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ThIRd  QUARTER 2011 MANAGER SURVEY
NTGA investment managers’ expectations for domestic economic growth dampened this quarter. 
Fewer managers, specifically 26%, anticipate domestic gross domestic product (GDP) growth 

will accelerate over the next six months, down from 
46% in the second quarter. Similarly, an increasing 
percentage of managers – 36% compared to 21% in 
the second quarter – see growth decelerating over 
that same period. In addition to concerns about 
slowing economic growth, there is also evidence of a 
more negative outlook for corporate earnings. In the 
third quarter, 39% of managers surveyed revealed an 
expectation that corporate earnings will decline in the 
fourth quarter. This is a significant jump from the 15% 
that shared this view last quarter and also the highest 
level seen in the survey since the first quarter of 2009. 
Approximately one quarter of managers think earnings 
will be stable and more than a third believe earnings 
will grow in the last quarter of 2011. We also asked our 
investment managers for their views on job growth. 
An increasing number and nearly half believe job 
growth will remain stable over the near-term. This is 

A prevalent theme evident in the third quarter 2011 Northern Trust Global Advisors (NTGA) 
manager survey results is an increasingly negative outlook for both the economy and financial 
markets in the near-term. Investment managers concerns are intensifying and overall there is 
evidence of growing negative sentiment among investors. This quarter more managers revealed 
concerns regarding decelerating economic growth as well as declining corporate earnings. 
The biggest risk to the markets, according to NTGA investment managers, is the European debt 
crisis. A large majority (63%) think there will be a modest spillover from this crisis to other areas 
of the market. A spike in U.S. unemployment and inflation in China are other risks that carry a 
heavy weight with investors. Although pessimism is spreading, managers are finding even more 
attractive investment opportunities as a result of the market selloff. Some asset classes that are 
perceived to be most attractive are U.S. large cap equities, emerging market equities and U.S. 
small cap equities. Emerging market debt and hedge funds are also becoming increasingly 
attractive. Looking at economic sectors, information technology, consumer staples and health 
care are ranking the highest among managers this quarter. There has been a clear trend in the 
markets away from more economically sensitive sectors in favor of those that can hold up if the 
economic indicators and markets continue to be weak. There is an expectation that volatility 
will remain elevated and 40% believe it can go higher than third quarter levels. Overall, 
managers’ outlooks are more negative than three months ago but there is still some optimism, 
and managers feel there are numerous areas of the market that offer attractive investments.   

n The European debt crisis is perceived to be the 
biggest risk to equities markets in the next six months

n 63% of managers anticipate the European debt crisis 
will spill over to other areas of the market

n 39% of managers expect corporate earnings to 
decline in the fourth quarter of 2011 compared to 
15% last quarter

n 36% of managers expect U.S. GDP growth to 
decelerate over the next six months, up from 21%  
in the second quarter

n 75% of managers believe U.S. equities are undervalued
n U.S. large cap equities were the highest ranked asset 

class, while technology was the highest ranked sector 
in the third quarter
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an increase from 35% in the second quarter. Fewer managers are 
convinced job growth will accelerate in the coming months, 19 
percentage points down from 37% last quarter. Nearly 10% are 
concerned job growth may become negative compared to only 
3% that shared this sentiment in the second quarter.  

A greater percentage of managers see upside in the domestic 
equity market this quarter. Seventy-five percent believe the 
Standard & Poor’s (S&P) 500 Index is undervalued at its current 
level. This is a significant increase from 59% percent who 
held this view in the second quarter. Almost half (46%) of the 
managers surveyed see upside in the Japanese equity market, 
down from 60% last quarter. More managers believe emerging 
markets equities are attractively valued this quarter. Forty-six 
percent of managers think emerging market equities are trading 
below fair value, while 24% think there is more than 10% upside 
potential in these markets. Although many are positive on the 
asset class, 33% view emerging market equities as fairly valued 
and 21% view them to be overvalued. 

This quarter we also asked our managers to rank a list of risks 
to the equities markets over the next six months. Based on the 
results, the European debt crisis is perceived to be the greatest 
risk, followed by a spike in U.S. unemployment, inflation in 
China and a decline in U.S. corporate earnings. The U.S. debt 
ceiling and U.S. Treasury bond rating change are viewed to be 
the least significant risks. 

This quarter’s survey showed an increase in risk aversion 
among the respondents. In the third quarter, 37% of managers 
stated they were more risk-averse than last quarter. This has 
come down slightly quarter-over-quarter, but overall risk 
aversion remains high. Although managers have acknowledged 
their aversion to risk, there is evidence that nearly a quarter 
of managers surveyed had enough confidence to increase 
their portfolio concentration this quarter. Approximately 24% 
percent of managers responded that their portfolios were more 
concentrated this quarter than last quarter. This is up from 
19% in the second quarter. Managers were also asked if their 
commodities exposure changed in the third quarter. More than 
60% maintained their exposure to commodities, while 30% 
noted lower exposure, a trend similar to that of the second 
quarter and likely tied to concerns about slowing economic 
growth and therefore slowing demand for commodities.

