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Our Strategic and Tactical Approach to Asset Allocation
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AUDIENCE POLL
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A: Yes 

B: No

C: Uncertain

Poll Results

Do you think a 
US recession is 
coming over the 
next 18 months? 

https://api.cvent.com/polling/v1/api/polls/spaqr5qc


5northerntrust.com  |  © 2019 NorthernTrust

75 74 39 42

29

0

20

40

60

80

Nov-82 Mar-91 Nov-01 Jun-09

C
um

ul
at

ive
 G

ro
w

th
 (

%
)

Expansion starting…

70

92 120 73 108

60

0

50

100

150

200

Nov-82 Mar-91 Nov-01 Jun-09

M
on

th
s 

of
 e

xp
an

si
on

Theme: Mild Growth Myopia

5 More Years 
of Growth

Source: NT Global Asset Allocation, Bloomberg. 

RECORD LENGTH…
Five more years of this U.S. economic expansion would be a post- WW2 record.

…BUT NOT RECORD MAGNITUDE
Even with five more years of growth, total output will still be shy of 80s and 90s expansions. 5 More Years of 

Growth at 3.8%
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Theme: Stuckflation

Source: NT Global Asset Allocation, Bloomberg. Data from 6/30/2008 to 6/30/2018.Green bars represent core inflation measures.

FALLING BEHIND
U.S. prices have fallen well behind where they should be in the eyes of the Fed.

UNDERACHIEVERS
Cumulative inflation shortfalls over the past decade are biggest in the three major economies.
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LOWER LOWS, LOWER HIGHS
Fed policy has moved closer to the zero-bound over the past 25-plus years.

Theme: Pass/Fail Monetarism
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Current ability to 
cut rates

Source: NT Global Asset Allocation, Bloomberg. Data from 12/31/1989 to 5/31/2019.
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ASSET CLASS 
FORECASTS
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5-Year 
Outlook
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AUDIENCE POLL
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A: US Equities

B: International/EM Equities

C: Real Assets

Poll Results

Which asset 
class will 
perform the best 
over the next 
5 years?

https://api.cvent.com/polling/v1/api/polls/sp-qk88mp
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2018 FIVE-YEAR ASSET CLASS TOTAL RETURN FORECASTS (%)

Current Forecasts

Source: Northern Trust. Pre-tax strategic, growth and income investor portfolio model. All figures in percentage terms. *5-year return from 6/30/2013 – 6/30/2018.
Forward-looking statements could differ from actual results. For illustrative purposes only. CMA model expected returns do not show actual performance.

MODELS FIXED INCOME EQUITIES REAL ASSETS ALTERNATIVES
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Source: Northern Trust Global Asset Allocation. Forecasts of financial market trends that are based on current market conditions constitute CMAWG judgment and are subject to 
change without notice.
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Source: Northern Trust Global Asset Allocation. Forecasts of financial market trends that are based on current market conditions constitute CMAWG judgment and are subject to 
change without notice.
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Real Assets: Which Assets Beat Inflation – and How Often?

% OF TIME ASSET CLASS COVERS INFLATION DURING HIGH INFLATION PERIODS

Source: Northern Trust Global Asset Allocation, Blomberg. Data from 12/31/2001 to 3/31/2018. High inflation (above 2.98%) is the 75th percentile of data during the data range. 
Normal Inflation is below 2.98.
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Alternatives: More Private Opportunities as IPOs are Delayed

Source: NT Global Asset Allocation, Venture Capital Journal. Data as of June 2018.

MEDIAN YEARS COMPANIES ARE STAYING PRIVATE
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Hedge fund total return Balanced portfolio total return

Alternatives: Manager Selectivity Is the Key

Source: NT Global Asset Allocation, NT Portfolio Construction Desk, Bloomberg. Data from 12/31/2000 to 3/31/2018. Balanced portfolio is 50% MSCI ACWI / 50% Bloomberg 
Barclays Global Aggregate Index. Past performance does not guarantee future results.

