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The days of easy returns are over. A sharp scaling back of 
fiscal and monetary stimulus, sticky inflation and high initial 
valuations for both bonds and stocks mean investors will have 
to work much harder to secure attractive real returns over the 
coming decade. The options are riskier. Investors will need to 
diversify beyond the traditional bond/equity portfolio, em-
brace secular trends like the rise of artificial intelligence (AI), 
capitalise on stronger growth in emerging markets and exploit 
currency fluctuations to maximise returns.

Encouragingly, the macroeconomic outlook is moderately 
positive. We forecast global GDP growth to average 3% per 
year over the next decade, broadly in line with the past 10 years 
but still 1 percentage point below pre-2008 crisis levels. Infla-
tion will remain elevated and volatile for much of our forecast 
period, but will ultimately converge towards central banks’ 
targets. 

The boost from adopting and deploying AI should prove 
material, contributing some 0.3 percentage points to growth 
each year on average over the next decade. Already, AI-related 
capital expenditure in the US is running at around 3–5% of 
GDP, roughly half the level seen during the railway boom of 
the late 1800s. 

The next frontiers in AI – artificial general intelligence (AGI) 
and humanoid robots – will probably be reached in the next 10 
to 15 years. But the AI story could yet be derailed. A political 
backlash could emerge, fuelled by fears of rising inequality, 
job displacement, higher energy bills and, potentially, the 
crossing of social or ethical red lines. That could lead to calls 
for higher taxation, tighter regulation or some form of nation-
alisation of AI champions. In fact, if left unchecked, the AI 
boom could threaten democracy and free-market capitalism. 

Because of these concerns, we envisage a controlled, grad-
ual adoption of AI – one that limits job displacement and re-
distributes AI windfalls through higher taxes on wealth, capi-
tal gains and excess profits. 

The uplift from AI will be partly offset by the grim reality 
of public finances and the reduced firepower of central banks 
across most major economies. With policy stimulus in short 

Overview

Adopting and deploying  
AI should contribute

to growth each year on average  
over the next decade. 
Source: Pictet Asset Management

c0.3 percentage	points
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Figure 1
Asset class returns, 10-year forecast
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supply, growth, inflation and monetary cycles are likely to 
converge worldwide. According to our economic projections, 
the sick men of the world economy – Europe, Japan and Latin 
America – will recover somewhat, while the US, though resil-
ient, will grow less than in the previous decade. Meanwhile, 
China and India will account for more than half of the world’s 
GDP growth. 

For investors, this economic backdrop is moderately posi-
tive – it augurs well for corporate earnings and equities in par-
ticular. But returns are also influenced by initial valuations, 
and these aren’t favourable for most asset classes. Decades of 
fiscal largesse accommodated by low real rates and boosted by 
a rise in private savings have generated a liquidity boom, com-
pressing risk premia significantly. While we expect risk premia 
to remain below historical norms, we see limited scope for 
further compression, reducing the potential for future out-
sized market rallies. 

We forecast most asset classes to deliver positive – but un-
spectacular – annual returns in the range of 4–7%. These will 
look even more modest when adjusted for average global in-
flation of 2.7% per year.

In equities, potential returns will be capped by already 
stretched valuations and corporate margins. Global bond mar-
kets have regained their footing after a brutal secular bear 
market in the early 2020s, and nominal returns look set to 
track their long-term average of around 4% per year. However, 
much of that will be absorbed by inflation. It will be a similar 
picture for commodities and hedge funds, with returns likely 
to fall in the range of 4–6%.

These uniformly modest returns will be a challenge. Global 
multi-asset investors will need to diversify extensively, make 
tactical allocations and seek exposure to superior growth 
themes to achieve an acceptable rate of return. Our analysis, 
based on historical correlations and forecast returns, suggests 
investors should trim global equity exposure, focus on US 
Treasury Inflation-Protected Securities (TIPS), credit and 
emerging market debt within fixed income, and keep a signif-
icant share of their portfolios in alternative asset classes such 

Global multi-asset investors will need  
to diversify extensively, make  

tactical allocations and seek exposure  
to superior growth themes  

to achieve an acceptable rate of return.
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as hedge funds, gold and selected private assets. Within equi-
ties, we see potential in sectors and regions with strong secu-
lar tailwinds, such as tech, industrials, emerging Asia, the 
euro zone and mid-caps.

The greatest upside surprise would be a sharper-than- 
expected AI productivity surge, strong inflows from retail in-
vestors as part of a new “cult of equity” era and a significant 
decline in energy costs due to the rapid adoption of new green 
technologies and advances in nuclear power.

On the downside, leaving aside the unpredictable variable 
of geopolitical upheaval, the greatest threat comes from the 
emergence of a left-wing business-unfriendly version of eco-
nomic populism, which is already gaining traction in several 

countries. With inequality reaching new highs and the spread-
ing fears of an AI-related job apocalypse, politicians may yield 
to calls for tighter regulation, redistribution of wealth and 
capital-based taxation.    

We see potential in sectors and regions  
with strong secular tailwinds,  

such as tech, industrials, emerging Asia,  
the euro zone and mid-caps.
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Themes in motion 

Trends identified in previous editions  
of the Secular Outlook gain momentum
We highlight the themes identi-

fied in previous Secular Outlooks 	
to assess how they are evolving in 
practice. We find that these forces 
are not only persisting but gaining 
momentum across markets and 
sectors, reinforcing their relevance 
for investors.

1.	 Geopolitical fragmentation
A new, multipolar financial order 

is emerging – one that is less reliant 
on the US and the US dollar. In this 
world, investors should expect a di-
minished role for the dollar and US 
Treasuries, whose appeal as risk-free 
assets will fade.  

Changes will also occur in the 
plumbing of global finance. The US 
had until recently a near-unassailable 
monopoly in international payments 
but now faces intense competition 
from China, whose own payments 
system is currently processing some 
5% of global cross-border transactions 
and growing at an annual rate of 20%.

At the same time, the world is em-
bracing “stick-holder” capitalism, 
which prioritises domestic security 
over efficiency, leading to the duplica-
tion of supply chains and to more 
debt-financed public spending on de-
fence, IT and energy. All this suggests 
a recovery in manufacturing, with 
growth likely to track GDP. It also im-
plies that investors should reduce 
their US exposure in favour of Europe 
and Asia, while retaining sizeable in-
vestments in gold and industrial met-
als.

2.	 Tech supremacy
We expect technology stocks to  

account for an even greater share of 
global equity indices, rising from 
some 40% currently to above 50%.  
Yet the future winners, following the 
surge in the share prices of AI ena-
blers and hyperscalers, will be those 
companies that reap rewards from 
the adoption of AI. First-mover ad-
vantage, after all, has a mixed record 
in the tech industry. 

3.	 Longevity
The ageing of the world popula-

tion is accelerating at a much faster 
pace than assumed just a few years 
ago, largely due to collapsing birth 
rates. Over the past two decades, the 
world’s median age has risen by 20% 
to 32 years, fertility rates have fallen 
by 15% and life expectancy has in-
creased by 9%. This should create  
investment opportunities in sectors 
such as healthcare, robotics, property 
and infrastructure. 

4.	 Energy upheaval
The green transition is well under-

way, supported by subsidies and tech-
nological advances that have reduced 
the unit cost of renewable energy. 
Over the past 10 years, renewable en-
ergy costs have halved on a levelised 
cost basis (LCOE), while the cost of 
fossil fuels has edged higher. Renewa-
bles are gaining market share even in 
the US, where a record 17% of last 
year’s electricity generation came 
from wind and solar. We believe this 
trend will accelerate in the next dec-
ade, benefiting industrial and utilities 
stocks as well as net energy importing 
regions like Europe.

5.	 Inequality
A sustained rise in public debt has 

coincided with a significant increase 
in private wealth. As this represents a 
massive transfer of wealth from the 
public to the private sector, inequality 
has grown. Testifying to this, wages as 
a share of US equity market capitali-
sation are at a record low. To buy the 
average US stock, a US employee 
needs to work five times longer than 
in the 1990s. The post-pandemic in-
flationary boom has benefited com-
panies at the expense of workers. 
Since the end of the pandemic, real 
corporate profits are up 50%, while 
the proportion of economic output 
paid out as wages has fallen to a re-
cord low. While such inequality is not 
sustainable in the very long term, we 
expect it will persist through the next 
decade. Governments still have some 
room to delay difficult decisions. 
Meanwhile, companies will continue 
to enjoy margins close to record highs 
thanks to moderate labour costs and 
dominant market positions. For in-
vestors, this means emphasising equi-
ties over bonds and holding gold. 
Currencies of countries with solid 
public finances, political stability and 
higher domestic savings, such as the 
Swiss franc, should appreciate. 
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our view 

Global growth will be in line with the 
previous 10 years, with regional dispersion: 
slowing in the US and China, while acce-
lerating in Europe due to significant fiscal 
expansion.

Inflation will settle close to central bank 
targets, but higher volatility means higher 
inflation premia.

AI progress is accelerating and transforma-
tive, leading to an annual 0.3% productivity 
boost and service price disinflation.

Tail risks include economic populism and 
fiscal dominance, which could lead to 
central banks losing credibility and public 
debt surging.



9

	Secular trends 
	 07	 Rebalancing the global economy

	 17	 The structural sources of 
		  asset classes’ total return

	 27	 Emerging market equities:
		  reversal of fortune?

	 42	 The hunt for a risk-free asset: 
		  a synthetic solution
	
	10-year asset class  
	return projections 

	 51	 A new diversified portfolio  
		  for a new age
	 54	 Equities: held back by thinner 
		  profit margins, high valuations
	 57	 Bonds: attractive valuations 
		  eclipse debt and inflation risks
	 59	 Currencies: a descent for the dollar
	 62	 Alternatives: opportunities 
		  in real estate and hedge funds
	 67	 Appendix

Figure 2
Steady growth

Real GDP growth forecast,  
% annual average over 10 years
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Source: Pictet Asset Management.  
Forecasts covering period 01.01.2026-31.12.2035.

Rebalancing will be a feature of the global economy 
over the next 10 years, presenting both opportunities 
and risks for investors. AI is set to reshape the jobs mar-
ket and lift productivity, trade flows are likely to change 
power dynamics across the globe and, within individual 
countries, a new balance may be found between fiscal 
and monetary policy. 

The risks facing the economy are difficult to ignore: 
an ageing and less geographically mobile population, 
limited room for fiscal stimulus, and governments’ 
growing protectionist impulses worldwide. But, in our 
view, the outlook for the world economy remains rela-
tively positive: we forecast global GDP growth roughly in 
line with the previous decade, at around 3% per year on 
average in volume terms.1

Resilience

Recent history gives us grounds for optimism. One of 
the positive surprises of the past five to 10 years has 
been the economy’s remarkable resilience in the face of 
frequent, significant shocks, including the Covid-19  

Luca Paolini
Chief Strategist

	 1	 Long-term economic growth forecast via a produc-
tion function based on total factor productivity, 
the single most important driver of rising living 
standards over time, and on the increase in capi-
tal and labour, with the latter being proxied by 
population growth
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pandemic, the inflation surge that followed, Russia’s in-
vasion of Ukraine, US tariff hikes and, this year, the big-
gest-ever disruption to global oil supply.

In our view, this underlying strength stems from sev-
en factors, all of which we expect to persist over the me-
dium term:
1.	 AI boom: The world is witnessing perhaps the 

strongest capital expenditure cycle in history, funded 
by deep-pocketed tech companies racing for 
first-mover advantage in a transformative technology.

2.	 Wealth creation: A surge in wealth has left consum-
ers less vulnerable to rising rates and inflation.

3.	 Post-pandemic innovation boom: The pandemic 
highlighted the efficiency and adaptability of current 
economic models, reinforcing entrepreneurship and 
value creation.

4.	 “Everlasting policy stimulus” mindset: While not 
sustainable, frequent government bailouts have re-
duced investors’ fears of tail risks – or unexpected, 
outlier developments – encouraging greater risk-tak-
ing.

5.	 Structural reforms: Europe is pushing ahead with 
economic integration, Japan has defeated structural 
deflation and some emerging market (EM) countries 
have adopted more pro-growth agendas (Argentina 
being the poster child).

6.	 Resilient global trade: While globalisation has 
peaked, the emergence of strong regional trading 
blocs will continue to boost trade. The tariff shock 
was real: the US effective tariff rate is now 13.5% ver-
sus 2.5% in 2024. But, largely thanks to a lack of retali-
ation (the worldwide effective tariffs on US imports 
are still only 3.5% and ex-US tariffs have been cut), 
trade has been reoriented rather than destroyed. 
Trade volumes rose by 5.1% in 2025, driven by services 
and digital sectors, and the International Monetary 
Fund (IMF) forecasts a further 2.8% increase this 
year. 

7.	 Lower leverage: The private sector has learned from 
the global financial crisis. Leverage is very low by his-
torical standards, which could serve as a buffer in the 
event of economic stress.

AI transformation

Of these factors, we believe that AI is a truly trans-
formative force for the global economy, set to shift the 
balance in the jobs market, productivity and inflation. In 
2025, global private investment in AI more than doubled 
to USD 344.7 billion. 
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Generative AI is gaining traction faster than the per-
sonal computer or the internet ever did. We expect the 
rapid adoption of AI among companies and consumers 
to translate into roughly a 0.3% annual boost to total 
factor productivity growth, adding around 3% to devel-
oped world GDP over 10 years.

Productivity gains from AI are greatest in structured, 
measurable work tasks where outputs are easy to moni-
tor. Studies report gains of 14–15% in customer support, 
26% in software development and 50% in marketing out-
put.2

We believe the impact of AI on economies will be 
proportional to their service share of total employment, 
which gives developed countries with advanced service 
industries a clear advantage over their emerging market 
rivals. A quarter of service sector jobs may be displaced 
but, in our view, this is unlikely to lead to a material in-
crease in unemployment or a decline in working hours. 
We expect jobs to be replaced by new ones with limited 
net effects, repeating the experience of past technologi-
cal breakthroughs. 

