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It’s key to note that the persistently high inflation 

rates have been largely confined to the services 

sector, where a frozen housing market and 

rising insurance costs have kept prices rising, 

while inflation rates in the goods sectors have 

fallen to near zero. Should an escalating trade 

and tariff war persist, that could flow directly 

through to goods inflation and lead to a period of 

rolling inflation across sectors and time as trade 

relationships reorient.  

Global equity market volatility rose sharply 

following the tariff announcements after largely 

looking through the threat in the first quarter. 

In contrast to 2023 and 2024, developed global 

ex-US markets outperformed US markets during 

the first quarter in a welcome broadening to other 

regions, including Europe. 

Global fixed income markets continue to offer 

compelling total yields across regions and fixed 

income asset classes such as corporate credit and 

mortgage-backed securities. Spreads widened 

in April and may further widen in coming months 

as markets digest the new state of global trade. 

However, with many corporate balance sheets in 

solid shape, this environment may provide fertile 

ground for core plus mandates.  

SUMMARY

In this quarter’s edition of Portfolio Perspectives, 

we cover key topics facing asset allocators today, 

including:

   Capital market expectations 
   Risks of inflation volatility 
   Potential catalysts for international equities 
   Opportunities in core plus fixed income

After an action-packed election year, 2025 is 

shaping up to be just as unpredictable, with 

the Trump Administration signing a flurry of 

executive actions and upending many of the prior 

administration’s policies in the first few weeks in 

office. The most consequential to the economy 

has been around tariffs, which will impact all 

major US trading partners to varying degrees. 

These actions will clearly result in negative long 

term consequences to a global trade system 

that was already undergoing change after a long- 

period of increasing globalization. While it is too 

soon to tell the ultimate scope and scale of the 

tariffs, it’s clear we are rapidly approaching a new 

era with respect to global trade. 

After just 100 basis points of rate cuts in 2024, 

inflation remains unacceptably high, causing the 

US Federal Reserve to slow walk its pace toward 

the neutral rate, holding steady once again in 

March. However, shaken confidence around 

tariffs and subsequent slowing growth could 

change this pace, with futures markets pricing in 

more cuts following the tariff announcements. 
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Global Market Expectations
Global non-US equities are expected to outperform US equities over 10 years

MFS® develops long-term capital market expectations for both 10-year and 30-year time 
horizons. While there is some variability across asset classes, the most notable are the 
10-year global equity and US expectations, which are significantly lower than the 30-year 
expectations. Because US large-cap equities comprise a record high of 68% of the MSCI 
AC World index, global equity expectations are largely a reflection of the low 10-year US 
expectation. 

So, what accounts for the mere 1% annualized US large-cap expectation? We use five 
building block components to develop our top-line forecast: real sales growth, profit 
margin, valuation, dividend yield and inflation expectations. US equities are currently 
trading at elevated valuations and companies have been the beneficiaries of extremely high 
profit margins. While valuations are a result of the collective market sentiment and subject 
to periods of exuberance on the upside and fear on the downside, profit margins are more 
fundamental to corporate operations, and reasons for their elevations are worth further 
exploration. 

There have been several drivers that have kept profit margins elevated. First, the significant 
amount of fiscal spending in the system has kept companies and consumers flush with cash, 
which has kept spending elevated. Second, during the spike in inflation, many companies 
were able to pass on higher prices to consumers who were willing to pay them. Third, during 
the low-interest rate environment of 2020 and 2021, many corporations and households 
refinanced and termed out their debt, resulting in additional buying power. 

