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For decades, the multi-asset class investing style used by famous foundations and
endowments like Stanford, Yale, and Harvard, was well known as the most superior investing
style available. Over most long-term periods, the annual returns of this style nearly matched,
and many times beat the returns of owning a portfolio of all U.S. stocks. In this style,
portfolios are managed using allocations to many different asset classes such as global stocks,
bonds, natural resources, real estate, alternative investments, and cash. The investment
teams who managed these portfolios were applauded for their ability to grow portfolios when
markets rose, and protect returns when markets fell. During bear markets, it was typical to
see these multi-asset class portfolios fall only half as much as the stock market.
Multi-asset class managers allocate capital to each asset class, while adjusting weightings and
rebalancing over time. A major benefit of the style is these asset classes are not highly
correlated. As one asset class falls, another may fall less, or even rise. Additionally,
movements in important variables like interest rates, currencies, and volatility, affect each
asset class differently. When managed well, the style can achieve stock-like returns with far
less risk, especially during bear markets.
After dodging most market pullbacks during the 1990s, the multi-asset class style gained more
public recognition when the style generally fell by about half as much as stocks during the
2000-2003 bear market. Nonetheless, due to the stock market bubble returns of the 1990s,
by the time 2004 ended, the ten-year return of U.S. stocks as gauged by the S&P 500 was
11.8% annually versus 9.6% annually for the average public endowment. U.S. stocks
continued to be the main component of most investors’ portfolios.
However, by the middle of the 2000s, the true value of multi-asset class investing was
uncovered. From 2005-2007, the returns of multi-asset class investing were solid, while the
old 1990s bubble returns became a distant memory. Once the bear market started in late2007, the ten-year returns of multi-asset class investing were actually above the returns of
U.S. stocks, with a far more diverse and lower risk profile. In the following table, we show the
trailing annual ten-year returns for multi-asset class public endowments versus the S&P 500.
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Source: NACUBO/OPCM
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10 Year Annual
Return as of:
2002
2003
2004
2005
2006
2007
2008
2009
2010
2011
2012
2013
2014
2015
2016
2017
2018
AVERAGE:

Public Endowment
Net Annual Return
9.3%
8.3%
9.6%
9.1%
8.5%
8.2%
6.2%
3.7%
3.3%
5.4%
6.2%
7.1%
7.0%
6.2%
5.0%
4.6%
5.8%
6.7%

S&P 500
Annual Return
11.4%
10.0%
11.8%
9.9%
8.3%
7.1%
2.9%
-2.2%
-1.6%
2.7%
5.3%
7.3%
7.8%
7.9%
7.4%
7.2%
10.2%
6.7%

Public Endowment
Versus S&P 500
-2.1%
-1.7%
-2.2%
-0.8%
0.2%
1.1%
3.3%
5.9%
4.9%
2.7%
0.9%
-0.2%
-0.8%
-1.7%
-2.4%
-2.6%
-4.4%
0.0%

* Multi-asset class Endowments match the S&P 500 over 10-Year periods with far less risk.
Please note: An investor cannot invest directly in an index. Information assumes a year-end of June 30.

