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Market overview 
In volatile November developed market equities proved to be resilient while emerging market equities declined. Decisions by central banks on 

both sides of the Atlantic remained at the investors’ focus. The latest European Central Bank (ECB) policy meeting did not fulfil the market’s 

high expectations. However, ECB is confident that the measures announced will be enough to strengthen eurozone’s economy, and is ready to 

do more in the future, if necessary. In the US, the Federal Reserve (Fed) is expected to raise interest rate for the first time in almost ten years on 

December 16th meeting. OPEC chose to take no action to reduce oil production, triggering a further commodity price decline. 

Stock market performance* Major events and expectations 

USA  
(S&P 500 index, USD): 

+0,1% in November 

+1,0% YTD 

+76,2% in 5 years 

 
Europe  
(MSCI EURO, EUR): 

+2,8% in November 

+13,1% YTD 

+40,4% in 5 years 

 

Eastern Europe 
(MSCI EM Eastern Europe, USD): 

-2,3% in November 

-0,5% YTD 

-44,3% in 5 years 
 
Asia  
(MSCI EM Asia, USD): 

-3,3% in November 
-10,9% YTD 

-7,5% in 5 years 
 

Latin America 
(MSCI EM Latin America, USD): 

-4,4% in November 

-29,6% YTD 

-55,9% in 5 years 

Investors focus attention on Fed meeting on December 16 as it might be the first time of raising interest 
rates in almost ten years. In few recent weeks Fed officials have made it obviously clear that the strength of 

economic data, especially further improvement in the labor market, would be a key influence on the decision 

to raise rates. November’s employment report satisfies this requirement as non-farm payrolls increased 
more than expected (211,000 from a month earlier). October’s report was also revised up (to nearly 300,000 

non-farm payrolls). Because of that, we expect the Fed to begin to raise rates on December’s meeting. We also 

expect interest to rise higher over next 12 months but at a modest pace. The possibility of tighter monetary 

policy in the near future has disturbed US equity markets, which had a volatile month. It also impacted USD 
value to increase against other developed economy currencies. The trend of higher USD value is going to 

continue and will bring challenges for multinational companies reporting in the US over the coming quarters. 

The eurozone economy continued its strengthening as the region GDP grew by 1,6% year on year in Q3 of 

2015 (the fastest rate of growth since 2011). Improving outlook was confirmed by consumers’ confidence 
reaching its highest level in four years. Eurozone’s commercial banks continued its slow but steady upward 
trend in providing credit to businesses (0,6% growth year on year). Despite the improvements we see in 

Europe’s economy it still remains vulnerable to internal and external factors. That’s why market participants 

were expecting for additional monetary policy easing from ECB in the beginning of December. However, ECB 

did not increase the size of monthly securities purchases (investors expected an extension) but 

announced a six-month extension in the minimum length of the current quantitative easing (QE) 

programme,. ECB also announced reduction in the deposit rate (the rate it pays to commercial banks when 

they deposit funds with the central bank) from -0.2% to -0.3%. A negative rate means the ECB is charging 

banks for deposits in an effort to encourage them to lend. These decisions caused disappointment of 
investors. However, ECB seems confident that the measures announced will be enough to strengthen the 

resiliency of the eurozone economy, but is ready to do more in the future, if necessary. 

Elsewhere in world. Oil price decreased after OPEC raised production quotas (production ceiling raised to 

31.5 million barrels from 30 million barrels per day). Global over-production is currently around 2 million 

barrels per day and on top of that there will be more oil coming from Iran after the sanctions against the 

country were removed. This adds downwards push on oil prices going forward. Tension about China’s 
slowdown reduced in November, despite weaker macroeconomic data. China’s Premier has assured 

investors that China was on track to reach its 7% growth target for 2016 and that the economy was simply 

going through adjustments to maintain sustainable long-term growth. Brazil’s economy contracted by 1,7% 
in Q3 of 2015, marking the sharpest recession in 25 years and there are no clear signs of economy getting 

back on track. More stress in Russia amid decreasing oil price and ongoing geopolitical tensions, following 

latest conflict with Turkey. Japan slipped into a technical recession, as the economy contracted by 0.2% in 
Q3 of 2015. However, latest economic data from Japan (manufacturing purchasing managers’ index shows 

expansion, solid increase in consumer sentiment) suggests signs of recovery for Japan’s economy. 

* 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 November government bond yields were tend to remain flat but in the beginning of December after ECB decision yields 

jumped higher. 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. 

European government bond yields may keep low for a while, but stronger economic conditions may push them higher. 

