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Market overview 
Market movements have been very small during the past month. For example, movements in US equity markets during August comparing with other 

months of August were the smallest since 1965. On one hand it signals calmness in the markets, but on the other hand it is somewhat worrying. Lately 

weaker than expected macroeconomic data in the US drove equities higher, since this is expected to ease pressure on the Federal Reserve Bank (Fed), 

which can now keep postponing planned interest rate hikes. Our forecast is still that the next rate hike will occur in December. The European Central 

Bank (ECB) did not change interest rates and did not announce any additional stimulus. . Overall, we are sticking to our long-term positive view of equi-

ties, however risky assets seem to be a bit less attractive than in the begging of July, therefore we continue to be a bit more cautious in short-term. 

Stock markets* Major events and expectations 

USA  
(S&P 500 index, USD): 

-0,1% in August 

+6,2% YTD 
+78,1% in 5 years 

 
Europe  
(MSCI EURO, EUR): 

+1,4% in August 

-5,9% YTD 

+41,3% in 5 years 

 

Eastern Europe 
(MSCI EM Eastern Europe, USD): 

+1,9% in August 

+14,5% YTD 

-44,0% in 5 years 
 
Asia  
(MSCI EM Asia, USD): 

+3,8% in August 
+9,6% YTD 

+5,0% in 5 years 
 

Latin America 
(MSCI EM Latin America, USD): 

+0,4% in August 
+31,3% YTD 

-40,7% in 5 years 

In August’s Jackson Hole (US) conference – world central banks’ conference – the US Fed Chair J. Yellen mentioned 
that US has a robust labour market with rising wages and overall economic growth is accelerating. This resulted rise in 
speculation of a Fed rate hike in September. However, after two strong monthly reports, August’s labour market 
data was not quite as robust as expected. Other macro data included the ISM purchasing managers’ index (PMI) 
for US manufacturing, which fell below 50 due to weak orders and other factors. Moreover, the ISM non-manufactur-
ing index, which shows US consumption – the main driver of economy growth – tendencies, fell to its lowest level in 
more than 6 years. After this data the case for interest rate hike in September has weakened considerably. Nor-
mally, markets would interpret such a development negatively, but this time bad news was viewed as good news 
since it bolstered expectations of long-lasting low interest rates. Meanwhile the US labour market remains strong 
overall. We expect unemployment to fall from today’s 4,9% to 4,2% by 2018. Our forecast is still that the next rate 
hike will occur in December, followed by more hikes next year. 

Euro zone equities advanced in August. Economic block’s GDP growth was confirmed at 0,3% in Q2. The compo-
site PMI index for August rose to 53,3, a seven-month high. Annual inflation was estimated at 0,2% for August, the 
same level as in July. The ECB at its September meeting did not change interest rate (0%) and did not announce any 
additional stimulus. This disappointed market participants as it was expected additional policy easing to boost eco-
nomic recovery and to secure a return of inflation rates towards levels that are below, but close to, 2%. Seems like 
markets should be patient as ECB can expand easing any time. Overall, the euro zone economies continue to move in 
the right direction, despite various sources of concern. Job growth, consumption and capital spending are giving do-
mestic economies underlying stability, although weak industrial production and exports will limit yearly GDP growth to 
a modest 1,7% or so from 2016 to 2018. This still represents above-trend growth. Unemployment should gradually fall 
from today’s 10,1 to 9,0% by the end of 2018. 

When it comes to Brexit outcome so far indicators have not shown any significant negative reaction. Given our sce-
nario of a rebound in UK growth, the economic impact on the euro zone should be minor over the next couple of 
years, but the political risks may eventually become hard to manage. Exit negotiations are likely to be complex, 
and although our main scenario implies that constructive solutions will be achieved, euro zone political leaders 
will be under pressure. There will be continued focus on the future and the crisis management capacity of the EU and 
the euro zone. 

Oil prices have fluctuated greatly during August and in the beginning of September. After strong increases during 
the first three weeks of August triggered by speculations about a production capping decision at the next meeting of 
the OPEC in September the prices were pushed down because of US statistics showing record large stockpiles and 
supply. The price again went up when Saudi Arabia and Russia were reported to be discussing production caps. In 
longer term, given a modest increase in demand, combined with the drastic cutbacks in capital spending of the past 
few years, crude oil prices will climb somewhat from an average of USD 50/barrel during the second half of 
2016 to USD 55 in 2017 and USD 60 in 2018. 

Overall, after a period of rather strong macroeconomic data, expectations have climbed and the number of upside 
surprises is decreasing, but at present we foresee global GDP growth of 3,1% this year, rising to 3,5% in 2017. 

