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IMPORTANT INFORMATION
AND RISK FACTORS
Risk Factors
The views expressed in this article are those of Baillie Gifford’s Multi
Asset Team and should not be considered as advice or a recommendation
to buy, sell or hold a particular investment. They reflect personal opinion
and should not be taken as statements of fact nor should any reliance be
placed on them when making investment decisions.
This communication was produced and approved in the second half of
2020 and has not been updated subsequently. It represents views held at
the time of writing and may not reflect current thinking.
Potential for Profit and Loss
All investment strategies have the potential for profit and loss, your or
your clients’ capital may be at risk. Past performance is not a guide to
future returns.
Stock Examples
Any stock examples and images used in this article are not intended to
represent recommendations to buy or sell, neither is it implied that they
will prove profitable in the future. It is not known whether they will
feature in any future portfolio produced by us. Any individual examples
will represent only a small part of the overall portfolio and are inserted
purely to help illustrate our investment style.
This article contains information on investments which does not
constitute independent research. Accordingly, it is not subject to the
protections afforded to independent research and Baillie Gifford and its
staff may have dealt in the investments concerned.
All information is sourced from Baillie Gifford & Co and is current
unless otherwise stated.
The images used in this article are for illustrative purposes only.
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INTRODUCTION
This short summary of our Long-Term Return Expectations sets out
the Multi Asset Team’s views, as at 30 June 2020, on the prospective
returns for asset classes over the next 10 years and beyond.
The first half of 2020 was a dramatic and
unusual six months. Financial markets saw
significant volatility with many suffering
substantial drawdowns in the first three months,
only to recover most of the losses back in the
second three months. Behind that volatility
has been the emergence of a global pandemic,
coronavirus (Covid-19), which in addition to the
high human cost, has resulted in a significant,
unexpected hit to global growth, employment
and confidence. At the time of writing, it is
unclear how this event will develop, albeit
that we are optimistic that a set of medical and
policy solutions will be found to allow the vast
majority of the next decade to be more ‘normal’.
Our central economic case continues to be
one of moderate global growth. Beyond
the immediate impact of the coronavirus
pandemic, higher debt levels and an antiglobalisation trend (most visible in the
continuing disagreements between the

US and China) are just two potential threats.
However, while these will garner plenty of
attention in the financial media and may affect
economic activity in the short term by weighing
on confidence, our central expectation is that
these issues will ultimately be resolved and
that the global economy will return to trend
growth in the medium term, supported by very
easy monetary and fiscal policy. As it does so,
we expect inflation rates gradually to move up
towards central bank targets.
While there have been some substantial
changes in expected returns for asset classes,
what is perhaps most noteworthy about the
current environment is the increased level of
dispersion and differentiation amongst regions,
sectors and instruments within asset classes.
This increases the potential returns available
from astute active management and from sector
and regional selection.

3

– Long-Term Return Expectations - Summary

OUR LONG–TERM RETURN EXPECTATIONS
Expected returns for cash*: 1.25% over next 10 years, 2.00% over the long term.*
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*UK Bank of England.
Note: Baillie Gifford estimates for asset class returns as at 30 June 2020. Expected returns are passive and do not take into account potential alpha.
We view these return estimates as broadly sensible indications of likely returns. They should not be interpreted as high precision forecasts nor are
they likely to bear much resemblance to returns over shorter time horizons.

NOTABLE CHANGES SINCE DECEMBER 2019
Unsurprisingly, given the dramatic rethink of how we work
and interact with one another in the wake of the emerging
coronavirus pandemic, one of the most notable changes
this year has been an acceleration of the shift towards
an online economy. For example, bonds associated with
traditional energy, hospitality and travel, and discretionary
physical retail industries have generally been marked down
and in some cases defaulted, whereas those associated with
ecommerce and technology have often done very well. The
same trends have been seen within equities, reflecting both
the specific disruption to international travel and domestic
retail resulting from lockdown policies and the resultant
surge in online shopping and consumption of home content
and media streaming.
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In the shorter term, the pandemic is resulting in a
substantial rise in unemployment and spare capacity in
the international economy. This is expected to lead to a hit
to growth and inflation and, by consequence, much lower
policy rates than we would have previously predicted.
This has impacted on a number of asset classes.

