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U.S. Equities

After a prolonged period of equity market underperformance, investors have added relatively little to 
equities while pouring more than $1.7 trillion into bond mutual funds and exchange-traded funds 
(ETFs) from December 2007 to May 2013 (according to the Investment Company Institute). The U.S. 
economy is not likely to see its long-term potential rate of growth impacted by the recent financial crisis, 
and even the reversal of demographic tailwinds will be less severe for the U.S. than for some other large 
economies. Meanwhile, the U.S. corporate sector and equity market offer significant opportunities.

Corporations Are Relatively Strong, Enabling a Focus on Enhancing Shareholder Value

•	The	corporate	sector	has	been	a	relatively	bright	spot	in	the	U.S.	economy	over	the	past	several	years	as	the		
environment	of	low	interest	rates	and	robust	profitability	has	allowed	corporations	to	reduce	interest	expense,		
shore	up	balance	sheets,	and	accumulate	the	highest	levels	of	liquid	assets	in	recent	history.

•	These	high	cash	balances	have	enabled	companies	to	return	value	to	shareholders	in	multiple	ways;	through		
an	average	S&P	500	dividend	yield	of	2.1%	as	of	March	31,	2013,	and	share	buybacks	of	3.0%	over	the	
prior	four	quarters,	investors	enjoyed	a	total	yield	of	5.1%.

LEFT: Interest expense for all nonfinancial U.S. firms as defined by Bureau of Economic Analysis. Source: Bureau of Economic Analysis, 
Haver Analytics, Fidelity Investments (AART) as of 3/31/13. RIGHT: Buyback and dividend yields are 12-month sums divided by S&P 500 
market capitalization. Source: Standard and Poor’s, Fidelity Investments (AART) through 3/31/13.

S&P 500®, a market capitalization-weighted index of common stocks, is a registered service mark of The McGraw-Hill Companies, Inc., 
and has been licensed for use by Fidelity Distributors Corporation.
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Current Valuations for U.S. Equities Suggest Decent Return Expectations 

•	Based	on	historical	experience,	owning	stocks	when	valuation	measures	are	below	average	has	typically	
resulted	in	higher-than-average	subsequent	five-year	real	returns,	while	expensive	valuations	have	implied	
subpar	forward	returns.

•	Depending	on	which	measure	of	earnings	is	used,	current	valuations	are	near	average,	which	suggests	
average	intermediate-term	return	expectations.

•	Low	bond	yields,	below-average	P/E	multiples,	and	supportive	monetary	policy	focused	on	containing	
borrowing	costs	have	combined	to	create	a	constructive	environment	for	stock	market	returns.

P/E = Price-to-earnings ratio. Real returns are nominal returns adjusted by inflation rate (Consumer Price Index). Cyclically adjusted 
figures use trailing five-year earnings. Past performance is no guarantee of future results. You cannot invest directly in an index. Stocks 
represented by total returns of S&P 500 Index including reinvestment of dividends and interest income. S&P earnings estimates used for 
Q1 2013. Source: Standard & Poor’s, Robert Shiller, Fidelity Investments (AART) through 6/30/13. 

Consumer Price Index (CPI) is an inflationary indicator published monthly that measures the change in the cost of a fixed basket of prod-
ucts and services, including housing, electricity, food, and transportation.
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Stocks Have Shown Better Potential to Adjust Upward with Inflation

•	 In	the	current	low	inflation	and	low	yield	environment,	many	investors	are	paying	closer	attention	to	the	
potential	inflation	protection	provided	by	various	asset	classes.	When	inflation	is	rising,	fixed-rate	bonds	
have	historically	struggled,	particularly	when	starting	from	low	interest	rates,	while	equities	have	tended	to	
hold	up	better.

•	Rather	than	relying	on	a	nominal	fixed	payment	stream,	investors	in	stocks	may	be	able	to	handle	a	rising	
inflation	environment	better,	because	many	companies	have	the	potential	to	pass	on	higher	prices	to	their	
customers.	During	the	1960s	and	1970s,	rising	and	higher	inflation	led	to	deteriorating	real	and	risk-
adjusted	returns	for	both	equities	and	bonds,	but	stock	real	returns	remained	positive.

Sharpe ratio compares portfolio returns above the risk-free rate relative to overall portfolio volatility (a higher Sharpe ratio implies better 
risk-adjusted returns). Past performance is no guarantee of future results. Real returns are adjusted by rates of inflation. Stocks represent-
ed by total returns of S&P 500 Index, including reinvestment of dividends and interest income. Bonds represented by Barclays Aggregate 
Bond Index for 1/1976–12/1980 and by composite of IA SBBI Intermediate-Term Government Bond Index (67%) and IA SBBI Long-Term 
Corporate Bond Index (33%) for 1/1952–12/1975. Source: Robert Shiller, Morningstar EnCorr, Fidelity Investments (AART) as of 6/30/13. 

