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MESA: Monthly Market Flash August 2015
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Market Overview

 Most asset classes struggled in August, with global equity markets staging
their largest monthly decline since May 2012. Greece, which had been a focal
point for investors in June and July, became an afterthought as concerns
shifted to the prospect for slower global growth. For the first ten days of the
month market activity was heavily influenced by the over-analysis of each new
U.S. economic data release and whether the new information moved the U.S.
Federal Oversight Markets Committee closer to a rate hike in September. The
focus shifted somewhat on August 11th when the Chinese Central Bank
unexpectedly moved to devalue the Yuan, shocking markets with new
concerns over that market’s growth rate.

 Equity markets became much more volatile over the two weeks following the
Yuan devaluation, culminating in the Chinese market dropping 8.5% on August
24th, which spilled over to the U.S. market with a greater than 1,000 point fall
for the Dow Jones Industrial Average on the open, and a near 600 point
decline for the day.  Intervention by Chinese officials to stem their equity
market collapse did as much harm as good, as moves were viewed as
undesired market manipulation.

 Adding to investor anxiety was a collapsing oil price intra-month, which fell
below $38/barrel for the first time since the recessionary period of
2008/2009, before rebounding strongly at month-end to finish August with a
small gain.  The commodity’s long-term decline has put tremendous pressure
on energy-focused stocks and major oil exporting nations, especially those
within the emerging markets that have already seen massive outflows of
foreign investment capital due to extreme currency weakness.

 Given the heightened uncertainty with global growth and equity markets,
traditional safe-havens such as bonds and precious metals held up better in
August.  The Barclays Aggregate index lost just 14 bps as yields finished
marginally higher, while gold gained 3.4%. Bond segments viewed as less
sensitive to global economic conditions, such as ABS, MBS and Municipals,
outperformed. Credit segments were under pressure during the month, with
the Barclays high yield index suffering the largest loss within U.S. fixed income
down 1.7%. Spreads for both investment grade and high yield bonds widened
materially, with the latter hitting its highest spread since late 2012.
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MESA: Monthly Market Flash August 2015

Month Year to Date Month Year to Date
S&P 500 (6.03) (2.87) MSCI EM ($) (9.04) (12.84)

Russell 2000 (6.28) (2.97) MSCI EM Asia ($) (9.16) (11.23)

MSCI EAFE ($) (7.36) (0.20) MSCI EM EMEA ($) (7.24) (8.24)

MSCI Europe ($) (7.12) (0.56) MSCI EM Latin America ($) (10.52) (23.24)

MSCI UK ($) (7.43) (3.95) Source: eVestment Alliance, MSCI

MSCI Japan ($) (5.81) 7.52

MSCI Pacific ex Japan ($) (11.77) (12.27)
Source: eVestment Alliance, MSCI

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

Month Year to Date Month Year to Date

Barclays Aggregate (0.14) 0.45 Citigroup Non-U.S. WGBI Hedged (0.29) 0.18

Barclays Government 0.04 0.91 Citigroup Non-U.S. WGBI Unhedged 0.68 (4.90)

Barclays U.S. TIPS (0.76) (0.20) JP Morgan EMBI Global (1.08) 1.07

Barclays U.S. Inv. Grade Corp. (0.59) (0.83) Source: eVestment Alliance, Citigroup, JP Morgan

Barclays U.S. Mortgaged Backed 0.08 1.03

Barclays U.S. High Yield (1.74) 0.15

Credit Suisse Leveraged Loan (0.65) 2.30
Source: eVestment Alliance, Barclays, Credit Suisse
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Equity Markets

 Most equity markets suffered severe declines in August as mixed economic data
in the U.S. was overshadowed by slowing growth concerns for China.  The S&P
500 index lost 6.0%, driven lower by large losses in healthcare, consumer
discretionary and financial names. Earnings released during the period showed a
higher percentage of “revenue misses” (e.g. Disney, Wal-Mart) than has been
typical of late. Small cap growth names were the worst hit during the month,
while outperformance came from small cap value. Despite the sizable loss, the
U.S. was a relative winner in August as most non-U.S. developed and emerging
equity markets suffered larger declines.  The MSCI EAFE ($) index fell 7.4%, while
the emerging markets index was off 9.0%, the largest monthly decline since a May
2012 loss of 11.2%.

Fixed Income Markets

 While the yield on the 10-year Treasury ended the month only 2 bps higher than
where it started (2.20% vs. 2.18%), there was considerable movement intra-
month.  During the height of the equity market collapse, flight-to-quality flows
pushed the yield to a low of 1.98%, but views that we are getting closer to the
FOMC raising rates pushed yields back up late in the month.  Equity market
softness, and global growth concerns, put pressure on both investment grade and
high yield issues, with spreads widening by 9 bps and 31 bps, respectively.  Asset
backed and mortgage backed securities performed best during the month as they
are less impacted by turmoil outside the U.S.  Emerging market bonds were down
1.1% in dollar terms, while an index of emerging bonds priced in local currencies
fell by nearly 5%.

Liquid Alternative Strategies

 The HFN Hedge FOF Aggregate index fell 2.7% during the month, while the hedge
fund Aggregate index fell 1.9%. Event driven and equity long/short strategies
were pulled lower by negative equity markets and wider credit spreads.  Macro
strategies proved to be a good diversifier, falling just 0.50%, while market neutral
equity was the only strategy, aside from short-sellers, to post a gain in August.

 REITs, both in the U.S. and abroad, suffered declines similar to the broader equity
markets despite property fundamentals, especially in the U.S., that have been
reasonably robust.


