
While economic 
activity remains in 
stable condition, 
market volatility 
and stock market 
losses have dented 
consumer 
confidence. A 
rebound may 
present an “all 
clear” signal.
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On the radar screen
1.The next Federal Open

Market Committee rate 
decision comes in 
March. We can find no 
one who anticipates a 
hike, but the statement 
release and 
Chairwoman’s press 
conference that follows 
may shed some light on 
the degree to which the 
Committee’s 
expectations for the rate 
trajectory and those 
expressed in market 
securities are 
converging.

2. Core CPI has climbed 
above the Fed’s 2% 
target, headline 
inflation is moving 
noticeably higher, 
wage pressures are 
clearly escalating, and 
even the Personal 
Consumption 
Expenditures Deflator 
is approach-ing the 
2% mark. Bond 
markets have thus far 
remained quiescent, 
but that dynamic 
must be closely 
monitored in the 
quarters ahead.

3. 4.

Divergent paths. To date, 2016 has been unkind to 
most investors. Equity markets around the world 
have been witness to wild swings and remain well 
underwater vs. year-end marks. In some cases 
precipitously so—the Shanghai Composite, as but one 
example, has fallen more than 20%. Credit investors 
have likewise been bruised with spreads widening in 
January and then again further in February. The 
financial media pelts us with reports of industry 
luminaries including George Soros and Jeffrey 
Gundlach (a very small sample of a very large 
population) preaching imminent distress: China is in 
crisis, the shale revolution is dead, recession looms. 

“We tend to give fear too much authority 
in life.” — Tina Kelly

A prominent analyst at The Royal Bank of Scotland, 
Andrew Roberts, Head of European Economics, went 
so far as to advise clients to “sell (mostly) 
everything.” Fear reigns in capital markets.

Energy prices have 
bounced slightly off their 
lows, but remain 
depressed. Other 
industrial materials, 
however, have seen a 
more pronounced and 
sustained turn in recent 
months. Persistence of 
this trend would be an 
indicator that the 
commodity bust is 
coming to an end.

This leaves us feeling altogether perplexed, for there 
is nothing we see in actual economic data or 
corporate earnings reports that indicates such fear is 
justified. In fact, conditions are not only okay, but 
indeed seem to be improving in many respects. 
Fueled by a benign mix of steady employment gains, 
rising wages, inexpensive gasoline and heating fuels, 
rising home prices, and very low debt service costs, 
personal consumption continues to grow at a healthy 
rate. It’s hard to reconcile recession forecasts with 
robust household spending, given that the latter 
accounts for some two thirds of domestic production.  
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Of course, economic growth and earnings growth 
don’t always go hand in hand. Rising 
employment costs and difficulties in passing 
those costs on to consumers has led to some 
compression in profit margins. Shrinking margins 
and a challenging revenue growth environment 
are constraining earnings growth, but we suspect 
that too may be changing for several reasons. 
Firstly, sales growth is likely to pick up some as 
global economic growth slowly gathers speed, 
particularly in the U.S. Also, rising inflation 
readings (both Consumer Price Index (CPI) and 
Personal Consumption Expenditures (PCE) have 
hooked up noticeably) suggest that companies 
may be recovering some of the pricing power lost 
in the recent past. And lastly, faced with 
accelerating wage pressures and difficulties in 
finding qualified job candidates, businesses will 
be motivated to focus on improving the 
productivity of their existing workforce rather 
than simply adding additional headcount. 

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. 
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"Growth demands a surrender of security" 
— Gail Sheehy

There are other encouraging signs of a 
reacceleration of growth. The dollar’s persistent 
appreciation versus our primary trade partners has 
finally leveled off in recent weeks, lessening that 
headwind. And, while energy prices remain low 
and volatile, other raw industrial materials 
(zinc, aluminum, etc.) have enjoyed a more 
sustained bounce in recent months, suggesting 
that the commodity bust may finally be drawing to 
a close. That, together with a very strong durable 
goods report and revised inventory readings, 
suggests that the manufacturing slump may 
likewise be nearing an end. Gross Domestic 
Product growth for the fourth quarter was below 
trend, but it appears that we are enjoying a 
reacceleration here in the first quarter of 2016. 

Although still decidedly positive, company analysts have been 
steadily revising their earnings expectations lower for the year 
ahead. Just as we believe some market analysts have 
become unduly pessimistic, so too we think company analysts 
may be becoming more fearful than justified. It looks to us as 
though a crowd psychology effect may be at work. 

Given the choice between basing our investment decision-
making on hard fundamental data or on market psychology, 
we will invariably choose the former. As such, we continue to 
view both equities and credit favorably. The risk of investing 
in today’s markets is self-evident, and we think it unlikely that 
volatility will subside significantly in the months ahead, but 
we are inclined to believe that the recent panic has led to 
some very attractive pricing opportunities for those with a 
long term investment horizon. We’ve heard a few intrepid 
managers be quoted using phrases such as “these selloffs 
have created silly prices” (Dan Loeb, Third Point) and “quite 
possibly the trade of a decade” (Christopher Brightman, 
Research Affiliates). While not feeling quite so bold as those 
gentlemen, we share their sentiment to a degree. Within our 
portfolios we lean meaningfully into both equities and high-
yield bonds while staying as far away as possible from long 
maturity government bonds. It’s a risky posture, but one we 
believe will be well rewarded over the balance of the year.  

The Shanghai Composite Index tracks the biggest and most important public 
companies in China. The Consumer Price Index (CPI) displays monthly data on 
changes in the prices paid by urban consumers for a representative basket of 
goods and services. Personal consumption expenditures (PCE) are measures of 
price changes in consumer goods and services.  
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