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Newsletter Highlights
Investment Overview

• Domestic equities finished the quarter up 3.5%, with 
technology and health care continuing to lead as the best 
performing sectors. Energy was the worst performing 
sector as a result of lagging oil prices. International 
markets outpaced the US markets in the second quarter, 
with developed regions outperforming emerging markets. 
Commodities generally suffered weak performance, 
particularly with oil continuing to suffer from oversupply 
concerns. Fixed income markets also fared well in the 
second quarter through the Fed’s additional 25 basis point 
rate hike. The bond markets continued to remain skeptical 
of the Fed’s rate hike plan for the remainder of the year, as 
inflation remains weak.

• We continue to live in what is referred to as a “Goldilocks” 
investment environment; global growth appears healthy, 
the Fed remains consistent in its well-communicated plans, 
inflation is subdued, and strong corporate earnings growth 
continues. However, we believe significant risks remain, 
and we continue to position portfolios to mitigate potential 
drawdown risk. We maintain an underweight in taxable fixed 
income as well as emphasizing shorter duration and higher 
quality. Within equities, our global positioning continues 
to benefit from the rebound in international markets. In 
addition, we continue to search for lower volatility and non-
correlated strategies within conservative growth. Finally, 
we are taking advantage of recent weakness in the energy 
markets through the Master Limited Partnership (MLP) 
space, which benefits from higher cash flow stability and the 
aggressive expansion of U.S. oil and gas production.

• On the horizon, we are wary of potential triggers of a 
market correction, which seem at some point inevitable 
with the record breaking performance of various markets. 
The euphoria we experienced postelection since November 
triggered by Trump’s ambitious pro-growth plans has largely 
subsided, and it remains to be seen whether Trump will 
succeed in implementing many of his policies. Historically, 
every Republican president in the last 100 years has 
experienced a recession during their first term, and although 
recession risks currently remain low, Trump’s presidency 
may not be an exception to the rule. Abroad, we monitor 
China’s increasing impact on the global economy, as despite 
strong gross domestic product (GDP) growth, increasing 

We are excited to introduce our new reporting 
system. Clients will see updated, more robust 
reports and have the option to use an enhanced 
client portal. We feel this update gives you more 
access to your data and we hope you feel the 
same. Please feel free to provide your team with 
any and all feedback as you are introduced to the 
new system.

During the first quarter, we hired Catherine 
Dacalanio, Administrative Associate; Paulyne 
Keefe, Accounting and Compliance Associate; 
Laura Pantaleo, Senior Investment Associate; and 
Cara Williams, Director of Operations.  Welcome 
Catherine, Paulyne, Laura and Cara!

After over 13 years of service, we are proud to 
wish Barbara Adamson a happy retirement. We 
would like to thank her for all that she has done for 
Wetherby!

Kent Chu, Senior Financial Operations Associate, 
and his wife Ruby, welcomed their new son Mason. 
Maria Pyatigorsky, Senior Investment Associate, 
and her husband Mark, welcomed their new son 
Edgar. Congratulations to Kent and Ruby, and 
Maria and Mark!

Wetherby insight
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Commodities: Commodities were largely weaker over the 
quarter with energy commodities coming under the most 
pressure. The market has become increasingly focused on 
oil inventories and the ability of the U.S. to work through 
excess supply coming online due to more efficient fracking 
technologies. Early reports show that OPEC has largely made 
good on their promise to temporarily cut oil production in order 
to boost oil prices. Because any changes in supply take at least 
six months to work through the system, we could see the oil 
markets come into balance in the second half of 2017 which 
would be largely supportive of energy-related investments.

Fixed Income: The Federal Reserve continued on its path of 
gradual rate hikes, raising short-term rates another 25 basis 
points to 1.25% after its June meeting, indicating that its 
assessment of the U.S. economy’s growth and inflation outlook 
remains favorable. The Fed also provided commentary on its 
plan to gradually and predictably reduce its balance sheet 
starting in the later part of 2017. Although the Fed is a few 
steps into a tightening cycle, by almost no measure is current 
monetary policy considered to be “tight.” Yields generally fell 
over the quarter, signaling that the bond market is not pricing 
in as much growth and inflation as the Fed expects going 
forward.

