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Executive summary

In NDR’s inaugural long-term
capital markets outlook, we discuss
five major themes that will impact
the global economy and the
investment world. Demographics,
receding globalization, and
government debt sustainability
risks temper the outlook. Potential
productivity gains from new
technologies and clean energy
investment provide an offset.

These themes, incorporated into
our econometric models, further
refined by our strategists, and
transformed into asset class

Toplines

returns, risk, and correlations,
provide valuable insight for long-
term asset allocators.

We project slower real GDP growth
and somewhat higher inflation
through 2033. This drives our
forecast that global equity returns
will decelerate over the next ten
years.

US. equities should still outperform
other developed markets.
Expected continuation of the
secular bull market for at least the
next few years provides a tailwind
to the returns outlook.

We expect emerging markets will
deliver stronger equity returns
than developed markets, driven by
favorable growth differentials.

Fixed income returns should exceed
those in the prior decade, due to
higher starting bond yields. Average
bond yields should remain elevated
over the next decade, as inflation
struggles to return to central banks’
2.0% target on a sustained basis.
This view also implies that central
banks will not be returning to zero
or negative rate policies. Finally, this
expectation implies higher cash
returns than in the prior decade.

Equities

» Global equity returns decelerating, driven by slower economic growth and elevated valuations mostly in the US.

o US.still outperforms other developed markets, in local currency terms.

» Emerging markets expected to deliver stronger returns than developed markets, due to favorable growth differentials.

» Stock price/bond yield correlation expected to return to positive territory, after being negative in 2023. Implies higher

bond yields should not be a significant drag on stocks.

Fixed Income

» Higher bond yields across markets, due to higher inflation and fiscal challenges.

e We expect the US. 10-year Treasury yield to average 4.8% over the next decade.

» Higher fixed income returns through 2033 versus the prior decade, reflecting higher starting bond yields.

Cash

e Short-term interest rates expected to average below today’s elevated levels but higher than post-GFC to pre-

pandemic.

Alternative & Other Assets

e US. dollar expected to weaken, but still retain its dominant position in global transactions and foreign reserves.

*  We expect gold to appreciate.

» Real assets, such as commodities and real estate, should provide an effective hedge against inflation.
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2024 NDR 10-Year Capital Market Assumptions
Macro Expectations (2024-2033)

o Expected Annual Real GDP Inflation
Expected Annual Real GDP Growth (%) Inflation (%) (2014-2023)  (2014-2023)
us. 21 26 23 25
UK. 14 24 17 23
Eurozone 12 22 14 18
Japan 06 12 05 08
China 41 16 6.2 20
DM* 16 23 18 21
*GDP-weighted average of US, UK, Eurozone, and Japan.
Asset Class Return Expectations (2024-2033)
Expected Average 2014-2023 2014-2023
Annual Returns Annualized  Annualized st.
Equities TR Index (gross returns) %) Returns (%) deviation (%)
US. Large Caps  S&P 500 88 19 152
US. Small Caps Russell 2000 79 72 202
UK. MSCI UK. 86 53 122
Eurozone MSCI EMU 83 71 161
Japan MSCI Japan 77 85 150
EM (locaD MSCI EM 92 56 135
Global (local) MSCI World 86 101 14.0
Expected Average 2014-2023 2014-2023 Expected
Annual Returns Annualized Annualized st. Average Yield
Fixed Income TR Index (%) Returns (%) deviation (%) (%)
us. Bloomberg Barclays U.S. Long-term Treasury 42 23 129 48
US. TIPS Bloomberg Barclays US. TIPS 43 24 5] 22
US. IG Bloomberg Barclays U.S. Investment Grade 52 30 6.8 58
US. HY Bloomberg Barclays U.S. High Yield 6.3 46 76 80
UK. Bloomberg Barclays UK. Government Bond 36 11 87 38
Eurozone Bloomberg Barclays German Government Bond 21 04 53 26
Japan Bloomberg Barclays Japan Government Bond 06 05 23 15
EM debt Bloomberg Barclays EM Aggregate (USD) 6.2 30 74 77
Expected Average 2014-2023 2014-2023 Expected
Annual Returns Annualized Annualized st. Average Yield
Cash Proxy TR Index (%) Returns (%) deviation (%) (%)
us. 3M US. Treasury Bill 28 13 05 28
UK. 3M UK. NDR Proxy 34 11 04 34
Eurozone 3M Eurozone NDR Proxy 22 0.2 04 22
Japan 3M Japan NDR Proxy 12 -0 00 12
Expected Average 2014-2023 2014-2023
Alternative & Annual Returns Annualized Annualized st.
Other Assets TR Index (%) Returns (%) deviation (%)
uUsD Broad U.S. Dollar Index -10 26 55
Gold New York Spot Gold Bullion 6.5 55 136
Commodities S&P GSClI 4.7 -36 225
US. Real Estate ~ NCREIF 6.2 71 48
US. REITS NAREIT REITs 74 77 174

TR = Total Return

Source: Haver Analytics, MSCI, S&P Dow Jones Indexes, FTSE Russell, Federal Reserve Board, Bloomberg Finance L.P, S&P GSCI, NAREIT, NCREIF.

com

Ned Davis Research
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Global themes for the next decade

NDR sees five key themes that will impact the Roal GDP  Inflation Potential impact
global economy and the investment world over Increased investment and potential productivity gains
the next decade, as outlined in the adjacent Al and innovation A N Efg;ake several years before economy-wide productivity
table. These themes, incorporated into our Starting in the US, but spillover to other economies
econometric models, further refined by our
. . Reconfiguring supply chains, near-shoring, ally-shoring
strategists, and transformed into asset class Prioritizing security over efficiency
returns, risk, and correlations, provide valuable Deglobalization ¢ ~ Reduced trade flows. Untapped comparative advantage =>
o loss of productivity
insight for long-term asset allocators. Reduced foreign demand for financial assets, such as
government bonds
Technological disruption - Is it
oge ” Slower labor force growth
a” pOSItlve H Demographics ¢ N Tighter labor markets
. L Rising old-age dependency ratio
Technological advancements fuel productivity Reduced aggregate demand with aging
growth, which can boost potential output
growth and keep a lid on inflation. The rapid More burdensome debt service
. e . Upward pressure on interest rates
development and adoption of Artificial Fiscal challenges NZ N Crowding out of private investment
Intelligence (A technology holds just such Central banks may become more tolerant of higher inflation
a promise for the global economy. It can
Reduced investment in fossil fuels
augment the labor force, save on labor costs, Clean energy transition A A Increased demand for clean energy commodities, such as

and boost profit margins, particularly in the
US, which has more dynamic labor markets
than other developed economies.

