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Global equities corrected in the third quarter, as interest rates continued to climb. 
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Although employment has been consistent in the face of rising interest rates, global economic 
growth is hovering at a tepid growth rate.  
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 U.S. equities bears have been out in full force during the ϐirst nine months of 2023. The 
most common bearish thesis over the summer sounded something like this: The Federal Funds 

rate is now 5.50%. With stubborn inϐlation, the Federal Reserve is unlikely to lower rates until 
the end of 2024. This delay will eventually cause a recession. The S&P 500 trades close to 19 

times 2024 earnings versus the long-term average of 15.7 times, so equities should fall below 
the long-term average P/E. This means the S&P 500 will fall at least 20%. 

 Indeed, at the start of August, the S&P 500 traded close to 19 times earnings, versus the 
long-term average of 15.7 times. The S&P 500 valuation appeared to be about 20% above  

average.   

 

 This bearish argument is simple and logical. However, what could derail this nearly  

consensus view? The answer may be synthesized into a single word – “What.” 

 What caused the S&P 500 to trade to 19 times earnings? What does the present inϐlation 

trend mean for the Federal Funds rate? 

 First, valuation. After trading north of 19 times earnings at the summer peak, the S&P 
500, after a two month correction, ϐinished the third quarter at a P/E of 17.7. However, within 
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U.S. Equities Are Expensive…(?) 

By: Justin W. McNichols, CFA 

We	examine	 the	consensus	bearish	rhetoric	 on	U.S.	 equities	valuations	and	
how	 the	 comparison	 between	 inϔlation	 and	 short-term	 interest	 rates	 has	
changed	over	the	past	year. 

Source: FactSet. 12/31/1999 through 8/1/2023  
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the index, a large number of companies experienced full bear market corrections. By the time 
the third quarter ended, the cohorts of strong performance and high valuation were dominated 

by a small number of companies…typically the largest companies in the index. 

 As we analyzed this phenomenon, we found a number of intriguing facts. First, if you 

simply excluded the ϐive largest companies in the S&P 500 (Apple, Microsoft, Google, Amazon, 
and Nvidia), the P/E for the remaining 495 companies fell to 16.1 times. Next, if you excluded 

the ten largest companies, the P/E for the remaining 490 companies fell further to 15.6 times. 
Finally, if you also excluded the ϐive largest consumer staples companies, the companies  

investors bid up fearing a recession, the remaining 485 companies traded at 15.3 times  
earnings – about 3% below the long-term average.  

 The table below depicts our work. 

 Essentially this indicates the overvaluation in the S&P 500 is mainly derived from 15 
companies or 3% of the total number of companies in the index. Those 15 companies comprise 

over 35% of the market capitalization of the entire index, so their high valuations really affect 
the overall index. Knowing this, one could surmise that the “S&P 485” is not only inexpensive 
but is a large breeding ground for portfolio ideas. 

 Second, what does the present inϐlation trend mean for the Federal Funds rate? The 

bearish narrative that inϐlation is too high and interest rates will be unchanged over the  
long-term appears to be losing credibility by the week. 

 Last fall when Core CPI was 6.64% year-over-year and the Federal Funds rate was 
3.25%, there was certainly an easy argument to be made that inϐlation was extremely high and 

the Fed Funds rate needed to be higher – inϐlation was 3.4% above Fed Funds.  

 However, fast forward to a year later, and the situation is wildly different. Core CPI was 
just released at 4.13%. This ϐigure is above the 30-year average of 2.4%. However, inϐlation is 
consistently falling, while the Fed Funds level is now 5.50%. In one year, the difference between 

core inϐlation and the Fed Funds rate has fallen from +3.4% to -1.2% as inϐlation is now well 
below Fed Funds (and falling).  

 If inϐlation is headed down toward the 1995, 2001, and 2006 highs at around 3%, where 
does this chart indicate the appropriate Fed Funds level is found? Probably not 5.50%.  
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Source: Osborne Partners 10/1/2023 

P/E NEXT 2023 10YR 10YR
PRICE 12 MONTHS WEIGHTING HIGH 1SD 2SD

S&P500 (SPX) 4288.00 17.7 100% 19.2 19.9 22.2
SPX Excluding 5 Largest 16.1 24.1%
SPX Excluding 10 Largest 15.6 31.9%
SPX Excluding 10 Largest & 15.3 35.6%
   5 Largest Consumer Staples
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 Although U.S. equities are affected by many other factors from earnings cycles to  
currency to political and geopolitical risks, the concept that domestic equities need to fall 20% 

because of the overvaluation of the S&P 500 and high inϐlation causing high interest rates does 
not appear to be a high probability outcome, especially after last year’s U.S. equities rout. 

