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Every year, CIBC Asset Management develops long-term capital markets projections for a number of asset classes. Our projections 
look to guide investors when developing long-term strategic asset allocations. The Multi-Asset and Currency Team prepares the 
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Executive summary
• Annual global GDP growth will average 4.2% over the next decade, with most central 

bank policy rates remaining low over that time.

• Expect low returns from most government bonds, with emerging country government 
debt the most attractive fixed income opportunity. 

• Equity will gain the most from this environment of low rates and above-trend 
economic growth, with EM Asian equities the biggest winner.

• Attractive return prospects will be difficult to repeat in the 2030s. 

• Along with promising vaccination prospects, closer coordination between fiscal and 
monetary authorities has become an important economic catalyst as we assemble this 
new ten-year forecast. Fiscal support and an unprecedented willingness by the U.S. 
Federal Reserve (Fed) and most other central banks to generate and tolerate higher 
inflation provide the underpinnings for our analysis. Policy impetus and cyclical forces  
will bring global GDP growth to 1.1% above potential.  

• Paving the way for long-term accommodative fiscal policy, central banks in most 
countries will target low policy rates. This is a response to the past undershooting of 
inflation targets, structural supply-side low-inflation forces, and higher indebtedness 
(which magnifies the negative effects of higher interest rates).

• Low-to-negative starting yields of government bonds translate into low future prospective 
bond returns. While we don’t project that interest rates will increase materially, high 
duration will magnify the valuation drag of higher rates for government bonds in 
developed markets. The outlook for U.S. and global high yield bonds is somewhat more 
attractive owing to higher starting yields.

• The most attractive fixed income outlook is for emerging country government debt, owing 
to higher starting yields and the absence of a valuation drag. Our forecast is for mid-
single digit returns.

• While equity will benefit the most from low rates and above-trend economic growth,  
their starting valuations remain a headwind for future returns, particularly for the U.S.  
The gradual decline of potential GDP growth across the globe exerts downward pressure 
on the long-term fair values of P/E ratios.
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• While emerging Asian equity remains the most appealing asset class over the long term, we expect the macroeconomic environment
should also be supportive of Canadian and European equities.

• Cyclical economic prospects will result in attractive return prospects that will be difficult to repeat in the 2030s, owing to the
ongoing decline of trend potential growth and, eventually, higher inflation.

Long-term expected returns
Table 1: Long-term expected returns (ranked by attractiveness) 

Source: CIBC Asset Management calculations (projection based on data available as of December 31, 2020).

Equity CAD (%) Local currency (%)

MSCI Emerging Asia 10.3 7.9

MSCI Emerging 9.9 7.9

MSCI Emerging Europe 8.5 9.7

Canada S&P/TSX 7.4 7.4

Global Infrastructure 6.1 6.2

MSCI Emerging Latam 6.0 6.8

MSCI Europe 6.0 5.7

MSCI EAFE 5.8 5.5

MSCI Japan 5.4 4.3

MSCI World 5.2 4.9

NAREIT Developed 4.8 4.9

U.S. S&P 500 3.8 3.8

Fixed income CAD (%) Local currency (%)

JPM Emerging Local Currency 6.3 5.8

BoA Global High Yield 2.6 2.7

U.S. High Yield 2.5 2.5

CN Corporate 2.2 2.2

U.S. Corporate 1.8 1.9

CN Money Markets 1.3 1.3

BoA Global Corporate 1.5 1.6

U.S. Money Markets 1.1 1.2

U.S. 10-year Treasury 0.8 0.9

JPM World ex-Canada 0.8 0.4

CN 10-year Government 0.4 0.4



32021 LONG-TERM EXPECTED RETURNS FOR CAPITAL MARKETS    | 

CIBC ASSET MANAGEMENT

Figure 1: Next 10 year expected returns 

Source: CIBC Asset Management calculations (projection based on data available as of December 31, 2020).

The big picture
A new policy regime will restart the economy, support growth

COVID-19 erupted as a major health crisis that forced 
governments to impose painful mobility restrictions. To limit 
damage to the economy and prevent negative spillovers to the 
financial system, central banks and governments around the 
world have delivered unprecedented income support, stimulus 
and liquidity injections.

Large-scale vaccination is expected to make the virus a receding 
economic headwind in 2021, and a marginal one afterwards. 
As of early 2021, four vaccines were already approved in many 
advanced economies and several others were in or close to Phase 
III clinical trials. Low variable costs of vaccine production, high 
profit margins, and strong incentives for governments to achieve 
herd immunity will result in a surge of vaccine production. 

