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Newsletter Highlights
Investment Overview

• Domestic equities were up in the first quarter of 2017 as 
consumer and business confidence remained elevated 
post-election. Technology and health care led the way while 
energy and telecom were the worst performing sectors. 
Growth stocks once again beat out value stocks for the 
quarter. Both developed international and emerging markets 
equities had a very strong quarter. Commodities showed 
mixed performance over the quarter. Gold and silver moved 
higher, while energy prices suffered a late quarter pullback 
after remaining relatively stable over the winter months. The 
Federal Reserve (Fed) voted to raise the federal funds rate 
another .25% to 1.00% in their March meeting and they have 
signaled additional rate increases in 2017. Long maturity 
bonds outperformed short duration securities.

• The world suddenly seems a little crazy with so much 
change in the last few months. The election and the new 
administration, tweets, accusations, WikiLeaks revelations, 
concerns about Russia’s influence on the election and 
related investigations, a failure to repeal/replace the 
Affordable Care Act, the potential for new tax rules, the 
Fed’s plans to raise interest rates, and amidst all of this a 
fairly robust post-election stock market rally. We review 
some “instruments” that we use to get our bearings in 
situations where the noise level is high. These are objective 
sources of information we can trust to help us stay focused 
and find our way through unfamiliar terrain. The four tools 
we cover are fundamentals, valuations, liquidity and interest 
rates, and sentiment.

• We do not believe that equity market valuations are 
euphoric, but we recognize that they are above average. We 
feel there is a good chance that corporate fundamentals 
will improve in 2017 and 2018 based on an improving global 
economy, still accommodative central banks in Europe and 
Japan, and reasonably stable energy prices. We expect the 
Fed to raise short-term interest rates a couple more times 
in 2017. This should help keep inflation in check and prevent 
longer-term rates from increasing sharply. What we cannot 
predict is how quickly things like tax rules will change in 
the future, if at all. As a result our outlook for the markets 
is reasonably constructive, although we believe caution is 
warranted due to significant uncertainty on the policy front.

During the first quarter, we hired Bong Choi, 

Director of Research; and Andrea Huerta, Financial 

Operations Associate. Welcome Bong and Andrea!

Mike Troxell, Senior Investment Associate, and his 

wife Jessica, welcomed their new daughter Blake 

Elizabeth. Congratulations Mike and Jessica!

Christy Covalesky, Wealth Manager and 

Shareholder, had her 15 year anniversary with 

Wetherby. Theresa Arroyo, Operations Manager; 

Scott Byrnes, Investment Advisor; Shawntelle 

Ferguson, Senior Financial Operations Associate; 

and Nichole Perry, Office Manager and Executive 

Assistant; had their 10 year anniversaries with 

Wetherby. Congratulations Christy, Theresa, Scott, 

Shawntelle, and Nichole!

Congratulations to Lauren Wood, Investment 

Advisor, who passed the CFP® (CERTIFIED 

FINANCIAL PLANNER™) Certification Exam.

Wetherby insight

first quarter 2017
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Commodities: Commodities showed mixed performance over 
the quarter with the Bloomberg Commodity index finishing 
down 2.66% for the quarter. Gold and silver moved higher, 
while energy prices suffered a late quarter pullback after 
remaining relatively stable over the winter months.

Fixed Income: The Federal Reserve (Fed) voted to raise the 
federal funds rate another 0.25% to 1.00% in their March 
meeting and they have signaled additional rate increases 
in 2017. Long maturity bonds outperformed short duration 
securities. The Barclays Aggregate Bond Index returned 0.82% 
for the quarter.

Table 1.  Market performance, as of March 31, 2017

1Q17  1-Year 
3-Year 

Annualized 

S&P 500  6.07% 17.17% 10.37%

MSCI ACWI ex-US  7.98% 13.70% 1.03%

MSCI EAFE  7.39% 12.25% 0.96%

MSCI EM  11.49% 17.65% 1.55%

DJ-UBS Commodities  -2.66% 8.71% -13.91%

Barclays Aggregate Bond   0.82% 0.44% 2.68%

Source: MPI Stylus data through March 31, 2017

Global Economy and Markets

It would be understandable for equity market investors to feel 
somewhat disoriented right now. The world suddenly seems 
a little crazy with so much change in the last few months. 
The election and the new administration, tweets, accusations, 
WikiLeaks revelations, concerns about Russia’s influence on 
the election and related investigations, a failure to repeal/
replace the Affordable Care Act, the potential for new tax rules, 
the Fed’s plans to raise interest rates, and amidst all of this a 
fairly robust post-election stock market rally. We are not used 
to this type of environment or this style of governance. The 
macro backdrop for this is that global growth appears to be 
improving, interest rates are still low, and equity prices, while 
fully valued, do not appear to be euphoric. So how do we make 
sense of all of this? 

