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Market overview 
US GDP growth in Q1 2015 was disappointing just like in 2014. However, the economy is likely to move upwards from this weak growth 
over the rest of the year, pushing both interest rates and stock prices higher. Despite weaker economic news in Europe, a sharp rise in 
bond yields, stronger euro and Greece’s debt issues recently caused some concern that the regional recovery may not be as strong as 
previously hoped, we believe that euro zone’s economic backdrop will improve and recovery will be spreading to more and more sectors. 
The potential in equity markets during the next several months is regarded as more limited. Geopolitical risks are also factors that can 
quickly increase downside risks. However, a support from the European Central Bank (ECB), the Bank of Japan and the People’s Bank of 
China, as well as a strong US economy in 2015-2016, will provide the basis for continued and probably higher world growth. 

Stock market performance* Major events and expectations 

USA  
(S&P 500 index, USD): 

+0,9% in March 

+1,3% YTD 

+75,7% in 5 years 

 
Europe  
(MSCI EURO, EUR): 

-2,0% in March 

+16,0% YTD 

+38,7% in 5 years 

 

Eastern Europe 
(MSCI EM Eastern Europe, USD): 

+15,2% in March 

+27,7% YTD 

-30,5% in 5 years 
 
Asia  
(MSCI EM Asia, USD): 

+6,9% in March 
+12,3% YTD 

+23,8% in 5 years 
 

Latin America 
(MSCI EM Latin America, USD): 

+9,9% in March 

-1,3% YTD 

-34,9% in 5 years 

Just as in 2014, the US economy slowed in Q1 this year. GDP growth slowed to an annual rate of 0,2% – down 
from 2,2% recorded in Q4 2014 and well below forecasts for 1,0% growth. Severe winter weather and the now-
resolved port labor disputes on the west coast contributed greatly to the growth slowdown. The weather factor may 
also explain why households cut back consumption and have thus substantially boosted their savings since New Year. 
The weaker trend appears to have continued into the spring, with the ISM manufacturing index remaining steady at a 
near two-year low in April. Yet such indicators as service and construction sector confidence, as well as auto sales, 
have recently shown strength − a sign that the slump might be temporary. Historically, since Q1 1985 growth has 
been by far the weakest of all four quarters of the year. Looking ahead, consumption will become an increasingly 
powerful economic engine, contributing to good growth figures. Our forecast of GDP growth is 2,7% this year 
and 3,2% in 2016. This forecast is compatible with robust job growth and falling unemployment; the jobless rate 
should be 5,1% at the end of 2015 and 4,5% at the end of 2016. US companies earnings (published till May) showed 
surprisingly high Q1 2015 earnings. Nearly 75% of them beat consensus earnings estimates (average in the past four 
quarters 70%), while nearly 50% surpassed sales forecasts (58% in the past four quarters). 

Low oil prices, a weaker euro and the ECB’s quantitative easing (QE) policy have helped shift sentiment in a 
positive direction in Europe. But economic growth remains fragile, with underlying problems such as high 
unemployment, high debt levels and political uncertainty. Greece’s debt issues in particular are a recurrent 
source of concern. However, recovery is now spreading to more and more sectors. Weak euro pushes up exports 
faster and help revive capital spending. Household confidence has improved and retail sales have taken off. Although 
unemployment is high, employment is rising, while low inflation boosts purchasing power. We forecast that euro zone 
GDP will climb by 1,7% (1,2% earlier forecast) in 2015 and 2,1% (1,7% earlier forecast) in 2016. However, economic 
performance in the euro zone is continuing to diverge; Germany and Spain are growing at a decent pace, while Italy 
and France are lagging. Recently sentiment in Europe was hit by weaker economic news (both regionally and globally), 
a sharp rise in bond yields and a stronger euro. Drop in German retail sales for March and a slight pullback in the 
European Commission’s economic sentiment indicator suggested that the euro zone economic recovery may be 
cooling a bit temporary. 

Elsewhere in world. Russia’s central bank cut its key interest rate by 1,5% to 12.5%. The larger-than-expected 
move came as the RUB stabilized on foreign exchange markets. Japan’s stocks raised in April supported by hopes 
for positive corporate earnings reports and expectations for further easing from the Bank of Japan later in the year as 
the outlook for Japanese growth and inflation continued to weaken. Brazil’s stock market was among the region’s 
strongest performers led by oil price increase and state-owned oil company Petrobras after it published its audited 
2014 financial statements, confirming that it is finally emerging from one of Brazil’s biggest corruption scandals. 
However, economic prospects of the country are overshadowed by high unemployment and inflation, budget and 
current account deficit, therefore the investment risk in the Brazilian stock market remains high. Oil price 
increase was mainly led by signs of reduced US output and instability in the Middle East and North Africa which is 
likely to persist. Unpredictable events may quickly put upward or downward pressure on oil prices, but our main 
scenario is that Brent crude oil prices will reach USD 70 per barrel at the end of 2015 and then remain at around that 
level during 2016. 

* 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 

Low risk 
(conservative) 

A direction in bond markets changed at very fast speed. Euro zone government bond yields increased substantially and 

pushed down bond prices since mid-April. Few of the reasons were improving European economic data and increased oil 

prices which eased the fear of deflation and pushed up bond yields. It is hard to tell that it is the beginning of long-term bond 

yields increase. Weak economic data and other risks may limit the rise of yields. However, stronger economic conditions and 

heightened inflation expectations as well as changes in expectations towards Fed interest rate hikes may cause government 

bond yields to climb gradually. 

Medium risk 
(balanced) 

April was slightly negative month for our balanced medium risk portfolios mainly because of price decreases in European 

stock markets. Expectations for high risk investments within balanced medium risk portfolios are covered in high risk part. 

Looking ahead, in the medium risk bond market – HY bonds – shorter duration HY bonds still appear to be attractive (with a 

bit limited potential compared to few recent months) in the universe of fixed income investments. 

High risk 
(aggressive) 

Stock market performance was divergent in April. Oil price increase to highest 

level this year led to price increases in Latin America’s and Eastern Europe’s 

stock markets, while disappointing US GDP growth in Q1 2015 and weaker 

economic news in Europe had a downward pressure on stock markets in EU and 

US. We have a continued long-term positive view of equities (with a bit limited 

potential during the next several months). A greater geographic focus on 

Europe, thanks to weaker currencies, ECB stimulus measures and increasing 

credit volume. Among emerging markets, the highest potential is still in Asia. 
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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. 

Maturity The period of time for which a financial instrument remains outstanding. Maturity refers to a finite time period 

at the end of which the financial instrument will cease to exist and the principal is repaid with interest. The term 

is most commonly used in the context of fixed income investments, such as bonds and deposits. 

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. 

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 April, 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% 10,7% 1,3% 

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

Eastern 

Europe 

MSCI EM 

Eastern Europe 
USD 13,7% -23,3% 13,2% -2,9% -40,0% -10,7% 27,7% 

Asia  MSCI EM Asia USD 16,6% -19,1% 18,1% -0,2% 2,5% 15,7% 12,3% 

Latin 

America 

MSCI EM Latin 

America 
USD 12,1% -21,9% 5,4% -15,7% -14,8% -17,2% -1,3% 

 
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. 


