
Past performance is no guarantee of future results. Potential for profi t is accompanied by possibility of loss. 1

Does Your Defi ned Contribution 
Portfolio Have Bad Breadth?

by Paul Goldwhite, CFA
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FQ Insight

What’s Wrong With Traditional Approaches to DC Investing?
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ALTERNATIVES (35%)

HFRI Fund of Funds 13%

Merrill Lynch High Yield 10%

Merrill Lynch 
Emerging Market Bonds 5%

FTSE NAREIT 4%

S&P GSCI 3%

EQUITIES and FIXED INCOME (65%) 

Citi World Government Bond 25%

MSCI World 40%
Correlations
to FTSE 100

Total Sample Plan Asset Allocation¹ Correlation to:
FTSE 100 Index:  0.90
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Building A Better DC Solution
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Risk 
Allocation
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Global Equities
� Developed Market Equities       
� Small Cap Equities               
� Emerging Market Equities        
� REITS

Participate in 
Global Economic Growth

Sovereign Debt
� Long Duration Zero Coupon  
� Synthetics via Futures

Diversify Equity Risk 
and Deflation Hedge

Inflation Hedge

Exposure

Real Assets
� Diversified Commodities
� Inflation-Linked Bonds

Objectives Structure
Volatility Regimes  

(High to Low)
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Better Solutions For DC Investors
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Step1:  Balance 
risk Across stock 
and bond markets

Step 2:  Balance risk 
Within each market (e.g. 
countries & segments) 
and adds diversifiers

Step 3: Balance risk 
Through risk regimes

Diversified Growth 
Progression presents the additive Sharpe Ratio improvement.
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Conclusion

Risk-Balanced Diversified Growth FTSE 100
Return 12.5% 8.7% 10.1%
Risk 9.2% 7.8% 15.1%
Sharpe Ratio 0.6 0.3 0.2
Up Capture vs. FTSE 100 52% 47% 100%
Down Capture vs. FTSE 100 20% 35% 100%
Maximum Drawdown -18% -30% -44%
Worst 12 Months -16% -26% -32%
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