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

On the radar screen

1. In securing bridge 
financing, Greece 
cleared a significant 
hurdle in July, but 
debt payments in 
late August now 
loom large. A third 
bailout must be 
negotiated before 
funds are available, 
and the probability 
of those talks 
failing high. 

2. Official data 
suggests that 
Chinese growth is 
fine. But private 
sector estimates are 
far less optimistic. 
A slowdown in the 
world’s second 
largest economy 
will have a global 
impact. And, 
persistent volatility 
in China’s equity 
market will likewise 
negatively affect 
capital markets 
elsewhere. 

3. With the September
Federal Open
Market Committee
meeting fast
approaching and
potential “lift-off”
from the zero
interest rate policy
in place for the past
6+ years near at
hand, incoming
data for personal
consumption, price
pressures, and labor
market activity take
on even more
importance than
usual.

4. It is hoped that
negotiations on the
Trans-Pacific
Partnership trade
agreement will
conclude at the
ministerial meeting
in late July.
Congress would
have 90 days to
approve the 12
nation accord.
Liberalization of
trade and
investment could
add many billions
to economic output
for the U.S. in
future years.

Running in place. Good news and bad news have arrived in 
well calibrated balance thus far in 2015. Signs of strength 
have not been difficult to find, particularly in the U.S. 
Prominent on that list are the continued gains in full time 
payrolls, improvement in bank lending, and a long expected 
jump in rates of household formation. But for each step 
forward there’s been an offsetting step backwards: wage 
gains have been paltry, small business and consumer 
confidence have soured of late, and retail sales have been 
uninspiring. 

Economic growth is slowing likely far more than official data 
acknowledges, and the equity market has become 
something of a circus in recent months. Here too, there is 
another side to the story. The government is intervening to 
restore growth and prop up markets in a way, and on a scale, 
that is only possible within a command and control society 
that has enormous rescue resources at its disposal (to get a 
sense for the magnitude of the projects being 
contemplated, we encourage readers to investigate the 
“One Belt, One Road” initiative). 

The same is generally true overseas. The Greek debt crisis 
persists in threatening economic, political, and social 
stability across Europe. Yet outside of Greece itself 
economic sentiment is improving, the central bank has 
flooded capital markets with liquidity, and the weak Euro 
has been a boon to exports. The situation is a little grimmer 
in China with knock-on effects visible in neighboring Asian 
nations. 

With positive and negative factors present in equal 
measure, U.S. financial markets have been trapped in 
neutral territory for several months now, exhibiting low 
levels of volatility and minimal price dispersion between 
asset classes. Absent are the bouts of anxiety that 
punctuated earlier years of this recovery, and that’s made 
for a very difficult environment for allocators, such as 
ourselves, to generate profits. We’re left to comfort 
ourselves in knowing that markets rarely stand still for long. 
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“Not everything that counts can be counted and not 

everything that can be counted counts.” 

— Albert Einstein 

U.S. stock prices will eventually move more decisively in one 
direction or the other, and our expectation is that it will be 
up. Our optimism is grounded in the encouraging trends we 
see in macro level data, but it extends beyond these metrics 
as we suspect that the economy might be stronger than the 
data implies. 
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Measurement problems in economic data abound. The 
debate has raged for years as to how best to estimate 
inflation given that the basket of goods and services 
consumers purchase, and the quality thereof, is constantly 
evolving. How do you measure the price change in a smart 
phone that didn’t exist even just a few years ago? These 
problems extend to estimates of worker productivity and 
overall economic activity. Few would argue that internet 
search engines have greatly enhanced user efficiency in 
both their personal and professional lives, but how do you 
attach a dollar value to those gains? Similarly, Microsoft has 
just released the Windows 10 operating system—where the 
end user cost is $0. And since there’s no charge to the end 
user, there is no impact on measures of economic activity. 
But does anyone doubt the importance of this release to 
Microsoft or the benefits that users will enjoy? 

We’ve found the go-nowhere environment of the past six 
months dull and yet oddly exhausting. The curse of living in 
interesting times is starting to sound very appealing. Long 
time believers in the equity bull market, we pulled back to 
neutral posture and then even went a little underweight 
stocks coming into 2015 on concerns that valuations had 
grown a little stretched and mindful of a multitude of extant 
geopolitical risks. 

“Any idiot can face a crisis—its day-to-day living 

that wears you out."

— Anton Chekhov 

These many months later, the valuation picture is a bit 
better and the market has demonstrated its resilience to all 
manner of shocks (perhaps a byproduct of outrageously 
loose monetary policy). That being so, we’ve recently added 
to our stock portfolio at the margins and anticipate 
continuing to do so as the year wears on. Should we be so 
fortunate as to see a substantial pullback sometime soon, 
expect to see us pile in more rapidly. Our view is that risk 
taking remains poorly compensated in most of bond land, 
although credit spreads below investment grade are more 
favorable than was the case earlier in the year. We may start 
to shift a little further down the quality spectrum should 
spreads continue to widen. As a rule, though, we don’t see a 
lot of value in fixed-income, and we’re eager to bias our 
portfolios more heavily towards equities. 

“Arguing about whether the glass is half full or half 

empty misses the point, which is this: the bartender 

cheated you.” 

— Unknown
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