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August 19, 2014 
 
Dear Client, 
 

Like so many other client letters we have written over the years, we write this one as we once again stare straight into the 
almost-ever-present Wall of Worry.  There is always “something to worry about”, and for the past month the most prominent worries 
have been of a geopolitical nature (Ukraine, MH17, ISIS, Israel/Hamas), rather than fundamental economic ones.  However, as has been 
the case for many years now, there are always positives to cite – more on those later. 
 

Although equities traded badly in July it was only a 1.51% decline, and the S&P is still substantially positive for the year.  YTD 
through August 18th, the S&P 500 Index is up 8.06% (incl. dividends), while (net of fees) our Equity Select Portfolio is up 11.54%, our 
Dividend Portfolio is up 10.81%, and our Mutual Fund Mix is up 7.02%.  Most declines due to political difficulties, although unsettling and 
providing a great deal of “noise” for the markets, subside in the longer-run as they become dominated by the macroeconomic 
fundamentals.  We believe the recent correction is temporary and just a normal market reaction.  In fact, the S&P 500 has been through at 
least 6 corrections between 2013 and 2014 greater than 3%, and proceeded to make new highs after each one.  In hindsight each one was 
a buying opportunity, not the signal for the top of the market.  The magnitude of the two biggest declines was an identical 5.76% in 
May/Jun 2013 and once again in Jan/Feb 2014.  This most recent correction equaled 3.94% from the close on July 24th to the low close of 
August 7th.  Many investors have been waiting for the “10% correction” that would give them the comfort to buy the market; that wait has 
had a very high opportunity cost.  As we write this the S&P 500 is within 1% of its all-time high. 
 

In contrast to global difficulties which have slowed growth in Europe and China, our domestic economy continues its gradual 
improvement.  Q2 GDP of +4.0% growth more than reversed Q1’s -2.1% decline.  The most recent non-farm payroll number was +209k - 
the 6th straight month over 200K.  Capacity utilization numbers are once again approaching 80%, and could be an indication that 
businesses will need to expand plant & equipment facilities, as well as payrolls.  Corporate earnings season has also turned out to be very 
solid and better-than-expected.  Through August 15th, of 469 S&P 500 companies reporting, 73% have beaten earnings estimates, and 64% 
have beaten revenue estimates.  With a forward 12-month earnings per share estimate of $128 and the S&P 500 trading at 1,970 the 
forward P/E multiple is 15.4x, which is slightly below its long-term average.  The reciprocal of the P/E multiple (1/15.4) is the earnings 
yield of 6.50%.  This yield premium of over 4% compared to the UST 10-year note at 2.40% is very attractive compared to its 1% average 
over the past 20 years.  Even after the 195% rally from 2009’s bottom US equities appear to have plenty of value.  As most of you know, 
we place great weight on the level of corporate earnings, so if corporations continue to maintain earnings increases (as expected) we 
believe the equity markets will continue to make new highs. 
 

We believe in stocks for the long run, but we don’t invest in them without good reason.  With earnings growth continuing, strong 
corporate balance sheets, domestic economic growth, very low interest rates, abundant and cheap energy in the US, a growing global 
middle class, and almost daily advances in medicine and technology, we continue to see opportunities and remain optimistic.  As always, 
we encourage you to contact us with any comments or questions you have about any of our investments.  Thank you for letting us 
manage your portfolios. 
 

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. 
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