While vaccines will allow economies to restart and recover 
swiftly, the subsequent economic expansion will need ongoing 
policy support. If not, the global economy will risk experiencing  
a Japanese-style “lost decade”, where insufficient stimulus could 
eventually result in both lower potential growth (hysteresis)  
and inflation.

Adding to the risk of hysteresis, we expect the return towards 
full employment to lag and occur gradually, restrained by slow 
job creation for low-qualified workers. This cohort has been 
historically slow to recover after a recession, even after the mild 
2001 U.S. recession where it took almost 5 years for the U-62 
unemployment rate to return close to pre-recession levels. 

More than a year of pandemic has also likely permanently 
modified working and consumption habits. Work from home 
will most likely remain more common, shopping online a more 
entrenched habit, and business travel less frequent—these 
represent job creation headwinds in several labour-intensive 
industries. 
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To bring the economy to full employment and prevent damage to 
potential economic growth, accommodative and bold policies will 
remain necessary for an extended period. Given already low interest 
rates and the small effects of Quantitative Easing (QE) on the real 
economy, fiscal policy will have to continue doing the heavy lifting, 
using all available fiscal space generated by low interest rates. 
This is the complete opposite mindset to fiscal consolidation and 
austerity that prevailed post-Global Financial Crisis (GFC).

Under the new regime, deficits will remain higher in upcoming 
years than they were prior to COVID-19. This will be made possible 
by central banks, starting with the Fed, keeping their policy 
stance extremely accommodative and well below the textbook 
long-term neutral policy rate (nominal potential GDP growth). 
With the Fed, the European Central Bank (ECB), the Bank of 
Japan (BoJ), and the People’s Bank of China (PBoC) all remaining 
accommodative, global interest rates will remain capped, 
supporting accommodative fiscal spending across the globe, even 
in countries that have weaker fundamentals (i.e. elevated reliance 
on external financing, current account deficits, etc.).

Secular downward pressures on inflation from technology, a 
decade of undershooting inflation targets, a massive output gap, 
and higher indebtedness (which magnifies the drag of higher 
interest rates), are all reasons why central banks will not fear 
inflation but instead welcome it. The closer alignment between 
fiscal and monetary policies has important implications for the 
economy and capital markets.

Last but not least, a global synchronized recovery, along with 
subdued trend inflation and accommodative central banks, will 
bring downward pressure on a still-overvalued USD. Also, as 
we have discussed in this paper, a likely gradual emergence of a 
multi-currency reserve system could exert additional downward 
pressures on the USD. Currencies in emerging Asia should 
benefit the most from our weak U.S. dollar outlook, reflecting 
stronger growth fundamentals, higher competitiveness, and 
higher real rates. 

Core economic views
We use our long-term economic outlook as an input to derive 
the expected returns for capital markets. The outlook is 
underpinned by our core macroeconomic views on a number of 
key variables, such as demographics, total factor productivity, 
inflation and central banks’ long-term targeted policy rates.  
We conduct detailed long-term projections for more than  
30 economies (presented in detail in the appendixes).

Fiscal policy will support economic recovery

We expect global fiscal policy to support the economic recovery 
and the subsequent expansion. Across economies/regions, we 
expect fiscal policy to increase average economic growth by 
0.3-0.5% (Figure 2) on average. Our fiscal outlook is calibrated 
based on IMF fiscal projections (see Box 1 for methodology). 

https://www.cibc.com/content/dam/cam-public-assets/documents/future-of-us-dollar-en.pdf
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Figure 2: Projected fiscal contribution to GDP growth -  
next 10 years 

Sources: IMF World Economic Outlook (Fall 2020), Refinitiv Datastream, CIBC Asset Management calculations.

High indebtedness will force central banks to stay  
structurally dovish 

Over the long run, we expect high indebtedness will force 
central banks to target a much lower policy rate than the 
textbook neutral rate. Higher leverage results in a larger 
increase in debt-servicing costs as a share of GDP for a given 
increase in interest rates. 

Global leverage has increased materially since the last time 
central banks completed a renormalization cycle in the mid-00s  
(Figure 3). Thanks to fiscal policy and low interest rates, 
indebtedness as a share of GDP will continue its ascent. 

Figure 3: Much more leverage in the system 

*Mid-2000s was the last period central banks had a neutral or restrictive monetary policy stance globally  
Sources: Refinitiv Datastream, CIBC Asset Management calculations. Projections are based on data available  
as of December 31, 2020.

