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The S&P 500 (12.0%) outperformed other major developed equity markets in USD terms in 2016, as 
investors hoped US president-elect Donald Trump’s pledge to slash taxes and boost infrastructure 
spending would translate into stronger economic growth. Positive returns for UK equities for pound-
based investors were wiped out in USD terms (-0.1%),* falling victim to the post-“Brexit” plunge in 
the pound. The rest of  Europe (-0.6%) also delivered lackluster results, as investors grew increasingly 
wary of  political and trade risks. Japanese equities (2.4%) eked out a positive return due to the rise in 
the yen, as in yen terms the market was slightly negative. Across developed markets, energy and 
materials led other sectors, with investors rotating into more cyclical assets late in 2016.

Emerging markets equities (11.6%) delivered their best result since 2012, even as investors grew 
increasingly cautious about the asset class in the last months of  the year. The late change in sentiment 
was linked to concerns about a stronger US dollar and anti-globalization rhetoric, concerns that hit 
Mexico (-9.0%) hard, particularly following the US election. However, through much of  the year, the 
asset class enjoyed a strong tailwind from healing commodity markets, which sent commodity 
exporters Brazil (66.7%) and Russia (55.9%) higher, in combination with strong currency moves. 

Bond markets witnessed sovereign yields across various jurisdictions plunge to historic lows mid-year, 
as central bankers pushed the limits of  monetary policy. Yields in most markets eventually moved 
back up, limiting returns of  ten-year Treasuries (0.9%) and the Citigroup World Government Bond 
Index (1.6%). As the year closed, stark interest rate differentials between the United States and the 
rest of  the world were apparent. Across fixed income markets, lower-rated credits outperformed, with 
the Bloomberg Barclays US High-Yield Composite Bond Index (17.1%) leading.

Summary Observations: Calendar Year 2016

| 1* All returns are total returns in USD terms unless otherwise noted. Equity returns represent MSCI indexes unless otherwise noted.



Natural resources equities (34.6%) led broad real assets categories, due in part to a substantial 
rebound in mining equities (56.7%) and crude oil prices (45.0%). The jump in crude oil prices to near 
$55 after hitting mid-$20 lows in early 2016 calmed fears of  bankruptcy for US energy companies, 
sending energy MLPs (18.3%) higher. In addition to oil’s rebound, significant moves in industrial 
metals, precious metals, and softs sent broad commodity futures (11.8%) into positive territory for 
the first time in five years. After solid returns through much of  the year, gains in US REITs (8.6%) 
and developed property securities (5.0%) slowed late in the year as interest rate expectations changed.

Preliminary data through December 31 from Hedge Fund Research, Inc., suggest event-driven hedge 
funds (10.2%) outperformed other main strategies, benefiting from strong returns in the distressed/ 
restructuring sub-strategy (13.4%). More broadly, the HFRI Fund Weighted Composite Index (5.6%) 
and the HFRI Equity Hedge (Total) Index (5.5%) delivered positive returns, on a preliminary basis. 

For the one-year period ending June 30, 2016, the Cambridge Associates LLC US Private Equity 
Index® and the Cambridge Associates LLC US Venture Capital Index® delivered horizon internal 
rates of  return (IRRs) of  3.0% and -1.4%, respectively. For the five-year period ending June 30, 2016, 
the same indexes posted horizon IRRs of  11.7% and 13.2%, respectively.

The multi-year strengthening in the US dollar (4.5%) continued in late 2016 after moving sideways for 
much of  the last two years. Among major currencies, the most pronounced move versus the US 
dollar involved the British pound (-16.2%), which hit multi-decade lows post-Brexit, and the 
Canadian dollar (3.6%). Among emerging markets, the average currency (0.2%) finished firm against 
the US dollar.

