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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. While macro events 
dominate headlines, 
it is corporate 
profitability that 
ultimately has the 
greatest influence 
on investment 
outcomes for most 
portfolios. July 
brings quarterly 
earnings. 1Q results 
were better than 
feared, but still very 
soft year over year. 
We expect the same 
for 2Q.

2. The Greek fiscal 
crisis and its 
implications for the 
integrity of the 
European Monetary 
Union will continue 
to be the tail that 
wags the dog in the 
weeks ahead. We 
have no special 
insight as to how 
this is likely to 
unfold, but 
anticipate elevated 
volatility to persist.

3. Investors have
temporarily been
distracted from the
looming Fed rate
hike. Attention will
soon be refocused
on this concern as
September
approaches and
data reveals healthy
consumer activity
and solidifying
price pressure.

4. After soaring from
November through
early June despite
disappointing
domestic economic
growth, Chinese
stocks reversed
sharply in the back
half of the month,
entering bear
market territory
with potential
knock-on effects in
other markets.

Deus ex machina wanted. Greece, with an economy only 
slightly larger than that of Detroit, may be a very small 
country but its role within the European Monetary Union 
bestows outsized significance upon its ongoing debt 
negotiations. Whether or not Greece remains within the 
Eurozone, and on what terms if it does so, has far reaching 
implications for other members of the union, including 
those that command vastly more substantial economies. 
Months of gamesmanship between Greek authorities and 
creditor institutions has yielded little progress in cutting the 
Gordian knot, and priorities appear to be slowly shifting 
toward containing the fallout from debt default and 
potential exit from the Eurozone as opposed to resolving 
the impasse. Barring an increasingly doubtful [if much hoped 
for] plot twist, the five year effort to preserve the monetary 
union may well fail with Greece being but the first to go.

The potential for such an outcome has been long 
recognized, although most market participants seem to 
have attached to it a low probability until now. Nevertheless, 
capital markets have accepted these changing 
circumstances with relative calm. The bull case for European 
risk assets underlying this stability highlights the many steps 
taken over the past several years to prepare for this 
eventuality: linkages between peripheral sovereign debt and 
the private sector have been significantly reduced with most 
Greek debt transferred to public entities; considerable 
progress toward true banking union has been made with 
better supervision in place and resolution mechanisms 
installed should any institutions actually find themselves in 
trouble; a rescue vehicle in the form of the European 
Financial Stabilization Mechanism has been established with 
a lending capacity of some €500B; the European Central 
Bank’s crisis-fighting toolkit has been expanded to include 
the yet-to-be-used Outright Monetary Transactions 
program; and the European Central Bank has already 
embarked upon a massive quantitative easing program. 
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At the same time conditions in the U.S. are looking 
increasingly favorable with the bounce off of the first 
quarter’s poor results continuing. Job growth has been 
strong, housing activity is looking up, retail sales have 
recovered nicely, and corporate capital expenditures are 
stabilizing. The net effect is that equities remain trapped 
within the same narrow band they have occupied for the 
past four months as improving fundamentals offset event 
risks and concerns about valuation. Fixed-income markets 
have been more volatile, but the end result has been largely 
the same as for equities with little cumulative movement: 
yields on the ten year Treasury bond are roughly where they 
were last fall.  

“Greece and France are on the same staircase; they’re 

not yet on the same floor. We’ll catch up with them.” 

— Marine Le Pen. 

Not all are complacent about the prospect of “Grexit” as it 
has come to be known. The irreversibility of the Euro would 
have been disproven, forcing investors to ask what’s to stop 
Spain, Italy, or even France from eventually mirroring 
Greece’s experience? Euro skeptic parties formerly viewed 
as fringe movements have grown immensely in popularity 
(Greece’s ruling SYRIZA party, also known as the Coalition 
of the Radical Left, being one such party), suggesting that 
the social commitment to the European project has eroded 
substantially over the past five years. Stifling regulations 
have contributed to very low rates of nominal economic 
growth while unsustainable social spending commitments 
have deficits growing at a significantly faster rate. The result 
is that many European governments are heavily indebted 
and becoming more so by the day. Should investors come 
to the conclusion that some of these governments may 
eventually find it easier to leave the Euro and default on 
these debts or repay them with much devalued local 
currency, as now threatens to be the case with Greece, we 
could be looking at massive capital flight and a renewed 
flare-up of the European debt crisis.  

So what then to do as an investor? We caution against a 
panicked de-risking of portfolios, but we would likewise 
advocate against aggressively adding risk assets in stressed 
markets as prices fall. There is a reason why markets are 
backing up, and they might yet have some distance to go. 
Our strategy will be to nibble at U.S. equities as prices move 
lower, but we are unlikely to add overseas exposure until we 
have greater clarity on the likely scope of the developing 
Greek crisis. Similarly, in fixed income: we may sell 
investment-grade bonds incrementally if yields fall sharply, 
but we won’t be making any wholesale changes in the midst 
of the crisis. We encourage our clients to likewise keep a 
steady hand on the tiller. 

“You learn about fight or flight, but no one ever 

mentions the third alternative option: freeze.” 

  — Nina Malkin.

Eagle Strategies LLC (Eagle) is an investment adviser registered with the 
Securities and Exchange Commission and is notice filed with the appropriate 
state securities authorities. Registration with the SEC does not imply a certain 
level of skill or training. Eagle is an indirect wholly owned subsidiary of New York 
Life Insurance Company. Eagle is not a broker-dealer or an insurance company 
and does not offer insurance products and services. 

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 
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can be no guarantee that any projection, forecast, or opinion in this material will 
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MainStay Investments® is a registered service mark and name under which 
New York Life Investment Management LLC does business. MainStay 
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New York, NY 10010, provides investment advisory products and services. 

Securities distributed by NYLIFE Distributors LLC, 169 Lackawanna Avenue, 
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The European Financial StabilizationMechanism (EFSM) is a permanent fund 
created by the European Union (EU) to provide emergency assistance to 
member states within the union. It raises money through the financial markets, 
and guaranteed by the European Commission.

Grexit is an abbreviation for "Greek exit," referring to Greece's potential 
withdrawal from the eurozone, after which it would most likely revert to using 
the drachma, its currency until 2001.

Quantitative easing is an uncoventional 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. 
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