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

Mud season. That the U.S. economy lost some momentum over 
the winter months is generally undisputed, but most observers 
have been eager to attribute the slowdown to cold weather, 
heavy snowfall, and a dock workers’ strike that significantly 
curbed West Coast port activity. Confidence has been running 
high that spring will bring not only baseball and tulips, but also 
a surge in consumer spending. Well, baseball and tulips have 
indeed arrived, but thus far there is little indication that the 
bounce in economic activity is upon us. The Citigroup Economic 
Surprise Index hovers in deeply distressed territory, revealing 
that data releases persist in falling well short of consensus 
estimates. The March payroll number was weak, new home 
sales missed by a country mile, capital goods orders are moving 
backwards outside of the volatile transportation segment, 
consumer confidence slipped, and the new orders component 

of several regional  Fed surveys point to a general softness in 
manufacturing. It’s far too early to give up on the spring bounce 
theory, but if we don’t see stronger data soon then more than 
a few economists will need to sharpen their pencils and mark 
down their 2Q growth estimates. 

On the corporate earnings front, developments have been 
rather more encouraging. Responding to a collapse in energy 
pricing and a surge in the trade-weighted value of the dollar, 
industry analysts cut their earnings projections sharply. In 
the event, corporations were considerably more successful in 

On the radar screen

“The exact contrary of what is 
generally believed is often the truth.” 
               —Jean De La Bruyere

1. Wage inflation and 
its implications for 
interest rate policy 
hold our attention. 
Release of the 
Employment Cost 
Index on April 
30th and growth 
in average hourly 
earnings on May 
8th will be of 
particular note.

2. A spring rebound 
in domestic 
economic activity 
has been slow to 
materialize. We 
continue to look 
for signs of this 
much anticipated 
reacceleration. 
 
 
 

3. We’re in the busy 
season for the real 
estate market and 
news has been 
mixed. Prices and 
sales volumes for 
existing homes are 
up, but new home 
sales have been 
disappointing, 
home builder 
stocks are down, 
and lumber is in 
a bear market.

4. Greek finances 
remain in distress. 
It’s not Greece 
itself so much as 
knock-on effects 
in other peripheral 
European nations 
that keep us up at 
night. We watch 
yield on Italian 
government debt 
as a potential 
harbinger of 
a renewed 
debt crisis. 

5. Ukraine has 
fallen out of the 
headlines, but 
Putin’s Russia 
continues to 
engage in mildly 
belligerent/
provocative policy. 
Another spike in 
tension is possible 
at any time. 
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defending their profit stream than was anticipated, with a very 
heavy majority beating consensus estimates. But don’t get too 
excited – profits were still flat to down slightly for the quarter. 
Less bad than feared is far from good. And worryingly, revenue 
growth has missed expectations on average. For earnings to 
beat as revenues miss implies that profit margins are expanding 
further from already lofty levels. That cannot persist indefinitely. 
 Absent meaningful sales growth, it will become ever more 
difficult for companies to preserve earnings growth rates.

With the domestic economy still in low gear, growth abroad 
relatively subdued, valuations arguably a bit stretched, and  
an ever-present array of event risks still on our radar screens 
(Greek debt default and renewed Russian territorial aggression 
top our list of concerns currently), we’re inclined to maintain the 
generally conservative stance we adopted at the end of 2014.  
As a rule, we’re not averse to taking risk, but we don’t think now 
is a particularly good time to do so. We’ve been neutral to slightly 
underweight in our exposure to equities across our portfolios, 
preferring less expensive markets overseas to the U.S. Likewise, 
the decisive bias toward lower quality, higher yielding credits that 
were a staple of our portfolios for years has been gone for some 
time now. We sit on a small pile of cash and short term debt, still 
awaiting an opportunity to reenter the market on more favorable 
terms, and trust that our patience will be rewarded eventually.

“The main problem is the same in every country in Europe: 
getting things done.” — Jeroen Dijsselbloem. 

Developments in Europe are somewhat puzzling and have led 
to deep divisions of opinion within our group and across the  
asset management industry. As negotiations between Greece 
and its institutional creditors remain fraught with tension and 
wholly unproductive thus far, there is growing recognition that 
default and potential exit from the Euro is a distinct possibility. 
While the corresponding distress is readily evident in pricing of 
Greek assets, there is effectively no sign of contagion to other 
European markets. That contrasts quite sharply with prior 
episodes in which troubles in one market quickly infected those  
in neighboring countries.

Investors as a group have seemingly come to the conclusion that 
stress can be contained to the Greek market. Unlike Greece’s 
prior debt restructuring, most obligations are now in the hands 
of public institutions (the European Union, the International 
Monetary Fund, and the European Central Bank), so private 
investors would not be much impacted. Importantly, the 
European banking sector is much better capitalized than was  

the case before, stability mechanisms have been put in place,  
and the central bank is actively providing liquidity to debt markets 
on an enormous scale. Outside of Greece, economic indicators 
have hooked up broadly across the Eurozone in recent months, 
and many investors see very attractive opportunities.

But there is a small faction, of which this author is a constituent, 
which believes the market is underestimating the risks that the 
Greek crisis represents to the monetary union. If compromise is 
reached, which a majority seems to believe will be the case, then 
the terms are likely to undermine efforts across the Eurozone 
to introduce meaningful reform to labor practices and social 
spending. And should negotiators fail to reach compromise, then 
investors in bonds of other deeply indebted, slow growth nations 
like Italy and France might come to the conclusion that they bear 
more repayment risk than they previously appreciated and make 
a dash for the exit. Potentially, the greatest risk of all comes some 
years down the road when citizens of peripheral nations see a 
Greek economy thriving once freed of legacy debt and using a 
much depreciated Drachma as currency. Under such a scenario, 
there could well be a parade of nations exiting the monetary 
union, with creditors left holding the bag.
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