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The fourth quarter 2011 Northern Trust Global Advisors (NTGA) manager survey results revealed 
a divergence in the outlook for U.S. markets and other developed markets. Concerns regarding 
slowing economic growth in the United States and weaker corporate earnings subsided in the 
fourth quarter, resulting in a return to a generally positive domestic outlook. Although managers 
are more optimistic regarding future conditions in the U.S. economy and financial markets, concerns  
regarding the European debt crisis remain at the forefront of investors’ minds. In addition to being  
considered the greatest risk to equity markets two quarters in a row, the situation is deemed dire 
enough that most managers anticipate changes to the European Monetary Union if the situation 
does not improve. Investment managers’ concerns extend beyond Europe to China, where inflation  
is still considered a meaningful risk to the markets. When asked about their relative attractiveness, 
NTGA managers ranked developed international market equities, emerging market equities and  
non-U.S. bonds lower than last quarter, revealing higher confidence in domestic securities. Although  
a majority of the managers surveyed find other markets such as Japan and emerging markets to be  
attractively valued, the U.S. market is deemed as a more attractive investment. This may be explained  
by a bullish outlook for corporate earnings, economic growth and an improving employment  
picture. Although investment managers expect market volatility to remain high, the vast majority  
of managers are within their normal cash ranges and are finding compelling opportunities in U.S.  
large-cap equities, U.S. small-cap equities and cyclical sectors such as technology, energy, consumer  
discretionary and industrials.   

FOURTH QUARTER 2011 MANAGER SURVEY
NTGA investment managers’ expectations for domestic economic growth improved in the fourth  
quarter. An increasing percentage of managers anticipate growth will remain stable or accelerate 
over the next six months. Nearly half of managers surveyed (45%) believe growth will be steady in  

the first half of 2012, up from 38% who held this view 
in the third quarter. There was also a small increase,  
to 29% from 26% last quarter, in the percentage of 
managers who believe U.S. gross domestic product 
(GDP) growth will accelerate. Although a large majority  
of managers are optimistic about economic growth, 
more than a quarter of investment managers (27%) 
anticipate a deceleration in growth for the first half  
of next year.  

In addition to being generally positive on economic  
growth, managers’ bullish outlooks for corporate 
earnings returned in the fourth quarter. This quarter,  
more than half of managers surveyed (52%) responded  
that they expect corporate earnings to increase in the 
next quarter. This was a meaningful bounce back from 
the 34% who held this view in the third quarter. This 
is just four percentage points shy from the level seen 
before the late-summer market sell-off. Only 17% of  

n The European debt crisis is perceived to be the biggest 
market risk over the next six months.

n 56% of managers anticipate a continuation of the 
European debt crisis may result in one or more 
countries being asked to leave the European Union.

n 52% of managers expect corporate earnings to increase 
in the next quarter, compared to 34% last quarter.

n 45% of managers expect U.S. GDP growth to remain 
stable over the next six months, while 29% expect 
growth to accelerate.

n 74% of managers believe U.S. equities are undervalued.
n U.S. large-cap equity remained the highest-ranked 

asset class and technology the highest-ranked sector 
this quarter.
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managers believe earnings will decline next quarter, down 
from 39% last quarter. Overall, there was a return to positive 
sentiment regarding corporate profitability. 

There was also an improvement in the outlook for U.S. job 
growth in the fourth quarter. This quarter, more than 80% of  
investment managers surveyed revealed a positive outlook for the  
U.S. job market. More than half of managers (55%) anticipate  
job growth will remain stable over the next six months. This is an  
increase of nine percentage points from the third-quarter results. 
There was also an increase in the percentage of managers that 
believe job growth will accelerate. In the fourth quarter, 26% of  
managers stated they anticipate accelerating job growth in the 
first half of 2012, an increase from 19% last quarter. A mere 2%  
of managers believe unemployment will rise in the United States  
in the next six months, while 17% think job growth will decelerate,  
but remain positive. 

A large majority of NTGA managers continue to see upside in 
domestic equities this quarter. Seventy-four percent of managers 
believe the Standard & Poor’s (S&P) 500 Index is undervalued at  
its current level. This is down marginally from 75% percent in the  
third quarter. There was a significant change, however, in the 
perceived degree of undervaluation this quarter. Only a third of  
managers surveyed believe U.S. equities are undervalued by more  
than 10%, a meaningful decline from 52% last quarter. Half the 
managers surveyed see upside in the Japanese equity market,  
up four percentage points from the third-quarter figure. More 
managers believe emerging markets equities are attractively valued  
this quarter. Specifically, 61% of managers believe emerging market  
equities are inexpensive. This is a notable increase from the 46% 
that believed emerging markets were undervalued in the third 
quarter. Although many are positive on the asset class, 22% view 
emerging market equities as overvalued at current levels. 