For example, we now expect lower negative returns from
developed market government bonds and positive returns
from investment grade credit. High yield credit and
emerging market hard currency bonds, which are both
priced by risk-free yields plus a spread, benefit both
from expected lower government bond yields and
elevated levels of spread, with the result that our
expectations for both have moved to more attractive
levels over cash. For example, we now project that
high yield bonds will bear an excess return over cash of
2.25% p.a., up from 0.25% p.a. in December 2019.
Infrastructure and real estate are both fundamentally
yield-based asset classes, and both also benefit from a
lower long-term yield environment. Indeed, we now see
infrastructure as offering similar returns to listed equities
on a passive basis – at 5% p.a. over cash for the next
decade. That increased return reflects not just yields but
also the attractions of infrastructure in a world where
fiscal stimulus is more prominent. Many governments
will choose to deliver that stimulus through investment
in infrastructure projects, which typically carry high
economic multipliers.
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Equities

↑10-Year Returns: 4.75% over cash
→ Long-Term Returns: 4.00% over cash
Equities remain one of the most attractive asset
classes in our investment universe in terms of return
prospects over the next decade. We project an
expected excess return of 4.75%, slightly higher than
we forecast in December 2019. A few factors have
contributed to the higher expected returns, including
less pressure on corporate margins given we have
recently seen a reduction in margin levels, and an
acknowledgement that valuations are modestly lower
(albeit rapidly moving).
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↑10-Year Returns: 5.00% over cash
↑Long-Term Returns: 4.00% over cash
In assessing prospective returns from property
markets, we expect the starting yield and net
rental growth to be the primary return drivers in
the long run. We estimate that growth in net rental
income (from an established portfolio) will lag
inflation by around 1%, reflecting the impact of
new supply and the tendency of established
properties to experience erosion in their real
rental value, as well as the disruptive effect of
new, internet-based business models.
Our analysis shows a substantial difference
between individual sectors – with the prospects
for physical retail and commercial office real
estate heavily impacted by the crisis, while those
for logistics and fulfilment property have been
enhanced. Within the office sector, newer, flexible,
suburban buildings are likely to benefit at the
expense of older, less flexible city-centre towers
as tenants consider the need for space per
worker and the desirability of requiring employees
to transit through major transport networks and
hubs to commute to their workspace.
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Infrastructure
↑10-Year Returns: 5.00% over cash
→ Long-Term Returns: 2.75% over cash
The infrastructure asset class is particularly
interesting just now as governments look to roll
out fiscal stimulus programs, often with a key
concentration on infrastructure projects, which
are generally seen as having a high economic
multiplier (i.e. they are an effective way for
governments to spend money for the biggest
impact on their respective economies). This
increased demand, in combination with a
particular focus on ‘green’ projects (to the
benefit of renewable energy operators,
developers and those involved further along the
electrification chain), is raising growth prospects
at a time when valuations look unchallenging due
to lower yields in other asset classes, most
notably developed market government bonds.

→ 10-Year Returns: 3.00% over cash
→ Long-Term Returns: 3.00% over cash
The heterogeneity of the emerging market (EM) local
currency government bond universe makes the
concept of a single fair value less useful than with
some other asset classes. Some countries, such as
Poland, are relatively developed, low inflation
economies that offer low nominal and real yields,
while others, such as Brazil, are less mature, with
higher inflation and generally weaker institutions,
and so offer higher yields.

It is interesting to see the impact that the coronavirus
pandemic is having on individual sectors, styles and
other equity factors, and how its legacy might affect
those sectors going forward. One particular angle of
interest to us is that of ‘growth’ versus ‘value’. While
growth stocks have tended over time to be high beta
and therefore have suffered in moments of market
panic, the current crop of growth stocks may be
benefitting from the pandemic, in as much as it
appears to be acting as a huge catalyst to
accelerate a number of long-term trends.

