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Newsletter Highlights
Investment Overview

• Compared to the fear-induced selloff and snap back in the 
first quarter, the second quarter was mostly quiet for U.S. 
equities as they continued to muddle along on the coattails 
of mixed economic data—that is until they got caught up in 
the volatility surrounding the U.K. vote to exit the European 
Union (EU).

• Volatility picked up in European markets towards the end 
of the second quarter as markets struggled to price in the 
extremely close polls leading up to the Brexit referendum  
and then the ultimate outcome of a Leave vote.

• Commodities rallied hard across the board in the second 
quarter.

• Internationally, central banks continue to implement 
Negative Interest Rate Policy (NIRP), with approximately 60% 
of developed market government bonds yielding less than 
1%. Low international yields have drawn investors to the 
relatively higher yielding U.S. markets.

• The U.K. decision to leave the EU (Brexit) and the continued 
success of the Trump campaign are symbolic of growing anti-
establishment sentiment in the West and may represent the 
apex of globalization and a movement toward nationalistic, 
populist, and potentially protectionist policies.

• The full implications of Brexit will become clearer as time 
goes on and trading agreements are re-negotiated, but this 
is clearly a new unexpected negative and likely to cause 
capital spending and economic growth to stall out in the U.K. 
and to be a drag on growth in the rest of the EU as well.

• Liquidity is still high globally, although central banks 
appear to be pushing on a string since consumers are not 
re-leveraging and many governments have become quite 
indebted.

• We have recently elected to eliminate the dedicated 
Eurozone position in portfolios in favor of broader 
international equity exposure.

Our 25th Anniversary “Year of Learning” concluded 

in May with an internal capstone event for 

Wetherby employees. After compiling our notes 

from each of the events that were held from March 

2015 through February 2016, a document was 

created including the Road Map, notes and key 

learnings from each month. It is posted under the 

Client Resources section of Wetherby.com. Print 

versions are available upon request.

During the second quarter, we hired Amy Anvick, 

Administrative Associate; Nick Kanzaki, Financial 

Operations Associate; and Ria Boner, Business 

Development Associate. Welcome Amy, Nick and 

Ria!

Congratulations to Jennifer Ayer, Wealth Manager, 

and her husband Ethan, who welcomed their new 

son Robert; John Mell, Wealth Manager, and his 

wife Betsy who welcomed their new daughter, 

Scarlett; and to Jack Olson, Director of Operations 

and Finance, and his wife Kristin who welcomed 

their new son, John. Additionally, Patrick Callihan, 

Operations Team Lead, was married to Keiko 

Yshii, Core Operations Associate. Congratulations 

Patrick and Keiko!

Wetherby insight

second quarter 2016
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Commodities: Commodities rallied hard across the board in 
the second quarter. Energy commodities responded well to 
inventory balancing news, with West Texas Intermediate Crude 
Oil gaining just over 29% and natural gas gaining 49% for the 
quarter. Silver and gold also finished positively for the quarter 
driven by increased uncertainty in global markets. 

Fixed Income: Domestic fixed income, as measured by the 
Barclays U.S. Aggregate, continued to benefit from a general 
flattening of the yield curve and finished up 2.21% for the 
quarter. Internationally, central banks continue to implement 
Negative Interest Rate Policy (NIRP), with approximately 60% 
of developed market government bonds yielding less than 1%. 
Low international yields have drawn investors to the relatively 
higher-yielding U.S. markets.

