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MESA: Monthly Market Flash September 2017
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Market Overview
 An unusually high level of natural disasters and elevated political tensions in

September were not enough to derail the long-term upward price trend in
developed equity markets.  Investors continued to push money into stock
markets globally, as economic conditions remained favorable while muted
inflation readings allowed monetary policymakers in the largest markets to hold
steady on rates at highly accommodative levels. Rhetoric between North Korea
and the U.S. continued to make headlines, as did a terrorist attack in a London
underground station, but these events did little to impede the current risk-on
trading mentality.

 Equity indices in the U.S. hit record highs during the period as investors
remained encouraged by the potential benefits from deregulation and policy
reforms that could provide support to the equity markets.  A renewed attempt
to address the Affordable Care Act was pursued early in the month, but focus in
Washington shifted more heavily toward revamping U.S. tax policy, a topic that
is generally viewed as easier to get through Congress. Non-U.S. developed
markets also enjoyed strong buying activity from investors given many of the
same supportive elements boosting the U.S. market: solid economic conditions,
low inflation and very accommodative monetary conditions. Economic growth
was particularly strong in Europe, where GDP estimates were revised higher
during the month. Sentiment continued to be strong following Angela Merkel’s
election as German Chancellor for a fourth term.  In Asia, Japan also saw
positives on the economic front, with attractive 2nd quarter GDP growth
followed up by robust export readings.

 There were no policy rate adjustments during September from the major
markets, with hints of future adjustments described as occurring at a slow and
gradual pace. Inflation readings were mostly below targeted levels, with a near
3% reading in the U.K. the only measurement indicating policy adjustments
could be needed sooner rather than later.  The U.S. Federal Reserve confirmed
plans to reduce the size of their balance sheet, while the now infamous dot-plot
of expectations shows one more rate increase likely in 2017.  While the U.S. 10-
year Treasury rate was little changed on the quarter, activity in September saw
the yield increase by 29 bps from an intra-month low of 2.04%. Interest rates
outside the U.S. also generally ticked higher, albeit on a more muted basis.
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MESA: Monthly Market Flash September 2017

Month Year to Date Month Year to Date
S&P 500 2.06 14.25 MSCI EM ($) (0.40) 27.78

Russell 2000 6.24 10.95 MSCI EM Asia ($) (0.01) 32.14

MSCI EAFE ($) 2.49 19.94 MSCI EM EMEA ($) (3.89) 11.48

MSCI Europe ($) 3.30 22.81 MSCI EM Latin America ($) 1.58 26.73

MSCI UK ($) 3.32 15.69 Source: eVestment Alliance, MSCI

MSCI Japan ($) 1.96 14.28

MSCI Pacific ex Japan ($) (0.87) 17.63
Source: eVestment Alliance, MSCI

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

Month Year to Date Month Year to Date

Bloomberg Barclays Aggregate (0.48) 3.14 Citigroup Non-U.S. WGBI Hedged (0.52) 0.93

Bloomberg Barclays Government (0.84) 2.24 Citigroup Non-U.S. WGBI Unhedged (1.38) 8.64

Bloomberg Barclays U.S. TIPS (0.64) 1.72 JP Morgan EMBI Global (0.01) 8.75

Bloomberg Barclays U.S. Inv. Grade Corp. (0.17) 5.21 Source: eVestment Alliance, Citigroup, JP Morgan

Bloomberg Barclays U.S. Mort. Backed (0.22) 2.33

Bloomberg Barclays U.S. High Yield 0.90 7.01

Credit Suisse Leveraged Loan 0.41 3.05
Source: eVestment Alliance, Bloomberg Barclays, Credit Suisse
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Equity Markets
 Developed equity markets were generally higher in September, while the emerging

equity market index was slightly lower on weakness out of the EMEA region.
Within the U.S. the S&P 500 index gained 2.06% for the month, running the
consecutive gain streak to 11 months.  Decent economic data, solid corporate
earnings and highly accommodative monetary policies have kept equities on the
uptrend, with gains for the S&P 500 in 18 of the past 19 months.  There was some
leadership rotation in September though, as value outperformed growth for just
the 2nd time this year as energy and financial stocks performed well.  Smaller cap
stocks also outperformed by a healthy margin, but remain well behind year to
date. The MSCI EAFE index outperformed the S&P 500 despite the headwind of
U.S. dollar strength versus the yen and euro during the month. Foreign developed
market returns were especially strong in Germany and France. Emerging markets
took a breather during the month, as weakness in South Africa and Turkey pulled
the overall index into negative territory; just the 2nd monthly decline in the past
16 months.

Fixed Income Markets
 Treasury yields were higher across the yield curve in September as solid economic

data, a slight increase in inflation readings and apparent progress toward U.S. tax
reform increased the demand for equities relative to risk-free bonds. The 10-year
Treasury yield rose to 2.33% from the prior month’s 2.12% level. The move higher
in yields put pressure on the Bloomberg Barclays Aggregate index (-0.48%) which
suffered its worst monthly loss since November 2016.  Offsetting the negative
impact from higher rates was the demand for higher yielding securities, which
helped credit spreads for investment grade and sub-investment grade bonds
tighten during the month. This demand resulted in positive returns for high yield
and bank loans.

Alternative Strategies
 Overall, hedge fund strategies posted another positive month with the HFN Hedge

Fund Aggregate index up 0.41%. Most strategies enjoyed gains, with equity centric
strategies such as long/short equity and hedged equity performing best.  The
broader event driven index was also a solid performer.  Notable exceptions
included CTA Managed Futures, Macro and Merger Arbitrage, with the first two
categories struggling on the month’s sharp reversals in U.S. interest rates and
commodity prices, especially within the energy segment.


