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Newsletter Highlights
investment overview

• Equity returns have turned negative year to date with high market 
volatility. Additional signs of a slowdown in China and a currency 
devaluation there catalyzed a market correction in all markets, 
especially in the emerging world. 

• The Federal Reserve held off raising rates in September as a result 
of this developing market weakness, validating concerns about the 
fragility of the global recovery, and increasing risk aversion on the 
part of investors. 

• Although not immune to troubles in the emerging world, growth 
prospects still appear relatively solid in the U.S., Europe, and Japan. 
Central banks in these geographies are still very accommodative 
to growth, which boosts our confidence in their ability to continue 
recovering.

• The sell-off was most pronounced in the energy sector, where there 
seems to be little discrimination between the well-positioned and 
the poorly-positioned companies.

• Fixed income remains expensive, but has value as a hedge against 
the development of deflation and as a portfolio hedge against 
unanticipated global economic or political calamities.

• We are looking for opportunity amidst the carnage in certain 
industry groups. As always, we will continue to monitor activity in 
the global markets while maintaining our focus on the long term.

financial planning

• We highlight tax planning opportunities and some things to consider 
as year-end approaches.

WETHERBY

Our 25th anniversary “Year of Learning” continues 
with Children and Wealth in October, Protecting 
Your Digital Privacy in November, and Caring for an 
Elderly Family Member in December. We will send 
invitations for events by email through Paperless 
Post. Client events are planned for October 15, 
November 19 and December 9. Talks by guest 
speakers will be available 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 third quarter, we hired Justina Lai, 
Director of Impact Investing, and Bobby Basso, 
Financial Operations Associate. Welcome Justina 
and Bobby!

Taryn La Vallee, Senior Human Resources Manager, 
was married to Michael King. Kyle Winterbotham, 
Investment Advisor, and his wife Kristen welcomed 
their son Maxwell. Congratulations Taryn and 
Michael, and Kyle and Kristen!

Wetherby  
third quarter 2015

insight
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Investment Overview
third quarter market recap

Equities and Commodities: In the third quarter, domestic equities 
gave back the modest gains earned in the first half of the year 
and then some, with the S&P 500 Index finishing down 6.44% 
for the quarter and down 5.29% year to date. A modestly positive 
month in July was followed by a sharp sell-off in August and an 
extremely volatile and ultimately negative month in September.

Developed international equities closed down 10.19% for the 
quarter and down 4.91% for the year to date. Emerging markets 
fared far worse for the quarter against a backdrop of a slower 
Chinese economy and weaker commodity prices, closing down 
17.78% for the quarter and down 15.22% year to date. 

The majority of traded commodities remained under pressure 
in the third quarter with West Texas Intermediate Crude Oil 
ending at $45.70 per barrel, down 24.4% for the quarter. Many 
commodities have ticked into double digit negative territory for 
the year. 

Fixed Income: With a flight to safety by many investors, the 
yield on the U.S. 10-year Treasury ticked lower ending at 2.04% 
as the quarter ended. Global bond yields remained suppressed 
throughout the third quarter with the German 10-year Bund 
ending the quarter at a 0.59% yield. See Table 1 for a summary 
of market performance.

economy and markets
The world economy is slowing under the weight of deflationary 
forces, such as falling commodity prices and decelerating growth 
in China. While growth rates in the developed world are low, they 
appear more stable and predictable than in the emerging world 
where growth is higher but slowing. See Figure 1.

Fear of upsetting the fragile economic growth picture was 
enough to cause the Federal Reserve to hold off raising interest 
rates in September, and expectations are that they will continue 
to delay raising rates until at least December. Other global banks, 
like the European Central Bank, remain very accommodative as 
well. China has been active in efforts to support both its economy 
and financial markets, and recently devalued its currency, 
causing downward movements in emerging market currencies 
as they seek to remain competitive. Despite these actions, 
China’s economy continues to slow, causing ripple effects in 
the global economy. Investors have been facing a fragile growth 
environment for some time, although it is being complicated in 
the near term by plunging energy and other commodity prices 
and turmoil in the emerging markets in general. Equity market 
volatility has picked up after a long hiatus, driven by both 
moderating fundamentals and uncertainty about the course of 
the global economy against the backdrop of elevated valuations.

Equity Valuations: As we focus our thoughts and observations 
amidst the constant blizzard of information and speculation on 
the global economy, we see the following: 

• We live in an interconnected world, and while some areas 
are insulated from the forces of economic deceleration no 
one is immune.  

• We have more confidence in the U.S. and in Europe’s 
growth prospects, and less confidence in the emerging 
world’s ability to right itself since it is more dependent 
on external conditions that are beyond its control than 
developed, consumer-based economies.  

