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MESA: Monthly Market Flash December 2017
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Market Overview
 The U.S. economic backdrop has been a positive one, with solid GDP readings,

healthy job growth and improvements in sentiment and spending during the
course of the year. These positive characteristics have been supportive for the
equity market. Investors shifted focus in December from these metrics to focus
more on the potential benefits from U.S. tax reform. Tax reform was finally
passed in late December with the signing into law of the “Tax Cuts and Jobs
Act”. While there has been much debate about whether tax code changes will
be beneficial to middle class Americans, a campaign pledge of President Trump,
there has been little debate about the benefits to U.S. corporations.  Corporate
tax rates were slashed from a variable rate schedule that topped out at 35% to
a flat 21%. As a result, earnings expectations for U.S. companies have now
moved higher to factor in the lower tax rates.  In addition, growth expectations
have moved higher as corporations will hopefully add jobs, spend on new
business investments and repatriate capital currently stashed offshore.

 Many debated the need for fiscal stimulus at a time when the Fed was moving
in the opposite direction with its policies. The U.S. Federal Reserve raised
interest rates by a ¼ percent at their December meeting, pushing the Fed Funds
Target rate range to 1.25% to 1.5%.  Expectations currently call for three more
rate hikes in 2018.  Also, the Fed will continue to pursue a normalization of the
balance sheet, although this process will take many years given the very low
level of monthly reductions versus the roughly $4.5 trillion on the balance
sheet.  Monetary policy in foreign markets remains highly accommodative, with
rates held steady in key developed markets such as the Eurozone, the UK and
Japan. All have moved economic growth expectations higher, but have yet to
signal the start of their respective tightening cycles. Global equity markets have
been the beneficiaries of the combination of easy monetary policy, solid global
growth and benign inflation. Aspects of this may be starting to change however,
as the time for policy adjustments is likely getting closer and inflation may start
to move above desired levels.

 The U.K. was one of the best performing developed markets during the period
as important progress was made in the Brexit process.  The U.K. is on pace to
formally leave the EU in early 2019.  Much uncertainty remains, however, as
highlighted by current discussions focused on finalizing a trade agreement
between the two markets.
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MESA: Monthly Market Flash December 2017

Month Year to Date Month Year to Date
S&P 500 1.11 21.84 MSCI EM ($) 3.59 37.28

Russell 2000 (0.40) 14.65 MSCI EM Asia ($) 2.84 43.27

MSCI EAFE ($) 1.61 25.02 MSCI EM EMEA ($) 6.97 24.55

MSCI Europe ($) 1.51 25.52 MSCI EM Latin America ($) 4.44 23.75

MSCI UK ($) 4.96 22.30 Source: eVestment Alliance, MSCI

MSCI Japan ($) 0.70 23.99

MSCI Pacific ex Japan ($) 3.74 25.88
Source: eVestment Alliance, MSCI

Developed Market Returns (%) Emerging Market Returns (%)

Month Year to Date Month Year to Date

Bloomberg Barclays Aggregate 0.46 3.55 Citigroup Non-U.S. WGBI Hedged (0.10) 2.04

Bloomberg Barclays Government 0.30 2.29 Citigroup Non-U.S. WGBI Unhedged 0.08 10.34

Bloomberg Barclays U.S. TIPS 0.92 3.00 JP Morgan EMBI Global 0.63 9.33

Bloomberg Barclays U.S. Inv. Grade Corp. 0.91 6.43 Source: eVestment Alliance, Citigroup, JP Morgan

Bloomberg Barclays U.S. Mort. Backed 0.33 2.49

Bloomberg Barclays U.S. High Yield 0.30 7.50

Credit Suisse Leveraged Loan 0.39 4.26
Source: eVestment Alliance, Bloomberg Barclays, Credit Suisse
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Equity Markets
 Most global stock markets finished 2017 much the way they behaved for most of

the year.  Positive returns were produced in the U.S. and abroad, with the best
gains seen from the emerging markets. Within the U.S., the S&P 500 was up 1.1%,
posting its 14th straight monthly gain. Large and midcap value stocks outperformed
during the month, as energy and telecom shares were among the best performing
stocks in December, while growth maintained its market leadership within the
small cap segment of the market.  Small cap stocks were down on the month,
however, and finished the year with a return 7% lower than their large cap peers
as measured by Russell indices. The weak dollar vs. the euro, which has been the
case most of the year, also helped returns for $-based investors invested in foreign
equities. Outside the U.S. growth outperformed value, although technology shares
lagged while growth leadership was taken on by consumer stocks.

Fixed Income Markets
 Interest rates increased and the yield curve flattened as strong economic data and

a Fed Funds target rate hike in December lifted short term rates. The yield on the
2-year Treasury increased by 10 bps to end the month at 1.88% while the 10-year
Treasury yield finished the period at 2.41%, no change from the prior month. This
masks considerable movement that occurred intra-month, however, as solid
economic data and tax reform rhetoric pushed the yield to 2.5% before buying late
in the month pushed yields back down. This buying activity was most evident on
the long end of the curve as yields on 30-year Treasuries declined by 9 bps to
2.74%. Municipals, TIPS and Investment grade corporate bonds were solid
performers for the month, with corporate bonds helped by very light new issuance
during the month.  High yield was positive in December but lagged the Aggregate
index despite relatively low new issuance and fundamental improvements to
energy companies, which represent a large segment of the high yield indices.

Alternative Strategies
 December was another good month for hedge funds, as the HFN Hedge Fund

Aggregate index gained 0.74%, with most strategies posting positive returns.
Thanks to only one down month during the year (June: -0.11%) the index finished
the year up 7.4%, its best annual gain since 2013 (+9.5%).  The distressed and
event driven strategies led the charge in December, gaining 2.0% and 1.7%,
respectively, while macro and convertible arbitrage strategies registered small
losses.