metals, used in EV batteries
Government incentives for clean energy development

Ned Davis Research

High-tech and R&D investment lead productivity growth

T_SP202401261

Global Al private investment has increased

High-Tech and R&D Spending vs. Nonfarm Productivit Quarterly Data 1985-03-31 t0 2028-12-31 )
9 _ _p 9 Y 18-fold over the past decade, as estimated by
725 - __ High-Tech and R&D Spending as a Share of GDP 2023-12-31 = 6.7% 4725
700 | - 7.00 the Stanford Institute for Human-Centered
6.75 L 4 6.75 PP . .
sso | L eso Artificial Intelligence’. It suffered a cyclical drag
625 | 1625 in 2022, down more than 25% from the prior
6.00 |- - 6.00 . . .
year, weighed down by higher interest rates
575 | -4 575
550 | 1550 and tightening credit conditions. But looking
525 | -4 525 .
o oo past the cyclical drag, the long-term trend of Al
475 | 1 a7s investment remains intact.
450 - 4.50
425 | - 4.25
Source: Department of Commerce More broadly, high-tech and research
035 - High-Tech and R&D Spending as a Share of GDP (Smoothed Year-to-Year Change, Advanced 20 Quarters, Scaled Left) 2028-12-31 = 0.1 ppt 1375 .
030 | = - Nonfarm Productivity (Year-to-Year Change, Scaled Right) 2023-09-30 = 1.6% 1350 and deVelOpment Spel’ldlng tends to |ead
025 - RS 4325 ductivit th b | |
ool | . » productivity growth by several years. In
J 7 : . .
015 | o 1275 the US, this investment as a share of GDP
0.10 ’ 2. .
: -~ 250 has averaged 6.7% in 2023, up from 5.7% a
005 | Pt ’ N N 4225
* LN . .
oo [ ) . Vo LI 1 200 decade ago. It is now higher than the peak
005+ N EEEN ‘o \, ] ' 4175 . Lo
ot L) Semy Y ! \ K N 1150 share of 64% in 2000. A surge in investment
T ! ! 1 '
015 | v W | S ] x; in the 1990s led to a surge in productivity
-0.20 |- \ , M .
o5 | A Jozs in the second half of that decade. Further
030 |- Correlation Coefficient = 0.31 Source: Bureau of Labor Statistics, Department of Commerce 1%
1986 1988 1990 1992 1994 1996 1998 2000 2002 2004 2006 2008 2010 2012 2014 2016 2018 2020 20‘2; 2024 2026 2028 1. Artificial Intelligence Index Report 2023, Stanford

SP202401251A_C
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development and the adoption of Al
technology across industries could lead to a
similar productivity boost in the decade ahead.
This is in addition to productivity gains that
were already in the pipeline and were brought
forward by the pandemic, changing the way we
work, shop, entertain, etc.

Given that the US. is home to most of the
leaders in Al development and the economy is
highly services oriented (e, rapid Al adoption
is possible), we expect the productivity
benefits from Al to be felt sooner and be
initially more material in the US. than in other
countries. This is reflected in our 10-year
assumptions for productivity and real GDP
growth, which are higher in the US. than in
other developed markets.

While we generally anticipate a net positive Al
impact on the economy, the range of potential
outcomes is broad. On the positive side, it

Trade shrinking mostly for China

could augment worker skills, free up labor

and other resources to alternative uses, lift
wages, improve access to services such as
education and health care, and help reduce
income inequality. Conversely, on the negative
side, it could displace workers at a fast rate,
cause structural unemployment, and erode job
quality and earnings. Without sufficient control,
it could potentially be used for a variety of
nefarious purposes. Nevertheless, most private
estimates give a net positive Al impact on
productivity. For example, McKinsey estimates
a 01-06 ppt per year productivity growth
boost from generative Al through 2040.

For thematic updates and investment ideas,
follow NDR’s Artificial Intelligence topic.

Deglobalization or De-China-
zation?

Globalization, which allows economies to
benefit from comparative advantage and

Real Trade as a Share of Real GDP for Select Major Economies

Quarterly Data 1947-03-31 to 2023-09-30

— U.S. (2023-09-30 = 26.4%)
Eurozone (2023-09-30 = 98.5%)
- - Japan (2023-09-30 = 39.3%)
— UK. (2023-09-30 = 63.5%)
China® (2023-09-30 = 32.4%)
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access to cheaper labor and other resources,
has been one of the most important secular
drivers of disinflation over the past 30 years.

[t has not only reduced the cost of production
but has also increased business access to
foreign markets for sales. For instance, the
share of US. profits from foreign sources has
risen from an average of 131% in the 1980s to
over 20% in the decade prior to the pandemic.

Integrated global supply chains, however, have
left economies vulnerable to external shocks,
a prime example of which was the Covid
pandemic. It exposed the risks associated

with just-in-time inventory management and
the reliance on a single supplier for parts of
the production process. The results were
widespread shortages and a surge in inflation.
To protect against future such episodes,
countries will continue to diversify their supply
chains.

So far, this has meant mostly reducing trade
with China, which had become the factory of
the world after joining the WTO in 2001. But
even before Covid, trade tension between
China and the West (primarily China and the
US) had started a trend toward ally-shoring,
friend-shoring, de-risking, etc. Whatever the
term to describe the re-shaping of global
supply chains and trade relations, the end
result involves higher costs and favors security
over efficiency. More protectionism also means
less foreign direct investment and therefore
slower capital expenditure growth. All this
implies a drag on productivity growth and
tends to be inflationary.

The hefty Trump trade tariffs against China
were largely left in place by the Biden
Administration. There is little sign of change
in this protectionist posture in the near future.
Current policies will likely continue to shrink
the US. goods trade deficit with China, which
in 2023 fell below $300 billion for the first time
since 2011. The US. trade gap with the rest of
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the world continued to swell but is not making
up for the declining trade with China.

