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We hope that you have a fabulous summer!
Our NWIC team happens to love all that
summer brings, and we wanted to take a
moment to reminisce on some of our favorite
summertime memories.

When looking over your semiannual Portfolio
review document please keep in mind that
performance is reported net of your annual
fee. If you have any questions regarding this
report, please contact us.
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Mark: My favorite summer memories involve
just playing outside with friends! There was no
internet in those days.
Matt: My dad and I did planes, trains and
automobiles. We took a slow boat to Skagway,
Alaska. Then a train (my dad loves train travel)
to Whitehorse Canada. Finally, we took a bus
to Fairbanks to visit friends of my dad’s who
were running a small gold mine.

If you or someone you know is in the middle of
a divorce or has recently been through one, our
Financial Life After Divorce Guide is full of good
information about getting one’s ﬁnancial life in
order after this transition. Please contact us if
you would like us to send you or someone you
know a copy.

CELEBRATING 20 YEARS
This year we celebrate 20 years in business.
Thank you for making that happen!

Michelle: I loved growing up in Arizona and
swimming early in the morning, and then
again later in the day! I also remember having
to take a “nap” which really meant watching
cartoons during the hottest part of the day.
Betty Boop and Popeye were the favorites!

Northwest Calendar

Christel: My mom used to load up the “Monkey

Long Term Care Specialist Northwestern Mutual

Wagon” every day with any neighborhood kids
that wanted to go to the beach!

Alex: My favorite memories of summer were

on ﬂy ﬁshing trips to Northern New Hampshire
with my mom, dad and sister.

Maria Elena: I remember row boating in a

Florida lake, when a diamond back rattlesnake
rose out of the water, ﬁve feet away from our
little boat, and was headed right for us! After
quite the ﬁght, some had rattlesnake for
dinner and my aunt went home with the rattler.

Sept. 3 - Labor Day
Oﬃce closed
Sept. 19 - Private Wealth Management Series
Long Term Care Insurance Discussion
Presented by Nancy E. Kelly,
9:00 AM – 10:00 AM
Kruse Woods V – Conference Room
5885 Meadows Road – Main Floor
Sept. 25 - Legacy Meridian Park Medical
Foundation
Women of Meridian Park Luncheon Sponsor
11:30 AM – 1:30 PM - Tualatin Country Club
Oct. 9 - CYO / Camp Howard
Champions of Faith Beneﬁt Dinner
Horton Society Sponsor
6:00 PM - Oregon Convention Center
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STOCKS
The Wall Street Journal portrayed the quarter best,
writing, “stocks were all over the map in a jittery
quarter.” Traditional blue-chip companies like
those that make up the Dow Jones Industrials
(+0.7% for the quarter) trailed the tech-heavy
Nasdaq Composite (+6.3% for the quarter).
Industrial companies, some have posited, may feel
more of the brunt of tariﬀs than technology
companies. Our portfolios have generally mirrored
these results year to date with Blue Chip Growth
and Equity Income trailing their benchmarks while
our tech-heavy Smaller Companies has exceeded
its benchmark.
Market-moving news during the quarter? Tariﬀs,
interest rates, and oil prices. The markets gyrated
on every Trump tariﬀ tweet. We are not entirely
sure of what to make of it. Tariﬀs are a tax on
consumers and trade. They’re not good and some
of the companies we invest in will certainly be
impacted. But, we have owned many of our
companies for twenty years while presidential
administrations max out at eight. We expect our
companies will weather this storm, like the many
previous storms before it.

Despite a tit-for-tat trade war, the economy is
doing well by all accounts, recently beginning the
10th year of growth since the Great Recession (See
Figure 1 Real GDP). Unemployment is at an
eighteen-year low (see Figure 2 Unemployment
Rate). Housing prices have recovered from the
Great Recession (see Figure 3 S&P Case-Shiller U.S.
Home Price Index) and inﬂation seems to be
perking up in a good way, that is, towards the Fed’s
goal of 2%. So, the Federal Reserve has raised
short-term interest rates and will continue to do so
absent some economic shock. You can read more
about interest rates in our ﬁxed income section.
But, the stock market seems to be absorbing rate
increases without missing a beat so far.

