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Executive Summary

•  U.S. large-cap equities have experienced a historic bull market following the global 
financial crisis

•  Valuation metrics such as the CAPE ratio suggest that even following the recent market 
crash, domestic equities today may be overvalued, especially compared to developed 
international markets 

•  Wall Street forecasts for the next 10 years anticipate significantly lower growth in U.S. 
equities and relative outperformance from international equities and emerging market

•  Over the past 60-plus years, forecasting techniques and methodologies have proved to be 
reliable guidance for future market performance

•  Current asset class valuations and forecasts suggest a greater allocation to international 
equities may be an opportunity to find greater returns over the next decade
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The Central Retirement Planning Question

What is a Reasonable Equity Return Expectation?
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Exhibit 1: S&P 500 Total Return Index, 2010 – 2020

Source: S&P Dow Jones.

Equity growth has been exceptional following the global financial crisis. For the period 2010 – 2020, the 
S&P 500® Total Return Index (dividends reinvested) posted an annualized return of 13.98%. In only one of 
the eleven years (2018) did the market experience a loss (Exhibit 1).
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Exhibit 2: S&P 500 Total Return Index, 2000 – 2009

Some believe this unprecedented bull run makes up for the “lost decade” of the 2000s where the S&P 500 
Total Return Index lost 0.95% annualized (Exhibit 2). While retirement portfolios recovered significantly from 
the market’s strong performance since 2010, it’s risky to assume and plan for similar returns to be realized 
over the coming 10 years.

Combining these two periods provides a 21-year timeframe that is informative because it comprises two 
recessions (the dot-com bubble and the 2008 financial crisis) and the following expansionary periods. 
The S&P 500 Total Return Index posted an annualized return of 6.6% during this full period.
 
Many financial models and market evaluations, including many product illustrations, capture only the past 
10 years. This time frame may distort investor expectations for future performance. Alternative methods 
may provide better indicators. 
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The CAPE Ratio: A Predictive Framework for Risk and Return

When planning for the critical decades around clients’ retirement, it may be wise to expect a mean 
reversion of returns going forward. This expectation is supported by a number of valuation metrics, 
including the famous CAPE ratio.

Yale University Professor Robert Shiller co-developed the Cyclically Adjusted Price to Earnings (CAPE) ratio 
as a gauge to determine whether certain markets or sectors are under- or over-valued. While a traditional 
Price to Earnings (P/E) ratio considers just the prior year’s earnings (which can be extremely volatile), the 
CAPE ratio uses a 10-year average of inflation-adjusted earnings. A high CAPE ratio is an indicator that an 
asset is over-valued.

Research has demonstrated that high market valuations have led to lower future returns and higher 
incidence of drawdowns (StarCapital Research, January 2016 “Predicting Stock Market Returns Using 
the Shiller CAPE”).

Today, the CAPE ratio stands at 33.7, well above the historical average of 17.1 (Exhibit 3). CAPE has only 
reached similar peaks in 1929 (preceding Black Tuesday) in 2000 (at the height of the dot-com bubble, 
and in 2018. Even following the crash caused by the global pandemic, there is reason to believe the market 
today may still be overvalued.
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EXHIBIT 3: Historic US CAPE Ratio, 1881 – 2020

Source: Robert Shiller online data.



CAPE has also proved to be an effective gauge of international equity markets. Today, the US CAPE ratio is 
elevated relative to the rest of the world, specifically Japan, Germany and the UK (Exhibit 4). Considering 
these ratios include lower earnings from Europe during their additional financial challenges in 2010 and 
2011, the belief that the US market is overvalued is reinforced by CAPE.

EXHIBIT 4: Global Developed CAPE Ratios

Source: Robert Shiller Online Research, January 2021.  
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Wall Street Forecasts

Determining how markets will perform in the short term through technical analysis and market timing is 
extremely difficult, if not impossible. Long-term forecasts, on the other hand, are much more reliable. 
They are a function of level economic growth, valuation, and inflation. 

At Annexus, as part of our ongoing index due diligence process and analysis, we monitor publicly 
available long-term forecasts from leading Wall Street asset managers, banks, and wealth 
management firms.

Many of these institutions believe the 2020s will deliver more modest returns, especially for US Large 
Cap Equities. Wall Street’s consensus forecast for large cap equity (annual total return) is 42% the 
annualized return since the year 2010. On the other hand, Wall Street does see opportunity overseas 
and projects international equities will outperform the US (Exhibit 5).

