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The	OPCM	Investment	Cycle:	“Initiation,	Full‐Position,	Reduce,	Sell”	(p2)	At	OPCM,	portfolio	holdings	 in	all	
asset	classes	(excluding	 ixed	income)	cycle	through	a	repeated,	methodical	process	of	“Initiation,	Full	Position,	
Reduce,	Sell”.			

Wage	Growth	and	Consumption	 (p5)	We	 explain	 how	wage	 growth	 and	 consumer	 spending	 are	 inherently	
linked,	and	how	this	relationship	affects	the	overall	market.			

The	Fed	Finally	Raises	Rates…Now	What?	(p7)	With	 the	Fed’s	 recent	announcement,	we	 took	a	 look	at	how	
major	asset	classes	have	historically	fared	while	the	Fed	is	raising	interest	rates.		

Fixed	Income	Round‐Up	(p9)	 2015	 resulted	 in	widely	 divergent	 returns	 across	 different	 sectors	 of	 the	 bond	
market.		

Senior	Living	—	Navigating	a	Labyrinth	of	Options	(p10)	Our	practical	guide	for	those	approaching	the	next	
step.		

4%

6%

8%

10%

Ja
n
‐0
4

Ja
n
‐0
5

Ja
n
‐0
6

Ja
n
‐0
7

Ja
n
‐0
8

Ja
n
‐0
9

Ja
n
‐1
0

Ja
n
‐1
1

Ja
n
‐1
2

Ja
n
‐1
3

Ja
n
‐1
4

Ja
n
‐1
5

Ja
n
‐1
6

Unemployment Rate

So
ur
ce
:	S
t.	
Lo
ui
s	
Fe
d	

 

So
ur
ce
:	M

SC
I	

Source:	St.	Louis	Fed	
Source:	B

aseline	and	St.	Louis	Fed	

‐10%

‐5%

0%

5%

M
ar
‐0
4

M
ar
‐0
5

M
ar
‐0
6

M
ar
‐0
7

M
ar
‐0
8

M
ar
‐0
9

M
ar
‐1
0

M
ar
‐1
1

M
ar
‐1
2

M
ar
‐1
3

M
ar
‐1
4

M
ar
‐1
5

Real Gross Domestic Product (GDP)

Global	equities	markets	fell	about	3%	in	2015,	while	interest	rates	ticked	up	slightly	throughout	the	curve.		

The	U.S.	unemployment	rate	reached	2007	lows,	but	GDP	growth	has	been	tepid.		
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2015	was	a	dif icult	year	for	most	investors	and	essentially	all	asset	classes.		A	few	of	the	only	ways	

to	 make	money	 in	 2015	 were	 to	 either	 be	 long	 the	 dollar,	 buy	 Russian	 bonds,	 or	 buy	 Japanese	

stocks.	2015	was	also	a	year	when	many	famous	hedge	funds	and	long‐term	value	managers	posted	

double‐digit	 negative	 returns.	 	 You	 know	 it	 is	 a	 dif icult	 investing	 year	 when	 Warren	 Buffet’s					

Berkshire	Hathaway	is	down	more	than	10%,	and	Carl	Icahn’s	holding	company	is	down	more	than	

30%.	

OPCM	clients	who	have	been	with	us	through	multiple	cycles	know	our	investment	discipline	well.		

Portfolio	holdings	in	all	asset	classes	(excluding	 ixed	income)	cycle	through	a	repeated,	methodical	

process	of	“Initiation,	Full	Position,	Reduce,	Sell”.			

In	the	Initiation	stage,	the	OPCM	Investment	Team	has	isolated	an	investment	idea	that	typically	has	

experienced	 a	 shorter‐term	 issue	unrelated	 to	 a	 permanent	 operational	 de iciency.	 	 A	 company’s	

business	 may	 have	 experienced	 a	 weather	 issue,	 regulatory	 push‐out,	 poor	 industry	 sentiment,				

cyclicality,	 or	may	 be	 in	 between	 a	 product	 cycle.	 	 Our	 Investment	 Team	 formulates	 a	 thorough			

thesis	 through	 internally	 created	 research	 reports.	 	 A	 thesis	 will	 have	 multiple	 expected	 future					

catalysts.	

As	 the	 catalysts	 are	 closely	monitored	and	begin	 to	 come	 to	 fruition,	we	may	opt	 to	 increase	 the			

position	to	a	larger	“Full‐Position”.		If	the	catalysts	and/or	thesis	do	not	play	out,	the	team	will	likely	

choose	to	sell	the	small	sized	Initiation	position,	many	times	at	a	loss,	and	move	on	to	analyzing	the	

next	idea.	

When	 a	 Full‐Position	 in	 the	 portfolio	 either	 becomes	 overvalued	 or	 completes	 the	 thesis,	 the									

Full‐Position	eventually	 enters	 the	Reduce	 stage.	 	At	 this	 stage	 the	holding	 is	 reduced	 from	a	 top	

portfolio	holding	to	a	smaller	holding.		This	may	occur	after	one	year,	or	it	may	happen	after	a	multi‐

year	holding	period.		Many	well‐known	investors	complain	that	they	“buy	early	and	sell	early”.		We	

attempt	to	combat	this	issue	by	initially	Reducing	instead	of	completely	Selling	a	holding	in	case	the	

stock	price	continues	to	rise	unabated.		

Finally,	 when	 the	 holding	 either	 achieves	 an	 extreme	 valuation,	 or	 the	 fundamentals	 begin	 to								

deteriorate,	we	Sell	the	remaining	position.	 	Our	Investment	Team	knows	exactly	what	stage	each	
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In	this	article:	 	At	OPCM,	portfolio	holdings	 in	all	asset	classes	(excluding	 ixed	
income)	 cycle	 through	 a	 repeated,	 methodical	 process	 of	 “Initiation,	 Full											
Position,	Reduce,	Sell”.			

