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Global equities have experienced a very focused rebound on hopes for a reopening of the economy.   
Interest rates continue to sit near record lows.  
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Due to the pandemic, unemployment spiked above the 2009 high, and GDP saw an unprecedented 
year over year loss. 
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 The investment management industry tends to assign labels to irms, placing them 

in various “style boxes.”  Firm A may be a “growth manager” while irm B is a “value  

manager.”  These various style boxes perform well during certain periods when their 

“style” is in favor and perform poorly when their “style” is out of favor.  Styles can and do 

move in and out of favor due to the economic environment, interest rates, or in lation.   

 During an environment when the economy is bottoming, economically sensitive,  

cyclical, and value-type investments tend to outperform. Meanwhile when economic 

growth is slow, and interest rates are low, growth companies and higher yielding  

investments tend to outperform. If the U.S. dollar is strong, natural resources, foreign  

equities, and value managers will likely underperform.  With all of these variables, it is easy 

to see how managers in different style boxes move in and out of favor based on changing 

market and economic conditions. 

 Osborne Partners is style agnostic.  We feel a successful long-term management 

style should not dramatically shift in and out of favor.  One of the main reasons investors 

consistently underperform markets is because they have a tendency to chase returns.   

Individual investors and many professional investment managers invest in the strategies 

that are outperforming at the moment, shifting from style to style depending on which one 

is in favor. The downside to this strategy is that styles tend to look best when their  

performance is peaking.  

 At times, our portfolio is heavily growth oriented (2009-2017 for example), while 

other times we ind superior risk/rewards in economically sensitive, cyclical areas (2020 

for example).  Let’s review some of the ways we subtly shift our allocation within the global 

equities asset classes – both domestic and foreign, along with real estate, natural resources, 

and ixed income.  I will also describe our thought process behind these shifts.  Then we will 

comment on some of the potential dangers ahead for passive buy-and-hold index investing. 
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In	this	article:		Consumer	con idence	is	rising,	but	whether	it	will	propel					spend‐
ing	is	a	question.		

	 Global	 Equities:	 	 Generally, the investment team starts with a baseline of a 

50%/50% allocation between domestic and foreign equities.  From there we use a number 

of macro and micro factors to irst decide the allocation between the U.S. and foreign.  Over 

the past twenty years, we have ranged from 55% to 90% domestic equities (between 10%-

45% foreign equities).  We generally use all individual securities for domestic equities – 

avoiding mutual funds and outside managers.  For investments outside the U.S., we focus 

primarily on countries and sectors.  What are the macro and micro factors we analyze?   

 To decide the allocation between domestic and foreign equities, we look at forward 

valuation versus expected forward earnings to isolate the superior return-to-risk ratio.   

Additionally, we evaluate the probable direction of the U.S. dollar, U.S. and global monetary 

policies, and interest rate differentials between regions in making our inal decision.  For 

example, here is a chart showing the relationship between foreign equities and the U.S.  

dollar. 

 We next shift our focus to the micro factors that are more country, sector, and  

company speci ic to build out the asset classes.  Within the individual positions, the U.S.  

equity holdings may have a growth or value bias depending on where we are inding the 

best return-to-risk ratio. For example, we are far more interested in an investment with 

40% upside and 20% downside versus 100% upside and 50% downside – risk reduction is 

a key priority throughout the portfolio even though our goal is to grow the portfolio. More 

recently, our domestic-to-foreign ratio has started shifting toward foreign, while within our 

Ju ly  2020,  Issue 80 Page 3 

Is Osborne Partners a Growth or Value Manager? Yes.  



 

 © 2020 Osborne Partners Capital Management, LLC. All rights reserved. 

U.S. equity allocation, we are seeing a better return-to-risk pro ile in more economically 

sensitive, cyclical, “value” investments.  Again, lexibility is a key part of the Osborne  

Partners strategy since the U.S. does not always outperform the rest of the world, and 

growth does not always outperform value. We will never trap ourselves in a particular style 

box.  We consistently shift to where we are inding investments with the best return-to-risk 

ratio. 

	 Real	Estate:	 	Our investment team views the real estate asset class as containing 

three segments – global REITs, residential homebuilders, and commercial real estate  

brokers.  We have two main decisions to make at all times.  First, what percentage  

allocation should our portfolios own in the real estate asset class, and second, what is the 

proper weighting of each of the three segments.  In this asset class, we of course examine 

the present and future economy.  Speci ic to the asset class, we analyze the quality of  

dividends, cap rates (return or yield on the real estate investment), the spread between 

REITs and bond yields, along with the potential direction of interest rates.   

