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September 10, 2013 
 
Dear Client, 
 

In the last few months we saw a great deal of volatility in equity and fixed income markets.  The fear of higher interest rates, if 
and when the Federal Reserve decreases the level of monthly purchases of its Quantitative Easing program, was the chief driver of that 
volatility and the price declines.  
 

The domestic economy has produced mixed signals, but on balance seems headed, albeit slower than desired, in the right 
direction.  Although slowing their rate of increase, all-important corporate profits continue to head higher.  Europe has shown signs of 
stabilization, Japan’s economy has grown more than expected on the heels of “Abe-nomics”, and China’s economic numbers have proved 
to be stronger than predictions.  These developments are tempering the macroeconomic fears that had been developing earlier this 
summer. 
 

Of course politics can’t be ignored.  The Obama administration’s response to Syria’s use of poison gas on its citizens is providing 
uncertainty and has yet to be determined, but tensions seem to have diminished over the last few days.  In coming days there will also be 
sharp political focus on the domestic front as the Administration and Congress wrangle over another increase in the debt ceiling.  We have 
been through many debt ceiling increases before and it always passes, but the bargaining of recent years has produced volatility in the 
markets. 
 

We are pleased with the performance of our strategies and remain optimistic through the balance of the year, even if the Fed 
does reduce its QE3 purchases.  Net of fees through September 9th our Equity Select Portfolio is up 21.0%, our Mutual Fund Mix is up 
7.7%, and our Dividend Portfolio is up 10.9% while the S&P 500 Index is up 19.0% (including dividends).  The Dividend Portfolio felt more 
pressure over the past few months as a result of increasing rates than our other strategies.  In an effort to avoid the headwinds of higher 
interest rates we have tried to reduce our exposure to fixed income investments and their proxies in our more conservative Mutual Fund 
Mix Portfolio and the Dividend Portfolio. 
 

We would like to briefly discuss why equity investors shouldn’t necessarily be fearful of higher interest rates.  This summer saw 
dramatic increases in intermediate- and long-term interest rates and a knee-jerk reaction to lower prices in equity markets.  The S&P 500 
reached an all-time high of 1,709 on Aug 2nd before declining to 1,630 on Aug 27th and, despite that correction, markets recovered to a 
point (1,680) that is now less than 2% below that all-time high.  On May 2nd UST 10-year notes yielded 1.63% and on Sept 5th they yielded 
2.99% - an increase of 136 basis points.  We identified eight periods since December 1992 using month-end data in which UST 10-year 
note rates rose 100 basis points or more, and measured the performance of the S&P 500 Index in the six-month and one-year periods 
following those moves.  After six months the S&P was higher 6 of 8 times, while after one year it was higher 7 of 8 times.  Often rates 
move higher as a result of an improving economy, which is beneficial to stocks, and that’s where we believe we are for the foreseeable 
future.  We urge everyone to resist the temptation to respond to the cries of “risk on/risk off” that we hear much too frequently in the 
media.  The markets are not a zero-sum game and should be approached with a more sophisticated, dynamic analysis than that.  Equities 
can rise coincident with rising interest rates.  As stated earlier, we remain optimistic, but realize the almost-certain rise in interest rates 
will require different investment choices than would have been made a few years ago. 
 

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. 
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