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The uncertainty that has plagued 2020 thus far, continued
in the 2nd quarter as the global economy suffered from
an unprecedented shock in March and April driven by
government-imposed lockdowns to contain the spread of
the COVID-19 pandemic. Policy makers responded with
massive, broad-based fiscal and monetary stimulus to
support affected workers and businesses in record time.
Economic data in May indicates that the stimulus support
and re-opening plans are working, and the economic
recovery has begun.
However, risks to recovery remain with increased geopolitical tensions between the United States (US) and
China over Hong Kong and concerns around the further
handling of COVID-19 crisis across the world. As countries
ease lockdown measures, the disease may regain traction,
forcing affected economies into a second lockdown.
For the 2nd quarter, the team chose to reduce risk assets deploying proceeds into bonds.
Heightened levels of risk aversion, deteriorating equity forecasts and concerns over economies
re-opening too quickly, drove our decision. In addition, the rebalance allows us to bring our
duration closer to benchmark.
Overall, we continue to believe impacts from COVID will prove transitory with the expectation
for improved economic growth in the second half of 2020 and into 2021. The re-opening push
has begun globally, but the path forward will likely be choppy with lingering uncertainty about
a potential second wave and a phased approach limiting capacity for businesses allowed to
re-open. High frequency data such as an uptick in mortgage applications, increasing mobility
data and an uptick in railroad traffic point to a pick-up in activity while the recent surprise in
employment suggest business are re-hiring. Further, the unprecedented amount of stimulus and
commitment from central banks, to improve the functioning of markets and support economic
growth, provide a tailwind for the recovery. In our view, recent developments are indicative of the
early stages in economic recovery and suggest a heavily defensive position is less warranted.
However, given the myriad of risks, our approach is to target selective risk assets rather than
position the portfolio with a full-on pro-growth stance.

Tactical

In the 2nd quarter, we chose to continue to maintain our multi-year overweight position to US
large cap equities. Across the remaining US equity space we continued to hold our neutral view
on mid cap equities and moved underweight in small cap equities. Specifically, both European
and US small caps are challenged by weak medium-term momentum indicators as investors
worry they may be more impacted by weak economic growth given their higher leverage profiles.
US small caps in particular have similar return forecasts to other equity segments but are more
vulnerable to the impact of social restrictions on their business models and come with higher risk.
From a bottom up perspective, equities are balancing a good macro environment with waning
price momentum, mixed earnings sentiment and stretched valuations. This view is moderated by
the significant policy response providing an additional tailwind. As such, we maintained a slight
overweight to equities overall, as there is material dispersion at the regional level. The US is the
top ranked region supported by strong long-term momentum indicators and positive earnings
and sales estimates which offsets weak valuations. The potential bottoming of PMIs, better risk
appetite and a weakening US dollar bolster emerging markets. The forecast for Pacific equities
ranks poorly, driven mainly by negative momentum and sentiment indicators for Japan.
During the quarter, we chose to maintain our slight underweight to developed market equities
and maintain a neutral position in emerging market equities.
After closing out the overweight position in REITs in the 1st quarter, the team chose to take
the position underweight in the 2nd quarter. REITs rank poorly across all factors in our model.
Higher financial leverage, greater volatility and weak long-term price momentum weigh on the
outlook. The prospects for REITs continue to decline as recent underperformance has weighed
on momentum while relatively poor and declining expectations for sales and earnings drag on
sentiment. In addition, record unemployment and restrictive social distancing guidelines continue
to stifle demand as the retail, hospitality and food services industries remain under extreme
duress. This, combined with a consumer demand shift to online shopping is likely to materially
impact cash flows and dividends for REITS in 2020.
During the quarter, the team chose to tilt the fixed income exposure towards credit to reflect
our preference to take risk in the credit space, which appears well supported as compared to
our concerns about near-term risks for equities. With yields near multi-decade lows, valuations
appear rich rendering government bonds unattractive in a multi-asset class portfolio. High yield
bonds remain supported on several fronts from valuation to policy support and should benefit
from investors looking to add yield in the current environment. As a result, we sold US aggregate
bonds moving further underweight with proceeds deployed into high yield bonds.
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2nd Quarter
Market Commentary

