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Realistic Expectations 

 It’s possible, but not likely. 

What are Reasonable Expectations for Future Stock Market Returns? 

W hat type of returns should you 
expect from your stock 

investments? A study from Natixis Funds1 

found many expected to earn 17.5% per 
year going forward. If this number seems 
high, it's because it is.   It begs the 
question:  what are reasonable 
expectations for future returns? 

 On the surface, a future average annual return of 17.5% seems very optimistic. In fact, 
it seems too optimistic. If you look at historical data, the long-term average annual return for 
stocks is very close to 10% per year.  
 Is it possible to see future returns near 17.5% per year? Looking at rolling 10-year 
periods2, there have been decades when returns were that good. It has happened about 10% 
of the time.  

• 

• 
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 The impact of valuations 

 There are also other factors that can influence the returns we see in the future. One factor 
we can expect to see is valuation. You can calculate the value of the stock market by dividing the 
price by the profits, or earnings, of the index.  This is the price-to-earnings, or PE ratio.   

Based on this ratio, stocks can be overvalued (expensive) or undervalued (bargain).  Like going to 
your local super market, you can overpay, or find them "on-sale."  

 Equities tend to be bargains after a big drop in the market. From an emotional standpoint, 
this is the most challenging time to be an investor. You might remember how difficult things were 
in March, 2020. 

 Equities get expensive in one of two ways. The first is when earnings decrease. The second 
is when prices go up faster than earnings.  

 Here is a look at historical valuations3 of the stock market.  

Equity positions are overvalued above the top green line. Stocks are undervalued when they fall 
below the bottom green line.  Equities are extremely overvalued when the PE Ratio is above the red 
line. When the ratio falls between the green lines, stocks are fairly valued. 

Why use the PE Ratio? 
When buying a stock, investors are paying for the future earnings 
of a company.  You can easily find information for both prices and 
the earnings,.  The math is simple too.  There are other ways to 
determine if you are paying too much, a fair price, or getting a 
bargain, but this is the most common.  



Valuations and future returns 

 The valuation of the stock market can affect the future returns investors earn from 
equities.  When stocks are undervalued, future returns over the next five and ten-year 
periods were better.  When equities were overvalued or 
significantly overvalued, future returns were not as good.   

 There is a wide range of outcomes.  The graphs below 
help to visualize what happened over the past 85 years.   
The solid box represents most of the observations.  The top 
and bottom lines, or “whiskers,” represent the extreme 
events.  The line in the middle of the box represents the 
midpoint of the dataset or the median. 

Future 5-Year Returns Based on PE Ratio 1936-20164 

How Would Lower Returns Affect Your Future? 
Financial planning involves making assumptions about future returns on your investments.  
These assumptions help advisors estimate how much you may accumulate for retirement.  It 
helps project how much income your nest-egg can generate.   

What happens if future returns are less than the historical averages?  Does it mean you have 
to delay your retirement?  Will you have to rethink what your retirement lifestyle may be?   

A lower return will change the math, and it may create more questions about what lies 
ahead. 



Future 10-Year Returns Based on PE Ratio 1936-2011 

 A word of caution:  this is historical data.  It has no predictive power over what could 
happen in the future.  But we can use it to shape our expectations. 

 Current prices and current profits point to a more overvalued stock market. Expecting 
returns often seen when the stock market is at undervalued prices is simply unrealistic. Returns 
closer to the historical average might also be too optimistic. 

 Should we expect future returns to be in the 3-7% range – as we see in the overvalued and 
extremely overvalued ranges in the charts?  

Is there more risk in stocks than "normal?" 

 Using the price-to-earnings ratio, the stock market is currently overvalued. In the past, 
future returns from more overvalued companies have not been as strong. A contributor to those 
poor future long-term returns is often a major bear market.  Events like the Dot-Com Bust and the 
Great Recession did plenty to offset many good years of performance.  

 From this perspective, there could be more risk in stocks than a fairly-valued or cheap stock 
market. 

 
 

The Most Important Question: 

How Does This Impact You? 



If expected future returns are lower, and there is potentially more risk in stocks, what can you do 
to plan for the future?  Here are some ideas. 