Research suggests that the impact of increasing interest rates 
doubles when the debt to GDP ratio increases by 100 percentage 
points3. By 2030, we project that global non-financial debt as a 
share of GDP will have increased by approximately this amount. 

As a result, central banks will have to lower their respective 
long-run policy rate targets (the textbook value for this is long-
term nominal GDP), proportionally to the projected increase 
of indebtedness. In most countries, including the U.S., this 
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lowers the textbook neutral nominal policy rate by about 1/3, 
or between 100 and 175 bps.

Central banks of small EM countries that have low leverage 
(i.e. low indebtedness, e.g. Taiwan) are more likely to follow 
and implement a debt adjustment to their target policy rate 
proportional to that of the large country they are most exposed  
to for external financing or trade (China, in the case of Taiwan). 
Their incentive is to limit upward currency pressure. 

Box 1: Fiscal Policy Assumptions 

• Using the IMF outlook, we calculate fiscal impulses 
as the difference between average projected and 
pre-COVID-19 structural deficits (both as a share of 
potential GDP). For the few countries where the impulse 
is negative, we impose a value of zero. We don’t expect 
them to implement fiscal consolidation in the next 10 
years, on average, relative to pre-crisis standards. Since 
the IMF projection ends in 2025, we extrapolate the last 
value of the structural deficit to the period of 2026-30.

• We assume a fiscal multiplier of one, meaning every 
dollar of fiscal stimulus increases GDP by the same 
amount. According to the economic literature, the 
multiplier could be higher than this when monetary 
policy is aligned with fiscal policy or if spending consists 
of infrastructure investment. For the U.S., we assume 
an additional net fiscal stimulus of 5% of GDP will be 
enacted and implemented (the most recent available 
IMF projection was made prior to the U.S. elections). 

Reaching target inflation will be a more difficult  
policy challenge

Technology is a lingering supply-side inflation headwind 
that will incentivize central banks to maintain an extremely 
accommodative policy stance. The aim will be to eventually 
generate excess demand, bring inflation closer to target and 
secure the anchoring of inflation expectations around the target.

Technology has been pushing down cost inflation, slashing the 
relative cost of capital (Figure 4), and increasing the possible 
substitution of capital for labour as a production input. These 
all represent supply-side headwinds for wage and price 
inflation. The pandemic has likely accelerated these trends, 
with faster technology adoption, innovation and changed 
habits. Looking ahead, we expect technology to keep trend 
inflation low and stable.

In addition, the large starting negative global output gap will 
most likely take years to close. This has two implications: 
it will exert additional downward pressure on inflation and 
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considerably limit upside risks surrounding inflation in the early 
part of our 10-year forecast. Given our technology and inflation 
views, inflation volatility should stay anemic. Combined with 
central banks’ asset purchasing that will last for an extended 
period, this will contribute to keeping the global term premium 
extremely low—near zero, on average. 

Figure 4: Capital cost relative to unit labour costs (U.S.)

Index, 2000=100, 4-quarter moving average  
Sources: Refinitiv Datastream, CIBC Asset Management calculations. Data as of December 31, 2020.

Central banks will target average inflation 

Facing low trend inflation (Figure 5), central banks are or will 
be engaging in average inflation targeting (AIT), explicitly or 
not. This framework will allow them to eventually generate, 
tolerate and justify higher inflation in upcoming years. Simply 
put, AIT will allow central banks to let the economy run hot, and 
eventually experience inflation above target, by keeping rates 
lower than they otherwise would.

Figure 5: Undershooting inflation targets

* Adjusted for the effects of the 2014 and 2019 VAT hikes  
Sources: Bloomberg, CIBC Asset Management calculations. Data as of December 31, 2020.

Also, AIT will contribute to securing the anchoring of inflation 
expectations around the inflation target. Low inflation is a long-
term financial stability risk in a highly leveraged world. 

As a rule of thumb, we estimate that the policy response of 
central banks to higher inflation is about 60% lower under this 
regime for countries that have experienced low inflation (i.e. 
most countries). Given we expect supply-side forces to remain 
a drag on trend inflation, AIT implicitly lowers long-term policy 
rate targets by about 50-75 bps, on average, across countries.
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Potential GDP growth is declining across the world 

For the coming decade, we expect adverse demographics 
(Figure 6) will further dampen potential GDP growth in 
most economies. This is a consensus view and reflects a 
continuation of baby boomer retirement that will drag down 
both the labour force and aggregate demand. In a few cases, 
in Canada or the U.S. (to a lesser extent), immigration will 
provide an important but only partial offset.

