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November 25, 2014 
 

Dear Client, 
 

It has been a very good year for our strategies, and we are optimistic about the balance of the year.  Through November 21st  (net 
of fees) our Equity Select Portfolio is +18.5%, our Mutual Fund Mix is +8.5%, and our Dividend Portfolio is +19.2%, while the S&P 500 is 
+13.7% (including dividends).  The only position changes we have made recently were to the Dividend Portfolio.  In October we sold 
Analog Devices (ADI) replacing it with Eaton Corp (ETN), and we sold a very small spinoff, Halyard Health (HYH), acquired via our holding in 
Kimberly Clark (KMB).  At this writing all our portfolios are fully invested.  

  
 In a recent letter we mentioned that often the things troubling markets the most are geopolitical issues that are front-page news 
for a short time, only to become dominated by the economic fundamentals.  Such was the case for much of the last two months.  The list 
of worries grew to include the end of quantitative easing, mid-term elections, conflict in Ukraine, conflict in Gaza, confronting the threat 
of ISIS and, last but not least, the spread of Ebola.  Eventually the weight of these worries and the ever-present desire to pick the top of 
the market took its toll on stocks. However, soon after hitting a low on October 15th investors refocused on economic fundamentals.   
 

As most of you know, our favorite fundamental is corporate earnings – the foundation of equity prices.  Except for a few outliers 
(e.g., IBM, Amazon) quarterly earnings reports looked very good.  Through November 21st 487 of the companies in the S&P 500 had 
reported; 77% beat analysts’ earnings expectations and 59% beat revenue expectations. 84% of our holdings beat earnings expectations.  
The earnings growth rate for Q3 2014 is about 7.5%.  Next year’s 7-8% estimated earnings increase coupled with a dividend of 2% for the 
S&P makes a 7%-10% return for the S&P very reasonable. 

 
We believe earnings are the foundation for stock prices, but other fundamentals are providing support, as well.  Q3 GDP was up 

3.9%, payrolls continue over 200k/month, the unemployment rate is down to 5.8%, and oil prices have dropped over $20/barrel since 
September, putting a great deal of money in the consumer’s pocket for Christmas.  The recent $20-a-barrel decline in oil prices could save 
U.S. consumers about $140 billion a year, and add 1% or more to our GDP.  Although our central bank has exited its quantitative easing, 
China, Japan, and the European Central Bank have recently embarked on additional economic stimulus.  

 
 After a considerable period of low volatility the financial markets had a sizable (but very brief) shake-up.  From a closing high of 
2011.36 on September 18th the S&P 500 Index dropped almost 10% to an intraday low of 1820.66 on October 15th - the steepest decline in 
more than 2 years.  
 

Because of the depth of that decline and the extremely rapid rebound to new all-time highs, we’d like to make a few comments 
about market-timing and picking-the-top of a market.  There always seems to be a chorus of voices calling for the classic 10% decline.  
Those who missed that buying opportunity over two years ago, and waited for the next one, have since watched the market increase over 
40%!  The September/October decline was substantial, but many of those waiting for the 10% decline probably missed their opportunity.  
The decline came very close, but never actually reached 10% at its deepest, with the S&P spending only ONE HOUR trading below a 9% 
decline, and only five hours trading below an 8% decline.  Selling a “new high” is also a common method of “picking the top.”  That hasn’t 
worked out so well either.  This year the S&P 500 has made 46 new highs and the market currently trades above each of them.  Most 
years (and this one in particular) waiting for a 10% decline and selling a new high are difficult ways to manage your portfolio.  If you 
believe equities are a necessary part of a portfolio, resist the urge to time the market – it very often results in opportunities lost and 
underperformance.     

 
Thank you for letting us manage your portfolios, and have a Happy Thanksgiving. 
 

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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