 As an example, coming into 2020, we had the lowest exposure to the real estate  

asset class since 2007.  Between the three segments, our exposure could be summarized as 

“low, low, and no.”  Low exposure to REITs because cap rates were very low, and the  

economy was strengthening, probably causing interest rates to rise.  Homebuilders were 

relatively expensive with the expectations of a solid 2020 selling season.  We had zero  

exposure to commercial brokers, believing the future rent increases would be tame, along 

with a poor return-to-risk setup.  Once the pandemic hit, interest rates plummeted, the Fed 

made it clear rates would be kept low for a long period, while valuation and sentiment  

cratered.  With most REITs and homebuilders down 40-50% by March, we felt a handful of 

REITs represented exceptional values without exceptional business risk.   
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Source: FactSet 
 

 Additionally, homebuilders had never traded at such a steep discount to their book 

values with so many fundamental variables as tailwinds – record low interest rates, low  

inventory, high land option positions.  So obviously, our discipline is different than buying a 

single REIT index and passively holding it through all environments. 

 Natural	Resources:		We believe this is another asset class that requires and bene its 

from active management. The varying segments of natural resources such as hard  

commodities, soft commodities, and energy see wildly different returns at times, while the 

asset class as a whole has long periods of outperformance, followed by long periods of  

underperformance.  As a team, we analyze whether the asset class is in a boom, bust, or  

neutral period.  We also examine the global economy, the supply and demand of individual 

commodities, and the currency situation since a weak dollar tends to help the asset class. 

 

 

 

 

Is Osborne Partners a Growth or Value Manager? Yes.  

55

60

65

70

75

80

85

90

95

100

77.19 -0.93 -1.19% 5:00:00 PM VWAP:77.92 High: 99.57 Low: 53.44 Chg: 44.23%

Vanguard Real Estate ETF - Price Vanguard Real Estate ETF - MA-50D
Vanguard Real Estate ETF - MA-100D Vanguard Real Estate ETF - MA-200D

'12 '13 '14 '15 '16 '17 '18 '19 '20

10

15

20
Vanguard Real Estate ETF - PE - NTM



 

 © 2020 Osborne Partners Capital Management, LLC. All rights reserved. 

 To us, this asset class requires patience and the lexibility to increase and decrease 

holdings when macro factors like currency valuations or economic growth change.  We have 

been underweight this asset class for a number of years, but recently felt a few commodities 

possessed the ideal combination of low supply, improving demand, and a potentially weak 

U.S. dollar to warrant an investment.  Copper is an excellent example of a commodity that 

we believe meets these criteria.  

 Passive	Buy	and	Hold	 Investing	 in	 today’s	environment:	 	Passive buy and hold 

investing can be an excellent solution for some investors in some environments.  However, 

today’s environment may cause this style to have a lower probability of success in the  

future.  Why?   

 Since the global inancial crisis that ended in 2009, we have witnessed an  

unprecedented period of record low interest rates, and an economy that has run into a wall 

every time growth begins to expand – the 2011 recession outside the U.S., the 2015 pro its 

recession, the 2018-2019 trade war, and the 2020 global pandemic.  Each time interest 

rates were pushed lower, causing investors to bid up higher yielding and defensive sectors 

like utilities, consumer staples, and telecom services.  Additionally, every time economic 
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growth was stunted, growth equities were bid up.  This past decade has left a number of  

indices from the S&P 500 to the Nasdaq 100 to the Russell 1000® Growth and Value with 

extreme concentrations – concentrations that have dramatically reduced the widely touted 

bene it of diversi ication that these indices historically enjoyed.  This will be dangerous in 

the future. 

 Today when an investor buys the Nasdaq 100 for “diversi ication,” they shockingly 

own three companies that comprise 35% of the index.  In fact, seven companies comprise 

50% of the index, while the other 93 companies are 50%.  From a sector diversity  

standpoint, the technology sector plus Amazon equals 75% of the index (Amazon is  

classi ied as a consumer discretionary company).  Finally, from a valuation standpoint, the 

index trades at 31x next-12-month earnings, nearly 18x EV-to-EBITDA, and approaching  

5x EV-to-sales – all of these metrics are at the highest point since the Nasdaq imploded in 

2000.   

