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Our stock return assumptions remain at historically low levels, despite broad gains 

in equity indexes. We see support from economic reflation and earnings growth. A 

rise in global yields has made bond valuations less rich, leading to our higher bond 

return expectations, especially for government and emerging market (EM) debt.
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Returns in a reflationary environment1

 
 

1   Our updated five-year return outlook supports our preference 
for equities over bonds in a U.S.-led reflationary environment.

2   Global risk assets rallied last week, led by emerging markets. 
U.S. equity indexes hit record highs on upbeat earnings. 

3   Ratios of earnings upgrades to downgrades in Europe and Japan 
offer encouraging signs ahead of this week’s earnings reports.

We have updated our five-year return assumptions across asset classes to reflect 

strengthening reflation and changing markets over the last quarter. We have 

largely maintained our assumptions for equity returns while increasing those for 

fixed income. 

Sources: BlackRock Investment Institute and BlackRock Solutions, January 2017. 
Notes: This information is not intended as a recommendation to invest in any particular asset class or strategy or as a promise 
of future performance. The bars show annualized nominal return assumptions for the next five years from a U.S. dollar 
perspective. Representative indexes used are (left to right): Bloomberg Barclays Global Aggregate Treasury Index ex U.S., 
Citigroup 3-Month Treasury Bill Index, Bloomberg Barclays Government Index, Bloomberg Barclays U.S. Government 
Inflation-Linked Bond Index, Bloomberg Barclays U.S. Credit Index, Bloomberg Barclays U.S. High Yield Index, JP Morgan 
EMBI Global Diversified Index, MSCI USA Index, MSCI USA Small Cap Index, MSCI World ex USA Index and MSCI Emerging 
Markets Index. Indexes are unmanaged and used for illustrative purposes only. They are not intended to be indicative of any 
fund or strategy's performance. It is not possible to invest directly in an index.
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Chart of the week
BlackRock's five-year asset class return assumptions, January 2017   
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A preference for stocks over bonds 
Overall, we now see a global portfolio consisting of 60% equities and 40% bonds generating a nominal annual return of 3.9% in U.S. 

dollar terms over the next five years before fees. This is up from last quarter but still implies very low real (after-inflation) returns. 

We have greater confidence that inflation will meet central bank targets, with some scope for overshooting in the near term as 

economies are allowed to run a little hotter. We see U.S.-led reflation taking root globally and have nudged up our five-year 

inflation expectations for the U.S. and UK. We have left our five-year economic growth forecasts unchanged for now awaiting 

further evidence, but we believe the upside risk to these assumptions has increased. At the same time, structural factors such as 

aging societies, weak productivity and excess global savings should ensure bond yields rise at only a gradual pace in the years 

ahead, we believe. 

We prefer equities over fixed income in this reflationary, low-yield and low-return environment, and favor credit over government 

bonds. We believe investors are compensated for taking risk, especially in non-U.S. equities, selected credit and less liquid assets. 

Bottom line: Expected stock returns appear relatively attractive in a world of low returns.

