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Market overview 
October was the strongest month for stock markets in 4 years, partly because of weakness in previous months but also in response to actions 

and hopes of future measures by central banks, diminished concern about China and hope that slower economic growth is temporary. Looking 

ahead 12 months, stable growth prospects in the US, signals of an improved pace of growth in Europe and continued central bank stimulus 

measures will bolster expectations that equities are still the best asset class, despite worries about developments in emerging markets. 

However, we do not reject sharper market volatility to persist for a while. 

Stock market performance* Major events and expectations 

USA  
(S&P 500 index, USD): 

+8,3% in October 

+1,0% YTD 

+75,7% in 5 years 

 
Europe  
(MSCI EURO, EUR): 

+10,01% in October 

+10,1% YTD 

+29,0% in 5 years 

 

Eastern Europe 
(MSCI EM Eastern Europe, USD): 

+3,7% in October 

+1,9% YTD 

-44,9% in 5 years 
 
Asia  
(MSCI EM Asia, USD): 

+7,7% in October 
-7,8% YTD 

-6,2% in 5 years 
 

Latin America 
(MSCI EM Latin America, USD): 

+5,9% in October 

-26,4% YTD 

-55,6% in 5 years 

In the US, the Federal Reserve (Fed) in end October meeting left the key rate unchanged as expected, but its 
signals again caused the expectations curve for the next US rate hike to point towards December. This is 
also SEB’s forecast. The market is positive to the idea that the central bank views the economy as so strong that it is 
opening the door for a rate hike. The Fed has now toned down its global risk scenario (the emphasis on 
international concerns was reduced). It foresees modest US economic expansion (preliminary Q3 GDP growth was an 
annualized 1,5%), a better housing market, rising consumption and an increasingly balanced labor market, though 
unemployment has fallen more slowly and job growth has recently cooled a bit. The Q3 companies reporting 
season is approaching the end. Of S&P 500 companies in the US, so far more than 75% have reported better 
earnings than expected (though forecasts had already been lowered earlier), while only around 40% have 
reported sales that exceeded expectations. We need to see not only a positive stock market rebound but also 
improvements in underlying data, in order to boost the market in the longer perspective. 

The European Central Bank (ECB) announced no new actions but repeated statements that it is ready to do 
what is necessary to support euro zone growth. The ECB foresees downside growth and inflation risks and thus 
repeated that it is flexible about both the size and structure of the stimulus package launched in March, which is 
expected to run until at least September 2016. Expanded monthly bond purchases are probably the tool that 
would benefit equities the most. The ECB will probably act to boost inflation and help exporters by keeping the 
euro weak. The impact of its bond purchases has been questioned, but the ECB’s own research shows they seem to be 
working, since demand for both corporate and household lending has continued to rise. European economic data 
confirms the euro zone’s recovery. While inflation was back to zero for October, unemployment hit lowest level in 
four years – 10,8%. The PMIs of activity in the manufacturing and services sector rose above expectations (to 54) in 
October. Earnings season for Euro zone companies shows earnings-per-share (EPS) growth at a solid 4%. 
While domestic demand in the euro zone remains resilient, downside risks to the outlook for growth and 
inflation are related to development in emerging markets. 

Elsewhere in world. Chinese growth is slowing, but apparently less dramatically than feared. China’s president Xi 
Jinping has stated new economy growth target of at least 6,5% until 2020. This caused positivity in financial markets. 
Reported rising PMIs in China also provided support to the positive sentiment. To support economy growth Just 
recently People’s Bank of China chose both to cut its key rate by 0,25% to 4.35% and ease bank reserve 
requirements. The Bank of Japan to make no changes despite expectations of increased stimulus. Despite 
keeping additional easing on hold and mediocre earnings reports, Japan stock markets rallied steadily over the month. 
Sweden’s central bank (the Riksbank) left rates unchanged but added more to its quantitative easing 
programme. The Riksbank also lowered its forecast of future key interest rates to an average of -0.4% next year 
(currently -0,35%). However strong Swedish growth (GDP +3.4% in 2016 according to our forecast), increasing 
capacity utilisation and weakly rising inflation will make it hard for the Riksbank to keep pace with the ECB. 

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

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 were tend to remain flat in Europe and to increase in US due to central bank messages.  

Overall, the historically low interest rate climate is challenging for fixed income investments and we still have a negative view 

of government bonds. The yield risk in the US stands out as the least attractive, given the coming key rate hike. Expanded ECB 

stimulus will keep low yields of European government bonds, but stronger economic conditions and heightened inflation 

expectations will push yields higher. 

Medium risk 
(balanced) 

In October our balanced medium risk portfolios experienced one of the best months since launch. Mostly because of greater 

risk appetite and stock market rallies around the globe (expectations for high risk investments within balanced medium risk 

portfolios are covered in high risk part). We do not reject sharper market volatility in upcoming months, but it should not harm 

our longer-term strategy. Medium risk investments such as high yield (HY) bonds generated positive results in October as 

well. Looking ahead (12 months), HY (of shorter duration) still appear to be the most attractive among fixed income 

instruments in perspective of risk adjusted returns. High yield bonds should be sustained by improved economic growth. 

