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of State Street Global Advisors’ investment process

The Investment Solutions Group’s (ISG’s) current 2023 economic decision tree illustrates the 
possibility of a soft or hard Federal Reserve landing. The team still favors the more benign 
scenario of a softer landing due to a more constructive view on inflation that entails a dramatic 
swing from a current CPI reading of 7.7% to a 2023 year-end estimate of 2.0%.1 This forecasted 
noteworthy change in the economic environment also sees the Fed abandoning its currently 
hawkish stance in favor of one of market accommodation. It should be noted, however, that 
although ISG has strong conviction in this market view, it has weakened — albeit slightly — 
due to the Fed’s continued penchant for rate hiking, which has lost some steam despite lower 
readings on several leading indicators of inflation.

A soft landing scenario entails more isolated economic disruptions. This is in stark contrast to 
a hard landing — championed by several talking heads and Wall Street banks — that sees far 
more significant economic downdrafts and even recession. ISG believes that a slowdown is likely 
as evidenced by its below normal US GDP growth rate projection for 2023 (0.4% Y-o-Y),2 but the 
team is more measured on the notion of recession due to a robust and resilient labor market that 
suggests only a small uptick in unemployment for 2023. Also, the frequency by which the word 
“recession” has been used in meetings is vastly different from the headline news which speaks of 
it as a foregone conclusion. But what if the economic weakness that ISG posits comes to pass? 
Or the more dire recession scenario becomes reality? Based on the team’s investment blueprint 
and history of investing, are there any historical precedents that could give investors calm during 
a potential economic disruption?
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Past is not prologue, especially when it comes to performance. However, certain investment 
approaches have a tendency to lead to more predictable outcomes. For example, a deep 
value manager is expected to shine when valuations are rewarded and converging. Conversely, 
in markets dominated by macroeconomic factors or characterized by an abundance of earnings 
across companies, such a strategy is not as likely to see large payoffs. Similarly, the State Street 
Active Asset Allocation ETF Portfolios are expected to outperform over a full market cycle and are 
less tethered to a specific market environment that makes outperformance more likely. But, the 
strategy does tend to show strength in crisis-ridden markets and is more challenged in high-flying 
markets characterized by market participants eschewing valuation considerations. The strategy’s 
dynamic nature tends to showcase more favorable positioning and return prospects when markets 
are weak, as evidenced by the Weekly Economic Index (WEI), a high-frequency proxy for economic 
growth, and the Manufacturing Purchasing Manager’s Index (PMI), a widely used measure for 
evaluating economic activity in the manufacturing sector. Figure 2 measures the Moderate 
Active Asset Allocation ETF Portfolio’s historical 90-day beta when the PMI was less than 50, or 
contracting, and when the WEI was less than zero, or when economic activity is declining from the 
former month. With both measures, the analysis shows that the portfolio has a tendency to protect 
or be defensive in environments where it most likely will be needed. This attribute could lead to 
improved performance outcomes when markets are in free fall.

Revisiting 
Historical Risk

Source: Bloomberg, as of 01/06/2023, based on a sample of banks and research firms.
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Moderate Active Asset Allocation ETF Portfolio’s BetaFigure 2 
Lower Risk 
Before and During 
Tumultuous Markets 
May Lead to 
Improved Outcomes
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Source: State Street ETF Model Portfolios, FactSet. Based on Moderate Active Asset Allocation ETF Portfolio vs Moderate 
Benchmark 10/31/2008–12/31/2022.
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Slow Growth or 
Recession Does 
Not Mean Disaster

Once again, past is not prologue, but if we examine historical excess returns across different 
economic scenarios, sometimes patterns emerge that can provide us with additional strategy-
based insights. In this instance, PMI and WEI are used once again to illustrate the average 
annualized excess returns vis-a-vis the quintiles for each measure. To do this, the economic 
metrics are sorted from low to high and then the average performance is calculated for each 
economic state. The analysis shows that excess returns were produced in the lowest economic 
state — Quintile 1 —across both measures and that excess performance seems to follow an 
upwardly sloping pattern across states. In other words, as growth improves, average excess 
returns have followed. The takeaway is that regardless of the economic state, ISG has shown 
that its dynamic active asset allocation strategy has the means to navigate all markets, including 
troubled ones, if expectations prove correct.

Endnotes 1 Source: FactSet, as of 12/30/2022.

