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The Bull Stock Market in the Bear Economy (p2)  In this piece we discuss the present environment of a bearish 

economy and bullish equities market.  

What Have You Done for Me Lately? (p6)  We explain recency bias and how it leads to performance chasing and 

under  diversified portfolios. 

Yields Continue to Fall (p8)  The interest rate cut in July was the first since the 2008 Financial Crisis.  
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Global equities are close to all-time highs while interest rates temporarily bottomed during the quarter. 
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Unemployment remains low, although economic growth is trending toward zero.  
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 Signs of economic weakness are pervasive.  Quantitative evidence from economic reports is 

depicting an obvious economic slowdown.  Additionally, qualitative evidence, such as “expert”   

commentary and recession related media headlines, means the average American hears about an 

upcoming recession daily.  After reading the headlines of poor economic reports and bearish      

commentary, one would expect equity markets to reflect this negative outlook by falling and trading 

near cycle lows.  However, global equities are up 16% this year and are only 4% below their 

one-year high.  Let’s examine this phenomenon. 

 On the economic side, the U.S. economy peaked about a year ago.  Both the manufacturing 

side and, to a lesser extent, the service side, have weakened since last summer.  For example, the 

chart below shows the outright freefall in manufacturing.  The ISM Manufacturing Index has fallen 

below 48 versus over 60 in the summer of 2018.  A reading below 50 typically means the             

manufacturing economy is in contraction.  The ten-year period below shows the reading now sits at 

a 10-year low. 

 In examining business confidence, both the one year change in small business spending   

intentions and CEO confidence are in precipitous decline. Notably, both of these measures are below 
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The Bull Stock Market in the Bear Economy  

By: Justin W. McNichols, CFA 

In this article:  In this piece we discuss the present environment of a bearish   

economy and bullish equities market.  
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In this article:  Consumer confidence is rising, but whether it will propel     spend-

ing is a question.  

the level where they bottomed during the late-2015 early-2016 manufacturing slowdown and  

earnings recession.  When these indexes fall, business investment tends to follow them lower.   

 Economic weakness has spread into the housing industry as well.  Not only have home sales 

been tepid for most of the year (lower chart), but the major home price index is now up only 1.6% 

year over year – the slowest pace of growth in seven years. 

 

 

 

 

 

 

 The economic weakness has caused S&P 500 earnings estimates to fall nearly as fast as the 

weakening economy.  In the following chart, the lower line shows the 2019 earnings per share     
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estimate for the S&P 500 during the last year.  One year ago the 2019 estimate was $177 per share.  

Today it is $163 or an 8% negative revision.  2020 has seen a similar trend as the earnings estimate 

has fallen from $196 to $181 over the last year, also a negative revision of 8%.  At this level, the S&P 

500 trades slightly above 16 times 2020 earnings. 

 With all of these negative economic reports and negative earnings revisions, why are        

equities within 4% of recent highs?  This answer also has a quantitative and qualitative side.  First, 

on the qualitative side, many believe the economic slowdown has been solely caused by the trade 

war between the U.S. and China.  If the two sides can come to a truce, many believe uncertainty will 

dissipate and the global economy will rebound.  On the quantitative side, due to the economic   

slowdown, a majority of central banks around the globe are easing monetary policy by reducing  

interest rates and/or keeping money supply high.  Historically when this occurs, not only do many 

of the major economic indicators bottom, but P/E multiples tend to expand in the future.  Unless 

earnings are plummeting (the E in P/E is falling quickly), equities should rise.  Combine this with 

excessively low valuations outside of the U.S., and we could see continued strength in global          

equities, most likely with a bias toward foreign equities.  The following 15-year chart shows when 

more central banks are in an easing mode versus tightening, the P/E bias is higher.  Depending on 

the severity of the easing cycle, the bias can equate to the P/E rising by three of four points,      

equating to a P/E of 19x or so for the U.S.   

 

  

Page 4 

The Bull Stock Market in the Bear Economy  

Economic Memorandum 



 

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

October  2019,  Issue 77  Page 5 

 

 

 

 

 

 

 

 

 

 

 After the U.S. Treasury yield curve inverted, economic data points fell, and earnings were cut, 

market sentiment turned quite bearish and it was generally assumed that a recession was imminent.  

Although the risk of failed trade negotiation is high, and every failed attempt at a resolution further 

reduces corporate and consumer confidence, the global synchronized easing by central banks 

should, with a lag, be a tailwind for global equities.  The result may be, at worst, an earnings            

recession (consecutive quarters of negative earnings) as record low interest rates, a relatively 

healthy consumer, and generally no economic excesses, enable global equities to push through the 

slowdown.  

