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Keeping Calm as Markets Carry on and on
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: 

The U.K.’s vote to leave the European Union (EU) will likely weigh on international financial markets as economic
growth and trading relations are expected to be hindered. The sterling’s plunge immediately following the Leave
vote, however, should be somewhat offset as U.K. exporters find themselves in a more competitive position.

Britain’s growth prospects were decent prior to Brexit; by contrast, continental Europe was already struggling to
improve. The eurozone’s huge trade surplus is one of the greatest economic imbalances facing the EU. Following
the “Leave” vote, other nationalist parties are likely to seek their own referendums on EU membership.

Equity markets’ strong initial rebound, while heartening, did not result in bond yields bouncing back. This leaves
many unknowns on Brexit’s long-term implications on future EU and eurozone economic activity.

While the U.S. rebounded following the U.K. vote, May employment was the weakest since 2010. Job openings
improved well beyond the previous peak in mid-2007. As corporate margins are squeezed by the pick-up in labor
costs, pressure to raise prices will likely intensify.

The Federal Reserve’s expected rate hike has been pushed back, likely to late 2017. Yet, we admit to a growing
uneasiness that the central bank is falling behind the inflation curve.

The Brexit and sluggish world economy support the argument for a careful process of interest-rate normalization.
However, if rising labor costs continue, an aggressive response by the U.S. central bank eventually will be
justified.

A hunger for change among the electorate is driving spirited electoral contests across the globe. Upcoming
contests in Italy (October), the U.S. (November), France (May 2017) and Germany (late 2017) promise more of
the same.

Already an ultra-strong currency, the Japanese yen’s sharp appreciation has caused downward pressure on
inflation. Thus, corporate earnings have begun to roll over. As Japanese yields sink further, the Bank of Japan is
faced with yet another attempt to fix its struggling economy.

Chinese debt and currency concerns have receded while China’s government encourages growth through
additional debt and a currency plunge. Chinese equities have not shown much spark, despite the risk-on
environment for emerging-market assets that began in late January.

Interestingly, one of the more remarkable aspects of the 87-month bull market in the S&P 500 and its 260% plus
total return is how skeptical investors have been almost since the start. Every sharpish correction has been
heralded as the beginning of the next bear market.

We are reminded of Sir John Templeton’s famous quote: “Bull markets are born on pessimism, grow on
skepticism, mature on optimism and die on euphoria.” On that basis, this bull seems to be a long way from
death’s door.

A full-length paper is available if you wish to learn more about this timely topic. 
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Financial Glossary 
 
The S&P 500 Index is an unmanaged, market-weighted index that consists of the 500 largest publicly traded U.S. 
companies and is considered representative of the broad U.S. stock market.  

 
 
 
 
Important Information 
 
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. This information is for educational purposes only.  
 
There are risks involved with investing, including loss of principal.  
 
Index returns are for illustrative purposes only and do not represent actual fund performance. Index performance returns 
do not reflect any management fees, transaction costs or expenses.  Indexes are unmanaged and one cannot invest 
directly in an index.  Past performance does not guarantee future results. 

 
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. 

Securities and advisory services offered through Cetera Advisor Networks LLC, member FINRA/SIPC. Cetera is under separate ownership from any other 
named entity.  
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