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Rebecca Patterson’s early career path was atypical 
for someone in investment management. A journal-
ism major in college, Patterson worked as a reporter 
for several Florida newspapers. By the mid-1990s, 
having earned a master’s degree in international 
relations from Johns Hopkins University, she was 
writing for Dow Jones Newswires in Europe. “Pro-
cessing things quickly, separating news from noise, 
and understanding the context” were some of the 
skills she developed, recalls Patterson, who covered 
politics, economics, and markets. She left journal-
ism in the late 1990s to join JPMorgan as a cur-
rency analyst. She eventually became chief markets 
strategist at JPMorgan Asset Management.

Three years ago, Patterson, now 47, became chief 
investment officer at Bessemer Trust, a wealth 
manager founded in 1907 that manages $57 billion 
in assets and focuses on ultrawealthy clients. From 
August 2012 through June 30, the firm’s balanced 
growth allocation model, which puts 70% into stocks 
and 30% into bonds, had an annualized return of 
9.4%, versus 8% for its benchmark, a blend of the 
S&P Global Broad Market Index (65%), the BofA 
Merrill Lynch 1-10 Year AAA-A U.S. Corporate & 
Government Index (32%), and the Bloomberg Com-
modity Index (3%).

Barron’s spoke with Patterson recently at her office 
in Rockefeller Center in New York.

Barron’s: How healthy is the U.S. economy?

Patterson: We are in the later stages of the expan-
sion, but we are still clearly in the expansion. In 
an expansion, especially when we get to the later 
stages and the Federal Reserve starts to tighten, 
certain things are more likely than not to work, and 
that’s where you want to focus. We’ve been long 
the U.S. dollar for a couple of years, a theme that 
plays into expected tightening by the Fed versus 
other central banks. We have recently gone over-
weight U.S. banks, which would benefit from higher 
interest rates. That’s also a play on the improving 

consumer and lending backdrop. And we are un-
derweight fixed income, where we don’t see much 
value.

How long do you expect this expansion to last?

Patterson: In modern times, the longest U.S. 
expansion lasted 10 years; the average is some-
where between six and eight years. We’re in year 
six now, so statistically we are getting closer to 
the next recession. History tells us that either 
heading into a recession, or during the recession, 
is when you are most likely to get a sustained 
equity downturn. But we’re not there yet. How 
long can this expansion last? It’s likely to be a 
longer expansion. It’s not going to be a typical 
one, partly as a result of the very deep 2008-09 
crisis and the slow recovery, and partly due to a 
lack of inflation pressure. We pay very close atten-
tion to wages, which inform us a lot about broader 
inflation trends, which in turn will impact the Fed. 
These trends are also going to tell us a lot about 
corporate profit margins, and both of those fac-
tors -- wages and corporate profit margins – will 
influence our view on when to start paring back 
equities.

What does the trucking industry, which you 
wrote about in a recent letter to clients, tell 
you about the economy?

Patterson: Trucking is one of the best leading 
indicators on the consumer. Trucking volumes for 
retail-related trucks, also known as truckload carri-
ers, tend to lead retail sales in the U.S. by a couple 
of months. Everything we buy at some point touch-
es a truck. People talk about the Dow transports 
and how rail isn’t doing well right now. Well, that’s 
one piece of the economy – that’s industrial and 
manufacturing, and a lot of it is tied to the oil selloff 
last year and the ripple effects we’re still feeling 
from that. But consumption is a much bigger part 
of the U.S. economy. When you look at the appro-
priate part of the Dow transports, it tells you that 

by Lawrence C. Strauss

Still Bullish, After All These Years
An Interview With Rebecca Patterson, Chief Investment Officer, Bessemer Trust

July 20, 2015 B A R R O N ’ S 11

Biotech: The Forgotten Bubble
IT OFTEN FEELS AS IF THERE ARE MORE

bubbles in financial markets than in a
room full of tykes with bubble wands.

