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Market overview 

After a difficult summer for risk assets and especially in August, investors returned from their holidays in a bullish mood 
and drove equities higher in September. Stock prices have continued higher despite of weaker economic data and weaker 
economic growth overall, instead reacting positively to central bank stimulus and hopes for trade talks between the United 
States (US) and China. Another reason is that there are not so many good alternatives to equities, since low bond yields 
make it difficult to generate returns in the fixed income market. October, however, started with much higher volatility in 
stock markets reminding that October is statistically most volatile month over the year. Investors now focus on US and 
China negotiation results and on Q3 corporate earnings season. In the coming months, monetary and fiscal stimulus should 
support the global economy but these measures doubtfully will be able to fully offset the negative effects and hence the 
economic slowdown should continue. We continue to think that these downside risks warrant an element of caution. We 
expect higher volatility in Q4. On tactical horizon, we choose to keep risk tolerance towards risk assets, such as equities, 
slightly underweighted. In line, we are closely tracking what is happening in the markets and are ready to make changes in 
our risk tolerance. 

Stock market indexes’ performance (until 30 September 2019) 

Region Index Currency 
Performance 

2019 
Sep 

2019 
YTD 

12 
Months 2014 2015 2016 2017 2018 

USA S&P 500 USD 1,7% 18,7% 2,2% 11,4% -0,7% 9,5% 19,4% -6,2% 

Europe  MSCI EURO EUR 3,8% 16,7% 2,6% 2,3% 6,1% 1,7% 8,7% -14,2% 

Eastern 
Europe 

MSCI EM Eastern 
Europe USD 2,2% 12,2% 3,8% -40,0% -8,1% 33,0% 12,9% -8,3% 

Asia  MSCI EM Asia USD 1,8% 4,0% -6,0% 2,5% -11,8% 3,8% 40,1% -17,3% 

Latin 
America 

MSCI EM Latin 
America 

USD 2,5% 3,9% 3,5% -14,8% -32,9% 27,9% 20,8% -9,3% 

 

Major events and expectations  

Some progress in US-China trade negotiations. After recent US-Chinese trade talks in Washington (October 10-11) US President 
described it as a “substantial phase one deal” and officials from the both countries are expected to work out a step-by-step trade 
agreement the coming 3-4 weeks. Contents of the agreement are that the US tariff increase planned to come in force on October 15 is 
cancelled (other tariffs, also planned, remains until further notice) and that China will buy agricultural products annually for about $40-
50bn. However, the Chinese statement after the talks was more cautious than D. Trump’s statements and did not even mention the plans 
to purchase US agricultural goods. Conclusion: A small and welcomed step forward but it seems hard to judge how the deal will be 
implemented before more is worked out. However, the fact that the US risks recession 2020 will probably make D. Trump more willing to 
compromise. 

Mixed economic data in the US. Amid signs that the global economy is slowing, US labour market nonetheless remains strong. In 
September, the unemployment rate fell to 3,5%, the lowest rate in 50 years, as employers added 136,000 jobs to the US economy. There 
were many signs of strength, including robust hiring in health care, transportation, professional services and state and local government. 
But overall, the pace of hiring has slowed considerably since 2018, when the economy added an average of 223,000 jobs per month. 
However, investors bared more attention to leading indicators such as PMI’s, and those disappointed. The Institute for Supply Management 
(ISM) purchasing managers' index (PMI) for manufacturers fell to its lowest level for more than a decade, indicating a continued weak 
global industrial cycle. The ISM's non-manufacturing PMI also fell. What was previously a slowdown mainly in the manufacturing sector 
thus appears to have spread to other parts of the economy. Financial markets are hoping that this slowdown will force the US Federal 
Reserve (the FED) to make further key interest rate cuts. In this way, even bad figures can be interpreted as “good" by the market. 

The Fed, after cutting interest rates in July, cut it also in September in an attempt to prolong the economic expansion in the face of a 
slowdown in the pace of growth and hiring. Now the attention will be bared on decision by the FED at the end of October. After some 
disappointing US economic data, markets now see a big chance the Fed will cut rates this month. We maintain our expectations that the 
Fed will cut rates by 0,25% in December and March. 

President Trump threatened with impeachment, but almost no market reaction. In US Democratic Party has initiated an impeachment 
inquiry against US President Donald Trump. This is because in a telephone call, Trump urged the president of Ukraine to investigate the 
actions of Hunter Biden, the son of Trump's rival for the presidency, former Vice President Joe Biden. The more formal issue is whether 
Trump was trying to enlist the help of a foreign power in the 2020 presidential election. But the reason why financial markets are not 
reacting very much to the impeachment threat is that removing the president from office would require a two thirds majority of the US 
Senate, which is controlled by Trump's Republican Party. 

 



 

 

In Europe, the European Central Bank (ECB) responded to the weaker economic outlook by cutting interest rates further into negative 
territory (interest rate on the deposit facility), restarting quantitative easing and committing to continue with asset purchases until it 
achieves its inflation target, which is now half lower compared with the target. While those asset purchases may have a limited effect on 
their own, if combined with fiscal stimulus from the economies that can afford it, they could help to support growth. But the timing of any 
fiscal stimulus from Europe remains uncertain. The ECB’s policy easing came against a backdrop of weakening growth, with the business 
surveys (PMIs) for September painting a picture of an economy that continues to slow, particularly in the manufacturing sector.  