A more fragmented world generally increases
the risk of geopolitical conflicts, as countries
have less to lose in a direct confrontation.
This by itself could complicate or sever
global trade relations and be a drag on global
growth. Furthermore, as countries spend
more on national defense, it would likely cut
into discretionary outlays and be a drag on
aggregate demand in the next decade.

For more insights, see “Answering your
questions about globalization” by Alejandra

Grindal, and “The new world order” by Joe
Kalish.

Aging demographics

The economic challenges of aging
demographics are well understood and are
expected to persist in the developed world, as
well as in China, in the coming decade. Their

e
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Working age population drives GDP growth

Growth in Working-Age Population vs. Real GDP
Source: Haver Analytics, US Census Bureau
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Old-age dependency ratios rising globally

Old-Age Dependency Ratios by Country
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most overlapping manifestation is slower labor

o force growth, which implies slower potential
0.7
oo output growth.
0.65
0.62
0‘;2 The International Labor Organization projects
0 04%-05% annual labor force growth in the US,
05 UK, and the Eurozone through 2030, while
0.48
1 04s Japan and China should see their labor force
043
04 shrink by 06% and 0.7% per year, respectively.
038
Jo3s For the aging DMs, these projections are
o5 broadly in line with the pre-pandemic trend.
| 852 For China, the projected demographic
i 002; decline is a new, although not unforeseen,
i Sli development. Its population declined in 2023
4 0.2 .
o for the second consecutive year, as a result
0.08 . . . . .
005 of the long-standing one-child policy in prior
0.03 B . .
N years, the impact of which cannot be easily
reversed. We use these projections as inputs
in our economic growth forecasts by country.

1E814
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across the globe over the next two decades,

Demographic tailwind for U.S. equities through 2033

o . . U.S. Market and Maturing Population Yearly Data 1900-12-31 to 2050-12-31
potentially imposing strains on government — Ratio of U.S. Population Age 35-49 to Age 20-34 (Scale Le... (2050-12-31 = 98.06)
. . DJIA Inflation Adij d (Scale Righ...(2023-12-31 = 37,689.54)
budgets. The projected ratio for Japan, whose 1122] nflation Adusted (Scale Righ- ) o
. . . . 109.6F '
population size has been shrinking for over a 72l Lanzs
decade, towers over other countries. The ratio 1047p
102.3F 125,119
for China is projected to more than double 1000} l1995
. . . 977} ’
from its current level. The increases in the US, 55| J15849
UK, and Eurozone are more measured, but still 783 L1289
912+ ”
significant. 89.1¢ 110000
87.1r
85.1F 4 7,943
The demographic outlook for the US. gf; 1 es10
is relatively more favorable. Its old age 7947 { 5012
77.6F
dependency ratio is lower than in the UK. and 759} 1 3981
. . . 741
Eurozone countries, and its MY ratio (35-49 794l { 3162
years old/20-34 years old) is projected to :22 /’ 1 2512
rise in the next decade by more than the MY 67.6} / 1 1995
A . L. 66.11
ratio of other developed economies. This is a a6l 11585
tailwind for US. equities in the years ahead. oo | 11,259
60.3 | Correlation Coefficient = 0.54 1 1,000
589k Concept Courtesy of Stifel Nicolaus. Source: Finance LP, www.censu fore
Nevertheless, the U.S will still face economic 1900 1910 1920 1930 1940 1950 1960 1970 1980 1990 2000 2010 2020 2030 2040 2050
and fiscal challenges related to aging S01727 © Copyright 2024 Ned Davis Research, Inc. Further distribution prohibited without prior
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Dlvergent ULC trends by country B — outlays, which currently account for 37%
. . . uarterly -
— Unit Labor Costs Flnodr L:?s::!z::j Nations (Year-to-Year Changes) i ve of government spending, are projected to
ustrializ {
i GDP-Weighted Unit Labor Cost i approach 45% by 2033. The increased share of
5 r 1 5 . . .
TR 1 4 such mandatory spending suggests that it will
3 F 4 3
e T LU A - I VAR WA S ] 2 be difficult for Congress to rein in the budget
L lean = % |
oI ] 0 deficit without a decrease in social benefits,
2+ 4 2 . . . .
—T Te— saooz g | or an increase in taxes, or a combination of
S I both. At the same time, increased borrowing
g I 1 g implies an upward pressure on government
o | Eurozone 9/30/2023 = 6.6% | o bond yields. To the degree that this is a drag
6 / 1 6 . .
3 i \/,—\VVA,,\VVAMW/\;J//\,\ﬁ _ ~ N (z] on aggregate demand, it implies slower output
- \/ growth.
o | Detareleased once per year Japan® 9/302023=00% |
4t 44
o | Af\v\ /W&//\-\A/\ﬁv /\/ *"\,M\ 0 One of the risks of slower labor force growth is
4 L - -4 . .
persistent upward pressure on unit labor costs
United Kingdom 9/30/2023 = 6.7% ) ) ) A
fg i 1 ?3 (ULC), which tends to be inflationary. Driven
0 10 by pandemic-related labor market dislocations
10 b 4 -10
o || Sour Faver Anayics Canada 9302023 68% | and persistent shortages, ULC in most
; I 1 3 developed economies have spiked since 2019.
0 r 1 0
T T T T T
s 2000 2003 2010 208 2020 ULC growth has started to recede in 2023 in

© Copyright 2024 Ned Davis Research, Inc. Further distribution prohibited wwlhout prior permission. All Rights Reserved
See NDR Disclaimer at www.ndr.com/copyright.html. For data vendor

refer to www.ndr.cor

the US, but not in the UK. or the Eurozone.


https://www.ndr.com/group/ndr/content-viewer/-/v/IE818
https://www.ndr.com/group/ndr/content-viewer/-/v/S01727
https://www.ndr.com/group/ndr/content-viewer/-/v/IE760


e ————————
SPECIAL REPORT 10-YEAR CAPITAL

7 NED DAVIS RESEARCH MARKET ASSUMPTIONS

Debt-to-GDP to remain elevated across countries

Government Gross Debt as a Share of GDP

Projected productivity gains from Al and

2024-01-22

other technologies should offset some of the ol Source: Faver Analyics TWFWIED
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result of active fiscal policy which supported

household and business demand through

SP202401251B_C

direct stimulus, mostly in the developed world.