HEDGE FUND VS. BALANCED PORTFOLIO – 10 YEAR ROLLING RETURNS

Alpha contribution

Risk contribution
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TACTICAL 
POSITIONING
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1-Year 
Outlook
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3/8/2018 Return 6/7/2018 Return 9/7/2018 Return 1/10/2019 Return
+2%  IG Fixed Income 7.5% +2%  High Yield 6.3% +2%  IG Fixed Income 6.7% +2%  US Equity 11.8%
-2%  US Equity 7.3% +2%  US Equity 5.0% +1%  High Yield 4.6% +2%  EM Equity 2.6%

-4%  Dev. ex-US Equity -4.9% -3%  EM Equity 0.4% +2%  Global RE 11.3%
-6%  IG Fixed Income 5.2%

5/10/2018 Return 7/12/2018 Return 10/12/2018 Return 6/13/2019 Return
+2%  IG Fixed Income 7.7% +2%  IG Fixed Income 6.6% +3%  IG Fixed Income 7.5% +2%  Global LI -0.2%
-2%  Cash 2.4% +2%  High Yield 6.0% -2%  US Equity 5.5% +1%  IG Fixed Income 0.0%

-4%  TIPS 2.8% -1%  EM Equity 5.0% -2%  High Yield 0.0%
-1%  EM Equity -0.7%
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Source: NT Global Asset Allocation, Bloomberg. Data as of 6/14/2019. The tactical and strategic portfolios are model portfolios based on Investment Policy Committee 
allocation decisions and asset class index proxies, which cannot be directly invested in and may change over time. The difference in risk level series is represented by the 
standard deviation of the tactical portfolio less the standard deviation of the strategic portfolio.



19northerntrust.com  |  © 2019 NorthernTrust

January 2018 1 U.S. President Trump approves tariffs on solar panels and washing machines.
March 2018 2 U.S. steel and aluminum tariffs against all trading partners.

April 2018 3 U.S. releases list of $50 billion worth of Chinese goods to face tariffs at 25%.
July 2018 4 U.S. releases list of additional $200 billion worth of Chinese goods to face 10% duties.
May 2019 5 Trump tweets that July tariffs will increase to 25% and remaining imports will be taxed at 25%.
May 2019 6 Trump announces 5% tariffs on all imports from Mexico; subsequently dropped.

Tariffs Contributing to Global Slowdown
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Global Leading Indicator

Source: NT Global Asset Allocation, OECD, Bloomberg. The global leading indicator data is amplitude adjusted for seasonality. Data as of Apr-2019.
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Source: Northern Trust Investment Strategy, Bloomberg. Data from 12/29/2017 to 5/31/2019.
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Global Inflation Struggling to Hit Target

Source: NT Global Asset Allocation, Bloomberg. Concept from Evercore ISI. The data show s the 3-month average, year-over-year core CPI grow th on an 
equal w eighted basis for U.S., China and Europe. Data as of Apr-2019.
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High Yield Bounces Back Quickly

Source: Northern Trust Global Asset Allocation, Bloomberg. 
Past performance does not guarantee future results.

Start of 
Drawdown

Months to 
Max Drawdown

Return to 
Drawdown (%) Months to Recover Return to Recovery 

(%)

March - 1987 7 -6.9 3 8.9
February - 1989 20 -13.8 5 25.2
July - 1998 3 -7.0 6 8.3
April - 1999 19 -8.9 3 11.0
February - 2001 17 -12.0 8 16.6
May - 2007 18 -33.3 9 51.8
July - 2011 2 -7.1 4 9.7
May - 2015 8 -9.7 5 10.8
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Equities: Stocks Have Become Less Expensive 

Source: Northern Trust Investment Strategy, MSCI. Monthly data through 5/31/2019. Indices are MSCI US, MSCI World ex-US, and MSCI Emerging 
Markets; U.S. and World ex-U.S. data begin in 1970, EM data begins in 1995. Normal Range: +/- 1 standard deviation from the median.  LT: long-term.
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ASSET CLASS                 STRATEGIC (%) TACTICAL (%)

  Cash 2 0
  U.S. Investment Grade 34 30
  Inflation-Linked 5 1
  High Yield 3 9
  U.S. Equity 19 21
  Dev Ex-U.S. Equity 12 12
  EM Equity 7 5
  Global Natural Resources 5 5
  Global Real Estate 1 3
  Global Listed Infrastructure 1 3
  Hedge Funds* 4 4
  Private Equity* 7 7

