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In November, Northwest held an oﬀsite team
building event at PDX Escape Room. It turns
out you can learn a lot about your colleagues
when you’re locked in a small cell together! In
light of our focus on cybercrime prevention for
the new year, we thought that an interactive
newsletter, using our playful, behind bars
team picture would be a fun way to kick oﬀ
2019. If you’d like to participate, please send
an email to mgarcia@nwic.net with the
subject header “Caption Contest.” We’ll
publish the best caption in next quarter’s
newsletter and the winner will receive a gift
card as a prize for his or her creativity!

The Northwest Team

credentials may be put at risk—such as
malware and phishing scams—are always
evolving. Their primary goal is to obtain the
information necessary to access your accounts
and/or sell this information to other criminals.
Fortunately, being diligent is not that diﬃcult,
but it does require a few extra steps to stay
protected.
Many of the new safety protocols, and an area
where extra vigilance is needed, pertain to
your communication with Northwest, your
custodian, your bank, or with 3rd party
ﬁnancial ﬁrms like title companies in the case
of a real estate transaction. Other important
areas involve money movement, passwords,
and use of websites and social media. We’ve
made a brief list of safe practices for
communication, money movement, and
safeguarding login credentials (a more
comprehensive list is available by request):
View our list of safety tips on page six.
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At Northwest Investment Counselors, we are
continually working with our custodians and IT
service providers to update our processes,
procedures, education, and resources to
prevent cybercrime and fraud. In 2019, like
past years, we’ll be focusing a lot of our time,
energy, and writing on what we’ll be doing to
keep your data, information, and assets safe,
but we’ll also be writing about how you, our
client, can proactively take steps to reduce
your personal risk in these areas.
Criminals are becoming increasingly sophisticated
and the means by which identity or login

Feb. 1st – 48th Annual Estate Planning Seminar
Silver Sponsor
8:00 AM – 4:00 PM
Oregon Convention Center
Feb. 18th – President's Day
Oﬃce Closed
Feb. 26th – Private Wealth Management Series
Capital Markets Outlook
Presented by NWIC Portfolio Management Team
9:00 AM – 10:00 AM
Kruse Oaks I
5300 Meadows Road, Meadows Room
Apr. 19th – Good Friday
Oﬃce Closed
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STOCKS
Last year was quite a ride! After making new post
Great Recession highs, U.S. stocks ended down
between about 5-12% depending on what broadbased index you reference. The transportation
(-14%), ﬁnancials (-15%), and energy (-19%) sectors
trailed the broader market averages. The New York
Stock Exchange composite of all stocks traded
there fell 11% before dividends while the NASDAQ
composite, heavy in the technology sector, closed
down only 4% before dividends. International stocks
were down about 14% last year, so no haven there.
In the U.S., health care and utilities were seen as
safe havens and ended up slightly for the year.
Based on Dow Jones data, only three countries
ended in positive territory in 2018 in dollar terms:
Qatar, Kuwait, and Slovakia. The remaining 70
countries that they track fell from 1% to over 40%
(Turkey). If you look at the table on page three
from Dow Jones (Special Report: Year-End Review
of Markets & Finance), the best performing asset
for most of us in 2018 was probably our homes, up
6.3% by some estimates (the Case Shiller Portfolio
data is consistent with this ﬁgure). Next was good
old money market with interest income of a little
over 1%; sometimes cash is your best asset class!
It’s tempting to say, “We were due for a down
year.” Ten years have sailed by since the last
negative year in stocks. If you look at Figure 1
labeled “S&P 500”, you can see how good the last
ten years have been even with a small down year in
2018. Historically, stocks have a down year about
one-third of the time. However, down years don’t
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Figure 2: S&P 500 Price-Earnings Ratio

As we turn the page on 2018, the economy
continues to do pretty well despite some trade
battles and a slowdown in the housing and auto
sectors. The unemployment rate is at record lows
(see Figure 3) and if we make it to summer, we will
notch the longest post WWII economic expansion
on record. The slack in the labor market has come
down (i.e., part time workers are ﬁnding full time
jobs). Inﬂation remains subdued (see Figure 4) at
around 2% per year (just where the Federal
Reserve wants it) and earnings are ﬁnally picking
up for workers (see Figure 4). Consumer spending
makes up about two-thirds of economic growth, so
bigger paychecks are a good sign for the economy
and corporate proﬁts.
Taking all this into
consideration, the Federal Reserve will likely
continue to increase the Fed Funds rate, but at a
slower pace than the four increases in 2018.
The 2018 corporate tax cut was beneﬁcial and
continues to pay dividends. A down year in stocks
combined with lower taxes on earnings has
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occur just because of the age of a bull market.
Increasing interest rates, reduced expectations for
near-term earnings growth, China slowing, and
mercantilist policies are the primary culprits. You
might also add that stocks were priced for
perfection with a price-earnings ratio (PE) of
around 25 last year (see Figure 2).

