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 Regime Change 
By: James R. Solloway, CFA, Chief Market Strategist and Senior Portfolio Manager 
 

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

 COVID-19 remains a significant public health concern that continues to hamper the global economy, and there is no 
disputing that US economic activity remains far below normal. 

 Incomes are now recovering as more people get back to work. Still, the danger exists that the lack of additional 
income support will drag down consumer spending heading into year end. It’s concerning that consumer and 
business sentiment remained depressed. 

 SEI doubts that there will be a full return to normal economic behaviour until the introduction and global distribution 
of vaccines that are safe and effective. Positive news of vaccine development (along with the massive fiscal and 
monetary response) contributed to the buoyancy of equities and other risk assets during the quarter. 

 The US presidential election will have a major impact on the economy and financial markets in the months and years 
ahead. Yet, we firmly believe that it is a mistake to base even a short-term investment strategy that requires picking 
November’s winner; predicting the policies proposed by the new president; figuring out how those proposals will be 
modified by Congress on their way to becoming actual laws; and forecasting the impact those new laws would have 
on the economy and financial markets. 

 According to the Federal Open Market Committee’s official projections, the federal-funds rate is expected to stay 
near 0% through 20231. Fed Chairman Jerome Powell recently unveiled a framework for the conduct of monetary 
policy. Rather than taking pre-emptive actions against inflation when US unemployment reaches a level that might 
cause inflation to rise, the central bank will now wait for an actual worsening of inflation pressures before responding. 

 UK Prime Minister Boris Johnson is facing a rebellion among his own backbenchers and intense criticism from senior 
Conservatives over his proposal to renege on the withdrawal treaty that would allow Northern Ireland to trade without 
border restrictions with Ireland and the rest of the European Union. The move to abrogate the treaty would almost 
certainly lead to a hard Brexit. 

 Obviously, a hard Brexit will not help matters. But the worst impact potentially will be sustained by financial 
companies and other service-producing entities, since World Trade Organization rules deal mostly with tradable 
goods. The increase in tariffs, for the most part, will be bearable—once border-related issues are worked out. 

 In our view, it is unlikely that radical changes will be made to the direction of policy under new Japanese Prime 
Minister Yoshihide Suga. The near-term priority will be on the response to the coronavirus, and fiscal policy will 
remain quite expansionary. The Bank of Japan will continue to buy most of the bonds that the government issues, 
along with other types of corporate debt and equity. 

 There is some good news, which applies to emerging markets more broadly. The price of raw industrials bottomed in 
early May and have since enjoyed a sharp move higher. If industrial commodity prices advance in a sustained, multi-
year fashion as they have in previous cycles, it’s a good bet that emerging-market corporate profits will rise sharply. 

 In uncertain environments, we believe it is important to maintain a risk-aware approach to wealth management 
through prudent planning that focuses on companies with strong fundamentals and reasonable valuations. 

A full-length paper is available if you wish to learn more about these timely topics. 

                                                        
1 Source: US Federal Reserve. Data as at 30/9/2020. 
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Important Information 
 
This material is not directed to any persons where (by reason of that person's nationality, residence or otherwise) the 
publication or availability of this material is prohibited. Persons in respect of whom such prohibitions apply must not rely 
on this information in any respect whatsoever. Investment in the funds or products that are described herein are available 
only to intended recipients and this communication must not be relied upon or acted upon by anyone who is not an 
intended recipient. 
 
While considerable care has been taken to ensure the information contained within this document is accurate and up-to-
date, no warranty is given as to the accuracy or completeness of any information and no liability is accepted for any errors 
or omissions in such information or any action taken on the basis of this information. 
 
SEI Investments (Europe) Limited (“SIEL”) acts as distributor of collective investment schemes which are authorised in 
Ireland pursuant to the UCITS regulations and which are collectively referred to as the “SEI Funds” in these materials. 
These umbrella funds are incorporated in Ireland as limited liability investment companies and are managed by SEI 
Investments Global, Limited, an affiliate of the distributor. SIEL utilises the SEI Funds in its asset management 
programme to create asset allocation strategies for its clients. Any reference in this document to any SEI Funds should 
not be construed as a recommendation to buy or sell these securities or to engage in any related investment management 
services. Recipients of this information who intend to apply for shares in any SEI Fund are reminded that any such 
application must be made solely on the basis of the information contained in the Prospectus (which includes a schedule of 
fees and charges and maximum commission available). Commissions and incentives may be paid and if so, would be 
included in the overall costs.) A copy of the Prospectus can be obtained by contacting your Financial Advisor, SEI 
Relationship Manager or by using the contact details shown below. 
 
Data refers to past performance. Past performance is not a reliable indicator of future results. Investments in SEI 
Funds are generally medium- to long-term investments. The value of an investment and any income from it can 
go down as well as up. Returns may increase or decrease as a result of currency fluctuations. Investors may get 
back less than the original amount invested. SEI Funds may use derivative instruments which may be used for hedging 
purposes and/or investment purposes. 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. 
 
In addition to the usual risks associated with investing, the following risks may apply:  
Bonds and bond funds are subject to interest rate risk and will decline 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. International investments may involve risk of capital loss from unfavourable 
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, securities focusing on a single country, and 
investments in smaller companies typically exhibit higher volatility. 
 
The opinions and views within this commentary are of SIEL only and should not be construed as investment advice 
 
This information is issued by SIEL, 1st Floor, Alphabeta, 14-18 Finsbury Square, London EC2A 1BR, United Kingdom. 
This document and its contents are directed only at persons who have been categorised by SIEL as a Professional Client 
for the purposes of the FCA Conduct of Business Sourcebook. SIEL is authorised and regulated by the Financial Conduct 
Authority. 
 
SEI sources data directly from FactSet, Lipper, and BlackRock unless otherwise stated. 

 


