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Market overview 
2015 was a tense year for investors as high volatility dominated in stock, bond and commodity markets. Among major events was European 

Central Bank’s (ECB) quantitative easing (QE) launch with expanded stimulus later, the Greek drama, the Federal Reserve (Fed) interest rates 

increase, sharp price drops in oil markets and slowdown in China and emerging markets. 2016 start was marked with a sharp market downturn 

and growing concerns mainly because of persisting pattern of China’s slowdown and some weak statistics in US manufacturing sector. We are 

a bit more cautious, but our main scenario is still that the global economy will improve during the year, however, in short term, uncertainty 

factors will probably drive the market mood, with a clear risk of continued volatility. 

Stock market performance* Major events and expectations 

USA  
(S&P 500 index, USD): 

-1,8% in December 

-0,7% YTD 

+62,5% in 5 years 

 
Europe  
(MSCI EURO, EUR): 

-6,2% in December 

+6,1% YTD 

+25,3% in 5 years 

 

Eastern Europe 
(MSCI EM Eastern Europe, USD): 

-7,7% in December 

-8,1% YTD 

-53,5% in 5 years 
 
Asia  
(MSCI EM Asia, USD): 

-1,0% in December 
-11,8% YTD 

-13,8% in 5 years 
 

Latin America 
(MSCI EM Latin America, USD): 

-4,7% in December 

-32,9% YTD 

-60,3% in 5 years 

In December, as most market participants had expected, The Fed chose to raise its key rate by 0,25% to a 0,25-
0,50% range. This hike initially triggered a positive stock market reaction, confirming US economic strength and 
greater stability, among other things illustrated by falling unemployment (December’s employment report showed 
much better results than expected, unemployment left unchanged at 5%). Rate hikes are not necessarily 
negative for stock markets either – provided that they occur for the right reasons, such as accelerating growth, and 
are not too numerous and large during a short period. And the Fed has signaled that it is not in a hurry. Its rate 
hikes will occur gradually as the economy continues to strengthen. We expect three hikes this year and a key rate 
of around 1.25% at year end – still very low. However, the beginning of 2016 shows that it will be a hard task for 
Fed to normalize interest rates. US equities began 2016 with their worst week since 2011 as heavy losses on 
Chinese markets sparked a global sell-off. Chinese growth and manufacturing weakness continues to create 
uncertainty. Also there are weaker signs in US manufacturing sector (ISM index) which experienced worst month in 
more than six years in December. Therefore, uncertainty factors inside and outside US may add more headache for 
the Fed. The Q4 earnings season gets underway in the US. Bloomberg analysts estimate that profits of the S&P 500 
companies fell 6,7% in the last quarter. 

Investors disappointment after ECB’s decision in December, China-related nervousness, continued slump in oil prices 

and some weaker economic data, helped push European markets sharply lower in December and at the beginning 
of this year. Uncertainty over the impact of Chinese volatility on global markets is undermining confidence and is 
likely to continue to hit sentiment in the short term. Also weaker German industrial production and retail sales 
data raised concerns over the outlook for growth in the region’s biggest economy. This confirms that Europe’s 
economy still remains vulnerable to internal and external factors. However, ECB is confident that the 
measures announced will help to strengthen euro zone’s economy, and is ready to do more in the future, if 
necessary. ECB’s role will be very important in gaining investors trust. 

Turmoil in Chinese equity markets weighed down appetite for risk in global markets. Weak manufacturing data 
was one of the triggers of the sell-off, but the planned removal of a ban on share sales by large investors, IPO reform 
and currency devaluations were also contributory factors. Efforts by the Chinese authorities to stem the declines 
had little effect in markets. Continuing efforts by Chinese authorities and economic news from this second largest 
economy in the world will remain in main focus of investors’ attention in short term. Other Geopolitical 
concerns also added more tension and uncertainty as North Korea claimed it had successfully tested a hydrogen 
bomb, tensions mounted between Saudi Arabia and Iran.  

