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Wall Street vs. Main Street 

After setting an all-time closing high to finish out 
the prior week, the Dow Jones Industrial Average 
slumped by almost 1,100 points, or -4.1%, for the 
week just ended. The damage was particularly 
severe on Friday (Feb. 2), when the Dow fell by 
665.75 points.  

The S&P 500 suffered a similar fate, finishing out 
the five-day period lower by -3.8%. While the 
S&P 500 is still up 3.4% year-to-date, given the 
recent lack of volatility in the financial markets, 
the declines somehow seemed even worse than 
the actual numbers.  

The trigger for Friday’s selloff arrived at 
8:30 a.m., when the Labor Department 
announced that 200,000 new jobs had been 
added to the U.S. economy during the month of 
January. The unemployment rate held steady at 
4.1%, its lowest level since December 2000.  

The big news, however, was on the wage front, 
where average hourly earnings increased by 
2.9% from a year earlier. This was much higher 
than the consensus estimates of 2.6% and stoked 
fears that inflation could be headed higher.  

Throughout the recent economic expansion, one 
of the criticisms has been that Main Street was 
not meaningfully benefitting from higher wages. 
Friday’s Labor Department release showed that 
may be changing, however, which could 
translate to higher inflation.  

Bond prices sold off sharply on the prospect of 
increasing inflationary pressures, and when the 
stock market opened, it quickly followed suit. 

First Day on the Job 

Even before Friday’s announcement, the bond 
market had been acknowledging the likelihood 
of higher inflation. This was no doubt a function 
of the recent strength in the economy, coupled 
with the added growth that should come from 
tax reform.  

The chart below details the yield on a constant 
maturity 10-year U.S. Treasury note over the 
past year. It ended last week at 2.84%, up from 
2.41% at the start of the year. As recently as last 
September, the yield was just over 2.00%. 

Constant Maturity 10-Year U.S. Treasury Note 
12 Months Ending 2/2/2018  

 

Source: FactSet, Inc. 

Against this backdrop of increasing inflationary 
fears, Janet Yellen completed her four-year 
tenure as chair of the Federal Reserve on 
Saturday (Feb. 3). Jerome Powell was sworn in as 
the new Fed chair this morning, and it will now 
be his job to steer the Central Bank.  
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The Fed next meets on March 20-21, and it is 
widely expected it will increase rates. The 
consensus seems to be for a total of three 
increases in 2018, which would match the steps 
taken in 2017.  

The prior two years (2015 and 2016) saw just one 
rate hike each year, so activity on the front of 
normalizing yields has certainly been increasing. 
This is reflected in 90-day Treasury Bills, which 
yielded essentially nothing prior to the 2015 
increase, and now yield 1.48%. 

Looking Ahead 

Bonds have clearly been adjusting to increased 
inflation expectations, and stock prices suffered 
from those concerns last week as well. Still, 
corporate earnings have been strong, and the 
recent strength in the economy and lower 
corporate tax rates should enhance those results 
as we move through 2018.  

While volatility in the equity markets is likely to 
pick up from last year’s tranquil levels, we will be 
looking to use any price dislocations 
opportunistically once the market stabilizes. 

 

 

BMT in the Press 

Bryn Mawr Trust professionals are regularly sought after by the media for their insights on financial 
matters. The following are some recent highlights. 

New Fiscal Worry: Too Much Short-Term Borrowing as Deficit Climbs (1/31/2018) 
The Wall Street Journal sought expert insight from Jim Barnes, Director of Fixed Income at BMT, on current 
bond market activity. Jim explained how he’s evaluating Treasury yields on behalf of clients in a rising rate 
environment.  

Dow Closes About 70 Points Higher, Capping Off Best Month Since March 2016 (1/31/2018) 
After the first Federal Reserve meeting of 2018, CNBC.com turned to Ernie Cecilia, Chief Investment 
Officer at BMT, for his take on how the Fed’s statement impacted market activity. Ernie also explained 
that he’s keeping an eye on inflation data, as it’s one of the key factors the Fed examines when 
determining to raise interest rates. 

Are markets too complacent about inflation? (2/1/2018) 
U.S. News & World Report turned to Jim Barnes, Director of Fixed Income at BMT, for expert insight on 
what rising inflation means for income investors. With inflation still relatively low, Jim explained how 
investors can prepare their fixed income investments now for when inflation does rise.  

Hybrid Stock-Bond Mutual Funds Suffer Worst Week in 17 Months (2/2/2018) 
Ernie Cecilia, Chief Investment Officer at BMT, spoke with Bloomberg about how current market activity 
is impacting investor portfolios. Despite minor fluctuations in bond and equity markets, Ernie explained 
the importance of remaining diversified across various asset classes in a long-term investment strategy. 
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http://news.morningstar.com/all/dow-jones/us-markets/2018013115943/new-fiscal-worry-too-much-short-term-borrowing-as-deficit-climbs.aspx
https://www.cnbc.com/2018/01/31/us-stock-futures-dow-data-earnings-and-politics-on-the-agenda.html
https://money.usnews.com/investing/investing-101/articles/2018-02-01/are-markets-too-complacent-about-inflation
https://www.bloomberg.com/news/articles/2018-02-01/hybrid-stock-bond-mutual-funds-suffering-worst-week-in-17-months
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The views expressed herein are those of Bryn Mawr Trust as of the date above and are subject to change based on market conditions and other 
factors. Past performance is no guarantee of future results. This publication is for informational purposes only and should not be construed as 
a recommendation for any specific security or sector. Information has been collected from sources believed to be reliable, but has not been 
verified for accuracy.  

Securities and insurance products: (1) are not bank deposits; (2) are not insured or guaranteed by the FDIC or any other government agency; 
(3) are not obligations of, or guaranteed by, any financial institution; and (4) involve investment risks, including the potential for fluctuations 
in investment return and the possible loss of principal. 

By clicking on the links above, you will be directed to websites that are not operated or controlled by Bryn Mawr Trust. Bryn Mawr Trust is not 
responsible for the content on, or availability of, the linked websites. Bryn Mawr Trust does not endorse or guarantee any products or services 
made available on the linked websites and makes no representation or warranty regarding the accuracy of the information contained on the 
linked websites. If you have any questions or concerns about the information provided on the linked websites, please contact that third party 
directly. 
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