Figure 2

Oil prices continued to rally during the quarter.
West Texas Intermediate (WTI) is up some 60%
over the last year. This helped our energy pipelines
and storage investments via Global X MLP and
Energy Infrastructure (MLPX) have a nice quarter.
Most of the companies here are not directly
impacted by oil prices, but higher prices generally
mean more demand and more oil/gas ﬂowing
through pipelines.
The path forward? We may sound like a broken
record, but it is a struggle to ﬁnd quality companies
which are undervalued in the U.S. We are pleased
with what we own for you. There is no pressing
need to trade for the sake of trading. We allocate
Figure 1
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your capital to quality companies which, in turn,
make value creating investments for you.

Figure 3

International stocks seem to oﬀer better values in
our estimation. In the past, we have not made
much of a distinction between domestic and
international stocks. Most of the companies we
own have global cash ﬂows and where they are
domiciled or where they are traded doesn’t really
matter. If we found a quality company that was
undervalued and traded in the U.S. through an
American Depository Receipt (ADR) or directly, we
would invest in it for you. Currently we own three
ADRs in Equity Income (Adidas, Diageo, and
Unilever) and one foreign direct issuer in Smaller
Companies (Orbotech). Going forward, we are
going to make a minor change.
We have reclassiﬁed our ADR investments to the
international asset class and are looking for more
as part of your international stock allocation.
Orbotech is being acquired by KLA-Tencor and will
soon disappear so no change is needed there. As
long as a foreign company ﬁles a 20-F report with
the Securities and Exchange Commission, which
allows us to analyze the diﬀerences in accounting
policies, and the stock trades on a U.S. exchange,
we will consider the company for your
international allocation. Thus, for the foreseeable
future, we expect you will see more of a mix of
some individual foreign stocks and an international
index fund or two in your portfolios.
BLUE CHIP GROWTH
We made no additions or deletions from the
portfolio during the quarter.

Long time holding Walt Disney (DIS) is in a bidding
war with Comcast for major parts of 21st Century
Fox. Currently, Disney is in the lead with a cash and
stock deal valued at $71.3 billion. Whoever wins
may end up overpaying, but assets like Fox’s movie
and TV libraries come to market infrequently and
Disney has many routes to monetize these assets
over time. The winning bidder will also gain
majority ownership of Hulu, a competitor to
Netflix. We will probably vote yes on the merger
despite some misgivings regarding the high price.
General Electric (GE) was booted from the Dow
Jones Industrials during the quarter.
More
material,
GE
announced
an
additional
restructuring in an eﬀort to create shareholder
value and placate Wall Street criticism of its
complexity. Over the next three years we should
receive the spinoﬀ of or the beneﬁts of an
exchange of its health care division (yet to be
named), Baker Hughes GE, and Westinghouse Air
Brake Technologies. Remaining in the old GE will
be businesses that revolve around turbine
technology for the most part: gas power, wind
power, jet engines, GE Capital Aviation Services
(largest aircraft lessor in world), and a scaled down
GE Capital which supports the power divisions. We
think CEO Flannery is on the right track here and
investors are undervaluing the company.
SMALLER COMPANIES
We made no additions or deletions from the
portfolio during the quarter. SS&C completed the
acquisition of our investment in DST Systems
during the quarter. Those of you who owned it
received $84 per share in cash for your holdings.
We owned DST for many years so you may see
large capital gains. The previously mentioned
Orbotech is in the process of being acquired by
KLA-Tencor for $38.86 per share in cash and 0.25
shares of KLA-Tencor.
EQUITY INCOME
As discussed above, Adidas, Diageo, and Unilever have
been reclassiﬁed from Equity Income to international.
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BONDS
The 10-yr Treasury reached its highest yield since
2011, before falling to levels just slightly higher
than where it began the quarter.