Debt service projected to continue to surge
Type of Spending as % of Total Outlays: Actual and Projected

But as is well known in economics, there is no

FY 1970 - FY 2033
— free lunch. The cost of ballooning government

PERIODICAL |
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64 Mandatory _ 1 64
w | - vl senenanil 0 budget deficits and debt as a share of GDP is
52 FY 2083 =61.7% 52 upward pressure on government bond yields.
ﬁ ﬁ This pressure will be exacerbated by the step-
ol ilaks ] back in globalization, which implies less foreign
20 HH WH HHHHHHH H 1% demand for government debt securities. This
zz 7 ,HH . zz is reflected in our assumption for government
il Discretionary Shaded areas represent GB0 estmates. 1 57 bond yields over the next decade, which are
L o Fy 2033 - 233% 1 3 meaningfully higher than average bond yields
i M - over the past ten years.
ol WH H HHHHH H 1% The IMF projects that government debt-to-
il e H Hﬂ”mﬂﬂﬂﬂﬂ_ﬂﬂﬂﬂ” 1 GDP ratios will remain elevated and may even
P — - Source: Congressional Budget Office T 1
14t Interest A A1 14 swell in some developed economies through
:Z I S || ] 12 2028. We assume that the trend will persist
o " through 2033. The expected debt runup is
z i ] Z more pronounced in the US. where, despite
7 b 107 frequent talk about debt sustainability, there
| HHHHHHHHHH ‘ ‘ ‘ ‘ ‘ HHH ‘ HHH WHHHHHHHHH ‘ H ‘ ‘ Le is little political appetite for policies to contain
F03sd g ﬁ % % § % § é § é § é § the budget deficit and debt growth. Similar

to the IMF, the Congressional Budget Office
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(CBO) projects that the US. budget deficit will
remain elevated, running near $2.0 trillion a
year over the next decade.

Net interest payments on U.S. government
debt have increased north of 40% year-over-
year both in 2022 and 2023. They currently
account for nearly 12% of government
outlays, the most since 2001, and the CBO
projects the share will rise to 14.5% by 2033.
Some potential implications from this are: (1)
reduced government spending, or (2) higher
bond yields and an associated “crowding out”
effect for private investment, and/or (3) higher
inflation. Regardless, unchecked government
debt growth eventually points to slower
aggregate demand and economic growth.

Rising renewables, but fossil fuel still an integral energy source

SPECIAL REPORT

For more insights, see “Who should have

the long-term public debt problem?” by

Alejandra Grindal.

Clean energy transition - a
costly necessity

We expect the necessary transition from
fossil fuels to renewable energy sources to
continue over the coming decade, although
it may be uneven across countries. This is
vital for countries and regions, such as the
Eurozone, that depend on imported oil and
natural gas as their main energy sources.
The transition period itself, however long,
will likely be associated with higher oil and
other commodity prices, stemming from
reduced mining investment. Even though
developed economies have become more

10-YEAR CAPITAL
MARKET ASSUMPTIONS

energy efficient over time, and clean
energy industries, e.g., EVs, solar, etc, are
benefitting from government support (such
as the Inflation Reduction Act in the U.S)
to accelerate the transition, the interim
period will likely be associated with higher
energy prices and inflation.

Geopolitical conflicts, including the
Russia/Ukraine war that started in 2022
and now the escalating conflict in the
Red Sea, highlight the importance of
diversified energy sources and/or energy
independence and may ultimately hasten
the development of alternative energy
sources.
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MACRO ASSUMPTIONS

Our macro assumptions for real output growth
and inflation are the basis for our investment
return assumptions across asset classes. We
focus on four developed countries/regions,
namely, the US, UK, Eurozone, and Japan,

as well as China. Together these countries
account for about 70% of global GDP.

Broadly speaking, we anticipate slower real
GDP growth and somewhat higher inflation
through 2033 than over the previous decade.

Output growth

The outlook for slower real GDP growth largely
reflects the demographic challenges that
countries are facing. Labor force growth is
projected to track at a 0.4%-05% annual pace
in the US, UK, and the Eurozone, while the
labor force is projected to continue to shrink

in Japan and China. More fragmented global
trade is eroding some of the productivity gains

e
SPECIAL REPORT

from the past several decades. But productivity
gains from technological advancements

will likely provide an offset that can support
economic growth beyond our 10-year
projection horizon. Increased investment
spending, both private and government,
related to re-shoring or near-shoring of
production and the clean energy transition, will
boost aggregate demand in the coming years.
At the same time, however, higher interest
rates will act as a drag on growth, relative to
the prior decade.

Our real GDP growth assumptions by country
are based on a standard growth accounting
framework, using a constant-returns-to-scale
production function, real GDP = f(capital,
labor). The transformation of the production
function into rates of change implies that

real output growth is the sum of productivity
growth and labor force growth.

Slower growth and higher inflation through 2033

NDR 10 Year Capital Market Assumptions -- Macroeconomic Expectations
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We model productivity growth using a
distributed lag VAR system of equations that
first forecasts capital spending (capex) growth,
which is then used to forecast productivity
growth. The capex model includes the
following variables: capex, unit labor costs,
capacity utilization, industrial production,
national saving rate, and yield curve. The
productivity model includes the following
variables: productivity, capex, trade/GDP, R&D
spending/GDP, R&D spending per worker.

For labor force growth, we used projections
from the International Labor Organization
through 2030 and extrapolated the growth
rates through 2033.

Projected real GDP growth is the sum of
productivity and labor force growth. Our

final growth assumption for each country
incorporates qualitative adjustments that
account for near-term cyclical effects, as well
as central bank and government policies that
are not captured by this largely supply-driven
model.

Inflation

The global economy continues to rebalance
after the Covid pandemic. Inflation has peaked
but remains elevated and higher than central
banks' 2.0% target in most developed countries.
Reaching the 20% target on a sustained

basis will likely prove difficult, as a result of
receding globalization, increased organized
labor demands, ballooning government debt
(especially in the US.), and more geopolitical
conflicts that raise transportation costs and
keep upward pressure on energy and other
commodity prices. The clean energy transition
is also likely to be inflationary over our 10-year
projection horizon.

