
 

  
November 13, 2012 

Dear Client, 
 
We apologize for the delay in getting our October client letter out to you, but we wanted to wait for the 

election results before writing.  Presidential elections usually remove a great deal of uncertainty from the markets, 
but unfortunately this one didn’t.  The negotiations dealing with the looming “fiscal cliff” are keeping uncertainty 
alive and well.  Near-term, economic fundamentals will take a back seat to politics.  Many feel Washington will be 
unable to compromise and will let our economy plunge over the cliff, and those voices have definitely unnerved 
investors, particularly since the election.  Many economists project such inaction will result in a 1% contraction in 
Q1 2013 GDP, rather than a 2% increase if we avoid the cliff. We expect that, although neither political party will 
be happy with compromise, a compromise will be reached.  Too much is at stake, and both the Administration and 
Congress will remember only too well the problems created for the markets and the economy while they wrangled 
over the budget and debt ceiling in the summer of 2011.  That resulted in a credit rating downgrade for the US, 
and another could be coming if our deficit problems aren’t addressed soon. 

There is a great amount of speculation about raising the tax rates on both capital gains and dividends 
from their current 15% level, and that has put pressure on the markets.  Increases will no doubt be part of the 
compromise.  We wonder how much the tax increases will be tempered by pushback from savers/investors 
already suffering from what is referred to as “financial repression” caused by the Federal Reserve’s historically low 
interest rate policy.  Many already view this policy as a hidden “tax” that aids the government in selling and 
servicing its huge deficits on the backs of savers.  Although tax policy and the fiscal cliff will dominate the 
headlines, we would urge everyone to be careful about making investment decisions based only on taxes.  Keep 
things in perspective and don’t exit fundamentally sound, long-term investments just because of tax increases. 

Earnings reporting season is nearing completion and earnings have actually been better than expected.  
Many analysts expected flat (or negative) comparisons to last year’s Q3 numbers.  At this point, it appears that 
earnings have actually grown 2.3%, although the revenue numbers have been a bit of a disappointment.  Through 
November 12th 64% of reporting companies have beaten earnings estimates, but only about 40% have exceeded 
revenue expectations.  By way of comparison, 78% of our holdings in the Equity Select Portfolio exceeded earnings 
estimates and 73% in the Dividend Portfolio did.  Even with pressure on revenues this past quarter, expectations 
for 2013 earnings range anywhere from an increase of 4% to 10%.  Add even the low end of this range  to the 2% 
dividend payment of the S&P and it’s not unreasonable to expect a 6-8% equity return next year without any 
increase in the (already reasonable) market multiple. 

In our portfolios, the only significant change we made recently was the sale of Leggett & Platt (LEG) in our 
Dividend Portfolio.  LEG was a long-term holding for us, with a solid dividend, and had performed well over time.  
However, we wanted to increase the level of cash in that portfolio to between 10-15% in case of further pull backs.  
LEG had performed better YTD (+22%) than anything else held in Dividend Portfolio. Through October 31, the S&P 
500 is +14.3% (incl. dividends), while (net of our fees) our Mutual Fund Mix is +7.5%, our Dividend Portfolio +8.6%, 
and the Equity Select Portfolio -2.9%.  

Since the mid-October highs the equity markets have traded off almost 7%.  Although the correction could 
continue and we don’t expect fiscal cliff negotiations to be smooth or settled quickly, we think a great deal of bad 
news and uncertainty is already discounted in the market.  Corporations are making money, their balance sheets 
are solid, multiples are very reasonable, and Washington will ultimately reach a compromise on the fiscal cliff.  We 
will continue to maintain an optimistic long-term view. 

On a very different note, we hope you and your families survived Sandy with a minimum of damage.  
Many of you contacted us to inquire about our well-being and we appreciate that very much.  As always, thank you 
for letting us manage your portfolios and please contact us with any questions or comments. 
 

Michael A. Camp      Joseph F. Hunt 
Principal       Principal 

 
Investing and trading in stocks and other securities are risky and carry an inherent element of risk, including the potential for loss of principal.  Northwest Criterion Asset 
Management, LLC cannot guarantee and you should not assume past performance of its model portfolios and investment plans are either an indication of or a guarantee for 
future results.  Northwest Criterion Asset Management, LLC cannot and does not give any assurance that the trades placed based on its investment plans will be profitable. 
 


