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After the late-2018 swoon in risk-asset prices, the early months of 

2019 saw a sharp, steady rise in global equity prices, substantial 

declines in credit spreads, and lower global government bond 

yields. While concerns about slowing more aggressive Fed 

policies have clearly abated, growth and policy worries remain. 

 
 

With global equities at or near all-time highs, spreads tight, and government bond 

yields low, valuations across asset classes are posing challenges. For investors 

seeking not only to participate in the rest of this cycle, but also to prepare for the 

next downturn, it is critical to build robust portfolios, designed to improve downside 

protection and diversification. 

 

Against this backdrop, this piece will discuss our outlook for the sustainability of the 

current economic expansion, as well as the market positioning preferences and 

strategic priorities in the OCIO practice at State Street Global Advisors.   

 

Continued economic expansion 

The longevity of the cycle and the prospect for continued expansion are among the 

most important near-term issues for investors to consider. The current expansion 

and equity rally has recently celebrated its tenth anniversary following the global 

financial crisis – but the passage of time is only one very simple measuring stick. 

Although this has been one of the longest recoveries on record, it has also been one 

of the slowest, its early years hindered by deleveraging and balance sheet repair.  
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Figure 1.        Moderate Growth and Stable Inflation 
 

 
Source: State Street Global Advisors, Bloomberg.  March 31, 2000 to March 31, 2019 
 

 

Looking ahead, we continue to see a backdrop that should be conducive to ongoing, 

if modest, expansion. In fact, we do not foresee a recessionary backdrop in the next 

12 to 18 months. 

 

Modest, sustained growth 

In general, although there are some regional variations, there are three main 

sources of support for global growth. First, firm labor market conditions and rising 

wage growth should underpin consumption. Second, strong earnings growth (in 

most markets), healthy balance sheets, and access to capital are likely to continue 

to bolster business investment. Third, the absence of major imbalances reduces the 

risk of retrenchment. The pockets of leverage or the valuation concern that exist do 

not appear to be systemically destabilizing. Inflation also remains low and stable in 

most regions. Accordingly, central-bank policy has remained accommodative and 

rhetoric has been favorable.  

 

This combination of factors provides a backdrop for sustained, yet modest, 

economic activity. However, a period of robust, above-trend or accelerating growth 

also seems improbable. The biggest sources of stimulus – driven by declines in 

unemployment rates, increases in earnings growth, US tax cuts and wealth effects 

from rising asset prices – are likely behind us. Ongoing expansion could lead to 

modest increases in inflation, particularly given the low level of unemployment, 

although recent data do not suggest that a spike in core inflation is impending.  

 

As a result, our expectation for central bank activity is fairly muted. The Fed, ECB, 

and Bank of England have each made clear that they have little tolerance for weak 

growth or low levels of inflation. Each of these has also signaled an intent to keep 

rates unchanged for a prolonged period, in an attempt to allow for ongoing 

expansion, higher inflation and continued balance sheet repair. The Fed, in 

particular, materially shifted its stance compared to late last year. Ultimately, the 

inability or unwillingness for central banks to raise rates may reduce their ability to 

fight the next downturn, but that is an issue we will address in future analysis.  
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Some risks to continued expansion remain, but these appear largely exogenous so 

long as central banks remain on the sidelines. Policy and politics pose the greatest 

risk of disruption: trade tensions may persist, the lack of clarity around Brexit lingers, 

and election cycles are likely to dominate headlines this year and next. None of 

these issues are likely to derail growth, but each certainly holds the potential to 

disturb the otherwise stable market backdrop that has characterized 2019 to date.  

 

Elevated valuations 

Moderate growth, stable inflation, and tentative central bank action are broadly 

favorable to financial markets. This has been borne out in recent years, which have 

seen rising equity prices, tighter credit spreads, and stable government bond yields. 

An important consequence of this trend is that valuations across markets are 

somewhat elevated. Although we do not see current valuation levels as an imminent 

threat, a couple of meaningful implications flow from this phenomenon. First, macro 

and market fundamentals need to ‘validate’ current market levels going forward. 

Without material room for error, earnings need to remain firm, inflation subdued, and 

growth supported. Second, the ability for valuation to drive returns going forward is 

probably limited. In other words, prospective returns are likely to be more muted in 

future than has been the case in recent years. 