Figure 1
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reduced the price-earnings ratio (PE) of the S&P 500 (see
Figure 2) to just below 20 from 25 last year. This is still a
little rich by historical standards, but more reasonable.
In reviewing our letters to you in 2018, our themes were
stocks are expensive and a correction in prices will happen
at some time. The correction is here. We are generally
pleased with our investments for you and they performed
pretty well in the downturn so far compared to market
averages in Q4. We aim to make investments in high
quality companies for you at discounts from intrinsic
value. Those companies invest and reinvest the cash ﬂow
they make in projects with attractive returns on invested
capital (ROIC). That process over time creates value for
you, not excessive trading of stocks. So, we will continue
to be patient and disciplined in our process.

Figure 3: Unemployment

If we were to add any theme for 2019 it would be: debt. It
is late in the economic cycle. Corporate, consumer, and
government debt are up substantially after years of low
borrowing costs. We are not predicting any downturn
here, but we want to make sure what we own now and
what we consider for new investments have conservative
net debt levels.
Our performance on our primary
strategies was mixed for 2018. Blue
Chip Growth ﬁnished in line with the
S&P 500 ETF (-4.5%), Equity Income fell
more than the Dow Jones Select
Dividend ETF (-6.3%) after an excellent
2017, and Smaller Companies ﬁnished
negative but well above the Russell 2000
ETF (-11.1%).

Figure 4: CPI and Worker Earnings
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BONDS
In the spirit of cybersecurity awareness, let’s
imagine, if you would, that your investment
portfolio (at Charles Schwab, TD Ameritrade, or
elsewhere) is your home computer, laptop, or
phone. Your portfolio begins, in essence, as a blank
slate of hardware that you will populate over time.
Your investment allocation, which is really your
proﬁle, or a reﬂection of who you are, is akin to
your online persona—the Facebook proﬁle picture,
the articles you share, the apps you use, the
musical and culinary tastes that one could glean
from the aggregation of your online posts. Your
investments themselves, stocks, options, exchange
traded funds (ETFs), mutual funds, and bonds that
drive the performance of your portfolio, are the
software programs and applications that make
your portfolio tick and function, much like it takes
software programs and apps to use your computer
and phone.
The type of online proﬁle you have is closely
related to the type of programs and applications
you run. If you’re an athlete or prioritize your
health, you likely utilize apps that track your heart
rate and steps, and software programs to map out
walking or running routes. If you like a wide variety
of music, you probably have Spotify or Pandora
running on one or more of your devices. If you live
life on the edge, you may not use virus detection
software or two-step veriﬁcation applications. Just
as your investment allocation determines the mix
of assets (i.e. stocks, bonds, funds, etc.) your
persona determines the types of programs and
apps you use—and we can use one as a proxy for
the other. If you’re the health conscience persona
who uses apps designed to help manage your diet,
you might be the low-cost ETF utilizer, counting
each basis point of fees like calories for the next
meal. Use Instagram or Twitter to post live-video
of yourself bungee jumping in South America? Your
portfolio is probably full of risky options and
micro-cap growth stocks. Do you only have two
programs on your computer: Microsoft Word and
Norton Antivirus? Then you, my friend, very likely