This quarter, our managers ranked the European debt crisis  
as the biggest risk to equity markets over the next six months. 
Chinese inflation was ranked the second-greatest risk, followed 
by the U.S. debt ceiling and further downgrades to U.S. Treasury  
bonds’ ratings. Managers are least concerned about a spike in U.S.  
unemployment and declining U.S. corporate earnings. Given the 
severity of the European debt crisis, we asked managers for their 
views on the strength of the European Union. The majority of 
managers (56%) agree that if the crisis continues, it is likely that 
one or more countries will be asked to leave the E.U. This could 
have a substantial impact on global markets.

This quarter, the majority of managers (56%) expressed no  
change in risk aversion, an increase from 45% in the third quarter.  
An overwhelming majority of managers (71%) also expressed no  
change in portfolio concentration this quarter. Managers were  
also asked if their commodities exposure changed in the fourth  

quarter. Approximately 67% maintained their exposure to 
commodities, while 21% responded that their portfolio’s 
exposure declined.  

The highest-ranked investment opportunities in the fourth 
quarter were U.S. large-cap equities, U.S. small-cap equities, MSCI  
emerging markets and hedge funds. MSCI EAFE, private equity 
and U.S. Treasuries fell in the rankings, while private real estate 
and commodities moved up this quarter. Regarding currency 
expectations, managers are most bullish on the Canadian dollar, 
Brazilian real and Australian dollar. Only 13% of investment 
managers believe the euro will appreciate relative to the U.S. dollar  
over the next six months, the lowest number since this question 
was introduced in the first quarter of 2009. The largest decrease 
was evident in the Japanese yen, which 23% of managers expect  
to increase in value, down from 37% in the third quarter. 

This report highlights 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 easing of concerns regarding the outlook  
for the United States, with sustained fear regarding the European 
debt crisis and its impact on markets broadly. Managers anticipate  
market volatility will remain elevated but are finding attractive 
investment opportunities, particularly in domestic equity markets.

GDP GROwTH
In the fourth quarter, sentiment among survey respondents shifted  
regarding U.S. economic growth. This quarter, concerns regarding  
slowing growth, which spiked in third quarter, subsided to some 
degree. Overall, NTGA investment managers are less concerned 
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about slowing growth in the United 
States, which is evident in the 
shrinking number anticipating a 
deceleration in GDP growth. Almost 
half of managers (45%) believe that 
U.S. GDP growth will remain stable 
over the next six months, a seven-
percentage-point increase from the 
third quarter. We saw an increase 
in those sharing a more optimistic 
outlook regarding economic growth, 
with 29% stating they believe U.S. 
GDP growth will accelerate over 
coming quarters. Although there is 
generally a positive view on U.S.  
economic growth, just over a quarter  
of managers (27%) remain concerned  
that growth will slow over the next six month. 

CORPORATE EARNINGS
Investment managers’ optimism regarding the outlook for 
corporate earnings also returned in the fourth quarter. More 
than half the managers surveyed are confident corporate 
earnings will grow in the coming quarter. This is an increase 
of 18 percentage points and near the level seen in the second 
quarter this year. Nearly one-third of managers think earnings 
will be steady in the fourth quarter, the highest percentage 

since the second quarter 2010. Although the vast majority of 
managers believe earnings will be steady or grow in the quarter, 
there is still a small percentage of managers anticipating earnings 
are on the decline. In the fourth quarter, approximately 17% of 
managers stated they expect a decline in earnings in the next 
three months.  

CASH HOlDINGS 
Cash levels returned to more normalized levels in the fourth 
quarter. This quarter, 76% of the managers surveyed stated their 
portfolio’s cash level was in the normal range. This is a notable 
increase from the third quarter, when 70% of managers gave this 
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response. Only 15% of investment managers stated 
they were over their normal range for cash, down from 
23% last quarter, indicating a lower level of uncertainty 
regarding market conditions. Managers have found 
attractive opportunities in the market and put cash to 
work since the market selloff this summer. As a result, 
9% of NTGA managers stated they were below their 
normal cash range, an increase from the third quarter.

ASSET ClASS OUTlOOK
We asked managers for their views on various asset 
classes this quarter. The chart below summarizes the 
results. Investment managers continue to be most 
bullish on U.S. large-cap equity, with more than 77% 
expressing a positive view of the asset class. The positive 
outlook on U.S. large caps is more widespread than last 
quarter when 62% expressed a bullish view of the asset 
class. Managers also remain very positive regarding the 
outlook for U.S. small-cap equities. Specifically, 50% 
of managers said they were bullish on the asset class, 
while only 17% revealed a bearish stance, down from 
26% sharing this view in the third quarter. Managers 
do not only view domestic markets favorably. Half the 
investment managers surveyed in the fourth quarter 
also maintained a positive view of emerging market 
equities. While managers are bullish on equities, they 
continued to have a more negative view of fixed income 
markets. Nearly half of managers (46%) surveyed 
expressed a bearish outlook for both U.S. Treasuries  
as well as the Barclays Aggregate Bond Index (49%), 
which is a broad-based index representing U.S. 
investment grade bonds. This bearish outlook is also 
evident for non-U.S. bonds and, to a lesser degree, 
Treasury Inflation-Protected securities.

