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Newsletter Highlights
investment overview

• U.S. equity markets essentially stalled over the last few months 
of 2015 due to a persistent slowdown in earnings growth. The 
major contributors to the slowdown in earnings and a major 
drag on equity market performance came from the energy, basic 
materials and industrial sectors. Positive index performance was 
narrowly concentrated in what are being referred to as the “FANG” 
(Facebook, Amazon, Netflix, and Google*) stocks. See Figure 1 on 
the following pages. 

• Global fundamentals are being negatively influenced by the 
continued slowdown in China as well as the fall in basic materials. 
Emerging market fundamentals have been especially hit hard given 
their status as sellers of commodities and energy.

• The Federal Reserve (Fed) decided the time was right to begin 
raising short-term interest rates in December of 2015, and 
expectations are that they will continue to raise rates slowly during 
2016. Market behavior around the first year of a Fed interest rate 
cycle is unpredictable. Given that equity valuations are somewhat 
extended, a positive market outcome will likely depend on a 
resumption of corporate profit growth in 2016. Current expectations 
call for a resumption of  earnings growth in 2016, after a somewhat 
disappointing 2015. 

• Energy sector equities and debt are currently under extreme 
pressure after the fall in oil and natural gas prices. The sell-off 
has been rather indiscriminant, impacting companies with varying 
degrees of fundamental attachment to oil and natural gas prices in 
roughly the same way. We still believe this presents an opportunity 
for patient investors, but we understand that stability may only 
come with a bottoming in energy prices. 

• We believe that 2016 could bring equilibrium to energy prices. But 
oil is extremely unpredictable, and prices may very well go lower 
before they stabilize or move higher, given the persistent oversupply 
situation. A resumption of S&P 500 earnings growth in 2016 will 
likely depend on stability in energy and positive results from 
consumer and health care companies.

• We remain more confident in the long-term reward potential for 
equities than fixed income given the continued aggressive stimulus 
of global central banks and the limited attractiveness of very low 
yields on fixed income investments. We realize that global risks 
remain, including that of a more serious global slowdown and 

WETHERBY

Our 25th anniversary “Year of Learning” continues with 
Creative Confidence in January and How to Have Purposeful 
Conversations in February. We will send invitations for 
events by email through Paperless Post. Client events are 
planned for February 2 in San Francisco and February 8 in 
New York. Talks by guest speakers will be available by replay 
on our website. 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 fourth quarter, we hired Amali Nassereddine, 
Administrative Assistant; Quang Tran, Financial Operations 
Associate; and Mike Troxell, Investment and Tax Associate. 
Welcome Amali, Quang and Mike!

Three employees were invited to become shareholders of 
Wetherby Asset Management: Jen Hicks, Wealth Manager; 
Joe Khamsehpour, Wealth Manager; and Kyle Winterbotham, 
Investment Advisor. Congratulations Jen, Joe and Kyle!

Congratulations to Kent Chu, Senior Financial Operations 
Associate, and his wife Ruby who welcomed their daughter 
Robin during the fourth quarter; Kate Garbutt, Investment 
Associate, who passed the CFA (Chartered Financial Analyst) 
Program Exam; Joe Khamsehpour , Wealth Manager, who 
passed the CFP® (CERTIFIED FINANCIAL PLANNERTM) 
Certification Exam; Keon Khamsehpour, Investment Advisor, 
who passed the CPWA® (Certified Private Wealth Advisor®) 
Certification Exam; Lauren Wood, Senior Investment 
Associate, who passed the CFA Program Exam; and Christy 
Wu, Senior Financial Operations Associate, who passed the 
CFA Program Exam.
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*Now called Alphabet Inc.
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further deflationary shocks, such as that experienced 
with energy and commodity prices in 2015. As a result, 
we remain constructive on high-quality fixed income as a 
portfolio hedge.

impact investing update

• We added a new section this quarter called Impact Investing 
Update to keep you informed on our work in the Impact 
Investing area.

financial planning

• Our financial topic is the irrevocable life insurance trust 
(ILIT) which can be an effective estate planning tool for 
many high net worth individuals.

