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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. Thus far, falling 
energy prices have 
more positive than 
negative implications 
for the U.S. economy. 
Should prices decline 
to a level that threatens 
development of shale 
resources, then that 
may no longer be true.

2. Conditions in Europe 
are deteriorating. 
We are monitoring 
the response from 
monetary, fiscal, and 
regulatory authorities.

3. The labor market is 
growing tighter with 
significant ramifications 
for both monetary 
policy and inflation. 
We’re keeping close 
tabs on the number 
of job openings in the 
Job Opening and Labor 
Turnover Survey (JOLTS) 
and the percentage 
of business owners 
reporting difficulty in 
filling positions on the 
National Federation of 
Independent Business 
(NFIB) survey.

4. Black Friday kicks 
off what for many 
retailers is a “make or 
break” holiday season. 
We anticipate strong 
demand, but insufficient 
inventory and supply 
chain bottlenecks may 
become impediments.

The bull stumbles, then lumbers on. For one nerve-
rattling week mid-month, it appeared that October might 
just live up to its dreaded reputation. U.S. equities fell by 
more than 5% from the close on the 8th to the close on 
the 15th, bringing the total drop from an intraday peak on 
September 18th through the intraday trough on October 
15th to within a hair’s breadth of the double digit decline 
that many consider to be the technical definition of a 
market “correction.” The Volatility Index (VIX), a widely 
followed measure of volatility based on option pricing, 
soared, and Treasury bond yields plummeted in the 
ensuing flight to safety. Just what triggered the tumult is 
a matter of debate, but certainly contributing were weak 
economic data out of Europe and China, plunging energy 
prices, and an increasingly pervasive fear that deflation is 
becoming entrenched in a number of Western economies.

Eventually, as is always the case, market pricing reached a 
level low enough to attract more buyers. Stocks and bond 
yields rebounded, the volatility gauge subsided, and we 
went on with our daily lives. We profess to being surprised 
by none of this. Capital markets are inherently volatile, 
and price fluctuations tend to be larger and more violent 
during times of stress. The current mix of geopolitical 
unrest, deflationary risks, and the spreading Ebola 
pandemic certainly qualifies as stressful. Heightened 
market volatility under such circumstances seems  
almost preordained.

“In the middle of every difficulty 
lies opportunity.”

—Albert Einstein
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A transitory market correction and the beginning of a 
more enduring bear market can be difficult to distinguish 
from one another, but we see few risks of the latter at 
present. Protracted declines in market pricing tend to 
be accompanied by tightening monetary conditions and 
economic contraction, neither of which are at hand. It’s 
true that the Fed’s quantitative easing program is likely to 
be terminated at the end of the month, but there remain 
enormous excess reserves within the banking system and 
rates are far below historic averages. Monetary conditions 
can only be described as extraordinarily loose at present, 
and likely to remain so for quite some time. As far as the 
economy is concerned, the private sector appears to be 
humming along quite nicely while the drag from public 
fiscal restructuring has waned dramatically. Another 
strong quarter of corporate earnings reports are perhaps 
the most pointed indication of the health of the economy, 
but we look to the enormous improvement in labor 
market conditions as being incontrovertible evidence that 
conditions on the ground continue to improve.

In the absence of restrictive monetary policy or 
recessionary indicators, our confidence in the bull 
market remains resolute. Accordingly, we welcome these 
intermittent spasms of volatility and seek to exploit them 
by adding to our equity positioning on market dips and 
retracting it on the rebound. We recognize that buying 
the dips will eventually prove a failed strategy, but with 
no recession on the visible horizon, we believe this 
remains a viable strategy for the time being, and so we 
will continue to implement it just as we did in October.

Few notions seem to be more ubiquitously held 
today than the idea that the world is flirting with a 
debilitating deflationary crisis. Deleveraging amongst 
households and corporations alike, aging populations, 
and subdued rates of economic growth have combined 
to put unwelcome pressure on price indices in many 
developed nations. That downward pressure is further 
compounded by a more benevolent form of price 
deflation that comes with technological advances and 
other forms of productivity gains, but it is difficult to 
separate those effects. Deflationary spells such as that 
observed during the Great Depression have proven 
devastating in the past so it’s understandable that 
investors are anxious, but we suspect such anxiety is 
misplaced as it relates to the U.S. economy today.

National data reveals that wages have been relatively 
stagnant in real terms over the past few years, but it  
is unlikely that such can persist much longer. Anecdotal 
evidence of tightening labor conditions is mounting 

across a range of industries including energy, construction, 
transportation, and hospitality. As the supply of 
available labor dwindles, employers must increasingly 
compete to attract talent, driving wages higher. The 
combination of rising wages, falling unemployment, 
improving sentiment, and the availability of a vast 
supply of very inexpensive debt capital (compliments 
of the Fed) portend a surge in spending. More dollars 
chasing a relatively finite supply of goods and services 
implies rising prices, possibly quite rapidly.

We don’t foresee a hyperinflation scenario by any means, 
but we are altogether comfortable in leaning against the 
consensus with our view that price increases will soon 
accelerate from the low rates seen over the past several 
years. It follows that interest rates will track inflation 
higher, and we therefore continue to curb exposure to 
rate sensitive assets within the portfolios we oversee.

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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