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Equity DebateEquity Debate
Andy McKinnell, Aon Hewitt

“This House believes that in DB pension 
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investments we should not be bound by 

Bonds and that there is an opportunity 

for Equity.”

Can’t live with them, can’t live without them!

• If we could afford to rely on bonds we would

• Why has the focus been on bonds

• The case for equities
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Gilts return

Why invest in bonds (1) – Matching?
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Why invest in bonds (2) – Risk free?

FT 11 M hFT – 11 March

FT – 25 March

Aon Hewitt fixed income gilt yield fair value
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Equities will be around for a while

Performance of UK equity investments compared to UK inflation (RPI) + 5% p.a. (1900 - 2008)

2%

0%

2%

4%

6%

8%

10%

12%

14%

16%

1919 1923 1927 1931 1935 1939 1943 1947 1951 1955 1959 1963 1967 1971 1975 1979 1983 1987 1991 1995 1999 2003 2007

20 year returns

Below inflation +5% p.a. Above inflation plus 5% p.a. Inflation + 5% p.a.

-2%

Source: Schroders chart from Dimson, Marsh, Staunton: Credit Suisse Global Investment Return Sourcebook. UK Equities and RPI 

Equity Risk Premium
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Not just the FTSE 100….

• Wider horizons

– Emerging markets

– Private equity markets/infrastructure

• Equity toolbox

– Pure equity

– Long/short hedge funds

– Equity caps/collars/options

Can live with them, can’t live without them!

• If we could afford to rely on bonds we would

• Not all bonds will do what you want

• Equities will remain key generator of return


