
 

  
 

Each asset class carries its own level of risk, and tends to 
behave differently under different economic conditions. When 
the stock market is on the rise, for instance, bond prices often 
go down — and vice versa. Investment funds like those offered 
by the United Church Foundation are managed to achieve 
complementary returns among these asset classes, apportioning 
the mix of different classes within a fund to achieve the highest 
level of return given an investor’s risk tolerance, time horizon 
and total return goals.

Finding and maintaining the right asset allocation requires 
some skill; but experienced investors know that careful attention 
to asset allocation protects their investment over the long term. 
In fact, studies have shown that long-term performance is more 
often influenced by asset allocation decisions than by stock and/
or bond selection — good news for the Foundation’s investors. 
Endowments and similar pools of funds are long-term, even 
“permanent,” investments which stand to benefit from strategies 
that include some risk to achieve long-term gains. 

The Foundation offers three broadly diversified Balanced 
Funds — Conservative, Moderate and Aggressive — which 
provide three unique asset allocation strategies. Designed and 
managed by investment experts, each of these portfolios uses 
a different asset allocation ratio of stocks to bonds to align risk 
with investment objectives, while seeking to deliver long-term 
results that compare favorably to market trends and averages. 

For more information about the Foundation’s nine investment 
funds, visit www.ucfoundation.org.
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The Importance of Asset Allocation

Most investors understand the value of a portfolio that is 
well diversified, ensuring that all of their proverbial eggs are 
distributed among several baskets. A diversified portfolio might 
hold the stock of auto makers, technology firms, banks, food 
conglomerates, hotel chains, oil companies and more. But a 
well-managed portfolio goes a step further by ensuring assets 
are also appropriately balanced, or allocated, across the range 
of asset classes — stocks (equities), bonds (fixed-income)  
and cash.

A broadening of negative developments in the economy and 
financial markets adversely affected first quarter 2008 returns. 
A litany of bad news that included falling home prices, rising 
mortgage delinquencies and foreclosures, higher energy and 
other commodity prices and rising unemployment unnerved 
investors who fled from riskier asset classes to the safety of US 
Treasuries. Credit markets seized up as financial institutions 
and hedge funds began to reduce risk by selling assets to meet 
margin calls and decrease leverage. The downward pressure on 
asset prices culminated in the failure of Bear Stearns, which re-
quired the Federal Reserve to step in to avoid systemic failure of 
the financial system. The Federal Reserve aggressively lowered 
official interest rates to 2.25% from 4.25% at the beginning of 
the year and opened the discount window to non-bank finan-
cial institutions in an attempt to restore liquidity.

In this tumultuous environment, domestic equities recorded 
negative returns. The S&P 500 had the weakest quarterly  
performance since 2001, falling 9.45% in the first quarter while 
small capitalization stocks, as represented by the Russell 2000 
Index, returned –9.90%. Global equity markets registered nega-

tive returns as well with the MSCI EAFE Index returning -8.91% 
and the MSCI Emerging Markets Index — which had been the 
strongest performer in 2007 — trailing with a return of -10.99%. 
Fixed-income securities fared better than equities, with the  
Lehman Government/Credit Index returning 2.53% for the 
quarter. Treasuries were the only winner as non-Treasury securi-
ties were shunned by investors. The combination of investor 
aversion to stocks and corporate bonds and lower official rates 
resulted in money market rates tumbling, with the three-month 
US Treasury Bill yield falling to 0.56% during the quarter and 
overnight government repurchase agreement rates falling to  
just 0.20%.

Although equity returns for this quarter are disheartening, the 
prospects for better returns in the future remain intact. Inves-
tor confidence will eventually return to the market and when it 
does, equity returns will rebound as equity valuations are not as 
out of line as they were in the dot-com bust. In addition, interest 
rates are unlikely to remain low for as long as they did in the 
aftermath of the bursting of the tech bubble. In this volatile  
environment, it is best to stick with your long-term asset alloca-
tion plan rather than try to time the market.
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Note
If the columns are uneven, let's make the first column longer.




