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MESA: Monthly Market Flash March 2017
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Market Overview
 Asset class returns in March were mixed.  While U.S. equities added to recent

gains, the magnitude of the increase was quite low.  Meanwhile, market
leadership shifted to foreign equity markets, as a number of factors proved
favorable, including better relative valuations.  Fixed income was also mixed,
with most U.S.-focused indices down on the month, while emerging market
debt continued to grind higher.  Hedge fund strategies were mostly higher,
although several key areas showed considerable weakness, while real assets
were among the weakest performers, with both real estate securities and
commodities trading lower.

 While underlying stock fundamentals have remained mostly positive, U.S.
equities took a breather from recent strength to digest political uncertainties
that developed during the month.  The equity market hit new highs early in
March following President Trump’s first speech to Congress in late February,
but the new administration’s inability to make progress on a highly touted
healthcare replacement for the Affordable Care Act hurt investor sentiment.
Questions were raised regarding the administration’s ability to deliver on
other important initiatives to spur economic growth, including tax reform,
regulatory reform and infrastructure spending.  Aside from these policy
concerns, the economic backdrop, both in the U.S. and elsewhere, continue to
show good strength.  This was evident in the February jobs number, which
showed 235,000 new non-farm payroll additions and a drop in the
unemployment rate to 4.7%. Outside the U.S., Europe was generally strong in
March as the outcome from elections in the Netherlands was viewed
favorably.  Some weakness was seen in the U.K. late in the month following
the official triggering of Article 50, which formally starts the European Union
exit process.

 In the U.S., the Federal Reserve raised the target rate by a ¼ point at its
meeting mid-month, moving the target range to 0.75% to 1.00%. This was the
2nd rate increase in the past 4 months.  At this point two and three additional
increases are expected by investors during the remainder of 2017, although
the Fed’s own dot-plot projects only two additional increases in 2017. There
was little in the way of central bank policy action outside the U.S. in March.
The U.S. Dollar was weaker against most developed and emerging market
currencies, with a notable 6% slide versus the Mexican peso.
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Month Year to Date Month Year to Date
S&P 500 0.12 6.07 MSCI EM ($) 2.52 11.44

Russell 2000 0.13 2.46 MSCI EM Asia ($) 3.35 13.40

MSCI EAFE ($) 2.75 7.24 MSCI EM EMEA ($) 0.52 2.73

MSCI Europe ($) 4.02 7.45 MSCI EM Latin America ($) 0.55 12.06

MSCI UK ($) 1.67 5.04 Source: eVestment Alliance, MSCI

MSCI Japan ($) (0.37) 4.49

MSCI Pacific ex Japan ($) 2.58 11.75
Source: eVestment Alliance, MSCI

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

Month Year to Date Month Year to Date

Bloomberg Barclays Aggregate (0.05) 0.82 Citigroup Non-U.S. WGBI Hedged (0.15) (0.36)

Bloomberg Barclays Government (0.04) 0.67 Citigroup Non-U.S. WGBI Unhedged 0.25 2.02

Bloomberg Barclays U.S. TIPS (0.05) 1.26 JP Morgan EMBI Global 0.35 3.91

Bloomberg Barclays U.S. Inv. Grade Corp. (0.23) 1.23 Source: eVestment Alliance, Citigroup, JP Morgan

Bloomberg Barclays U.S. Mort. Backed 0.03 0.48

Bloomberg Barclays U.S. High Yield (0.22) 2.70

Credit Suisse Leveraged Loan 0.08 1.20
Source: eVestment Alliance, Bloomberg Barclays, Credit Suisse
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Equity Markets
 The equity market rally in the U.S. took a breather in March as investors digested

the new administration’s inability to make progress on healthcare reform, bringing
into question the overall ability to push through other key pro-growth initiatives.
The S&P 500 gained 0.12% for the month, but is up over 6% year to date.  Growth
stocks led the way during the period, as technology was the best performing sector
with a 2.6% gain.  On the flip side, a number of value sectors struggled, with
financials, energy and telecom leading the declines.  A similar relationship across
sector returns exists for the first quarter results. Equity returns were considerably
stronger outside the U.S. in March, with both the MSCI EAFE index (+2.8%) and
MSCI emerging markets index (+2.6%) performing well.  March’s strong showing,
coupled with a weaker dollar over the course of the quarter, puts non-U.S. equities
ahead of U.S. peers year to date. Valuations, such as price/earnings ratios, appear
more attractive outside the U.S. at this juncture.

Fixed Income Markets

 The U.S. yield curve flattened as the yield on the 3-month and 9-month responded
to the March 15th ¼ point rate hike, but maturities from 2-years and higher were
generally unaffected and finished the month little changed. The bellwether 10-
year Treasury ended the month with a yield of 2.39%, no change from the prior
month, but down 5 bps from the beginning of the year. The yield hit an intra-
month high of just over 2.6%, but moved lower as doubts surfaced about the pace
of enactment for much discussed Trump policies.  In addition, the forward
guidance for future 2017 policy rate increases remained at two; some investors
had started to price in an additional rate increase given the recent strength of both
economic growth indicators and inflation numbers. As with last month, emerging
market debt was the relative performance standout on improving country
fundamentals.

Alternative Strategies
 While hedge fund returns were mixed in March, the hedge fund Aggregate Index

was up 0.09%, the fifth straight monthly gain and the 12th increase out of the past
13 months.  Equity-oriented managers in the long/short space provided the
month’s best returns, while challenges were seen from two key areas:  managed
futures and distressed. March’s reversal in several key areas, including interest
rates, hurt most of the short term trend followers in the managed futures space.