In contrast to US equities, expectations for non-US equities, both developed and emerging 
markets, are expected to be higher on both 10-year and 30-year time frames and do not 
possess the same extended valuations and profit margins. This creates an opportunity for 
investors to consider how non-US equities fit in their portfolios from both a relative and 

absolute weight standpoint.  
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Source: MFS Long Term Capital Market Expectations (US Edition) as of January 2025. Risk-Volatility is represented by standard deviation. Capital Markets View is for informational purposes only and any general commentary on 
market activity, industry or sector trends, or other broad based economic or political conditions does not constitute a recommendation or investment advice. The expected returns presented are hypothetical in nature and are not 
representative of an actual account. The information presented is based upon hypothetical assumptions. Certain assumptions have been made for modeling purposes and are unlikely to be realized. No representation or warranty 
is made as to the reasonableness of the assumptions made or that all assumptions used in calculating returns have been stated or fully considered. Hypothetical performance is developed with the benefit of hindsight (i.e., actual 
knowledge of market conditions, results of similar strategies) and thus has many inherent limitations. Projections and forward-looking assumptions are no guarantees of future performance.  

PLEASE SEE APPENDIX FOR IMPORTANT DISCLOSURES FOR IMPORTANT INFORMATION REGUARDING THE ASSUMPTIONS USED IN THESE MATERIALS. 
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Inflation Volatility Impacts Portfolio Construction Decisions
Resilient portfolios will require higher allocations to inflation hedges in this new regime

We believe we are in the midst of a significant economic regime shift, which will result in a 
higher inflation and higher interest rate environment. In contrast to the prior regime of 2010 
through early 2020, we also expect the volatility of inflation to remain elevated, with potential 
episodic spikes in inflation rates, which could migrate across the goods and services sectors, 
particularly as tariffs upend global trade relationships.

The US Federal Reserve is taking a cautious approach to easing monetary policy, cognizant 
of the lessons learned in the 1970’s when the Fed chased inflation higher and then lower 
multiple times over the decade. However, if we see slowing growth due to changes in 
trade relationships and supply chains, we could find ourselves in another stagflationary 
environment. A tight labor market, a housing supply/demand mismatch and soaring 
insurance costs are pointing to continued higher services inflation. 

Rising inflation can cause an increase in stock/bonds correlations as inflation erodes future 
cash flows of equities and coupons of bonds similarly, as shown on the lower chart where 
we see correlations well under 0.2, on average, during periods where inflation has been less 
than 2.5% but rising above 0.4 during periods of high inflation. This can be most acute in 
growth-oriented equities where cash flows are farther out in the future and most vulnerable 
to inflation eroding future value. 

Fortunately, investors have a number of asset classes that offer reasonable hedges  against 
inflation. Investors may want to consider an inflation hedge basket that encompasses several 
of these asset classes. 

Asset classes for consideration:

   Traditional value equities tend to have greater sunk costs such as property plant and 
equipment that are less subject to inflation, whereas growth equities tend to have higher 
variable costs. They also tend to have greater near-term cash flows and offer higher 
dividend yields. 

   Inflation-adjusted bonds provide a real yield and a CPI-linked yield, providing protection 
to investors concerned with persistent inflation. Due to the unique tax structure of these 
instruments, they are often best utilized in retirement or other tax deferred plans in the US 
or in other jurisdictions where taxes are a factor.

   Commodities are intertwined throughout the economy and are even components of 

inflation calculations, making them effective hedges against rising inflation.  
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KEY THEMES FOR 2024 The Catalysts for Global ex-US Equities Have Arrived
Low valuations, earnings growth upgrades and deal activity could lead to outperformance

It is easy to understand why investors have grown frustrated after a prolonged period of 
global ex-US equities underperforming US equities. On the surface, the case for international 
equities has looked strong, with reasonable valuations and a growing gap between that of 
the S&P and the MSCI EAFE. However, while cheaper valuations may serve as a backdrop for 
the asset class, history has shown these gaps can persist for far longer than investors expect.

We see three potential catalysts that could drive developed international equities with their 
favorable valuations as a backdrop. 

   Dollar strength has been a persistent headwind for US investors from a return standpoint. 
For longer-term investors, a strong dollar enables them to buy cheap equities which is 
beneficial as long as the dollar does not continue to rise. Indeed, there has been significant 
weakening of the dollar recently due to tariff-related disruptions, curtailing that headwind.