Inflation offset

AI’s disinflationary impact will also probably be most 
felt in service industries, largely through greater compe-
tition in the jobs market. As a result, the gap between 
services and goods inflation should narrow to multi- 
decade lows in most developed countries, and overall  
inflation rates should largely return to pre-pandemic 
levels in the next 10 years. 

Figure 3
AI boom

Global private investment in AI,  
2013-2025, USD billion
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	 2	 AI Index Report 2026



12

	Secular trends 
	 07	 Rebalancing the global economy

	 17	 The structural sources of 
		  asset classes’ total return

	 27	 Emerging market equities:
		  reversal of fortune?

	 42	 The hunt for a risk-free asset: 
		  a synthetic solution
	
	10-year asset class  
	return projections 

	 51	 A new diversified portfolio  
		  for a new age
	 54	 Equities: held back by thinner 
		  profit margins, high valuations
	 57	 Bonds: attractive valuations 
		  eclipse debt and inflation risks
	 59	 Currencies: a descent for the dollar
	 62	 Alternatives: opportunities 
		  in real estate and hedge funds
	 67	 Appendix

However, we do not expect inflation to decline be-
yond that, as downward price pressures from AI are like-
ly to be partly offset by the inflationary effects of rising 
trade protectionism, ageing populations and some “pas-
sive” fiscal tightening. 

Our basic assumption is that while prices will be 
more volatile and cyclical, most central banks will meet 
their existing inflation targets.

The major exception will be the US, where our fore-
cast of an average annual inflation rate of 2.5% over the 
next decade implies that the US Federal Reserve will 
have missed its 2% target for 15 years. That is the longest 
losing streak of any major central bank. Some impact on 
financial markets will be inevitable, but we expect it to 
be limited as our forecast is not far off current implied 
inflation in fixed income markets. 

Slower speed for US

Our favoured way to gauge the outlook for world 
growth is to compare trend growth with trend inflation – 
the “cruise speed” of economies. Over the very long run, 
in developed economies at least, this ratio has fluctuated 
around parity, and we expect it to remain there for the 

Figure 4
Prices rising

CPI inflation forecast,  
% annual average over 2026-2035
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next 10 years. However, some countries should fare bet-
ter than others, shifting the balance of power from the 
previous decade. 

Overall, Switzerland and emerging Asia score the best 
in our forecasts. 

In contrast, the US ranks below average, suggesting 
its growth potential may be overestimated. This largely 
reflects how, since the financial crisis of 2008, the US 
economy has been propped up by an unsustainable rise 
in government borrowing: US sovereign debt has dou-
bled to 100% of GDP since 2009. While we do not think 
the US is heading towards financial Armageddon, we be-
lieve some kind of fiscal discipline will be forced upon 
its government – either domestically via higher inflation 
and rates, or externally via a notable increase in risk 
premia demanded by foreign lenders. This would put a 
significant constraint on US growth over the next dec-
ade.

China, too, has witnessed the doubling of public debt 
in recent years, compounded by a decline in its working 
population. We now estimate its trend growth at 3.7–4%, 
which is less than half the pace it achieved in the previ-
ous half-century. Nonetheless, massive investment in 
R&D, green tech and digital infrastructure should help 
China continue to move up the value chain, consolidat-
ing its leadership in advanced industries such as electric 
vehicles, batteries, renewable energy, 5G, high-speed rail, 
commercial drones and biotech.

In effect, China has become “the factory to the facto-
ries” and its geopolitical clout is set to increase at the ex-
pense of an increasingly insular US. The reward will be a 
much larger role for the renminbi in the global monetary 
system. Given our growth forecasts and the expected real 
appreciation of the renminbi, we estimate that China’s 
nominal GDP gap with the US could narrow to almost 
zero by 2036 in dollar terms.
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Europe’s potential

	 3	 https://www.imf.org/en/news/articles/2024/12/15/
sp121624-europes-choice-policies-for-growth-
and-resilience

	 4	 https://am.pictet.com/ch/en/institutions/invest-
ment-research/european-equity-and-private-as-
set-markets

From Europe, we expect a 	
positive growth surprise. Despite 
mounting geopolitical and eco-
nomic challenges (trade conflict 
with the US, industrial hollow-out 	
due to Chinese competition and 
military threat from Russia), the 
potential for self-help is immense. 
Europe can:

Streamline intra-regional trade
While direct tariffs do not exist 

within the EU, non-tariff regulatory 
frictions act as hidden barriers, equiv-
alent to a levy of some 44% on goods 
and 110% on services for internal 
trade.3 These high costs stem from 
fragmented national regulations, 
which reduce competitiveness and 
crimp growth.

Encourage retail investment in 
equities
Only 10–15% of euro area house-

holds hold equities versus 55% in the 
US. A mobilisation of savings towards 
riskier investment would spur eco-
nomic growth and could be achieved 
with fiscal incentives, e.g. de-taxation 
of capital gains on EU equities. 

Deepen financial integration
A fully operational capital markets 

union has been in the works for over 
a decade but is yet to materialise. 
There is still no euro zone-wide de-
posit insurance scheme, while joint 
bond issuance is limited in size and 
scope. At approximately EUR 700 bil-
lion, joint EU bonds issued by the  
European Commission account for 
only about 5% of the region’s sover-
eign debt market. We think that the 
EU will slowly but surely progress  
towards greater integration over the 
next decade.

Boost fiscal spending
Europe has already moved away 

from the dogma of fiscal rectitude, 
with Germany announcing a de facto 
suspension of the debt brake, opening 
the door to potentially unlimited and 
debt-financed investment in infra-
structure and military equipment. 
Our economists estimate that euro 
area GDP could get a 4% boost over 
the next 10 years from the combined 
impact of Germany’s investment 
plans, a step‑up in defence spending 
to 4.5% of GDP by 2029, remaining in-
vestments under the NextGenera-
tionEU (NGEU) scheme and EU par-
ticipation in Ukraine’s post-war 
reconstruction.4

The risk is that another existential 
crisis may be needed to trigger the 
necessary changes. We remain opti-
mistic over the long run, but the jour-
ney will not be smooth.

To read more about European 	
reform, please see our paper: 	
Europe's economic comeback, 	
published in 2025 on am.pictet. 

https://am.pictet.com/ch/en/institutions/investment-research/european-equity-and-private-asset-markets
https://am.pictet.com/ch/en/institutions/investment-research/european-equity-and-private-asset-markets
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Main risks to our outlook

Long-term economic expansion depends critically on 
a market and regulatory environment that is both relia-
ble and pro-growth, so the rise of economic populism is 
a key concern. With inequality extremely high and voters 
fretting about the cost of living crisis, a shift to more left- 
wing, anti-business politics cannot be ruled out.

Then there is the risk of the AI boom turning to bust: 
a regulatory backlash, higher energy costs or ethical con-
cerns could slow down investment, or companies could 
simply overinvest and go out of business.

However, the biggest risk for us is the emergence of 
fiscal dominance. Governments unable to rein in spend-
ing to please an angry electorate may be tempted to 
force central banks to accommodate higher fiscal deficits 
via unsustainable lower interest rates.

The risk is higher in the US, where the fiscal maths 
looks particularly challenging and President Donald 
Trump has already openly asked the Fed to cut rates to 
1%. A shift to fiscal dominance would take US inflation 
from our baseline of 2.5% up to 4%, even allowing for 
some modest additional fiscal easing.

Figure 5
Battle for dominance

US inflation and Fed fund rates required to achieve  
fiscal stability and monetary  

objectives under selected scenarios

Fed funds rate based 
on Taylor Rule
Debt stabilisation line 
(fiscal dominance)
Fed long-run rate
Debt stabilisation line 
(monetary dominance)
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More plausibly, a new equilibrium will emerge over 
the next decade: interest rates a bit lower than indicated 
by the Taylor Rule, slightly above-target inflation and 
some modest, passive fiscal tightening. Debt-to-GDP ra-
tios will continue rising but at a slower pace. The major 
risk for investors will be the de-anchoring of long-term 
inflation expectations, rather than the bursting of an AI 
bubble.
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our view 

Certain structural factors have a strong  
influence on asset class returns over  
periods of 10 years or more. Our regression 
analysis shows that stocks’ initial valua-
tions, the ratio of GDP growth to inflation, 
and the gap between bond yields and  
nominal GDP account for more than 80% 
of the 10-year return on US equities. 

Government bonds, meanwhile, can
reasonably be expected to generate a  
return that is largely in line with the  
security’s initial yield. Still, the actual  
return can differ from the initial yield  
for a number of reasons: the income  
originating from reinvested coupons  
and the gains or losses arising from  
the regular rebalancing of bond indices  
can both affect the final return. 

Inflation is among the economic variables 
that have the strongest influence on cur-
rencies. But its impact is often misunder-
stood: higher inflation does not always 
signal currency depreciation.
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This year, we are extending our secular forecasting 
horizon from five to 10 years – with the aim of reducing 
the impact of cyclical factors on our estimates. 

In this chapter, we focus on what drives returns over 
long investment horizons. Specifically:

	• we analyse the performance of all the major asset 
classes across different time horizons;

	• we illustrate how the drivers of performance change 
with the investment horizon;

	• we find that, as a general rule, for investment hori-
zons of 10 years or longer, the main factors determin-
ing performance are initial valuations and mean/
trend reversion. 

Looking at US equity returns over the past 75 years,  
a clear picture emerges. With very few exceptions – and 
exhibiting a high R² of 0.7 – the initial price-to-earnings 
(P/E) ratio has proved to be an accurate predictor of a 
stock’s return on a 10-year view. Put differently, the 
12-month forward earnings yield is a good indicator of 
future returns.

The accuracy of the 10-year forecast is further im-
proved by enhancing the framework with two additional 
variables. The first is the pace of economic growth, 
which is a reliable proxy for corporate earnings growth. 
The second is financial conditions, captured by the gap 
between a country’s nominal GDP growth rate and its 

Luca Paolini
Chief Strategist

Figure 6
Initial valuations matter
Shiller price-to-earnings ratio  

and 10-year returns for S&P 500 composite index 

S&P composite index, P/E ratio (10-year lead)
S&P composite index, % price return p.a. over 10 years (RHS)
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10-year government bond yield – where a wider gap sig-
nals a more accommodative monetary regime, and vice 
versa. 

Our regression analysis shows that, taken together, 
stocks’ initial valuations, the ratio of GDP growth to in-
flation, and the gap between bond yields and nominal 
GDP account for 83% of the 10-year return on US equi-
ties. The actual return falls within a range of ±3% of the 
model return with a probability of 90%, representing a 
60% improvement on a random walk forecast.

This means if stocks’ initial valuations sit below their 
long-term mean, GDP growth is accelerating and mone-
tary policy remains accommodative, equities should de-
liver above-average returns across a 10-year period. 

Dividends also have a significant part to play. While 
they don’t explain the variance in equity returns – pri-
marily because they tend to rise steadily and in line with 
inflation – they still constitute roughly 20% of stock re-
turns over the past 20 years and about 40% over the last 
century. We believe dividends’ contribution to total  
equity returns over the next 10 years will be higher than 
average. 

The model presented here forecasts an annualised re-
turn of some 6% on a 10-year view for stocks in the MSCI 
World Index. The returns projected by this model, how-
ever, may deviate slightly from those presented in sec-
tion 2 of this report, which draw on a more granular set 
of data and input variables.

Beyond these broad return forecasts, the model 
doesn’t indicate which equity investment style will dom-
inate over the next 10 years. This sits at odds with aca-
demic literature, including the UBS Yearbook, which 
points to the long-term outperformance of value, low 
volatility, momentum and small-cap stocks. When it 

Our regression analysis shows that,  
taken together, stocks’ initial valuations,  

the ratio of GDP growth to inflation,  
and the gap between bond yields and  

nominal GDP account for 83%  
of the 10-year return on US equities. 
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comes to industry sectors, our analysis suggests equity 
market leadership shifts from one sector to another 
within a given decade. 

Bond returns

For investment horizons equal to the maturity of a 
bond, bonds can reasonably be expected to generate a 
return that is largely in line with the security’s initial 
yield. 

But the actual return can differ from the initial yield 
for a number of reasons: the income originating from re-
invested coupons and the gains or losses arising from 
the regular rebalancing of bond indices can both affect 
the final return. 

We find that, on average, the actual 10-year total re-
turn of a 10-year US Treasury bond fluctuates within a 
±1% range from the initial yield. Our calculations also 
show there is 90% probability that the return will be 
±1.5% relative to current yield. This may look immaterial 
at first glance, but the compounding effect is significant 
whenever initial bond yields are low.

The deviation of the actual return from the initial 
yield is largely explained by a change in the growth rate 
of nominal GDP, which acts as the valuation anchor for 
bond yields and aligns with the assumptions of the 
Solow/Phelps growth model. 

Figure 7
Slower growth signals lower yields

Actual change in 10-year US Treasury yields versus  
change signalled by nominal GDP growth, ppts

US 10-year Treasury 
yields over previous 
10 years, ppts
10-year yield as 
signalled by nominal 
US GDP growth, ppts
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Source: LSEG, Pictet Asset Management.  
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If the difference between the final expected bond 
yield and the initial yield is taken into account, the 
model’s return forecast error over the 10-year period is 
reduced by some 20–25%, while the R² increases to 0.95. 

 Over the long term, inflation has a greater influence 
on bond yields than economic growth. By using a com-
bination of real GDP (weighted at 33% in our model) and 
inflation (weighted at 67%) rather than nominal GDP in 
our regression, we find a meaningful improvement in 
the model’s forecast accuracy. 

None of this is to ignore the effects of changes in the 
health of public finances on bond returns. This is espe-
cially relevant for the US. 

The country’s fiscal position is the most challenging 
it has been in decades, raising the risk of fiscal domi-
nance – whereby policymakers prioritise debt sustaina-
bility over inflation control. This is the main reason we 
expect longer duration US Treasuries to carry a higher 
term premium in the years ahead and explains why we 
see yields moving above the levels our model would sug-
gest. 

