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NORTHERN TRUST 2Q2014

Investment Objective
The large cap value portfolio’s strategy seeks to produce above average long-term returns while 
taking less than market risk. Historically, value portfolios tend to perform in line with a rising 
market, lag a rapidly rising market and outperform a declining market.

Investment Strategy
The portfolio management team utilizes a traditional value approach focusing primarily on large 
capitalization companies. The process begins with fundamental analysis on individual companies 
that meet the team’s dividend yield criteria. Emphasis is placed on underlying values, free cash 
flows and the identification of a catalyst that may fuel the eventual realization of those values. 
The universe of securities includes stocks with above average dividend yields because they help 
manage risk and are less volatile than stocks with little or no dividend. Yield also provides an 
objective characteristic to identify undervalued equities. The management team strives to take 
advantage of market inefficiencies by identifying companies that are temporarily out of favor 
and, therefore, present unusual values.

PORTFOLIO CHARACTERISTICS (06/30/14)

TOP TEN HOLDINGS (06/30/14)

 

 

L A R G E  C A P  V A L U E  P O R T F O L I O  P R O F I L E

Northern Trust provides investors with access to investment management that dates back to 1889. Our disciplined investment 
strategies are a result of combining extensive research, active risk management, and well-defined buy/sell criteria. 

NUMBER OF STOCK HOLDINGS: 

45 – 55

AVERAGE DIVIDEND YIELD:

Above the S&P 500

AVERAGE CASH LEVEL OVER 
MARKET CYCLE:

Below 5%

RISK STANDARD DEVIATION: 

Below the S&P 500

CAPITALIZATION: 

Large companies

LARGE CAP 
VALUE 

PORTFOLIO

RUSSELL 1000 
VALUE   

   INDEX1

S&P 500 
INDEX

DIVIDEND YIELD 2.6%2 2.3% 2.0%

PRICE/BOOK 1.8 1.8 2.7

PRICE/EARNINGS  
(TRAILING 1-YR) 13.0 13.2 15.9

MARKET CAP $112.9b $110.0b $125.2b

1   The primary benchmark for this composite is the Russell 1000 Value Index, 
    which measures the performance of the large-cap value segment of the U.S.  

 equity universe. It includes those Russell 1000 companies with lower price-to-book  
  ratios and lower expected growth values. Direct investment in an index is  

    not possible. 

2   Dividend yield is one component of performance and should not be the only 
    consideration for investment.

1 BAKER HUGHES INCORPORATED

2 METLIFE INCORPORATED

3 WELLS FARGO & COMPANY

4 INTEL CORPORATION

5 PRUDENTIAL FINANCIAL INCORPORATED 

6 JPMORGAN CHASE & COMPANY

7  GOLDMAN SACHS GROUP INCORPORATED 

8 CHEVRON CORPORATION

9 SCHLUMBERGER NV

10 ALLSTATE CORPORATION

The portfolio holdings, characteristics and sector allocations are for illustrative purposes only, subject to change and can vary 
for individual accounts. This information is not a recommendation to buy or sell any security. There is no assurance that any 
security discussed was profitable or will prove to be profitable.
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INVESTMENT PROFESSIONALS 

Doug J. McEldowney, CFA , CPA 
Head, Active Equity Portfolio Management
Rollins College, MBA
University of Kentucky, BA
30 years of investment experience

Donna L. Renaud, CFA
Senior Portfolio Manager
Arizona State University, MBA
Pennsylvania State University, BA
28 years of investment experience

Alec R. Harrell, CFA
Senior Portfolio Manager
University of Southern California, MBA, JD
Claremont McKenna College, BA
12 years of investment experience

Richard J. Pickert, CFA 
Portfolio Manager  
Villanova University, BS
11 years of investment experience

Alex Ryer, CFA, FRM, CAIA 
Senior Portfolio Manager 
University of New Hampshire, MBA 
Bucknell University, BS
24 years of investment experience

Corey J. Tiller, CFA 
Portfolio Manager 
Liberty University, BS 
3 years of investment experience
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PORTFOLIO SECTOR ALLOCATION* (06/30/14) 

* The portfolio sector allocations are for illustrative purposes only and subject to change
without notice. This information is not a recommendation to invest in any
strategy. There is no assurance that any security discussed was profitable or will
prove to be profitable.
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M A R K E T  O U T L O O K

Commentary from the portfolio management team

Posting yet another positive quarter, the S&P 500 Index 
(S&P) rose in the second quarter 2014, despite a -1% 
first quarter contraction in gross domestic product 
(GDP). With economic weakness explained away by 
frigid weather, stocks continued to advance to reach 
new highs as investors focused on second half growth 
and the Federal Reserve’s ultra-low interest rates.