Alex Dolle, CFA
Portfolio Manager

The spread—or additional yield—earned by
holding a 10-yr Treasury versus a 2-yr Treasury
narrowed to 32 basis points (a basis point is
one-hundredth of one percent or 0.01%), down
from over 250 basis points ﬁve years ago. If the
yield curve inverts, meaning yields on short bonds
are higher than yields on long bonds, it can indicate
there is a recession on the horizon. Spreads have
narrowed as the Fed has continued to raise short
term interest rates without a commensurate
increase in long-term inﬂation expectations, which
have a greater impact on the rates of longer dated
bonds.

The Fed has increased its target benchmark
interest rate twice so far in 2018—once per
quarter—and is forecast to raise twice more in
2018 if economic conditions remain steady or
improve. An unemployment rate at nearly 20-year
lows is among the driving factors supporting rate
hikes, though rationale such as trade risks, low
wage growth, and the potential for emerging
market instability persist as reasons for monetary
policy to remain accommodative.

During the quarter, the combination of increasing
interest rates and widening credit spreads (the
diﬀerence between corporate bond yields and
Treasury yields) resulted in corporate bond
performance of -1.0% as measured by the
Bloomberg Barclays U.S. Corporate Index.
Treasuries, broadly measured, fared better
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returning almost 1.0%, highlighting the beneﬁt to
holding government bonds (see above chart).
Spreads widen when yields of one type of bond
increase by more than those on a comparable
Treasury and can be interpreted as a sign of
perceived risk. A possible explanation for the
greater perceived credit risk is the amount of
merger and acquisition (M&A) activity in the
market. According to Bloomberg news, investment
grade bond issuance for M&A purposes increased
by 50% to $154 billion in the ﬁrst half of 2018
compared to the same period last year. Bond
holders prefer to see companies pay down debt
rather than take on new debt for deals whose
success is unknown. Sheer supply of new debt can
also move the market even if investors perceive
M&A to bear low risk. The risk of M&A impacting
corporate bonds in client portfolios does exist and
we call it “event risk.” We reassess our positions if
and when one of our holdings is involved with
M&A to determine if we should continue to hold it
or divest.
On the portfolio side, we’ve geared our focus
towards higher credit quality corporate and
Treasury bonds as we get deeper into the business
cycle. Treasuries maturing in under 12 months look
particularly appealing with current yields on those
bonds vastly higher than those of the past few
years (see below). The prospect of rising
rates—which impact longer bonds more
signiﬁcantly—makes the combination of safety and
short maturity an attractive proposition.
In spite of an economy that is growing steadily and

providing an opportunity for almost anyone to ﬁnd
employment, certain risks, some mentioned
above, exist on the horizon. As a stress test of
sorts, let’s explore a few scenarios about which
clients often inquire to understand the possible
impacts on bond portfolios.
Scenario #1 - The Fed will continue to raise rates.
Portfolio Impact – If the Fed broadcasts its
intentions loudly and clearly, it may avoid inverting
the yield curve. Rates will rise, lowering the value
of some bonds, but in a laddered portfolio,
maturing bonds will be replaced by higher yielding
ones, beneﬁting those who rely on predictable
income.
Scenario #2 – Inﬂation exceeds the Fed’s stated
goal of two percent inﬂation.
Portfolio Impact – Longer interest rates will rise
commensurate with or possibly faster than the Fed
Funds rate. This should cause a parallel shift or
curve steepening and temporarily reduce the value
of the bond portfolio, but provide better buying
opportunities. If inﬂation rises dramatically it can
erode the value of bonds, making it important to
have a diversiﬁed portfolio of domestic stocks with
varying market cap, international stocks, and
alternative investments in addition to bonds.
Scenario #3 – A recession occurs in the next two
years.
Portfolio Impact – Consumers spend less and bank
lending declines causing company shares to fall
broadly. Bonds should move in the opposite
direction of stocks except for some corporate
bonds which will behave more like stocks. The Fed
may reverse some of its more recent rate hikes to
oﬀset economic headwinds. Government bonds
will outperform most other asset classes.
Scenario #4 – Trade risks intensify, possibly
becoming a “trade war.”
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Portfolio Impact – If trade relations sour with
China, a major holder of US Treasuries, it’s possible
they could retaliate by not buying more Treasuries
or through outright selling. Presumably, this could
increase interest rates making it harder for the US
to fund itself through debt. In this case,
government bonds could lose some value. The risk
of loss would be oﬀset by the virtue of Treasuries
being safe haven assets, even though Treasury risk
itself would be the very thing rising. A real-life
example of such a market reaction took place on
August 5, 2011 when S&P downgraded the United
States from AAA to AA+ during a debt ceiling
standoﬀ in Congress. Investors reacted not by
selling Treasuries as logic would suggest, but by
buying Treasuries, sending yields lower and prices
higher.

