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NORTHERN TRUST RESEARCH 

Expertise across 
a wide range of 
offerings.

FOCUS Investment Research incorporates thorough, impartial and authoritative insights from 
Northern Trust’s diverse team of experienced professionals – delivered to you through a variety 
of venues.  

Northern Trust  is one of the world’s leading providers of asset servicing, asset management 
and wealth management services. Founded in 1889, Northern Trust manages assets totaling over 
$915 billion for institutions and private clients and is a global leader in exceptional client service 
with innovative technology.

As a recognized authority on asset allocation with expertise in capital market expectations, 
research and portfolio implementation, we deliver comprehensive solutions to navigate even the 
most diffi  cult market environments. A FOCUS Investment Research subscription provides the 
following key components to assist you in evaluating and implementing investment solutions.

F O C U S  I N V E S T M E N T  R E S E A R C H 

Enhance your investment decision-making  with comprehensive and timely information  

EQUITY 
RESEARCH

Access to the expertise of 12 senior analysts with an average of 20 
years of investment experience covering over 275 individual equity 
securities.

ECONOMIC 
RESEARCH

A long history of unique views on the economy; currently staffed 
with six economists providing economic forecasts and commentary.

FIXED INCOME 
RESEARCH

Credit analysis performed by a team of 21 analysts averaging 14 
years of investment experience and guided by robust macro views 
on interest rates.

 ASSET ALLOCATION 
STRATEGY 

Combining comprehensive bottom-up analysis with top-down 
strategy to generate asset allocation advice for both strategic and 
tactical time horizons.

INVESTMENT INSIGHTS Communications to support all asset allocation recommendations. 
Ongoing educational seminars to help navigate fiduciary duties. 

INVESTMENT 
PORTFOLIO SUPPORT

Investment policy analysis and a centralized point of contact for 
assistance with Northern Trust research, investment offerings and 
investment platforms. 

 MULTIPLE 
DELIVERY VENUES

Advice delivered through a wide array of venues including 
email, conference calls, our web portal and our annual FOCUS 
conference.

We believe that FOCUS Investment Research is the foundation to delivering long-term, 
quality investment outcomes for clients. It’s our job to accumulate and interpret facts to reach 
sound investment conclusions and deliver expert investment advice. Our commitment to FOCUS 
Investment Research has led us to build one of the broadest buy-side research footprints in the 
asset-management industry. 

  THE FOCUS INVESTMENT RESEARCH SUBSCRIPTION PACKAGE 
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TAA:  “ Downside Protection; 
Upside Participation”

SAA:  “ Forward Looking; 
Historically Aware”

Tactical Asset 
Allocation (TAA):

• 12-month time horizon

• Formal meetings on at   
 least a monthly basis 

• Top-down strategists    
 complement bottom-up   
 analysis from “in-the-
 fi eld” practitioners

Strategic Asset 
Allocation (SAA):

• 5-year time horizon

• Annual review by    
 Northern Trust’s 
 senior strategists

• Comprehensive    
 capital market    
 assumptions under-  
 pin cutting-edge    
 portfolio construction

Risk Analysis:
TAA vs. SAA 

“benchmark”

Universe of U.S. 
Traded Stocks

STOCK COVERAGE UNIVERSE SECTOR RECOMMENDATIONS

Effi cient Market Coverage
High Quality Bias

NT Guidance List

Top-Down Asset Allocation

Equity Sector Strategy

Bottom-up Fundamental Research

A FUNDAMENTAL & OBJECTIVE APPROACH TO EQUITY RESEARCH
Allowing access to the expertise of 12 senior analysts with an average of 20 years of investment experience covering 
over 275 individual equity securities. 

How this benefits you…
• Access to analysts provides insight at both the stock and sector level
• “Buy-side” approach leads to research directly applicable to portfolio decision-making
• Timely reports equip PMs with the latest on market events and quarterly earnings releases
• Sector strategy assists equity portfolio construction

COMPREHENSIVE ASSET ALLOCATION AT TWO DISTINCT TIME HORIZONS
At the core of FOCUS Investment Research,  Northern Trust combines comprehensive bottom-up analysis with top-down 
strategy to generate asset allocation advice for both strategic and tactical time horizons.