The OPCM Investment Cycle: “Initiation, Full-Position, Reduce, Sell”  

By: Justin W. McNichols, CFA 
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portfolio	position	 is	 in	during	any	given	day,	 thus	we	are	 following	different	 catalysts,	 news,	 and	

fundamental	indicators	for	each	position.			

This	process	repeats	itself	over	and	over	through	market	cycles.	 	During	some	years,	our	portfolio	

turnover	may	be	lower	as	many	of	our	holdings	stay	in	the	Full‐Position	part	of	the	cycle.		In	other	

years,	 our	 turnover	 may	 be	 higher	 because	 many	 of	 our	 more	 successful	 positions	 are	 now	

“excessive”	 –	 excessively	 overvalued,	 an	 excessively	 high	 percentage	 of	 the	 portfolio,	 excessively	

popular,	and	even	excessively	hyped.		At	the	same	time,	we	may	have	a	number	of	new	investments	

entering	the	portfolio	in	the	Initiation	stage.	

A	FASTER	INVESTMENT	CYCLE	MEANS	HIGHER	TURNOVER	IN	2015			

2015	has	been	a	higher	turnover	year,	similar	to	years	when	more	holdings	were	moving	through	

our	investment	cycle,	such	as	2003,	2007	and	2009.		These	periods	can	be	confusing	to	clients	when	

they	see	the	most	successful,	media	darlings,	and	the	largest	portfolio	positions,	being	reduced	or	

sold	by	the	Investment	Team.		The	replacement	positions	are	holdings	entering	the	portfolio	in	the	

Initiation	stage,	and	typically	the	overall	sentiment	from	the	investing	public	is	negative.	 	In	2015,	

clients	 have	 seen	 a	 number	 of	 holdings,	 including	 recently,	 Novartis,	 Johnson	&	 Johnson,	 Lowe’s,	

Pepsi,	and	Danaher	reduced	or	sold	after	many	years	of	strong	returns.		None	of	their	replacement	

holdings	experienced	strong	returns	prior	to	our	recent	purchase.		

As	the	replacements	enter	the	OPCM	portfolio,	they	will	start	their	cycle	of	hopefully	moving	from	

an	Initiation	position	to	a	Full‐Position.	 	A	short‐term	side	effect	of	 this	methodical	process	 is	 the	

Initiation	 positions	 may	 underperform	 short‐term,	 while	 the	 excessively	 valued	 and	 popular								

Reduce/Sell	positions	may	continue	to	climb	to	new	valuation	highs,	as	greater	fools	are	found.		It	is	

quite	easy	to	buy	a	good	company	at	a	high	valuation,	or	to	buy	“what’s	working”	and	hope	for	the	

best.		The	more	dif icult	task	is	selling	good	companies	when	the	risk/reward	is	no	longer	favorable,	

and	has	turned	deeply	negative.							

CAPITULATION	–	A	DISCIPLINED	INVESTOR’S	DREAM	

While	 our	 investment	 cycle	 repeats,	 occasionally	 the	 Investment	 Team	 uncovers	 what	 we	 call	 a	

“capitulation	situation”.	 	Capitulation	situations	occur	when	an	industry,	sector,	sub‐asset	class,	or	

entire	asset	class	experiences	a	free‐fall	in	price	and	valuation,	usually	after	a	prolonged	period	of	

underperformance.		Think	of	the	action	being	the	inverse	of	watching	one	of	these	cult‐stock	bubble	

investments	 consistently	 rise	 over	 time,	 then	 spike	 toward	 the	 end	 of	 their	 popularity	 –	 think							

internet,	biotech,	social	media,	and	nouveau	hamburger	companies.				
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A	 capitulation	 situation	 can	 be	 a	 disciplined	 investor’s	 dream.	 	 A	 company	 may	 have																	

underperformed	for	a	lengthy	period	of	time.		One	by	one,	the	Wall	Street	analysts	downgrade	the	

company.		The	stock	blows	through	previous	record	low	valuations,	and	may	have	gone	from	being	

labeled	a	high‐quality	growth	or	cyclical	company	to	a	company	trading	at	a	fraction	of	its	tangible	

value.	 	 Finally	as	capitulation	sets	 in,	 the	stock	price	 falls	 seemingly	daily	until	one	day	 the	stock	

drops	5%,	10%	or	maybe	15%	during	a	single	day	on	massive	volume	as	the	 inal	panic	sets	in.		As	

the	media	reports	the	carnage	to	the	public,	a	valuation	bottom	is	being	put	in	place	under	all	of	the	

volatility.	 	A	disciplined	investor,	who	can	separate	emotions	from	analysis	and	valuation,	and	has	

no	qualms	about	being	patient	as	an	investor	is	prepared.		The	disciplined	investor	takes	advantage	

of	others	emotions.			

A	HIGH	MARGIN	OF	VALUATION	SAFETY	

The	 good	 news	 is	 these	 capitulation	 situations	 provide	 a	 high	 margin	 of	 valuation	 safety	 for	 a							

patient	 investor.	 	This	 is	comforting	to	an	investor	who	always	analyzes	risk	 irst.	 	 In	many	cases,	

these	 holdings	which	 can	 be	 gut‐wrenching	 to	 buy,	 turn	 out	 to	 be	 a	 diverse	 portfolio’s	 strongest		

performing	long‐term	investments.				

