
While falling oil prices 
are good from the 
perspective of a 
consumer, they have 
had a malign impact on 
securities markets over 
the past year with 
equity pricing becoming 
increasingly correlated 
to moves in crude. We 
look for pricing to 
stabilize as supply and 
demand gradually move 
back into alignment.
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On the radar screen
1.Spreads on

corporate bonds
have widened
considerably since
last summer vs.
Treasuries. This is a
sign of stress in
markets and a
concern for the
economy. Further
deterioration would
point to increasing
odds of a recession.

2. Job creation, cheap 
gas, rising home 
prices, and improving 
credit have helped 
support the 
consumer, but market 
volatility may dampen 
enthusiasm. Watch 
confidence and 
purchasing plan 
surveys.

3. 4.

Feeling blue, but why? The American Association of 
Individual Investors performs a weekly poll of 
members assessing their market expectations over a 
six month horizon. For the week ending January 14th, 
only 17.9% of those surveyed categorized themselves 
as “bulls,” the lowest such percentage in over a 
decade. Throughout the depths of the Great Recession 
and the darkest days of the European debt crisis, a 
greater number of respondents found reason to be 
hopeful than was the case in this past month. We find 
that enormously perplexing – and encouraging. 

“Passion, though a bad regulator, is a 
powerful spring.” — Ralph Waldo Emerson 

Throughout the stock rally of the past six years 
that has seen prices double for small-cap and 
large-cap indices alike, investors have remained 
persistently skeptical, now more so than ever. The 
current roster of concerns lists a “hard landing” in 
China (we’ve yet to determine just what qualifies 
as a hard landing), fallout from collapsing energy 
prices, a debt overhang and related concerns 
around bond market liquidity, tightening of 
monetary policy, and the impact of a strong dollar. 
While there is at least a kernel of truth to each of 
these, we’ve argued in prior commentary that 
many of these worries are being significantly 
exaggerated. Regardless, investors, as a group, 
have not liked what they see and they’ve taken 
stock and corporate bond pricing down sharply in 
response. 

Weighed down by a 
strong dollar, flagging 
capital expenditures 
within the energy 
complex, and an 
inventory correction, 
manufacturing activity 
has been very weak. The 
slowdown doesn’t yet 
threaten the broader 
economy, but 
stabilization is necessary. 
Monitor the Purchasing 
Manager Index and the 
Institute of Supply 
Management 
Manufacturing Index 
surveys. 
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Few corporate earnings reports were released 
prior to the Martin Luther King, Jr. holiday 
weekend. With that data now becoming 
available, and with profits exceeding expectations 
with the same consistency seen year after year, 
anxiety has dissipated some and the number of 
bulls walking in our midst has risen to more 
normal levels. Perhaps equity prices and high-
yield bond spreads are not far behind. 

Eagle Strategies LLC (Eagle) is an investment adviser registered with the 
Securities and Exchange Commission and is notice filed with the appropriate 
state securities authorities. Registration with the SEC does not imply a certain 
level of skill or training. Eagle is an indirect wholly owned subsidiary of New 
York Life Insurance Company. Eagle is not a broker-dealer or an insurance 
company and does not offer insurance products and services. 

Past performance is no guarantee of future results. All Investing involves 
risk, including possible loss of principal.

"The fault, dear Brutus, is not in our stars, but 
in ourselves." — William Shakespeare

Our reading of news flow and incoming data steers 
us in a different direction. The great American jobs 
machine continues to crank out new opportunities; 
signs of wage growth are ubiquitous; home prices are 
pushing steadily higher; debt servicing costs are at 
multi-decade lows even as consumer loans 
outstanding are growing; inexpensive gasoline, 
heating fuels, and imported goods leave a larger 
percent of the U.S. wallet available to discretionary 
spending; and confidence readings amongst both 
households and businesses are at normal levels, 
neither elevated nor depressed. These are all 
indications of a healthy and growing economy that 
will be supportive of corporate earnings. This outlook, 
together with the fact that the poor performance of 
corporate bonds and equities in recent months has 
produced better valuations, makes us keener on 
holding risky assets today, not less. And hence our 
confusion as to why a gloom and doom mentality is 
so prevalent. With the smell of fear in the air, we 
smell opportunity. 

We tend to buy funds that have demonstrated strong 
performance (despite the fact that their underlying holdings 
are now more expensive and the fund has become larger 
and less nimble) and sell those that have not (which 
presumably now offer a better valuation). The aggregate 
cost of this buy-high/sell-low bad behavior is staggering. 

For mutual funds, Morningstar publishes both time-
weighted performance (the return on an investment that 
was made at the beginning of the period and held 
throughout) and an estimate of actual investor-realized 
performance (the estimated return experience of the 
average investor, recognizing that the amount of money 
committed to the strategy varies over time). The latter 
almost invariably trails the former, reflecting the fact that 
investors tend to be incorrigible performance chasers – 
collectively. 

In times of market distress, such as that unfolding in early 
January, it’s natural to regret having exposure to risk assets 
and to want to seek safety before more damage to one’s 
portfolio is done. We urge our readers to push back against 
that instinct, as it may affect your long-term investment goals 
and objectives. Revisiting strategic allocations in the midst of 
panic rarely yields a productive outcome. Ride out the storm 
and reassess the suitability of your allocation strategy when 
conditions are calmer.   

For the truly intrepid that can afford to bear more risk during 
such times, adding to positions that have declined in value is 
often a successful strategy. Simply rebalancing to target 
allocations will have this affect in modest degree. That’s been 
our approach in 2016 thus far – simply forcing rebalancing in 
response to large market moves, which for the most part has 
entailed selling high-grade bonds and buying stocks on days 
the market has been down. We’ll do the same in reverse when 
we next see an extended rally. And, we believe this strategy 
will serve ourselves and our shareholders well, as it has in the 
past.  

The Purchasing Managers Index (PMI) is an indicator of the economic health of 
the manufacturing sector. The PMI index is based on five major indicators: new 
orders, inventory levels, production, supplier deliveries and the employment 
environment. The ISM Manufacturing Index is an index based on surveys of 
more than 300 manufacturing firms by the Institute of Supply Management. The 
ISM Manufacturing Index monitors employment, production inventories, new 
orders and supplier deliveries.

http://wordfaqs.mvps.org/Letterhead.htm
http://wordfaqs.mvps.org/HeaderFooter.htm%23_Clever_tricks_with_headers%20and%20foot



