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Market overview 
From the beginning of the year till mid-February global equities decreased close to 13%, marking the worst start to a year since 2008. From 

summer 2015 highs equity markets dropped around 20%, very close to signaling what would traditionally be called a “bear market”. However, 

markets recovered from mid-February as a few more positive economic indicators emerged, oil prices rebounded, European Central Bank (ECB) 

unleashed his most audacious stimulus package yet and investor confidence began to improve. Nevertheless, sentiment remains fragile, with 

investors continuing to worry about the uncertain outlook for global economic growth, commodity prices and central bank policies. We still 

remain a bit more cautious, but our main scenario is still that the global economy will improve during the year. 

Stock market performance* Major events and expectations 

USA  
(S&P 500 index, USD): 

-0,4% in February 

-5,5% YTD 
+45,6% in 5 years 

 
Europe  
(MSCI EURO, EUR): 

-3,2% in February 

-9,4% YTD 

+6,3% in 5 years 

 

Eastern Europe 
(MSCI EM Eastern Europe, USD): 

+1,7% in February 

-0,6% YTD 

-57,7% in 5 years 
 
Asia  
(MSCI EM Asia, USD): 

-1,4% in February 
-8,6% YTD 

-16,7% in 5 years 
 

Latin America 
(MSCI EM Latin America, USD): 

+3,4% in February 
-1,4% YTD 

-59,8% in 5 years 

The US economy grew at an annualized pace of 1% in the 2015 Q4, up from an initial estimate of 0,7%, according to 
revised data. US February’s job report showed a solid picture of US labor market. The report confirmed that US non-
farm payrolls increased by 242 thousand in February, well ahead of expectations. The unemployment rate remained 
unchanged at 4.9%. Meanwhile, recent survey data from manufacturing sector (ISM manufacturing index) suggested 
a brightening outlook for the US economy. Data from consumer sector (ISM non-manufacturing index) remains in 
expansion territory. The jobs report and better sentiment in manufacturing sector helps ease concerns that the US 
economy faces a risk of slipping into recession, and highlights the continued favorable backdrop for the consumer – a 
major driver of US economic growth. Markets are currently pricing very low probability that the Federal Reserve (the 
Fed) will raise interest rates in March meeting (16 March) as policymakers wait for more calmness to return to financial 
markets and for the economic outlook to improve. There is still risk coming from manufacturing sector and downward 
revisions in companies’ earnings estimates. Also, a bit more uncertainty in US stock markets is related to upcoming 
president elections in November. However, recent rebound in stock and oil prices coupled with not disappointing 
recent macroeconomic statistics resulted in higher probability for the next US interest rate increases this year. 

The European Central Bank (ECB) after its March meeting unleashed his most audacious stimulus package yet. Key 
interest rates will be cut to 0% from 0,05%. The monthly purchases under the asset purchase programme (QE) 
will be expanded from 60 billion EUR to 80 billion EUR starting in April. Interest rate paid to commercial banks for 
depositing their cash with the central bank will be decreased from -0,3% to -0,4%. The package delivered by ECB 
exceeded market expectations and was met very positively by market participants. The hope is that reducing the 
deposit rate will encourage Europe’s commercial lenders to extend credit to consumers and businesses and therefore 
boost economic activity. Meanwhile, investors hope that a boost to the ECB’s monthly bond purchases will help to lift 
asset prices and spark inflation. ECB president M. Draghi has repeatedly said policy makers are willing to do what’s 
necessary to revive inflation and underpin the region’s upturn. 

Additional pressures and fears in Europe are added by so-called “Brexit” – a possibility that UK may leave European 
Union (EU) – as UK announced a referendum on the country’s membership in the EU. Current polls show that the 
vote will be close and this has contributes to higher volatility in both UK and European markets.  Also migrant crisis 
continues to escalate which adds political headwinds as well. 

Elsewhere in world. Brazil’s stock market rebounded powerfully in February because of commodity price rally and 
domestic political developments. Markets believe only a change in government will help lift Brazil out of its current 
economic lethargy. Russia’s stock market climbed solidly also as oil prices rallied sharply. However, Russia’s 
economy is confronting a lot of difficulties and remains vulnerable. 

Oil prices hit 12-year lows of 27 USD (WTI) last month. This prompted talks between the world’s two biggest oil 
producers – Russia and Saudi Arabia – who have agreed on an oil production freeze at January levels. Oil prices 
started to rebound solidly following confirmation that several major oil producers, including Russia, Saudi Arabia, 
Venezuela and Qatar, would meet this month (20 March) in Russia. Declining US oil production also has been 
another driver for oil price increase. However, in our view, it is too early for continued and sustained oil price rally. 
The oil market is still running a solid surplus and global oil inventories are still rising robustly. Hence, we see downside 
risks dominating in near-term. Oil prices should recover later this year and we forecast an average Brent crude oil 
price of 40 USD in 2016. 