The	bad	news	is	these	capitulation	situations	sometimes	only	occur	every	three	to	 ive	years,	and	

can	involve	patience	once	purchased.		Often	times	we	will	increase	the	position	size	at	a	lower	price,	

allowing	us	to	take	advantage	of	overly	pessimistic	sentiment.		We	are	sometimes	asked	by	newer	

clients,	“Why	did	you	trim	the	best	performing	investment	and	buy	another	company	that’s	down	so	

much?		CNBC	hates	that	investment.”		The	answer	is	simple:	discipline.		One	holding	is	cycling	out	at	

a	priced‐to‐perfection	valuation	with	little	fundamental	room	for	error,	while	another	is	cycling	in	

at	a	priced‐to‐capitulation	valuation	with	most	of	the	bad	fundamental	news	in	the	past.	

PRICED	TO	PERFECTION	AND	PRICED	TO	CAPITULATION	TODAY	

After	mentioning	the	outsized	number	of	holdings	that	moved	from	Full‐Positions	to	Reduce	or	Sell	

in	 2015,	 it	 is	worth	 noting	 that	 the	OPCM	 Investment	 Team	has	 not	 seen	 this	many	 capitulation				

situations	in	over	six	years.		For	example,	after	owning	our	smallest	allowable	allocation	to	natural	

resources	 in	eight	years,	we	 recently	 Initiated	a	 few	new	capitulation	 situations,	 and	are	 close	 to	

initiating	additional	holdings	in	natural	resources.	 	Outside	of	the	natural	resource	asset	class,	our	

domestic	 equities	 Watch	 List	 (potential	 new	 Initiation	 holdings)	 has	 increased	 from	 a	 few												

companies	over	the	summer	to	over	ten,	many	of	which	are	capitulation	situations.		
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THE	COMPONENTS	OF	SUCCESSFUL	INVESTING	

In	the	world	of	investing,	there	are	thousands	of	very	intelligent	analysts	or	investors	who	can	tell	

you	 anything	 about	 a	 company	 or	 industry	 from	 the	 recent	 trends,	 to	 competition,	 to	 how	 the					

economy	 affects	 them,	 to	 the	 CEO’s	 golf	 handicap.	 	 There	 are	 fewer	 who	 can	 properly	 value	 a								

company	on	an	absolute	or	relative	valuation	and	equate	that	to	a	buy	or	sell	opportunity.	 	Where	

the	 ield	 of	 successful	 analysts	 and	 investors	 narrows	 further	 is	 in	 the	 psychology	 component	 of				

investing.		These	are	individuals	or	teams	who	strive	to	analyze	the	psychological	questions	such	as	

when	to	buy,	when	to	sell,	cyclical	effects,	seasonal	effects,	consensus	expectations	for	fundamentals,	

how	 early	 or	 late	 stock	 prices	 trough	 or	 peak	 ahead	 of	 fundamentals,	what	 type	 of	 investor	 base	

owns	the	investment,		where	are	management’s	incentives,	and	when	has	sentiment	reached	schizo‐

phrenic	extreme?		As	a	team,	OPCM	attempts	to	analyze	all	angles	of	psychology	prior	to	a	purchase	

or	sale.		We	believe	in	combining	deep	fundamental	and	valuation	analysis,	with	an	understanding	of	

the	present	psychology.	 	With	 the	willingness	 and	ability	 to	be	patient,	we	can	manage	a	 growing	

portfolio	with	less	downside	risk	over	the	long‐term.			

Consumer	spending	is	the	elephant	in	the	tea	room	of	the	economy.	Nothing	else	really	matters,	for	

in	the	end	it	is	70%	of	the	GDP.	When	spending	slows,	corporate	pro its	shrink,	industrial	production	

sags	and	housing	sales	evaporate.	Tea	is	spilled	and	cups	are	broken.	
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Wage Growth and Consumption 

By: Charles D. Osborne II 

In	 this	 article:	 We	 explain	 how	 wage	 growth	 and	 consumer	 spending	 are											
inherently	linked,	and	how	this	relationship	affects	the	overall	market.			
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Many	components	shape	spending	patterns	including	home	prices,	stock	markets,	interest	rates,	the	

cost	of	gas	and	glum	feelings	about	terrorism.	One	component	has	a	direct	effect,	and	that	is	wages.	

In	2015	we	have	started	to	see	wages	rise,	and	we	expect	this	to	have	the	normal	effect	on	spending.	

Wage	growth	 in	 the	U.S.	 can	be	measured	 in	several	ways	such	as	median	wages,	hourly	earnings	

and	 real	 compensation	 per	 hour	 in	 the	 business	 sector.	 	 Some	 of	 these	 signal	 low	 growth	 while					

others	are	more	positive.	These	measures	are	affected	by	many	variables	from	the	size	of	the	work‐

force	to	the	effects	of	the	sharing	economy.	Overall	however,	the	labor	market	is	looking	good.	

Unemployment	now	stands	at	5%	nationally,	which	is	considered	full	employment.	We	have	added	

two	million	jobs	this	year	despite	the	energy	cutbacks.	The	new	housing	market	is	 in	short	supply	

and	construction	is	expected	to	pick	up.		

The	 Planned	 Employee	 Compensation	 Index	 tracked	 by	 the	 National	 Federation	 of	 Independent	

Businesses	 (NFIB)	 rose	 three	points	 in	November	 to	20,	 a	 new	 cycle	high,	 consistent	with	hourly	

wage	growth	rising	to	3‐3.75%	year‐over‐year	by	next	summer.	

