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Callan’s 2017-2026 Capital Market Projections

	 Callan develops capital market projections at the start of each year to help guide clients with their long-

term strategic planning.

	 Over the next 10 years, we forecast annual GDP growth of 2% to 2.5% for the U.S., 1.5% to 2% for 

non-U.S. developed markets, and 4% to 5% for emerging markets.

	 For broad U.S. equity, we project an annualized return of 6.85% with a standard deviation (or risk) 

of 18.25%, for non-U.S. equity a return of 7.00% (risk: 21.00%), and for U.S. fixed income a return 

of 3.00% (risk: 3.75%).
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Overview
Callan develops long-term capital market projections at the start of each year, detailing our expectations 

for return, volatility, and correlation for all the broad asset classes. These projections represent our best 

thinking regarding a long-range outlook and are critical for strategic planning as our clients set invest-

ment expectations over five-year, ten-year, and longer time horizons.

Our forecasts are informed by current market conditions but are not directly built from them. Long-term 

equilibrium relationships between markets and trends in global growth are the key drivers. This results 

in a set of assumptions that changes slowly (or not at all) from year to year. The process is designed to 

ensure that the forecasts behave reasonably and predictably when used as a set in an optimization or 

simulation environment.

Our forecasting begins with the quantitative work of estimating major global macroeconomic variables, 

which are integrated into our equity, fixed income, and alternative investment models to generate initial 

estimates. We then analyze those projections from a qualitative perspective to create a reasonable and 

consistent set of projections.

Economic Outlook

We look at a wide variety of economic variables to forecast growth in real gross domestic product 

(GDP) and consumer price inflation in the regions for which we develop equity, bond, and alternative 

investment projections. These forecasts are intertwined in that GDP growth and inflation tend to move 

in concert. Both variables play important roles in our capital market projections.

For the 10-year period ending 2026, we are forecasting annualized real GDP growth of 2% to 2.5% for 

the U.S., 1.5% to 2% for non-U.S. developed markets, and 4% to 5% for emerging markets.  

The real GDP expectation for the U.S. is higher than the average growth since the Global Financial Crisis 

but lower than that experienced over the last 50 years. Several factors will play into how much GDP actually 

grows over that time period. A strong labor market, pro-business policies from the incoming administration 

GDP

U.S.: 2%-2.5%

Non-U.S. Dev.: 1.5%-2%

Emerging Markets: 4%-5%

Inflation

U.S.: 2%-2.5%

Non-U.S Dev.: 1.75%-2.25%

Emerging Markets: 2.5%-3.5%
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(such as lower taxes or increased infrastructure spending), and increased exports to foreign countries with 

improving economies would push GDP growth higher. But interest rate hikes, limits to fiscal stimulus im-

posed by the federal deficit, a strong dollar, and restrictive trade policies that limit the attractiveness of U.S. 

exports would hinder growth.

Real GDP growth for non-U.S. developed markets faces headwinds primarily from political uncertainty, the 

health of their banking systems, and demographics. These economies have the potential to grow faster if 

employment improves, central banks continue stimulative monetary policies, governments reduce budget 

deficits (especially if this lowers the perceived need for austerity), and banks become better capitalized. 

Just by virtue of their sizes, emerging economies are unlikely to expand at historical rates, but their 

growth will still substantially exceed that of developed markets. Expanding internal demand and improv-

ing export markets would promote GDP increases, but government policies and foreign trade restric-

tions could limit growth.

For the 10-year period ending 2026, we are forecasting consumer price inflation of 2% to 2.5% for the U.S. 

(Exhibit 1), 1.75% to 2.25% for non-U.S. developed markets, and 2.5% to 3.5% for emerging markets.  

Factors that could push the U.S. inflation rate to the high end of expectations include a rebound in 

energy prices; a weak dollar driving up import prices; significant levels of fiscal stimulus, monetary 

stimulus, or both; and tight labor markets. Inflation could be constrained if overseas economies decline 

and make the dollar stronger; the Fed imposes monetary constraints to offset fiscal stimulus; or a larger, 

more competitive labor market keeps wages in check.

Inflation in non-U.S. developed economies would likely be at the lower end of the range if there are limits 

on further fiscal and monetary stimulus. But more liberal, growth-oriented policies could drive values to 

the higher end of the range.

Exhibit 1

A Long-Term Look 
at U.S. Inflation
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The rate of emerging market inflation is subject to considerable uncertainty due to a wide variety of possible 

outcomes for government policies, currencies, trade, internal supply and demand, and commodity prices.

Equity Forecasts
All equity forecasts are developed by building off of this fundamental relationship:

Equity Return = Income Return + Capital Appreciation

While the short-term relationship is weak, over the long term earnings tend to follow economic growth. 

In the absence of this linkage profits would become an extraordinarily large or small part of the econ-

omy. The connection is more robust in developed economies than in emerging markets, where profit 

growth can substantially lag economic growth.

