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Market overview 
After more than a year of equity markets grinding steadily higher, volatility increased suddenly at the beginning of February to the levels last 

seen in 2015, when the market was concerned about the strength and stability of China. Rising inflation and interest rates, combined with 

relatively stretched valuations in many markets, are behind this anxiety this time. However, fundamentals looks good – macroeconomic 

statistics keep coming in at high levels (though without climbing), economic growth remains strong, and corporate earnings are still rising at a 

good pace. Latest news about the Italian election or the uncertainty about potential trade-wars is not causing volatility to move much higher. 

We remain over-weighted towards equities. 

Stock markets* Major events and expectations 

USA  
(S&P 500 index, USD): 

-3,9% in February 

+1,5% YTD 
+79,2% in 5 years 

 
Europe  
(MSCI EURO, EUR): 

-4,0% in February 

-0,9% YTD 

+40,4% in 5 years 

 

Eastern Europe 
(MSCI EM Eastern 

Europe, USD): 

-2,5% in February 

+8,3% YTD 

-11,9% in 5 years 
 
Asia  
(MSCI EM Asia, USD): 

-5,4% in February 
+2,1% YTD 

+32,9% in 5 years 
 

Latin America 
(MSCI EM Latin America, 

USD): 

-4,1% in February 
+8,5% YTD 

-19,8% in 5 years 

Strong macro data most likely played a role in preventing a more sizeable market correction. Data released over the month showed 
in the US, the annual pace of GDP growth was broadly steady at 2.5% in the fourth quarter. The labour market remains strong, 
with jobless claims continuing to trend lower. Strong job prospects and tax reform are supporting consumer confidence, which this 
month reached its highest level since 2000.  

J. Powell was assigned as new US Federal Reserve (Fed) chairman. He is the supporter of further gradual increase in the 
interest rates. Financial markets now largely agree with the central bank about the prospects for such rate hikes, with the next one 
expected in March.  

Market sentiment has worsened a bit recently as focus has been centred on the likelihood of an escalating trade conflict after 
Trump announced to metal industry representatives that the US will impose a 25% tariff on imported steel and 10% on imported 
aluminium. This statement led to immediate criticism from major exporters around the world. If enacted this would be the first 
large-scale protectionist action of his presidency. The tariffs risk leading to countermeasures by other countries. We though do not 
see this as a big risk factor, but escalating global trade war would force us to re-evaluate our over-weight towards equities. 

In the euro zone in 2017 Q4 the annual pace of real GDP growth rose to 2.7%. Moreover, growth was broad-based across the 
region. Growth looks set to continue at an above trend pace given that the composite Purchasing Managers’ Index remains at an 
elevated level of 57.5 for February. However, inflation is most stubbornly low in the euro zone – eased to a 14-month low of 1.2% 
year-on-year in February. M. Draghi, the ECB’s chairman, in his speech to the European Parliament, argued that must remain 
patient and persistent with regard to monetary policy in order to create conditions for inflation to pick up to the stated target of 
below, but close to, 2%. 

In Germany, a new grand coalition got the green light as clear majority of Social Democratic party members, voted to approve 
their leaders’ agreement to join a coalition with the Christian Democrats, again headed by Chancellor Angela Merkel. More political 
tension in Italy as no majority winner in the Italian election – complicated government negotiations ahead. However, anti-migrant 
League party seems to overtake which may stall already complicated government negotiations further. 

India’s 2017 Q4 GDP rose by 7.2% year-on-year, again making it the world’s fastest-growing major economy. In China, the 
corresponding figure was 6.8%. India’s and China’s GDP statistics have some reliability problems, but the latest acceleration is 
credible and was probably driven by higher public sector consumption. Russia and commodity-dependent Latin American 
countries are growing more slowly – but with better momentum that in recent years. 

Overall, the world economy will keep growing at a healthy pace. Inflation will remain under control, leading to limited and 
slow increases in interest rates and yields. Political risks may disrupt this outlook, and economic imbalances are a long-term worry, 
but over the next few quarters positive forces should dominate the picture. Global economic growth remains convincing. The 
upturn is broad-based, both in regional and sectoral terms, and looks like a mature expansion period. We expect global growth of 
just below 4% both this year and in 2019. During this cyclical phase, inflation often climbs – usually driven by low unemployment, 
which accelerates pay increases. This relationship seems clearly weaker today, however, since globalisation and automation have 
helped restrain wage and salary demands. We thus anticipate that inflation will not soar, but will stay close to central bank targets. 
This will create flexibility and allow for a slow normalisation of monetary policies. Overall, owners of risk assets will enjoy a good 
outlook for another while. 

* 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) 

This year started with a steep bond yields increase across the world (bond prices continued to decline). After this recent sell-off 

in stock market bond yields temporarily paused in climbing but our assessment is that yields will keep rising. Among factors 

behind this trend are rising expectations of US key interest rate hikes, the approved American tax reform and a belief that the 

ECB may move more quickly towards less expansionary monetary policy. 

Medium risk 
(balanced) 

Our balanced risk portfolios started the year with value increases, however sharp stock market correction in February whipped 

away some generated return but later during the month portfolios recovered. Given today’s strong fundamentals, we are 

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 eventually resume their robust trend. At present, we are thus choosing not to make changes in our portfolios. 

High risk 
(aggressive) 

Despite the prevailing market volatility, the resurgence of trade war discussions, 

and the restructuring of the Trump administration’s economic team we decided 

to maintain our overweight to equities. It is on the basis of our top down, macro 

based, investment process that we remain overweight risk. Over the last month 

there has been no macro print which has turned our outlook for 2018 and 2019 

into a more negative direction. Inflation, volatility, rates, and equities will all 

move higher. Rising inflation and hawkish central banks will not be able to force 

equities lower as long as growth is positive. Leading indicators are not (yet) 

signalling an imminent slowdown in growth. Combined with strong top-line 

growth we expect to see positive equity returns on both a tactical and a strategic 

horizon. 



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. 

Leading indicator A measurable economic factor that changes before the economy starts to follow a particular pattern or trend. 

Leading indicators are used to predict changes in the economy, but are not always accurate. Few examples of 

leading indicators include stock market performance, manufacturing activity, inventory levels. 

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. 

 

Stock market indexes performance information covering the immediately preceding 5 years till 28 February, 2018  

Region Index Currency 
Performance 

2013 2014 2015 2016 2017 12 months 2018 YTD 

USA S&P 500 USD 29,6% 11,4% -0,7% 9,5% 19,4% 14,8% 1,5% 

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

Eastern 

Europe 

MSCI EM 

Eastern Europe 
USD -2,9% -40,0% -8,1% 33,0% 12,9% 24,3% 8,3% 

Asia  MSCI EM Asia USD -0,2% 2,5% -11,8% 3,8% 40,1% 30,5% 2,1% 

Latin 

America 

MSCI EM Latin 

America 
USD -15,7% -14,8% -32,9% 27,9% 20,8% 18,0% 8,5% 

 
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. 