 The S&P 500 is not very diverse either – the ive largest holdings represent 25% of 

the index.  Those ive are close to the same size as the bottom 400 holdings – not the  

de inition of diverse.  Additionally, as shown below, the S&P 500 is now comprised of 78% 

growth and defensive stocks – an all-time record, including the 2000 internet bubble. 

Source: OPCM 
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S&P 500 26% ! 36% 20x 15.5x 14.5x 9.5x

Nasdaq 100 52% ! 75% 31x 21x 18x 11x

Source: OPCM 
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 What about the investor or irm who says, “I’ll simply shift the portfolio back and 

forth between the growth index and the value index”?  In previous decades, that was an  

optional way to manage a portfolio and own a diverse set of holdings in a diverse number of 

asset classes.  This no longer exists.  If an investor owns the most popular growth index, the 

Russell 1000® Growth, they own the following:  

 60% in technology plus Amazon. 

 Five companies that total 44% of the index, with the other 995 holdings comprising 

56%. 

 95% large capitalization companies. 

 Valuation of 32x next-12-month earnings versus a long-term average of 18.5x. 

 The Russell 1000® Value Index may be more diverse, but due to over a decade of low 

interest rates, over 30% of the entire the index is invested in low growth, higher dividend 

paying companies that now trade at extreme valuations.  These are sectors like utilities,  

consumer staples, telecom service, and pharmaceuticals that are growing earnings at long-

term growth rates of 0-5% per year, while trading at valuation multiples well above their 

long-term averages.  

 We believe by managing portfolios comprised of multiple asset classes, clients 

achieve diversity and reduce risk.  By using almost entirely individual securities and  

avoiding mutual funds and outside managers, clients’ total fees are reduced and their  

portfolio is managed in a more tax ef icient manor.  By actively managing the portfolio, we 

can subtly shift the portfolio between styles and asset classes without the fear of  

dramatically underperforming because our focused style is out of favor due to the present 

economy.  Combine all of these, and it is easy to understand why we have been active and 

style agnostic for decades. 
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 The U.S. dollar has been in a sustained uptrend over the past decade, contributing 

to persistent underperformance across numerous asset classes but most acutely affecting 

both foreign equities and natural resources.1 Given the U.S. dollar’s position as the global 

reserve currency, there are numerous drivers of its relative strength or weakness.   

Understanding the factors behind the current strengthening trend, and when they may 

turn, is critical to evaluating how multi-asset class portfolios may perform going forward. 

 In this article, we will look at three important factors, including relative GDP growth 

expectations, interest rate differentials, and the impact of the “ light to safety” effect. While 

no single factor, nor a group of factors, will completely explain or predict U.S. dollar  

movements, the three we discuss below are informative in understanding U.S. dollar  

demand dynamics and in what direction the U.S. dollar may head next.  

 The position of U.S. treasuries as the safest of “safe” assets creates an inverse  

relationship between economic growth and the U.S. dollar in times of crisis. During panics, 

global investors tend to sell risky assets and rush into U.S. treasuries, resulting in a 

strengthening U.S. dollar as investors purchase dollars to buy treasuries. Once the crisis 

passes, the U.S. dollar generally reverts to pre-crisis levels.  

U.S. Dollar: What Goes Up, Must Come Down?  

By: Jason Rodnick, CFA 

In	this	article:		After	years	of	strength,	is	the	U.S.	dollar	poised	for	a	fall?		

Source: FactSet, JPMorgan 

1 In this article, we use the U.S. dollar index calculated by JPMorgan. This index compares the U.S. dollar to 50 currencies and is much 
broader than the more commonly cited U.S. dollar index (DXY from Intercontinental Exchange) which only compares the U.S. dollar to six 
major currencies.  
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 An informative way to illustrate this “ light to safety” effect is by examining trends in 

global retail activity as the COVID crisis unfolded. Using cell phone location data from 

Google covering several thousand regions across 136 countries, we can chart the decline in 

visits to retail establishments around the world (a proxy for general economic activity) 

against the strengthening U.S. dollar. As shown in the chart, the U.S. dollar (inverted) moved 

in lock-step with economic activity, strengthening as economic activity declined (increasing 

panic and uncertainty) and subsequently weakening as activity bottomed and began  

recovering (panic and uncertainty easing). We expect the U.S. dollar could face headwinds as 

the global economy continues to recover from the coronavirus shock.  

