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Market Overview 
 

� Markets were mixed on the month starting out with weaker than expected 

economic readings out of the U.S. and disappointment as the European 

Central Bank left rate policy unchanged.  Markets regained their footing and 

volatility subsided later in the month on better than expected economic data, 

particularly out of the U.K.  The Bank of England left rate policy unchanged as 

did the U.S. Federal Reserve.  The Bank of Japan left rates unchanged but 

modified their economic stimulus strategy from targeting money supply to 

targeting interest rates at particular points on the yield curve.  Low rates 

across the globe encouraged risktaking with emerging markets continuing 

their strong performance.  Emerging market currencies, the Yen and the Euro 

all gained versus the U.S. Dollar. 

 

� In U.S. fixed income markets, the yield curve steepened as short rates 

declined and long term rates increased.  Across sectors, lower quality issues 

outperformed higher quality while industry sectors were decidedly mixed 

across both fixed income and equity markets.  The energy sector benefited 

from an increase in oil prices on a decline in inventories, an increase in 

demand and the decision by OPEC members to limit production starting in 

November.  Financials were under pressure as low rates, a flat yield curve and 

concerns over events at large banks gave investors pause.  Deutsche Bank was 

under pressure as it faced a $14 billion fine from the U.S. Justice Department 

for its role in the sale of residential mortgagebacked securities prior to the 

2008 financial crisis.  In the U.S., a scandal of a different variety came to light 

as aggressive sales policies at Wells Fargo branches led to the opening of 

millions of fraudulent customer accounts to meet sales quotas.  The company 

announced that more than 5,000 employees were terminated as a result of 

the activity.  

 

� For the first three quarters of the year, investors were rewarded almost across 

the board for risktaking as central banks continued to be accommodative and 

oil prices rebounded.  Securities of emerging markets have been the biggest 

winners thus far on attractive relative valuations and a rebound off of 

perceived troughs in both commodity prices and economic activity.  NonU.S. 

developed markets were up only fractionally as they continue to grapple with 

economic and structural challenges.      
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Month Year to Date Month Year to Date

S&P 500 0.02 7.85 MSCI EM ($) 1.29 16.02

Russell 2000 1.11 11.47 MSCI EM Asia ($) 1.36 13.30

MSCI EAFE ($) 1.23 1.74 MSCI EM EMEA ($) 2.87 17.80

MSCI Europe ($) 0.87 0.00 MSCI EM Latin America ($) (0.82) 32.22

MSCI UK ($) 1.01 0.80 Source: eVestment Alliance, MSCI

MSCI Japan ($) 1.60 2.54

MSCI Pacific ex Japan ($) 2.66 10.86

Source: eVestment Alliance, MSCI

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

Month Year to Date Month Year to Date

Barclays Aggregate (0.06) 5.81 Citigroup NonU.S. WGBI Hedged (0.02) 7.51

Barclays Government (0.12) 4.95 Citigroup NonU.S. WGBI Unhedged 1.04 14.18

Barclays U.S. TIPS 0.55 7.28 JP Morgan EMBI Global 0.34 15.04

Barclays U.S. Inv. Grade Corp. (0.25) 9.19 Source: eVestment Alliance, Citigroup, JP Morgan

Barclays U.S. Mortgaged Backed 0.28 3.72

Barclays U.S. High Yield 0.67 15.11

Credit Suisse Leveraged Loan 0.87 7.45

Source: eVestment Alliance, Barclays, Credit Suisse
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Equity Markets 
 

� U.S. equity markets were mixed with the S&P 500 up only fractionally and 

domesticallyoriented small cap stocks up better than 1% adding to the year’s 

gains.  Continued accommodation by the Fed, good news surrounding consumer 

confidence and the housing sector, and a rebound in oil prices all helped support 

securities prices.  Energy and information technology stocks did best while 

financials lagged.  Growthoriented stocks outperformed value.  In overseas 

markets, investors began to distinguish opportunities across regions and countries 

more definitively on a lull in central bank policy action.  Emerging markets were 

the best relative performer as demand picked up, news out of China was benign 

and commodity prices rebounded.  Developed markets put in respectable 

performance with Europe being the relative laggard and the U.K. showing 

surprising resilience following the Brexit vote.  The Yen and Euro were higher 

versus the U.S. Dollar as policy rates were left unchanged.     
 

Fixed Income Markets 
 

� The U.S. yield curve steepened in September as 2 and 5year Treasury rates 

declined by 45 bps and the 10 and 30year rates increased by 1 and 8 bps, 

respectively.  The 10year Treasury ended the quarter at 1.60%.  TIPS were a 

standout performer on an increase in inflation expectations.  Most spread 

segments outperformed nominal Treasuries.  In the investment grade corporate 

segment, new issuance was heavy but met with good demand leaving spreads 2 

basis points wider at 138 bps over comparable Treasuries and underperforming 

like Treasuries by only 2 bps.  Industrials outperformed utilities and financials.  

Speculative grade credit also saw heavy new issuance and good demand in 

addition to a rebound in energy credits adding to the sector’s gains for the year.  

High yield ended the month with a yield of 6.17% and an optionadjusted spread 

that was 10 bps tighter at 480 bps.        
  

Alternative Strategies 
 

� Eventdriven strategies, particularly distressed performed best as credit spreads 

tightened and positive resolutions were reached on some situations while merger 

arbitrage did less well as several deals encountered regulatory hurdles.  Long/short 

equity managers were able to add value in a market characterized by greater issue 

differentiation while global macro/CTA lagged on commodity and rate reversals. 