have a healthy allocation to bonds in your portfolio.
In this silly, technological metaphor, bonds are the
cybersecurity, antivirus, and password protection
programs being run in your portfolio (computer).
Think of stocks, in this example, as the fun
programs designed much like games or social
media platforms that provide you with emotional
high and low points. Treasuries, generally thought
to be among the world’s safest investments, serve
the purpose of acting like two-step veriﬁcation. For
those of you who’ve ever logged into an account
and needed to get a code sent to your phone and
then enter that into the site, after you’ve already
forgotten your password and had to jump through
hurdles to reset it, that is what it’s like when you
look into your portfolio and see a Treasury. Much
like two-step veriﬁcation you’re not always happy
to see it, but when you realize it’s protecting you
from worst case scenarios, it’s an easier pill to
swallow.
Certain programs or apps that are more like stocks,
may come and go as they lose their appeal or
circumstances change. Perhaps you used to play a
once-popular game like “Words with Friends” or
used a dating app. As some formerly popular apps
fade into obscurity, or, in the case of a dating app,
your situation in life changes, you may uninstall
those applications much like you sell a stock you no
longer see value in holding. Again, bonds still play
the role of security program on your devices and as
a result you treat them diﬀerently. Just as we
reinvest the proceeds of maturing bonds into new
bonds, you must periodically update your virus
protection, change passwords, and run system
scans. You don’t jettison your cybersecurity and
antivirus programs like you might with other
applications that are no longer appealing or
popular—you simply update them, or possibly
replace, to stay protected. Similarly, adding new
bonds to your portfolio when others mature,
ensures that your portfolio will be protected
against changing interest rates and the more
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volatile ﬂuctuations of other areas of your portfolio.
Bonds, just like diﬀerent security programs on your computer
or phone, do not all serve the same purpose or oﬀer the same
level of protection. As discussed before, for the highest level
of portfolio protection, analogous to encrypting messages for
the purpose of sending highly sensitive information or
account numbers, making it nearly impossible for would-be
fraudsters to intercept, a portfolio should contain an
allocation to short-term Treasuries. Treasuries that mature in
less than one year are virtually free from credit risk, and due
to their short maturities are almost free from interest rate
risk (the risk that the price of a bond will decrease as a result
of rising interest rates). Other government bonds, like
callable agency bonds, also oﬀer extremely good protection.
These bonds, which bare the implicit backing of the US
government, are similar in nature to good malware defense
software, especially because of their callable nature. Just as
certain viruses can pop-up and require new types of software,
or become extinct, these bonds be called away from us,
requiring the purchase of new bonds to take their place.
Corporate bonds are essentially like passwords in our
metaphor. A very good corporate bond, like a very good
password, oﬀers ﬁne defense against volatility in other parts
of the portfolio, or against hackers trying to peek at your
password protected information. However, even the best
passwords can be fallible, and like those passwords which
need to be changed and updated continually, corporate
bonds are not fallible when it comes to the function of
reducing portfolio volatility. Though they provide higher
returns than government bonds, corporate bonds can act
more like stocks when there is a market pullback. Their
returns are often correlated with the company that issues the
debt. Further, to get the most value from corporate bonds,
it’s important to get exposure to new, unfamiliar areas, just
as one should avoid using only familiar words, names, and
dates when creating a password.

broadly by the iShares Intermediate Government/Credit
Bond ETF that tracks a Bloomberg Barclays Index, were in
negative territory for the majority of 2018, only turning
positive with just over a week remaining in the year. Bond
indices and ETFs with higher allocations to corporate bonds
saw their fortunes swing with more force due to stock market
volatility and did not perform as well as Treasuries with
similar maturities. Overall, Treasury bonds of intermediate
and short duration performed better than their longer
counterparts, with returns approaching 2% for the shortest
maturities. Strong performance in short Treasuries was due
to 1) their short duration, which made them less susceptible
to the drag of rising interest rates (remember rates rose
slightly over 2018) and 2) the Fed’s rate hikes, which boosted
the yields on bonds maturing in less than one year, especially
relative to longer bonds.

Corporate bonds of intermediate and longer maturities saw
prices fall around 2.5%, though some of the price decrease
was oﬀset by higher coupons. In addition to the stock price
volatility of the underlying corporate issuers, which
contributed to poor bond performance, investors have taken
note of the increasing leverage among companies that issue
debt, a result of low corporate borrowing rates and the
potentially late-stage economic activity that has been rife
with mergers and acquisitions. Fourth quarter credit spread
widening—the extra yield earned on a corporate bond over a
Treasury—created opportunities to ﬁnd attractive bonds,
though
it is as important
as ever 3#$%+07%#)$#)'#1'#)6(+*$1"$#1'#&9&*
to concentrate on high credit
+((+*$0")$)&'#$+#,)"8#
1$$*1-$)9&#/+"8'
quality
issuers.
W014)$.#)''0&*'A
#
Spreads Increased in Q4

Lastly, high yield, or junk bonds, are basically the spell-check
of the ﬁxed income, cybersecurity universe. It’s not that they
don’t serve a useful purpose, but their ability to truly provide
safe income, liquidity, and stability for our balanced portfolios
is limited.
Now that we’ve fully exhausted that imagery, let’s have a look
at some hard ﬁgures and numbers. Bonds, as measured
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The Fed was once again a major focus in the quarter.
Expectations for the Fed’s December rate hike, guidance on
2019 rate hikes, and the role the Fed has played in inverting a
portion of the yield curve were front and center on the minds
of investors. The change in odds for 2019 Fed hikes between
Q3’18 and Q4’18 was a lesson in just how quickly market
expectations can change. In a matter of three months, market
expectations for rate hikes in 2019 went from a near certainty
to highly unlikely.

US loses reserve currency status, will respond positively when
markets experience volatility.