Table 1: Market Performance, as of September 30, 2015 

Source: MPI Stylus data through September 30,2015

3q15 1-year 3-year 
annualized

S&P 500 -6.44% -0.61% 12.40%

MSCI ACWI ex-US -12.10% -11.78% 2.78%

MSCI EAFE -10.19% -8.27% 6.08%

MSCI EM -17.78% -18.98% -4.93%

DJ-UBS  
Commodities -14.47% -25.99% -16.02%

Barclays  
Aggregate Bond 1.23% 2.94% 1.71%
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Figure 1: GDP Growth Comparison by Region

Source: World Economic Outlook
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• We also observe that while the recent stock market 
corrections brought valuations down in all three major 
geographies, valuations would appear to largely reflect both 
fundamentals and the current interest rate and inflation 
backdrop.  

Equity valuations look to be in line with fundamental prospects 
and there is no glaring opportunity to overweight a particular 
geographic area. We remain neutrally allocated (largely aligned 
with global benchmarks) as a result. Figures 2, 3 and 4 illustrate 
market valuations in emerging markets, the international 
developed markets and the U.S.

Energy Sector: While global equity market valuations appear 
“fair,” we see carnage in the energy sector and are drawn to 
this area for potential opportunity given our contrarian mind-
set. What we see is that the fall in crude oil prices is having a 
negative impact on many companies. We also see a major sell 
off in any company that is associated with the energy sector, no 
matter what the fundamentals look like. This “low dispersion” 
environment, where all the stocks in a particular industry sector 
tend to move in the same direction, has been with us for some 
time in many industry sectors. It represents both a problem 
and an opportunity. For fundamental stock picking managers 
who hope the companies they identify are better positioned 
to outperform their more poorly positioned counterparts, it 
is a problem in terms of short-term performance. But it also 
creates an opportunity since we believe that eventually the 
fundamentals will matter, and that the stocks of better companies 
will outperform. This is the reason for our careful entry into 
energy infrastructure Master Limited Partners (MLPs), which we 
think of as the toll-takers of natural gas distribution and storage 
in the U.S. Many MLPs’ fundamentals have little to do with oil 
or natural gas prices and yet, because they are energy stocks, 
they are down significantly along with the rest of the sector. 
This happened in 2008 as well, as illustrated by Figure 5 (next 
page), which shows the behavior of the Alerian MLP Index* since 
1995, and it was followed by a massive rebound. We are seeing a 
similar type of sell-off in 2015. While the sell-off is observable, 
the catalyst for recovery may take some time to develop, meaning 
patience is warranted. Oil prices appear to be trading well below 
the cash cost of production, which is unsustainable in the long 
term but may persist in the short term.

Figure 2: Emerging Market Valuations are below average, 
reflecting fading growth prospects.

BCA RESEARCH INC.

Emerging Markets: Forward P/E

.
*SOURCE: THOMSON REUTERS / IBES
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Figure 3: Valuation in the developed world outside of the U.S. 
has improved recently as conditions improve.
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MSCI EAFE Forward Price-To-Earnings

.
* WEIGHTED AVERAGE PRICE-TO-EARNINGS BASED ON 12-MONTH FORWARD EARNINGS; SOURCE: MSCI INC.
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Figure 4: Valuation in the U.S. continues to be above average, 
reflecting stable growth prospects.
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*SOURCE: DATASTREAM.
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devaluation catalyzed a market correction in all markets, and 
especially the emerging world. 

Although not immune to troubles in the emerging world, 
growth prospects still appear relatively solid in the U.S., Europe 
and Japan. Central banks in these geographies are still very 
accommodative to growth, which boosts our confidence in their 
ability to continue recovering.

The sell-off was probably most pronounced in the energy sector, 
where there seems to be little discrimination between the well-
positioned and the poorly-positioned companies. While many 
energy related company’s earnings are indeed weakening based 
on the fall in crude prices, anything energy related is under 
pressure, including energy infrastructure-oriented MLPs. We 
believe that these companies are being unjustly punished 
given the nature of their revenue streams, and we think this is 
a potential opportunity for investors.

We are not changing our strategic positioning. But in addition to 
adding to energy transportation and storage related MLPs, we 
cautiously adding exposure to the developed market economies 
where we feel fundamentals are either solid (U.S.) or improving 
(Europe), and where weaker prices have offered a better entry 
point. We are not adding to emerging markets at this point. 

Financial Planning
tax planning opportunites
There can be enormous value in integrating tax planning into 
your overall wealth management and investment strategies. Here 
we will outline several opportunities for doing so, including: 1) 
accelerating income and deferring deductions in certain years; 
2) gifting to charity; and 3) gifting to individuals. 

Accelerating Income and Deferring Deductions
Some taxpayers have consistent taxable income year after year, 
and so they remain in the same tax bracket over time. Other 
taxpayers have variable incomes and can move from a high tax 
bracket to a low tax bracket from year to year or vice versa. In 
higher income years, it often makes sense to defer income and 
accelerate deductions where possible. In lower income years, 
the reverse is true - you may want to accelerate income and 
defer deductions to the extent possible. It is during these lower 
income years, when a return to the higher bracket is expected 
at some point in the future, where you might have a “window of 
opportunity” to accelerate your income by converting traditional 
retirement assets to a Roth IRA and/or by realizing long-term 
capital gains.  

Fixed Income: Fixed income markets continue to offer little in 
the way of yield after inflation is taken into account. What fixed 
income does offer is deflation protection and portfolio protection 
against global catastrophe. 