One of the key events in 2015 was the dramatic decline in the oil price, which have fallen to lowest levels in 11 
years. We believe the fall has mainly been driven by a large increase in supply rather than a fall in demand. 
This matters, because the last time oil fell this low, in 2008, it marked a collapse in demand due to the global 
recession. This time around the sharp fall in the oil price should have a more benign impact, giving consumers more 
money to spend on other things. Our estimate of average Brent oil price for 2016 is 45 USD per barrel, 60 USD 
for 2017 and 70 USD for 2018 and beyond. Of course, unforeseen events like political turmoil, natural disasters and 
other can cause higher fluctuations and higher price spikes in global oil market. More about oil market and 
expectations in monthly theme. 

* 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 December government bond yields were tend to remain flat but in were quite volatile during the month because of higher tension in 
markets. 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 interest rate hike. European government bond 
yields may keep low for a while, but stronger economic conditions may push them higher. 

Medium risk 
(balanced) 

The risk in our balanced portfolios was consistently reduced during last two months; therefore the downturn in riskier assets had a 
smoother impact on overall portfolio results. However, it did not prevent from losing some value in December. With a start of new year 
we think that sharper market volatility will continue to persist and our strategy of reduced risk level remains in place. In longer-term  our 
main scenario is still that the global economy will improve. High yield (HY) bonds also generated loss in December. Looking ahead from 
risk and return perspective HY bonds still seems to be the best investment in bonds market. However, possible weaker global growth, 
the Fed interest rate hike and low oil prices are factors causing concerns HY market. 

High risk 
(aggressive) 

The end of year 2015 was quiet volatile for equity markets. Mainly it was caused by 
disappointed announcements from ECB, deceleration in US manufacturing sector, 
decreasing oil prices and worries about China’s slowdown. Our main scenario is still 
that the global economy will improve during the year. We foresee a continued good 
pace of growth in the euro zone economies, the US economy continues to perform 
well, we still expect the deceleration in the Chinese economy to ease. There is 
potential for a better stock market trend later on, with Europe in particular then having 
the greatest potential. In the short term, however, uncertainty factors will probably 
drive the market mood, with a clear risk of continued volatility. In our view the current 
volatility will ease during the first quarter, but there is certainly a higher risk of some 
kind of crisis today than a year ago, since segments of the global economy are subject 
to considerable pressure at present. 
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Monthly theme 

How does the changing price of oil affect economy? 

One of the major market events in 2015 was the dramatic 40% 

decline in the oil price, after a 30% price drop the year before. At the 

end of 2015 oil prices have fallen to lowest levels in 11 years. In this 

article we look into the reasons that causes oil price fluctuations and 

how decreasing or increasing price of oil generally affects economy 

and stock markets. Also we overview the main reasons of recent oil 

price drop and summarize our expectations on further oil price 

developments in 2016. 

What causes oil prices to fluctuate? 
Understanding what causes the price of oil to fluctuate can often be a 
confusing subject for those outside of the commodities market. However, 
despite oil is a far more complex commodity to analyze than any other, 
there are a several general factors that affect the price of oil worldwide.  

One of the main factors, like it is with any commodity, stock or bond, is a 
law of demand and supply which causes oil prices to change. When supply 
exceeds demand, prices fall and the opposite is also true. Worldwide oil 
production is mainly controlled by OPEC – the Organization of the 
Petroleum Exporting Countries, which is the main influencer of fluctuations 
in oil prices. Organization aims to keep a stable oil price. OPEC vowed to 
keep the price of oil above 100 USD a barrel for the foreseeable future, but 
in mid-2014, the price of oil began to tumble. It fell from a peak of above 
100 USD a barrel to below 40 USD a barrel currently. And OPEC itself was 
the major cause of cheap oil. It refused to cut oil production, leading to the 
tumble in oil prices. 

OPEC as a producer has a major impact on oil prices, but on the other 
hand, price depends on demand as well. The demand of major oil importers 
such as Europe, China, India and Japan affects oil prices, too. For example, 
the fall in oil prices can be attributed a lower demand in those regions 
coupled with a steady supply of oil from OPEC. The excess supply of oil can 
cause oil prices to fall sharply. 

