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MESA: Monthly Market Flash October 2016
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Market Overview

 Markets experienced a pullback in October weighed down by concerns over
monetary policy actions and upcoming elections.  In the U.S., economic data
releases were positive overall increasing the chances that the Federal Reserve
would raise interest rates at its next Federal Open Market Committee (FOMC)
meeting on December 14th. In developing markets, namely Europe and
Japan, extensive stimulus measures of the past seemed to reach their limits of
effectiveness in propelling growth, ushering in the view that a taper may be
imminent. Emerging market equity and high yield bonds were among the few
asset classes that registered positive returns owing to their lower relative
valuations, higher yields and exposure to oil prices which were at higher levels
through mid-month.

 In fixed income markets interest rates increased on positive economic data
out of the U.S. and in Europe, particularly the U.K. where 3rd quarter GDP
came in at a 0.5% gain quarter-over-quarter despite the expectation for a
post-Brexit decline in economic activity. In the U.S., corporate bonds and
securitized sectors held up reasonably well outperforming government
securities as investors reached for yield. In non-U.S. developed markets, a
back-up in interest rates and currency weakness versus the Greenback
weighed on returns for U.S. investors.  Dollar-denominated bonds of emerging
market countries recognized a pull back on a rise in interest rates. Local
currency emerging bonds lost ground on the month (-0.85%) with currencies
putting in mixed results against the U.S. dollar. Interest rate sensitive sectors
such as REITS were under pressure as the prospects for lower levels of
monetary policy accommodation and late cycle dynamics began to weigh on
sentiment.

 Oil prices increased to levels above $50/bbl before falling at month-end on
greater than expected inventories and doubts about OPEC’s ability to honor
production cut goals announced in late September. Precious metals prices
were lower with gold prices declining 3.5%.  The decline in energy and
precious metals prices was offset by gains in agricultural commodities with the
Bloomberg Commodity Index down fractionally on the month. Year to date,
commodity markets are up 8.3% after five years of dismal returns.
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Month Year to Date Month Year to Date
S&P 500 (1.82) 5.89 MSCI EM ($) 0.24 16.30

Russell 2000 (4.75) 6.17 MSCI EM Asia ($) (1.43) 11.68

MSCI EAFE ($) (2.05) (0.35) MSCI EM EMEA ($) (0.16) 17.61

MSCI Europe ($) (3.26) (3.26) MSCI EM Latin America ($) 9.92 45.34

MSCI UK ($) (5.15) (4.39) Source: eVestment Alliance, MSCI

MSCI Japan ($) 1.32 3.89

MSCI Pacific ex Japan ($) (2.10) 8.53
Source: eVestment Alliance, MSCI

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

Month Year to Date Month Year to Date

Barclays Aggregate (0.76) 5.00 Citigroup Non-U.S. WGBI Hedged (1.41) 6.00

Barclays Government (1.06) 3.84 Citigroup Non-U.S. WGBI Unhedged (4.57) 8.97

Barclays U.S. TIPS (0.40) 6.85 JP Morgan EMBI Global (1.46) 13.36

Barclays U.S. Inv. Grade Corp. (0.81) 8.31 Source: eVestment Alliance, Citigroup, JP Morgan

Barclays U.S. Mortgaged Backed (0.26) 3.45

Barclays U.S. High Yield 0.39 15.56

Credit Suisse Leveraged Loan 0.77 8.27
Source: eVestment Alliance, Barclays, Credit Suisse

U.S. Fixed Income Returns (%) Non-U.S. Fixed Income Returns (%)

(4.00) (3.00) (2.00) (1.00) 0.00 1.00 2.00 3.00 4.00 5.00 6.00 7.00 8.00 9.00 10.00 11.00 12.00

CTA/Managed Futures

Macro

Long/Short Equity

Equity Hedge Aggregate

Merger Arbitrage

Distressed

Event Driven

Convertible Arbitrage

Market Neutral Equity

Relative Value

Multi-Strategy

Hedge Fund Aggregate

Return (%)

Hedge Fund Strategy Comparison

October

Year to Date

Source:  HFN Indices, eVestment Alliance

Equity Markets
 Despite a reasonably good start to the earnings season and positive economic data

releases, U.S. stocks lost ground.  Concerns over monetary policy and the
upcoming election weighed on investor sentiment.  Healthcare and telecom stocks
were the worst relative performers on regulatory concerns while financials
outperformed on better than expected earnings out of the banks coupled with
prospects for a rise in rates, which bodes well for future earnings. Large caps beat
small caps and value beat growth.  In overseas markets, emerging markets
outperformed developed markets on better relative valuations and policy
accommodation.  Latin America continued to be the bright spot on optimism over
reforms, better levels for commodity prices and currency strength.

Fixed Income Markets

 Interest rates increased and the yield curve steepened in the U.S. as economic data
releases were favorable and minutes from the prior FOMC meeting pointed to a
likely increase in rates by year’s end.  Rates on the 2-, 5- and 10-year Treasury
increased by 8 bps, 16 bps and 23 bps, respectively.  The 10-year Treasury ended
the month at 1.83%.  Spread segments outperformed with investment grade
corporate bonds outperforming like duration Treasuries by 56 bps.  Utility and
financials performed best followed by industrials.  Mortgage-backed securities
were supported by lower levels of prepayments.  In speculative grade segments,
high yield bonds held up well as investors reached for yield.  Floating rate
structures within the leveraged loan market are growing in appeal driving a greater
level of fund inflows and performance. In non-U.S. developed markets, interest
rates increased on better than expected economic data out of Europe and the U.K.
and concerns over tapering of stimulus measures.  Dollar strength versus most
major currencies created headwinds for U.S. dollar investors in overseas markets.

Alternative Strategies

 Across hedge funds results were mixed with more conservative and relative value
strategies outperforming as spreads compressed while more directionally-oriented
or sector-specific strategies experienced losses as equity markets struggled.
Distressed credit was the best relative performer on an increase in corporate
events and higher energy price levels.  Macro/CTA strategies lost ground as
commodity prices and currencies reversed course.


