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2022 Capital Market Expectations Summary
Looking Back: The S&P 500 led the charge in 2021 with a 28.7% total return –
nearly 5X our 6% annual return expectation over the coming decade
published at the end of last year. The Russell 2500 index of small and midcap stocks finished the year with an 18.3% gain versus our 6.5% expected
annualized return. Abroad, the MSCI All Country World ex U.S. index closed
higher by 13.1%, or 2X our annual return expectation, and the MSCI
Emerging Markets index finished the year lower by 2.2%, falling well short of
our 8% projection. As expected, 2021 turned out to be a challenging year for
fixed income investors as the Bloomberg Barclays U.S. Aggregate Bond index
finished the year lower by 1.5% on a total return basis, falling short of our 2%
annualized return expectation. Lower quality, shorter duration and relatively
higher yielding bonds performed best in ’21 as the Bloomberg Barclays U.S.
High Yield index generated a 5.3% total return, 0.8% ahead of our expected
4.5% annualized return over the next decade. The HFRX Global Hedge Fund
index, which we use as a proxy for alternatives exposure, rose 3.6% during
’21, below our 4.25% expectation.
Looking Forward: Our 7-to-10-year return assumptions for the S&P 500 and
Russell 2500 are unchanged year over year, which is perhaps surprising given
the magnitude of absolute and relative strength exhibited by domestic
equities over recent years. We see the potential for domestic equities to
generate mid-single-digit returns over coming years, but after outsized gains
in ’20 and ’21, returns may be back-end loaded. International developed
markets remain attractively valued, with little in the way of economic or
earnings growth embedded in current valuations, providing investors with an
appealing risk/reward over the coming years, in our view. While emerging
market equities still carry the highest expected annualized return of the four
equity sub-asset classes we track, for the third consecutive year our
expected return for the MSCI EM index was ratcheted lower. We expect
volatility across global equities to rise over the next decade as central banks
‘normalize’ monetary policy, modestly lowering risk-adjusted returns.
Expected returns for most fixed income sub-asset classes were revised lower
year over year, with high yield corporates experiencing the sharpest drop
from 4.5% to 4% on an annualized basis. We expect core fixed income
(Bloomberg Barclays Aggregate) to generate a 1.75% annualized return over
the next decade, down from 2% last year and 2.5% the year before. This will
make it increasingly challenging for investors to generate a positive ‘real’ or
after inflation return from fixed income over the next decade.
Low bond yields increase the appeal of liquid alternatives, which we expect
to return 4.25% annualized over the next decade, in-line with our
expectations published over the prior three years.
Internal Use

Regions Asset Management

Regions Asset Management ten-year asset class return expectations,
December 2021
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Regions Asset Management ten-year asset class return and volatility
expectations, December 2021
Ten-year expected Ten-year expected standard
return
deviation

Asset Class

Asset Class Sub-Type

Equity

Domestic Large Cap

6.00%

16.00%

Equity

Domestic SMID

6.50%

20.00%

Equity

International Developed

6.50%

17.50%

Equity

Emerging Markets

7.75%

21.50%

Fixed Income

Domestic Investment Grade

1.75%

4.25%

Fixed Income

International Fixed Income

1.00%

7.50%

Fixed Income

TIPS

2.00%

5.50%

Fixed Income

High Yield

4.00%

9.00%

Fixed Income

Intermediate Municipals

2.00%

4.00%

Fixed Income

High Yield Municipals

3.00%

7.50%

Fixed Income

Emerging Market Bonds

4.50%

10.00%

Alternatives

HFRX Global Hedge Index

4.25%

6.00%

1.00%

0.75%

Cash and Equivalents Cash and Equivalents

Source: Regions Asset Management
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Revisiting Themes For 2021
1. Growth Tailwinds Shifting In Value’s Favor. The past decade has

been the best of times for investors in growth stocks since the late
1990’s, as the Russell 1000 Growth index is up 480% over that time
frame, blowing the Russell 1000 Value index’s 275% return out of the
water in the process. It doesn’t have to be an either/or scenario for
investors when it comes to growth vs. value as a U.S./global economic
recovery would boost cyclical value sectors such as industrials,
materials, and financial services, while secular growth sectors such as
information technology, communication services and consumer
discretionary flourish by facilitating consumption and allowing
companies to operate more efficiently and profitably. Growth may
continue to work, but value could catch up.

1) Theme Reaffirmed: We maintain a favorable outlook on cyclical value stocks

given our expectation that commodity prices will remain elevated, and that
Treasury yields across the curve will move higher in the coming year due to
economic growth and the FOMC normalizing monetary policy. However, 2022
could be a tale of two halves, with cyclicals outperforming in the first half of the
year as supply chain issues ease, and secular growth performing better in the
back-half should economic data show signs of peaking or rolls over. Valueoriented sectors such as energy, financial services, industrials, and materials hold
appeal as beneficiaries of our economic growth outlook and elevated commodity
prices, but that doesn’t mean that information technology should be avoided
completely as we view mega-cap technology as high ‘quality,’ and ‘defensive.’

2. David Set To Topple Goliath: Small/Mid To Outpace Large
With ‘Real’ Yields, Credit Supportive. Historically, domestic small-

2) Theme Reaffirmed: After breaking out to an all-time high in November, the

3. Stocks Must Earn Their Way To New Highs With Multiple
Expansion Likely In The Rearview. Equity valuations are stretched,

3) Theme Reaffirmed: Earnings growth was supportive of equity valuations in ’21

4. Government Programs To Limit Drawdowns, Price Discovery
Across Corporate Credit. Facilities put in place by the Fed and

4) No Longer A Theme: The Federal Open Market Committee (FOMC) announced

cap stocks have outperformed large-caps on a relative basis coming
out of economic downturns and recessions, and we expect that to be
the case in 2021 as a global economic expansion gets underway and
‘real’ yields rise as a COVID-19 vaccine and/or therapeutics come to
market.

historically speaking, with the S&P 500 trading at a FY1, or next fiscal
year, price-to-earnings (P/E) multiple of 22 times, versus a historical
average FY1 P/E of 16.6 since 1990. Stock valuations will likely
compress in the coming year, but to what degree depends upon the
pace of earnings growth.