Risk assets saw a rebound in April on the back of unprecedented fiscal and monitory support
early in the quarter. Oil prices rallied back sharply from the lows recorded early in the quarter
on demand recovery and coordinated supply cuts by OPEC+ countries. However, the US dollar
weakened in late-May and June amid improved economic sentiment and reversed the gains it
accrued in March. On the other hand, sovereign bond yields of developed markets stabilised at
low levels amid the accommodative quantitative easing programs of central banks.
Policymakers delivered on multiple fronts in the context of the persistence and spread of
the pandemic and supporting the economy. Early in the quarter, governments worldwide
imposed lockdowns, shuttered businesses, closed borders and ramped up large scale-testing
in varying degrees. Monetary policy stimulus followed suit with central banks introducing
a variety of liquidity programs, opening a range of swap lines and launching targeted asset
purchase programs.
On the fiscal side, efforts were delayed but were substantive with advanced economies
announcing US$9 trillion in support overall. In general, the stimulus programs announced
during the quarter were broad based and targeted. For instance, central banks waded into the
credit markets with an aim to stabilise corporate financing and governments announced direct
allocation to affected households and businesses. Details of further fiscal packages are still
evolving but key central banks have committed to near zero interest rates through 2022.
Economic indicators collapsed globally during the first half of the quarter. The US alone lost over
20 million jobs in April with historic declines in retail sales, manufacturing and housing. However,
more recently, by end-May and in June, a steady stream of encouraging data emerged, which
suggests economic activity troughed in April. US labor market, retail sales and manufacturing
data rebounded strongly in May.
The NAHB Housing Market Index registered record gains in June, indicating a solid rebound in
housing. Euro area Composite Purchasing Managers’ Index (PMI) also rebounded in June, led by
a recovery in services PMI. The recovery in economic activity is likely to continue across the euro
area with Germany leading the charge.
UK June Flash PMIs provided positive signals regarding bottoming of economic activities.
Complemented by a normalisation in production activity, China’s macro data confirmed the news
flow, led by domestic demand recovery in infrastructure, real estate and auto sectors. China’s
exports have also been resilient in the second quarter.

Global Equities

Equity markets rebounded during the quarter as MSCI All Country World Index registered solid
returns of 19.39%. The stimulus packages announced by central banks and various governments,
increasing economic activity as a result of the easing of lockdown measures and positive net
flows into markets on optimism that a COVID-19 vaccine is in the offing led to market sentiments
turning cheerful during the quarter.
The Chicago Board Options Exchange’s CBOE Volatility Index (VIX), a market sentiment
indicator, continued to tail off with a decline of over 43%, indicating a decrease in market volatility.
Overall, risk assets continued to gain ground, building on the strong performance witnessed in the
last week of March.
The S&P 500 Index gained 20.54% during the quarter. Consumer discretionary (+32.86%) and
information technology (+30.53%) were the best performing sectors and consumer staples
(+8.12%) and utilities (+2.73%) posted the lowest returns. Mid- and small-cap companies
delivered better gains with the S&P Midcap 400 Index rising by 24.07% and the Russell 2000
Index gaining 25.42%.
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MSCI Europe gained 15.57% for the quarter in US dollar terms. Among sectors, information
technology (+26.46%) and materials (+23.61%) were top performers while energy (-3.02%)
languished at the bottom. At the country level, MSCI Germany and MSCI Netherlands were the
best performers in the region, posting returns of 27.15% and 24.90%, respectively, in US dollar
terms, while MSCI United Kingdom posted a relatively modest return of 7.79%. MSCI Pacific
performed in line with the global indices during the second quarter and gained 14.19% in US dollar
terms. MSCI Australia (+28.96%) and MSCI New Zealand (+28.07%) were the best performers in
the region. Other markets also gained during the period with MSCI Japan returning +11.64%, MSCI
Hong Kong returning +9.16% and MSCI Singapore returning +9.55%.
The broad measure of emerging markets, the MSCI Emerging Markets Index, was up 18.18% for
the quarter in USD terms. All the countries in the index posted gains for the quarter with Latin
America (+19.22%) performing the best at the regional level followed by EM Europe (+19.11%) and
EM Asia (+17.91%). At the country level, the top performing markets included MSCI Argentina
(+43.70%) and MSCI South Africa (+27.49%). Markets at the bottom of the list were MSCI
Egypt (7.31%) and MSCI Qatar (7.21%). Although China’s virus containment efforts were deemed
relatively successful, MSCI China was up by only 15.37%.

