
As the Fed gradually 
lifts overnight lending 
rates and moves 
toward shrinking its 
balance sheet, the 
European Central Bank 
(ECB) is signaling an 
end to quantitative 
easing in the quarters 
ahead. Support for 
economic activity is 
shifting away from 
monetary policy. We 
anticipate that 
regulatory and fiscal 
measures will fill the 
void.  
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On the radar screen 
1. 2. Republicans have 

made little progress 
in advancing their 
agenda to date, but 
with midterm 
elections looming on 
the horizon, we 
expect policy 
developments to 
come more rapidly. 
Tax cuts/reform 
within the next year 
still look very much 
within reach, and we 
expect the “Trump 
bump” to reappear 
as signs of progress 
emerge.  
  

3. 4. 

“ You can’t buy what is popular and do well . ”  
— Warren Buffet 
 
House flipping in an already gentrified 
neighborhood. What a long way we have come in 
the last eight years. The U.S. economy is almost 
half the size it was again, corporate profits have 
roughly doubled, and stock prices have nearly 
tripled. But for all the progress that has been made, 
we suspect there is still some distance yet to go. 
We’re not blind to factors that suggest the end of 
the expansion may be approaching (flattening of the 
yield curve, slowing payroll growth, rising 
delinquencies for household debt), but we believe 
them to be outweighed by indicators pointing to 
continued steady growth (subdued inflation 
expectations, low absolute interest rates, high 
confidence readings). What’s different now versus 
the past eight years is that while growth will persist 
for awhile longer, equity upside is much more 
limited.  

As has been widely observed, 
volatility levels have been 
unusually low. We’ve heard a 
variety of credible and 
generally benign explanations, 
but nevertheless find this a 
mildly troubling state of affairs.  

Corporate profitability 
must necessarily 
command our attention, 
and July brings a 
barrage of second 
quarter earnings reports. 
With revenue gains 
stable and management 
mostly successful in their 
defense of margins, we 
anticipate another solid 
set of data 
providing critical support 
for equity pricing. 
 

 Amidst the economic carnage of the Great Recession, 
investors abandoned equities and credit instruments in 
droves, driving down valuations and creating some terrific 
bargains for the intrepid among us. Through the recovery 
and expansion that followed, investor dollars have 
returned and valuations have risen. Today, we see pricing 
on both equity and corporate debt instruments as falling 
moderately toward the rich end of the spectrum, likely 
capping returns as we move forward as multiple expansion 
will no longer provide the tailwind it has. 
 
 While recognizing that we are late in the business cycle 
and that markets are a bit expensive, we nevertheless 
maintain a moderate “risk-on” posture as we believe a 
recession and accompanying end to the bull market are 
still several quarters away. We lean into equities, but do 
so by favoring foreign markets where the economic 
expansion is less advanced and where stocks trade at a 
discount to those in the U.S. At home, small-cap stocks 
look attractive as they continue to post robust earnings 
gains and are poised to benefit incrementally from any tax 
or regulatory relief Republicans ultimately manage to 
muster.  
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personalized investment advice. There can be no guarantee that any 
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Investments, an indirect subsidiary of New York Life Insurance Company,  
New York, NY 10010, provides investment advisory products and services. 

Past performance is no guarantee of future results. 
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New York Life Insurance Company and an SEC-registered investment 
adviser. Registration with the SEC does not imply a certain level of skill 
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About Risk: All investments are subject to market risk, including 
possible loss of principal. Stocks and bonds can decline due to 
adverse issuer, market, regulatory, or economic developments. 
Foreign securities can be subject to greater risks than U.S. 
investments, including currency fluctuations, less liquid trading 
markets, greater price volatility, political and economic instability, less 
publicly available information, and changes in tax or currency laws or 
monetary policy. These risks are likely to be greater for emerging 
markets than in developed markets. A bond’s prices are inversely 
affected by interest rates. The price will go up when interest rates fall 
and go down as interest rates rise. Bonds are subject to credit risk and 
interest rate risk. Diversification cannot assure a profit or protect 
against loss in a declining market. Active investing is an investment 
strategy involving ongoing buying and 
selling actions by the investor. Active investors purchase investments 
and continuously monitor their activity in order to exploit profitable 
conditions. Active management typically charges higher fees. Passive 
investing is an investment strategy that aims to maximize returns over 
the long run by keeping buying and selling to a minimum. The idea is to 
avoid fees and the drag on performance that frequent trading can 
potentially cause. 

On the fixed income front, our semi-permanent 
posture toward interest rate risk remains: we simply 
don’t feel as though investors are sufficiently well 
rewarded for taking on duration in this low yield 
environment given the risk involved. So, we tilt 
toward shorter maturity instruments and pick up just 
a little bit of credit risk where the tradeoff looks more 
favorable.  

”The most effective way to do it, is to do it.” – 
Amelia Earhart. The Republican agenda has been 
mired for some time now in a contentious debate 
over restructuring of the healthcare system. We are 
skeptical that will long remain the case. Passing even 
a piece of significant legislation central to the Party’s 
agenda is becoming a matter of existential necessity. 
A failure to do so implies near certain defeat in 
midterm elections. Whether or not they are successful 
in passing a bill to repeal and replace Obamacare, 
Congressional leadership can be expected to refocus 
attention on other planks in their platform by 
summer’s end. Funding the government and raising 
the debt ceiling will command time and energy in the 
early fall before tax reform comes back into the 
limelight. Although passage in 2017 looks highly 
unlikely, efforts to lower tax rates are nonetheless 
likely to provide a tailwind to equities through the 
back half of the year as negotiations proceed publicly 
and the potential boost to 2018 earnings becomes 
more visible.  

Lower revenues, higher profits? Responding to 
persistent supply/demand imbalances, crude oil prices 
have fallen sharply in 2017, and stock prices for firms 
active in the energy sector have followed them down. 
Prospects are perhaps not nearly so bleak as reflected 
in markets at the moment. The state of the industry is 
much healthier now than was the case when oil prices 
plunged two or three years ago. These companies 
were previously exposed to over-levered balance 
sheets, high distribution expectations, and external 
funding challenges. This time around, with many of 
the weaker players having already been culled, 
balance sheets are more robust, distributions have 
already been curtailed, and capital has already been 
raised for the current slate of projects. Further, with 
the crude oil futures curve now in contango (meaning 
that oil prices for future delivery are higher than in the 
current cash market), E&P (Exploration & Production) 
companies are able to hedge future production at 
better price levels.  
 
 
 
 
 

Perhaps most importantly, technological advances continue 
to drive down tight energy extraction costs, resulting in 
ever lower breakeven prices for shale producers.  

Hydraulic fracturing (“fracking”) and related technologies 
have turned the energy industry on its head. U.S. producers 
have cemented their role in the vanguard of this revolution 
and are poised to become the world’s largest producer over 
the next few years (currently number three, a short distance 
behind Russia and Saudi Arabia). We believe that even with 
oil trapped in the $40-$50 range, the current drawdown may 
present an interesting opportunity to investors who are 
willing to stomach short-term volatility. Should oil rebound 
and stabilize at a $50+ level, which we think is likely as high 
cost producers are gradually driven out of the business and 
global inventories rebalance, the energy sector would have 
attractive upside potential.  
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