1. Run your numbers—again 

A less optimistic outlook for returns, may impact your plans. It may be a good time to look at your 
numbers. This can help you make adjustments and stay on track to achieve your most important 
goals. 

2. Reassess your ability to handle risk 

When stocks keep going up, people tend to think more about the gains they see. In these 
moments we lose sight of what can happen if situations change. You may not be as comfortable 
with the downside when things move in the wrong direction. 

We have a good tool to help you evaluate your comfort level and the risk you are currently taking. 

3. Know how much risk you are taking 

We often find people are unaware of how much risk is in their current investment accounts. This 
can lead to an unpleasant surprise the next time a bear market strikes.  

Start with looking at your asset allocation. The more you have in stocks, the more your account 
will fluctuate in value. If you want to look at it in greater detail, one of our advisors can help you.  

4. Trim your risk 

Stocks are near all-time highs. The best time to trim your risk is when prices are near the top. This 
is often called rebalancing. It is a way to make us "buy low and sell high." When the bear crashes 
the picnic, there will be less damage to your accounts. 

Stocks could continue to go higher. This is why we suggest trimming your risk. Keeping some of 
your account invested in stocks allows you to benefit from the continued gains if they happen. 

5. Talk to a Financial Advisor 

This is where a financial advisor adds value. Conditions always change and—from time to time—
you need to make adjustments. An advisor can help you make adjustments and stay on track to 
help you achieve your most important goals. 

5 Things You Can Do Right Now 

How Much Risk are You Comfortable Taking? 

How much risk is too much?   

You can answer a few simple questions and find out how comfortable 
you really are.   

Contact one of our financial advisors  in your area to find out more 



 
Securities offered through Securities America, Inc. MEMBER FINRA/SIPC.  Advisory Services offered 
through Arbor Point Advisors.  Commonwealth Financial Services,  Arbor Point Advisors, and Securities 
America are separate entities. 

Past performance does not predict future results.  Future returns could be better or worse than what is 
shown.  You should consider your ability to handle the volatility of specific investments before making any  
decisions.   

This is not a  solicitation for any specific security.  

Returns shown are for illustrative purposes only.  Data  is from sources believed to be reliable.  An investment cannot be made directly in an index like the S&P 500.  The 
S&P 500 is an unmanaged market weighted index generally considered representative of the stock market in general.   Returns shown do not reflect potential trading 
costs or tax costs. 

Investing in stocks involves a certain amount of risk, including a decrease in your account values.  Please consider your time frame and level of comfort with 
fluctuations in value before making any investment decisions.  

The risk assessment questionnaire and data is provided by Riskalyze, a vendor used by Commonwealth advisors. 

For more information,  including our disclosure brochure and customer relationship summary, please visit us on the web at www.cfswv.com 

End Notes: 

1. 2021 Natixis Global Survey of Individual Investors: https://www.im.natixis.com/us/research/2021-natixis-global-survey-of-individual-investors 

2. The graph represents rolling 10 –year returns of the S&P 500 Total Return  Index at each calendar quarter.  Please note an investment cannot be made directly in 
an index.  Returns do not reflect the impact of management fees or trading costs.   

3. The PE Ratio is computed using data from Robert Shiller’s CAPE 10 dataset.  It divides the price at the end of the calendar quarter by the earnings at that quarter.   

4. These charts represent the distribution of future 5 and 10 year returns from  the beginning of various 
calendar quarters based on the PE Ratio at the time.  
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Why Commonwealth? 
Experience—We have 8 advisors with over 134 years of 
experience helping clients pursue their goals.  Out team  has 
helped people just like you navigate through some of the best 
and worst investment conditions. 

Client Focused—Our focus is to put our clients first.  You won’t 
hear a sales pitch.  You won’t be pressured into buying a financial 
product.  You will get a clear assessment of your situation with 
recommendations to help you pursue a better outcome. 

A More Active Approach—We understand how bear markets 
impact our clients.  So we try to take a more active approach.  At 
times, managing risk can be as simple as rebalancing your 
account.  Other times it may require an adjustment to your overall 
allocation.  And there are times when being even more active can 
help reduce the impact of those bear markets.  

If you would like to discuss your situation with one of our 
financial advisors, visit our website, or call today. 


