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Waking up to an expected premium

Every morning, as an investor, you should wake feeling positive about the expected 
premia that you deserve to earn that day from your portfolio.  That is surely a nice 
way to start any day!  It is also a good way to rationalise and persevere with the 
long-term investment strategy that you have adopted.  After all, portfolios are made 
up of a number of sensible risks choices, each of which should earn their owners 
a risk premium.  It is the job of the Investment Committee to identify, select and 
monitor these risks on your behalf.  As the markets close and the sun goes down, in 
reality these premia may, or may not, have been collected on any one day, month or 
even year.  Yet every day, despite the outcome of the previous day, we should remain 
positive in our expectation, otherwise there would be little point in being exposed to 
the risks taken on and sit in cash. In fact, on any one day you have something like a 
1-in-2 chance that the equity risk premium will be negative, but over 5 years this falls 
to 1-in-8, and to around 1-in-10 at 10 years.  

When constructing a portfolio, any long-term investor should be moving as far away from 
cash as their personal circumstances allow1, in order to preserve and grow the purchasing 
power of their portfolio to support their current and future spending/distribution goals.  It 
does not take a huge leap of faith to accept that owning shares in a company has far greater 
financial uncertainty year-on-year than placing a deposit with a bank.  So taking on equity 
risk makes good sense for those with longer investment horizons.  The economic logic is 
sound, and historical market data from global markets support the case.  Take a look at the 
chart below. 
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Figure 1: Best and worst annualised returns after inflation – global equities 2/1955 to 7/20222 
Data source: Morningstar Direct © Copyright.  All rights reserved (see endnote for full details).



Global equities delivered around 5% per annum since 1955, yet on an annual basis 
returns were as high as 60% and as low as -45%, or so. We deserve to be compensated 
for that uncertainty over time, otherwise why would we bother to invest in equities at all?  

The longer the period of time invested for, the greater the likelihood – but never the 
guarantee - that returns will be positive. In this instance inflation has been taken into 
account. The average 20 year global equity exposure turned £100 of purchasing power 
into around £250. Although one unfortunate cohort of investors saw £100 turned into £85 
over 20 years.  Someone holding cash deposits would have experienced a worst 20-year 
period eroding £100 to around £80. In the past 10 years, cash has lost around 20% of its 
purchasing power, whereas the global equities have more than doubled.

Although it can feel dispiriting when markets give back some of their gains – as we 
are experiencing to a limited extent in 2022 – it is this very uncertainty of outcome that 
underpins the premia we are expecting. 

A positive expectation a day helps keep the investment blues away!
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Other notes and risk warnings
Use of Morningstar Direct© data

© Morningstar 2022. All rights reserved. The information contained herein: (1) is proprietary to Morningstar and/
or its content providers; (2) may not be copied, adapted or distributed; and (3) is not warranted to be accurate, 
complete or timely. Neither Morningstar nor its content providers are responsible for any damages or losses arising 
from any use of this information, except where such damages or losses cannot be limited or excluded by law in your 
jurisdiction. Past financial performance is no guarantee of future results.

Risk warnings
This article is distributed for educational purposes only and must not be considered to be investment advice or an 
offer of any security for sale. The reference to any products is made only to make educational points and must, in no 
circumstances, be deemed to be any form of product recommendation.

This article contains the opinions of the author but not necessarily the Firm and does not represent a 
recommendation of any particular security, strategy or investment product.  Information contained herein has been 
obtained from sources believed to be reliable but is not guaranteed.  

Past performance is not indicative of future results and no representation is made that the stated results will 
be replicated.

Errors and omissions excepted.

Barnett Ravenscroft Wealth Management is a trading name of Barnett Ravenscroft Financial Services Ltd which is 
authorised and regulated in the United Kingdom by the Financial Conduct Authority FRN: 225634 and registered in 
England and Wales under Company No. 04013532.

The registered office address of the Firm is 13 Portland Road, Edgbaston, Birmingham, B16 9HN

End notes

1.	  
A deep conversation in itself that every client will have with their adviser as an integral part of the financial planning 
process.

2. 
US equities to Dec-69, MSCI World to Dec-1987, MSCI ACWI thereafter.  UK RPI to Jan-88, UK CPI thereafter.  No 
costs deducted.
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