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Climbing a Big, Beautiful Wall of Worry  
By: James R. Solloway, CFA, Managing Director and Senior Portfolio Manager 
 
“I hope I’m wrong, but I think we’re in a big, fat, juicy bubble.” – Presidential Candidate, Donald Trump on CNBC’s  
“Power Lunch,” February 8, 2016 
 
 

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

 The first months of the Trump Presidency have been filled with varying amounts of confusion and controversy. Some 
of the savings envisioned in the proposed Republican healthcare bill would have made it easier to pursue the deep 
corporate and individual tax cuts that are expected in the fiscal-year 2018 budget resolution.. Those cuts may now be 
more modest. U.S. equities have avoided the Trump Administration’s rocky start and possible delay of tax reform. The 
MSCI US Total Return Index has advanced about 5% since the end of last year. 

 We are witnessing the strongest synchronized move higher in European economic data across developed and 
emerging economies since the 2009-to-2010 period. The European Central Bank will likely be slow to taper its bond 
buying, as it does not want to repeat the mistake it made in 2011 when it prematurely hiked interest rates.  

 Investors remain nervous about Europe’s periphery. Italian government-bond yields are still near their highest level 
over the past two years. Although progress is being made in Italy’s banking system, it will be a multi-year process 
before it is on sounder footing. 

 In France, a path to victory has opened for independent-candidate Emmanuel Macron. His economic reform 
proposals seem more in line with the sensibilities of the average French voter. The threat of an upset victory by 
Marine LePen of the populist National Front now appears reduced.  

 Prime Minister Teresa May has started the clock on the United Kingdom’s exit from the European Union (EU). Like 
many other observers, we have been surprised at how well the economy has performed. Although inflationary 
pressures seem to be building, it doesn’t look as if the Bank of England is in a rush to tighten policy. 

 Emerging-equity and bond markets swooned in the immediate aftermath of Trump’s November victory in response to 
the Administration’s aggressive trade stance, but have since managed to climb back. The MSCI Emerging Markets 
Total Return Index is in new cycle-high territory in both local-currency and dollar terms. In similar fashion, emerging 
market bond yields have declined, with option-adjusted spreads reaching multi-year lows versus U.S. Treasurys. 

 The Chinese economy is responding to the fiscal and monetary stimulus its government set in motion in 2015, a time 
when the country’s financial markets were going through a period of intense stress. This latest expansion is much 
lower than the peak rates reached in 2009 and 2013, but strong enough to spark a rebound. 

 Exports from China to the U.S. have risen, even as they decline modestly to other regions of the world. China remains 
by far the single biggest contributor to the U.S. merchandise trade deficit. We are concerned that a trade war, 
combined with geopolitical tensions, could derail an otherwise promising global macroeconomic environment.  

 There’s no denying that the “Trump reflation” trade began to fade toward the end of the first quarter as healthcare 
reform efforts ran up against internal divisions between Congressional Republicans, complicating the coming debate 
over tax reform. We expect the U.S. economy will continue to expand, although a step-up in growth will hinge on how 
successfully the Trump Administration pushes through pro-cyclical legislation and rule changes. 

 In our opinion, the valuation of U.S. equities is a moderate concern at this point. Economic, earnings and political 
disappointments are not as easily ignored now as they might be at lower valuation levels. Nonetheless, until interest 
rates start to rise at a faster-than-anticipated pace, or the economy shows early signs of entering a recession, we will 
continue to view price corrections as buying opportunities.  

 In fixed-income markets, we expect the normalization of interest rates to higher levels to proceed at a sedate pace. 
Lack of growth, not inflation, is the global economy’s biggest problem. That seems to be changing, but we do not look 
for aggressive tightening by central banks. The Fed may be leading the way, but until inflation becomes a bigger 
problem than it is now, even the U.S. central bank is likely to tread carefully. This should limit the danger of a debacle 
in the bond markets and also provide a favorable backdrop for equities. 

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 Emerging Markets Total Return Index: The MSCI Emerging Markets Total Return Index is a free float-adjusted 
market capitalization weighted index designed to measure the performance of global emerging market equities. The MSCI 
Total Return Indices measure the price performance of markets with the income from constituent dividend payments. 

Option-adjusted spreads: A calculation used to help determine price differences between similar products that allow 
different embedded options. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
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.  


