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The Russians are coming, the Russians 
are coming. The winter of 2014 has proved 
trying for economic growth, with severe 
weather being largely to blame. We read 
that FedEx suspended its money-back 
guarantee policies 11 times over the past 
three months due to storm disruptions, 
whereas a typical winter might see two 
such suspensions. While we can’t attest  
to the veracity of that anecdote, it’s 
consistent with our personal experiences. 
Clearly, extreme cold and heavy snow 
retarded business activity, depressing 
spending and production while sapping 
investor enthusiasm.

But weather has by no means been the 
only factor weighing on markets. Political 
instability has helped stir investor anxiety 
as well. Unrest in Turkey, Thailand, and 
Venezuela, to name only a few, grabbed 
headlines and shook markets, only to 
be followed by the far more menacing 
specter of revived Cold War hostilities over 
developments in Ukraine.

We would argue that in seizing Crimea 
and threatening to do the same in Eastern 
Ukraine, Russia is actually engaged in a 
defensive action, fighting to maintain its 
sphere of influence amid a steady erosion of 
its power. Ukraine is not only among the 
crown jewels of the former Soviet Union, 
but also it is of supreme strategic importance 

to Russia given its role as a geographic buffer 
to the West. It’s safe to assume, therefore, 
that Moscow is prepared to make significant 
sacrifices in order to maintain effective 
control over that territory.

Motivations, objectives, and tactics aside, 
we should be focused on the economic and 
financial consequences of the maneuvers of 
both sides. Our general advice to readers is 
not to be distracted by geopolitical events, 

for rarely do they have a meaningful 
impact on corporate profitability. That’s 
basically true of the Ukrainian situation as 
well. Escalating sanctions and asset seizures 
appear likely, and the impact on global 
business conditions will not be trivial, but 
it needs to be kept in perspective. Russia’s 
economy is a small fraction of that of the 
U.S. or EU, and its share of global trade 
is likewise relatively insignificant. Rising 
hostilities would most likely result in 
elevated energy prices, but even this is a 
second-order effect. Ironically, the potential 
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1.  Earnings reporting season 
is once again upon us. 
Analysts have been busily 
lowering expectations to 
reflect the dent severe 
winter weather inflicted 
on business activity. 
Revised estimates should 
be easy to beat.

2.  A wide range of economic 
readings were adversely 
impacted by extreme 
cold and heavy snowfall 
this past quarter. We 
are expecting a sharp 
rebound due to pent-up 
demand led by housing.

3.  The Fed elected in mid-
March to continue scaling 
down the size of its asset 
purchase program, revised 
future guidance, and 
published projections of 
future Federal funds rates 
that are higher than had 
previously been estimated. 
The end of the zero interest 
rate policy is gradually 
coming into sight and will 
have an impact on a host 
of securities markets.

On ThE RAdAR ScREEn

“Status quo, you  
know, is Latin for  
‘the mess we’re in.’”
                                           –Ronald Reagan
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for such will not only strengthen EU 
integration efforts, but will also boost 
conventional and alternative energy 
investments in the West. (Every conflict 
produces some unexpected winners.)

Geopolitical conflict is an unfortunate 
constant in the world – an enduring 
status quo. We encourage our readers 
to maintain their focus on variables 
that have a more immediate and 
direct impact on economic growth 
and measures thereof. Here, the news 
is reasonably encouraging. Despite 
adverse conditions, growth continues 
at a moderate pace, as indicated by 
falling unemployment claims, positive 
manufacturing and service sector 
survey findings, and gradually rising 
confidence readings. Our expectation is 
that a majority of companies will report 
first-quarter earnings comfortably 
better than the weather-depressed 
estimates of analysts and that growth 
both domestically and globally will 
reaccelerate sharply through the spring 
months. We’ve positioned our portfolios 
accordingly, leaning further into stocks 

over bonds and keeping maturities 
within the bond portfolio quite short. 
Now we wait for the spring thaw.

The new chairwoman of the Federal 
Open Market Committee (FOMC), Janet 
Yellen, held her first press conference 
following the group’s mid-March 
meeting. Conventional wisdom holds that 
Yellen is a champion of loose monetary 
policy in environments in which labor 
market conditions remain challenged. 
Her comments implying that the end of 
the zero interest rate policy may come as 
early as the spring of next year, somewhat 
earlier than has been widely expected 
by Fed watchers, therefore caught many 
by surprise. The debate since has turned 
to whether she simply misspoke, had 
her comments misinterpreted, or did 
indeed move to reset policy expectations. 
At the risk of seeing the world as we 
think it should be rather than as it 
really is, we’re putting our chips on 
the last of those three possibilities.

The U.S. economy has come a long way 
since the depths of the great recession. 
Total productive output well exceeds 

prior peaks, as does corporate profitability 
and household net worth. The inventory 
of distressed properties has been largely 
cleared from the housing market, and 
leverage ratios have been scaled back 
markedly for households and financial 
institutions alike. Labor markets are 
still in a state of repair, but enormous 
progress has been made, and by some 
measures employment conditions are 
close to normal. In such an environment, 
we find it difficult to see the need for the 
extraordinary monetary support now in 
place, particularly given the potential 
risks of asset price inflation and capital 
misallocation it presents. It’s possible 
that some members of the FOMC are 
gradually coming to share that view.  
If so, more restrictive policies are on the 
horizon, and market prices will need to 
adjust accordingly. It is in anticipation  
of that eventuality that we have 
maintained an aggressively short- 
duration posture within our 
fixed-income portfolios, despite the 
carrying costs implicit in doing so. 
We hope to be rewarded for our 
commitment to that stance shortly.
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