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Northern Trust Asset Management’s Asset Allocation 
Committee retains its preference for credit risk. In a slowing –
but not yet negative – growth environment, high yield looks 
attractive relative to both investment grade (IG) fixed income (term 
risk) and global equities (market risk). Bottom-line global earnings 
growth this quarter (over 70% reported) has come in roughly flat 
but top-line global revenue growth remains solidly in positive 
territory. Meanwhile, the currently inverted yield curve and elevated 
interest rate volatility dissuade investing out the yield curve. 
Overall, the committee believes high yield is in a sweet spot – not 
as exposed to interest rate volatility while also not dependent on 
strong bottom-line earnings growth for future price appreciation. 
The committee also continues its preference for Natural Resources 
(NR) over Emerging Market Equities.

Pushing out the recession. Another strong jobs report and the 
aforementioned continued solid company sales growth suggest 
that the recession investors have been anticipating for the past 
year is still not upon us. The committee believes this is simply 
further pushing out economic disappointment – but should also 
mean that the eventual recession (should it come) should be 
shallow in nature (absent our Debt Dislocation risk case). This 
economic backdrop makes the ~9% current yield-to-worst on high 
yield more attractive than the ~6% earnings yield on equities.

The Fed is no longer hiking, but not thinking about cutting. 
Fed Chair Jay Powell’s recent press conference remarks –
alongside post-jobs report comments from NY Fed President John 
Williams – suggest the Fed’s strong bias is to pause at the current 
5.25% Fed funds rate; but the committee believes markets are far 
too “optimistic” in pricing in a full 1% of cuts by next January 
(again, absent our Debt Dislocation risk case). We expect the Fed 
to hold policy rates near current levels through the rest of the year 
and expect the European Central Bank (ECB) to level out after one 
or two more rate hikes.

Debt Dislocation is the key risk to our current outlook and 
positioning. Debt ceiling negotiations are underway with 
newfound urgency as the estimated “X Date” has been moved up 
into June; even flirting with default would spook investors, 
potentially leading (ironically) to a rush into longer-dated Treasurys
(with any delay in coupon payments temporary), while the front end 
dislocates and equities likely suffer. Meanwhile, the “slower-drip” 
risk is further fallout from banking sector strains, with the biggest 
concern being a pullback in regional bank lending that can’t be 
offset by private lenders (though dry powder exists) or reduced 
loan demand given higher uncertainty.

Unless otherwise noted, the statements expressed herein are solely the 
opinions of Northern Trust. Northern Trust does not make any representation, 
assurance, or other promise as to the accuracy, impact, or potential 
occurrence of any events or outcomes expressed in such opinions.

Source: Northern Trust Investment Strategy

Tactical decision: No changes – maintaining fairly neutral risk positioning and low active risk deployment. 

High Level Summary:

What the Committee Expects: 
Base Case Expectations

Approaching Economic Stall Speed: 
Recent banking issues and consequent 
impacts on bank lending, as well as spillover 
economic implications from worsening 
sentiment, add pressure to the growth 
trajectory. Other lending sources (think 
private credit) can partially backfill credit 
availability, but overall growth should be fairly 
flat over the next year.

Monetary Tightrope: Given concerns 
regarding financial stability from the rapid 
pace of tightening, the Fed has shifted to a 
more “wait and see” stance – likely done 
raising rates for now – while the ECB stands 
to raise a bit more. Inflation is still too high 
currently, however, suggesting the potential 
for more in the U.S., and we do not see rate 
cuts in 2023. 

What the Committee is Watching 
For: Risk Case Scenarios

Debt Dislocation: Lack of progress on a 
debt ceiling deal (which would likely further 
invert the yield curve) and/or further banking 
fallout (a risk heightened by the already 
inverted yield curve) further impairs investor 
sentiment.

Labor Market Durability: More persistent 
tightness in the labor market leads to more 
stubborn core inflation, necessitating an 
unexpected monetary policy response that is 
negative for financial markets.
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Risk Assets: For long-term capital appreciation.

Risk Control Assets: For reducing volatility.
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Equity 74% -5% 58% -5% 48% 41% -5% 25% -5% 5% -2%

U.S. Equities 45% -2% 35% -2% 24% 25% -2% 15% -2% 3% -1%

Dev. ex-U.S.
Equities 23% 0% 18% 0%

24%

13% 0% 9% 0% 2% 0%

Emerging Markets 
Equities 6% -3% 5% -3% 3% -3% 1% -3% 0% -1%

Real Assets 13% +1% 13% +3% 10% 11% +3% 7% +3% 1% +1%

Natural Resources 9% +3% 8% +3% 5% 7% +3% 5% +3% 1% +1%

Global Real Estate 1% -2% 2.5% 0% 2.5% 2% 0% 1% 0% 0% 0%

Global Listed 
Infrastructure 3% 0% 2.5% 0% 2.5% 2% 0% 1% 0% 0% 0%

High Yield Bonds 13% +4% 13% +6% 22% 11% +6% 9% +6% 7% +6%

Investment Grade 
Bonds 0% 0% 13% -6% 19% 33% -6% 54% -6% 80% -7%

U.S. Investment 
Grade 0% 0% 11% -6% 17% 28% -6% 46% -6% 69% -7%

TIPS 0% 0% 2% 0% 2% 5% 0% 8% 0% 11% 0%

Cash & Short-Term 0% 0% 3% +2% 1% 4% +2% 5% +2% 7% +2%
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The Benchmark is a blend of MSCI ACWI and Bloomberg US Aggregate Bond Index. The MSCI ACWI Index is a free float-adjusted market 
capitalization weighted index that is designed to measure the equity market performance of developed and emerging markets. The Bloomberg 
US Aggregate Bond Index is an unmanaged index of prices of US dollar-denominated, fixed rate, taxable, investment grade fixed income 
securities with remaining maturities of one year and longer. An investment cannot be made directly in an index.