Treasury to provide liquidity to corporations in the early innings of the
COVID-19 outbreak in March have provided a backstop to corporate
issuers. True price discovery across the corporate credit spectrum isn’t
likely to occur, nor is the risk of default likely to factor into investor
calculus so long as government backstops remain in place.
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emergence of Omicron spurred small-cap weakness into December, and the
Russell 2000 lagged the S&P 500 by 14.2% on a total return basis during ‘21. With
‘real,’ or after inflation yields increasingly negative over the balance of ’21, smallcaps would be a relative beneficiary should ‘real’ yields rise in the coming year
due to easing supply chain bottlenecks, commodity price stabilization, and/or a
rise in labor force participation. Small-caps should fare better in the coming year.

as earnings per share (EPS) is expected to have risen 51.4% year over year to
$207.47. At year-end, the S&P 500 traded at 23 times projected 2021 EPS and 21.1
times projected FY1 (2022) EPS of $225.62. S&P 500 earnings per share is currently
projected to rise 8.7% in ’22 over ’21. Should long-term interest rates rise in the
coming year(s) as we expect, earnings multiples will likely compress to some
degree, but if U.S. GDP growth increases approximately 4.5% and inflation
moderates in ’22, as we expect, earnings growth could surprise to the upside and
support current lofty valuations relative to the S&P 500’s history.
the tapering of bond purchases in November, a process expected to take $120B
per month of bond purchases to zero by the end of 1Q22, marking the end of
pandemic-era programs set up to ensure credit markets functioned normally. We
expect U.S. economic growth to remain supportive of corporate bond prices,
broadly speaking, by keeping defaults low, but security selection is likely to play a
bigger role as we exit a ‘rising tide lifts all ships’ environment for corporate credit.

3

Themes To Monitor In 2022, And Potentially Beyond
1. Global Central Banks Shift Further Away From Accommodative Pandemic-Era Policies

• The Fed (FOMC) learned from its mistakes in 2013 that led to the Taper Tantrum and has done an admirable job of communicating and telegraphing
policy shifts. It will now be incumbent upon foreign central banks to do the same or risk market turmoil should they lose credibility. Any deviation
from anticipated plan(s) could spook markets and spur bouts of heightened volatility for interest rates and equities on a local or global scale.
• The FOMC’s balance sheet has ballooned over the past decade and has nearly doubled in size since March of 2020, fueling the multi-year rally in U.S.
stocks and corporate bonds, while limiting the magnitude of drawdowns. The Fed’s balance sheet will no longer be expanding as tapering is
completed and the Committee moves to hike the fed funds rate in the back-half of ’22. However, the Fed will continue to reinvest proceeds from
maturing bonds before beginning to gradually shrink its balance sheet in the back-half of ’22 or 2023, which will remain supportive of risk assets over
coming quarters but won’t provide a tailwind of the same magnitude experienced over the past 21 months. The impact of these moves will be
especially detrimental for ‘growth’ stock valuations in the near-term.
• With global central banks gradually removing liquidity from the system, volatility across equity and fixed income markets will likely rise over the
coming year(s).

2. U.S. Investors In Search Of Relative Value, Yield Increasingly Look Abroad

• Developed and emerging market stocks have lagged U.S. equities for the past 15 years, and that gap has only widened over the past 2-3 years. U.S.
investors have been perennially underweight/underexposed to foreign stocks, which has been a good decision, but foreign stocks are likely to have
greater central bank and fiscal support going forward relative to the U.S., and currently have more reasonable economic growth and earnings
expectations embedded in their valuations relative to U.S. large cap stocks, specifically.
• Indices tied heavily to Europe and Japan are more exposed to global reopening with sector allocations skewed toward the ‘old economy,’ capable of
better weathering the storm of higher inflation and ultimately less accommodative central banking policies. ‘Easy’ money has boosted longer
duration equities, specifically the information technology sector, to a large degree, a trend set to reverse to some degree as the Fed normalizes policy.
• Equity indices tied to Europe and Japan offer a substantially higher dividend yield vs. U.S. large cap stocks, which could make them appealing to
yield-seeking investors. The MSCI ACWI ex U.S. index has a trailing twelve months dividend yield of 2.6% vs. the S&P 500’s 1.3%.

3. Alternative Investments To Garner Increased Interest, Investor Capital

• Liquid alternative mutual funds took in $27B of net flows in 2021, the highest dollar value since 2013 ($12B) but flows into liquid alternatives are still
miniscule when compared to flows into fixed income funds ($550B) and money market funds ($220B) – two asset classes with negative ‘real’ returns.
• Low/negative bond yields globally coupled with increased uncertainty surrounding asset valuations (stocks, bitcoin) and the path forward for global
monetary policy could lead investors to allocate more heavily into alternative solutions less dependent on the direction of broader indices.
• Investors must be intentional regarding exposure to liquid alternatives as manager selection is key, as is understanding what risks one is attempting
to mitigate or solve for within their portfolio.