How this benefits you…
• Long-term return expectations help guide client expectations regarding investment outlook
• Strategic asset allocation recommendations facilitate the investment policy statement process – aligning client goals with   
 appropriate risk profi les
• Tactical asset allocation provides insight into near-term views on the risk-taking environment and potential opportunities
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Equity Research
Guidance List
Equity Investors Weekly
Sector Diversifi cation Strategy
Sector Views

Economic Research
U.S. Economic & Interest Rate 
Outlook
The View from Here

Fixed Income Research
Fixed Focus
Fixed Income Guidance List
Investment Commentary

Asset Allocation
Capital Market Assumptions
Tactical Asset Allocation 
Monthly Strategy Calls

Educational Materials
Monthly Perspective 
Investment Strategy Commentary
Benchmark Performance Report
S&P Sector Performance Report
Perspective Chartbook
Northern Trust Chart Library

INVESTMENT COMMUNICATIONS SAMPLES

How this benefits you…
• Strategic and tactical asset allocation decisions are   
 accompanied by commentary arming portfolio   
 manager’s with talking points in client discussions
• Presentation decks provide for collateral materials in  
 client meetings
• Monthly strategy reports provide clients with 
 fresh thinking on market environment and asset class  
 strategies

EQUITY SECTOR STRATEGY COMMITTEE - TARGET WEIGHTS
1/18/2012 S&P 500 Over/Under ESSC Target

S&P 500 Sectors NT Recommendation Weight (%) Weights (%) Weight (%)
Information Technology Overweight 19.2% 2% 21.2%
Energy Moderate Overweight 12.1% 1% 13.1%
Consumer Discretionary Moderate Overweight 10.8% 1% 11.8%
Financials Market Weight 14.1% 0% 14.1%
Consumer Staples Market Weight 11.0% 0% 11.0%
Industrials Market Weight 11.0% 0% 11.0%
Materials Market Weight 3.7% 0% 3.7%
Health Care Moderate - 11.8% -1% 10.8%
Utilities Moderate - 3.6% -1% 2.6%
Telecommunication Services Underweight 2.8% -2% 0.8%

TNT Target Weights
Full Overweight 3% + above B'mark
Overweight 2% above B'mark
Moderate Overweight 1% above B'mark
Market Weight Market Weight
Moderate - 1% below B'mark
Underweight 2% below B'mark
Full Underweight 3% + below B'mark
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Pipeline Update. Catalysts will be Critical Over the Next 12 Months. 
Durata Safety Data Improves. 
 
CONCLUSION: 

We believe the next 12 months will be critical for our St. Jude (STJ, 1/C) investment 
thesis.  There are many pipeline catalysts that need to play out in 2H13 for STJ to 
outperform as it sets up our revenue acceleration thesis in 2014-16.  We list these 
events in this note along with an updated pipeline analysis.  As part of our thesis, we 
also expect the ICD and pacemaker markets to stabilize.  If both of these happen, STJ 
should move materially higher.  If they do not take place or if the pipeline fails to 
materialize, we will likely recommend moving on to another idea.   At current prices, 
we find the risk-reward attractive with +40-50% upside and 10-15% downside.  
 
Another key factor that continues to plague the stock is the safety of the wire-lead 
Durata.  The good news is that the safety data continues to improve.  In February 
2013, the journal EuroPace included a study from the University of Pittsburgh that 
analyzed the failure free survival of Riata, Riata ST, Durata, and Medtronic’s Sprint 
Quattro leads.  The results strongly support the reliability of Durata.  Electrical 
failures occurred in just 0.6% of all Durata leads, significantly less than Riata 
(5.4%) and comparable to the rate seen with Quattro (1.0%).  Re-affirm 1/C.  
 
 

DETAILS: 
We also recently spoke to an ex-FDA inspector.  We believe nothing should happen 
on the FDA front for at least 12-18 months.  The FDA has just mandated a 3 year 
study of all STJ leads, including Durata.  This includes fluroscopy of the leads, which 
should address any externalization concerns.  While leads are only 3-4% of 
revenues, they are typically bundled with the ICD cans. Investors fear that a full 
recall would be damaging to STJ's Cardio Rhythm Management Segment.  We discuss 
this hypothetical risk in greater detail below. However, based on the latest study in 
EuroPace, the above FDA study, and a strong safety profile, we continue to believe 
the focus eventually shifts to STJ's pipeline and away from the Durata noise.  We re-
affirm our 1/C rating.   
 

1. Pipeline Update: After the STJ analyst day, we conducted an extensive 
analysis of the STJ pipeline.  We have spoken to physicians and consultants regarding 
various products.  We walked away with more products that could drive sales growth 
over the next 3-5 years.  Over the near future, we are focused on the following 
catalysts for STJ that could setup 2014-15 for accelerating sales growth.    
  

