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A er a vola le first two months of the year, our clients are asking a number of astute ques ons about a variety of asset classes.  

Below, we answer some of your mely ques ons. 

 

HOW WERE FOURTH QUARTER 2014 EARNINGS FOR U.S. COMPANIES? 

Due to the low expecta ons entering earnings season, the actual results were viewed as decent.  Although the majority of         

companies beat lowered earnings es mates, over 20% of companies issued nega ve forward guidance.  Addi onally, due to the 

strong dollar and slow economic growth outside the U.S., revenue growth was only 2% and earnings growth was a li le above 3%.  

Investors have difficulty accep ng these lackluster metrics as the S&P 500 P/E has risen from under 11 to over 17 during the last 6 

years. 

 

WHAT ARE YOUR REVENUE, EARNINGS, AND P/E ASSUMPTIONS FOR 2015? 

Due to the con nued strong dollar assump ons, among other factors, 2015 is set to deliver 1-3% revenue growth and 3-6%       

earnings growth.  Depending on when the Fed Reserve raises interest rates, P/E expansion could be due for a pause.  Historically,  

P/Es contract a er the Fed starts raising rates.  According to our work, P/Es typically fall about 2 points (for example 18 down to 

16), when the Fed raises rates.  

 

LAST YEAR OPCM TALKED ABOUT FOREIGN STOCKS BEGINNING TO OUTPERFORM U.S. STOCKS IN THE NEAR FUTURE.  HAS THIS 

STARTED? 

We believe due to where the different regions of the globe are in their economic, monetary, and valua on cycles, foreign equi es 

are generally a be er value for investors with a 3-5+ year me horizon.  We prefer Europe, and Germany within Europe, along with 

emerging market countries without infla on and debt problems.  So far in 2015, foreign stocks are outpacing the U.S. 

 

YOU HAVE NOT MADE MANY CHANGES IN THE REAL ESTATE ASSET CLASS LATELY.  IS THE TEAM CONSIDERING ANY POTENTIAL 

CHANGES? 

The Team has tempered our bullishness in REITs due to very high valua ons, low cap rates, and our belief that they will begin to 

underperform other asset classes when the Fed starts to raise short-term interest rates.  Our homebuilding posi on has performed 

very well since October, and we are increasingly close to reducing our commercial real estate exposure. 

 

 



 

 

 

OPCM Answers Your Por olio Management Ques ons  

OPCM IS NO LONGER UNDERWEIGHT IN THE ENERGY SECTOR, AND MOST PEOPLE THINK IT WILL FALL FURTHER.  WHY DID YOU 

INCREASE YOUR WEIGHTING IN JANUARY? 

We felt the market had capitulated on the en re sector.  With most of the sector down 30-50% in six months, and the segment 

universally hated by investors, we performed a deep dive into the sector and found a number of companies with pris ne balance 

sheets, who were extremely well prepared to weather a downcycle.  We now own five companies that we feel will perform well 

during the downcycle and when we exit the downcycle. 

 

WHEN DO YOU THINK THE FEDERAL RESERVE WILL RAISE INTEREST RATES? 

The present consensus points to October 2015 or later.  Depending on the next couple of employment reports, the ming may be 

pulled in.  Unemployment is low, although the underemployed con nues to run above 10%.  Wages are a final factor that is being 

weighed by the Federal Reserve.  Average hourly earnings growth, which is also a measure of poten al future infla on, has grown 

at a rate under 2.5% for the last five years and has recently trended toward 2%. 

 

WHAT IS GOING ON WITH THE VOLATILE INTEREST RATES LATELY? 

Interest rates are experiencing a push/pull of lower rela ve interest rates outside the U.S. being offset by the Federal Reserve   

moving closer to raising interest rates.  Overall in February, we essen ally saw a 0.20% upward parallel shi  in interest rates from 

the 5 year to 30 year area of the yield curve.  

 

WILL THE DOLLAR CONTINUE TO STRENGTHEN? 

The dollar has appreciated over 15% versus the globe in the last year alone, and over 25% since the low in 2010.   Over the last 20 

years the dollar is now exactly in the middle of its trading range at a trade-weighted-dollar of 90.  Due to our stronger economy and 

place in the monetary cycle, the dollar will likely con nue to appreciate, but at a slower pace. 
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The opinions expressed herein are strictly those of Osborne Partners Capital Management, LLC (“OPCM”) as of the date of the material and is subject to change. None of the 

data presented herein cons tutes a recommenda on or solicita on to invest in any par cular investment strategy and should not be relied upon in making an investment 

decision. There is no guarantee that the investment strategies presented herein will work under all market condi ons and investors should evaluate their ability to invest for 

the long-term. Each investor should select asset classes for investment based on his/her own goals, me horizon and risk tolerance. The informa on contained in this report is 

for informa onal purposes only and should not be deemed investment advice. Although informa on has been obtained from and is based upon sources OPCM believes to be 

reliable, we do not guarantee its accuracy and the informa on may be incomplete or condensed. Past performance is not indica ve of future results. Inherent in any invest-

ment is the possibility of loss.  