The highest-ranked investment opportunities in the third 
quarter were U.S. large cap equities, MSCI emerging markets, 
U.S. small cap equities and emerging market debt, which 
moved ahead of hedge funds, MSCI EAFE and private equity 
this quarter. With regards to sectors, information technology 
ranked highest among the economic sectors, followed by 
consumer staples and health care. The majority of managers 

have maintained their portfolio concentration (58%), and an 
increasing percentage have become more concentrated (24%). 
Cash levels moved up in the third quarter, and 23% of the 
survey respondents are now above their normal cash levels. 
Regarding currency expectations, more managers are bullish on 
the Canadian dollar, Australian dollar and yen. Fewer managers 
expect the Swiss franc, euro and British pound to appreciate 
relative to the dollar over the next six months. The largest 
decrease was evident in the Swiss franc, which 38% of managers 
expect to increase in value, down from 60% in the second quarter. 

This report highlights some of  the most notable responses 
from this quarter’s survey, which shows some interesting changes 
in the trends of manager opinions quarter-over-quarter. The 
most notable change this quarter is an increasing negative 
outlook for both economic growth and corporate earnings. 
Managers remain risk averse and concerned about volatility, but 
are finding attractive investment opportunities due to recent 
market weakness.

GdP GROwTh
NTGA investment managers are more concerned about slowing 
economic growth this quarter. In the third quarter there was 
a dramatic increase in the number of survey respondents that 
expect U.S. economic growth to slow over the next six months. 
More than a third of managers (36%) believe that U.S. GDP 
growth will decelerate over the next six months, a 15-percentage-
point increase from the second quarter rate of 21%. Nearly 
38% think growth will remain the same over this period. Over a 
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quarter are still optimistic that U.S. 
economic growth may accelerate, but 
this percentage has come down by 20 
percentage points since last quarter. 
Generally, there is much more concern 
about slowing growth than last quarter, 
but overall there is not a consensus 
belief that growth will slow in the 
coming months. 

CORPORATE EARNINGS
The outlook for corporate earnings 
changed in the third quarter. Although 
more than a third of managers still 
believe quarterly earnings will grow in 
the fourth quarter, opinions are now 
more mixed. Approximately 27% of 
managers surveyed believe earnings will 
be unchanged in the fourth quarter, down only slightly from  
last quarter. There was a large increase in the percentage of 
managers who expect earnings to decline. Specifically, 39% 
stated this quarter that they believe corporate earnings will 
decline in the next three months. While 34% still anticipate 
growth in earnings, this is down more than 20 percentage points 
from the second quarter. It is clear that there are concerns 
regarding slowing economic growth and the impact this will 
have on corporate profits.

 

CASh hOldINGS 
Cash levels moved up in the quarter in response to increased 
economic uncertainty and higher market volatility. More than 
22% of investment managers surveyed responded that cash was 
above normal levels in the quarter. This is a significant increase 
from 12% in the second quarter. This is also the highest level 
since the survey began in the third quarter of 2008. The majority 
of managers (70%) are still within normal ranges for cash. 
Some managers remained under normal levels of cash, but this 
decreased from 12% to 8% in the third quarter.
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ASSET ClASS OUTlOOK
We asked managers what their views were on various 
asset classes this quarter. The table (right) summarizes 
the results. Investment managers are most bullish on 
U.S. large cap equities, with more than 62% expressing 
a positive view of the asset class. Managers are also 
very positive with regards to the outlook for U.S. 
small cap equities. These findings are not surprising 
given the recent declines in U.S. equities. Managers 
do not only view domestic markets favorably. Almost 
half of managers (46%) also have a positive view of 
emerging market equities. While managers are bullish 
on equities, they express a more negative view of fixed 
income markets. More than half of managers surveyed 
expressed a bearish outlook for both U.S. Treasuries as 
well as the Barclays Aggregate Bond Index, which is a 
broad-based index representing U.S. investment grade 
bonds. This negative view also extends to other fixed 
income securities such as Treasury Inflation-Protected 
Securities (TIPS) and non-U.S. bonds.

