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Calm markets at the end of May, uncertainties in June 
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Market overview 
In May market participants continued to tolerate higher risk, with oil leading commodities higher and developed equity markets rising. The 

higher risk tolerance persisted despite the increased probability of the US Federal Reserve (Fed) interest rate hike in June. However this 

probability decreased after US labour market data showed temporary weakness. Also uncertainty is increasing due to possible “Brexit“ (British 

referendum vote on June 23 to leave the European Union; various “Brexit” scenarios are analyzed in monthly theme, page 2). The World Bank 

lowered global growth forecast for this year. We still remain a bit more cautious, but our main scenario is still that global economic growth will 

accelerate during 2016, though at a slow pace (around 3% year-on-year), but we believe that volatility will come and go during the year. 

Stock market performance* Major events and expectations 

USA  
(S&P 500 index, USD): 

+1,5% in May 

+2,6% YTD 
+55,9% in 5 years 

 
Europe  
(MSCI EURO, EUR): 

+1,4% in May 

-5,4% YTD 

+15,3% in 5 years 

 

Eastern Europe 
(MSCI EM Eastern Europe, USD): 

-6,4% in May 

+11,3% YTD 

-52,9% in 5 years 
 
Asia  
(MSCI EM Asia, USD): 

-1,4% in May 
-1,0% YTD 

-17,2% in 5 years 
 

Latin America 
(MSCI EM Latin America, USD): 

-11,1% in May 

+11,4% YTD 

-54,6% in 5 years 

In US labour market statistics came in well below expectations, with much slower job growth than forecast. 
Meanwhile unemployment fell to 4,7 % (lowest level in almost 9 years), which was encouraging. The jobs report 
highlights the fact that momentum in the labour market is now slowing as the economy reaches full employment. 
Since other economic data in the past few weeks have been upbeat, the markets took the temporary dip in monthly 
employment creation calmly. Weak job growth was also cited as further confirmation that the Fed is unlikely to hike 
the key interest rate at its mid-June meeting, but will instead wait until July. The central bank will continue to keep a 
close eye on whether economic data released over the coming weeks reflects a strengthening economy before 
committing to its next rate rise. We believe the Fed will wait until September before hiking its key rate. 

In Europe, as expected during the most recent meeting on June 1 the European Central Bank (ECB) chose to make 
no policy changes, while the year-on-year euro zone growth outlook and 2016 inflation expectations were revised 
marginally higher: to 1,6 and 0,2%, respectively. The ECB declares that it is ready, willing and able to do more to 
revive growth and inflation in the Eurozone if the moves announced earlier this year are not sufficient to support a 
sustained recovery and a significant pickup in inflation. Meanwhile, prices in the euro area continued to fall last 
month, with inflation increasing a bit to -0,1 % in May from -0,2% in April. The slump in energy prices over the last 
12 months has brought up the challenge for ECB, who target an inflation rate of below but close to 2%. 

Tension is increasing as approaches June 23 – the date of “Brexit” referendum. The latest surveys show a very close 
race between “yes” and “no” voters. We believe that the United Kingdom will vote to remain in the Union. Read 
more about our various Brexit scenarios in the monthly theme (page 2). 

The International Monetary Fund (IMF) and euro zone finance ministers reached an agreement that will enable the 
next bail-out payment of EUR 10.3 billion to Greece. Under this deal, euro zone countries are accepting measures 
that in the short, medium and long term will lead to debt relief, hopefully contributing to calmer financial markets this 
summer than last. 

In Japan, Prime Minister Shinzo Abe indicated that the planned consumption tax hike from 8 to 10% in April 2017 
will be postponed until 2019, citing uncertainties in the global economy. The decision was viewed as signalling a 
move towards supporting growth through fiscal rather than monetary policy, with hopes of more supplementary 
fiscal stimulus in the coming months. 

Oil price continued to rise in May. Growing global oil supply disruptions (output is shrinking in Nigeria, Venezuela, 
Canada), rising oil demand, and falling US crude oil production and stockpiles declining more than forecasted have 
contributed to the price increase and may push prices somewhat higher before Iran ramps up its output, which should 
then restore the supply shortfall. Our current forecast is that oil prices will rise to USD 60 by 2018, but there is major 
potential for fluctuations before then. 