Forecast earnings growth is the key to projected equity price appreciation, with investors obviously 

willing to pay more for stocks if they have a higher profit potential. Income return is also a function of 

earnings by way of the payout ratio.

We also evaluate market valuations, with a caveat. Valuation averages can vary substantially across 

market cycles; for example, average price-to-earnings (P/E) ratios for the S&P 500 were substantially 

different over the market cycle that included the Tech Bubble than they have been over the market cycle 

that includes the Global Financial Crisis. Consequently, we make adjustments to capital appreciation 

forecasts only at extreme market valuations.  

The variables described below are forecast in real terms, with inflation added to generate the nominal 

returns used for our projections.

Earnings growth in the U.S. is expected to be modestly above GDP growth 

given expected economic conditions and government policies. P/E ratios are 

within historical norms and therefore we have not incorporated a negative P/E 

repricing term into our long-horizon forecast. Payout ratios are close to histori-

cal norms and dividend yields have been remarkably stable for the last two de-

cades even in the face of substantial changes in earnings and interest rates, so 

dividend yields are expected to remain unchanged. Over the long run, we forecast that any additional 

income derived from share buybacks will be offset by dilution through the issuance of new shares.  

We expect earnings growth in overseas markets to be moderate, driven by poor 

but improving economic growth in developed markets and slowing but still sub-

stantial economic growth in emerging markets. Uncertain political and economic 

conditions will cause earnings growth to lag economic growth across markets, with 

the problem being more acute in emerging markets. International developed equity 

has historically had a significantly higher dividend yield than in the U.S. and we 

expect that income payouts will continue to be a greater driver of overall returns in these markets. Dividends 

will be somewhat lower in emerging markets but still above those in the U.S. Current P/E valuations, while 

Broad U.S. Equity 
Russell 3000 Index 

Return = 6.85%
Risk = 18.25%

Global ex U.S. Equity 
MSCI ACWI ex USA Index

Return = 7.00%
Risk = 21.00%
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cheaper than in the U.S., are in line with longer-term averages and we do not anticipate any P/E repricing 

adjustments in either developed or emerging markets. Lower inflation than in the U.S. is a drag on developed 

markets’ nominal returns. Conversely, higher inflation boosts emerging markets.

Fixed Income Forecasts
Our fixed income forecasts are created by deconstructing fixed income returns into subcomponents and 

incorporating a forecast for the evolution of the term structure over time. Fixed income return can be 

broken down into the following terms:

Fixed Income Return = Yield + Capital Gains + Roll Return

In the U.S. we forecast a modest rise in interest rates over the next 10 

years, with most of the increase front-loaded to the first three years. The 

shorter end of the yield curve will rise more than the longer end, flattening 

the curve (Exhibit 2). The annualized yield for the Aggregate is forecast 

to increase significantly over the next 10 years, but its capital gains will be 

negative given the projected rise in rates. That dynamic is typical in a ris-

ing rate environment, muting the impact of rate increases on changes in 

expected returns. The moderate interest rate sensitivity of the Aggregate (duration of roughly 6) results 

in capital losses confined to the next few years when we anticipate interest rate increases. An expected 

migration of credit spreads to their longer-term averages does not have a substantial impact on the 

projection. Upward sloping yield curves over the forecast horizon results in positive roll returns as bond 

issues gradually move toward maturity. The roll returns are expected to decline in the future as the yield 

curve flattens.

Broad U.S. Fixed Income
Bloomberg Barclays U.S. 
Aggregate Bond Index 

Return = 3.00%
Risk = 3.75%

Exhibit 2

A Rising Yield Curve 
Over the Long Haul—
Callan Projections
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Alternatives Forecasts
Alternative investments differ substantially from each other and we use different models for each. 

Hedge funds can be evaluated in a multi-factor context using the following relationship:

Expected Return = Cash + Equity Beta x (Equity-Cash) + Exotic Beta + Net Alpha

Callan’s 10-year cash forecast is 2.25%, which is the starting point for our 

hedge fund returns.

Diversified hedge fund portfolios have historically exhibited equity beta rela-

tive to the S&P 500 on the order of 0.4 which, when combined with our equity 

risk premium forecast, results in an excess return from equity beta of 1.75%.

Return from hedge fund exotic beta (which may include both liquid and illiquid factor exposures) is fore-

cast to be 1%, to arrive at an overall expected return of 5.05%. 

This forecast assumes that on average hedge fund alpha (after subtracting out fees) is zero. But hedge 

funds display a significant divergence in results and the ability to select skillful managers could lead to 

returns greater than our projections.

Capitalization rates have declined every year from 2010 and are at a re-

cord low. 

In addition, the spread between cap rates and bonds has recently com-

pressed, making real estate a potentially less attractive income source.

We expect the real estate return to be about 75% of the excess return (versus cash) of the U.S. equity 

market which, when combined with the projected cash return, results in a forecast of 5.75%. 

