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A S S E T  A L L O C A T I O N

This article updates our estimates of medium-term (5- to 10-year) expected returns for major asset classes. Selected estimates are
summarized in Exhibit 1. In 2022 expected returns moved slightly higher for equities, and sharply higher for bonds and cash. The expected
real return of a 60/40 portfolio increased to 3%, near its decade high but still well below the long-term average of nearly 5% (since 1900 ),
and even further below realized returns of the previous decade. 

The article also includes two focus topics: one highlighting the case for emerging market equities, and the other assessing the impact of
large interest rate rises on various risk premia—some of which appear compressed at the start of 2023.

[ 1 ] Historical comparison is based on a simpler methodology than main estimates, due to data availability; methodology described in
Appendix.
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Exhibit 1: Medium-Term Expected Real Returns for Liquid Asset Classes

Source: AQR; see Exhibits 3-5 for details. Estimates as of December 31, 2022. “Non-U.S. developed equities” is cap-weighted average of Euro-5, Japan, U.K., Australia, Canada.Source: AQR; see Exhibits 3-5 for details. Estimates as of December 31, 2022. “Non-U.S. developed equities” is cap-weighted average of Euro-5, Japan, U.K., Australia, Canada.

“Non-U.S. 10Y govt. bonds” is GDP-weighted average of Germany, Japan, U.K., Australia, Canada. Error bars cover 50% confidence range, based on historical analysis (see Appendix“Non-U.S. 10Y govt. bonds” is GDP-weighted average of Germany, Japan, U.K., Australia, Canada. Error bars cover 50% confidence range, based on historical analysis (see Appendix

for details) and adjusted for current expected volatilities. These are intended to emphasize the uncertainty around any point estimates. Realized returns are for January 1, 2012 tofor details) and adjusted for current expected volatilities. These are intended to emphasize the uncertainty around any point estimates. Realized returns are for January 1, 2012 to

December 31, 2021, based on 60% MSCI World and 40% Bloomberg Barclays Global Treasury Index. Estimates are for illustrative purposes only, are not a guarantee of performanceDecember 31, 2021, based on 60% MSCI World and 40% Bloomberg Barclays Global Treasury Index. Estimates are for illustrative purposes only, are not a guarantee of performance

and are subject to change. Not representative of any portfolio that AQR currently manages.and are subject to change. Not representative of any portfolio that AQR currently manages.
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This document is not intended to, and does not relate specifically to any investment strategy or product that AQR offers. It is being provided merely to provide a framework to assist
in the implementation of an investor’s own analysis and an investor’s own view on the topic discussed herein.
This document has been provided to you solely for information purposes and does not constitute an offer or solicitation of an offer or any advice or recommendation to purchase
any securities or other financial instruments and may not be construed as such. The factual information set forth herein has been obtained or derived from sources believed by the
author and AQR Capital Management, LLC (“AQR”) to be reliable but it is not necessarily all-inclusive and is not guaranteed as to its accuracy and is not to be regarded as a
representation or warranty, express or implied, as to the information’s accuracy or completeness, nor should the attached information serve as the basis of any investment decision.
This document is not to be reproduced or redistributed to any other person. The information set forth herein has been provided to you as secondary information and should not be
the primary source for any investment or allocation decision. Past performance is not a guarantee of future performance. Diversification does not eliminate the risk of experiencing
investment losses. 

This material is not research and should not be treated as research. This paper does not represent valuation judgments with respect to any financial instrument, issuer, security or
sector that may be described or referenced herein and does not represent a formal or official view of AQR. The views expressed reflect the current views as of the date hereof
and neither the author nor AQR undertakes to advise you of any changes in the views expressed herein. 

The information contained herein is only as current as of the date indicated, and may be superseded by subsequent market events or for other reasons. Charts and graphs provided
herein are for illustrative purposes only. The information in this presentation has been developed internally and/or obtained from sources believed to be reliable; however, neither
AQR nor the author guarantees the accuracy, adequacy or completeness of such information. Nothing contained herein constitutes investment, legal, tax or other advice nor is it to
be relied on in making an investment or other decision. There can be no assurance that an investment strategy will be successful. Historic market trends are not reliable indicators of
actual future market behavior or future performance of any particular investment which may differ materially, and should not be relied upon as such. Diversification does not
eliminate the risk of experiencing investment losses.

The information in this paper may contain projections or other forward-looking statements regarding future events, targets, forecasts or expectations regarding the strategies
described herein, and is only current as of the date indicated. There is no assurance that such events or targets will be achieved, and may be significantly different from that shown
here. The information in this document, including statements concerning financial market trends, is based on current market conditions, which will fluctuate and may be superseded
by subsequent market events or for other reasons. 
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