U.S. Investment-Grade Bonds: Often A Portfolio

Stabilizer When The Stock Market Declines

2-Year Rolling Average Annual Total Return
(1927-2008)
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You cannot invest directly in an index. Source: Morningstar, Ibbotson, FMRCo. (MARE) as of 9/30/08.

[i] - Stock market represented by S&P 500 Index. Source: FMRCo (MARE) as of 10/24/08.

[ii] - All references to stock performance in this article: S&P 500 Index. All references to bond performance in this article: MARE
Custom Bond Index. Source: FMRCo (MARE) as of 10/24/08.

MARE Custom Bond Index — Prior to 1976, 34% of the custom index is composed of the Ibbotson U.S. Long-Term Corporate
Bond Index and 66% is composed of the Ibbotson U.S. Intermediate-Term Government Bond Index. From 1976 on, the index
returns are composed of the Lehman Brothers (LB) Aggregate Bond Index.

Although bonds generally present less short-term risk and volatility than stocks, bonds do entail interest rate risk (as interest rate
rise, bond prices usually fall and vice versa) and the risk of default.

A

Bonds More Stable Than Stocks So Far in 2008

» Despite recent turmoil in the credit markets that has
negatively influenced the returns for all types of fixed-income
securities, investment-grade bonds on average have held up
fairly well:

eYear-to-date through Oct. 24, 2008, the Lehman Brothers
(LB) Aggregate Bond Index was roughly flat (-0.6%), while
the S&P 500 Index had fallen more than 39%.

eDuring the past year, the LB Aggregate Bond Index eked
out a positive return of nearly 1%, while the stock market
was down nearly 41%.

Bonds Often Have Provided Positive Returns When the
Stock Market Has Declined

» Since 1926, there have been 23 calendar years when stocks
declined, and investment-grade bonds generated positive
returns in all but two of those 12-month periods.i

Bonds Historically Have Been Less Volatile Than Stocks

» Because stock market volatility typically follows earnings
growth—which in turn has tended to closely mirror the ups and
downs of economic cycles—stock investors have to be willing
to absorb greater performance volatility than bonds.

eSince 1927, stocks have delivered an average annualized
rolling 2-year return of 11%, with returns ranging from a
high of 57% to a low of -54%.

» On the other hand, investment-grade bonds—which generate
total return from both market price movements and regular
coupon payments—have tended to have less severe
performance swings.

e Specifically, bonds have historically produced an average
annualized two-year return of 6%, with a lower band of
volatility (25% high to -3% low).

Investment Implications

» Although many types of bonds have performed poorly in
recent months, the depreciation generally has been far less
severe than the declines registered by stocks.

» Investors seeking diversification within their portfolios might
consider that investment-grade bonds have been an effective
way to minimize performance volatility over time.

Past performance is not a guarantee of future results. Investment
decisions should be based on an individual's own goals, time horizon
and risk tolerance.
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