4. ‘Quality’ Factor Exposure Should Lead To Improved Relative Performance For Active Managers In The Coming Year

• Beta and leverage, two factors that tend to lead off market bottoms, outperformed in ’21, but with economic growth likely to peak over in the coming
year alongside less accommodative monetary policy, we expect factor tilts toward ‘quality’ to benefit portfolios.
• ‘Quality’ tends to perform better as the economic cycle matures as profitability, dividend yield/growth, and low debt levels are desirable in a
backdrop characterized by rising interest rates and waning economic growth.
• ‘Quality’ can be found across the market cap spectrum as well as outside of the U.S. – it isn’t just found within the S&P 500.
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Theme 1: Global Central Banks Shift Further Away From Accommodative Pandemic-Era Policies
In the wake of the 2008-09 Global Financial Crisis, central banks
have been quick to pivot toward ‘easy’ monetary policies,
specifically, stepping in to purchase bonds at the first sign of
trouble to ensure stability in credit markets. However, with
inflation running well above ‘target’ in the U.S. and abroad,
central banks will increasingly be under pressure to shift from
accommodative to inflation fighting mode, which will serve to
reduce global money supply. Less liquidity will lead to more
rational risk taking relative to what investors witnessed in 2021,
a negative for more speculative or longer duration assets.
The FOMC’s balance sheet has more than doubled in size since
March of 2020 alone, approaching $9 trillion at year-end, fueling
the multi-year rally in domestic stocks and corporate bonds,
while limiting the magnitude of drawdowns in the process. The
Fed’s balance sheet will no longer be rapidly expanding as
tapering is completed by 1Q21, with hikes to the fed funds rate
likely in the back-half of ‘22. Small shifts in monetary policy can
have much larger impacts on liquidity, investor psychology, and
valuations for stocks, corporate bonds and other risk assets.

Fed’s Balance Sheet Has Ballooned, Boosting Risk Asset Prices And Propelling
The S&P 500 To A Record High In December

Corporate Credit Spreads Are Compressed, Providing Little Protection For
Investors; Credit Risk Should Begin To Be More Appropriately Priced In ‘22

There’s little margin for error as central banks undertake the
path to policy normalization. Central bankers must focus on
communication as a failure to properly prepare markets for
policy shifts could spook markets and lead participants to
assume that policymakers believe they are behind the curve
when it comes to combating higher prices, leading to a potential
loss of credibility and/or rising fears of a policy mistake.
While inflation is likely to moderate from current levels by mid2022, in our view, it should remain well above most central bank
targets, broadly speaking. Higher wages amid continued labor
market tightness, faster rent growth, and a normalization of
medical care costs, among other variables, will be primary
contributors to persistent inflation, forcing the hand of global
central banks.
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Theme 1: Global Central Banks Shift Further Away From Accommodative Pandemic-Era Policies
The Eurozone economy continues to be one of the most negatively
impacted by the emergence of new COVID-19 variants, with
countries there quick to implement lockdowns and other hardline
measures to curtail the virus’ spread. Given the fragile economic
recovery on the continent, the Bank of England (BoE) and European
Central Bank (ECB), despite talking tough on inflation of late, are
unlikely to aggressively hike rates, which should benefit European
risk assets on a relative basis in 2022, and likely beyond.
The FOMC, Bank of England (BoE), European Central Bank (ECB),
and Bank of Japan (BoJ) may garner the headlines, but with much
of the developing world grappling with rapidly rising food and
energy prices, monetary policy shifts within emerging markets in
the coming year could also be impactful and go a long way in
determining relative winners at the country level.
While central banks in developing markets such as Brazil, India,
Mexico, and Russia, among others, may need to aggressively raise
rates to stem rising prices, central bankers in China, specifically,
could continue to ease monetary policies throughout the duration
of ’22 as they prioritize economic growth over combatting inflation.
This dynamic will create relative winners and losers at the country
level while clouding the outlook for economic growth in the
developing world overall. 2022 appears to be setting up as a
potentially profitable year for active managers within emerging
market equities and fixed income as return dispersion could be
quite high due to anticipated central bank actions.

Actual Inflation Vs. Inflation Targets Across The Globe
Country

Headline Inflation

Target Inflation Rate

Difference

United States

6.8

2.0

4.8

Euro Area

4.9

2.0

2.9

Japan

0.1

2.0

-1.9

U.K.

5.1

2.0

3.1

Canada

4.7

2.0

2.7

Australia

3

3.0

0.0

China

2.3

3.0

-0.7

Russia

8.4

4.0

4.4

Brazil

10.7

3.8

7.0

Emerging Market Central Banks Were Hiking Rates In ’21 To Combat
Rapidly Rising Food And Energy Prices, But More Is Likely Required In ‘22

2022 will mark the beginning of the end for the ‘rising tide lifts all
ships’ market that began in March of 2020 - a more impactful shift
for some assets than it will be for others. With ultra-loose monetary
policy and a sea of liquidity spurring excess risk taking and froth in
more speculative assets such as bitcoin, special purpose
acquisition companies (SPACs), and meme stocks over the past 18
months, the gradual removal of accommodative policies could
have an outsized negative impact on these areas.
Source: Bloomberg
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Theme 2: U.S. Investors In Search Of Relative Value, Yield Increasingly Look Abroad
International markets have consistently underperformed U.S.
equity indices for over a decade now, but markets abroad
could play catch-up in the coming year(s) for a few reasons:
Indices tied to Europe and Japan skew toward value-oriented
cyclical sectors such as energy, financial services, industrials,
and materials, which should perform well on a relative basis as
the global economic recovery takes root. As a result of this
cyclical bias, indices tied to Europe and Japan also have less
exposure to the information technology sector relative to the
S&P 500, which could benefit developed markets abroad on a
relative basis should interest rates rise .
Economic growth expectations for Europe have been more
negatively impacted by COVID-19 variants and appear
achievable as a result. This backdrop provides the potential for
an ‘under promise, overdeliver’ scenario. Conversely,
expectations for U.S. economic growth remain elevated, but in
flux due to uncertainty tied to new COVID-19 variants and
future Fed policy.
Stocks in Europe, Japan, and even emerging markets, hold a
sizable dividend yield advantage relative to U.S. large-cap
stocks, making markets abroad appealing for yield/income
seeking investors.

