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Market overview 
The political storm that began in the UK with the June referendum result hit the US in November with the surprising victory of D. Trump in the 

presidential election. After the result, investor focus quickly shifted to what a Trump administration will seek to achieve. The potential for tax cuts and 

infrastructure spending has boosted equity market performance. After the US election, markets shifted their focus to political events in Europe where 

Austrians elected a new president, while “no” vote in Italy’s referendum on a new constitution led the prime minister to resign, but it did not ruin the 

positive market mood. In France, F. Fillon, a pro-Russian politician, was selected as the Republican candidate for next April’s presidential election. OECD 

adjusted its global growth forecast upward for the first time in years. At its planned meeting, OPEC finally agreed on oil production cuts. 

Stock markets* Major events and expectations 

USA  
(S&P 500 index, USD): 

+3,4% in November 

+7,6% YTD 
+76,3% in 5 years 

 
Europe  
(MSCI EURO, EUR): 

-0,4% in November 

-5,1% YTD 

+41,7% in 5 years 

 

Eastern Europe 
(MSCI EM Eastern Europe, USD): 

+1,2% in November 

+20,2% YTD 

-34,3% in 5 years 
 
Asia  
(MSCI EM Asia, USD): 

-3,4% in November 
+5,6% YTD 

+13,3% in 5 years 
 

Latin America 
(MSCI EM Latin America, USD): 

-10,8% in November 
+27,3% YTD 

-36,5% in 5 years 

This year has been a messy one. It began with an “oil crisis”, when oil prices collapsed. This was followed by 

the Brexit referendum and most recently by an unexpectedly big Republican victory in the US election. 
Financial markets have reacted to the latter two events with a fairly restrained calm, after initially dramatic 

price movements. The crisis in the commodity sector, however, plagued the markets for a long time. This 

process made investors gradually more cautious, which partly explains why the Brexit vote and the US election 

did not result in a need for further caution in investors’ portfolios. Furthermore, neither the Brexit decision nor 

the election outcome in the US was interpreted as detrimental to medium-term economic growth. It is possible 

that 2016 will be the year when massive deflationary pressures from globalisation and extreme central bank 

policies reach a climax, and the year when fiscal policymakers re-enter the arena in earnest (market is 
currently pricing in a 100% chance of the Federal Reserve (Fed) rate hike at the December meeting.). In the 

short term, markets are signalling that they have increased faith in future economic growth and that inflation 

may slowly be on its way back.  

After the political surprises from the UK referendum and the US election, investor attention has turned to the 

busy political calendar ahead in Europe, kicking off with the Italian referendum on December 4. Voters in 
Italy voted against political reform and in line expressed distrust in prime minister M. Renzi and his coalition 

government which lead to Renzi’s resignation and the collapse of the coalition. However, it did not ruin the 

positive market mood. Austrians also voted on December 4, electing former Green Party head A. Bellen as 

president over right-wing populist N. Hofer and thereby slightly lowering the EU’s political risk premium. Other 

perhaps more important European elections are French presidential voting next spring and the German federal 

parliamentary election in the autumn. France’s centre-right Republican primaries are over, and F. Fillon will be 

the party’s candidate. In foreign policy, F. Fillon is controversial for his relatively close contacts with Russia’s 

president V. Putin which might bring concerns to the markets. 

Emerging markets fell in November. Investor sentiment has been driven by concerns over the stronger US 

dollar and the potential policy implications of a Trump administration. First, dollar strength has historically 

been bad news for emerging markets. The potential for more interest rate hikes from the Fed in 2017 could see 

the dollar continue to weigh on emerging markets in the next few months. Second, Trump’s protectionist talks 

about renegotiating trade deals and removing the US from any unfavourable trade agreements could reduce 

global trade, hurting emerging economies the most. 

For the first time in eight years, OPEC reached agreement on oil production cuts (cartel will lower output by 1.2 
million barrels/ day to 32.5 million). Non-member Russia has also promised to cut production. This fact pushed 

oil prices significantly. However, since US shale oil producers may choose to boost their output, it is difficult to 

foresee OPEC being able to keep oil prices up consistently. We believe prices may be pushed down again in the 

second half of 2017. Our price forecast is an average of USD 55/barrel in 2017 and USD 60 in 2018. 