Looking to the second half and beyond, we believe 
US equities offer some of the best risk-adjusted return 
opportunities for investors, particularly value strategies 
which tend to perform better in anticipation of rising 
earnings. Manufacturing competitiveness, a reduction 
in fiscal drag, consistency in domestic monetary policy, 
and attractive real growth rates offer key structural 
improvements that could drive positive performance. 
With equity markets closely tied to the direction of 
earnings and S&P earnings projected to grow about 
8% this year, we believe our Large Cap Value (LCV) 
portfolio is well positioned to take advantage of 
these prospects with attractive positioning in Energy, 
Consumer Discretionary, Materials and Information 
Technology and a forward price-to-earnings ratio of 
13.5x versus 15.3x for our Russell 1000 Value (RLV) 
benchmark; an average return-on-equity of 15.0% 
versus 12.4% for the RLV; and a dividend yield of 2.6% 
versus 2.3% for the RLV, with 88% of LCV portfolio 
companies raising their dividend an average of 27.6% 
in the last twelve months. The portfolio’s five largest 
stock positions at the end of 2Q14 were JP Morgan, 
MetLife, Prudential, Wells Fargo, and Baker Hughes. 
No positions were sold or added to the portfolio in 
the second quarter.

With the market now offering more normalized 
growth and return expectations compared to the 
volatile climate of 2011-2012, and correlations 
continuing to fall to normal levels between benchmark 
stocks and different asset classes, we believe the current 

market environment is increasingly favorable for 
stock picking and active management. As the Federal 
Reserve tapers the stimulus program, we do not 
expect the market to rise in a straight line or with high 
correlations among market constituents as it has in the 
past five years. We believe this situation could lead to 
increased volatility and greater dispersions between the 
companies that are executing well and those that are 
not. In this environment, we believe our old-fashioned 
stock picking strategy—which emphasizes bottom-up 
fundamental research to identify companies with 
good long-term prospects, defensible business models, 
high free cash flow yields, strong balance sheets, high 
sustainable margins, and long-term catalysts that 
are selling at a discount to intrinsic value due to 
temporary dislocation and/or market mispricing—is 
the way to go to anticipate emerging trends and risks 
and take advantage of out-of-index opportunities. 
Thus, we are optimistic about the prospects for our 
LCV portfolio and our active approach to security 
selection and portfolio construction. Based on our 
two decades plus of hands-on experience, we have 
always maintained that active management is the best 
vehicle for adding outperformance to a diversified 
investment mix. With a return to historical market 
norms creating a favorable environment for stock 
picking, we expect to see an upsurge in demand for 
actively managed strategies, including our own. As 
money continues to flow into US stocks, we will 
continue to follow our discipline of investing in 
mispriced, out-of-favor companies offering strong 
underlying value and holding them until they reach 
what our research identifies as their true intrinsic value 
to build a portfolio that offers an above benchmark 
yield and derives most of its performance from 
security selections and conviction as opposed to sector 
allocation, factors, or concentrations. 
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NTFI FLY LCVP (7/14)

IRS Circular 230 Notice: To the extent that this message or any attachment concerns tax  
matters, it is not intended to be used and cannot be used by a taxpayer for the purpose of  
avoiding penalties that may be imposed by law. For more information about this notice,  
see http://www.northerntrust.com/circular230.

Russell 1000® Value Index is an unmanaged index which measures the performance of the large-cap value segment of the U.S. equity universe. It includes those 
Russell 1000® companies with lower price-to-book ratios and lower expected growth values. It is not possible to invest directly in an index.

The S&P 500 is an unmanaged, capital-weighted index representing the aggregate market value of the common equity of 500 companies primarily traded on the 
NYSE.

The opinions expressed in this newsletter are those of the author and do not necessarily reflect those of the Northern Trust Corporation or its subsidiaries.  
Performance is historical and does not guarantee future results. Index returns do not reflect any fees or expenses. It is not possible to 
invest directly in an index. The information provided should not be considered investment advice or a recommendation to purchase or sell any security. There is no 
assurance that any of the securities discussed herein will remain in a portfolio at the time you receive this report or that securities sold have not been repurchased. The 
securities discussed herein do not represent an entire portfolio and in the aggregate may represent only a small percentage of a portfolio’s total holdings.  It 
should not be assumed that any of the securities transactions or holdings discussed were or will be profitable, or that the investment recommendations or decisions  we 
make in the future will be profitable or will equal the investment performance of the securities discussed herein. In addition, your financial  
consultant should be contacted if there have been any changes in your financial situation or investment objectives, or 
if you wish to impose or modify any account   restrictions on the management of the account. Asset Management at 
Northern Trust comprises Northern Trust Investments, Inc., Northern Trust Global Investments Ltd., Northern Trust Global Investments Japan, K.K., Northern Trust 
Global Advisors, Inc., and investment personnel of The Northern Trust Company of Hong Kong Limited and The Northern Trust Company.

For Financial Professional Use Only. This may not be reproduced, shown or quoted to members of the general public.

NOT FDIC INSURED May lose value No bank guarantee

FOR MORE INFORMATION
To learn more about investing in the Large Cap Value Portfolio, please call our Financial 
Intermediaries Consulting Group at 877-867-1259 or visit us at northerntrust.com/intermediary.