Investment Overview
fourth quarter market recap

Equities and Commodities: In the fourth quarter, domestic 
equities as measured by the S&P 500 finished up 7.04%, 
rebounding off a mid-year swoon to finish off 2015 with a modest 
1.38% gain. Most of the year’s return was driven by the consumer 
products and services sectors with Netflix and Amazon leading 
the pack. 

International developed market equities bounced back as well 
finishing up 4.75% for the quarter, but down 0.39% for the year. 
Emerging market equities continued their downward trend, 
with the mixed news coming out of China affecting the broader 
market. The MSCI Emerging Market index finished up 0.73% for 
the quarter but down 14.60% for the year.  

Commodities remained under pressure in the fourth quarter. The 
energy sector in particular continued its slump, with West Texas 
Intermediate Crude Oil down another 17.60% for the quarter, 
ending at a price of $37.13 per barrel, down 30.59% on the year. 

Fixed Income: The fixed income markets during the fourth 
quarter were focused on Fed interest rate policy. The 10-year 
Treasury yield rose slightly during the quarter to 2.27% at year 
end, but it was the in the shorter bond maturities where yields 
rose more significantly in connection with the Fed decision 
in December to raise interest rates. Despite the low rate 
environment in the U.S., many developed European countries 
continue to have lower yielding debt than the United States. 

global economy and markets
In 2015, global stock markets put in their worst performance 
since 2011, and it was indeed a turbulent year. Anxiety built 
throughout the year over the threat of interest rate increases 
by the Fed, earnings weakness, and an abrupt fall in junk bond 
prices, which has often been a leading indicator of equity market 
problems in the past. The abrupt fall in oil and other commodity 
prices had a negative impact on energy and basic materials 
companies, as well as the equity markets of many emerging 
market countries that are heavily reliant on commodity exports. 
The oil price collapse sent a deflationary shock wave through a 
still largely indebted world, sending both emerging market and 
energy related debt markets lower. While oil’s sudden decline 
was largely a function of excess supply, global demand has 
certainly softened under the weight of slowing growth in China. 

More generally, growth in revenues and earnings slowed for 
many companies. Even 2015’s resurgence of global mergers and 
acquisition activity - with almost 60 deals of $10 billion or larger, 
the most since 2007 – was considered by certain investors to be 
a sign of the difficulty many companies are having generating 
healthy revenue growth in the current economic environment.  

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

Source: MPI Stylus data through December 30, 2015

4q15 1-year 3-year 
annualized

S&P 500 7.04% 1.38% 15.13%

MSCI ACWI ex-US 3.30% -5.25% 1.94%

MSCI EAFE 4.75% -0.39% 5.46%

MSCI EM 0.73% -14.60% -6.42%

DJ-UBS  
Commodities -10.52% -24.66% -17.29%

Barclays  
Aggregate Bond -0.57% 0.55% 1.44%

Figure 1: 2015 growth of “FANG” (Facebook, Amazon, 
Netflix, and Google*) stocks

Source: FactSet  *Now called Alphabet Inc.

See Table 1 for a summary of market performance.
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As we enter 2016, the first Fed interest rate cycle in nine years 
is beginning against the backdrop of a global economy that is 
still struggling to maintain growth and stave off deflationary 
pressures. Whether the Fed’s interest rate increases will be a 
major negative for growth and markets and whether oil prices 
and the Chinese economy find stability this year will all be 
important issues to consider throughout 2016. 

Global Economic and Market Summary: The U.S. economy 
continues to grow slowly, without inflationary pressure 
developing. The Federal Reserve has just started a rate tightening 
cycle of unknown but likely muted proportions. Corporate profit 
growth slowed in 2015 but is expected to rebound 2016.  Gross 
domestic product (GDP) growth is expected to be a positive 2.6%. 
Equity valuations are still above historical averages.

