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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.

Greater Fool Theory. With the first quarter drawing to a close, 
all’s well on the southern tip of Manhattan. The economy 
itself sputtered a bit over the winter months with industrial 
production, manufacturing, housing starts, durable goods 
orders, and retail sales among the metrics that disappointed 
observers, but market prices held up just fine nevertheless. 
Large-cap stocks look to finish the quarter near unchanged (we 
write this in late March), but smaller companies are up modestly 
year-to-date while many overseas stock markets are up quite 
a lot. Likewise, high-quality and speculative-grade bonds 
alike have generally posted solid results thus far, holding at 
extraordinarily low levels of yield.

Moving into the spring, conditions appear more favorable. The 
Fed is inching toward a gradual tightening of monetary policy in 
the U.S., but central banks in Europe, Japan, China and elsewhere 
are moving in the opposite direction and sending ample waves 
of liquidity to our shores in the process. Companies are hiring 
at a torrid pace, yet labor has not yet succeeded in extracting 
substantial wage gains, preserving meaty corporate profit 
margins for the time being. Falling energy prices, low debt service 
costs, rising net worth, and growing aggregate compensation 
combine to put ever more purchasing firepower in consumer 
pockets. And things are looking up overseas, also, as Europe and 
Japan show signs of faster growth in the quarter ahead. In that 
light, rising global consumer and investor confidence seems  
well placed.

On the radar screen

1. U.S. economic 
growth rates 
cooled in 1Q15. 
Corporate 
earnings, 
further 
weighed 
down by the 
strong dollar 
and damage 
to the energy 
sector are 
likely to be 
softer than 
has generally 
been the case 
over the past 
several years.

2. Last year’s 
winter 
slowdown was 
followed by 
accelerating 
spring 
activity. If 
that pattern 
repeats itself, 
we will find 
out once 
the March 
Purchasing 
Manager 
Indices are 
released at 
the end of 
the month.

3. Rates of 
household 
formation 
surged at the 
end of 2014, 
implying that 
the Millennial 
generation 
are finally 
finding their 
feet. We look 
to see if that 
trend persists 
into 2015.

4. Negotiations 
over Greece’s 
fiscal status 
remain 
fraught with 
tension, and 
could unravel. 
Capital 
markets 
outside of 
Greece itself 
remain 
surprisingly 
complacent 
thus far.

5. Upcoming 
quarterly 
earnings 
reports will 
help shed light 
on how well 
the energy 
sector is 
coping with 
significantly 
depressed 
crude and 
natural gas 
prices—which 
will impact 
market prices 
going forward.

6. A re-escalation 
of the Ukraine 
crisis may 
be coming 
as both sides 
have failed to 
remove heavy 
weaponry as 
required by 
the cease fire.
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Under the right circumstances, we believe all of the above should 
translate into solid returns on risk capital. But are these the right 
circumstances? We’re now six years into the current expansion, 
and stock prices have tripled, significantly outpacing earnings 
growth. They were cheap; they’re not now. Bond yields hover 
near historic lows in the U.S. and have plunged into negative 
territory in some parts of the world. There are now trillions of 
dollars of securities that trade with a negative yield, guaranteeing 
losses to their investors for years to come should they hold  
those securities to maturity. But maybe it’s not their plan to hold 
to maturity.

There is a school of thought that argues a rational investor should 
be willing to pay more for an asset than its intrinsic value if they 
have reason to believe they can sell it to someone else for a 
still higher price in the future. Perhaps that’s what’s happening 
today—investors are holding onto very expensive assets with 
the expectation that central banks and pension funds with long 
dated liabilities, whose motivations are quite different than our 
own, will remain buyers even as prices keep moving higher. That’s 
a process that can persist for quite a long time, but eventually 
someone is left holding the bag. So, it’s not a game we’re eager to 
play. We prefer to pay a fair price for an attractive asset we can sell 
at a profit to any investor rather than paying an inflated price for  
a security we hope we can pawn off on someone more foolish 
than ourselves.

Balancing economic strength against high valuations, we find 
ourselves hugging our benchmarks in terms of overall equity 
allocation. We generally prefer less expensive overseas markets 
to the U.S., and within the U.S. we lean toward smaller firms less 
exposed to the strong dollar than are the big multi-national firms.

As has been the case for as long as our memories can recall, we 
remain leery of long dated bonds, hoarding cash, and short-term 
instruments to a degree while we wait for markets to offer us 
better pricing. It’s a game of patience we are confident will be 
rewarded eventually.

The past several quarters have proven an extended lesson in 
humility for us. Interest rates have zigged where we thought they 
would zag, and we grow old waiting for a market correction we 
thought for sure was imminent. This is a constructive reminder 

to ourselves of how challenging tactical investing can be and re-
emphasizes the importance of:

•  Diversification. Distribute assets broadly but intelligently, and 
avoid aggressive, concentrated “bets” no matter how great 
your conviction.

•  Dollar cost averaging. Gradually build and remove positions 
over time—reinforcing a buy low, sell high discipline to generate 
potential profits.

•  Rebalancing. Intermittently trim winners and top off losers — 
another buy low, sell high discipline.

We engage in these strategies ourselves, and we urge our clients 
to do the same as individual shareholders.

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.
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.”
Eagle Strategies LLC is a registered investment Adviser and wholly owned 
subsidiary of New York Life Insurance Company.
MainStay Investments® is a registered service mark and name under which New 
York Life Investment Management LLC does business. MainStay Investments, 
an indirect subsidiary of New York Life Insurance Company, New York, NY 10010, 
provides investment advisory products and services.
Eagle Strategies LLC (Eagle) is an investment adviser registered with the 
Securities and Exchange Commission and is notice filed with 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 or brokerage services.
Securities distributed by NYLIFE Distributors LLC, 169 Lackawanna Avenue, 
Parsippany, NJ 07054, a wholly owned subsidiary of New York Life Insurance 
Company. NYLIFE Distributors LLC is a Member FINRA/SIPC.
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“When did Noah build the Ark, Gladys? 
Before the rain, before the rain.” 
       —Nathan Muir (Robert Redford), in Spygame


