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Dancing to a Song with a Bad Beat 
By: James R. Solloway, CFA, Managing Director and Senior Portfolio Manager 
 

SEI recently released its second-quarter Economic Outlook. A summary of the conclusions is provided below:  
 

 In the U.S., stock-market sectors that did well immediately following the election of Donald Trump as President have 
corrected sharply and are now well below their pre-election levels, or have lagged the overall market meaningfully in 
the year-to-date. By contrast, post-election laggards have bounced back sharply. 
 

 One can certainly make the argument that this market is overdue for some sort of pullback. It’s not a question of 
whether a correction will take place; it’s simply a matter of timing and magnitude. 
 

 We are sticking to our expectation that a major tax bill will be pushed through Congress. This should boost the 
prospects for economic growth, but could eventually add to inflationary pressures. 
 

 If fiscal stimulus adds to the budget deficit and investors suddenly become more concerned about the inflation 
outlook, the Federal Reserve’s (Fed) reduction in securities holdings could aggravate the upward pressure on bond 
yields. 
 

 It appears that the central bank will begin the process of quantitative tightening by September. In our view, the 
policymakers at the Fed are looking past the current weaker-than-expected economic numbers to a time when tight 
labor markets could start to exert an upward impact on wages and inflation. 
 

 U.S. equities, as measured by the MSCI US Total Return Index, have lagged both developed- and emerging-market-
equity benchmarks in the year-to-date. Perhaps the current bout of underperformance against the rest of the world will 
prove transitory. But we no longer view U.S. equities as the best game in town. 
 

 Improving economic fundamentals provide a good foundation for the rally in European equities. Most countries have 
experienced improvement in their business-sentiment indicators, even Greece. 
 

 Loan growth in European businesses and households has accelerated to its best pace in six years. This encouraging 
(yet slow) expansion in credit argues strongly in favor of Mario Draghi’s long-standing preference to maintain the 
current pace of quantitative easing at least through the end of the year. 
 

 The recent surprise U.K. election result will probably change the broad outlines of the final Brexit agreement. We see 
this as a better outcome for U.K service industries than a complete sundering of the relationship. 
 

 If a trophy were given out for the most under-rated stock market, we would give our vote to Japan. Japan’s 
surprisingly good stock-market performance reflects investor optimism over Prime Minister Abe’s reform efforts. 
 

 Developing-market equities have been on a tear this year, building upon a credible performance in 2016. Despite the 
gains, emerging stock markets still look attractive on a valuation basis relative to developed markets.  
 

 We still have concerns about the sharp increase in debt across developing economies. Much of that debt increase 
has been borne by the corporate sector, especially in China. 
 

 At this point, we look for current trends to hold—moderate global economic growth, some pick-up in inflation that 
leads to further commodity-price gains, a stable or slightly weaker dollar—all of which provide a positive 
macroeconomic backdrop for emerging-market economies and financial markets. 

A full-length paper is available if you wish to learn more about this timely topic. 
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Definitions 

MSCI US Total Return Index: The MSCI US Total Return Index is designed to measure the performance of the large- 
and mid-cap segments of the U.S. market. The MSCI Total Return Indices measure the price performance of markets with 
the income from constituent dividend payments. 

MSCI EMU Total Return Index: The MSCI EMU Total Return Index is a free float-adjusted market capitalization weighted 
index designed to measure the performance of large and mid-cap equities across the developed market countries in the 
European Economic and Monetary Union. The MSCI Total Return Indices measure the price performance of markets with 
the income from constituent dividend payments. 

 
 
 
 
 
 
 
 
 
 
This material represents an assessment of the market environment at a specific point in time and is not intended to be a 
forecast of future events, or a guarantee of future results. This information should not be relied upon by the reader as 
research or investment advice regarding the Funds or any stock in particular, nor should it be construed as a 
recommendation to purchase or sell a security, including futures contracts. There is no assurance as of the date of this 
material that the securities mentioned remain in or out of SEI Funds. 
 
There are risks involved with investing, including loss of principal. Current and future portfolio holdings are subject to risks 
as well. International investments may involve risk of capital loss from unfavorable fluctuation in currency values, from 
differences in generally accepted accounting principles or from economic or political instability in other nations. Emerging 
markets involve heightened risks related to the same factors as well as increased volatility and lower trading volume. 
 
Narrowly focused investments and smaller companies typically exhibit higher volatility. Bonds and bond funds will 
decrease in value as interest rates rise. High-yield bonds involve greater risks of default or downgrade and are more 
volatile than investment-grade securities, due to the speculative nature of their investments.  
 
Past performance does not guarantee future results Index returns are for illustrative purposes only and do not represent 
actual portfolio performance. Index returns do not reflect any management fees, transaction costs or expenses. One 
cannot invest directly in an index.  
 
Certain economic and market information contained herein has been obtained from published sources prepared by other 
parties, which in certain cases have not been updated through the date hereof. While such sources are believed to be 
reliable, neither SEI nor its affiliates assumes any responsibility for the accuracy or completeness of such information and 
such information has not been independently verified by SEI.  
 
Information provided by SEI Investments Management Corporation, a wholly owned subsidiary of SEI Investments 
Company. Neither SEI nor its subsidiaries is affiliated with your financial advisor.  


