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Market overview 

The last month of summer and the beginning of September was quite nervous in financial markets. Most equity markets and risk assets 
sold off, with the notable exception of the US equity indexes, where extraordinarily strong macro data, and a general absence of any 
inflation concerns, once again pushed them higher. Trade conflict was one of the biggest concerns and emerging market (EM) equities 

were hit hardest. In mid-August we reduced our risk tolerance from overweight towards risk to neutral. Currently the list of potential 
negatives which motivated the August reduction in risk tolerance still exist. In autumn drama will continue: US trade war with China, the 
European Union, Canada and others; continued monetary policy normalisation; hard-pressed EM, the Brexit agreement; Italian 

budgetary decisions; the G20 summit and other events. But mostly we fear that the trade war (US vs. China version) will come back into 
focus for the markets and push down equity prices. Despite our neutral tactical stance we stress that the macroeconomic environment 
remains strong and our 12 month outlook remains favourable for equities. In October investors will focus more on Q3 earnings season 

results which we believe may increase willingness to tolerate higher risk. 
 

Stock market indexes’ performance (till 31 August, 2018) 
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USA S&P 500 USD         

Europe  MSCI EURO EUR         
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USD         

Asia  MSCI EM Asia USD         
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America 

MSCI EM Latin 
America 

USD         

 

Major events and expectations 

US. In the US macroeconomic environment looks robust. US Q2 GDP growth (4,2%) was stronger than initially thought notching its 
best performance in nearly four years. Net trade and consumption both grew strongly and all indicators point to another robust print in 

the Q3. Consumption should also continue to support GDP growth in the third quarter, as retail sales rose more than expected lately. 
Consumers continue to benefit from the tailwinds provided by fiscal reform and the strong labour market. US unemployment rate 
(3.9%) is lowest since 2000. As yet, trade tensions appear to be having little impact on business sentiment within the US. The August 

flash Purchasing Managers’ Index  (PMI) eased slightly from July’s levels but business investment spending looks robust. Moreover, the 
NFIB index, which tracks the sentiment of small- and medium-sized enterprises in the US, rose to a 35-year high. Almost a third of the 
companies surveyed are planning to increase capex. The Federal Reserve (the Fed) looks set to continue raising rates in a gradual 

fashion. The policy rate was held steady in August but the minutes of the meeting, indicate that the Fed is likely to continue to raise 

rates at a pace of 0.25% per quarter. 

Europe. After slower recovery in early spring this year Europe’s economy showed better pace in Q2.  Q2 GDP growth has been revised 
up to 2.2% annualised. After recent easing of trade tensions with the US, most sentiment indicators in Europe improved. The 
composite PMI increased by 0.1 point to 54.4 thanks to the strong PMI recorded in Germany and France. Latest inflation data shows the 

rise by 2.0% (year on year), but core inflation remains stubbornly low at 1.0%. Therefore, the European Central Bank (ECB) is likely to 
keep interest rates on hold until this time next year, at least. However, as is often the case in Europe, politics overshadowed these good 
fundamentals. There are tensions related to new Italian government and its budget plans. The Brexit tension also continues as British 

Prime minister Theresa May’s “soft Brexit” plan faces tough opposition in UK and the EU is also critical about it. Many observers believe 
that May’s plan risks to be defeated and that she will unavoidably need to make further concessions to the EU. In addition, many British 

parliamentarians who want to stay in the EU oppose the plan and would prefer a second Brexit referendum. 

Emerging markets (EM). Growth indicators for EM economies have gradually fallen since December 2017, leading to foreign 
exchange (FX) and stock market worries. PMIs in manufacturing have trended lower so far this year, which is troubling, especially since 

this is usually an early sign of fading risk appetite. The slowdown has been clearest in the export sector, and companies in major EM 
economies are expecting lower deliveries in the near future. Many commodity dependent EM economies have been hurt because 
commodity prices began to decline late in May due to falling sentiment in the manufacturing sector. Threats of escalating trade war, 

mainly between the US and China, have probably already affected sentiment, but considering that a very small percentage of global 

trade is actually involved, the impact will probably be minor if/when it materialises.  