 

Figure 2.        Low Rates and Tight Credit Spreads 
 

 
 
Source: State Street Global Advisors, Bloomberg.  January 1, 2007 to March 31, 2019 
 

Figure 3.         Higher Price to Earnings Ratios and Lower Volatility 

 

 
 
Source: State Street Global Advisors, Bloomberg.  January 1, 2007 to March 31, 2019 
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Portfolio considerations 

The prospect of more muted returns has influences our approach to managing 

portfolios in three key ways: 

 

• Strategic asset allocation is our anchor for building all client portfolios. This 

starting point sets the targets for risk and return, allowing for participation in 

market returns over the course of the business cycle. 

 

• From a tactical perspective, we still see some value in maintaining 

overweight allocations to risk assets against cash and government bonds.  

 

• We believe the risk-reward tradeoff for taking on incremental portfolio risk is 

less favorable now, compared to recent years. Elevated valuations and low 

levels of market volatility, together with the growth outlook, are not likely to 

compensate investors for piling into risk today.  

 

We believe that portfolio construction should increasingly focus on positioning for 

the next major pivot in the business and market cycle, even if that time may be 

some ways off. To that end, we advocate for building in downside protection 

strategies and improving diversification within portfolios. 

 

Close attention to downside protection carries clear benefits in addition to 

supporting long-term returns. The ability to weather downward movement in asset 

markets effectively is critical to maintaining or improving a plan’s funded status, 

limiting the need for additional plan sponsor contributions.  

 

The high degree of correlation across markets in recent years has made achieving 

portfolio diversification more challenging. Using a broad range of investment 

strategies – index, active, and factor-based – within and across asset classes is one 

important part of the effort to achieve portfolio diversification. Another important part 

of that effort is to blend strategies with different management approaches and with 

excess returns that exhibit low correlation. To be clear, this does not simply mean 

adding more line items to a portfolio. Rather, it’s imperative that a portfolio’s overall 

return, risk, and exposures are well known and understood so that forward-looking 

prospects can be optimized.  

 

It appears that the current market expansion has room to run. But this does not 

mean that markets are immune to volatility and dislocation, as the sharp, painful, 

declines in Q4 2018 and later in the first half of 2019 highlighted. These periods of 

increased volatility and stress underscore the need to prepare portfolios for an 

environment that is not as stable and benign as the last decade has been. Building 

portfolios that are more robust in challenging periods allow for plans to maintain risk 

exposure today and reap the benefits while conditions are still supportive, but also 

to hold up well when the cycle finally turns. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Glossary 

 
Price to Earnings Ratio – ratio of a 
company's share price to the 
company's earnings per share 

 
VIX Volatility – The CBOE Volatility 
Index (ticker symbol VIX), is a 
measure of the stock market's 
expectation of volatility as implied by 
S&P 500 index options. 

 
Spread – A credit spread is the 
difference in yield between a U.S. 
Treasury bond and another debt 
security of the same maturity but 
different credit quality. 
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State Street Global Advisors’ OCIO team is one of the most seasoned and long-

standing in the industry. We have been managing client portfolios as fiduciaries for 

more than 25 years. Today we manage over $120 billion in Outsourced CIO assets, 

making us one of the leading providers of this service to the Institutional 

marketplace. Our client base covers a range of circumstances, with no two looking 

the same. We work with endowments, foundations, hospital systems, insurers and 

pension plans of varying size. For more information, contact us.   

Assets under management as of March 31, 2019 

 

 