When it comes to forecasting the returns of corporate 
bonds, the initial yield is a much less reliable indicator. 

This is particularly true for high-yield bonds, largely be-
cause they are more likely to suffer defaults. 

For these bonds, we find the most accurate forecast  
of future returns is a weighted average of equity and  
government bond returns (weighted at 0.3 and 0.7,  
respectively), adjusted for the initial level of high-yield 
debt spreads. The R² using this method is close to 0.65.

Inflation is among the economic variables 
that have the strongest influence  

on currencies. But its impact is often  
misunderstood: higher inflation does  

not always signal currency depreciation.
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deep dive

Returns over shorter time frames –  
what matters?

Interestingly, when the investment 
horizon is shortened to, say, five 
years or fewer, cyclical factors have a 
much greater bearing on bond and 
equity returns. US GDP growth and 
inflation rates have an especially 
strong effect. We find that the accel-
eration in US real economic growth 
alone accounts for some 70% of the 
total return of world equities. We get 
similar results for government bonds 
using nominal rather than real eco-
nomic growth acceleration. Over 
shorter time horizons, the business 
cycle always matters: as the economy 
moves from recovery to expansion to 
recession, equities trace what is 
known as the smile performance pat-
tern. They outperform other asset 
classes both at the start and the end 
of a cycle. Even on a 10-year horizon, 
the business cycle cannot be totally 
ignored by investors as stocks can de-
liver some 1.5 percentage points more 
if the investment is timed towards 
the end of a recession rather than at 
the beginning. 

Over the very short term (one 
year), stock returns are heavily influ-
enced by unexpected changes in  
corporate earnings forecasts. For  
example, a surprise 10% reduction in 
a company’s earnings growth versus 
the consensus tends to generate neg-
ative returns. For bond returns over  
a one-year period, interest rate ex-
pectations are key. Here, the general 
rule is that for every 100 basis points 
overshoot in official interest rates 
relative to the consensus forecast, 
yields on 10-year government bonds 
tend to rise by the same amount. 

Figure 8
Timing matters

Annualised median S&P 500 price performance, based on 
when investment was made in the business cycle, %
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Source: LSEG, Bloomberg, NBER, Pictet Asset Management.  
Recession dates based on NBER data; mid-economic cycle refers to  

the chronological mid-point between the end of one recession  
and the start of the next one. Data covering period 03.01.1928-27.02.2026.
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Currency complications

Currency movements are generally considered to be 
particularly difficult to forecast. That said, basic valua-
tion indicators are reliable and currencies show a strong 
tendency to revert to their mean levels. Inflation is 
among the economic variables that have the strongest 
influence on currencies. But its impact is often misun-
derstood – higher inflation does not always signal cur-
rency depreciation. 

In the short term, higher inflation tends to push up 
expected domestic interest rates. This, in turn, bolsters 
the carry or yield of currency, typically supporting near-
term appreciation. But over the long term, higher infla-
tion erodes the real value of a currency – leading to its 
depreciation. This is why the purchasing power parity 
(PPP) of a currency is a reliable valuation gauge over the 
long term. 

Among free-floating currencies, the ratio of GDP 
growth to inflation is a reliable gauge of a currency’s tra-
jectory. Real GDP growth is a good proxy for the demand 
for a currency (via higher carry and transaction demand) 
while inflation is a good proxy for the supply of a cur-
rency (excess money fuels inflation). 

Broadly speaking, low inflation, strong GDP growth, 
sound economic policy (in the form of low current ac-
count and public sector deficits) and political stability 
tend to support currency appreciation. These explain the 
strength behind currencies such as the Swiss franc, the 
Polish zloty, the Israeli shekel and the Singapore dollar. 

 Although many currencies exhibit strong long-term 
upward or downward trends, the dollar’s distinguishing 
feature is that it moves through protracted periods of 
appreciation and depreciation over five to 10 years, both 
on a trade-weighted and a real effective exchange rate 
basis. All of this makes the timing of a portfolio’s dollar 
exposure a material consideration. 
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Commodities and regimes

Long-duration assets such as gold, commodities and, 
potentially, cryptocurrencies such as bitcoin tend to be 
heavily influenced by structural factors and long cycles. 

Commodities are generally characterised by super cy-
cles and long-lasting downturns. While the trajectory of 
the dollar and global economic growth are good predic-
tors of commodity returns over the medium to short 
term, mean reversion holds sway over the long term. 
This shouldn’t be surprising, as mean reversion reflects 
the time lag between the discovery of a mineral deposit 
and the establishment of extraction and production fa-
cilities.

 The geopolitical conundrum

A final issue remains: how to account for an increas-
ingly fragmented and volatile geopolitical environment. 

Geopolitical trends are difficult to incorporate into 
asset return forecast models. Recent experience suggests 
that even dramatic geopolitical events – whether the 
Ukraine war, sudden US import tariff increases or the 
Iran conflict – do not significantly alter already well-es-
tablished macroeconomic trends. In our view, the only 
geopolitical development of significant long-term eco-
nomic and financial impact was the Yom Kippur War of 
1973, which transformed the economic environment, 

“Geopolitical trends are difficult to  
incorporate into asset return forecast models. 

Recent experience suggests that even  
dramatic geopolitical events – whether the

Ukraine war, sudden US import tariff  
increases or the Iran conflict – do not  

significantly alter already well-established 
macroeconomic trends. ”

luca paolini
Chief Strategist  
Pictet Asset Management
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ending a period of high growth and low inflation and 
ushering in one characterised by decade-long stagflation. 
Geopolitical risks and trends are therefore better ad-
dressed by using scenario analysis, where the focus falls 
on risk mitigation rather than forecasting asset class re-
turns. 

table 1
Performance drivers of major asset classes: short, medium and long term

Key drivers

Short term
(Surprises versus 	

Consensus)

Medium term
(Economic cycle 	
& Fundamentals)

Long term
(Trend/Valuation/	
Regime changes)

1 year 5 years 10 years +

Equities Earnings revisions Business cycle & valuation Growth/inflation mix   
& valuation

Government 
Bonds

Rate expectations/ 
economic surprises

Nominal GDP & valuation Initial yield and  
change in yield

Corporate 
Bonds

Credit rating  
& risk appetite

Nominal GDP & initial spread Initial yield and  
change in spread

Currencies Interest rate expectations GDP/inflation  
and mean reversion

Inflation, productivity,  
external balance

Gold US dollar & uncertainty US dollar, inflation,  
interest rates

US dollar and inflation

Commodities US dollar & global growth US dollar, global growth  
& supply

US dollar & mean reversion

Emerging 
markets

US dollar US dollar, growth & inflation Economic policy  
& terms of trade

Source: Pictet Asset Management.  
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our view 

Returns from emerging market stocks have 
not been commensurate with the develop-
ing world’s healthy levels of economic 
growth.

We find that governance failings, poorly 
devised regulations, earnings dilution and 
structural flaws in index design are largely 
to blame.

There is, however, evidence to suggest that 
at least some of those factors might be 
less of a restraining force in future. The im-
plication for investors is not to abandon 
emerging markets but to allocate capital 
with greater precision to those sectors 
where economic growth converts more re-
liably into earnings growth for listed com-
panies.
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Emerging market (EM) equities boast a compelling, if 
well-worn, investment narrative: abundant growth, 
cheap currencies and attractive valuations.

Yet investor returns have been underwhelming, to say 
the least.

True, if the investment horizon is extended back to a 
period before modern benchmarks were established, the 
numbers are positive. Since 1960, the annualised return 
of EM equity markets in US dollar terms has been 10.9%, 
exceeding the 9.6% yearly return generated by developed 
markets.

But few investors will have benefited from that per-
formance. 

Shorten the time horizon to the past 20 years and the 
picture changes sharply: EM equities have merely matched 
the returns of developed markets, excluding the US, de-
spite strong GDP growth and significant socio-economic 
advances over the period.

Perhaps the most striking disappointment is China. 
Chinese equities have delivered an annualised total re-
turn of just 4%, only marginally outperforming the local 
bond market.5 

Given the growing economic weight of the emerging 
world, it is important to understand why EM equities 
have lagged. Our analysis identifies several factors  
that have prevented superior GDP growth from translat-
ing into superior investment returns. Just as importantly, 
however, the evidence suggests these same factors  
are now weakening.

The implication for investors is not to abandon 
emerging markets, but to allocate capital with greater 
precision to those sectors where economic growth con-
verts more reliably into earnings growth for listed com-
panies.

Arun Sai
Senior Multi Asset  
Strategist

Given the growing economic weight of the 
emerging world, it is important to  

understand why EM equities have lagged. 
Our analysis identifies several factors  

that have prevented superior GDP growth 
from translating into superior  

investment returns. Just as importantly, 
however, the evidence suggests  

these same factors are now weakening.

	 5	 See UBS Global Investment Returns Yearbook 2026	
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The earnings conundrum: 	
growth without returns – and what 	
investors can do

In the developed world – particularly in the US – GDP 
growth broadly feeds through into corporate revenues 
and profitability. That has not been the case in emerging 
markets.

Over the past 15 years, corporate revenue growth  
in China has trailed adjusted nominal GDP growth by 
around 6 percentage points. Across the rest of the emerg-
ing world, the picture is little better, with an aggregate 
shortfall of around 4 percentage points. By contrast, in 
the US, the increase in earnings per share has exceeded 
nominal GDP growth by roughly 3 percentage points per 
year.6 

There are four factors to blame for this transmission 
failure. The first two – weaker governance and structural 
reform shocks – are interlinked and together account for 
most of the performance lag. Both are common features 
of developing capital markets, though their intensity 
varies by country. The latter two factors – EPS dilution 
and a mismatch between equity index composition and 
the structure of the underlying economy – add to the 
damage. 

Figure 9
Disappointment, quantified
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	 6	 Figures based on a global composite index that 
calculates sources of revenue for each company 
represented in the relevant equity benchmark
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The institutional drag: governance 	
and structural reform 

Governance failings and regulatory shocks are often 
treated as separate phenomena. Across emerging mar-
kets, however, they are closely intertwined.

Concentrated company ownership and weak minority 
shareholder protection – both widespread across the 
emerging world – tend to result in capital misallocation. 
This can manifest as excessive leverage among property 
developers or distorted cross-subsidisation of state-
owned enterprises (SOEs). The regulatory response that 
follows is therefore not independent of these problems; 
it is their direct consequence.

Put differently, regulatory shocks are typically the re-
sult of preceding governance failures.

This sequence – governance weakness leading to eco-
nomic or financial imbalances, followed by blunt regula-
tory intervention that ultimately damages corporate 
earnings – is evident across emerging markets.

In India, for example, lax oversight of infrastructure 
financing led to a surge in non-performing loans across 
public sector banks between 2015 and 2019.

Elsewhere, Brazil’s state-directed “national champi-
ons” became vehicles for the corruption exposed by the 
Lava Jato bribery scandal.

China displays a similar pattern. The government’s 
deleveraging campaign in 2016–2017 was a response to 
excessive borrowing enabled by weak SOE governance, 
while the regulatory crackdown on the technology sector 
several years later targeted monopolistic practices that 
had previously been allowed to take root.

A. Governance discount
Weak governance has been a major drag on EM equity 

returns, not least because much of the incremental value 
created by companies tends to flow to insiders rather 
than shareholders. 

Part of the problem is that, across much of the emerg-
ing world, companies are held back by deep-rooted con-
flicts of interest. Majority owners – whether families or 
the state – often bear down on minority investors. In 
many cases, governments with controlling stakes place 
political and social objectives above profit maximisation. 

Concentrated ownership and opaque cross-holding 
structures create strong incentives for “tunnelling” – the 
systematic redirection of profits to controlling share-
holders.7  

	 7	 See https://www.nber.org/digest/sep00/tunne-
ling-directs-profits-controlling-sharehold-
ers?page=1&perPage=50
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Our empirical work8 confirms that ownership struc-
tures have a material impact on profitability. Companies 
with more dispersed ownership generally achieve higher 
profits. In our study, we ranked companies in the MSCI 
Emerging Markets Index by the proportion of shares 
held by strategic investors. Those in the top quintile – 
the most dispersed – reported profits 1 percentage point 
higher than those with the most concentrated owner-
ship, adjusted for sector effects. The same pattern holds 
when company-level governance scores from the London 
Stock Exchange Group (LSEG) are used instead of share-
holding calculations. This separate study found that 
companies with consistently low governance scores 
posted profits 4 percentage points lower than those with 
the highest scores. 

According to a study by the IMF,9 companies with 
stronger governance and investor protection achieve su-
perior operational performance, default less frequently 
and can secure cheaper financing. Their stocks are also 
less volatile and often prove more resilient during global 
crises.

Markets have learned to discount this: equities in 
countries with weaker shareholder protection trade at 
lower valuations and tend to deliver weaker returns after 
controlling for fundamentals. 

The same IMF study, covering 600 non-financial 
emerging market companies from 25 countries, conclud-
ed that better company-level governance scores are asso-
ciated with a statistically significant improvement in 
their stocks’ Tobin’s Q ratio – a measure of market value 
relative to book value – compared to the average. A simi-
lar uplift was observed in the valuation of stocks from 
countries with stronger minority shareholder protection 
frameworks. A separate International Finance Corpora-
tion (IFC) study, analysing companies across 45 emerg-
ing nations, found that those in the top quartile of gov-
ernance scores generate a return on equity 20% higher 
than those in the bottom quartile. It also determined 
that companies that meaningfully improved their gov-
ernance during the holding period saw materially supe-
rior operational and financial performance.

Equities in countries with weaker  
shareholder protection trade at  

lower valuations and tend to deliver weaker  
returns after controlling for fundamentals. 