Developed market economies outside of the U.S. are a mixed 
picture, with Japan still in recession and Europe slowly emerging 
from one. Europe is expected to produce 1.7% GDP growth in 
2016. Developed market central banks are poised to remain 
very accommodative against this backdrop. Emerging market 
countries are suffering against the backdrop of continued weak 
commodity prices, the slowdown in China and pressure on their 
currencies. Their debt buildup over the last few years may prove 
painful going forward should the dollar continue to strengthen. 
The quick rebound in emerging market GDP growth post the 
2008-09 recession has faltered as shown in Figure 2, while the 
developed world’s slow and muted rebound continues as shown 
in Figure 3. China’s GDP growth is expected to be 6.4% in 2016, 
in a continuation of decelerating growth.  

Global equity market valuations are all close to long-term 
averages. Emerging markets (Figure 4) and developed markets 
outside the U.S. (Figure 5) are trading slightly below their 
historic averages, with the U.S. (Figure 6) slightly above its 
average. These current valuations seem to reflect relative 
fundamental trends at this point, with the stronger environment 
in the U.S. resulting in higher valuations and the less robust 
environments abroad resulting in the slight discounts to historic 
averages. Our conclusion is that there is not a huge valuation-
based opportunity in any aggregate geography at this point, and 
this leads us to a globally balanced allocation.

Figure 3: Developed markets historical GDP growth

Source: The Conference Board

Figure 2: Emerging markets historical GDP

Source: IMP World Economic Outlook, October 2015

Figure 4: Emerging market equity valuations

Source: Thomson Reuters/IBES
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The dramatic fall in oil prices (Figure 9) had a broad impact in 
2015, and led to a sell-off in energy company debt (Figure 10) 
and energy infrastructure MLPs (Figure 11), which have used 
debt as a financing mechanism for growth. We are maintaining 
our contrarian-based position in transportation and storage 
MLPs - whose cash flows are generally more dependent on “tolls” 
taken for transportation and storage than on the price of either 
natural gas or oil - given their extremely low valuations and the 
negative sentiment that exists in the space. However, we realize 
that patience will be required to see this investment through.

While the S&P 500 turned in a positive performance in the 4th 
quarter of 2015, the fundamental picture deteriorated as shown 
in Figure 7, led by basic materials (earnings estimates minus 
22.0%) and energy (earnings estimates minus 14.8%). The fall 
in earnings growth expectations was an important influence 
in causing the overall market to “stall” in 2015, as shown in 
Figure 8. Expectations are that S&P 500 earnings will grow in 
2016 versus 2015.

Figure 5: Developed international equity valuations

*Weighted Average Price-To-Earnings based on 12-month forward earnings; 
Source: MSCI Inc. 

Figure 6: U.S. equity valuations

Source: Datastream

Figure 7: S&P 500 Price versus earnings per share (EPS) 
in 2015

Figure 8: S&P 500 expected change in earnings per share 
(EPS) versus price

Figure 9: Fall in oil prices in 2014 and 2015

Source: Factset

Source: Factset

Source: BCA Research
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Figure 10: U.S. high yield corporate debt yields excluding 
energy versus including energy

Source: Barclays

Figure 11: Decline in prices of Master Limited Partnerships  

conclusions and action items
As we enter 2016, no single geography within the global equity 
market landscape appears particularly cheap or significantly 
overvalued relative to fundamentals. We are maintaining our 
globally balanced geographic positioning as a result. Yields on 
high quality fixed income remain depressed and reflective of 
the ongoing excess liquidity environment we have been in for 
some time. We remain underweight fixed income, but recognize 
its value as a hedge against deflation.

