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Fig. 1: Equity risk premium; US Equities versus Treasuries
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Source: Bloomberg, Mill Creek.

Back in 2012, | coauthored a report titled, “Stocks (over bonds) for the long run” which made a simple point: at
the time, investors should expect far better returns for stocks than bonds over the next decade.: Realized
returns validated our assertion: the S&P 500 outperformed US Treasuries by 12% per year over the proceeding
7- and 10-year periods. Around 2016, Wall Street started using the acronym TINA, meaning

“There Is No Alternative,” in reference to the dominance of stocks over bonds, but it was TINA all along.

Our 2012 article was not based on a speculative crystal ball forecast. At the time, the gap between the
expected earnings yield on stocks (earnings divided by price) and the yield on an inflation-adjusted 10-year
Treasury bond (Fig. 1) was the highest it had been since the early 1980s, implying that the expected return
differential between stocks and bonds was higher than it had been since the 80s. This measure is known as the
“equity risk premium (ERP).” For context, this way of measuring the ERP also indicated in 1999 and 2000 that
stocks would underperform bonds over the proceeding 10 years.

Today, the ERP implies something much more mundane than in 1999 or 2012. This finding is good news for
diversified investors. Bond yields (nominal and inflation-adjusted) have risen back to pre-financial crisis levels,
the return differential between stocks and bonds has reverted to a level closer to the longer-term average, and
bonds can once again play an important role in portfolio construction.

1A revised version of the article was eventually published under a different title in the Journal of Investing in
2014. Like monetary policy, academic publishing also has long and variable lags.



https://joi.pm-research.com/content/23/1/27
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This week’s contributor: Michael Crook, CAIA

DISCLOSURES & IMPORTANT INFORMATION

Any views expressed above represent the opinions of Mill Creek Capital Advisers ("MCCA") and are not intended
as a forecast or guarantee of future results. This information is for educational purposes only. It is not intended
to provide, and should not be relied upon for, particular investment advice. This publication has been prepared
by MCCA. The publication is provided for information purposes only. The information contained in this
publication has been obtained from sources that MCCA believes to be reliable, but MCCA does not represent or
warrant that it is accurate or complete. The views in this publication are those of MCCA and are subject to
change, and MCCA has no obligation to update its opinions or the information in this publication. While MCCA
has obtained information believed to be reliable, MCCA, nor any of their respective officers, partners, or
employees accepts any liability whatsoever for any direct or consequential loss arising from any use of this
publication or its contents.
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https://www.millcreekcap.com/wp-content/uploads/2023/02/House-Views-Summary-February-2023-1.pdf
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