Medium risk 
(balanced) 

In November our balanced medium risk portfolios were volatile as we predicted, but finished the month close to the values 

which were in the beginning of the month. We do not reject sharper market volatility till the year end, but it should not harm 

our longer-term strategy. Medium risk investments such as high yield (HY) bonds generated small loss in November. Looking 

ahead HY 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 equity markets were quiet volatile; developed market equities 

outperformed emerging market equities which finished the month in negative 

territory and remains in negative 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 (in global equities we 

focus on Europe and Asia including Japan), 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 

Innovative ability is an important element of 
investment decisions 

Economies and companies with good innovative ability grow faster 

than those that do not invest sufficiently in new products and 

services. There are many examples of technology shifts that are 

beneficial to those that promote new technology and detrimental to 

those that fails to think along new lines. Technological advances are 

continuously being made, and over the next ten years we will see 

further pioneering innovations, just as we have over the past decade. 

Having a continuously updated grasp of technology can be highly 

instrumental in generating good returns over time. 

Innovations bring benefits 
The stock market generates an annual return of about 7-8% over time, and 
innovation is a very important component of this. There are thousands of 
examples of significant technological changes which are beneficial to 
companies or countries that promote new technology but detrimental to 
those that do not think along new lines.  

One example is Nokia, which was by far the world’s largest mobile phone 
manufacturer in 2007 and made the choice not to invest in new smart 
phones. Just eight years later, mobile phones are no longer produced by 
the company. Industrial robots have changed how people make cars and 
mobile phones, while digitisation has revolutionized the exchange of 
information, creating many of what are now the world’s largest companies. 

Most sectors change a little each year, so we consider a continuously 
updated grasp of new technology to certainly be something that can be 
highly instrumental in generating good returns over time. Sometimes the 
intended potential of a given technology is not realised, but sometimes the 
technology actually transforms an entire industry. 

Digitisation 
Digitisation is a broad concept – what does it actually mean? Our 
interpretation is that processes that were once manual are handled to an 
ever growing extent by computers. That in turn changes human behavior 
and creates opportunities for renewal in a number of industries, but for 
many it also constitutes a risk of becoming obsolete. If we look back at the 
changes we have seen in the financial sector over the past ten years, it is 
clear that the wave of digitization has made payments and securities 
trading, for example, dramatically more efficient. Tasks once performed by 
humans are now done by algorithms to the benefit of customers, who get 
faster and more cost effective service. 

There have been enormous technological advances in consumer 
electronics, such as mobile phones. In 15 years, the mobile phone has been 
transformed from an audio device into computer with unlimited 
applications. Computer use is expected to continue its explosive growth 
going forward as well. 

Telecom-related companies have invested heavily in this trend for a 
number of years and view the increase in applications very positively. This 
trend has benefited some consumer product companies in durable goods 
and services, while others have lost ground. The demand for paper falls 
each year, whereas the trend towards gathering information digitally 
continues to strengthen. Phone books are an obsolete product that 
became redundant due to the growth of search companies such as Google. 
Older game companies (such as Nintendo and Sega) face a highly 
uncertain future whereas mobile game developers (such as King, Net 
Entertainment etc.) are increasingly gaining consumer acceptance. Flat-
screen TVs took over the market in dramatic fashion, both CDs and DVDs 
have been replaced by Spotify and Viaplay/Netflix, and the world’s largest 
company in terms of market capitalisation, Apple, has taken consumers by 
storm. 

Two quite interesting and related developments in 2012 were that 

Facebook acquired Instagram and its digital photo library, while the 
venerable Kodak went bankrupt – disruptive innovation is a brutal fact.  

Smart homes featuring a comprehensive system that can be controlled by 
mobile device or a centralised screen will be introduced; marketing budgets 
will continue to focus increasingly on the digital forum; TV channels will 
definitely still exist but must focus on what is crucial – because consumers 
themselves choose what they watch to a greater extent. Groceries are sold 
mostly in shops today, but digitization allows more efficient distribution 
systems and more efficient transport of groceries to each home. There are 
numerous areas where digitisation will have an impact; we have chosen to 
mention only a few. 

Automation 
Industrial robots and automation go hand in hand. There has been striking 
growth in robots over the past five years and the pace of growth is 
expected to accelerate in the next few years.  

From 1980s automation was dominating in vehicle industry with 

continuous improvements in performance, leading the vehicle industry to 
adopt a very high degree of automation. The current era of robots entails a 
tremendous expansion of applications, as more sectors decide that the 

capacity, intelligence and speed of robots is suitable for use. Examples of such 
sectors are consumer electronics, general manufacturing, rubber and plastics 
manufacturing, food processing and pharmaceuticals. 

International Federation of Robotics predicts robotics annual growth of 15% 
over the next couple of years. This high growth is attributed in part to good 
growth in most sectors in North America and Europe, but also in China, which is 
driving growth to large extent. Robot sales were up almost 60% last year, 
making China the brightest star in the robot firmament. Robots will be needed. 
Robots that work alongside humans are starting to become a reality in a 
number of industries, and the intelligence of robots is increasing with each 
passing year – the intention being to relieve humans of standardised 
manufacture.  

