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Market overview 
Politics dominates the headlines, but the market mood remains fairly calm and stock prices continues their upward grind. Global economic 

data generally shows economic growth. Across regions, the first quarter corporate earnings season was the strongest in years. Inflation data in 

the U.S. and Europe slightly disappointed and developed market central banks left policy unchanged. OPEC in May has extended its oil 

production caps. We have a bit more cautious short-term view of the stock market but see some upside potential during the coming year. 

Stock markets* Major events and expectations 

USA  
(S&P 500 index, USD): 

+1,2% in May 

+7,7% YTD 
+84,1% in 5 years 

 
Europe  
(MSCI EURO, EUR): 

+0,3% in May 

+8,9% YTD 

+77,0% in 5 years 

 

Eastern Europe 
(MSCI EM Eastern Europe, USD): 

-3,7% in May 

-1,1% YTD 

-12,4% in 5 years 
 
Asia  
(MSCI EM Asia, USD): 

+4,4% in May 
+20,7% YTD 

+31,3% in 5 years 
 

Latin America 
(MSCI EM Latin America, USD): 

-2,6% in May 

+8,2% YTD 

-25,4% in 5 years 

In the US political noise surrounding President D. Trump and Russian efforts to interfere in the 2016 

presidential election reached a new level in mid-May with the dismissal of FBI director J. Comey. These events 

increased the volatility in markets and caused temporary declines as economic initiatives by D. Trump came 

under renewed pressure and investors further cut their estimation of the likelihood of tax cuts and fiscal 

stimulus. However, within a week equities not only recouped their losses but also made new record highs, and 

the volatility dropped back to its previous low levels. Also president D. Trump triggered worldwide 

disappointment by announcing US withdrawal from the Paris accord on climate change, saying it would kill US 

jobs. Market reaction was mixed but again emotions calmed down. Looking at economy a lot of indicators 
shows improvements. The Fed’s signals confidence in the U.S. growth outlook and there is very high 

probability that the Fed will raise interest rates at its June meeting. 

In the beginning of June market participants focused on the British parliamentary election where T. May, 
who was the initiator of this pre-election, and her party lost its previous parliamentary majority. Her party 
won 13 fewer seats than in the 2015 election. It will now be interesting to see if the start of Brexit negotiations 

will be delayed given that they are scheduled to start on June 20th. The election results can be interpreted as a 

certain criticism of T. May’s hard bargaining line against Brussels, and has increased the probability of a 
“softer Brexit”.  

Eurpean Central Bank (ECB) at its June’s meeting left policy rates and the size of quantitative easing 
(QE) program unchanged. The outcome of the meeting was slightly more dovish than expected. ECB lowered 

its projections for the inflation rate in the Eurozone for the coming years, mainly to reflect lower oil prices. For 

2017 inflation is expected to be 1.5% (1.7% forecast in March), 1,3% in 2018 (1.6%) and 1.6% in 2019 (1.7%). 

However they did also chose to increase their dorecats for economic growth, now expecting this to be 1.9% in 

2017 (1.8% in March forecast), 1.8% in 2018 (1.7%), 1.7% in 2019 (1.6%). Contrary to our expectation the ECB 

postponed an exit strategy discussion regarding interest rates or the QE. We stick with our view that the 
ECB will come back to decision regarding changes to QE in 2018 at its meeting in September.  

On the corporate front, first quarter corporate earnings season was the strongest in years. Across 
regions, the vast majority of companies beat consensus expectations and delivered impressive growth rates in 

both sales and earnings. While these strong results supported equity markets’ move to new record highs, they 

did not spark a major rally, largely because significant growth improvement had been widely expected. 

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. 

* 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) 

Despite recent decreases of government bond yields, since the Q3 2016 we see the trend of rising yields that are triggered by 

more favourable economic growth outlook, less accommodative monetary policy by Fed, ECB tapering and inflation 

expectations that picked up, driven by higher oil and commodity prices. 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 May our balanced risk portfolios provided flat returns. In the second week of May we reduced risk tolerance a bit due to 

expected limited upside potential over the next 1-2 months. 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. Stabilization of oil prices eases the pressure on energy issuers. 

High risk 
(aggressive) 

This past winter and spring, we have been tolerating higher risk in our portfolios. We assumed that political risks would be 

transitory and expected our positive view of the economy to result in a better Q1 corporate report season than the market 

anticipated. After good reports, the market is now adjusting its expectations upward by means of higher growth and earnings 

forecasts, and stock markets are showing unusually low volatility (price movements). Meanwhile valuations have increased and 

investors have taken ever-larger equity positions. As a result, expected returns during the coming period are being adjusted 

downward, while volatility will perhaps not fall further. Because of this, in May we chose to reduce risk tolerance in our 

portfolios. It does not mean that we expect an imminent correction in equities and we do not change our positive view on the 

outlook for global growth or earnings. We expect equities to trade higher by the end of 2017 as we expect significant earnings 

growth. But we see limited upside potential over the next 1-2 months. 



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. 

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. 

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 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. 

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, 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% 15,0% 7,7% 

Europe  MSCI EURO EUR 15,6% 19,6% 2,3% 6,1% 1,7% 17,2% 8,9% 

Eastern 

Europe 

MSCI EM 

Eastern Europe 
USD 13,2% -2,9% -40,0% -8,1% 33,0% 18,2% -1,1% 

Asia  MSCI EM Asia USD 18,1% -0,2% 2,5% -11,8% 3,8% 26,5% 20,7% 

Latin 

America 

MSCI EM Latin 

America 
USD 5,4% -15,7% -14,8% -32,9% 27,9% 24,2% 8,2% 

 
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. 


