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Dancing Days 
By: James R. Solloway, CFA, Chief Market Strategist and Senior Portfolio Manager 
 

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

 Classic rock fans will know what I mean when I say that global economies and financial markets “got the Led out” in 
2017. For those of you less familiar with the music of Led Zeppelin, we can sum up the year gone by with the 
exclamation that, at long last, the global financial crisis finally appears to be in the rear-view mirror. 
 

 We figured the Fed was much further along the path of interest-rate normalization than other central banks, and that 
the large interest-rate differential in favor of U.S. fixed-income securities would continue to bolster the greenback. 
However, the widening rate spread no longer seems to be a driver of the currency’s value. One outcome of the 
dollar’s drop has been a sharp improvement in profits for U.S. exporters. 

 

 Although earnings estimates tend to fade through the year as estimates adjust to reality, this time may be an 
exception, because tax cuts have not yet been taken fully into account. The tax-reform package will also give 
companies the opportunity to repatriate funds abroad at an advantageous tax rate. 

 

 Stock prices are rising because earnings are advancing smartly AND the earnings multiple is expanding. There’s no 
denying that valuations are elevated, especially when compared to five years ago. Still, we would argue that even this 
lofty valuation should not be considered a bubble, since it can be justified by the low level of bond yields and the 
strong trend in profits growth. 
 

 We certainly would not rule out a garden-variety correction in stock prices of 5% to 10% somewhere along the line. 
The market is overdue for one—in 2017, the S&P 500 Index didn’t even register a price correction of at least 3%.  

 

 We’re also sympathetic to the view that prices now discount much of the good economic news out there. We won’t be 
concerned, though, unless we see a more aggressive swing in Fed policy toward monetary tightness. If the interest-
rate normalization process continues, the Fed’s policy stance would still be moderately expansive at the end of 2018. 
 

 It’s possible that the U.S. will see inflationary pressures finally begin to build in the New Year. Most labor-related 
statistics strongly suggest that the U.S. economy is approaching full employment.  

 

 At the peak of the last cycle, wage increases were running a full percentage-point higher than they are now. 
Meanwhile, unit labor costs registered an outright decline over the 12 months ended September. This means 
companies have maintained profit margins without resorting to price increases. 
 

 We are looking for low, but positive, returns from U.S. equities in 2018. The U.S. large-cap market appears expensive, 
but there is the expectation that prices will be supported by the fact that earnings yields remain above bond yields. 

 

 Our fixed-income strategies are positioned for a continuation of slow economic growth as the U.S. economy bumps up 
against capacity constraints and monetary-policy normalization by the Fed. Tighter U.S. monetary policy and the 
ramping-up of quantitative tightening could lead to more-volatile conditions in the second half of the year. 

 

 Timing the market in anticipation of a short-term correction should be discouraged. Until we see a more significant 
deterioration in the economic and financial fundamentals that have underpinned the global bull market in risk assets 
over the past two years, we think it is best just to keep calm and ramble on. 
 

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.  