We expect 2.2%-2.6% average annual inflation
in the US, UK, and the Eurozone through
2033, modestly higher than 1.8%-2.5% range
over the previous decade. We expect 1.2%

JANUARY 26, 2024 9
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Underlying inflation and ULC move together

Quarterly 3/3171960 - 9/30/2023

Core PCE vs Nonfarm Unit Labor Costs (Year-to-Year Changes)

over the previous decade. Inflation in China,
which is facing a faster economic deceleration
than other countries, is projected to average
16% through 2033, down from 2.0% over the
previous decade.

Similar to our growth forecast, the VAR model
for forecasting inflation is also largely supply-
driven, using the following variables: CPI
inflation, unit labor costs, unemployment rate,
and commodity prices.

To account for the demand-pull effect on
inflation, we construct multiple regressions of
CPl inflation on real GDP growth.

To account for inflation expectations, we take
into account the 10-year inflation swap rate as
of December 2023.
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Some secular disinflation drivers have eased
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estimates, regression estimates, and market
inflation expectations comprise our inflation
assumption for the decade ahead.

Despite five cyclical bear markets after the
Global Financial Crisis, global equities remain
in a secular uptrend that started in 2009.
This makes the current secular bull market
nearly 15 years old, slightly over the average
age (~14 years) of US. secular bulls since
1900. Nevertheless, conditions that we have
identified as consistent with secular bulls (e.g.
fourth-quarter market strength, receding/
low volatility, narrowing credit spreads, low/
declining unemployment, rising consumer
sentiment, contained economic growth
slowdown) remain in place, which makes the
current secular bull alive and well.

The S&P 500 Index has returned 135% per
annum during secular bulls. In contrast, it
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has declined 4.0% per annum during secular
bears. Additionally, during secular bulls, the
earnings yield tends to decline, which means
that valuations tend to expand and contribute
positively to equity returns.

Pushing against this tendency, however,

is the rise in bond yields in the current
business cycle, which is reducing the relative
attractiveness of stocks. Furthermore, the
positive correlation between stock prices and
bond yields, which has been in place since the
late 1990s, has now flipped to negative.

At this juncture, we attribute the change in the
stock-bond correlation to the spike in inflation

and inflation volatility relative to pre-pandemic.

Long-term inflation expectations, however,
remain well-anchored, and our assumption is
that inflation in the USS. will average 26% over
the next decade, down from 34% at the end of
2023 and only modestly higher than the 2.3%

EY tends to decline during secular bulls

L
10-YEAR CAPITAL
MARKET ASSUMPTIONS

Still a secular bull market for equities
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BULL BEAR BULL BEAR BULL BEAR BULL BEAR BULL
10,000 |- per Annum Returns: - 10,000
7.6 -2.6% 21.2% -10.2% 11.0% 1.0% 16.0% -6.1% 12.8%
3,162 | 4 3,162
1,000 4 1,000
316 | S&P 500 Monthly Average Price Index (2023-12-31 = 4685) 1 318
100 | S&P 500 Gain/Annum 4 100
During Secular Trends
321 GPA  %Time i 32
SecularBull 135 56.5
10 - Secular Bear  -4.0 435 7 10
Source: S&P Dow Jones Indices
150 | BEAR | BULL BEAR BULL 1 150
Per Annum Change in Yields:
125 | 2.7% -4.9% 5.0% -2.8% 1 125
100 L Long-Term Gov't Bond Yields 4 100
. During Secular Trends
Yields of Long-Term Government Bonds "
75 L (2023-12-31=42) CEFI T EERE
- SecularBull | -35 51.0
50 L Secular Bear | 42 290 | 1 50
25 4 25
0.0 1 qrces: rio to 1919 - A History of Interest Rates by Scney Homer & Richard Syla (Annual Average) From 1919 to Present - eciral Reserve (Annual Close) 1 °°
3162 [ BULL BEAR 4 37162
Per A ns:
1778 L 5.6% -7.5% 8.1% -3.3% 10.7% -3.3% 11.5% 0.1% Anl 1778
1,000 4 1,000
NDR Commodity Composite*
562 | (2023-12-31=1785) 1 562
NDR Commeodity Index
316 | During Secular Trends 4 316
GPA | %Time
78 - SecularBull| 85 50.7 1 18
Secular Bear| -3.5 493
100 - T B 100
*Constructed using prices by George F. Warren & Frank A. Pearson, Bureau of Labor Statistics, Commodity Research rbtrader.com)
y T T T T T J T T T y T T
1900 1910 1920 1930 1940 1950 1960 1970 1980 1990 2000 2010 2020
02021 © Copyright 2024 NDR, Inc. Further distri ibited without prior

AllRights Reserved. See NDR Disclaimer at www.ndr.com/copyright.html
For data vendor disclaimers refer to www.ndr.com/vendorinfo/

average over the prior decade. As a result, we
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adjusted for sales bias, On average, sles Stock/bond correlation should revert back to positive

. . Stock/Bond Rolling Correlation Daily Data 1965-01-02 to 2024-01-25
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The bU|Id|ng blocks of our equity assumptions assessment. Even so, considering the secular

NDR 10 Year Capital Market Assumptions -- Equity Expectations
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terms. However, after accounting for our Some’ but not excessive, overvaluation

. . S&P 500 Forward vs. Trailing Price/Earnings Ratios Monthly Data 1965-02-26 to 2025-12-31
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EY-BY spread expected to be positive
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Margins have trended up over time

equity overvaluation at this time.

Standard & Poor's 500 Sales, Earnings, and Profit Margin Monthly Data 1973-03-31 to 2023-12-31
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are now tracking in line with their pOSt-GFC 2.0F  Shaded areas represent National Bureau of Economic Research recessions 120
NDR C?Icglagor}s, ?utaiest tg r$vi§io? N EE— S fou(ci /\{sd xDa‘v/is lxeesfa’[xh' /'nc.
trend. Even though elevated wage pressures 197419761978 1980 1982 1984 1986 1988 1990 1992 1994 1996 1998 2000 2002 2004 2006 2008 2010 2012 2014 2016 2018 2020 2022
in recent years may persist in the future, we S0670A © Copyright 2024 Ned Davis Research, Inc. Further distribution prohibited without prior
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technologies to provide an offset, keeping

