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POLICY PROGRESS 
Risk markets have rallied strongly since the fourth week 

of March, reflecting a collision of positive policy 

developments and bearish investor sentiment.  After a 

one-month decline of 34% in the S&P 500, we have 

experienced a snap-back rally of 25% in 14 trading days.  

Credit markets have seen similar trends, with investment-

grade and high-yield spreads rallying smartly from their 

highs in late March – but they remain at elevated levels 

from the start of the year.  Meanwhile, the tremendous 

economic damage from social distancing globally is only 

starting to come through in the official economic data.  

We have been highlighting our focus on the necessary 

policies required to address the COVID-19 virus and its 

fallout, from monetary to fiscal to health policy.   

We have been expecting new COVID-19 cases to peak in 

Western Europe and the U.S. in late March/early April.  

This timing is coming to pass and has undoubtedly been 

a market catalyst.  The focus will likely now turn to the 

risk of another virus wave as countries restart their 

economies and make progress on treatment and a 

vaccine.  The monetary policy response has been robust, 

with the U.S. Federal Reserve acting with greater speed 

and impact than during the global financial crisis.  The 

scope of the central bank’s efforts to improve market 

liquidity and support economic growth has positively 

surprised even the most bullish observers.  European 

leaders recently agreed to a major policy response, which 

involves the use of the existing European Stability 

Mechanism (ESM) fund.    

The fiscal policy response has been broad and rapid, with 

uncertainty focused on implementation and effectiveness.  

The government’s Payroll Protection Program loans are 

meant to support employment to speed the restart of the 

economy.  While initial reports are that loan funding is 

slow, we have no doubt the overall amount of funding will 

be boosted if necessary.  We retained a moderate 

overweight to risk assets this month as we feel the 

combination of policy actions is supportive to risk-taking 

and the eventual restart of the economy.  The rapid and 

coordinated monetary and fiscal response of the U.S. 

government leads us to favor U.S. equities over those of 

other regions, while the attractive valuation of U.S. high 

yield supports our continued overweight of high-yield 

bonds.  Last month showed substantial progress on the 

policy front. However, we expect continued volatility as 

dour economic reports emerge and investors grapple with 

the risk of another wave of infections. Our risk cases now 

focus on the calibration of fiscal policy, and whether it will 

be adequate to support growth without unleashing a 

secular bout of inflation. 

  
HOTSPOTS ARE COOLING, LAYOFFS ARE SURGING 
Progress is seen in early hotspots; most early job losses are temporary (so far). 

   
Source: Northern Trust Global Asset Allocation, Bloomberg, Bureau of Labor Statistics, BCA Research. Data shown for U.S. labor market in March. Virus case data 
3-day moving averages through 4/8/2020. 
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Interest Rates  

The record $2 trillion stimulus bill designed to offset the 
negative economic impacts of COVID-19 is being funded 
by a record issuance of short-dated debt at historically low 
rates. The $319 billion of Treasury bills supplied has 
already far exceeded the $190 billion provided during the 
global financial crisis. This extra supply hit at the same 
time companies and investors, looking for cash, pulled 
money out. This forced the Fed to step in, currently buying 
$50 billion in Treasurys per day across maturities (down 
from $75 billion per day in mid-March).The Fed has 
already far exceeded its previous record for monthly 
purchases and has brought some normalcy back to the 
Treasury markets. 

Following days of intense discussion, eurozone leaders 
agreed to a €540 billion rescue package. At its core, the 
agreement includes €240 billion in credit lines from the 
ESM fund, a €200 billion boost to the lending capacity of 
the European Investment Bank and a €100 billion 
unemployment insurance scheme. This brings the level of 
fiscal support in Europe close to that of the U.S. as a 
percentage of each region’s GDP. Coordinated fiscal and 
monetary efforts should continue to help offset virus-
related economic and market disruptions. 

MASSIVE EXPANSION
March’s Fed purchases dwarf those of any other 
month. 

 
Source: Northern Trust Global Asset Allocation, Northern Trust Fixed 
Income, Bloomberg. Data through 3/31/2020.  

 

 The Fed has stepped into the fixed income markets in 
a big way. 

 Interest rates have fallen but curve steepness has 
returned. 

