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MESA: Monthly Market Flash July 2017
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Market Overview
 While political tensions dominated headline news in July, highlighted by the

back-and-forth between North Korea and the U.S. following North Korean
missile testing and threats of a strike on Guam, it was solid economic conditions
and robust corporate earnings that won out globally and pushed equity markets
higher.  The U.S. remained solid economically with impressive payroll gains and
the release of 2nd quarter GDP showing an increase to 2.6% from the 1st

quarter’s revised 1.2% level.  This data helped market sentiment despite any
meaningful progress being made on the Trump administration’s plans for
healthcare and tax policy reforms. Europe also saw improvements to
employment levels, with recent job gains resulting in the lowest European
Union unemployment rate (9.1%) since 2009. The highlight for the month,
though, was corporate earnings on a global basis, which continued to be quite
strong on a year-over-year basis. These factors helped most equity markets
move higher in July, with foreign shares also boosted by a weak dollar
environment which saw the euro, yen and many emerging market currencies
stronger versus the dollar for the month.

 There were no changes to interest rate policies for the world’s major markets in
July, but comments from U.S. Federal Reserve chair Janet Yellen and ECB
President Mario Draghi proved impactful to investor sentiment.  In the U.S.,
Yellen suggested during her semi-annual testimony to Congress that future rate
policy would remain driven by economic conditions and data continuing to
trend toward, or achieve, desired levels, including inflation readings.  Her
comments were generally received as dovish given recent inflation numbers
have been trending lower and meaningfully shy of the targeted 2% rate.
Similarly, in Europe Draghi commented that while economic activity remained
robust and was trending in the desired direction, policy officials were not eager
to endanger this progress by moving too early to modify either current interest
rate policy or existing quantitative easing measures.  These comments provided
a backdrop that was supportive of equity market flows, produced little
movement in interest rates and led to marginally tighter credit spreads.

 The price of oil moved higher, helped by a number of factors including seasonal
gasoline demand, lower U.S. crude inventories and a push from Saudi Arabia to
further reduce their output levels.  This strength helped the Bloomberg
Commodity index to a gain in July, its first positive return since February.
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Month Year to Date Month Year to Date
S&P 500 2.06 11.60 MSCI EM ($) 5.96 25.49

Russell 2000 0.74 5.77 MSCI EM Asia ($) 5.67 30.29

MSCI EAFE ($) 2.88 17.07 MSCI EM EMEA ($) 5.91 11.12

MSCI Europe ($) 2.99 18.81 MSCI EM Latin America ($) 8.28 19.25

MSCI UK ($) 2.58 12.84 Source: eVestment Alliance, MSCI

MSCI Japan ($) 2.02 12.14

MSCI Pacific ex Japan ($) 4.30 18.35
Source: eVestment Alliance, MSCI

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

Month Year to Date Month Year to Date

Bloomberg Barclays Aggregate 0.43 2.72 Citigroup Non-U.S. WGBI Hedged 0.23 0.47

Bloomberg Barclays Government 0.17 2.02 Citigroup Non-U.S. WGBI Unhedged 2.75 8.82

Bloomberg Barclays U.S. TIPS 0.44 1.30 JP Morgan EMBI Global 0.66 6.91

Bloomberg Barclays U.S. Inv. Grade Corp. 0.73 4.57 Source: eVestment Alliance, Citigroup, JP Morgan

Bloomberg Barclays U.S. Mort. Backed 0.45 1.81

Bloomberg Barclays U.S. High Yield 1.11 6.10

Credit Suisse Leveraged Loan 0.78 2.77
Source: eVestment Alliance, Bloomberg Barclays, Credit Suisse
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Equity Markets
 Global equity markets were generally higher in July as a combination of decent

economic data and positive earnings releases provided strong support to investor
sentiment for equities. The S&P 500 index gained 2.06% for the month, the 9th

straight monthly gain.  Similar trends were seen in July that have been in place
most of the year, with large cap stocks outperforming small caps and growth
stocks outperforming value stocks.  Technology shares continued to post strong
gains, with July’s 4.3% advance adding to the year-to-date results (+22.3%).
Telecom and energy shares performed well in July, but remain the only two sectors
with losses over the year-to-date period. Healthcare, industrials and consumer
staples stocks lagged in the U.S., but all managed to produce a positive return,
while similar sector performance was seen overseas with only healthcare posting a
negative return within the MSCI EAFE index. Foreign equity markets were also
quite strong, driven by the same economic and corporate earnings trends.
Emerging markets outperformed as strong currency gains in several key markets,
including Brazil, enhanced returns when translated back to U.S. dollars.

Fixed Income Markets
 Treasury yields were modestly changed in July, with rates slightly higher at the very

short end (3-mo and 6-mo) and long end of the curve (30-year), but lower
elsewhere, including 1 bps lower on the 10-year at 2.30%. The Bloomberg Barclays
Aggregate index posted a gain of 0.43% on the month, with a strong showing from
investment grade corporate debt helping. Municipal issues also outperformed in
July, as new issuance was well below prior year levels.  The month’s positive
earnings releases and rebound in oil prices helped the high yield index outperform,
while demand for floating rate loans remained robust and helped the Credit Suisse
Leveraged Loan index to its 16th monthly gain out of the past 17 months.

Alternative Strategies
 The HFN Hedge Fund Aggregate index gained 107 bps in July, rebounding from

June’s decline of 11 bps. All hedge fund strategies, aside from dedicated short
selling, were up in July with the best gains coming from hedged equity, long/short
equity and event driven managers. As has been the case for much of the year,
macro-focused managers lagged other strategies on the month and remain in
negative territory for the year, while the managed futures index posted only its
second gain of the year and remains the year’s worst performing segment.