	 8	 Our proprietary study of the MSCI Emerging Mar-
kets benchmark constituents shows that the top 
quintile of companies by percentage of non-stra-
tegically held shares achieve sector-adjusted 
profitability more than 1 percentage point higher 
than those in the bottom quintile. Extending the 
analysis to governance scores from LSEG, we 
found that companies consistently placed in the 
top two quintiles of company-level governance 
scores since 2010 improved profitability over their 
sector peers by 1 percentage point and, more 
strikingly, those consistently in the bottom two 
quintile suffered a 4 percentage point erosion in 
profitability compared to their peers.

	 9	 See https://www.elibrary.imf.org/display/
book/9781513559582/ch003.xml
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Figure 10
Closely held

Strategic share of the market versus  
share available to foreign investors
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B. Structural reform shocks
EM stocks have also been held back by repeated 

structural reform shocks – the blunt, poorly devised reg-
ulatory measures that policymakers put in place to ad-
dress corporate governance failings. 

The pattern is consistent across the emerging world. 
Companies build profitable businesses with governance 
structures that are in keeping with the prevailing insti-
tutional frameworks, only to face sudden and severe reg-
ulatory intervention when the state decides those frame-
works have distorting effects. 

Across developing economies, reforms aimed at ad-
dressing macroeconomic imbalances have often weighed 
on the earnings of established listed companies. In Chi-
na, this has been especially visible through the 2016–2017 
deleveraging drive and the subsequent anti-monopoly 
and “common prosperity” initiative, which affected sec-
tors from property to internet platforms.

Having suffered repeated, heavy-handed state inter-
vention, China’s listed companies have proved to be par-
ticularly poor investments. 

Figure 11
China's lost decade
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Even if the world’s second largest economy is a hub of 
innovation and a global leader in key technologies such 
as electric vehicles and humanoid robotics, its highly 
volatile regulatory landscape means investors should 
consider treating Chinese stocks as a separate allocation. 
The behaviour of Chinese stocks strengthens the argu-
ment for such an approach. Our analysis reveals a clear 
distinction between what drives equity market gains in 
China and what drives returns across the rest of the 
emerging world. The correlation between Chinese stocks 
and the broader EM equity market has fallen over the 
decade, from an average of 75% in the prior decade to 
just 35% today.

Further evidence of this trend comes from MSCI’s 
factor model.10 

table 2
China reform programme and implications for incumbents

TARGET MOTIVATION MARKET IMPLICATION

1 Supply-side 
structural reform

2015–2018 Steel, coal,  
heavy industry

Eliminate excess  
industrial capacity  
crowding out private  
investment.

Downstream manufacturers absorbed  
higher input costs with no net earnings 
gain. Limited impact on profitability.

2 Shadow banking 
deleveraging

2017–2019 Non-bank  
financials,  
property  
developers

Eliminate unregulated  
credit intermediation  
sitting outside regulatory 
capital requirements.

Companies reliant on shadow financing 
saw a decline in profitability.  
Bank net interest margins compressed.

3 Big Tech  
clampdown

2020–2022 E-commerce, 
fintech, ride 
hailing and  
online gaming

Reassert state oversight 
over private data, financial 
flows and market power 
concentrated outside state 
control.

Total market cap of Chinese internet  
companies fell from USD 2.5 trillion at 
peak to USD 1.4 trillion by 2022.  
Incumbents starved of growth capital. 

4 Common  
prosperity

2021–2022 Private sector 
broadly, 
high-margin 
consumer  
businesses

Redistribute income and 
cap “unhealthy” sectoral  
returns in pursuit of social 
equity objectives.

Terminal value compression led to a 50% 
derating, impacting multiple sectors.

5 Education  
“Double  
Reduction”  
policy

2021–2022 For-profit K-12 
academic  
tutoring, edtech 
platforms

Eliminate the profit motive 
in compulsory education 
and reduce the expenditure 
burden that was entrench-
ing inequality.

TAL and New Oriental revenues collapsed 
by around 70% in 12 months. A USD 120 
billion listed sector was legislated out of 
existence in a single policy stroke.

6 Real estate 
“Three Red  
Lines” policy

2020–2024 Property  
development, 
construction, 
property  
management

Reduce developer leverage 
to prevent a disorderly  
systemic correction.

New residential sales collapsed by around 
50%, compressing developer revenues and 
creating a cascade of non-performing loans 
(NPL), which eroded earnings of regional 
banks.

7 Anti-involution 2022–ongoing EVs, solar, steel, 
chemicals

Address chronic overinvest-
ment in priority sectors  
and ease self-destructive 
pricing competition.

Aggregate earnings remain depressed; 
profitability recovery requires incumbents 
to exit over a prolonged period – a process 
incumbents are individually incentivised to 
delay.

Source: Pictet Asset Management.  

	 10	 See https://www.msci.com/research-and-insights/
blog-post/rethinking-em-equity-investing-as-
em-ex-china-and-china-diverge
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The equity style factors that contributed to the re-
turns in the MSCI China Index over the past 30 years 
were different from those that drove returns in the MSCI 
Emerging Markets ex China Index. The same study 
found that factor overlap in style factors was far stronger 
between Chinese stocks and their US and European 
counterparts. 

Dilution and sector mismatch 

Aside from institutional weaknesses, two other struc-
tural factors have weighed on EM stock performance. 
The first is a systematic dilution of companies’ EPS; the 
second a persistent misalignment between the structure 
of emerging world economies and the composition of 
their domestic equity markets.

Dilution dilemma

Across developing economies, corporate EPS have 
been consistently diluted. One reason is a shift in index 
composition that has given greater weight to less profit-
able industry sectors. Our calculations suggest the out-
sized footprint of these companies in EM stock bench-
marks has reduced EPS by 2 percentage points per year 
over the past two decades.

A further drag on EPS has been the high volume of 
secondary shares issued by EM companies. 

The divergence in share count between EM and US 
equities is particularly obvious. MSCI index data indi-
cate that EM share count has consistently increased over 
the last two decades, fuelled by sustained net issuance 
and index additions. 

US share count, by contrast, has declined modestly, 
thanks to share buybacks. Increasing share counts have 
weighed heavily on returns for EM equity investors, off-
setting improvements in underlying corporate profita-
bility.
     

Structural mismatch economy vs index

Another persistent problem facing investors in EM 
equity is that the composition of the stock markets has 
not kept pace with changes in the structure of underly-
ing economies. 

Historically, consumer-facing companies have been 
underrepresented in EM stock benchmarks, while capi-
tal intensive, state-directed industries such as the energy, 
materials, utilities and banking sectors, have been over-
represented.
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Figure 12
Dilution in action
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Data covering period 18.05.2006-14.05.2026.

Figure 13
Dividends pay off

EM dividend masters vs standard benchmark,  
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This means that even when domestic economies grow 
strongly, index investors are systematically exposed to 
sectors with weaker governance and greater vulnerability 
to state and regulatory interference. 

India is a clear example. Energy and materials compa-
nies are overrepresented in its stock indices, while con-
sumer-facing companies have a fraction of the footprint 
their economic weight would warrant – despite being the 
main beneficiaries of the country’s consumption growth 
story, driven by a burgeoning middle class. 

Even when index composition begins to shift due to 
initial public offerings (IPOs) from companies in high-
growth sectors such as IT, new problems emerge. 

In the developing world in particular, companies in 
high-growth sectors have a tendency to issue IPOs at 
valuations that already embed much of their expected 
future growth. When these more expensive companies 
enter an index, the average valuation for the entire index 
rises with them, which can weigh on returns for passive 
EM stock investors. 

Reasons for optimism

The weak link between EM GDP growth and EM eq-
uity returns is not accidental. It is the result of powerful 
structural forces. Governance failings, poorly devised 

Figure 14
Shifting sectors
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regulations, earnings dilution and structural flaws in in-
dex design are to blame for the weak returns EM stocks 
have generated over the past 20 years. 

That said, there is evidence to suggest that at least 
some of these constraints might be less problematic in 
future. 

Take governance and regulatory frameworks, both of 
which are strengthening. Across a growing number of 
emerging economies, policymakers are pursuing reforms 
aimed at improving governance and reducing stocks’  
valuation discounts.

Such reforms are particularly prevalent in Asia.  
Korea’s 2024 Corporate Value Up Program encourages 
companies to publish medium-term plans on capital  
efficiency, payouts and investor engagement. China has 
taken a more directive route: 2024 reforms and the Chi-
na Securities Regulatory Commission (CSRC) guidelines 
emphasise shareholder returns and require disclosure 
from companies trading below book value for a sustained 
period, alongside SOE KPI adjustments. 

Taiwan has introduced a similar value enhancement 
framework with dedicated disclosure channels. 

Elsewhere, a different set of regulatory reforms are 
progressively expanding the investable universe, raising 
minimum free float stock thresholds and reducing the 
proportion of index-ineligible locked-up shares. Accord-
ing to MSCI’s own analysis, such changes tend to reduce 
stock price volatility and support higher valuations. 

In tandem with regulatory improvements, action is 
also being taken to reverse the damage caused to EPS 
through the excessive issuance of secondary shares. 

In China, a new set of guidelines introduced by the 
CSRC in 2024 represent a credible systematic attempt to 
slow or halt the sale of secondary shares by companies 
represented in benchmark indices. 

The results have been positive so far: 2024 was the 
first year in Chinese equity market history in which the 
net buyback yield (buybacks less dilution effects as a 
proportion of the market cap) made a positive contribu-

Governance failings, poorly devised  
regulations, earnings dilution and structural 

flaws in index design are to blame  
for the weak returns EM stocks have  

generated over the past 20 years.  
That said, there is evidence to suggest that  

at least some of these constraints  
might be less problematic in future.
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tion to annual returns, according to MSCI data. There 
was also a noticeable acceleration in share buybacks 
from mega-cap and internet platform stocks. Korean au-
thorities have moved in the same direction. 

The centrepiece of Korea’s new governance overhaul 
is the creation of a Korea Value-Up Index, which, along-
side tax incentives, is designed to increase shareholder 
returns by encouraging companies to raise dividend pay-
ments and share buybacks. 

Any increase in the pace of buybacks from EM com-
panies would be especially timely. With US companies 
redirecting capital towards AI investment, share repur-
chases there are now in retreat – meaning EM equity 
markets could gain a performance advantage over the 
US.

Concluding thoughts and investment 
implications for EM equity investors

The case for investing in EM equities, therefore, rests 
not on macroeconomic transformation, but on whether 
the structural forces that have prevented GDP growth 
from translating into investment returns begin to weak-
en.

Our analysis points to several strategies EM equity 
investors can deploy to improve their chances of success. 

To begin with, investing in EM stocks will increasing-
ly demand a more selective approach to capital alloca-
tion. There is a strong case for holding overweight posi-
tions in markets where reform commitments are 
institutionalised and enforcement is credible. Parsing 
EM equities in this way, investors might also conclude 
that companies with a track record in paying dividends – 
a hallmark of a financially disciplined, well-run company 
– should feature more in an EM equity allocation.

Dividends’ contribution to EM equity returns is often 
overlooked – yet over the last two decades, they have ac-
counted for 60% of the asset class’s total return. The 
added advantage of focusing on dividend-paying compa-
nies is that it solves one of the structural problems that 
has long held back EM stocks: controlling shareholders 
monopolising profits.

A sharpened focus on governance may also lead to a 
reassessment of Chinese equities. 

China’s distinctive governance framework and the 
steady – but persistent – decline in the correlation of re-
turns between Chinese and other EM stocks means it 
should not be grouped with its peers. Its stocks warrant 
treatment as a distinct portfolio building block. The 
practical solution is an allocation to EM ex China and a 
separate allocation to China. 
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Another important conclusion from our analysis is 
that investors would be mistaken to assume that indices 
give access to the most dynamic sectors of an economy. 
Nowhere is this more evident than in India. Consump-
tion across the country is booming, yet consumer-facing 
companies are markedly underrepresented in its stock 
indices. One solution that has proved especially effective 
in Indian stocks markets – and could work well in other 
countries where household wealth is rising – is to invest 
in the banking sector. Shares in Indian banks have out-
performed those of their US peers over the past 20 years. 

As emerging markets continue to evolve, investors 
who look beyond indices and focus on areas of dynamic 
growth and reform will be best positioned to capture 
the opportunities these markets offer.

“As emerging markets continue to evolve,  
investors who look beyond  

indices and focus on areas of dynamic 
growth and reform will be best  

positioned to capture the opportunities 
these markets offer.”

Arun Sai
Senior Multi Asset Strategist
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our view 

Traditional safe assets, such as US and  
German government bonds, have  
failed to live up to their “risk-free” label  
in the past few years. This is forcing in-
vestors to rethink the concept altogether 
as risk-free characteristics increasingly 
depend on the source of market stress and 
prevailing macroeconomic conditions.  

Our analysis suggests the risk-free asset 
should no longer be a single, static inst-
rument. We propose a synthetic solution 
– a portfolio of several different building 
blocks with dynamic allocation, built to 
preserve capital across different market, 
economic and policy environments.
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The risk-free asset is the bedrock of a diversified port-
folio. Over the past few decades, US and German gov-
ernment bonds served as the default defensive invest-
ments, delivering predictable streams of income and 
returns that were negatively correlated with equities. 

But the experience of recent years shows that neither 
can be labelled risk free. 

Treasuries and Bunds have lost a cumulative 35–40% 
in real value from their 2020 peak. Episodes of market 
stress – such as the April 2025 “Liberation Day” tariff 
shock – have further exposed their vulnerability. In a 
highly unusual move, Treasuries even fell alongside both 
equities and the US dollar.

This presents investors with a serious problem: assets 
once considered defensive no longer reliably preserve 
capital, weakening one of the foundations of portfolio 
construction. 

Our calculations show US bondholders would need 
around 20 years to recoup their inflation-adjusted losses 
from the 2020 peak at current real yields; for European 
investors, the time frame exceeds 30 years (see FIGURE 
16).

Investors hoping for a long-lasting reversal of these 
trends are likely to be disappointed. Surging public debt, 
especially in the US, and higher inflation mean bonds 
will struggle to function as a safe asset, except when held 
to maturity – and even then, only in nominal, not real, 
terms and in local currency.

