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Asset Class Return Projections
•
•
•

The higher asset prices rise, the lower the expected return on an asset is.
That sounds counter intuitive, but if assets rise to their true value, then the higher the price goes, the
less upside there is left, i.e., expected returns are lower.
This concept is important as many asset prices are at or near peaks. Expectations need to be adjusted.

Typically, as asset prices go higher and higher, investors and traders become more and more excited about
investing. We came across some research form Vanguard this week that is very helpful in understanding this point
not only from a mathematical point of view, but from a fundamental analysis point of view. The key points from
the Vanguard report are:
1. The pace of growth is expected to slow in the second half of the year (i.e., we are at peak growth now, as
we discussed last week). However, growth is still expected to remain strong.
2. Core inflation is, and is expected to continue, above the Fed’s 2% target, but price increases are expected
to moderate toward the end of the year.
3. The Fed now see the first interest rate hike happening in 2023, not 2024 (recall our dot plot story from 2
weeks ago)
4. Vanguard expects robust job growth in the U.S> during the third quarter.
Looking around the globe, Vanguard sees the following:
Euro Area: Peak growth in the EU arrives later than in the U.S. due to delays in the vaccine roll-out, but a rebound
in consumption is expected as restrictions are lifted and substantial bounce back is expected in Q3.
China: The Chinese government has acted recently to rein in inflationary pressures by reducing demand. Although
growth is still expected to be rapid, estimates have been gradually coming down.
Emerging Markets: EM is also expected to grow, but will be will dependent on vaccine distribution and
management of the pandemic.

No matter the short-term projections, longer term we will need to remove ourselves from this pandemic induced
spending spree and that implies that the markets will need to shift from relying on government transfer payments
to relying on the real economy as a driver. The current pace of spending is clearly unsustainable and with each
passing day, we get closer to the point where the government will begin to ease its foot off the accelerator. Midteens equity returns are higher than the long-term average so some sort of correction is due, maybe overdue.
Whatever the case, the prospect of a reduced economic ‘push’ from the government implies that returns need to
slow down at some point.
Vanguard regularly makes statistical ten-year projections of asset class returns (plus or minus 1% from the median)
as shown in the table below. We don’t rely on these projections to be specifically correct, but are likely to be
correct directionally. You should not read these numbers as precise projections. Rather, the implication of the
statistical analysis is that asset returns have been unusually high for a long time now and if we are to return to
‘normal’, asset returns will need to be below average for a while.
This doesn’t mean that returns can’t remain high over coming quarters. No one knows how long the Fed can keep
this going, but at some point, we return to a more normal environment and in the long run, there is a ‘payback’
for pulling forward returns with excessive monetary accommodation. Rougher waters may lie ahead.

What We're Reading
What the Latest Jobs Report Means for the U.S. Economy (2 Min. Video)
El-Erian: The system is not wired for persistently higher inflation (2 Min. Video)
J&J Covid vaccine should work against delta variant
Treasury Yields Signal Investors’ Waning Economic Exuberance
Why some biologists and ecologists think social media is a risk to humanity
Oil Rallies Above $75 With OPEC+ Output Deal Left in Limbo
Billionaire Glasenberg’s Last Deal Says Coal Isn’t Dead Yet
Americans, Can You Answer These Questions?
Era ends, war looms as U.S. forces quit main base in Afghanistan
When a 59% Annual Return Just Isn’t Enough
Markets This Week
June ended with a bang marking the fifth consecutive quarter of stock market gains. The recent surge saw
technology once again take the lead. Bond yields have eased of late, reflecting an easing of inflation fears, which
has given growth stocks a boost. For the week, small cap stocks and the energy sector were the laggards, although
energy is still leading the way YTD with a 47% gain. International stocks were also laggards as the Delta variant
threatens re-opening and recovery in countries with few vaccinations. It will likely take a year or more to get
vaccinations spread throughout the world.
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Consum er Staples (XLP)
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Com m odities (PDBC)

2.65%

33.39%

Com m . Services (XLC)

1.85%

22.16%

MSCI Em erging (EEM)

-1.30%

6.49%

Gold (GLD)

0.42%

-6.21%

REITS (VNQ)

-0.36%

22.30%

Hom ebuilders (XHB)

2.44%

28.72%

The table above is an analysis of the weekly and year to date returns of various markets/sectors that we follow (More RED = worse performing
markets/sectors; More GREEN = best performing markets/sectors). Source: IEX Trading & PWM Research.

Retirement Planning:
REITs can generate income and provide inflation protection in retirement
REITs are companies that own and/or operate properties like shopping malls, office buildings,
warehouses and apartment buildings. Although they come with more risk than some other incomeproducing investments they also have inflation protection built into them.

Tax Planning:
The Most-Overlooked Tax Breaks for Retirees
For new retirees, it's more important than ever to take full advantage of every tax break available.

Health:
Your Guide to Exercising with Weighted Vests
If you’ve had a hard time changing up your workouts to increase the intensity or vary the difficulty
level, weighted vests may be an option.

Entrepreneur:
Pros and Cons of an LLC
Forming a limited liability company can be the perfect strategy for a business.
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