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Market Overview

 Europe took the spotlight this month. Concerns over disinflation and
deteriorating growth took center stage as monetary authorities in Europe
worked to structure an effective response to reflate the struggling
economy.  In an effort to pre-empt what was viewed as policies that would
put further pressure on the Euro currency, the Swiss National Bank made a
surprise announcement that it would eliminate its currency cap versus the
Euro.  The announcement caused flight-to-quality flows and roiled markets
for a time before the focus shifted back to the size and structure of the ECB
asset purchase program, which was unveiled on January 22nd. The €1.1
trillion program, which is set to commence in March, calls for the purchase
of government and corporate debt of €60 billion per month through
September 2016.  The program’s size and scope appeared credible enough
to have an impact and provided support to markets late in the month.

 In the U.S., global growth concerns, currency volatility, a weaker start to
corporate earnings season and the continued decline in crude oil prices
caused a pullback in equities.  Interest rates declined and bonds rallied
strongly as global relative value buying and flight-to-quality flows persisted
throughout the month.

 Looking back on 2014, the U.S. made impressive economic advances with
the creation of 3 million jobs, ending the year with an unemployment rate
of 5.6%.  The advanced estimate of 4th quarter GDP came in at a reasonably
healthy 2.6%, driven by strong consumer spending, and following on the
heels of a 5% GDP reading for the 3rd quarter. U.S. equities, particularly
large caps, were the performance leaders last year given a backdrop of
steady economic growth, an accommodative Fed and strong corporate
earnings. Bonds benefited as inflation remained benign and liquidity was
abundant.  Interest rate sensitive segments such as real estate had a strong
year on steady economic growth, investor’s search for yield, and strong
property market fundamentals with no evidence of oversupply except in
the multi-family apartment segment. Commodities were the outlier on the
downside reflecting slowing global growth along with technology-driven
production advances and resultant oversupply in energy markets.
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Russell U.S. Equity Index Style and Capitalization Returns (%)

Growth Broad Value Growth Broad Value

Large Cap (1.53) (2.75) (4.00) Large Cap 13.06 13.25 13.46

Mid Cap (1.68) (1.56) (1.43) Mid Cap 11.92 13.23 14.75

Small Cap (2.28) (3.22) (4.16) Small Cap 5.62 4.89 4.22

Source: eVestment Alliance, Russell Indices Source: eVestment Alliance, Russell Indices
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Month 2014 Month 2014
MSCI EAFE ($) 0.49 (4.90) MSCI EM ($) 0.60 (2.19)

MSCI Europe ($) 0.00 (6.17) MSCI EM Asia ($) 2.40 5.29

MSCI UK ($) (1.01) (5.38) MSCI EM EMEA ($) 0.17 (15.18)

MSCI Japan ($) 2.34 (4.02) MSCI EM Latin America ($) (6.20) (12.29)

MSCI Pacific ex Japan ($) 0.02 (0.47) Source: eVestment Alliance, MSCI

Source: eVestment Alliance, MSCI

Non-U.S. Developed Market Returns (%) Emerging Market Returns (%)

Equity Markets

 News out of the U.S. continued to be positive with a strong payroll report, the
best consumer sentiment readings in more than 10 years, and solid housing
data.  In addition, Fed meeting minutes showed some concern over low levels
of inflation with later FOMC guidance suggesting that the Fed would continue
to be patient on rates.  Despite the favorable domestic backdrop and dovish
Fed comments, U.S. equities were dragged lower by global market forces.

 U.S. equity markets struggled amid global growth concerns, global central
bank policy uncertainty, oil price declines and a sloppy start to corporate
earnings season.  Weakness in commodity prices weighed on energy and some
related industrial stock segments while the strong dollar began to weigh on
the results and guidance from multi-national corporations. The year got off to
a rocky start with the S&P 500 index down 3% on the month.  All components
of the traditional equity style box lost ground with value-oriented stocks
lagging growth in both the large and small cap segments.

 Defensive industry segments such as utilities, healthcare, consumer staples
and telecom did best under the circumstances with the utilities and healthcare
industries posting positive returns on the month. REITS put in very strong
returns in January on a decline in rates and strong property fundamentals.