Some	new	wrinkles	 in	 the	wage	story	 include	 the	aging	of	 the	workforce.	Those	55	and	older	are	

commanding	higher	pay,	but	have	a	lower	marginal	propensity	to	consume.	Therefore	an	increase	in	

wages	 inds	 its	way	 into	savings.	Self‐employed	people	are	not	 included	in	wage	calculations.	This	

includes	 those	 in	 the	 sharing	 economy.	 In lation	 is	 very	 low	now	 thanks	 to	 the	 strong	dollar	 and				

relatively	 benign	 labor	 demands.	 This	 will	 change	 as	 the	 number	 of	 jobs	 available	 outpaces	 the	

growth	in	the	workforce.	

Wage	growth	in	the	U.S.	has	started	to	 irm	up,	and	we	believe	that	will	continue	as	the	labor	market	

tightens.	As	salaries	increase,	the	elephant	in	the	tea	room	will	get	more	nourishment.	This	should	

be	good	news	for	the	economy	and	the	markets.	

Wage Growth and Consumption Cont.’d 
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Seven	years	ago,	facing	what	would	prove	to	be	the	worst	recession	the	U.S.	economy	had	seen	in	

the	post‐war	era,	the	U.S.	Federal	Reserve	(Fed)	took	the	historic	step	of	lowering	interest	rates1	to	

approximately	zero	percent.	At	 the	 time	the	Fed	took	action,	 there	was	 little	doubt	 that	 the	move	

was	both	appropriate	and	necessary	given	the	frayed	condition	of	the	economy.	However,	even	in	

the	depths	of	the	recession,	few	people	imagined	that	it	would	take	over	seven	years	before	the	Fed	

began	raising	interest	rates	again.	After	all,	there	have	been	nine	recessions	over	the	past	60	years	

and	the	longest	time	between	Fed	hikes	had	previously	been	just	under	 ive	years.	Yet	on	December	

16th	the	Fed	put	an	end	to	its	new	record,	announcing	that	it	would	once	again	start	to	raise	rates.	

The	Fed	pointed	to	steadily	improving	labor	markets	and	a	healthy	economy	as	justi ication	for	the	

decision,	 but	 made	 sure	 to	 explain	 that	 this	 series	 of	 hikes	 would	 likely	 be	 more	 gradual	 and							

measured	than	what	we	have	seen	in	the	past.			

With	 the	Fed’s	recent	announcement,	we	 took	a	 look	at	how	major	asset	 classes	have	historically	

fared	while	the	Fed	is	raising	interest	rates.	We	highlight	some	of	the	main	takeaways	in	the	table	

and	commentary	below:		

Asset	Class	Returns	During	Fed	Rate	Hike	Cycles		

Domestic	Equities:	 	U.S.	 Stocks	 have	 averaged	 a	 total	 return	 of	 over	 14%	 during	 the	 last	 ive								

periods	 the	 Fed	 has	 raised	 interest	 rates.	 Sectors	 like	 Energy,	 Materials,	 and	 Healthcare	 have								

historically	 led	 the	 way	 while	 Consumer	 Discretionary	 has	 generally	 underperformed.	 Of															

importance	to	this	cycle,	U.S.	stocks	have	tended	to	perform	better	when	the	Fed	has	raised	rates	at	

a	more	gradual	pace	which	is	something	we	believe	will	be	a	theme	during	the	upcoming	cycle.			
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The Fed Finally Raises Rates…Now What? 

By: Jay M. Skaalen, CFA 

In	 this	 article:	 Contrary	 to	 what	 many	 believe,	 history	 has	 shown	 that																		
performance	across	most	major	asset	classes	has	been	 surprisingly	good	while	
the	Fed	has	raised	rates.		

Domestic	
Equities

Foreign	
Equities

Fixed	
Income

Natural	
Resources

Real	Estate
Alternative	
Investments

June	2004	‐	June	2006 15.5% 41.8% 3.1% 41.8% 50.0% 23.4%

June	1999	‐	May	2000 4.7% 15.6% 2.2% 16.8% 0.5% 18.8%

February	1994	‐	February	1995 0.5% ‐6.2% ‐2.2% 3.2% ‐6.0% 1.3%

March	1988	‐	February	1989 15.4% 12.3% 3.4% 4.4% 5.0% NA

December	1986	‐	September	1987 36.2% 44.7% 0.4% 6.7% 7.8% NA

Average	Total	Return 14.5% 21.6% 1.2% 14.6% 11.5% 14.5%H
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Note:	 Asset	 classes	 listed	 above	 represent	 the	 following	 indices:	Domestic	 Equities	 (S&P	500),	 Foreign	 Equities	 (MSCI	World	 Ex‐US),	 Fixed		
Income	 (Barclays	 Aggregate	 Bond	 Index),	 Natural	 Resources	 (Bloomberg	 Continuous	 Commodity	 Index),	 Real	 Estate	 (FTSE/NAREIT	 Equity	
REIT	Index),	Alternative	Investments	(HFRI	Fund	Weighted	Composite)		

1Here	 (and	 throughout	 the	 remainder	of	 this	publication)	 “interest	 rates”	 refer	 to	 the	 federal	 funds	 rate,	 the	 rate	at	which	banks	can	

borrow	and	lend	excess	reserve	balances	to	each	other.	It	is	the	primary	rate	that	the	Federal	Reserve	aims	to	in luence	in	attempting	to	
maintain	stable	prices	and	full	employment.		

Source:	OPCM	
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Foreign	Equities:		Foreign	stocks	have	been	the	best	performing	asset	class	during	recent	periods	of	

tightening	U.S.	monetary	 policy.	 In	 four	 of	 the	 past	 ive	 Fed	 rate	 cycles,	 international	 stocks	 have				

recorded	over	10%	returns	with	’86‐’87	and	’04‐’06	particularly	impressive,	logging	total	returns	of	

over	40%	each.	We	also	found	that	emerging	market	equities	have	typically	outperformed	interna‐

tional	developed	market	equities	and	both	have	registered	positive	returns	in	each	cycle	except	for	

’94‐’95	when	the	Federal	Reserve	caught	global	markets	off‐guard	with	an	unexpected	rate	hike.		

