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Market overview 

Geopolitical headlines continued to play a significant role in markets, particularly the prospect of a trade wars between the US 

and China. However, lately tension decreased. From global economic growth perspective, first months of 2018 were very 

positive, however the growth momentum started to slow in March and this continued into April. Still growth remains solid. The 

perception that inflationary risks are starting to build put pressure on global bond prices and the US 10-year Treasury yield 

briefly touched 3% for the first time in over four years. Coupled with uncertainty over the role of Iran in the international 

community, oil prices rose 7% over April. As a result, commodities were the top performing asset class last month. The Q1 

reporting season is now in full swing. So far, companies are fulfilling hopes that share prices will become more stable and that 

the market’s focus of attention will shift from earlier discussions on trade wars. We are continuing to be positive towards risk. 

 

Stock market indexes’ performance (till 30 April, 2018) 

Region Index Currency 

Performance 

2018 

April 

2018 

YTD 

12 

Months 
2013 2014 2015 2016 2017 

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

Europe  MSCI EURO EUR 4,6% 1,5% 1,5% 19,6% 2,3% 6,1% 1,7% 8,7% 

Eastern 

Europe 

MSCI EM Eastern 

Europe 
USD -4,9% -1,1% 8,7% -2,9% -40,0% -8,1% 33,0% 12,9% 

Asia  MSCI EM Asia USD 0,0% 0,7% 22,0% -0,2% 2,5% -11,8% 3,8% 40,1% 

Latin 

America 

MSCI EM Latin 

America 
USD -1,5% 5,6% 14,9% -15,7% -14,8% -32,9% 27,9% 20,8% 

 

Major events and expectations 

In focus. Lately we have seen quite large increase in bond yields, especially in US bond yields, 10-year US Treasury yield climbed past 3% and 

reached a highest level since early 2014. Among the reasons are higher inflation expectations due to economic growth and a 12% oil price 

increase this year, contributing to inflation pressure. The yield curve (yields for different maturities) has risen and became flatter (yields on 

shorter maturities have climbed faster than on longer maturities). This is a sign that we are far along in the economic cycle, but sentiment 

indicators such as purchasing managers’ indexes (PMIs) still show that there is further room for economy to keep growing, According to the 

latest PMI readings, the US has surpassed the euro zone in terms of growth expectations, Yet after several months of gradually weaker PMIs the 

euro zone managed to surprise on the upside in April, thanks to better momentum in the service sector. This supports our assessment that the 

euro zone economy will keep growing at a healthy pace, though not quite as rapidly as last autumn. Aggregated global PMIs are stabilising at a 

solid level, which means we will see continued growth but at a slower pace than before.  

US. The global economy is still showing a good momentum and Q1 US GDP rose by a solid 2.3% and exceeded expectations. The April 

manufacturing PMI increased by more than expected, rising to 56.5. Consumer confidence also came in ahead of consensus. Many investors 

remain cautious that this pace of growth will at some point lead to an acceleration in inflation, and in turn much tighter monetary policy from the 

US Federal Reserve (the Fed). Inflation is nudging up, but gradually. As expected, the Fed left its key interest rate unchanged at 1.5-1.75% at its 

latest policy meeting. The US central bank now says that inflation is “near” rather than “below” its 2% target. This supports our forecast of three 

more rate hikes this year. The US labour market showed mixed results in April. Unemployment fell to 3.9%, the lowest since 2000 when it 

bottomed out at 3.8%. To find an even lower level we have to go back to the 1960s. But job growth was disappointing and average hourly 

earnings rose less than expected. Low pay increases pose a risk to our forecast of three Fed rate hikes (on average the market is pricing in 2.5 

rate hikes). 

As stated the earnings season has so far largely been better for the US than what was expected; and that even with estimates that were lifted 

significantly following the US tax reform. With more than two thirds the SP500 companies having reported we are looking at a positive earnings 

surprise of close to 6% and a year-on-year earnings growth of 25%. In the past five years, 77% of firms have beaten expectations, by an 

average of 4%. With those kinds of numbers it is not hard to understand why equities markets over the last year has rallied so much as it has and 

why we are continuing to be positive towards risk. 

Europe. The global synchronised recovery that kept global equities attractive has appeared to falter in recent months as survey data has pointed 

to a slowdown in many parts of Europe. However, as bad temporary factors, such weather and the spike in the EUR at the start of the year, likely 

played a role in depressing sentiment. There are already signs of stabilisation in the April data. The April PMI for the euro zone, at 55.2, is still 

consistent with a 2018 GDP growth rate of 2.5%. The recovery continues to be underpinned by the improvement in the labour market. The euro 

zone unemployment rate fell to 8.5% thanks to significant declines in several countries, including Italy, France and Spain. A stronger labour 

market is supporting consumer confidence, with retail sales growing at a healthy 1.8% rate, year-on-year. The Q1 European Central Bank (ECB) 

lending survey was strong, suggesting that accommodative monetary policy is still providing a significant tailwind to growth. 

Elsewhere in world. Emerging market fundamentals remain on a strong trajectory despite developed market growth losing some steam – both 

corporate and sovereign indicators show continued strengthening, especially from commodity exporters. Higher oil price also adds value to the 

biggest oil exporters.  Oil price (Brent) recently climbed above USD 75/barrel for the first time since 2014, following statement from Iran that the 

country will not renegotiate the nuclear energy agreement . US sanctions will make it harder for Iran to export oil. Overall the main reasons behind 

oil price increases are related to Iran and Venezuela sanctions, eased tensions regarding trade wars, increasing oil demand, weaker USD, OPEC 

plans to eliminate oversupply in oil market. Current price is already higher than SEB’s forecast for this year of average oil price (60-70 

USD/barrel).



 

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 February’s 

sell-off in stock market bond yields temporarily paused in climbing but now we again see rising yields. The perception that 

inflationary risks are starting to build put pressure on global bond prices and the US 10-year Treasury yield briefly 

touched 3% for the first time in over four years. The global aggregate bond index fell 1.6% over the month. 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) 

Our balanced risk portfolios provided solid returns during April as risky assets recovered some value. 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 resume their upward trend.  

High risk 

(aggressive) 

Although the earnings season has surprised on the upside, that margins have been boosted due to the tax reform, and 

that top line growth has been surprisingly strong it does inevitably starts to feel that our prediction that earnings would 

be the driving factor for the equity markets is not fulfilling. Discussions around the impact of rising US bond rates has 

instead gathered an increased focus and we see this as the main explanation as to why equities have failed to go higher in 

line with the reports. With that being said it worth remembering that we are in no means in a negative market and that 

overall global equities performing quite decently. Given today’s strong fundamentals, we are optimistic about risk assets 

and are slightly over-weighted towards these in our portfolios. 

 

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. 

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. 

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.lt. 