Table 1.  Market performance, as of June 30, 2016

2Q16  1-Year 
3-Year 

Annualized 

S&P 500  2.46% 3.99% 11.66%

MSCI ACWI ex-US  -0.40% -9.80% 1.62%

MSCI EAFE  -1.19% -9.72% 2.52%

MSCI EM  0.80% -11.71% -1.21%

DJ-UBS Commodities  12.78% -13.32% -10.55%

Barclays Aggregate Bond   2.21% 6.00% 4.06%

Source: MPI Stylus data through June 30, 2016

Global Economy and Markets

Outlook: The weather and global security markets may be the 
two topics we regularly encounter that always seem just a bit 
unfamiliar. How many times have you heard the expression, 
“Isn’t the weather strange this year?” when you know deep 
inside that strange is normal in the world of meteorology? Well, 
strange is officially the new normal in the world of politics, 
global economies and financial markets. The U.K. decision 
to leave the EU (Brexit) and the continued success of the 
Trump campaign are symbolic of growing anti-establishment 
sentiment in the West and may represent the apex of 
globalization and a movement toward nationalistic, populist, 
and potentially protectionist policies. It is hard to say today 
that we are looking at a reshaping of a global order that has 
been coming together since the end of World War II; however, 
we can say that the Brexit vote was enough of a shot across the 
bow that it is likely to lead global corporations to pause and 
re-examine their business strategies and investment plans as 
things evolve over the likely two-year renegotiation period. 
Politics, economics and business are currently fundamentally 
intertwined.

• It remains challenging to find compelling investment 
opportunities, but we continue to look for opportunities to 
take advantage of market dislocations. We are currently 
assessing new active managers in small-cap U.S. and 
international equities, and in the hedge fund category.

Impact Investing Update

• Our impact investing section announces that Wetherby 
became a Certified B Corporation® (or B Corp) in May 2016 
and that we recently became a member of US SIF (The 
Forum for Sustainable and Responsible Investment). We also 
highlight our participation in a clothing drive for Girls Inc. of 
Alameda County.

Financial Planning

• Our financial planning article focuses on the great debate 
between whether you should buy or lease a car. Vehicle 
leasing as a percentage of light vehicle retail sales has 
soared in recent years. From a pure dollar-and-cents 
perspective, purchasing a car is generally the more attractive 
long-term economic choice; the wrinkle, however, is that 
several important intangible personal preference factors also 
should be considered. This ultimately prevents a clear-cut 
winner from emerging. We detail some considerations when 
contemplating the right move for you.

Investment Overview
Second Quarter Market Recap

By Andrew Pratt, CFA, Director of Research; and Nick Ongaro, 
Research Associate

Domestic Equities: Compared to the fear-induced selloff and 
snap back in the first quarter, the second quarter was mostly 
quiet for U.S. equities as they continued to muddle along on 
the coattails of mixed economic data - that is until they got 
caught up in the volatility surrounding the U.K. vote to exit 
the European Union (EU). With the bounce back in the last few 
trading days of the quarter, the S&P 500 finished up 2.46% for 
the quarter with value stocks beating out growth stocks.

International Equities: Developed international equities, 
as measured by the MSCI EAFE, finished the second quarter 
down 1.19%. Volatility picked up in European markets toward 
the end of the second quarter as the markets struggled to 
price in the extremely close polls leading up to the Brexit 
referendum and then the ultimate outcome of a Leave vote. 
European bank shares in particular have been under pressure 
as negative interest rates in the region have raised concerns 
for their earnings outlook. Emerging markets, as measured by 
the MSCI Emerging Market Index, finished up 0.80% for the 
quarter. 
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followed by a weak durable goods report, and Fed language 
had become more dovish even before the U.K. vote. With the 
uncertainty that Brexit now creates, further Fed rate hikes for 
the rest of 2016 now appear more unlikely, though not entirely 
out of the question, should growth and inflation pick up. The 
U.S. is a shakier place than it was just a few months ago, but 
we may also be the least controversial economy in the world 
right now, or as some would say “the cleanest dirty shirt.”

Thinking longer-term and more globally, it may be that we 
are witnessing a shift in the political consensus regarding the 
positive influences of deregulation and free trade. Perhaps this 
may turn out to be just a temporary souring of the political 
mood or a near-term shift in the political landscape away from 
center. But if this shift gathers momentum, it could be a serious 
headwind to businesses that have been major beneficiaries of 
globalization and to emerging economies that rely heavily on 
exports as a driver of growth. One might also argue that the 
long period of declining inflation we have been enjoying - a 
result of globalization that allowed countries such as the U.S. to 
outsource manufacturing and import low-cost goods - may also 
come to an end. All of these potential trend changes are worth 
consideration, although they are probably not actionable at the 
moment.