Fixed	Income:		After	years	of	speculation	about	when	the	Fed	would	raise	interest	rates,	most	are	

aware	that	rising	interest	rates	lead	to	falling	bond	prices.	Naturally,	most	take	this	information	and	

assume	that	bonds	must	perform	terribly	while	the	Fed	is	raising	rates.	This	is	not	the	case.	Bonds	

have	recorded	just	over	1%	on	average	during	these	periods	and	have	had	just	one	cycle	(’94‐’95)	

where	it	had	a	negative	return.	Looking	at	various	sub‐sectors	within	Fixed	Income,	longer	maturity	

bonds	 (which	 are	 more	 sensitive	 to	 rising	 rates)	 performed	 worse	 than	 shorter	 maturity	 bonds,	

while	high‐yield	and	 loating	rate	bonds	have	been	the	best	performers.		

Natural	Resources:	Natural	resources	have	been	the	most	consistent	performer	during	the	last	 ive	

Fed	rate	hikes.	One	reason	 for	 this	 is	 the	positive	correlation	between	natural	resource	prices	and	

in lation,	which	is	one	of	the	main	determinants	of	the	Federal	Reserve’s	interest	rate	policy.	It	has	

been	either	the	best	or	second‐best	performing	asset	class	 in	each	of	the	last	three	rate	cycles	and	

has	had	positive	returns	during	every	period	we	looked	at.			

Real	Estate:	Due	to	their	higher	sensitivity	to	rising	interest	rates,	investors	have	become	incremen‐

tally	cautious	about	the	Real	Estate	asset	class	leading	up	to	the	Fed’s	decision.	However,	similar	to	

Fixed	Income,	many	have	overstated	the	peril	of	owning	Real	Estate	during	Fed	hikes.	As	seen	in	the	

table,	Real	Estate	has	logged	an	average	total	return	of	11.5%.	There	is	a	catch,	however.	The	average	

performance	during	these	periods	is	being	heavily	distorted	by	the	incredible	numbers	Real	Estate	

saw	 in	 ’04‐’06	 –	 a	 period	when	 it	 was	 up	 50%.	 If	 you	were	 to	 exclude	 this	 period,	 Real	 Estate’s								

average	 return	 would	 drop	 to	 1.8%.	 While	 this	 is	 a	 signi icant	 difference,	 Real	 Estate	 has	 still										

recorded	 positive	 total	 returns	 in	 4	 of	 the	 past	 5	 cycles	 and	 has	 proven	 to	 be	 an	 effective	 hedge	

against	rising	in lation.		

Alternative	Investments:	Alternative	Investments	are	somewhat	challenging	to	analyze	due	to	the	

diverse	(and	constantly	changing)	composition	of	this	asset	class.	When	we	looked	at	a	broad	swath	

of	alternative	investments,	we	saw	that	the	group	has	performed	well,	averaging	above	14%	during	

the	last	three	cycles.	As	a	relatively	new	asset	class,	historical	performance	is	not	available	for	the	’88

‐’89	or	’86‐’87	time	frames.	
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As	an	Investment	Team,	we	always	remind	ourselves	to	take	note	of	history	but	to	never	use	 it	as	

reason	alone	to	make	investment	decisions.	Each	of	the	previous	 ive	rate	cycles	we	looked	at	were	

underpinned	 by	 economic	 and	 inancial	 conditions	 that	 were	 different	 from	 each	 other	 and	 are					

different	from	the	ones	we	are	experiencing	today.	This	new	chapter	of	Fed	interest	rate	policy	will	

bring	unique	 situations	 and	 challenges	 that	will	 be	different	 from	what	we	have	dealt	with	 in	 the	

past.	 However,	 we	 are	 con ident	 our	 portfolios	 are	 positioned	 well	 as	 the	 Fed	 begins	 the	 long‐

anticipated	step	of	moving	away	from	its	zero	interest	rate	policy.	

	

	

2015	resulted	in	widely	divergent	returns	across	different	sectors	of	the	bond	market.	As	a	whole,	

the	U.S.	 bond	market	posted	 a	paltry	0.55%	 total	 return,	 but	 the	 story	was	dramatically	different				

depending	upon	the	types	of	issues	and	levels	of	risk	investors	assumed	in	their	bond	portfolios.	

High‐yield,	 or	 junk,	 bonds	 posted	 their	 worst	 returns	 in	 years,	 as	 concerns	 about	 a	 slowing	 U.S.				

economy	and	rising	default	risks	weighed	on	these	issues.	Junk	bonds	as	a	whole	lost	4.6%	for	the	

year,	 with	 much	 of	 the	 damage	 occurring	 in	 energy‐related	 securities.	 As	 a	 result,	 the	 spread										

between	 junk	bonds	 and	 the	 10‐year	U.S.	 Treasury	widened	 signi icantly,	 from	5%	at	 the	 start	 of	

2015	 to	nearly	7%	by	 the	 end	of	 the	 year.	This	 is	 a	 signi icant	move	 and	 junk	bond	 spreads	may			

continue	to	widen	as	2016	begins.	

Based	on	our	research,	junk	bonds	tend	to	outperform	other	types	of	issues	after	the	 irst	or	second	

rate	 hikes	 in	 a	 tightening	 cycle.	 If	 spreads	 do	 continue	 to	 widen,	 junk	 bonds	 will	 become	 more							

attractive	 to	us	as	 the	year	progresses	and	 is	an	area	 in	which	we	would	expect	 to	add	additional		

exposure.	This	will	allow	us	to	lock	in	higher	rates	on	bonds	that	have	seen	their	prices	drop	as	rates	

have	started	to	rise.	

