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Market & Economic Outlook
Eagle Strategies is pleased to present economic and market insights from 
the Portfolio Managers Strategic Asset Allocation and Solutions Division.

On the radar screen

1. Elections of a  
new parliament  
in Greece threaten 
to reignite the 
European debt 
crisis. Additionally, 
the gathering 
strength of non- 
mainstream parties 
in other peripheral 
European 
nations and even 
France points to 
significant political 
risk for some time 
yet to come.

2. The drop in crude 
prices has held 
for several weeks 
now. The longer it 
is sustained, the 
greater the benefit 
to consumers 
globally, providing 
a significant boost 
to global growth.

3. But a sustained 
period of subdued 
energy pricing 
also threatens 
instability in 
some nations and 
turmoil in some 
segments of the 
financial markets.

4. Fourth quarter 
earnings reports 
will come in 
most rapidly in 
late January and 
early February. 
On average, they 
should once again 
be quite good as 
final domestic 
consumption 
looks like it has 
been very strong.

5. The European 
Central Bank looks 
set to further ease 
monetary policy 
and may initiate a 
purchase program 
in sovereign debt. 
While capital 
markets are likely 
to receive any such 
news favorably, the 
actual economic 
efficacy will remain 
in question.

Earnings growth, but at what price? The revised reading on 
real Gross Domestic Product (GDP) for the third quarter came 
in at an annualized rate of 5.0% following the second quarter’s 
growth of 4.6%— making for the strongest six month period 
in over a decade. And all indications are that the economy 
is expanding at a healthy clip in the fourth quarter too. The 
American jobs machine is running full throttle as: payroll reports 
reveal steady growth in excess of 200,000 new jobs a month, 
spiking north of 300,000 in the most recent reading; new claims 
for unemployment insurance are at boom-time lows; and 
voluntary job turnover (also a sign of a healthy labor market)  
is at levels not seen since the Lehman bankruptcy in 2008.  
As more Americans find work, aggregate incomes are growing. 
And with that comes growth in consumer spending, which in 
turn drives corporate profitability higher. That being so, you 
might reasonably expect for us to remain enthusiastic about  

the prospects for equities in the year ahead particularly given 
that we have been such strident believers in this long-running 
bull market over the past six years. But you would be wrong—
we’re really not particularly optimistic at present.

We do indeed anticipate that corporate earnings will continue 
their march upward, but the price investors are willing to pay 
for those earnings (i.e. valuation) is hovering a bit above historic 
averages and will, we suspect, be subject to downward pressures 
as we move through 2015. We’ve argued the opposite previously, 
positing that growing confidence in the U.S. economy and a 
dearth of attractive alternatives will drive investors further into 
stocks, pushing price multiples higher in the process. While that 
is still a possibility, marketplace risks are growing, and we fear 
that investors may take flight as signs of trouble mount, moving 
valuations in the opposite direction.
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Topping our list of concerns is Europe, which we discuss below.  
In the event that the European debt crisis is rekindled in the 
months ahead, we are skeptical that the economic damage to  
the U.S. would be significant. But a psychological contagion within 
financial markets seems altogether possible. We’ve witnessed 
just that chain of events before. Also of concern are the effects of 
a sustained drop in oil prices. While the plummeting cost of fuel is 
on net an enormous positive to the global economy, the suppliers 
of that cheap fuel are experiencing trauma. The Russian economy 
is in genuine jeopardy of collapse, the reverberations from which 
would surely be felt in capital markets around the world. Also 
vulnerable is the U.S. high-yield bond market where pricing has 
reflected an assumption that default rates will remain universally 
low. Should low oil prices force a significant number of issuers 
in the energy sector into bankruptcy, which is probable if prices 
don’t bounce considerably from their current level, then investors 
may reconsider their positioning not just within the energy 
sector, but across the entire high yield spectrum.

So while we expect the U.S. economy broadly to fare well and 
companies to continue to grow profits smartly, we’re prepared for 
the possibility of rising volatility and falling valuations—curtailing 
potential gains on risky assets.