Table 1.  Market performance, as of June 30, 2017

2Q17  1-Year 
3-Year 

Annualized 

S&P 500  3.09% 17.9% 9.61%

MSCI ACWI ex-US  5.99% 21.00% 1.27%

MSCI EAFE  6.37% 20.83% 1.61%

MSCI EM  6.38% 24.17% 1.44%

DJ-UBS Commodities  -3.00% -6.50% -14.81%

Barclays Aggregate Bond   1.45% -0.31% 2.48%

Source: MPI Stylus data through June 30, 2017

Outlook and Opportunities

We continue to live in what some market observers have 
referred to as a “Goldilocks” investment environment that 
supports risk taking in portfolios. Global growth appears 
healthy, the Fed remains consistent in implementing its 
well-communicated monetary policy plans, inflation remains 
relatively low, and corporate earnings growth has rebounded, 
all of which seem to justify price appreciation. However, we 
believe the landscape continues to shift and are wary of new 
records being reached (e.g., new highs in equity markets, 
persistent low levels of volatility, and elevated global debt 
levels). In addition, the Fed is sounding increasingly hawkish, 
regardless of persistently weak inflationary data and anemic 

debt levels challenge the country’s ability to manage an 
economic “soft landing.”

Impact Investing Update

• In May, we hosted “Impact Focus: A Holistic Approach to 
Driving Change,” a salon-style conversation focused on the 
current state of philanthropy and impact investing in today’s 
world. The conversation was held in partnership with the 
Center for Social Sector Leadership (CSSL) at the Haas 
School at UC Berkeley.

• We also launched our newest Wetherby Industry Brief 
which details opportunities for individual investors and 
financial advisors to participate in shareholder engagement 
activities. You can find a copy of the brief on our website 
under “News & Commentary,” https://wetherby.com/
newsandcommentary/.

Financial Planning

• Our financial planning section is on using your wealth to 
support your parents. As wealth managers, we typically see 
parents gifting cash and assets to their children for income 
and estate tax purposes, as well as to support the younger 
generation. Even when the parent-as-benefactor and 
child-as-beneficiary roles are reversed, the same financial 
principles behind these strategies may apply.

• Suggested strategies include: 1) give highly appreciated 
securities; 2) pay for medical expenses and maximize the gift 
tax exclusion amount; and 3) be a lender of first resort.

Investment Overview
By Bong Choi, Director of Research; and Nick Ongaro, Research 
Analyst

Second Quarter Market Recap

Domestic Equities: Domestic equities continued to grind higher 
over the second quarter of 2017 with the S&P 500 finishing up 
3.09%. Earnings remained solid over the quarter overcoming 
any weakness attributed to the slower than expected rollout of 
President Trump’s agenda. Technology and health care led the 
market while the energy sector lagged as oil prices came under 
pressure late in the quarter.

International Equities: Developed international equities as 
measured by the MSCI EAFE saw another strong quarter 
of performance, finishing up 6.37% and outpacing the U.S. 
markets for the second quarter in a row on the back of 
strong global growth prospects. Emerging market equities as 
measured by the MSCI EM index returned 6.38% in the second 
quarter to add to a solid 11.49% first quarter return.

https://wetherby.com/newsandcommentary/
https://wetherby.com/newsandcommentary/
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is inevitable, and our focus is on preparing portfolios to 
withstand such events. We believe a few areas are worth 
highlighting this quarter.

Concerns on the Horizon: The Quiet Before the 
Storm?
Notwithstanding healthy global earnings growth and globally 
accommodative policies (for now), we believe these good times 
can only last so long. When looking at Figure 1, which plots the 
S&P 500 Index with U.S. 10-Year Treasuries since the begin-
ning of the fixed income bull market in 1982 until the end of 
June 2017 (which coincidentally is when the S&P 500 reached 
its all-time high), one can visualize a valuation “rubber band,” 
where equity valuations and bond yields continue to stretch 
out. Extending the analogy, the farther the stretching the more 
potentially painful the “snapback.” As additional context, it 
seems difficult to deny that we have finally reached, or are at 
least approaching, the end of the 35-year fixed income bull 
market, which has coincided with the third longest expansion 
in the history of the U.S. economy (the 1990s and the 1960s be-
ing first and second, respectively). In addition, the most recent 
leg of this expansion and resulting market bull run has been 
partially fueled by the Fed’s artificial suppression of rates. 
With less effective tools for the Fed to employ going forward, 
and the removal of the low inflation tail winds over time, we 
are cognizant that the good times will have to come to an end, 

and at the very least slow in the near term.

