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Investment Overview
financial markets review
Since Q4 2014, the free fall in oil prices has ended, the U.S. jobs market has continued 
to improve, the dollar has rallied strongly against the euro, and while cold and snowy 
weather blanketed the eastern half of the country, the U.S. economy appears to be 
far from chilly. Also during the first quarter of 2015, a very significant U.S. equity 
market milestone was revisited, and some important new territory is being explored 
in monetary policy in Europe. Investors have turned from asking questions about the 
meaning of the sharp sell-off in crude oil prices, to pondering both the timing and 
implications of the Federal Reserve’s (Fed’s) next policy move. In this newsletter, we 
examine the meaning of the NASDAQ market regaining price levels not seen since 
the year 2000 and discuss the pockets of uncertainty that have arisen in the markets 
and our related search for opportunities amid the recent volatility. As always, we will 
try to connect these important events to our thinking on markets and the resulting 
actions we might be taking or contemplating in portfolios.

On March 3rd, the NASDAQ market touched the 5,000 level -- a peak last reached 
in the year 2000, right before the “tech-wreck” correction of the subsequent three 
years. It has taken 15 years to get back to this market peak. Does this mean markets 
are once again over-extended? Not necessarily. Why? First, we believe that the time it 
has taken to get back to the previous market highs is more indicative of the valuation 
excesses that existed back in 2000, than an indication that major excesses exist now. 
Table 2 lists the top five companies in the NASDAQ Index in 2000 and 2015, with their 
corresponding Price/Earnings (P/E) multiples, as well as the Index’s overall historical 
valuation. As you can see, both the top companies in the NASDAQ Index and the Index 
itself carry much lower multiples now that in 2000. The promise of the Internet, 
smartphones, streaming video, increased connectivity and cloud-based computing all 
existed in 2000, but investors significantly overpaid for that promise back then. Now, 
as these technologies reach their fuller fundamental potential, the related companies 
carry more reasonable valuations. 
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Our 25th anniversary “Year 
of Learning” continues with 
Successfully Managing Life’s 
Transitions in April, Mindfulness in 
May, and The Future of Energy and 
Sustainability in June. You will be 
able to participate in talks by guest 
speakers in person, online through 
live streaming or by replay on our 
web site. Contact Wetherby Asset 
Management for more information. 
We look forward to celebrating 
our 25th anniversary with you and 
building our knowledge for the next 
25 years.

During the first quarter, we hired 
Patrice Phung, Financial Operations 
Associate; and Lauren Wood, Senior 
Investment Associate. Welcome 
Patrice and Lauren! 
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Source: MPI Stylus data through March 31, 2015

1q 15 1-year 3-year 
annualized

S&P 500 0.95% 12.73% 16.11%

MSCI ACWI ex-US 3.59% (0.57%) 6.88%

MSCI EAFE 5.00% (0.48%) 9.52%

MSCI EM 2.28% 0.79% 0.66%

DJ-UBS Commodities (5.94%) (27.04%) (11.52%)

Barclays Aggregate Bond 1.61% 5.72% 3.10%

Table 1. Market Performance, as of March 31, 2015
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Monitoring change in both market indices and the economy is 
important in gaining insight into market valuations. As we look 
at the historical valuation of benchmark indices in an effort to 
gain perspective on current valuations, we need to understand 
that both the components of the index and the interest rate 
and inflation backdrop change over time, and that all of these 
have major influences on valuation levels. Consider the S&P 
500 P/E ratio since 1990 illustrated in Figure 1. We see that 
trailing P/E ratios reached a high of 30 times earnings in the 
year 2000, whereas today’s trailing P/E ratio is only 19 times 
earnings. Using this perspective, we are currently at 25-year 
average valuations, indicating the market is neither cheap nor 
expensive, despite the strong performance of stocks since the 
2008-09 crises. Looking at a longer-term data set as shown in 
Figure 2 yields a slightly different conclusion, making stocks 
look expensive relative to the average.

