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Market overview 

Markets were again very volatile in May, largely due to heightened political risk. Among main reasons were continuing escalation 

on global trade wars, election in Italy and its new populist government, continuing uncertainty about North Korea giving up its 

nuclear weapons, Iran nuclear crisis. Despite these political tensions, the macroeconomic environment is still relatively 

supportive. The world economy is continuing to grow at a healthy pace, this ongoing strength of global growth was evident in 

corporate earnings reports, inflation remains under control, and so any interest rate normalisation looks set to be gradual. We 

are continuing to be positive towards risk. 

 

Stock market indexes’ performance (till 31 May, 2018) 

Region Index Currency 

Performance 

2018 

May 

2018 

YTD 

12 

Months 
2013 2014 2015 2016 2017 

USA S&P 500 USD 2,2% 1,2% 14,5% 29,6% 11,4% -0,7% 9,5% 19,4% 

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

Eastern 

Europe 

MSCI EM Eastern 

Europe 
USD -3,1% -4,2% 8,1% -2,9% -40,0% -8,1% 33,0% 12,9% 

Asia  MSCI EM Asia USD -1,5% -0,9% 22,6% -0,2% 2,5% -11,8% 3,8% 40,1% 

Latin 

America 

MSCI EM Latin 

America 
USD -14,3% -9,5% -1,9% -15,7% -14,8% -32,9% 27,9% 20,8% 

 

Major events and expectations 

In focus. Lately markets were dominated by political turmoil in Italy. While it is more than 3 months since the election everything came to the 

fore at the end of May as failed attempts to form a government led to a massive spike in Italian yields. The negative shock was however short 

lived as soon yields started to fall and equities started to climb on. For what it is worth it appears that the immediate threat of a Eurozone 

2011/2012 crisis redux is now off the table for the next couple of months (new elections will probably follow either in this fall or during 2019). 

Even though this newly formed government is in no way a pro Euro constellation it seems unlikely that we are about to get the worst case 

scenario of Euro referendums, snap elections, and continued turmoil materializing now. Our general view is that one should not reduce risk 

utilization due to Italy having unstable politics and bad strategic fundamentals as we expect, and hope, that the turmoil would die down in the 

same way as previous political shocks have died down over the last couple of years. 

US. Trade wars risk is back in focus. The US is imposing tariffs on steel (25%) and aluminum (10%) imported from EU, Canada and Mexico, 

after an earlier postponement expired on June 1. Trade issues are likely to be high on the agenda of world leaders. US President D. Trump has 

also announced new tariffs on Chinese imports. Starting as early as June. Although the tariffs imposed so far are hurting individual companies, 

their impact on the economy as a whole remains small. Yet they demonstrate US unwillingness to negotiate and are again increasing the risk of 

trade war. Standard & Poor’s estimates that a trade war due to tariffs could decrease global economic growth by approximately 0,25%, but this 

must still be viewed as small and will hardly scare Trump.   

US macroeconomic data remains strong. Latest consumer confidence statistics showed that it is still close to the 17-year high, manufacturing 

purchasing managers’ index (PMI) – the key business indicator – Increased in May, indicating an acceleration in the pace of activity into the Q2. 

The favourable perspective to growth from tax reform and the energy sector should more than offset any drag to consumption caused by higher 

oil prices. Also the positive effects of growth and tax cuts contributed to a strong Q1 earnings season in the US. US companies appear well on 

track to meet the 20% earnings growth expectations for this calendar year. The market currently expects 10% earnings growth next year, which 

seems achievable. Fears about a much more aggressive pace of tightening by the US Federal Reserve (Fed) eased over the month. Although the 

Fed is still expected to increase interest rates by a quarter of a percentage point at its June meeting, its recent communication has been on the 

more dovish side of expectations.  

Europe. European macroeconomic data was more mixed. The labour market still looks strong – euro zone unemployment fell to 8.5% in April. 

