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Please contact us: (1) If there is 
a change in your financial 

situation, investment 
objectives, or risk profile, (2) For 
questions about your portfolio 
or to set up a quarterly review, 

(3) If you are not receiving 
statements from your 

custodian, (4) If you want to 
impose reasonable restrictions 

on the management of your 
portfolio, or (5) if you just want 

to say Hello!

LIVE WELL. RETIRE BETTER.

THIRD QUARTER 2022

Northwest Calendar
Nov 24 - Thanksgiving - Office Closed

Nov 25 - Early Market Close - Office Closed at 10 AM

Dec 9 - Year-End Money Movement Deadline

Dec 25 - Christmas Holiday Observed - Office Closed

Jan 2, 2023 - New Years Day Observed - Office Closed

MEET SUSAN!
We are excited to welcome Susan Calderon as 
our newest addition to the Northwest 
Investment Counselors team!  She is joining us 
as a Client Service Associate.  She has many 
years of experience in client servicing and 
operations.  We are confident you will enjoy her 
friendly, personal, and professional manner. 

Susan graduated from the University of Oregon 
with a Bachelor of Arts in Finance.  She spent 
several years working for US Bank before 
taking some time to help her husband with his 
dental practice while raising their two 
daughters.  As she re-entered the work force, 
she gained valuable experience as an 
administrator for a fast-paced medical sales 
company.  For the past six years she has been 
an integral part of the finance team at Sisters of 
St. Mary of Oregon as an accounting associate.  

Susan was born and raised in Oregon.  She has 
been married to her husband, Raoul, for 30 
years.  Together they have two daughters, 
who are both Cardiac Nurses.  Her favorite 
activity is anything that involves time together 
with her family.  Some of the things they love 
to do together are hiking, traveling, golfing, 
cooking, and trying new restaurants.  Though 
her daughters are now grown and out of the 
house, she and her husband still have their 
sweet 16-year-old cock-a-poo at home. We 
look forward to you meeting Susan soon!

MONEY MARKET FUNDS
Cash continually comes into portfolios via 
dividends, interest, maturing bonds, and stock 
divestitures. Our portfolios don’t include a 
specific allocation to cash, but, as a similar 
saying goes, “cash happens.” Our desire to buy 
investments at the right price means that cash 
is not always immediately redeployed into 
new purchases. Sometimes it’s necessary to 
hold cash temporarily. Recently, as short-term 
interest rates have increased, a commonly 
used cash equivalent known as a money 
market fund has begun offering high enough 
income to merit parking cash while we 
research more attractive long-term 
investments. At the writing of this piece, the 
money market fund we are using has a yield of 
more than 2.65%, though this is subject to 
change as rates fluctuate. For additional 
information please see the bond piece in this 
quarter’s newsletter.

YEAR-END MONEY MOVEMENTS
We encourage you to complete year-end 
money movements such as required minimum 
distributions, gifting to individuals, and gifting 
of stocks to charities by December 9, 2022. 
This will help us to better serve you and give 
your custodian time to complete the 
transactions. 

If you have any questions, please do not 
hesitate to reach out to us at 503.906.9624 or 
800.685.7884 as well as by sending an email 
to mecatala@nwic.net. 
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Stocks fell into bear market territory in the third 
quarter, with the S&P 500 down 5.3% for the quarter 
and about 25% for the year to date.  Perhaps the 
three most significant factors weighing on the market 
continue to be the Russian invasion of Ukraine, 
inflation, and China’s economic slowdown.  Of 
course, these three are interrelated to some degree 
and have rippling effects throughout the world.  
While the downturn in stocks and bonds is painful, it 
remains within historical norms.  The chart below 
exhibits a variety of index portfolios with the best and 
worst years over the last century or so represented 
by the extremes of each bar chart.  Portfolio E, an 
all-stock portfolio, has had a year with a -44% return 
and numerous years in the red.  Contrast that with 
Portfolio A (25% stocks/75% bonds) and you can see 
the dampening effect bonds add to a portfolio on 
both the upside and downside.  This year could test 
the lows for this portfolio, however.