OVER/UNDERWEIGHT (%)
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Source: Northern Trust Investment Strategy. Allocations above reflect Northern Trust's Wealth Management Model (Moderate, Accredited investment objective).Tactical 
recommendations (in the form of over/under/equal w eights) are displayed in the bar chart.  Allocations as of 6/13/2019. SAA = Strategic Asset Allocation. TAA = Tactical 
Asset Allocation.*Note: Due to illiquid nature of Alternative asset classes, Northern Trust does not make tactical recommendations.

Tactical Positioning: Taking Measured Risk
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Key Risk Cases to Watch

Subdued inflation has been a 
key driver of favorable risk asset 
returns over the last few years; 
an unexpected jump in cyclical 
inflation would put at risk the 
Interest Rate Relief Valve base 
case above.

Inflation

Positive trade talks (perhaps 
coming out of the June 28-29 
G20) would (temporarily) 
expose our interest-rate 
sensitive and underweight EME 
portfolio to higher rates and 
improved global risk-taking 
sentiment.

Trade
Armistice
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MULTI-ASSET
CLASS INVESTING
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WHY 
NOW?
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We’re Entering a Lower Return Environment

Source: Northern Trust Asset Management. Pre-tax strategic, growth and income investor portfolio model. All figures in percentage terms.  Forward-looking statements could differ from actual results. For illustrative purposes only. CMA model 
expected returns do not show actual performance. Forecasts are as of 2018.

Over the 
next five 

years, the 
base case 

may only 
be a 5% 
portfolio 

return.
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Delivering Returns is Getting Harder

Source: Northern Trust Asset Management. Shows efficient frontier for Northern Trust Accredited Strategic Asset Allocation model. 

Not only are  investors 
finding  it more difficult to 

generate returns versus 10 
years  ago — it’s taking 

more research, due-
diligence  and advanced 

technology to  do so. 
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More Risk is Needed to Achieve the Same Return

Source: Northern Trust Asset Management. 1998 expected returns and standard deviations are based on the Bloomberg Barclays Agg. Bond Index. 2008 and 2018 expected returns and standard deviations are based on Northern Trust CMAs 
for their respective year.

Achieving a 
consistent return 

today compared to 
10 or 20 years ago 
requires investors  

to take on more 
risk and develop a 

more complex 
portfolio.
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Predicting Asset Class Returns is Hard

 Actual  2013 Prediction

Source: Northern Trust Investment Strategy Bloomberg, NT Portfolio Construction Desk, Bloomberg. Actual data from 6/30/2013 to 6/30/2018. Past performance is no guarantee of future results. Index 
performance returns do not reflect any management fees, transaction costs or expenses. It is not possible to invest directly in any index. Indexes are gross of fees.

ANNUALIZED FIVE YEAR RETURNS (%)
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Diversification Provides Greater Predictability

Source: Northern Trust Investment Strategy Bloomberg, NT Portfolio Construction Desk, Bloomberg. Actual data from 6/30/2013 to 6/30/2018. Past performance is no guarantee 
of future results. Index performance returns do not reflect any management fees, transaction costs or expenses. It is not possible to invest directly in any index. Indexes are 
gross of fees.
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Avoid the Performance Drag Caused by Investor Behavior

Source: Dalbar 2018 QAIB Report. Data as of 12/31/2017.

Attempting to time
the market, and

other investor
behaviours, have

resulted in the
average investor

tending to underperform
both the

equity and fixed
income markets.