Production costs can also cause oil prices to rise or fall. While oil in the 
Middle East is relatively cheap to extract, oil in for example Canada or 
United Kingdom is a lot more costly. Once the supply of cheap oil is 
exhausted, the price of oil could conceivably rise if the only oil left is in the 
costly to produce regions. 

Weather and natural disasters are another factor that can cause oil prices 
to fluctuate. Like most commodities, seasonal changes in weather affect 
the demand for oil. In the winter, more heating oil is consumed, and in the 
summer, people drive more and use more gasoline. Even though markets 
know when to expect these increased demand periods, the price of oil rises 
and levels out with the season every year.  Extreme weather conditions 
(hurricanes, tornadoes, thunderstorms) can physically affect production 
facilities and infrastructure disrupting the supply of oil and induce pricing 
spikes. 

Political instability in the oil-rich areas can cause oil prices to fluctuate, too. 
For example, in July 2008, the price for a barrel of oil reached record high 
of more than 140 USD due to the unrest and consumers' fears about the 
wars in both Afghanistan and Iraq. Another example – If an oil-rich area 
becomes politically unstable, supplier markets react by bidding up the price 
of oil so that supplies are still available to the highest bidder.  In this 
instance, only the perception of a shortage in supply can increase prices, 
even while production levels remains constant. 

Also it is important to note that oil is traded and sold internationally in US 
dollars. In general USD depreciation tends to increase oil demand and raise 
the price of oil. Conversely the strengthening of the USD reduces real 
income in consumer countries, decreasing the demand for oil and lowering 
prices. 

How do oil price increases/decreases affect economy? 
When it comes to rising oil prices impact on economy, economists differ in 
their views. From one point higher energy costs raise the cost of producing 
and transporting everything. With rising costs causing a drag on 
production, corporate profits are squeezed, and the stock market slumps. 
On the consumer side, rising gasoline prices scare consumers who, seeing 
a loss of their purchasing power, cut back on their discretionary spending, 
which hurts corporate sales. That, too, has a negative impact on economy 
growth and stock prices. The counterargument to this position focuses on 
the causes of rising oil prices. The most likely cause for rising oil prices is 
strong demand. A strong economy increases the demand for energy, which 
drives up the price. If the economy is booming, the stock market is likely to 
be performing well, too. Therefore, both increased oil prices and a rising 
stock market are the result of a growing economy. 

When it comes to falling oil price impact on economy, in general it is good 
news for economies which import oil, such as Europe, China, India, Japan 
and it is bad news for oil exporters, such as OPEC, Latin America countries, 
Russia. Oil importers benefit from a falling oil price because the value of 
their oil imports drops. This reduces the current account deficit. For oil 
exporters, a falling oil price does the opposite reducing the value of their 
exports and causing lower trade surplus. Many oil exporting countries rely 

on tax revenue from oil production to fund government spending. For example, 
Russia gains 70% of all tax revenues from oil and gas. Falling oil prices will lead 
to a government budget deficit, and will require either higher taxes or 
government spending cuts. Other oil exporters, such as Saudi Arabia and UAE 
have built up substantial foreign currency reserves; they can afford temporary 
falls in oil prices because they have substantial reserves. This is why Saudi 
Arabia has so far not responded by cutting output. 

Lower oil prices help to reduce consumers the cost of living and give some relief 
with higher discretionary income. It is mostly related to falling transport costs 
leading to lower cost of living and a lower inflation rate. A fall in oil prices is 
effectively like a free tax cut. In theory, the fall in oil prices could lead to higher 
spending on other goods and services and add to real GDP. However, falling oil 
prices can cause deflation and low consumer confidence, and then they are 
unlikely to spend but prefer to save. In such case falling oil prices rather than 
helping increase spending is pushing down the headline inflation rate and 
making actual deflation a real possibility, which could prove very difficult to 
escape. Another drawback of falling oil prices is that it could delay investment 
into alternative “greener” forms of energy, such as electric cars. Falling oil prices 
could reverse the decline in car use, leading to a steady increase in traffic 
congestion and environmental costs of petrol use. 