As the bear market gained momentum in 2008 and through part of 2009, the table above
shows how due partly to the relative outperformance during the bear market, by the end of
2009, the ten-year return of multi-asset class investing was 5.9% above the S&P 500 annually.
At this point, multi-asset class investing reached a peak in popularity. Most of the large
brokerage firms began to offer multi-asset class investing products. Unfortunately, these firms
lacked the experience necessary to manage the style correctly. So, they outsourced the
management of each asset class, and called themselves “consultants” or “managers of managers”. This method of multi-asset class management did not deliver the expected results.
Why? First, too many people needed to be paid. The “consultant” was paid a commission
plus an ongoing bonus for selling the client. The brokerage firm was paid a fee for “managing
the managers” and operational expenses. Finally, each manager in each asset class had to be
paid for the actual management. Three layers of fees, the potential for misallocation, and
making weighting changes at the wrong time was a recipe for underperformance.
At the same time, many of the public endowment managers continued to allocate away from
stocks, just as stocks became the best value of all asset classes in 2009 and 2010. As U.S.
stocks outperformed all others by a wide margin, the endowments started to underperform
with their underweighting of stocks. So recently, multi-asset class investing has not been kind
to many large and well-known foundations and endowments. Many of these previously solid
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managers have delivered the combination of poor returns, coupled with high fees, and
abnormally high volatility. Sentiment has become increasingly negative for a management
style that delivered the best risk-adjusted returns for many decades. Media stories have
ramped as coverage of Harvard’s layoff of half of their investment staff found its way onto
front pages of numerous publications. As seen below, only one Ivy League school delivered a
positive 2016 fiscal year return.

Source: Harvard

The average U.S. college and university endowment did not fare any better, with the average
posting a negative 2% return in fiscal year 2016, as seen below.
Source: NACUBO Endowment Study
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How did arguably the world’s most successful risk-adjusted management style perform so
poorly recently? We believe it was caused by a combination of management missteps and
once-in-a-century market conditions for many asset classes.
First, regarding the management missteps, many endowments and foundations entered the
2007 bear market with generally high equity allocations. The table below shows the average
allocation for institutional investors. At the top of the market for equities in 2007, the average
institution had a similar allocation to the 2005 bar – approximately 55% allocated to global
equities. Through the bear market, institutions actually reduced holdings of equities, and by
the time stocks bottomed in 2009/2010, equities allocations were down to under 45%. As you
can see, and still evident today, these managers have further reduced equities to under 35% in
2013.

Source: Federal Reserve Board

Many high-profile endowments have spent the last few years with total equities allocations
under 30%. Over the past 5+ years, most of these managers increased their allocations to
other asset classes, most notably alternative asset classes – defined as hedge funds or other
hedging tools, private investments, and natural resources. These investments dramatically
underperformed equities recently. So from an allocation standpoint, these endowments
shifted out of equities fearing another bear market, just as the equities asset class, especially
in the U.S. posted excellent returns.
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On the management side, the allocation missteps were further compounded with high
expenses. Most foundation and endowment managers not only use outside firms to manage
their assets, which require paying another layer of fees, but the endowment managers
additionally employed a deep staff of professionals to “manage the managers”. These
foundations learned it is a poor combination when returns are difficult to generate, and you
pay multiple layers of management fees, and many of the investments are illiquid.
Next, certain market variables have been working against this style for the past 5+ years, most
notably a strong dollar and historically low interest rates. The dollar headwinds for multi-asset
class date back to the 2008-2009 recession when global central banks lowered interest rates
to essentially zero. As the U.S. exited the recession before most other countries, the U.S.
dollar bottomed in 2011 versus other currencies. After a trading range, the dollar exploded,
climbing nearly 30% from 2014-2016 as the U.S. economy improved (chart below), while parts
of the globe continued to labor through the issues from 2008-2009. The strength of the U.S.
dollar was a headwind for two important asset classes, foreign equities and natural resources.
U.S. Dollar from 2011-2019 up over 30%.

The historic low interest rates affected multi-asset class investing a different way, mainly by
propping up Real Estate Investment Trust (REIT) valuations due to their higher dividend yield
characteristics, along with allowing U.S. equities valuation multiples to rise with bonds as a
competing asset class providing poor income with low interest rates. The following chart
depicts the action in interest rates from the previous stock market top in 2007 through the
summer of 2019 for the ten-year U.S. Treasury. Interest rates fell from 5.35% to only 2.05%.
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U.S. 10 Year Treasury Yield fell from 5.35% to 2.05% from July 2007 to July 2019.