Figure 16
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Qualities of a risk-free asset: 	
a rare combination

To identify a viable alternative to sovereign debt, it is 
useful first to define what makes an asset truly risk free.

We have identified six key qualities of a risk-free asset: 
As TABLE 3 makes clear, no single existing asset satis-

fies all these conditions. 

Gold may appear to be a strong candidate given its 
track record as a reliable long-term hedge against infla-
tion, but the precious metal is volatile, prone to severe 
price declines and also tends to move in lockstep with 
several other asset classes.

Among currencies, the Swiss franc and Singapore dol-
lar both exhibit haven properties. These currencies ben-
efit from political stability, stable growth and credible 
central banks. Yet neither is liquid enough to serve as a 
dependable safe harbour.

The US dollar has maintained its safe haven status 
over the years, outperforming in periods of market 
stress, most recently at the onset of the Iran war. Dol-
lar-denominated deposits or very short-dated bonds 
could potentially be considered risk free, but they fall 
short for non-US investors given volatile currency rates. 
What’s more, these bonds typically generate no return 
after accounting for inflation.

table 3
Being truly risk free	

Six qualities of a risk-free asset

Principal 
not 	

at risk

Low 	
volatility

Low 	
correlation 
with risk 	
assets

High 	
liquidity

Non-	
negative 
real 	

returns

Buyer 	
of last 	
resort

US Treasuries  

US inflation-protected bonds

AAA corporate bonds

EU-common bonds

China bonds

Swiss bonds

Market-neutral hedge funds

Gold

Bitcoin

Source: Pictet Asset Management.
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Diversification with bonds

Within fixed income, we have identified four asset 
classes that could qualify as safe assets, albeit with cave-
ats.

	• AAA corporate bonds. The most creditworthy compa-
nies account for much of the market, but the investa-
ble universe is narrowing.

	• Joint euro government bonds. Would require a credi-
ble capital market and political union, which is un-
likely within the next 10 years.

	• Chinese bonds. Offer diversification due to China’s 
distinctive monetary policy cycle, but cannot func-
tion fully as defensive assets while China’s capital ac-
count remains closed.

	• Treasury Inflation-Protected Securities (TIPS). Pro-
tect against inflation but remain exposed to rising 
real yields, as the steep declines in 2022 demonstrat-
ed. 

US government bonds have the potential to re-estab-
lish themselves as reliable risk-free assets. Yet we believe 
the damaging fiscal policies being pursued by the cur-
rent US administration will not be easy to reverse. Even 
under optimistic assumptions, US public debt is forecast 
to rise to 120% of GDP by 2035, up from the current 100%.

To stabilise US debt, one of three conditions would 
need to be satisfied: interest rates falling to 1%, the level 
favoured by President Donald Trump; fiscal tightening 
equivalent to around 4% of GDP; or an average inflation 
rate of 4%.  

Defensive equities and hedge funds 

Quality equities – defined by MSCI as companies 
with strong profitability, stable earnings and low finan-
cial leverage – used to be a standard defensive allocation 
in a diversified portfolio. That is no longer the case.

The two largest quality stock sectors, pharmaceuticals 
and software, have suffered sharp declines in recent 
years, raising doubts over their ability to generate stable 
cash flow as governments cut spending and AI disrup-
tion ripples through sectors.

Beyond defensive equities, hedge funds may work 
well as a diversifier, but high fees and reliance on rela-
tive performance mean only a few could reliably fulfil a 
risk-free role.
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Diversification or redefine risk free?

With no risk-free asset genuinely worthy of the label, 
investors seeking a defensive allocation have two op-
tions: combine imperfect assets through diversification, 
or rethink the concept altogether.

Diversification aims to generate long-term returns 
broadly in line with a passive balanced portfolio of 60% 
equities and 40% bonds, but with lower average risk or at 
least shallower peak-to-trough declines in capital value.

A well-diversified portfolio can, at times, replicate 
some of the stabilising functions of a risk-free asset.

Our analysis covering the past 50 years finds that only 
a small group of assets – the US dollar, short-duration 
US Treasury bills, Chinese bonds and market-neutral 
hedge fund strategies – have provided reliable protection 
in periods when both equity and bond markets decline 
at the same time, as in 2022, 1994, 1981 and 1977.

That said, the experiences of the global financial cri-
sis, quantitative easing, Covid-19, the inflation boom 
and today’s unpredictable geopolitical landscape make 
any very long-term analysis of diversification problemat-
ic.

A new solution: synthetic and variable 
strategy

If no single asset can fulfil the role, investors must 
construct one.

In other words, the risk-free asset should no longer be 
a single, static instrument. Our proposed solution is a 
synthetic risk-free asset – a portfolio of several different 
building blocks with dynamic allocation, built to pre-
serve capital across different macroeconomic and policy 
environments.

The risk-free solution is, in effect, a set of different 
configurations of defensive assets, each designed to pro-
vide a capital buffer in specific market conditions (TABLE 
4). The opportunity set is deliberately limited to liquid, 
mainstream assets, though a more complete, real-world 
implementation could feasibly extend to derivatives and 
yield curve trades explicitly designed for different risk 
regimes.

We’ve tested our synthetic configurations to observe 
their performance during the 15 major equity market de-
clines seen since 2007, grouping them into four broad 
regimes; episodes may span multiple regimes when mar-
ket drivers overlap.

The analysis replicates a global investor’s portfolio in 
US dollar terms. Global equities are held constant at 60% 
(MSCI ACWI), with the remaining 40% allocated across 
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a broad universe of defensive assets or potential diversi-
fiers, including global bonds, US Treasuries, European 
nominal and inflation-linked bonds, Swiss, Chinese and 
Japanese government bonds, gold and bitcoin.

Our results show the composition of the defensive al-
location is not static, but changes materially depending 
on the underlying source of market stress, with turnover 
between regimes frequently exceeding 20% of portfolio 
weight.

When the market suffers growth shocks, holding 
long-duration fixed income assets – such as long-dated 
US Treasuries and Japanese government bonds – offers 
sufficient protection. 

Inflation shocks call for a different mix: Chinese gov-
ernment bonds, gold and US TIPS. 

Policy shocks are most effectively hedged with Japa-
nese and Swiss government bonds, while in liquidation 
events – credit crises such as bank busts – US Treasuries 
and Japanese government bonds provide solid protec-
tion. 

Our analysis shows that some defensive assets per-
form this function only in a very narrow range of envi-
ronments. Swiss government bonds, for example, be-
come safe assets only when policy shocks trigger market 

table 4
How to build a synthetic strategy	

Regime-dependent optimal mix of defensive assets

Risk regime Prominent instances Optimal mix of defensive assets

Growth shock 2020 pandemic sell-off,  
2015 China hard landing fears,  
2008 global financial crisis

20% US Treasuries,  
15% Japanese government bonds,  
5% gold

Inflation shock 2026 Iran war,  
2022 inflation surge

15% Chinese government bonds,  
15% US TIPS
10% gold 

Policy shock 2025 Liberation Day,  
2013 sovereign debt crisis

15% Japanese government bonds,  
15% Swiss bonds,  
10% US Treasuries

Liquidation event 2023 Silicon Valley Bank crisis,  
2010 flash crash,  
2018 “Volmageddon”

20% US Treasuries,  
15% Japanese government bonds,  
5% Chinese government bonds

The analysis covers mainstream asset classes and gold, and does not consider an exhaustive  
set of assets, including equity and fixed income derivatives. The analysis replicates  

a global investor’s portfolio in US dollar terms. Global equities are held constant at 60% (MSCI ACWI),  
with the remaining 40% allocated across a broad universe of defensive assets or potential  

diversifiers, including global bonds, US Treasuries, European nominal and inflation-linked bonds, Swiss,  
Chinese and Japanese government bonds, gold and bitcoin. For each regime, we used daily return  

data observed during the relevant drawdowns and identified the defensive allocation that maximises  
cumulative portfolio value across all historical episodes. The results are based on a constrained  

optimisation. Individual defensive assets are capped at 15% of the total portfolio, with US Treasuries  
permitted to reach 20% to reflect their depth, liquidity and reserve asset status.

Source: Pictet Asset Management.  
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declines. Chinese government bonds, meanwhile, are a 
hedge against inflation shocks but little else. Gold’s de-
fensive qualities come to the fore during inflationary 
shocks, offering little protection otherwise. 

Bitcoin does not feature in any optimal defensive  
allocations, mainly because it behaves more like a 
high-beta risk asset than a reliable diversifier.

US Treasuries and Japanese government bonds are 
the only assets that emerge as reliable stores of value 
across multiple regimes, although their portfolio weight-
ings vary considerably. 

A dynamic solution for portfolio 	
resilience

Safe assets, in the traditional sense, no longer exist. 
What investors should consider as “risk free” in practice 
now depends on the source of market stress and prevail-
ing macroeconomic conditions. Even the most trusted 
instruments, such as US Treasuries and Japanese govern-
ment bonds, deliver uneven protection and fail to func-
tion as static anchors across market cycles.

Our analysis suggests the role of the risk-free asset is 
not fixed but dynamic. It should be managed as an active 
function within the portfolio. By building a synthetic 
risk-free portfolio that adapts to shifts in market and 
economic regimes, investors can better protect their cap-
ital. 

Figure 17
Shifting correlations
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10-year asset class return 
projections
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The next decade promises to be a demanding one for 
investors. A positive development is that the diffusion of 
AI will raise productivity, adding some 0.3% to GDP 
growth on average per year. This should provide a boost 
to corporate profitability. But there will be some coun-
tervailing economic forces, too. Chief among them is the 
exceptionally high level of public debt across the devel-
oped world, which will limit how far governments can 
support growth. Inflation could be also troublesome for 
some major economies: although we expect it to fall to 
within official central bank targets over the next several 
years in most cases, price pressures will remain volatile, 
particularly in the US. 

table 5
Global multi-asset portfolio: boost non-US assets & alternatives 

Pictet AM model portfolio vs benchmark for US dollar-based investors

Portoflio weight Benchmark
PICTET ASSET MANAGEMENT 	
recommended PORTFOLIO

Equities 55% 55%

us equities 35% 25%

Non-US DM equities 14% 20%

EM equities 7% 10%

Fixed income 39% 35%

Government bonds 22% 10%

Inflation-linked bonds 2% 1%

Corporate bonds 11% 15%

EM bonds 5% 9%

Alternatives 6% 10%

Hedge funds 0% 5%

Commodities 0% 2%

Gold 6% 3%

Portfolio metrics

Return 6.5

Volatility 10

Risk-adjusted return 0.64x

Source: LSEG, Bloomberg, Pictet Asset Management. The benchmark portfolio is a proxy  
designed to show a typical allocation and is adapted from aggregated data provided  

by State Street as at 31.10.2025. Benchmark indices: MSCI indices for domestic and international  
ACWI ex-domestic equities, 10-year domestic government bond index, equally weighted,  

ICE BofA US investment-grade and US high-yield indices, J.P. Morgan GBI-EM local currency bond  
and J.P. Morgan EMBI dollar indices for emerging market sovereign and corporate bonds,  
HFRI fund weighted for hedge funds, MSCI private equity and Cliffwater Direct Lending.  

Data as at 30.04.2026 while forecast period runs to 30.04.2036

A new diversified portfolio for a new age
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Economic conditions, then, should be moderately 
positive for riskier asset classes over the next 10 years – 
underpinning corporate revenue and earnings growth. 
But investment returns are also influenced by initial val-
uations, and these are less favourable, particularly for  
equities. Risk premia are unlikely to fall from what are 
already low levels, tempering future returns.

Against this backdrop, we expect equities to deliver 
annualised returns of up to 7% over the next decade – 
below the double-digit yearly returns seen over the past 
five years. Within stocks, the dominance of the tech  
industry is likely to endure, supported by strong funda-
mentals, corporate pricing power and reasonable valua-
tions. Over time, however, market leadership will gradu-
ally broaden beyond today’s dominant players as the 
benefits of AI spread more widely across the economy. 
This argues for a more balanced approach to managing 
equity allocations and against abrupt rotations away 
from market leaders. In other words, investors should 
maintain exposure to mega-cap leaders, while steadily 
building exposure to the next generation of winners via, 
for example, mid-cap stocks. 

The US equity market will continue to outperform, 
but its exceptionalism will fade enough to allow the rest 
of the world to catch up; the euro zone and emerging 
Asia stand out as bright spots. 

In other developments, fixed income will regain rele-
vance following the repricing of the early 2020s, with 
nominal returns expected to be in line with long-run av-
erages. Investors should allocate more of their capital to 
instruments offering resilience and income, including 
inflation-linked securities such as US TIPS, credit and 
selected emerging market debt. At the same time, the no-
tion of government bonds as a reliable “risk-free” anchor 
is less certain, requiring a broader defensive allocation. 

Currency dynamics are also set to play a more promi-
nent role in portfolio construction. A combination of 
moderating US growth and persistent inflation points to 
a gradual weakening of the dollar. This should support 
emerging Asian currencies, while the euro may benefit 
from improving regional fundamentals. Traditional safe 
havens such as the Japanese yen and Swiss franc are also 
likely to regain appeal in a more uncertain macroeco-
nomic environment.

Taking all our forecasts into account, multi-asset port-
folios will take on a different complexion. Investors will 
need to distribute their capital across a broader range of 
assets and be prepared to change their allocations more 
frequently than in the past. In TABLE 5, we compare our 
proposed portfolio to what we consider to be a bench-
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mark allocation. Our recommendation is based on our 
return projections for individual asset classes and as-
sumes investors maintain their current risk budgets. The 
weighting calculations also incorporate the results of a 
portfolio optimisation exercise that takes the volatility of 
the benchmark as an input. 

We recommend investors lower their exposure to US 
stocks in favour of European and emerging Asia stocks. 
Credit should also feature more prominently in portfoli-
os, as should alternative sources of return such as hedge 
funds, gold and selected private assets. 
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Equities:
held back by thinner profit margins,  
high valuations

The Covid-19 pandemic, the 
Ukraine conflict, US trade tariffs, the 
Iran war and the energy crunch: what-
ever the crisis that confronts global 
stocks, nothing has prevented them 
from reaching new highs. 

