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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 of MainStay Investments.

On the radar screen

 Employment conditions 
are arguably the single 
best metric by which 
to measure the health 
of the economy. New 
unemployment claims 
on a four week rolling 
average reached their 
lowest mark since early 
2007. Conditions are 
clearly quite good.

The Fed has signaled 
its intent to cease 
purchasing bonds this 
fall. With Quantitative 
Easing expansion 
coming to a close, 
focus on timing 
of rate hikes will 
intensify with possibly 
negative implications 
for the shorter end 
of the yield curve.

The trajectory of 
tensions surrounding 
Russian involvement 
in Ukraine is not 
encouraging. Stiffer 
sanctions would 
well result in higher 
energy prices globally 
and slower growth in 
Europe in particular.

With midterm elections 
approaching, the 
tone in Washington 
is likely to become 
still more combative. 
This may have some 
impact on market 
psychology and could 
well add to volatility.

1. 2. 3. 4.

Irreconcilable differences. These are the best of times for 
corporate America. Decent revenue growth coupled with 
improving margins fueled by cheap debt capital translates 
into very healthy profit gains, enabling a heavy majority 
of those firms which have reported second quarter 
earnings to easily top analyst expectations. Prospects for 
the upcoming quarter are equally promising, if not more 
so. Through late July, there is no evidence whatsoever 
of the summer slowdowns that have plagued the past 
several years with activity metrics instead painting 
a picture of solid growth: bank lending is ramping up 
sharply (outside of mortgage operations, anyway); retail 
sales and durable goods orders are ticking ever higher; 
regional surveys find strong new order volumes; hiring 
activity is booming; inflation remains very mild thus far; 
and, business optimism measures are at or near their 
highest levels in years. Home sales data continues to be 
surprisingly erratic (prices and builder confidence up, 
housing starts and sales volumes down), and data for the 

European economy also remains quite spotty, but those 
are among the few exceptions to the general rule that 
seems otherwise to prevail: the economy is strengthening, 
not just here in the U.S., but also amongst a range of 
developed (Japan) and developing (China) nations as well.

Historically, increasing economic activity, tightening labor 
markets, and rapid credit creation are associated with 
rising interest rates. Not so this time around. Sovereign 
yields remain at very low levels and are, if anything, 
trending lower. Geopolitical tensions, a reassessment 
of potential growth rates given demographic effects 
and technological changes, aggressive monetary 

“How did you go bankrupt?” “Two 
ways. Gradually, then suddenly.”

–Ernest Hemingway, The Sun Also Rises
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policy, and uncertainty as to the degree of remaining 
slack in labor markets are surely all contributing to the 
downward pressure on yields, but ultimately they must 
come to reflect underlying economic fundamentals. 
Bond market pricing reveals a level of skepticism in the 
strength of the economy that equity investors don’t 
seem to share. We struggle to make sense of these 
conflicting signals, but find ourselves persistently landing 
in the equity camp, pushed in that direction by the 
encouraging tenor of incoming high frequency data.

Eventually, we anticipate equity and bond market 
valuations to come into better alignment, and we are 
concerned that the process might entail a rather ugly 
adjustment within fixed income. Investors have poured 
a huge amount of money into bond funds over the past 
few years, especially into those that invest primarily 
in high-yield and bank loan instruments. That’s been 
true even as many of the big Wall Street banks have 
been forced via regulatory pressures to retreat from 
trading operations, implying that liquidity conditions 
are deteriorating. A gradual reversal of flows, like that 
seen in several speculative grade exchange traded funds 
(ETFs) over the past few weeks, doesn’t present a great 
threat, but if too many investors head for the exit at 
the same time then buyers for the bonds they wish to 
sell could be very hard to find. A strong economy that 
helps extend the rally in stocks, puts upward pressure 
on bond yields, and encourages investors to rotate 
out of the latter and into the former could, ironically, 
be exactly what sparks the next liquidity crisis.

“Economics is war pursued by other means.” 
—Raymond F. DeVoe Jr. Ukraine has historically fallen 
within the Russian orbit; a borderland shielding Moscow 
from invading Western armies. Vladimir Putin and his 
advisors may well consider it a strategic imperative that 
they maintain their influence in the region, and their 
involvement in the rebellion is not altogether surprising 
when viewed through that lens. The West resents Russian 
interference and is striking back through economic 
measures rather than military engagement, but thus far 
the movement to impose sanctions has been impeded 
by co-dependencies and the realization of the harm 
those sanctions would necessarily inflict on European 
economies. The tragic downing of Malaysian Airlines flight 
17 may have changed the calculus, however, and could lead 
to a more rapid escalation of sanctions. Assuming tensions 
don’t dissipate, and there is no reason to believe they will, 
measures aimed directly at Russia’s oil and gas industry 
are inevitable. Just what the impact on global energy 
prices might be is unclear, but they could very well be quite 

material. As European nations hunt for alternative sources 
of energy within already constrained markets, a significant 
move higher in pricing is absolutely possible. Such would 
weigh on growth globally, but the consequences for 
already enfeebled European markets would be particularly 
severe. We should all hope for a peaceful resolution to 
the conflict in Ukraine for many reasons, but we should 
also be prepared for the likelihood of further violence 
and the impact that will have on our portfolios.
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.

Duration is a measure of the sensitivity of the price (the value of 
principal) of a fixed-income investment to a change in interest rates. 
Duration is expressed as a number of years. Rising interest rates mean 
falling bond prices, while declining interest rates mean rising bond 
prices. Valuation is the process of determining the current worth of 
an asset or company. There are many techniques that can be used 
to determine value, some are subjective and others are objective.

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.”
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