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Market overview 
A continued strong Q3 earnings season and improving global recovery as well as continuing optimism over US tax reform continued to lead 

equity prices higher in October. Commodities’ prices also increased with an upward pull from Brent Crude oil, which gained 7% over the month. 

In US, J. Powell was assigned to chair the Federal Reserve (Fed) who favours continuing gradual interest-rate increases and sympathizes with 

White House calls to ease financial regulations. The European Central Bank (ECB) announced that it will continue simulative bond-buying for 

most of 2018 and signalled it will not hike interest rates until 2019. Overall, from tactical perspective our level of risk tolerance remains 

overweight. 

Stock markets* Major events and expectations 

USA  
(S&P 500 index, USD): 

+2,2% in October 

+15,0% YTD 
+82,4% in 5 years 

 
Europe  
(MSCI EURO, EUR): 

+2,3% in October 

+12,6% YTD 

+56,2% in 5 years 

 

Eastern Europe 
(MSCI EM Eastern Europe, USD): 

-0,3% in October 

+8,0% YTD 

-18,1% in 5 years 
 
Asia  
(MSCI EM Asia, USD): 

+5,3% in October 
+36,4% YTD 

+35,8% in 5 years 
 

Latin America 
(MSCI EM Latin America, USD): 

-3,7% in October 
+20,0% YTD 

-23,0% in 5 years 

Annualised US Q3 GDP growth was 3.1%, driven by private investments and consumption. US retail sales are 

rising again after a sluggish period. Consumer confidence surveys indicate a positive trend. Q3 corporate 
reports have showed continued strong earnings, especially for major IT firms. So far during this report 
season, US earnings have been better than expected. Yet on a global basis, analysts are revising future 

earnings expectations upward. The US Senate passed the 2018 budget resolution, boosting the prospect 
of tax reform (with anticipated corporate tax cuts) being enacted, which may add up to USD 1.5 trillion to the 
budget deficit over the next 10 years. All of this add more positivity among investors. The new nominate to 

chair the Fed was also in line with market expectations. J. Powell, the new Fed chairman will start his term 
of office in February when J. Yellen’s mandate comes to an end. He is expected to favour continuity on future 
policy making, Gradual rate hikes, 3 in 2018 and 2 in 2019, is forecasted by central bank; close to our 3+1 

forecast which remains in place. 

European macroeconomic momentum continued to improve and helped the region's equity markets to 
continue solid rise. Q3 GDP for the Eurozone came in at 0.6% (first estimate). The regions' unemployment 
rate fell to an eight-year low of 8.9%. October’s PMI manufacturing reading came in strongly (58.6). 
Consumer confidence also improved slightly (54.9). It shows continues economic upturn. The big monetary 
policy event of the month was the ECB’s October meeting, at which M. Draghi announced an extension of 
the bank's quantitative easing (QE) programme for nine months with monthly purchases of EUR 30 billion from 

January to September 2018. The ECB clearly signalled that key rate hikes will be delayed at least until 2019. 

Inflation readings in the Eurozone will be crucial for the QE outlook, given the unexpectedly cooler headline 

inflation release in October of 1.4%. 

Q3 GDP growth in China came out at 6.8% as expected. The country thus looks set to easily meet its growth 
target of about 6.5% year-on-year. China held its 19th National Party Congress (NPC) where officials were 
moving away from a pure focus on numerical growth targets to qualitative measures when formulating policy. 

This shift supports market view that the Chinese authorities will now prioritise financial stability, important 

economic reforms will still continue to be carried out. This is important note for global financial markets.  

In Japan, the elections were a focus for markets. Voters handed a majority to incumbent Japanese Prime 
Minister Shinzo Abe’s Liberal Democratic Party. Broadly speaking, the result means continuity for the Japanese 

economic and political landscape which is boosting economy. Again – good sign form higher risk tolerance 

perspective. 

Crude oil prices rose, boosted by lingering tensions in Iraq and on hopes of an extension of OPEC’s output 
cut deal. At the beginning of this month oil prices hit 2-year high after corruption-related arrests in Saudi 
Arabia. The tension in oil market and higher oil prices may keep for a while. 

* 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) 

In October government bond yields in Europe where tend to decrease in relation to political tensions in Spain and Italy. In US 

yields posted rise in relation to Trump’s decision of next Fed chief. We do not change our view and in the longer run we see the 

trend of rising yields triggered by more favourable economic growth outlook, less accommodative monetary policy by Fed and 

ECB. Expectations to gradually rising core government bond yields will continue to drive investors into less rate sensitive asset 

classes and higher risk.  

Medium risk 
(balanced) 

In October our balanced risk portfolios continued to provide solid returns. We increased total risk exposure in our portfolios 

during the summer, in September and October by decreasing the proportion of fixed income investments and increasing the 

weight of global equities. When it comes to medium risk instruments in bond market – high yield bonds (HY), we estimate that 

the risk reward profile of HY has deteriorated to such a level that we think it is prudent to enter an underweight despite our 

expectation that growth will remain strong in 2018. 

 

High risk 
(aggressive) 

We are maintaining a risk overweight in our investments, since we believe that macroeconomic data will remain strong. Given 

robust growth and good earnings, market upturns may persist for another while. If the economic cycle should turn downward 

the major impact risk factors would be valuation levels and positioning by market players, high global debt, geopolitical risks, 

the potential negative effects of rising inflation, interest rates and bond yields, as well as central banks that gradually normalise 

their key interest rates and balance sheets. However, we believe that the probability economic downward is low, even though 

the economic recovery and stock market upturn have been under way since 2009. Regionally, we still see better conditions for 

Asia / EM and Europe compared to the US. 



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”. 

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. 

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. 

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 31 October, 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% 21,1% 15,0% 

Europe  MSCI EURO EUR 15,6% 19,6% 2,3% 6,1% 1,7% 20,3% 12,6% 

Eastern 

Europe 

MSCI EM 

Eastern Europe 
USD 13,2% -2,9% -40,0% -8,1% 33,0% 20,9% 8,0% 

Asia  MSCI EM Asia USD 18,1% -0,2% 2,5% -11,8% 3,8% 29,6% 36,4% 

Latin 

America 

MSCI EM Latin 

America 
USD 5,4% -15,7% -14,8% -32,9% 27,9% 7,5% 20,0% 

 
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 