 Notwithstanding our generally positive view for the market, the negative flow of                

macroeconomic data has heightened our concerns about the economic outlook.  During the quarter, 

we took advantage of the continued strength in U.S. equites to sell holdings that no longer carried a 

risk-reward that justified holding them in our portfolios.  As a result of these sales, account cash   

levels are currently temporarily elevated.  As clients have seen in the past, cash levels tend to         

increase during market rallies that we view as vulnerable and often decrease during periods of 

heightened volatility as we take advantage of attractive investment opportunities.   

 

The Bull Stock Market in the Bear Economy  
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 Recency bias is a powerful emotion that leads investors to focus on investing in what is 

working right now, resulting in the over-allocation to outperforming asset classes and abandonment 

of recent laggards. This performance chasing leads to poor long-term performance and is counter to 

our multi‑asset class investing discipline. 

 The past decade has been extremely difficult for investors in natural resources. The asset 

class has consistently underperformed equity markets and trailed the returns of other asset classes. 

In spite of these performance headwinds, we remain committed to investing in natural resources as 

a key asset class in our investment portfolios. We believe performance will reverse in the coming 

years and investors will benefit. Supporting this outlook is our confidence that the strength in the 

U.S. dollar will eventually abate, that negative sentiment towards the asset class today represents an 

opportunity, and that natural resource performance will revert towards longer-term trends.  

 Natural resource returns are strongly correlated to gains and losses in the U.S. dollar. The 

following scatter plot on the left shows the strong negative correlation between changes in the U.S. 

dollar and the corresponding change in natural resources (Bloomberg Commodities Index) over the 

past 20 years. Analysis of this trend indicates that about 50% of the variation in natural resource 

returns is explained by moves in the U.S. dollar. Since 2000, a 1% increase in the U.S. dollar has    

generally resulted in a greater than 1% decline in natural resources. As shown in the chart on the 

right, the 35% gain in the U.S. dollar since early-2011 has created a significant and persistent     

headwind for natural resources over the same period. We believe that U.S. dollar strength will   

eventually abate and natural resources will be one of the largest beneficiaries.  
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What Have You Done for Me Lately? 

By: Jason Rodnick, CFA 

In this article:  We explain recency bias and how it leads to performance chasing 

and under diversified portfolios. 
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 In reaction to this underperformance, the market sentiment for natural resources is as low 

today as it has been at any time over the past decade. Over the past year, investors have reduced 

their investments in non-precious metal natural resource mutual funds and ETFs by nearly a third. 

This dramatic shift in fund flows over the past year is noted in the chart below. We believe that    

periods of extremely negative sentiment can be a reflection of recency bias overtaking rational deci‑

sion making. And in this case, we believe that such negative sentiment bodes well for future returns.  

 The recent underperformance of natural resources could reverse quite dramatically. Natural 

resources have experienced similar periods of underperformance previously which were followed 

by subsequent periods of dramatic outperformance. From late-1992 to early-1999, natural            

resources trailed the S&P 500 by almost 70% – similar to the current underperformance since 2011. 

However, from 1999 to mid-2008, natural resources outperformed the S&P 500 by a factor of five.  

 This quarter we slightly increased our weighting to natural resources and adjusted our 

holdings. To reduce the correlation of our natural resources with U.S. and global equities and        

increase our exposure to pure commodity prices, we reduced our holdings of individual natural   

resource companies and increased our future-linked natural resource exposure by purchasing     

futures backed exchange traded notes. After this change, our current natural resource exposure is 

about 30% energy, 30% agricultural, 15% precious metals, and 20% base metals. We believe this 

approach improves the diversification benefits of natural resources and positions our portfolios to 

benefit from the reversal in natural resource returns we expect.  

 As means of underperforming asset classes, such as natural resources, revert to their long-

term return profiles, our multi-asset class portfolio should perform well. While timing is uncertain, 

we believe that the decade-long rally in U.S. equities and real estate is reaching its zenith and in the 
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coming years their performance will trail other asset classes. As a result, investors who are over-

allocated to U.S equities and real estate at the expense of other asset classes will see the downside of 

lacking diversification and performance chasing.   

 

 The third quarter was another volatile one for credit markets, with yields across the maturity 

spectrum falling as markets continue to price in a slowing economic environment. On the short end 

of the curve, the Federal Reserve cut interest rates twice this quarter, bringing the Fed Funds target 

range to 1.75-2.00%. The cut in July was the first interest rate cut by the Fed since the Financial    

Crisis in 2008. The benchmark 10-year Treasury which started the quarter at 2.01%, finished the 

quarter yielding 1.68%.  