Figure 6: Labour input a drag on growth

Sources: Projections of the International Labor Organization, Refinitiv Datastream, CIBC Asset Management 
calculations. Projections are based on data available as of December 31, 2020.

Total factor productivity4 (TFP) growth (Figure 7), should 
remain broadly constant and will fail to offset the negative 
effects of demographics on potential GDP growth. We expect 
new innovations and technologies to continue to generate 
limited spillovers to wage growth. This is mostly due to the 
declining relative costs of capital over labour and the easier 
substitution of machines for workers in many low-value-added 
segments of the economy. 

Figure 7: Lackluster prospects for U.S. TFP growth

Shaded areas: decades impacted by innovation revolutions.  
Sources: CBO, Shackleton, 2013. Total Factor Productivity Growth in Historical Perspective. Working Paper 2013-
01. Congressional Budget Office. CIBC Asset Management calculations.
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The COVID crisis will not impact long-term potential GDP growth 

Upbeat vaccination prospects, supportive fiscal policy and 
accommodative central banks will successfully close the 
output gap and prevent damage to potential economic growth 
over the long term. Instead, the economic legacy of the crisis 
will be permanently higher debt, as a share of GDP, and much 
lower long-run policy rate targets by central banks. 

Box 2: Key assumptions regarding potential GDP growth 

• For the labour contribution to potential growth, we 
use the country projections of the International Labor 
Organization. This results in negative or less positive 
labour input contributions to our potential GDP 
growth estimates across countries. 

• For TFP, we base our outlook on the long-term CBO 
projection for the U.S. (Figure 7), which is similar to 
the experience of the last several decades. 

• Given that TFP growth projections are not available for 
other countries and trend TFP growth across countries 
share a common component that is highly correlated 
with U.S. TFP, we impose the projected percentage 
change of U.S. TFP on other countries. Because EMs 
with higher GDP per capita have been growing at a 
pace that is moving increasingly closer to advanced 
economies, we lower TFP growth estimates in EMs to 
take into account the improvement of living standards 
that took place in the last decade. This explains why 
we project potential GDP growth to slow much more 
in China than in India, for instance. 

• For capital growth, the last component of potential 
GDP, we empirically derive the outlook as a function 
of TFP growth. Higher TFP growth is compatible with 
more profit opportunities—and more investment as  
a result. 

Takeaways from long-term economic 
projections
Here are the key, overarching takeaways from our economic 
projections that influence our capital markets expected returns 
forecasts: 

Expect stronger global growth over the next 10 years 

Despite slowing potential GDP growth, our global economic 
outlook for the upcoming decade is stronger than experienced 
in the last decade, reflecting:

• Strong cyclical growth associated with the closure of the 
remaining output gap created by the pandemic

• A positive contribution from fiscal policy

• An accommodative monetary policy with low and limited 
increases of interest rates

The policy impulse will differ from country to country 

The policy impulse is the net impact on GDP growth from fiscal 
policy, net of the small drag from monetary policy. As a share 
of potential GDP, the impulse is among the lowest in the U.S. 
and the highest in the euro area, followed by CEEMEA5, and 
Canada (Figure 8). A larger impulse is a positive for equities.

Figure 8: Average annual policy impulse

Sources: CIBC Asset Management calculations. Projections are based on data and information available 
as of December 31, 2020.

Economic prospects are the highest in emerging Asia

This reflects higher potential growth (Figure 9). 

Figure 9: Next 10-year GDP growth projection

Sources: CIBC Asset Management calculations. Projections are based on data and information available 
as of December 31, 2020.
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Policy rates will be highest in emerging Asia over the long run

This reflects higher potential GDP and lower indebtedness 
overall. Policy rates in developed markets will remain low for 
the opposite reasons (Figure 10).

Figure 10: Lowest policy rates in developed economies

Sources: Bloomberg, CIBC Asset Management calculations. Current policy rates and projections are 
based on data available as of December 31, 2020. 

Inflation remains low but approaches targets by 2030

While inflation will remain low and below targets in most 
countries, we project it will get near or closer to targets by 2030 
(Figure 11), driven by the gradual build-up of excess demand. 
A number of recent developments could bring a reversal in the 
inflation environment and require closer monitoring. These are:

• A continued push towards deglobalization could reverse some 
of the inflation benefits of the past decades. This could include 
lower migration and closed borders that lead to a shortage of 
labour in certain countries or industries.

