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Safe	Is	Not	Safe	Anymore	(p2)  In this piece, we examine why two popular and historically safe sectors are no 

longer safe today.  

IPO:	It’s	Probably	Overpriced?	(p5)  2019 is poised to be one of the busiest years for IPOs on record – investors 

need to exercise caution when looking to invest in the current wave of offerings.  

Credit	Markets:	A	Historic	Quarter	(p8)  The current structure of the yield curve has real-world implications 

for how to invest in bonds. 

Psychology	and	Money:	A	Primer	on	Behavioral	Finance	(p10)  What you need to know about how Behavioral 

Finance impacts your investment decisions. 

Source: FactSet 
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Global equities are about 5% from their all-time highs, and the U.S. yield curve has inverted. 
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Unemployment remains low, although economic growth is slowing.  



 

 © 2019 Osborne Partners Capital Management, LLC. All rights reserved. 

 Historically, two sectors with consistently slow earnings growth have been utilities and  

consumer staples.  Over the long-term, these two sectors have posted annualized earnings growth 

of 3% and 5% respectively, below the S&P 500’s 7% earnings growth.  Although earnings growth 

has been slower, and these two sectors have generally underperformed the S&P 500 over decades, 

there have been periods when investors were smart to allocate toward these sectors.  When the 

economy and earnings growth are peaking, along with interest rates, these two sectors can be      

excellent hedges.  Why?  

 First, the earnings growth of these two sectors, although slow, is relatively consistent.  Over 

the last 15 years, through a major economic recession and two earnings recessions in the United 

States, the consumer staples sector’s worst year-over-year earnings growth was 0%, while utilities’ 

worst was only negative 2%.  Second, their valuations are usually tame at market highs.  For         

example, in 2007 both sectors traded at a slight discount to the S&P 500.  Third, they both have long

-term average dividend yields of about 3.7%.  With these three facts in mind, it is easy to see how 

investors would be interested in the two sectors at economic peaks – overall equity valuations are 

usually high, earnings are in lecting negatively, and interest rates are likely to fall as demand for 

bonds increases and the Federal Reserve starts reducing Fed Funds interest rates.  As interest rates 

fall, these higher yielding sectors are more appealing.  However, today we do not believe the         

potential reward in these sectors outweighs the risk.  

 The consensus believes earnings growth is slowing, and that it may continue slowing 

through the end of the year.  In reaction to this growth fear, investors have been (blindly) shifting 

assets into these two sectors.  However, due to today’s absolute and relative valuations, along with 

where the economy is in the economic cycle, plus the balance sheet leverage with these two sectors 

– safe is not safe anymore. 

 Regarding valuations, there are signs of slower earnings growth in the overall equity       

market.  If earnings fall in the overall S&P 500, utilities and consumer staples should at least post 

lat growth.  However, the P/E multiples for these two sectors both on an absolute and relative basis 

are high.  First, utilities now trade at over 19x forward earnings, which is the highest in decades, 

and over 30% above their long-term average of 14.5x.  Additionally, on a relative basis, utilities 
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In	this	article:	 	We	examine	why	two	popular	and	historically	safe	sectors	are	no	
longer	safe	today.		
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In	this	article:		Consumer	con idence	is	rising,	but	whether	it	will	propel					spend-
ing	is	a	question.		

trade at a 12% premium to the overall S&P 500.   Below, we show the long-term relative P/E        

between utilities and the S&P 500.   

 Consumer staples are a similar story, trading at a forward P/E of 20x or 25% above their 

long-term average of 16x.  On a relative basis, consumer staples recently traded at a 20% premium 

to the overall S&P 500.  For that premium, you are purchasing 5% earnings growth and a strong 

dollar headwind.  The strong dollar increases the price of exports, and weighs on the pro it picture 

for multinationals, many of which are in the consumer staples sector.  Below is the long-term       

relative P/E between consumer staples and the S&P 500. 
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 Next in examining dividend yields, investors are actually paying much higher valuations…for 

lower dividend yields.  With the rise in valuation, the utilities index is now only yielding 3.3%.  