* 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) 

Even before the “Brexit” referendum, the historically low interest rate climate was challenging for fixed in-

come investments. Just after the referendum government bond yields have fallen and most government 

bond yields ended the month of July and August close to where they began. Among fixed income assets, we 

still have a negative view of government bonds. 

Medium risk 
(balanced) 

The risk increased in our balanced medium risk portfolios after Brexit referendum materialised in July even 

more than we have expected and from the beginning of August we see risky assets to seem a bit less attrac-

tive than in the beginning of July, therefore we continue to be a bit more cautious with a reduced risk to 

pre-referendum level. August was a calm month for our balanced medium risk portfolios.  Looking at high 

yield (HY) bonds, for European HY corporate bonds, we expect continued support from such factors as 

bond purchases by the European Central Bank (ECB), we see a bit more risk in US HY market due to lower 

oil prices. 

High risk 
(aggressive) 

We are sticking to our long-term positive view of equities but also to our more cautious short-term attitude. 

On positive side there are factors like the liquidity created and continuing support by central banks as well 

as fairly stable macro data and increased risk appetite/market trend. On the side which signals worries 

there a factors like current sluggish global economic growth and the consequent limited ability of compa-

nies to generate earnings increases. Also it is unclear whether the acceleration in growth that we believe the 

market has at least partly discounted after the upturns of this past summer will actually materialise. We see 

risk appetite and investors’ current positioning as neutral signals. The VIX volatility index for US listed equi-

ties is now at its lowest (below 12) since mid-2014, but this may in itself be a warning sign. There is a risk of 

a liquidity- and mood-driven market, so we are choosing to be somewhat cautious when it comes to risky 

investments. 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 



Monthly theme 

Clinton vs Trump – economic policy 

The upcoming US presidential election – which is scheduled for 

November 8, 2016 – is gaining more and more attention as two 

candidates H. Clinton and D. Trump are actively carrying out 

their presidential campaigns. While there are a lot of discus-

sions about candidates’ personality types and traits, and how 

they relate to the US and the world, economic policy has not 

played as prominent role in this presidential campaign as usual. 

But the reason it has been overshadowed so far by other issues 

is not because the gap between the candidates’ proposals is 

narrow. On the contrary, it is record-wide. Therefore, below we 

provide a short comparison of Clinton and Trump’s economic 

policy plans for some key groups and areas. 

The poor part of society 
Clinton wants to raise the national minimum wage from today’s USD 

7,25 to USD 12 per hour and expand various benefits for the poor 

part of society. Those earning less than USD 9,275 would avoid fed-

eral income tax. Trump, who previously opposed a higher minimum 

wage, has now changed his mind but does not want to specify any 

level. Currently, it’s unclear whether his plan to exempt anyone earn-

ing below USD 29 000 annually from paying federal income tax is 

still valid (they now pay 10-15%). 

The rich part of society 
Clinton wants to raise taxes on high income earners and close loop-

holes to ensure that everyone pays a reasonable tax. The ultra-rich 

(with annual incomes above USD 5 million) would pay a surcharge of 

4%, thereby raising the highest federal tax bracket from 39,6 to 

43,6%. She supports the “Buffett rule” that no multimillionaire 

should occupy a lower tax bracket than his secretary (implying in 

practice that anyone with an income in the millions should pay at 

least 30% income tax). Trump’s plan caps federal income tax at 33% 

and gives ultra-wealthy people the biggest tax cuts, both in percent-

age and absolute terms, but closes tax loopholes they enjoy. Estate 

tax, which today only affects the very rich, would be abolished. 

Households in general 
Clinton’s plan implies that a majority of households would pay 

roughly unchanged federal tax, but she wants to introduce a lot of 

new tax breaks for child care, medical expenses etc. Trump’s pro-

posal would give all households big tax cuts and greatly simplify the 

system, with only three tax brackets (12%, 25% and 33%) com-

pared to seven today. He wants to introduce a new deduction that 

would make child care cheaper, while “Obamacare” would be 

scrapped. 

Business 
Clinton wants to penalise companies that move their domicile 

abroad for tax reasons, by levying a special “exit tax”. She would 

simplify tax laws for small businesses but tighten the Dodd-Frank fi-

nancial market regulations, including higher fees for big banks. She 

would promote investments that facilitate the transition to renewa-

ble energy. Trump wants to cut corporate taxes, with no company 

having to pay more than 15% (compared to 35% today). Firms that 

choose to repatriate funds from abroad should only have to pay a 

onetime tax of 10%. Numerous “unnecessary” regulations that cre-

ate obstacles to business should be abolished, and there should be a 

temporary moratorium on new regulations. Trump has said he will 

“dismantle” Dodd-Frank. His energy reform would ensure cheap 

power for industry, and he would restore the role of coal as an im-

portant energy source. 