The World Bank revised its 2016 global growth forecast down to 2,4 % from the 2,9% pace projected in January. 
The move is due to sluggish growth in advanced economies, persistently low commodity prices, weak global trade, 
and diminishing capital flows. 

* More information regarding indexes’ performance can be found at the end of the document
 

Impact on investments of different risk categories 

Product group Impact during the last month and expectations looking forward 

Low risk 
(conservative) 

In May government bond yields continued to decrease. Uncertainty factors, declined inflation expectations and expansionary stimulus 
packages by central banks may keep the yields at lower levels for a while. On the other hand, stronger economic conditions may push 
them higher. Overall, the historically low interest rate climate is challenging for fixed income investments and we still have a negative 
view of government bonds, with US standing out as least attractive. 

Medium risk 
(balanced) 

Our balanced medium risk portfolios generated slightly positive results in May, the values have recovered after loses in the first half of 
Q1. However, we still continue to stay at reduced risk level as we think that sharper market volatility will continue to persist for a while. 
In longer-term our main scenario is still that the global economy will improve and we can increase the risk any time. High yield (HY) 
bonds continued to look attractive during May. Looking ahead from risk and return perspective HY bonds still seems to be the most 
attractive investment in bonds market. However, possible weaker global growth and low oil prices are factors causing concerns in HY 
market. 

High risk 
(aggressive) 

In the first half of May worries about global growth revived and investors became more 
cautious; however willingness to tolerate higher risk came back in the second half of 
May. Overall, the recent commodity price recovery is helping push growth higher, but 
to achieve a real take-off, consumption and sales must improve (which are connected 
to the growth rate) and prices must be raised (connected to the inflation rate). This 
trend is occurring slowly. Our somewhat cautious approach does not, however, imply 
that we expect falling stock markets this coming year. With a strong period behind us 
and risks such as “Brexit” around the corner, we believe in a more cautious view of risk 
ahead compared to March, but our main scenario is still that global economic growth 
will accelerate during 2016, though at a slow pace. 
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Monthly theme 

Brexit: three scenarios 

The process surrounding the June 23 referendum in the United 

Kingdom (UK) to decide whether UK should leave or remain in the 

European Union will affect not just that country but the rest of the 

European Union. The impact will mostly be political, but also 

economic and in financial markets. Whatever the outcome, the UK’s 

negotiated right to refrain from future integration efforts raises 

serious questions about the future of the EU project, producing a 

Europe that is moving in two different directions. We see three 

possible outcomes for the referendum – a majority for the Remain 

side, a “soft Leave” and a “hard Leave” scenario. Below, we review 

the different outcomes, in their order of probability, and analyze 

potential consequences. 

In brief 

• Our main scenario is that the Remain side will win, which would 

have relatively limited effects economically. 

• In the short term, that outcome would probably still produce 

some higher movements in markets, most likely a relief rally for 

the GBP and for British and European equities. 

• If the Leave side wins with a weak majority (“soft Leave”), we 

expect new negotiations and a new referendum – which would 

mean a period of anxiety but effects that are still manageable. 

• A strong victory for Leave (“hard Leave”) would slow economic 

growth the most, but not just in the UK, and there would be 

even greater political uncertainty about the EU. 

Remain – most probable, least impact 
There are currently many reasons to believe that the Remain side will 

win this battle. They include opinion polls and the fact that British 

betting firms, which are usually fairly good at predicting elections 

results, have Remain as their clear favourite. Recent opinion polls have 

also shown a negative correlation between the change in the number 

of undecided voters (which is high) and the percentage in favour of 

Remain. In other words, most undecided voters appear to be choosing 

Remain when they do decide. In our view, the probability of the 

Remain side winning is 65%. 

