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Market overview 
For investors, the main market event lately was undoubtedly the French presidential election. Markets rallied in relief as centrist candidate E. 

Macron made it through to the second round and won the election. Combined with the victory for the incumbent prime minister in the 

Netherlands in March, and the calm market reaction to the triggering of Article 50 by the UK government, many investors are hoping that it 

represents the trend of European political risk decrease, and that a wave of relief can now buoy equity markets. The US and European Q1 

earnings season surprised significantly on the upside. After a temporary Q1 slowdown in the United States’ economy, we expect faster growth 

for the rest of 2017. We have revised our world growth forecast a bit higher to 3.7% in 2017. 

Stock markets* Major events and expectations 

USA  
(S&P 500 index, USD): 

+0,9% in May 

+6,5% YTD 

+70,6% in 5 years 

 
Europe  
(MSCI EURO, EUR): 

+1,9% in May 

+8,6% YTD 

+62,5% in 5 years 

 

Eastern Europe 
(MSCI EM Eastern Europe, USD): 

+2,6% in May 

+2,7% YTD 

-27,7% in 5 years 
 
Asia  
(MSCI EM Asia, USD): 

+2,1% in May 
+15,6% YTD 

+13,4% in 5 years 
 

Latin America 
(MSCI EM Latin America, USD): 

-0,4% in May 

+11,1% YTD 

-33,7% in 5 years 

The Dutch and French elections showed that the pro-European political leaders are still able to win in 
Europe which shows that populist candidates and can lose despite the noticeable wins of 2016: Trump and 

Brexit. As widely expected, E. Macron has been elected as President, winning 66.06% of the votes vs. the 

33.94% secured by his opponent, M. Le Pen. This outcome is certainly the more market friendly of the 
two options. As Macron’s victory had already been priced in by the markets, global markets returned to a 

more neutral stance after election result. In the medium-term, we expect this victory to be reflected in a more 

predictable policies, strengthening of the euro and further equity gains, especially for the financial and cyclical 

sectors. Financial markets celebrated Macron’s victory, however when it comes to the French economy itself, it 

is the parliamentary election in June that will determine whether this victory could be a game-changer. 

Overall we expect the risk rally in Europe should extend, particularly as most macroeconomic indicators 

have shown that the euro zone economy has been gaining traction and 2017 first-quarter earnings season has 

so far delivered strong earnings per share (EPS) growth.  

After a temporary Q1 slowdown in the United States’ economy, we expect faster growth for the rest 
of 2017. President D. Trump’s economic policies (“Trumponomics”) have proved slow to implement in 

practice. Our conclusion − that he will fail to deliver as much fiscal stimulus as expected − will slightly limit 

growth. But growth will be strong enough that we should expect the Federal Reserve (Fed) to hike its key 
rate a total of three times in 2017 and three more in 2018 while reducing its securities holdings. As 

expected, the Fed chose not to hike the key rate at its last policy meeting, but there are growing 

expectations that the next hike will occur soon – especially since the Fed agrees that the Q1 dip in US growth 

was probably temporary. Labour market data also showed better job growth in April. The market thus now 
expects a rate hike in June. 

The US earnings season surprised significantly on the upside. It posted strong growth in both earnings 

and sales. The strong earnings season supported, and amplified, the equity rally following the first round of the 

French election. However, that the strong earnings season led to upward revisions in 2017 EPS estimates for 

both the US and Europe, therefore the investors will shift back their focus to earnings season in July. 

Oil prices, which have recently been below USD 50/barrel, have rebounded somewhat on speculation that the 

OPEC oil cartel will extend its production limits at its next meeting on May 25. 

Overall, our latest forecasts concludes that global growth forces are defying political uncertainty. We 

have revised our world growth forecast a bit higher to 3.7% in 2017. 

* 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 April our balanced risk portfolios provided solidly positive returns because of increased risk tolerance in the portfolios which 

materialized in April, especially after the first round of French presidential election. In March we increased our tolerance 

towards risky assets twice and kept it till the second week of May when 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) 

After increasing our risk tolerance at the beginning of March we increased it even more in the second half of March  but we 

decided to reduce it in the second week of May. 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. GDP growth for 

Europe and the US is currently weak but sentiment indicators points towards an acceleration over the coming quarters. We 

stress that strong macro is  one of the arguments behind it . The Q1 earnings season and the French election has supported 

equities – both will be of diminishing importance from now on and will as such no longer be a key driver of equities on a tactical 

horizon. Tightening monetary policy from the Fed will not derail the rally in risk over the coming 3-6 months. In portfolios we 

are underweight commodities as we are concerned about the build-up of oil production capacity and oil inventories in the US. 



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. 

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 for Economic 

Cooperation and Development 

(OECD) 

A group of 35 member countries that discuss and develop economic and social policy. OECD countries are 

democratic countries that support free market economies. 

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 30 April, 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% 14,9% 6,5% 

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

Eastern 

Europe 

MSCI EM 

Eastern Europe 
USD 13,2% -2,9% -40,0% -8,1% 33,0% 14,7% 2,7% 

Asia  MSCI EM Asia USD 18,1% -0,2% 2,5% -11,8% 3,8% 18,6% 15,6% 

Latin 

America 

MSCI EM Latin 

America 
USD 5,4% -15,7% -14,8% -32,9% 27,9% 13,9% 11,1% 

 
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. 