The MSCI World Index has risen 
by 13% every year since 2020. But the 
coming decade may prove less benign 
for stock investors. We expect world 
equities to deliver an annualised re-
turn of 7% over the next 10 years, half 
the yearly gain of the previous 10-year 
period.

The stock market strength of re-
cent years owes much to robust cor-
porate earnings. Since the mid-2010s, 
and especially in the period following 
the post-pandemic rebound, compa-
nies have steadily rebuilt profitability 
through a combination of cost disci-
pline, effective supply chain manage-
ment and demonstrably strong pric-
ing power. Building on this trend is 
the current wave of earnings upgrades, 
the strongest since 2003–2004, when 

Figure 18
Unwinding premium

US equities sector-adjusted P/E ratio  
vs rest of the world
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Source: MSCI, LSEG, Pictet Asset Management. Sector valuations for US reweighted 
to MSCI ACWI weights. Data covering period 01.01.2002-19.05.2026.

our view 

Global equities should deliver an 
annualised return of 7% over the next 
decade, half the yearly gains of the 
previous 10 years. Companies around 
the world are unlikely to maintain  
today’s exceptionally strong profit 
margins while stocks' high initial  
valuations will also prove a drag. Re-
turns will be more evenly distributed 
across regions, improving diversifica-
tion opportunities for global inves-
tors. 

The euro zone and emerging Asia 
stand out as bright spots. The global 
technology industry will remain dom-
inant, and the broadening AI cycle 
should also benefit industrials and 
utilities sectors.
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higher commodity prices lifted prof-
its, growth and investment expecta-
tions, and triggered a widespread rally 
in global markets.

Profit margins tell a similar story. 
Over the past five years, margins have 
expanded markedly across most sec-
tors, reflecting not only companies’ 
ability to pass on higher costs, but 
also structural shifts such as digitali-
sation, automation and more asset 
light business models. 

Take the technology sector. Even 
before the current AI frenzy, tech 
companies spent years consolidating 
their platforms and pursuing high re-
curring revenues, while also taking 
steps to strengthen their grip on pric-
ing. The current imbalance between 
surging demand for AI and infra-
structure shortages has reinforced 
these advantages, allowing large tech-
nology firms to convert structural 
strength into sustained earnings 
growth.

However, such exceptional profita-
bility will be difficult to sustain over 
the long run. As more AI data centres 
are built in the coming years, supply 
constraints should ease and demand 
begin to plateau. This will place 
downward pressure on the margins of 
many of today’s tech leaders. We see 
margins peaking in the coming years 
before gradually normalising over 
much of the forecast horizon, even 
though some of this adjustment may 
be offset by AI-related productivity 
gains spreading more widely across 
the economy.

The pressure on equity returns will 
not only come in the form of lower 
profit margins. Valuation multiples 
are also set to contract modestly 
across all major regions as global ex-
cess liquidity conditions continue to 
normalise. Current valuations already 
reflect strong expectations for higher 
growth and productivity. Even if AI 
delivers on this promise, sustaining 
today’s elevated multiples would  
require outcomes beyond what opti-
mists would consider a stretch.

In the US, the anchor for our fore-
casting process, we expect S&P 500 
multiples to settle at around 19 times, 
below the current level of 21 times but 
still above the historical average. 

Unsustainable profit margins and 
high initial valuations leave little 
room for strong gains over the next 10 
years. In effect, investors are paying 
for today’s bonanza with lower future 
returns. As a result, global equities are 
unlikely to deliver the level of returns 
investors have become used to, al-
though our forecast is still in line 
with the long-term average.

Regional convergence

Returns across different regional 
equity markets are likely to converge 
over the next 10 years. 

This is because, as our forecasts  
illustrate, most of the world’s major 
economies will experience similar 
growth and inflation patterns. Com-
panies around the world are also  
stepping up efforts to return cash to 
shareholders, closing another gap 
with the US, where buybacks are set 

to moderate as companies redirect 
their cash flow into investments in 
AI.

US equities will just about retain 
their global leadership, outperform-
ing the rest of the world in local cur-
rency terms by only a small margin. 
Already, the valuation premium of the 
US market has fallen to half of its 
2024 peak (see FIGURE 18), pointing 
to a more modest form of US excep-
tionalism – the idea that the US econ-
omy and equity market can consist-
ently outperform.

Euro zone equities represent a 
bright spot. The single currency bloc 
is embarking on an ambitious pro-
gramme of public investment and 
structural reform that stands to boost 
the region’s growth over the coming 
years and benefit domestic equities, 
including mid-cap companies. Ger-
many alone will invest EUR 1 trillion 
in infrastructure and defence, directly 
benefiting companies in construction, 
engineering, capital goods, transport 
and smart utilities.11

Figure 19
Peak concentration

Percentage of S&P 500 stocks outperforming  
the index in previous 10 weeks

Source: LSEG, Pictet Asset Management.  
Data covering period 01.012007-08.06.2026.
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	 11	 https://am.pictet.com/ch/en/institutions/invest-
ment-research/european-equity-and-private-as-
set-markets
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We expect euro zone stocks to end 
the decade with the strongest perfor-
mance after the US, at 6.8% per year.

Emerging Asia stocks are on course 
to outperform the wider market, sup-
ported by a combination of strong 
technology leadership and improving 
corporate governance. Companies in 
Korea and China, in particular, have 
been increasing share buybacks to 
counter persistently low valuations 
and attract investors. 

This enthusiasm does not quite 
stretch to Chinese equities. While 
China is a hub of innovation and a 
world leader in several crucial tech-
nologies, including humanoid robot-
ics, the benchmarks commonly used 
by global investors offer little expo-
sure to these areas. With a slowing 
economy and recurring policy inter-
vention impacting earnings of estab-
lished companies, broad benchmark 
exposure to China runs the risk of 
picking up both winners and losers. 
In our view, China is best approached 
with active strategies designed to 
identify idiosyncratic opportunities.

AI benefits to broaden 
out

When it comes to sectors, the 
dominance of the global technology 
industry shows staying power, with 
returns of around 9% per year.12 Sus-
tained investment in AI infrastruc-
ture is likely to broaden, benefiting 
not only core technology companies 
but also parts of the industrials and 
utilities sectors.

Companies at the centre of the AI 
theme – semiconductor makers, hy-
perscalers and AI infrastructure pro-
viders – now make up around 30% of 
global equities. This concentration 
has contributed to unusually narrow 
market leadership, with the number 
of stocks outperforming the S&P 500 
index falling to its lowest since at 
least 2007 (see FIGURE 19).

Yet we believe concerns over the 
extent of market concentration are 
overblown. Historical analysis of sim-
ilar episodes offers little evidence that 
high concentration and narrow mar-
ket leadership are a barrier to future 
equity returns. Concentrated leader-
ship does, however, tend to increase 
market volatility and exacerbate sell-
offs when sentiment shifts or macro-
conditions deteriorate. As a result,  
we expect equity returns to not only  
be lower, but weaker still on a risk- 
adjusted basis.

The current phase of AI adoption – 
which has so far favoured a relatively 
small group of technology companies 
– points to a period of market adjust-
ment and volatility. Some jobs may be 
displaced, while productivity is taking 
a temporary hit at many companies 
where heavy front-loaded investment 
in data infrastructure, organisational 
restructuring and workforce retrain-
ing is running ahead of measurable 
gains. 

Over time, however, as with all 
past technological breakthroughs, the 
benefits of AI will spread more broad-
ly across the economy and companies 
that use these technologies most ef-
fectively should see improvements in 
productivity and profit margins, help-
ing to broaden market leadership.

This calls for a reassessment of 
popular investment processes through 
which investors use structural, mul-
ti-year style cycles such as value and 
growth to determine their asset allo-
cation. The secular winners of the 
next decade in areas such as AI, elec-
trification and defence cut across tra-
ditional classifications, combining 
features of both styles. As such, style 
labels may lose their usefulness as re-
liable differentiators of performance. 

Instead of relying on these back-
ward-looking frameworks, investors 
should focus on identifying compa-
nies with enduring competitive ad-
vantages and the best long-term 
growth prospects.

Demanding but rewarding

Over the next decade, the forces 
that have driven exceptional returns 
over the past few years – margin ex-
pansion and rising valuations – are 
unlikely to repeat themselves at the 
same scale. Instead, equity returns 
will be lower, more evenly distributed 
across regions and perhaps accompa-
nied by greater volatility.

At the same time, powerful secular 
trends such as AI and electrification 
are likely to open up new sources of 
growth. As the emerging technology 
is embraced right across the global 
economy, leadership should gradually 
extend beyond today’s dominant 
companies to a wider set of firms that 
are able to translate technological 
change into productivity gains.

Against this backdrop, investors 
should focus less on broad, index- 
level gains or traditional style factors 
and more on allocating capital to 
companies with long-term competi-
tive advantage and pricing power. 
They should position their portfolios 
for a more complex and demanding, 
but ultimately more rewarding, equity 
market – one that is more diversified 
and offers attractive opportunities in 
the years ahead.

Investors should focus less on broad,  
index-level gains or traditional  

style factors and more on allocating capital 
to companies with a long-term  

competitive advantage and pricing power.

	 12	 MSCI ACWI Information Technology Index
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Bonds:
attractive valuations eclipse debt  
and inflation risks

The bear market in government 
bonds that resulted in steep losses 
over most of the past four years ap-
pears to be coming to an end. Relative 
to their recent history, bonds should 
deliver acceptable returns over the 
next 10 years. But significant risks re-
main. 

Public finances are deteriorating 
across the developed world, inflation 
will be slow to dissipate and the era  
of financial repression – or ultra-low 
official interest rates – will be no more. 

A further concern is the shift in 
the ownership structure of the US 
Treasury market. Our analysis of US 
flow-of-funds data finds that the 
share of the US Treasury market 
owned by official investors such as 
the Fed, US banks and foreign central 
banks has fallen to just 32% – the low-
est level since the early 1990s. 
Price-sensitive investors have taken 
their place. And with a less stable in-
vestor base, bond markets could be-
come more volatile. 

Figure 20
Valuation aligned with fundamentals

US 10-year Treasury real yields  
compared to US trend real GDP growth rate, %

US 10-year Treasury 
real yield (long-term 
average: 2.9)
US trend real GDP 
growth (long-term 
average: 3.0)
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Source: LSEG, CBO, Federal Reserve, Pictet Asset Management.  
Yield based on 10-year TIPS yield after 2003, and 10-year US Treasury yield  

minus Cleveland Fed 10-year inflation expectations (and 10-year  
CAGR of US CPI before 1982). US GDP growth based on CBO forecasts.  

Data covering period 05.06.1961-05.06.2026. 

our view 

The next decade should see  
government bonds break out of the 
bear market they have witnessed 
over much of the past four years. 

Initial valuations for bonds are in 
line with fundamentals and coupon 
rates exceed anticipated inflation 
across most markets. 

In general, fixed income assets are 
set to generate positive real returns 
that are roughly in line with, and in 
some cases above, historical averag-
es.

Credit should deliver the highest 
risk-adjusted returns. Initial valua-
tions are favourable, being lower 
than those of equities. 
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That said, fixed income assets are 
set to generate positive real returns, 
roughly in line with, and in some cas-
es even above, their historical averag-
es. This is due to the fact that after a 
full normalisation of rates and yields, 
current valuations are now fully 
aligned with fundamentals, with cou-
pon rates exceeding anticipated infla-
tion across most markets.

And this matters because, typical-
ly, the return on government bonds 
over a 10-year period is equal to the 
current yield within a range of ±1.5%, 
with a probability of 90%. The path 
and final level of yields also have a 
bearing on bonds’ total returns and 
are generally linked to the evolution 
of nominal growth over the invest-
ment horizon, consistent with stand-
ard economic theory.

While our regression analysis 
shows that initial valuations and the 
rate of future nominal economic 
growth account for some 90% of the 
total return over a period of 10 years, 
three other factors also play a role. 

The monetary regime
This factor affects the term premi-

um, i.e. the extra yield investors de-
mand for holding longer-dated 
bonds. We believe that term premia 
will trend higher in the coming 
years, most notably in the US, where 
the premium could reach 1.3% versus 
0.8% today. This mainly reflects what 
we see as the rising risk of fiscal 
dominance – government interfer-
ence in rate policy – and the Fed’s 
failure to anchor inflation at the 2% 
target. While the era of financial re-
pression appears to be ending, cen-
tral banks are likely to maintain an 
easing bias, partly to keep debt ser-
vicing costs at manageable levels.

The level of domestic savings
This factor shapes net demand for 

bonds. Countries with excess savings 
such as Japan, several European na-
tions and China (i.e. a positive net 
international investment position) 
tend to have lower bond yields.

Fiscal policy 
This factor determines the net 

supply of bonds but also affects de-
mand for them through perceptions 
of credit quality. The deteriorating 
fiscal outlook is consistent with up-
side risks to both nominal and real 
rates, especially in the US. We expect 
the US debt-to-GDP ratio to expand 
further by some 20 percentage points 
over the next decade – with a “fiscal 
equilibrium” resting on below-fair- 
value interest rates, inflation running 
slightly above the official target and 
passive fiscal tightening.

Overall, we forecast US 10-year 
yields will reach 4.75% – taking them 
to only 100 basis points lower than 
emerging market (EM) local currency 
bonds, the narrowest gap ever. UK 
and Japanese yields are likely to stay 
close to current levels, at 4.75% and 
2.5%, respectively, while euro zone 
yields are expected to rise, with  
10-year German government bonds 
poised to deliver some 3.3% by the 
end of our forecast horizon. Chinese 

yields are projected to move up to 
2.9%. In terms of expected returns, the 
best opportunities continue to be in 
EM, where we anticipate returns of 
some 7% per year on average, and in 
the UK.