The greatest dislocation in the markets and one that we deem to 
have created an investable opportunity is in the energy sector. 
Patience will be required though as a recovery in energy related 
equities will likely depend on oil price stability, whether or 
not that correlation is warranted. Our strategy in this arena 
has been to buy MLPs, as we feel they represent the “babies 
getting thrown out with the bathwater.” We are also cognizant 
of the volatility in crude oil prices over time. Figure 12 below 
illustrates the extreme sell-offs and subsequent recoveries we 
have experienced in oil over time. So while we cannot predict 
energy prices, we do observe that oil prices have a propensity 
for volatility, with some meaningful recovery more likely than 

Source: Factset

Figure 12: Historical volatility in crude oil prices

Source: BCA Research

not after the extreme price declines that we have recently 
experienced.The trajectory of markets in 2016 will certainly 
be influenced by many events, both known and unknown. And 
the price of oil is almost certain to be one of those “events.” 
While prices can certainly go lower before they recover, we have 
already experienced extreme weakness and the commodity is 
consistently trading well below the cash cost of production 
for many producers. Moody’s recently estimated that many 
North American producers can only survive with oil at $42 per 
barrel, and so we would expect a cutback in supply in 2016 due 
to company failures if oil stays persistently below this level. 
With expectations low for the profit potential of energy related 
companies in general, there are almost certain to be intriguing 
investment opportunities among the survivors.  

Finally, what should we make of the implications of the beginning 
of a Fed tightening cycle? If history is a guide, then the behavior 
of equity markets after the Fed starts raising rates is highly 
variable, and on average flat as shown in Table 2. Valuations, 
corporate profit growth expectations, and the magnitude of the 
interest rate hikes are all likely to be important influences on 
the likely outcome for the markets. Given that equity valuations 
are a bit extended, continued lackluster earnings in conjunction 
with rising short-term interest rates would likely be a negative 
for equities. But if healthy profit growth resumes, the influence 
of Fed rate increases on markets may be neutral to positive. 
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Impact Investing Update
new hire
In September, Justina Lai joined Wetherby as our new Director of 
Impact Investing. Justina is passionate and deeply knowledgeable 
about impact investing, has a strong network of relationships and 
is highly regarded for her expertise in this field. Her investment 
experience and commitment to client service has made her a 
great fit with the Wetherby culture. Her addition to the team 
reflects the growing demand from our clients for investments 
yielding positive social and environmental, as well as financial 
returns. We have been building our impact investing expertise 
over the past decade, and have been delighted to see growing 
interest from investors. This step further distinguishes Wetherby 
as a leader in this space and demonstrates our dedication to 
contributing to the broader impact investing field.

Table 2: Historical effect of Fed Funds rate increases on the S&P 500 

Source: BCA Research

Our assessment of all the relevant factors leads us to remain 
balanced in our positioning, with a slight tilt toward growth 
versus fixed income. Our overweight to growth is in response 
to the continued aggressiveness of global central banks, which 
is still very supportive of global growth, despite the tightening 
by the U.S. Federal Reserve. We suspect the Fed will be very 
measured in their future rate increases as well. Our fixed income 
positioning may not be a huge income producer, but it does hedge 
portfolios against continued excess global liquidity, deflation, 
and recession. We are maintaining a small position in energy 
infrastructure MLPs given the extreme dislocation in the space, 
and our orientation as contrarian investors. As always, we are 
on the outlook for actionable changes and opportunities in the 
global investment enviroment. 
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community impact event
In October, we held our second annual Wetherby service event 
benefitting Stop Hunger Now. Stop Hunger Now is a 501(c)(3) 
nonprofit organization that provides food and life-saving aid 
to the world’s most vulnerable people, working to end global 
hunger in our lifetime. They distribute meals through partner 
organizations in developing countries that promote education, 
encourage children to attend school, improve students’ health 
and nutrition, address gender inequalities, stimulate economic 
growth, and fight child labor. Wetherby staff had a lot of fun 
with this event and packaged over 9,000 meals to feed starving 
and malnourished people around the world. Specifically, our 
meals were shipped to Stop Hunger Now’s partner, Convoy of 
Hope, which feeds approximately 45,000 children a week in the 
Philippines.

impact investing digest
Beginning in Q1 2016, we will distribute a quarterly Impact 
Investing Digest to clients with an interest in industry news 
and events related to impact investing. Please let your Wetherby 
team know if you would like to be added to the distribution list.

