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The first quarter 2012 Northern Trust investment manager survey results revealed an improved 
outlook for both the market environment and U.S. economy. The expectation for lower 
correlations among equities and lower volatility could bode well for active management.    

fIRST QUARTER 2012 MANAGER SURVEY
Investment managers polled in the first quarter of 2012 remained concerned about macro risks 
such as the European debt crisis, but are becoming increasingly positive on the U.S. economy. 
The biggest threat to equity markets remains the European debt crisis followed by domestic 
concerns, such as the impact of the U.S. elections and the U.S. sovereign debt level. Managers 
do not believe that corporate earnings are at risk; in fact, 77% anticipate earnings growth will 
remain stable or accelerate throughout 2012. The outlook for job growth in the United States also 
remains favorable, with nearly half of investment managers (49%) seeing job growth stabilizing 
and a third seeing a pick-up in job growth. In addition to an anticipated improvement in the  
economic outlook, there is an expectation that there may also be some improvement in the 
market environment. After reaching record-high correlations in the fall of 2011, a large portion 
(40%) of managers surveyed believe 
correlations among equities should move 
lower over the next six months. On an-
other positive note, 40% of managers also 
believe market volatility will decline from 
its current levels. Lower correlations and 
lower volatility should benefit bottom-
up, fundamentally focused investment 
managers.

Despite the strong performance in  
U.S. equities since the fall of 2011, the 
majority of the managers surveyed believe  
U.S. equities remain attractively valued. 
Emerging markets are also viewed as  
attractively priced. More than 60%  
of managers see upside in emerging  
markets. Other areas of opportunity 
include investments in the technology  
and energy sectors. The outlook remains 
weak for fixed income investments as  
well as the utilities and telecom sectors.

Key Findings: First Quarter 2012 Survey
n 40% of managers believe correlations 

among equities and market volatility  
will move lower in next six months

n Europe’s debt crisis may be the biggest 
market risk in next six months, followed 
by U.S. elections, U.S. sovereign  
debt levels

n 43% see U.S. GDP growth accelerating,  
up from 29% in Q4, and highest since  
Q2 2011 

n Managers are most bullish on U.S. 
large caps, U.S. small caps, technology, 
energy; most bearish on U.S. Treasuries, 
investment grade fixed income, utilities, 
telecoms

n 33% believe job growth will accelerate  
in next six months

n 24% see housing prices increasing in the 
next six months – highest since Q1 2010
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MANAGERS’ OUTlOOK fOR 
ECONOMY IMPROVING
In the first quarter investment manager survey, there  
is evidence of a more optimistic outlook for the U.S.  
economy. Similar to last quarter, most respondents 
have a positive view on gross domestic product (GDP)  
growth and the U.S. job market. This quarter, more  
managers see both GDP and job growth accelerating  
in 2012.
n 86% of managers anticipate stable or accelerating  

growth in GDP; 13% believe GDP growth will 
decelerate in the next six months

n 43% expect U.S. GDP growth to accelerate, up 
from 29% last quarter and the highest level  
since mid-2011

n 49% believe job growth will remain stable over  
the next six months; 33% see job growth accel-
erating over that period – up seven percentage 
points from the fourth quarter 2011

Investment managers’ views on the U.S. housing 
market have been stable, but generally bearish since  
2010. In the first quarter, there is evidence the housing  
market outlook improved. 
n 24% of managers believe housing prices could 

increase by as much as 10% in the next six 
months – a notable increase from just 10%  
who expected prices to rise in the fourth  
quarter of 2011 and the highest level since  
the first quarter of 2010

n 53% believe housing prices will remain stable 
but not increase in the next two quarters

n 23% think housing prices are at risk of  
falling in 2012, down from 36% 
in the fourth quarter and 50% 
in the second quarter of 2011
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MANAGERS EXPECT POSITIVE ChANGES 
Investment managers surveyed expect the market 
environment to improve in 2012. This quarter we 
asked for their thoughts on correlations among 
stocks, which moved to near-historic levels late in 
2011. Although a large number thinks correlations 
will remain stable at current levels, many expect 
correlations to come down. Lower correlations  
among securities should bode well for active managers.
n 40% believe correlations among equities will 

move lower in the next six months versus 19% 
who believe correlations will move higher

n 41% expect correlations among equities to  
remain unchanged over the next six months

Relative to the fourth quarter of 2011, a larger 
percentage of investment managers anticipate market 
volatility, as measured by the Volatility Index (VIX), 
will decline over the next two quarters.
n 81% expect market volatility to stabilize or  

decline in the next six months, up from 60%  
in the fourth quarter

n 40% believe volatility will decline in coming 
quarters, up from 27% that held this view in  
late 2011

n Only 19% of investment managers expect market 
volatility to increase in the next six months – the 
lowest level since the first quarter of 2009

