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QUARTERLY REPORT 

KEY DEVELOPMENTS 

U.S. Economic Resilience Continues 
The U.S. economy kept on-track for a soft landing 
despite some moderation in labor market activity. 2Q 
GDP growth printed at 3.0% and the overall consumer 
backdrop remains firm. Outside the U.S., the Europe 
growth outlook softened with ongoing challenges in 
core economies such as Germany and France. Amid 
mounting growth concerns, China announced major 
monetary and fiscal support for its economy across a 
number of avenues (rate cuts, mortgage relief, equity 
market facilities, etc.) in late September.   
 

CITI ECONOMIC SURPRISE INDEX 

 

The Fed Pause is Over 
Major developed market central banks remain focused 
on cutting rates as they balance slowing growth with 
moderating but still-above target inflation. While most of 
its peers led off with 25-bp cuts, the Fed opted for a 50-
bp move. Investors digested this well – helped by Fed 
messaging on proactively cutting to help maintain a 
solid labor market as risks around its dual mandate 
have come into better balance. Similar to the recent 
past, the Bank of Japan (BOJ) remains on a different 
trajectory as it looks to gradually raise rates. 
 

2024 CENTRAL BANK ACTIVITY (BPS) 

  

Short-Lived Soft Patches 
3Q saw two notable financial market rough patches 
followed by quick recoveries. In early August, concerns 
surfaced around U.S. growth and the unwind of yen 
carry trades following the BOJ’s late-July rate hike. This 
led to a rapid 20%-plus correction in Japan equities and 
a 6% drawdown for the S&P 500. Additional U.S. 
growth concerns led to a rough start for U.S. equities (-
4%) in the first week of September. On a more positive 
note, China equities surged in the last week of 
September following the stimulus news. 
 

3Q2024 RETURNS IN LOCAL CURRENCY (%)  

 

Broader Equity Market Gains 
Equity market returns broadened in 3Q with ongoing 
gains even as market leadership shifted notably versus 
the first half of 2024. Small caps led large caps and 
more defensive parts of the market outperformed 
cyclical and tech-related areas. For the S&P 500, eight 
out of eleven sectors outperformed the index with 
utilities and real estate leading the way. Broader 
earnings growth has been a key pillar of all this with 
companies outside of the Magnificent 7 contributing 
nearly half of 2Q S&P 500 earnings growth. 

3Q2024 RETURNS BY MONTH (%) 
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QUARTERLY REPORT 

MARKET REVIEW 

Interest Rates 
The 2-year and 10-year Treasury yield finished down 
111 and 62 basis points (bps), respectively. The more 
sizeable moves on the front end of the curve were 
enough to bring the 10-year / 2-year spread out of 
negative territory. The curve had been inverted for over 
two years – the longest stretch in over 40 years. The 
balance of easing inflation and softer employment data 
prompted the Fed to initiate its rate cutting campaign 
with a 50-bp rate cut. Most central banks are now 
cutting rates, with markets expecting more to come.        

U.S. TREASURY YIELD CURVE 

 

Credit Markets 
Credit spreads sharply widened surrounding the unwind 
of yen carry trades and disappointing U.S. jobs data. 
They widened again in early September amid additional 
U.S. growth concerns. Both instances were short-lived. 
Periods of spread widening were generally followed by 
more sizeable reversions back toward historical lows. 
Investment grade (IG) spreads ended 2 bps tighter and 
high yield (HY) spreads tightened 14 bps. HY (+5.3%) 
returned slightly more than IG (+5.2%) with lower-
quality credits outperforming within both segments.   

CREDIT SPREADS 

 

Equities 
Bouts of equity weakness ended the quarter as no more 
than temporary corrections typically experienced in bull 
markets. Underpinned by positive economic growth and 
solid corporate fundamentals, global equities tacked on 
another 6.7%, bringing their year-to-date gain to 18.2%. 
There was a reversal of year-to-date leadership trends 
across regions, styles and sizes. For example, the U.S. 
trailed international, growth trailed value, and large caps 
trailed small. However, even said laggards posted solid 
returns – an ode to the broader nature of equity gains.  

REGIONAL EQUITY INDICES 

  

Real Assets 
It was a very strong quarter for global real estate 
(+16.3%) and listed infrastructure (+13.4%). Real estate  
was down on the year heading into the quarter. The 
asset class enjoyed a strong reversal with tailwinds 
from slowing-but-intact economic growth and lower 
interest rates. The office sector was particularly strong. 
Infrastructure benefited from similar tailwinds and 
continued to build on momentum from potential AI-
driven demand. Natural resources increased 3.6% but 
continued to lag with oil prices down around 17%.  