 
Figure 1: S&P 500 Versus 10-Year Treasury Yields 1/1/1982 
through 6/30/2017

Source: Factset

Interestingly, from a volatility perspective markets haven’t 
seemed too concerned, which to us is a concern. The lack of 
general volatility across multiple metrics is a sign of compla-
cency, which tends to be a warning sign.  Volatility of global 
GDP growth is, from J.P. Morgan’s calculations, the lowest in 
history. Similarly, the second quarter has experienced the low-
est average volatility in the S&P 500 Index in over 50 years. In 

wage growth, leading investors to question whether the 
markets will eventually pay the price of a Fed policy mistake. 

With this backdrop, we focus on identifying attractive 
risk-adjusted opportunities, with an eye toward mitigating 
potential drawdown risk in client portfolios. Generally, 
we are maintaining our relative underweight in taxable 
fixed income, emphasizing shorter duration relative to the 
Barclays Aggregate Index. Exposure to short duration bonds 
effectively serves as dry powder in the event that increased 
downside volatility presents new investment opportunities. 
In addition, we continue to exhibit a bias toward quality in 
our tax-exempt municipal portfolios. We continue to explore 
non-core fixed income sectors that may provide additional 
return opportunities, but we are concerned about the yield 
compression in areas such as emerging market debt and high 
yield.  

We are maintaining our current level of equity exposure to 
ensure appropriate levels of risk, but are reluctant to increase 
equity exposure significantly given the current elevated 
equity valuations. At this point, after an extended period of 
strong performance from the U.S. equity market, we believe 
opportunities abroad may offer more attractive risk/reward 
trade-offs from a valuation and macro-economic policy 
perspective. In addition, we continue to search for lower 
volatility and non-correlated strategies within our conservative 
growth allocations, focusing on funds that achieve attractive 
returns but also help mitigate overall equity and credit risk in 
our portfolios.  

One of the few areas where valuations do not seem stretched 
is in energy. During the first half of 2017, we re-entered a bear 
market in oil prices, as OPEC’s attempts to stabilize oil prices 
have been more than offset by the aggressive increase in U.S. 
oil and gas production. It has been our experience as investors 
that it is generally difficult to call bottoms in asset price 
declines, and oil prices are not an exception. Nevertheless, 
our view is that the current level of oil prices, at $42 per 
barrel, is unsustainably low in the medium term. Ironically, 
the aggressive expansion of U.S. oil and gas production, 
although causing oil prices to remain depressed, should serve 
as a tail wind for high quality midstream MLPs, as increased 
production causes increased volumes, which in turn translate 
to stronger cash flows for these companies. We believe that 
going forward MLP earnings should reflect these current 
dynamics. As such, in appropriate client situations we are 
taking advantage of the recent weakness in MLPs to add to 
existing positions.  

While risk assets continue to be relatively attractive, we 
believe significant risks remain that could potentially set off 
a correction. Whether they be fundamental or geopolitical 
in nature, such as North Korean escalation or Middle East 
conflict, we maintain the view that some kind of correction 
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addition, the VIX (a.k.a. the “Fear Index”) hit its second lowest 
intraday low in its history in June dipping down to 9.31, bested 
only by the VIX level during December 1993, the year the 
index was launched. Moreover, from the fixed income perspec-
tive, the Merrill Lynch Option Volatility Estimate (MOVE) Index 
(which is generally regarded as the VIX for the fixed income 
market), also reached the second lowest level in its history this 
June, reaching levels only seen before during 2013’s “Taper 
Tantrum,” when bond yields spiked as a result of investors 
panicking when the Fed announced it would be reducing its 
quantitative easing program.

Trump Bump or Dump? Does it Matter?
Much of the optimism and resulting rally in certain sectors 
of the market sparked by Trump’s aggressive promises to cut 
taxes, deregulate industries and stimulate the economy has 
receded, as doubts have grown about the likelihood that he will 
succeed in implementing many of the pro-growth policies on 
his agenda. We remain skeptical of the Trump administration’s 
ability to fully deliver on many of his campaign promises. As 
an example, the administration’s 2018 fiscal budget is based 
on the assumption that the U.S. economy will expand 2.9% per 
year over the next decade, 1.1% more annually than the Con-
gressional Budget Office (CBO) assumes, which translates to 
approximately $3 trillion less in cumulative deficits. As seen in 
the Figure 2, the gap between Trump’s and the CBO’s growth 
forecasts should give us pause.

