
1

CAPITAL MARKETS OUTLOOK:  
APRIL 2018

Capital Markets Outlook: April 2018

ANATOMY OF RETURNS
After one of the calmest equity markets on record, volatility spiked in early February and has increased periodically since. 
Fears of higher than expected inflation, angst over potential trade wars, and worry that governments will crack down on 
social media monopolies: there seem to be concerns coming from many different angles affecting the markets. So in a 
world where the markets are being hit from all directions, how do investors know what will ultimately drive returns?  
The answer is simple and rooted in fundamentals: earnings and valuations. 

Corporate profit growth is a good predictor of returns over time. 
In fact, since 2004, returns for the S&P 500 moved alongside 
reported earnings, in both up and down markets (Display 1). 
This trend can be explained by understanding the drivers of a 
company’s worth. 

UNDERSTANDING WORTH 

A company’s market value typically comes from current earnings 
and the potential for future growth of those earnings. As earnings 
rise or are expected to grow, market values generally do, too. 
However, reported earnings are not the only factor that affects the 
direction and magnitude of stock price movements; market values 
are also influenced by what multiple investors are willing to pay for 
those earnings. Think of multiples as a measure of expensiveness; 
investors are sometimes willing to pay more, while at other times  
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they demand to pay less. Nonetheless, over the long term, robust 
reported earnings and expected future growth typically lead to 
higher market values and stronger returns. 

But there can be lags between reported earnings and market 
returns; they do not perfectly overlap. Sometimes high 
expectations for future earnings growth can push a company’s 
value ahead of actual earnings while low expectations can be  
slow to recognize an emerging upward trajectory. This is exactly 
what happened from 2008 into 2009. As the financial crisis 
abated, the market began recovering before earnings bottomed 
out. From the bottom, however, there was a sizable step-up 
in earnings to catch up to the market growth. Regardless of 
intermittent separation, the connection between earnings growth 
and market returns is strong.  

Display 1

STOCKS TRACK EARNINGS OVER TIME
S&P 500 Index, Trailing 12 Months Earnings, and Future Estimates  
Indexed to December 2004

Year

As of March 20, 2018
Past performance is not necessarily indicative of future results. There is no guarantee that any estimates or forecasts will be realized. 
Source: Bloomberg, S&P, and AB
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CONTINUED EARNINGS GROWTH?

We also saw this relationship play out in 2017. Earnings grew 
nearly 11% in the US, 24% in developed-international markets, 
and 29% in emerging markets, corresponding with market 
returns of roughly 22%, 25%, and 37%, respectively. Returns 
continued their upward move in January as robust fourth-quarter 
results were reported. In fact, 86% of large US companies beat 
or met industry analysts’ earnings estimates, driving market 
returns precipitously higher. 

2018 is shaping up to be another solid year for earnings. 
Corporate profit growth is forecast to be about 20% in the US, 
while outside the US, it’s anticipated to reach the mid-teens. Part 
of the growth in the US is coming from the recent tax legislation, 
which has contributed to consensus growth estimates that have 
moved up about 8% since the passage of the bill. That said, 
investors are now also looking beyond 2018 and into 2019. We 
expect that growth will naturally decelerate in 2019 from 2018 
levels but will remain above trend. This deceleration will likely 
bring down market returns, but we don’t expect them to fall off a 
cliff, as growth will continue to be strong.

RATES UP, MULTIPLES DOWN

Another factor that influences market returns is interest rates.  
We expect rates to continue to normalize higher from the extremely 
low levels maintained by the Fed since the financial crisis.  
We anticipate three more Fed rate hikes in 2018 in addition to 
the increase announced in March, which should raise the Fed’s 
target range by 1% for the year. Relatedly, we expect rates across 
the entire yield curve to move higher, and the 10-year Treasury to 
reach 3.25% in 2018.

As of March 16, 2018
Past performance is not necessarily indicative of future results. There is no guarantee 
that any estimates or forecasts will be realized.
*Forward P/E multiples represent earnings estimates for the next 12 months.
Chart trend line is for 1978–2007.
Source: Bloomberg, MSCI, S&P, and AB

Past performance is not necessarily indicative of future results. There is no guarantee that 
any estimates or forecasts will be realized. 
*Global stocks are modeled as 18% US diversified, 18% US value, 18% US growth, 6% US small-/
mid-cap, 30% developed international, and 10% emerging markets.  
Next10 years uses the Bernstein proprietary Capital Market Engine forecasts as of December 
31, 2017. The forecasted figures utilize book value growth and price-to-book valuations as 
representations of earnings growth and valuation. Data do not represent past performance and 
are not a promise of actual future results or a range of future results. See Notes on Bernstein 
Wealth Forecasting System for further details.  
Source: AB
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P/E MULTIPLES* AND INTEREST RATES SINCE 1978

Display 3

RETURN DECOMPOSITION—NEXT 10 YEARS

Typically when interest rates are low, markets can support 
higher valuation multiples, and vice versa (Display 2). However, 
the relationship is not linear. At some point, valuations will cease 
climbing even as rates fall because investors become unwilling 
to pay higher and higher premiums. This was the case after the 
financial crisis, when rates fell to historical lows. However, we 
assume that as rates normalize in the years to come, valuations  
will fall closer to historical norms. All other things being equal, 
lower valuations will be a headwind to returns. 