While attempting to value the market is fraught with 
caveats, we lean towards thinking the stock market has 
over-corrected and is currently offering some selected 
stocks at attractive values.  Morningstar, as an example, 
postulates that the broad US market is trading at about 
79% of its intrinsic value.  Only a few times has the 
market offered this discount in their opinion, and 
rebounds from these levels have been significant.  The 
Schiller PE, as another example and one we have 

referenced numerous times, has corrected from a 
recent high of 37 down to about 27.  As stocks have 
fallen, their expected future return has risen.  It has 
been our experience in decades of managing money 
that one of the most harmful decisions investors can 
make is to sell stocks and go to cash during the midst of 
a downturn.  Invariably that cash remains in cash when 
stocks reverse course and begin to rise, and that 
investor misses out on much of the subsequent return.

It is also instructive to take a long-term view of the 
stock market. The chart on the next page graphs 
the Dow Jones Industrial Average from 1902 to 
2022. The years and values don’t matter so much 
for our purposes here but note that it’s never a 
straight line up. Corrections happen all the time – 
there have been 26 bear markets in the S&P 500 
since 1928 - as do sharp rebounds to the positive. 
Over the last 92 years of market history, bear 
markets have only made up about 20 years, with 
stocks rising 78% of the time. Mountains of 
academic research and practical experience has 
shown that no one can consistently time these 
moves.  Hence, our encouragement to stay the 
course and follow the adage “it’s time in the 
market, not timing the market.”

We added a couple of new positions to the portfolios 
in the third quarter.  
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In the Smaller Companies Portfolio, we added Neogen 
(NEOG). Neogen arose in part from our holding in 3M in our 
Equity Income Portfolio. 3M combined its food safety 
business with Neogen and we elected to receive Neogen 
stock. We have also purchased it in Smaller Companies 
accounts that did not have 3M (an equity income holding.)  
Neogen develops, manufactures, and markets various 
products for food and animal safety worldwide.

And aside from the 3M transaction in Equity Income, we also 
purchased Masco (MAS), which designs, manufactures, and 
distributes home improvement and building products in 
North America, Europe, and internationally.
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There is good news and even more good news for 2023. On 
October 13th, the COLA for social security was set to increase 
8.7% beginning January 2023. This is an increase by more than 
$140 per month and the largest increase in 40 years. The COLA 
is based on the inflation numbers for July, August, and 
September. In addition to the increase in social security 

benefits, those who are currently enrolled in Medicare can 
expect a decrease of $5.20 a month for the standard monthly 
premium Medicare Part B (which is typically taken out of the 
monthly social security benefits for those active recipients). 
This equates to about a 3% decrease and is certainly welcome 
after last year’s large increase. 

SOCIAL SECURITY COST OF LIVING ADJUSTMENT (COLA) 
AND MEDICARE B PREMIUMS FOR 2023

Social Security benefits are calculated using a worker’s 35 
highest earnings years. For many individuals, couples, and 
families, planning for future Social Security benefits 
comes down to a tradeoff between life’s wants and 
needs. Earlier in a worker’s career, a break in employment 
may happen by choice or out of necessity. Likewise, the 
decision about when to retire is born of necessity vs. the 
ability to enjoy the fruits of one’s labor. We have found 
that Social Security benefits often play a bigger role in 
retirement than many people consider, no matter how 
big their nest egg. If you plan to retire at 66, the year 
workers hit full retirement age (FRA) as defined by the 
Social Security Administration (SSA) it is important to 
think about how much you were earning at age 31. If you 
wish to retire at age 60, what was your income like at age 
25? If you can delay taking your benefits, you will likely 
knock some of your earlier, lower earnings years out of 

the calculations and potentially replace them with higher 
earnings from later in your career. Additionally, for each 
year you delay your social security benefits after FRA until 
age 70, you will increase your benefit by 8% per year 
through delayed retirement credits.

One way to think about your social security benefits is like 
receiving the income benefit of a sufficiently large bond 
portfolio, in addition to your savings and investments. If 
you achieve the maximum amount of Social Security 
benefits ($3,345 per month as of 2022), you are 
effectively earning 4% income (roughly today’s going 
market yield for intermediate length bonds) on a 
$1,000,000 bond portfolio (though you won’t have access 
to the principal). That’s a meaningful contribution to 
almost any retirement budget. 