Figure 2: Office of Management and Budget (OMB) Projections 
of Average Annual Growth over Ten Years, minus CBO 
Projections

Source: Institute for Supply Management (ISM)

Note: Years shown are the years the forecast was made. Figures reflect growth 
rates of GDP or, in early years, gross national product (GNP). Published 10-year 
economic forecasts are used when available; in years when only five-year forecasts 
are published, the remaining five years are extrapolated, usually based on the 
growth rate in the fifth year. 

 

Ultimately, regardless of one’s politics, we expect that at some 
point during Trump’s presidency we are likely to experience a 
significant market sell-off. As history shows on Figure 3 below, 
the market has been ruthlessly indifferent to presidential agen-
das or political parties, and we do not expect anything differ-
ent going forward. As such, we remain focused on maintaining 
diversification in portfolios to mitigate drawdown risk from a 
likely market downturn (whether or not it is caused by Trump 
and his agenda).

Figure 2: S&P 500 Index Drawdown History by U.S. President

Presidency Political Party Worst S&P Drawdown

Herbert Hoover Republican -86%

Franklin Roosevelt Democrat -54%

Harry Truman Democrat -28%

Dwight Eisenhower Republican -21%

John F. Kennedy/Lyndon Johnson Democrat -28%

Richard Nixon/Gerald Ford Republican -47%

Jimmy Carter Democrat -17%

Ronald Reagan Republican -34%

George Bush Republican -20%

Bill Clinton Democrat -19%

George W. Bush Republican -52%

Barack Obama Democrat -23%

Donald Trump Republican

Source: Bloomberg, Ritholtz

Recession Risks?
The flattening of the yield curve has put the concerns of a po-
tential recession on investors’ radar screens, although consen-
sus currently assigns a low probability of this in the near term. 
But the Fed’s intention to continue its rate hiking plan based 
upon metrics such as improving employment rates does call 
into question whether or not the Fed will make a policy mis-
take, considering the fact that wage growth remains weak. In 
addition, with Janet Yellen continuing to comment on markets, 
most recently stating that asset valuations were “somewhat 
rich,” it seems the Fed would be comfortable continuing on its 
plan to raise rates to control, or rather prevent, asset bubbles 
despite what inflation readings may be. If the Fed tightens too 
fast or by too much, the probability of recession may increase 
quickly and dramatically.

Interestingly, every Republican President for the past century 
has experienced a recession during their first term, with all 
but one during the first half. Whether history repeats itself 
remains to be seen. But what we are primarily focused on is 
how our portfolios are positioned if and when a recession and/
or bear market happens, rather than on predicting when such 
events will occur.
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Impact Investing Update
By Justina Lai, Director of Impact Investing

Salon Event
In May, we hosted “Impact Focus: A Holistic Approach to 
Driving Change,” a salon-style conversation focused on the 
current state of philanthropy and impact investing in today’s 
world. The conversation was held in partnership with the 
Center for Social Sector Leadership (CSSL) at the Haas School at 
UC Berkeley and centered around opportunities for individuals 
to think about themselves more holistically – as investors, 
philanthropists, volunteers, consumers, community members, 
etc. – and how they can best align their resources and 
opportunities to drive the changes they seek. The discussion 
included the presentation of a concrete, actionable framework 
for how individuals can use their time, giving, and investments 
to respond to issues in which they feel a great sense of urgency 
to act, as well as tools and resources to support these efforts.

As a result of the positive feedback we received and the level 
of interest in the session, we will hold the workshop again 
sometime in the fall for clients that were not able to attend the 
first session. Please let your Wetherby team know if you would 
be interested in participating in the salon in the fall.

Wetherby Industry Brief – Shareholder Engagement 
In May, we launched our newest Wetherby Industry Brief 
which details opportunities for individual investors and 
financial advisors to participate in shareholder engagement 
activities. The brief offers a short overview of shareholder 
engagement, describes how we have enhanced our offering 
to include various social and environmental initiatives, and 
highlights various initiatives supported by our clients in 2016. 
You can find a copy of the brief on our website under “News & 
Commentary,” https://wetherby.com/newsandcommentary/. We 
invite you to share this piece with your networks. 

To accompany the brief, we also hosted several webinar 
presentations along with As You Sow to offer our collective 
insights and experience as a case study for how financial 
advisors can develop shareholder engagement programs 
and support clients in using their shareholder voice to drive 
positive change.

As always, please let your Wetherby team know if you would 
like to learn more or get involved in shareholder engagement 
activities.