With a Remain outcome, everything would seemingly stay the same. It 

is reasonable to assume we would see a relief rally in financial markets 

if the risk of Brexit is averted. The GBP would probably strengthen, as 

would stock markets in UK and elsewhere in Europe. In economic 

terms, we can assume that the slowdown caused by uncertainty about 

Brexit early this year would be reversed when investments that are 

currently on hold are most likely carried out. All in all, the long-term 

financial and economic consequences would still be limited in case of 

this outcome. 

“Soft Leave” – renegotiation and a new referendum 
In case a weak majority votes for Leave, it is not certain that the UK 

would actually leave the EU – quite the opposite. Boris Johnson, who 

recently stepped down as Mayor of London and is a leader of the 

Leave campaign, has said that such an outcome might lead to further 

negotiations on UK opt-outs and greater autonomy, followed by 

another EU referendum. We have seen a similar course of events on 

several occasions in EU-related referendums in other member 

countries. We assign this scenario a probability of 25%. 

In a “soft Leave” scenario, the UK would remain in the union and the 

long-term effects should therefore be similar to those of a Remain 

vote. But there would probably be a lengthy period of negotiations and 

great uncertainty, as well as a new referendum with an unclear 

outcome, which would also entail increased financial uncertainty. We 

would expect both the GBP and the EUR to weaken initially, along with 

stock markets – all else being equal. This reaction would most likely 

change when (if) new negotiations with the EU got under way. Thus in 

the short term, we expect the effect on stock markets to be negligible. 

The effects on UK growth would be greater than in a Remain outcome, 

since prolonged uncertainty would probably continue to adversely 

affect investment and most likely consumption. We would expect this 

uncertainty to also have a slightly negative effect on EU growth in 

2016. 

In such negotiations, the EU would need to make further concessions, 

creating an even greater risk that other countries would consider 

seeking opt-outs from the EU project. But the opt-outs that have been 

granted to the UK have already opened the door, so the effect of a 

further opening need not be that much greater.  

Even if a “soft Leave” vote produces a lengthy period of uncertainty 

(assuming that the UK ends up staying in the EU), we still believe that 

ultimately the long term effects of either a Remain or a “soft Leave” vote 

on economies and markets would be relatively limited. Since we give these 

outcomes a combined 90% probability, we might end our analysis here. 

But it is difficult to gauge public opinion, which may quickly swing to a 

“hard Leave”, and the effects of such an outcome could be so sweeping 

that it merits discussion. 

A “hard Leave” – intense political pressure, subdued growth 
If a clear majority (more than about 55%) vote for the Leave alternative, 

Brexit would most likely become a reality. The impact would then be fairly 

substantial, both initially (markets) and over time (economic growth and 

politics). This impact would naturally be greatest in the UK, especially with 

regard to markets and growth, but the risk of wide-ranging political effects 

elsewhere in the EU would also increase significantly. 

As the result of a “hard Leave”, the GBP would probably drop immediately 

by roughly 10% against the USD. But the EUR would probably also weaken 

against the USD, given generally greater uncertainty about future EU 

economic and political cooperation. Similarly, we would expect bond yields 

to rise immediately in UK, but the effects elsewhere in Europe, would be 

more limited. These developments would naturally undermine global 

confidence in the UK as a country in which to invest. The same is true of 

other European countries to some extent. In stock markets, as with a “soft 

Leave” we would probably see declines, with the biggest slide in UK. But 

the difference is that these effects would be more permanent, since 

growth prospects would change. We expect UK growth to be hampered by 

a slower pace of investment and by uncertainty or deterioration in 

prospects for exporting to EU countries and in the stability in the financial 

system. This would be partly offset by a weaker currency, which would 

bolster the UK economy. Our analysis shows that the overall effect on the 

country’s GDP would be growth that is lower in both 2016 and 2017 than in 

the case of a Remain vote. The same uncertainties would also affect the 
euro zone to some extent. See the table below. 