EUROPEAN DEBT CRISIS GREATEST RISK
The European debt crisis remains at the top of the list  
of the greatest risks to equity markets, unchanged from  
the fourth quarter. Investment managers also believe  
the U.S. elections are a threat to equities, followed 
by the U.S. sovereign debt level. Inflation in China is 
not perceived to be as great of a threat this quarter. 
Managers also do not believe U.S. corporate earnings 
or a spike in U.S. unemployment are meaningful risks  
to the markets. We also asked managers this quarter 
for their views on risk assets. Although the majority 
of managers are finding the best opportunities in 
average-risk investments, 30% revealed that they are  
finding more opportunities in higher-risk investments.  
Despite the relative attractiveness of these investments,  
the vast majority of managers surveyed (75%) describe  
their portfolio as in-line with its historical average 
risk profile. 
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MANAGERS BUllISh U.S. lARGE-,  
SMAll-CAPS; TEChNOlOGY, ENERGY
This quarter we asked managers for their views 
of various assets classes as well as the broad 
economic sectors. They are most bullish on 
U.S. large cap and U.S. small cap equities. The 
outlook has improved for both emerging market 
equities and international developed market 
equities, while the negative outlook for fixed 
income securities has further deteriorated since 
last quarter.
n 72% are bullish on U.S. large caps, down 

from 77% in the fourth quarter 
n 64% are bullish on U.S. small caps, up from  

51% last quarter
n 60% are bullish on emerging markets, while 

45% are positive on international developed 
markets, a 13-percentage-point increase from 
the fourth quarter of 2011

n Investment managers surveyed are most 
bearish on U.S. Treasuries and investment 
grade fixed income, with 66% and 59% 
reporting a bearish outlook on these asset 
classes, respectively

 
On a sector basis, the outlook has improved 
for the financials sector, but has deteriorated 
for utilities, telecomm and consumer staples. 
Although it was favorable in the fourth quarter, 
the outlook for both information technology 
and energy strengthened in the first quarter  
of 2012.
n 81% of Northern Trust’s external investment 

managers reported a bullish outlook on 
information technology, up from 76%  
last quarter

n 65% expressed a bullish view of the energy 
sector – up five percentage points from the 
fourth quarter 

n 52% hold a positive outlook on the consumer 
discretionary and industrials sectors

n The outlook for financials stocks improved 
dramatically this quarter, as 45% of managers 
reported a positive outlook for the sector, up 
from 22% last quarter

n Managers are most negative on the utilities 
and telecomm sectors, with 58% and 43%, 
respectively, expressing a bearish outlook
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Despite the strong market run since the third 
quarter of 2011, investment managers continue to 
believe market valuations are attractive. More than 
half of managers surveyed believe U.S. equities are 
undervalued, using the Standard & Poor’s 500 index 
as a proxy. Emerging markets are also viewed to be 
attractively valued. Approximately half of managers 
surveyed believe Japanese equities are undervalued 
currently.
n 59% of investment managers believe U.S. equities  

are attractively valued, with 24% seeing more 
than 10% upside from current levels

n A growing number of managers think U.S. 
equities are appropriately valued – 29% 
compared to 13% in the fourth quarter of 2011

n 62% view emerging market equities as 
attractively valued versus 61% last quarter

n 48% see upside in Japanese equities, while 41% 
think this market is appropriately valued
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COMMENTARY fROM OUR MANAGERS
This quarter we asked managers to share their views on  
the current market environment and whether or not they 
believe the market will continue to move in a risk-on/ 
risk-off manner it has over recent periods. The following 
represents a selection of their responses:

“As has been the case for the past 18 months, we expect that 
macroeconomic and political factors will continue to dominate 
the headlines, causing volatile and highly correlated global 
equity markets that characterize the risk-on/risk-off dynamic. 
There currently appears to be a dichotomy between the stock 
market and the real economy as reflected by fixed income 
markets. Yields remain low and central banks around the  
world are holding rates down to mitigate economic slowdowns, 
yet stock market returns have been positive and emerging 
market currencies, which can be considered proxies for risk, 
have strengthened. We think this reflects a risk-on mentality  
for the time being, but remain concerned about things ranging 
from a global economic slowdown to widespread civil unrest.”
— Brian Beitner, managing partner,  
Chautauqua Capital Management

“As long as we have a dysfunctional government in Washington, 
I expect the equity market to go through bouts of risk-on and 
risk-off. The market is likely to swing wildly based on investor 
pessimism (since the current spending levels are unsustainable) 
and complacency (that we have kicked the can down the road yet 
again). I long for the day when our government takes the steps 
necessary to cut entitlement obligations and put itself on a sound 
fiscal footing. Such an occurrence would generate great faith in 
our government and economy and would precipitate massive 
capital flows into the equity market.”
— Thomas G. Kamp, president & chief investment officer, 
Cornerstone Capital Management, Inc.

