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Absolute equity valuations are historically high
History is not on the side of those looking for strong returns
Shiller Total Return CAPE ratio and 10yr
Subsequent Returns since 1945

◼

Valuations appear high in absolute terms for
equities versus history, especially in the United
States.

◼

High absolute valuation starting points have
historically been attached to lower subsequent
medium-term returns.

◼

Some long-term measures of valuation like
Shiller’s Cyclically Adjusted Price Earnings Ratio
are consistent with a very poor outlook for equity
returns.

◼

But equity valuations do not exist in a vacuum.

Source: Columbia Threadneedle Investments, Robert Shiller, 17 September 2021. Please note performance targets may not be attained.
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Relative equity valuations are middling
Equity valuations don’t exist in a vacuum
Shiller Excess CAPE yield and 10yr Subsequent
Excess Returns since 1945

◼

Equity earnings yields are fairly middling versus
bonds.

◼

The relationship between excess returns to bonds
and valuation against them is variable.

◼

Some long-term measures of relative valuation
against bonds like Shiller’s Cyclically Adjusted
Price Earnings Ratio are consistent with a
reasonable outlook for equity returns versus
bonds.

Source: Columbia Threadneedle Investments, Robert Shiller, 17 September 2021. Please note performance targets may not be attained.
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The next ten years for public markets?
Low bond yields are not a good place to start
10yr US Treasury Yields and 10yr Annualised
Subsequent Returns since 1945

◼

Forecasting bond returns in the short-term can be tricky.

◼

Forecasting bond returns over the long-term is not
complicated or controversial.

◼

Structural economic challenges contributing to the low
yield environment:

◼

◼

◼

Demographics: ageing population eager to save

◼

Debt: servicing requirements reduces rate which ‘bites’

◼

Distribution: local and global

Threats to the low yield environment:
◼

Stronger growth raises neutral real rate (new fiscal paradigm,
fourth industrial revolution)

◼

Deglobalisation raises local market inflation risk premia

◼

Deanchored inflation expectations raises inflation

Low returns from bond markets, at best.

Source: Columbia Threadneedle Investments, Robert Shiller, 17th September 2021. Please note performance targets may not be attained.
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Whither bond yields?
The US as monetary hegemon
US Treasury 5y5y forwards vs Long-run FOMC
Dot, 2011-21

◼

The Taper tantrum of 2013 scarred the FOMC
meaningfully.
◼

Bonds sold-off, EM was smashed and financial
conditions in aggregate tightened more than desired.

◼

As we approach taper announcement (November basecase?), should we brace for similar?

◼

Five-year five-year forwards have been approximately
contained by the FOMC long-term dot over the past
decade.

◼

◼

◼

In 2013 5y5y were 130bps below Fed LT dot

◼

Today 5y5y are 40bps below

Threats to the median dot:
◼

Effective US fiscal; new global fiscal consensus;

◼

Deanchored inflation expectations.

Hard to see UST offering ‘value’, but a bigger place in
portfolios 40bps north of here?

Source: Bloomberg and Columbia Threadneedle Investments, 4 October 2021.
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Inflation risk?
To us, inflationary risks appear transitory
◼

◼

Short-term risks
◼

Capacity loss

◼

Bottlenecks

◼

Increased costs from COVID

◼

Less globalisation

◼

Environmental/regulatory costs

◼

Raw material prices

◼

E.G.
–

Seen a spike in inflation – in US largely driven by
2nd hand car and airline ticket prices (both hit
10%)

–

In UK shortage of truck drivers becoming an issue

Eurozone, UK and US Core Inflation:
Range bound between 2000 and 2020

We do not expect a material increase over the
medium term
◼

Capacity restored

◼

Long-term deflationary forces return

◼

Productivity improvements in the pipeline, e.g.
automatic supermarket checkouts, drone delivery,
driverless cars, app ordering

Source: Macrobond, as at 19 August 2021.
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Inflation risk?
Case study: UK
UK CPI 2016-2021

◼

Base case:
◼

◼

◼

Reopening spike to mean-revert as labour supply
bottlenecks resolve
–

Restaurants @ 8%

–

Hotels @ 12%

–

Second hand cars @ 18%

Higher electricity prices, international logistics costs
take time to work through
–

Fuel @ 18%

–

Electricity projected to be +30%

–

Furniture @ 8%

Upside risks:
◼

Boot-strapped one-offs continue to domino through
until deglobalisation matures into a more permanently
volatile inflation environment.