There are the popped bubbles, the
soon-to-be-bubbles, and even a “bubble
that’s not going to burst,” as one wag
recently described the art market. Then

there’s the forgotten bubble.
That would be the bubble in biotech stocks. Almost ex-

actly a year ago, Fed chief Janet Yellen observed that the
sector’s valuations “appeared substantially stretched.” Her
aside spurred biotech analysts to defend the stocks; bears
predicted an imminent decline, and everyone else won-
dered whether Yellen really meant the “B” word.

And then the panic faded, although the
biotech rally didn’t. The iShares Nasdaq
Biotechnology exchange-traded fund (ticker:
IBB) has gained 57% since July 15, 2014. The
conditions that prompted concerns about bio-
tech have only gotten more extreme. This
time, there really might be a bubble.

Start with valuation. The iShares ETF now
trades at 58 times forward earnings, versus 43
times a year ago, which wasn’t exactly cheap.
The Standard & Poor’s 500 stock index trades
at 16.7 times. In other words, biotech constitutes no more
than 3% of the S&P, and yet accounted for 15% of the rise in
the benchmark’s stock market value in the past year. “The
impact biotech has had has been enormous,” says Mike
O’Rourke, chief market strategist at JonesTrading.

Bulls contend that biotechs’ lofty prices have been
earned, thanks to their cutting-edge research, the Food and
Drug Administration’s willingness to approve new drugs,
and the resulting rapid earnings growth. Acquisitions have
been occurring on a regular basis: Just last week, Celgene
(CELG) announced that it would purchase Receptos
(RCPT) for $7.2 billion. That adds to the premium, as well.

Yet there comes a time when just rewards tip over into
excess, and biotech might be approaching that moment. For
evidence, look no further than this year’s 109 initial public
offerings. Nearly 30% have been by biotech outfits, easily
topping 12% in 2000. At the same time, more companies
have been going public at an earlier stage of development.
Aeglea BioTherapeutics, for instance, is seeking to raise $86
million, even though its primary drug hasn’t started early-
stage trials. “There has been an explosion of low-quality

IPOs,” says Ralph Coutant, a portfolio manager at Matarin
Capital. “It feels quite bubbly.”

The problem with financial bubbles is that, unlike the
soap bubbles produced by my 4-year-old son, it is almost
impossible to predict when they will pop. There is little sign
yet that biotech stocks are headed for a fall, and those who
heeded Yellen’s warning have given up big gains. But
Coutant is becoming cautious. He’s avoiding the most specu-
lative stocks, and is instead focusing on companies that have
actual products in the market and look relatively inexpen-
sive. Among them: United Therapeutics (UTHR), which the
Street expects to earn $182 million next year and trades at
17.2 times forward earnings.

But sticking with quality isn’t enough—which is why he’s
paying close attention to price momentum; once
performance starts to slip, it’s time to go.
“When the tide goes out and the focus turns to
the fundamentals, we will see who is swimming
naked,” he says, paraphrasing Warren Buffett.

Past doesn’t predict the future, but
studying it might be the best way to deter-
mine which companies will be announcing big
share buybacks.

That’s the conclusion of Barclays strategist
Jonathan Glionna. His quest is important because companies
that announce buybacks outperform the market by more
than two percentage points during the 90 days following an
announcement, with almost half of the gain coming immedi-
ately after it’s made. And, when it comes to this game, to
win it, you have to be in it.

Glionna found that half of the companies that had bought
back shares in 2012 and 2013, but hadn’t as of the middle of
2014, would go on to announce a repurchase later in that
year, compared with 20% of all S&P 500 companies. In the
past five years, buying serial share repurchasers would have
returned a half-percentage point or more than the S&P, on
average, in the second half of a calendar year.