SECTOR OUTlOOK
Managers also shared their views on the 10 economic 
sectors. Similar to the third quarter, NTGA investment 
managers are most bullish on information technology. 
Approximately 76% of managers surveyed stated they  
are either bullish or very bullish on the technology 
sector, up from 70% last quarter. Managers were 
increasingly positive on the energy, consumer discretionary, 
industrials and materials sectors. Approximately 60% of 
managers also expressed a positive outlook on the energy 
sector, while more than half of managers were bullish on 
consumer discretionary and industrials. The financials 
sector remains the sector viewed least favorably by 

0 20 40 60 80 100

Very Bearish

Bearish

Neutral

Bullish

Very Bullish

U.S. Large Cap Equity

U.S. Small Cap Equity

MSCI EM

EM Debt

MSCI EAFE

Commodities

Private Real Estate

Private Equity

Hedge Funds

Government TIPS

Barcl Agg Bond Index

Non-U.S. Bonds

U.S. Treasury (Cash)

BUll/BEAR INDICATOR (ASSET ClASS)

0 20 40 60 80 100

Info Tech

Energy

Consumer Discretionary

Industrials

Health Care

Materials 

Consumer Staples

Telecomm

Financials

Utilities

0 20 40 60 80 100

Very Bearish

Bearish

Neutral

Bullish

Very Bullish

Info Tech

Energy

Consumer Discretionary

Industrials

Health Care

Materials 

Consumer Staples

Telecomm

Financials

Utilities

BUll/BEAR INDICATOR (SECTORS)



northerntrust.com  |  Investment Manager Survey Report Fourth Quarter 2011  |  5 of 8

investment managers, where 51% expressed a bearish 
outlook. The managers surveyed in the fourth quarter 
were also fairly negative on the utilities sectors, and 
results were mixed for telecommunication services. 

MARKET VAlUATION
NTGA managers’ views of market valuations, using  
the Standard & Poor’s (S&P) 500 index as a proxy, 
moderated in the fourth quarter. There was virtually 
no change in the percentage of managers that feel the  
U.S. equities market is attractively valued; however,  
there was a change in the perceived level of undervalua-
tion. This quarter, only one-third of managers surveyed 
believed there was more than 10% upside to the S&P 
500 index, down from 52% last quarter. There was a 
related increase in the percentage of managers who 
believe U.S. equities are up to 10% undervalued, from 
23% in the third quarter to 41% this quarter. Approxi-
mately 13% of NTGA investment managers believe 
U.S. equities are appropriately valued, an increase of 
six percentage points from last quarter. These changes 
reflect the large swings we have seen in the market  
over the last few months. Overall, a large majority of 
managers continue to believe that U.S. equities are 
trading at attractive valuations. 

An increasing percentage of managers view emerging  
market equities as undervalued this quarter. In the fourth  
quarter, half the managers surveyed saw upside in 
emerging markets, up from 46% in the third quarter. 
Of this 50%, the majority see up to 10% upside in  
the asset class, while 14% see more than 10% upside. 
Fewer – but still nearly 40% – of investment managers 
believe emerging market equities are appropriately 
valued. There was a small increase in the percentage  
of managers that view emerging markets as overvalued, 
specifically 12%. Weak market performance appears  
to have had an overall positive impact on the perceived 
attractiveness of emerging market equities, and a  
majority of managers now find the asset class’ 
valuations compelling.
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RANKED BROAD  
INVESTMENT OPPORTUNITIES
We asked our managers to rank the asset classes in order of 
what is most attractive. In the fourth quarter, U.S. large-cap 
equities remained the top-ranked investment opportunity, 
unchanged since the second quarter. U.S. small-cap equities 
continue to rank well and were the second highest-ranked 
asset class this quarter. Emerging markets continue to rank 
well, falling to third place. Emerging market debt and hedge 
funds maintained their rankings, while commodities, the 
Barclays Aggregate Bond Index and private real estate moved 
higher. U.S. Treasuries, non-U.S. bonds and government TIPS 
ranked lower this quarter compared to last quarter.

PORTFOlIO CONCENTRATION
The vast majority of managers did not change their portfolio 
concentration during the fourth quarter. This quarter, 71% 
of NTGA managers expressed no change in their portfolio’s 
concentration. Approximately 18% of managers surveyed 
said their portfolios are more concentrated than last quarter, 
while 11% said they are less concentrated. This may be viewed  
as a signal that managers are less concerned about the market  
environment than last quarter.