Summary Observations: Calendar Year 2016
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Commodity-linked investments benefited from favorable supply/demand changes

US equities and commodity-linked investments were top performers in 2016
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Global Asset Class Performance: Calendar Year 2016
Total Return (%) • USD Terms

 

Equities Fixed Income Real Assets Hedge Funds Currencies

Sources: Barclays, Bloomberg L.P., Citigroup Global Markets, FTSE International Limited, Hedge Fund Research, Inc., MSCI Inc., National Association of Real Estate 
Investment Trusts, Standard & Poor's, and Thomson Reuters Datastream. MSCI data provided "as is" without any express or implied warranties.
Notes: All returns are total returns in USD terms, except gold, for which returns are based on changes in the spot price. Asset classes represented by: MSCI World 
("Developed Markets"), S&P 500 ("US"), MSCI UK ("UK"), MSCI Europe ex UK ("Europe ex UK"), MSCI Japan ("Japan"), MSCI Emerging Markets ("Emerging Markets"), 
Datastream US Ten-Year Treasury Bond ("US Ten-Yr Treasury"), Citigroup World Government Bond ("World Govt Bonds"), Bloomberg Barclays US Corporate Investment 
Grade Bond Index ("US IG Corp Bonds"), Bloomberg Barclays US High-Yield Composite Bond ("US HY Bonds"), 80% Datastream World Oil & Gas and 20% Datastream 
World Mining ("NREs"), FTSE® NAREIT All Equity REITs ("US REITs"), Bloomberg Commodity TR ("Cmdty"), Gold Bullion Prices ("Gold"), HFRI Fund Weighted Composite 
("Hedge Funds"), and the Datastream US Dollar Index ("USD"). Total returns for MSCI developed markets indexes are net of dividend taxes. Total returns for MSCI emerging 
markets indexes are gross of dividend taxes. Hedge Fund Research data preliminary for the preceding five months.
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Brexit and US dollar gains challenged Europe’s equity performance

Relative to 2015, performance improved across most major equity benchmarks
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Global Equity Performance: CY 2016 vs CY 2015
Total Return (%) • USD Terms

 

Sources: MSCI Inc., Standard and Poor's,  and Thomson Reuters Datastream. MSCI data provided "as is" without any express or implied warranties.
Notes: Asset classes represented by the following: MSCI All Country World ("Global"), MSCI World ("Developed Markets"), MSCI EAFE ("Dev Mkts ex US"), S&P 500 ("US"), 
MSCI UK ("UK"), MSCI Europe ex UK ("Europe ex UK"), MSCI Japan ("Japan"), MSCI Emerging Markets ("Emerging Markets"), MSCI Emerging Markets Asia ("EM Asia"), 
MSCI Emerging Markets Europe, the Middle East and Africa ("EM EMEA"), MSCI Emerging Markets Latin America ("EM Latin America"), and MSCI Frontier Markets 
("Frontier Markets"). Total returns for MSCI developed markets indexes are net of dividend taxes. Total returns for MSCI emerging markets indexes are gross of dividend 
taxes. 
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US Treasuries and emerging markets, in contrast, have posted some of their worst five-year returns

Developed markets, particularly US equities, have had a strong five years
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Average Annual Compound Returns for Various Time Periods
Periods Ended December 31, 2016 • Total Return (%) • USD Terms

 

72nd of 107 periods 33rd of 37 periods

32nd of 112 periods 20th of 42 periods
 

67th of 114 periods 35th of 44 periods

54th of 116 periods 31st of 46 periods

42nd of 107 periods 17th of 19 periods

93rd of 112 periods 18th of 24 periods

48th of 114 periods 19th of 26 periods

87th of 116 periods 13th of 28 periods

Sources: Global Financial Data, Inc., MSCI Inc., Standard & Poor's, and Thomson Reuters Datastream. MSCI data provided "as is" without any express or implied warranties.
Notes: A ranking of first indicates the best performance among all periods. Total returns for MSCI World Index are net of dividend taxes. Total returns for MSCI Emerging Markets 
Index are gross of dividend taxes.
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The energy sector performed well in both periods thanks to the strong rebound in oil & gas prices

A sector rotation into cyclicals occurred in the second half of 2016
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MSCI World Index Returns by Sector
As of December 31, 2016 • Percent (%) • Local Currency

 

 

