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MESA: Monthly Market Flash April 2016
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Market Overview

 The continuation of U.S. dollar weakness in April helped fuel a robust rebound
in commodity prices, especially oil which was up nearly 16% for the month.
This recovery in commodity prices heavily influenced other financial assets,
with energy- and material-related stocks, high yield bonds and bank loans
outperforming.  The Bloomberg Commodity Index was up 8.5% for the month,
by far the best performing asset class in April, but has only partially recouped
the 26.7% loss suffered in 2015.

 With the support of higher commodity prices, the energy and material sectors
led the gains in the U.S. equity market, while concerns about overall economic
growth and the impact on corporate spending pushed technology to the
bottom of the pack. Corporate earnings kept a lid on the market’s upside
during the period as well, as earnings showed the 4th straight quarterly
decline.  The S&P 500 ended the month with a 0.4% gain, while smaller cap
stocks logged better results. Economic data was mixed, with job-related
statistics continuing to post strong readings, as evidenced by a weekly job
claims number that was the lowest since the early 1970’s.  On the flip side,
stocks came under selling pressure late in the month after the release of 1st

quarter GDP surprised to the downside with a +0.5% reading.

 The U.S. Federal Reserve left policy rates unchanged at their April meeting,
which was widely anticipated.  This served to further support investor flows
into equities and other risk assets, such as high yield debt and bank loans.
Meanwhile, the ECB, the Bank of England and the Bank of Japan all held
steady on their respective interest rate policies.  U.S. rates moved marginally
higher, with an increase in the 10 Year Treasury to 1.83%, a rise of 6 bps.

 Foreign equity markets outperformed in U.S. dollar terms during the period,
thanks in large part to strong foreign currencies.  Europe was boosted by
stronger economic readings, although EU-zone inflation continues to flounder
in negative territory. The United Kingdom gained 3.5% as the pound
performed well despite uncertainty over the possibility of the country’s exit
from the European Union.  Japan, on the other hand, gained nearly 5% in
dollar terms, but was actually down in local terms as investors worried about
the impact a higher yen would have on the nation’s large exporters.
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Month Year to Date Month Year to Date
S&P 500 0.39 1.75 MSCI EM ($) 0.54 6.28

Russell 2000 1.57 0.03 MSCI EM Asia ($) (1.27) 0.68

MSCI EAFE ($) 2.90 (0.19) MSCI EM EMEA ($) 3.77 17.18

MSCI Europe ($) 2.44 (0.12) MSCI EM Latin America ($) 5.96 26.24

MSCI UK ($) 3.46 1.04 Source: eVestment Alliance, MSCI

MSCI Japan ($) 4.65 (2.18)

MSCI Pacific ex Japan ($) 2.06 3.90
Source: eVestment Alliance, MSCI

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

Month Year to Date Month Year to Date

Barclays Aggregate 0.38 3.43 Citigroup Non-U.S. WGBI Hedged (0.22) 3.93

Barclays Government (0.10) 3.02 Citigroup Non-U.S. WGBI Unhedged 1.91 11.18

Barclays U.S. TIPS 0.35 4.83 JP Morgan EMBI Global 1.91 7.23

Barclays U.S. Inv. Grade Corp. 1.37 5.39 Source: eVestment Alliance, Citigroup, JP Morgan

Barclays U.S. Mortgaged Backed 0.16 2.14

Barclays U.S. High Yield 3.92 7.40

Credit Suisse Leveraged Loan 1.90 3.25
Source: eVestment Alliance, Barclays, Credit Suisse
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Equity Markets
 Strength in oil prices kept investors buying equities during the first half of the

month, but concerns regarding corporate earnings put a dent in some segments of
the market.  Overall, the S&P 500 gained 0.39% for the month.  Value stocks led the
way with sectors like energy and materials performing well. The return differential
between the best sectors and the worst was roughly 15%. Small cap stocks
outperformed large cap stocks, with the Russell 2000 gaining 1.57% in April.
Foreign stocks also outperformed thanks to the weaker U.S. dollar.  The MSCI EAFE
Index gained 2.9%, while the MSCI Emerging Market index gained 0.54%. While
numerous emerging countries were driven higher by rebounding oil, such as Brazil
(+10.4%) and Russia (+7.8%), weakness from China (-0.2%) and Taiwan (-5.3%) kept
returns below the developed markets overall.  The IMF reported during the period
that they had lowered their overall growth expectation for the emerging markets to
4.1% from 4.3%

Fixed Income Markets

 Despite a small bump up in rates, the Barclays Aggregate index posted its 4th

straight monthly gain, up 0.38%.  Investment grade credit accounted for a large
portion of the month’s gain, up nearly 1.4%. Other high quality sectors such as
treasuries, mortgages and asset backed securities all lagged as the U.S. 10-Year
Treasury yield increased by 6 bps during the month. The Barclays municipals index
gained 0.7%, brushing off lingering issues with Puerto Rico’s debt. Dollar weakness
the past three months has helped unhedged foreign bonds outperform, with the
Citi WGBI Unhedged index up 1.9% for the month, and 11.2% year to date.

Alternative Strategies

 Similar to March, most hedge fund strategies posted gains in April.  The HFN Hedge
Fund Aggregate index was up 0.8% in April, with the best results generated by
distressed managers, with the index up over 2%, helping the broader Event Driven
category to a +1.6% return.  Convertible arbitrage was the only other strategy to
produce a gain in excess of 1%, and was a beneficiary of improved pricing on the
credit side. On the negative side, merger arbitrage was the month’s only losing
strategy, as spreads continued to widen as a number of sizable deals remain mired
in regulatory uncertainty. While equity long/short strategies were up for the
month, they remain solidly in negative territory for the year-to-date period.