This is supporting consumer confidence, which similarly as in US remains close to a 17-year high. However, concerns about global trade and a 

higher oil price appear to be weighing on corporate sentiment. The euro zone manufacturing PMI for May declined for a fifth consecutive month 

from a peak of 60.6 in December. Nevertheless, the recent level of 55.5 still corresponds to growth in excess of 2%, which is high by euro zone 

standards. Strong growth has translated into relatively robust, above-expectations corporates earnings growth, in the region of 10%. The mix of 

weaker growth, subdued underlying inflation and ongoing political tensions should keep the ECB firmly in accommodative mode. 

Elsewhere in world. Increased risks during May contributed to a significant rise in the value of the US dollar, which strengthened 2% vs. a 

basket of major currencies. The US dollar looks set to continue its appreciation for another while, especially against the euro. We expect the 

EUR/USD exchange rate, which is currently (June 7th) around 1.18, will not rebound until after it has fallen to 1.10 during the third quarter. The 

dominant driving forces will be expectations of key interest rate hikes by the Fed and market worries about the future of the euro. Oil prices fell 

from USD 80/barrel to USD 75 (Brent crude) on news that Saudi Arabia and Russia are preparing to relax agreed OPEC+Russia production caps 

(under a pact between the OPEC and other oil-producing countries to limit supply and thus prop up prices). The next OPEC meeting will be on June 

20-22. When it comes to North Korea conflict, the US would prefer the type of agreement on giving up nuclear weapons that it made with Libya 

in 2003, but this does not seem to be an alternative for Kim Jong Un. Therefore uncertainty still remains. When it comes to Iran crisis, the US is 

escalating that a new nuclear agreement is far away and talking about sanctions to Iran. This creates additional tension. 

Overall, financial markets have been turbulent so far during 2018, but it was in line with our expectations. The question is whether this is a first 

step towards a successively more defensive attitude, or much-needed profit-taking during a continued positive trend. Late-cyclical drivers such 

as strong labour markets and increased capital spending suggest continued healthy growth, both this year and next. Political uncertainty will 

cause concerns but will probably not hamper growth. Our fundamental scenario remains bright.



 

Impact on investments of different risk categories 

Product group Expectations 

Low risk 

(conservative) 

This year started with a steep bond yields increase across the world (bond prices declined). After February’s sell-off in 

stock market bond yields temporarily paused in climbing, then we again saw rising yields. In May, though, we saw 

turbulence in European government bond markets after new populist government in Italy was elected and fears about 

Italian financial stability renewed. Italian government bond yields (including other PIGS countries) significantly jumped 

higher while safe heaven bonds like German and US yields dropped yields. Currently situation eased a bit – German and 

US bond yields recovered. The impact related to uncertainty in Italy shouldn’t prolong and our assessment is that yields 

will keep rising. Among factors behind this trend are rising expectations of higher inflation, US key interest rate hikes, US 

tax reform and a belief that the ECB which will reasonably move towards less expansionary monetary policy. 

Medium risk 

(balanced) 

During this volatile month of May our balanced risk portfolios managed to provide positive returns as diversification and 

asset allocation worked out. We continue to be optimistic about risk assets and are slightly over-weighted towards these 

in our portfolios – despite recent market turbulence, which will probably persist for a while. But given the strength of 

economic conditions and corporate earnings, we expect share prices to resume their upward trend.  

High risk 

(aggressive) 

Uncertainty and volatility in stock markets from the start of this year brought equity valuations down to more reasonable 

levels, especially if growth forecasts materialise. The markets expects global corporate earnings (which is the main 

driver in equity markets) to increase by 10% this year and around 10% in 2019 – a forecast supported by economic 

growth outlook and that, in our judgement, is enough to justify somewhat higher share prices ahead. Given today’s strong 

fundamentals, we are optimistic about risk assets and are slightly over-weighted towards these in our portfolios. Market 

volatility is likely to persist for a while, especially considering the ongoing political turbulence. Yet given the strength of 

both economic conditions and corporate earnings, we expect equity prices to eventually resume their upward trend. 

 

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. 

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. 

PIGS Abbreviation of Portugal, Italy, Greece and Spain. 

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. 


