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Market overview 
The last month of 2014 was not less volatile in the markets as the whole second half of the year. In some cases stock market indexes after 
the plunge in the first half of the month retreated to new heights in the second half, in other cases the gains accumulated this year was 
erased. Looking into 2015, we expect the US economy to remain the principal engine of the global recovery. However, continued 
divergence in economic performance and monetary policy, along with declines in the oil price, are likely to continue to lead to higher 
volatility and dominate sentiment at least for the first part of the year. Nevertheless, equities continue to look attractive compared to 
government bonds and other areas of fixed income. G7 central bank policies remain very supportive for riskier assets. 

Stock market performance* Major events and expectations 

USA  
(S&P 500 index, USD): 

-0,4% in December 

+11,4% YTD 

+84,6% in 5 years 

 
Europe  
(MSCI EURO, EUR): 

-2,7%  in December 

+2,3% YTD 

+15,5% in 5 years 

 

Eastern Europe 
(MSCI EM Eastern Europe, USD): 

-18,8% in December 

-40,0% YTD 

-42,5% in 5 years 
 
Asia  
(MSCI EM Asia, USD): 

-2,1% in December 

+2,5% YTD 

+13,9% in 5 years 
 

Latin America 
(MSCI EM Latin America, USD): 

-9,3% in December 

-14,8% YTD 

-33,7% in 5 years 

A positive sentiment in US markets at the year end. The latest estimate of 2014 Q3 GDP showed that US economy 
grew 5% (even more than the earlier revision from 3,5% to 3,9%). The consumer confidence is at high levels, which 
influenced more than expected increase of household spending in November. Latest ISM non-manufacturing index 
data shows optimism between business representatives as well (56,2 points in December, average value of 2014 still 
reaches 9 year high of 56,3). Turning to the outlook for early 2015 we expect the US to continue to accelerate; most 
economic and market indicators suggest that the US is finally moving to a mid-cycle phase (economy grows with less 
stimulative monetary policy) after an extremely protracted early-cycle phase (economy does not grow without strong 
stimulative monetary policy).  

Deflation hits eurozone as energy prices fall; the tip into deflation adds pressure on the European Central 
Bank (ECB) to take further action to stimulate the bloc's economy. Consumer prices across the eurozone fell by 
0,2% year-on-year in December, worse than the 0,1% decline forecast, and down from November's 0,3%  rise. The 
eurozone fell into deflation for the first time in more than five years. The price declines are expected to accelerate in 
January, reflecting the further drop in oil prices. This increases expectations that the central bank will launch a new 
round of economic stimulus measures, or quantitative easing (QE) as soon as January 22 – the date of the ECB’s next 
policy meeting. Three QE options are discussed among analysts: 1) buying government bonds in a quantity 
proportionate to the given member state’s ownership in ECB (GDP weighted); 2) only buying A-rated bonds; 3) 
national central banks instead of ECB would do the buying. Unemployment rate in the eurozone remained at 11,5% in 
November, unchanged from October, but down from 11,9% in November 2013. The euro declined against the dollar to 
the lowest level in 9 years. We predict even a bit weaker euro in nearest future. 

Greece again threatens to exit Eurozone. Greece's upcoming presidential elections could bring in a government 
that would leave the eurozone. But unlike two years ago the improvement in the economic and investment 
environment in Europe over the past two years makes a Greek default or exit from the eurozone less damaging to the 
broader stability of the currency union. On the other hand, situation in Greece is a reminder of the political damage 
that Europe’s very slow economic recovery has inflicted on mainstream parties nearly everywhere. Investors should be 
keeping a close eye on these political pressures as we go into 2015, particularly in Spain. 

Oil prices reached lowest levels in more than 5 years; although cheaper oil is good for growth globally, and 
thus oil demand, it is not enough for balance in the near future. OPEC did not cut oil production levels in 
November and we do not anticipate action by OPEC before the next official OPEC meeting June 5. Given OPEC’s 
unwillingness to balance the market, looking ahead, there are strong reasons to believe that oil prices will not bounce 
back quickly to the 85-100 USD per barrel trading range that held for the last five years. Even 40 USD per barrel does 
not seem to be impossible in the first half of 2015. Although lower oil prices should be a net stimulant to growth in 
most countries, the pace of the decline has led to concerns whether the global economy is headed for trouble. 

* More information regarding indexes’ performance can be found at the end of the document

Impact on product groups of different risk categories 

Product group Impact during the last month and expectations looking forward 

Conservative 
(low risk) 

Last month the yields on government bonds fell slightly more from already historically low levels. Actually, one of the greatest 

surprises of 2014 was so strong demand for very low risk assets like safest government bonds. This demand decreased bond 

yields even more from historical lows. For example, German five-year bonds yield entered a negative territory first time in 

history. However, government bond yields will probably remain at record lows for a while because of uneven pace of global 

recovery and low global inflation, but probably not for very long given expectations and that the Fed will begin hiking key 

interest rates. 