Which chart more accurately reflects the state of equity 
valuations? Are stocks expensive or cheap? We think that there 
are forces that exist now (very low interest rates and inflation) 
that are supportive of higher than “normal” valuations. Including 
the decade of the 1970s in Figure 2 pulls the average valuation 
down, given the low P/E ratios that were reached during that 
time. During the 1970s, industrial companies ruled the averages 
while double-digit inflation and very high interest rates were 
dominant economic influences. As a result, we prefer the data set 
since 1990, shown in Figure 1, and tend toward the conclusion 
that stocks are fairly valued.

Valuation is impacted by various forces in the short term, but 
ultimately, stock prices follow earnings growth, and underlying 
fundamentals rule. Like an aircraft on its way from point A to 
B, the market ultimately gets to where it is going, driven by its 
fundamental engines, but, there is usually some turbulence 
along the way. We all gain comfort in the tidy explanations 
that are offered on day-to-day market activity in well-known 
financial newspapers, but for the most part, these stories 
are pure speculation as to the real reasons behind market 
action. Occasionally, we run into prolonged periods of market 
phenomena and related turbulence that are persistent, difficult 
to explain in real time, and have potentially wide-ranging 
implications. News outlets are thrilled with the mystery of these 
events and this sort of major uncertainly is very unsettling to 
market participants. It is in these times of uncertainty that 
opportunities often present themselves, as investors’ tendency 
toward knee-jerk reactions often leads them to throw the babies 
out with the bathwater.

Consider the decline in oil prices that we experienced in the 
fall of 2014. Crude oil is a closely watched, globally traded 
commodity, with supply and demand tracked by multiple 
government agencies, private companies, individuals, etc. Yes, 
there are places in the world where data is not available, but 
generally speaking, at this point in history, we should know a 
lot about both the supply and demand for oil and, therefore, its 
fair value. And yet, over a three-month period where not much 

Figure 2.  S&P 500 Index Trailing P/E Ratios 1960-2014 -- 
Currently Above Average 

Figure 1.  S&P 500 Index Trailing P/E Ratios 1990-2014 --    
Currently Below Average

Source: Bloomberg, FactSet

2000 P/E ratio 2015 P/E ratio

Cisco 127x Apple 15x

Microsoft 57x Microsoft 16x

Intel 43x Google 19x

Qualcom 123x Intel 14x

Oracle 103x Facebook 39x

NASDAQ 175x NASDAQ 22x

Table 2. P/E Ratios of the Five Largest NASDAQ Index 
Stocks in 2000 and 2015
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could have changed in the supply/demand picture, prices for 
crude oil fell by roughly 50%. Many possible explanations for the 
fall in oil prices were offered, but there was a persistent lack of 
clarity about the true cause and related meaning of this sudden 
precipitous fall in prices, and where prices would ultimately 
settle. Many holders of energy-related investments sold their 
positions, adding to the intensity of the situation. Investors 
were confused, uncertain, and many assumed the worst -- that 
the fall in oil was indicative of crumbling global demand and a 
suddenly weakening economy. Figure 3 compares production 
and consumption of liquid fuels from Q1 2010 projected through 
Q1 2016.

Several months later, oil seems to be out of the free-fall stage 
and has “found a level,” at least for now. It is becoming clear that 
the pricing issue is more likely one of excess supply, and some 
short-term demand changes driven by weather, than something 
more significant. The economic implications of the fall in prices 
will play out over time, but as far as markets are concerned, 
there is now more certainty around the reasons for the fall. 
Imaginations are no longer running wild, and panic related 
reactions have subsided. As Figure 4 illustrates, the “pocket of 
uncertainty” has ended, and the markets have recovered from 
the lows created by the unexplained fall in prices.

During the fall in oil prices, the Research team at Wetherby was 
busy combing through the wreckage of fallen energy stocks and 
energy-related master limited partnerships (MLPs) in an effort 
to identify investment opportunities among the uncertainty. 
We did not find anything immediately actionable (buyable) and 
we expect volatility to continue in crude oil prices and energy-
oriented securities. We understand that winter weather in 
the East Coast had an influence on gasoline demand and, as 
consumers return to the pumps, some excess supply will likely 
be absorbed. But there is still excess supply that is so high it 
is taxing our ability to store crude oil. As shown in Figure 5,  
future production curtailment is already happening, but price 
volatility will likely continue, and there may be further downside 
in prices. We have chosen to stay on the sidelines for now, but 
are watching the situation closely.

