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         September 7, 2012 
 
Dear Client, 
 
 It wouldn’t be a monthly client letter without mentioning Europe’s financial and economic crisis in the 
opening paragraph.  Europe’s woes have kept investors very cautious and have affected global growth in both the 
United States and China.  European Central Bank (ECB) President Mario Draghi’s recent pledges and aggressive 
leadership have calmed the European markets, and he is getting needed support from politicians to carry out his 
bond-buying plans.  On September 12th many expect the German Constitutional Court to rule favorably on the 
constitutionality of Germany’s funding of the European Stability Mechanism (ESM).  The European Union (EU) has 
also made progress formulating a plan to give the ECB the sole power to grant banking licenses and solidify the 
system.  Many are skeptical, but we think these moves will raise the level of confidence about the global economy. 

Domestic fixed income and equity markets remained relatively calm during August, but will probably 
experience more volatility through the election campaign.  Largely based on the developments in Europe, the 
equity markets are trading at four-year highs.  Also helping, Federal Reserve Chairman, Ben Bernanke, indicated 
last week that the Fed is prepared to boost accommodation and would not rule out additional asset purchases. 
Unfortunately, monetary policy alone can’t fix the global economy and much is left to be resolved on that front. 

We regularly remark on 
what we perceive to be the 
substantial relative value of 
equities vs. fixed income.  
The chart below plots the 
quarterly S&P 500 Index 
P/E with the corresponding 
Moody’s AAA Corporate 
Bond Yield from 12/1979 
through 6/2012.  To note 
the period since the S&P 
peaked in October 2007 we 
displayed the observations 
as red circles.  You can also 
view the trend (linear 
regression line) of all the 
observations.  Historically, 
lower levels of interest 
rates have been associated 
with higher P/E multiples.  

However, since the market peak in 2007 those are considerably below what the trend line would predict.  The 
value clearly lies in the equity market and a marginal multiple increase to 15x is very possible.  With 2013 earnings 
estimates at $105, this implies a 1575 level on the S&P (+10% before dividends from today’s levels).   

The only change we made to our holdings since our last letter has been to buy Ares Capital Corporation 
(ARCC), a specialty finance company, at $17.09 for the Equity Select.  Our three strategies (net of fees) have had 
mixed results through 8/31 with the Mutual Fund Mix up 5.3%, the Dividend Portfolio up 6.9%, and the Equity 
Select Portfolio down 2.8%.  The S&P is up 13.5% (incl. dividends) and has been led by the performance of 
consumer services, technology, telecommunications, and financials – all areas where we’ve been underweighted. 

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. 

 