Automation nowadays is not just robots or machines as such; it is also 
equipment that can help people do a faster and better job. For instance, helping 
nurses to process new patients faster would greatly ease today’s onerous work 
load at hospitals. Tools that facilitate information retrieval, and potentially 
some medical tests, would mean that staff could spend more time helping 
patients with serious injuries.  

Ultra high-speed trains are not usually considered to be automated vehicles, but 

if people can travel more quickly and easily than today, that can produce 
efficiency gains, which is the principle behind automation. Because of 
automation in a number of industries, employees are not needed for 
standardised processes to the same extent, but the demand for employees with 
good customer skills, innovativeness or programming abilities has instead 
increased sharply. 

Smart cars 
Development in the auto industry concerns how smart a car is today compared 
to just ten years ago. A smart car helps people maintain a safe distance on the 
motorway, indicates whether an object is too close to the car and can assist in 
braking. It shows when something in the car’s inner workings needs to be 
checked, it can park itself to some extent and, of course, it connects the family 
to the Internet. In our view, the smartness of cars is a very attractive investment 
opportunity in the long term. 

If a motorist can drive up to the car park entrance, punch in how long the car 
needs to be there and prepay before walking to work – with the car then 
piloting itself to an available space – that by itself would be a time-saver for 
everyone involved. There are many unanswered questions about self-driving 
cars, such as what their infrastructure should look like and who should pay the 
costs of an accident. These are difficult matters for carmakers to deal with, 
although the technology is largely available. We will probably have to wait 15 
years before drivers can totally sit back and relax once the address has been 
keyed into their GPS device, but having a car that drives itself in many situations 
can probably be a reality in just a few years. 

Additive manufacturing and 3D printing 
New technologies that so far have revolutionised prototype development in 
many sectors are additive manufacturing and 3D printing. Additive 
manufacturing is a layer-on-layer process involving metals that are melted and 
then moulded into an extremely complex structure, which is created using 
advanced computer programmes. 3D printing usually involves 
plastic/rubber/polymer-based objects produced by material injected via a 
nozzle to make complex objects on a micro-millimetre scale using computer-
calculated measurements which have applications in essentially every industry. 
The prototype phase in manufacturing has been shortened significantly (about 
6-24 months depending on the product type), with the result being significant 
efficiency improvements in companies’ development and design phases. 

Manufacturing components in a single process, with almost zero material waste 
and with unlimited opportunities to customize components, implants and 
finished products, is something that most research departments both dream 
about and plan for. However, progress is not achieved overnight; such advances 
take time. But being able to manufacture a component for an aircraft engine 
with half the weight of its predecessor or produce a titanium implant that is 
customized for the patient is something that is slowly starting to become a 
reality. 

It is very likely that many 3D printing shops will open in cities over the next ten 
years in order to help consumers, for example, produce custom-made jewellery 
or partly design their own shoes. 

How should investors pay heed to innovation? 
Companies with an ability to continually challenge themselves by spending 
significant amounts on investment are very attractive. When these kinds of 
companies have talented leaders, this generates great potential for them to 
beat their competitors. For companies in vulnerable sectors that have 
experienced a clear decline in demand but have only defended themselves by 
cutting costs, a sharp rise in their share price is a rare occurrence.  

A lot will happen in the coming years. New innovations will definitely make 
today’s conventional technologies obsolete. Investors should dare to think 
along new lines, dare to ask questions – dare to explore new investment ideas 
along with new technologies and products. 
 
Sources: SEB Investment Outlook, December 2015 
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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.  

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. 

Non-farm payrolls It is an influential statistic and economic indicator released monthly by the United States Department of Labor 

as part of a comprehensive report on the state of the labor market. The total non-farm payroll accounts for 

approximately 80% (it does not include farm workers, private household employees, or non-profit organization 

employees) of the workers who produce the entire gross domestic product of the United States. The nonfarm 

payroll statistic is reported monthly and is used to assist government policy makers and economists determine 

the current state of the economy and predict future levels of economic activity. 

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. 

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 30 November, 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% 0,6% 1,0% 

Europe  MSCI EURO EUR -2,2% -16,5% 15,6% 19,6% 2,3% 10,0% 13,1% 

Eastern 

Europe 

MSCI EM 

Eastern Europe 
USD 13,7% -23,3% 13,2% -2,9% -40,0% -19,2% -0,5% 

Asia  MSCI EM Asia USD 16,6% -19,1% 18,1% -0,2% 2,5% -12,8% -10,9% 

Latin 

America 

MSCI EM Latin 

America 
USD 12,1% -21,9% 5,4% -15,7% -14,8% -36,2% -29,6% 

 
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. 