Property

Emerging Market
Government Bonds
(Local Currency)

Over the first half of 2020, the local currency EM
bond market yield has fallen alongside developed
market bond yields, currently standing at 4.5%. This
is below our estimated long-run fair value of 5.75%.
On average, across the index, we expect nominal
currency depreciation of just under 1% per annum,
which results in a rounded expected return of 4%
per annum over the next 10 years, which in turn is
3% over developed market cash returns.
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Developed Market
Government Bonds

↑10-Year Returns: -1.25% over cash
→ Long-Term Returns: 0.25% over cash
To estimate returns over the next 10 years, we add
our expectations for terminal policy rates in each of
the major developed markets to our term premium
(0.25%), giving us an expected yield in a decade’s
time. We then compare the resulting figures to
current yields in each of the major markets. In all
cases these yields are substantially below the
anticipated yields in 10 years’ time, suggesting
capital losses. (This is offset, to various levels, by
the yield component, assuming a linear progression
from current to projected levels over the decade.)
For example, the current yield for 10-year French
government bonds1 is around -0.1%. This
compares with our expected 10-year yield in 10
years’ time of 1.75% (made up of a terminal policy
rate of 1.5% and a term premium of 0.25%). This
implies a rising and flattening yield curve over the
period, giving investors who maintain exposure to
10-year OATs an expected total nominal return of
around -0.75% p.a. This is around 1.25% p.a. under
our expected cash rate of 0.5% p.a.
Following the same approach for the other major
markets, and averaging across them, we expect an
annual return of around 1.25% below cash for
developed market government bonds over the next
10 years.
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We use French bonds as a proxy for average
government bond yields across the Euro Area.
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IMPORTANT INFORMATION
Baillie Gifford & Co and Baillie Gifford & Co Limited
are authorised and regulated by the Financial Conduct
Authority (FCA). Baillie Gifford & Co Limited is an
Authorised Corporate Director of OEICs.

HONG KONG

Baillie Gifford Investment Management (Europe)
Limited provides investment management and advisory
services to European (excluding UK) clients. It was
incorporated in Ireland in May 2018 and is authorised
by the Central Bank of Ireland. Through its MiFID
passport, it has established Baillie Gifford Investment
Management (Europe) Limited (Frankfurt Branch) to
market its investment management and advisory services
and distribute Baillie Gifford Worldwide Funds plc
in Germany. Baillie Gifford Investment Management
(Europe) Limited also has a representative office in
Zurich, Switzerland pursuant to Art. 58 of the Federal
Act on Financial Institutions (“FinIA”). It does not
constitute a branch and therefore does not have authority
to commit Baillie Gifford Investment Management
(Europe) Limited. It is the intention to ask for the
authorisation by the Swiss Financial Market Supervisory
Authority (FINMA) to maintain this representative
office of a foreign asset manager of collective assets
in Switzerland pursuant to the applicable transitional
provisions of FinIA. Baillie Gifford Investment
Management (Europe) Limited is a wholly owned
subsidiary of Baillie Gifford Overseas Limited, which is
wholly owned by Baillie Gifford & Co.

Financial Services Commission in South Korea as a
cross border Discretionary Investment Manager and
Non-discretionary Investment Adviser.