It’s hard to assess the likelihood of any of the
above scenarios and they are in no way
guaranteed, nor are the hypothetical portfolio
impacts. The impacts represent our best guesses as
to the behavior of market participants broadly
speaking. We continue to believe that the best
defensive position in a bond portfolio is one of
diversiﬁcation across sectors (i.e. Treasury, agency,
corporate), across industry within our corporate
holdings (i.e. technology, industrial, ﬁnancial, etc.),
and across a maturity spectrum that tends toward
an array of shorter maturity bonds (i.e. 10 years
and under). Though we’d rather play the continual
optimists, assessing and addressing risks is an
important part of investing.

Our Portfolio Managers have all earned the Chartered Financial Analyst (CFA) designation, an internationally
recognized, graduate-level program that provides a strong foundation of practical investment and portfolio
management expertise. We focus on the long-term so our clients can Live Well and Retire Better.
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NW BLUE CHIP GROWTH STOCKS
Relative to

NW EQUITY INCOME STOCKS

S&P 500
% of Total

Top Stocks

Top Stocks

% of Total

Oracle Corp

4%

Johnson & Johnson

9%

Apple Inc

4%

Emerson Elec.

6%

PepsiCo Inc

4%

Sysco Foods

6%

Microsoft

4%

Caterpillar Inc.

6%

Cisco

4%

Paychex Sysco Foods

5%

Laboratory Corp

4%

Wells Fargo

5%

Accenture PLC

4%

Clorox

5%

Automatic Data Processing Inc

4%

Stanley Black & Decker

4%

Intel Corp

4%

BlackRock Inc.

4%

Honeywell

3%

McDonalds

4%

NW INTERMEDIATE FIXED INCOME

NW SMALLER COMPANIES STOCKS

Top Bonds

Coupon/Maturity

% of Total

Top Stocks

% of Total

Insperity

7%

Maxim Integrated Prods Inc

2.500% Due 11-15-18

2%

AMN Healthcare

5%

United States Treas NTS

2.000% Due 11-15-26

2%

Price T Rowe

4%

United States Treas NTS

2.250% Due 11-15-24

2%

Broadridge Fin Sol

4%

United States Treas NTS

2.250% Due 11-15-25

1%

Fair Isaac Co.

4%

United States Treas NTS

1.750% Due 09-30-22

1%

Wynn Resorts

3%

Mead Johnson Nutrition Co

4.900% Due 11-01-19

1%

Orbotech Ltd

3%

Fiserv Inc

4.625% Due 10-01-20

1%

Generac Holdings

3%

Johnson & Johnson

2.950% Due 03-03-27

1%

Navigant Consulting

3%

United States Treas NTS

2.125% Due 12-31-22

1%

United States Treas NTS

2.125% Due 12-31-21

1%

MARKET INDEX DATA
Alternatives

1 Year

3 Years

5 Years

Timber

29.1%

16.1%

13.4%

Energy Infrastructure

1.0%

-4.8%

--

Commodities

9.1%

-4.1%

-6.2%

Real Estate

4.2%

7.5%

8.0%

Equity Indices

1 Year

3 Years

5 Years

Large Stocks (S&P 500)

14.3%

11.9%

13.4%

Small Stocks (Russell 2000)

17.7%

11.0%

12.6%

International Stocks (EAFE)

5.9%

4.8%

6.2%

Fixed Income Indices

1 Year

3 Years

5 Years

Intermediate G/C (Barclays Int.)