Marketing communication  
State Street Global Advisors  
Worldwide Entities 
 
Abu Dhabi: State Street Global Advisors 
Limited, Middle East Branch, 42801, 28, Al 
Khatem Tower, Abu Dhabi Global Market 
Square, Al Maryah Island, Abu Dhabi, United 
Arab Emirates. Regulated by the Financial 
Services Regulatory Authority. T: +971 2 245 
9000. Australia: State Street Global Advisors, 
Australia, Limited (ABN 42 003 914 225) is the 
holder of an Australian Financial Services 
Licence (AFSL Number 238276). Registered 
office: Level 17, 420 George Street, Sydney, 
NSW 2000, Australia T: +612 9240-7600. F: 
+612 9240-7611. Belgium: State Street Global 
Advisors Ireland Limited, Brussels Branch, 
Chaussée de La Hulpe 120, 1000 Brussels, 
Belgium. T: 32 2 663 2036. F: 32 2 672 2077. is 
a branch of State Street Global Advisors Ireland 
Limited, registered in Ireland with company 
number 145221, authorised and regulated by the 
Central Bank of Ireland, and whose registered 
office is at 78 Sir John Rogerson’s Quay, Dublin 
2. Canada: State Street Global Advisors, Ltd., 
1981 McGill College Avenue, Suite 500, 
Montreal, Quebec, H3A 3A8, T: +514 282 2400 
and 30 Adelaide Street East Suite 500, Toronto, 
Ontario M5C 3G6. T: +647 775 5900. 
Dubai: State Street Global Advisors Limited, 
DIFC Branch, Central Park Towers, Suite 15-38 
(15th floor), P.O Box 26838, Dubai International 
Financial Centre (DIFC), Dubai, United Arab 
Emirates. Regulated by the Dubai Financial 
Services Authority (DFSA). Telephone: +971 
(0)4-4372800, Facsimile: +971 (0)4-4372818. 
France: State Street Global Advisors Ireland 
Limited, Paris branch is a branch of State Street 
Global Advisors Ireland Limited, registered in 
Ireland with company number 145221, 
authorised and regulated by the Central Bank of 
Ireland, and whose registered office is at 78 Sir 
John Rogerson’s Quay, Dublin 2. State Street 
Global Advisors Ireland Limited, Paris Branch, is 
registered in France with company number RCS 
Nanterre 832 734 602 and whose office is at 
Immeuble Défense Plaza, 23-25 rue Delarivière-
Lefoullon, 92064 Paris La Défense Cedex, 
France. T: (+33) 1 44 45 40 00. F: (+33) 1 44 45 
41 92. Germany: State Street Global Advisors 
GmbH, Brienner Strasse 59, D-80333 Munich. 
Authorised and regulated by the Bundesanstalt 
für Finanzdienstleistungsaufsicht (“BaFin”). 
Registered with the Register of Commerce 
Munich HRB 121381. T: +49 (0)89-55878-400. 
F: +49 (0)89-55878-440. Hong Kong: State 
Street Global Advisors Asia Limited, 68/F, Two 
International Finance Centre, 8 Finance Street, 
Central, Hong Kong. T: +852 2103-0288. F: 
+852 2103-0200. Ireland: State Street Global 
Advisors Ireland Limited is regulated by the 
Central Bank of Ireland. Registered office 
address 78 Sir John Rogerson’s Quay, Dublin 2. 
Registered Number: 145221. T: +353 (0)1 776 
3000. F: +353 (0)1 776 3300. Italy: State Street 

Global Advisors Ireland Limited, Milan Branch 
(Sede Secondaria di Milano) is a branch of State 
Street Global Advisors Ireland Limited, registered 
in Ireland with company number 145221, 
authorised and regulated by the Central Bank of 
Ireland, and whose registered office is at 78 Sir 
John Rogerson’s Quay, Dublin 2. State Street 
Global Advisors Ireland Limited, Milan Branch 
(Sede Secondaria di Milano), is registered in Italy 
with company number 10495250960 - R.E.A. 
2535585 and VAT number 10495250960 and 
whose office is at Via dei Bossi, 4 - 20121 
Milano, Italy. T: 39 02 32066 100. F: 39 02 
32066 155. Japan: State Street Global Advisors 
(Japan) Co., Ltd., Toranomon Hills Mori Tower 
25F 1-23-1 Toranomon, Minato-ku, Tokyo 105-
6325 Japan. T: +81-3-4530-7380. Financial 
Instruments Business Operator, Kanto Local 
Financial Bureau (Kinsho #345), Membership: 
Japan Investment Advisers Association, The 
Investment Trust Association, Japan, Japan 
Securities Dealers’ Association. 
Netherlands: SSGA Ireland Limited Amsterdam 
Branch, Apollo Building, 7th floor 
Herikerbergweg 29 1101 CN Amsterdam, 
Netherlands. T: +31 20 7181701. is a branch of 
State Street Global Advisors Ireland Limited, 
registered in Ireland with company number 
145221, authorised and regulated by the Central 
Bank of Ireland, and whose registered office is at 
78 Sir John Rogerson’s Quay, Dublin 
2.  Singapore: State Street Global Advisors 
Singapore Limited, 168, Robinson Road, #33-01 
Capital Tower, Singapore 068912 (Company 
Reg. No: 200002719D, regulated by the 
Monetary Authority of Singapore). T: +65 6826-
7555. F: +65 6826-7501. Switzerland: State 
Street Global Advisors AG, Beethovenstr. 19, 
CH-8027 Zurich. Authorised and regulated by the 
Eidgenössische Finanzmarktaufsicht (“FINMA”). 
Registered with the Register of Commerce 
Zurich CHE-105.078.458. T: +41 (0)44 245 70 
00. F: +41 (0)44 245 70 16. United Kingdom: 
State Street Global Advisors Limited. Authorised 
and regulated by the Financial Conduct 
Authority. Registered in England. Registered No. 
2509928. VAT No. 5776591 81. Registered 
office: 20 Churchill Place, Canary Wharf, 
London, E14 5HJ. T: 020 3395 6000. F: 020 
3395 6350. United States: State Street Global 
Advisors, 1 Iron Street, Boston, MA 02210-1641. 
 

