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Global Equity Return Expectations
An important part of Seed’s multi management process is to perform monthly asset class valuations using our
in-house quantitative models. This process covers all the local and global asset classes that are suitable for
inclusion in our multi asset class funds and model portfolios. The output of these models guides our tactical
asset allocation decisions, where we under- or overweight certain asset classes in the short term, compared to
our longer-term target weights.
On the global side we make use of respected Canadian research house BCA to inform our asset class views. Their
detailed research and valuation models are based on the principle that all capital markets are directed by shifts
in financial liquidity, money supply and credit.
Recently, BCA has updated their long-term return assumptions across all the global asset classes, using data from
the last 20 years and a forecast horizon of 10 to 15 years. BCA recognises that historical returns are of little use
to predict short-term returns or cycles. Instead, their view is that the long-term behaviour of asset classes can be
used to forecast trend growth irrespective of market cycles.
Of most interest to Seed are the expected returns for global equities. As explained in a previous article (Global
Investing for South Africans by Mike Browne), it makes sense for local investors to have substantial exposure to
global risk assets should they decide to invest offshore.
The chart below illustrates the 10 to 15 year expected returns compared to the historic 20-year numbers for
selected regions:
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While Global, US and Euro Zone expectations are broadly in line with historical numbers, the current attractive
valuations in Japan and the UK result in much higher expected returns. For Emerging Markets, the lack of
structural reform and declining productivity growth leads to an expected return which is much lower than the
historical.
To calculate an expected long-term equity return for each of these regions, BCA uses the average result from six
different models. The two most familiar ones are:
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1) Equity Risk Premium Model
Over the very long term, investors can expect higher returns when investing into equities than into lower-risk
assets such as government bonds. In the US, this Equity Risk Premium (ERP) has been fairly stable over time
at about 3.5%. With the US 10 Year Bond yield at 2.4%, the expected return from US equities is Bond Yield +
ERP = 2.4% + 3.5% = 5.9%.
2) Earnings Yield Model
Long-term shareholders in any business, i.e. those who do not trade in and out of shares for profit, are rewarded
by growth in earnings and dividends over time. In any given financial year, companies can use profits to either
pay out a dividend now or to reinvest into the business with the aim of paying a dividend in future. If a company
can maintain its current return on capital, investors should not have a strong preference. Therefore, the current
earnings yield of 4.8% on US Equities will be a very good indicator of future expected returns.
Asset class volatility is typically much more stable than asset class returns. BCA’s research indicates that there
has been no change in the long-term trend volatility for equities in these regions. Therefore, the 20-year historic
volatility is a reasonable estimate of what can be expected over the next 10 to 15 years. The risk/return scatterplot
below places the various regions into context:
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The best risk-adjusted returns can be expected in the UK and the US, while the Euro Zone carries the same risk
as Japan but has a lower expected return. As expected, Emerging Markets have the highest volatility, but the
Sharpe ratio (a measure of risk-adjusted return) is the same as for the US. In other words, investors should be
justly rewarded for the additional risk taken on in Emerging Markets if they can stomach the volatility.
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At Seed, we read widely and always look for research and ideas that enable us to enhance our existing models
and processes. BCA’s research has been a very useful input in the management of the Seed Global Fund, and we
have also applied some of their concepts in our own SA-specific modelling.
Kind regards,

Cor van Deventer CFA, FASSA
Portfolio Manager
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DISCLAIMER
All illustrations, forecasts, information and opinions provided are of a general nature and are not intended to address the
circumstances of any particular individual or entity. We endeavour to provide accurate and timely information but we make
no representation or warranty, expressed or implied, with respect to the correctness, accuracy or completeness of the
illustrations, forecasts, information or opinions. No party should act upon such information or opinion without obtaining the
appropriate professional and specialised financial, legal and tax advice based upon a thorough examination of a particular
situation. Investors should at all times remain aware of the risks involved in the buying or selling of any financial product, and
hereby acknowledges the inherent risk associated with the selected investments and that there are no guarantees (Paragraph
6(2)(f) of BN92).
Seed Investment Consultants will not be held liable for any direct or consequential loss or damage suffered by any party as a
result of that party acting on or failing to act on the basis of information or opinion provided by or omitted from this document.
The Manager retains full legal responsibility for any third-party named portfolio (Paragraph 6(1)(g) of BN92).
Prescient Management Company and the Trustee are registered and approved under the Collective Investment Schemes
Control Act (No.45 of 2002). Collective Investment Schemes in Securities (CIS) should be considered as medium to long-term
investments. The value of financial products can increase as well as decrease over time depending on the value of the
underlying securities and market conditions and past performance is not necessarily a guide to future performance (no
guarantee is provided as to the values of any financial product mentioned in this document). The collective investment scheme
may borrow up to 10% of the market value of the portfolio to bridge insufficient liquidity. A schedule of fees, charges and
maximum commissions is available on request from the Manager. There is no guarantee in respect of capital or returns in a
portfolio. A CIS may be closed to new investors in order for it to be managed more efficiently in accordance with its mandate.
CIS prices are calculated on a net asset basis, which is the total value of all the assets in the portfolio including any income
accruals and less any permissible deductions (brokerage, STT, VAT, auditor’s fees, bank charges, trustee and custodian fees
and the annual management fee) from the portfolio divided by the number of participatory interests (units) in issue. Forward
pricing is used. In the event that specific collective investment schemes in securities (unit trusts) are mentioned please refer
to the relevant Minimum Disclosure Document in order to obtain all the necessary information in regard to that unit trust.
This document may not be amended, reproduced, distributed or published without the prior consent of Seed Investment
Consultants. The laws of the Republic of South Africa shall govern any claim relating to or arising from the contents of this
document. Seed Investment Consultants is an authorised financial services provider in terms of the Financial Advisory and
Intermediary Services Act (Act No. 37 of 2002).
ADDITIONAL INFORMATION (where applicable)
Performance has been calculated using net NAV to NAV numbers with income reinvested. Full performance calculations are
available from the manager on request.
DEFINITIONS (where applicable)
Annualised Return

Annualised return shows longer term performance rescaled to a 1-year period. Annualised return is
the average return per year over the period. Actual annual figures are available to the investor on
request.

Highest and Lowest
Annual Return

The highest and lowest returns, since launch, for any rolling 1-year period have been shown.
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