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MESA: Monthly Market Flash February 2017
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Market Overview

 Investment gains were recognized across all major asset classes in February.
U.S. stock market indices hit new highs on solid corporate earnings and
economic data releases along with the expectation that expansionary fiscal
policy proposals out of the White House would propel economic growth.
Stronger economic growth was also seen out of Europe including signs that
inflation is picking up. Emerging market stocks rallied on positive news
coming out of its key developed market trading partners and benefit from
crude oil prices holding firm at higher levels.

 There was little in the way of central bank policy action in February. The
Federal Reserve left the target rate unchanged at its meeting early in the
month but hawkish remarks in speeches later on caused interest rates on the
short end of the yield curve to increase.  Rate volatility increased on
uncertainty over the impact of new government policies and the timing of rate
hikes.  In Europe, the ECB left policy rates unchanged with the Euro currency
weakening against the U.S. Dollar by 2% as political uncertainty amid key
country elections weighed on markets. Political uncertainty caused a flight-to-
quality trade into safe haven bond markets across the globe. The impact of
Brexit remains a lingering concern with no action taken by its central banking
authorities of late. The U.S. Dollar was stronger against most developed
market currencies, except the safe-haven Yen which held firm, while the
Greenback was weaker against many emerging market currencies.

 Across fixed income, the U.S. yield curve flattened with rates on the 2-year
increasing by 5 bps while rates farther out the curve declined by 6 bps.  Credit
spreads tightened on equity market strength, moderate new issuance and the
persistent search for yield while securitized sectors lagged.  Other income-
oriented segments such as REITS and utility stocks performed quite well in
February. Performance across commodity markets were mixed with industrial
and precious metal prices advancing while agricultural commodities and
energy were mixed.  Composite crude oil prices were up about 1% on the
month while natural gas prices were down more than 10%. Hedge fund
strategies put in respectable performance as risk assets advanced.
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Month Year to Date Month Year to Date
S&P 500 3.97 5.95 MSCI EM ($) 3.06 8.70

Russell 2000 1.93 2.33 MSCI EM Asia ($) 3.64 9.72

MSCI EAFE ($) 1.43 4.37 MSCI EM EMEA ($) 0.10 2.20

MSCI Europe ($) 1.19 3.29 MSCI EM Latin America ($) 3.57 11.45

MSCI UK ($) 2.00 3.32 Source: eVestment Alliance, MSCI

MSCI Japan ($) 1.12 4.88

MSCI Pacific ex Japan ($) 3.08 8.93
Source: eVestment Alliance, MSCI

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

Month Year to Date Month Year to Date

Bloomberg Barclays Aggregate 0.67 0.87 Citigroup Non-U.S. WGBI Hedged 1.08 (0.21)

Bloomberg Barclays Government 0.48 0.71 Citigroup Non-U.S. WGBI Unhedged 0.33 1.76

Bloomberg Barclays U.S. TIPS 0.47 1.31 JP Morgan EMBI Global 2.08 3.55

Bloomberg Barclays U.S. Inv. Grade Corp. 1.15 1.46 Source: eVestment Alliance, Citigroup, JP Morgan

Bloomberg Barclays U.S. Mort. Backed 0.48 0.45

Bloomberg Barclays U.S. High Yield 1.46 2.93

Credit Suisse Leveraged Loan 0.59 1.12
Source: eVestment Alliance, Bloomberg Barclays, Credit Suisse
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Equity Markets
 U.S. large cap stocks surged by nearly 4% in February as optimism over the new

administration’s proposal to reduce taxes and increase spending continued to
resonate with investors.  The employment report released early in the month was
notable with a better than expected 227,000 jobs added in January and an increase
in the labor force participation rate which resulted in a slight uptick in the
unemployment rate to 4.8%.  Corporate earnings results were also solid with little
in the way of negative news standing in the way of investor buying.  Across
industry sectors healthcare stocks did well as did consumer sectors, utilities and
financials.  Energy and telecom stocks lost ground.  Large cap stocks beat small
caps and growth beat value.  In Europe, stock performance was also respectable
despite election uncertainty.  Emerging markets stocks were a standout performer
beating non-U.S. developed markets by a wide margin. Countries in Asia and Latin
America (e.g., India, Brazil and Mexico) drove performance.

Fixed Income Markets
 Interest rate sensitive sectors posted positive returns on the month as the central

bank kept target rates unchanged.  The U.S. yield curve flattened as the yield on
the 2-year and 5-year Treasuries increased by 5 bps and 2 bps, respectively while
yields on the 10-year and 30-year Treasury securities each declined by 6 bps.  The
bellwether 10-year Treasury ended the month with a yield of 2.39%. Investors
continued to reach for yield resulting in outperformance across credit segments.
Lower quality issues outperformed higher quality. Within various regions,
emerging market debt was the relative performance standout as equity and
currency markets advanced and key issuers cut interest rates to spur growth.

Alternative Strategies

 Hedge fund strategies put in solid performance with those managers carrying
higher net long exposures in equities performing best.  Market neutral strategies
lagged.  Event-driven, credit-oriented and fixed income relative value strategies
were beneficiaries of advances across risk assets and increased rate volatility.  A
number of managers benefit from the continuation of the “Trump Trade” in
sectors that would benefit from de-regulation and increased fiscal stimulus.  Global
macro/CTA manager performance was mixed with fundamental strategies lagging
systematic futures-based strategies.


