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Investment Update: The Summer of Our Discontent                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                    
 
By:  Kevin P. Barr, Head of SEI Investment Management Unit 
 
 
 
Ordinarily, it’s pretty quiet on Wall Street this time of the year, as many investment professionals take 

the opportunity to spend their summer vacations in the Hamptons.  But this isn’t an ordinary year. 

Houses in the Hamptons can be rented by the month instead of by the season, and many of those 

houses are sitting vacant, waiting to be sold.  The economic and market environments certainly haven’t 

lent themselves to a relaxing vacation for anyone.  

 

Bad news seems to be everywhere these days, affecting a majority of the drivers of economic growth.  

The housing market remains mired in the price collapse that took place a couple of years ago, and it 

has a long way to go towards recovery.  Recently, the National Association of Home Builders 

confidence index declined to the lowest level since August 2009, and housing starts were the lowest 

they had been since October 2009.  In the labor market, jobs are still hard to come by for many 

Americans, as unemployment hovers just below double digits.  Initial jobless claims were higher than 

expected last week and have remained elevated for the past few weeks.   

 

The continued negativity in all of these areas has spilled over to the consumer as well.  The Conference 

Board announced that consumer confidence fell for the second consecutive month in July, with 

consumers’ expectations looking much worse for the near future.  Again, this is not a scenario where 

financial professionals or investors can plan on having a restful vacation. 

 

The gloom and doom of the consumer is also reflected in our current political atmosphere.  The turmoil 

in the markets from the credit crisis sparked citizen outrage, as U.S. taxpayers were compelled to bail 

out major players in industries such as banking and autos, even as they themselves were under water 

on their mortgages and in danger of losing their jobs.  This anger is currently being directed at 

Congressional leaders who orchestrated these bail-outs, and change in leadership is expected when 

voters go to the polls in November.   
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In the corporate sector, money remains on the sidelines as firms neither invest nor hire.  If you add in 

the uncertainties surrounding the European sovereign debt crisis, the general lack of confidence takes 

on a global flavor.   

 

In the meantime, fears of a double-dip recession and the murkiness of what may or may not come to 

pass has created volatility in the financial markets, where prices will soar in the morning only to 

plummet in the afternoon.  It’s a gloomy scenario.   

 

So, what’s an investor to do? 

 

Our View 
Solid companies are trading at reasonable valuation levels.  The European sovereign debt crisis is 

looking less dire, and the “stress tests” conducted on banks in Europe were largely positive.  Corporate 

earnings have been mostly positive during the earnings season so far, and exports seem to be gaining 

traction worldwide.  In short, the news isn’t all bad. 

 

Despite these encouraging signs, a significant amount of cash is sitting on the sidelines as individual 

investors remain wary, waiting for more clarity before committing additional funds.  In stark contrast, 

institutional investors are investing in stocks.  A Citigroup survey shows that institutional investors took 

the percentage of equities in their portfolios up to 68% in June from 63% in April.  June’s numbers 

represent the highest weighting institutions have given to equities in the past 15 months. 

 

 In our view, institutions are making the right move by taking action based directly on their investment 

objectives.  These entities have long-term time horizons and are betting that the economy will recover 

over time.  While range-bound trading may continue, at least through year end, in the current market 

environment, we believe the longer-term trend will be upward.   

 

For investors with shorter time horizons, we like bonds over stocks through the end of the year.  Within 

bonds, we expect high-yield and emerging market debt to continue to set the pace. In equities, we favor 

large-cap stocks over small caps.  In the longer term, we expect markets to revert to the mean with 

equities outperforming bonds. 

 

Regardless of time horizon or point of view, we believe the worst thing investors can do at this juncture 

is take no action.  This is not the time to keep your head in the sand.  Instead, we recommend taking 
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this time to reevaluate your goals and risk tolerance, making sure that your portfolio reflects your 

objectives.  While market movements are difficult to predict, there are a number of potential catalysts 

that could point to a more positive direction.  Missing that move could be costly, as shown in Exhibit 1.  

 

Exhibit 1: A Few Days Can Make a Big Difference 
(S&P 500 Index Returns, January 1990-December 2009) 

 
Source: SEI, FactSet. 

 

Using the S&P 500 as a proxy for the domestic equity market, if an investor missed just ten days during 

a 20-year period, half of the profits would be lost.  Missing 20 days took away three quarters of the 

profit.  Missing thirty days reduced the profit to just 0.8%, and missing 40 days resulted in a loss.  When 

you don’t make a choice, you are still making a choice.   

 

At SEI, we believe in active management and proactive planning.  While financial markets are cyclical, 

planning should be continuous. The current negative atmosphere won’t last forever.  Look ahead and 

plan accordingly. 
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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. 
 
For those SEI Funds which employ the ‘manager of managers’ structure, SEI Investments Management 
Corporation (SIMC) has ultimate responsibility for the investment performance of the Funds due to its 
responsibility to oversee the sub-advisers and recommend their hiring, termination and replacement.  
SIMC is the adviser to the SEI Funds, which are distributed by SEI Investments Distribution Co. 
(SIDCo.) SIMC and SIDCo are wholly owned subsidiaries of SEI Investments Company.   
 
To determine if the Funds are an appropriate investment for you, carefully consider the 
investment objectives, risk factors and charges and expenses before investing.  This and other 
information can be found in the Funds’ prospectuses, which can be obtained by calling 1-800-
DIAL-SEI.  Read them carefully before investing. 
 
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.   
 
Diversification may not protect against market risk.  There is no assurance the objectives discussed will 
be met. 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.   
 
 
 Not FDIC Insured 
 No Bank Guarantee 
 May Lose Value 