• Recent social movements towards reduced inequality could 
bring changes to the labour structure, with a return to more 
unionization and rising minimum wages.

• It’s still uncertain how effective and persistent the coordination 
of fiscal and monetary policies will be. Greater coordination 
could result in excessive stimulus, high and volatile inflation, 
and a sharp increase in the term premium. 

Figure 11: Inflation will move closer to targets 

Sources: Bloomberg, CIBC Asset Management calculations. Trend inflation and projections are based  
on data available as of December 31, 2020. 
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Fixed income market outlook
Two factors should keep interest rates and real yields low to 
negative for at least the early part of our ten-year forecast 
horizon in developed markets. These are, first, the high level of 
debt combined with the need to secure a broad recovery from 
the depths of the pandemic. Second, the adoption (explicit or 
implicit) of a new average inflation target framework by major 
central banks.

This financial repression means investors will not be well 
rewarded, relative to historical standards, for taking duration 
exposure in government bonds from advanced economies. 
Starting government bond yields are unprecedently low and 
not expected to increase materially (Figure 12), reflecting our 
monetary policy outlook and the view of a zero global term 
premium, on average. Additionally, the negative impact of 
increasing interest rates on valuation is elevated due to the 
historically high duration. As a result, prospects for long-term 
government bonds in advanced economies are expected to be 
anemic (Table 2).

Prospects for corporate bonds are not materially higher. But 
there is an important difference in this cycle. For the first time 
in its history, the Federal Reserve and the Bank of Canada 
intervened in the corporate bond market, supporting economic 
activity, financial conditions and the appropriate functioning of 
markets. If the Fed continues to use corporate bond purchases 
as one of its monetary policy tools in the future, this potentially 
introduces a new dimension to corporate bond behaviour. This 
could include reduced downside risk and less volatility for 
corporate indices, making them more attractive. 

Figure 12: Government bond yields close to targets 

Sources: Bloomberg, CIBC Asset Management calculations.
Current yields and projections are based on data available as of December 31, 2020. 

The outlook for high yield bonds is somewhat more attractive 
due to higher starting yields, but is restrained by negative 
valuation effects associated with higher interest rates (Figure 
13), burgundy lines), including wider credit spreads (grey lines).
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Figure 13: U.S. high-yield well below its long-term target 

Sources: Bloomberg, CIBC Asset Management calculations. Data available as of December 31, 2020. 

Expected returns are the most attractive for emerging 
government debt. Compared to government bonds in advanced 
economies, the attractiveness of EM bonds reflects higher 
starting yields that are near their respective long-term fair 
value. While the pandemic caused a deterioration in the fiscal 
outlook of a number of emerging countries (which will require 
continued monitoring), lower-for-longer interest rates in 
developed markets will help the asset class repair its balance 
sheets over the long run6.

Equity market long term outlook

Our global equity market outlook is underpinned by interest 
rates that will remain low (despite moving somewhat higher 
over the long run) and a continued normalization of the 
economy. The outlook is restrained by expensive valuation  
in several cases. 
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Figure 14: U.S equity valuation is a headwind

Sources: Refinitiv Datastream, CIBC Asset Management calculations. 
Long-Term CAPE Targets are projections based on data available as of December 31, 2020. 
 
Our global equity forecast points to non-U.S. equities 
outperforming their U.S. counterparts (Table 3). The expected 
U.S equity underperformance is driven not only by the U.S. 
market’s increasingly lofty valuations (Figure 14) but the 
fact that the U.S. offers below-average prospects for income 
growth (Figure 15). We recognize that the recent history of 
U.S. outperformance makes this a challenging view, but a 
number of recent developments may point towards growing 
headwinds. The U.S. election results point towards a four-year 
policy shift that could entail more regulation for Big Tech, 
higher taxes and a less friendly regulatory environment. These 
all touch on elements that were previously tailwinds for the 
U.S. equity market. 
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Asset class Return  
in CAD*