Balanced 
(medium risk) 

Price decreases in the first half of month and rebounds in the second influenced flat returns in our balanced portfolios 

(covering various asset classes) during the last month of 2014. Expectations for high risk investments within balanced 

portfolios are covered in high risk part. Looking ahead, in the high yield (HY) bonds market, the spreads between HY and 

government bonds increased a bit more in December which increased potential of HY bonds. However, for the time being we 

see increased risks from weakness in commodity markets. Shorter duration HY bonds thus appear the most attractive. 

Although we believe that global HY bonds will outperform IG and government bonds over the coming 12 months but we 

regard equities as relatively more attractive. 

Aggressive 
(high risk) 

Last month of 2014 was very volatile in the stock markets. Positive 

macroeconomic data was overshadowed by the decline in oil prices which 

caused concerns about global economy. As we move into 2015, the falling oil 

price is likely to dominate sentiment, causing higher volatility in the stock 

markets in the short-term, but we believe that stock markets should continue to 

deliver attractive returns for longer-term investors. Developed equity markets, 

with US ahead, look attractive across most regions (supportive monetary policy, 

accelerating earnings growth, attractive equity valuations). Emerging markets 

look less attractive in short-term due to more uncertainty over the growth but 

solid equity valuations looks promising for long-term investors. 
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Monthly theme 

Periodic versus lump-sum investing 

Last month we wrote about market timing. The bottom line was that it 

is very difficult to be successful at market timing continuously over the 

long-run and that time in the market but not timing the market is what 

matters in investing. In other words, you should better invest and stay 

in the market than trying to guess when to enter the market. However, 

investing (for example in stock markets) can be extremely frustrating 

for those who believe they may be putting money into the market at 

the top. Therefore, someone might raise the question – is it the best to 

invest your my all at once, putting a lump-sum or should I invest 

smaller amounts regularly over time to try to minimize the risk of 

investing at precisely wrong moment? In this article we analyze the 

merits and drawbacks of periodic investing and lump-sum investing. 

Understanding each can help make a more informed decision. 

Periodic investing 

Every investor would love to be able to time the market perfectly, 

buying low and then selling high. Unfortunately, playing the market is 

just not that easy. Therefore, investors may have different investment 

strategies. One of them might be periodic investing, which is the 

process of making regular investments on an ongoing basis. 

One of the common forms of periodic investing is dollar-cost 

averaging (DCA). It involves continuous investment of fixed amount of 

money into a security at predetermined intervals (usually monthly or 

quarterly) regardless of the investment's fluctuating price levels. DCA 

can help reduce risks of security falling in price. In other words, DCA 

can be a tool to minimize risk of purchasing at the top. If the price of 

security drops, you will be getting more shares of the security for the 

same amount of money, and so if and when the price recovers, you will 

have spent less per share, on average, than if you had bought the 

shares at their peak, pre-fall price. 

The graph 1 illustrates how share price fluctuations can yield a lower 

average cost per share through DCA. In this hypothetical example, 

ABC Company's stock price is 3 EUR a share in January, 1 EUR a share 

in February, 2 EUR a share in March, 1,5 EUR a share in April, and 2,5 

EUR a share in May. If you invest 30 EUR a month for 5 months, the 

number of shares you would buy each month would range from 10 

shares when the price is at a peak of 3 EUR to 30 shares when the 

price is only 1 EUR. The average market price is 2 EUR a share 

(3+1+2+1,5+2,5 = 10/5 = 2). However, because your 30 EUR bought 

more shares at the lower share prices, the average purchase price is 

1,72 EUR (30x5 = 150 invested divided by 87 shares purchased = 1,72). 

Graph 1. Dollar-cost averaging of investing 30 EUR a month for 5 

months 
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DCA is not about losing money as the stock market falls. It is about 

buying increasing amounts of shares at cheaper prices, which means 

bigger returns during the rally. In addition to potentially lowering the 

average cost per share, investing a predetermined amount regularly 

automates your decision-making, and can help take emotion out of 

your investment decisions. Also, many people do not have a lump-sum 

to invest all at once; any investments come out of their income stream. 

In such cases, DCA may not be one of the strategies but the only 

possible option of investing.  

However, DCA may have drawbacks. The return and principal value of 

investments fluctuate with changes in market conditions. If you stop 

when prices are low, you will lose much of the benefit of DCA. Both 

your financial and emotional ability to continue making purchases 

through periods of low and high price levels have to be taken in 

consideration. The cost of transaction fees also have to be taken in 

consideration as it may be too costly to buy into markets with small 

amounts of money. And finally, investing a set amount of money each 

month ensures that you will buy more shares when they are low but 

fewer when they are high. And if we took a look at long-term market 

performance, we could clearly see that markets tend to rise in the 

long-run. This means that in the long-run DCA strategy must be less 

profitable comparing with lump-sum investing. 