This section of the newsletter is dedicated to some 
“instruments” that we use to get our bearings in situations 
where the noise level is high or we find ourselves flying 
through the clouds. These are objective sources of information 
we can trust to help us stay focused and find our way 
through unfamiliar terrain. The four tools we will cover are 
fundamentals, valuations, liquidity and interest rates, and 
sentiment.

Impact Investing Update

• In March, we hosted a roundtable event focused on impact 
investing for two industry-leading law and accounting firms 
as part of our ongoing field-building efforts. The interactive 
evening brought together diverse perspectives to discuss 
the current state of, and trends within, the impact investing 
industry.

• As part of our efforts to push the field of impact investing 
forward, we have been working with a number of our 
investment managers to develop impact investment 
frameworks and introduce impact investment strategies.

Financial Planning

• Our financial planning section topic is planning for 
incapacity. What if tomorrow you had to make financial 
or medical decisions for a friend or relative? Or, what 
if tomorrow someone had to make such decisions for 
you because you had become mentally or physically 
incapacitated and could no longer manage your own affairs? 

• The need for a person to make financial and/or medical 
decisions for another can last for weeks, months or for 
the rest of a person’s life. Therefore, having the necessary 
documents and information prepared and accessible is very 
important should you become incapacitated. In the absence 
of such legal documentation, a friend or relative may have 
to ask the court to appoint a guardian for you, a public 
legal procedure that can be time consuming and expensive. 
Without proper instructions from you, an appointed guardian 
may not make decisions consistent with your wishes.

Investment Overview
By Andrew Pratt, CFA, Wealth Manager; and Nick Ongaro, 
Senior Research Associate

First Quarter Market Recap

Domestic Equities: The S&P 500 finished up 6.07% for the 
first quarter of 2017 as consumer and business confidence 
remained elevated post-election. Technology and health care 
led the way with strong performance while energy and telecom 
were the worst performing sectors. Growth stocks once again 
beat out value stocks for the quarter.

International Equities: After struggling for quite some time, 
developed international equities, as measured by the MSCI 
EAFE Index, finished the quarter strong up 7.39%. Emerging 
markets had a very strong quarter supported by a currency 
tailwind, finishing up 11.49% as measured by the MSCI 
Emerging Markets Index.
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In short, fundamentals are reasonably stable and are expected 
to improve over the year. If proposed tax cuts materialize, it 
would inspire confidence. If proposed changes become harder 
and harder to execute, the economy could slow down. We will 
need to continue to closely monitor company results to make 
sure that the expected improvement is actually occurring, but 
for now the earnings backdrop looks to be constructive. 

Valuations
There are several things we can say about valuations. Forward 
price-earnings (P/E) ratios are certainly elevated relative to 
recent (10-year) history in every market, as shown in Figures 
3A through 3C. The question is why? Valuations for equities 
tend to rise in anticipation of better earnings news ahead and 
in low interest rate/low inflation environments. Right now we 
have both. The markets are sensing that the global economy is 
growing and that corporate earnings are improving.

Figure 3A: Major market geographic groups forward P/E ratios 
- U.S.

Source: Factset

Figure 3B: Major market geographic groups forward P/E ratios 
- Developed International

Source: Factset

Fundamentals
By fundamentals we are referring to corporate health, as 
measured by earnings performance. Over long periods of time, 
stock prices follow earnings making this landmark indica-
tor the most important one to follow. See Figure 1. Earnings 
recessions tend to lead to poor stock market performance. But 
currently, expectations are for a positive trend in earnings in 

2017 and 2018.