Sources: MSCI Inc. and Thomson Reuters Datastream. MSCI data provided "as is" without any express or implied warranties.
Note: Data represent total returns net of dividend taxes.
*Real Estate became its own sector as of September 1, 2016, and we have separated the real estate sector from financials for calendar year 2016 to estimate first half, 
second half, and calendar year total returns for the "Fin ex RE" and "Real Estate" sectors.
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The drops were among the worst on record and followed the Fed’s initial interest rate hike this cycle

Developed markets equity prices plunged in January
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Top Ten Worst Januarys for Developed Markets Equities
As of December 31, 2016 • Total Return (%) • Local Currency

 

 

Sources: FTSE International Limited, MSCI Inc., Standard & Poor's, Thomson Reuters Datastream, and Tokyo Stock Exchange Group, Inc. MSCI data provided "as is" 
without any express or implied warranties.
Note: Analysis of monthly data for the S&P 500, FTSE® All-Share, and MSCI Europe ex UK begins January 1970; for the Topix, January 1974. 
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Both the S&P 500 and FTSE® All-Share hit new all-time highs in December

Many indexes rebounded following the difficult January

| 8

Major Index Price Levels
January 1, 2015 – December 31, 2016

Note: Data are daily.

Sources: FTSE International Limited, MSCI Inc., Shanghai Stock Exchange, Standard & Poor's, Thomson Reuters Datastream, and Tokyo Stock Exchange Group, Inc. 
MSCI data provided "as is" without any express or implied warranties.

8/25/2015
1,868 1/20/2016

1,859

12/31/2016 
2,238

1,600

1,750

1,900

2,050

2,200

2,350

Jan-15 Jul-15 Jan-16 Jul-16

S&P 500
US Dollar

8/24/2015
3,246 1/20/2016

3,123

12/31/2016 
3,873

2,800

3,050

3,300

3,550

3,800

4,050

Jan-15 Jul-15 Jan-16 Jul-16

FTSE® All-Share
UK Sterling

8/24/2015
1,328 1/20/2016

1,263

12/31/2016 
1,469

1,000

1,150

1,300

1,450

1,600

1,750

Jan-15 Jul-15 Jan-16 Jul-16

MSCI Europe
Local Currency

8/25/2015
1,433

1/21/2016
1,301

12/31/2016 
1,518

1,100

1,250

1,400

1,550

1,700

1,850

Jan-15 Jul-15 Jan-16 Jul-16

TOPIX
Japanese Yen

8/26/2015
2,927

1/28/2016
2,656

12/31/2016 
3,103

2,000

2,750

3,500

4,250

5,000

5,750

Jan-15 Jul-15 Jan-16 Jul-16

Shanghai Composite
Chinese Yuan

8/24/2015
42,476 1/21/2016

39,766

12/31/2016 
47,650

35,000

39,000

43,000

47,000

51,000

55,000

Jan-15 Jul-15 Jan-16 Jul-16

MSCI Emerging Markets
Local Currency



Expectations for a 2017 rebound in earnings are high

Equities remained resilient despite lackluster earnings
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Equity Performance vs 2016 Year-End Earnings Estimates
December 31, 2014 – December 31, 2016 • Rebased to 100 on December 31, 2014 • USD Terms

 

 

Sources: I/B/E/S, MSCI Inc., and Thomson Reuters Datastream. MSCI data provided "as is" without any express or implied warranties.
Notes: All data are in USD terms. Index data reflect net total returns and all earnings estimates are I/B/E/S estimates for the year ended December 31, 2016. 
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Small-cap equity performance led over the last decade

Value equities outpaced other factors last year
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Factor Performance for Developed Markets Equities
2007–16 • Local Currency