MARKET VOlATIlITY
Although market volatility remained elevated in the fourth 
quarter, 40% of NTGA managers believe market volatility 
will increase in the next six months. This is unchanged from 
last quarter. A shrinking percentage of managers – 27% 
compared to 32% in the third quarter – believe the current 
level of volatility is temporary and that it will decline over 
the next two quarters. More than a third of managers (34%) 
think volatility will remain elevated but stable over the next 
six months. 
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4Q11 
Rank Investment Rank Relative to 3Q11

1 U.S. Large Cap Equity No change

2 U.S. Small Cap Equity Higher

3 MSCI EM Lower

4 Emerging Market Debt No change

5 Hedge Funds No change

6 Commodities Higher

7 MSCI EAFE Lower

8 Private Equity Lower

9 Barclays Aggregate 
Bond Index

Higher

10 U.S.Treasuries Lower

11 Private Real Estate Higher

12 Non-U.S. Bonds Lower

13 Government TIPS Lower
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COMMENTARY FROM OUR MANAGERS
This quarter, we asked managers to share their thoughts 
on the European debt crisis. In particular, we asked how 
they are positioning their portfolios given the abundance 
of negative headlines and how they think the crisis will 
affect economic growth in Asia and the United States. The 
following represents a selection of their responses:

“We are avoiding domestic-oriented plays in Europe. We have 
exposure to European financials, but less than our benchmark. 
Europe is oversold, so any positive news regarding the E.U. 
treaty (ECB as lender of last resort, etc.) will have a short-
term positive impact on the market, especially for the banks. 
However, stocks will continue to follow the fundamentals and 
earnings revisions in domestic European businesses like telco, 
utilities, retail, auto, industrials and banks are falling. Asia or 
the United States will not be impacted as long as the markets 
believe the Europeans will solve their problem (with the help 
of the United States, China, IMF, etc.). A shock would affect 
financial markets in the United States and Asia as well as the 
actually economy.”
— Eric Scharpf, managing partner, Cheswold lane Asset 
Management

“At the forefront of investors’ minds are concerns about financial 
stocks in Europe. While the risks are real, investors in the past 
who have avoided the temptation of abandoning financial stocks 
at their low, as in 2008, were able to be the first to participate in 
the stock market rebounds that generally follow. Remembering 
that financial stocks are the cornerstone of developed market 
economies, investors can be somewhat optimistic about 
the potential for resolutions to seemingly insurmountable 
problems.”
— Cynthia Tusan, president, Strategic Global Advisors, llC

“Europe is probably already in recession, which will be a drag on 
exports for both Asia and the United States. So far, the impact has 
been felt more in Asia than the United States, but the tailwind we 
have had from European exports will abate. This is likely to be 
offset by rising demand from emerging markets and an uptick in 
domestic consumption. Many purchases have been delayed, but 
there is a domestic replacement cycle poised to take hold in the 
next year.”
— Rick Villars, equity strategist, Smith Asset Management 
Group, l.P.

we also asked managers to share their current outlook 
for the U.S. economy. Here are a few of the managers’ 
responses:

“Better than most expect, especially on a relative basis versus 
Europe. [We are] slightly more positive, but still nervous about 
macro impact on portfolio. [We are] reducing energy due to 
signs of a slightly better economy and a decline in energy prices.”
—  Matt McCormick, portfolio manager, Bahl & Gaynor 
Investment Counsel

“We continue to believe the United States will continue to grow  
at 1% – 3 % for the next 18 months and the likelihood for a  
recession is remote. Our view has not changed for the last 
several quarters, as U.S. companies have continued to grow 
earnings. We have been increasing our weighting in material 
and technology stocks this year as the market has given us great 
entry points into these stocks.”
— Bob McGee, senior vice president/portfolio manager, 
C.S. McKee, l.P.
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“LM Capital Group continues to believe the economy 
will perform in a stop-and-go fashion at below-
trend-level growth rates throughout 2012 and well 
into 2013. We also believe the risk of a double-dip 
recession remains a possibility, given the fragility of 
the economy coupled with the potential for exogenous 
shocks. Additional monetary easing cannot be ruled 
out, although its effectiveness remains questionable. We 
continue to believe the recession was caused by excessive 
leverage across all balance sheets (corporate, household 
and government) and the deleveraging process has and 
will continue to be painful. Our strategy continues to 
call for an overall neutral to mild-overweight duration 
portfolio position and an overweight to the plus sectors, 
although we materially reduced the plus sector allocations 
to reflect our thoughts on risk aversion and illiquidity 
and volatility of securities in the secondary market.” 
— Todd Crescenzo, vice president, lM Capital 
Group, llC.

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 $43.6 
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.


