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May 29, 2015 

 
Dear Client, 
 

Since early February the domestic equity and fixed income markets have been trading in narrow ranges.  The S&P has been in a 
range of a little over 4%, and the UST 10-year note has traded with a yield between 1.95% and 2.30%.  Mirroring these modest ranges, 
YTD through May 28th the S&P 500 has returned 3.8% (incl. dividends) and the UST 10-year note has returned just 1.5%.  Similarly, our 
own strategies have positive, yet modest, returns.  Net of fees the Equity Select Portfolio is +2.0%, the Mutual Fund Mix is +3.9%, and the 
Dividend Portfolio is +1.7%.  

Cold weather, the West Coast dock strike, retrenchment in the oil patch, and a stronger dollar all provided headwinds for our 
economy and corporate earnings.  Each of these headwinds has subsided.  The earnings picture looked very grim on March 31st when 
analysts expected Q1 ‘15 earnings to be -4.7%, but with almost all 500 companies having reported the quarterly results ended up flat 
(+0.7%) and 71% of companies beat expectations.  Although we recognize that the S&P’s estimated P/E of 16.8x (2,115/126) is not cheap, 
it is barely above the most recent 10-year average of about 16.4x, and remains attractive when viewed against the low level of interest 
rates.  Also supporting equity prices is the high level of cash on corporate balance sheets, which has been used to increase dividends, buy 
back stock, and engage in a furious level of merger and acquisition activity. 

We are looking for the economy to bounce back from its first quarter decline, for earnings to regain strength, and interest rates 
to head slightly higher as the year progresses.  Consistent with that, our portfolios are fully invested.  Aside from minor rebalancings, we 
have made a few changes to portfolios.  We added Sanderson Farms (SAFM) to the Equity Select, and Dow Chemical (DOW) to the 
Dividend Portfolio.  In the Mutual Fund Mix we replaced the Templeton China Fund (TCWAX) with the BlackRock Health Sciences 
Opportunities Fund (SHSAX).   

Once again, equities have recently made new all-time highs.  
Each time that occurs the bears rush to “pick the top” and supply a 
catalyst for a large market correction.  These days the catalyst is the 
Fed’s long-awaited tightening.  In recent statements the Fed has 
indicated that it is in no hurry to raise rates, or to be aggressive about 
it.  We thought it would be helpful to take a look at some market 
reactions to a few past policy changes.  The graph at the left displays 
the performance of the S&P 500 Index in the 12 months following the 
Federal Reserve’s last five tightenings.  In all five cases, the market 
was higher 12 months later by anywhere from 2.5% to 41.9% 
(including dividends).  You might guess stocks were much “cheaper” in 
those cycles, but that would not be the case.  The P/Es at the start of 
those cycles were 14.8, 20.5, 19.0, 30.0, and 18.7.  Another measure 
of value, the earnings yield of the S&P, currently exceeds the yield on 
the UST 10-year note by over 3.70%.  In four of those five cycles the 
earnings yield was actually BELOW the UST 10-year yield! We can’t 
know for sure, but recent history suggests that if the equity markets 
decline in the next year, it won’t be due to an increase in rates.  
 

As always, we encourage you to contact us with any comments or questions you have about any of our investments.  Thank you 
for letting us manage your portfolios. 
 

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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