Long-Term Treasury Returns vs Long-Term Treasury Yield Advanced Monthly Data 1935-12-31 to 2035-12-31 . .
— Barclays Long-Term Treasury Bonds 10-Year Holding Period Return (2023-12-31 = 2.28%) margms ona |Ong—ru nu pWa rd traJeCtory- For
- - Long-Term Treasury Yield (Advanced 10-Years) (2033-12-31 = 4.23%) . .
the next decade, we assume margin expansion
16.0F 16.0 . .
will add 06% to annualized returns.
15.0F 15.0
14.0f ’ 140
130 B 130 FIXED |NCOME
&
120¢ g 120 For our government bond total return
1104 b 110 . .
W assumptions, we rely on the strong empirical
10.0f 1y 1 10.0 ) . o
90l ! A 90 relationship between the initial 10-year bond
a‘ it Hlv . .
80f R AN 80 yield and annualized total returns over the next
70 A A R 70 ten years.
6.0F U 60
50t (I ' I‘.\H\ 50
K XTAsY . . . .
a0} : v v a0 The return of inflation in the post-pandemic
30f L S FAVPIR era, after a long hiatus, marked the end of a
201 ' Vo0 low interest rate period which started during
10t K 10 . . o
ool o the Global Financial Crisis (2008-2009). Yes,
ot _ 110 central banks are publicly committing to
Source: Department of Treasury, Ned Davis Research, Inc.
1940 1945 1950 1955 1960 1965 1970 1975 1980 1985 1990 1995 2000 2005 2010 2015 2020 2025 2030 bringing inflation down to their 2% target over
. time, but we see plenty of factors that will
ull History
Shading indicates NBER-defined recessions 1935-12-31 to 2023-12-31 make that difficult to achieve on a sustained
Correlation Coefficient = 0.91
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PERIODICAL

NDR

permission. All Rights Reserved. See NDR Disclaimer at www.ndr.com/copyright.html.
For data vendor disclaimers refer to www.ndr.com/vendorinfo/

ISSUE: #SP20240126 | NDR.COM lease see

end of this repol

discussed in this publication, namely shifting

JANUARY 26, 2024 14


https://www.ndr.com/group/ndr/content-viewer/-/v/B438D
https://www.ndr.com/group/ndr/content-viewer/-/v/S0670A

15 NED DAVIS RESEARCH

globalization/re-shoring, government debt
overhang, and clean energy transition, point

e
SPECIAL REPORT

10-YEAR CAPITAL
MARKET ASSUMPTIONS

Better fixed income returns in the next decade

NDR 10 Year Capital Market Assumptions -- Fixed Income Expectations

700 o Annualized Returns (2014-2023) 4700
to an upside risk to inflation over the coming 675 |-l Expected Annual Returns (2024-2033) {675
decade. As a result, we expect government 22‘3 I ] :;Z
bond yields to be materially higher than over ol 16
the previous decade. 550 | 1550

525 1
5.00 -
475 L

Our average bond yield assumption for each o |

country is driven by our assumptions for real 425 1 1425
400 - 4.00

GDP growth and inflation, in other words, 375 | 1375
. . 350 + - 3.50

by nominal GDP growth. We use multiple s | 155
regression equations to produce bond yield 300 ¢ 30
275 + 4275

estimates for the next decade. We make 250 | 1250
adjustments for (1) the expected normalization ;zz | i ZZ
of the gap between the real 10-year yield 175 1178
1.50 L 4 1.50

and potential GDP growth and (2) expected 125 | 1125
changes in the government debt/GDP ratios, ;‘7"5’ | i :,32
based on IMF projections. 050 - 050
025 |- 0 4 H 4025

0.00 - 0.00

+4 525
- 5.00
- 475
- 450

Source Bloomberg Barcluys Ned Davis Research Inc.

Our US. inflation and nominal 10-year bond s,

us. TIPS

Us. Investment
Grade

us. ngh Yield U Eurozone Japan Emerglng Markets

yield assumptions imply a 10-year TIPS yield
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of 2.2% over the next decade. Our inflation

Rising debt/GDP pushes up bond yields
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outlook is moderately higher than market

U.S. Yield minus Nominal GDP Growth vs. Government Debt/GDP Ratio

Quarterly Data 1962-03-31 to 2023-09-30

— U.S. Government Debt/GDP Ratio (2023-09-30 = 104.1%)
110}
100}
90+
80}
70F
60F
50+
401
30f
20t

expectations, based on the 10-year inflation

1o swap. For this reason, we expect TIPS to

122 modestly outperform nominal bonds of similar
180 duration. We assume 4.3% annual return for

: Zz 10-year TIPS over the next decade.

4 50

1 ‘;Z Our Investment Grade (IG) and High Yield

(HY) bond return assumptions are driven

Source: Haver Analytics 4 20

——U.S. 10-Year Yield minus Nominal GDP Year-to-Year Change (Scaled Left)(2023-09-30 = -2.06%)
- - U.S. Government Debt/GDP Ratio (Year-to-Year Change, Scaled Right) (2023-09-30 = 1.86 ppt)

by their initial yield and our expectation that
spreads with Treasuries will normalize to

425
120 their historical means. Spreads are currently
115 below their historical averages, with greater
11w adjustment needed in HY. Our IG and HY

° return assumptions are 5.2% and 6.3%,

0

respectively.

Source:_Haver Analytics_1-10

Full History
1962-03-31 to 2023-09-30
Correlation Coefficient = 0.44

"19%5 1970 1975 1980 1985 1990 1995 2000 2005

'ZOIIO' i '2015 2020

We expect Emerging Market (EM) bond yields
and returns to track closely US. HY bonds over
the next decade. Our assumption is for 6.2%
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CASH Higher short-term rates and returns through 2033

NDR 10 Year Capital Market Assumptions -- Cash Expectations

Short-term interest rates follow closely central

. . 375 - @ Annualized Returns (2014-2023) 1 375
bank rates, which have been rising over the 1 Expected Annual Returns (2024-2033)
. . . 350 + 4 350
past two years in an effort to tame inflation. As

inflation has started to moderate, central banks =

will likely turn to an easing policy. As a result, 300r

short-term rates should decline from currently 275

elevated levels, as well. 250 |-

3.4
2.8

225 | 2.2 4 225
We use real central bank rates (nominal rates 200 | 1 200
minus inflation) as an anchor for our short- 175 L 1 s
term interest rates assumption for the next . 14 1 150
decade. A prolonged period of below-target ] 1.2 )
inflation and below-trend real GDP growth ' A '
after the Global Financial Crisis led to “easy”
monetary policy and negative real central bank ' '
rates across most developed markets. With A A
inflation returning during the pandemic and ' ﬂ '

