
 

  
October 8, 2012 

Dear Client, 
 

For two years our markets and economic activity have been weighed down by the European debt crisis 
and lack of united political leadership to address the problems.  However, on July 26th European Central Bank 
President Mario Draghi made a major commitment to a massive bond-buying plan designed to ease fears of 
further tensions and lessen the probabilities of a Euro-zone breakup.  Governments still need to address fiscal 
problems, but this aggressive policy has been well received by the markets (see graphs).  In addition to Draghi’s 
efforts, on September 13th our Federal Reserve Bank announced an additional bond-buying program and will begin 
buying $40 billion per month of agency mortgage-backed securities in addition to the monthly $45 billion in 
maturity extensions already in place.  The Fed expects this will “put downward pressure on longer-term interest 
rates, support mortgage markets, and help to make broader financial conditions more accommodative.” 

 The graph at the left 
displays the dramatic drop in 
yield on both Italian (over 1.40%) 
and Spanish (over 1.60%) 10-year 
government notes since July 25th. 
The steep declines in borrowing 
costs are a great relief to the 
finances of these countries and a 
sign that investors view the policy 
very favorably, even though it is 
not the entire solution. 

                                                                      
Central bank policy also had a 

very positive effect in rebuilding investor 
confidence in equity markets.  They have 
been aggressive buyers of German, 
French, and US equity markets.  The 
graph on the right reveals the extent of 
this recent rally since July 25th: DAX 
+15.5%, CAC +12.2%, S&P 500 +9.2%.  
These performances are reminders to us 
of the potential for large rallies in the 
markets when strong leadership, 
confidence, and stability are present. 

We have made a few changes to our Equity Select Portfolio.  We sold both Zimmer Holdings ($67.49) and 
Medtronic ($40.09), each of which had performed well for us, and each was trading above our model price.  We 
replaced them with HollyFrontier Corp (HFC - $40.09), an independent oil refiner, and Microsoft (MSFT - $29.66).  
Through October 5th the S&P 500 is +18.2% (incl. dividends), while (net of our fees) our Mutual Fund Mix is +8.6%, 
our Dividend Portfolio +9.7%, and the Equity Select Portfolio +1.7%.  We are entering earnings season, and even 
though corporate earnings growth may be flat this quarter we remain optimistic.  We believe multiples are very 
reasonable, we’re impressed with the performance of European markets, and we believe equities remain the best 
relative value.     

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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