Europe, Japan Skew Economically Sensitive; U.S. Tilts Toward Growth

MSCI ACWI

United States

Europe

Japan

Communication Services

8.68

10.31

3.52

7.6

Consumer Discretionary

12.74

12.91

11.31

19.17

Consumer Staples

6.49

5.59

11.54

6.59

Energy

3.45

2.76

4.4

0.66

Financials

13.82

10.82

15.74

8.97

Health Care

11.32

12.7

13.83

9.57

Industrials

9.58

7.89

16.35

22.35

Information Technology

23.67

29.28

9.27

15.47

Materials

4.63

2.52

7.81

4.78

Real Estate

2.69

2.65

2.1

3.26

Utilities

2.6

2.41

4.14

0.84

Select Valuation, Profitability, And Dividend Data By Index Vs. History
Historical Percentile Based On Quarterly Data Since 12/31/2001

U.S.-based investors have been underexposed to international
stocks for decades – a beneficial portfolio allocation decision.
Index
However, even a small capital reallocation in favor of Europe
S&P 500
and Japan could provide a boost to absolute and relative
Euro Stoxx 600
performance.

Lastly, equities that have benefitted the most from easy
monetary policy and ample liquidity could experience a
revaluation lower as liquidity is gradually removed.
Internal Use

Regions Asset Management

Price to Earnings
Dividend Yield
(TTM)

Current
25.3
20.16
Nikkei 225
16.25
MSCI Emerging Markets 13.5

ROE

FCF Yield

P-tile Current P-tile Current P-tile Current
93% 1.33 2% 18.63 100% 3.44
54% 2.97 55% 11.73 98% 11.01
10% 1.84 7% 12.09 68% 5.19
49% 2.96 73% 13.83 64% 7.46

Total Debt to
EBITDA

P-tile Current P-tile
15% 3.83 7%
83% 8.79 28%
81% 3.33 19%
86% 4.59 80%
Source: Bloomberg
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Theme 3: Alternative Investments To Garner Increased Interest, Investor Capital
Liquid alternative mutual funds took in $27B of net flows in 2021, the highest
amount since 2013 ($12B) but flows into liquid alternatives were still
dwarfed by inflows into bonds ($550B), and money markets ($220B) - two
asset classes with a sizable negative real, or after-inflation return.

Liquid Alts Garnered Inflows In ’21, A Trend We Expect To Persist
Alternative Mutual Funds Monthly Fund Flow
6000

4000

Low sovereign bond yields, coupled with heightened uncertainty
surrounding asset prices (stocks, bitcoin) and the path forward for global
monetary policies should lead investors to search for solutions less
dependent upon market direction and capable of weathering, if not
benefitting from volatility in stocks, rates, commodities, and currencies.

2000
0
-2000
-4000

The Bloomberg Barclays Aggregate generated a -1.5% total return in 2021 –
it’s first down year since 2013, and we expect a challenging backdrop for
bonds to persist given our 7-to-10-year annualized return expectation for the
Agg is 1.75%. Fixed income investors seeking to preserve purchasing power
may increasingly find liquid alternatives to be an appealing option relative
to core fixed income on an after-inflation basis. While we expect bonds to
generate a sizable negative ‘real’ return over the coming year(s), we expect
liquid alternatives to fare better as the asset class can potentially benefit
from higher interest rates and elevated volatility across asset classes.

-6000
-8000

Sep-21

Jun-21

Dec-20

Mar-21

Sep-20

Jun-20

Mar-20

Dec-19

Sep-19

Jun-19

Mar-19

Dec-18

Jun-18

Sep-18

Mar-18

Sep-17

Dec-17

Jun-17

Mar-17

Sep-16

Dec-16

Jun-16

Dec-15

Mar-16

Sep-15

Jun-15

Dec-14

-10000

Mar-15

Shifting global central bank policies, potential new COVID variants, inflation,
and lofty equity valuations are likely to lead to heightened volatility and
deeper drawdowns for stocks and bonds over the coming year(s) and are all
reasons to diversify, but manager selection is crucial. Manager selection
within the alternatives space is paramount, but if allocated appropriately
with specific goals in mind, liquid alternative investments could improve the
risk/reward of multi-asset portfolios over the coming year(s).

Flows Into Liquid Alternative Funds Barely Register Vs. Stocks/Bonds
Annual Fund Flow ($ 000's)
600000
400000
200000
0
-200000

-400000

Aside from paltry yields on fixed income, outsized gains in domestic largecap stocks over recent years have led to lofty historical valuations and have
drastically lowered the opportunity cost of diversification, which is at/near a
decade low, in our opinion. Over the past half-decade, diversification hasn’t
been rewarded, but we expect that dynamic to shift over the next five years.

-600000
-800000
2012

2013

2014

Equity Mutual Funds

2015

2016

2017

Fixed Income Mutual Funds

2018

2019

2020

2021

Alternative Mutual Funds

Source: Bloomberg

Internal Use

Regions Asset Management

8

Theme 4: Brighter Days Ahead For Active Managers As A Focus On ‘Quality’ Is Rewarded
U.S. equity indices experienced an ‘everything rally’ off the March 2020
lows but we expect a more discerning view to be rewarded in the coming
year(s), potentially benefiting active managers, broadly speaking.