For use in Australia. Issued by State Street 
Global Advisors, Australia, Limited (AFSL 
Number 238276, ABN 42 003 914 225) (“SSGA 
Australia”). Registered office: Level 17, 420 
George Street, Sydney, NSW 2000, Australia T: 
+612 9240 7600 Web: ssga.com. This 
communication is directed at institutional and 
wholesale clients only. The products and services 
to which this communication relates are only 
available to such persons and persons of any 
other description (including retail clients) are not 
entitled to rely on this communication. 
 

For use in EMEA. The information contained in 
this communication is not a research 

recommendation or ‘investment research’ and is 
classified as a ‘Marketing Communication’ in 
accordance with the European Communities 
(Markets in Financial Instruments) Regulations 
2007. This means that this marketing 
communication (a) has not been prepared in 
accordance with legal requirements designed to 
promote the independence of investment 
research (b) is not subject to any prohibition on 
dealing ahead of the dissemination of investment 
research. The information provided does not 
constitute investment advice as such term is 
defined under the Markets in Financial 
Instruments Directive (2004/39/EC) and it should 
not be relied on as such. This communication is 
directed at professional clients (this includes 
eligible counterparties) who are deemed both 
knowledgeable and experienced in matters 
relating to investments. The products and 
services to which this communication relates are 
only available to such persons and persons of 
any other description (including retail clients) 
should not rely on this communication. 
 

For use in Switzerland. The information provided 
does not constitute investment advice as such 
term is defined under applicable Swiss regulation 
and it should not be relied on as such. 
 

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. 
 

All information 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.  
 

The views expressed are the views of State 
Street Global Advisors’ OCIO team only through 
April 30, 2019 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.  
 

Please note that SSGA’s role as a fiduciary 
does not begin until SSGA has been retained 
to act in a fiduciary capacity pursuant to a 
written agreement and receipt of a fee. Prior to 
such time, SSGA is not undertaking to provide 
impartial investment advice or to give advice 
in a fiduciary capacity in connection with the 
sale or distribution of SSGA products or 
services. SSGA has a financial interest in the 
sale of our investment products and services.  
 

Investing involves risk including the risk of loss of 
principal.  
 

Fixed income investments 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. 
 

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. 
 

Issuers of convertible securities may not be as 
financially strong as those issuing securities with 
higher credit ratings and may be more vulnerable 
to changes in the economy. Other risks 
associated with convertible bond investments 
include: Call risk which is the risk that bond 
issuers may repay securities with higher coupon 
or interest rates before the security's maturity 
date; liquidity risk which is the risk that certain 
types of investments may not be possible to sell 
the investment at any particular time or at an 
acceptable price; and investments in derivatives, 
which can be more sensitive to sudden 
fluctuations in interest rates or market prices, 
potential illiquidity of the markets, as well as 
potential loss of principal. 
 

Investing in foreign domiciled securities may 
involve risk of capital loss from unfavorable 
fluctuation in currency values, withholding taxes, 
from differences in generally accepted accounting 
principles or from economic or political instability 
in other nations.  
 

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.  
 

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 
 

www.ssga.com 
 

RTL  

State Street Global Advisors 
©2019 State Street Corporation.  
All Rights Reserved.  
2568433.2.2.GBL.     
Exp. Date: 05/31/2020 

mailto:DiPrisco,%20Elisa%20%3cElisa_DiPrisco@ssga.com%3e