NOTES FROM THE PLANNING DESK
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For regular readers of our newsletter, you will 
recall that bond prices and bond yields move 
inversely. When interest rates move higher, new 
bonds can be bought with higher yields to maturity. 
Thus, it follows that the price of older bonds with 
lower interest rates, must drop to entice buyers. 
Put differently, bond investors can choose to view 
the current environment through either a glass half 
full or glass half empty lens. Thanks largely to the 
Fed’s efforts to tame inflation in 2022, interest 
rates have moved up significantly, providing an 
opportunity to lock in the highest yields in over a 
decade. That’s the glass half full perspective. The 
glass half empty view is that bonds have taken a 
beating this year. Both are correct interpretations. 
However, for long-term, buy and hold bond 
investors, it is important to remember that you will 
receive the bond’s par value at maturity no matter 
the change in short-term market value.

For Q3, bond prices, as measured by the U.S. 
Aggregate Index (The Agg), a broad-based 
benchmark composed of investment grade, 
fixed-rate, taxable bonds fell by 5.3%, a sizeable 
downward move. The fall accompanied/resulted 
from, an upward move in interest rates in the 
quarter, one that saw the yield on the 10-Yr U.S. 
Treasury rise from lows of 2.50% to nearly 4%. The 
Bloomberg U.S. Treasury Index fell too on the rise 
in interest rates, with a return of -4.85% in the 
quarter. The benchmark for our intermediate fixed 
income strategy, the iShares Intermediate 
Government/Credit Bond Fund, fared slightly 
better than both the Agg and Treasury Index owing 
to its lower sensitivity to interest rate increases, 
only falling 3.85%.

We ladder client bond purchases primarily out to 
10 years, so that we have roughly 10% of the 
portfolio to reinvest every year. We do this for a 
few reasons. First, if a client has ongoing cashflow 
needs, we can generate this cash reliably from 
their fixed income portfolio, rebalancing as we go 
so as not to disrupt the mix of stocks to bonds 
materially. The other reason is to diversify the 
client’s holdings maturity-wise. Some years, or 

often for multi-year periods, bonds will offer paltry 
yields, as in 2020 and 2021. Other years, such as 
2014, and now 2022, offer the opportunity to earn 
more income in what is traditionally the reliable, 
safe part of a balanced, long-term investment 
strategy. As we’ve mentioned in recent 
newsletters, one extenuating circumstance in our 
attempts to limit how much of a bond portfolio 
turns over, or needs to be purchased in any given 
year, is a new account. For short-term periods, new 
accounts are more acutely subject to market 
timing than older accounts. New accounts in 2020 
and 2021 will need time to work through the 
holdings of low-yield bonds, the majority of which 
would have been purchased in a low-rate 
environment. Patience will see any losses recover 
and the overall income provided by the portfolio’s 
bonds increase as lower yielding bonds mature and 
get replaced by today’s higher yielding bonds. On 
the other side of the short-term timing coin, 2022, 
at least in comparison to the previous two years, is 
a fine year to build a bond portfolio from scratch.

There is little doubt that bonds are finally offering 
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the compelling nominal yields that savers and bond investors 
have long awaited. In fact, many financial news and advice 
outlets have recently begun recommending taking advantage 
of the yields being offered by Treasuries and money market 
funds. That should not be done at the expense of your overall 
allocation. It may feel safer to “hide out” in bonds, waiting for 
stocks to show a little light at the end of the tunnel. But that 
is a sure-fire way to miss out on the first leg up of the next bull 
market in stocks. Rather, patient, long-term investors should 
stay the course with a previously determined investment 
allocation. What is important is that long-term investors do 
not shift out of one asset class to another due to what has 
transpired in markets recently. That would be market timing, 
an approach we seek to avoid. Instead, we look to take 
advantage of investment opportunities within the context of 
the long-term allocation.

Some readers may note a caveat in the current fixed income 
conversation: the difference between real and nominal 
yields. The real yield is the income earned after accounting for 
inflation’s reduction of purchasing power. Currently it can’t 
be ignored. Inflation, as indicated by the Fed’s preferred 
gauge, the Personal Consumption Expenditures Price Index 
(PCE), is running at a higher annual rate than the yield on 
many investment grade bonds, including a high percentage of 
corporate bonds. It is outpacing government bonds, despite 
the attractive 4%+ levels that can be earned on various 
maturities of Treasuries and other ultra-safe bonds like 
agency bonds and brokered certificates of deposit (CDs). Our 
view is that the Fed will get inflation under control and back 
towards its 2% target, though we can’t be sure of how long 
this will take. We acknowledge that it may feel risky buying 
longer (7–10-year bonds) given the uncertainty of this timing. 
Longer bonds are at greater risk of price drops should interest 
rates move up further. In the third quarter, the one-year 
Treasury surpassed the yield to maturity (YTM) on a 10-year 
Treasury, and as of this writing is still higher. Why take the risk 
on a longer bond when one can buy a one year Treasury with 
a higher yield? 