Factor Leadership Since March 2020 Vs. Factor Leadership In
Prior Rate Hiking Cycle
Style Factor Return Rank

From a factor standpoint, leverage (high debt to assets/equity) and high
beta (a stock’s volatility relative to the broader market) have provided
market leadership off the COVID-19 market bottom in March of 2020.
Conversely, factors such as profitability, dividends, and low earnings
variability haven’t been rewarded. We often associate both the leverage
and beta factor with lower quality stocks as the most at-risk and depressed
companies often lead the charge as monetary policy becomes increasingly
accommodative and expectations for an economic rebound build. This is
early cycle leadership, and as we move further along into the middle
innings of the U.S. economic recovery and monetary policy becomes less
accommodative, we expect exposure to ‘quality’ to be rewarded.
Notably, factor leadership during the Fed’s most recent tightening cycle
could prove useful when positioning portfolios for the year(s) to come. The
FOMC began hiking the fed funds rate in December of 2015 and its last
increase occurred in December of 2018, while it allowed its balance sheet
to shrink starting in October of 2017 through September of 2019 - a similar
timeline may be a good proxy for how the Fed approaches policy
tightening over coming years, in our view. From December of ’15 through
September of 2019, companies with high cash levels and those paying
dividends or buying back stock fared well, as did those posting positive
sales/earnings surprises and those with improving profitability, evidenced
by higher returns on equity (ROE).

Trade Activity
Leverage
Volatility
Value
Size
Variability
Momentum
Growth
Dividends
Profitability

COVID Era (2020-2021)

Rising Interest Rates (2015-2019)

1
2
3
4
5
6
7
8
9
10

6
9
8
10
5
2
3
1
7
4

‘Quality’ Fared Well During The Prior Rate-Hiking Cycle That Began In
December of ’15 And Extended Into September of ‘19 –
We Expect History To Rhyme This Time Around

From a factor perspective, low earnings variability, profitability, and
dividend growth/yield would all fall into our definition of ‘quality.’ How
each investor chooses to define ‘quality’ can vary, but from our perspective
it’s a combination of total shareholder yield, which encompasses dividend
yield and net share repurchases, low leverage or debt divided by assets,
and relatively high and growing returns on equity.
Source: Bloomberg
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Revisiting Prior Assumptions: 5-Year Lookback (2017-2021)
Accountability and learning from one’s mistakes, no matter how humbling or painful, is crucial in investing. As such, we put our capital market
expectations published at the end of 2016 under the microscope to see how our assumptions have fared half-way into our 10-year outlook window.
Understanding where we’ve been ‘right,’ where we’ve been ‘wrong,’ and most importantly, why, is valuable as we move forward.
As was the case in last year’s lookback, the primary driver of better-than-expected returns from stocks and bonds, as well as lower than anticipated
volatility across sub-asset classes over the past five years has been one in the same – accommodative global monetary policies. On a relative basis, U.S.
large-cap stocks have been the biggest beneficiary of loose monetary policy over the past half-decade as the S&P 500 has generated an 18.4% annualized
total return over that time frame - nearly three times our 6.50% expected return. The outsized return generated by the S&P 500 has been due to a
combination of outsized earnings growth and the expansion of valuation metrics, particularly for longer duration stocks such as those that reside within
the information technology sector, both byproducts of loose or easy monetary policy. Small and mid-cap U.S. equities have also outperformed our 7.50%
annualized return expectation over the past five years, generating a 13.75% annualized return, but we remain confident that o ver the next half-decade the
actual return of the Russell 2500 will converge with our expectation laid forth at the start of 2017. Abroad, both international developed and emerging
markets have outpaced our expectations from five years ago as the MSCI ACWI ex U.S. index has generated an annualized return of 10.1% versus our
expectation of 7.25%, and the MSCI EM index has annualized a 10.2% return, exceeding our 9.25% expectation. All four equity sub-asset classes for which
we publish capital market expectations have outperformed our return expectations at the half-way point of our 10-year horizon, a desirable outcome up
to this point as investors have built up a return cushion of sorts should the next five years prove to be more challenging for equity investors than the prior
five, a scenario that appears increasingly likely as global monetary policy normalizes and the tide of liquidity ebbs.

On the fixed income side of the ledger, our return assumptions from five years ago have also proven conservative, broadly speaking, as central bank
quantitative easing in the wake of the COVID-19 pandemic has bid up prices of Treasury and agency securities, forcing capital into riskier credits and
limiting true price discovery for investment-grade and high yield corporate bonds. The Bloomberg Barclays Aggregate Bond index has generated a 3.57%
annualized total return over the past five years, exceeding our 2.75% estimate published at the start of 2017; however, the n ext half-decade will likely look
quite different as the current yield for the Agg at year-end was 1.75% at year-end, which is also our annualized return expectation over the coming
decade. High yield corporate bonds have generated a 6.29% annualized return over the trailing five years, exceeding our 5.50% return expectation as
investors have been forced to increase exposure to lower quality, relatively higher yielding bonds if they desire to hit a required rate of return for spending
policies or to preserve purchasing power amid higher inflation. We expect defaults on high yield corporate bonds to rise over coming years from current
rock-bottom levels, and with a current yield-to-worst on the Bloomberg Barclays High Yield index of 4.5%, the return generated by high yield bonds is
likely to be closer to 4% than 4.50% over the next half-decade given that defaults have nowhere to go but up from current levels, in our view.