Local  
currency

Average  
income Valuation FX Volatility  

in CAD

CN Money Markets 1.3 1.3 1.3 0.0 0.0 0.1

CN 10-year Government 0.4 0.4 1.4 -1.1 0.0 5.6

CN Corporate 2.2 2.2 2.7 -0.5 0.0 4.3

U.S. Money Markets 1.1 1.2 1.2 0.0 -0.1 7.2

U.S. 10-year Treasury 0.8 0.9 1.6 -0.7 -0.1 11.8

U.S. Corporate 1.8 1.9 2.9 -1.0 -0.1 8.2

U.S. High Yield 2.5 2.5 5.5 -3.0 -0.1 6.9

JPM World ex-Canada 0.8 0.4 1.1 -0.6 0.3 8.2

JPM Emerging (local currency) 6.3 5.8 4.9 0.9 -0.1 7.7

BoA Global Corporate 1.5 1.6 2.5 -0.8 -0.1 7.9

BoA Global High Yield 2.6 2.7 5.6 -2.8 -0.1 6.8

Table 2: Fixed income breakdown of expected returns

*Return = Average income + Valuation + FX 
Sources: CIBC Asset Management calculations. Projection based on data available as of December 31, 2020. 
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Figure 15: Higher projected nominal earnings growth in EM 

Source: CIBC Asset Management Calculations (projection based on data available as of  
December 31, 2020). 
 
The most appealing long-term equity prospects reside 
in emerging markets. Higher return prospects reflect 
predominantly stronger earnings growth, but also less drag 
associated with expensive valuation. In turn, solid income 
growth prospects reflect strong domestic and foreign demand. 

More broadly, relative to developed markets, emerging 
economies’ growth potential remains meaningfully higher. This 
will result in a further ascent of the consumer as a key growth 
engine—a rise that is already visible in the composition of 
emerging market equities (Figure 16), as tertiary sectors gain 
importance. Because tertiary sectors are more related to final 
demand from the consumer (consumer discretionary, consumer 
staples, financials, health care and technology), the volatility of 
EM equities should continue to trend lower, improving the quality 
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of the expected returns. Finally, our weak U.S. dollar outlook 
should be supportive, as it gives emerging central banks room to 
keep interest rates in accommodative territory for an extended 
period. Currencies in emerging Asia should benefit the most 
from our weak U.S. dollar outlook, reflecting stronger growth 
fundamentals, higher competitiveness, and higher real rates. 
Also, Asia has the lowest volatility of returns among emerging 
markets, similar to advanced economies. As a result, EM Asia  
is the most attractive equity market globally over the long run.

Figure 16: EM equities increasingly driven by tertiary sectors  
(i.e. the consumer)

Sources: Refinitiv Datastream, CIBC Asset Management calculations.

Owing to strong global growth, global fiscal stimulus, and 
low interest rates, prospects for global infrastructure are 
also appealing. Infrastructure demand from EM should be 
among the strongest, where several countries are still facing 
an important infrastructure gap—particularly India, the 
Philippines, and Indonesia. One caveat is that the asset class  
is among the most sensitive to higher interest rates.
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Table 3: Equity breakdown of expected returns

*Return = Income + Income Growth + Valuation + FX  
Sources: CIBC Asset Management calculations. Projection based on data available as of December 31, 2020.

Asset class Return  
in CAD*

Local  
currency Income Income  

growth Valuation FX Volatility  
in CAD

Canada S&P/TSX 7.4 7.4 3.0 4.6 -0.2 0.0 12.0

U.S. S&P 500 3.8 3.8 1.5 4.3 -2.0 -0.1 10.7

MSCI EAFE 5.8 5.5 2.4 3.4 -0.3 0.4 11.6

MSCI Europe 6.0 5.7 2.5 3.7 -0.4 0.3 13.0

MSCI Japan 5.4 4.3 2.0 2.0 0.4 1.1 12.4

MSCI Emerging 9.9 7.9 1.9 7.4 -1.3 1.9 13.4

MSCI Emerging Asia 10.3 7.9 1.7 7.4 -1.2 2.5 13.5

MSCI Emerging Europe 8.5 9.7 3.1 7.6 -0.9 -1.3 21.2

MSCI Emerging Latam 6.0 6.8 2.5 6.9 -2.6 -0.8 22.7

MSCI All Country World 5.2 4.9 1.8 4.5 -1.4 0.3 10.4

Global Infrastructure 6.1 6.2 3.6 4.8 -2.1 -0.1 13.2

FTSE NAREIT Developed 4.8 4.9 3.8 3.9 -2.7 -0.1 14.4
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European equities have provided lackluster returns for a 
number of years. But recent developments surrounding the 
European Rescue Fund and the potential for a fiscal union 
could bring better economic support to the region. Combined 
with the potential development of leading environmental 
technologies, this could enhance the forward-looking returns 
for the region. Our outlook sees Europe driven by cyclical 
tailwinds and the absence of major valuation headwinds, 
placing the region's attractiveness in the second quartile, 
behind Canada. 