GDP FORECASTS FOR 
DIFFERENT 
OUTCOMES (%) 

2016 2017 

UK 
EURO 

ZONE 
UK 

EURO 

ZONE 

Remain scenario 2,2 1,9 2,4 2,0 

“Soft Leave” scenario 2,0 1,8 2,1 1,9 

“Hard Leave” scenario 1,7 1,7 1,7 1,7 

A “hard Leave” would mark the beginning of a lengthy process to negotiate 

how Brexit should be implemented. There would also be negotiations 

about future relations, trade agreements, free movement of capital and 

labour etc. Nobody has anything to gain from isolating the UK too severely, 

least of all the UK itself. We expect a high degree of pragmatism in these 

negotiations, which would in any case make the economic consequences 

manageable. Politically, the UK would, of course, be more clearly isolated 

from EU decision-making. This outcome could also create tensions in the 

country. 

The political effects in the EU are a bit more difficult to predict. It is highly 

likely that there would be an even clearer risk that more countries would 

look for alternatives to the integration path proposed by EU. Tensions 

would probably rise; EU sceptics talk about the risks of a collapse and/or 

major political turmoil.  In case of Brexit, the EU would also be more clearly 

dominated by the euro zone countries, in which case introduction of the 

euro in other countries might be necessary for them to avoid being 

marginalized. 

 
Sources: SEB Investment Outlook, June 2016 
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Terminology explanation 

Terminology 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. 

Investment grade bonds,  

high yield bonds 

Investment grade bonds – bonds (sovereign or corporate) with credit ratings that indicate a relatively low risk 

of default. High yield bonds – bonds (sovereign or corporate) with credit ratings that indicate a relatively higher 

risk of default than investment grade bonds. Because of the higher risk of default, these bonds pay a higher 

yield than investment grade bonds.  

Two main credit rating agencies Standard & Poor’s (S&P) and Moody’s, use different designations consisting of 

upper- and lower-case letters ‘A’ and ‘B’ to identify a bond’s credit quality rating. S&P designations of ‘AAA’ and 

‘AA’ (high credit quality) and ‘A’ and ‘BBB’ (medium credit quality) are considered investment grade. Credit 

ratings for bonds below these designations (‘BB’, ‘B’, ‘CCC’, etc.) are considered low credit quality, and are 

commonly referred to as high yield or “junk bonds”. 

Oil types: Brent and WTI Brent Blend (Brent) and West Texas Intermediate (WTI) oil types are used as benchmarks for the prices of other 

crude oils. Roughly two-thirds of all crude contracts around the world reference Brent, making it the most 

widely used marker of all. These days, Brent actually refers to oil from parts of the North Sea off the coast of the 

U.K. and Norway (Brent, Forties, Oseberg and Ekofisk). Because the supply is water-borne, it’s easy to transport 

to a distant locations. WTI refers to oil extracted from wells in the US (sent via pipeline to Cushing, Oklahoma). 

The fact that supplies are land-locked is one of the drawbacks to West Texas crude – it’s relatively expensive to 

ship to certain parts of the globe. WTI continues to be the main benchmark for oil consumed in the US. 

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. 

Quantitative easing (QE) An unconventional monetary policy in which a central bank purchases government securities or other securities 

from the market in order to lower interest rates and increase the money supply. Quantitative easing increases 

the money supply by flooding financial institutions with capital in an effort to promote increased lending and 

liquidity. 

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. 

 

Stock market indexes performance information covering the immediately preceding 5 years till 31 May, 2016 

Region Index Currency 
Performance 

2011 2012 2013 2014 2015 12 months 2016 YTD 

USA  S&P 500 USD 0,0% 13,4% 29,6% 11,4% -0,7% -0,5% 2,6% 

Europe  MSCI EURO EUR -16,5% 15,6% 19,6% 2,3% 6,1% -12,8% -5,4% 

Eastern 

Europe 

MSCI EM 

Eastern Europe 
USD -23,3% 13,2% -2,9% -40,0% -8,1% -14,5% 11,3% 

Asia  MSCI EM Asia USD -19,1% 18,1% -0,2% 2,5% -11,8% -19,9% -1,0% 

Latin 

America 

MSCI EM Latin 

America 
USD -21,9% 5,4% -15,7% -14,8% -32,9% -18,4% 11,4% 

 
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. 