One portfolio change that we do think is merited by recent 
developments is the removal of the dedicated Eurozone 
position we added to portfolios in 2015. At the time, we 
were underweight the Eurozone relative to a global equity 
benchmark. We had observed improved equity market 
performance in geographies with ultra-stimulative central 
banks, such as Japan and the U.S., and based on the announced 
intentions of the European Central Bank to embark on 
aggressive monetary stimulus, we expected this to be a 
tailwind to European equities. We used a currency-hedged 
approach, however, expecting that low rates in Europe would 
make for a weak Euro especially vs. the U.S. dollar, which we 
felt would be elevated by Fed rate increases over the same 
period and would be supported by relatively higher interest 
rates in the U.S. over the coming years. The Fed’s decision to 
delay the onset of rate increases and, its projection of a slower 
pace of increases and a lower end point for rates, has certainly 
put a damper on the currency aspect of our investment thesis. 
An additional subsequent challenge to the thesis arose with 
the U.K. decision to exit the EU, as EU business conditions are 
likely to suffer at least to some degree from the uncertainty of 
the U.K. - EU negotiations, and the perceived risk of other EU 
members following suit. We have therefore chosen to exit the 
dedicated Eurozone position in favor of broader international 
exposure such that our overall global positioning will have no 
particular geographic over or underweights.

The U.K. splitting from the EU is not cataclysmic for the world 
economy, but it is another negative for the already challenged 
global growth environment that we have written about 
extensively. Conditions in the U.K. will probably be worse 
than in other places in the near-term, as the U.K. must now 
negotiate a new future outside the single marketplace where 
it traded half of its goods and services. Conditions in the EU 
will also be negatively affected although to a far lesser degree. 
The full implications will become clearer as time goes on and 
trading agreements are re-negotiated, but this is clearly a new 
unexpected negative and will likely cause capital spending 
and economic growth to stall out in the U.K. and to be a drag 
on growth in the rest of the EU as well. The U.K. also faces 
the prospect that Scotland (which voted to remain) may seek 
independence from the U.K. so as to remain in the EU. And 
this is all happening at a juncture when the markets were 
expecting a pickup in economic growth and earnings in the 
second half of the year. 

The Brexit vote now leads one to wonder about the destiny 
of the larger EU. Recent polls show that 61% of French voters 
favor leaving the EU. “Euroskepticism” also runs high in Italy. 
The prospect of these countries leaving the EU is likely not as 
significant as the U.K., but we can no longer entirely discount 
the possibility. If investors feel that countries like Greece, 
Italy, and Portugal might leave the EU, they will most certainly 
demand higher yields on their debt, causing further distress. It 
is of course difficult to predict what will happen, but it seems 
safe to assume that there will be drama and uncertainty in the 
minds of investors. The continued threat of unraveling may 
make for very difficult business conditions if it persists.

As investors, we should be thankful that a significant amount 
of leverage was removed from the financial system in Europe 
after 2008, that bank capital levels are higher, and that 
liquidity can be injected by increasing the money supply. 
Banks in Europe and other major financial centers globally 
have been subjected to stress tests on an ongoing basis since 
2008. As a result, this does not appear to be a “Lehman” type 
situation. The anticipated impact of Brexit has been at least 
partially reflected in markets, especially in the U.K. currency 
markets, which were seismically influenced the day after the 
referendum. We must now watch rates in places such as Italy 
and other struggling EU countries to judge the potential for 
further financial stress. We must also make some judgment 
calls about how the medium term is likely to play out, and what 
kind of turmoil may be in front of us. Is another crisis in the 
cards, or is this it? 

The trajectory of the U.S. economy also remains vulnerable, 
although the impact of Brexit and related problems in the 
U.K. should theoretically be limited - the U.S. only exports 
0.3% of GDP to the U.K. ($56B), and exports overall represent 
only 13.4% of our total output, making us a bit of an economic 
island. The May employment report was weak and it was 
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The world is not exactly awash in investment opportunities 
now given generally elevated valuations, but there are still 
pockets of opportunity. For example, though Master Limited 
Partnerships (MLPs) have made a strong comeback off their 
February lows, we still think there is opportunity and upside 
in this sector and we are maintaining our position despite 
the recent rally. We are also actively assessing new active 
managers in small-cap U.S. and international equities, and in 
the hedge fund category. We continue to expect heightened 
volatility and a somewhat challenging investment backdrop 
going forward, and as such, generally expect returns to be 
lower in the near-term. In that kind of environment, taking 
advantage of market dislocations will be critically important 
to earning required rates of return in portfolios. The current 
environment, although somewhat expensive overall, may 
very well offer some intriguing opportunities to thoughtful 
investors as time goes on.