The Growth with Enhanced Income benchmark includes a 15% allocation to the Bloomberg US High Yield 2% Issuer Cap, which is an issuer-
constrained version of the Bloomberg US Corporate High Yield Index that measures the market of US dollar-denominated, noninvestment-
grade, fixed rate, taxable corporate bonds. The index limits the exposure of each issuer to 2% of the total market value.

Portfolio Weight represents the current target weights, given our most recent outlook for the capital markets over the next twelve months. 
These weights are subject to change. Actual client account weights may vary.

Over/Underweight represents the portfolio weight  relative to the strategic asset allocation weights, which form the baseline portfolio 
allocations. The portfolio weights for Growth with Enhanced Income follow a slightly different allocation process.

ASSET ALLOCATION WEIGHTS
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IMPORTANT DISCLOSURES

Northern Trust Investments, Inc. (NTI) is an investment adviser registered with the Securities Exchange Commission under the Investment 
Advisers Act of 1940. The company manages a variety of portfolios utilizing stocks, bonds, and exchange-traded funds (ETFs). 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. NTI and its affiliates may hold, and effect purchase and sale transactions in, the securities described herein for various 
accounts, which holdings and transactions may differ among the accounts and investments described herein. 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.

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. 
Northern Trust and its affiliates may have positions in and may effect transactions in the markets, contracts and related investments 
different than described in this information. 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. Opinions and forecasts discussed are those of the 
author, do not necessarily reflect the views of Northern Trust and are subject to change without notice. 

This report is provided for informational purposes only and is not intended to be, and should not be construed as, an offer, solicitation or 
recommendation with respect to any transaction and should not be treated as legal advice, investment advice or tax advice. Recipients 
should not rely upon this information as a substitute for obtaining specific legal or tax advice from their own professional legal or tax 
advisors. References to specific securities and their issuers are for illustrative purposes only and are not intended and should not be 
interpreted as recommendations to purchase or sell such securities. Indices and trademarks are the property of their respective owners. 
Information is subject to change based on market or other conditions.

References to specific securities and their issuers are for illustrative purposes only and are not intended and should not be interpreted as 
recommendations to purchase or sell such securities. Indices and trademarks are the property of their respective owners. Information is 
subject to change based on market or other conditions.

All securities investing and trading activities risk the loss of capital. There is no assurance that any of the securities discussed herein will 
remain in a portfolio at the time you receive this report or that securities sold have not been repurchased. Each portfolio is subject to 
substantial risks including market risks, strategy risks, adviser risk and risks with respect to its investment in other structures. There can be 
no assurance that any portfolio investment objectives will be achieved, or that any investment will achieve profits or avoid incurring 
substantial losses. No investment strategy or risk management technique can guarantee returns or eliminate risk in any market
environment. Risk controls and models do not promise any level of performance or guarantee against loss of principal. Any discussion of 
risk management is intended to describe NTI’s efforts to monitor and manage risk but does not imply low risk. Forward-looking statements 
and assumptions are NTI’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.

There are risks involved in investing including possible loss of principal. There is no guarantee that the investment objectives of any fund or 
strategy will be met. Risk controls and models do not promise any level of performance or guarantee against loss of principal

Past performance is not guarantee of future results. Performance returns and the principal value of an investment will fluctuate. 
Performance returns contained herein are subject to revision by Northern Trust. Comparative indices shown are provided as an indication 
of the performance of a particular segment of the capital markets and/or alternative strategies in general. Index performance returns do not 
reflect any management fees, transaction costs or expenses. It is not possible to invest directly in any index. Net performance returns are 
reduced by investment management fees and other expenses relating to the management of the account. Gross performance returns
contained herein include reinvestment of dividends and other earnings, transaction costs, and all fees and expenses other than investment 
management fees, unless indicated otherwise. For additional information on fees, please refer to Part 2a of the Form ADV or consult a 
Northern Trust representative.

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. 

If presented, hypothetical portfolio information provided does not represent results of an actual investment portfolio but reflects 
representative historical performance of the strategies, funds or accounts listed herein, which were selected with the benefit of hindsight. 
Hypothetical performance results do not reflect actual trading. No representation is being made that any portfolio will achieve a 
performance record similar to that shown. A hypothetical investment does not necessarily take into account the fees, risks, economic or 
market factors/conditions an investor might experience in actual trading. Hypothetical results may have under- or over- compensation for 
the impact, if any, of certain market factors such as lack of liquidity, economic or market factors/conditions.   The investment returns of other 
clients may differ materially from the portfolio portrayed. There are numerous other factors related to the markets in general or to the 
implementation of any specific program that cannot be fully accounted for in the preparation of hypothetical performance results. The 
information is confidential and may not be duplicated in any form or disseminated without the prior consent of Northern Trust.

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, Northern Trust Asset Management Australia Pty Ltd  and investment personnel of The Northern Trust Company of Hong
Kong Limited  and The Northern Trust Company. 

© 2023 Northern Trust Corporation. Head Office: 50 South La Salle Street, Chicago, Illinois 60603 U.S.A.
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