 

 

 

 

 

 

 

 

 Relatively high interest rates in the U.S. have been another contributor to persistent 

U.S. dollar strength over the past decade. Since the end of the global inancial crisis, interest 

rates in the U.S. have signi icantly exceeded those found in other developed markets. In  

early-2019, U.S. 10-year treasuries offered yields that were more than 2% higher than the 

average of global peers - the highest spread in at least 20 years.  

 As the following chart shows, the U.S. dollar has generally strengthened as the  

additional yield available from U.S. treasuries, relative to global peers, increased and  

weakened as this spread compressed.  

 

Source: FactSet, JPMorgan, OPCM, Google 
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 This dynamic is driven by global investors capturing the yield spread by selling their 

local currencies and purchasing U.S. dollars to facilitate the purchase of U.S. treasury bonds. 

The selling of local currencies results in lower demand and lower prices and vice versa 

when purchasing U.S. dollars. However, with the spread between U.S. 10-year treasuries and 

global peers at just 0.69%, we expect the dynamic could reverse.  

 Currencies generally strengthen or weaken based on a country’s expected economic 

growth as measured by its GDP relative to other countries. When growth is expected to  

exceed peers, its currency generally strengthens and when growth is expected to lag, the 

currency generally weakens. For the past decade, stronger U.S. GDP growth relative to  

developed market (DM) peers has been a tailwind for the U.S. dollar. From 2009 to 2019, 

U.S. GDP expanded by 22% compared to an average of 16% for other developed market 

peers.  

 The following chart shows how changes in the forecasted U.S. GDP growth for the 

next year relative to DM peers have correlated with changes in the value of the U.S. dollar. 

Positive numbers on the x-axis represent quarters where U.S. growth expectations for the 

coming year relative to peers improved (e.g. if U.S was forecasted to outgrow DM GDP by 

1% at the beginning of the quarter and by 1.5% at the end of the quarter that would  

represent a relative change of 0.5% on the chart). The U.S. dollar has tended to strengthen in 

U.S. Dollar: What Goes Up, Must Come Down?  

Source: FactSet, OPCM, JPMorgan. Peers: Canada, Euro area, UK, Sweden, Switzerland, Japan  
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quarters when the U.S. GDP outlook improved relative to DM peers and weaken in quarters 

when GDP expectations lagged DM peers.2 

 

 

 

 

 

 

 

 

 The period of sustained U.S. GDP outperformance may be coming to an end. The U.S. 

was reentering coronavirus induced lockdowns and restrictions at quarter-end, whereas, 

developed market peers continued to re-open their economies, likely leading to subpar U.S. 

GDP growth over at least the next several quarters. 

 We believe U.S. dollar strength is unlikely to continue as the three factors outlined 

here are all now positioned for weakening. First, the “ light to safety” effect is diminishing as 

the initial phase of the coronavirus crisis abates. Next, the interest rate differential between 

U.S. treasury bonds and global peers has narrowed signi icantly and is unlikely to return to 

prior levels in the near-term. Finally, U.S. GDP growth is unlikely to continue to outpace the 

rest of the world during the coronavirus recovery. Given these trends, we believe the recent 

high achieved by the U.S. dollar during the coronavirus “ light to safety” may mark a cycle 

high and presage a period of sustained dollar weakness, creating potential tailwinds for 

multi-asset class portfolios.   

 

 

2 GDP growth calculations: World Bank national accounts data, and OECD National Accounts data files, GDP (constant 2010 US$) for Euro 

area, Sweden, Japan, United States, United Kingdom, Switzerland, Canada  

Source: FactSet, OPCM, Peers: Canada, Euro area, UK, Sweden, Switzerland, Japan  

U.S. Dollar: What Goes Up, Must Come Down?  
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 The election in November may prove to be one of the most consequential in modern 

history. With all of the problems we currently face – the pandemic and resulting economic 

recession, social unrest and the national discussion on long-festering racial tensions, the  

decline of U.S. in luence on the world stage and many other challenges – voters in November 

are expected to turn out (or mail in) in record numbers to set our course for the next four 

years. What might this mean for the stock market? 