   US large-cap growth equities have been a magnet for flows over the past two years, 
particularly in a handful of technology names. However, the market has begun to broaden 
out over the past two quarters toward more value-oriented segments of the market. Global 
ex-US equities by sector composition are biased toward value-oriented industries such 
as financial services and industrials, so funding global ex-US equities with US equities will 
result in a more value-oriented portfolio. 

   US protectionist policies could encourage European policymakers and businesses to enact 
measures to increase European competitiveness through deregulation and market-friendly 
reforms as outlined in the recently released “Draghi report.” Financial services transactions, 
such as mergers and acquisitions in Europe, were up 22% in 2024 and are off to a fast start 
in 2025. 

Perhaps the pervasive use in the press and industry of the term “US exceptionalism” should 
serve as a contra-indicator of what may come in the future.  
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Credit Quality Upgrade Heightens Appeal of Core “Plus”
Meaningful pickups in yield are available outside core fixed income

The growth and evolution of the private debt market has been nothing less than 
extraordinary in recent years. Following the global financial crisis, regulatory reforms to the 
banking sector and unfavorable credit conditions resulted in an environment where private 
lenders could provide credit where traditional lenders were unwilling or unable. As a result, 
some borrowers who would have traditionally utilized the syndicated markets have migrated 
over to private debt markets. This migration, in addition to overall strong corporate balance 
sheets related to a strong economy, no doubt contributed to the move up in credit quality of 
the high-yield universe. 

Today, over 51% of the high-yield universe is rated BB and more than 85% are B or higher. 
Recent spread widening in the high-yield market presents a compelling opportunity, 
considering the overall quality upgrade that has taken place in the index.

Within emerging markets debt, many countries have improving fundamentals or have 
adopted more flexible currency regimes, which could mitigate impacts from potential US 
tariffs. In addition, they currently offer solid total yields which can boost the overall yield to 
a core plus strategy while also providing diversification away from the US across countries, 
credits and currencies. 

An effective way to take advantage of the higher yields available across a spectrum of global 
credits while also mitigating risk is through non-dedicated exposure such as a core plus fixed 
income strategy. This allows managers to take advantage of higher yields and shorter-term 
credit dislocations at their discretion without the need for a dedicated high yield or emerging 
markets debt allocation.  

Private Debt Assets Under ManagementPrivate Debt Assets Under Management
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Source: FactSet, SPAR. Monthly data ending 31 March 2025. Returns are in USD. Equity returns are gross for US indices and net for Non-US indices. Fixed 
income returns are gross and hedged in USD.

Cash is based on returns for the FTSE 3-month Treasury Bill Index.

The historical performance of each index cited is provided to illustrate market trends; it does not represent the performance of a particular MFS® investment 
product. It is not possible to invest directly in an index. Index performance does not take into account fees and expenses. Past performance is no guarantee 
of future results. You should consider your client’s financial needs, goals, and risk tolerance before making any investment recommendations.

