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Market overview 

As in recent months, geopolitical events dominated market moves over the course of November. The outcome of the US 
midterm elections was broadly as markets expected. Trade war related tensions continued through much of November. 
However, the meeting between US and China at the G20 at the end of the month showed some inclination to de-escalate 
the tensions, but significant areas remain where it will be difficult to find common agreements. Some progress was 
achieved on Brexit as a withdrawal agreement was agreed between the UK and the EU, but it is not clear yet how the UK 
parliament will wote for this agreement. Tensions between Brussels and Italy regarding Italian deficit budget also 
persisted. However, more recently, discussions seem to have become more constructive between the Italian government 
and the EU, which could suggest the possibility of a compromise. With geopolitical concerns continuing to weigh on risk 
appetite, global stock markets were unable to bounce back after the sizeable declines in October. However, having in mind 
that the risk of an imminent recession looks low, economic growth still looks stable and corporate fundamentals look good, 
current valuations suggest global equities remain as an opportunity to benefit from reasonable growth trends. We continue 
to maintain our a bit more positive view towards risk, but we do not reject expectations of higher volatility (or even with 
more significant spikes) to continue. 
 
Stock market indexes’ performance (until 30 November 2018) 

Region Index Currency 
Performance 

2018 
Nov 

2018 
YTD 

12 
Months 2013 2014 2015 2016 2017 

USA S&P 500 USD 1,8% 3,2% 4,3% 29,6% 11,4% -0,7% 9,5% 19,4% 

Europe  MSCI EURO EUR -0,4% -8,9% -10,0% 19,6% 2,3% 6,1% 1,7% 8,7% 

Eastern 
Europe 

MSCI EM Eastern 
Europe USD 1,4% -5,7% -3,2% -2,9% -40,0% -8,1% 33,0% 12,9% 

Asia  MSCI EM Asia USD 5,1% -14,4% -12,2% -0,2% 2,5% -11,8% 3,8% 40,1% 

Latin 
America 

MSCI EM Latin 
America 

USD -2,4% -8,1% -4,4% -15,7% -14,8% -32,9% 27,9% 20,8% 

 

Major events and expectations  

In focus. Temporary truce between the US and China on trade announced during G20 meeting (on December 1st). US and China made 
agreement that they now have until April to strike some kind of deal and they will not introduce new tariffs doing this interim period. 
Although this deal is good for the markets, it is in our view perhaps a little bit disappointing. First of all we are going to see continued 
uncertainty from now until April. Second, the tariffs, which have already come into play, are not to be removed. As can be seen from all 
the PMIs it is largely these that are presently hurting profits, leading to job-cuts, and depressing sentiment. On the other hand, this truce is 
much better than deepening trade wars escalation and introduction of new tariffs. Now it will be important if US and China comply with 
the agreement during this interim period.  

Brexit is also in focus currently as some progress was achieved as a withdrawal agreement was agreed between the UK and the EU. The 
voting for this agreement in the UK parliament had to take place on December 11th, but Prime Minister T. May in last minute postponed the 
vote. She did not want to risk parliament to vote against the agreement and said that a bit more time is needed in order to return with a 
new version of the agreement early next year. 

US. The US data still show a solid trend despite a few signs of softness, particularly in the homebuilding sector where higher US interest 
rates are starting to hinder demand. Consumer confidence remained at a high level, though down slightly from a peak earlier in the year. 
US inflation (one of important indicators that currently investors track) increased to 2.5% year on year. In part it reflected the implications 
of the oil price rally that reached its peak at the beginning of October. The recent rapid decline of the oil price suggests that inflation will 
gradually ease in the coming months. More importantly, core inflation (calculated excluding food and energy prices) declined to 2.1% 
year on year, highlighting that there are still very few signs of a meaningful acceleration in the underlying pace of inflation. The meeting 
of the Federal Reserve (the Fed) in November presented no changes. The central bank left rates unchanged as expected, assessing 
that the economy is strong and the labour market is healthy. Fed Chairman J. Powell in his recent speech said that the Fed’s current 2-
2.25% key interest rate is close to the neutral range that neither speeds up nor slows down growth. As recently as October, he said that 
interest rates were “a long way from neutral”. Powel’s latest statement caused market to speculate on how much longer and how far the 
Fed will continue hiking the US key rate. We expect no monetary policy shift, but sticking to our forecast of a December rate hike following 
by hikes in March and June 2019. 