 

Figure 1: Price of the S&P 500 compared to earnings for the 
S&P 500

Source: Factset

This expected growth in earnings appears to be supported by 
improving global economic growth, led by developed markets. 
Figure 2 illustrates the Global Purchasing Managers Survey, 
known as the PMI. The PMI is a good indicator of future eco-
nomic activity as it surveys purchasing managers, who have 
knowledge of customer ordering trends, about their manufac-
turing plans over the next few months. And this indicator has 
been trending up over the past several months.

Figure 2: Global Purchasing Managers survey data

Source: Institute for Supply Management (ISM)
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Figure 3C: Major market geographic groups forward P/E Ratios 
- Emerging Markets

Source: Factset

In the U.S., markets are up ahead of expected improvement 
in corporate fundamentals and the possibility of a cut in the 
corporate tax rate. See Figures 4 and 5.

Figure 4: The S&P 500 has moved higher in anticipation of 
earnings improvement in 2017 and 2018

Source: Factset

Figure 5: S&P 500 Earnings per Share (EPS) are expected to 
increase in 2017 and 2018

Source: Factset

Whether or not the market is cheap or expensive will be deter-
mined by the level of corporate profits. There are some studies 
that indicate that a cut in the corporate tax rate could boost 
corporate profits in the U.S. by as much as 6% in 2018. If this 
is true, then P/E ratios are not as high as they appear based 
on current analyst earnings estimates. Right now what we do 
know is that valuations appear fully valued and that expec-
tations are elevated, so fundamentals must come through to 
support expectations or a correction could be in the offing. 

Liquidity and Interest Rates
Liquidity is an indicator that is potentially in transition in 
2017. When we refer to liquidity, we are speaking of how 
much money is available to lend to people and companies and 
at what cost. Liquidity (available money) is the fuel behind 
the “reflation trade” you may have read about. The liquidity 
situation is heavily influenced by global central banks which 
set short-term interest rates, by credit markets which decide 
how much it should cost companies to borrow, and by market 
interest rates like the 10-year Treasury bond which influences 
consumer borrowing rates such as mortgage rates. 2017 may 
be a year when there is less liquidity in the U.S. as the Fed 
is expected to begin raising short-term interest rates. Having 
said that, it is still unclear exactly how much the Fed will 
tighten, and longer-term interest rates are still very low, credit 
conditions are positive and other global central banks remain 
largely accommodative. As a result, the global liquidity picture 
remains positive despite Fed tightening. Liquidity risk now 
may be more related to the level of longer-term interest rates, 
which are not controlled by central banks. The level of the 10-
year Treasury bond directly influences mortgage interest rates 
and, therefore, the affordability of housing. While we aren’t 
looking for a spike up in longer-term interest rates, we do need 
to watch levels of inflation and growth for signs that either are 
coming in surprisingly strong.
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inflation. We are still below the level of real interest rates and 
inflation that support higher P/E ratios, so there would appear 
to be some room for both to move higher before valuation is 
negatively influenced. If there is an extreme move higher in 
either inflation or real interest rates, however, valuation would 
likely be negatively affected.

Figure 7: Relationship between trailing P/E ratios* and real   
interest rates** 

Source: Research Affiliates

Figure 8: Relationship between trailing P/E ratios* and 
inflation (CPI) 

Source: Research Affiliates

*Trailing P/E is price times 10-year smoothed real earnings. This is often called 

the Shiller P/E, or the cyclically adjusted P/E (CAPE)

**Real Interest Rates: 10-year Treasury bond yield less the trailing three-year 

average Consumer Price Index (CPI)

Sentiment
Investor sentiment is a volatile indicator and, as long-term 
investors, not the most important landmark for us to track. 
It tends to be most useful at the extremes. We think of it as a 
“contrarian indicator,” meaning extreme bullish readings are a 
negative thing for the market outlook and extreme bearishness 
a good thing. Right now sentiment is largely neutral, as shown 
in Figure 6, and some healthy skepticism from the November 

to February time frame seems to have faded. 