Brexit – likelihood of “hard Brexit” decreased, but uncertainty is still in place. British Prime Minister Boris Johnson has sent the EU a 
new proposal for a Brexit agreement, there may be hope of an orderly British withdrawal from the EU on October 31. EU representatives 
have requested clarifications in an effort to avoid rejection of the proposal at the EU summit in Helsinki starting October 17. After it 
Johnson may be forced to request a further extension of the withdrawal date. Our view remains that an orderly Brexit with a UK-EU 
agreement is the most likely outcome for now. 

Q3 earning season is starting. The market expects a loss of earnings for the companies on the S&P 500 of an average of 3,2% during Q3 
compared with the corresponding quarter of 2018. In Q2 an adjusted negative growth was 0,5%. This would be a third quarter of negative 
earnings growth, which would confirm and extend the earnings recession, which is typically recognized after two quarters of negative 
growth. Energy and IT sectors are expected to be the weakest performers, followed by financials, consumer staples and consumer 
discretionary. The only sectors with positive growth forecasts are utilities, real estate, health care and communication services. 

To summarize, the global economy faces several unpredictable risks. Will the trade war escalate? Will a UK lead to a no-deal Brexit? Will 
companies respond to slowing growth and profits by cutting jobs? Will the recent tension in the Middle East escalate? Until we have more 
clarity on the answers to these questions, we continue to believe that it makes sense to continue with lower risk tolerance. The uncertain 
situation, along with stock markets at quite high levels, suggests more fluctuations ahead. 

The world is seeing high uncertainty due to geopolitical issues, but political factors alone rarely trigger recessions. A lengthy manufacturing 
slump and escalating trade wars will cause global growth to slow from nearly 4% in 2018 to just over 3% in the coming years. Downside 
risks have risen, and we are thus raising the probability of a recession in the next couple of years to 25%, up from 20% (read more in the 
September issue of Nordic Outlook), but our main scenario is still that outright recession will be avoided. Moderate debt lowers the risk of 
contagion from weak industry to the overall economy. Low inflation gives central banks room for stimulus and Fed rate cuts lower risks of 
policy mistakes. 
 
Glossary 

Terms used Explanation 
Fiscal policy Fiscal policy relates to government spending and tax collection. Fiscal policy refers to the use of the government budget to 

influence economic activity. For example, when economic growth is slowing down, the government can step in and increase its 
spending to stimulate demand and economic growth. Or it can lower taxes to increase disposable income for people and 
businesses. 

Gross Domestic 
Product (GDP) 

The monetary value of all the finished goods and services produced within a country’s borders in a specific time period, though 
GDP is usually calculated on an annual basis. It includes all of private and public consumption, government outlays, investments 
and exports less imports that occur within a defined territory. 

Monetary policy Monetary policy is the process by which the monetary authority (usually the central bank) of a country controls the supply of 
money (the size and rate of growth of the money supply), for the purpose of promoting economic growth and stability. For 
example, if the money supply grows too fast, the rate of inflation will increase and the economy will “overheat”. If the growth of 
the money supply is slowed too much, then economic growth may also slow. The main tools to control money supply include open 
market operations (buying or selling assets), changing interest rates and changing reserve requirements for commercial banks. 

Purchasing 
managers’ indexes 
(PMIs) 

An indicator of the economic health of the manufacturing sector. The PMI indexes are based on five major indicators: new orders, 
inventory levels, production, supplier deliveries and the employment environment. A PMI of more than 50 represents expansion 
of the manufacturing sector, compared to the previous month. A reading under 50 represents a contraction, while a reading at 50 
indicates no change. 

Yield The income return on an investment. This refers to the interest or dividends received from a security and is usually expressed 
annually as a percentage based on the investment's cost, its current market value or its face value. 

 
The above information is provided for informational purposes only. The information does not constitute investment advice or an offer to provide any product 
or service. Neither the material nor the products described herein are intended for distribution or sale in the United States of America or to persons resident 
in the United States of America, so-called US persons, and any such distribution may be unlawful. SEB shall not be responsible for any investment decisions 
made on the basis of the above information. The data underlying the information provided are based on sources considered reliable by SEB. SEB cannot be 
held liable for the completeness or accuracy of the information or any damage that may arise as a result of such information. 
Investments in equities, funds and other securities are associated with opportunities and risks. The market value of investments can either rise or fall. In some 
cases, losses can exceed the initial amount invested. In the case of investments made on foreign markets, your profit may be affected by fluctuations in 
exchange rates. The rates of return achieved by the described investment products and financial indices in earlier or future periods do not constitute a promise 
or a reference of the rate of return in future periods. 
Before making investment decisions, we would recommend thoroughly analyzing the financial, legal, regulative, accounting and taxation issues related to 
investing in the fund and assessing all of the risks associated with the investment and the relevance and suitability of the investment. If necessary, more 
detailed explanations should be sought from an SEB adviser, and in taxation issues from a specialist of the relevant area. General information about investing 
as well as securities is available at SEB’s website https://www.seb.lv 


