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Reviewing past returns and estimated future returns is a 

useful exercise that helps investors gain a better perspective 

on the past, and more importantly, gain a better understand-

ing for how they might successfully navigate the future. 

 

Many figures in this Paradigm are updated figures that you 

have seen before. For the entire piece, stocks refers to the 

S&P 500 Index, bonds refers to the Barclays U.S. Aggregate 

Bond Index, and inflation refers to the Consumer Price Index 

as calculated by the Federal Reserve. 

 

Past returns and thoughts 

Most people who are reading this Paradigm can and should be 

looking ahead 30 years. Therefore, looking back 30 years is a 

good starting point. 

 

For the 30-year period ending 12/31/14, annual returns and 

inflation were: 

 Stocks      11.2% 

 Bonds         7.5% 

 Inflation        2.9% 

 

Both stocks and bonds performed very well over the past 30 

years, though they performed better in the first half than in the 

second half. 

 

Stock returns have three components, and the annual return of 

11.2% is distributed among those components, as follows: 

 Earnings Growth     6.7% 

 Average Dividend Yield   2.5% 

 Increase in P/E Ratio    2.0% 

 Total           11.2% 

 

Inflation has been manageable during the past 30 years. Many 

investors may remember double-digit inflation, but that was 

in the 1979-1981 period. During the past 30 years, inflation 

has been above 5% only once, in 1990. 

 

From this data, we would make three observations about the 

past: 

1. Returns allowed investors to spend a reasonable amount 

of their portfolio each year while seeing their portfolio 

grow in real terms. 

2. Inflation has been tamer than most people’s memories 

of it. 

 3. The starting point for stocks allowed for solid earnings 

     growth, above average dividend yields, and a big extra 

     boost from increasing P/E ratios. Remember, a 2% in-

crease a year in the P/E ratio means that over a 30 year period 

the P/E ratio on stocks increased by over 80%, from under 10-

times trailing earnings to nearly 18-times trailing earnings. 

You benefited immensely from this. 

 

Future returns and thoughts 

Our best estimates for the next 30 years follow. 

 

For the 30-year period ending 12/31/44, annual returns and 

inflation are estimated at: 

 Stocks     7.3%  

 Bonds      4.5%  

 Inflation     2.5%  

 

The three components of stock returns are estimated to be 

(annually): 

 Earnings Growth    5.3% 

 Average Dividend Yield  2.0% 

 Increase in P/E Ratio   0.0% 

 Total        7.3% 

 

From our estimates, we would make four observations regard-

ing the future: 

1. Returns will force investors to spend less and/or to 

adjust their thinking about funds that will be available 

after they pass away. 

2. Running out of money can be avoided with proper 

oversight and necessary adjustments, if needed. 

3. The next five years have a heightened importance 

because returns could be lower than our 30 year esti-

mates. Interest rates are likely to rise, hurting bond 

returns. Also, rising rates and/or a recession could 

cause the P/E ratio to decline over the next five years. 

4. Inflation may be higher than forecasted, but stock and 

bond returns would likely edge higher over time, 

leaving real returns roughly the same. 

 

Updated data but same principles 

This review of past performance, future estimates, and obser-

vations about both may seem repetitive for some. However, 

we would stress that your success in achieving your goals 

depends on navigating the future, which is likely not to be as 

robust as the past. 

 

Future returns are likely to be much less robust than past 

returns. However, this does not necessarily preclude you 

from being successful and achieving your goals, which may 

need to be amended. 

The information above is compiled from various news and research sources, The above information is from sources believed to be reliable, but accuracy is not guaranteed. 
The above is not investment advice and should not be acted upon without first consulting your Investment Advisor, and/or CPA and/or Attorney to determine the specific 
impact to your situation. 