 For many investors, whenever the topic of alternative investments is brought up, their 
eyes gloss over as they prepare to be inundated with complex investment jargon accompanied 

by top-notch marketing buzz words. And to be fair, for many, this is with good reason. Within 
the broader investment landscape, the alternatives asset class is often viewed as a sprawling, 

opaque asset class where many Wall Street ϐirms allocate signiϐicant time and money  
concocting new investment vehicles to pitch to potential investors. Within our industry, some 

of the words most often associated with these assets include: “illiquid”, “confusing”, and 
“expensive”. Importantly, it doesn’t have to be this way. And at Osborne Partners, it isn’t. We 
take a different approach to managing the alternatives asset class – one that prioritizes  

liquidity, simplicity, and cost, without sacriϐicing anything in terms of effectiveness. In this  
article, we’ll dig a little deeper into the alternatives space, talk about its role in a diversiϐied 

portfolio and discuss our differentiated approach to the much-maligned asset class. 
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An Alternative Approach 

By: Jay Skaalen, CFA, CFP® 

The	 Osborne	 Partners	 differentiated	 approach	 to	 managing	 the	 
alternatives	asset	class	adds	value	to	a	diversiϔied	portfolio.	 
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 Despite including some more eclectic assets like whisky, paintings or baseball cards, the 
most common categories within the alternatives asset class include private equity, hedge funds, 

and niche categories like distressed debt. Many investment advisors utilize third party funds to 
manage their alternatives that are typically offered as illiquid, long-term investments with fees 

in the 1.5%-2.5% range—with some charging fees in excess of this.1 Hedge funds, on average, 
are amongst the most liquid of the bunch and can have lockups (a period during which the  

investor cannot redeem their investment) of less than a year. Private equity funds, on the other 
hand, commonly have lockup periods ranging from 7-10 years with many having the option of 

extending the life of the fund without investors’ consent.2 Certain categories of alternatives like 
private equity funds or distressed debt can be hard to price – meaning investors may not have a 
ϐirm understanding of the actual value of their underlying investments at any given moment.  

Because of this, performance data is often unreliable. The lack of consistent pricing of  
alternative assets results in performance ϐigures that are frequently lagging or stale – meaning 

performance for certain illiquid alternatives will often overstate returns in down markets (like 
2022) and understate performance during the initial stages of a rising market. 

 Over the years, the alternatives asset class has garnered a rather mixed reputation 
amongst investors. Meaningful bear markets in 2009 and 2020 rattled investors who were  

unable to access their capital at the exact moment they wanted it the most. Despite this, there is 
no doubt they play a crucial role in a diversiϐied portfolio. Constructed properly, these assets 

should be amongst the least correlated with the rest of a portfolio, providing protection to  
various asset classes while also taking advantage of volatility and dislocations in other asset 

classes. Last year provided a good, albeit painful, example of the type of environment where the 
alternatives asset class provided meaningful value to a diversiϐied portfolio. 2022 proved to be 
the worst year on record for a traditional 60/40 portfolio (60% Bonds, 40% Equities), leaving 

few asset classes unscathed. Alongside natural resources, alternatives were one of the only asset 
classes that actually logged positive performance. Certain alternatives that hedged against rising 

interest rates, spikes in equity market volatility and sharp moves in currencies are a few  
examples of some of the types of investments that worked well last year and helped insulate  

diversiϐied portfolios against an otherwise brutal market environment.  

 While the underlying purpose of alternatives at Osborne Partners can overlap with how 

some other ϐirms manage their alternative investments, that’s likely where our similarities end. 
At Osborne Partners, most investment team members have prior experience working at ϐirms 

who opted to outsource the management of their alternatives to these large, expensive funds. 
And most came away with the same conclusion – not again. As such, we re-constructed how the 

alternatives asset class was to be built with a focus on effectiveness, liquidity, and cost. We  
believe we can still accomplish our objectives for the asset class without the pitfalls of paying 

excessive fees or not being able to access your capital whenever you should choose.  
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 In an Osborne Partners portfolio, our alternative investments typically strive to do one 
of two things: hedge against a speciϐic risk in our portfolios or take advantage of idiosyncratic 

opportunities. On average, you’ll likely see us deploy more hedges in market environments that 
are more risk tolerant – as these tend to breed complacency. When investors are more jubilant, 

risks can become ignored, creating an opportunity for disappointment and volatility. On the  
other side of the coin, volatile market environments that are often rife with fear will typically 

result in reducing exposure to hedges (which may have already done their job) and start to look 
for more idiosyncratic opportunities that have risen from underlying volatility and fear. Let’s 

take a look at an example of each: 