The double digit returns enjoyed by U.S. stocks in each of the past 
three years will be difficult to match in 2015. Likewise, interest 
rates are exceptionally low, implying very limited from bonds. 
Surveying the landscape, we see few investment options that are 
both reasonably stable and attractively valued. Low single digit 
returns may be the best we can reasonably hope for from a well 
balanced portfolio in the year ahead. And maybe not even that.

“Crisis takes a much longer time coming than you 
think, and then it happens much faster than you would 
have thought.” —Rudi Dornbusch, economist. 

History may be repeating itself. The rise three years ago in 
Greece of the anti-austerity party SYRIZA, aka “the Coalition 
of the Radical Left,” is closely associated with the nadir of the 
European debt crisis. And, it is the forthcoming Greek elections 
and SYRIZA’s role therein that may now be ushering in the next 
phase of that crisis. Having failed to install a new President,  
Greek Prime Minister Antonis Samaras has been forced to call 
new Parliamentary elections in late January that could see a 
SYRIZA-led coalition come to power, rejecting the terms of the 
bailout agreement now in place. Regardless of the outcome,  
the election cycle itself will generate a great deal of discussion, 
inside of Greece and out, as to the viability of the European 
Monetary Union and which states should or should not be 
members. Prepare for the rebirth of the term “Grexit” and  
to see its usage soar.

While conditions in several peripheral economies have indeed 
improved significantly in the past few years, most notably in 
Spain and Ireland, and while policy makers have introduced new 
tools to contain problems to individual states, conditions may 
nevertheless be ripe for a broad market riot in European assets. 
Debt levels and unemployment rates have climbed steadily in 
the Euro-bloc’s second and third largest economies, France and 
Italy, implying a reduced ability to withstand further shocks. At 
the same time, the social commitment to the European project 
is ebbing as the popularity of euro-skeptic political parties has 
surged, and the rift between the German-led northern states 
and those in the southern periphery, to which France now seems 
to be drifting, has only deepened. Extraordinary monetary policy 
can be credited with having tamed market volatility these past 
three years, but the limits of monetary tools are fast approaching. 
We suspect 2015 will be an eventful year for Europeans and for 
investors in European assets.

Past performance is no guarantee of future results. All investing involves risk, 
including possible loss of principal.
The information and opinions contained herein are for general information use 
only. MainStay Investments does not guarantee their accuracy or completeness, 
nor does MainStay Investments assume any liability for any loss that may result 
from the reliance by any person upon any such information or opinions. Such 
information and opinions are as of the date of this report, are subject to change 
without notice, and are not intended as an offer or solicitation with respect to 
the purchase or sales of any security or as personalized investment advice. There 
can be no guarantee that any projection, forecast, or opinion in this material 
will be realized.
Quantitative Easing is an unconventional monetary policy in which a central bank 
purchases government securities or other securities from the market in order to 
lower interest rates and increase the money supply. Sovereign Debt occurs when 
a national government issues bonds in a foreign currency in order to finance the 
issuing country’s growth. Valuation is the process of determining the current 
worth of an asset or company.
An asset backed security is a financial security backed by a loan, lease, or 
receivables against assets other than real estate and mortgage-backed 
securities. For investors, asset-backed securities are an alternative to investing in 
corporate debt.
Treasury securities are backed by the full faith and credit of the United States 
government as to payment of principal and interest if held to maturity. Interest 
income on these securities is exempt from state and local taxes. Stocks of small 
companies may be subject to higher price volatility, significantly lower trading 
volume, and greater spreads between bid and ask prices, than stocks of larger 
companies. Furthermore, small-cap companies may be more vulnerable to 
adverse business or market developments and may have more limited product 
lines than large-capitalization stocks.
Federal Funds Rate is the interest rate at which a depository institution lends 
funds maintained at the Federal Reserve to another depository institution 
overnight. The Federal Open Market Committee (FOMC), which is the Federal 
Reserve’s primary monetary policymaking body, telegraphs its desired target for 
the federal funds rate through open market operations. Also known as the “fed 
funds rate.”
The Job Opening and Labor Turnover Survey (JOLTS) produces data on job 
openings, hires, and separations. The National Federation of Independent 
Business (NFIB) surveys a random sample the NFIB members over periods of  
time and asks them about a range of issues concerning small business trends.
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