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Market overview 
Lately the United States election campaign kept swinging the markets and in the finale on November 8th Donald Trump won. A Trump victory was 

clearly unexpected by financial markets, although its probability was not zero. However, the first reaction in markets was not as negative as expected to 

be in such scenario. Now the markets need more information on Trump’s economic policies before the risks can materialise. Other than that, the US and 

European GDP growth is showing growth signs, Purchasing managers’ indexes (PMIs) point to continued global economic growth, the companies 

reporting season shows mixed results, and on the central bank front nothing is new. We continue to be a bit more cautious in short-term, but not more 

than before US elections. 

Stock markets* Major events and expectations 

USA  
(S&P 500 index, USD): 

-1,9% in October 

+4,0% YTD 

+69,6% in 5 years 

 
Europe  
(MSCI EURO, EUR): 

+1,6% in October 

-4,7% YTD 

+38,8% in 5 years 

 

Eastern Europe 
(MSCI EM Eastern Europe, USD): 

+1,5% in October 

+18,8% YTD 

-36,3% in 5 years 
 
Asia  
(MSCI EM Asia, USD): 

-1,5% in October 
+9,3% YTD 

+7,2% in 5 years 
 

Latin America 
(MSCI EM Latin America, USD): 

+9,7% in October 

+42,8% YTD 

-33,2% in 5 years 

Trump wins US presidential election, what’s next? For the second time this year, the will of the people has 

astounded the markets. Opinion polls, political experts, economists and betting firms all misjudged the 

situation and, as it seems, underestimated the strength of voter dissatisfaction. 

“What’s next?” is the question investors are asking. Unfortunately, there are no simple answers. Trump’s 

message during the campaign – especially on economic issues – has been vague and sometimes 

contradictory. Uncertainty is the financial markets’ worst enemy. However, reactions in markets first day after 

elections was not as negative as expected to be in such scenario. But in the short term, uncertainty will 

probably persist for a while. After the British people voted to leave the European Union, financial markets 

recovered relatively quickly, but this election outcome concerns the world’s largest economy and thus has a 

potentially major impact on global trade. 

There is undoubtedly an increased risk that global growth forecasts will need to be revised downward, but that 

is no certainty. The US economy is currently in a relatively robust growth phase, as are many leading Asian 

economies. Over the next couple of months, there may be a bit of a political vacuum before Trump takes office 

in late January. If uncertainty does not excessively undermine the confidence of households and companies, 

and provided that Trump does not get off to a roaring start by implementing forceful protectionist measures, 

the effects on growth need not be too negative. 

Uncertainty and volatility in markets will probably persist for a while. We expect the Fed to proceed with a key 

interest rate hike in December. If there is great financial turbulence and/or negative effects in the real 

economy, however, the Fed may wait and see. But in the near term Trump’s policies should lead to higher key 

interest rates, all else being equal. The same thing should apply to US bond yields; higher growth and hence 

inflation suggest this. If trade barriers and persistent turbulence lower economic growth forecasts, though, the 

picture will be different. 

Apart from latest events in US on other central banks’ front nothing is new. After the rumours that the 

European Central Bank (ECB) may begin reducing its quantitative easing (QE), ECB’s chairman M. Draghi told 

that a “tapering” of QE was not discussed and reiterated that asset purchases would continue as long as they 

needed to. We believe that in December, the ECB will prolong its stimulative bond purchases. The Bank of 

Japan says it will continue its expansionary policies until inflation reaches its 2% target, which is not expected 

to happen until 2018. More about the tendencies in central banks’ monetary policies we invite to read in 

monthly article.  

Elsewhere. The October PMIs published so far point to continued global economic growth, with the average 

for reporting countries rising from 51.1 in September to 51.8 in October (above 50 indicates economic growth). 

As expected, China’s gross domestic product (GDP) grew by 6.7% year-on-year in Q3, which is within the 

official target range. Our Chinese GDP growth forecast is 6.6% in 2016, decelerating to 6.3% in 2017 and 

6.0% in 2018. Even with slower growth, China will remain an engine of the world economy. Oil prices again fell 

below USD 50/barrel, since some OPEC cartel members (including Iraq) want exemptions from the new, more 

restrictive production quotas proposed for December. Meanwhile Russia said it now does not plan to follow 

OPEC output cuts. Many countries want to see lower production, but few want to be part of it. 

* 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) 

After rumours that ECB may begin to reduce its stimulus bond purchases and increased probability of interest rate hike by FED this year, 
government bond yields were tend to increase and prices to fall during October. Trump’s policies should lead to higher key interest 
rates and the same thing should apply to US bond yields, which means lower bond prices in secondary markets. Among fixed income 
assets we remain having a negative view of government bonds. 

