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ESG AND CLIMATE CHANGE
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2023 Outlook



4northerntrust.com  |  © 2023 NorthernTrust

Renewable Power Generation is Cheap and Competitive…

Source: IRENA, Northern Trust Asset Management. 
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… But the Scale of the Green Transition is Daunting

Source: IEA, Our World in Data, Northern Trust Asset Management. 
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Geopolitical Realities Need to be Faced

Source: IEA, Northern Trust Asset Management. 
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Strategic Outlook

The acceleration of efforts to spur the 

Green Transition on is expected to 

continue. Beyond the desire to 

decarbonize, countries are motivated 

by worries around energy security, 

economic competition, technological 

rivalry and the desire to gain a relative 

edge in future energy markets.

Green Transition 

Still a Go

The Green Transition won’t be easy or 

quick. Severe constraints regarding the 

sourcing of raw materials, the state of 

electricity grids and the implementation 

of new technology need to be 

overcome. And even then the scale of 

the necessary investments is daunting, 

which will undoubtedly test the political 

will to continue at some point.

Green Transition 

Still Difficult
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MARKET OUTLOOK
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2023 Outlook
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2023: Aggressive Global Tightening Campaign
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2023: Credit Growth is Rolling Over
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2023: Global Economic Growth is Stalling
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2023: Corporate Earnings Growth is Weak
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2023: Headline Inflation is Falling…
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2023: … but Core Inflation Takes Longer to Decline
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2023: US Core CPI Puts Spotlight on Shelter and Services
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2023: Housing Will Soon Lower Core CPI
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2023: US Labor Market Has Been Strong…
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2023: … but Wage Growth Has Been Slowing Down
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2023: Profit Margins are in Decline
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2023: Inflation Expectations Have Declined
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TACTICAL 
ASSET ALLOCATION

21northerntrust.com  |  © 2023 NorthernTrust

2023 Outlook
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Base Case Expectations

Recent banking issues and consequent 

impacts on bank lending, as well as 

spillover economic implications from 

worsening sentiment, add pressure to 

the growth trajectory. Other lending 

sources (think private credit) can 

partially backfill credit availability, but 

overall growth should be fairly flat over 

the next year

Approaching Economic 

Stall Speed

Given concerns regarding financial 

stability from unexpectedly rapid rate 

increases, the Fed will likely resort to a 

slower path of monetary tightening. But 

inflation has remained sticky, likely 

necessitating further rate increases. 

TAA continues to believe the Fed is 

close to done raising rates, but will 

remain there throughout 2023.

Monetary Tightrope
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Tactical Positioning

Source: Northern Trust Asset Management. Allocations above reflect Northern Trust’s Global Policy Model; the proxy account for the Investment Policy Committee. Allocations as of 
4/12/2023. SAA = Strategic Asset Allocation. TAA = Tactical Asset Allocation.

ASSET CLASS SAA TAA

Cash 2 4

U.S. Investment Grade 34 28

Inflation-linked 5 5

High Yield 5 11

U.S. Equity 27 25

Dev  ex-U.S. Equity 13 13

EM Equity 6 3

Natural Resources 4 7

Global Real Estate 2 2

Global Listed Infrastructure 2 2

TACTICAL POSITIONING
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Key Risk Cases to Watch

More persistent tightness in the labor 

market leads to more stubborn core 

inflation, necessitating an unexpected 

monetary policy response that is 

negative for financial markets.

Labor Market 

Durability

Further banking fallout (a risk 

heightened by the steeply inverted yield 

curve) and/or lack of progress on a 

debt ceiling deal (which would likely 

further invert the yield curve) hurts 

sentiment.

Debt Dislocations
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QUESTIONS ?
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FOR MORE INFORMATION

Five-Year Outlook:

CapitalMarketAssumptions.com
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IMPORTANT INFORMATION

F-042023-2850257-081823

This material is directed to expert, institutional and professional investors and wholesale clients only and should not be relied upon by retail 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 material 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 discussion of risk management is intended to describe Northern Trust’s efforts 

to monitor and manage risk but does not imply low risk. risk in any market environment. Risk controls and models do not promise any level of performance or guarantee against loss of 

principal. 

Simulated and actual past performance is not a reliable indicator of future results and should not be the sole factor of consideration when selecting an investment product or strategy.

Past performance is no guarantee of future results. All material has been obtained from sources believed to be reliable, but its accuracy, completeness and interpretation cannot be 

guaranteed. This information does not constitute investment advice or a recommendation to buy or sell any security and is subject to change without notice. 

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.

About Northern Trust Asset Management

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.

© 2023 Northern Trust Corporation. Head Office: 50 South La Salle Street, Chicago, Illinois 60603 U.S.A.
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Important Information

Capital Market Assumption (CMA) model expected returns do not show actual performance and are for illustrative purposes only. They do not reflect actual trading, liquidity 

constraints, fees, expenses, taxes and other factors that could impact the future returns. Stated return expectations may differ from an investor’s actual result. The assumptions, 

views, techniques and forecasts noted are subject to change without notice. 

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 

annual returns (geometric basis). 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 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 assumption, 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.
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