 Example	1: Hedge. In 2022, recognizing the possibility of higher interest rates, we opted 

to hedge	against a move higher in long-term U.S. Treasury rates by owning Proshares Short 20+ 
Year Treasury (TBF), a liquid, exchange-traded fund that gains value when longer-term U.S. 

rates increase. Owning TBF not only provided a hedge for ϐixed income (whose values typically 
move opposite the direction of interest rates) but also for asset classes like U.S. equities, foreign 
equities, and real estate, which all experienced volatility in the face of a dramatic increase in  

interest rates.  

 

 

 

 

 

 

 

 

 

 

 

 

 

 Example	2: Idiosyncratic	Opportunities. In the ϐirst quarter of 2023 during the regional 
banking scare, we purchased KKR & Co (KKR) and Apollo Global Management (APO). Adding 

KKR and APO allowed us to take advantage of a temporary dislocation in the market driven by 
concerns around the health of regional banks, while also initiating exposure to longer-lasting 

structural tailwinds we expect these two entities to enjoy. 
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 In an industry that sometimes seems committed to making things overly complex, our 
team continues to ϐind reϐined and effective ways of managing portfolios without introducing 

any unnecessary complexity to our process. Our approach to private equity is a great example. 
Instead of owning the illiquid and costly funds that KKR and Apollo offer – which would lock 

our clients’ capital up for 7-10 years – we purchased the common equity of both entities. This 
enables us to directly beneϐit from any success these companies have in their offerings, but in 

the form of a completely liquid and fee-free investment structure. Alternatives will continue to 
be a growing and increasingly complex asset class going forward – but our approach will stay 

the same. We’ll continue to utilize these investments to mitigate risk across our clients’  
portfolios and seize opportunities that arise from panic and fear.   

 

 

 

 

 

 
1 https://www.callan.com/blog-archive/2021-private-equity-fees-terms/ 

 

2 https://pws.blackstone.com/wp-content/uploads/sites/5/2020/09/the_life_cycle_of_private_equity_insights.pdf 

https://www.institutionalinvestor.com/article/2bsx8cqh9m2zfowwrak8w/portfolio/when-hedge-funds-lock-up-

investor-money-the-whole-market-beneϐits 
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 Interest rates rose in the quarter and ϐinished at year-to-date highs across the yield 
curve. The move higher in rates weighed on performance, with both benchmark 10-year  

Treasury Notes and the US Aggregate Bond Index, a broad measure of the investment grade debt 
market, now negative for the year. ‘High Yield’ debt outperformed the broader market as credit 

spreads tightened, continuing the trend since the start of the year. Credit spreads represent the 
incremental yield above Treasury yields of the same maturity and are a measure of credit risk 

for corporate bonds. 

Total	Return	Performance:	Year-to-date 

 

 A key theme of the quarter was the deϐinitive move higher in medium- and long-term 
rates. For example, the 0.76% increase in 10-year Treasury yields was much higher than the 
0.17% increase in 2-year yields. While headlines tend to focus on the Federal Reserve and rate 

hikes, the Fed only directly controls an overnight rate of interest (the Federal Funds rate) and 
exerts inϐluence across the ‘short-end’ of the yield curve (i.e., from overnight to about 2-years). 

Longer-term rates tend to move in relation to expectations for long-run growth and inϐlation. So 
even as the Fed nears the end of its rate hike journey, long-term yields can and will continue to 

adjust to the prevailing economic environment. As shown in the following charts, U.S. corporate 
yields repriced signiϐicantly higher in the quarter, up by nearly 70 basis points (0.70%) at the 
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Source: FactSet. Performance indexed to 100 as of Jan 1st, 2023. 

Fixed Income and Credit: The Federal Reserve Hikes Again. 

By: Jack Fagan, CFA 

The	yield	curve	shifted	higher	as	the	Fed	hiked	again	in	July. 
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longer end of the curve. Meanwhile, credit spreads remained quiet, ending the quarter just off 
year-to-date lows, and remaining well below the long-term average. Notwithstanding the 

slight move higher to end the quarter, credit spreads aren’t currently implying much of a  
recession at all. 