Asset Class Difference

Source: S&P Dow Jones, Wall Street Forecasts for US Large Cap Equities and emerging market equities were compiled and 
derived by The Index Standard from published Capital Markets Assumptions from 12 firms.

EXHIBIT 5: Annualized Asset Class Gross Return

Asset Class Wall Street 
Forecast Since 2010 Difference

US Large Cap Equities 5.9% 14.0% -8.1%

International Equities 7.5% 5.7% 1.8%

Emerging Market Equities 9.7% 4.9% 4.8%

Cash 0.8% 0.6% 0.2%
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Confidence in Wall Street Forecasts
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EXHIBIT 6: Wall Street Forecast Proxy vs. Realized Returns, 1950 – 2009

Source: S&P Dow Jones, Annexus (Wall Street Forecast Proxy).

Wall Street chief market strategists have tremendous resources at their disposal. Beyond reputation, how 
can you have confidence in their forecasts to support your own advice and decisions? The truth is long- 
term forecasts are quite predictive and reliable.   

Although there is no publicly available database that tracks the accuracy of historical Wall Street forecasts, 
we can use similar inputs and techniques to model likely historical forecasts and test the accuracy of their 
assumptions using historical data, valuation methods such as the CAPE ratio, and academically vetted 
metrics consistent with current Wall Street forecasting methodologies. 

We compared a Wall Street Forecast Proxy to the forward realized 10-year annualized return of US 
Large Cap Stocks over the period 1950 – 2019 and found a close correlation (See Exhibit 6) and strong 
predictive power. This analysis validates and highlights the degree of accuracy that a carefully considered 
and well-thought-out forecasting model may provide.

Annexus uses Wall Street Forecasts estimates as an input for our index due diligence, stress tests, and 
smart beta index forecasting. With the amount of resources and planning that many of the largest Wall 
Street investment firms put into their forecasting capabilities, we have confidence in the reliability of their 
long-term forecasts.
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1 The CAPE ratio for Developed Markets is 23.4 and for Developed Europe is 15.8 compared to 29.8 for the U.S. Source: StarCapital 
Research. As of 10/30/2020.

Applications for Retirement Planning

The mature bull market in U.S. equities represents a critical pivot point for retirees and an opportunity 
where you may be able to add real value.

A wealth of academic research, including the work of Yale University Professor Roger Ibbotson and 
Professor Jeremy Siegel of the Wharton School of Finance, demonstrates how equities offer the best 
opportunity for long-term growth. That said, managing short-term volatility and sequence of returns risk 
is increasingly becoming a challenge. 

The CAPE Ratio and Wall Street forecasts suggest that better relative value may be found in international 
equities, an asset class that has underperformed over the last decade compared to large-cap U.S. 
stocks.1 A structured product which provides exposure to international equities while removing downside 
market risk may be a compelling solution.
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Annexus is the leading independent product development provider of fixed indexed annuities, indexed universal life insurance, and 
index-based wealth management solutions. Annexus partners with industry thought leaders, leading insurance carriers, and some of the 
world’s largest investment banks to drive product innovation. A handpicked network of elite financial professionals who have exclusive 
access to Annexus solutions that help clients take control of their retirement. Find out more about Annexus and its products
at www.annexus.com. 

This paper represents the opinion of Annexus. It is not intended to be a forecast of future events, a guarantee of future results, or 
investment advice with respect to any securities or other investment products. All opinions and estimates are given as of the date hereof 
and are subject to change. The forecast of any return may also fluctuate as a result of market changes. The information should not be 
deemed an offer or sale of any securities or other investment products and should not be relied on for such purpose. The user of this 
information assumes the entire risk of any use made of the information provided herein.
Any past or simulated past performance including back-testing, modeling or scenario analysis contained herein is no indication as to 
future performance. No representation is made as to the accuracy of the assumptions made within, or completeness of, any modeling, 
scenario analysis or back-testing. The authors are not obliged to inform the recipients of this communication of any change to such 
opinions or estimates. 

This material is not a recommendation to buy, sell, hold, or roll over any asset, adopt a financial strategy or use a particular index 
account type. It does not take into account the specific investment objectives, tax and financial condition or particular needs of any 
specific person. Annexus and its related distributors may not give tax, accounting or legal advice. Clients should work with their financial 
professional, independent tax advisor or attorney to discuss their specific situation.

© Annexus 2021 All rights reserved.