 On August 1st, President Trump announced he would impose 10% tariffs on $300 billion in 

Chinese goods later this year that were not already subject to tariffs. This caused equity markets to 

plummet and bond prices to soar. That escalation, together with reports of weaker activity in        

Germany, China and other countries dependent on trade, set off a series of volatile moves in bond 

markets. Yields on the 30-year Treasury bond fell briefly below 2% in early August for the first time 

ever. 

 At the same time, the Treasury yield curve briefly inverted – something many investors had 

feared. As of the time of this writing, the yield curve is not inverted, with the spread between the 

2-year and 10-year Treasuries at a positive 9 basis points (.09%). This is an indicator we are    

watching closely, in addition to other leading economic indicators, in order to judge just how much 

the economy is likely to slow. We currently believe the global market slowdown is likely to bottom in 

the December 2019-February 2020 timeframe, followed by a pick-up in growth as 2020 unfolds. This 

assumes no further escalation in the trade war. 

 In the meantime, we continue to position client portfolios with individual municipal bonds in 

the 4 to 7-year maturity range and a “barbell” approach in corporate bonds with very short             

maturities coupled with bonds in the 6 to 8-year maturity range. 
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Yields Continue to Fall  

By: Charles J. Else 

In this article:  The interest rate cut in July was the first since the 2008 Financial 

Crisis.  

What Have You Done for Me Lately? 
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Source: Bankrate.com 
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 Starting in 2011, the first wave of “baby-boomers” – Americans born between 1946 and 

1964 – reached retirement age. The term tsunami may be more apropos than wave, however. Ac‑

cording to Health and Human Services (HHS), more than 10,000 Americans will turn age 65 every 

day for the next decade1.  

 While turning age 65 does not mark retirement for every senior – 29% of baby boomers 

have actually continued to work beyond this age – the majority of the 77 million boomers are     

either retired or focusing on issues that will impact the next phase of their lives2. For the               

demographic that encompasses 23% of the U.S. population, this “next phase” will include more 

than planning to travel to luxurious vacation hot spots like Bali. The next phase will undoubtedly 

Continuing Care Retirement Communities  

By: Daniel M. Haut, CFP®, CIMA®  

In this article: We review CCRCs as an option for senior housing —the services 

they provide, the contracts, and regulatory oversight.  
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Continuing Care Retirement Communities  

include the more tedious tasks like downsizing real-estate, applying for Medicare and social security, 

and planning for required minimum distributions from 401(k)s and IRAs.  

 However, an issue that is less ubiquitous but just as complicated, is navigating senior housing 

options when one’s health begins to fade. Per the National Alliance for Caregiving and AARP, while 

about a third of senior care recipients in the U.S. are fortunate to live with a family care-giver, this 

leaves two-thirds who are left to figure it out themselves3.  

 Traditionally, senior housing options have been segmented into four categories: Active Adult 

Communities, Independent Living Facilities (ILF), Assisted Living Facilities (ALF), and Skilled     

Nursing Facilities (SNF)4. While all four housing options serve their specific purposes well, they each 

lack a continuum that starts with active retirement and ends with long-term skilled nursing care. It 

is exactly this continuum – not to mention a suite of other services – where Continuing Care           

Retirement Communities (CCRCs) fill a need.  

HISTORY OF CCRCs 

 While CCRCs have been around since the turn of the 20th century, they experienced their 

first growth phase during the 1960s and 1970s. While the 1980s saw a slight drop in construction 

due to economic recession, from 1990 to 2010 the growth was massive. In 2010 there were around 

745,000 seniors living in approximately 1,900 CCRCs in the US4. 

WHAT IS A CCRC?  WHAT SERVICES DO THEY PROVIDE? 

 A CCRC is a retirement community that offers a continuum of aging care needs, from           

independent living to assisted living, to skilled nursing and memory care. Unlike the more traditional 

senior housing options, CCRCs offer this spectrum of services all within the same resident             

community. The benefit of the CCRC model is that residents don’t have to go through the stress and 

hassle of moving if and when their health and wellness changes. As their needs change, seniors can 

take comfort in knowing that they will live in the same community with their spouse, friends, and 

peers throughout the aging process. CCRCs also provide more than just brick and mortar housing. 

They offer a myriad of features which include 24-hour security, social and recreational activities,  

upscale dining options, housekeeping, transportation, and fitness programs. 