U.S.	Treasuries	and	Municipals	posted	the	strongest	returns	for	the	year.	However,	it	was	important	

to	 be	 very	 selective	 in	 Municipals	 in	 2015,	 as	 evidenced	 by	 actual	 defaults	 on	 certain	 types	 of									

municipal	 debt	 –	most	 notably,	 defaults	 on	 certain	Puerto	Rico	 bonds.	 Puerto	Rico	 is	 currently	 in		

recession	 and	 experiencing	 the	 greatest	 migration	 of	 residents	 to	 the	 U.S.	 since	 the	 1950s.	 This	
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demonstrates	 the	 importance	 of	 fully	 analyzing	 all	 individual	 bonds	 and	 being	 careful	 in	 the										

selection	of	states/territories	and/or	individual	municipalities.	

As	2016	unfolds,	we	expect	to	see	at	least	one	or	two	more	rate	hikes,	with	the	next	increase	most	

likely	occurring	at	the	Federal	Reserve’s	April	meeting.	In	the	meantime,	we	continue	to	maintain	a	

cautious	stance	and	positioning	in	the	4‐8	year	maturity	range.		

	

	

	

	

	

As	we	usher	 in	 the	New	Year	 and	all	of	 the	opportunity	 it	 brings,	we	are	 all	presented	with	new		

challenges	to	overcome.		Our	goal	here	at	OPCM	is	to	help	our	clients	address	these	challenges	and	

through,	what	we	 like	 to	 call,	 the	 four	 life	 cycle	 phases.	 	 These	 phases	 include	 the	 accumulation	

phase	(from	the	age	of	20	until	around	the	age	of	50),	the	conservation	or	protection	stage	(from	the	

age	 of	 45	 up	 to	 around	 the	 age	 of	 70),	 and	 the	 distribution	 or	 gifting	 stage	 (from	 65	 on).	 	 Each									
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life‐cycle	phase	we	pass	 through	presents	us	with	new	objectives	and	circumstances.	 	The	phases	

may	differ	in	timing	and	length	depending	on	one’s	individual	circumstance.		Our	intent	is	to	discuss	

an	 ever‐growing	 need	 in	 the	 distribution/gifting	 stage,	 or	 senior	 living.	 	 As	 this	 is	 an	 area	 with					

several	 options,	 including	 multiple	 terms	 describing	 the	 same	 thing,	 we	 look	 to	 demystify	 and			

clearly	present	 the	 options	 available	 to	 those	who	may	be	 approaching	 this	 stage	 of	 life.	 	 But,	 as	

many	 have	 already	 noticed	 or	 have	 experienced,	 you	 may	 be	 helping	 a	 loved	 one	 navigate	 the							

labyrinth	 of	 senior	 living	 options	 instead	 of	 looking	 into	 your	 own.	 	Whether	 you’re	 researching		

future	 living	options	 for	 yourself	 or	 on	 another’s	 behalf,	 you’re	 in	 luck.	 	 To	present	 your	options	

clearly,	we	will	review	each	level	of	care	with	a	brief	summary.	Following	that	information,	we	will	

cover	the	steps	necessary	in	helping	you	make	the	right	decision.			

1.	Independent	Living	Communities	–	This	option	tends	to	be	compact,	easy	to	navigate,	

low	 maintenance,	 and	 is	 typically	 appropriate	 for	 those	 who	 can	 live	 on	 their	 own.					

Residents	live	in	fully	equipped	private	apartments.		It	also	provides	an	opportunity	for	

socializing	and	taking	part	in	community	activities.					

2.	Assisted	Living	–	This	option	is	most	appropriate	for	those	who	need	help	with	some	of	

the	activities	of	daily	 living,	 including	some	help	with	medications.	 	Common	areas	 for	

socializing	and	group	dining	are	also	typically	available.		Keep	in	mind	this	option	is	not	

suitable	for	those	who	need	round–the‐clock	medical	care	or	attention.	

3.	Nursing	Home	–	Nursing	Homes	are	considered	the	highest	level	of	care	for	older	adults	

outside	of	a	hospital.		Along	with	providing	assistance	with	the	activities	of	daily	living,	

nursing	 homes	 provide	 a	 high	 level	 of	 medical	 care.	 	 If	 personal	 and	 medical	 care									

becomes	 too	 great	 to	 handle	 at	 home	 or	 in	 another	 facility,	 this	 may	 be	 the	 most											

appropriate	option	for	you	or	a	loved	one.	

A.	Continuing	Care	Retirement	Community	(CCRC’s)	–	Becoming	ever	more	

popular,	 CCRC’s	 combine	 the	 bene its	 of	 independent	 living,	 assisted	 living,	

and	nursing	home	care	in	one	facility.		This	all‐encompassing	option	allows	the	

resident	 to	 stay	 in	 one	 general	 location	 as	 their	 needs	 progress,	 making	 it				

possible	 for	a	spouse	to	stay	close.	 	Be	aware	of	 the	cost	when	considering	a	

CCRC,	as	they	tend	to	require	residents	to	buy	a	unit	and	may	have	additional	

monthly	 charges.	 	 Down	 payments	 (which	 may	 or	 may	 not	 be	 refundable)	

range	 anywhere	 from	$200,000	 to	 over	 $1	million,	 depending	 on	 the	 facility	

you’re	looking	to	enter.	
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4.	Residential	Care	Homes	–	These	offer	 smaller	home‐like	 settings,	which	are	 typically	

composed	of	tighter	knit	communities.		They	differ	in	levels	of	assistance	with	activities	

of	daily	living,	and	give	very	general	and	very	limited	medical	care.		For	those	looking	for	

a	small	home	like	experience,	this	could	be	a	great	option	(yes,	they	offer	home‐cooked	

meals).	 	But	 for	those	who	are	more	active	and	outgoing,	a	residential	care	home	may	

not	provide	enough	social	interaction.		