U.S.	Corporate	Yield	Curve 

High	Yield	Credit	Spreads 

The	ϐight	against	inϐlation	isn’t	over	yet. 

 The third quarter ended with the September Federal Open Market Committee (FOMC) 
meeting resulting in no change to the Federal Funds rate. The result was not surprising;  

Source: FactSet 

Source: FactSet 
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however, the updated “Dot Plot” does offer new insights into the Fed’s view on inϐlation and the 
future path of rates. The updated Dot Plot exhibits the inclination among Fed Presidents to hike 

one more time in 2023, although only by a narrow margin. Additionally, bigger changes are  
forecast in 2024 and 2025. The year-end median rate now implies just ~2 rate cuts in 2024, two 

fewer than was forecast in June. Another two rate cuts were removed from the year-end 2025 
forecast. The net effect is a longer, more gradual path toward the “longer-term” target of 2.50%. 

 So, why the new “higher for longer” forecast? The answer is in part due to a better  
economic outlook and the still-too-high level of inϐlation. Along with a new Dot Plot, the Fed also 

publishes quarterly economic projections which display a sharp turn higher in real GDP growth 
in 2023 (2.1% from 1.0% previously) and 2024 (1.5% from 1.1% previously). Additionally,  

unemployment is seen ending the year at 3.8% (down from 4.1%). While the forecasts improve, 
Headline CPI inϐlation data has come in hotter than expected in Q3 breaking the precipitous fall 

seen over the ϐirst half of the year. Overall, the combination of higher growth, tighter labor  
markets, and stubborn inϐlation explains the slower evolution of monetary policy in 2024 and 
beyond. 

September	Dot	Plot 

 

Fixed Income and Credit: The Federal Reserve Hikes Again. 

Source: Bloomberg 
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US	CPI	Data	–	Last	12	Months 

End	of	an	era	(almost)….	Looking	ahead	at	a	post-hike-cycle	world. 

 As we approach the end of the rate hike cycle, let’s look at how bonds have performed 
during previous “pause” periods (i.e., after the Fed’s last rate hike and before the ϐirst rate cut). 

As depicted in the ϐirst chart, every pause period since 1978 saw bond prices rise (i.e., yields 
fall). This time, however, we’ve seen long-term yields continue to rise since the July hike as  

highlighted in the yellow circle.  

Source: 3Fourteen Research 
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 In the second chart, you can observe the very strong relationship of yield changes around 
the last Fed hike going back to 1984. Given the fact that yields continued to rise after the July 

hike, and if history is any indication, the yield curve may suggest one more hike could be in store 
in December. 

 

Fixed Income and Credit: The Federal Reserve Hikes Again. 

Source: JP Morgan 
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 Charitable giving is a noble endeavor, but it's crucial to ensure your generosity is put to 
good use. To make the most of your donations and ensure they beneϐit the causes you care 

about, it's essential to thoroughly vet a charity before giving. This article will walk you through 
each step of the process to help you make informed decisions about your philanthropic  

contributions. 

1. Clarify	Your	Goals 

 Before you begin your search for a charity to support, take the time to clarify your  

philanthropic goals. What issues or causes matter most to you? Are you passionate about  
environmental conservation, education, healthcare, poverty alleviation, equal rights, or  

something else? Understanding your values and priorities will help you focus your efforts on 
charities that align with your objectives. 

2.	Check	the	Charity's	Mission	 

 Once you have a clear understanding of your philanthropic goals, start researching  
charities that match your criteria. Begin by visiting the charity's ofϐicial website and carefully 
examine their mission statement and goals. Look for a clear and concise articulation of their 

purpose and the speciϐic issues they aim to address. Does the charity's mission align with your 
philanthropic goals and values? 

3.	Verify	Their	Legal	Status 

 It's essential to ensure that the charity you're considering is a legitimate, registered  
non-proϐit organization. In the United States, you can use the IRS's Tax Exempt Organization 

Search tool to verify a charity's tax-exempt status: https://apps.irs.gov/app/eos/ 

4.	Review	Financial	Information 

 Examining a charity's ϐinancial information is a crucial step in vetting their credibility 

and effectiveness.  

Here's what to focus on: 

· Analyze their ϐinancial statements, including their income, expenses, and assets. 

· Pay attention to how they allocate their funds. What percentage goes directly to  

programmatic activities, and how much is spent on administrative and fundraising costs? 

· Aim to support charities where the majority of funds are used for program-related  

activities (ideally 75% or more). 