Impact Investing Update
B Corp Certification

By Justina Lai, Director of Impact Investing

We are pleased to announce that Wetherby became a Certified 
B Corporation® (or B Corp) in May 2016. To become a B Corp, 
Wetherby was subject to a rigorous and independent evaluation 
of our social, environmental and governance performance by 
B Lab, the nonprofit that certifies and supports the B Corp 
process. B Corps are for-profit companies that meet enhanced 
standards of social and environmental performance, public 
transparency and legal accountability. Wetherby joins more 
than 1,600 Certified B Corporations® in over 120 industries 
and 42 countries in our choice to consider the impact of our 
organizational decisions on employees, clients, suppliers, our 
local community and the environment. We are excited to be a 
part of the inspiring B Corp community and its efforts to use 
the power of business as a force for good.

In tandem with our growing impact investing practice, we 
believe that Wetherby’s B Corp certification demonstrates 
our commitment to upholding and promoting higher social, 
environmental and governance standards. We are committed 
to continuous improvement in our efforts to deliver exceptional 
client service and we strive to go above and beyond for our 
clients, employees and community.

For more information regarding B Corps and the requirements 
necessary to become certified, please visit the B Corp website. 

US SIF Membership
Wetherby recently became a member of US SIF (The Forum for 
Sustainable and Responsible Investment), a leading network 
of investment management and advisory firms; research 

firms; non-profit associations; and pension funds, foundations 
and other asset owners working to advance sustainable, 
responsible, and impact investing across all asset classes. We 
are excited to be part of a collaborative network committed 
to investment practices that consider environmental, social 
and corporate governance criteria to generate long-term 
competitive financial returns and positive societal impact.

Girls Inc. Clothing Drive
In April, the Wetherby team participated in a clothing drive for 
Girls Inc. of Alameda County. Through the drive, we collected 
seven bags of gently used professional wear for teen girls 
involved in the Eureka! Program to wear at their summer 
internships. The Eureka! Teen Achievement Program builds 
girls’ confidence and skills, prepares them for college entrance 
and fosters career interest in often overlooked STEM (science, 
technology, engineering, math) fields. As an added benefit, 
the simple act of donating helps keep unwanted clothes out of 
landfills, thus preserving our environment.

Impact Investing Digest
As a reminder, we have begun publishing a quarterly Impact 
Investing Digest which includes a diverse array of articles 
and reports to continue to inform our clients about ongoing 
developments in the impact investing field. The Digest 
is available on our website but please let your Wetherby 
team know if you would also like to be added to the email 
distribution list or if you would like learn more about this topic.

http://www.bcorporation.net/
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possible to negotiate a higher mileage allowance, this will also 
result in higher monthly payments. If you buy and own a car 
there is no penalty for excess mileage, but keep in mind that 
high mileage will lower the amount you ultimately receive 
when you are ready to trade in or sell your car.

There are many online resources to help you compare 
the estimated cost of an auto loan versus an auto lease. 
Additionally, business owners deciding between buying 
or leasing may want to seek advice from a tax professional 
regarding the tax implications associated with the business 
use of vehicles. Depending on the situation, one method 
may offer better tax savings than the other. But beyond the 
numbers, remember: just as picking your ideal vehicle is based 
on a number of personal and lifestyle preferences – compact or 
SUV, utilitarian or luxury, classic or high-tech – so is deciding 
how to finance it. 

For help estimating a monthly car loan payment, go to: 
www.edmunds.com/calculators/simplified-pricing.html.

For help estimating a monthly car lease payment, go to:
www.edmunds.com/calculators/car-lease.html. 

