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Market Overview 
 

� Economic statistics were mixed in December, painting an uncertain cloud over 

the health of the U.S. economy.  While the U.S. continues to add jobs, as 

witnessed by the 211,000 jobs added in November, and unemployment has 

fallen to 5%, other statistics paint a less rosy picture.  These include a weak 

November ISM (the weakest since mid2009), a Chicago PMI reading showing 

the largest contraction in 6 years, and existing home sales that were off 10.5%.   
 

� While equity markets continued to be influenced heavily by wild swings in oil 

prices, they were also pressured early in the month by the uncertainty 

regarding the Federal Reserve’s first change to policy rates since 2009.  Markets 

rallied following the Dec 16
th

 announcement from the Fed of a 25 basis point 

increase in policy rates, indicating that both job growth and inflation warranted 

the policy adjustment. Despite the equity markets’ 2
nd

 half recovery, global 

markets mostly finished with losses for the month.  These declines pushed small 

cap U.S. stocks and developed market foreign stocks into negative territory for 

the year.  Larger cap U.S. stocks, as measured by the S&P 500, finished the year 

with a 1.4% gain.  While 3
rd

 quarter GDP growth in the U.S. hit a 2% annual rate, 

strengthening of the dollar in 2015 (+9.4% on a trade weighted basis) is 

expected to eventually improve competiveness of foreignbased companies 

exporting into the U.S. market. .   
 

� Treasury yields moved higher early in the month in anticipation of the Fed’s 

rate adjustment, but yields drifted off the month’s highs as economic weakness 

brought into question the pace of future rate increases.  The 2 and 5year 

Treasury yields were up 12 and 11 bps, respectively, while the 10year yield was 

higher by just 6 bps.  This flattening of the yield curve, coupled with continued 

weakness in investment grade corporate credits, moved the Barclays Aggregate 

into negative territory for the month.  High yield continued to be challenged by 

ongoing concerns about oil price declines, while loans and emerging market 

debt were under similar pressure. The policy move in the U.S. highlights a 

growing disconnect with the rest of the developed world.  The UK kept rates 

steady at a December meeting, and is not currently expected to raise rates 

anytime soon, while Europe has been focused on additional easing measures to 

help boost lagging economic growth.  Similarly, Japan continues to hover in 

technical recession.   
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Month Year to Date Month Year to Date

S&P 500 (1.58) 1.41 MSCI EM ($) (2.23) (14.91)

Russell 2000 (5.02) (4.42) MSCI EM Asia ($) (0.67) (9.47)

MSCI EAFE ($) (1.35) (0.82) MSCI EM EMEA ($) (7.16) (20.06)

MSCI Europe ($) (2.57) (2.84) MSCI EM Latin America ($) (4.28) (31.05)

MSCI UK ($) (3.92) (7.55) Source: eVestment Alliance, MSCI

MSCI Japan ($) 0.32 9.57

MSCI Pacific ex Japan ($) 2.19 (8.47)

Source: eVestment Alliance, MSCI

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

Month Year to Date Month Year to Date

Barclays Aggregate (0.32) 0.57 Citigroup NonU.S. WGBI Hedged (0.28) 1.55

Barclays Government (0.17) 0.84 Citigroup NonU.S. WGBI Unhedged 1.46 (5.54)

Barclays U.S. TIPS (0.79) (1.43) JP Morgan EMBI Global (1.50) 1.23

Barclays U.S. Inv. Grade Corp. (0.78) (0.67) Source: eVestment Alliance, Citigroup, JP Morgan

Barclays U.S. Mortgaged Backed (0.03) 1.51

Barclays U.S. High Yield (2.52) (4.46)

Credit Suisse Leveraged Loan (0.95) (0.39)

Source: eVestment Alliance, Barclays, Credit Suisse

U.S. Fixed Income Returns (%) NonU.S. Fixed Income Returns (%)
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Equity Markets 
 

� The U.S. equity market remained volatile in December, with the S&P 500 losing 

3.8% the week before the Fed meeting; the largest weekly loss since August.  

While China concerns were the story in November, fluctuating economic data and 

collapsing oil prices were the primary motivators for early December selling.  

Markets recovered somewhat following the Fed’s rate hike, although smaller cap 

companies remained under greater pressure on valuation concerns.  For the year, 

sector returns were quite divergent, with Consumer Discretionary up 10.1% while 

Energy (21.1%) and Materials (8.4%) both lagged. Foreign developed markets 

represented by the MSCI EAFE index underperformed the U.S. market for the 

month and the year.  Europe had been buoyed early in the month on the view the 

ECB would continue to provide stimulus as needed.  On Dec 3
rd

, the ECB 

announced additional monetary easing, but not to the magnitude desired by 

investors, resulting in the rapid unwinding of a crowded short euro/long European 

equities trade.  Emerging markets (2.4%) continued to struggle in December, 

pushing the loss for the year to 14.9%, the worst annual decline since an 18.2% 

loss in 2011.  While China stole many of the year’s negative headlines, it was 

Brazil (41.2%) that contributed most significantly to the year’s loss.  
 

Fixed Income Markets 
 

� Interest rates drifted higher in December, with the U.S. 10Year Treasury yield 

rising 6 bps to 2.27%, and more dramatic increases occurring along the short end 

of the curve as the Fed increased the policy rate at their Dec. 16
th

 meeting.  As a 

result of the move higher in rates, and continued weaknesses in investment grade 

credits, the Barclays Aggregate lost 0.32% for the month, but managed to stay 

positive for the year (+0.57%). Falling oil prices continued to impact the high yield 

market, resulting in a decline of 2.5% for the index, pushing the full year loss to 

4.5%   
 

Liquid Alternative Strategies 
 

� Hedge fund strategies struggled in December, with weaker credit markets and 

lower equity markets creating headwinds.  Market neutral equity (+4.9%) was the 

best performer on the year, well ahead of the 0.8% gain for the broader HFN 

Hedge Fund Aggregate index.  Distressed finished the year down 5.4%, as 

deteriorating high yield markets posed a challenge to the strategy.   


