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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

1. Corporate earnings 
are always top of mind 
heading into quarterly 
reporting season. We 
again look for strong 
results that will this 
time help push equity 
pricing higher going 
into year end.

2. Economies within 
the European Union 
continue to struggle. 
The European Central 
Bank has embarked 
on more aggressive 
monetary policy, 
but to be successful 
these actions must be 
accompanied by labor 
and product market 
reforms within the 
individual member 
countries. Watch for 
activity (or the absence 
thereof) on that front.

3. Data on the housing 
market continues to 
be erratic. Builder 
confidence and new 
homes sales readings 
have been strong, but 
mortgage applications 
are extremely subdued. 
We are looking for 
a clear break in one 
direction or the other 
with significant 
implications for broader 
economic growth.

4. Inflation remains 
dormant, at home and 
especially abroad. Comb 
incoming data for signs 
of change as indications 
of a rise or fall in 
inflation expectations 
will have a major effect 
on investor sentiment 
and potentially 
market direction.

“The value of a business is the cash it’s going to produce 
in the future.” — Warren Buffett. The financial media 
can be trusted to report on each and every event around 
the world, regardless of how tenuous the connection 
to financial markets may actually be. They certainly 
didn’t disappoint in September. Headlines on everything 
from the Scottish independence referendum to military 
action against the Islamic State, and from central bank 
pronouncements to domestic violence within the NFL 
scrolled across our terminals. What often gets lost in 
such a cacophony is that it is the day to day profitability 
of businesses around the world, large and small, and the 
prospects for those profit streams in the future, that 
ultimately drive stock and bond prices in one direction or 
another. Rarely do headlines have much or any impact on 
actual everyday business operations. It’s useful to remind 
ourselves of such as we head into another quarterly 
earnings season.

The backdrop appears altogether favorable for equities. 
September saw a number of “blowout” data releases 
including the Institute for Supply Management (ISM) 
manufacturing and service sector surveys, construction 
spending, auto sales, initial unemployment claims, regional 
Fed surveys, builder sentiment, and new home sales. 

“October: This is one of the 
peculiarly dangerous months  
to speculate in stocks. The 
others are July, January, 
September, April, November, 
May, March, June, December, 
August, and February.”

—Mark Twain
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The economy is growing smartly, and even as it does 
so labor costs and commodity prices remain very 
much in check; thus far, anyway. Strong top line growth 
coupled with subdued input costs spell another quarter 
of significant profit growth. With stocks still priced at 
reasonable levels relative to potential earnings, there’s 
plenty of room for them to rise further on the back of 
increasing corporate profits. Or so we believe.

Attractive returns are likely to be substantially scarcer 
within fixed income markets. Yields on high quality 
bonds remain very low but threaten to push higher as 
the Fed abandons quantitative easing and moves closer 
to hiking overnight lending rates. Credit spreads on 
high yield securities have widened some, but absolute 
yields are still well below historical averages, implying a 
rather slim return to investors bearing the risk of default. 
While inflation is running at levels inside of central 
bank targets, incipient pressures are building as labor 
markets tighten and shelter costs rise. Should price 
indices start to increase more noticeably, we would 
expect to see yields march sharply higher too, meaning 
that bond prices might be in for a bit of a tumble.

We’re guilty of having maintained this stocks-over-
bonds posture for quite a long time now, but only 
because the conditions for such have remained 
persistently in place. Looking back over the past few 
years, we’ve been more right than wrong on this trade, 
so we have few regrets. We like to believe the odds 
remain in our favor as we move forward from here.

“Alright everybody, line up alphabetically according  
to your height.” —Casey Stengel.

Over the past several months, we’ve been witness to 
a confounding stream of data regarding the state of 
the housing market. Our initial hypothesis was that 
demographic effects (i.e. millennials finally moving out of 
mom and dad’s basement) combined with low mortgage 
rates and improving employment conditions would lead 
to a resurgence in homebuilding activity, which in turn 
would have positive spillover effects for the broader 
economy. There are some indications that the process is 
indeed well underway. Residential construction activity 
and new home sales data have been erratic, but are 
nevertheless up dramatically over the past three years. 
Likewise, a poll performed by the National Association 
of Home Builders identifies builders as being more 
optimistic about their business today than at any point 
since the height of the housing bubble back in 2005.

At the same time, the news hasn’t been nearly as good 
as we anticipated. Rates of household formation are 
much lower than we expected would be the case as 
Generation Y is marrying later and staying in multi-
generational housing longer than did preceding 
generations. Also, challenging underwriting standards 
and high down payment requirements are impeding 
new home buyers, while land and worker shortages 
are retarding the ability of builders to add new home 
inventory. Mortgage applications for purchase of a 
new home are much, much lower than we would have 
guessed they would be at this stage of the game.

It hasn’t been as clean a story as we would have liked, 
but here also we are sticking to our guns. We are 
confident that demand for housing stock will rise 
significantly over the next few years and will induce 
a further acceleration of construction activity in the 
process. Home builders are themselves an interesting 
investment proposition, but we expect that the rewards 
will be enjoyed by the economy more broadly too.

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.

An asset backed security is a financial security backed by a loan, lease, or 
receivables against assets other than real estate and mortgage-backed 
securities. For investors, asset-backed securities are an alternative to 
investing in corporate debt.

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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