5.	Respite	 Care	 –	 If	 you	 ind	 yourself	 taking	 care	 of	 an	 aging	 family	 member	 and	 are					

struggling	 with	 the	 added	 responsibility,	 respite	 care	 can	 give	 you	 much	 needed										

assistance.		There	are	mainly	two	goals	for	respite	care.		The	 irst	is	to	hire	someone	to	

share	in	the	responsibility	of	taking	care	of	your	loved	one,	usually	for	personal	care	or	

skilled	 health	 assistance.	 	 The	 second	 is	 to	 provide	 support	 with	 other	 tasks	 ranging	

from	 adult	 day	 care	 (out	 of	 home	 service)	 to	 assistance	with	 activities	 of	 daily	 living.		

Due	to	the	wide	range	of	services	available,	we	are	not	able	to	cover	all	of	the	bene its	

respite	care	may	provide.		Further	research	would	be	appropriate	if	you	are	looking	into	

this	option.	

6.	Home	Care	–	Provided	by	home	care	organizations,	home	care	provides	a	wide	array	of	

care	 and	 support	 services	 for	 those	 needing	 more	 attention.	 	 Whether	 someone	 is							

recovering	 from	 a	 hospital	 stay,	 is	 disabled,	 chronically	 or	 terminally	 ill	 and	 needing	

nursing	 and	 medical	 treatment,	 home	 care	 provides	 the	 most	 comprehensive	 option	

available	in	the	comfort	of	one’s	own	home.		Keep	in	mind	the	option	can	be	expensive	

and	may	not	be	covered	by	Medicare.		Check	with	each	agency	and	con irm	they	are	an	

approved	Medicare	provider.			

Now	that	we	are	familiar	with	the	types	of	care	and	facilities	available,	let’s	review	how	to	conduct	

your	search.		The	following	are	a	list	of	steps	to	take	and	questions	to	ask	when	embarking	on	your	

search.	

1.	Determine	the	level	of	care	you	(or	a	loved	one)	wants	and	needs.			

2.	Get	your	family	involved,	especially	the	loved	one	you	are	helping.	

3.	Determine	what	you	can	afford.		Keeping	in	mind	Medicare	and	Medicaid	may	not	cover	

all	of	your	wants	or	needs.		

4.	Visit	the	location.	

A.	Review	cleanliness.		

B.	Visit	during	an	activity	or	event.		Try	the	food	if	at	all	possible.	
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C.	Pay	attention	to	the	staff.	

D.	Walk	the	grounds,	inside	and	out.	

E.	 Ask	 questions!	Don’t	 be	 afraid	 to	 ask	 residents,	 caretakers,	 and	 general	 staff	

questions	regarding	the	facilities,	types	of	care,	events/activities,	and	move	in/

move	out	policies.	

F.	Is	it	convenient?	Close	to	shops,	food,	and	family.	

5.	Make	your	decision.	 	This	may	be	one	of	 the	 last	big	decisions	made	 in	someone’s	 life.		

Giving	the	process	the	attention	it	needs	and	deserves	is	vital.		It	may	also	make	sense	to	

discuss	how	this	decision	can	impact	an	Advanced	Health	Care	Directive	or	Living	Will	

with	an	attorney.	

Finding	the	right	living	situation	can	be	dif icult	and	time	consuming.		Although	it	would	take	a	great	

number	of	articles	to	fully	cover	senior	living	and	what	you’ll	encounter,	we	hope	we’ve	provided	

enough	information	or	at	least	cleared	enough	of	the	fog	to	help	your	search.		Below	you’ll	 ind	one	

more	tool	we’ve	put	together	to	help	you	through	the	maze	that	is	senior	living.		If	you	 ind	yourself	

with	unanswered	questions,	as	always,	we	are	here	to	assist.	
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Living		
Option	

Other	Names	(Aka)	 How	to	Pay	

Cost	of	Care	Ranges	
(Local:	San	Francisco	
County/San	Mateo		

County)	

Alzheimer’s	
or	

Dementia	
Care	

Independent	
Living		
Communities	

Continuing	Care		
Retirement	Community	
Retirement	
Community	
Congregate	Care	
Retirement	Villages	
55+	Communities	
Senior	Apartments	

Private	Assets	
Medicaid‐
Possible	but	
may	be								
extremely			
limited	

National	
$1,500‐$3,500/month	
California	
$2,532‐$9,550/month	
Local	
$2,000‐$9,550/month	

No	
		

Assisted		
Living	

Assisted	Care		
Community	
Personal	Care	Home	

Private	Assets	
Medicaid			
accepted	by	
some	

National	
$2,500‐$4,500/month	
California	
$3,065‐$5,125/month	
Local	
$4,500/month	

Varies	

Nursing	
Home	

Convalescent	Care	
Nursing	Center	
Skilled	Nursing	
Long	Term	Care		
Facility	

Private	Assets	
Medicare	
Medicaid	

National	
$4,000‐$8,000/month	
California	
$7,450‐$8,670/month	
Local	
$8,365‐$9,581/month	

Varies	

Residential	
Care	Homes	

Board	and	Care	
Homes	

Group	Homes	
Adult	Family	Homes	
		

Private	Assets	
Medicaid	

National	
$1,500‐$3,000/month	
California	
$1,500‐$4,500/month	
Local	
$4,500/month	

