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2025 saw healthy returns for most risky 
assets, with the S&P 500 index up 18% 
in 2025 after 2024’s 25% and 2023’s 
26% returns. With this strong 3-year rally 
in stocks, valuation is now well above 
historical averages, suggesting muted 
future stock returns. While off historically 
high levels, elevated corporate profit 
margins remain a potential headwind  
for future stock market returns. 

However, with cash yielding over 3.5%  
and the 10-year Treasury trading above our 
long-term estimate, cash and bonds are 
positioned to provide meaningful returns  
to portfolios.

In total, the 2026 update of our long-term 
outlook calls for similar returns across  
most asset classes relative to 2025. Due to 
higher cash and bond yields, this outlook is 
above the previous decades’ call for muted 
returns. However, expected lower economic 
growth rates due to aging demographics 
and a slow-growing labor force still pose 
headwinds to future returns. 

ISG’s projections suggest reasonable  
return assumptions are around 7.3% for an 
all-equity portfolio and 6.5% for a balanced 
60% stock/40% bond portfolio.

CASH
The Federal Reserve has begun lowering 
short-term interest rates as inflation moves 
closer to its 2.0% target, with short-term rates 
now below 4%. In the longer run (beyond 
2028), the Federal Reserve projects short-
term interest rates to be between 2.8% and 
3.5%, after peaking above 5.0% in 2023 and 
falling to 3.75% in 2025. Given this level of 
short-term interest rates, our projected return 
on cash equivalents stands at 3.2%.

BONDS
We project the 10-year Treasury note to yield 
4.0% in the longer run. This is consistent with 
the Federal Reserve and the Congressional 
Budget Office’s projections of about 2.0% 
economic growth and 2.0% inflation over  
the long run.

Investment-grade corporate bonds should 
see yields average about 1.0% higher than 
the equivalent Treasury bond, while high-
yield bonds should see yields about 2.5% 
higher than the equivalent Treasury. This 
is consistent with bond yields over the last 
several economic cycles. 

The 10-year Treasury note is trading roughly 
in line with our 4.0% long-term estimate at 
about 4.2%, while investment-grade and 
non-investment-grade bonds end 2025 
at yields of 4.8% and 7.1%, respectively. 
Given that corporate bonds are currently 
pricing in a low probability of default with 
tight spreads to Treasuries, this supports 
long-run estimates of investment-grade 
corporate bond yields of 5.25% and non-
investment-grade bond yields of 6.50%. In 
aggregate, we would expect a portfolio of 
Treasuries and investment-grade corporate 
bonds to deliver returns of about 5.0%, 
consistent with the returns assumed above.

U.S. STOCKS AND REAL ESTATE
We anticipate that U.S. large-cap stocks and 
U.S. REITs will deliver returns of 7.0%. This 
is consistent with lower potential economic 
growth, valuations at the high end of historical 
averages, and elevated profit margins. Small-
cap stocks are projected to have 8.5% returns. 
These returns are consistent with a 4.0% 10-
year Treasury and a 4.5% equity risk premium, 
and a better valuation relative to large caps.

This report establishes our long-term return assumptions across major asset 
classes and includes representative model portfolios.



INTERNATIONAL STOCKS
For developed world stocks, demographics and  
potential economic growth are less favorable than in  
the U.S. However, the valuation is more favorable, and 
we anticipate stock market returns of 8.0% for developed 
international stocks. We see more favorable long-term 
economic growth and valuation conditions in emerging 
markets and expect returns of 8.5%. 

COMMODITIES
We expect returns of 5.0%, consistent with historical 
returns over the last 20 years. However, there has been 
a lack of investment in commodities over the last decade, 
especially for base metals, while the transition to clean 
energy requires significant amounts of base metals. This 
implies a potential upside to our 5.0% estimate.

ALTERNATIVES
Alternatives offer the potential to enhance returns while 
mitigating portfolio volatility. However, we see a wide 
range of potential returns, income, and diversification 
attributes for alternatives.

Alternative investments include private equity, hedge funds, 
real assets (including energy and commodity investments), 
commercial real estate, and private credit. This broad range 
of potential investments, coupled with many managers and 
investment styles, implies that a wide variation of returns is 
possible for alternatives.

For our representative returns and recommended 
allocations, we include a broad alternatives class and break 
out private equity and debt as standalone asset classes. 

We assume that broad alternatives (including relative value, 
equity hedge, event-driven, global macro, and multi-strategy) 
provide returns of about 5.0%, acknowledging a wide range 
of potential returns. This is consistent with alternative returns 
over the last 10 years and the future expected returns from 
stocks and bonds.

Private equity and private debt have been top-performing 
asset classes over the last decade. Consequently, they 
are receiving significant investor attention, with individual 
investors getting better access to the space. We assume 
private equity and debt will provide returns of 9.0% and 
6.75%, respectively. This is consistent with our return 
assumptions for public markets plus a premium for 
potential illiquidity risk.

