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The S&P 500 has averaged over 13% per year during the past 10 years making US stocks one of the best 
performing asset classes.1 Most portfolios are overweight US stocks and there seems to be little interest to 
change course given recent results.  

The goal of this month’s ARIS Insights is to zoom out and offer investors perspective on longer-term 
performance of this currently favored asset class. It may seem that US stocks only go up and the occasional 
drop is quickly propped up by policy makers and investors waiting for a dip. However, a review of history 
reveals that 1) long-term returns are probably lower than investors realize, 2) the past 10 years is an anomaly, 
and 3) performance over the next 10 years may be challenged. 

Long-Term Returns 

Over the past 100 years US equities have earned an average of 9% per annum.1 Importantly, this commonly 
quoted figure is made up of two core components: the return of cash and a total return premium above cash 
for taking risk. If an investor took zero risk over the past century and put all their money in cash, the investor 
would have earned about 4% per year.1 Therefore, stocks shouldn’t be given credit for the entire 9% total 
return, but only the excess above the risk-free rate. Thus, the long-term return can be more accurately quoted 
as cash + 5%. 

Maybe 100 years is too long a reference point for some investors. After all, one may argue that conditions 
that drove markets many decades ago are unlikely to be relevant today. Regrettably, the numbers do not 
change much when we focus on the past 20 years. US stocks delivered 6% total returns per year with cash 
gaining 2% resulting in a cash + 4% 20-year stat line.1 

Viewing asset class returns through the framework of cash plus a risk premium is perfectly logical because 
every asset prices versus cash. For example, if cash is yielding 15% (like it was in the early 1980s), then no 
one would invest in stocks if its expected return was only 9%. Likewise, if the risk-free rate drops to 0% (as it 
did in 2009), the same 9% equity return would be far more appealing. Indeed, stock prices constantly adjust 
to cash rates (both current and expected future levels) in order to offer a reasonable return premium. Of course, 
cash rates don’t wildly fluctuate so stock prices over the short-run are typically influenced by undulating 
economic conditions and shifting risk appetite. That said, as historical data has shown, longer-term returns are 
heavily dependent on the yield of cash. 

  

 
1 Data source: Bloomberg from 12/31/1919 to 9/30/2019. Backfill methodology for US stocks: S&P 500 Index (SPX) from 12/31/1927 to 9/30/2019 and 
Dow Jones Industrial Average Index (DJI) from 12/31/1919 to 12/31/1927. Backfill methodology for cash/risk-free rate: 3 Month US Treasury Bills (G0O1) 
from 12/31/1925 to 9/30/2019 and 3-6 Month US Treasury Bills from 12/31/1919 to 12/31/1925. 
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The Past 10 Years 

The general perception that US stocks offer very high returns has been reinforced by results over the past 
decade. In reality, the returns during this period have been unusually high relative to history. Chart 1 on the 
next page provides 10-year rolling returns of US stocks going back one hundred years. Excess returns above 
cash are used in the table for the reasons referenced above.  

Chart 1: Rolling 10-year excess returns of US Stocks2 

 

Note that performance over the past 10 years was only surpassed during bounce-back years following the 
Great Depression, clearly suggesting that recent returns should not be extrapolated into the future. Table 1 
breaks down excess returns by decade, further highlighting the aberration of the current period.2 

Table 1: Excess returns of US Stocks by decade2 

1920s 1930s 1940s 1950s 1960s 1970s 1980s 1990s 2000s 2010s 

5% -4% 9% 17% 4% 0% 7% 12% -4% 12% 

 

   > 10%    1% - 9%    < 1% 

The Next 10 Years 

The factors that drove returns to historic highs are numerous: economic/market recovery from depression-like 
conditions during the 2008 financial crisis, the decline in interest rates from normal levels to zero, massive 
global quantitative easing, record high profit margins, low inflation, etc. These unprecedented tailwinds are 

 
2 Data source: Bloomberg from 12/31/1919 to 9/30/2019. Backfill methodology for US stocks: S&P 500 Index (SPX) from 12/31/1927 to 9/30/2019 and 
Dow Jones Industrial Average Index (DJI) from 12/31/1919 to 12/31/1927. Backfill methodology for cash/risk-free rate: 3 Month US Treasury Bills (G0O1) 
from 12/31/1925 to 9/30/2019 and 3-6 Month US Treasury Bills from 12/31/1919 to 12/31/1925. 
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unlikely to repeat over the next 10 years. Perhaps other positive forces will emerge (such as monetary and 
fiscal policy coordination), but it would not be reasonable or prudent to expect such an outcome.  