The reason is due to aforementioned uncertainty. It wasn’t 
long ago that pundits warned of the encroachment of 
negative yielding debt. Many trillions of dollars of debt 
globally sported negative rates (particularly in Europe) and 
policy makers and economists considered if there might even 
be a need for the U.S. to target negative rates. Only a few 
years later and rates have gone parabolic in certain markets 
(e.g. the UK). The point is, the current environment or trend 

might reverse faster than we think it will. In fact, most 
economists consider deflation to be a much more dangerous 
trend for an economy once it becomes embedded. All this is 
to say that locking in a 4% yield to maturity (YTM) for a 10-yr 
government bond or high quality corporate bond today is 
likely worth the risk that interest rates go higher tomorrow.

Another important consideration for bond investors is quality 
in the face of a recession. Locking in a corporate bond at 4-5% 
YTM for 10-years only makes sense if that company exists in 
10 years to pay back the principal. Even if the company is 
likely to exist, we prefer for the bond portion of client 
portfolios to exhibit stability. A bumpy, hold your breath kind 
of ride, where a company just limps over the finish line with 
the cash to pay off bondholders is not the goal. We want our 
corporate bond investments to inspire confidence, while at 
the same time providing a reasonable spread (i.e. additional 
interest earned) versus an ultra-safe Treasury. With a 
recession 100% guaranteed at some point in the future, and 
reasonably guaranteed in the next year or two, we plan to 
maintain an allocation to Treasuries in our portfolios, as a 
recession typically leads to a demand for the safe haven of 
U.S. government debt. 

In light of rising interest rates throughout the economy, how 
can savers best take advantage of income opportunities? Are 
savings accounts and bank CDs attractive? When people talk 
about “the system being rigged,” one area where they are 
probably right is when it comes to banks making money. The 
same bank that has yet to raise the interest rate meaningfully 
on your savings account (the national average interest rate for 
savings accounts is 0.16%, according to Bankrate’s Oct. 5, 
2022 weekly survey of institutions and the average 1-yr bank 
CD rate is 0.97%) will happily sell you a new mortgage today at 
almost 7% (the Freddie Mac U.S. Mortgage Market Survey of 
30-yr mortgages was 6.7% as of the end of Q3). What gives?
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The Fed has raised rates at a breakneck pace and yet it still 
doesn’t benefit savers, costs the retail mortgage borrower a 
pretty penny, but somehow benefits lenders. 

The explanation is based on incentives and the yield curve. To 
be profitable banks do something called borrowing short and 
lending long, earning a spread in the process called net inter-
est margin. Banks can borrow with terms as short as over-
night, or raise money from depositors (i.e. checking and 
savings accounts) while lending to homebuyers at higher 
rates for 30-years. Since most banks are reasonably flush with 
cash right now, they don’t have a lot of incentive to raise the 
rates they would pay would-be depositors via those savings 
accounts since it would eat into their net interest margin. 
Currently, banks can likely make loans to creditworthy 
borrowers with the cash already on their balance sheets. 
Therefore, they don’t need the cushion of retail deposits, 
which means they still aren’t incentivizing savers all that 
much on savings accounts. 

Savers looking for a yield boost will currently find it in bonds 
more so than cash alternatives, particularly those offered by 
banks or credit unions. Although better deals can be found 
with a little research, the national averages for interest rates 
on savings accounts, bank certificates of deposit (which 
require an account at that bank and are distinct from the 
brokered certificates of deposit NWIC may purchase from 
time to time for clients), and even money market funds 
(which hold short-term bonds) are lagging the yields of most 
investment grade bond issuers, including the one-year Trea-
sury (which as of this writing is 4.2%).