Capital markets projection  
methodology

For all asset classes, our expected return calculation is based on 
the sum of Income, Income Growth, and the Valuation impact 
from the convergence of market prices to long-term  
fair values.

The Income Growth component only applies to our equity 
forecast, by estimating future earnings growth, which is a 
function of nominal GDP growth and trade-weighted nominal 
foreign demand. Income refers to the current earnings yield for 
equity and the average expected yield for fixed income. 

The Valuation component is an important driver of expected 
returns. To calculate the long-term fair value target of each asset 
class, we rely on the methodologies described below.

Fixed income 

For fixed income, the long-term interest rate target is the sum 
of the long-run policy rate target, a risk premium, the term 
premium, and, for investment grade and high yield bonds, a 
default rate net of recovery. Valuation is the bond value impact 
associated with the convergence of the interest rate to its long-
term target.

The risk premium of the government bond of a given country is 
empirically a function of the projected level of debt as a share 
of GDP, and the country rankings for competitiveness and the 
quality of institutions from the World Economic Forum.

For investment grade and high yield bonds indices, we calibrate 
the risk premium target and the expected recovery rates net 
of default by a careful analysis of historical averages and an 
understanding of the changing composition of the indices.

For the global term premium, we assume a value of zero. The 
term premium, a compensation for inflation uncertainty, has 
been trending down in recent decades and has been negative in 
recent years. The impact of technology on inflation (making it 
lower and less volatile) and asset purchases by central banks  
will continue to keep the term premium negative or at low levels.

Equity 

For equity, we empirically estimate a long-term fair value of 
the cyclically adjusted P/E ratio. This is a positive function of 
potential GDP growth and a negative function of the long-term 
policy rate target. The approach is conceptually close to the 
Gordon growth model.

Foreign Exchange 

Long-term foreign exchange movements, which we use to 
convert local income into Canadian dollars, are impacted 
negatively by inflation differentials and positively by interest 
rate and productivity differentials. 
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Appendix 1: GDP Outlook (next 10 years)
Table 4: Majors, aggregates and Canada

Economies Weights (PPP) 
%

Real GDP Growth 
Outlook* %

Potential GDP growth, 
%** TFP Labour Capital ***Cyclical factors

World 100.0 4.2 3.1 1.7 0.0 1.4 1.1
China 24.7 6.2 5.2 2.9 -0.4 2.7 0.9
US 17.7 2.6 1.9 1.1 0.0 0.7 0.7
Euro Zone 11.7 2.6 1.1 0.9 -0.3 0.5 1.4
India 9.6 8.0 6.1 2.8 0.7 2.7 2.0
Canada 1.6 2.8 1.6 0.8 0.2 0.5 1.2
DM 41.8 2.1 1.3 0.8 -0.1 0.5 0.9
EM 59.0 5.3 4.1 2.1 0.0 2.0 1.2
EM Asia 43.6 6.2 5.0 2.6 0.0 2.4 1.2
CEEMEA 9.9 3.0 1.8 1.0 -0.1 0.9 1.2
Latam 5.7 2.6 1.6 0.6 0.5 0.5 1.0

Table 5: Western advanced, Japan and Oceania

Economies Weights (PPP) 
%

Real GDP Growth 
Outlook* %

Potential GDP growth, 
%** TFP Labour Capital ***Cyclical factors

Germany 3.8 2.4 1.2 1.0 -0.5 0.7 1.2
France 2.6 2.8 1.2 0.7 0.0 0.5 1.6
Spain 1.6 3.4 1.5 1.2 -0.5 0.7 1.9
Italy 2.0 2.0 0.5 0.7 -0.5 0.3 1.4
Netherlands 0.8 2.6 1.4 0.9 -0.2 0.6 1.2
Belgium 0.5 2.6 1.2 0.7 -0.1 0.6 1.4
Portugal 0.3 2.5 1.0 0.8 -0.5 0.6 1.6
Denmark 0.3 2.0 1.4 0.9 0.0 0.5 0.6
Norway 0.3 2.1 1.3 0.5 0.4 0.3 0.8
Sweden 0.5 2.1 1.5 0.7 0.3 0.4 0.6
Switzerland 0.5 2.1 1.0 0.6 0.0 0.4 1.0
UK 2.6 2.8 1.3 0.7 0.1 0.4 1.6
Japan 4.2 1.3 0.6 0.7 -0.4 0.4 0.7
Australia 1.1 2.7 1.8 0.7 0.5 0.5 0.8
New Zealand 0.2 2.9 1.7 0.8 0.3 0.6 1.3