However, the Fed coming interest rate hike and low oil prices are factors causing concerns in the US HY market. 

High risk 
(aggressive) 

Last month equities across the world had a great month and rebounded from 

the late summer and September drawdowns. Most of developed market stock 

indexes popped back into positive territory for the year. Even emerging market 

equities posted healthy gains for the month (not yet in positive territory for the 

year). Looking ahead 12 months, stable growth prospects in the US, signals of 

an improved pace of growth in Europe and continued central bank stimulus 

measures will bolster expectations that equities are still the best asset class, 

despite worries about developments in emerging markets. Low commodity 

prices and continued monetary stimulus will help sustain consumption and 

growth, but will also create problems for commodity-exporting countries. 
However, recent weaker signals from the manufacturing sector than from the 

service sector are creating some worries. We do not reject sharper market 

volatility to persist for a while. 
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Monthly theme 

Demographic trends and investing 

The global demographic trends are expected to have an extensive 

effect on the economy. It will shape the structure of global economy 

and will have implications for investment risks and returns. Having 

recently surpassed the 7 billion mark, the global population just 

continues to grow, and grow. Given finite global resources, this has 

some very important implications. However, not only is the global 

population growing, its composition is also changing in some very 

meaningful ways, including age and wealth characteristics. 

Understanding demographic changes taking place is important and 

can be beneficial for longer term investors. Of course, demographics 

is a very broad subject composed of many interconnected elements, 

but in this article we outline few key areas that are particularly 

relevant to investors. 

Global population is growing 
It is estimated that the population of the world reached one billion for the 
first time in 1804. 123 years passed before it reached two billion in 1927, 
but it took only 33 years to rise by another billion people (3 billion in 1960). 
During another 50 years population more than doubled and reached 7 
billion mark in 2011. So what will the world look like decades from today? 
According to the United Nations’ (UN) Population Division, the world 
population will surpass 9 billion people by 2045–2050 and exceed 10 
billion until 2100. 

Of course projected figures vary depending on underlying statistical 
assumptions and which variables are manipulated in projection 
calculations, especially the fertility variable. However, the main scenario 
shows population growth. In this case, perhaps the most obvious 
implication of the growing global population is that it raises demand for 
finite resources, including the critical ones like food, water and energy. The 
long-term price trend shows that these resources are getting more and 
more expensive. Of course there is and always will be short-term price 
fluctuations. For example, food prices can be influenced by short-term 
supply factors such as harvests, but on the demand side, the key long-term 
considerations are largely demographics-related and they are having the 
effect of pushing prices higher.  

The World Bank estimates that demand for food will rise by 50% by 2030. 
This will be related to rising global population but also to the factors of 
people getting wealthier and changing dietary habits. For example, meat 
prices have been supported by world population growth but also because 
people in places like China are getting wealthier which is spurring demand 
for more expensive food items such as meat and dairy products. Increasing 
demand for such products has important effects on the demand for grain. 
This is because it is estimated that it takes 7 kilograms of grain to produce 
just 1 kilogram of meat. How this example could be related to investment 
opportunity? In a world growing hungrier for meat, the need for more grain 
and better yields becomes clear. One way this can be achieved is via 
fertilisers. Therefore, fertiliser companies’ stocks could outperform in the 
future as more and more investors will catch attention related to 
demographical related investment opportunities. 

The longevity is increasing  
The number of older persons (aged over 60) has more than tripled from 
1950 to 2000. According to the UN Population Division it will almost triple 
again by 2050. This process is a result of falling mortality rates and 
increasing longevity. However, this effect will not be the same in every 
corner of the globe. The trend is significantly stronger in more developed 
countries – the proportion of people aged 60 and over in developed 
countries is expected to rise to a third of the total in 2050, from around a 
fifth today. 

Knowledge of different demographic shifts in various parts of the globe 
may inform where you choose to invest, since demographics have an effect 
on economic growth. Younger economy may have a higher growth rate, 
because young people tend to be more dynamic in economic terms. They 
make up the bulk of a country's entrepreneurs and tend to buy more, often 
earn more, and pay more tax. While population ageing brings the reduction 
in the working age population which means a reduced labour supply, which 
is one of the key determinants of long-term economic growth. 

Investing in countries that have an ageing population, it is worth looking at 
how their consumption patterns change. For example, older people spend 
differently – partly because they have more time to do things such as make 
meals at home rather than buy fast food, partly because they do not have 
to buy work clothes, partly because they buy less new homes and new cars. 

By focusing on those products that an ageing population will consume, 

including healthcare, insurance and technology, it may be possible to take 
advantage of these demographic shifts. Many research show that increased 
longevity means more spending on drugs and wide range of healthcare 
services, including private hospitals. 