Looking ahead at equity returns, cash is currently yielding about 2% and is discounted to decline further.3  Even 
if US stocks were to deliver its 100-year historical average return of cash + 5%, the end result for investors 
could be quite underwhelming.  

The prospective return of US stocks is important because most portfolios are concentrated in this market 
segment, and this material overweight has been further reinforced by the recent outperformance of the asset 
class. Consequently, investors have real potential to be disappointed with their total portfolio results over the 
next 10 years. 4 

For these reasons, we believe that enhanced diversification of portfolios may be the single most important 
investment decision for investors. The biggest issue we see with the traditional asset allocation is the 
overdependence on strong US equity market performance. In future Insights we will share our thoughts about 
diversification strategies that may potentially improve the odds of financial success over the next decade. 

  

 
3 Data source: Bloomberg from 12/31/1919 to 9/30/2019. Backfill methodology for US stocks: S&P 500 Index (SPX) from 12/31/1927 to 9/30/2019 and 
Dow Jones Industrial Average Index (DJI) from 12/31/1919 to 12/31/1927. Backfill methodology for cash/risk-free rate: 3 Month US Treasury Bills (G0O1) 
from 12/31/1925 to 9/30/2019 and 3-6 Month US Treasury Bills from 12/31/1919 to 12/31/1925. 
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IMPORTANT INFORMATION 

Past performance is not an indication of future results. 

Advanced Research Investment Solutions, LLC (“ARIS”) and Evoke Wealth, LLC (“Evoke Wealth”) (collectively referred 
to hereinafter as “Evoke Advisors”) are SEC-registered investment advisers that provide investment advisory services and 
investment consulting services to a select set of clients and pooled investment vehicles. None of Evoke Advisors’ services 
are intended to represent a complete investment program.  

This publication is for educational, illustrative and informational purposes only and does not represent investment advice 
or a recommendation of or as an offer or solicitation with respect to the purchase or sale of any particular security, 
strategy or investment product, or any Evoke Advisors investment product mentioned herein. Past performance is not 
indicative of future results.  

Different types of investments involve varying degrees of risk, including possible loss of the principal amount invested. 
Therefore, it should not be assumed that future performance of any specific investment or investment strategy (including 
the investments and/or investment strategies recommended and/or undertaken by Evoke Advisors), or any non-
investment related content, will be profitable, equal any corresponding indicated historical performance level(s), be 
suitable for a client’s portfolio or individual situation, or prove successful. Nothing contained herein is intended to predict 
the performance of any investment. There can be no assurance that actual outcomes will match the assumptions or that 
actual returns will match any expected returns.  

This publication does not constitute, and should not be construed to constitute, an offer to sell, or a solicitation of any 
offer to buy, interests in any Evoke Advisors-sponsored fund, which can only be made by means of an offering 
memorandum and other governing documents for the respective fund. 

This publication does not take into account your particular investment objectives, financial situation or needs, should not 
be construed as legal, tax, financial or other advice, and is not to be relied upon in making an investment or other 
decision.  

Certain information contained herein constitutes forward-looking statements (including projections, targets, 
hypotheticals, ratios, estimates, returns, performance, opinions, activity and other events contained or referenced 
herein), which can be identified by the use of terms such as “may,” “will,” “should,” “expect,” “anticipate,” “project,” 
“estimate,” “intend,” “continue” or “believe” or other variations (or the negatives thereof) thereof. Due to various risks, 
assumptions, uncertainties and actual events, including those discussed herein and in the respective analyses, actual 
results, returns or performance may differ materially from those reflected or contemplated in such forward-looking 
statements. As a result, you should not rely on such forward-looking statements in making any investment decisions. 

Certain information contained herein has been obtained or derived from unaffiliated third-party sources and, while 
Evoke Advisors believes this information to be reliable, neither Evoke Advisors nor any of its affiliates make any 
representation or warranty, express or implied, as to the accuracy, timeliness, sequence, adequacy or completeness of 
the information.  

The information contained herein and the opinions expressed herein are those of Evoke Advisors as of the date of writing, 
are subject to change due to market conditions and without notice, and have not been approved or verified by the United 
States Securities and Exchange Commission (the “SEC”), the Financial Industry Regulatory Authority (“FINRA”), or by 
any state securities authority.  

This publication is not intended for redistribution or public use without Evoke Advisors’ express written consent. 