5 Year 10 Year
2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 AACR AACR

14.1% -27.4% 40.2% 24.0% 6.9% 17.8% 35.3% 15.9% 7.4% 14.2% 14.6% 5.9%

13.4% -28.8% 28.8% 16.1% 4.5% 16.0% 31.7% 11.1% 6.1% 14.0% 12.9% 5.3%

10.2% -36.4% 27.5% 12.3% 3.9% 15.7% 29.0% 11.0% 5.3% 12.0% 12.7% 4.3%

4.7% -38.2% 25.7% 10.2% 3.7% 15.3% 28.9% 9.8% 5.2% 9.0% 12.5% 3.3%

1.7% -38.7% 24.6% 10.0% -5.5% 13.7% 28.7% 9.3% 2.4% 7.7% 12.4% 5.2%

1.0% -39.3% 22.6% 9.2% -5.5% 12.4% 27.6% 8.9% 2.1% 6.3% 12.3% 5.7%

-0.7% -39.7% 13.7% 7.7% -5.5% 10.9% 22.7% 8.5% 1.0% 4.4% 12.2% 7.7%

-4.1% -40.7% 11.4% 6.2% -9.0% 9.1% 22.1% 6.3% -1.9% 4.0% 10.9% 4.1%

18.2 13.3 28.7 17.7 16.0 8.7 13.1 9.6 9.3 10.2 3.8 4.4

Sources: MSCI Inc. and Thomson Reuters Datastream. MSCI data provided "as is" without any express or implied warranties.
Notes: Factors are based on the MSCI World Index. Total returns are net of dividend taxes.
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Outside the United States, valuations are reasonable, with emerging markets equities undervalued

Equity valuation multiples expanded in 2016
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Composite Normalized Price-Earnings Ratios by Region
As of December 31, 2016

 

 

% Change World US UK EMU Japan EM
to 50th %ile -11.6 -25.6 0.7 2.9 -3.4 26.4
to 25th %ile -34.9 -47.4 -19.9 -14.7 -16.2 11.6
to 10th %ile -49.7 -60.1 -46.3 -25.4 -27.7 -1.1

Sources: MSCI Inc. and Thomson Reuters Datastream. MSCI data provided "as is" without any express or implied warranties.
Notes: The composite normalized price-earnings (P/E) ratio is calculated by dividing the inflation-adjusted index price by the simple average of three normalized earnings metrics: 
ten-year average real earnings (i.e., Shiller earnings), trend-line earnings, and return on equity (ROE)–adjusted earnings. We used the post-2001 ROE-adjusted P/E for Japan.
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But bonds came under pressure in late 2016, as expectations for tighter US monetary policy increased

Most bond categories also had a better 2016 than 2015
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Global Bond Performance: CY 2016 vs CY 2015
Total Return (%) • USD Terms

 

 

Sources: Barclays, Bloomberg L.P., Citigroup Global Markets, J.P. Morgan Securities, Inc., and Thomson Reuters Datastream.
Notes: Asset classes represented by Bloomberg Barclays US Aggregate Bond Index ("US Agg Bonds"), Datastream US Ten-Year Treasury Index ("US Ten-Yr Treasury"), 
Bloomberg Barclays US Corporate Investment Grade Bond Index ("US IG Corp Bonds"), Bloomberg Barclays High Yield Composite Bond Index ("US HY Bonds"), Bloomberg 
Barclays US Municipal Bond Index ("US Muni Bonds"), Bloomberg Barclays Global Aggregate Bond Index ("Global Agg"), Citigroup World Government Bond Index ("World Govt 
Bonds"), Bloomberg Barclays Global Aggregate Corporate Bond Index ("Global Agg Corp"), Bloomberg Barclays Global High Yield Bond Index ("Global HY Bonds"), and J.P. 
Morgan GBI-EM Global Diversified Index ("EM Local Currency Debt").
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US Treasuries saw the curve shift upward dramatically in fourth quarter

Most bond yields ended the year lower than the start
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Global Bond Yields: CY 2016 vs CY 2015
Percent (%)

 

 