 The Presidential Election Cycle Theory was irst proposed by Yale Hirsch, founder of 

the Stock	Trader’s	Almanac. Professor Marshall Nickles of Pepperdine University further  

developed the theory in his paper “Presidential Elections and Stock Market Cycles.” In a  

nutshell, the theory posits that the back half of a president’s term shows the strongest stock 

market returns, while years one and two of their term generally experiences weaker  

returns. Many attribute this phenomenon to the idea that presidents attempt to push 

through their key policy initiatives in the irst two years of their terms, while spending the 

last two years either campaigning for reelection or becoming a lame duck as their  

presidency comes to a close. In other words, the irst two years of a president’s term bring 

potentially greater uncertainty to markets as new policy initiatives are enacted. And  

markets do not like uncertainty. 

 Although this all makes some sense, this theory is far from perfect. In fact, recent  

history has shown just the opposite: in each of Obama’s terms, the irst two years were most 

pro itable, while under Trump, the market was stronger in his irst year than the second, 

followed by a huge surge in his third year (2019) and then derailed by the global pandemic 

in his fourth year. 

 Putting political ideology aside, the history of the Presidential Election Cycle Theory 

shows that markets tend to perform similarly under Republican and Democratic control.  

Despite Republicans being considered more “business-friendly,” the data actually shows 

markets do slightly better when Democrats are in control. 

Election 2020: Where Do We Go from Here? 

By: Charles Else 

In	this	article:	 	Regardless	of	who	wins	the	presidential	election,	tax	rates	are	
likely	to	increase.		
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 From our perspective, what matters to markets – aside from economic fundamentals, 

valuations, monetary policy, earnings growth, in lation and investor sentiment – are the  

actual policy changes that take place during a president’s term. As we look ahead to 2021 

and beyond, regardless of who wins the presidential election, it is clear that tax rates 

(especially U.S. corporate, state and local tax rates) are likely to go up to help inance the 

massive de icits our government is racking up due to the pandemic. And given our current 

iscal situation and a muddled coronavirus response by our government compared to other 

countries around the world, it isn’t hard to envision a dollar headwind from here. 

 With that as a backdrop, we believe the next few years could favor foreign stocks and 

natural resources (which are priced in dollars) over U.S. stocks. Additionally, interest rates 

are likely to stay low for the foreseeable future, making our real estate asset class a more 

attractive alternative for income than bonds. 

 No matter what happens in November, utilizing a multi-asset class approach to  

investing will continue to provide the opportunity to capitalize on asset classes that perform 

well, while reducing risk through diversi ication. Using this discipline consistently over time 

has proven to be the most successful approach to managing wealth and reducing portfolio 

risk – and will continue to be – regardless of who occupies the White House. 

 For many people, the con luence of the global pandemic and subsequent economic 

recession has potentially caused the following: employment termination, reduced hours, 

work furloughs, the elimination of RMDs for 2020 (the CARES Act), and signi icantly less 

capital gains due to the precipitous drop in the stock market. Thus, it is safe to assume that 

for many, 2020 income will be much lower than the booming yesteryear of 2019. 

 Due to the (hopefully) temporary drop in taxable income, this year may be an  

opportune time to consider various inancial planning strategies to increase taxable income 

Financial Planning Tax Tips in 2020 

By: Daniel Haut, CFP®, CIMA®  

In	this	article:		On occasion, accelerating income taxes can make sense.	

Election 2020: Where Do We Go from Here? 
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by accelerating income recognition and suspending deductions. I know what you may be 

thinking as you read this – “Wow, Dan, this sounds counter-intuitive! Doesn’t the time value 

of money concept teach us that tax deferral and deduction accelerations are more  

important than the opposite?” Not always.  In certain circumstances, and when income is 

temporarily lower than normal, making inancial plans to accelerate income and push back 

deductions could be wise. 

 Additionally, 2020 may be an opportune year as it may get ahead of some of the  

future “sunset provisions” of the recently passed Tax Cut and Jobs Act. In 2025, estate tax 

exemptions will not be the only thing to sunset back to their previous levels ($11.58m to 

$5m, adjusted for in lation). In addition, individual tax rates (excludes corporate) will also 

sunset to previously higher brackets.  