We remain underweight fixed income, with a focus on quality 
since the riskier sectors of fixed income are not currently 
attractive. Our positioning continues to favor somewhat shorter 
than benchmark duration as well as a focus on the U.S. where 
high-quality bond yields are high relative to international 
counterparts.

summary
The negative global equity market volatility we are currently 
experiencing is a response to weakening global economic 
prospects, especially in the emerging world. The Federal Reserve 
held off raising rates in September as a result of this developing 
weakness, validating concerns about the fragility of the global 
recovery, and increasing risk aversion on the part of investors. 

Emerging economies currently represent about 57% of global 
GDP, up from 42% in 1998. Hence, deteriorating fundamentals 
can now increasingly reverberate around the global economy, 
increasing stock market volatility, and catalyzing a sell-off in 
all global markets. Emerging economies, once the clear leaders 
of global economic growth, are slowing under the weight of a 
continued deceleration in Chinese growth and falling commodity 
prices. Given their export orientation, many emerging economies 
are highly vulnerable to unfavorable currency dynamics and 
other external forces and are not as responsive as the developed 
world to domestic stimulus.

We continue to live with the same slow growth, borderline 
deflationary world, with ultra-aggressive monetary policy 
that we have become accustomed to over the last few years. 
But because valuations were “full” going into the third quarter, 
additional signs of a slowdown in China and their currency 

Figure 5: MLPs set for a rebound?

*The Alerian MLP Index is the leading gauge of large- and mid-cap energy 
Master Limited Partnerships (MLPs)
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Common situations where one might move from a high tax 
bracket into a low tax bracket include: retirement, temporary 
unemployment, realizing a business loss, and recognizing large 
capital losses after a bad period in the stock market. Many 
taxpayers may have the aforementioned window of opportunity 
between the time they retire and age 70 ½ when they are 
forced to take required minimum distributions (RMDs) from 
their retirement accounts. Some may even find themselves in a 
negative income situation, meaning their itemized deductions 
and personal exemptions exceed their adjusted gross income. 
If you find yourself in a low or negative income year and you 
expect to be in a higher bracket at some point in the future, it 
can make sense to accelerate your income as described above. 

For those in the 15% or lower marginal tax brackets, long-term 
capital gains are taxed at 0%. In 2015, the top of the 15% bracket 
is $37,450 of taxable income for single taxpayers and $74,900 
in taxable income for married filing jointly. It can be helpful 
to model a multiyear income tax projection to help determine 
when you should accelerate income and defer deductions, and 
when you should defer income and accelerate deductions. Your 
tax preparer in conjunction with your Wetherby team can assist 
with this.

Gifting to Charity
For those who give to charity, it almost always makes sense to 
give appreciated securities (held longer than one year) rather 
than cash. Shares must be given from a non-retirement account 
(e.g., a brokerage account). This is a powerful giving strategy 
because you get to deduct the full fair market value of the 
security gifted to charity and remove the embedded capital gain 
from your account. Therefore, neither you nor the charity has to 
pay the capital gains tax on the security donated. 

Gifting to Individuals 
(e.g., parents or adult children)
Each taxpayer is allowed to gift $14,000 per year to as many 
individuals as he or she wants without having to file a gift tax 
return. Additionally, unlimited amounts can be paid on behalf 
of a recipient for medical expenses (if paid directly to the 
medical institution) and tuition payments (if paid directly to 
the educational institution). For those making gifts to taxpaying 
individuals (e.g., parents or adult children), it may make sense 
to find out what income tax bracket the recipient is in. For gifts 
that are not for tuition or medical care, if the recipients are in the 
15% marginal tax bracket or lower it may make sense to transfer 
appreciated securities (held longer than one year) to them. It 
may then be possible for the recipients to sell the appreciated 
securities and pay no capital gains tax because the long-term 
capital gains tax rate is 0% for individuals in the 15% or lower 
tax brackets. In addition, the transferor removes the capital gains 
from his or her account. 

However, use caution when giving appreciated securities to 
children under the age of 19 or full-time students under the 
age of 24, as these individuals may be subject to the Kiddie 
Tax. Under the Kiddie Tax, unearned income exceeding $2,100 
is taxed at the parent’s rate.

There are certainly exceptions to these strategies, as there 
are to most tax planning approaches, and it is prudent to 
seek personalized advice before implementing these or other 
strategies.
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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 
contained in this report is from sources believed to be reliable. Wetherby Asset Management does not guarantee the accuracy or completeness of such information and assumes no liability 
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 
clients and professional colleagues in non-investment related areas of financial planning, we do not hold ourselves out to be practicing income tax professionals or estate planning attorneys. 
The newsletter is intended for general informational purposes only and should not be considered tax, legal, or estate planning advice. Wetherby Asset Management does not provide tax or 
legal advice and you should consult your tax advisor and/or estate planning attorney before moving forward with any of the strategies detailed in this newsletter. We have copies of our SEC 
Form ADV Part 2A and 2B on hand. Please let us know if you would like a copy.


