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Market Overview

 Global equity markets continued to see solid buying activity in January, as a
number of factors proved supportive.  Economic data releases during the
month were generally positive, both in the U.S. and internationally, helping to
provide a strong foundation for investor sentiment.  In the U.S., the Trump
administration’s stated objectives to spur better economic growth via policy
changes on taxes, deregulation and infrastructure spending, kept investors
buying.  U.S. equity indices hit new highs, including the Dow Jones Industrial
Average surpassing the 20,000 level, as decent 4th quarter corporate earnings
announcements added to the positive news flow.  Equity enthusiasm
remained high despite a poorly received Executive Order on immigration, the
potential for a trade war resulting from a proposed border tax policy, and the
release of 4th quarter GDP showing a slower-than-expected 1.9% annual
growth rate

 Non-U.S. markets also benefited from mostly positive tail winds on a number
of dimensions, including economic growth, currency strength, and indications
of much desired upticks in inflation. Germany led the way in terms of stronger
economic growth statistics, showing some of the best increases since the start
of the economic recovery in 2009.  In addition, a rise in energy prices is
resulting in modestly higher inflation levels.  In Asia, Japan was supported by
solid economic data, including upward revisions to economic growth
projections. The U.S. dollar’s weakness during the month boosted returns for
U.S. investors, thanks in part to comments from President Trump on his desire
for a weaker currency.  Emerging equity markets were the best performers for
the month, with strong gains seen in Latin America and Asia, as economic
growth rates from several markets, such as China and India, remain at strong
premiums to developed market growth rates.

 In global fixed income markets, interest rates were generally flat or modestly
higher during the month, while demand for higher relative yields pushed U.S.
speculative grade credit spreads tighter. MBS underperformed in the U.S.
market, falling 0.03% on a total return basis, as the Fed discussed the process
of unwinding agency MBS from the central bank balance sheet. Emerging
market debt generated solid gains similar to U.S. high yield, but remains one
of the few areas where current spreads are trading above the median level
experienced over the past ten years.
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Month Year to Date Month Year to Date
S&P 500 1.90 1.90 MSCI EM ($) 5.47 5.47

Russell 2000 0.39 0.39 MSCI EM Asia ($) 5.87 5.87

MSCI EAFE ($) 2.90 2.90 MSCI EM EMEA ($) 2.10 2.10

MSCI Europe ($) 2.08 2.08 MSCI EM Latin America ($) 7.61 7.61

MSCI UK ($) 1.29 1.29 Source: eVestment Alliance, MSCI

MSCI Japan ($) 3.72 3.72

MSCI Pacific ex Japan ($) 5.68 5.68
Source: eVestment Alliance, MSCI

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

Month Year to Date Month Year to Date

Bloomberg Barclays Aggregate 0.20 0.20 Citigroup Non-U.S. WGBI Hedged (1.28) (1.28)

Bloomberg Barclays Government 0.23 0.23 Citigroup Non-U.S. WGBI Unhedged 1.43 1.43

Bloomberg Barclays U.S. TIPS 0.84 0.84 JP Morgan EMBI Global 1.44 1.44

Bloomberg Barclays U.S. Inv. Grade Corp. 0.31 0.31 Source: eVestment Alliance, Citigroup, JP Morgan

Bloomberg Barclays U.S. Mort. Backed (0.03) (0.03)

Bloomberg Barclays U.S. High Yield 1.45 1.45

Credit Suisse Leveraged Loan 0.53 0.53
Source: eVestment Alliance, Bloomberg Barclays, Credit Suisse
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Equity Markets
 U.S. equities, as measured by the S&P 500 index, were up 1.9% in January. Growth

stocks lagged value stocks by 1,000 basis points in 2016, as measured by the
Russell 1000 style indices, but this reversed course sharply in January.  A rotation
in market leadership from energy and financials to consumer discretionary and
information technology, both of which gained more than 4%, helped large growth
stocks beat their value counterparts by 2.7% during the month.  Foreign developed
markets outperformed the U.S. (MSCI EAFE:  +2.9%) thanks predominantly to U.S.
dollar weakness during the period, as the dollar fell roughly 2.5% vs. the euro and
3.6% vs. the yen.  This weakness reversed a strong dollar trend that had been in
place the prior couple of months. Germany and Japan were up over 3%, while the
U.K. lagged (+1.3%). Emerging markets (MSCI EM: +5.7%) also benefited from
dollar weakness, but were also boosted by impressive gains in numerous markets,
including Brazil (+10.8%), Korea (+7.7%) and China (+6.8%).

Fixed Income Markets
 U.S. Interest rates ticked marginally higher during the period, with the yield on the

10-year Treasury up 2bps, to 2.46%. Other maturities along the curve were also
within 2 bps of the prior month yield levels. While expectations are for three
interest rate increases in the U.S. in 2017, the focus is on the timing of the next
rate increase, which could occur as early as March. Higher inflation readings
boosted U.S. TIPS for the month, while hedged foreign bonds underperformed on
a larger upward move in rates in Germany and the U.K. than in the U.S. market.

Alternative Strategies

 Hedge funds posted their tenth monthly gain out of the past eleven months, with
the HFN Hedge Fund Aggregate index up 0.82% in January.  Supported by gains in
equity and speculative grade credit markets, directional hedge funds posted
decent gains. Event driven managers generated the strongest results, however,
helped by distressed managers that were up over 1.5% during the period.  Macro
and CTA/managed futures managers represented the two weakest segments
during the month. Real assets such as REITs and commodities lagged in January.
The REIT market has been under some pressure due to the prospect of higher
interest rates, despite the fact that underlying property fundamentals have
generally been strong.  The Bloomberg Commodity index posted a 0.14% gain, with
6%-7.5% gains in precious and industrial metals offset by a 7.5% loss in energy.


