-
istered service mark of The McGraw-Hill Companies, Inc., and has been 
licensed for use by Fidelity Distributors Corporation and its affiliates.


Prior to March 1957, Standard & Poor’s published a predecessor U.S. 
equity index that was composed of the 90 largest U.S. stocks. 


Barclays U.S. Aggregate Bond Index is an unmanaged, market value–
weighted performance benchmark for investment-grade fixed-rate debt 
issues, including government, corporate, asset-backed, and mortgage-
backed securities with maturities of at least one year.


Barclays Intermediate U.S. Government Bond Index tracks the perfor-
mance of intermediate-term U.S. government securities with remaining 
maturities between three and five years.


Barclays Long U.S. Government Bond Index tracks the performance of 
long-term U.S. government securities with remaining maturities of 10 or 
more years.


Lehman Brothers published benchmark indices from 1973 through 
November 2008. History for intermediate and long-term U.S. government 
bonds before 1973 was calculated by Ibbotson using the CRSP Govern-
ment Bond File. 


Bank of America Merrill Lynch® High-Yield Bond Master II Index is an 
unmanaged index that tracks the performance of below investment grade 
U.S. dollar-denominated corporate bonds publicly issued in the U.S. 
domestic market.


Third-party marks are the property of their respective owners; all other 
marks are the property of FMR LLC.


Important Information
Information presented herein is for discussion and illustrative purposes only 
and is not a recommendation or an offer or solicitation to buy or sell any 
securities. 


Index or benchmark performance presented in this document do not reflect 
the deduction of advisory fees, transaction charges, and other expenses, 
which would reduce performance.


Certain data and other information in this research paper were supplied by 
outside sources and are believed to be reliable as of the date presented. 
However, Pyramis has not verified and cannot verify the accuracy of such 
information. The information contained herein is subject to change without 
notice. Pyramis does not provide legal or tax advice, and you are encouraged 
to consult your own lawyer, accountant, or other advisor before making any 
financial decision.


These materials contain statements that are “forward-looking statements,” 
which are based upon certain assumptions of future events. Actual events 
are difficult to predict and may differ from those assumed. There can be 
no assurance that forward-looking statements will materialize or that actual 
returns or results will not be materially different than those presented.


