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Executive Summary 

• Capital market assumptions (CMAs) represent forward-looking return and risk estimates 

for various asset classes. 

• Our CMAs are designed to represent our views across a full market cycle, which has 

historically been 5-10 years. 

• Our CMAs are forward-looking projections with fundamental underpinnings in market-

based expectations. We apply modest, research-based views when appropriate.  

• We believe a higher-for-longer interest rate environment will result in higher bond 

returns than were experienced from 2010-2022. 

• Elevated equity valuations, particularly in US large cap, have resulted in us lowering our 

public equity estimated return relative to one year ago. We also expect a more normal 

volatility environment in equities going forward.  

 

What are CMAs? 
Capital market assumptions (CMAs) are estimated return and risk characteristics for a range of 

investments. CMAs typically include return and volatility forecasts for each asset class and a 

correlation table that estimates how correlated each asset class is with the others. 

Capital market assumptions are primarily used for portfolio construction and financial 

planning. When used in portfolio construction, CMAs help illustrate the risk and return trade-

offs between various portfolios. CMAs are also the inputs behind the wealth forecasts that 

frequently show up in financial planning. 

 

How are CMAs constructed? 
 We use a heavy dose of market-based expectations and modestly applied strategic views to 
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estimate capital market assumptions. 

 

Market-based expectations are the foundation of our process. In fixed income, starting yields 

are a good guide to future returns (Fig. 1).  We can also observe how market participants are 

pricing various interest rates and inflation over the next decade through the futures market. 

We use this market-based starting point and then make modest adjustments to reflect our 

views about the coming decade. 

 

Fig. 1: Starting yield and future return (Bloomberg Aggregate Bond Index) 

Source: Bloomberg, Mill Creek. As of 01/14/2025. 

 

Our equity market starting point is similar. Short-term equity market returns are tough to 

predict, but we can also observe how market participants are pricing equities through their 

valuations, and valuations tend to be a reasonable guide to future returns (Fig. 2, next page) 

over a market cycle.  
 

Why do we “nudge” returns instead of simply accepting market expectations? Market 

expectations are not a forecast – they are simply the probabilistic midpoint of the full range of 

potential outcomes that market participants have priced into the market. We apply our own 

views to the extent that we disagree with the “average view” embedded in the market.  

 

Current bond yields are a good example. The Treasury financed the 2024 deficit through 

unusually high issuance of bills (debt that matures within one year) instead of issuing longer-

dated bonds as would have been normal operating procedure. A consensus of researchers 

(both the Federal Reserve and private forecasters) believes this pattern of Treasury issuance 

has reduced longer-term bond yields by about 0.5% relative to where they would be with 

normal Treasury operations. Our method allows us to apply that information cohesively to our 

estimated returns for all asset classes. 
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Fig. 2: Equity valuation and future return (S&P 500) 

 

Source: Bloomberg, Shiller Data Library, Mill Creek. 

 

   

Modeling Illiquid Investments 

Illiquid investments, like private equity, do not lend themselves to using reported volatility as 

a primary measure of risk. Private assets are not traded frequently and reported values are 

generally based on appraisals, which are typically model-based and at least somewhat 

subjective. It's not uncommon for an asset to be revalued slowly or hold a stable valuation for 

multiple quarters until a corporate action, like a merger, results in a new valuation data point. 

The result is that a private equity portfolio's "reported" volatility is usually very low and similar 

to corporate bonds. Most investors intuitively understand that the risk inherent in private 

equity is at least on par with public equities, not high-quality bonds. 

 

In response to these issues, we use adjusted private capital indexes that have undergone a 

statistical "de-smoothing" in our asset allocation modeling (Fig. 3, next page). The adjustment 

process helps to better reflect the underlying economic risk in these assets as well as their 

correlation to traditional assets, but it creates a disconnect between the forward-looking 

estimated volatility of a portfolio and what an investor is likely to actually see in their return 

statements several years down the road. There's no perfect way to fit the square peg of 

private investments into the round hole of volatility, but we believe this process helps align 

public and private assets as well as possible in portfolio construction. 
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Fig. 3: Adjusted private equity volatility better reflects underlying risk (annualized 

standard deviation)  

 

 

Source: Pitchbook, Bloomberg, Mill Creek. As of 6/30/2024 (latest available). Global equities refers to the MSCI ACWI 

USD Index. 

 

2024 CMAs: Heightened Uncertainty 

As we discussed in our 2025 outlook, titled "Touch-and-Go," we're constructive about the 

medium-term outlook but also recognize there is great economic and geopolitical uncertainty 

in the current environment that will drive higher portfolio volatility. Our CMAs (Fig. 4, next 

page) reflect these views. 

Our equity return assumptions have declined slightly since last year in response to high 

returns that drove valuations, particularly in the US, even higher. We're not specifically 

forecasting a bear market, nor are we recommending an underweight to US equities as 

valuations are not useful guides for either of those predictions. Instead, we're simply 

suggesting that investors should expect lower average returns over the next decade.  

