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MESA: Monthly Market Flash March 2016
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Market Overview

 The appetite for risk assets improved dramatically in March, with equities,
REITs and lower grade credits all performing well.  Early in the month it was
strong economic data in the form of improved payroll statistics and overall
jobs report for February that helped fuel buying activity. Investor sentiment
further improved after the Federal Reserve Open Market Committee held U.S.
short term rates steady at their March meeting. The consensus outlook now
shows two total rate increases expected in 2016, rather than as many as four
increases that had been anticipated following December’s 0.25% increase.
Energy and other commodity prices staged a meaningful recovery during the
month, driving prices for commodity-related equities and credits much higher.
In general, corporate earnings were neutral during the period, as numerous
companies were able to match or slightly beat reduced expectations.
Forward guidance was somewhat negative, however.

 While the above factors were generally good for global investment sentiment
as well, European shares were further helped by the European Central Bank’s
announcement of additional quantitative easing measures in an attempt to
spur more robust economic growth. As a result, most global equity markets
moved sharply higher during the month, with the most dramatic gains seen in
the emerging markets. These gains were helped by the reversal of a strong
U.S. dollar strengthening trend that has been in place for some time, with
most major foreign currencies appreciating dramatically during the month.
Terrorist attacks in Brussels late in the month created some short term selling
pressure, but markets quickly recovered.

 March’s strong performance only partially masked the challenges, and equity
selling pressure, experienced during the first two months of the year.  Small
cap stocks and foreign developed equity indices continue to show a loss, while
hedge funds are also in negative territory after failing to recover meaningfully
in March. Consistent throughout the quarter were the gains produced by the
Barclays Aggregate, which finished the 1st quarter with a 3.0% gain thanks to a
dramatic move lower in rates in January and February.  High yield and
emerging market debt outperformed for the quarter.  Finally, REITs are among
the best performing assets for the quarter, with gains for U.S. REITs near 6%.
Attractive relative yields and strong underlying real estate fundamentals
helped these securities post their best single performing month in 4½ years.
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MESA: Monthly Market Flash March 2016

Month Year to Date Month Year to Date
S&P 500 6.78 1.35 MSCI EM ($) 13.23 5.71

Russell 2000 7.98 (1.51) MSCI EM Asia ($) 11.45 1.97

MSCI EAFE ($) 6.51 (3.00) MSCI EM EMEA ($) 15.57 12.92

MSCI Europe ($) 6.28 (2.50) MSCI EM Latin America ($) 20.36 19.14

MSCI UK ($) 4.84 (2.34) Source: eVestment Alliance, MSCI

MSCI Japan ($) 4.73 (6.52)

MSCI Pacific ex Japan ($) 11.78 1.80
Source: eVestment Alliance, MSCI

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

Month Year to Date Month Year to Date

Barclays Aggregate 0.92 3.04 Citigroup Non-U.S. WGBI Hedged 0.71 4.16

Barclays Government 0.16 3.12 Citigroup Non-U.S. WGBI Unhedged 3.91 9.09

Barclays U.S. TIPS 1.80 4.46 JP Morgan EMBI Global 3.34 5.22

Barclays U.S. Inv. Grade Corp. 2.77 3.97 Source: eVestment Alliance, Citigroup, JP Morgan

Barclays U.S. Mortgaged Backed 0.30 1.98

Barclays U.S. High Yield 4.44 3.34

Credit Suisse Leveraged Loan 2.64 1.32
Source: eVestment Alliance, Barclays, Credit Suisse
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Equity Markets
 Equity markets have been on a strong upward trend since bottoming out during the

2nd week of February. The S&P 500 gained 6.78% as the Federal Reserve signaled
patience regarding further rate increases and oil staged a meaningful price
recovery. Small and midcap stocks that had underperformed in January and
February, outperformed by over 1% in March. Foreign stocks, which had been
beaten down even more than U.S. shares in January and February, also rebounded
strongly during the month, especially the emerging markets which gained 13.2%,
the best monthly gain since a 17%+ rise in May 2009. The month’s strong recovery
pushed the emerging markets ahead of developed markets for the 1st quarter,
finishing with a gain of 5.7%.

Fixed Income Markets

 A strong rebound in credit during March helped the Barclays Aggregate gain 0.92%
for the month.  While interest rates moved higher during the first half of the period,
the U.S. 10-Year Treasury yield increased by just 3 bps to 1.77% by month end.
While interest rate moves didn’t factor meaningfully into the month’s return, they
were a huge impact on the quarter’s results.  During the quarter the yield on the
10-Year decreased by 50bps on flight-to-safety buying activity in January and
February. Government, mortgage and municipals lagged during the month, while
high yield and bank loans posted strong gains. Dollar weakness in February and
March resulted in very strong returns for unhedged non-U.S. bonds for the quarter,
with the Citi WGBI index up 9.09%.

Alternative Strategies

 Most hedge fund strategies posted gains for the month, but many remain stuck in
negative territory for the quarter, a disappointing result given the gain produced by
the U.S. equity market.  The HFN Hedge Fund Aggregate index was up 1.4% in
March, helped by equity long/short managers and a recovery in distressed and
multi-event managers.  Macro and managed futures struggled with the short term
reversals in commodities and currencies, while merger arbitrage lost ground as
numerous managers were negatively impacted by the Pfizer/Allergan deal
cancelation following the U.S. Treasury department’s rule changes on the tax
treatment for inversion deals. Finally, the performance differential between the
Hedge Fund Aggregate and the Fund of Funds indices was nearly 3%, highlighting
the latter’s general bias against meaningful macro/CTA exposure.