Limiting the list to companies that can actually afford to
buy back shares—Glionna screened out those with a ratio of
less than 5% of free cash flow minus dividends to market
capitalization—improved performance in four of the past five
years. This year’s list includes Citigroup (C), Edwards
Lifesciences (EW), and UnitedHealth Group (UNH). 

e-mail: ben.levisohn@barrons.com

The conditions that 
led to concerns about 

biotech a year ago 
have only gotten
 more extreme.
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An Interview With Rebecca Patterson
Chief Investment Officer, Bessemer Trust

Still Bullish, After All These Years
by Lawrence C. Strauss

REBECCA PATTERSON’S EARLY CAREER PATH WAS ATYPICAL FOR

someone in investment management. A journalism major
in college, Patterson worked as a reporter for several
Florida newspapers. By the mid-1990s, having earned a
master’s degree in international relations from Johns Hop-
kins University, she was writing for Dow Jones Newswires
in Europe. “Processing things quickly, separating news
from noise, and understanding the context” were some of
the skills she developed, recalls Patterson, who covered
politics, economics, and markets. She left journalism in the
late 1990s to join JPMorgan as a currency analyst. She
eventually became chief markets strategist at JPMorgan
Asset Management. 

Three years ago, Patterson, now 47, became chief invest-
ment officer at Bessemer Trust, a wealth manager founded
in 1907 that manages $57 billion in assets and focuses on
ultrawealthy clients. From August 2012 through June 30,
the firm’s balanced growth allocation model, which puts 70%
into stocks and 30% into bonds, had an annualized return
of 9.4%, versus 8% for its benchmark, a blend of the S&P
Global Broad Market Index (65%), the BofA Merrill Lynch
1-10 Year AAA-A U.S. Corporate & Government Index
(32%), and the Bloomberg Commodity Index (3%). 
Barron’s spoke with Patterson recently at her office in

Rockefeller Center in New York.

Barron’s: How healthy is the U.S. economy?

Patterson: We are in the later stages of the expansion, but
we are still clearly in the expansion. In an expansion, espe-
cially when we get to the later stages and the Federal
Reserve starts to tighten, certain things are more likely
than not to work, and that’s where you want to focus.
We’ve been long the U.S. dollar for a couple of years, a
theme that plays into expected tightening by the Fed
versus other central banks. We have recently gone over-
weight U.S. banks, which would benefit from higher inter-
est rates. That’s also a play on the improving consumer
and lending backdrop. And we are underweight fixed
income, where we don’t see much value.

How long do you expect this expansion to last?

In modern times, the longest U.S. expansion lasted 10
years; the average is somewhere between six and eight
years. We’re in year six now, so statistically we are getting
closer to the next recession. History tells us that either
heading into a recession, or during the recession, is when
you are most likely to get a sustained equity downturn.
But we’re not there yet. How long can this expansion last?
It’s likely to be a longer expansion. It’s not going to be a
typical one, partly as a result of the very deep 2008-09
crisis and the slow recovery, and partly due to a lack of

“Walls of worry are one of the reasons I still like stocks. People are so 

worried that they don’t own them. It is not a crowded market.”  —Rebecca Patterson
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the sector of trucking tied to retail goods is 
actually doing pretty well.

Why are you overweighting stocks, con-
sidering the walls of worry out there?

Patterson: Walls of worry are one of the 
reasons I still like stocks. People are so 
worried that they don’t own them. It is not 
a crowded market. That doesn’t mean you 
can’t have a sustained selloff, but it is harder 
to get a sustained selloff when not everyone 
is in the trade to begin with. Since the end 
of the financial crisis in 2009, roughly two-
thirds of mutual fund flows has gone into 
fixed income and only a third into equities. 
Since the beginning of this year, U.S. eq-
uity mutual funds have had net outflows ap-
proaching $40 billion. In addition, the world 
is still awash in money. Even if the Fed starts 
to hike rates, it is going to be very slow and 
gradual, and at the same time the European 
Central Bank will grow its balance sheet to 
over three trillion euros [$3.3 trillion] by late 
next year. Similarly, the Bank of Japan is ag-
gressively doing quantitative easing, and it’s 
likely to do even more.

What else gives you confidence in stocks?