Bonds Week YTD 12 Months Yield

U.S. Treasuries 0.0% 0.1% -0.6% 2.5%

U.S. TIPS 0.2% 0.8% 4.6% 2.2%

U.S. Investment Grade 0.1% 0.2% 6.3% 3.4%

U.S. High Yield 0.4% 1.5% 21.6% 5.8%

U.S. Municipals -0.1% 0.5% -0.3% 2.6%

Non-U.S. Developed 0.2% 0.6% 1.4% 0.8%

EM $ Bonds 0.2% 1.4% 12.6% 5.7%

Currencies Week YTD 12 Months Level

Euro/USD 0.0% 1.7% -1.8%  1.07 

USD/Yen 0.4% -1.6% -3.0%  115.10 

Pound/USD 1.5% 1.7% -11.8%  1.26 

Equities Week YTD 12 Months Div. Yield

U.S. Large Caps 1.0% 2.5% 21.9% 2.1%

U.S. Small Caps 1.4% 1.0% 38.8% 1.5%

Non-U.S. World 1.6% 4.1% 18.2% 3.1%

Non-U.S. Developed 1.3% 3.4% 13.1% 3.3%

Japan 1.1% 3.5% 15.7% 2.0%

Emerging 2.5% 6.2% 31.0% 2.7%

Asia ex-Japan 2.4% 6.6% 25.2% 2.6%

Commodities Week YTD 12 Months Level

Brent Crude Oil 0.1% -2.3% 67.7%  $55.52 

Gold -1.6% 3.8% 5.9%  $1,191 

Copper 2.6% 6.6% 28.5%  $5,899 

Source: Bloomberg. As of Jan. 27, 2017. Notes: Weekly data through Friday. Equity and bond performance are measured in total index returns in U.S. dollars. U.S. large caps are represented by the S&P 
500 Index; U.S. small caps are represented by the Russell 2000 Index; Non-U.S. world equity by the MSCI ACWI ex U.S.; non-U.S. developed equity by the MSCI EAFE Index; Japan, Emerging and Asia 
ex-Japan by their respective MSCI Indexes; U.S. Treasuries by the Bloomberg Barclays U.S. Treasury Index; U.S. TIPS by the U.S. Treasury Inflation Notes Total Return Index; U.S. investment grade by the 
Bloomberg Barclays U.S. Corporate Index; U.S. high yield by the Bloomberg Barclays U.S. Corporate High Yield 2% Issuer Capped Index; U.S. municipals by the Bloomberg Barclays Municipal Bond 
Index; non-U.S. developed bonds by the Bloomberg Barclays Global Aggregate ex USD; and emerging market $ bonds by the JP Morgan EMBI Global Diversified Index. Brent crude oil prices are in U.S. 
dollars per barrel, gold prices are in U.S. dollar per troy ounce and copper prices are in U.S. dollar per metric ton. The Euro/USD level is represented by U.S. dollar per euro, USD/JPY by yen per U.S. dollar 
and Pound/USD by U.S. dollar per pound. Index performance is shown for illustrative purposes only. It is not possible to invest directly in an index. Past performance is not indicative of future results.

Global snapshot
Weekly and 12-month performance of selected assets

Week in review2
 • Global risk assets rallied, led by EMs. U.S. equity indexes hit new highs. The yield spread between EM 
debt and U.S. Treasuries fell back to pre-U.S.-election levels. Japanese exports rose.

 • Financials and tech led upbeat U.S. earnings. Italy may join France and Germany in having elections this 
year after its constitutional court approved a new electoral law.

 • During his first week as president, Donald Trump formally withdrew the U.S. from the Trans-Pacific 
Partnership and vowed to renegotiate the North American Free Trade Agreement.



▲  Overweight    —  Neutral    ▼  Underweight

Asset class views
Views from a U.S. dollar perspective over a three-month horizon

Asset class View Comments

Equities

U.S. —
A shift toward fiscal expansion and deregulation are supportive, but uncertainties about 
the timing and implementation abound. Valuations are elevated. We like value, financials, 
health care and dividend growers.

Europe —
Euro weakness, signs of global reflation and ultra-easy ECB monetary policy support 
cyclicals and exporters. Uncertainties abound, however, including Brexit, upcoming 
elections and future U.S. trade policy.

Japan ▲
Positives are a weaker yen, improving global growth and more shareholder-friendly 
corporate behavior. We see the BoJ anchoring 10-year yields near zero as supportive. 
Risks are renewed yen strength and rising wages eating into margins.

EM ▲
Economic reforms, improving corporate fundamentals and reasonable valuations support 
EM stocks, we believe. Reflation and growth in the developed world are another positive. 
Risks include shifts in currency policies and trade conflicts. 

Asia ex-Japan ▲
Financial sector reform and rising current account surpluses are encouraging. China’s 
economic transition is ongoing, but we believe lower growth rates are priced in. We like 
India and selected Southeast Asian markets.

Fixed income

U.S.  
government

bonds
▼

A reflationary outlook challenges longer-term bonds. We prefer TIPS over nominal debt. 
Agency mortgages look pricey, and any market expectations that the Fed may change or 
stop reinvestments are a risk.

U.S. municipals —
Fund outflows and potential tax reforms that could reduce the attractiveness of munis’ tax 
exemption are challenges. Yet we believe a recent cheapening of valuations mostly reflects 
these risks.

U.S. credit ▲
Stronger growth favors credit over Treasuries. We generally prefer up-in-quality exposures 
and investment grade bonds due to elevated credit market valuations. Floating-rate bank 
loans appear to offer insulation from rising rates but we find them pricey.

European
sovereigns

— We prefer selected peripheral bond markets due to higher yields and ECB support. 
Upcoming elections in France and Germany keep us neutral.

European 
credit

—
Elevated valuations keep us neutral. Steepening yield curves and rising bank share prices 
should bolster the outlook for selected financials, including subordinated debt, but Italian 
banking sector woes pose a risk.

EM debt ▲
Economic reflation should benefit EMs. Risks include a rising U.S. dollar and global rates, 
threats to free trade and China’s currency policy. Yet valuations reflect much of these risks, 
and we see selected opportunities, mostly in hard-currency debt.

Asia fixed 
income ▲

Muted net issuance and positive fundamentals such as stabilizing leverage support Asian 
hard-currency credit despite challenging valuations. Any U.S. policy shifts that dampen 
global trade would pose a risk to export-dependent EMs. 

Other
Commodities  

and
currencies

—
Supply rationalization and reflation are underpinning oil and industrial metals in the near 
term. We see the U.S. dollar strengthening, especially against the yen and EM currencies, 
on stronger growth expectations and interest rate differentials.

Jan. 31 Eurozone gross domestic product, inflation

Feb. 1  Japan, eurozone, U.S. manufacturing PMIs; Federal Open Market Committee (FOMC) meeting

Feb. 3 China manufacturing PMI; U.S. jobs report

Markets expect European and Japanese companies to follow their U.S. peers this week and release solid earnings. Earnings 

revisions ratios — the ratio of upward to downward revisions — in Europe and Japan have been moving up, encouraging signs 

ahead of this week’s earnings reports. 

Week ahead3
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