
 

  
         March 27, 2012 
Dear Client, 
 
 We are nearing the end of the first quarter, which has been a very pleasant surprise to many investors 
and an equally unpleasant one for other investors.  The equity markets are off to their best first quarter since 1998 
and the fixed income markets are showing signs of weakness.  For quite some time now we have felt equity 
markets provided a much better relative value than the domestic fixed income markets and it appears, 
increasingly, more investors are beginning to agree.  The UST 10yr note (UST 2% 11/15/21) fell 2.45% and the 
iShares Barclays Aggregate Bond Fund (AGG) fell 0.07% through March 27th, while the Dow Jones Industrial Index 
and the S&P 500 Index were up 9.06% and 13.19%, respectively.  Our three strategies are each off to what we 
would normally view as a good quarter, but they lag the excellent performance of the S&P 500.  Net of fees, the 
Equity Select Portfolio is up 5.38%, the Mutual Fund Mix is up 7.62%, and the Dividend Portfolio is up 3.13%.   
 

The accompanying graph shows the difference between 
the UST 10yr note and nominal GDP.  In 22 of the 32 years 
since 1980 the 10yr note yield has been higher than 
nominal GDP.  Only in the last 15 years has the 10yr note 
yield traded below.  With the UST 10yr note currently 
yielding 2.20%, investors better be very confident of low 
inflation and no economic growth for some time to come.  
To make a further point about the lack of relative value in 
the fixed income market, there are over 50 stocks paying a 
dividend greater than 4%, and over 130 stocks with a P/E 
of less than 13x.  A 13x P/E multiple translates to an 
earnings yield of 7.69% compared to the 2.20% yield on 
the UST 10-yr note.   

Even after the large rally of the last six months, 
investment opportunities and good values still exist.  We 
believe institutional investors will continue to see this also.  

With substantial cash positions (yielding near zero) on corporate balance sheets, we should see a continuation of 
dividend increases, stock buybacks, and perhaps more active M&A activity this year. Additionally, many pension 
funds are feeling the pinch of unfunded liabilities, which pressures them to move from low-yielding fixed income 
investments into more potentially rewarding equity positions.  The market has also broken out of the trading range 
(1150-1350 on the S&P 500) it occupied throughout 2011, which has shaken the complacency of many investors 
sitting in cash, or defensive instruments.  Probably the greatest relative value lies in the real estate market, but 
most investors are reluctant to put money to work there since they still have fresh memories, and unhealed 
wounds, from the bursting of the housing bubble. 

2011 was a bit of a disappointment for equity investors because of the flat performance of the S&P 500 
Index (+2.11% including dividends) in spite of a double-digit increase in corporate earnings.  We may be seeing a 
delayed reaction to those earnings as the markets have climbed strongly in this first quarter, and even though the 
pace of earnings increases may slow to single-digits this year they are headed higher, nevertheless.  A slight 
expansion in the market multiple from its current level to 15x earnings could put the S&P over 1500, which is an 
additional 6% on top this year’s double-digit start, before an additional 2% dividend.  No doubt there are still many 
concerns for markets, but we look for a good year to continue. 

As noted, we remain optimistic and still see good values and opportunities.  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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