Patterson: A lot of investors get nervous 
that we are near all-time highs. But to me, 
the index level isn’t as important as the valu-
ation underneath it. U.S. stocks are slightly 
above their historical averages. A lot of peo-
ple are comparing today to 1999 and 2000. 
In March 2000, if you looked at the five com-
panies with the largest market caps in the 
Standard & Poor’s 500, the average forward 
price/earnings ratio was around 60, com-
pared with about 15 recently. It’s not a top-
heavy market. As for the macro economic 
backdrop, we’re still in the expansion mode, 
and central banks are aggressively adding 
liquidity. We are getting near the end of the 
expansion, but if we see another one, two, or 
three years of positive equity returns, why 
would I go to cash now? It is a big oppor-
tunity cost, and why would I want to have a 
lot of bonds, especially U.S. bonds, when the 
Fed is starting to hike? Bonds have been a 
great source of return for the past 30 to 35 
years. People don’t remember what it feels 
like to lose principal in fixed income, though 
we got a hint of that this spring when rates 
rose. But I expect there is more of that to 
come.

Why are you underweighting emerging 
markets?

Patterson: You can’t paint emerging mar-
kets with one brush, because there are a lot 
of different stories within regions and coun-
tries. We expect China to manage its growth 
slowdown this year, and we aren’t worried 
about an imminent growth implosion there. 
But because China’s growth is moderating, 

it is a modest head wind for some of the 
commodity-exporting emerging markets like 
Brazil or Chile. Also, the stronger dollar and 
rising interest rates are broad external head 
winds for emerging markets, especially for 
those countries with large current-account 
deficits. The strong dollar, along with the 
weak local emerging-market currency, fuel 
inflation. The central bank must tighten to 
limit inflation, so the country doesn’t have 
strong growth. At the same time, higher 
rates raise borrowing costs, which weigh on 
growth expectations even more. That makes 
people nervous about the corporate outlook. 
All of which leads to capital outflows, further 
weighing on growth and weakening the lo-
cal currency even more. Brazil is fighting to 
get out of a recession, and yet it continues 
to raise interest rates, now about 14%, and 
probably will raise rates again. At a certain 
point, emerging markets will offer a great 
opportunity. Valuations are getting more at-
tractive in a lot of them, but you need to 
see a catalyst for growth, such as developed 
markets doing so well they boost trade and 
capital flows, the dollar weakening, or China 
improving enough to lift commodity prices. I 
don’t see any of this in the short term.

Are your portfolio allocations tilted to-
ward large-caps?

Patterson: Yes. Earlier this year, as we were 
starting to position ourselves for a Fed tight-
ening cycle, we did two things. We reduced 
our bond allocation and moved that into spe-
cific credit sectors, especially floating-rate 
credit, such as non-agency mortgage-backed 
securities. We also reduced our small- and 
mid-cap exposure and put it in large-cap 
stocks. In retrospect, with the big dollar 
move in the first quarter, we were prema-
ture, because it hurt large companies more 
than domestically oriented small-caps. But 
I’m still happy we made that move. When 
the Fed tightening cycle starts, we are going 
to get more market volatility. And because 
they are more liquid, larger companies tend 
to manage through volatile periods better 
than small ones do. Second, as we get later 
in this economic cycle, we are starting to 
see profit margins challenged. I wouldn’t 
say they are falling yet, but they are get-
ting more challenged, more so in small- and 
mid-cap companies than in large-cap names.

Why are you overweighting banks?

Patterson: Some of this is getting priced 
into the market, but not fully. The Fed 
tightening cycle is certainly going to help 
net-interest margins for a range of banks. 
This is a sweet spot for these banks. Their 
net-interest margins will improve, but at the 
same time, interest rates haven’t risen far 
enough to hurt the consumer or businesses 
in terms of borrowing costs. In fact, at this 
point in the cycle, with more jobs being cre-

ated and companies doing a bit better, we 
expect to see more lending. And when the 
first rate hike occurs, people who were on 
the fence about doing a merger or acquisi-
tion, or buying a home, will say, “Borrowing 
costs are going up; I better lock this in.” It’s 
been a very robust M&A year so far, help-
ing banks, and I expect that to continue. A 
Fed hike might even be a catalyst for more 
M&A. A name one of our portfolio managers 
likes is KeyCorp [ticker: KEY], a large re-
gional bank, for the reasons I’ve mentioned 
and because the company has a very good 
handle on controlling costs.

What’s another example of a promising 
financial stock?

