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Market overview 
Like summer moods, in July the global equity and bond markets have been mostly pleasant. Also in July, the US Federal Reserve (Fed), the 

European Central Bank (ECB) and the Bank of Japan (BoJ) all kept rates on hold, but that does not mean that the rest of the year will not be 

dominated by central bank rhetoric. Central banks is entering a new phase of tightening monetary policy but our conclusion is that this 

entering will be slow and cautious. The ongoing Q2 earnings season is according to expectations, earnings in general are good. According to 

the latest update published in July by the International Monetary Fund global recovery continues to be on track. In July we increased our 

tolerance towards risk twice and currently stay at highest level of risk tolerance this year so far. 

Stock markets* Major events and expectations 

USA  
(S&P 500 index, USD): 

+1,9% in July 

+10,3% YTD 
+79,1% in 5 years 

 
Europe  
(MSCI EURO, EUR): 

+0,3% in July 

+6,2% YTD 

+57,0% in 5 years 

 

Eastern Europe 
(MSCI EM Eastern Europe, USD): 

+3,5% in July 

-0,6% YTD 

-21,1% in 5 years 
 
Asia  
(MSCI EM Asia, USD): 

+5,1% in July 
+28,3% YTD 

+34,9% in 5 years 
 

Latin America 
(MSCI EM Latin America, USD): 

+8,2% in July 
+17,6% YTD 

-22,8% in 5 years 

The US economy accelerated in the Q2 as consumers ramped up spending, businesses invested more and it 
included a boost from trade. GDP increased at 2.6% and that was more than double compared to Q1 which 

was downwardly revised to 1.2%. Also in the US, the themes of expansion in the manufacturing sector and 
a strong jobs market continued. The latest release of initial jobless claims confirmed that the labour market 
remains healthy. The US ISM manufacturing survey remained strong. The Fed did not increase interest rates 

during its last meeting in July. We expect one more rate hike by the Fed this year as well as 
announcement about the start of its balance sheet reduction in September. 

In Europe, the macroeconomic environment continued its positive momentum. Manufacturing 
purchasing managers’ indices (PMIs) in the region broadly stayed at high levels. Consumer confidence also 

remains high. Eurozone GDP growth accelerated to 0.6% in Q2 (quarter on quarter) from 0.5% in Q1, while 
year on year growth jumped to 2.1% from 1.9% – its best level in five years. However, Eurozone inflation 

continues to fall short of the ECB’s 2% target at 1.3% year on year. Even though rate hikes are still some way 

off for the ECB, we expect the central bank to announce its tapering plan for quantitative easing (QE) in 
the autumn. The euro was the best-performing of major currencies, appreciating close to 2% against the 
dollar, ending the month at 1.18. However, this strength of the euro may be a future challenge for some 

European equities in local currency terms.  

Q2 earnings season in both the US and Europe has been off to a strong start. At the end of July, around 60% 
of companies have reported their Q2 earnings. Earnings growth, so far, has been positive, with year on year 

earnings per share (EPS) growth at 9% for the S&P 500 and 13% in Europe. 

The outlook for emerging market (EM) countries has recently improved. Although there are still risks of 
protectionism, world trade is increasing again. This benefits EM economies, which are often export-oriented. 

Add in a continued stabilisation of commodity prices and improved current account balances in the most 

vulnerable countries, and the general picture looks better than for a long time. 

According to the latest update published by the International Monetary Fund (IMF) global recovery 
continues to be on track. The IMF projected that global GDP could grow by 3.5% in 2017 and 3.6% in 2018. 
These growth estimates are unchanged compared with April’s projections, but there have been some revisions 

to contributions by member countries. Growth projections have been downgraded for the US and the UK, while 

projections for Japan, the Euro area, and China have been upgraded. Overall global growth continues and is 

reaching its pre-crisis levels and the downward revision for the US and the UK shouldn’t be a surprise given the 

unpredictable nature of Brexit which has dampened investments and President Trump’s failure to push 

through any of his economic policies after the election.  

* More information regarding indexes’ performance can be found at the end of the document
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Impact on investments of different risk categories 

Product group Impact during the last month and expectations looking forward 

Low risk 
(conservative) 

Government bond yields have been tending to increase in summer. We see the trend of rising yields since the Q3 2016 

that is triggered by more favourable economic growth outlook, less accommodative monetary policy by Fed, ECB 

tapering. The trend of rising yields remains and we remain having a negative view of government bonds. Expectations 

to gradually rising core government bond yields will continue to drive investors into less rate sensitive asset classes 

such as High Yield bonds. 

Medium risk 
(balanced) 

In July our balanced risk portfolios provided slightly negative returns. From being risk neutral in June, in July we started 

to increase our tolerance towards risk basing on stable macro environment and positive outlook on Q2 earnings season. 

Both arguments seems to be fulfilling, a bit more time is needed. Among fixed income investments we expect that 

global High Yield bonds will outperform Investment Grade and Government bonds over the coming 12 months. The 

growth outlook remains stable and the likelihood for a recession in 2017 or 2018 is very low – this is our primary 

argument as to why we expect HY bonds to outperform.  

High risk 
(aggressive) 

In July we increased our tolerance towards risk twice and currently stay at highest level of risk tolerance this year so 

far. The increases are based on the stable macro environment and the strong outlook as indicated amongst others’ by 

strong PMI´s. We see an improving global environment. Europe is no exception to this and that among other fact 

motivate our positive outlook for European equities. The ongoing earnings season is according to expectations, 

earnings in general is good. Central banks has entered a new phase but our conclusion at this point is that the strategy 

for tightening monetary policy (raising rates and decreasing bond purchases) will be slow. 



Glossary 

Terms 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. 

Earnings per share (EPS) The portion of a company's profit allocated to each outstanding share of common stock. Earnings per share 

serves as an indicator of a company's profitability. 

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”. 

International Monetary Fund 

(IMF) 

The IMF is an organization of 188 countries whose stated objectives are to promote international economic co-

operation, international trade, employment, and exchange rate stability, including by making financial 

resources available to member countries to meet balance of payments needs. The IMF provides technical 

assistance and training for countries requesting it. 

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. 

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. 

Tapering Tapering is the gradual winding down of central bank activities used to improve the conditions for economic 

growth. Activities can include changes to conventional central bank activities, such as adjusting interest rates 

or reserve requirements, or more unconventional ones, such as quantitative easing (QE). As a financial term, 

tapering is best known in the context of the Federal Reserve’s quantitative easing program. 

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 July, 2017  

Region Index Currency 
Performance 

2012 2013 2014 2015 2016 12 months 2017 YTD 

USA S&P 500 USD 13,4% 29,6% 11,4% -0,7% 9,5% 13,7% 10,3% 

Europe  MSCI EURO EUR 15,6% 19,6% 2,3% 6,1% 1,7% 16,4% 6,2% 

Eastern 

Europe 

MSCI EM 

Eastern Europe 
USD 13,2% -2,9% -40,0% -8,1% 33,0% 17,7% -0,6% 

Asia  MSCI EM Asia USD 18,1% -0,2% 2,5% -11,8% 3,8% 26,2% 28,3% 

Latin 

America 

MSCI EM Latin 

America 
USD 5,4% -15,7% -14,8% -32,9% 27,9% 15,1% 17,6% 

 
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 