Sources: Barclays, Bloomberg L.P., Citigroup Global Markets, J.P. Morgan Securities, Inc., and Thomson Reuters Datastream.
Notes: Asset classes represented by Bloomberg Barclays US Aggregate Bond Index ("US Agg Bonds"), Datastream US Ten-Year Treasury Index ("US Ten-Yr Treasury"), 
Bloomberg Barclays US Corporate Investment Grade Bond Index ("US IG Corp Bonds"), Bloomberg Barclays High Yield Composite Bond Index ("US HY Bonds"), Bloomberg 
Barclays US Municipal Bond Index ("US Muni Bonds"), Bloomberg Barclays Global Aggregate Bond Index ("Global Agg"), Citigroup World Government Bond Index ("World Govt 
Bonds"), Bloomberg Barclays Global Aggregate Corporate Bond Index ("Global Agg Corp"), Bloomberg Barclays Global High Yield Bond Index ("Global HY Bonds"), and J.P. 
Morgan GBI-EM Global Diversified Index ("EM Local Currency Debt").
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The recovery led the US Treasury curve to steepen, resulting in a higher ten-year, two-year spread

Government bond yields recovered after several hit all-time lows

| 14

Ten-Year Government Bond Yields
December 31, 2014 – December 31, 2016 • Percent (%)

 

 

Ten-Year, Two-Year US Treasury Yield Spread
December 31, 2014 – December 31, 2016 • Percent (%)

Sources: Federal Reserve and Thomson Reuters Datastream.
Note: Data are daily.
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They benefited from reduced concerns about energy sector risks

Lower-rated credits outperformed
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CY 2016 Returns for US Corporate Bonds Option-Adjusted Spreads for US Corporate Bonds
As of December 31, 2016 • Total Return (%) December 31, 2015 – December 31, 2016 • Basis Points

 

 

Source: BofA Merrill Lynch.
Note: Option-adjusted spreads (OAS) graph uses daily data. 
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Fears of a significant spike in defaults did not materialize

High-yield bonds led major fixed income asset classes
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US High-Yield Rolling 12-Month Total Return
January 31, 1998 – December 31, 2016 • Percent (%)

 

 

US High-Yield Par Default Rates
January 31, 1998 – December 31, 2016 • Percent (%)

Note: US high-yield default rates are dollar-weighted.
Sources: Barclays, Bloomberg L.P., Moody's Investors Service, and Thomson Reuters Datastream.
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The jump in oil and industrial metal prices helped energy and mining equities outperform

Real assets rebounded strongly
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Real Asset Performance: CY 2016 vs CY 2015
Total Return (%) • USD Terms

 

Sources: Alerian, Barclays, Bloomberg L.P., EPRA, FTSE International Limited, National Association of Real Estate Investment Trusts, and Thomson Reuters Datastream. 
Notes: All returns are total returns in USD terms, except gold, for which returns are based on changes in the spot price. Asset classes represented by the following: 
Datastream Mining Index ("Mining"), 80% Datastream World Oil & Gas and 20% Datastream World Mining ("NREs"), Datastream Oil & Gas Index ("Energy"), Alerian MLP 
Index ("MLPs"), Bloomberg Commodity TR Index ("Cmdty"), Gold Bullion Prices ("Gold"), FTSE® NAREIT All Equity REITs ("US REITs"), FTSE® EPRA/NAREIT Developed 
REITs ("Dev REITs"), Bloomberg Barclays TIPS Index ("TIPS"), and MSCI World Infrastructure Index ("Infra").
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Reduced capital investment has helped several commodity markets lower excess supplies

Commodity prices increased following several years of decline
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Commodity Spot Performance: CY 2016
As of December 31, 2016 • Percent (%)

 

 

Source: Bloomberg L.P. 
Notes: Spot returns reflect changes in near-month contracts and rely on Bloomberg Indexes. The percentages in parentheses represent the Bloomberg Commodity Index 
2016 target weights. 
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Oil markets benefited from reductions in non-OPEC supply, primarily from US shale producers

Energy-linked investments rebounded along with oil prices
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Cumulative Wealth of Energy Indexes vs Crude Oil
December 31, 2015 – December 31, 2016 • Rebased to 100 on December 31, 2015

 

 

Sources: Alerian, Barclays, Bloomberg L.P., and Thomson Reuters Datastream.
Notes: All returns are total returns in USD terms, except oil, for which returns are based on changes in the spot price. Data are daily. Asset classes represented by the following: 
NYMEX crude oil near-month ("Oil"), Bloomberg Barclays HY Energy Index ("High-Yield Energy"), 80% Datastream World Oil & Gas and 20% Datastream World Mining ("Natural 
Resources Equities"), Alerian MLP Index ("Master Limited Partnerships"), and Bloomberg Commodity TR Index ("Commodities").
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Changing growth and interest rate expectations prompted the sell-off