2 Source: State Street Global Advisors Weekly Economic Perspectives, as of 12/16/2022.

Excess Returns 
Over Different 
Economic States

Figure 3 
Even in the Lowest 
Economic States, 
ISG Has Historically 
Outperformed Markets
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Source: State Street ETF Model Portfolios, FactSet. Based on Moderate Active Asset Allocation ETF Portfolio vs Moderate 
Benchmark 10/31/2008–12/31/2022.
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Moderate Active Asset Allocation ETF Portfolio’s Excess Returns Across Economic States

The State Street Active Asset Allocation ETF Portfolios seek to outperform in multiple market 
environments, using a bevy of indicators and investment products to navigate the stormy 
markets. This provides the team with ample opportunity to position the portfolios to outperform. 
Historical analysis shows the team’s proclivity of dialing down risk when warranted and the 
quintile analysis displays the prospects of outperformance even when markets are deemed dire. 
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Important Risk Information

The information provided does not constitute 
investment advice and it should not be relied 
on as such. It should not be considered a 
solicitation to buy or an offer to sell a security. 
It does not take into account any investor’s 
particular investment objectives, strategies, 
tax status or investment horizon. You should 
consult your tax and financial advisor.
The views expressed in this material are the 
views of the Investment Solutions Group and 
David Marshall the through the period ended 
January 6, 2023 and are subject to change 
based on market and other conditions. This 
document contains certain statements that 
may be deemed forward-looking statements. 
Please note that any such statements are not 
guarantees of any future performance and 
actual results or developments may differ 
materially from those projected. 

Investing involves risk, including the risk 
of loss of principal.

The whole or any part of this work may not 
be reproduced, copied or transmitted or any 
of its contents disclosed to third parties 
without State Street Global Advisors’ express 
written consent.
All asset allocation scenarios are for 
hypothetical purposes only and are not 
intended to represent a specific asset allocation 
strategy or recommend a particular allocation.
Each investor’s situation is unique and asset 
allocation decisions should be based on an 
investor’s risk tolerance, time horizon and 
financial situation.
All information is from SSGA unless otherwise 
noted and has been obtained from sources 
believed to be reliable, but its accuracy is not 
guaranteed. There is no representation or 
warranty as to the current accuracy, reliability 
or completeness of, nor liability for, decisions 
based on such information and it should not be 
relied on as such. 
Asset Allocation is a method of diversification 
which positions assets among major investment 
categories. Asset Allocation may be used in an 
effort to manage risk and enhance returns. It 
does not, however, guarantee a profit or protect 
against loss.
Diversification does not ensure a profit or 
guarantee against loss.
SSGA uses quantitative models in an effort to 
enhance returns and manage risk. While SSGA 
expects these models to perform as expected, 
deviation between the forecasts and the actual 
events can result in either no advantage or in 
results opposite to those desired by SSGA. In 
particular, these models may draw from unique 

historical data that may not predict future trades 
or market performance adequately. There can 
be no assurance that the models will behave as 
expected in all market conditions. In addition, 
computer programming used to create 
quantitative models, or the data on which such 
models operate, might contain one or more 
errors. Such errors might never be detected, or 
might be detected only after the Portfolio has 
sustained a loss (or reduced performance) related 
to such errors. Availability of third-party models 
could be reduced or eliminated in the future.
ETFs trade like stocks, are subject to 
investment risk, fluctuate in market value 
and may trade at prices above or below the 
ETFs’ net asset value. Brokerage commissions 
and ETF expenses will reduce returns.
Bonds generally present less short-term risk 
and volatility than stocks, but contain interest 
rate risk (as interest rates raise, bond prices 
usually fall); issuer default risk; issuer credit 
risk; liquidity risk; and inflation risk. These 
effects are usually pronounced for longer-term 
securities. Any fixed income security sold or 
redeemed prior to maturity may be subject to 
a substantial gain or loss. 
Equity securities may fluctuate in value and 
can decline significantly in response to the 
activities of individual companies and general 
market and economic conditions. 
The Fund may emphasize a “growth” style of 
investing. The market values of growth stocks 
may be more volatile than other types of 
investments. The prices of growth stocks tend 
to reflect future expectations, and when those 
expectations change or are not met, share 

prices generally fall. The returns on “growth” 
securities may or may not move in tandem with 
the returns on other styles of investing or the 
overall stock market.
Intellectual property information: The 
trademarks and service marks referenced 
herein are the property of their respective 
owners. Third party data providers make no 
warranties or representations of any kind 
relating to the accuracy, completeness or 
timeliness of the data and have no liability 
for damages of any kind relating to the use 
of such data. Standard & Poor’s®, S&P® and 
SPDR® are registered trademarks of Standard & 
Poor’s Financial Services LLC, a division of S&P 
Global (S&P); Dow Jones is a registered 
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LLC (Dow Jones); and these trademarks have 
been licensed for use by S&P Dow Jones Indices 
LLC (SPDJI) and sublicensed for certain 
purposes by State Street Corporation. State 
Street Corporation’s financial products are 
not sponsored, endorsed, sold or promoted 
by SPDJI, Dow Jones, S&P, their respective 
affiliates and third party licensors and none 
of such parties make any representation 
regarding the advisability of investing in such 
product(s) nor do they have any liability in 
relation thereto, including for any errors, 
omissions, or interruptions of any index.
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