 2013: MediGuide system launch in US and Europe.   

St. Jude Medical Inc (STJ) STJ.N Rating: 1/C 

 

THESIS: 

We view STJ as a dislocation idea with a potential inflection from a strong pipeline 
over the next 2-4 years.  We believe STJ is dislocated from its underlying fundamentals 
driven by concerns from an FDA recall in December 2011.  We believe STJ is well 
positioned in key pipeline areas including transcatheter heart valves, renal 
denervation, and heart closure systems.  Each of these has potential to generate more 
than $1B in sales for STJ. 

BUSINESS UPDATE 
Health Care Equipment & Supplies
Sandeep Soorya 
 

 
Current Rating 1/C 
Previous Rating P/B 
  Last Rating Chg 06/27/2012 
 
 
 

Previous Close $41.94 
  

Projected 12 mo Trading Range 
Low: $36.00 -14.2% 
High: $60.00 43.1% 
  

52week Hi/Low $43.75 $30.25 
YTD % Change 16.1% 
  
 
 
 

 2012a 2013e 2014e 
EPS ($) 3.48 3.83 4.15 
  % chg  10.1% 8.4% 
P/E 12.1 11.0 10.1 
Consensus 3.7 3.95 
Fiscal Year End 12/31/2013 
 
 
 

Market Cap ($m) 11,865 
Shares Out (m)  310.0 
 

Annual Dividend $1.00 
Dividend Yield 2.38% 
 

Book Value/Share $13.85 
Price/Book Value 2.9 
Price/Sales 2.16 
 

Debt/Total Cap 42.93 
LT Growth Rate 10.06 
 
 
 

St. Jude Medical, Inc. (St. Jude) develops, 
manufactures and distributes cardiovascular 
medical devices. Its principal products in 
each therapy area are: Cardiac Rhythm 
Management - tachycardia implantable 
cardioverter defibrillator systems (ICDs) and 
bradycardia pacemaker systems 
(pacemakers); Cardiovascular - vascular 
products, which include vascular closure 
products, pressure measurement guidewires, 
optical coherence tomography (OCT) imaging 
products, vascular plugs and other vascular 
accessories, and structural heart products, 
which include heart valve replacement and 
repair products and structural heart defect 
devices; Atrial Fibrillation - electrophysiology 
(EP) introducers and catheters, advanced 
cardiac mapping, navigation and recording 
systems and ablation systems, and 
Neuromodulation - neurostimulation 
products, which include spinal cord and deep 
brain stimulation devices. On August 30, 
2012, it realigned its product divisions into 
two new divisions. 
Source: Thomson Reuters 
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Insights on...
INVESTMENT STRATEGY

Northern Trust 
Global Investments
50 South La Salle Street
Chicago, Illinois 60603
northerntrust.com

James D. McDonald
Chief Investment 
Strategist
jxm8@ntrs.com

Daniel J. Phillips, CFA
Investment Strategist
dp61@ntrs.com

Phillip B. Grant
Investment Analyst
pbg1@ntrs.com

SUMMARY
Every year, our capital market assumptions team gathers to develop longer-term forecasts for  
economic activity and financial market returns. These forecasts are designed to be “forward 
looking, historically aware;” meaning we combine historical analysis with forward-looking 
views to arrive at our base case expectations. The exercise is also meant to serve as a guide to the 
opportunities and risks our investment teams see over the five-year investment horizon – and 
what specific thematic developments our teams are watching as they pertain to appropriate  
asset allocation.

The political environment has quickly become the most important factor we are watching, 
as the various economic regions seek individual solutions to global problems, including the 
need for deleveraging and rebalancing. Expected growth trajectories are not in politicians’ favor, 
although growth trajectories may be helped by monetary policy (if central banks can keep control 
of interest rates) and technological advances (if they can be put to use). The world is now more 
dependent on the “G2” (United States and China) than ever as the G2’s contribution to global 
growth nears 45%. We believe asset class returns will continue to be driven by the search for  
alternative yield, while asset class construction will need to evolve to acknowledge both this 
search for alternative yields and our view that companies need to be separated from countries.

In summary, to carry last year’s analogy forward, the “aspirin” being provided by central banks in 
the form of accommodative monetary policy is helping to reduce the pain of the debt hangover, but 
it is only treating the symptoms. Structural changes are necessary before the medication can be 
stopped, and we see that as a slow-moving process. Detail on how we expect these trends to affect 
the various asset classes can be found in Exhibit 1. 