Medium risk 
(balanced) 

Before the US election, in October our balanced risk portfolios provided a mixed results from slightly negative to positive. After the US 
election we remain to be a bit more cautious with a reduced risk to a bit lower than pre-Brexit referendum level, but not lower than pre-
US presidential election level. The US election (Trump presidency and republican control of both chambers of congress) was one of our 
risk scenarios; however a scenario which we do not believe will drive risky assets significantly lower from current levels. 
 

High risk 
(aggressive) 

Even after unexpected outcome of US presidential elections, we are sticking to same cautiousness as before election, not higher. If 
current economic growth forecasts prove correct, any equities price declines may be seen as buying opportunities. However, if concerns 
about economic growth escalate, there is a risk of a greater negative stock market impact. What risky assets investors should do? In the 
genuine uncertainty that now prevails, there is no clear advice to give, but experience tells us that economists often exaggerate the 
effects of political changes. We have ultra-low interest rates and yields, a decent growth picture and investors holding a fairly high 
proportion of liquid assets – buyers can respond to declines. In other words, we see no reason to act rashly. Taking risks will pay off in 
the future, although in the short term it may be a bumpy ride. 



November 2016 

Monthly theme 

Less monetary policy and more fiscal policy ahead 

Recent decisions not to expand monetary stimulus packages in 

the euro zone and Japan show the signals that monetary policy 

may be reaching the end of the road and fiscal policy is being 

assigned a larger, coordinated responsibility for economic 

performance – both short-term and long-term. One perhaps 

slightly premature conclusion: the time has come to end 

unconventional monetary policy and stop “printing money”. Yet it 

remains unclear to what extent fiscal and structural policy 

measures can shoulder heavier responsibility in the current 

environment. 

European Central Bank (ECB) and Bank of Japan (BoJ) chooses 

not to expand monetary stimulus packages 
In September’s and October’s meetings ECB chose unexpectedly to 

abstain from expanding its already dramatically loose monetary policy. 

Yet its motivation was not that the situation had improved. For 

example, the ECB declared that “underlying price pressures continue 

to lack a convincing upward trend, and remain ongoing source of 

concern.” According to the ECB, there are also dominant downside 

risks to GDP growth.  

The ECB also emphatically repeated its message to political leaders: 

“in order to reap the full benefits from our monetary policy measures, 

other policy areas must contribute much more decisively”. This 

message is entirely consistent with conclusions of recent Group of 

twenty meetings, for example. 

The BoJ seems to be following a similar “pattern”. It has also chosen 

not to expand its enormous monetary stimulus package despite 

continued deflation problems. Instead Japan’s government launched 

JPY 28 trillion (EUR 250 billion) fiscal stimulus package, equivalent to 

6% of nation’s GDP. Although the BoJ says that it has not closed the 

door to new steps in monetary policy including interest rate cuts – 

there are growing questions about the effectiveness of monetary 

policy.  

Is monetary policy approaching the end of the road? 

Growing risks associated with driving up asset prices and private debt 

further, with little or no effect on economic growth and inflation, is 

increasing pressure on governments and their fiscal and structural 

policies. Studies by the International Monetary Fund (IMF) and the 

Bank for International Settlements (BIS) – and official statements by 

IMF and G20 – are very carefully phrased, but their conclusions seem 

clear: monetary policy, including new rate cuts, negative interest rates 

and asset purchases has reached – or is close to – the end of the road. 

Obviously central banks are unlikely ever to give up their struggle for 

better economic prospects and/or financial stability, nor should they. 

But most problems that the world is struggling with are beyond the 

potential influence of monetary policy. This again shifts the spotlight 

towards what government fiscal and structural policies can 

accomplish, now and in the future.  

Today central banks are grappling with number of major challenges. 

High indebtedness and credit risk in particular sectors are weakening 

the monetary policy transmission mechanism and putting added 

pressure on banking systems. Challenges to the profitability of 

financial sector, due to both industry-specific trends and 

unconventional monetary policies of recent years, are now restraining 

further interest rate cuts in the euro zone, Japan and elsewhere.  

Central banks still have space left in monetary policies – mainly further 

asset purchases – but the main question must be answered: can it 

solve existing problems? Merely increasing the scope of monetary 

policy is no solution to the problem, but instead risks creating new 

problems that will need to be dealt with in future. 

New reality, new policy tools 

There is a discernible pattern in how the world’s finance ministers and 

central bank governors are now beginning to interpret the present 

situation. Current and future policymakers must deal with three 

phenomena. The concept of secular stagnation (1) – a lengthy period 

of low economic growth and inflation, with a high risk of economic 

reversals – has crept ever deeper into decision making process.  