Trailing 5-Year Total Return 1/1/17-12/31/21
2016 FINAL Assumptions (7-10 Years Forward)
Trailing 5-Year Volatility 1/1/17-12/31/21
2016 FINAL Assumptions (7-10 Years Forward)

Large-Cap Equity SMID
Intl-Developed Emerging Mkts
Core Fixed Income
Intl Fixed Income
(S&P 500)
(R2500) (MSCI ACWI ex U.S.) (MSCI EM) (Bloomberg Barclays Agg) (Global Agg ex U.S.)
18.47%
13.75%
10.12%
10.26%
3.57%
3.07%
6.50%
7.50%
7.25%
9.25%
2.75%
1.75%
15.39%
16.00%

19.68%
20.00%

14.80%
18.00%

16.64%
25.00%

3.06%
4.00%

5.54%
8.00%

TIPS
5.34%
2.50%
3.55%
6.00%

Aletrnatives
(HFRX Global
Emerging Market Debt Hedge Fund
High Yield (J.P. Morgan EMBI)
Index)
6.30%
4.47%
3.52%
5.50%
5.25%
4.75%
7.37%
9.00%

8.23%
10.00%

4.85%
6.50%

*All Figures Annualized

Source: Morningstar
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The ABC’s Of CME’s
We’re often asked why our capital market expectations don’t change much from one year to the next, despite what might have been outsized returns over the
prior year(s). From a broader asset class perspective, the past has little role to play when attempting to formulate future expectations, other than providing us
with a starting point and historical basis for valuations, and every environment is nuanced, requiring application of opinion into what is a primarily data-driven
process., The below formulas are the building blocks for how expected returns are derived, but this is a high-level overview and oversimplification.
➢ Equity Expected Return = (Earnings Growth Expectations) + (Expected Dividend Yield) +/- (Expectations For Valuation Expansion/Contraction)
• Expected earnings growth is tied to economic growth, which is impacted by variables such as monetary policy, population growth, and productivity, all of
which require other assumptions to be made, increasing the likelihood of deviation from actual experience across the forecasted time horizon. Due to the
number of assumptions that must be made, it’s unlikely that we, or anyone else, get this figure exactly right over a 7 to-10- year time horizon, but on a yearto-year basis we’re trying to get in the ‘ballpark’ and focus more on getting the direction or trend correct.
• Expected dividend yield is a relatively straightforward input as we can use the trailing yield of an index and adjust for expected annual dividend growth, a
figure unlikely to change much from one year to the next. This is the easiest component of expected return to forecast but is also the least variable from year
to year, and thus shouldn’t cause the final return estimate to shift much.
• Expansion/contraction in valuations (earnings multiples) are tied to expectations surrounding economic growth, monetary policy (easy monetary policy
leads to higher forward earnings multiples, i.e., expansion, while tighter policy leads to lower multiples, i.e., contraction), and investor psychology or
sentiment (risk appetite), among other variables. Valuations tend to be mean-reverting over time and are often closely linked with global central bank policy
regimes as valuations expand as liquidity is injected, and compress as liquidity is removed. We’re entering a period where liquidity is going to be drained
incrementally from the global economy, which should compress forward price-to-earnings (P/E) and other valuation metrics over time. Notably, valuations
will likely trend lower but remain elevated relative to historical levels for some time to come due to how much liquidity has been injected over recent years.
Of the primary inputs into expected equity return, valuation expansion/contraction is the variable we expect to shift in the most meaningful way over coming
years as monetary policy becomes less accommodative, which could lead to a contraction in valuations and spur volatility across equity sub-asset classes.
Formulating capital market return expectations for fixed income is a simpler exercise with fewer variables relative to what is required to do the same for stocks.
➢ Fixed Income Expected Return = (Current Yield/Yield-To-Worst) +/- (Default Expectations) +/- (Expected Base Currency Appreciation/Depreciation (USD))
• Current yield for ‘risk-free’ bonds such as U.S. Treasuries, or yield-to-worst for corporate credit and other riskier types of debt, are observable and the
primary contributor to expected forward returns for fixed income. A bond’s yield or yield-to-worst should be an investor’s expected return, assuming the
issuer makes coupon payments on time and doesn’t default, which is why formulating an expected return for core, investment-grade fixed income is a more
straightforward process with fewer assumptions embedded than it is for riskier types of bonds such as high yield corporate credit.
• Default expectations must be a consideration for investment-grade and high yield corporate bonds. It is our expectation that defaults for high yield issuers,
specifically, will rise from current low levels over coming years, which is the primary reason our forward return expectation for the asset class moved lower.
• Appreciation or depreciation of the U.S. dollar versus foreign currencies is a variable to consider but given that the bulk of our exposure to foreign bonds is
tied to U.S.-dollar denominated debt, this isn’t an input that’s going to cause large shifts in forward expectations.

Internal Use

Regions Asset Management

11

Conclusion

On the fixed income side of the ledger, we expect more tough sledding ahead after the
Bloomberg Barclays Aggregate Bond index generated a negative return in 2021 for the first
time since 2013. Fixed income investors in search of a higher expected return or income
stream are likely to consider allocating a higher percentage of their portfolio to riskier,
relatively higher yielding bonds to maintain purchasing power, a temptation we would
avoid as our expected 7 to 10-year return for the Bloomberg Barclays U.S. High Yield index
fell for the third consecutive year and current yields don’t justify a higher allocation
relative to one’s strategic target. Global yields remain paltry, and investors are receiving
minimal compensation for taking on credit risk at present, thus, boring remains better for
fixed income allocations, in our view. Opportunities will likely be presented over coming
quarters to extend portfolio duration but given evolving global central bank policies, now
isn’t the time take on excess interest rate or credit risk in the asset class.
With paltry yields available on bonds and lofty valuations on U.S. equities, the opportunity
cost of diversification is as low as it has been in a decade, in our view, increasing the appeal
of alternative investments. However, exposure to alternative investments, liquid or illiquid,
must be intentional with investors aware of what they are attempting to solve for within
their portfolio on the front-end. Performance dispersion between top and bottom quartile
managers within an alternative asset class such as hedge funds or private equity can be
much wider than within traditional asset classes, making manager selection crucial in
delivering a positive outcome for investors.