Impact of China (For Better or Worse)
The recent decision by Morgan Stanley Capital International 
(MSCI) to add Chinese A-shares (local market shares) to its 
Emerging Markets Index, although largely expected, never-
theless remains an important milestone in China’s efforts to 
prove to the world its intentions to liberalize its markets, and 
is yet another example of China’s growing importance as a 
global player. Practically speaking, the initial introduction of 
A-Shares to the indices slated for August 2018 is modest – a 
mere 0.73% initial weighting in MSCI’s broad Emerging Mar-
kets Index and just 2.49% in the MSCI China index. As compa-
nies and investors increase their research and investment dol-
lars dedicated to the A-share markets, we expect an increasing 
allocation to A-shares in the various MSCI indices over time.

For better or for worse, the Chinese economy will continue to 
have an increasing impact on the fate of global investors. China 
achieved 6.7% GDP growth in 2016, which, although impressive 
in absolute terms, was nevertheless its slowest growth rate in 
26 years. A continuing slowdown in Chinese growth would 
have a significant impact on dampening global growth, and 
particularly the U.S., given that China is the country’s larg-
est trading partner. The International Monetary Fund (IMF) 
estimates that China contributed approximately 39% to world 
economic growth in 2016. Looking forward, China faces its 
own unique challenges, such as its rising debt levels (estimat-
ed at 304% of GDP according to the Institute of International 
Finance) and concerns about managing a “soft landing” as it 
continues to transition its economy from its historically man-
ufacturing and investment led growth base toward one more 
driven by domestic consumption.

Conclusion
In summary, asset allocation in the current environment is 
a balancing act. With valuations at stretched levels, we con-
tinue to protect against drawdown risk with our conservative 
positioning, so that clients have the staying power to ride out 
any downturn. But we are also cognizant of the opportunity 
cost associated with de-risking portfolios too soon. We value 
diversification not only from a risk reduction perspective, but 
also as a way to increase the sources of returns (both passive 
and active) in portfolios. 

https://wetherby.com/newsandcommentary/
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Family finances are never purely transactional – they are 
inextricably linked with personal feelings. Therefore, from 
a family harmony perspective, it is imperative to make sure 
everyone is on the same page with the expectations for any 
gifting or lending that takes place.

Financial Planning
By Mike Graziano, CFP®, Wealth Manager, and Jennifer Chan, 
Senior Investment Associate

Role Reversal: Using Your Wealth to Support 

Your Parents

As wealth managers, we typically see parents gifting cash and 
assets to their children for income and estate tax purposes, 
as well as to support the younger generation. Even when 
the parent-as-benefactor and child-as-beneficiary roles are 
reversed, the same financial principles behind these strategies 
may apply.

1. Give the gift of highly appreciated securities. If 
parents are in a low income tax bracket, it is often 
effective for a child to give them appreciated securities 
as opposed to cash. For those in the federal 15 percent 
marginal tax bracket or lower, long-term capital gains 
and qualified dividends are taxed at zero percent. Parents 
can potentially sell the securities without any tax impact, 
while the child removes capital gains and corresponding 
tax liability from their portfolio. It is important to look 
at the parents’ entire tax situation because this could 
adversely affect other areas on the tax return.

2. Pay for medical expenses and maximize the gift tax 
exclusion amount. Don’t give parents cash to pay for 
medical expenses. This would count toward the annual 
$14,000 each person can gift to an individual without 
having to file a gift tax return. Instead, children can pay 
an unlimited amount of a parent’s medical expenses if 
paid directly to the health care institution. This preserves 
the $14,000 annual gift exclusion, meaning a younger 
couple could pay for their married parents’ medical costs 
and gift $28,000 cash per parent.

3. Be a lender of first resort. Rather than having a parent 
rely on bank loans or lines of credit for extra liquidity, 
intra-family loans can be a great way for family members 
to help each other out, especially in the current low 
interest rate environment. Each month, the IRS issues the 
Applicable Federal Rate (AFR) which sets the minimum 
interest rate at which loans can be made without gift tax 
consequences. For example, in July 2017 children could 
make short-term loans (up to three years) to their parents 
at 1.22 percent or higher; mid-term loans (three to nine 
years) at a rate of 1.89 percent or higher; or long-term 
loans (more than nine years) at a rate of 2.60 percent or 
higher. Loans can be renewed at the end of the term (albeit 
likely at higher interest rates) and may tide parents over 
until a liquidity event such as the sale of a house.
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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.