' — '

central banks raising rates aggressively, that o

period is now in the rearview mirror. 025 ‘ ‘ ‘ Source: Bloomberg FinanceL.P., Hz‘zveIAnalytics 025
Us. UK. Eurozone Japan
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U.S. dollar continues to dominate 4 . y
coming decade to settle in modest positive

Foreign Exchange Market Turnover by Currency as a Share of Total Yearly Data 1969-12:31to 2022-1231 ! b h GEC ) |
w00 [ IS T oo territory, above the post- negative rea
75 | Lars rates, below today’s elevated rates, and likely
850 | {850 below their average in the decade preceding
825 ¢ 18 the GFC. Adding our inflation assumptions
Source: Haver Analytics, Bank for
400 F — 3 40.0 . .
— Euro 2022-12-31=30.5% produces our nominal short-term interest rate
375 4375
w0l 1350 and cash return assumptions for each country.
325 | 4 325
300 |- Source: Haver Analytics, Bank for 300 ALTERNATIVE & OTH ER
— Japanese Yen 2022-12-31 = 16.7%
27.5 | 4275
250 |- 4 250 ASSETS
25 | 1=s|  U.S. Dollar
20.0 |- 4 200 . . .
175 | 175 We maintain a bearish US. dollar outlook for
Source: Haver Analytics, Bank for i
75 [ Chinese Yuan Renminbi 2022-12-31 = 7.0% 175 the next decade and assume the broad dollar
s0 | 4 50 index will decline at a 10% annualized rate. Our
25 25 long-term technical composite model on the
00 Source: e Analytics, Bankor nterna 100 dollar is firmly in negative territory, consistent
—— Other Reported* 2022-12-31 = 17.8% . .
b ereporne 1 with a downward trend in the value of the
wr 143 currency. The dollar is currently overvalued
15 L 4 15 . . .
| 112 on a purchasing power parity basis. Our macro
13 L 4 13
*Canadian Dollar, Australian Dollar, Swiss Franc, Latvian Lati Source: Haver Analytics, Bank for i H H
1900 T 1935 T 1964 T 1506 T isbs | 2000 3003 3004 3006 2008 T I0T0 2012 - 2014 T 2016 T 2018 T 2020 02 assumptions imply that real growth and real
2023042716  Copyright 2023 NDF,in.Furthr dstbution proPGted Vthout pio permiss interest rate differentials between the US. and
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but will narrow over the next decade, also

Tracking trend growth

L
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pointing to a modest drag on the dollar.

Gold Bullion Long-Term Trend

Monthly Data 1968-03-31 to 2023-12-31 (Log Scale)

5623 | Average Annualized Return in Gold — New York Spot Gold Bullion 2023-12-31=2,06240 | 5623
' When Gold - LT Trend Is In: Trendline = 5.8% Gain Per Annum g
) ) ) 3162 | [ ofT::::?:;s :7::;:.:‘;? Er] 13162
The dollar is facing a myriad of structural 1 Year 313 616 1303
. . L 1,778 | 3 Years -4.51 2081 2531 11,778
challenges, including shifting global trade 5 vears 267 2041 209
) 1,000 | 10 Years \ ; d; 34 : 20.75 22.09 1 1,000
patterns, nascent attempts by China and other onualzed Retum ollng Period fetum
. . . 562 4 562
emerging markets at de-dollarization, and US.
X . .. . .. 316 4 316
fiscal sustainability risks. Its share of official
X X 178 | 4 178
foreign exchange reserves has declined to
100 - 4 100
about 60% today from over 70% two decades
56 | B 56
ago. Nevertheless, as of 2022, the dollar was
Source: Bloomberg Finance L.P.
still involved in nearly 90% of foreign exchange 425 | Gold Bullion Over/Under Trendline Growth Top 20% of Readings 202312312105 | 435
400 L 4 4.00
transactions, as it remains the dominant world 375 | {375
350 4 3.50
currency. Despite our bearish assumption on ol 13
its value for the next decade, the lack of any 0 1
H H H H 225 4 225
viable alternatives at this time suggests that ol 155
the dollar will retain its dominant position as a oo R S S WY V0. N . ¥ U 115
lobal d H 125 1125
global reserve and transaction currency. 100 L 1 100
075 4 075
L0 I e 4 0.50
025 4 025
GOId 0.00 |- Source: Ned Davis Research, inc. Bottom 20% of Readings 4 000
o . . . 1970 1975 1980 1985 1990 1995 2000 2005 2010 2015 2020
We assume 65% gain per annum in gold prices ST TR e e e o e e
over the next decade GO|d prlCeS are Currently For data vendor disclaimers refer to www.ndr.com/vendorinfo/
Weaker dollar is a positive for commodities . . . 4
P tracking their long-term trendline, which
US DoIIar Vs S&P GSC' Daily Data 1989-12-15 to 2024-01-22 (Log Scale) ) ) . .
Py implies 58% gain per annum. Our assumptions
— 4126 . . .
1000 - — Uss. Dollar Index o of higher inflation and a weaker dollar are
79 | b ) . .
12 tailwinds for gold prices.
631 | / ‘Wu,
501 |- W // I‘W/ J,f A 106 c
1100 © oge
g sl M N WM"WW / .. | Commodities
(U] o i 7 =
5 0 A v W’ le 3 Our commodity return assumption for the next
251 | A =3 ) )
o J’W MWNM 18R decade is 4.7% annualized growth.
L u 4 79
158 L WW W 4 75
126 | 7 Fundamentally, commaodity prices and returns
100 | Source: Bloomberg Finance LP. S&PGSCI - 67 are drlven by nomlna' GDP grOWth, Wh|Ch |S
0.3 Rolling Ten-Year Correlation of 12-Month Returns Between S&P GSCI & U.S. Dollar Index | 03 -
- - a proxy for demand. Commodities are also
o | 1 o inversely correlated with the US. dollar value.
00 |- _ __ o~ _______l___ . _________________________ 0.0 . . . .
o o These relationships, combined with our macro
02 | 1 02 assumptions for nominal GDP growth and
-0.3 - 4 -03 . .
s s our bearish outlook for the US. dollar, imply
o0s L 1 05 a modest low-single digit positive return for
-0.6 - 4 -06 e
" " commodities over the next decade.
-0.8 - 4 -08
0% T Mistoric Correlation =035 Source: Bloomberg Finance L, s8pGsCl | This, however, will be an improvement
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CRE still overvalued