REAL ASSET INDICES 
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Source: Bloomberg. Returns in U.S. dollars. Indexes are gross of fees. Past performance is not indicative or a 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. 
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QUARTERLY REPORT 

MARKET EVENTS 

 

JULY AUGUST SEPTEMBER 

 Fed Chair Powell refrains from 
delivering major guidance in his 
Congressional testimonies, but he does 
signal a bit more attentiveness to 
downside growth risks. 

 The U.S. unemployment rate rises 
to 4.3% and triggers the Sahm Rule. The 
softer than expected labor report adds to 
equity market weakness coinciding with 
the carry trade unwind. 

 In the August U.S. jobs report, 
nonfarm payroll gains come in below 
consensus again. However, the 
unemployment rate ticks down to 4.2%. 

 U.S. core Consumer Price Index 
(CPI) eases more than expected. The 
month-over-month (m/m) increase is 
0.1% versus 0.2% the prior month and 
0.3% the month before that. 

 The Bank of Japan (BOJ) 
seemingly seeks to reassure markets as 
deputy governor Uchida says the BOJ 
will not raise rates in unstable markets. 

 The European Central Bank cuts its 
key policy rate by 25 bps. This is its 
second rate cut of the year.  

 Second quarter earnings season 
kicks off with JPMorgan (JPM), Wells 
Fargo (WFC) and Citigroup (C). S&P 
500 earnings growth finishes slightly 
better than expected on a y/y basis. 

 U.S. core CPI decelerates to 3.2% 
y/y from 3.3%. Excluding shelter, core 
CPI is flat for the third month in a row. 

 The Fed lowers its policy rate by 50 
bps. Fed messaging focuses on more 
confidence in moderating inflation and 
proactively adjusting policy to help 
maintain a solid labor market. 

 Four months prior to the 2024 
presidential election, U.S. President Joe 
Biden drops out of the race and 
endorses Vice President Kamala Harris. 

 At Jackson Hole, Chair Powell's 
speech notes that "the time has come for 
policy to adjust" and points to higher 
downside labor market risks. 

 The People's Bank of China 
announces that it will increase stimulus 
in a broad manner. China equities gain 
5.2% on the day. 

 The Bank of Japan delivers a 15-
basis point (bp) rate hike and outlines a 
tapering plan, leading to an unwind of 
yen carry trades and equity volatility. 

 Despite Nvidia (NVDA) beating 
earnings expectations, its results are not 
as impressive as recent quarters and 
NVDA declines 6.4% on the day after. 

 The Politburo holds a surprise 
meeting to announce further fiscal 
support in China. China equities rise 
another 6.2% on the day. 

 
Indexes used: Bloomberg (BBG) 1-3 Month UST (Cash); BBG Municipal (Muni); BBG Aggregate (Inv. Grade); BBG TIPS (TIPS); BBG High Yield 2% Capped (High Yield); JP 
Morgan GBI-EM Global Diversified (Em. Markets Fixed Income); MSCI U.S. Equities IMI (U.S. Equities); MSCI World ex-U.S. IMI (Dev. ex-U.S. Equities); MSCI Emerging 
Market Equities IMI (Em. Markets Equities); S&P Global Natural Resources (Natural Resources); MSCI ACWI IMI Core Real Estate (Global Real Estate); S&P Global 
Infrastructure (Global Listed Infrastructure). 
IMPORTANT INFORMATION. For Asia-Pacific and Europe markets, this information is directed to institutional, professional and wholesale clients or investors only and should 
not be relied upon by retail clients or investors. 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.  
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. 
For additional information on fees, please refer to Part 2a of the Form ADV or consult a Northern Trust representative. 
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. 
© 2024 Northern Trust Corporation. Head Office: 50 South La Salle Street, Chicago, Illinois 60603 U.S.A.  
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JULY AUGUST SEPTEMBER
Fed Chair Powell refrains from delivering 
major guidance in his Congressional 
testimonies, but he does signal a bit more 
attentiveness to downside growth risks.

The U.S. unemployment rate rises to 4.3% 
and triggers the Sahm Rule. The softer than 
expected labor report adds to equity market 
weakness coinciding with the carry trade 
unwind.

In the August U.S. jobs report, nonfarm 
payroll gains come in below consensus 
again. However, the unemployment rate 
ticks down to 4.2%.

U.S. core Consumer Price Index (CPI) 
eases more than expected. The month-
over-month (m/m) increase is 0.1% versus 
0.2% the prior month and 0.3% the month 
before that.

The Bank of Japan (BOJ) seemingly seeks 
to reassure markets as deputy governor 
Uchida says the BOJ will not raise rates in 
unstable markets.