 As far as housing structure, a CCRC can be comprised of apartments, condos, cottages, and 

lodges, all within a campus style like setting. The most typical CCRC has fewer than 300 units on 

campus, but they exist in all geographical locations from the city to the rural outskirts. Contrary to 

popular belief, less than 20% of CCRCs are constructed by for-profit developers. In fact, over 80% 
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Continuing Care Retirement Communities  

are developed for not-for-profit owners and half of all CCRCs are associated with faith-based          

organizations5.  

WHO IS THE TARGET DEMOGRAPHIC? 

 Within the CCRC model, the average age of residents is 81 and more than twice as many 

CCRC residents have a college degree as opposed to the general population over the age of 65. Most 

CCRC residents are in the middle to upper-income brackets with half having a net-worth of over 

$300,000. That said, there has been a recent surge in popularity of CCRCs (like the Fountain Grove in 

Sonoma County) that target specific groups that have traditionally faced housing discrimination, like 

the LGBTQ community6.  

FINANCIAL CONTRACTS 

 Per the American Seniors Housing Association (ASHA), there are three types of financial  

contracts that a resident must consider when choosing a specific CCRC.  

 Type A or Life Care Contracts guarantee residents a continuum of care and amenities, which 

ranges from shelter and amenities, to personal care and nursing assistance for the rest of their lives. 

The costs entail a one-time “entrance fee” and monthly payment schedule. The “entrance fee” varies 

greatly based on geography. For instance, The Meadows of Napa Valley charges an entry fee in the 

low $700,000 range for a two bedroom 1,500 square foot apartment, which is 90% refundable.  

However, the average entrance fee on a national level is around $250,000. Further, if one buys into a 

Type A or Life Care Contract outside of California, the entrance fee can be as little as $100,000. Like 

“entrance fees,” the CCRC monthly payment schedule also varies significantly by geography and by 

life stage.  For example, the Sequoias of San Francisco charges up to $7,400 per month for one       

person and up to $9,800 per month for two people. This fee covers a two bedroom Life Care A      

Contract for independent and assisted living. Skilled nursing care may increase the costs. However, 

the national monthly average is much less, and is roughly $3,000 according to the CCRC database 

“myLifeSite.”  

 Furthermore, some Type A or Life Care CCRCs have an “equity model,” which will refund the 

resident’s estate up to 70% of the initial entry fee. For instance, the Vi in Palo Alto, California, allows 

a resident’s estate to recoup 70% of the initial entry fee for a slightly higher monthly fee. In the     

equity model, residents without access to long-term care insurance are able use up to 70% of their 

initial entry fee which is akin to a long-term care line of credit without the interest. 

 Type B or Modified Contracts are similar to Type A Contracts in that they offer residential 

services and amenities and charge an entry and monthly fee. However, the monthly fees are less 
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Continuing Care Retirement Communities  

costly than Type A contracts. As a consequence to the lower monthly fee, when residents move from 

independent to assisted living and eventually to nursing care, residents will have to pay the market 

or per-diem daily rate as determined by the CCRC.  A Type B contract is akin to a high deductible  

insurance policy where the monthly costs are less but carry potentially more risk if and when skilled 

nursing care is needed. 

 Type C or Fee for Service Contracts generally require no entry fee unlike Type A or Type B 

contracts. Additionally, residents pay the market’s per-diem or going rate for skilled nursing care. 

While residents are guaranteed the services offered under the CCRC umbrella, they risk paying   

completely out of pocket for skilled nursing care. 

REGULATORY OVERSIGHT AND RISKS 

 CCRCs are currently only regulated at the state level. Roughly 38 states not only license CCRC 

providers, but also monitor and update their financial conditions. While states do provide some   

regulation, the degree of regulatory oversight can vary considerably. For instance, while some states 

regulate CCRCs through their Department of Insurance (North Carolina), some regulate through 

their Department of Social Services (California). Some states like Ohio don’t provide much regulatory 

oversight at all.  

 The only non-government agency (NGA) that analyzes and accredits CCRCs is the non-profit-

accreditation commission, Commission on Accreditation of Rehabilitation Facilities (CARF). This 

NGA is an excellent resource to rank CCRCs by state. 

 Entering a CCRC does not come without risks which can include CCRC bankruptcy. While 

CCRCs meticulously evaluate the financial ability of the resident to make monthly payments – a    

prerequisite of joining is to provide deposit, net-worth statement, budget, and brokerage statements 

– it is important that residents evaluate the financial strength of the CCRC they are joining as well. 

 Outside of researching the financial health of the CCRC through CARF, future residents can 

take other prudent measures. One can review financial statements or form 990s (CCRC non-profit 

tax filings) directly from the organization. Also, most CCRCs have resident board members that can 

answer questions in regards to financial and credit strength.  

