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December 16, 2013 
Dear Client, 

The end of another surprising year in the financial markets is at hand.  Very few people anticipated the equity markets would 
perform as well as they have, and many had expected the rise in interest rates to result in a down market.  This most recent performance 
should reinforce that equities can do well in a rising rate environment.  We are pleased with the results of our three strategies and remain 
optimistic for 2014.  Our returns (net of fees) YTD through the end of November were: Equity Select Portfolio +35.7%, Mutual Fund Mix 
+12.1%, and Dividend Portfolio +17.7%.  The S&P 500 (including dividends) was +28.8%. 

 
We have seen the Congress oscillate this year between the dysfunction of the debt ceiling/ government shutdown crisis and a 

budget agreement (albeit a modest one) that could remove the threats of shutdowns and distractions for almost two years.  It’s a small 
step, but a welcome development for the markets. 

 
For years investors have been been confronted month after month by a “wall of worry” constructed among other things of 

political crises, “pick the top” attempts, and various other scares.  Stocks not only scaled that wall, but delivered substantial returns.  
Frustrated that the “wall of worry” can’t be built high enough to stymie investors, the bears have dug deeper into their bag of tricks to 
declare that the “bubble will burst.”  We urge you not to take that bait, and to stay invested.  Not only do we think the bubble won’t burst, 
we don’t even think the bubble exists.  In an effort to remain objective about the investment landscape we want to make a few comments 
about the three main investment areas for most individuals – housing, bonds, and stocks. 

 
No one wants to see a repeat of the housing market’s collapse from its July 2006 peak.  At that time the National Association of 

Realtors’ Affordability Index (102.7) was near its record low (low = less affordable), and the Case-Shiller Composite Home Price Index 
reached its peak. In less than three years the Case-Shiller Index dropped 23.6%, and felt even worse.  Currently, the Affordability Index is 
160.8, and Case-Shiller, even after a significant bounce from the lows of 2012, is still 19.7% below its 2006 peak (165.66 vs 206.52).  
Bloomberg’s ratio of median existing single-family home price to median family income has also moved back to more historically 
reasonable levels.  At the start of 2013 it stood at 2.82, down from an all-time high of 3.88 at the beginning of 2006.  The average from 
1980-1999 was 2.85.  Another difference to point out is that the very loose lending that helped propel speculation and the rush to record 
price levels exists no longer.  We see no bubble. 

 
Many analysts have pointed to a bubble in bonds, particularly US Treasurys.  Most of you know that we have felt Treasury notes 

and bonds have been expensive on an absolute and relative basis for quite some time, but we don’t see a bubble.  Inflation and economic 
growth are not putting much upward pressure on rates, as each has been below expectations and moving gradually.  Since early May the 
UST 10-year note yield has risen from 1.63% to 2.86% and has lost about 10% of its value while anticipating an end to the Federal Reserve 
Bank’s Quantitative Easing policy. At the same time, the S&P 500 Index has risen about 13%, thus making bonds more reasonably priced.  
We still don’t favor fixed income and expect upward pressure on rates as global growth continues to recover, but we’re not seeing a 
situation that resembles a bursting bubble. 

 
Finally, in spite of the new highs reached this year by the S&P 500 and the Dow Jones Industrials, we see more upside.  For the 

record, the NASDAQ Composite is still 20% below its March 2000 peak (4,027 vs 5,048).  When the “tech bubble” burst the P/E for the 
NASDAQ Composite was around 180x (no, not a typo), the S&P 30x, and the Dow Jones 23x.  2014’s estimates for those numbers are 20x, 
16x, and 15x, respectively.  Earnings continue to grow with estimates in the area of +5% to 8% next year.  Adding an average 2% dividend 
to that produces a 7-10% return without any multiple expansion.  Even though this is a mid-term election year, unlike recent ones it 
appears we may have fewer political worries over debt ceilings, fiscal cliffs, and government shutdowns to derail the day-to-day pace of 
business.  This doesn’t look like a bubble to us. 

 
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. 

http://www.nwcriterion.com/

