
 
 
         July 11, 2011 
Dear Client, 
 
 We have not made any significant changes to our portfolios in the past month and still maintain about 
20% cash in the Equity Select Portfolio.  Year-to-date through June 30th, and net of fees, our Equity Select 
Portfolio was up 8.6%, our Mutual Fund Mix Portfolio was up 3.4%, and our Dividend Portfolio was up 8.1%, 
while the S&P 500 Index (including dividends) was up 6.1%.  During that same period, the US Treasury 10-year 
note (UST 2.625% 11/15/2020) returned 3.34%, including interest earned. 
 In the past month both the housing market and labor market reports have disappointed investors and 
confirmed the “soft patch” our economy is experiencing.  Last Friday’s non-farm payroll numbers were a big 
disappointment, although private sector employment increased for the 16th straight month.  At its June 22nd 
meeting the Federal Reserve Board decided to maintain the federal funds rate in the 0-0.25% range and 
expected to maintain “exceptionally low levels for the federal funds rate for an extended period.”   This low level 
of fed funds will continue to produce a very steep, positively-sloped yield curve which is generally good for the 
economy.  For those of you concerned about the “soft patch” developing into a recession, be aware that the last 
five recessions (since 1979) have all been preceded by a negatively sloped yield curve.  The FRB also noted that it 
expected the supply chain disruptions caused by the Japanese tsunami which slowed our economy in Q2 to be 
temporary.  Days later it was reported that Japanese industrial production had its largest monthly increase since 
1953.  There were also positive surprises reported for the Chicago Purchasing Managers Index and the Institute 
for Supply Management’s Index. 

The most important point we’d 
like to make concerns corporate 
earnings and its correlation to 
the level  of equity prices.  We 
believe earnings are the most 
important component in equity 
price performance.  This graph 
shows the path of earnings and 
of the S&P 500 Index from 
December 1988 through March 
2011.  Except for a brief break 
for the tech bubble of the late 
90s it’s clear that the two trend  

         Source: Standard and Poor’s                                together.  The current earnings 
estimates are for an 18% increase in 2011 and an additional 12% in 2012. The 2012 estimate of $112 should give 
strong support to equity prices.  The S&P 500 Index is trading at 1,320 which implies a relatively low 13.5 P/E 
multiple to its 2011 expected earnings.  With UST 10-year notes trading at a yield of 2.92%, the S&P earnings 
yield of 7.41% (100÷13.5) looks very attractive to us as an alternative. 
 Of course, we understand the level of uncertainty is high with continued concerns about Greece (and 
European contagion), the Chinese raising interest rates, the US debt and deficit negotiations, persistent high 
unemployment, and the slowing (but still growing) economy.  We’re not ignoring these factors; we just believe 
the market is priced at a level to compensate investors well for the uncertainty. 

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. 