 Long-short: it may be wise to consider offering a slice of pie to Uncle Sam in 2020, 

when the overall pie is smaller. Some strategies to take advantage of this include the  

following: 

 Roth	 IRA: If a termination, reduced hours, or work furlough has lowered your  

income, you may be able to take advantage of a 2020 Roth contribution that was not  

previously allowed due to income thresholds. Roth IRAs are not subject to required  

minimum distributions (RMDs). While inherited Roth IRAs (like traditional IRAs) also need 

to be distributed over 10 years, the tax-free distribution bene it may provide the future 

owner of the inherited Roth IRA with more after-tax income.  In considering a Roth IRA, be 

mindful of the adjusted gross income (AGI) thresholds (< $139,000 individuals; < $206,000 

couples) and the Roth IRA Five Year Rule (for distributions to be tax-free, you must have 

owned the Roth for at least 5 years or until 59.5 years old, whichever is longer). 

 “Back	Door	Roth	IRA”: If your AGI is too high to contribute to a Roth IRA directly 

and you contribute to a quali ied plan (i.e. 401k), you can still get money into a Roth IRA 

through the “back door.” Here’s how it works: 

Financial Planning Tax Tips in 2020 
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 1. Open a traditional IRA and make “non-deductible” contributions 

 a. If your modi ied AGI > $124,000 (individuals) and $196,000 (couples), 

and you contribute to an employer 401k, IRA contributions are not deducti-

ble 

 b. Contribution limits are $6,000 or $7,000 if over 50 years old 

 2. Convert “non-deductible” IRA into a Roth IRA through a Roth conversion  

 The main bene it of doing a “back door” contribution to a Roth IRA is that you are still 

able to do a Roth conversion and take advantage of a temporarily lower tax bracket, albeit 

through a few more steps. In addition, you are also eliminating future RMDs altogether. 

However, be mindful that the “pro rata rule” still applies. That is, when converting an IRA 

through the “back door,” the IRS uses the “pro rata rule” to determine the taxes owed on 

conversion of non-deductible IRA to Roth. The “pro rata rule,” formula is the total  

non-deductible contributions divided by the total value of IRA(s) multiplied by the amount 

converted. For example, let’s assume Sue has $1,000,000 in all of her IRAs. Of this sum, 

$600,000 is pre-tax contributions, $200,000 is non-deductible contributions, and $200,000 

is investment earnings. If Sue converts her non-deductible IRA into a Roth, she owes taxes 

on 20% ($200,000/$1,000,000) of whatever is converted from her non-deductible IRA into 

a Roth IRA. 

	 Non‐Quali ied	Stock	Options	 (NQSO):	 If you have NQSO with a short expiration 

window and you expect your 2020 income to be temporarily lower, exercising them now 

may be a good strategy to consider. Recall that for NQSO, the difference between the grant 

price and fair market value (FMV) at exercise is considered taxable income. Additionally, 

many NQSO come with an expiration date of ten years from the grant date. However, you 

can bene it from this strategy by exercising the NQSO that are close to expiration and taking 

advantage of a lower tax bracket. The subsequent sale of NQSO are long-term capital gains 

(if held for more than one year) and are taxed on the difference between the sale price and 

FMV at exercise. Be mindful to make sure that your company offers a “cost-less” exercise of 

your options so that you do not have to pay for the cost (exercise price multiplied by  

number of shares) out of pocket. 
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	 NUA	(net	unrealized	appreciation)	in	quali ied	plans:	This might be a strategy to 

consider if company stock makes up a good portion of your quali ied plan (401k). While 

normal distributions from quali ied plans result in ordinary income tax, NUA however,  

under IRC (402)(e)(4), allows transfer of company stock out of a 401k, while paying  

ordinary income on the cost basis only. The bene its of this are that you are paying ordinary 

income tax on the cost basis only and, post transfer, you realize capital gains on the  

difference between new basis and FMV at sale. For example, assume Jane has a 401k 

($1,000,000) in stock XYZ with a basis of $120,000. She can utilize NUA and pay ordinary 

income taxes on $120,000 cost basis. When Janes sells, she will realize more advantageous 

capital gains on the difference between basis and FMV. Without NUA, the entire distribution 

is taxed as ordinary income. 

	 Partial	annuity	distribution:	When you take a partial withdrawal from an annuity, 

the money comes out on a LIFO (last in irst out) basis, unless the annuity was held prior to 

8/14/1982. In short, earnings are distributed irst and are taxable as income and your basis 

(post contributions) is distributed last. Therefore, if you have an annuity, are over age 59.5, 

and are in need of cash- low, it could be advantageous to take a partial distribution in a  

lower tax year. It is important to be mindful that distributions prior to age 59.5 are subject 

to an additional 10% penalty and many annuities come with “surrender” penalties. When 

considering this strategy, make sure that a contingent deferred sales charge is not in effect. 