Baillie Gifford Asia (Hong Kong) Limited
柏基亞洲(香港)有限公司 is wholly owned by Baillie
Gifford Overseas Limited and holds a Type 1 licence
from the Securities & Futures Commission of Hong
Baillie Gifford Overseas Limited provides investment
management and advisory services to non-UK Professional/ Kong to market and distribute Baillie Gifford’s range of
collective investment schemes to professional investors
Institutional clients only. Baillie Gifford Overseas Limited
is wholly owned by Baillie Gifford & Co. Baillie Gifford & in Hong Kong. Baillie Gifford Asia (Hong Kong)
Co and Baillie Gifford Overseas Limited are authorised and Limited 柏基亞洲(香港)有限公司 can be contacted at
Room 3009-3010, One International Finance Centre, 1
regulated by the FCA in the UK.
Harbour ViewStreet, Central, Hong Kong. Telephone
Persons resident or domiciled outside the UK should
+852 3756 5700.
consult with their professional advisers as to whether
they require any governmental or other consents in order
SOUTH KOREA
to enable them to invest, and with their tax advisers for
advice relevant to their own particular circumstances.
Baillie Gifford Overseas Limited is licensed with the
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JAPAN
Mitsubishi UFJ Baillie Gifford Asset Management
Limited (‘MUBGAM’) is a joint venture company
between Mitsubishi UFJ Trust & Banking Corporation
and Baillie Gifford Overseas Limited. MUBGAM is
authorised and regulated by the Financial Conduct
Authority.
AUSTRALIA
This material is provided on the basis that you are
a wholesale client as defined within s761G of the
Corporations Act 2001 (Cth). Baillie Gifford Overseas
Limited (ARBN 118 567 178) is registered as a foreign
company under the Corporations Act 2001 (Cth). It
is exempt from the requirement to hold an Australian
Financial Services License under the Corporations Act
2001 (Cth) in respect of these financial services provided
to Australian wholesale clients. Baillie Gifford Overseas
Limited is authorised and regulated by the Financial
Conduct Authority under UK laws which differ from
those applicable in Australia.
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SOUTH AFRICA

OMAN

Baillie Gifford Overseas Limited (“BGO”) neither has a
registered business presence nor a representative office
in Oman and does not undertake banking business or
provide financial services in Oman. Consequently, BGO
is not regulated by either the Central Bank of Oman or
NORTH AMERICA
Oman’s Capital Market Authority. No authorization,
licence or approval has been received from the Capital
Baillie Gifford International LLC is wholly owned by
Market Authority of Oman or any other regulatory
Baillie Gifford Overseas Limited; it was formed in
authority in Oman, to provide such advice or service
Delaware in 2005 and is registered with the SEC. It is
within Oman. BGO does not solicit business in Oman
the legal entity through which Baillie Gifford Overseas
Limited provides client service and marketing functions and does not market, offer, sell or distribute any financial
or investment products or services in Oman and no
in North America. Baillie Gifford Overseas Limited is
registered with the SEC in the United States of America. subscription to any securities, products or financial
services may or will be consummated within Oman. The
The Manager is not resident in Canada, its head office
recipient of this document represents that it is a financial
and principal place of business is in Edinburgh, Scotland. institution or a sophisticated investor (as described in
Baillie Gifford Overseas Limited is regulated in Canada Article 139 of the Executive Regulations of the Capital
as a portfolio manager and exempt market dealer with
Market Law) and that its officers/employees have such
the Ontario Securities Commission. Its portfolio manager experience in business and financial matters that they are
licence is currently passported into Alberta, Quebec,
capable of evaluating the merits and risks of investments.
Saskatchewan, Manitoba and Newfoundland & Labrador
whereas the exempt market dealer licence is passported
QATAR
across all Canadian provinces and territories. Baillie
Gifford Investment Management (Europe) Limited
This strategy is only being offered to a limited number
(‘BGE’) relies on the International Investment Fund
of investors who are willing and able to conduct an
Manager Exemption in the provinces of Ontario and
independent investigation of the risks involved. This
Quebec.
does not constitute an offer to the public and is for the
Baillie Gifford Overseas Limited is registered as a
Foreign Financial Services Provider with the Financial
Sector Conduct Authority in South Africa.

ISRAEL
Baillie Gifford Overseas is not licensed under Israel’s
Regulation of Investment Advising, Investment
Marketing and Portfolio Management Law, 5755-1995
(the Advice Law) and does not carry insurance pursuant
to the Advice Law. This document is only intended for
those categories of Israeli residents who are qualified
clients listed on the First Addendum to the Advice Law.

use only of the named addressee and should not be given
or shown to any other person (other than employees,
agents, or consultants in connection with the addressee’s
consideration thereof). Baillie Gifford Overseas Limited
has not been and will not be registered with Qatar
Central Bank or under any laws of the State of Qatar. No
transactions will be concluded in your jurisdiction and
any inquiries regarding the strategy should be made to
Baillie Gifford.
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