Reasons of oil price drop and expectations going forward 
There are quiet some reasons why oil price have been declining through 2015, 
below we mention few major ones.  

One reason is OPEC’s unwillingness to stabilize the oil markets. Most of OPEC 

countries refuse to lower production volumes even the prices of OPEC’s 
benchmark crude oil have fallen more than 60%. By not cutting production 
OPEC aims to compensate for lost revenue due to lower oil price. If OPEC does 
not cut production, the result is a further oversupply of oil, placing downward 
pressure on crude oil prices for the longer term.  

The Iran nuclear deal – an agreement which removes Western sanctions against 
Iran to export oil – is a downward pressure trigger for oil prices as investors fear 
it will add to the world's oversupply of oil. Markets have already reacted to this 
news by decreasing the price of oil. 

The US Congress voted for the end of 40-years-old ban of US crude oil exports. 
It means that US oil production companies would be able to export oil 
worldwide.  
This puts downward pressure on oil price too as US produced more oil in 2013 
than it imported for the first time in two decades and in June 2015 it surpassed 
Russia and Saudi Arabia to become the world’s biggest producer of oil and gas.  

While supply is increasing, demand for crude oil is not increasing at the same 

pace. This is related to weaker economies of Europe and developing countries, 
and at the same time, vehicles are becoming more efficient, which has caused 
the demand for fuel to lag. Signs of slower economy growth in China (which is 
the world's largest oil importer) is a huge hit to global oil demand too. 

The strong USD has been another driver for the oil price decline over the last 
year. This puts the market under pressure, because when the value of USD is 
getting stronger, the value of commodities tends to fall (global commodity 
prices are usually accounted in USD).  

Expectations. When it comes to the law of supply and demand, overall, we 
expect OPEC to continue their choice of volume over price and increase 
production in the years to come. However, we continue to expect healthy 
growth in demand, along with a negative impact on the US and non-OPEC, non-
US production from the ongoing large expenditure on capital (capex) cuts. We 
also do not see that removing Iranian sanctions will bring significant downward 
pressure on oil prices. Decades of underinvestment in Iranian oil exploration 
and production infrastructure, Iran needs to attract billions of foreign 
investments before hydrocarbon exports can return to pre-sanction levels. And 
global investors are likely to exercise extreme due diligence before investing 
substantial concerns due to the legal and other issues such investments may 
face. 

In this respect, we expect the supply/demand balance to move from 

significantly oversupplied in 2015 by 1,9 million barrels per day to 0,6 million 
barrels per day in 2016 and a balanced market in 2017. 

Oil supply and demand estimates (million barrels per day) 

 
Our estimate of average oil price for 2016 is 45 USD per barrel, 60 USD for 2017 
and 70 USD for 2018 and beyond. Of course, unforeseen events like political 
turmoil, natural disasters and other can cause higher fluctuations and higher 
price spikes in global oil market. 
 
Sources: SEB, Marketwatch, BBC, Forbes, International Monetary Fund, 
Investopedia
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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. 

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”. 

Initial Public Offering (IPO) 
 

The first sale of stock by a private company to the public. IPOs are often issued by smaller, younger companies seeking 
the capital to expand, but can also be done by large privately owned companies looking to become publicly traded. 

International Monetary Fund (IMF) The IMF is an organization of 188 countries whose stated objectives are to promote international economic co-
operation, international trade, employment, and exchange rate stability, including by making financial resources 
available to member countries to meet balance of payments needs. The IMF provides technical assistance and training 
for countries requesting it. 

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. 

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. 

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. 

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, 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% -0,7% -0,7% 

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

Eastern 

Europe 

MSCI EM 

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

Asia  MSCI EM Asia USD 16,6% -19,1% 18,1% -0,2% 2,5% -11,8% -11,8% 

Latin 

America 

MSCI EM Latin 

America 
USD 12,1% -21,9% 5,4% -15,7% -14,8% -32,9% -32,9% 

 
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. 


