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Fig. 1: S&P 500 Implied Return, (2009- July 2022)

Source: Mill Creek, Aswath Damodaran Online.
The first six months of this year have been quite jarring for investors. Nowhere does that show up more starkly
than in the repricing of the equity risk premium. The equity risk premium is a measure of the expected return
on equities relative to a “safe” asset like US Treasuries. Investors who perceive the future as safe and
uneventful might not require substantial compensation to accept equity market risk. On the other hand, if the
future looks highly uncertain and forbidding, investors are likely to require more compensation to move from
safe bonds to risky equities.
NYU Professor Aswath Damodaran (if the name sounds familiar, it might be because we’ve mentioned him
previously in our weekly commentary) maintains a set of well-regarded equity risk premiums for a range of
global equity markets. His mid-year outlook finds that the equity risk premium for the S&P 500 has jumped
from 4.24% on January 1st to 6.01% today. Since Treasury yields have also risen, his implied annual return on
the S&P 500 is now just over 9% (Fig. 1). The last time his forward-looking S&P 500 return exceeded 9% was in
2012, during significant concerns about the Eurozone stability.
Relatedly, we’ve also updated our Capital Market Assumptions (CMAs), which you can access here. Our CMAs
are forward-looking returns estimates for a range of asset classes over one full market cycle. We’re slightly
more conservative with our earnings growth estimates than Professor Damodaran. Still, our return estimates
are also meaningfully higher across the board for stocks and bonds than they were at the beginning of the
year.
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This week’s contributor: Michael Crook, CAIA
Mill Creek Capital Advisors’ (MCCA) Capital Market Assumptions are forward-looking risk, return, and covariance estimates
for a range of broad asset classes. 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. The broad asset classes are not representative of any MCCA investment models
and are used to represent general ranges of risk taking.
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.
© 2022 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.

2