Europe. Signs of weakness persisted in Europe. The second estimate of Q3 GDP growth was disappointing with a growth rate that 
remained at 1.7% year on year. Some of the weakness was related to Germany (-0.2% quarter on quarter), which also posted a sharp 
decline in industrial production in the Q3. This was in part due to the temporary decline in vehicle production as companies tackled new 
emissions standards. In Italy, Q3 GDP contracted 0.1% quarter on quarter. The persistent political uncertainty and increased tensions 
with Europe have seen some tightening in financial conditions, which is likely to affect corporate activity. Consumer confidence in the 
Eurozone declined more than expected and the flash PMI indicators for November were disappointing (index fell 0.7 to 52.4). It is above 
50 points level and still shows expansion, but through this year it was decreasing and downward trend persists. Slowing activity is going 
to make it more difficult for the European Central Bank (ECB) to lift inflation, which stays at 2.0% year on year, but core inflation 



remains as low as 1.0%. The ECB is still expected to end its quantitative easing programme by year end but the market is increasingly 
sceptical that the ECB will be able to lift interest rates in the second half of 2019 as per its current guidance. 

Emerging markets. Emerging markets (EM) more broadly have been hurt by concerns about the potential impact of global trade 
tensions and fears over the vulnerability of some economies to tighter US monetary policy and rising bond yields and concerns a broader 
slowdown in China. However, after the sell-off in EM, equity market valuations have improved. And also there are some tentative signs 
of an underlying improvement in EM macroeconomic and corporate earnings performance. The structural characteristics of EM are 
significantly better than in the past. There is also scope for improvement in macroeconomic performance in 2019, especially given policy 
easing in China. China has launched a new round of fiscal stimulus to be implemented in 2019. Additional monetary stimulus is also 
expected, with a possible cut of the reserve requirement ratio to support regional banks and small enterprises. On the other hand, there 
are risk factors to consider. Aggregate EM growth momentum has weakened this year, with US-China trade tensions and further Fed 
policy tightening weighing on the outlook. Rising inflation in some economies limits the scope for monetary policy easing. Furthermore, 
although Chinese authorities have eased policy, it remains to be seen if this will provide enough support. 

Commodities. The oil price has fallen sharply from a peak of USD 86 per barrel (Brent) in early October, to USD 57. This was mainly 
attributed to supply side changes, such as the huge increase in US production, higher production in Saudi Arabia and the introduction of 
exemptions on Iran sanctions. Concerns about the outlook for global demand also served to send the oil price lower. The OECD revised 
down its 2019 global growth forecasts (from 3.7% to 3.5% year on year) after citing risks from trade tensions. 

In summary, investors were once again torn between reports of relatively solid fundamentals today and geopolitical events, which 
threaten corporate earnings in the future. In general, market signals indicate that we have reached a peak in the rate of increase in 
both economic growth and earnings. Corporate earnings are expected to keep rising in 2019, but at a slower pace, and the same is true 
of GDP growth. It is harder to make predictions about 2020, but our main scenario is a continued slowdown in economic expansion, without 
our being hit by recession. We forecast continued positive returns for most asset classes over the next 12 months, except for traditional 
fixed income investments. However, these expected returns are below historical averages, while risk is unchanged or even might be 
higher. 

 
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. 

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. 

Organization for 
Economic 
Cooperation and 
Development 
(OECD) 

A group of 34 member countries that discuss and develop economic and social policy. OECD countries are democratic countries 
that support free market economies. 

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. 

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. 