While this yield is higher than the 2% yield of the S&P 500 and 2.1% yield available from U.S.  Treas-

uries, it is near a decade low.  With the recent rise in price for consumer staples, the yield is even 

worse at less than 2.7%.  Below, we show a ten-year history of the utilities sector dividend yield. 

 On top of high valuations, slow earnings growth, and low dividend yields, there is a material 

risk in the inherent balance sheet leverage found in both of these sectors, especially utilities.  High 

leverage, which we de ine as the ratio of net debt (total debt less cash) to EBITDA (earnings before 

interest, taxes, depreciation and amortization) of greater than 3-4 times, can be palatable when the 

economy is strong and interest rates are low.  When both reverse, the environment is not enjoyable 

for highly leveraged companies.  Today, the leverage of the utilities sector has risen from 3x (net 

debt is three times as much as EBITDA) to 5x – the highest level since the 1990’s.  As a comparison, 

the overall net debt to EBTIDA ratio for the S&P 500 is a more modest 1.8x.  Although a more     

manageable 2.3x, leverage for consumer staples is at an over 20-year high.  Safe is not safe anymore. 

 To own the consumer staples sector, investors are paying 20 times earnings, for almost zero 

earnings growth, and a 2.7% dividend yield.  Meanwhile the utilities sector is not any better, except 

an investor owns a sector with debt leverage at a multi-decade high and nearly 3x the level of the 

S&P 500  – not a good idea when/if interest rates rise or the economy weakens even moderately. 
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 We have long known that 2019 held the potential to be somewhat of an IPO extravaganza – a 

year in which some of the largest private companies, many located in the Bay Area, were set to go 

public. Some of the most high pro ile companies in the world including Lyft, Uber, Beyond Meat,   

WeWork and Airbnb headline an impressive list of companies that pegged 2019 to make their public 

debut. In the second quarter alone, 62 separate IPOs raised roughly $25 billion, making it the most 

active quarter by deal count in four years.1 At the halfway point of the year, the scorecard for these 

newly minted public companies is rather mixed, with some offerings surpassing even the most      

optimistic of expectations and others, including the largest IPO this year, Uber, logging a relatively 

disappointing debut. The most surprising IPO by a wide margin has been the extraordinary success 

of Beyond Meat, the maker of plant-based meat alternatives. The stock (Ticker: BYND) was up over 

160% on May 2nd, the day of its IPO, and is up over 540% since going public. Seeing the remarkable 

success of listings like BYND has created somewhat of a frenzy, both from private companies seeking 

to take advantage of a favorable market environment and from investors afraid of missing out on the 

next	Beyond Meat. Given these dizzying dynamics, we igured it would be a good time to dig a little 

deeper into IPOs by looking at their purpose, how to assess the risks of investing in IPOs and inally, 

our take on how to approach investing in the current wave of offerings. 

 When a company is just getting started and has yet to generate sustainable pro its – the 

funds you need to run the business typically comes from one of two places: internally from founders 

and employees, or from a third party entity like a venture capital (VC) or private equity (PE) irm. 

Successful irms with ambitious growth plans often tap VC or PE irms to provide capital to fund 

their initial growth in exchange for an ownership stake in the irm. As companies continue to grow, 

management may ultimately decide that an IPO is the best route for the irm. Often, the actual       

purpose of the public offering gets lost in the media circus that accompanies nearly all large IPOs. By 

going public via an IPO, companies are able to raise large amounts of capital by selling ownership 

stakes to public investors. Going public also serves as an exit strategy for earlier investors, including 

employees and VC/PE irms, allowing them to sell their previously illiquid ownership stakes in    

public markets.  

 Part of the intrigue of investing in IPOs comes from the possibility of instant grati ication in 

the form of incredible returns over a very short period of time. Look no further than Beyond Meat, 

IPO: It’s Probably Overpriced? 

By: Jay M. Skaalen, CFA 

In	this	article:		All	IPOs	are	unique	and	carry	radically	different	risk	pro iles	–	our	
team	takes	a	look	at	the	current	market	environment	and	offers	tools	to	analyze	
which	may	be	worthwhile	investments.		
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whose irst day return was slightly higher than the last eight	year	cumulative return for the S&P 500! 