BENCHMARK 10 YEARS 5 YEARS 3 YEARS 1 YEAR YTD 3 MONTHS

EQUITY

S&P 500 12.50% 18.59% 9.06% 8.25% -4.27% -4.27%

Russell 1000® Growth 15.12% 20.09% 10.10% 7.76% -9.97% -9.97%

Russell 1000® Value 8.79% 16.15% 6.64% 7.18% 2.14% 2.14%

Russell 2000® 6.30% 13.27% 0.52% -4.01% -9.48% -9.48%

MSCI EAFE 5.40% 11.77% 6.05% 4.88% 6.86% 6.86%

MSCI Emerging Markets 3.71% 7.94% 1.44% 8.09% 2.93% 2.93%

MSCI ACWI 8.84% 15.18% 6.91% 7.15% -1.32% -1.32%

FIXED INCOME

Bloomberg US TIPS 2.51% 2.36% 0.06% 6.17% 4.17% 4.17%

Bloomberg US Aggregate 1.46% -0.40% 0.52% 4.88% 2.78% 2.78%

Bloomberg Global Aggregate 1.94% 0.42% 1.55% 4.59% 1.17% 1.17%

CASH

Cash 1.90% 2.69% 4.42% 5.17% 1.10% 1.10%

Visit MFS.com for current insights

Index Returns

As of March 31, 2025
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Source: FactSet. 60/40 portfolio is 60% MSCI AC World (Equity) and 40% Bloomberg US Aggregate (FI). Returns are net for MSCI ACWI and gross for Bloomberg US Aggregate, 
and in USD. Returns are rebalanced monthly. Top chart –Annual data from 31 December 2001 to 31 December 2024. Bottom chart – Monthly data ending 31 March 2025. Past 
performance is no guarantee of future results. It is not possible to invest in an index. Information on this page describes the source data, methodologies and assumptions 
used by MFS Strategy and Insights Group to prepare the attached analysis. Different source data, methodologies and assumptions would result in differing analysis.

Source: Hypothetical returns presented herein are for illustrative purposes only, do not represent actual trading or the impact of material economic and market factors, and are 
based on analysis designed with the benefit of hindsight.

Reference Portfolio’s Statistics
Return, risk and contributions to return 

GLOBAL EQUITY  
WEIGHT (%)

US AGG WEIGHT (%) 10-YEAR RETURN
EQUITY 10-YEAR  
CONTRIBUTION

FI 10-YEAR  
CONTRIBUTION

VOLATILITY SHARPE RATIO

0% 100% 1.46% 0.00% 1.46% 5.02% -0.09

20% 80% 3.05% 1.83% 1.22% 5.92% 0.20

40% 60% 4.58% 3.67% 0.91% 7.71% 0.35

60% 40% 6.06% 5.46% 0.60% 9.92% 0.42

80% 20% 7.48% 7.18% 0.30% 12.33% 0.45

100% 0% 8.84% 8.84% 0.00% 14.84% 0.47M
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The MFS Long-Term Capital Markets Expectations (LTCME) for 2025 includes return and risk expectations for equity, fixed income and alternative asset classes across country, regional and global markets. The focus of these expectations is to provide a strategic, long-term, 
forward-looking view of various global markets. We use a proprietary top-down approach by employing quantitative, country-based models as the foundation for our expectations and then integrating bottom-up fundamental views from our global equity and fixed income 
investment teams to inform our final expectations.

Our expectations are developed across 26 countries comprising 18 developed countries and 8 emerging market countries. 

Equity expectations  
MFS equity market expectations are displayed in unhedged, nominal total return and are developed using a building-blocks approach. Elements of market history and mean reversion are incorporated into our models. Reversion speed and target levels are calibrated based on 
our analysis of historical data and forward-looking expectations. Any return figure should be viewed as the mid-point in that range of outcomes. 

Fixed income expectations  
MFS fixed income market expectations are displayed in nominal total return, hedged to the investor’s home currency. As with our equity model, our fixed income model employs a building-blocks approach. And, again like the equity model, the fixed income model derives its 
reversion speed and target level parameters from careful historical research as well as forward looking expectations. In our forecast, we focus on the returns from carry, yield change, roll-down and credit loss (where appropriate). Using this framework, we develop expectations 
across a range of sovereign, global credit and regional credit markets, while being careful to tune our models in accordance with the unique attributes of the various fixed income markets.

Alternative Expectations 
Due to the unique characteristics and varying drivers of return in alternatives, we vary our approach for each category. Our equity and fixed income capital market expectations serve as key variables in our alternatives models.

Currency Expectations 
We use a mean reversion approach to calculate currency expectations. Currency expectations represent the nominal excess returns which are nominal total return less domestic carry. Nominal total return is calculated as nominal prices change plus foreign currency carry. 
Domestic and foreign currency carry comes from the MFS Long Term Capital Expectations cash forecasting model. Nominal price change is real price change plus inflation differential between currencies.

The expected returns presented are hypothetical in nature and are not representative of an actual account. The information presented is based upon hypothetical assumptions. Certain assumptions have been made for modeling purposes and are unlikely to be realized. No 
representation or warranty is made as to the reasonableness of the assumptions made or that all assumptions used in calculating returns have been stated or fully considered. Hypothetical performance is developed with the benefit of hindsight (i.e., actual knowledge of 
market conditions, results of similar strategies) and thus has many inherent limitations. Projections and forward-looking assumptions are no guarantees of future performance. 