Property securities generally lost ground in late 2016
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Performance of Property Securities by Country
As of December 31, 2016 • Percent (%) • Local Currency 

 

 

Sources: EPRA, FTSE International Limited, National Association of Real Estate Investment Trusts, and Thomson Reuters Datastream.
Notes: Indexes selected consist of the FTSE® EPRA/NAREIT Developed REIT Index and the top nine countries by average weight through 2016. The United States is 
represented by the FTSE® NAREIT All Equity REITs Index, all others represented by country subindexes. 
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The Fed’s interest rate hike and hawkish outlook in December contributed to the strengthening

The US dollar regained momentum in late 2016
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Exchange Rate Movements
December 31, 2009 - December 31, 2016

 

 

Sources: Federal Reserve and Thomson Reuters Datastream.
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The US dollar has strengthened against DM and EM currency baskets over the last several years

UK sterling weakened against the US dollar in the wake of Brexit
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Currency Performance vs the US Dollar: CY 2016 Cumulative Wealth for Various Currencies in USD Terms
Percent Change (%) December 31, 2009 – December 31, 2016 • Rebased to 100 on December 31, 2009

 

 

Sources: MSCI Inc. and Thomson Reuters Datastream. MSCI data provided "as is" without any express or implied warranties.
Notes: DM currencies is an equal-weighted basket of six currencies. EM currencies is an equal-weighted basket of 20 currencies.
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The gains were linked to strong performances in the distressed/restructuring sub-strategy

Event-driven hedge funds outperformed other main strategies
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Year-to-Date Hedge Fund Performance: HFRI Indexes
January 1, 2016 – December 31, 2016 • Total Return (%)

 

 

Source: Hedge Fund Research, Inc. 
Note: Hedge Fund Research data are preliminary for the preceding five months.
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Last fiscal year, private real estate lagged its public equivalent but outperformed other private strategies

Private investments have performed well over long time horizons
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Performance of Select Cambridge Associates Private Investment Indexes vs Public Equivalents
As of June 30, 2016 • Percent (%)

 

CA US Real Estate
FTSE® NAREIT All Equity REITs mPME

CA US Private Equity
Russell 3000 ®  mPME

CA US Venture Capital
Russell 3000 ®  mPME

CA US Real Estate
FTSE® NAREIT All Equity REITs mPME

CA US Private Equity
Russell 3000 ®  mPME

CA US Venture Capital
Russell 3000 ®  mPME

Sources: Cambridge Associates LLC, Frank Russell Company, FTSE International Limited, National Association of Real Estate Investment Trusts, and Thomson Reuters 
Datastream.
Notes: Private indexes are pooled horizon IRRs, net of fees, expenses, and carried interest. The CA Modified Public Market Equivalent (mPME) replicates private investment 
performance under public market conditions. The public index’s shares are purchased and sold according to the private fund cash flow schedule, with distributions calculated in 
the same proportion as the private fund, and mPME net asset value is a function of mPME cash flows and public index returns.
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The subdued volatility level followed years of highly accommodative monetary policies

US equity and Treasury volatility remained low in 2016
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Implied Volatility of US Equity and Bond Markets 

 

Notes: The Chicago Board Options Exchange Volatility Index (VIX) measures the implied volatility of near-term S&P 500 Index options. The Merrill Lynch Option Volatility 
Estimates (MOVE) Index is a yield curve–weighted index of the normalized implied volatility on one-month Treasury options. It is the weighted average of volatilities on the 
two-, five-, ten-, and 30-year Treasury contracts. Data are daily.

CBOE VIX
January 1, 2001 – December 31, 2016 • Index Level

March 31, 2009 – December 31, 2016 • Index Level
MOVE

Sources: Bloomberg L.P., BofA Merrill Lynch, Chicago Board Options Exchange, and Thomson Reuters Datastream.
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