 We continue to like duration in fixed income portfolios. 

Credit Markets 

The economic shutdown of the global economy from 
COVID-19 and the Saudi-Russo oil price war has led to a 
reassessment of credit quality across the high-yield 
universe.  Rating agencies have moved quickly to 
downgrade companies as the negative impact on 
revenues, costs and liquidity from the crisis is better 
understood. As the graph shows, CCC-rated credits have 
fared the worst, with a downgrade-to-upgrade ratio in 
excess of 10x. However, a ratio of 10x is not 
unprecedented, as CCC-rated credits saw more than 200 
downgrades and only one upgrade during the fourth 
quarter of 2008. 

This weakness in low-quality credits contrasts with the 
relative stability in BB-rated credits. Despite this stability, 
BB-rated credit valuations have widened to levels not seen 
since 2009, implying that valuations do not accurately 
reflect the fundamental strength of these credits. The first-
quarter sell-off has resulted in a constructive view on BB-
rated credits given attractive valuations. High yield issuers 
may face idiosyncratic risks as a result of the economic 
shutdown and oil price war but, broadly speaking, high 
yield is attractive – especially with recently announced 
purchases from the Fed. We remain overweight high yield. 

C GRADES ARE NOT GOOD ENOUGH 
Downgrades have been concentrated in CCC-rated 
securities.  

 
Source: Northern Trust Global Asset Allocation, Bloomberg. 1Q20 is first 
quarter of 2020. 2009 shows entire-year data. Data shown for Bloomberg 
Barclays U.S. Corporate High Yield Index.  

 

 The virus-driven downturn has prompted downgrades, 
notably in CCC-rated securities. 

 Recently announced Fed purchases should help shore 
up the high-yield market. 

 High yield remains one of our largest overweight 
positions. 
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Equities 

Global equities wildly fluctuated last month, with major 
regions bouncing from 30% drawdowns. The average daily 
move in the S&P 500 over the past month was nearly 5% – 
a level of daily volatility exceeded only in November of 
1929. March saw eight trading days with daily moves of 
more than 5%, tying the previous record. Virus uncertainty, 
taking large portions of the economy offline, drove the 
decline. The market’s recovery can be traced to a slowing 
of new cases in areas like Italy, Spain and New York (a 
light at the end of the health crisis tunnel), combined with a 
promise of vast fiscal and monetary stimulus to see the 
economy through the shutdown.  

We have undoubtedly been taken off the prior trajectory of 
growth around the world. Without knowing when and to 
what degree the economy will restart, markets will focus on 
“normalized” earnings in 2021. We think 2021 will be below 
2018 and 2019 levels, but well above the depressed 
current year. On that basis, the S&P 500 is not cheap, 
trading at over 17 times those estimated 2021 earnings. 
The combination of pent-up demand, near-zero interest 
rates and large fiscal stimulus justifies an elevated 
valuation level, but future gains will come with continued 
volatility.  

VOLATILITY
March tied for the most 5% moves in history. 

 
Source: Northern Trust Global Asset Allocation, FactSet. Data shown for 
S&P 500 beginning 1/3/1928. Blue bar denotes most recent month. 

 

 Earnings have been knocked off their prior trajectory 
due to the coronavirus-induced recession. 

 Investors are attempting to envision what 2021 
earnings will look like, and price equities off that. 

 We remain overweight U.S. equities given the amount 
of stimulus – both monetary and fiscal. 

Real Assets 

Global real estate has gained considerable attention during 
the recent downturn – down 27% versus the global equity 
decline of 19%. Generally, global real estate would benefit 
from falling interest rates relative to the broader equity 
market given its dependence on debt financing and its role 
as a yield alternative to fixed income. However, the benefit 
from falling rates has been more than offset by concerns 
over tenants paying rent. As such, we have seen material 
price reductions versus net asset value (the appraised 
value of the property less any debt). But has the price 
reduction been overdone? 

