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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.

On the radar screen

1. The election victory 
of the anti-austerity 
party SYRIZA in 
Greece is likely 
to reverberate for 
some time. While 
the Greek economy 
is quite small, 
the sentiment 
expressed by Greek 
votes is shared by 
many in larger 
neighboring 
countries. Political 
and capital 
market instability 
may follow.

2. Russia’s 
involvement in 
the Ukrainian 
conflict is again in 
the headlines and 
further threatens 
fragile economic 
conditions 
in Europe.

3. The strength in the 
dollar is adversely 
impacting U.S. 
corporate earnings 
and putting 
downward pressure 
on inflation 
breakevens. Further 
gains could be 
unsettling.

4. Energy prices 
remain depressed, 
decimating profits 
and constraining 
cash flows for oil 
and gas producers.

5. But for all these 
risks, consumer 
confidence is 
soaring, jobs 
are increasingly 
plentiful, and 
corporate earnings 
expectations for 
the year ahead 
remain promising.

Help wanted: one handed economist. President Harry Truman 
is said to have complained bitterly about “on the one hand…but 
on the other” analyses. We understand that sentiment fully, 
recognizing all the while that we ourselves are routinely guilty 
of hedging our statements in just such a manner. Rarely has the 
need to do so felt greater than is the case today.

On the one hand, conditions in the economy and capital markets 
look very promising. Jobs are increasingly plentiful, house prices 
are climbing and with them personal net worth, household 
balance sheets are in good repair as debt levels and servicing 
costs have fallen, energy prices have plummeted, confidence 
readings are soaring, interest rates are at historic lows, consumer 
credit conditions are easing, and well capitalized banks are flush 
with cash. That’s a long and substantive list. It’s hard not to feel 
good about the year ahead with such strong winds at our back.

But on the other hand, we see a daunting array of risks that 
have drained away much of our enthusiasm. The most visible 
among them is the fragile state of the European Union, 
massive new central bank support notwithstanding. A new 
administration in Greece has come to power promising its 
electorate a renegotiation of bailout terms that instituted 
punishing austerity measures even as crippling levels of debt 
remain. Their demands are understandable, but forgiveness of 
that debt or substantially relaxing implemented reforms would 
further threaten long term fiscal stability and potentially foster 
similar unrest in other peripheral nations. This appears to us a 
largely intractable problem for which there is no good solution, 
and the stress of the negotiations to follow may well reveal itself 
in capital markets before much longer (it already has in Greek 
debt and equities, but a much broader contagion is absolutely 
possible). Potentially further destabilizing the situation is Russia’s 



Eagle Eye | Market & Economic Outlook (continued from page 1)

increased aggression in Ukraine as Putin presses his advantage 
while European leadership are distracted by the developing crisis 
in Greece. There is a tear in the fabric of the European Monetary 
Union, and the possibility of it ripping wide open is nontrivial.

Weighing all these factors, the good and the bad alike, we would 
have to describe ourselves as being optimistic in the medium to 
long term, but very cautious in regard to the near horizon. We 
don’t think things are going to get ugly, but they might and so we 
are carrying more cash in our portfolios than we have at any time 
previously. We are modestly underweight equities for the first 
time in years, and we have retreated to a neutral posture in regard 
to credit risk. Our desire is not to stay here for too long—we’ll 
wait for a few of these issues to resolve one way or the other and 
then look for an opportunity to aggressively reengage.

The double digit returns enjoyed by U.S. stocks in each of the past 
three years will be difficult to match in 2015. Likewise, interest 
rates are exceptionally low, implying very limited from bonds. 
Surveying the landscape, we see few investment options that are 
both reasonably stable and attractively valued. Low single digit 
returns may be the best we can reasonably hope for from a well 
balanced portfolio in the year ahead. And maybe not even that.

Capitulation: the act of ceasing to resist—wiktionary.org. 

For the past several years now we have been insistent that 
interest rates will rise and that long-dated, high-grade bonds 
represent a poor risk/return tradeoff. Well, we’ve been forced to 
eat quite a bit of humble pie over the past thirteen months. So is 
it time for us to surrender?

From a strategic perspective, we don’t think so. The ten year 
Treasury bond is a volatile instrument, and coupon interest of 
only 1.75% seems a very meager return for the risks involved 
with buying and holding. Our thesis as to why we believe 
interest rates are likely to rise is as valid today as it was a year 
ago: 1) Workers are in greater demand than at any point in many 
years, presumably generating wage inflation at some point 
with a more generalized price inflation to follow; 2) Supply side 
adjustments are well underway within the commodity sector, 
implying that today’s price deflation will swing back to inflation 
as supply and demand curves seek a new equilibrium; and 3) The 
gradual reversal by the Fed of ZIRP (zero interest rate policy) 
and Quantitative Easing (they will eventually have to mop up 
the excess liquidity they’ve created) will leave debt capital more 
scarce and more expensive. And so instinct tells us that an 
investor might do better to sit in cash for a year or two and wait 
to buy bonds only once yields have moved meaningfully higher. 
Of course, as we just noted above, we’ve been shown to be dead 
wrong in that estimation before.

Tactically, now might be a very good time to be a buyer of 
bonds. Yields inside of 2% may seem paltry until compared 
with those on offer in Europe and Japan (Swiss ten year bonds 
are trading to yield below 0%). Monetary policy divergences 
between the U.S. and the rest of the world combined with the 
perception of U.S. Treasurys as a safe haven have encouraged 
foreign investors to pile in—a steady flow that would likely 
become a flood should a serious crisis develop in Europe or 
elsewhere. Also, the deflationary impulses that come with 
falling commodity prices and a strong dollar put a nicer shine in 
real terms on today’s low nominal rates.

All this being so, our distaste for duration is lessening rather 
considerably, at least for the time being. We look forward to 
again railing against long bonds at some point in the not too 
distant future, but we’ll make a point of biting our tongue for the 
next few months or quarters.

Past performance is no guarantee of future results. All investing involves risk, 
including possible loss of principal.
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