Figure 6: Sentiment readings are currently neutral

Source: American Association of Individual Investors (AAII)

Triangulation
There is an important linkage between fundamentals, sen-
timent and valuation. The famous value investor, Benjamin 
Graham described markets as “voting machines,” judging the 
prospects for the future as either optimistic or pessimistic and 
assigning current value accordingly. The value of the market 
divided by the level of earnings (the P/E ratio) can provide an 
indication of how optimistic the market is about the future 
earnings stream, with higher P/E ratios generally signaling 
voter optimism and lower P/E ratios pessimism. The fact that 
P/E ratios have risen recently, as shown previously in Figure 4, 
may be a sign that the market is expecting good things on the 
earnings front in the future, despite the fairly neutral investor 
sentiment readings mentioned earlier. A key risk for equities 
would thus seem to be that fundamentals do not come through 
as well as is expected.

There is also a linkage between liquidity (interest rates) and 
equity valuations. It has been observed that reasonably low 
levels of interest rates and inflation contribute to higher valu-
ations, as illustrated in Figure 7 and Figure 8. There is logic 
in this relationship in that lower interest rates are supportive 
of business activity, and that earnings that are produced by 
sustainable drivers like real GDP growth are worth more than 
earnings that are produced by unsustainable drivers like 
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Impact Investing Update
By Justina Lai, Director of Impact Investing

Roundtable Event
In March, we hosted an intimate roundtable event focused on 
impact investing for two industry-leading law and accounting 
firms as part of our ongoing field-building efforts. The 
interactive evening brought together diverse perspectives to 
discuss the current state of, and trends within, the impact 
investing industry. The discussion also highlighted the role 
impact investing can play in strengthening client relationships 
across professional service practices, and the potential for 
impact investing strategies to contribute to effective and 
comprehensive wealth management.

Investment Manager Progress
As a Certified B Corporation, we are committed to building 
and maintaining a values-aligned organization and seek to 
promote the highest social, environmental and governance 
performance standards. As such, we believe it is critical to 
support the development of the impact investing field and to 
drive continuous improvement in deepening our impact over 
time. As part of our efforts to push the field forward, we have 
been working with a number of our investment managers to 
develop impact investment frameworks and introduce impact 
investment strategies. Due in part to these efforts, several 
of our core fixed income managers have launched dedicated 
impact investment strategies with some planning to integrate 
environmental, social and governance (ESG) considerations 
across their firmwide investment processes. We have also 
had success encouraging managers across asset classes to 
adopt or improve their impact reporting processes and have 
provided feedback to support the enhancement of such impact 
communications. We are excited by this opportunity to amplify 
our impact beyond that of our capital alone. Please let your 
Wetherby team know if you would like to learn more or get 
involved in impact investing. 

To recap then, equity markets are being influenced by the 
anticipation of better fundamentals and appear reasonably 
fully valued. We do not believe that valuations are euphoric, 
but we recognize that they are above average. We feel there is a 
good chance that corporate fundamentals will improve in 2017 
and 2018 based on an improving global economy, still accom-
modative central banks in Europe and Japan, and reasonably 
stable energy prices. We also expect the Fed to raise short-term 
interest rates a couple of more times in 2017. This should help 
keep inflation in check and prevent longer-term rates from in-
creasing sharply. Levels of liquidity may be reduced somewhat 
in 2017 but are still positive. What we cannot predict is how 
quickly things like tax rules will change in the future, if at all. 
As a result our outlook for the markets is reasonably construc-
tive, although we believe caution is warranted due to signifi-
cant uncertainty on the policy front.  It seems likely that tax 
reform will be complicated and the process prolonged. If there 
is ultimately a reduction in corporate tax rates late in the year, 
this could have a significant positive influence on earnings in 
2018. We will have to wait and see if it actually happens.  

We have focused some of our recent internal discussions on 
what to do in the fixed income allocation of client portfolios if 
interest rates continue to rise. Interest rates increased in the 
initial few months after the election, just as the stock market 
did, based on expectations of increased economic stimulus and 
increasing inflation. And this proved a headwind for bonds. But 
it is important to understand that client portfolios are under-
weight fixed income, and that our exposure to rising interest 
rates is tempered by holding bonds in the intermediate and 
lower (roughly five-year) maturity range. We feel that our un-
derweight to the category combined with our defensive posture 
will protect portfolios against the negative short-term influence 
of rising rates and allow us to add to longer maturities or riski-
er fixed income if conditions warrant it.  