We are currently targeting bonds with nominal yields of at 
least 4%, though this is subject to change based on shifting 
market conditions. As always we seek a reasonable spread, or 
incentive, to take the additional risk of owning corporate 
bonds, and are weighing the pros and cons of buying callable 
vs non-callable bonds (particularly as applies to government 
agency bonds). If rates rise further, it is unlikely that bonds 
will be called any time soon. As such, the yield to call (return 
on a bond if it is taken early from a bond portfolio) is generally 
higher right now than the yield to maturity. Non-callable 
bonds are also attractive right now in the event that rates do 
decline from here for reasons yet unknown. If market rates 
fall in half, we will rest easier knowing clients are locked into 
bonds that can’t be called away by issuers seeking to 
refinance their debt. Since we do not know which scenario is 
likelier, we continue to ladder portfolios with callable and 

non-callable bonds across a 10-year maturity spectrum. We 
will add risk-appropriate corporate bonds, Treasuries, 
government agency bonds, and municipal bonds in accounts 
where the situation justifies.

Separately from the bonds we plan to buy for our clients, 
Northwest plans to utilize the government money market 
fund of our primary custodian, Charles Schwab, for temporary 
excess cash amounts in client accounts. A money market fund 
is a kind of mutual fund that invests in highly liquid, high 
credit-rating, ultra-short maturity instruments (e.g. cash, cash 
equivalent securities, and certain bonds such as Treasuries or 
commercial paper). Money market funds seek to maintain a 
net asset value of $1 per share. A money market fund is an 
investment, and as such carries no guarantee of principal, 
although they are considered extremely safe. Schwab’s 
Treasury Money Funds invest in short-term securities with 
the full faith and credit of the U.S. government. The fund pays 
interest of 2.67% and has a weighted average maturity of the 
holdings is 21 days. The money market fund, which is a 
“purchased” fund, requires a day’s notice to sell and generate 
cash that can be withdrawn from the account or used to 
purchase other securities. The fund’s interest rate, which was 
near zero until almost May of this year, has lagged the Fed’s 
rate hikes, but gained meaningfully in Q3. Our expectation is 
that the fund will continue to raise the rate of interest paid.
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NW EQUITY INCOME STOCKSRelative to 
S&P 500

NW BLUE CHIP GROWTH STOCKS

Top 10 Stocks % of Total

Apple Inc 7%

Microsoft 6%

Oracle Corp

Pepsi 

4%

4%

Accenture 4%

Alphabet 4%

Automatic Data Processing 3%

United Parcel Service 3%

Autozone 3%

Cisco 3%

Top 10 Stocks % of Total

AMN Healthcare 7%

Insperity 6%

Fair Isaac Co.     

Forward Air Corp

5%

4%

Generac Holdings 4%

Expeditors Intl Wash Inc 4%

Broadridge Fin Sol    3%

Mettler Toledo 3%

Edgewell 3%

Dropbox 3%

NW SMALLER COMPANIES STOCKS

Top 10 Stocks % of Total

Caterpillar Inc.   8%

Emerson Elec.  7%

McDonalds 6%

Paychex 6%

Sysco  5%

Procter & Gamble 5%

Lockheed Martin 5%

Blackrock 4%

Colgate Palmolive 4%

Home Depot 4%

NW INTERMEDIATE FIXED INCOME

Paypal Hldgs 2.850% Due 10-01-29

2.250% Due 11-15-24 

Top 10 Bonds Coupon/Maturity

Federal Farm CR BKS 2.080% Due 12-02-30

United States Treas NTS 2.125% Due 12-31-22 

United States Treas NTS 2.000% Due 11-15-26 

Johnson & Johnson 2.950% Due 03-03-27 

United States Treas NTS  2.250% Due 11-15-25 

United States Treas NTS 0.125% Due 12-31-22

United States Treas NTS 

United States Treas NTS 1.375% Due 06-30-23

2.250% Due 11-15-27United States Treas NTS

Equity Indices

Midcap Stocks (Russell Midcap)

Fixed Income Indices
Intermediate G/C (Barclays Int.)

1 Year

-10.3%

3 Years

-1.8%

5 Years

0.2%

Alternatives
Timber

1 Year

-21.4%

3 Years

5.5%

5 Years

1.5%

MARKET INDEX DATA 

Large Stocks (S&P 500)

1 Year

-15.5%

-19.5%

-23.6%

3 Years

8.1%

5.0%

4.2%

5 Years

9.2%

6.3%

3.5%Small Stocks (Russell 2000)

-25.2% -1.9% -1.2%International Stocks (EAFE)
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10 Years

0.8%

10 Years

6.8%

10 Years

11.7%

10.1%

8.5%

3.3%
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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.

Material Changes
None

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.

Disclosures 

A Quarterly Publication by Northwest Investment Counselors

THIRD QUARTER 2022

LIVE WELL. RETIRE BETTER.