Financial Planning
The Great (Car Financing) Debate

By Jennifer Chan, Investment Associate

Vehicle leasing as a percentage of light vehicle retail sales 
has soared in recent years, hitting a new monthly record of 
32.3% in February according to The Wall Street Journal. That 
is sharply higher than the 28% average set in 2015, which 
was a record year for both leasing and total industry volume. 
Why the surge in popularity? Matt Jones of Edmunds.com, a 
database for automotive information, says it is because people 
now are less invested in the idea of personal ownership than 
they had been in the past. Car leasing has endured a poor 
reputation of having confusing contract terms, imposing a 
barrage of front-end and back-end fees on the lessee, and (in 
the long run) being more expensive than buying a car. As 
alluded to by Jones, after all your monthly payments you still 
don’t own the car. From a pure dollar-and-cents perspective, 
purchasing a car is generally the more attractive long-
term economic choice; the wrinkle, however, is that several 
important intangible personal preference factors also should be 
considered. This ultimately prevents a clear-cut winner from 
emerging in the great debate between whether you should buy 
or lease a car. 

Do you plan to buy and hold? Despite lower monthly payments, 
the additional transaction costs associated with rolling over 
a car lease every three years (the average length of a lease) 
eventually add up. If you plan to keep your car long after 
you have paid off the auto loan, buying a car may make more 
financial sense. But don’t forget that you are responsible for 
the cost of repairs after the factory warranty expires (average 
length of coverage is three years), as well as the eventual effort 
required to trade in or sell your car. Under a lease, the factory 
warranty will still be in effect to cover most repairs and you 
won’t have to deal with any trade-in or resale hassles at the end 
of the lease period.

Do you prefer less commitment? Some people enjoy driving a 
brand-new car every two or three years. Others like knowing 
their vehicle has the latest technology and safety features. With 
a lease, you can drive a better car for less money each month. If 
any of these factors are important to you, then you may want to 
consider leasing a car. Leasing can also be an attractive option 
if you have a tendency to trade in your car before the auto loan 
is paid off, which can sometimes lead to an upside-down loan 
where the trade-in or resale value is less than the remainder of 
the loan and you end up owing more than the vehicle is worth. 

Are you a road warrior? One of the disadvantages of leasing 
is that your mileage is capped at 12,000-15,000 miles per year 
and you will be responsible for any excess mileage (usually 
20 to 25 cents per mile) at the end of your lease. While it is 

http://www.edmunds.com/calculators/simplified-pricing.html
http://www.edmunds.com/calculators/car-lease.html
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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.

All information provided in our quarterly Newsletters is for informational purposes only and no warranty is either expressed or implied by their presentation. The information presented or 
discussed is not, and should not be considered, a recommendation or an offer of, or solicitation of an offer by, Wetherby Asset Management (Wetherby) or its affiliates to buy, sell or hold any 
security or other financial product or an endorsement or affirmation of any specific investment strategy. 

Wetherby manages portfolios according to each client’s specific investment needs. Therefore, each client’s portfolio has its unique set of circumstances and, consequently, investment results. 
Wetherby’s outlook may change if new information is provided by the client or if there are material changes in the market or investment recommendations. Past performance is no guarantee of 
future results. Inherent in any investment is the potential for loss. 

Information contained in our Newsletters is from sources believed to be reliable. Wetherby does not guarantee the accuracy or completeness of information disclosed and assumes no liability 
for damages resulting from or arising out of the use of such information. To the extent the Newsletters contain information about specific companies or securities, including whether they are 
profitable or not, such information is provided as a means of illustrating a potential investment thesis and is not reflective of any or all securities held by clients nor the experience of any client, 
which may be materially different from the performance of any investments discussed.  It should not be assumed that any information contained serves as the receipt of, or as a substitute for, 
personalized investment advice from Wetherby Asset Management. 

To the extent that a reader has any questions regarding the applicability of any specific data presented above to her/his individual situation, she or he is encouraged to consult with the 
professional advisor of his or her choosing. A copy of the Wetherby Asset Management’s current Form ADV Part 2 discussing our advisory services, fees, and other relevant information is 
available upon request. 

Please note that Wetherby’s status as a Certified B Corporation® is indicative of our commitment to enhanced social, environmental and governance standards and is not intended to represent 
an indication of Wetherby Asset Management’s investment capabilities or performance.