A Guide to Effective Giving: How to Thoroughly Vet a Charity Before 
Donating 

By: Aaron Szager, CFP® 
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 Keep in mind that while a low administrative cost percentage is generally favorable, it's 
also essential to consider the nature of the charity's work. Some charities may require higher 

administrative costs due to the complexity of their programs. 

5.	Evaluate	Program	Effectiveness 

 Giving to a charity isn't just about supporting a cause; it's also about making a  

meaningful impact. To ensure your donations lead to positive change, assess the charity's  
effectiveness in achieving its mission. 

Consider these factors: 

· Look for evidence of the charity's impact on the ground. Are they improving the lives of 

individuals, communities, or the environment? 

· Evaluate whether they use evidence-based practices and measure their outcomes. Effective 

charities continuously assess their strategies and adjust them based on results. 

· Examine the scalability and sustainability of their programs. Are they addressing the root 

causes of issues, or are they providing short-term solutions? 

 Charities that are committed to making a difference should be able to provide data and 
stories that showcase their impact. 

7.	Research	Leadership	and	Governance 

 The leadership and governance of a charity play a vital role in its overall effectiveness. 
Investigate the backgrounds and qualiϐications of the organization's leadership team and board 

of directors. Are they experienced and reputable in the ϐield related to the charity's mission? 

Consider these questions: 

· Are the leaders and board members passionate and knowledgeable about the charity's 

cause? 

· Do they have a track record of successfully managing non-proϐit organizations or similar 

ventures? 

· Is the charity's governance structure clear, and do they practice good governance  

principles, such as regular board meetings and independent audits? 

 Strong leadership and governance are indicators of a well-managed charity that is likely 

to make efϐicient use of your donations. 

8.	Check	Third-Party	Evaluations 

 In addition to your own research, consider leveraging third-party organizations that  

specialize in evaluating charities. These organizations assess charities based on various criteria, 
including their ϐinancial health, accountability, and transparency. 
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Look for reviews and ratings from reputable sources like: 

· Charity Navigator: https://www.charitynavigator.org 

· GuideStar: https://www.guidestar.org 

· CharityWatch: https://www.charitywatch.org/ 

 These organizations provide valuable insights and rankings that can help you make an 
informed decision. While no single rating should be the sole basis for your decision, they can 
complement your research and due diligence. 

9.	Consider	Your	Own	Involvement 

 Consider how involved you want to be in the giving process. Some donors prefer to  
support local charities where they can have a more direct and hands-on impact, while others 

opt for larger, well-established organizations with broader reach and inϐluence. 

 Think about whether you want to be actively engaged with the charity, possibly  
volunteering your time and expertise, or if you prefer to provide ϐinancial support and trust the 

organization's leadership to execute their programs effectively. 

10.	Consider	Giving	Regularly	and	Monitor 

 Once you've completed your due diligence and selected a charity to support, consider 

making regular contributions. By establishing an ongoing relationship with the charity, you can 
stay engaged with their work, track their progress, and witness the impact of your donations 
ϐirsthand. 

 Monitor the charity's communications, annual reports, and updates to see how your 

funds are being utilized and what positive changes they are bringing about. This ongoing  
engagement allows you to make informed decisions about your continued support. 

 In conclusion, charitable giving is a powerful way to make a positive impact on the 
world. However, it's essential to approach it with diligence and thoughtfulness. By following 

these steps to thoroughly vet a charity before giving, you can ensure that your donations are 
directed toward organizations that are both credible and effective in pursuing their missions. 

Your philanthropic efforts will be all the more meaningful and impactful as a result. 
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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 notice.  None of the data presented herein constitutes a recommendation or solicitation to invest in any particular invest-
ment strategy and should not be relied upon in making an investment decision.  There is no guarantee that the investment strategies pre-
sented 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 infor-
mation may 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 re-
garding your personal circumstances. Certified Financial Planner Board of Standards Inc. owns the certification marks CFP®, CERTIFIED 
FINANCIAL PLANNER™ and federally registered CFP (with flame design) in the U.S., which it awards to individuals who successfully complete 
CFP Board’s initial and ongoing certification requirements. 
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Contact	Us:	 

info@osbornepartners.com 

(800) 362-7734 

www.osbornepartners.com 

Please	note	our	two	new	addresses: 

One Embarcadero Center, Suite 4100 
San Francisco, CA 94111 

(415) 362-5637 

 
   545 Middleϐield Road, Suite 165 

Menlo Park, CA 94025 
(650) 854-5100 

 

 