As the uncertainty around the fall in oil prices faded during 
the quarter, uncertainty persisted around the potential for a 
Fed interest rate policy shift later in 2015. Will the Fed raise 
rates this year, and if so, when and by how much? What are 
the implications of this potential change in policy? These are 
unanswerable but important questions that will likely persist 
throughout the year, increasing volatility. Fed watchers disagree 
on the timing, and market watchers are unsure of the impact 
that higher rates will have. No one knows how high rates will go 
when a rate hike cycle eventually begins. Figure 6 compares the 
S&P 500 Index to the Fed Funds rate from 1985 to 2015. Some 
see a sell-off in risky assets, while others feel there will be no 
impact at all given the underlying strength in the economy. As 
we anticipate the Fed’s rate hikes, we are keeping a watchful eye 
on the changes that may take place in the economy and financial 

Figure 3.  World Production and Consumption of Liquid 
Fuels 

Figure 5.  Active Oil Rigs Versus Oil Production -- Oil Rigs 
Represent Future Oil Wells

Figure 4.  S&P 500 Index Versus Brent Crude Oil Prices
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markets and are looking for opportunities that may arise amidst 
the uncertainty.

The potential for Fed tightening in the U.S. is happening against 
the backdrop of an increasingly accommodative European 
liquidity and interest rate environment, driven by the European 
Central Bank (ECB). This ultra-aggressive policy features a new 
acronym NIRP (Negative Interest Rate Policy). NIRP is the next 
move central banks make after Zero Interest Rate Policy (ZIRP) 
falls short in getting credit and economic growth kick-started. 
Many global central banks have been keeping policy rates at 
or near zero over the last few years in an effort to encourage 
spending and investment in risk assets and discourage saving. 
The ECB now has negative policy rates, which means that 
member banks with “excess reserves” actually have to pay 
to have their deposits held there. This is to encourage banks 
to lend money rather than hold onto it. Global bond markets 
have been meaningfully impacted by these policies, as shown 
in Figure 7, such that in many cases, you have to go out at least 
five years to get a positive yield on the government bonds of 
Sweden, Germany, Denmark and Switzerland. These negative 
government bond returns also tend to put pressure on their 
currencies, which is stimulative to exporters and another part 
of the overall accommodation strategy.

In the U.S., with our reasonably healthy labor market, positive 
GDP growth, and strong currency, the U.S. government now 
borrows money (issues Treasury bonds) at rates in excess of 
Spain, Portugal and Italy -- countries that are not nearly as 
healthy as the U.S. economically and whose currency (the euro) 
is under extreme pressure versus the dollar, as shown in Figure 
8. Central banks are of course trying to encourage risk-taking, 
lending and reflation with this extreme policy. Whether or not 
this is ultimately effective remains to be seen. But it is indeed 
strong medicine, and there are some “green shoots” appearing 
in Europe, including recent strength in certain Purchasing 
Manager Indices, as shown in Figure 9, and improved retail sales. 
Investors are likely to take heed and it is certainly reasonable to 
expect that valuations may be influenced upward as investors 
are prepared to assume additional risk.

In the short-term, the U.S. appears to be decoupling its interest 
rate policy from other developed market economies, as our 
Federal Reserve may begin to tighten monetary policy during 
the summer or fall while other developed market interest rate 
policies remain loose. See Figure 10. There are actually benefits 
to having short-term rates above zero. For example, if the U.S. 
economy were to slip back into recession, the Fed would be in a 
position to respond by lowering rates, whereas this tool would 
not be available to them if rates remain where they are. But we 
feel the Fed will continue to watch the data closely, and will only 
increase rates if it feels the economy can absorb the impact. 
Nonetheless, there is some increased risk in the U.S. markets as 
a result of this pending move because the liquidity environment 
has been so enormously supportive for the last several years.