SECTOR OUTlOOK
Managers also shared their views on the 10 economic 
sectors. NTGA investment managers are most bullish 
on information technology. Nearly 70% of managers 
surveyed stated they are either bullish or very bullish 
on the technology sector. More than half of managers 
also expressed a positive outlook on the energy sector. 
Other sectors that were viewed positively in the third 
quarter include health care and consumer staples. 
The sector viewed least favorably is financials. A near 
majority (48%) of managers expressed a bearish 
outlook on financials this sector. More than a third of 
managers had a negative outlook for the utilities and 
materials sectors.
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MARKET VAlUATION
NTGA managers’ views of market valuations, using 
the S&P 500 index as a proxy, shifted dramatically in 
the third quarter. This quarter there was a strong move 
in managers’ views of undervaluation. Three quarters 
of the managers surveyed believe the U.S. equity 
market is undervalued and more than half believe it is 
undervalued by more than 10%. This is 26 percentage 
points higher than last quarter and the highest level 
we have seen since first quarter 2009 when the market 
began to rebound. A small number, specifically 7%, 
view U.S. equities as appropriately valued and 19% 
believe the market is overvalued. These changes are in 
line with the steep declines in performance seen in U.S. 
equities in the third quarter. Despite high volatility and 
negative economic headlines, NTGA managers now see 
even more upside in the domestic equity market. 

 An increasing percentage of managers view 
emerging market equities to be undervalued this 
quarter. In the third quarter, 46% of managers 
surveyed saw upside in emerging markets, up from 
38% in the second quarter. Nearly a quarter (24%) 
of managers now see upside potential of greater than 
10%, the most since we introduced this question in 
the fourth quarter of 2009. A third of managers (33%) 
believe emerging market equities are appropriately 
valued, while 21% believe these markets are 
overvalued. Views remain mixed on the asset class, 
but almost a majority of managers are now bullish on 
emerging markets and think there is an opportunity 
for higher values.
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RANKEd BROAd  
INVESTMENT OPPORTUNITIES
In the third quarter, we asked our managers to 
rank the asset classes in order of what is most 
attractive. In the third quarter, U.S. large cap 
equities remained the top-ranked investment 
opportunity, unchanged from the second 
quarter. U.S. small cap equities continue to rank 
well, but fell into third place. Emerging markets 
moved up in the rankings and are viewed to 
be the second most attractive market in the 
third quarter. Other investments that ranked 
higher in the quarter include emerging market 
debt, hedge funds and U.S. Treasuries. Private 
real estate slid the most and is now perceived 
to be the least attractive opportunity. Other 
investments that fell in the rankings include 
commodities, MSCI EAFE, private equity and 
government TIPS. 

PORTFOlIO CONCENTRATION
The majority of managers did not change 
their portfolio concentration during the third 
quarter. Nearly a quarter of managers said their 
portfolios are more concentrated than last 
quarter. Only 19% gave this response in the second quarter. This could be a sign of increased confidence in portfolio holdings despite 
widespread weakness and volatility in the markets. A number of managers also revealed their portfolios were less concentrated this 
quarter. There was a nine-percentage-point increase in the number of managers who revealed their portfolio’s concentration decreased. 
This is not surprising given the steep declines in the market which created additional attractive opportunities for investment.

MARKET VOlATIlITY
Despite the increases in market volatility evident in the third quarter, 40% 
of NTGA managers still believe market volatility will increase in the next 
six months. This is down 10 percentage points from last quarter but still 
represents concern by more than a third of managers that volatility can 
go higher. More than 30% think the recent spike in volatility is temporary 
and that we will see volatility come down over the next two quarters. This 
is the highest percentage anticipating a decline in volatility since the first 
quarter of 2009. Finally, 28% of managers think volatility will remain 
elevated but stable over the next six months. 

3Q11 Rank Investment Rank Relative to 2Q11

1 U.S. Large Cap Equity ↔ No change

2 MSCI EM ↔ Higher

3 U.S. Small Cap Equity ↔ Lower

4 Emerging Market Debt ↔ Higher

5 Hedge Funds ↔ Higher

6 MSCI EAFE ↔ Lower

7 Private Equity ↔ Lower

8 U.S. Treasury (Cash) ↔ Higher

9 Commodities ↔ Lower

10 Non-U.S. Bonds ↔ Higher

11 Barclays Aggregate 
Bond Index

↔ Higher

12 Government TIPS ↔ Lower

13 Private Real Estate ↔ Lower
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COMMENTARY FROM OUR MANAGERS
This quarter we asked managers to share their thoughts 
on the European debt crisis. The following represents a 
selection of their responses:

“We are very concerned that Europeans have still not recognized 
that the spending of their welfare states is unsustainable. 
Consequently, we expect more social unrest and political 
instability in the months ahead until the Europeans can 
re-establish themselves on a growth trajectory. We believe that 
Greece will default and will withdraw from the Euro monetary 
union. The value of the Euro will be in flux until a sustainable 
path of economic growth and significantly reduced spending can 
be established.” 
— Thomas G. Kamp, chief investment officer, Cornerstone 
Capital Management, Inc.