This is not possible in most areas of the market which tend to accrue more steady returns over    

several years. Of course, the opportunity to see outsized gains comes hand in hand with the          

near-guarantee of stomach-churning volatility. The elevated volatility is driven by several factors. 

First, when companies go public they typically only sell a fraction of their shares to the public,       

creating a situation of limited supply of shares coupled with volatile demand, which can magnify 

moves in the stock. One related topic is the somewhat unusual concept known as share lock-ups. 

When a company goes public, the vast majority of the company’s ownership will typically remain 

with employees and early investors. However, in an effort to facilitate a smooth IPO, companies   

typically restrict employees and early investors from selling until a pre-designated lockup period 

expires – usually between 90 to 180 days after the initial offering. Looking at Lyft, Uber and Beyond 

Meat, over 80% of company shares will become available to be sold when the lock-up ends later this 

year. The expiration of lockup periods has historically pressured share prices as investors look to 

cash in on their new found wealth.  Another factor contributing to the outsized volatility of IPOs is 

the type of investors initially buying and selling new issues. Though it varies company to company, 

typically only a small fraction of trading in a new IPO is done by long term investors. The majority of 

trading comes from hedge funds and other irms employing algorithmic trading who often have little 

desire to hold onto the shares beyond the next 30 days or even 30 seconds. These factors combine to 

create a very turbulent environment for a new stock.  

 Due to the fervor and excitement that come with most IPOs, one of the most important areas 

to evaluate before making an investment is the level of growth that is being priced into the stock. 

After all, a company may have a very bright future but if the market is already acknowledging this 

with sky high valuations, then bright prospects may not translate into superior returns for the stock. 

While more of an art than an exact science, we can get a general idea of growth expectations by look-
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ing at initial valuations of companies and compare them to existing entities, both new and old. Let’s 

stick with Beyond Meat as an example and take a quick glance at what level of growth the market is 

currently pricing into the stock. Looking at Enterprise Value to Sales (a popular valuation metric for 

high-growth companies since few have pro its), BYND is currently the most expensive non- inancial 

company with a market capitalization over $1 billion in the entire Russell 3000® Index (an index of 

the largest 3000 U.S. public companies). At 42x EV/Sales, BYND is currently valued at more than 

twice the level of young, high growth software companies like Twilio (TWLO), Workday (WDAY) 

and ServiceNow (NOW) despite being a consumer products company which typically carry lower 

multiples. Mature consumer products companies like Tyson Foods (TSN), Kellogg (K), and Conagra 

Brands (CAG) trade at EV/Sales ratios in the range of 0.8x to 2.2x. Unfortunately for companies like 

BYND, one market truism that has withstood the test of time is that valuation multiples compress 

over time as companies mature. Due to lofty starting valuations, Beyond Meat could grow sales at 

30% every year for the next decade and still trade at a roughly 50% premium to its’ consumer prod-

uct peers (3.0x)…and this assumes that Beyond Meat’s stock price doesn’t appreciate at	all	over the 

next 10 years. This is just one example but it stresses the importance of knowing what the market is 

expecting from a company and can serve as a warning sign should the company disappoint.   

 Looking at implied growth rates or valuations for companies is only a small part of the     

legwork necessary when analyzing an IPO, or any company for that matter. Assessing the             

competitive advantages, looking into quality of the management team, monitoring how the         

company allocates capital and coming up with a total addressable market for the company’s      

products are other pieces of the puzzle that need to be put together before any investment should 

be made. If you read inancial publications or watch CNBC, you’ve likely seen headlines along the 

lines of, "Caution: 2019 Is Quickly Reaching 2000 Bubble Levels for IPO's" or, alternatively, "Don't 

Miss Out on The 2019 IPO Goldrush!" Headlines like these are sensational and are only written to 

attract eyeballs. Each company that goes public has its own unique characteristics that will drive its 

fundamentals and stock price over time. And, despite the comparisons to 2000, the reality is that 

today's IPO market is nothing like 2000. The majority of companies going public today are more     

mature, have better funding and are supported by more attractive business models relative to what 

we saw in 2000. But this also doesn't mean that every "unicorn" that goes public this year will be-

come the next Google. A few words of advice from our investment team when debating whether to 

invest in the next “hot” IPO: be skeptical about a company's prospects when the market is not, rec-

ognize superior business models but validate their staying power and most importantly, give your-

self a margin of safety by not overpaying for the next "sure thing."  