Within fixed income, credit should 
deliver the highest risk-adjusted re-
turns. Initial valuations are favour- 
able, being lower than those of equi-
ties. Corporate borrowers also carry 
better fundamentals than govern-
ment bonds (see FIGURE 21). Yield 
spreads will widen marginally but  
remain low in a historical perspective 
– and the same holds for default rates. 

For high-yield corporate bonds, we 
find that the most accurate indicator 
of future return is a weighted average 
of equity and government bond re-
turn forecasts – 0.3 for equity, 0.7 for 
government bonds – adjusted for  
initial spread levels. The R² of this  
approach runs close to 65%.

Figure 21
Credit: better valued than  

equities, stronger fundamentals  
than government bonds

Difference between global corporate bond yield  
and global equities, 12-month forward earnings,  

compared to net debt to EBITDA ratio

Global net debt to trend EBITDA ratio
Difference between global corporate bond yield and
MSCI World 12-month earnings yield, ppts (RHS)
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Currencies:
a descent for the dollar

We believe the dollar’s decline, 
which started in earnest last year, is 
set to persist. 

Both structural economic trends 
and market behaviour point to a con-
tinued downtrend. As FIGURE 22 
shows, a currency’s underlying 
strength is inextricably linked to the 
gap in a country’s growth and infla-
tion rate. The wider the gap in favour 
of growth, the greater the scope for 
currency appreciation. 

When it comes to the dollar, our 
forecasts show the gap narrowing.  
We expect US growth to slow over the 
next decade compared with recent 
history. Granted, inflation will ease 
over the same time period, but it will 
remain above the Fed’s 2% target. 
Meanwhile, other major economies, 
such as Europe and Japan, will see 
material improvements in their 
growth-to-inflation differentials.  
The US will thus lose some of its eco-
nomic advantage on a relative basis, 
which, by extension, will reduce the 
appeal of the dollar.

Figure 22
Low inflation, strong growth leads  

to currency appreciation
Correlation of currency performance to real GDP  
growth relative to inflation over the past 20 years  

for free float and unmanaged currencies
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our view 

Investors should expect a steady 
decline in the dollar in the face of 
slowing growth and stubborn infla-
tion.

The flip side to the greenback's 
depreciation will be a gain for EM 
Asian currencies, which will receive  
a boost from the boom in AI.

The Japanese yen and Swiss franc 
will also do well, while digital curren-
cies will continue to grow in promi-
nence.
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The picture is similar when we per-
form a more comprehensive analysis. 
Two models in particular inform our 
decisions. The first is a cointegrated 
model based on cross-country infla-
tion differentials, productivity differ-
entials and net international invest-
ment positions.

The second uses growth-to-infla-
tion differentials alongside mean re-
version and a valuation adjustment to 
account for the gravity of the trend in 
the dollar (see FIGURE 22).

Each model indicates a modest but 
clear decline in the dollar, averaging 
around 1.1% per year over the next 10 
years. That will bring the DXY Index 
to 88, implying a 23% drawdown from 
the modern era peak set in 2022. 

 Away from economic fundamen-
tals, we believe market behaviour will 
also evolve in a way that bears down 
on the greenback. Its weakness during 
last year’s global trade tensions re-
minded foreign investors of the risk 
of under-hedging currency exposure. 
We foresee hedging becoming more 
prevalent, removing a pillar of dollar 
strength from the 2010s, when it was 
supported by persistent unhedged in-
flows into US assets.

Crucially, our expectations of nar-
rowing interest rate differentials be-
tween the US and other regions, espe-
cially Europe, mean that currency 
hedging will become materially 
cheaper for investors. 

Of the major currencies set to gain 
at the dollar’s expense, the Swiss franc 
and the Japanese yen emerge as the 
standout performers. 

The franc’s secular bull trend is 
underpinned by Swiss GDP growth 
consistently outpacing inflation, 
thanks to elevated productivity and a 
robust macroeconomic backdrop. 
Switzerland’s fiscal discipline, strong 
net foreign asset position and politi-
cal stability reinforce this view. We ex-
pect the franc to gain 1.4% annualised 
against the dollar over the next 10 
years.

The Japanese yen, arguably, has 
even greater appreciation potential. 
The growth-to-inflation outlook for 
Japan is poised to improve considera-
bly over the next decade. The end of 
financial repression and the likeli-
hood of higher Japanese interest rates 
should reduce the prevalence of the 
yen-funded carry trade. Add in the 
yen’s current undervaluation and the 
prospect of a narrowing rate gap with 
the US, and we have a constructive 
backdrop for a recovery of roughly 
1.9% per year on average.

In the euro zone, meanwhile, higher 
rates, increased fiscal spending and the 
potential for market reforms – particu-
larly those that enable securitisation 
and investment – should support the 
single currency and provide a coun-
terweight to its structural headwinds. 
As the US premium fades, the euro is 
likely to benefit from both a repricing 
of risk and a rotation of global capital. 
We forecast a euro/dollar exchange 
rate of 1.30 in 10 years’ time, compared 
with current levels of around 1.15. 

Sterling, by comparison, is likely to 
see only a very muted appreciation to 
USD 1.43 by 2036 (from USD 1.33). Val-
uation is not attractive, with sterling’s 
real effective exchange rate (REER) at 
pre-Brexit levels. 

Emerging market currencies also 
look set for a comeback. Improved 
credit quality, attractive valuations 
and a waning US dollar should push 
up the EM currency complex by an  
average of 1.4% annualised (based on 
MSCI Emerging Markets Index coun-
try weights). 

Figure 23
Dollar depreciation on the cards

Trade-weighted US dollar, 10-year rolling performance  
in %, actual and model forecast

DXY Index, 
10Y CAGR %
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Asia to lead EM currency 	
appreciation
EM Asia currencies look particular-

ly attractive given their importance 
in, and the world’s reliance on, the AI 
supply chain – spearheaded by Taiwan 
and Korea.

From a fundamental perspective, 
China should see a favourable 
growth-inflation mix and positive real 
rates boost the renminbi. However, as 
a managed currency, its appreciation 
is likely to be gradual and controlled – 
around 1.3% per year on average. 

The Indian rupee will also benefit 
from supportive macroeconomic dy-
namics, but the importance of export-
ers to the local economy will likely 
limit the scope for meaningful appre-
ciation.

Looking at Latin America, Brazil’s 
real will strengthen according to our 
calculations. While inflation there 
should remain comfortably above 2% 
and higher than the GDP growth rate, 
the gap is set to narrow materially 
from current levels. At the same time, 
continued elevated rates make for at-
tractive carry trades, particularly in 
periods of low market stress. We 
therefore expect the Brazilian real to 
strengthen. 

The outlook for the Mexican peso 
is more challenging. Nearshoring, 
trade deals and remittances have sup-
ported the currency in the recent 
past, but these tailwinds are fading 
while other fundamentals are weak. 
Our models suggest a depreciation of 
the peso by 2.1% annualised versus 
the dollar.

Beyond traditional currencies, 
cryptocurrencies – particularly bit-
coin – will remain firmly on investors’ 
radars. Despite ongoing regulatory 
uncertainty and volatility, crypto- 
assets have demonstrated resilience 
and are increasingly viewed as a po-
tential hedge against fiat debasement, 
especially as fiscal discipline weakens 
in major economies. While not a core 
holding for cautious investors, the 
growing institutional and retail ac-
ceptance of bitcoin, alongside regula-
tory milestones such as the approval 
of spot bitcoin exchange-traded 
funds, suggest that crypto will remain 
a firm feature of the global invest-
ment landscape. 

Overall, the global currency market 
will be shaped by the interplay of 
shifting growth-inflation dynamics, 
valuations and capital flows. The dol-
lar’s secular decline, the resilience  
of the Swiss franc and yen, the euro’s 
reform-driven upside, selective op-
portunities in EM and the growing 
prominence of digital assets will be 
among the most prominent trends  
investors should seek to position for 
over the coming 10 years. 

Figure 24
Asia in the lead

Forecast return for currencies vs USD,  
average % p.a. over 10 years

Source: Pictet Asset Management.   
Forecasts covering period 01.01.2026-31.12.2035.
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Our expectations of narrowing  
interest rate differentials  

between the US and other regions,  
especially Europe, mean that  

currency hedging will become  
materially cheaper for investors.
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Alternatives: 
opportunities in real estate  
and hedge funds

Real estate

We believe property is one of the 
most attractive asset classes for an 
ageing society, with the additional 
tailwind of being largely shielded 
from the disruptive forces of AI. It of-
fers income, inflation protection and 
a long-time horizon – attributes that 
will be in high demand as the median 
age of the population rises. While 
some areas of the real estate market 
are overvalued, especially residential, 
the sector’s investment potential is 
underappreciated.

After a volatile two decades, valua-
tions have normalised and cap rates 
are now high enough to offer a relia-
ble buffer. We forecast annual returns 
of around 7% in the US, Europe and 
the UK over the next 10 years – rough-
ly in line with equities.

Hedge funds

Prospects also look relatively bright 
for hedge funds. In risk-adjusted terms, 
we expect them to deliver some of the 
most attractive returns among all the 
asset classes we cover.

Figure 25
Attractive entry point
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Source: RCA Trends Global, Pictet Asset Management.  
Data covering period 31.03.2002-30.04.2026.  

Pictet AM forecasts covering period 01.05.2026-31.12.2036.

our view 

Alternatives offer investors posi-
tive real returns and diversification 
benefits. We see some of the best op-
portunities in real estate and hedge 
funds. In private equity and private 
debt, manager selection will be key. 
Digital assets will continue to rise in 
importance, with tokenisation likely 
to disrupt the investment industry. 
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History shows that when the corre-
lation of individual stock returns is 
low (a by-product of rising market 
concentration), market volatility is 
high and equity risk premia are mod-
est, hedge funds tend to fare well. 

Indeed, when we calculate the opti-
mal weights of a global multi-asset 
portfolio based on historical volatili-
ties, correlations and our 10-year re-
turn forecasts, our model suggests 
that investors should allocate as 
much as 10% to hedge funds – the 
same proportion as US Treasuries. 

Private equity

For private equity, we expect annu-
al returns of 9–10% over the next dec-
ade (versus 14% over the last decade), 
representing a reduced but still posi-
tive illiquidity premium of 2.5 per-
centage points over public equities 
(compared with the long-term average 
of around 5 percentage points).

With some USD 2.1 trillion of dry 
powder, competition for quality assets 
is intense. Returns are increasingly 
driven by operational value creation 
rather than financial engineering 
(multiple expansion and leverage). As 
we expect interest rates to remain at 
current levels, the pressure on highly 
leveraged portfolio companies could 
be compounded by a refinancing wall. 

Although exit conditions have im-
proved, private equity holding peri-
ods have lengthened to a median six 
years (from around four years in the 
2000s), thus extending the time- 
weighted exposure to private equity 
and making the return profile more 
uncertain.

Positive drivers for the asset class 
include the rapid growth in secondary 
private equity markets, which will 
help address portfolio construction 
and liquidity management concerns. 
The proliferation of general partner 
(GP)-led continuation vehicles has 
provided some liquidity relief to fund 
investors while retaining ownership 
of high-conviction assets.

Private equity is also opening up to 
retail investors, with asset managers 
pivoting to semi-liquid “evergreen 
structures”. However, strict liquidity 
gates typically cap quarterly redemp-
tions at 5% of fund net asset value 
(NAV) – a level likely to be breached 
in periods of market stress.

The real value-add from private eq-
uity allocation will come from alpha 
(manager selection), rather than beta 
(broad exposure). Typically, the dis-
persion between the top and bottom 
quartile of returns is almost four 
times that of active public equity 
funds; this is all the more relevant in 
today’s context of weaker aggregate 
tailwinds.

Private debt 

The environment for private debt 
has become more challenging, but we 
do not think the asset class’s recent 
travails are material. Attractive invest-
ment opportunities may be harder  
to find, but private credit still has  
the potential to deliver reasonable  
returns (averaging 7.2% per year) and 
diversification benefits.

We believe default rates will rise to 
4%, above the historical average of 
around 2.5%, implying a 1.8% per year 
drag on total returns. This reflects 
private debt’s high exposure to sectors 
heavily disrupted by AI such as soft-
ware that accounts for 20% of total as-
sets under management.

What’s more, lower-rated entities 
constitute a high proportion of the 
universe, with B-minus rated borrow-
ers making up 76% of the market and 
CCC-rated borrowers 15%. Also weigh-
ing on the asset class’s prospects are 
the weaker lending covenants that 
have been applied in recent years; 
these will likely reduce recovery rates 
on defaulted debt to around 55% on 
average.

Commodities

The outlook for commodities is 
mixed. We forecast an average annual 
return of 5% over the next 10 years, 
down from 9% over the previous dec-
ade.

The macroeconomic backdrop is 
favourable: commodities tend to per-
form well in periods when the US 
dollar weakens and global growth is 
solid, especially in manufacturing. 
Furthermore, the three major secular 
trends that form part of our invest-
ment framework – AI-driven data 
centre boom, electrification and in-
creased defence spending – are all 
very commodity-intensive, while sup-
ply is unlikely to expand significantly. 

However, there are two significant 
headwinds. First, valuation. Real com-
modity prices13 are back to the peaks 
set in 2011 and 2022, and are likely to 
mean revert over the next 10–15 years. 
Secondly, commodities do not pay 
dividends or coupons. The opportuni-
ty cost of owning commodities is 
equal to the US real rate of interest, 
which we expect to average 1% over 
the next 10 years (versus -0.75% over 
the previous 10 years).

The biggest upside is in industrial 
metals (8–9% return per year), where 
supply is tight and demand is surging. 
Conversely, we expect the oil price  
to decline to as low as USD 70 by 2036 
– a drop of some 50% in inflation- 
adjusted terms.

In risk-adjusted terms,  
we expect hedge funds to deliver some  

of the most attractive returns  
among all the asset classes we cover. 

	 13	 Bloomberg Commodity Spot Index divided by US CPI
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Gold

The outlook for gold is less attrac-
tive than a year ago. Real gold prices 
have surged and the upside now looks 
limited. Our models based on the US 
dollar, real interest rates and US 
growth point to a 4% return per year, 
sharply down from the 14% per year 
achieved in the previous decade. 