35%, exacerbated by the wild swing in prices

during th demic. Indeed f Real NCREIF Property Index vs. Cap Rates Quarterly Data 1979-12-31 to 2025-09-30
Urlng t € pan emic. Inaee ’ some or our — Real NCREIF Property Total Return Index (2023-09-30 = 1,485.36)
main themes for the next decade imply an 15851 11,585
) ) 1,000} {1,000
upward pressure to commodity prices and a1l | 4n
returns. Changing trade relations, increased 3981 138
251 1 251
protectionism, increased risk of geopolitical 158} Nor Cattamtion sourcer NCREFeom | 158
. P . —— National Cap Rates (4-Quarter Smoothing) (2023-09-30 = 4.2%)
COnﬂlCtS, and reduced mlnlng investment to - - 10-Year Treasury Yield (4-Quarter Smoothing) (2023-09-30 = 3.8%)
. iy . 15.01 415.0
benefit the clean energy transition all point
to an upside risk to commodity prices. We 100r 1100
qualitatively add a premium to commodity 50} 150
returns to account fOI’ these rlSkS' 0.0} 50;,;e.- FederaIRe_serveBuard,;\/z‘lst';Ecom {1 00
National Cap Rates minus 10-Year Treasury (2023-09-30 = 0.4%)
40} Real estate relatively undervalued 140
Real Estate and REITS ol B B AN s BT e I {20
0.0r 100
Commercial real estate is still reeling from 20} {20
. . . -4.01 -0
the pandemic, with some of its sectors, 60k 6o
eg, Office, suffering deep negative returns. B sy Rl estate st oyenalued, | Soue NOERE s 150
1980 1982 1984 1986 1988 1990 1992 1994 1996 1998 2000 2002 2004 2006 2008 2010 2012 2014 2016 2018 2020 2022
A cap rate that is below the 10-year
bond yield implies that commercial real FullHistorg - 1070. 1991 o 5023.09-30
. . National Cap Rates - | % Gain/ | % of
estate is Stlll OVerVaerd. We eXpeCt the Shading indicates NBER-defined recessions alg-r:fearavpielg ies5 Annaunm Tir:e
Above 1.5 7.26 | 57.16
normalization of market conditions to take Below 1.5 192 428
Buy/Hold = 4.94% Gain/Annum

several years and vary by property sector.
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As a result, we assume commercial real

REITs returns correlate with equities
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estate returns over the next decade will be

NAREIT REITs Total Return Index vs S&P 500 Total Return Monthly Data 1971-12-31 to 2025-12-31 o o .
— REITs Total Return (Scaled Left) (2023-12-31 = 9649.2) below historical norms, at 6.2% annualized
- - S&P 500 Total Return (Scaled Right) (2023-12-31 = 174900.4) .
10000} growth rate. In our assumption, we have
100,000 . . .
2160 taken into account that historically,
1362 commercial real estate returns have
1,000+ .
1 10000 exceeded nominal GDP growth, but have
sy 1 2162 underperformed large cap stocks.
100
1 1,000
32k Source: NAREIT, S&P Dow Jones Indices Historically, US. REITS have performed
—— REITs Total Return (Smoothed Year-to-Year Change, Scaled Left)(2023-12-31 = 0.2%) .
- - S&P 500 Total Return (Smoothed Year-to-Year Change, Scaled Right)(2023-12-31 = 16.7%) better than commercial real estate, but
80
150 have come short of the S&P 500 returns.
60 440
ol 130 We expect these relationships to hold
120
20} 110 over the next decade and expect 6.9%
o Lo annualized return in REITS.
-20F 120
40t 4-30
40 For more on CRE, see “The CRE market has
A S NARKIT 56 Doy Jores indies
19721974197619781980198219841986198819901992199419961998200020022004200620082010201220142016 201820202022 yet to clear” by Joe Kalish.
Full History
Correlation Coefficients
1971-12-31 to 2023-12-31
Top Clip CC = 0.97
Bottom Clip CC = 0.59
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results, that other less successful recommendations made by NDR are not included with these model
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analysis and do not reflect tax consequences, execution, commissions, and other trading costs. For these
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guarantee of future results.

Using any graph, chart, formula, model, or other device to assist in deciding which securities to trade or when to
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devices can impact the market in a way that changes the effectiveness of such devices. NDR believes no individual
graph, chart, formula, model, or other device should be used as the sole basis for any investment decision and
suggests that all market participants consider differing viewpoints and use a weight of the evidence approach that
fits their investment needs. Any particular piece of content or commentary may or may not be representative of the
NDR House View, and may not align with any of the other content or commentary that is provided in the service.
Performance measures on any chart or report are not intended to represent the performance of an investment
account or portfolio, as some formulas or models may have superior or inferior results over differing time periods
based upon macro-economic or investment market regimes. NDR generally provides a full history of a formula
or model's hypothetical performance, which often reflects an “all in” investment of the represented market or
security during “buy”, “bullish”, or similar recommendations. This approach is not indicative of the intended usage
of the recommendation in a client's portfolio, and for this reason NDR does not typically display returns as would
be commonly stated when reporting portfolio performance. Clients seeking the usage of any NDR content in a
simulated portfolio back-test should contact their account representative to discuss testing that NDR can perform
using the client’s specific risk tolerances, fees, and other constraints.

NDR'’s reports are not intended to be the primary basis for investment decisions and are not designed to meet
the particular investment needs of any investor. The reports do not address the suitability of any particular
investment for any particular investor. The reports do not address the tax consequences of securities, investments,
or strategies, and investors should consult their tax advisors before making investment decisions. Investors should
seek professional advice before making investment decisions. The reports are not an offer or the solicitation of an
offer to buy or to sell a security.

Further distribution prohibited without prior permission. Full terms of service, including copyrights, terms of use, and
disclaimers are available at https:/www.ndrcom/web/ndr/terms-of-service.
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