Patterson: Our portfolio managers like 
MasterCard [MA]. As consumer confidence 
and retail sales improve, payment transac-
tions will increase, benefiting MasterCard. 
In the shorter term, we like MasterCard as 
a play on the improving U.S. consumer; lon-
ger term, we also see some support for the 
stock from more noncash transactions glob-
ally, particularly in emerging economies.

What’s your assessment of the energy 
sector?

Patterson: We’ve been underweight energy 
for about a year and a half. Forecasting the 
price of oil is one of the hardest things to 
do in the financial markets. To me, it says 
something that the International Monetary 
Fund and the Fed, with all of the economists 
they have, don’t try to forecast it. They just 
use the futures’ curve. If they can’t forecast 
it, how can I? The U.S. has cut rigs, but pro-
duction hasn’t rolled over yet, and the Saudi 
Arabian supply has continued to ratchet 
higher. We have question marks over new 
Iranian supply, so the supply overhang made 
us reluctant to trim our underweighting sig-
nificantly. At some point, we will increase 
our weighting. In the meantime, to protect 
our portfolios, we have exposure to com-
panies that would benefit if oil prices rise 
faster than we expect. One example is Fluor 
[FLR], which has exposure to engineering, 
construction, and other segments.

Finally, how concerned are you about the 
Greek crisis?

Patterson: I am much more focused on the 
U.S. and China, the first and second biggest 
economies in the world, than on Greece. How 
they fare is much more important to my view 
on equities, or investing in general. Greece is 
dramatic and very sad from a humanitarian 
point of view, but more likely than not, it is 
just noise. If the U.S. consumer continues to 
do well, and if China can stabilize its equity 
market and stabilize its growth, those are 
much more important positives than Greece 
could be a negative.

Thanks, Rebecca.
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Choosing the right MLP fund becomes
obvious when you know where to look.
There are many options out there, but the Alerian MLP ETF (NYSE: AMLP) makes it less of a shell game. As the largest passive MLP ETF, AMLP delivers
transparent exposure to the leading energy infrastructure MLPs and offers continuous trading liquidity with high potential income and no K-1s or state
tax filings. Invest with clarity.

A clear choice is AMLP.
Visit www.alpsfunds.com/amlp

Investors should carefully consider the investment objectives, risk, charges and expenses of any exchange traded fund (ETF) prior to investing. For a prospectus containing this and other information,
please visit www.alpsfunds.com/amlp or call 1-877-398-8461. Please read the prospectus carefully before investing.

The Fund seeks investment results that correspond (before fees and expenses) generally to the price and yield performance of its underlying index, the Alerian MLP Infrastructure Index. An investment in
the Fund involves risk, including loss of principal. Infrastructure master limited partnerships (MLPs) are subject to risks specific to the industry they serve including, but not limited to: reduced volumes
of commodities for transporting; changes in regulation; and extreme weather. The ETF is not required to make distributions or make distributions that are equal to the distribution rate of the underlying
partnership programs. The Fund is taxed as a regular corporation for federal income purposes. The Fund will accrue deferred income taxes for any future tax liability associated with (i) that portion of MLP
distributions considered to be a tax-deferred return of capital as well as (ii) capital appreciation of its investments, based on the federal income tax rate applicable to corporations currently 35% and an
assumed rate attributable to state taxes. This differs from most investment companies, which elect to be treated as “regulated investment companies” to avoid paying entity level income taxes. The NAV of
Fund Shares will also be reduced by the accrual of any deferred tax liabilities. The Fund’s after tax performance could differ significantly from the underlying assets even if the pre-tax performance is closely
tracked. Depending on the taxes paid by the fund as a result of income and/or gains from investments and/or the sale of MLP interests, the return on an investment in the Fund will be reduced. A portion of
the Fund’s distributions are expected to be treated as a return of capital for tax purposes. Returns of capital distribution are not taxable income to you but reduce your tax basis in your Fund Shares. If any
MLPs owned by the Fund were treated as corporations for US federal income tax purposes, it could result in lower income and a reduction in the value of your investment in the Fund.