* 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 February government bond yields continued to decrease because of lower risk appetite in markets but the trend changed in the 
second half of month when the risk appetite came back. Uncertainty factors 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) 

The rebound in markets helped our balanced portfolios to generate positive results during February. 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. Investors started to come back in High yield (HY) bonds in 
the second half of February. 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) 

After a very weak start to the year, with sharply declining risk appetite, from mid-
February we have seen a relatively powerful market rebound and higher risk appetite. 
The factors like oil prices bounce back and number of recent macro statistics that have 
not been as weak as investors had feared have been behind the recent rebound in 
market. There are also factors like downward revised economic growth and corporate 
earnings estimates in addition with weaker manufacturing sector that continue to 
cause concern. We still remain a bit more cautious. However, there are also a number 
of factors on the positive side: continued low probability of recession, low interest 
rates and central banks that remain active, with the Fed likely to act cautiously in 
hiking its key rate further, a strong labor market and a healthy pace of construction in 
the US, Europe looks stable so far. Our main scenario is still that global economic 
growth will continue to improve in 2016, though at a slow pace. 
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Monthly theme 

How do stock markets perform during a 
presidential election years in US? 

The stock market has been off to a rough start in 2016. A lot is going 

on in around the world: dropping oil prices, turmoil in China's 

economy, fears of deflation, lower economic growth and corporate 

earnings estimates. One more thing that can impact market volatility 

is upcoming US presidential elections. November 8, 2016 is the date 

next president will be elected in US, the largest economy in the world. 

Usually US presidential election years bring about more uncertainty 

in stock markets than non-election years. Could this year’s 

presidential election bring more struggle on an already teetering 

stock market? Will the position of power turn from Democratic 

leadership to Republican leadership? Let's take a look at how the 

stock market has performed before, during, and after presidential 

elections to gain some insights on where things could be headed this 

year. 

Stock market performance in election years 

While there are plenty of reasons why stock markets may struggle this 

year, US election-related uncertainty is not adding more clarity as well. 

In November, US will have a new president, but who that will be is still 

very much to be determined and that lack of clarity isn't good for the 

markets. 

Looking back to historic data of S&P 500 index since back to 1928, 

presidential election years have produced an average annual growth 

of 7,0%, while for all years the growth was 7,5% (see chart below). In 

other words, presidential election years have been pretty average.  

However, an interesting thing and quite relevant one is that election 

years in which a new president must be elected have seen the S&P 

500 index to lose 4% on average. The worst year was in 2008 at the 

end of George W. Bush's last year as a president when the market was 

down close to 38%. Although 2008 was an election year there were 

many other forces at work that led to such a dramatic fall in the stock 

market. Anyway, in 2016, of course, voters must select a new 

president to replace Barack Obama, who is set to complete his second 

term. 

S&P 500 index performance during US presidential election years and 

all years (1928–2015) 

 

One reason of poorer stock market performance during presidents’ 

final year of a second term is related to the point that presidents can 

be a bit unpredictable as they come to face their limited time left of 

presidency. Unpredictable behavior combined with a lack of 

consensus of who the next president will be can bring up a lot of 

uncertainty that can upset the stock markets. 

For example, the fourth year of a president's first term tends to 

perform much better. Some associate the general trend of incumbents 

getting reelected as a reason why there is less panic in the stock 

market during those years as compared to year eight. Presidents who 

are in the final year of a second term are often less predictable than 

they are in previous years. 

Stock market performance during presidential cycles 

Below there is a chart of long period of historical data which shows an 

average US stock market performance in each year of four-year 

presidential cycle. It clearly stand out that the pre-election years tend 

to be the best. 

US stock market average performance during US presidential cycles of 

4 years (1833–2013) 

 

One reason for best stock markets’ results in pre-election year is related to 

the idea that typically each administration usually does everything in its 

power to juice up the economy so that voters are in a positive mood at 

election time. However, when a president is in his second term, stocks' 

performance in the pre-election year tends to be somewhat more muted.  

As it is seen in the chart an average poorest results are marked in the first 

year after elections. A president's first year is often as unpredictable as the 

last. One idea is that during that first year, when people are optimistic 

about their new leader, the president feels as though he has more leeway 

to push through less favorable policies. Policymakers then may begin to 

feel less restrained about introducing new policies and programs, which at 

times may be restrictive and unpopular with voters. As these new 

programs, usually involving higher taxes, more spending and more 

regulation are implemented, it begins to negatively impact business profits 

and consumers. 

Political parties also matters 
Which party is likely to be voted into office during an election year can also 

affect how stocks perform, especially as the election date approaches. 

Typically when people believe the incumbent party will get elected, the 

market goes up. If consensus points towards a new party taking over, 

however, the stock market tends to go down. Uncertainty and fear can 

cause increases in volatility compared to feelings of confidence and the 

familiar. 