People are getting wealthier 
The global population is not only growing and its composition is changing not 
only from longevity perspective. The composition is changing in some very 
important way – more and more poor people are getting wealthier. Over the 
next few decades, the number of people considered to be in the global middle 
class is projected to more than double. Most of the new entrants will come from 
China and India – two places where private consumption has been growing 
rapidly in recent years. In fact, World Bank predicts that by 2030, 93% of the 
global middle class will be from developing countries. 

The growth in consumption driven by a rapidly expanding middle class in 
emerging markets could provide new investment opportunities over the next 
two decades. This helps to explain why companies from all over the world tend 
to develop a presence in emerging markets with the aim to capture rates of 
consumption growth and benefit from the middle class mega-trend there. There 
will be a large range of areas that could benefit, including retail, autos, financial 
services and telecom services. As incomes grow, consumption patterns change 
as the proportion that is spent on basic necessities diminishes, while the 
proportion of income spent on discretionary consumption rises. For those 
companies that can successfully target the growing middle classes of the world, 
especially in emerging markets, the rewards can be promising. 

Capital markets in the demography trap? 
There is a hypothesis called “asset-meltdown hypothesis”. It is related to the 
“baby boomer” generation, where baby boomer refers to the generation born 
after the end of the Second World War (approximately between the years 1946 
and 1964). 

Baby-boomer generation is at the age when their incomes and private savings 

are approaching their maximum in the life cycle. This means the capital markets 
could begin to feel the impact of this demographic factor. In the coming years, 
more and more of baby-boomers will be retiring (especially in developed 
markets), disposing of most of their savings and using the proceeds to finance 
their retirement. If everyone does this, there will be a substantial decline in the 
demand for capital market instruments, such as equities and bonds. In addition, 
the lower number of children being born in developed markets today means 
that there will be less future demand. This correlation is referred to as the asset-
meltdown hypothesis. 

The effects on return on equity of this demographic turning point may begin to 
be felt, but they will probably be of such insignificant size as to make the 
dramatic term asset meltdown appears to be exaggerated. An ageing society 
will need more, not less, capital because increasingly it will be compelled to 
replace labour with capital. And in a globalised world, returns on equity will not 
be dominated by individual countries. Global capital markets are becoming 
more and more interrelated, with capital imports and exports occurring in ever 
greater volumes. 

Conclusion 
Demographic changes will be critical in determining the structure of the global 
economy of the future. The good news for investors is that it can provide 
investable opportunities now and are anticipated to become more prominent in 
the future. Few key of them mentioned in this article are summarized below. 

Global population growth means there will be an increase in demand for finite 

resources (food, water, energy), which will be supportive for companies 
involved in the extraction, transformation and selling of these resources. 

The number of older people is growing throughout the world (especially in 
developed countries) – this constitutes a favourable long-term demand factor 
for companies that provide products and services that cater for the 
requirements and preferences of older people, healthcare being the most well-
known example.  

Thanks largely to emerging markets, the size of the global middle class is 
growing rapidly. This brings opportunities to those companies that can provide 
the products and services to meet this increasing demand. 

When it comes to “asset-meltdown hypothesis”, monitoring population trends 

in any country in which you invest, particularly the developed regions like North 
America and Western Europe should be taken into consideration. If the 
investing public continues to decline, consider reducing your investment in 
equities in general. Certain types of bonds and other asset classes like hedge 
funds might provide lucrative alternatives. Another investment consideration 
from this angle would be to invest more of your capital internationally. The 
easiest way to do this is to invest in a globally invested portfolio, such as a fund 
that invests worldwide, and in different asset classes. 
 
Sources: The Telegraph, Financial Times, BBC, CBS, Bloomberg, United Nations, 
World Bank, Fidelity, Allianz. 
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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. 

Domestic demand Total purchases of goods and services, regardless of origin, by country‘s consumers, businesses, and 

governments during a given period. Domestic demand equals gross domestic product minus net exports.  

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.  

Earnings per share (EPS) The portion of a company's profit allocated to each outstanding share of common stock. Earnings per share 

serves as an indicator of a company's profitability. 

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. 

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. 

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, 2015 

Region Index Currency 
Performance 

2010 2011 2012 2013 2014 12 months 2015 YTD 

USA  S&P 500 USD 12,8% 0,0% 13,4% 29,6% 11,4% 3,0% 1,0% 

Europe  MSCI EURO EUR -2,2% -16,5% 15,6% 19,6% 2,3% 12,0% 10,1% 

Eastern 

Europe 

MSCI EM 

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

Asia  MSCI EM Asia USD 16,6% -19,1% 18,1% -0,2% 2,5% -9,7% -7,8% 

Latin 

America 

MSCI EM Latin 

America 
USD 12,1% -21,9% 5,4% -15,7% -14,8% -36,5% -26,4% 

 
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. 