Lump-sum investing 

The merits of lump-sum investing might be of interest if you have been 

parking some money in cash alternatives and now you have a solid sum or 

perhaps there are other circumstances like you have inherited a large 

amount of money and want to invest it. Several academic studies have 

compared DCA to lump-sum investing and concluded that, because 

markets have risen over the long term in the past, investing in the market 

today tends to be better than waiting until tomorrow, since you have a 

longer opportunity to benefit from any increase in prices over time. 

A study by AllianceBernstein compared historical returns from putting a 

sum of money into the market all at once and splitting that money into 

equal monthly investments. The clear winner was lump-sum investment 

(graph 2). It is pointed out in the study that immediate investing works 

better than DCA because stock markets tend to rise over time, so investing 

immediately wins on average. DCA means that you still have some of your 

money on the sidelines, so you can miss out on some big gains. 

Graph 2. Historical returns of lump-sum and dollar-cost averaging investing 

(lump-sum investing” is S&P 500 returns, dollar-cost averaging assumes 

periodic investment for 12 months into the S&P 500 while holding the 

balance in cash; historical returns are based on 12-month rolling periods 

from 1926 to 2013) 
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However, lump-sum investing has its drawbacks as well. One of them is 

that the lump-sum investing studies reflect the long-term historical 

direction of the market. And that does not mean the markets will behave 

in the future as they have in the past, or that there will be extended 

periods in which securities prices do not rise. Even if they do move up, 

they may not do so immediately and forever once you invest. But if you 

are convinced that a lump-sum investment might produce a higher net 

return over time, it is very important if you are comfortable with the 

uncertainty and level of risk involved. If you are not able to handle short-

term losses, especially if they occur shortly after you invest your lump 

sum you will probably sell at the wrong time. One more drawback might 

be when you try to save smaller amounts to invest the total in a lump-

sum later. Many people simply are not disciplined enough to keep their 

hands off that money. Unless the money is invested automatically, you 

may be more tempted to spend your savings rather than investing them, 

or skip a month or two, or three. And finally, do not forget that a lump-

sum invested in a single security inherently involves more risk than a 

lump-sum put into a more diversified portfolio, regardless of your time 

frame. 

Bottom line 
Deciding between dollar-cost averaging and lump-sum investing illustrates 

the classic risk-reward tradeoff that all investments entail. It is important to 

know yourself and your limitations as an investor. Understanding the pros 

and cons of each approach can help you make the decision that best suits 

your personality and circumstances. 

Sources: Business Insider, Seeking Alpha, FlexScore. 
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Terminology explanation 

Terminology 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. 

Duration A measure of the sensitivity of the price of a bond to a change in interest rates. Duration is expressed as a 

number of years. Rising interest rates mean falling bond prices, while declining interest rates mean rising bond 

prices. The duration number is a complicated calculation involving present value, yield, coupon, final maturity 

and other features. Fortunately for investors, this indicator is a standard data point provided in the presentation 

of comprehensive bond and bond mutual fund information. The bigger the duration number, the greater the 

interest-rate risk or reward for bond prices.  

Deflation A general decline in prices of goods and services. Deflation can be caused by a reduction in the supply of 

money, also by a decrease in government or personal spending. The opposite of inflation, deflation has the side 

effect of increased unemployment since there is a lower level of demand in the economy, which can lead to an 

economic depression. Central banks attempt to stop severe deflation, along with severe inflation, in an attempt 

to keep the excessive drop in prices to a minimum. 

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”. 

The Institute of Supply 

Management (ISM) ISM 

manufacturing, non-

manufacturing indexes 

An index based on surveys of manufacturing/non-manufacturing firms by the Institute of Supply Management 

in US. An index with a score over 50 indicates that the industry is expanding, and a score below 50 shows a 

contraction. By monitoring ISM manufacturing and non-manufacturing indexes, investors are able to better 

understand national economic conditions. When this index is increasing, investors can assume that the stock 

markets should increase because of higher corporate profits. The opposite can be thought of the bond markets, 

which may decrease as indexes increases because of sensitivity to potential inflation. 

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 United 

States. 

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. 

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. 

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 December, 2014 

Region Index Currency 
Performance 

2010 2011 2012 2013 2014 12 months 2014 YTD 

USA  S&P 500 USD 12,8% 0,0% 13,4% 29,6% 11,4% 11,4% 11,4% 

Europe  MSCI EURO EUR -2,2% -16,5% 15,6% 19,6% 2,3% 2,3% 2,3% 

Eastern 

Europe 

MSCI EM 

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

Asia  MSCI EM Asia USD 16,6% -19,1% 18,1% -0,2% 2,5% 2,5% 2,5% 

Latin 

America 

MSCI EM Latin 

America 
USD 12,1% -21,9% 5,4% -15,7% -14,8% -14,8% -14,8% 

 
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. 