The nearby chart shows current price as a percent of the 
net asset value (P/NAV) across the major segments of the 
real estate market (each representing approximately 10% 
of the asset class). Some are at historical lows (data going 
back to 1996). These include retail and office, while 
residential is not far off. Clearly, some properties will see a 
permanent impairment. Retail, already pressured prior to 
COVID-19, is one. Office may see some impairment as 
well. However, other segments should see a cyclical 
rebound and new segments (for instance, data centers) 
could see a rise. With an overall 73% P/NAV, we believe 
the asset class is attractive and maintain our overweight. 

PROPERTY DECLINES
Many REITs are trading far below net asset values. 

 
Source: Northern Trust Global Asset Allocation, Evercore ISI. Data for 
historic low begins 1996. Beginning of month data for U.S. properties 
shown. 

 

 Global real estate has been hit hard during the recent 
sell-off. 

 Concerns over tenants’ ability to pay rent are over-
shadowing the usual benefit from lower rates. 

 We believe low valuations justify an overweight 
position in our global policy model. 
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BASE CASE 
  

Policy vs. Pandemic  Structural Monetary Accommodation 

Financial markets will look through considerable 
uncertainty on economic fundamentals, trusting that the 
fiscal response helps bridge the gap from virus-related 
economic disruptions. Similar to post-financial crisis 
monetary accommodation, investors accept fiscal 
stimulus, leading to improved investor sentiment. 

 

Major central banks globally will remain accommodative 
for the foreseeable future, with near-zero prospects for 
any rate hikes. Central banks will try to help offset virus-
driven economic and financial market pressures, but 
have limited means to do so and will need to coordinate 
with fiscal policymakers. 

RISK CASES 
  

Insufficient Fiscal Backstop  Structural Inflation Shift 

Investors lose hope for an eventual recovery given 
concerns on the timeliness and/or effectiveness of fiscal 
policy support or that multiple waves of cases lead to 
sustained economic disruption. 

 

Unprecedented levels of fiscal stimulus globally 
eventually overwhelm structural deflationary 
pressures, leading to inflation and higher interest 
rates – undercutting key supports for risk assets. 

 

GLOBAL POLICY MODEL 

 
Source: Northern Trust Capital Market Assumptions Working Group, Investment Policy Committee. Strategic allocation is based on five-year models 
developed annually; most recent model released 8/8/2019.The model cannot account for the impact that economic, market and other factors may have on the 
implementation and ongoing management of an actual investment strategy. Asset allocation does not guarantee a profit or protection against a loss in 
declining markets. 

 

Cash
Inv. 

Grade TIPS
High 
Yield U.S.

Dev. 
Ex-U.S.

Emerg. 
Markets GLI GRE NR Gold

Strategic Asset Allocation 2 34 5 5 25 15 6 2 2 4 0

Tactical Asset Allocation 0 30 0 11 31 14 2 4 5 3 0

Over/Underweight -2 -4 -5 6 6 -1 -4 2 3 -1 0

Strategic 
Allocation 
and Tactical 
Over/Underweights

RISK CONTROL RISK ASSETS

FIXED INCOME EQUITIES REAL ASSETS

IN EMEA AND APAC, THIS PUBLICATION IS NOT INTENDED FOR RETAIL CLIENTS 

© 2020 Northern Trust Corporation. The information contained herein is intended for use with current or prospective clients of Northern Trust 
Investments, Inc. The information is not intended for distribution or use by any person in any jurisdiction where such distribution would be 
contrary to local law or regulation. This information is obtained from sources believed to be reliable, and its accuracy and completeness are 
not guaranteed. Information does not constitute a recommendation of any investment strategy, is not intended as investment advice and does 
not take into account all the circumstances of each investor. Forward-looking statements and assumptions are Northern Trust’s current 
estimates or expectations of future events or future results based upon proprietary research and should not be construed as an estimate or 
promise of results that a portfolio may achieve. Actual results could differ materially from the results indicated by this information. Investments 
can go down as well as up. 

Northern Trust Asset Management is composed of Northern Trust Investments, Inc. Northern Trust Global Investments Limited, Northern Trust 
Fund Managers (Ireland) Limited, Northern Trust Global Investments Japan, K.K, NT Global Advisors Inc., 50 South Capital Advisors, LLC and 
investment personnel of The Northern Trust Company of Hong Kong Limited and The Northern Trust Company.  

Issued in the United Kingdom by Northern Trust Global Investments Limited.  