Varies	

Respite	Care	 Short	term	stay		
program	
Adult	Day	Care	

Private	Assets	
Medicaid	
		

National	
$75‐$242/day	
California	
$25‐$195/day	
Local	
$55‐$91/day	

Varies	

Home	Care	 Home	Health	Care	
Home	Care	Aide	
 In	home	personal	
care	

Private	Assets	
Medicare/
Medicaid	via	
certi ied	
home	health							
agencies	

National	
$20‐$40/hour	
California	
$12‐$40/hour	
Local	
$20‐$35/hour	

Varies	

Sources:	www.aplaceformom.com,	www.genworth.com,	www.helpguide.org,	www.longtermcare.gov		
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Charley	 is	a	Californian.	 	He	was	raised	 in	Pebble	Beach,	went	 to	Cate	School	 in	

Carpinteria,	attended	the	University	of	California	Los	Angeles	for	his	B.A.,	and	the	

University	 of	 Santa	 Clara	 for	 his	 MBA.	 	 He	 initially	 was	 a	 math	 major	 then	

switched	to	 ine	arts.	Soon	after	gaining	his	undergraduate	degree,	he	became	a	

rock	 band	 promoter	 and	 manager	 in	 San	 Francisco	 and	 London.	 	 This	 irst							

business	was	exciting	and	exhausting,	but	not	terribly	pro itable.		After	three	years,	he	returned	to	

school	for	his	MBA	while	working	as	a	real	estate	appraiser	for	a	bank	in	San	Jose.	

As	 a	 Californian,	 Charley	 appreciates	 the	 combination	 of	 the	 beautiful	 nature	 and	 the	 innovative	

thinking	that	permeates	 this	environment.	 	None	of	 that	was	evident	 in	his	 irst	 job	as	a	portfolio	

advisor	 in	 a	 trust	 department.	 	 However,	 it	was	 good	 training	 for	 a	money	manager	 because,	 as			

Willy	Loman	said	so	famously,	“that’s	where	the	money	is.”	

After	 the	bank,	 his	 real	 investment	 life	 began.	 First	 he	 joined	 a	 small	 Palo	Alto	 irm,	was	 given	 a	

desk,	 and	 told	 to	 ind	 clients.	 	 He	 joined	 the	American	Electronics	Association	 as	 an	 af iliate	 and		

proceeded	to	familiarize	himself	with	Silicon	Valley.		This	was	in	1980,	and	the	Valley	was	starting	

to	 thrive	 again	 with	 the	 introduction	 of	 the	 personal	 computer	 and	 the	 various	 associated														

industries.		Opening	accounts	was	easy	with	so	much	wealth	being	created	in	the	area.		Within	three	

years	the	 irm	had	doubled	in	size,	but	San	Francisco	beckoned.	

San	 Francisco	 is	 clearly	 the	 inest	 city	 in	 the	west.	 	 Besides	 the	 visual	 appeal,	 the	 food,	 and	 the							

excellent	sports	teams,	it	is	home	to	several	major	investment	 irms,	and	is	the	banking	center	for	

Silicon	 Valley	 wealth.	 	 There	 was	 a	 irm	 in	 S.F.	 that	 had	 been	 started	 in	 1937	 by	 Phelps	 Stokes	

Hunter	called	Hunter	and	Berry.		Charley	joined	the	 irm	and	many	of	his	clients	followed	him	there.		

He	was	made	a	partner	two	years	later.		Then	in	1988,	Northern	Trust	bought	the	 irm.	

At	 Northern,	 Charley	 was	 on	 the	 national	 stock	 selection	 team	 and	 helped	 shape	 their	 style	 of							

buying	 quality	 growth	 stocks.	 	 Later	 in	 the	 1990’s,	 Charley	 bought	 the	 irm	 back	 from	Northern	

Trust.	 	 The	 deal	was	 completed	 in	 the	mid‐nineties,	 and	 the	 irm	name	was	 changed	 to	Osborne		

Partners	Capital	Management.		Assets	under	management	have	increased	eight	fold	since	then	and	

continue	to	grow.	

Charley	is	now	Chairman	of	Osborne	Partners	and	enjoys	spending	his	weekends	in	Carmel.	 	With	

his	wife	Karen,	they	have	four	children	and	three	grandchildren.		He	still	enjoys	art	and	the	nature	

around	the	great	Northern	California	coast.	
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The opinions expressed herein are strictly those of Osborne Partners Capital Management, LLC as of the date of the material and is subject to 

change without no ce.  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 infor‐

ma on purposes only and should not be deemed investment advice.  Although informa on has been obtained from and is based upon sources 

Osborne Partners Capital Management, LLC 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 investment is the possibility of loss.  Osborne Partners Capital 

Management, LLC does not provide tax or legal advice. Please consult with your tax and legal advisors regarding your personal circumstances. 

580	California	Street,	Suite	1900							

San	Francisco,	CA	94104	

Phone:	(415)	362‐5637	

Fax:	(415)	362‐5996	

	

	

				535	Middle ield	Road,	Suite	160	

				Menlo	Park,	CA	94025	

					Phone:	(650)	854‐5100	

			Fax:	(650)	854‐5661	

 Contact	Us:		

E‐mail:	info@osbornepartners.com	

Phone:	(800)	362‐7734	

www.osbornepartners.com	

Locations:	

Our	updated	ADV	is	available	upon	request	and	on	the	client	portion	of	the	OPCM	website.		

Certified Financial Planner Board of Standards Inc. owns the certification marks CFP®, CERTIFIED FINANCIAL PLANNER™ 
and federally registered CFP (with flame design) in the U.S., which it awards to individuals who successfully complete CFP 
Board’s initial and ongoing certification requirements. 