Financial Planning
all about ilits
An irrevocable life insurance trust (“ILIT”) is exactly what its 
name describes – an irrevocable trust designed to own life 
insurance and to receive and administer life insurance proceeds.  
An ILIT can be an effective estate planning tool for many high 
net worth individuals, especially those who are likely to have 
taxable estates1 and/or who own significant amounts of their 
wealth in illiquid assets.  Typically, this is how an ILIT works: 

A trustor establishes an irrevocable trust and contributes cash 
to that trust.  The trust is designed to hold one or more life 
insurance policies on the trustor’s life.2   The trustees of the 
trust use the cash to purchase and pay the premiums on the life 
insurance policy or policies.3   Often, the ILIT instrument will 
include provisions that qualify the contributions to the trust in 
a given year as (gift tax-free) annual exclusion gifts4; these gifts 
are then used to pay the life insurance policy premiums.  While 
larger transfers can be made to an ILIT, transfers above the 
annual exclusion amount will require the transferor to submit 
a gift tax return (Form 709) to the IRS for the year the transfer 
is made.  Furthermore, for larger transfers the transferor will 
need to use all or a portion of his or her remaining lifetime gift 
tax exclusion amount (see footnote 1), if available, to protect this 
contribution from gift taxation.

The beneficiaries of the ILIT are often the trustor’s surviving 
spouse and/or the trustor’s descendants.  Distributions during 
the trustor’s life are normally minimal, as the primary trust 
asset is the life insurance policy or policies.  After the trustor’s 
death, the life insurance policy proceeds are paid to the ILIT.  
The ILIT is not included in the trustor’s estate and, therefore, the 
life insurance proceeds pass to the trust beneficiaries estate and 
gift tax-free.  However, if a person owns a life insurance policy 
(on his or her own life) outright, the life insurance proceeds are 
included in that person’s estate for estate tax purposes at the 
person’s death.

The ILIT instrument provides for how the life insurance proceeds 
should be administered.  The trustor may prefer that assets 
continue to be held in trust for the beneficiaries, or that the 
beneficiaries receive their portions outright and free of trust, or 
a combination of both (assets paid out in stages, for example). 
The disposition of the trust is crafted to suit the trustor’s estate 
planning goals.     

Why would a person establish an ILIT?  There are many reasons, 
but the most common is to pay the estate taxes that the person 
calculates will be due at his or her death.  Another common 
reason, often found in conjunction with the first, is to provide 
cash to beneficiaries who are otherwise largely receiving illiquid 
assets - for example, the person’s wealth is primarily held in 
real property. 

An ILIT can also be used to maximize gift and estate tax 
savings. As noted above, the cash used to fund an ILIT may not 
be subject to gift tax (if annual or lifetime exclusion is used) 
and the insurance proceeds, when paid to the beneficiaries, 
are not subject to estate or gift tax.  Of course, this last reason 
makes sense only if a life insurance policy can be secured with 
a premium that makes financial sense for the trustor and his 
or her estate plan.

We encourage our clients who are interested in ILIT’s to reach out 
to their Wetherby team or to their estate planning counsel to learn 
more about this type of trust and its potential benefits.  We will 
continue to communicate on opportunities and changes in the 
estate and gift tax arena and offer suggestions on what you and 
your family should consider as a result.

————————————————————
1For 2016, the federal gift and estate tax exclusion amount (the amount 
that a person can give away during life or at death to a non-spouse without 
gift or estate taxation) is $5.45 million per individual.  A married couple 
has a combined exclusion amount of $10.9 million in 2016.  These 
exclusion amounts are adjusted for inflation each year.  A person with 
assets above the exclusion amount is likely to have a taxable estate.
2It is also common for married couples to set up a joint ILIT that holds a 
second-to-die life insurance policy.
3Current life insurance policies can be transferred into an ILIT.  However, 
for estate tax exclusion purposes, it is better to establish the ILIT 
first and have that ILIT purchase any life insurance policies directly.                                                                                                                                     
4The annual gift tax exclusion amount for 2016 is $14,000 per grantor 
to  grantee. 
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