The European Central Bank cuts its key 
policy rate by 25 bps. This is its second rate 
cut of the year. 

Second quarter earnings season kicks off 
with JPMorgan (JPM), Wells Fargo (WFC) 
and Citigroup (C). S&P 500 earnings growth 
finishes slightly better than expected on a 
y/y basis.

U.S. core CPI decelerates to 3.2% y/y from 
3.3%. Excluding shelter, core CPI is flat for 
the third month in a row.

The Fed lowers its policy rate by 50 bps. 
Fed messaging focuses on more confidence 
in moderating inflation and proactively 
adjusting policy to help maintain a solid 
labor market.

Four months prior to the 2024 presidential 
election, U.S. President Joe Biden drops 
out of the race and endorses Vice President 
Kamala Harris.

At Jackson Hole, Chair Powell’s speech 
notes that “the time has come for policy to 
adjust” and points to higher downside labor 
market risks.

The People’s Bank of China announces that 
it will increase stimulus in a broad manner. 
China equities gain 5.2% on the day.

The Bank of Japan delivers a 15-basis point 
(bp) rate hike and outlines a tapering plan, 
leading to an unwind of yen carry trades and 
equity volatility.

Despite Nvidia (NVDA) beating earnings 
expectations, its results are not as 
impressive as recent quarters and NVDA 
declines 6.4% on the day after.

The Politburo holds a surprise meeting to 
announce further fiscal support in China. 
China equities rise another 6.2% on the day.
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S&P 500 EARNINGS BREADTH BROADENS
After a few volatile weeks, global equities ended up about 
2.6% in August. Following a 15% plus decline in the first 
three days of August, Japanese equities ended the month 
up 1.8%. In the U.S., defensive equities performed better 
than the more cyclical areas and mega cap stocks. Fixed 
income returns have benefited from recent declines in 
interest rates. The 2s10s curve (yield curve) has un-
inverted. The 2-year Treasury yield declined as the market 
began anticipating interest rate cuts over the next 12 
months. Credit spreads widened somewhat, but it mostly 
reflected heightened volatility in the rates market and less 
about the health of the corporate sector.

U.S. economic activity is likely to cool from its brisk pace 
in the first half, but we don’t expect a contraction in the 
near term. The recent payrolls report and revisions 
released last month show that the job market is cooling 
from its earlier hot pace with no evidence of a downturn. 
Recent data has been broadly consistent with our soft 
landing base case and if anything, probabilities have 
coalesced even more around the base case.  

Inflation is decelerating to more normal levels. With a
cooling labor market, we would expect more progress on 
services inflation. The Fed has communicated that the 
“time has come” to begin cutting interest rates in response 
to falling inflation and slowing growth. The June 1SEP had 
the Fed Funds rate at 4.1% by the end of 2025, while the 
market expects an additional 125 basis points (bps) of 
cuts. Potential unwinding of rate cut expectations could be 
a source of volatility. Despite recent moderation, the U.S. 

growth outlook is much more constructive relative to
Europe and China where slowing continues.  

The S&P 500 saw 11% year-over-year earnings growth in
the second quarter, of which nearly half came from stocks 
outside of the Magnificent 7. This is a change from the 
prior 2-3 quarters when their contribution was negative. 
We see a similar picture in the bond market where credit 
spreads have remained contained. The High Yield (HY)
picture remains constructive with low default rates.  

Our recommended 6-12 months tactical asset allocation 
broadly favors global equities over bonds. There are some 
valuation concerns around U.S. equities but strong 
earnings expectations and the broadening of equity 
markets keep us invested in them. Bonds may remain 
volatile if the market begins to price out rate cuts. This led 
us to go further underweight bonds. We do expect a
bounce back in global equities but we removed our 
developed ex-U.S. equities overweight where the growth 
picture is a little muddy. The reductions in bonds and 
equities funded additions to Global Real Estate and Global 
Listed Infrastructure. Both asset classes should continue
to benefit from the reduction in the rates environment. 
Investor sentiment was quite negative on Real Estate and 
we expect an improvement here as the asset class is 
highly leveraged to lower and declining rates. Further, 
Global Listed Infrastructure is particularly well positioned 
from an earnings and fundamentals perspective.

S&P 500 EARNINGS BREADTH BROADENED 
S&P 500 ex-Magnificent 7 contributed 5.4% to 2Q S&P 500 earnings growth, the highest level since early 2023.

Source: Northern Trust Asset Management, Bloomberg, FactSet. Data as of 8/31/2024. Magnificent 7 = Mag 7. 1SEP = Summary of 
Economic Projections. 
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