	 Accelerate	 installment	 payments:	 Some people sell real-estate through an  

installment sale as a way to spread out capital gain tax obligations. The sale is often  

inanced by a note from the seller for a certain term (i.e. ten years). Each installment  

payment by the buyer results in a prorated capital gain tax to the seller. If the seller  

convinces the buyer to accelerate installment payments, or if the seller sells the installment 

note to a third party, income is accelerated. The bene it to this strategy is that the seller  

accelerates capital gain income in the current year (lower tax bracket) vs. deferring to  

future year (higher tax bracket). When considering this option, be mindful that the IRS 

scrutinizes the sale of installment notes to any family member. Additionally, accelerating 

installment payments can also accelerate depreciation recapture tax. 

Financial Planning Tax Tips in 2020 
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 For the same reasons it may make sense to accelerate income, it may be wise to  

consider suspending deductions. The deduction could be more valuable when larger income 

warrants their use. 

	 Defer	charitable	contributions	 into	donor	advised	 fund	 (DAF):	Since state and 

local tax deductions are capped at $10,000, many use a DAF to increase itemized deductions 

above the standard deduction. You may consider deferring your 2020 DAF contribution to a 

following year, to optimize charitable deductions in a year where income is high (not low). A 

DAF contribution deferral may afford you opportunity to bunch multiple charitable  

contributions into a future year. Be mindful to not let the tax tail wag the dog. Charitable or-

ganizations and non-pro its you support may need the money in 2020 now more than ever. 

 Like any tax strategy, the ef icacy depends on personal circumstance. Additionally, 

the strategies of accelerating income may result in unintended consequences like the  

following: increase in Medicare premiums, triggering of AMT, phasing out of itemized  

deductions and personal exemptions, lower net social security bene its, higher capital gains 

rates (20% vs. 15%). 

 As always, your team at Osborne Partners recommends that you speak with your 

CPA or tax advisor before making tax decisions. We would be happy to be a part of these 

conversations.  

 Credit markets participated in the overall market recovery in the second quarter, 

thanks in large part to the actions of the Federal Reserve. All categories of bonds showed 

positive returns in the second quarter.  

 The Fed was successful in averting a credit crisis in March and April by simply  

promising to start buying corporate bonds. In May, the Fed began by buying  

exchange-traded corporate bond funds and began buying individual corporate bonds in 

June. This is a irst for the Fed, who didn’t even buy corporate bonds during the worst of the 

Credit Markets: Thanks to the Fed 

By: Charles Else 

In	this	article:		For	the	 irst	time	in	history,	the	Fed	is	buying	corporate	bonds.		
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Financial Crisis in 2008-2009. As a result, corporate bonds snapped back, showing a total 

return of 5% for the irst six months of the year after having fallen 3.6% in the irst quarter. 

As of this writing, the Fed has purchased an estimated $8.7 billion in bonds and bond funds 

since the program started in mid-May. 

 The high-yield option-adjusted spread (OAS) fell from nearly 11% in late March to 

about 6.5% by the end of the second quarter. This despite a record junk bond issuance of 

$51.5 billion in the month of June alone, as struggling companies rushed to the capital  

markets to build up their cash buffers amid the ongoing COVID-19 pandemic. 

 With Chairman Jerome Powell indicating the Fed is unlikely to raise interest rates 

until late 2022 at the earliest, and with continued corporate bond purchases by the Fed, 

overall interest rates are likely to remain low for the foreseeable future. For  

income-oriented investors, the next couple of years will likely present a signi icant  

challenge. We will look to generate more income from other asset classes such as our real 

estate asset class.  

Average Money Market Fund 0.27% 10 Yr. AAA Muni Bond 0.86%

5 Yr. AAA Muni Bond 0.46%
10 Yr. AA Corporate 
Bond—Long Term

1.60%

5 Yr. AA Corporate 
Bond—Intermediate

0.76% 10 Yr. U.S. Treasury 0.66%

30 Yr. Fixed Rate Mortgage 
(Conforming)

3.27%

Bond Market Yields 6/30/2020
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