Global Fixed Income

Global bonds (Bloomberg Barclays Global Aggregate Bond Index — USD Hedged) returned
2.42% over the quarter. Bond yields trended lower as central banks introduced massive stimulus
measures and cut policy rates to help counter the swift decline in financial markets earlier in the
year. Against the backdrop of a risk-on sentiment, lower equity volatility and loosening financial
conditions, spread products broadly outperformed government bonds during the quarter.
Investment grade (IG) option-adjusted spreads (Bloomberg Barclays US Aggregate Corporate
Index) tightened by 122 bp to end the quarter at 150 bp over treasuries. Even as the US Fed
commenced purchases of individual corporate bonds under the Secondary Market Corporate
Credit Facility, June sentiment was challenged somewhat by the rising number of new COVID-19
cases and a potential slowdown in reopening plans.
Fixed-rate, gross IG supply for Q2 was about US$830 bn, bringing the 2020 year-to-date
cumulative supply to US$1,375 bn, the fastest start to a year on record and 95% ahead of the
pace in 2019. Leverage in US IG hit an all-time high of 2.7x in 1Q as IG companies’ EBITDA
declined, despite the data reflecting just a month of impact from COVID-19.
High yield (HY) spreads tightened by 255 bp to end the quarter at 627 bp (Bloomberg Barclays
US Corporate High Yield 2% Issuer Capped Index). CCC-rated bonds led the recovery with a gain
of 11.59% over 2Q followed by returns of +9.85% and +9.06% for Bs and BBs, respectively.
In 2Q 2020, US$82.2 bn worth of bonds defaulted or completed a distressed exchange and the
par-weighted US HY default rate rose to a 10-year-high of 6.19%. 2Q saw a large gross HY supply
of US$145.5 bn, exceeding the prior record of US$121.2 bn in 2Q14. The market also saw US$42
bn worth of fallen-angel supply over the quarter.
Market-based inflation expectations for the US, as measured by five-year break-evens, increased
by 64 bp over Q2, ending at 1.17%. Overall, US TIPS gained 4.24% in Q2 and outperformed
nominal bonds of similar maturities. A steady rise in oil prices has been the most important driver
of the increase in front-end break-evens.
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Commodities

Commodities (as measured by the Bloomberg Commodities Total Return Index) gained 2.3%
in June and 5.1% for the quarter. Energy led the way as crude oil prices rebounded from a sell-off
in Q1.
• The Energy sector posted a robust return with West Texas Intermediate (WTI) crude oil
returning over 23.0% during the quarter, staging a dramatic comeback after falling to record
lows in April. A rise in fuel demand after major economies started easing lockdown measures
along with record output cuts by the OPEC countries and its allies drove oil prices higher.
• The industrial metals index advanced by 6.9% in June and 12.3% for the quarter. The precious
metals sub-index returned 15.0% for the quarter, led by silver and gold. Gold saw its biggest
quarterly advance since early 2016 and concluded the second quarter up 12.1% as fears over
rising coronavirus cases and ultra-low interest rates boosted demand for the safe-haven
metal. Silver surged 29.2% in Q2, erasing its loss for the year while copper recovered much of
the ground lost in the first three months of 2020.
• The agriculture sector gained 1.8% in June but was down 4.9% for the quarter. Coffee (-17.8%)
and Wheat (-14.5%) were the worst performers. Cotton was up by 15.9%.

Real Estate Investment
Trusts (REITs)

Real estate investment trusts (REITs) as indicated by the FTSE EPRA Nareit Global Real Estate
Index gained 2.7% in June and 10.8% for the quarter, while Dow Jones US Select REIT returned
1.8% in June and 9.1% for the quarter. Nearly all sectors recorded gains and certain real estate
investment trust sectors that especially suffered during the pandemic-induced crisis — including
regional malls and shopping centers — came off their lows in the second quarter.
According to a recent survey done by the National Association of Real Estate Investment
Trusts (Nareit), there is an improvement in rent collections for most sectors, suggesting that retail
re-openings across many parts of the US in May had a positive economic impact on retail REITs.

