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STATE  OF  TH E  CONSUMER  
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CONSUMER TREND S  

 Consumer confidence increasing 

 Retirement savings is on the rise 

 Increase in mortgage applications and pending home sales  

 Consumer spending on the rise 
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CONSUMER TREND S  

 Recent employment numbers:   
 Weather related? 
 Oil and Gas Industry? 
 Labor Disputes? 
 Temporary vs. full-time employment… 
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CONSUMER TREND S  

 Last months Conference Board signaled another uptick in confidence levels, reflecting a boost 
across all income levels 

 The age group most visible in a ‘swing’ response was the under 35 group; this age group is now 
at a cycle high, which may portend a brighter future for ‘household’ formation levels.    
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ENERGY AND  COMMOD ITIES  

 Possible bottoming in crude oil prices 
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ENERGY AND  COMMOD ITIES  

 Not all news is bad news domestically 

 Cheaper fuel prices increasing gasoline consumption 

 Auto dealers decreasing inventory of autos/trucks 

 Consumer savings dispersed to broader economy 
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 FED policy 

 Dollar Impact 

 Eurozone’s quantitative easing 

 

CENTRAL BANKS  AND  MONETARY P OLICY  
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P OLICY  UP DATES  

 FOMC 
 Inevitable rate hikes 
 Fed wants to see continued improvement in the labor markets while being “reasonably 

confident” of inflation moving back toward its 2% target in the intermediate term 
 Shift does not mean that the Fed is going to be “impatient” regarding the hikes 
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D OLLAR IMPAC T  

 Headwind for US exporters – their goods become more pricey, less competitive – and is also 
disinflationary, as imported goods become cheaper. 

 World is clamoring for dollars to maintain liquidity to support growth, during a time of global 
fiscal and policy constraints – and this becomes more challenging in the coming years as: 

1. On a cyclical basis, the Fed is tightening – unwinding QE and hiking rates (albeit expected to 
do so cautiously); and  

2. On a structural basis: a stronger dollar will tend to reduce the current account deficit, hence 
the USD will not have to send so many dollars abroad. 
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 A stronger dollar tends to beget lower 
commodities’ prices > inherently disinflationary;  

 Drag on the growth of commodity exporters 
[Australia, Canada, Brazil etc.]  

 Added pressure on some emerging regions. 



FOREIG N P OLICY  UP DATES  

 Eurozone’s QE program 

 €60 billion monthly bond buying program  

 Estimated €1.1 trillion in exposure 

 Impact of rising US dollar and lower oil prices 

 Positive outcome for Eurozone’s household and corporate markets 

 

 

 

11 



 Equity Markets 

 Fixed Income Market 

MARKET OUTLOOK  
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EQUITY  OUTLOOK  

 The continued strength in the U.S. dollar bodes well for both small and mid cap domestic 
equities. Smaller companies generate less of their earnings from overseas markets, which 
should serve as a buffer relative to larger companies (which most forecasters expect to 
experience a slowdown in earnings growth). 

 The U.S. appears decoupled from the rest of the developed world in terms of economic growth. 
This, along with accommodative policies from the Federal Reserve have pushed U.S. equity 
valuations higher and indices to all-time highs.  We expect U.S. large cap stocks to react to a 
slowing global growth outlook, along with reduced foreign earnings due to the stronger dollar.  

 Despite a sharp decline in oil prices and a strong dollar, it is our view that much of the damage 
has already been done and long term risk/reward prospects are favorable.  

 International equity positions may be attractive given accommodative QE policies from The 
European Central Bank and Bank of Japan. As well, we see more earnings upside to these 
markets. However, there is still uncertainty surrounding economic growth, and the potential for 
a Greek exit (‘Grexit’) from the Eurozone to cause market instability. 

 Despite their attractive relative valuations, we expect emerging markets to remain under 
pressure due capital outflows, decreasing their dollar reserves, continued weakness of 
commodity prices, and the likelihood for the Fed to start raising rates in 2015.  
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F IX ED  INCOME OUTLOOK  

 Despite the headwind of a strong U.S. dollar, the global bond space adds valuable 
diversification to fixed income portfolios. Global bonds are largely hedged back to the U.S. 
dollar and are very defensive from an interest rate perspective.  

 The Federal Reserve is unlikely to raise rates in the near term. As a result, intermediate term 
"core" fixed income offers active managers the most flexibility to effectively navigate a variety 
of market environments. 

 While the vast majority of fixed income stands to lose money when rates rise, shorter duration 
assets generally prove more defensive when rates rise.  Short term may be an option as the 
Federal Reserve rate hike draws closer. 

 The high yield market continues to get more expensive as spreads have narrowed significantly 
since 2009 and the unexpected rise in credit spreads could lead to significant price declines.  
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 Q & A 

 Contact: 

 Frost Investment Advisors 
100 W Houston St 
San Antonio, TX 78299 
F: 210-220-4800 
Learn more at www.frostinvestmentadvisors.com 
 

TH ANK YOU  
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D ISCLOSURES  

This presentation is furnished for informational purposes only and is not investment advice, a solicitation, an 
offer to buy or sell, or a recommendation of any security to any person.  Managers’ opinions, beliefs and/or 
thoughts are as of the date given and are subject to change without notice.  The information presented in 
this presentation was obtained from sources and data considered to be reliable, but its accuracy and 
completeness is not guaranteed.  It should not be used as a primary basis for making investment decisions.  
Consider your own financial circumstances and goals carefully before investing.  Certain sections of this 
commentary contain forward-looking statements that are based on our reasonable expectations, estimates, 
projections, and assumptions.  Forward-looking statements are not indicators or guarantees of future 
performance and involve certain risks and uncertainties, which are difficult to predict.  Past performance is 
not indicative of future results.  Diversification strategies do not ensure a profit and cannot protect against 
losses in a declining market.  All indices are unmanaged and investors cannot invest directly into an index.  
You should not assume that an investment in the securities or investment strategies identified was or will be 
profitable.     

NOT FDIC Insured - NO Bank Guarantee - MAY Lose value. 
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