AMLP Shares are not individually redeemable. Investors buy and sell shares of the AMLP on a secondary market. Only market makers or “authorized participants” may trade directly with the Fund,
typically in blocks of 50,000 shares.

ETFs are considered to have continuous liquidity because they allow for an individual to trade throughout the day. Fund distributed by ALPS Portfolio Solutions Distributors, Inc.
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inflation pressure. We pay very close attention to wages,
which inform us a lot about broader inflation trends, which
in turn will impact the Fed. These trends are also going to
tell us a lot about corporate profit margins, and both of
those factors—wages and corporate profit margins—will
influence our view on when to start paring back equities.

What does the trucking industry, which you wrote about 
in a recent letter to clients, tell you about the economy?

Trucking is one of the best leading indicators on the
consumer. Trucking volumes for retail-related trucks, also
known as truckload carriers, tend to lead retail sales in the
U.S. by a couple of months. Everything we buy at some
point touches a truck. People talk about the Dow transports
and how rail isn’t doing well right now. Well, that’s one piece
of the economy—that’s industrial and manufacturing, and a
lot of it is tied to the oil selloff last year and the ripple
effects we’re still feeling from that. But consumption is a
much bigger part of the U.S. economy. When you look at
the appropriate part of the Dow transports, it tells you that
the sector of trucking tied to retail goods is
actually doing pretty well.

Why are you overweighting stocks, 
considering the walls of worry out there?

Walls of worry are one of the reasons I still
like stocks. People are so worried that they
don’t own them. It is not a crowded market.
That doesn’t mean you can’t have a sustained
selloff, but it is harder to get a sustained selloff when not
everyone is in the trade to begin with. Since the end of the
financial crisis in 2009, roughly two-thirds of mutual fund
flows has gone into fixed income and only a third into equi-
ties. Since the beginning of this year, U.S. equity mutual
funds have had net outflows approaching $40 billion. In
addition, the world is still awash in money. Even if the Fed
starts to hike rates, it is going to be very slow and gradual,
and at the same time the European Central Bank will grow
its balance sheet to over three trillion euros [$3.3 trillion] by
late next year. Similarly, the Bank of Japan is aggressively
doing quantitative easing, and it’s likely to do even more.

What else gives you confidence in stocks?

A lot of investors get nervous that we are near all-time
highs. But to me, the index level isn’t as important as the
valuation underneath it. U.S. stocks are slightly above
their historical averages. A lot of people are comparing
today to 1999 and 2000. In March 2000, if you looked at
the five companies with the largest market caps in the
Standard & Poor’s 500, the average forward price/earnings
ratio was around 60, compared with about 15 recently. It’s
not a top-heavy market. As for the macro economic back-
drop, we’re still in the expansion mode, and central banks
are aggressively adding liquidity. We are getting near the
end of the expansion, but if we see another one, two, or
three years of positive equity returns, why would I go to
cash now? It is a big opportunity cost, and why would I

want to have a lot of bonds, especially U.S. bonds, when
the Fed is starting to hike? Bonds have been a great
source of return for the past 30 to 35 years. People don’t
remember what it feels like to lose principal in fixed
income, though we got a hint of that this spring when rates
rose. But I expect there is more of that to come.

Why are you underweighting emerging markets?

You can’t paint emerging markets with one brush, because
there are a lot of different stories within regions and coun-
tries. We expect China to manage its growth slowdown this
year, and we aren’t worried about an imminent growth
implosion there. But because China’s growth is moderating,
it is a modest head wind for some of the commodity-
exporting emerging markets like Brazil or Chile. Also, the
stronger dollar and rising interest rates are broad external
head winds for emerging markets, especially for those coun-
tries with large current-account deficits. The strong dollar,
along with the weak local emerging-market currency, fuel
inflation. The central bank must tighten to limit inflation, so

the country doesn’t have strong growth. At
the same time, higher rates raise borrowing
costs, which weigh on growth expectations
even more. That makes people nervous about
the corporate outlook. All of which leads to
capital outflows, further weighing on growth
and weakening the local currency even more.
Brazil is fighting to get out of a recession,
and yet it continues to raise interest rates,

now about 14%, and probably will raise rates again. At a
certain point, emerging markets will offer a great opportu-
nity. Valuations are getting more attractive in a lot of them,
but you need to see a catalyst for growth, such as developed
markets doing so well they boost trade and capital flows,
the dollar weakening, or China improving enough to lift
commodity prices. I don’t see any of this in the short term.