Central banks are reducing their 
purchases of gold and high prices are 
damping demand from retail inves-
tors and consumers alike. However, 
gold will remain an attractive infla-
tion hedge.

Even if it is not, and will never be, 
a risk-free asset (because it is too vola-
tile), we think that independently  
of the expected future returns, a sig-
nificant strategic allocation to gold  
is essential for cautious global multi- 
asset investors.

Digital assets

Digital assets will continue to rise 
in importance, but we see the greatest 
potential in tokenised real-world assets 
(RWAs) rather than crypto. 

Tokenisation is taking hold across 
private credit, US Treasuries, com-
modities and institutional fund struc-
tures, supported by regulated pilot 
schemes and industry participation.

We believe tokenisation could dis-
rupt the investment industry – similar 
to the rise of exchange-traded funds 
(ETFs) over the past two decades. It is 
set to strengthen efficiency, transpar-
ency and operational consistency by 
consolidating onboarding, registry 
maintenance, servicing and reporting 
within a unified infrastructure.

Cryptocurrencies – both bitcoin 
and stablecoins – are now considered 
“mainstream” asset classes by a signif-
icant proportion of investors. We see 
great potential for the wider adoption 
of stablecoins, but believe they will 
mostly remain a bridge between fiat 
and digital currencies. Central bank 
digital currencies (CDBCs) will en-
croach on that function too.

We are more sceptical of bitcoin, 
and whether it can play an important 
role in a balanced portfolio. 

Bitcoin's limited supply has led 
some to argue that it could be an ef-
fective inflation hedge. In theory, that 
sounds plausible but so far El Salva-
dor is the only country that accepts it 
as legal tender; in other words, bit-
coin still needs to be converted into 
local currency to buy a comprehensive 
basket of goods and services. This 
means the price of bitcoin relative to 
the domestic currency is the domi-
nant driver of inflation for bitcoin 
holders.

As bitcoin swings violently in 
price, its inflation rate in the US has 
proved anything but stable. Since 
2020, the bitcoin inflation rate on a 
6-month annualised basis has aver-
aged 16%, much higher than actual 
inflation (4%). In contrast, US infla-
tion for payments in gold has aver-
aged a negative 10%.

Bitcoin has also proved to be a 
weak diversifier, displaying very high 
correlation with software stocks. 

Put simply, bitcoin may be disrupt-
ed too. It is down nearly 50% from its 
peak in October and the cryptography 
algorithm on which it is based will be 
challenged by advances in quantum 
computing and AI. It is code-money, 
not really digital gold.

Our models based on its historical 
correlation with tech stocks, gold and 
US dollar – as well as other valuation 
metrics – suggest more upside to bit-
coin but, on balance, we continue  
to believe that bitcoin and crypto do 
not belong in a cautious global multi- 
asset portfolio. They are speculative 
assets and should be treated as such.

We forecast a five-year total return 
of 7% per year for European private 
debt, with an average spread of 550 
basis points. Returns will be some-
what curtailed by a lower ecB base 
rate and by defaults edging higher 
than last year.

A significant strategic allocation 
to gold is essential for cautious global  

multi-asset investors. 
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Pictet Asset Management’s  
Strategy Unit (PSU)

The PSU is composed of Pictet Asset Management’s 
most experienced multi-asset and fixed income portfolio 
managers, economists, strategists and research analysts 
located in various offices. This investment group is re-
sponsible for providing asset allocation guidance over 
the short- and long-term horizons across stocks, bonds, 
commodities and alternatives.

Every year, the PSU produces the Secular Outlook: a 
publication providing asset class return forecasts for the 
next five years. The research embeds, and is a reflection 
of the PSU’s investment philosophy.

“We believe understanding  
how the economic landscape

changes over time is both 
a fundamental component of

strategic asset allocation 
and crucial for investment 
success over the long run.”

olivier ginguené
Chairman of Strategy Unit, CIO,  
Multi Asset & Quantitative Investment
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 We believe…

Macroeconomic forces have
a bigger influence on asset class
returns over the medium
and long term than any other
factor; understanding how the economic 
landscape changes over time is both a fundamental 
component of strategic asset allocation and 
crucial for investment success over the long run. 

Over the short run, markets
are more volatile than is
warranted by underlying
economic conditions. Moreover,
the relationship between asset classes is not
stable through time. This leads to a mispricing
of assets, which presents opportunities for
tactical asset allocation.

Every asset class carries a
risk premium, which rises and
falls as the business cycle
progresses from one phase to
another. The focus of our research is 
to identify how the macroeconomic environment 
is changing and how this is likely to affect 
the risk premium attached to each asset class.

The skilled deployment of both
strategic and tactical asset
allocation can deliver superior
investment returns over
the long term.
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Equity forecast

Earnings and buybacks P/E ratio Total return P.A. (%)

YIELD Sales 
growth*

Margin 	
change	

** 

Net 	
buybacks	

***

EPS 
growth 
p.a.

12m 	
P/E

Forecast 
in 10 years	

****

% 	
change 
p.a.

Total 	
local 	

currency

FX 	
impact

total 	
in USD

US 1.2% 6.0% -1.0% 1.6% 6.6% 20.8 19.0 -0.9% 6.9% 0.0% 6.9%

Euro zone 2.8% 3.7% -0.7% 1.2% 4.2% 14.5 14.3 -0.2% 6.8% 1.1% 8.0%

Switzerland 2.8% 2.1% -0.6% 1.2% 2.7% 18.1 17.5 -0.3% 5.2% 1.3% 6.6%

UK 3.0% 3.0% -0.7% 1.3% 3.6% 12.6 12.0 -0.5% 6.1% 0.5% 6.6%

Japan 1.9% 4.0% 0.0% 1.0% 5.0% 16.7 15.0 -1.1% 5.8% 2.0% 7.9%

Developed markets 1.5% 5.1% -1.3% 1.5% 5.3% 19.2 17.7 -0.8% 6.8% 0.2% 7.0%

China 2.2% 3.7% 0.0% 0.0% 3.7% 11.6 11.5 -0.1% 5.8% 1.3% 7.2%

India 1.4% 8.1% -0.4% -0.5% 7.2% 20.7 18.5 -1.1% 7.4% 0.8% 8.3%

Emerging Asia 1.8% 5.5% -1.1% 0.0% 4.3% 12.1 12.5 0.3% 6.4% 1.7% 8.3%

Latin America 4.0% 3.5% 0.0% -1.0% 2.5% 10.1 9.7 -0.4% 6.0% 0.3% 6.3%

EMEA 3.8% 3.0% -0.2% -1.0% 1.7% 10.2 10.0 -0.2% 5.3% 0.1% 5.4%

Emerging markets 2.1% 5.0% -1.0% -0.2% 3.8% 11.7 12.0 0.2% 6.3% 1.4% 7.8%

Global equities 1.6% 5.1% -1.2% 1.3% 5.0% 17.7 16.7 -0.6% 6.8% 0.4% 7.2%

		  Source: LSEG, MSCI, IBES, Pictet Asset  
Management. Forecasts covering period 
30.05.2026–30.05.2036.

	 *	 Proxied by our forecast for nominal GDP growth 
(average 2026 to 2036), adjusted for regional reve-
nue exposure. Reflecting historical trend, struc-
tural tech leadership and regulatory environment, 
we adjust for a market,s ability to translate nomi-
nal GDP growth into revenue growth.

	 **	 IBES net profit margin, based on impact of opera-
tional leverage due to change in trend GDP, rever-
sion to current trend, a global convergence ad-
justment for EM markets and FX impact.

	 ***	 Expected buybacks net of dilution from secondary 
issuance (forecast net buyback yield in line with 
20-year average in US, 10% above average in Eu-
rope and Japan).

	****	 US P/E based on our forecast of median US stock 
P/E (based on our assumption for 10Y bond yield, 
inflation, trend growth) and mega-cap premium 
staying at current level. DM regional P/E forecast 
is a combination of return to trend multiple rela-
tive to US adjusted for anticipated change in trend 
GDP growth and return to 10-year average abso-
lute P/E levels. EM regions to return to average of 
current, mean and trend relative multiple to MSCI 
Emerging Markets.
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Fixed income forecast

DURATION 
(YEARS)

CURRENT 
YIELD

TERMINAL 
YIELD*

ANNUALISED 
ROLL	
**

DEFAULT/ 
RATING 
DRIFT

RETURN IN 
LOC CUR. 
P.A. (%)

FX 	
RETURN, 
P.A. (%)

USD 	
RETURN, 
P.A. (%)

10-year US Treasuries 8.1 4.4 4.8 0.6 0.0 5.0 0.0 5.0

10-year German Bunds 8.2 3.0 3.3 0.7 0.0 3.7 1.1 4.8

10-year Euro zone govt bonds 7.3 3.3 3.5 0.6 0.0 4.0 1.1 5.1

10-year Swiss govt bonds 9.0 0.4 1.2 0.5 0.0 0.8 1.4 2.1

10-year Japanese govt bonds 8.6 2.5 2.5 0.7 0.0 3.2 2.0 5.3

10-year UK gilts 7.7 5.0 4.8 0.7 0.0 5.8 0.5 6.3

10-year Chinese govt bonds 9.0 1.7 2.9 0.2 0.0 1.8 1.3 3.1

10-year US inflation-linked bonds 4.4 1.9 2.2 0.3 0.0 4.6 0.0 4.6

Global govt bonds 6.8 3.5 3.8 0.6 0.0 4.0 0.8 4.8

US investment-grade bonds 6.5 5.2 5.7 0.7 -0.3 5.7 0.0 5.7

US high-yield bonds 3.8 7.3 8.0 0.3 -1.4 6.5 0.0 6.5

Euro zone investment-grade bonds 4.5 3.7 4.1 0.5 -0.2 4.1 1.1 5.2

Euro zone high-yield bonds 3.4 6.0 6.6 0.2 -1.3 5.0 1.1 6.2

Emerging market dollar bonds 6.4 7.0 8.0 0.7 -0.8 6.8 0.0 6.8

Emerging market local currency bonds 5.3 6.3 5.8 0.1 0.0 6.3 0.4 6.7

Emerging market corporate bonds 4.4 6.5 7.1 0.7 -0.6 6.7 0.0 6.7

US dollar cash 0.2 3.7 3.4 0.0 0.0 3.4 0.0 3.4

		  Source: Pictet, Bloomberg, LSEG, J.P. Morgan, 
BofA. Forecasts covering period 30.05.2026–
30.05.2036.

	 *	 Policy rate assumption: Fed 3.25%, ECB 2.25%, 
BoE 3.25%, SNB 0.5% and BoJ 1.25%, based on 
our neutral rate and trend inflation estimate. 
Slope of government bond based on respective 
macro conditions. JPM EMU 10Y govt 20 basis 
points spread above JPM Germany 10Y. Bloomberg 
Global Agg Treasuries weighted average used on 
roll, yield change and return calculation for global 
bonds. 

		  Credit spreads and EM bond yield based on our 
respective fair value models and default esti-
mates. Recovery rate assumed to be 40% for DM 
HY and EM hard currency sovereign and corporate 
debt.

	 **	 Adjusted roll yield according to pace of central 
bank normalisation and our expectation of curve 
steepness in year 5. IG corp roll assumes curve 
steepens proportionally with government bonds.                          
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Disclaimer
This marketing material is for distribution to pro-

fessional, accredited and qualified investors only. It 
is neither directed to, nor intended for distribution or 
use by, any person or entity who is a citizen or resi-
dent of or located in any locality, state, country or ju-
risdiction where such distribution, publication, 
availability or use would be contrary to law or regula-
tion.

The information and data presented in this docu-
ment are not to be considered as an offer or solicita-
tion to buy, sell or subscribe to any securities or fi-
nancial instruments or services.

The information used in the preparation of this 
document is based upon sources believed to be relia-
ble, but no representation or warranty is given as to 
the accuracy or completeness of those sources. Infor-
mation, opinions and estimates contained in this 
document reflect a judgment at the original date of 
publication and are subject to change without notice. 

This material does not contain sufficient informa-
tion to support an investment decision, and it should 
not be relied upon by you in evaluating the merits of 
investing in any products or services offered or dis-
tributed by Pictet Asset Management. Pictet Asset 
Management has not ensured the suitability of the 
securities mentioned in this document for any specif-
ic investor, and it should not be relied upon as a sub-
stitute for independent judgment; investors are ad-
vised to determine the suitability of the investment 
based on their financial knowledge, experience, goals 
and situation, or to seek specific advice from an in-
dustry professional before making any investment 
decisions. Investors should read the prospectus or 
offering memorandum before investing in any Pictet 
managed funds.

Tax treatment depends on the individual circum-
stances of each investor and may be subject to 
change in the future. 

Effective allocations are subject to change and 
may have changed since the date of the marketing 
material.

Past performance is not a guide to future perfor-
mance.  All forms of investments involve risks. The 
value of investments and the income from them can 
fall as well as rise and is not guaranteed. Investors 
may not get back the amount originally invested. 
Performance data does not include the commissions 
and fees charged at the time of subscribing for or re-
deeming units or shares of any fund. 

The Market Data Specific Terms and Conditions 
shall apply to any individual or legal entity that re-
ceives from Pictet Asset Management market data 
such as, but not limited to, prices, ratings, indexes, 
regulatory data, research data and other information 
regarding financial instruments or other investments.  
Any index data referenced herein remains the prop-
erty of the Data Vendor. The Market Data Specific 
Terms and Conditions and Data Vendor Disclaimers 
are available on am.pictet.com in the “Legal docu-
ments and resources” section of the footer

This document has been issued in Switzerland by 
Pictet Asset Management S.A. and in the rest of the 
world by Pictet Asset Management (Europe) S.A., and 
may not be reproduced or distributed, either in part 
or in full, without their prior authorisation.

Issued in June 2026
 © 2026 Pictet 
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