* Nareit’s survey includes listed equity REITs that own and operate between 10% and 20% of commercial real estate in
the US.
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About State Street
Global Advisors

Our clients are the world’s governments, institutions and financial advisors. To help them achieve
their financial goals we live our guiding principles each and every day:
•
•
•
•

Start with rigour
Build from breadth
Invest as stewards
Invent the future

For four decades, these principles have helped us be the quiet power in a tumultuous investing
world. Helping millions of people secure their financial futures. This takes each of our employees
in 27 offices around the world, and a f irm-wide conviction that we can always do it better. As a
result, we are the world’s third-largest asset manager with US $3.05 trillion* under our care.
* This figure is presented as of June 30, 2020 and includes approximately $69.52 billion of assets with respect to SPDR
products for which State Street Global Advisors Funds Distributors, LLC (SSGA FD) acts solely as the marketing agent.
SSGA FD and State Street Global Advisors are affiliated.

ssga.com
Marketing Communication.
For investment professional use only.
Sources: Bloomberg, FactSet, J.P. Morgan,
Barclays, Morgan Stanley, Wall Street Journal,
MSCI as of June 30, 2020.
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Trademark Attribution:
MSCI Indices are trademarks of MSCI Inc. Any
financial products referred to herein are not
sponsored, endorsed, or promoted by MSCI, and
MSCI bears no liability with respect to any such
financial products or any index on which such
financial products are based. The fund
documents contain a more detailed description
of the limited relationship MSCI has with SSGA
and any related financial products. Source:
MSCI: Neither MSCI nor any other party involved
in or related to compiling, computing or creating
the MSCI data makes any express or implied
warranties or representations with respect to
such data (or the results to be obtained by
the use thereof), and all such parties hereby
expressly disclaim all warranties of originality,
accuracy, completeness, merchantability or
fitness for a particular purpose with respect
to any of such data.
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.
Important Disclosures:
The views expressed in this material are the
views of the Investment Solutions Group through
the period ended June 30, 2020 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
guaranteeing of any future performance and
actual results or developments may differ
materially from those projected.

Information Classification: General
Past performance is not a guarantee of
future results. Index returns reflect capital
gains and losses, income, and the
reinvestment of dividends.
Investing involves risk including the risk of loss
of principal.
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.
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.
Investing in foreign domiciled securities
may involve risk of capital loss from
unfavourable fluctuation in currency values,
withholding taxes, from differences in generally
accepted accounting principles or from
economic or political instability in other nations.
Investments in emerging or developing markets
may be more volatile and less liquid than
investing in developed markets and may involve
exposure to economic structures that are
generally less diverse and mature and to
political systems which have less stability than
those of more developed countries.
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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
SSGA’s express written consent.
Equity securities may fluctuate in value
in response to the activities of individual
companies and general market and
economic conditions.
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. International
Government bonds and corporate bonds
generally have more moderate short-term price
fluctuations than stocks but provide lower
potential long-term returns.
All the index performance results referred to
are provided exclusively for comparison
purposes only. It should not be assumed that
they represent the performance of any
particular investment.
Investing in commodities entail significant risk
and is not appropriate for all investors.
Commodities investing entail significant risk as
commodity prices can be extremely volatile due
to wide range of factors. A few such factors
include overall market movements, real or
perceived inflationary trends, commodity index
volatility, international, economic and political
changes, change in interest and currency
exchange rates. Increases in real interest rates
can cause the price of inflation-protected debt

securities to decrease. Interest payments
on inflation-protected debt securities can
be unpredictable.
Investing in REITs involves certain distinct
risks in addition to those risks associated with
investing in the real estate industry in general.
Equity REITs may be affected by changes in the
value of the underlying property owned by the
REITs, while mortgage REITs may be affected by
the quality of credit extended. REITs are subject
to heavy cash flow dependency, default by
borrowers and self-liquidation. REITs, especially
mortgage REITs, are also subject to interest rate
risk (i.e., as interest rates rise, the value of the
REIT may decline). Investing in high yield fixed
income securities, otherwise known as junk
bonds, is considered speculative and involves
greater risk of loss of principal and interest than
investing in investment grade fixed income
securities. These Lower-quality debt securities
involve greater risk of default or price changes
due to potential changes in the credit quality
of the issuer. There are risks associated with
investing in Real Assets and the Real Assets
sector, including real estate, precious metals
and natural resources. Investments can be
significantly affected by events relating to
these industries. Concentrated investments in
a particular sector or industry name tend to
be more volatile than the overall market and
increases risk that events negatively affecting
such sectors or industries could reduce returns,
potentially causing the value of the Fund’s
shares to decrease.
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