1 Source: Dealogic  
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 At the end of March, the benchmark ten-year U.S. Treasury was yielding 2.41%. The second 

quarter saw yields on the ten-year Treasury fall by a remarkable 40 basis points (0.40%) to end the 

quarter at 2.01%. This is a historic drop in interest rates. 

 Many market pundits have continued to fret about an impending recession as U.S. economic 

activity has slowed from the blistering pace of earnings growth last year, the effect of tax cuts has 

waned and the trade war with China has escalated and could continue to do so. As a result, bond 

yields have dropped dramatically in anticipation of slower economic activity in the future and the 

increasing probability that the U.S. Federal Reserve will begin reducing interest rates to defend 

against a possible recession.  

 Bond duration measures the sensitivity of bond prices to changes in interest rates. As inter-

est rates have declined signi icantly, longer duration bond prices (those most sensitive) have spiked. 

Over the past six months, higher duration bonds – particularly junk (high-yield) and corporates – 

have risen in price by nearly 10%.  

 In the following chart, you can see the yield curves for U.S. Treasury, U.S. Corporate and U.S. 

Municipal bonds. What’s interesting to note is that both the Treasury and Corporate curves are     

inverted from the 6-month to the two to four year range. The Municipal curve has not inverted.  

However, the spread between the ten-year Treasury and the two-year Treasury has actually         

widened over the past quarter. The ten-year to two-year Treasury spread is an important indicator 

of future economic activity. This is a positive sign for the economy going forward. 

 While we believe interest rate forecasting is one of the most dif icult exercises in inance, the 

current structure of the yield curve has real-world implications for how to invest in bonds. As of this 

writing, Fed Funds futures contracts indicate a 100% probability of either a 0.25% or 0.50% cut by 

the Fed in July, with the market expecting a total of 3-4 cuts over the next 12 months.  

 As a result, in corporate bonds, we currently prefer a “barbell” approach of owning very 

short term bonds (less than 1 year) and bonds in the 6-8 year maturity range. In municipals (our 

largest allocation for clients), we continue to prefer the 4-7 year maturity range as we have for years. 
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By: Charles J. Else 

In	 this	 article:	 	 The	 current	 structure	 of	 the	 yield	 curve	 has	 real-world															
implications	for	how	to	invest	in	bonds.	
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 Picture this: It’s a bright summer day and you decide to take a visit to your local botanical 

gardens to enjoy the sunny weather. While you are strolling down the path, you spot a patch of     

lavender lowers and lean down to smell the sweet aroma. You smile as you begin to inhale the  

calming scent, but then quickly jump back with a shriek, “Ahh!” You almost fall over when a fellow 

garden-goer catches you by the arm. “Thank you,” you begin to reply, now steady on your feet. “I was 

so caught up in the moment I de initely didn’t see the…” your voice fades away as you turn your head 

to face what had startled you. Out of the corner of your eye you could have sworn you caught a 

glimpse of a snake! But alas, it is just a garden hose. You feel a little silly; how could you have        

possibly mistaken a harmless hose for a scary snake? 

 Thankfully, there is a perfectly logical explanation for this (and no, it doesn’t involve getting 

your vision checked). The cause of the mistaken identity actually had nothing to do with what	you 

saw. Rather, it was due to the amount of time your brain	had to process the visual information      

before it. Psychologists have coined the term “System 1 and System 2” to describe the two different 

ways our brains process information. Essentially, System 1 helps us make quick judgements in the 

presence of complex data, while System 2 allows us to make deliberate, logical decisions given all 

that data. Having these two systems makes sense evolutionarily – the caveman who instinctively 

jumps away from what could be a snake is much better off than the caveman who decides to give 

what may or may not be a snake the bene it of the doubt and spends time considering whether what 

is before him is truly a danger.  

