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

Thinning ice. February has seen a big jump in equity prices 
both at home and abroad. However, it is not particularly clear 
as to what the catalysts for such a move have been. Significant, 
if only transitory, headway was made toward defusing the 
fiscal crisis in Greece, so that surely contributed positively. 
Likewise, corporate earnings reports continued to roll in with 
most holding at decent if not spectacular levels of growth. 
That was better than many feared, us included. So, that too 
likely buttressed market pricing. Oil may have also helped 
as crude bounced off of January’s lows and flattened out 
around $50. Thus far, the energy patch has absorbed the blow 
well with no major bankruptcies in the headlines and layoffs 
relatively contained. Lastly, news on the employment front 
remains persistently spectacular as the economy continues to 
strengthen and workers from all walks of life are finding jobs.

With that as the starting point, perhaps we shouldn’t be surprised 
that stocks have rallied so strongly and Treasury bond yields have 
moved higher. But there is, of course, another perspective—risks 
remain. A thumb has been placed in the hole of the Greek dam, 
but the underlying problems are yet unresolved. In fact, structural 
reform across much of Southern Europe remains incomplete. We 
also can look to Ukraine where the conflict is still hot, and to the 
energy sector, where firms are still coming to terms with a new 
price environment. And, the first interest rate hike in a decade 
looms on the near horizon.

On the radar screen

1. Europe remains of 
particular interest. 
A temporary 
solution to the 
Greek fiscal 
situation has 
been found, but 
budget issues are 
far from resolved. 
Implementation 
of agreed upon 
reforms is the 
near term risk.

2. Simultaneously, 
the European 
Central Bank is set 
to embark upon 
an aggressive 
quantitative 
easing program.

3. And, the 
Ukrainian crisis 
continues to 
smolder with 
the potential to 
flare up again 
at any point.

4. Domestically, 
we keep a very 
close eye on 
wage inflation. 
Resolution of the 
port workers strike 
and a bellwether 
announcement 
on minimum 
wages from 
Walmart point 
to acceleration.

5. An uptick in 
household 
formations and 
solid results from 
home builders may 
portend a very 
strong spring home 
buying season.

“Nobody ever went broke taking 
profits.”

—Wall Street adage
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Beyond these specific issues, we wrestle with a lingering sense 
of general unease. Rising wages, a strong dollar, a fairly flat yield 
curve, falling commodity prices, and weak pricing power will all 
weigh on corporate profitability in the quarters ahead. Corporate 
management has been busy guiding profit expectations lower 
and analysts appear to be heeding their warnings as consensus 
estimates have fallen considerably for 2015. We entered the year 
with valuations mildly inflated, and rising prices in the face of 
declining earnings expectations further damages that valuation 
story, lessening the appeal of equities. There are enough things 
going right in the U.S. and global economy that we are reluctant 
to be underweight stocks, but we have little appetite for betting 
in the other direction at this point either. A benchmark weight is 
as aggressive a stance as we are comfortable taking at this time, 
and we prefer to allocate it to cheaper markets outside of the U.S.

Within fixed income, a combination of geopolitical risks, subdued 
rates of inflation, a glut of global savings, and central bank 
interference continue to suppress bond yields. As mentioned 
last month, we’ve lessened our bet on rising interest rates in 
response, but we still don’t view long-term, high-quality bonds 
as offering attractive returns given the risk they carry. Surveying 
the global capital markets, we find few cheap, compelling 
opportunities and so have accumulated more cash and short-
term debt than we normally like to carry. Little would make us 
happier than to see a mild bear market in both stocks and bonds 
that would restore more reasonable valuations and provide us 
an opportunity to invest on better terms. Hope may not be a 
strategy, but that doesn’t stop us from doing it – so here’s to 
hoping for a mild market correction.

“The highly abnormal is becoming uncomfortably normal.”  
— Claudio Borio.

 It’s an extraordinary world in which we live. In the span of just a 
few short years, “unconventional” monetary policy has become 
entirely de rigueur. The European Central Bank launches this 
month an enormous quantitative easing program. The criticism 
they’ve received thus far for doing so was not because they 
decided to embark on such a program, but rather because it has 
been so long in the coming.

In the history of money and banking, quantitative easing is new 
(the Bank of Japan adopted what is considered the first such 
policy in 2001) and negative deposit rates are new. These are 
experimental tools, and yet they have been deployed across 
the globe on a tremendous scale. All indications are that these 

new policy tools have been very effective to date, but they were 
mostly ushered in during a period of extreme financial stress. 
Conditions are much better today, and the suitability of such 
aggressive policy is ever less clear. The need to reverse course 
looms. We will soon see if policy makers are equally adept at 
removing such stimulus as they were in applying it. This being 
unexplored territory, it’s very difficult to anticipate just how this 
will play out. But the potential for significant disruption can’t be 
ignored. With the U.S. Federal Reserve preparing to lift rates off 
the zero bound, our anxiety grows.

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.
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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 
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lines than large-capitalization stocks.
Federal Funds Rate is the interest rate at which a depository institution lends 
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overnight. The Federal Open Market Committee (FOMC), which is the Federal 
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the federal funds rate through open market operations. Also known as the “fed 
funds rate.”
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