EXHIBIT 1: EQUITIES BORROWING RETURNS FROM FIXED INCOME

Five-Year Asset Class Outlooks

Fixed Income

We believe fixed income asset classes will suffer from low interest rates throughout the forecast 
horizon, leading to lowered returns from last year’s forecast. Credit indexes, such as corporate 
debt and high yield fixed income, will benefit from spread compression as investors increasingly 
seek out fixed income securities providing real yield.

Equities

An extension of the accommodative global monetary policy will likely counter the elongation  
of the slow-growth environment — supporting equity valuations and prompting an upward revision 
to our global equity return expectation. High dividend yields relative to Treasury rates also 
increase the attractiveness of broader equities. 

Real Assets

We are forecasting low inflation by historical standards. However, our expectations for  
accommodative monetary policies increase the risk of higher inflation, which will support 
real assets and inflation-protected debt. China’s shift toward the consumer will alter traditional 
relationships within the asset class. 

We now classify gold as an alternative currency, better reflecting its role in asset allocation.

Alternatives

Empirical evidence shows a statistically significant premium attached to private equity, making 
it an attractive asset class for investors able to assume illiquidity. Our hedge fund forecast is 
built by analyzing the broad asset class’s historical exposures to various risk factors; careful 
analysis is required to identify true alpha-generating funds. 

Source: Northern Trust Capital Market Assumptions Working Group
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March 13, 2013

O U T L O O K

Financial markets continued their upward trend during 
the last month, as global stock markets rallied and safe-
haven assets, such as government bonds and gold, retreated. 
Reflecting continuing skepticism about investing in the 
post-financial-crisis environment, investors worry that 
recent gains are solely the result of central bank “money 
printing” and are bound to reverse. While we believe the 
reversal of easy monetary policy globally represents the  
primary intermediate-term risk to the markets, we think 
that the market gains are justified and remain constructive 
on risk taking. In recent months, we’ve seen improving  
U.S. economic data and solid corporate profit reports. 
Momentum in housing and capital spending, which are  
the key to the longevity of this business cycle, is helping  
support gains in employment. These gains should also  
help offset some of the impact of increased taxes and 
reduced government spending that take effect this quarter. 
Even though the recent drop in the U.S. unemployment 
rate to 7.7% is welcomed progress, we think the Federal 
Reserve is a long way from deciding there has been sufficient 
improvement to begin tightening monetary policy. 

Turning to the outlook for Europe, growth is stabilizing 
at a recessionary level, but the European Central Bank seems 
content for now with the progress of its programs aimed at 
supporting governmental bond markets. The major change in 
developed markets has come from Japan, where “Abenomics” 
is focused on ending a two-decade-long deflationary cycle 
through aggressive easing and inflation. Should Japan get this 
right and succeed at generating both domestic demand and 
export growth, it would be an unexpected positive for the 
global economy.

Emerging-market growth signals are becoming more 
muddled, as Chinese growth figures have shown a modest 
slowing in recent months. We still expect that China has 
avoided a hard landing, but inflationary trends need to stay 
subdued for policy makers to implement large fiscal stimulus. 
With inflation in the United States and Europe expected to 
remain at comfortable levels this year, and Japan seeking  
to boost inflation, we see little prospect for tighter global 
monetary policy in 2013. This should continue to support 
financial markets, as growth continues to generate corporate 
profit growth and the return of capital to shareholders.
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  KEEPING ABREAST OF MARKET CONDITIONS

SUPERIOR CONTENT

Research

Strategy

Consultation

Fulfillment

EFFICIENT DELIVERY               

Email

Conference Calls

Web Portal

Annual Conference

COMPREHENSIVE SUPPORT

Jennifer Diacou, CPWA® 
FOCUS Senior 
Relationship Manager

Investment Solutions 
Group (ISG) 

Rossana Colangelo 
Investment Solutions 
Specialist

Daniel Phillips, CFA
Investment Strategist

Reports and advice delivered through a wide variety of venues – including email, frequent conference calls, access to our web 
portal and our annual FOCUS conference.

FOR MORE INFORMATION 
For more information on Northern Trust FOCUS Investment Research, please contact:

Jennifer Diacou, CPWA® 

FOCUS Senior Relationship Manager
(312) 444-3804 
jl81@ntrs.com

or

Northern Trust Investment Solutions Group (ISG)
(855) 645-8303 
NorthernSolutionsGroup@ntrs.com     