Furthermore, an increasing number of central banks are placing 

greater emphasis on the current decline in global real interest rates 

(2), caused by powerful “gravitational forces” of both a cyclical and 

structural nature (high propensity to save and low investment 

appetite). And sooner or later, economies will enter a new cyclical 

downturn (3). The question is how economic policy tools need to be 

adjusted in order to deal with new downturns when many of 

traditional policy tools have already been used. 

In this environment, there are three important tasks for fiscal and 

structural policymakers: 

1. They need to be better prepared to assume larger short-term 

responsibility for stabilizing growth once monetary policy has 

reached the end of the road; in a number of countries 

monetary policy has not only lost effectiveness but also its 

function as the “first line of defence” for fending off economic 

downturns and other problems. But if political systems 

pressure short-term fiscal policy, there are major risks and 

additional uncertainties. Here it is especially important to 

ensure that the economy has sufficiently strong with effective 

automatic stabilisers (such as social insurance systems) that 

kick in when the economy weakens and that are then 

withdrawn when the economy rebounds. 

2. They need to build in powerful buffers when interest rate and 

currency policy are not available. These are automatic 

discretionary fiscal stimulus packages that are activated 

without tedious political decision making processes, for 

example if unemployment exceeds or GDP falls below a 

predetermined level. The knowledge that this policy will be 

launched should, in itself, keep unemployment from rising or 

growth from falling. 

3. They need to take vigorous action aimed at boosting economic 

growth potential. Some of today’s negative trends have natural 

explanations (such as an ageing population). But by lifting the 

long-term productive capacity of the economy and stimulating 

increased capital spending, the trend towards falling global 

real interest rates can be reversed.  

Less monetary policy responsibility 
A monetary policy that succeeds in pushing up the prices of financial 

assets but not in boosting economic growth and inflation – combined with 

worries about secular stagnation and a new economic downturn – may 

explain the monetary decisions of both the ECB and the BoJ. Their 

decisions may thus be the first confirmations that we should not count on 

unconventional monetary policy to take further steps. 

Yet our forecast is that the ECB will have problems pushing euro zone 

inflation reliably upward. This means that we still believe there is a high 

probability that the ECB has not yet exhausted its expansionary monetary 

policy (in the form of extended asset purchases). But if we are reading 

world developments correctly and euro zone countries moving somewhat 

more expansionary fiscal policies, this will lower the probability that the 

ECB will continue with its asset purchases. 

If this interpretation of 2016 developments and the policy tactics of the 

past few months is correct, financial markets are right to lift long-term 

yields to somewhat higher levels (reduced bond purchases and continued 

budget deficits). Central banks can probably accept a controlled up-turn in 

long-term yields. But continued downward pressure on short-term global 

interest rate yields will still be a key force in shaping the future trend of 

long-term yields. 

 

Source: SEB. 
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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. 

Group of twenty (G20) A group of finance ministers and central bank governors from 19 of the world's largest economies, and the 

European Union. The G20 was formed in 1999 as a forum for member nations to discuss key issues related to 

the global economy. The mandate of the G20 is to promote growth and economic development across the 

globe. 

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”. 

International Monetary Fund 

(IMF) 

The IMF is an organization of 188 countries whose stated objectives are to promote international economic co-

operation, international trade, employment, and exchange rate stability, including by making financial 

resources available to member countries to meet balance of payments needs. The IMF provides technical 

assistance and training for countries requesting it. 

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. 

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. 

Quantitative easing (QE) An unconventional monetary policy in which a central bank purchases government securities or other securities 

from the market in order to lower interest rates and increase the money supply. Quantitative easing increases 

the money supply by flooding financial institutions with capital in an effort to promote increased lending and 

liquidity. 

 US Federal Reserve’s “tapering” This is an expression of the US Federal Reserve Bank’s (Central Bank) decision to reduce the volume of bond 

purchases (quantitative easing). Quantitative easing is a central bank’s monetary policy occasionally used to 

increase the money supply by buying government securities or other securities from the market. Quantitative 

easing increases the money supply by flooding financial institutions with capital, in an effort to promote 

increased lending and liquidity. 

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 October, 2016  

Region Index Currency 
Performance 

2011 2012 2013 2014 2015 12 months 2016 YTD 

USA S&P 500 USD 0,0% 13,4% 29,6% 11,4% -0,7% 2,3% 4,0% 

Europe  MSCI EURO EUR -16,5% 15,6% 19,6% 2,3% 6,1% -8,2% -4,7% 

Eastern 

Europe 

MSCI EM 

Eastern Europe 
USD -23,3% 13,2% -2,9% -40,0% -8,1% 7,1% 18,8% 

Asia  MSCI EM Asia USD -19,1% 18,1% -0,2% 2,5% -11,8% 4,6% 9,3% 

Latin 

America 

MSCI EM Latin 

America 
USD -21,9% 5,4% -15,7% -14,8% -32,9% 30,2% 42,8% 

 
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 