Source: January 2025 MFS Long Term Capital Market Expectations – US Edition.
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Disclosures

MFS does not provide legal, tax, or accounting advice. Individuals should not use or rely upon the information provided herein without first consulting with their tax or legal professional about their particular circumstances. Any statement contained in this 
communication (including any attachments) concerning U.S. tax matters was not intended or written to be used, and cannot be used, for the purpose of avoiding penalties under the Internal Revenue Code. This communication was written to support the 
promotion or marketing of the transaction(s) or matter(s) addressed.

“Standard & Poor’s®” and “S&P®” are registered trademarks of Standard & Poor’s Financial Services LLC (“S&P”) and Dow Jones is a registered trademark of Dow Jones Trademark Holdings LLC (“Dow Jones”) and have been licensed for use by S&P Dow Jones 
Indices LLC and sublicensed for certain purposes by Massachusetts Financial Services Company (“MFS”). The S&P 500® is a product of S&P Dow Jones Indices LLC, and has been licensed for use by MFS. MFS’ product(s) is not sponsored, endorsed, sold or 
promoted by S&P Dow Jones Indices LLC, Dow Jones, S&P, or their respective affiliates, and neither S&P Dow Jones Indices LLC, Dow Jones, S&P, their respective affiliates make any representation regarding the advisability of investing in such product(s).

Frank Russell Company (“Russell”) is the source and owner of the Russell Index data contained or reflected in this material and all trademarks, service marks and copyrights related to the Russell Indexes.

Russell® is a trademark of Frank Russell Company. Neither Russell nor its licensors accept any liability for any errors or omissions in the Russell Indexes and/or Russell ratings or underlying data and no party may rely on any Russell Indexes and/or Russell ratings 
and/or underlying data contained in this communication. No further distribution of Russell Data is permitted without Russell’s express written consent.

Russell does not promote, sponsor or endorse the content of this communication.

BLOOMBERG® is a trademark and service mark of Bloomberg Finance L.P. and its affiliates (collectively “Bloomberg”). Bloomberg or Bloomberg’s licensors own all proprietary rights in the Bloomberg Indices. Bloomberg neither approves or endorses this 
material, or guarantees the accuracy or completeness of any information herein, or makes any warranty, express or implied, as to the results to be obtained therefrom and, to the maximum extent allowed by law, neither shall have any liability or responsibility 
for injury or damages arising in connection therewith.

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 indices or any securities or 
financial products. This report is not approved, reviewed or produced by MSCI.

Source FTSE International Limited (“FTSE”) © FTSE 2022. “FTSE®” is a trade mark of the London Stock Exchange Group companies and is used by FTSE International Limited under license. All rights in the FTSE indices and/or FTSE ratings vest in FTSE and/or its 
licensors. Neither FTSE nor its licensors accept any liability for any errors or omissions in the FTSE indices and/or FTSE ratings or underlying data and no party may rely on any FTSE indices, ratings and/or data underlying data contained in this communication. 
No further distribution of FTSE Data is permitted without FTSE’s express written consent. FTSE does not promote, sponsor or endorse the content of this communication.

The views expressed herein are those of the MFS Strategy and Insights Group within the MFS distribution unit and may differ from those of MFS portfolio managers and research analysts. These views are subject to change at any time and should not be 
construed as investment advice, as securities recommendations, or as an indication of trading intent on behalf of MFS. No forecasts can be guaranteed.

GLOBAL DISCLOSURE

Unless otherwise indicated, logos and product and service names are trademarks of MFS® and its affiliates and may be registered in certain countries.