To be more exact, if stocks rise between July 31 and October 31 before 

elections, then people are generally of the mind that the incumbent party 

will win. If stocks fall, then the thinking is that a new party will take over. 

According to the statistics, in 82% of the times that markets have climbed 

during August and October, the incumbent party has won. In 86% of the 

times the market has been down, the replacement party has won. 

From another angle, when it comes to certain parties, when Republicans 

control Congress during a presidential election year, the S&P 500 typically 

performs well above average with a gain of 19,7% versus an average gain 

of 7,6% in years with a split Congress or 3,2% in election years when 

Democrats are in control. 2016 will mark the first election where an 

outgoing Democratic president has had a Republican-controlled Congress. 

Keep an eye on the polls as November approaches. According to the latest 

presidential poll tracker by USA Today, Hillary Clinton (Democrat) has the 

best odds, followed by Donald Trump (Republican), Bernie Sanders 

(Democrat) and Ted Cruz (Republican). 

How useful is historical data? 

Historical data (since 1928) shows that on average election years where 

new president must be elected tend to be negative in US stock markets. On 

the other hand, we cannot reject that in the last two times when it 

happened (2000 and 2008) recessions have been responsible for 

underperforming presidential election years. Since 1928 of the last 21 

election years there have been only 3 years where the S&P 500 index had a 

negative return during an election year. And while economic growth has 

remained subpar in 2015 but economists generally are not looking for a 

recession to arrive next year.  

There is also a theory (developed by Yale Hirsch) which states that in 

general US stock markets are weakest in the year following the election of 

a new US president. According to this theory, after the first year, the 

market improves until the cycle begins again with the next presidential 

election. However, while this theory played out relatively reliably in the 

early to mid-1900s, data from the later twentieth century has disproved it.  

There's a lot in store for 2016 and it's likely the election could impact the 

stock market one way or another. But is this historical data about 

presidential cycles and stock market performance useful? It is useful only if 

the pattern continues. However, we do not know if it will happen. 

Therefore, the problem with investing based on such data patterns is that 

it is not a sound way to go about making investment decisions. How stocks 

perform in an election year might have less to do with the elections and 

candidates than the economic backdrop that will frame the battle. 
 
Sources: Marketwatch, CNBC, Yahoo Finance, Forbes, UBS, USA Today. 
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Terminology explanation 

Terminology used Explanation 

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”. 

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. 

Non-farm payrolls It is an influential statistic and economic indicator released monthly by the United States Department of Labor as part 
of a comprehensive report on the state of the labor market. The total non-farm payroll accounts for approximately 
80% (it does not include farm workers, private household employees, or non-profit organization employees) of the 
workers who produce the entire gross domestic product of the United States. The nonfarm payroll statistic is reported 
monthly and is used to assist government policy makers and economists determine the current state of the economy 
and predict future levels of economic activity. 

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. 

Organization of Petroleum 
Exporting Countries (OPEC) 

An organization consisting of the world's major oil-exporting nations. OPEC was founded in 1960 to coordinate the 
petroleum policies of its members, and to provide member states with technical and economic aid. OPEC is a cartel 
that aims to manage the supply of oil in an effort to set the price of oil on the world market, in order to avoid 
fluctuations that might affect the economies of both producing and purchasing countries. 

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. 

The Institute of Supply 
Management (ISM) ISM 
manufacturing, non-
manufacturing indexes 

An index based on surveys of manufacturing/non-manufacturing firms by the Institute of Supply Management in US. 
An index with a score over 50 indicates that the industry is expanding, and a score below 50 shows a contraction. By 
monitoring ISM manufacturing and non-manufacturing indexes, investors are able to better understand national 
economic conditions. When this index is increasing, investors can assume that the stock markets should increase 
because of higher corporate profits. The opposite can be thought of the bond markets, which may decrease as indexes 
increases because of sensitivity to potential inflation. 

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 29 February, 2016 

Region Index Currency 
Performance 

2011 2012 2013 2014 2015 12 months 2015 YTD 

USA  S&P 500 USD 0,0% 13,4% 29,6% 11,4% -0,7% -8,2% -5,5% 

Europe  MSCI EURO EUR -16,5% 15,6% 19,6% 2,3% 6,1% -16,4% -9,4% 

Eastern 

Europe 

MSCI EM 

Eastern Europe 
USD -23,3% 13,2% -2,9% -40,0% -8,1% -19,3% -0,6% 

Asia  MSCI EM Asia USD -19,1% 18,1% -0,2% 2,5% -11,8% -23,0% -8,6% 

Latin 

America 

MSCI EM Latin 

America 
USD -21,9% 5,4% -15,7% -14,8% -32,9% -32,0% -1,4% 

 
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. 


