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(Almost) Always Look on the Bright Side of Life 
By: James R. Solloway, CFA, Managing Director and Senior Portfolio Manager 
 

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

 The current bull market in U.S. equities is now the fourth-longest in duration since 1893. However, this cycle has a 
ways to go before setting any all-time records for either longevity or price appreciation. While U.S. equity valuations 
are on the expensive side of the norm, the exuberance displayed by investors is of the rational variety. 

 

 U.S. equities appear relatively expensive when comparing the U.S. cyclically adjusted price-to-earnings (CAPE) ratio 
with CAPEs of other countries. This is one reason we currently favor international equity markets versus U.S. equities. 
 

 5%-10% declines in the S&P 500 Index typically happen a little more than three times a year and reflect investors’ 
over-sensitivity to the news of the day. Larger corrections usually have a sounder fundamental basis. For investors 
holding excess cash, we tend to view these as buy-on-the-dip opportunities—as long as we think the odds of 
recession are still low. 

 

 The world is in a synchronized economic upswing for the first time in more than five years, with a large portion of the 
world growing at a slightly better-than-trend pace. The breadth of the improvement is impressive, and above-trend 
growth will likely continue in the months ahead on a global basis. 

 

 One of the most puzzling aspects of this expansion has been the lack of wage pressure despite the seemingly tight 
labor markets across many areas of the country. Total labor compensation is near its lowest levels since before the 
mid-1960s, while corporate profit margins remain high and have shown little tendency to revert towards the mean. 

 

 Every recession in the past 60 years was preceded by a yield curve that turned flat (indicating a small positive 
difference between long and short rates) or inverted (when short-term rates rise above long-term Treasury yields). 
History would suggest that the yield curve is not yet tight enough to indicate an imminent recession. 

 

 At this point, financial stress is near its previous historical lows as measured by the St. Louis Fed’s Financial Stress 
Index. While one can’t rule out a move higher from these low levels, it would take a major event to bring the index to a 
point consistent with high financial stress and recession. 

 

 The recent drop in the U.S. dollar coincides with the better global macroeconomic outlook. Although U.S. policy is 
further along the tightening path, other central banks have begun to raise policy rates or may do so soon. 
 

 Futures markets indicate an expectation of just one or two more rate increases by the Federal Reserve (Fed) before 
the end of 2018. A truncated tightening cycle would not be unprecedented, but would be highly unusual when the 
economy is in its eighth year of expansion and the unemployment rate is notably low. 

 

 The central bank with the greatest policy challenge is the Bank of England. It is facing an accelerating inflation rate at 
a time when overall economic growth has been somewhat below that of the U.S. and eurozone. 
 

 At this point, we would need to see more aggressive tightening by the Fed and other central banks before concluding 
that a bear market is on the horizon. Such a policy change probably won’t materialize until inflation accelerates more 
convincingly. 

A full-length paper is available if you wish to learn more about this timely topic. 
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Definitions 
 
S&P 500 Index: The S&P 500 Index is a market-capitalization weighted index that consists of 500 publicly traded large 
U.S. companies that are considered representative of the broad U.S. stock market. 

 
 
 
 
 
 
 
 
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.  


