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We also consider the forecasts of other respected investment firms in order to 
evaluate alternative points of view about future returns.  In the chart below, 
we’ve compared the recent long-term forecasts of four firms: BCA Research 
and the investment firms of Research Affiliates, GMO and J.P. Morgan.  (Keep 
in mind these are “expected” future return estimates based upon different 
assessments of current and future economic conditions as well as different 
mathematical models.  The forecasts are updated periodically as economic 
conditions evolve.)   The range of expected returns is quite wide with the most 
pessimistic being GMO (unsurprisingly) and the most optimistic being Research 
Affiliates and J.P. Morgan.  In the red box, we’ve created a Balanced Portfolio 
utilizing the individual asset class returns as a point of comparison (40% in 
Bonds and 60% Global Equities).  The Balanced Portfolio’s range of returns 
over the next 7-10 years is from a low of 2.3% to a high of 5.9% with an 
average of 4.5%.  In comparison, over the past ten years (which includes the 
Great Recession), the annual return on a similarly constructed 40-60 Balanced 
Portfolio was 5.5%.  In sharp contrast, the historic average annual return from 
1926 to 2015 for a 40% Bond and 60% US Stock portfolio was close to 7.5% 
(perhaps that’s what the US public pension funds are hanging their hats on?). 

What other observations can we glean from the four forecasts of expected future 
returns?  All four firms project the highest returns will come from Emerging 
Markets stocks and Non-US stocks generally (US stocks are considered over-
valued relative to non-US stocks).  Three out of four expect bonds to beat 
inflation; however, the average of 2.7% for bonds is far lower than their historic 
average of 4% to 5%.  On a more positive note, all four forecasts expect 
inflation to average a little over 2% which is about 1% lower than the historic 
average (a lower rate of inflation will help partially offset the impact of lower 
investment returns). 
 

How Might We Potentially Improve Future Portfolio Returns? 
 
There are other important factors to consider in constructing future return 
expectations, including the allocation to Small Cap versus Large Cap stocks and 
the allocation to Value versus Growth stocks.  Historically, Small Cap stocks 
have outperformed Large Caps by about 1% per year on average and Value 
stocks have outperformed Growth stocks by about 3% per year.  By “tilting” our 
recommended portfolio structures toward smaller companies and lower priced 
Value stocks, we believe the potential exists to significantly improve future 
investment returns. 
 

Must We Accept the “New Mediocre”? 
  
Christine Lagarde paints a rather discouraging picture of future economic 
growth unless certain actions are taken by our policymakers and political 
leaders.  On the policymaker front, we’re somewhat optimistic that central 
bankers around the world will continue their efforts to stimulate economic 
growth through supportive monetary policies.  In our view, Janet Yellen and the 
Fed are doing a good job to foster growth in the US.  On the political leadership 
front, at least in the US, we probably won’t have clarity on future fiscal stimulus 
possibilities until after the election in November.  We hope the next president 
recognizes the need for pro-growth fiscal stimulus in order to address our 
nation’s physical and social infrastructure needs. 
 
From an investment planning standpoint, we need to incorporate the impact of 
potentially lower returns when we review and revise our long-term financial 
projections.  However, we’re optimistic we can structure portfolios to take 
advantage of important factors which have the potential to improve future 
returns (emphasizing undervalued asset classes, for example).  So while the 
global economy may end up mired in the “new mediocre”, we don’t believe our 
portfolios need suffer the same fate. 

BCA (10
Yrs)

Research
Affil. (10
Yrs)

GMO (7
Yrs)

JPM  (10+
Yrs) Average

US Equities 4.5% 4.9% 2.4% 7.1% 4.7%

Non‐US Dev. Mkts 6.0% 8.4% 3.1% 7.8% 6.3%

Emerg. Mkts Equities 8.5% 10.3% 6.8% 10.0% 8.9%

Global Equities Mix 5.4% 6.6% 3.1% 7.6% 5.7%

Fixed Inc Mix 3.2% 3.0% 1.2% 3.3% 2.7%

40% Bond‐60% Stock
Balanced Portfolio 4.5% 5.2% 2.3% 5.9% 4.5%

Inflation 2.0% 2.1% 2.2% 2.3% 2.1%
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