Due to this partially manipulated drop in interest rates, REITs are now exceedingly valued with
very high valuation multiples and very low cap rates. Meanwhile, U.S. equities valuation rose
to trading at close to 17 times earnings by the summer of 2019, versus a long-term average of
just over 15 times. “Bond proxies” within U.S. equities are even more expensive, especially
considering their low earnings growth profile. Examples are utilities, consumer staples, and
telecom service companies.
While all of these factors have led to difficult returns for multi-asset class investing, there are
reasons to believe this underperformance is poised to reverse. First, the dollar’s strength has
slowed in 2019 as our Federal Reserve has stopped raising interest rates. As the U.S. dollar’s
strength subsides, foreign equities should begin to outperform the U.S. Any dollar weakness
should eventually be a tailwind for the underperforming natural resources asset class as well.
U.S. REITs may underperform due to the combination of high valuation and low cap rates.
Meanwhile, low growth/high yielding sectors like utilities, telecommunications service, and
consumer staples may rerate to lower valuations, especially once rates bottom.
Next, valuations for asset classes such as foreign equities and natural resources may become
too tempting for investors to avoid, as the risk/reward has become extremely positive. Prior
to 2017’s outperformance, foreign equities were essentially left for dead as the valuation
discount versus U.S. equities grew to decade long extremes.
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When you examine the recent asset class returns over the past ten years versus their longterm averages, one should be very comfortable owning a blend of multiple asset classes, with
the possible exception of U.S. equities and real estate. They are not only mildly overvalued to
us, but are the only asset classes to deliver returns close to their long-term average. The table
below shows the past ten-year annualized return of each asset class versus its average since
1977. While U.S. equities have outperformed their long-term average, asset classes like
foreign equities and fixed income have underperformed their long-term averages by nearly
3% and 4% per year, and nearly 10% per year in the case of natural resources over the past
ten years. More importantly, a simple equal-weighted multi-asset class model portfolio has
only generated a 6% annual return – hence the negative sentiment about foundation and
endowment style management. Since 1977, an investor could have earned a little over 8% per
year with an equally weighted portfolio, and more importantly enjoyed lower volatility and
fewer down years than single asset classes.

Osborne Partners Capital Management, LLC.
PERFORMANCE COMPARISON TABLE
Asset Class Return Divergence From The Long-Term Average
12/31/2018

Domestic Equities

2009-2018

Since 1977

Return

Annual Return

Annual Return

Difference

-------------

-------------

-------------

13.1

10.9

2.2

6.6

9.3

(2.7)

Natural Resources

(3.8)

5.9

(9.7)

Real Estate

10.4

10.4

0.0

Alternatives

5.5

7.1

(1.6)

Fixed Income

2.9

6.9

(4.0)

Equal Weighted Portfolio

6.0

8.4

(2.4)

Foreign Equities

Source: OPCM
Please note: An investor cannot invest directly in an index. Please see the end of the whitepaper for more information
regarding this table. The Alternatives asset class is since 1987.
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Today, just as the majority of investors are overweighting stocks in their portfolio, especially
U.S. stocks, multi-asset class investing is poised to return to its multi-decade ability to deliver
stock-like returns with less risk, and a built in bear market shield. In taking the ten-year return
chart from earlier in this paper, and charting the rolling decade return difference, it is clear the
style can and should return to its normal, solid performance.
Multi– Asset
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S&P 500
Over The
Last 10
Years
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-2%