Table 6: Asia

Economies Weights (PPP) 
%

Real GDP Growth 
Outlook* %

Potential GDP growth, 
%** TFP Labour Capital ***Cyclical factors

Hong Kong 0.4 2.6 1.7 1.2 -0.3 0.7 0.9
Singapore 0.5 3.0 1.6 1.1 -0.3 0.7 1.4
Korea 2.0 2.9 2.0 1.2 -0.3 1.1 0.9
Taiwan 1.1 2.0 1.7 1.0 -0.3 0.9 0.3
Philippines 1.0 6.5 4.8 1.9 1.2 1.7 1.7
Indonesia 3.3 5.3 4.4 1.9 0.7 1.8 0.9
Malaysia 0.9 5.4 3.7 1.9 -0.1 1.8 1.7
Thailand 1.2 3.5 2.2 1.3 -0.4 1.2 1.4

*Real GDP Growth Outlook = Potential + Cyclical 
**Potential GDP growth = TFP+Labour+Capital 
***Net policy support + closure of output gap
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Table 7: CEEMEA

Economies Weights (PPP) 
%

Real GDP Growth 
Outlook* %

Potential GDP growth, 
%** TFP Labour Capital ***Cyclical factors

South Africa 0.6 2.5 1.4 0.4 0.8 0.3 1.1
Russia 3.4 2.4 1.2 0.9 -0.6 0.9 1.2
Israel 0.3 4.0 3.3 1.2 1.2 0.8 0.7
Romania 0.5 3.8 2.6 1.7 -0.7 1.6 1.2
CZ 0.4 3.5 2.3 1.2 -0.1 1.1 1.2
Hungary 0.3 3.0 2.3 1.3 -0.3 1.2 0.7
Poland 1.2 2.9 2.2 1.4 -0.4 1.2 0.7
Turkey 2.2 3.6 2.2 0.9 0.4 0.8 1.4

Table 8: LATAM

Economies Weights (PPP) 
%

Real GDP Growth 
Outlook* %

Potential GDP growth, 
%** TFP Labour Capital ***Cyclical factors

Brazil 2.6 2.2 1.4 0.5 0.3 0.5 0.8
Mexico 2.1 2.6 1.4 0.4 0.8 0.3 1.2
Chile 0.4 3.1 2.2 1.1 0.0 1.0 1.0
Columbia 0.7 3.5 2.5 1.0 0.5 1.0 1.0
Peru 0.3 4.0 2.2 0.8 0.7 0.7 1.8
 
*Real GDP Growth Outlook = Potential + Cyclical **Potential GDP growth = TFP+Labour+Capital ***Net policy support + closure of output gap 
Numbers may not sum to total due to rounding. 
Source: CIBC Asset Management calculations (projection based on data available as of December 31, 2020).

Appendix 2: Inflation and policy rates outlook (next 10 years)
Table 9: Majors, aggregates and Canada

Economies Average inflation outlook 
%

Inflation outlook in  
10 years %

Policy rate, average 
outlook %

Policy rate %,  
outlook in 10 years

Non-financial  
debt 

% of GDP,  
in 10 years 

Non-financial  
debt 2007  

(last renormalization 
cycle)

World 2.6 2.6 2.2 2.9 295 180
China 2.5 2.6 2.5 3.0 320 140
US 1.8 1.9 1.2 2.2 345 242
Euro Zone 1.0 1.2 -0.2 0.1 304 240
India 4.7 4.6 5.0 5.9 228 126
Canada 1.8 1.9 1.2 2.1 347 229
DM 1.2 1.3 0.7 1.3 342 248
EM 3.4 3.4 3.4 3.9 258 121
EM Asia 2.9 2.9 3.2 3.9 275 130
CEEMEA 5.0 5.1 4.3 4.3 211 99
Latam 4.1 3.8 2.8 3.0 209 91
 
Source: CIBC Asset Management calculations (projection based on data available as of December 31, 2020).
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6 Low interest rates in advanced economies, particularly in the U.S., will prevent most vulnerable EMs from being forced to hike their policy rates into restrictive territory.
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