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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. If the Federal Open 
Market Committee 
(FOMC) decides to 
raise rates in mid-
September, it would 
signal an important 
inflection point in 
policy going 
forward. Any move 
is likely to be small, 
but it may impact 
market activity 
materially.

2. Chinese authorities 
have responded to 
economic weakness 
and equity market 
volatility through 
aggressive monetary 
and regulatory policy 
responses, with fiscal 
actions possibly soon 
to follow. Further 
instability may pose 
a risk to global asset 
markets, but the 
situation appears to 
be currently 
improving. 

3. U.S. equities and
credit markets have
experienced a bout
of volatility. Such
noise is unlikely to
have had any impact
on the real economy
in the short-term,
but should extreme
volatility persist or
asset prices decline
substantially
further, that may
adversely impact
business and
consumer activity.

4. The Federal budget
process is underway,
and while both
parties wish to avoid
a government
shutdown, there are
potential flashpoints
jeopardizing
negotiations, such as
the funding of
Planned Parenthood
—which is an issue
that may derail
discussions and add
to investor anxiety.

Where to place blame? In the event any among us failed to 
find our way to a theme park this summer, global equities 
provided a thrill ride to bring August to a close, ensuring 
none of us missed out. Of course, not everyone was 
amused. So just what triggered this breathtakingly sharp 
correction? That’s anyone’s guess. But the proximate 
event that seems the most frequently cited is weakness in 
China generally and the sudden willingness of Chinese 
authorities to allow their currency to devalue in particular. 
That strikes us as being an unlikely culprit, at least in 
isolation. The Chinese economy has been slowing for 
many quarters now as it gradually transforms from one 
driven primarily by state sponsored infrastructure 
investment to one fueled by individual consumption—with 
much excess capacity in heavy industry needing to be 
pared in the process. That’s not news, and it comes as a 
shock to nobody. Likewise, with the Yuan devaluation, 
allowing market forces to push the currency a few 
percentage points lower may have been unexpected, but it 
seems less than traumatic, especially when compared to 

the far more severe double digit slides in the value of the 
currencies of our more critical trade partners: Mexico, 
Canada, and the European Union. Exports to China account 
for less than one percent of U.S. Gross Domestic Product 
(GDP)—that a slowdown there and a softening of that 
currency should cause stock in U.S. companies to drop by 
more than 10% just doesn’t follow. 

“I'm astounded by people who want to 'know' the 

universe when it's hard enough to find your way 

around Chinatown.” 

— Woody Allen 

So what then did trip the market? We don’t know, and we’ll 
argue that there is no simple answer. Markets are complex 
systems that respond to an unknowable number of 
interacting variables. Certainly problems in China were a 
contributing factor. The steep decline in commodity prices 
likely played a part too, as did deteriorating sentiment and 
fears of an impending shift in monetary policy. But all in, it 
doesn’t really matter why the market fell. 
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This happens. Periodic declines are an inherent element of 
investing, and they are a sign of a healthy, properly 
functioning capitalist system. We’re left in a better place 
than we were a month ago. The economy is fine. People are 
finding jobs, buying homes and cars, and doing so on credit. 
Companies are selling ever more goods and services, 
growing their profits in the process. And, shares in those 
enterprises are now available at a discount to where they 
were a few weeks ago. This correction has opened up 
opportunities for us as investors. We may be in the minority, 
but we are finding the stock market rollercoaster thoroughly 
amusing, and we are absolutely enjoying the ride. 
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Mindful of elevated valuations and wary of an array of 
potential event risks including Greece, Ukraine, and 
plummeting crude oil prices, we trimmed our equity 
holdings to slightly below benchmark weights early in the 
year anticipating that a market correction might soon be in 
the offing. In varying degree, we remained neutral or 
underweight equities versus our benchmarks throughout 
the first half of the year, but prices generally held their 
ground despite unfavorable news flow. By July we were 
growing impatient with being patient in waiting for a 
correction that didn’t seem to be coming. We threw in the 
towel, but no sooner did we finally add to our positions in 
late July and early August than the long anticipated 
correction arrived.  We can’t help but to feel as though we 
are being toyed with from above. Frustrating as that has 
been, it’s nevertheless a welcome event. We have plenty of 
dry gunpowder, and as stock prices have fallen, we’ve been 
buying, and we will continue to do so should prices remain 
at these levels or lower for some period of time. 

For some number of years now we’ve been cautioning that 
rising wage pressures will yield a more generalized inflation 
and drive bond yields higher. And, for several years now 
we’ve been dead wrong on that front. Perhaps we’re just 
stubborn, but we see little reason to capitulate now. Labor 
markets are growing ever tighter across industries, 
geographies, age brackets, and education levels. As the 
number of idle workers dwindles, prospective employers will 
increasingly need to compete to attract talent. Labor’s 
leverage in negotiations is very much on the rise, increased 
compensation packages are inevitable, and therein lays the 
root of broader inflation—workers being paid ever more for 
doing the same job. It is widely expected that the Fed will 
engage in the first interest rate hike in over a decade 
sometime later this year, possibly as early as the mid-
September meeting. The event itself will be small in scale, but 
as an indication of a trend change, it is enormous in its 
implications. We remain resolute in our belief that higher 
yields lie in wait, and we maintain our shorter maturity, lower 
credit quality posture within our bond portfolios in defense. 
We’ve been painfully early in this call, but eventually it will be 
proven right. 

“Even the gods love jokes.” 

— Plato

“For, dear me, why abandon a belief merely because it ceases 
to be true? Cling to it long enough, and not a doubt, it will 
turn true again, for so it goes.” 

— Robert Frost, The Black Cottage.
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