Trade 
Clinton helped negotiate the Trans-Pacific Partnership (TPP) while 

secretary of state but has changed her views on this trade agree-

ment, saying the government must now focus on ensuring more and 

higher-paid jobs in the US. She also wants to renegotiate the North 

American Free Trade Agreement (NAFTA) but opposes new tariffs 

and would prefer giving tax breaks to companies that locate facto-

ries in the US. Trump wants less free trade and more “fair trade”. He 

wants the US to withdraw from the TPP and renegotiate NAFTA. 

New tariffs should be imposed on countries that manipulate their 

currencies and use illegal trade subsidies. China should immediately 

be labelled a currency manipulator. Tariffs on goods from Mexico 

should rise to 35% and on goods from China to 45%.  

National debt and federal budget 
 Clinton’s plan would boost revenue by USD 1,2 trillion over the next 

decade, which would largely cover her proposed spending increases. 

Trump’s original plan, would have reduced federal revenue by a 

whopping USD 10,5 billion. Changes in the plan since have reduced 

this shortfall but it is unclear by how much. His revised plan still 

lacks sufficient details needed assess its overall impact on tax reve-

nue. Trump is still relying heavily on positive dynamic growth effects 

to make ends meet but most independent observers believe these 

effects are greatly exaggerated. Neither candidate has proposed sig-

nificant cuts in America’s large and increasingly costly social insur-

ance “entitlements”. Under current law, the national debt (excluding 

debt held by federal agencies) is expected to climb from 76% to 

86% of GDP during the next decade. Clinton’s plan would boost it 

marginally – to 87% – while Trump’s original plan would have in-

creased the debt to 127% of GDP. 

Bottom line 
Wrapping up the economic policies by both candidates:  

• Hillary Clinton: tax hikes for the rich and wage hikes for the 
poor; 

• Donald Trump: big emphasis on tax cuts for both businesses 

and households; 

• US national debt would increase much more with Trump than 

with Clinton; 

• US more protectionist, regardless who wins; however more with 

Trump than with Clinton. 

The economic policy gap between Clinton and Trump is quite wide, 

however the gap of the latest opinion polls of who should win the 

election is not so wide. According to the New York Times National 

Polling Average (September 5, 2016), Clinton had 43% score while 

Trump had 40%. An interesting and unique fact of these elections is 

that both candidates are the most disliked US presidential candi-

dates ever, with Clinton being disliked by more than 50% of political 

surveys representatives, while Trump being disliked by more than 

60% of political surveys representatives (according to data provided 

by Gallup, July, 2016).   

 

Source: SEB Nordic Outlook, August 2016 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



 

 

Glossary 

Terms used Explanation 

Dodd-Frank financial market 

regulations 

The Dodd-Frank financial market regulation is a massive piece of financial reform legislation passed by Presi-

dent Barrack Obama in 2010 as a response to the financial crisis of 2008. The act's numerous provisions are 

scheduled to be implemented over a period of several years and are intended to decrease various risks in the 

US financial system. 

Fiscal policy Fiscal policy relates to government spending and tax collection. Fiscal policy refers to the use of the govern-

ment budget to influence economic activity. For example, when economic growth is slowing down, the govern-

ment 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 rat-

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

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

The Institute of Supply Manage-

ment (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 un-

derstand national economic conditions. When this index is increasing, investors can assume that the stock mar-

kets 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. 

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. 

North American Free Trade 

Agreement (NAFTA) 

A regulation implemented January 1, 1994 in Mexico, Canada and the United States to eliminate most tariffs on 

trade between these nations. NAFTA’s purpose is to encourage economic activity between the United States, 

Mexico and Canada. 

Obamacare Health care reform in the US initiated by President Barrack Obama in 2010. 

Purchasing 

managers’ indexes (PMIs) 

An indicator of the economic health of the manufacturing sector. The PMI indexes are based on five major indi-

cators: 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. 

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. 

Trans-Pacific Partnership (TPP) The TPP represents a trade agreement between 12 countries geographically located around the Pacific Rim. 

TPP members represent a third of all global GDP, and a third of all global trade. In addition to the United States, 

the TPP member nations include: Canada, Mexico, Japan, Australia, and seven more. 

Yield The income return on an investment. This refers to the interest or dividends received from a security and is usu-

ally 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 August, 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% 10,1% 6,2% 

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

Eastern 

Europe 

MSCI EM East-

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

Asia  MSCI EM Asia USD -19,1% 18,1% -0,2% 2,5% -11,8% 11,1% 9,6% 

Latin 

America 

MSCI EM Latin 

America 
USD -21,9% 5,4% -15,7% -14,8% -32,9% 16,7% 31,3% 

 
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 infor-

mation. 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 web-

site https://www.seb.lv. 