Source: OPCM

In the middle of the bear market in 2002, the returns of the S&P 500 were over 2.0% better
per year than multi-asset class investing over the previous ten-years. Once the performance
difference became that extreme, the long-term returns of multi-asset class investing began to
improve and surpass the S&P 500. By the end of 2009, multi-asset class returns were far
above U.S. equities. Fast forward to 2018, and U.S. stocks have become arguably the only
popular asset class…just as the return difference has reached a greater extreme than 2002.
The chart above indicates there is no better time to be invested using a multi-asset class
discipline than today versus any period over at least the last 15 years, due to the extreme tenyear historic return difference.
Over many decades, multi-asset class investing has proven to be the best investment discipline
over the long-term because of the ability to produce solid returns during “easy” periods, while
defending against bear markets in “tough” periods. If an investor missed out on using this
discipline previously, the timing is excellent to join many of the most popular and successful
endowments and foundations by using a multi-asset class approach with a long track record, a
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history of successful management during difficult times, with the ability to reduce layers of
fees while controlling risk and tax efficiency.
OPCM is a multi-asset class manager, yet our returns outpaced the foundation and
endowment management crowd during the difficult period from 2011-2018. How did this
happen? We believe the answer is both qualitative and quantitative. First, on the qualitative
side, we manage portfolios in-house using individual securities. This means clients do not pay
fees to other managers along with us to manage the managers. Plus, we always know exactly
what we own versus attempting to track what multiple managers are doing day to day. This
also aids in our tax-efficient management. Second, we keep transaction costs low. Third, we
use liquid investments. On the quantitative side, we actively manage portfolios, shifting
allocations between asset classes versus owning static investments. We use fundamental,
valuation, and sentiment analysis for each individual investment decision and asset class
adjustment.
The potential for multi-asset class investing to return to its long-term risk and return
advantages excites us. As recently poor performing asset classes start to reverse, our diverse
portfolio should continue to perform well as U.S. equities begin to show relative
underperformance in the future. Many investors are now dramatically overweight U.S.
equities, and have shifted away from all other important asset classes. These investors will
see the downside of single asset class investing and performance chasing as other asset
classes and the time tested multi-asset class approach outperforms.
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Since 1937, Osborne Partners Capital Management LLC and its predecessors have provided
wealth management for individuals, families, foundations, endowments, and corporate
retirement plans with investable assets of $500,000 to over $100 million. Headquartered in
the San Francisco Bay Area, the firm manages approximately $1.6 billion in assets as of
June 30, 2019.
OPCM allows individuals to have portfolios managed similarly to large, successful, foundations
and endowments. We believe the most important characteristic of a portfolio is how it
defends against flat to down markets. Our strategy is accomplished by allocating portfolios
over a variety of major asset classes; equities, fixed income, natural resources, real estate, and
alternative assets. Client portfolios are customized, and managed in-house by our investment
team.
The result? OPCM has a history of long-term performance, strong risk metrics and low
downside capture, with tax efficiency and an unparalleled level of client service.
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Locations:

Contact Us:

580 California Street, Suite 1900

E-mail: info@osbornepartners.com

San Francisco, CA 94104
Phone: (415) 362-5637
Fax: (415) 362-5996

Phone: (800) 362-7734
www.osbornepartners.com

535 Middlefield Road, Suite 160
Menlo Park, CA 94025
Phone: (650) 854-5100
Fax: (650) 854-5661

In the Performance Comparison Table on page 8, the following benchmarks are used to represent each asset class: Fixed
Income – Barclays US Aggregate Bond Index (1977-1999), Barclays US Govt/Credit Interm Bond Index (2000-2018); Domestic
Equities – S&P 500; Foreign Equities – MSCI EAFE (1977-2000), MSCI World ACWI ex US (2001-2018); Natural Resources –
GSCI (1977-1991), Bloomberg Commodity (1992-2018); Real Estate – NAREIT (1977-2004), NAREIT Global (2005-2018); Alternatives – Hennessee Market Hedge Fund Index (1987-1999), HFRI Fund Weighted Index (2000-2007), HFRI Asset Weighted
Index (2008-2018). The Equal Weighted Portfolio represents a hypothetical portfolio equally weighted in each asset class of
the corresponding benchmark.
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 notice. None of the data presented herein constitutes a recommendation or solicitation to
invest in any particular 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 conditions 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, time horizon and risk tolerance. The information contained in this report is for information purposes only and
should not be deemed investment advice. Although information 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 information can be
incomplete or condensed. Past performance is not indicative 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.