IMPORTANCE OF CORRELATION
Correlation measures how closely the price movement of 
two assets is related. A correlation of 1 means both assets 
move up or down by the same percentage. A correlation 
of -1 means they move opposite one another, while a 
correlation of 0 means there is no relationship between 
their price movement. 

Correlation is the key attribute for portfolio diversification. 
Ideally, a well-diversified portfolio combines assets that are 
not highly correlated to each other, so portfolio volatility 
gets dampened. 

The table below lists representative correlations among the 
various major asset classes.
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Asset Class 1 2 3 4 5 6 7 8 9 10 11 12

1. �Large Cap Stocks 1.00

2. �Small Cap Stocks 0.89 1.00

3. �Developed International 
Stocks 0.82 0.77 1.00

4. Emerging Market Stocks 0.71 0.67 0.80 1.00

5. Investment-Grade Bonds 0.32 0.28 0.32 0.29 1.00

6. High-Yield Bonds 0.68 0.68 0.66 0.63 0.53 1.00

7. ��Cash Equivalents  
(US Treasuries) (0.01) (0.04) 0.00 0.00 0.19 0.00 1.00

8. Real Estate 0.55 0.55 0.48 0.42 0.27 0.47 0.03 1.00

9. Hedge Funds 0.71 0.70 0.69 0.67 0.29 0.63 0.02 0.42 1.00

10. Commodities 0.33 0.34 0.41 0.42 0.07 0.37 0.00 0.24 0.41 1.00

11. Private Equity 0.76 0.74 0.68 0.64 0.21 0.57 (0.04) 0.48 0.64 0.31 1.00

12. Private Debt 0.58 0.58 0.57 0.54 0.22 0.68 (0.04) 0.41 0.61 0.38 0.63 1.00

Source: Janney ISG, Horizon Actuarial Services, Morningstar       

Figure 1



OBSERVATIONS FROM CORRELATION MATRIX
1. � �Large-cap stocks have their highest correlation with other 

stocks (0.89-0.71), private equity (0.76), hedge funds (0.71), 
high-yield bonds (0.68), and, then, private debt (0.58).

2. �Investment-grade bonds have their highest correlation 
with high-yield bonds (0.53), real estate (0.27), hedge 
funds (0.29), private equity (0.21), and private debt (0.22).

3. �High-yield bonds have their highest correlation with 
private debt (0.68) and stocks (0.68-0.63).

4. �Real Estate has its highest correlation with stocks (0.55-
0.42), high-yield bonds (0.47), private equity (0.48), hedge 
funds (0.42), and private debt (0.41).

5. �Hedge funds have their highest correlation with stocks 
(0.71-0.67), high-yield bonds (0.63), private equity (0.64), 
private debt (0.61), and commodities (0.41).

6. �Commodities have their highest correlation with 
international (0.41) and emerging-market stocks (0.42).

7. �Private equity has its highest correlation with stocks 
(0.76-0.64), hedge funds (0.64), private debt (0.63), high-
yield bonds (0.57), and real estate (0.48).

8. �Private debt has its highest correlation with high-yield 
bonds (0.68), private equity (0.63), hedge funds (0.61), 
stocks (0.58-0.54), and real estate (0.41).

9. �It’s important to note that these correlations change  
or drift over time.

REPRESENTATIVE PORTFOLIOS
Figure 2 summarizes our long-term capital market 
assumptions and includes representative weightings  
and returns for equity-growth-to-income portfolios.

COMPARISON OF JANNEY TO  
CONSENSUS ESTIMATES
Our LTCM assumptions are submitted to Horizon  
Actuarial Services, which compiles consensus estimates 
from many investment firms (41 firms participated in 2025). 
While significant variation exists among the estimates 
that comprise the consensus, Janney’s estimates have 
generally been consistent with the consensus. 
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Asset Class Expected 
Return (%)

Equity Growth 
Portfolio 

Weights (%)

Diversified 
Growth 

Portfolio (%)

60/40  
Balanced 

Portfolio (%)

40/60  
Balanced 

Portfolio (%)

Diversified 
Income 

Portfolio (%)

Income 
Portfolio 

Weights (%)

Large-Cap Stocks 7.0 50 40 30 20 10 0

Small/Mid-Cap Stocks 8.5 10 8 6 4 2 0

Developed International Stocks 8.0 14 11 8 6 3 0

Emerging Market Stocks 8.5 5 4 3 2 1 0

Private Equity* 9.0 7 6 4 3 1 0

Real Estate 7.0 5 4 3 2 1 0

Investment-Grade Bonds 5.25 0 18 35 53 70 88

Private Debt* 6.75 0 2 4 6 8 10

Hedge Funds 5.0 3 2 2 1 1 0

Commodities 5.0 4 3 2 2 1 0

Cash Equivalents (US Treasuries) 3.2 2 2 2 2 2 2

Expected Portfolio Return - 7.3 6.9 6.5 6.1 5.7 5.4

Source: Janney ISG, Horizon Actuarial Services, Morningstar
*Private equity and debt weightings are assumptions with actual values determined by portfolio liquidity needs.