-0.7%

1.0%

1.4%
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Disclosures
Please read this Disclosure section for a summary of changes made to our Form ADV Parts 2A & 2B, which we recently ﬁled with the Securities and Exchange
Commission (SEC). As a reminder, Registered Investment Advisers, like us, make at least annual ﬁlings with the SEC regarding changes in our business
practices and how we manage money for our clients. It is the summary of these changes that you will ﬁnd below in Disclosures. Should you want a complete
copy of our Form ADV, please do not hesitate to contact anyone here at Northwest Investment Counselors.
Item 2 Material Changes
The following are material changes made since our last annual ﬁling in 2017:
Item 5 Fees and Compensation - We stopped billing on accrued interest. Your bill will be calculated on the market value of your account as
determined by our service partner, Black Diamond, without accrued interest or accrued dividends.
Part 2b of Form ADV Item 2 - We updated Part 2b to reﬂect Cheyne Sorensen’s leaving.
Part 2b of Form ADV Item 4 - We updated the disclosures regarding Michelle C. Garcia’s volunteer activities.
Northwest Investment Counselors, LLC Privacy Policy
Northwest Investment Counselors, LLC, an investment advisory ﬁrm, is committed to safeguarding the conﬁdential information of its clients. We do collect
nonpublic personal information in order to open and administer your accounts with us and to provide you with accurate and pertinent advice. We hold all
nonpublic personal information you provide to us in the strictest conﬁdence. If we were to change our ﬁrm policy, we would be prohibited under the law from
doing so without advising you ﬁrst.
You may direct us to not make disclosures (other than disclosures required by law) regarding nonpublic personal information to non-aﬃliated third parties.
If you wish to opt out of disclosures to non-aﬃliated third parties please contact us at (503) 906-9624.
Northwest Investment Counselors, LLC collects personal information about you from the following sources:
• Applications or other forms.
• Discussions with non-aﬃliated third parties.
• Information about your transactions with us or others.
• Questionnaires.
• Tax Returns.
• Estate Planning Documents.
Northwest Investment Counselors, LLC uses your personal information in the following manner:
• We do not sell your personal information to anyone.
• We limit employee and agent access to information only to those who have a business or professional reason for knowing, and only to non-aﬃliated parties
as permitted by law. (For example, federal regulations permit us to share a limited amount of information about you with a brokerage ﬁrm in order to execute
securities transactions on your behalf, or so that our ﬁrm can discuss your ﬁnancial situation with your accountant or lawyer).
• We will provide notice of changes in our information sharing practices. If, at any time in the future, it is necessary to disclose any of your personal
information in a way that is inconsistent with this policy, we will give you advance notice of the proposed change so you will have the opportunity to opt out
of such disclosure.
• We maintain a secure oﬃce and computer environment to ensure that your information is not placed at unreasonable risk.
• For non-aﬃliated third parties that require access to your personal information, including ﬁnancial service companies, consultants, and auditors, we also
require strict conﬁdentiality in our agreements with them and expect them to keep this information private. Federal and state regulators also may review
ﬁrm records as permitted under law.
• We do not provide your personally identiﬁable information to mailing list vendors or solicitors for any purpose.
• Personally identiﬁable information about you will be maintained during the time you are a client, and for the required time thereafter that such records are
required to be maintained by federal and state securities laws. After this required period of record retention, all such information will be destroyed.
Disclaimer
The opinions and views expressed are those of Northwest Investment Counselors, LLC. They are current as of the date(s) indicated but are subject to
change. Any estimates, targets, and projections are based on Northwest’s research and analysis. No assurances can be made that any such estimate, target,
or projection will be accurate; actual results may diﬀer substantially.
Nothing contained herein should be construed or relied upon as ﬁnancial, legal, or tax advice. All investments involve risks, including the loss of principal.
Investors should consult with their ﬁnancial professional before making any investment decisions.
Some information has been taken directly from unaﬃliated third party sources. Northwest believes such information is reliable, but does not guarantee its
accuracy or completeness.
Speciﬁc securities mentioned may be used solely for example only and do not necessarily represent actual investments in any client portfolio.
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