Barclays® U.S. Aggregate Bond Index is an unmanaged, market value-weighted performance benchmark for investment-grade fixed-rate 
debt issues, including government, corporate, asset-backed, and mortgage-backed securities with maturities of at least one year. IA SBBI 
U.S. Intermediate-Term Government Bond Index is a custom index designed to measure the performance of intermediate-term U.S. 
government bonds. IA SBBI U.S. Long-Term Corporate Bond Index is a custom index designed to measure the performance of long-term 
U.S. corporate bonds.
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This	report	is	a	product	of	the	Asset	Allocation	Research	Team	(AART).	AART	conducts	economic,	
fundamental,	and	quantitative	research	to	develop	asset	allocation	recommendations	for	Fidelity’s	portfolio	
managers	and	investment	teams.	AART	is	responsible	for	analyzing	and	synthesizing	investment	perspectives	
across	Fidelity’s	asset	management	unit	to	generate	insights	on	macroeconomic	and	financial	market	trends	
and	their	implications	for	asset	allocation.

For	more	information	about	U.S.	equities,	please	refer	to	the	Quarterly Market Update.

As	investors’	desire	for	income	continues	to	increase,	we	believe	a	strategy	that	
leads	to	prudent	risk	taking	may	mitigate	portfolio	volatility	and	help	investors	
pursue	their	income	goals.

Views	expressed	are	as	of	the	date	indicated,	based	on	the	
information	available	at	that	time,	and	may	change	based	on	
market	and	other	conditions.	Unless	otherwise	noted,	the	opinions	
provided	are	those	of	the	author	and	not	necessarily	those	of	Fidel-
ity	Investments	or	its	affiliates.	Fidelity	does	not	assume	any	duty	to	
update	any	of	the	information.	

Past performance, dividend rates, and share buybacks are his-
torical and do not guarantee future results. 

Investment	decisions	should	be	based	on	an	individual’s	own	
goals,	time	horizon,	and	tolerance	for	risk.	

Investing involves risk, including risk of loss.

Neither	asset	allocation	nor	diversification	ensures	a	profit	or	guar-
antees	against	a	loss.

Generally,	among	asset	classes,	stocks	are	more	volatile	than	
bonds	or	short-term	instruments	and	can	decline	significantly	in	
response	to	adverse	issuer,	industry,	political,	regulatory,	market,	or	
economic	developments.

In	general	the	bond	market	is	volatile,	and	fixed-income	securities	
carry	interest	rate	risk.	As	interest	rates	rise,	bond	prices	usually	
fall,	and	vice	versa.	This	effect	is	usually	more	pronounced	for	
longer-term	securities.	Fixed-income	securities	also	carry	inflation,	
credit,	and	default	risks	for	both	issuers	and	counterparties.			

Indices	are	unmanaged.	It	is	not	possible	to	invest	directly	in		
an	index.

Third-party	marks	are	the	property	of	their	respective	owners;		
all	other	marks	are	the	property	of	FMR	LLC.	

If	receiving	this	piece	through	your	relationship	with	Fidelity	
Financial	Advisor	Solutions	(FFAS),	this	publication	is	provided	to	
investment	professionals,	plan	sponsors,	institutional	investors,	and	
individual	investors	by	Fidelity	Investments	Institutional	Services	
Company,	Inc.

If	receiving	this	piece	through	your	relationship	with	Fidelity	Per-
sonal	&	Workplace	Investing	(PWI),	Fidelity	Family	Office	Services	
(FFOS),	or	Fidelity	Institutional	Wealth	Services	(IWS),	this	publica-
tion	is	provided	through	Fidelity	Brokerage	Services	LLC,	Member	
NYSE,	SIPC.

If	receiving	this	piece	through	your	relationship	with	National	Finan-
cial	or	Fidelity	Capital	Markets,	this	publication	is	FOR INSTITU-
TIONAL INVESTOR USE ONLY.	Clearing	and	custody	services	are	
provided	through	National	Financial	Services	LLC,	Member	NYSE,	
SIPC.
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Portfolio Implications

•	U.S.	equities	have	been	an	important	driver	of	long-term	wealth	creation,	providing	potential	investment	
returns	through	dividends,	buybacks,	and	price	appreciation.	

•	Many	indicators	suggest	that	current	equity	valuations	are	near	average,	which	suggests	average	absolute	
and	relative	returns	over	the	intermediate	term.

•	Equities	may	offer	the	potential	to	achieve	positive	real	returns	if	inflation	rises	from	today’s	low	levels.