The real estate risk forecast reflects economic realities rather than observed volatility. Observed volatil-

ity is often less than 5%; however, forecasting lower standard deviation (i.e., 3%) implies that the real 

estate loss experienced during the financial crisis was a 10+ standard deviation event. Our forecast risk 

better represents the probability of a loss of this magnitude.

Private equity strategies are generally driven by many of the same eco-

nomic factors as public equity markets; hence we adjust our private equity 

forecast in line with changes to our public equity expected return. Given that 

our public equity risk premium is contracting, the spread between private 

equity and cash contracts by a similar amount for consistency. Adding our 

private equity spread results in an annualized return forecast of 7.35%.

Real Estate
Callan Real Estate Database 

Return = 5.75%
Risk = 16.35%

Private Equity
Cambridge Private Equity Index 

Return = 7.35%
Risk = 32.90%

Hedge Funds
Callan Hedge Fund-of-Funds 
Database

Return = 5.05%
Risk = 9.15%
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There is tremendous disparity between the best- and worst-performing private equity managers. The ability 

to select skillful managers could result in realized returns significantly greater than we project here.

As is the case with real estate, the projection for private equity standard deviation is consistent with 

the risk of loss rather than a measure of observed volatility. Day-to-day variations in value cannot be 

observed since private equity is by definition not publicly traded. Our forecast for private equity risk ap-

proximates the ratio of return to risk for the other equity asset classes we forecast.

Asset Class Index
Projected 

Return*
Projected 

Risk

Broad U.S. Equity Russell 3000 6.85% 18.25%

Large Cap S&P 500 6.75% 17.40%

Small/Mid Cap Russell 2500 7.00% 22.60%

Global ex-U.S. Equity MSCI ACWI ex USA 7.00% 21.00%

Dev. Non-U.S. Equity MSCI World ex USA 6.75% 19.70%

Emerging Market Equity MSCI Emerging Markets 7.00% 27.45%

Short Duration Bloomberg Barclays 1-3 Yr G/C 2.60% 2.10%

U.S. Fixed Bloomberg Barclays Aggregate 3.00% 3.75%

Long Duration Bloomberg Barclays Long G/C 3.20% 10.90%

TIPS Bloomberg Barclays TIPS 3.00% 5.25%

High Yield Bloomberg Barclays High Yield 4.75% 10.35%

Non-U.S. Fixed Bloomberg Barclays Global Agg. ex-US 1.40% 9.20%

Emerging Market Debt EMBI Global Diversified 4.50% 9.60%

Real Estate Callan Real Estate Database 5.75% 16.35%

Private Equity TR Post Venture Capital 7.35% 32.90%

Hedge Funds Callan Hedge FOF Database 5.05% 9.15%

Commodities Bloomberg Commodity 2.65% 18.30%

Cash Equivalents 90-Day T-Bill 2.25% 0.90%

Inflation CPI-U 2.25% 1.50%
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Exhibit 3

Callan’s Capital 
Market Projections 
2017-2026

Source: Callan
* Returns are geometric (annualized over the 10-year forecast horizon)
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Certain information herein has been compiled by Callan and is based on information provided by a variety of  sources believed to be 
reliable for which Callan has not necessarily verified the accuracy or completeness of  or updated. This report is for informational pur-
poses only and should not be construed as legal or tax advice on any matter. Any investment decision you make on the basis of  this 
report is your sole responsibility. You should consult with legal and tax advisers before applying any of  this information to your particular 
situation. Reference in this report to any product, service or entity should not be construed as a recommendation, approval, affiliation or 
endorsement of  such product, service or entity by Callan. Past performance is no guarantee of  future results. This report may consist 
of  statements of  opinion, which are made as of  the date they are expressed and are not statements of  fact. The Callan Institute (the 
“Institute”) is, and will be, the sole owner and copyright holder of  all material prepared or developed by the Institute. No party has the 
right to reproduce, revise, resell, disseminate externally, disseminate to subsidiaries or parents, or post on internal web sites any part 
of  any material prepared or developed by the Institute, without the Institute’s permission. Institute clients only have the right to utilize 
such material internally in their business.

If you have any questions or comments, please email institute@callan.com.

About Callan
Callan was founded as an employee-owned investment consulting firm in 1973. Ever since, we have 

empowered institutional clients with creative, customized investment solutions that are uniquely backed 

by proprietary research, exclusive data, ongoing education and decision support. Today, Callan advises 

on more than $2 trillion in total assets, which makes us among the largest independently owned invest-

ment consulting firms in the U.S. We use a client-focused consulting model to serve public and private 

pension plan sponsors, endowments, foundations, operating funds, smaller investment consulting firms, 

investment managers, and financial intermediaries. For more information, please visit www.callan.com.

About the Callan Institute
The Callan Institute, established in 1980, is a source of continuing education for those in the institutional in-

vestment community. The Institute conducts conferences and workshops and provides published research, 

surveys, and newsletters. The Institute strives to present the most timely and relevant research and educa-

tion available so our clients and our associates stay abreast of important trends in the investments industry.

© 2017 Callan Associates Inc.
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