“In our view, whether we see continued strength in risk markets 
comes down to fundamentals and investor sentiment. We see 
room for further upside in risk assets, especially equities given 
supportive policy, improved macro data and higher risk appetites. 
However, we would point out that we’ve put in a year’s worth of 
returns in the first two months and we see some cautionary signs 
building. From a fundamental perspective, while the economic 
data in general may continue to support risk markets, the ability 
to surprise to the upside is likely to fade as expectations have been 
upgraded. Similarly, from a sentiment standpoint, conditions 
don’t appear to be in overbought territory yet, but markets are  
no longer advantaged by excessively attractive valuation or 
oversold conditions.”
— Robert Williams, director of research, Sage Advisory

We also asked managers to share their views on the 
impact of elections around the world in 2012. here are a 
few of the managers’ responses:

“Investors are focused on the U.S. election. Right now, most expect 
President Obama to win and the House and the Senate to go 
Republican. We expect more volatility – not less – as the market 
reacts to shifting sentiments and events. Possible tax changes 
will capture most investors’ attention, especially on dividends. 
However, we think a possible tax increase on dividend-paying 
stocks will perversely push more investors into dividends, as 
investors’ need for income and downside protection will not go 
away. Subsequent volatility will make these stock characteristics 
sought out even more by investors.”
— Matt McCormick, portfolio manager, Bahl & Gaynor 
Investment Counsel

“We believe the U.S. elections could have a significant impact on 
the markets. The biggest risk, in our view, is a Democratic sweep 
of the presidency, Senate and House, which would pave the way 
for a larger government, more regulations and higher tax rates 
forcing capital from the private sector into the public sector. We 
think the foreign elections will have less of an impact on global 
markets but could have a significant impact on local markets.”
— Tim Dalton, chairman, Dalton, Greiner, hartman, 
Maher & Co., llC.

“The U.S. election, as well as those around the world, will fill 
the vacuum of information that causes fear and negativity 
to abound in the market. Political rhetoric is overshadowing 
the gradual improvement in the U.S. market. As the election 
moves further along, hopefully, fundamentals at the economic, 
corporate and individual level will become clearer rather than  
simply one party versus another. The antagonistic atmosphere 
makes the market uncertain about the possibility of a concerted  
bi-partisan outcome. Should the next president be Democrat or  
Republican, if the climate does not change, we will unfortunately  
have more of the same. True investors will not wait for the election  
to make decisions. The opportunities available do not have party  
affiliation. The areas with the potential for impact due to the  
political rhetoric are likely energy, healthcare, financials and  
defense within the industrial sector. We have not adjusted 
our process for these impacts. Our investment decisions take 
advantage of the extremes that are likely to be created.” 
— Randell Cain, principal & portfolio manager,  
herndon Capital Management
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ABOUT ThE SURVEY
For its survey, Northern Trust polled a select group of 
respondents, including fixed income and equity managers 
across value and growth styles, with a bias toward funda-
mental, bottom-up stock picking strategies. Invitations to 
complete the survey were only sent to investment managers  
that currently manage assets for Northern Trust and its clients.  
As a result, the survey responses should reflect the beliefs 
of only the managers in which Northern Trust’s Multi-
Manager Investments group maintains a high conviction. 
The survey is conducted quarterly so that Northern Trust 
and participating managers can examine trends in attitudes 
and allocations.

ABOUT NORThERN TRUST  
MUlTI-MANAGER INVESTMENTS 
Northern Trust is a leading provider of multi-manager 
investment solutions, with $34.8 billion under management 
and $21.1 billion under advisement for institutional and 
personal clients. Having investments with more than 200 
external managers worldwide, Northern Trust Multi-Manager 
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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Northern Trust Global Investments comprises Northern Trust Investments Inc., Northern Trust Global Investments Limited, Northern Trust Global Investments Japan, K.K., the investment adviser division of The 
Northern Trust Company and Northern Trust Company of Connecticut and its subsidiaries to offer investment products and services to personal and institutional markets.

LEGAL, INVESTMENT AND TAX NOTICE. Information 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. Clients should under no circumstances rely upon this information as a substitute for obtaining specific legal or tax advice from their own professional legal or tax advisors. 
The information in this report has been obtained from sources believed to be reliable, but its accuracy and 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.

Northern Trust Corporation, Head Office: 50 South La Salle Street, Chicago, Illinois 60603 U.S.A, incorporated with limited liability in the U.S.

The Northern Trust Company, London Branch (reg. no. BR001960), Northern Trust Global Investments Limited (reg. no. 03929218) and Northern Trust Global Services Limited (reg. no. 04795756) are 
authorised and regulated by the Financial Services Authority.

For Asia Pacific markets, this material is directed to institutional investors, expert investors and professional investors only and should not be relied upon by retail investors.

Northern Trust Global Investments Japan, K.K. is regulated by the Japan Financial Services Agency.

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.

In Australia, NTGIL is exempt from the requirement to hold an Australian Financial Services Licence under the Corporations Act 2001 in respect to the provision of financial services. NTGIL is regulated by the FSA 
under UK laws, which differ from Australian Laws.

In Canada, NT Global Advisors, Inc. is registered as an exempt market dealer and portfolio manager in certain provinces.     

Q25102 (1/12)