Distributed by:

U.S. – MFS Institutional Advisors, Inc. (“MFSI”), MFS Investment Management and MFS Fund Distributors, Inc., Member SIPC; Latin America – MFS International Ltd.; Canada – MFS Investment Management Canada Limited.; Note to UK and Switzerland 
readers: Issued in the UK and Switzerland by MFS International (U.K.) Limited (“MIL UK”), a private limited company registered in England and Wales with the company number 03062718, and authorised and regulated in the conduct of investment business 
by the UK Financial Conduct Authority. MIL UK, an indirect subsidiary of MFS®, has its registered office at One Carter Lane, London, EC4V 5ER.; Note to Europe (ex UK and Switzerland) readers: Issued in Europe by MFS Investment Management (Lux) S.à 
r.l. (MFS Lux) – authorized under Luxembourg law as a management company for Funds domiciled in Luxembourg and which both provide products and investment services to institutional investors and is registered office is at S.a r.l. 4 Rue Albert Borschette, 
Luxembourg L-1246. Tel: 352 2826 12800. This material shall not be circulated or distributed to any person other than to professional investors (as permitted by local regulations) and should not be relied upon or distributed to persons where such reliance 
or distribution would be contrary to local regulation; Singapore – MFS International Singapore Pte. Ltd. (CRN 201228809M); Australia/New Zealand – MFS International Australia Pty Ltd (“MFS Australia”) (ABN 68 607 579 537) holds an Australian financial 
services licence number 485343. MFS Australia is regulated by the Australian Securities and Investments Commission.; Hong Kong – MFS International (Hong Kong) Limited (“MIL HK”), a private limited company licensed and regulated by the Hong Kong 
Securities and Futures Commission (the “SFC”). MIL HK is approved to engage in dealing in securities and asset management regulated activities and may provide certain investment services to “professional investors” as defined in the Securities and Futures 
Ordinance (“SFO”).; For Professional Investors in China – MFS Financial Management Consulting (Shanghai) Co., Ltd. 2801-12, 28th Floor, 100 Century Avenue, Shanghai World Financial Center, Shanghai Pilot Free Trade Zone, 200120, China, a Chinese 
limited liability company registered to provide financial management consulting services.; Japan – MFS Investment Management K.K., is registered as a Financial Instruments Business Operator, Kanto Local Finance Bureau (FIBO) No.312, a member of the 
Investment Trust Association, Japan and the Japan Investment Advisers Association. As fees to be borne by investors vary depending upon circumstances such as products, services, investment period and market conditions, the total amount nor the calculation 
methods cannot be disclosed in advance. All investments involve risks, including market fluctuation and investors may lose the principal amount invested. Investors should obtain and read the prospectus and/or document set forth in Article 37-3 of Financial 
Instruments and Exchange Act carefully before making the investments. For readers in Saudi Arabia, Kuwait, Oman, and UAE (excluding the DIFC and ADGM). In Qatar strictly for sophisticated investors and high net worth individuals only. In 
Bahrain, for sophisticated institutions only: The information contained in this document is intended strictly for professional investors. The information contained in this document, does not constitute and should not be construed as an offer of, invitation or 
proposal to make an offer for, recommendation to apply for or an opinion or guidance on a financial product, service and/or strategy. Whilst great care has been taken to ensure that the information contained in this document is accurate, no responsibility can 
be accepted for any errors, mistakes or omissions or for any action taken in reliance thereon. You may only reproduce, circulate and use this document (or any part of it) with the consent of MFS international U.K. Ltd (“MIL UK”). The information contained in 
this document is for information purposes only. It is not intended for and should not be distributed to, or relied upon by, members of the public. The information contained in this document, may contain statements that are not purely historical in nature but are 
“forward-looking statements”. These include, amongst other things, projections, forecasts or estimates of income. These forward-looking statements are based upon certain assumptions, some of which are described in other relevant documents or materials. If 
you do not understand the contents of this document, you should consult an authorised financial adviser. Please note that any materials sent by the issuer (MIL UK) have been sent electronically from offshore. South Africa – This document, and the information 
contained is not intended and does not constitute, a public offer of securities in South Africa and accordingly should not be construed as such. This document is not for general circulation to the public in South Africa. This document has not been approved by 
the Financial Sector Conduct Authority and neither MFS International (U.K.) Limited nor its funds are registered for public sale in South Africa.