 Non-U.S. developed markets and emerging markets put in modest positive
returns overall.  European equities advanced but Euro currency weakness
dampened the positive effects for U.S. investors.  Japan was a standout in
developed markets.  The safe-haven Yen strengthened in a month marked by
significant currency volatility. Efforts to implement structural reforms and
better economic prospects for 2015 provided a boost to Japan’s markets.
Within the U.K., disappointing industrial production and construction data
along with disinflationary trends and dovish comments by monetary
authorities proved to be a drag with the Sterling selling off.  In emerging
markets, some relief from inflationary pressures caused countries like India to
cut rates driving stocks higher. Brazil was one of the few to hike rates to
combat stubborn inflationary pressures. Oil price declines weighed on the
stocks of commodity exporting countries in Latin America such as Mexico.
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Month 2014

Barclays Aggregate 2.10 5.95

Barclays Government 2.50 4.94

Barclays U.S. TIPS 3.15 3.64

Barclays U.S. Inv. Grade Corp. 3.03 7.46

Barclays U.S. Mortgaged Backed 0.85 6.06

Barclays U.S. High Yield 0.66 2.45

Credit Suisse Leveraged Loan 0.26 2.06

Source: eVestment Alliance, Barclays, Credit Suisse

Month 2014

Citigroup Non-U.S. WGBI Hedged 1.80 9.78

Citigroup Non-U.S. WGBI Unhedged (1.56) (2.67)

JP Morgan EMBI Global 0.34 5.52

Source: eVestment Alliance, Citigroup, JP Morgan

U.S. Fixed Income Returns (%)

Non-U.S. Fixed Income Returns (%)

Fixed Income Market

 During the month, interest rates declined sharply and the yield curve
flattened on global growth concerns, flight-to-quality flows and
accommodative central bank policy.  The yield on the 2-year Treasury
declined by 22 bps to 0.45% while the 10-year and 30-year Treasury
yields each declined by 53 bps to 1.64% and 2.22%, respectively.  Long
Treasuries were the best performing asset class on the month.  Treasury
Inflation Protected Securities (TIPS) also recognized a strong rally on the
month as real yields declined sharply and buyers snapped up relative
bargains on narrow breakeven spreads. Both the 5-year and 10-year TIPS
ended the month with negative real yields of -0.31% and -0.02%,
respectively.

 Corporate bonds provided strong absolute returns in January on a decline
in market rates but underperformed comparable duration Treasury
securities by 34 bps.  Yield spreads widened by 6 bps to 136 bps.
Mortgage backed securities (MBS) struggled on the month on an increase
in rate volatility and prepayment risk.  Also weighing on the market was
the Obama Administration’s announcement that there would be a 0.50%
cut in annual insurance premiums for FHA loans which would increase
refinance incentives for these types of mortgages.  Lingering concerns
over who would step up to buy any increase in new issuance in the
absence of the Fed’s asset purchase program also weighed on sentiment.
MBS pass-throughs underperformed like duration Treasuries by more
than 100 bps. In the speculative grade market, high yield put in positive
returns on a decline in market rates but recognized spread widening of
26 bps on stock market volatility and the strong rally in Treasuries.

 Interest rates declined across the globe with U.S. dollar strength creating
headwinds for U.S. investors on an unhedged basis.  Political concerns
over elections in Greece and a potential Greek exit from the Euro caused
investor angst for a time during the month.  Greek bond yields blew out
and bond yields in Europe’s periphery saw some volatility, but in general,
yields declined nearly across the board driven by market forces or rate
policy, including countries in emerging markets.
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Liquid Alternative Strategies

 Hedge fund strategies put in mixed performance on the month.  Global macro
and trend following strategies performed best on positions in currencies,
commodities and rates, all of which recognized strong moves during the
month.  Favored bets which drove solid returns included short positions in
energy and long positions in the U.S. dollar and fixed income.  Long/short
equity strategies were the laggards as the increase in net exposure coincided
with a sell-off in U.S. equities.  Market neutral strategies performed much
better than their higher beta counterparts.

 Relative value fixed income strategies performed well amid the strong move
in interest rates and continued flattening of yield curves.  Convertible
arbitrage strategies were laggards on a decline in equity markets and
challenges in the energy complex.  Within the event driven space, activist
strategies sold off amid the sell-off in equities while distressed managers also
had a tough month as equity and lower quality credit struggled on risk
aversion and flight-to-quality flows.  Energy related credits were also a drag
on the continued decline in oil prices. Merger arbitrage strategies were able
to add value as the number of merger and acquisition transactions continued
unabated going into the New Year.

 REITS had a very strong month on the heels of an exceptional year of
performance in 2014.  Fundamentals in the property market, particularly in
the U.S. continue to be strong with a decline in capitalization rates and
economic strength in both manufacturing and service businesses,
employment gains and strength in consumer spending. New commercial
property supply has been well controlled which is favorable for the market
with some concerns beginning to surface over the pace of new development
in apartments in fast growing metro areas cutting into occupancy gains and
rental growth rates in those markets. Commodity performance over the last
year was in direct contrast to private and public real estate performance.
Commodities were down 3.3% on the month after declining by 17% last year.
The broad energy complex was down 6.7% in January with crude oil down
9.8%.  Agriculture and industrial metals were also lower with precious metals
being the only bright spot amid Euro currency woes. Gold advanced by 8.0%.