Multi-asset strategies
can help mitigate

emotional behaviour
and keep clients

invested.
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QUESTIONS
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?
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Accessing Our Global Investment Insights 

FIVE-YEAR 
OUTLOOK

INVESTMENT 
STRATEGY 
COMMENTARY MARKETSCAPE 

Meaningful Insights in 
Less Than 3 Minutes

BLOG
Timely Market 
Perspectives

Smarter in 
60 Seconds

Webinars Live 
& On Demand

Point of View
Blog

@NTinvest

Capitalmarket 
assumptions.com

Outlook

PERSPECTIVE
Monthly Tactical 
Updates
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Biography

Jim McDonald is an Executive Vice President and the Chief Investment Strategist for Northern 
Trust.  He is the co-portfolio manager of the Northern Global Asset Allocation Fund and he 
chairs the Northern Trust Tactical Asset Allocation Committee.  In addition, he is a member of 
the Investment Policy Committee and is a trustee of the 50 South Capital Alpha Strategies and 
Equity Long/Short Strategies Hedge Funds.

Prior to joining Northern Trust in 2001 as the Director of Equity Research, Jim was Director of 
Equity Research at ABN AMRO in New York and Chicago (1994-2000) and Equity Research 
Analyst at ABN AMRO following the Environmental Services Industry (1990-1994). He started 
his professional career in 1981 with Arthur Andersen & Co. in Detroit.

McDonald received a BBA from the University of Michigan and an MBA degree with high 
distinction from Babson College. He is a member of the CFA® Society of Chicago and a 
registered CPA in the State of Michigan.

James D. McDonald
Chief Investment Strategist
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Important Information
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.

All securities investing and trading activities risk the loss of capital. 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 Northern Trust’s efforts to monitor and manage risk but does not imply low risk. 

Past performance is no 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. 
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Important Information
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. 

Capital Market Assumption (CMA) model expected returns do not show actual performance. CMA model expected returns are based on IPC Forecasted Returns 
and reflect Northern Trust’s Investment Policy Committee’s (IPC) forward-looking annual capital market assumptions. The Capital Market Assumptions Working 
Group (CMAWG), a subset of IPC members, publishes its assumptions as a white paper report. Forecasted returns are for average annual returns (geometric 
basis). Five year forecasts are developed annually; most recent forecasts released [7/13/2018]. 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. Model outcomes do not reflect actual trading, 
liquidity constraints, fees, expenses, taxes and other factors that could impact the future returns. The model assumptions are passive only. References to expected 
returns are not promises or even estimates of actual returns an investor may achieve. The assumptions, views, techniques and estimates set out are provided for 
illustrative purposes only. Forecasts of financial market trends that are based on current market conditions constitute CMAWG judgment and are subject to change 
without notice. “Expected” or “alpha” return estimates are subject to uncertainty and error. The ability to achieve similar outcomes is subject to risk factors over 
which Northern Trust may have no or limited control.

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.
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Important Information
This information is intended for purposes of Northern Trust marketing of itself as a provider of the products and services described herein and not to provide any 
investment recommendations or advice within the meaning of the Department of Labor’s Final Fiduciary Rule (29 CFR §2510.3-21). Northern Trust is not 
undertaking to provide impartial investment advice or give advice in a fiduciary capacity to the recipient of these materials. To the extent that the recipient of these 
materials has authority to act on behalf of a benefit plan that is subject to Title I of the Employee Retirement Income Security Act of 1974, as amended (“ERISA”), 
Northern Trust provides information with the understanding that the recipient: (1) is a fiduciary under ERISA with respect to any plan transaction(s) contemplated 
herein and is responsible for exercising independent judgment in evaluating any such transaction(s); (2) is independent of Northern Trust; (3) is a bank or similarly 
regulated financial institution, insurance carrier, registered investment adviser, registered broker-dealer, or a plan fiduciary that holds, or has under management or 
control, total assets of at least $50 million; (4) is capable of evaluating investment risks independently, both in general and with regard to particular transactions 
and investment strategies. Please advise Northern Trust immediately if any of the foregoing understandings is incorrect. Further, Northern Trust and its affiliates 
receive fees and other compensation in connection with the products and services described herein as well as for custody, fund administration, transfer agent, 
investment operations outsourcing and other services rendered to various proprietary and third party investment products and firms that may be the subject of or 
become associated with the services described herein. 

Northern Trust Asset Management is composed of Northern Trust Investments, Inc. Northern Trust Global Investments 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.

© 2019 Northern Trust Corporation. Head Office: 50 South La Salle Street, Chicago, Illinois 60603 U.S.A.
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