Figure 6.  U.S. Market Performance Compared to Fed Funds 
Rate 1985-2015

Figure 7.  Comparison of Sovereign Government Bond 
Yields

Figure 8.  Euro Versus the Dollar



Wetherby Asset Management     First Quarter 2015 5

outlook and positioning
As we look at monetary policy with a global perspective, the 
potential for a non-synchronized interest rate policy environment 
(i.e., the U.S. tightening while Europe eases) has caused us to 
reassess our global equity positioning. For some time, we have 
been underweight Europe, with a market weight in the U.S. 
and an overweight to emerging markets, versus a global equity 
benchmark. But both the Japanese and the U.S. equity markets 
surged after accelerated stimulus, and while Europe has already 
begun to rally on the expectation of aggressive easing, we feel 
there could be more appreciation, especially in local currency 
terms.

We have focused our internal discussions not only on the 
outlook for developed equity markets and currencies, but on 
emerging markets as well. In addition to the relatively more 
accommodative monetary stance in Europe, we are factoring in 
the continued slowdown of growth in China, which announced 
a lower (7%) growth rate target for 2015, and the impact that a 
strong dollar and relatively high real interest rates in the U.S. 

Figure 9.  European Purchasing Manager Indices

Figure 10.  Comparison of Growth in Central Bank Assets 
for the Fed, ECB and Japan

will have on emerging markets, which are sensitive to both 
negative capital flows and increased debt servicing costs when 
the dollar strengthens. 

Our conclusion is that we should move toward a market weight 
in developed markets outside of the U.S., and we have chosen to 
implement this shift by adding to portfolios a European focused 
ETF, which is hedged against the U.S. dollar. This will give us 
the opportunity to participate more fully in any continued rally 
in European stocks driven by aggressive easing. We prefer the 
hedged approach because of the implications of the relative 
global interest rate picture, which will likely continue to favor 
the dollar versus the euro.

Financial Planning
after tax contributions to 401k plans
Employees who are eligible to contribute to employer-sponsored 
401(k) and 403(b) plans will notice that the contribution limit 
increased to $18,000 in 2015. For those age 50 or older, there is 
an additional $6,000 catch-up contribution; thus, an employee 
could contribute up to $24,000 in 2015. These amounts are 
known as “employee elective deferrals” and can be pre-tax 
(Traditional 401(k)/403(b)) or, if the plan allows, they can be 
after-tax (Roth 401(k)/403(b)) contributions. Pre-tax (Traditional) 
contributions reduce income in the year of the contribution and 
distributions are taxed as ordinary income when withdrawn. 
After-tax (Roth) contributions do not reduce current income, but 
withdrawals are tax-free at retirement (age 59 ½). 

What is less commonly known is that the maximum total annual 
contribution to these accounts allowed by the IRS is $53,000 
($59,000 if aged 50 or older) in 2015. So what makes up the 
difference? Employer contributions and employee after-tax 
contributions. Some employers contribute to employees’ plans 
based on profit-sharing contributions or by matching some 
or all employee elective deferral contributions. Additionally, 
some employer 401(k)/403(b) plans allow for employee after-
tax contributions. Here is an example of how to determine the 
allowable amount of the employee after-tax contribution:

Under Age 50 Age 50 or Older

$53,000 Annual Maximum $59,000

-$18,000 Employee Elective Deferral -$18,000

$0 Catch-Up -$6,000

-$9,000 Employer Match -$9,000

$26,000 Employee After-Tax Contribution* $26,000

As with Roth employee elective deferrals, employees do not 
receive a tax deduction for after-tax contributions. The main 
benefit of after-tax contributions is that you can later roll them 
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into a Roth IRA. For example, if you contribute $25,000 in after-
tax contributions to a 401(k)/403(b) plan for four years and then 
separate from the company, you can move your $100,000 of 
after-tax contributions to a Roth IRA with no tax consequence. 
Once in the Roth IRA, qualified withdrawals of contributions 
(and earnings) are made tax-free. Some plans allow for in-service 
distributions, meaning you may be able to roll over after-tax 
contributions to a Roth IRA while employed at the company.

We encourage you to check with your employer to see if your 
retirement plans allow for after-tax contributions. If eligible, we 
also encourage you to consult with your tax professionals prior 
to taking action.
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No warranty is either expressed or implied that the performance returns could be achieved. Accordingly, you should make no assumption or comparison based on these returns. Information 
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for damages resulting from or arising out of the use of such information. Past performance is not indicative of future returns. While Wetherby Asset Management attempts to add value to our 
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