Monte Carlo Analysis of Selected Portfolios
Asset Mix
Growth
Balanced
Current Inc

Return Percentiles
Project Year
95th
10
12.9
10
8.6
10
6.0

75th
8.8
6.2
4.5

50th
6.0
4.6
3.5

25th
3.4
3.0
2.5

5th
-0.2
0.9
1.1

Forecast displays 5th/25th/50th/75th/95th percentile ranges of 2,000 MVO Monte Carlo simulations for projected ten-year
annualized returns as of December 15, 2021. The equity portion of the portfolios is 65% U.S. equity and 35% global ex-U.S. equity.
The bond portion of the portfolios is 80% U.S. investment grade bonds, 10% global ex-U.S. bonds and 10% U.S. corporate high yield
bonds. The diversified strategies portion of the portfolios is 100% HFRX Global Hedge Fund index.
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10 Year Return Forecasts
10%

Annualized Return Assumption

Perhaps surprisingly, given what has been a stellar five-year run for global equities, our 7
to 10-year return assumptions for stocks remained largely unchanged year over year, with
a modest downgrade to emerging market equities the notable exception. While our return
expectations may have shifted very little year over year, our volatility expectations for the
four equity sub-asset classes we cover ticked higher, thus modestly reducing our
expectations for risk, or volatility-adjusted returns over coming years. Investors in equities
and corporate credit have grown accustomed to the higher return, lower volatility regime
that has been in place for much of the prior decade, with risk taken often handsomely
rewarded as the Fed and other central banks have had investors backs, stepping in to
ensure markets are functioning ‘normally’ at the first signs of trouble. But with global
central banks in inflation fighting mode in ’22, we expect a bumpier ride for stocks over the
coming year(s) as we exit a ‘rising tide lifts all ships’ market and investors should be
rewarded for taking a more quality-focused and valuation-conscious approach.

MSCI Emerging
Markets

8%
MSCI World ex
USA

Russell 2500

6%
HFRX Global
Hedge Index

4%

S&P 500
EM Bonds

Barclays US
Corp High Yield
HY Muni

Barclays
Aggregate
Bond

Intermediate
Muni's
TIPS
Barclays Global
Cash and
Aggregate ex
Equivalents
USD

2%

0%
0%

5%

10%

15%

20%

25%

Annualized Volatility Assumption

Author:

Brandon Thurber, CFA, CAIA
Chief Market Strategist
Director, Investment Research Group
Chart Source: Morningstar Direct
©Morningstar 2022. All rights reserved. Use of the content requires expert knowledge. It is to
be used by specialist institutions only. The information contained herein: (1) is proprietary
to Morningstar and/or its content providers; (2) may not be copied, adapted or distributed;
and (3) is not warranted to be accurate, complete or timely. Neither Morningstar nor its
content providers are responsible for any damages or losses arising from any use of this
information, except where such damages or losses cannot be limited or excluded by law in
your jurisdiction. Past financial performance is no guarantee of future results.
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Appendix/Important Disclosure
Asset Class Statistics (Simulated)
Asset Classes
DS
Equity
Taxable FI
Tax Exempt FI

Arithmetic Mean Geometric Mean Standard Deviation CVaR Cutoff 5.0%
4.4
4.2
6.1
8.4
7.8
6.5
16.1
24.0
2.0
2.0
3.7
5.9
2.2
2.1
3.7
5.8

Correlations
DS
1
0.75
0.1
0.14

DS
Equity
Taxable FI
Tax Exempt FI

Asset Mix Statistics (Simulated)
Asset Mix
Aggressive Growth
Growth
Growth w Income
Balanced
Income w Growth
Current Income
Enhanced Income

Equity
0.75
1
0.01
0.01

Taxable FI
0.1
0.01
1
0.71

Tax Exempt FI
0.14
0.01
0.71
1

Taxable
Tax Exempt
Geometric Mean CVaR Cutoff 5.0% Geometric Mean
CVaR Cutoff 5.0%
6.3
22.1
6.3
22.1
5.8
18.4
5.9
18.4
5.1
13.6
5.1
13.6
4.5
10.4
4.6
10.4
4.1
8.8
4.2
8.7
3.5
6.3
3.6
6.3
2.2
5.1
2.3
5.1
Source: Regions Asset Management and Morningstar Direct