Are your portfolio allocations tilted toward large-caps? 

Yes. Earlier this year, as we were starting to position
ourselves for a Fed tightening cycle, we did two things. We
reduced our bond allocation and moved that into specific
credit sectors, especially floating-rate credit, such as non-
agency mortgage-backed securities. We also reduced our
small- and mid-cap exposure and put it in large-cap stocks.
In retrospect, with the big dollar move in the first quarter,
we were premature, because it hurt large companies more
than domestically oriented small-caps. But I’m still happy
we made that move. When the Fed tightening cycle starts,
we are going to get more market volatility. And because
they are more liquid, larger companies tend to manage
through volatile periods better than small ones do. Second,
as we get later in this economic cycle, we are starting to
see profit margins challenged. I wouldn’t say they are
falling yet, but they are getting more challenged, more so
in small- and mid-cap companies than in large-cap names.

Why are you overweighting banks?

Some of this is getting priced into the market, but not fully.
The Fed tightening cycle is certainly going to help net-
interest margins for a range of banks. This is a sweet spot
for these banks. Their net-interest margins will improve,
but at the same time, interest rates haven’t risen far enough
to hurt the consumer or businesses in terms of borrowing
costs. In fact, at this point in the cycle, with more jobs being
created and companies doing a bit better, we expect to see
more lending. And when the first rate hike occurs, people
who were on the fence about doing a merger or acquisition,
or buying a home, will say, “Borrowing costs are going up;
I better lock this in.” It’s been a very robust M&A year so
far, helping banks, and I expect that to continue. A Fed hike
might even be a catalyst for more M&A. A name one of our
portfolio managers likes is KeyCorp [ticker: KEY], a large
regional bank, for the reasons I’ve mentioned and because
the company has a very good handle on controlling costs.

What’s another example of a promising financial stock?

Our portfolio managers like MasterCard [MA]. As con-
sumer confidence and retail sales improve, payment trans-
actions will increase, benefiting MasterCard. In the
shorter term, we like MasterCard as a play on the improv-
ing U.S. consumer; longer term, we also see some support
for the stock from more noncash transactions globally,
particularly in emerging economies.

What’s your assessment of the energy sector?

We’ve been underweight energy for about a year and a
half. Forecasting the price of oil is one of the hardest
things to do in the financial markets. To me, it says some-
thing that the International Monetary Fund and the Fed,
with all of the economists they have, don’t try to forecast
it. They just use the futures’ curve. If they can’t forecast
it, how can I? The U.S. has cut rigs, but production hasn’t
rolled over yet, and the Saudi Arabian supply has contin-
ued to ratchet higher. We have question marks over new
Iranian supply, so the supply overhang made us reluctant
to trim our underweighting significantly. At some point, we
will increase our weighting. In the meantime, to protect
our portfolios, we have exposure to companies that would
benefit if oil prices rise faster than we expect. One exam-
ple is Fluor [FLR], which has exposure to engineering,
construction, and other segments.

Finally, how concerned are you about the Greek crisis?

I am much more focused on the U.S. and China, the first
and second biggest economies in the world, than on
Greece. How they fare is much more important to my
view on equities, or investing in general. Greece is dra-
matic and very sad from a humanitarian point of view, but
more likely than not, it is just noise. If the U.S. consumer
continues to do well, and if China can stabilize its equity
market and stabilize its growth, those are much more
important positives than Greece could be a negative.

Thanks, Rebecca. 

                                                              Recent
Company / Ticker         Price

KeyCorp / KEY $15.17

MasterCard / MA 95.82
Source: Bloomberg

Bessemer’s Picks

”We are getting near the end of the expansion, but if we see another one, two, 

or three years of positive equity returns, why would I go to cash now?”
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