Figure 2



Figure 3 shows the consensus estimates for the 2025 
survey and illustrates the significant variation across the 
major asset classes.

Figure 4 compares Janney’s estimates with the consensus 
and the 10-year historical returns for the major asset classes. 

Figure 4 also indicates Janney projections and consensus 
estimates for a blended equity growth and a balanced stock-
bond (60/40) portfolio. These projections suggest reasonable 
return assumptions are around 7.3% for an all-equity portfolio 
and 6.5% for a balanced 60% stock/40% bond portfolio.

Figure 4

Asset Class Janney’s 
Projection

Consensus 
Expected 
Return*

10-Year 
Historical 

Return
Comments

Large-Cap Stocks 7.0% 6.5% 14.6% 10% average annual return since 1926. Lower projected returns are consistent with lower potential economic growth, 
relatively full current valuations, and elevated profit margins.

Small-Cap Stocks 8.5% 7.0% 9.1% 12% average annual return since 1926. Over the very long term, small-cap stocks have been rewarded with higher 
returns as compensation for the higher volatility associated with owning them.

Private Equity 9.0% 9.3% 14% We assume lower future returns for private equity, given significant fund flows into the asset class, which increases 
competition for assets and could result in lower returns.

Investment-Grade 
Bonds 5.25% 5.0% 2.0% 6.0% average annual return since 1926. We anticipate corporate bonds to see yields average about 1.0% higher than 

the equivalent Treasury bond, consistent with yields over the last several economic cycles.

High-Yield Bonds 6.5% 6.0% 6.1% We anticipate high-yield bonds to see yields average about 2.5% higher than the equivalent Treasury bond, consistent 
with yields over the last several economic cycles.

Private Debt 6.75% 8.0% 8.0% We assume lower future returns for private debt, given significant fund flows into the asset class, which increases 
competition for assets and could result in lower returns.

Cash 3.2% 3.5% 2.1%
3.4% average annual return since 1926. Consistent with the Federal Reserve longer-run projections for short-term 
interest rates of between 2.8% and 3.5%. This return level is low by historical standards to reflect the lower level of 
potential economic growth.

Equity Growth 7.3% 6.7% - Includes U.S. Large-Cap (50%) and Mid-Small Cap (10%), U.S. REITs (5%), International Developed (14%), Emerging 
Markets (5%), Private Equity (7%), Hedge Funds (3%), Commodities (4%), and assumes 2% cash position.

Balanced 60% Equity– 
40% Fixed Income 6.5% 6.1% - 

Includes U.S. Large-Cap (30%) and Mid-Small Cap (6%), U.S. REITs (3%), International Developed (8%), Emerging 
Markets (3%), Private Equity (4%), Hedge Funds (2%), Commodities (2%), U.S. Bonds (35%), Private Debt (4%), and 
assumes 2% cash position.

Source: Janney ISG, Horizon Actuarial Services, Morningstar       
*Consensus as of midyear 2025.
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Figure 3



Disclaimer

This report is provided for informational and educational purposes only and shall in no event be construed as an offer to sell or a solicitation of an offer to 
buy any securities or a recommendation for any strategy or to buy, sell, or hold any product. Opinions expressed are subject to change without notice and 
do not take into account the particular investment objectives, financial situation, or needs of individual investors. 

Employees of Janney Montgomery Scott LLC or its affiliates may, at times, release written or oral commentary, technical analysis, or trading strategies 
that differ from the opinions expressed here. The information described herein is taken from sources which we believe to be reliable, but the accuracy 
and completeness of such information is not guaranteed by us. The opinions expressed herein may be given only such weight as opinions warrant. This 
Firm, its officers, directors, employees, or members of their families may have positions in the securities mentioned and may make purchases or sales of 
such securities from time to time in the open market or otherwise and may sell to or buy from customers such securities on a principal basis. This report is 
the intellectual property of Janney Montgomery Scott LLC (Janney) and may not be reproduced, distributed, or published by any person for any purpose 
without Janney’s prior written consent. 

This presentation has been prepared by Janney Investment Strategy Group (ISG) and is to be used for informational purposes only. In no event should 
it be construed as a solicitation or offer to purchase or sell a security. Past performance is no guarantee of future performance and future returns are 
not guaranteed. There are risks associated with investing in stocks such as a loss of original capital or a decrease in the value of your investment. For 
additional information or questions, please consult with your Financial Advisor.
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