This is a wonderful example of why it’s important not to waver
with respect to investment strategy and philosophy. Investor
eﬀorts to keep up with the latest and greatest sector or time
the market are often a losing prospect. Instead, long-term,
buy and hold investors should ladder their bond portfolios to
take advantage of changing interest rate environments,
should be diligent with credit research, and maintain a
constant allocation to US Treasuries, which, at least until the

Meeting

Hike Probability
As of 12-31-18

Hike Probability
As of 9-30-18

1/30/2019

0.0%

2.7%

3/20/2019

3.4%

71.3%

06/19/2019

8.0%

88.8%

07/31/2019

7.8%

90.3%

09/18/2019

12.1%

94.7%

10/30/2019

11.5%

95.1%

12/11/2019

10.8%

96.5%

CYBERSECURITY - Continued from Page 1
Keep your ﬁnancial institutions/investment team informed
regarding changes to your personal information (e.g. mailing
address, email address, phone numbers, etc.)
Be aware of suspicious phone calls, emails and texts
requesting personal information or asking you to send money.
If you have reason to be suspicious of a service rep, hang up
and call back using a known phone number or point of
contact, preferably one not found in an email.
Do not include account numbers, social security numbers, or
other sensitive information in email correspondences unless
you are using a secure email portal like the one our ﬁrm utilizes.
Beware of phishing and malicious links. Urgent sounding
emails, even legitimate looking ones, can be intended to get
you to disclose information or install malware on your devices.
Check your email regularly for suspicious activity (especially
in the deleted and sent items folders).
Check your accounts regularly for suspicious activity (even
small transactions).
Do not enter conﬁdential information in public areas or on
shared public devices or networks.

#%)C&3#
8#-0*9&#
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Don’t use personal information or easy to guess things about
your life when creating a login ID or password. Create a unique
password for each account or website you use that requires
login credentials and change it every six months.
Where possible, use two-step veriﬁcation, which involves
receiving an additional veriﬁcation code by text or phone call
when logging into your accounts.
Regarding transactions at our ﬁrm, including changes to
account details, money movement requests, and especially
concerning instructions for new wire, check, or MoneyLinks:
Expect Northwest to conﬁrm certain transactions or requests
with various forms of identifying information and questions.
Northwest (and your custodians) will call you back to conﬁrm
most requests made over email such as money movements,
trades, or changes to account information.
If you suspect a breach in your investment account, reach out
immediately to the fraud department at you custodian or
bank and to our oﬃce, so that we’re aware and can take
appropriate action.
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NW BLUE CHIP GROWTH STOCKS
Relative to
S&P 500
% of Total

Top Stocks

NW EQUITY INCOME STOCKS
Top Stocks

% of Total

Oracle Corp

5%

Johnson & Johnson

10%

PepsiCo Inc

5%

Caterpillar Inc.

6%

Microsoft

4%

Emerson Elec.

6%

Cisco

4%

Sysco Foods

6%

Apple Inc

4%

Clorox

6%

Automatic Data Processing Inc

4%

Paychex

5%

Intel Corp

4%

McDonalds

5%

Alphabet

4%

Stanley Black & Decker

4%

Procter and Gamble

3%

Wells Fargo

4%

Disney

3%

Abbott Labs

4%

NW SMALLER COMPANIES STOCKS

NW INTERMEDIATE FIXED INCOME
Top Bonds

Coupon/Maturity

% of Total

Top Stocks

% of Total

Insperity

8%

United States Treas NTS

2.000% Due 11-15-26

2%

AMN Healthcare

5%

United States Treas NTS

2.250% Due 11-15-24

2%

Price T Rowe

4%

United States Treas NTS

2.250% Due 11-15-25

2%

Fair Isaac Co.

4%

Johnson & Johnson

2.950% Due 03-03-27

2%

Broadridge Fin Sol

4%

United States Treas NTS

1.750% Due 09-30-22

1%

Navigant Consulting

4%

Mead Johnson Nutrition Co

4.900% Due 11-01-19

1%

Generac Holdings

3%

United States Treas NTS

2.125% Due 12-31-22

1%

Orbotech Ltd

3%

United States Treas NTS

1.375% Due 06-30-23

1%

Expeditors Intl Wash

3%

United States Treas NTS

2.250% Due 11-15-27

1%

Microchip Technology

3%

United States Treas NTS

2.125% Due 12-31-21

1%

MARKET INDEX DATA

One of Northwest’s clients was hiking in Peru and took
this picture of our pen with the following caption:
“Acero Pass in Peru at 17,675’...and it still works!”
We want to know, where has NWIC gone with you?

Alternatives

1 Year

3 Years

5 Years

Timber

-17.7%

8.1%

3.4%

Energy Infrastructure

-15.6%

3.1%

-3.8%

Commodities

-13.8%

0.5%

-9.2%

Real Estate

-4.4%

1.7%

7.6%

Equity Indices

1 Year

3 Years

5 Years

Large Stocks (S&P 500)

-4.5%

9.3%

8.5%

Small Stocks (Russell 2000)

-11.1%

7.4%

4.4%

International Stocks (EAFE)

-13.8%

3.0%

0.3%

Fixed Income Indices

1 Year

3 Years

5 Years

Intermediate G/C (Barclays Int.)

0.8%

1.5%

1.6%
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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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