For Canadian Investors
For Canadian prospects only. Offered in each province of Canada by Fidelity 
Investments Canada ULC in accordance with applicable securities laws.
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	Text33: Interesting enough, the 15.92% annualized ten-year rate of return did not occur without incident. In 1981 investors were becoming weary from stagflation, characterized by high annual inflation, anemic GDP growth and increasing unemployment. There was constant talk of another economic downturn and the terms Recession and Depression were creeping back into the Financial news. Investors were turning to gold, pushing the price up to new record highs around $873 per ounce. Today we still have memories of the 2008 bear market lingering in our minds. In 1981 it was the bear market of 1973-74 lingering in investor’s minds. The news stories of the day were focused on why equities were no longer a good long-term investment. 5, 10 and 20 years later the US equity markets had earned Annualized Returns of 18.82%, 16.58% and 14.54% respectively.Markets do not rise or fall in a stead pattern and during this 10 year run, fear gripped the market in 1987 when “Black Monday”, October 19th, saw the Dow Jones plummet more than 500 points losing more than 22% of its value in a single day! In no time at all the market began a slow but steady ascent and recovered its losses over the next two years. Although the Financial sector was the hardest hit, investor confidence was at a new low point raising concerns of a new recession. 5, 10 and 20 years later the markets had earned 16.16%, 17.75% and 11.89% annualized returns.By the time 2002 came around and investors where stressing over the dot-com crash, the shock of the 9/11 attacks and the wars in Afghanistan and Iraq the equity markets seemed hopelessly lost. Yet five years later those same markets recovered and earned investors an Annualized return of 13.84%. The “Big One” for most investors today occurred in 2008 when equity markets fell almost 50% from their peak, leaving many investors to question equity investing at all. The last ten years is even being referred to as the “lost decade” of investing.  Although the equity markets have rebounded significantly since 2008 with the indices's climbing more than two and half times higher, the crash continues to leave a sour taste in our mouths and fear still dominates our attitudes. I don’t know how we will fare over the next 5, 10 and 20 years, but if history is any indication at all, we should relax a little and let time do what it does best: Take the pain away.
	Links: 
	Text34: Christine Fahlund, vice president of T. Rowe Price investment services, told Reuters that members of Generation Y needs to save 15 to 20 percent of their annual incomes — starting at age 25 — in order to maintain their same standards of living in retirement. Don’t believe it? The Wall Street Journal reported that “a 25-year-old who starts saving just $600 a year could have $72,000 at age 65, nearly twice as much as someone who saves $1,200 a year beginning at 45,” according to calculations by LearnVest.com.In this month’s article I’ve included some tips to help get things rolling: First, use a pre-authorized contribution plan to start investing now or it will cost you in the long run. The power of compound return, in which the returns accrue additional returns, has tremendous value for investors in 
	Text40: their 20s and 30s.  To take advantage of compound return, Millennials must begin saving early in life.  It also means Millennials don’t have to invest huge lump sums each year to reach their long term goals.  A small monthly contribution into a TFSA or RRSP can build greater wealth than a large lump sum later in life.  Regular investment contributions, also known as PACs, are easy to set up and extremely flexible.  They also have the added benefit of ‘Dollar Cost Averaging’, that can help reduce volatility (something Millennials are particularly adverse to).                Second, don’t ignore risk altogether, just diversify it because it can pay off in the long run.  Everything in life involves a certain amount of risk and that’s certainly true when it comes to investing. While Millennials tend to prefer safer cash investments like fixed income, money market funds, or GICs, you’re pretty much guaranteed to get a much lower rate of return.  In fact, interest rates are so low right now that safer investments may actually lose money in the long-term due to an inability to keep up with inflation.  Diversifying a portfolio to include a mix of equities and fixed income can help reduce risk and still improve returns leading to better long-term financial growth.Third, don’t obsess over fees but do know what you’re paying for.  Fee consideration is important but shouldn’t be the sole reason for choosing one investment over another.  Many actively managed portfolios charge a higher fee but consistently outperform their respective benchmarks.  Since less expensive, passive strategies move with the benchmark, choosing a lower fee passive investment strategy may actually cost an investor.  It is more important to focus on value than cost.  Fourth, find an advisor you trust and who can offer unbiased, rational advice on what moves to make to get you towards financial health.  Millennials are known as a do-it-yourself group.  Unfortunately this can hurt an investment strategy more than it can help.  For one, there is a massive amount of ever-changing information related to investing: fluctuations in global indexes, dynamic global economies, portfolio theory, sector trends, investor behavior, market cycles, inflation rates, interest rates, taxes, and so on.  There is little doubt the highly educated millennial population is capable of processing and using this information.  The problem is that the amount of time it takes to keep up-to-date on everything can be a full-time job in itself.  Emotion is another big problem for the do-it-yourself millennial investor.  Everybody knows to keep emotion out of investing and to buy low and sell high.  Unfortunately, this is more than often not the case when a do-it-yourself investor takes the helm.  This was most evident in 2008 when investors held on to their investments long enough to sell at the bottom.  Many of these same investors, filled with fear and skepticism towards the equities market, did not buy back in until well after equity markets climbed to new highs.  A good advisor will help set a plan in place and make sure that these types of emotional mistakes don’t ruin a portfolio. 
	Text41: Research shows that consumer debt causes financial unease among couples and will increase the probability of financial discourse which will lead to arguments over non-financial issues. Figure 1 shows that newlywed couples who paid off any consumer debt they brought into their marriage or acquired early in their marriage had better marriages over time.Consumer debt does not discriminate between the poor and wealthy. Debt puts a strain on all marriages. On the other hand, 
	Text44: assets tend to solidify the ties between spouse. It seems that it is not money that buys happiness, but the lack of debt. Assets seem to minimize any sense of financial unease that couples feel, resulting in less conflict between them. The result is that assets tend to decrease the likelihood of divorce. Better marriages result from better financial planning and organization. Be sure to have all your ducks in a row.  Chose a financial advisor who has your best financial interest at heart.  Be sure to find a tax consultant who will help with your tax return.  And also have a sound life insurance policy that suits your family’s circumstances which will take off the burden in any sudden event, such as illness, loss of job, divorce and even death.  Be sure to always respect your partner’s financial concerns and ideas, because how you handle financial issues together will paint the picture in determining how money issues play out throughout the course of your marriage.  
	Text45: Term life insurance premiums and benefits are guaranteed for the life of the policy, and the coverage amount remains constant or can be lowered if the insured wishes. On the other hand, with mortgage insurance, the premium levels can be unilaterally changed by the carrier. Further, one of the main disadvantages to bank mortgage insurance is the fact that as your mortgage amount declines over time, your coverage goes down but your premiums do not. Another downside to mortgage insurance is that once a mortgage is repaid, assumed, or defaults, all insurance coverage is lost. On the other hand, so long as term life insurance premiums are paid, you can convert your insurance to a permanent plan. Another
	Text49: benefit that term life insurance has over mortgage insurance has to do with the underwriting process. With term, at the time of purchase, the insurance company assesses the risk and premiums are established based on your health at that specific time. So long as no fraud took place, you can rest assured knowing your claim will be paid out when the time comes. As previously mentioned, mortgage insurance is subject to “post-claim” underwriting, meaning there is potential for you to be classified as uninsurable when the time comes for you to submit your claim.The fact of the matter is, buying insurance from a qualified agent or broker, ensures that the proper checks are done long before a claim is made. Mortgage insurance is sold by (often untrained) bank employees, and it’s not uncommon that they to fail to explain the legal intricacies of this product. Ultimately, and worst case scenario, you may pay your premiums for years and years assuming you will be covered when push comes to shove, only to realize at the worst possible time that you are not. This is not a case of “us vs. them”, but rather a warning to anyone who (just as I did when signing my bank mortgage) experiences the pressure to buy insurance when signing a mortgage with a bank, to be aware of exactly what it is you are signing up for.