PUTTING THE PIECES TOGETHER

Market returns come from three sources—dividend yield, earnings 
growth, and changes in valuation. The dividend yield of the  
S&P 500 has been roughly flat—around 2%—since the early 
2000s, and we expect dividends to contribute ~2% over the  
next 10 years (Display 3). Therefore, earnings growth and multiple 
expansion are the important variables and will be the primary 
drivers of overall performance in any given year. 

In the years immediately following the financial crisis, 
earnings growth propelled returns as the economy recovered.  
Subsequently, multiple expansion pushed markets higher. More 
recently, we saw earnings growth largely lead the way as all global 
economies participated in simultaneous, coordinated growth. 
Over the next 10 years, we believe that earnings growth will 
provide 5–6%, while valuation will detract from returns.  

ROOTED IN FUNDAMENTALS

As with any forecast, especially one that looks many years into 
the future, market unknowns and surprises can change the 
outlook. What may seem like smooth sailing can end up being 
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Market Summary

VOLATILITY CONTINUES IN MARCH

Past performance is not necessarily indicative of future results. 
There is no guarantee that any estimates or forecasts will be realized. 
US stocks are represented by the S&P 500 Index; international developed-
market stocks by the Morgan Stanley Capital International (MSCI) EAFE Index of 
developed markets in Europe, Australasia, and the Far East; emerging-market 
stocks by the MSCI Emerging Markets Index; municipal bonds by the Lipper 
Short/Intermediate Blended Municipal Fund Average; taxable bonds by the 
Bloomberg Barclays US Aggregate Bond Index; hedge funds by the Hedge Fund 
Research Inc.’s (HFRI) Fund of Funds Composite Index; commodities by the MSCI 
ACWI Commodity Producers Index; global real estate by the FTSE EPRA/NAREIT 
Developed Index. An investor cannot invest in an index. These figures do not 
reflect the deduction of management fees and other expenses an investor would 
incur when investing in a fund or separately managed portfolio. See “Information 
About MSCI” at the end of this report.

*As of February 28, 2018 
Source: Bloomberg Barclays, FTSE, HFRI, Lipper, MSCI, S&P, and AB
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the calm before the storm. That’s why it is always important 
to understand the uncertainties that can alter expectations.  
Today those uncertainties are both geopolitical and economic.  
Markets are precarious, so staying rooted in fundamentals—in 
this case, following the earnings and valuations—should pave the  
way to understanding return expectations.  
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Information About MSCI
MSCI makes no express or implied warranties or representations, and shall have no liability whatsoever, with respect to any MSCI data contained herein. The MSCI 
data may not be further redistributed or used as a basis for other indexes or any securities or financial products. This report has not been approved, reviewed, or 
produced by MSCI.

Note to All Readers
The information contained herein reflects, as of the date hereof, the views of AllianceBernstein L.P. (or its applicable affiliate providing this publication) 
(“AllianceBernstein”) and sources believed by AllianceBernstein to be reliable. No representation or warranty is made concerning the accuracy of any data compiled 
herein. In addition, there can be no guarantee that any projection, forecast, or opinion in these materials will be realized. Past performance is neither indicative 
of, nor a guarantee of, future results. The views expressed herein may change at any time subsequent to the date of issue hereof. This material is provided for 
informational purposes only, and under no circumstances may any information contained herein be construed as investment advice. AllianceBernstein does not 
provide tax, legal, or accounting advice. The information contained herein does not take into account your particular investment objectives, financial situation, 
or needs, and you should, in considering this material, discuss your individual circumstances with professionals in those areas before making any decisions. Any 
information contained herein may not be construed as any sales or marketing materials in respect of, or an offer or solicitation for the purchase or sale of, any 
financial instrument, product, or service sponsored or provided by AllianceBernstein L.P. or any affiliate or agent thereof. References to specific securities, if any, 
are presented solely in the context of industry analysis and are not to be considered recommendations by AllianceBernstein. AllianceBernstein and its affiliates 
may have positions in, and may effect transactions in, the markets, industry sectors, and companies described herein.

The [A/B] logo is a registered service mark of AllianceBernstein, and AllianceBernstein® is a registered service mark, used by permission of the owner, 
AllianceBernstein L.P.

This document is provided for informational purposes only, reflecting prevailing market conditions and our judgments as of the date indicated herein. Opinions and 
estimates may be changed without notice and involve a number of assumptions that may not prove valid. Neither this document nor any of its contents may be used 
for any purpose without the consent of AllianceBernstein.
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