Lately we saw Turkish lira crisis which also infected other high-risk currencies to some extent. In recent weeks Turkish lira showed 
stabilisation signs but a number of factors that contributed to the decline of the lira remain in place. These include diplomatic tensions 
with the US including threats of sanctions, high inflation, a weak central bank and the need to refinance Turkey’s large short-term foreign 

debt. The risk of sharp new currency slides thus remains. Countries like South Africa, India, Indonesia, Brazil and Mexico that are 
sensitive to a downturn in global risk appetite would probably be hurt again. But Turkey’s situation is a special case. Because its 
economy accounts for only 1.7% of global GDP, there is rather little risk that we are facing something resembling the Asian financial 

crisis of 1997 or the Russian crisis of 1998. It is thus also likely that a general downturn in EM currencies would be temporary. A sharp 
deceleration in China’s growth instead poses a larger risk to the global economy , especially EM economies, but the cool-down in 
recent months has persuaded Chinese authorities to ease credit policy as well as production restrictions aimed at protecting the 

environment. Further escalation of the trade conflict between the US and China is a risk that has grown in recent months, but our main  



 
scenario is that the two sides will reach some form of negotiated solution, since a broad conflict would harm both the US and Chinese 

economies. We thus expect China to avoid a hard landing; GDP growth will slow gradually from 6.6% this year to 6.3% in 2019 and 

6.0% in 2020.  

Overall, this means that despite various risks we maintain a positive view of the EM growth outlook during our forecast period 
(2018-2020). According to official statistics, GDP growth in the first half of 2018 appears to have held up decently in the EM sphere as 
a whole. Looking ahead, the gradual deceleration in China may be offset by acceleration elsewhere, especially in India, Brazil, Indonesia 

and the Philippines, and in 2020 also in Russia, South Africa and Mexico. Expansionary fiscal policies will stimulate capital spending. 
Activity in the construction and service sectors will be an important driver, enabling annual average GDP growth to remain at around 5% 
in 2018-2020. Assuming such high growth, supply-side restrictions may arise in the EM economies. At present, we foresee inflation 

generally rising at a slow pace, mainly due to depreciating currencies, but in some countries such as India also driven by increasingly 
stretched resource utilisation. Central banks in EM economies have responded by tightening monetary policies and hiking key interest 
rates, sometimes even outside of scheduled monetary policy meetings. Since most economies are nearing full capacity utilisation, we 

foresee further increases in inflation, though at a slow pace, leading to gradually higher overall EM interest rates. 

Overall it is thus increasingly clear that the world faces major challenges related to US President Donald Trump’s erratic leadership, 

the economic and political complications of the Brexit process and the complex geopolitical situation in the Middle East, including the 
crises in Iran and Turkey. This raises the level of economic uncertainty. Trade barriers look set to become bigger than in our earlier 
main scenario. Meanwhile the resilience of the world economy has confirmed our view that underlying economic forces will mainly 

determine developments over the next few years. Large capital spending needs, optimistic households and expansionary economic 
policies are now generating a strong late-cyclical demand surge. We are maintaining our relatively optimistic forecast that global 
GDP growth will be 4% in 2018 and 3.9% in 2019. Minor revisions for different regions will thus offset each other. Developments in 

2020 are more uncertain, but we see good potential for the global economy to keep growing at a bit above its 3.5% yearly trend. Tight 
resource situations in countries like the US, Japan and Germany will lead to slowdowns, but we believe that GDP can continue growing 
by more than 5% in the EM sphere despite financial market tensions related to Fed key interest rate hikes. Most European economies 

also have enough slack to allow continued expansion.  

 

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. 

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.lv. 

https://www.seb.lv/