“[We are] very concerned. The lack of political will across 
Europe to commit to a fool-proof recovery plan is being reflected 
on European financial institution balance sheets. Before the 
market can move forward we need to be certain that Italy and 
Spain are on a stable deleveraging path with the full financial 
support of all of the European Union. If/when Greece were to 
fail, the immediate reaction would depend on the systems put 
in place prior to the failure (i.e., capital for banking system). 
In general we see a failure as highly likely, but I expect it to be 
controlled, thereby making it very different than the sudden 
collapse of Lehman.”  
— Todd howard, portfolio manager, logan Circle Partners

“Markets have oversold and we expect a sharp reversal if 
and when there is any modestly good news. We don't expect 
a Eurozone meltdown but we might see a highly structured 
default of Greek sovereign debt that will be absorbed by other 
nations. The markets will then turn their attention to the 
over-leveraged U.S. consumer and the ineptitude of the U.S. 
government.” 
— James Rehlaender, managing director and portfolio 
manager, European Investors Inc.

we also asked managers to share their views on the 
strength of the economic recovery. here are a few of the 
managers’ responses:

“The recovery has been disappointing in a widespread fashion. 
One of the challenges that we see that does not get discussed 
frequently is the highly likely outcome of a higher level of 
structural unemployment due to higher-wage jobs disappearing. 
Many companies have turned their economic backs on America 
for the sake of higher earnings. Financially, this strategy makes 
sense. Politically and socially, it makes our unemployment 
situation and economic situation that much more challenging. 
The problem is that as long as companies put profits ahead of 
people, unemployment in general may be difficult to change.” 
— Randell A. Cain, Jr., principal and portfolio manager, 
herndon Capital Management, llC

“Our view of the economic recovery continues to deteriorate 
with the increasing likelihood of a recession. Continued gridlock 
in the political arena, plus the upcoming election, only add to 
the problems in the real economy. We continue to favor defensive 
stocks with growing dividends.” 
— Geoffrey Gerber, president and chief investment officer, 
TwIN Capital Management, Inc.

“We have contended since 2009 this would be a sub-par 
recovery. We do not believe this will be a double-dip recession, 
but we also don’t see an acceleration occurring anytime soon. 
We continue to advocate balance in portfolio construction 
adding stable names to the strategy in the third quarter. With 
multiples reaching depressed levels and European/world 
growth concerns at the forefront of investors’ minds, we feel it 
imperative to invest in companies with above average growth 
(above the potential inflation rates which could manifest in one 
to two years), pricing power, and a strong brand/competitive 
sustainable advantage.”  
— Scott Priebe, portfolio manager, Geneva Capital 
Management ltd.
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completeness are not guaranteed. Opinions expressed are current as of the date appearing in this material only and are subject to change without notice. This report is provided 
for informational purposes only and does not constitute investment advice or a recommendation of any security or product described herein. Indices and trademarks are the 
property of their respective owners. All rights reserved.
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(reg. no. 04795756) are authorised and regulated by the Financial Services Authority.
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The Northern Trust Company has a branch in China regulated by the China Banking Regulatory Commission.

Northern Trust in Hong Kong is a securities dealing company regulated by the Securities and Futures Commission.

In Singapore, Northern Trust Global Investments Limited (NTGIL), Northern Trust Investments Inc. and Northern Trust Global Advisor, Inc. are exempt from the requirement to 
hold a Financial Adviser's Licence under the Financial Advisers Act and a Capital Markets Services Licence under the Securities and Futures Act with respect to the provision of 
financial services.
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services. NTGIL is regulated by the FSA under UK laws, which differ from Australian Laws.
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Q25102 (10/11)

ABOUT ThE SURVEY
For its survey, NTGA polled a select group 
of respondents, including fixed income and 
equity managers across value and growth 
styles, with a bias toward fundamental, 
bottom-up stock picking strategies. Invitations 
to complete the survey were only sent to 
investment managers that currently manage a 
mandate for NTGA and its clients. As a result, 
the survey responses should reflect the beliefs 
of only the managers in which NTGA 
maintains a high conviction. The survey is 
conducted quarterly so that NTGA and 
participating managers can examine trends in 
attitudes and allocations.

ABOUT NORThERN TRUST 
GlOBAl AdVISORS 
Northern Trust Global Advisors is a 
leading provider of multi-manager 
investment solutions, with $41.2 billion under 
management for institutional and personal 
clients. Having investments with more 
than 200 external managers worldwide, 
NTGA solutions range from retail mutual 
funds and alternative asset classes to Emerging 
Manager programs and total investment 
program management for institutions and 
affluent individuals and families.
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