We continue to find value in private credit and private equity, although the estimated return 

spread between taxable bonds and private credit isn't as wide as last year. Lending markets 

have partially healed following the 2022 banking mini-crisis and that normalization is showing 

up in private credit yields. Private equity valuations remain at a discount to public equity 

valuations and a lighter-touch regulatory environment has the potential to catalyze an 

acceleration in corporate action. 

Within fixed income, our estimated bond returns remain commensurate with current yields 

and a view that interest rates are likely to remain elevated above 2010-2022 levels. The 

Federal Reserve's dot plot projects a neutral Fed Funds rate of 2.9%, but market participants 

are now projecting short-term rates of 4% in five years. Our cash return assumption is in 

between those views. 
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Fig. 4: 2025 Capital Market Assumptions 

 

 

Source: Mill Creek. 

 

 

  

Asset Class
Estimated 

Return

Estimated 

Volatility

Sharpe 

Ratio

Global Equity 7.7% 17.5% 0.24

United States Large Cap 7.5% 16.7% 0.24

United States Small Cap 8.4% 21.6% 0.23

Internationally Developed 7.9% 18.6% 0.23

Emerging Markets 8.5% 23.0% 0.22

FIXED INCOME

US Taxable 5.0% 4.2% 0.36

US Corporate HY 6.4% 10.2% 0.29

Municipal Bonds 3.6% 3.0% 0.02

ALTERNATIVES

Hedge Funds 4.7% 6.1% 0.19

Private Credit 8.9% 7.2% 0.75

Private Equity 12.5% 15.6% 0.58

CASH

US Cash 3.5% 1.0% -

OTHER

Inflation (CPI) 2.5%

PUBLIC EQUITY

http://www.millcreek.com/


 

 

Mill Creek Capital Advisors  |  161 Washington Street, Suite 1500, Conshohocken, PA 19428 

www.millcreek.com 

 

Disclosures & Important Information 

MCCA is an investment adviser registered with the Securities and Exchange Commission under the 

Investment Advisers Act of 1940. Registration as an investment adviser does not imply a certain level of 

skill or training. This content is not intended to provide any investment, financial, legal, regulatory, 

accounting, tax or similar advice, and nothing should be construed as a recommendation by MCCA, its 

affiliates, or any third party, to acquire or dispose of any investment or security, or to engage in any 

investment strategy or transaction. An investment in any strategy involves risk and there is always the 

possibility of loss, including the loss of principal. This content should not be considered as an offer or 

solicitation to purchase or sell securities or other services.  

This document may contain links to other websites. Such external Internet addresses contain information 

created, published, maintained or otherwise posted by institutions or organizations independent of 

MCCA. These links are solely for the convenience of readers, and the inclusion of such links does not 

necessarily imply affiliation, sponsorship or endorsement. MCCA does not endorse, approve, certify or 

control these external Internet addresses and does not guarantee or assume responsibility for the 

accuracy, completeness, efficacy, timeliness or correct sequencing of information located at such 

addresses. Use of any information obtained from such addresses is voluntary, and reliance on it should 

only be undertaken after an independent review of its accuracy, completeness, efficacy and timeliness. 

Reference therein to any specific commercial product, process or service by trade name, trademark, 

service mark, manufacturer or otherwise does not constitute or imply endorsement, recommendation or 

favoring by MCCA. 

Mill Creek Capital Advisors’ (MCCA) Capital Market Assumptions that may be included herein are forward-

looking risk, return, and covariance estimates for a range of broad asset classes. This information is not 

intended as a recommendation to invest in any particular asset class or as promise of future 

performance. They are created using a quantitative and qualitative process that incorporates current 

global economic and financial market conditions, market derived forecasts, and proprietary forecasts 

developed by the Mill Creek Investment Strategy Team. Our Capital Market Assumptions reflect our 

forward-looking views for one market cycle, which MCCA defines as including a bull and bear market. 

The duration of a market cycle has historically ranged from 2-15 years but are typically 5-10 years in 

length. Forward-looking return estimates are subject to uncertainty and error. Forward-looking returns 

for each asset class can be conditional on economic scenarios; in the event a particular scenario comes 

to pass, actual returns could be significantly higher or lower than forecasted. Because of the inherent 

limitations of capital market assumptions, potential investors should not rely exclusively on the 

assumptions when making an investment decision. The assumptions cannot account for the impact that 

economic, market, and other factors may have on the implementation and ongoing management of an 

actual investment portfolio. Unlike actual portfolio outcomes, the capital market assumption outcomes do 

not reflect actual trading, liquidity constraints, fees, expenses, taxes and other factors that could impact 

future returns. Asset allocation/diversification does not guarantee investment returns and does not 

eliminate the risk of loss. The broad asset classes are not representative of any MCCA investment asset 

allocation strategies and are used to represent general ranges of risk taking. Capital Market Assumptions 

are provided for informational purposes and as a tool for developing financial plans. 

 

© 2025 All rights reserved. Trademarks “Mill Creek,” “Mill Creek Capital” and “Mill Creek Capital 

Advisors” are the exclusive property of Mill Creek Capital Advisors, LLC, are registered in the U.S. Patent 

and Trademark Office, and may not be used without written permission. 
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