This proposal is intended for the sole use of the prospective client herein named and is not to be distributed to any other party. The proposal is intended to provide the client general information about
Regions Institutional Services. The proposal response is not intended to provide legal or tax advice. Although this proposal is based on information from other sources believed to be reliable and
accurate, Regions Institutional Services makes no representations or warranties with respect to information contained in this report. Opinions regarding any securities mentioned are subject to change
at any time.
The Capital Market Expectations (“CME’s”) are Regions Asset Management estimates based on historical performance and the current market environment. We do not present the CME’s as actual future
performance. This information has been prepared by Regions Asset Management based on data and information provided by internal and external sources. While we believe the information provided by
external sources to be reliable, we do not warrant its accuracy or completeness. References to future expected returns and performance are not promises or even estimates of actual returns or
performance that may be realized, and should not be relied upon. The forecasts contained herein are for illustrative purposes only and are not to be relied upon as advice, interpreted as a
recommendation, or be guarantees of performance. In addition, the forecasts are based upon subjective estimates and assumptions about circumstances and events that may not have taken place
and may never do so. They have inherent limitations because they are not based on actual transactions, but are based on the historical returns of the selected investments and various assumptions of
past and future events. The results do not represent, and are not necessarily indicative of, the results that may be achieved in the future; actual returns may vary significantly.
A Monte Carlo simulation is an analytical tool that is designed to depict a range of potential future portfolio outcomes. The simulations chart the probability of meeting specific financial goals in the
future and analyzes the probability of outcomes resulting from underlying assumptions regarding certain economic parameters.
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Important Disclosure Continued
The simulated results contained in this presentation are hypothetical, and are based on forward-looking capital markets assumptions for estimated returns, standard deviation, and correlations. Hypothetical results do not involve
market risk, and are achieved with the benefit of hindsight. Actual performance numbers may be materially different from the performance numbers noted above. The scenarios generated from the Monte Carlos simulation represent a
spectrum of possible results. The simulated projections have certain inherent limitations since they do not reflect the impact that material economic and market factors might have. Since the activity in your simulation has not actually
occurred, the results of the simulation may under- or over-compensate for the impact, if any, of certain market factors and may underestimate the impact of market extreme and the related risk of loss. It is important to remember that
this process is based on assumptions that may not reflect the behavior of actual events. For example, Monte Carlo Simulation may not fully account for certain rare and extreme market catastrophes which fall outside normal
expectations. A different set of assumptions would create a different probability distribution. Expert opinion regarding expected returns, volatility and market trends vary widely. The simulations are not representative of the performance
of any client account. All of the graphs and other information are hypothetical in nature, do not reflect actual investment results, and are not guarantees of future results. Actual investment returns, standard deviation, inflation, interest
rates and the cash flows generated by the products and strategies will vary from the projections shown, perhaps significantly. The graphs are not meant to project the performance of the products and strategies or the cash flows that
they will generate. The graphs presented represent only three of the many possible outcomes. Results may vary with each outcome and over time. In addition, other products and investment strategies not considered may have
characteristics similar or superior to those analyzed in the graphs. The simulations are presented in inflation-adjusted dollars and are based on the specific characteristics of the current and proposed portfolio.
It is possible to lose some or all of your investment. The value of an investment will fluctuate over time and may be worth less than its original cost. Since past performance and market conditions may not be repeated in the future,
investment goals may not be fulfilled by following the advice that is based on the projections of the Monte Carlo Simulation.
Source: Bloomberg Index Services Limited. BLOOMBERG® is a trademark and service mark of
Bloomberg Finance L.P. and its affiliates (collectively “Bloomberg”). BARCLAYS® is a trademark and
service mark of Barclays Bank Plc (collectively with its affiliates, “Barclays”), used under license.
Bloomberg or Bloomberg’s licensors, including Barclays, own all proprietary rights in the Bloomberg
Barclays Indices. Neither Bloomberg nor Barclays approves or endorses this material, or guarantees
the accuracy or completeness of any information herein, or makes any warranty, express or implied,
as to the results to be obtained therefrom and, to the maximum extent allowed by law, neither shall
have any liability or responsibility for injury or damages arising in connection therewith.”

Past performance is not a guarantee of future results. Current performance may be lower or higher than the performance data presented. The investment return and principle value of an investment will fluctuate so that, when
redeemed, it may be worth more or less than the original value. It should not be assumed that recommendations made in the future will be profitable or will equal the performance of the securities presented herein. Neither the
information nor any opinion expressed constitutes a solicitation for the purchase or sale of any security.
Trust and investment management services are offered through Regions Wealth Management, a business unit of Regions Bank. The information contained herein was gathered from sources believed to be reliable but is not
guaranteed by Regions Bank nor is it to be considered all-inclusive. It is not meant to replace or supersede the information provided on your statement of account, which is the official record of all activity and balances in your
account for the period of time specified on the account statement. Further, the information does not purport to be a complete analysis of any security, company or industry mentioned. The rationales contained in this
presentation are the result of internal Working Groups and Committees within Regions Wealth Management, and does not necessarily reflect the opinion of Regions Bank or its affiliates. The rationales are included for informative
purposes only, and to provide thought processes behind the investment decisions made on behalf of some clients. Opinions regarding any securities and/or sectors mentioned are subject to change at any time. Neither the
information nor any opinion expressed shall constitute a solicitation for the purchase or sale of any security.
Neither Regions Bank, Regions Wealth Management, Regions Asset Management nor any affiliates or subsidiaries of Regions Bank (collectively, “Regions”) are registered municipal advisors nor provide advice to municipal entities
or obligated persons with respect to municipal financial products or the issuance of municipal securities (including regarding the structure, timing, terms and similar matters concerning municipal financial products or municipal
securities issuances) or engage in the solicitation of municipal entities or obligated persons for such services. With respect to this presentation and any other information, materials or communications provided by Regions, (a)
Regions is not recommending an action to any municipal entity or obligated person, (b) Regions is not acting as an advisor to any municipal entity or obligated person and does not owe a fiduciary duty pursuant to Section 15B of
the Securities Exchange Act of 1934 to any municipal entity or obligated person with respect to such presentation, information, materials or communications, (c) Regions is acting for its own interests, and (d) you should discuss
this presentation and any such other information, materials or communications with any and all internal and external advisors and experts that you deem appropriate before acting on this presentation or any such other
information, materials or communications. Copyright 2022 Regions Bank, Member FDIC.
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