As always, we remain focused on the important factors 
mentioned in this newsletter as we evaluate the markets. And 
we are on the outlook for opportunities should they present 
themselves. The current landscape is somewhat unsettling and 
there is the chance it could become more so. Ultimately, funda-
mentals will prevail though. We will keep you updated on our 
observations as the year progresses. 
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• A Revocable Living Trust into which you place your assets. 
You are the trustee while you have capacity, and have 
full authority over all trust property. Should you become 
incapacitated, the successor trustee steps into your shoes 
and manages the accounts and other assets that are 
registered in the name of the trust.

• Joint Tenants. Registering an account as Joint Tenants 
provides current account ownership and control to both 
names on the account.

To help your agent manage your finances in the event you 
become incapacitated, it is useful to have on hand a summary 
of the following information:

• Information on all financial accounts, including account 
numbers and contact information;

• List of income sources and frequency;
• List of your recurring expenses (and note those with 

automatic bill pay); and
• Information on insurance policies, including medical 

insurance, long-term care insurance, and property and 
casualty insurance.

In addition, your agent may need to access cash to pay 
immediate expenses. 

Estate Planning Documents
In addition to preparing for incapacity, you should have docu-
ments in place that will be needed to settle your estate when 
you die. In addition to your AHCD and DPOA, estate planning 
documents include your Last Will and Testament, Revocable 
Living Trust (if you have one) and documents for any other 
trusts for which you are trustee or beneficiary. You should have 
all of your estate planning documents up-to-date and readily 
accessible to the executor of your estate as named in your 
Will and for the successor trustee as named in your Revocable 
Living Trust.

Monitoring and Revising Your Plans
We recommend clients review their incapacity and estate plan-
ning documents at least every 10 years to determine whether 
revisions are needed. Significant life events, such as the birth 
of a child or grandchild, change in state of residence, death of a 
spouse or divorce, may warrant reviewing your estate planning 
documents.

Disclosure Notes: Any information provided is for illus-
trational purposes only. Wetherby Asset Management and 
its affiliates cannot provide legal or tax advice. In order 
to determine the specific legal and tax effect to you of any 
planning technique presented, please consult your own legal 
and tax advisors. 

Financial Planning
By Holly S. Galbrecht, CFP®, Investment Advisor, and Sarah 
Copeland, JD, Director of Estate Planning

Planning for Incapacity

What if tomorrow you had to make financial or medical 
decisions for a friend or relative? Or, what if tomorrow someone 
had to make such decisions for you because you had become 
mentally or physically incapacitated and could no longer 
manage your own affairs?

The need for a person to make financial and/or medical 
decisions for another can last for weeks, months or for the rest 
of a person’s life. Therefore, having the necessary documents 
and information prepared and accessible is very important 
should you become incapacitated. In the absence of such legal 
documentation, a friend or relative may have to ask the court 
to appoint a guardian for you, a public legal procedure that can 
be time consuming and expensive. Without proper instructions 
from you, an appointed guardian may not make decisions 
consistent with your wishes.

Medical Decisions
You can assign a person to make medical decisions for you 
if you are unable to do so through an Advance Health Care 
Directive (AHCD), sometimes also known as a Living Will. The 
type of AHCD that you should use varies depending on the 
state in which you live. Make sure that the person you assign 
as “agent” to make medical decisions for you has a copy of your 
AHCD and understands your wishes as stated in the document. 

Financial Decisions
The following are ways to provide someone with legal authority 
to make financial decisions and manage financial affairs on 
your behalf: 

• A Durable Power of Attorney (DPOA) for finance or 
property.  A DPOA that takes effect once a physician or 
a court has determined that you are incapacitated is a 
“springing” power of attorney. You may instead choose 
to execute a DPOA that is effective immediately upon 
execution. The “agent” or “attorney-in-fact” who is 
assigned to act on behalf of the “principal” presents the 
DPOA to the financial institution where the principal’s 
account is held and their name is added to the account as 
having durable power of attorney to act on behalf of the 
account owner.

• Power of Attorney on a specific account. In this case, both 
you and the person assigned as the agent under the Power 
of Attorney have current authority to take actions and 
make decisions in regard to a specific account.
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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.