◼

The re-opening experience post-World War II serves
as a good model.

Source: Bank of England and Columbia Threadneedle Investments, 5 October 2021.
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Important information
For use by professional clients and/or equivalent investor types in your jurisdiction (not to be used with or passed on to retail clients)

For marketing purposes.
Past performance is not a guide to future performance. The value of investments and any income is not guaranteed and can go down as well as up and may be affected by
exchange rate fluctuations. This means that an investor may not get back the amount invested. Your capital is at risk.
Where references are made to portfolio guidelines and features, these are at the discretion of the portfolio manager and may be subject to change over time and prevailing market
conditions. Actual investment parameters will be agreed and set out in the prospectus or formal investment management agreement. Please note that the performance targets may
not be attained.
The analysis included in this document has been produced by Columbia Threadneedle Investments for its own investment management activities, may have been acted upon prior
to publication and is made available here incidentally. Any opinions expressed are made as at the date of publication but are subject to change without notice and should not be
seen as investment advice. Information obtained from external sources is believed to be reliable but its accuracy or completeness cannot be guaranteed.
Any opinions expressed are made as at the date of publication but are subject to change without notice.This presentation includes forward looking statements, including projections
of future economic and financial conditions. None of Columbia Threadneedle Investments, its directors, officers or employees make any representation, warranty, guaranty, or other
assurance that any of these forward looking statements will prove to be accurate.
The mention of any specific shares or bonds should not be taken as a recommendation to deal.
This presentation and its contents are confidential and proprietary. The information provided in this presentation is for the sole use of those attending the presentation. It may not be
reproduced in any form or passed on to any third party without the express written permission of Columbia Threadneedle Investments. This presentation is the property of Columbia
Threadneedle Investments and must be returned upon request. This presentation is not investment, legal, tax, or accounting advice. Investors should consult with their own
professional advisors for advice on any investment, legal, tax, or accounting issues relating an investment with Columbia Threadneedle Investments.
In the UK issued by Threadneedle Asset Management Limited, registered in England and Wales, No. 573204. Registered Office: Cannon Place, 78 Cannon Street, London EC4N
6AG. Authorised and regulated in the UK by the Financial Conduct Authority.
In the EEA: Issued by Threadneedle Management Luxembourg S.A. Registered with the Registre de Commerce et des Sociétés (Luxembourg), Registered No. B 110242 44, rue
de la Vallée, L-2661 Luxembourg, Grand Duchy of Luxembourg.

In the Middle East: this document is distributed by Columbia Threadneedle Investments (ME) Limited, which is regulated by the Dubai Financial Services Authority (DFSA). For
Distributors: This document is intended to provide distributors’ with information about Group products and services and is not for further distribution. For Institutional Clients: The
information in this document is not intended as financial advice and is only intended for persons with appropriate investment knowledge and who meet the regulatory criteria to be
classified as a Professional Client or Market Counterparty and no other Person should act upon it.
In Switzerland: Threadneedle Asset Management Limited. Registered in England and Wales, Registered No. 573204, Cannon Place, 78 Cannon Street, London EC4N 6AG, United
Kingdom. Authorised and regulated in the UK by the Financial Conduct Authority. Issued by Threadneedle Portfolio Services AG, Registered address: Claridenstrasse 41, 8002
Zurich, Switzerland.
Columbia Threadneedle Investments is the global brand name of the Columbia and Threadneedle group of companies.
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