 If you have read Thinking	Fast	and	Slow	by Daniel Kahneman, then you are probably already 

familiar with this concept – and if you haven’t, then I highly suggest it as a summer read! System 1 is 

a highly useful tool to us as humans, even now as much more evolved beings than our caveman     

ancestors. However, because it is a quick “shortcut” route of thinking, it is also prone to errors and 

mistakes, and when left to its own devices, can actually lead us astray when making decisions. In 

psychology terms, we call these shortcuts “heuristics” and the errors they can cause are known as 

“cognitive biases.” Unfortunately, these heuristics and biases are not just limited to recognizing   

dangers in the wild, but can impact our decisions about money as well.  

 One of the most prevalent cognitive biases that is present when making decisions about 

money is the concept of Loss Aversion. In short, losses generate a larger negative reaction relative to 
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Psychology and Money: A Primer on Behavioral Finance 

By: Lia Whisler, CFP®, AIF®   

In	 this	article:	What	 you	need	 to	know	about	how	Behavioral	Finance	 impacts	
your	investment	decisions.	
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the positive reaction generated by gains of the same	amount. In fact, research by Daniel Kahneman 

and Amos Tversky has shown that losses are felt over 2 times greater than gains. That is, losing 

$100 feels more than twice as bad to us than gaining $100! It should be of no surprise then why we 

are rarely concerned when things go right, but are quick to scrutinize when they don’t. For example, 

budgeting and saving for retirement are (unfortunately) not always top of mind during the 

“accumulation” years when income easily allows for the lifestyle desired. However, once faced with 

a potential loss of said lifestyle in retirement due to a lack of inancial resources, suddenly budgeting 

and savings becomes an easy priority! Loss aversion is also one of the reasons we still talk about the 

inancial crisis of 2008 and are so concerned with a repeat of such a shock to the market. Even in the 

face of the longest bull market in history, we can’t seem to shake how much that one loss hurt.  

 “Framing,” also studied by Kahneman and Tversky, as well as its extension of “Choice        

Architecture,” a term coined by Richard Thaler and Cass Sunstein, also directly impact the decisions 

we make about our money. These concepts tell us that the way in which information is presented to 

you actually impacts the choice you end up making. A classic example used to illustrate framing is in 

regards to the decision to become an organ donor. Some countries use an “opt-in” question, and as a 

result only about 15% of people choose to become organ donors. However, in countries that ask an 

“opt-out” question, over 95% of people end up organ donors! Similarly, studies have shown that if 

an employer sets up their 401(k) as “opt-in,” on average about 40% of people chose this option. 

Conversely, when the 401(k) is set up as “opt-out,” participation rates increased to 90%. Again, the 

question at hand is the same in both cases: to participate or not to participate. But depending on 

how the choice is presented, it can actually elicit a completely different decision. 

 When I was a kid, I really loved reading Aesop’s fable about the tortoise and the hare. Even 

though the hare is fast and can get to the end of the race quickly, he – spoiler alert – doesn’t actually 

win in the end. As an adult, we know this didactic story has relevance in a host of different aspects of 

our lives, and now we’ve learned this includes our decisions about money.  So, the question becomes 

what we can do to counteract these shortcuts and avoid making System 1 mistakes in the irst place. 

Unfortunately, while System 1 processing is hard-wired in us, we can help System 2 do more of the 

work. How? Well, you’ve already mastered the irst step, which is simply awareness. Next, learning 

more about these heuristics and biases, recognizing when we are succumbing to System 1, and  

practicing letting System 2 better guide our decisions is the best way to keep these errors at bay. 

Thankfully, your Portfolio Counselor is here to coach you through this process when it comes to 

your decisions about money. 
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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 informa 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  con‐

densed. Past performance is not indica ve of future results. Inherent in any investment is the possibility of loss.  Osborne Partners Capital Man‐

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

fied Financial Planner Board of Standards Inc. owns the cer fica on 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  ini al and ongoing cer fica on  require‐

ments. 
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