 At Osborne Partners, your Portfolio Counselor team is always available to help you evaluate 

the prospect of considering a CCRC in the context of your (or a loved one’s) overall financial plan. 

1 https://www.hhs.gov/aging/index.html 

2 https://www.pewresearch.org/fact-tank/2019/07/24/baby-boomers-us-labor-force/ 

3 https://caregiveraction.org/resources/caregiver-statistics 
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Continuing Care Retirement Communities  

4 https://pdfs.semanticscholar.org/0c73/394360fe1e431c2cca5bc3433f1cab1adcaf.pdf 

5 https://willametteview.org/uploads/documents/Todays_CCRC_LeadingAge.pdf 

6 https://www.nytimes.com/2012/02/24/us/at-fountaingrove-lodge-in-santa-rosa-a-gay-retirement-

community.html?module=inline 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



 

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

Page 14 

Economic Memorandum 

 On October 1st, Charles Schwab announced that online stock and ETF trades placed 

on U.S. or Canadian exchanges would be reduced from a commission of $4.95 per trade to 

$0. This move forced other discount brokers, including TD Ameritrade (previously $6.95) 

and Fidelity (previously $4.95), to offer zero commissions for online stock and ETF trades 

as well. Please keep in mind that a few very small fees such as Exchange Process Fees and 

American Depositary Receipt (ADR) Fees are separate from trading commissions and will 

still apply.  

 As these are our clients’ primary custodians, this represents great news for all of us.          

Individual stocks and ETFs represent the majority of security types that Osborne Partners 

typically invests in, so this removes a meaningful cost which will result in considerable   

savings for clients over the years. 

 If you hold assets with bank or brokerage custodians who continue to charge trading      

commissions, we encourage you to consolidate your assets with Schwab, TD Ameritrade or 

Fidelity in order to reduce your overall investment costs. If you’d like assistance               

consolidating these assets, we are happy to help. Please contact your Portfolio Counselor or 

Client Service Specialist and we will facilitate the process for you. 

Special Announcement: 

Zero Commissions 
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OPCM Profile: Stephanie Strickland —  Client Service Specialist 

 Stephanie graduated from the University of Texas at Austin with a Bachelor of 

Science in Communication degree. 

 After graduating, Stephanie remained in Austin and took a position at           

CyberCorp, an electronic trading technology and brokerage firm.  She began in the 

new account department and a year later, after studying and passing the Series 7, 63 and 55 exams, 

she took a position on the trading desk.   This fast paced department was responsible for manually 

executing hundreds of trades a day, resolving trading disputes and order routing issues.  This was an 

exciting opportunity for Stephanie, in an area that she previously had no exposure to and she quickly 

learned a lot from her senior teammates.   

 A few years later Charles Schwab purchased CyberCorp for their trading technology and 

Stephanie landed a job on the prestigious Schwab 500 team in San Francisco.  This group serviced 

the top Schwab self-directed clients, which consisted of high profile clients such as politicians,        

various royalty and celebrities.  This was the first opportunity Stephanie had to be client facing, and 

she found a real love for the daily interactions and help she could provide clients.  To this day,  

Stephanie remains friends with some of her former Schwab clients and their families.  Stephanie  

remained with the team until 2009, when Schwab asked the group to relocate to Denver - San    

Francisco had become her home and she couldn’t imagine moving away.  

 After taking some time to focus on her family and travel, Stephanie jumped back into finance 

working  with financial advisors and started focusing on financial planning and wealth management.   

 Stephanie joined Osborne Partners in the beginning of 2019 seeking a firm that aligned with 

her goal of putting clients first.  She loves getting to know clients, and helping with all things client 

service related.  Making administrative tasks simpler is always her end goal, and she strives to go 

above and beyond. 

 Stephanie lives in San Francisco with her boyfriend Dustin and two cats.  She still has family 

back in Texas but thinks of the Bay Area as home.  She’s an avid hiker, serious home cook, and a pet 

advocate.  She’s been a kitten foster parent, volunteers with Meals on Wheels, and loves to spread 

the word about organ donation (her father recently celebrated his 15th anniversary of his double 

lung transplant). 
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(with flame design) in the U.S., which it awards to individuals who successfully complete CFP Board’s initial and ongoing certification reuuire-

ments. 
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580 California Street, Suite 1900       

San Francisco, CA 94104 

Phone: (415) 362-5637 

Fax: (415) 362-5996 

 

 

    535 Middlefield 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: 

http://www.osbornepartners.com