Forecasts for 2017 by asset management companies and investment banks have turned more positive, in line 

with November markets. SEB’s view is also a bit less cautious than a month ago. In its latest Economic Outlook, 

the OECD also adjusted its global growth forecast upward for the first time in years. 

* More information regarding indexes’ performance can be found at the end of the document
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Impact on investments of different risk categories 

Product group Impact during the last month and expectations looking forward 

Low risk 
(conservative) 

Government bond investments experienced a weakest month in 7 years. The US election outcome and promises of fiscal stimulus 
pushed up interest rates and bond yields from very low levels (bond prices decreased accordingly). Loose fiscal policy could generate 
inflationary pressure and trigger tighter monetary policy next year, which has seen investors exit bond markets in November. This is one 
reason among others why we remain having a negative view of government bonds. 

Medium risk 
(balanced) 

In November our balanced risk portfolios provided a mixed results from slightly negative to positive. The negative impact came from 

bonds where prices decreased notably. However, now we are a bit less cautious than a month ago with an increased risk level in 

portfolios. Among fixed income investments we see better long-term value in high-yield corporate bonds. Rising commodity prices 
have stabilised the previously acute situation in portions of the credit market, now resulting in a better balance between actual yields 
and the expected percentage of defaults. 
 

High risk 
(aggressive) 

Equities rose in November, especially after the US presidential election and an upbeat third quarter report season. We are sticking to our 
long-term positive view of equities, and also we have a bit less cautious short-term attitude. The increased level of risk reflects the 
strength in macroeconomic momentum that has materialized over the past couple of months and we expect that the positive 
macroeconomic momentum will remain strong going into 2017. We believe that strength in leading indicators will continue to translate 
into economic data (such as consumption and production). The main arguments for a somewhat cautious attitude would be related to 
possible continued sluggish global economic growth and the consequent limited ability of companies to generate earnings increases. 
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Monthly theme 

Digital innovation: a strong software platform – the 
road to success 

Silicon Valley is home to several of the world’s largest listed 

companies. Local firms like Apple, Google, Facebook, Netflix and 

Uber (which is privately held) have revolutionised our lives in 

many ways. Digitally based products and services are being 

developed constantly, accounting for a steadily growing 

percentage of the world economy. Digitisation will continue for a 

long time to come, and companies with business models 

connected to software for communications and services have 

especially good growth prospects, in our view. 

There is a chance that you are reading this issue of Monthly Newsletter 

on your phone while riding an Uber taxi, listening to music from 

Spotify or Apple, soon after searching on Google to find your way to 

that wonderful restaurant. Information that is easily accessible by 

phone, computer or tablet has revolutionised our way of acquiring 

knowledge, communicating and experiencing entertainment. This 

theme article is all about companies that are changing our lives, with 

business models that have created disruptive innovation in many 

industries – pioneering companies that have significantly improved 

services and seized the initiative from earlier market leaders. 

An amazing ride over the past 20 years 
Companies with head offices mainly in Silicon Valley, the globally 

renowned centre of technology south of San Francisco, dominate the 

international digital arena and are now the world’s largest in market 

capitalisation. Only five years ago, energy companies dominated the 

list of the world’s 10 most valuable companies. IT companies were in 

the periphery, with only two included (Apple and Microsoft). But IT 

companies now occupy all five top spots on the list. The ranking is as 

follows: Apple, Google (under its corporate name, Alphabet), 

Microsoft, Amazon and Facebook. Of these, Microsoft is the only 

company that held a dominant position in the mid-90s, while Apple 

was close to bankruptcy (before Steve Jobs was rehired as CEO), 

Amazon was newly established and neither Google nor Facebook had 

yet been born. This means that four of the world’s five largest listed 

companies today were essentially non-existent 20 years ago. The 

explosion in the use of personal computers and the Internet during the 

1990s and smart phones in the 2000s has made their incredible 

growth possible. 

The digital economy affects our lifestyle as well as the inflation 
rate 
The digital economy has evolved from information-sharing and 

electronic products into a fundamental element of our lifestyle. Mobile 

phones have out-competed landlines, enabling us to share 

information in exceptional ways. Services that used to be physically 

distributed can be offered in completely digital formats, without any 

margin or shipping cost. One digital music distribution method 

(Spotify) has changed the music industry and squeezed the market for 

CDs. Apple, too, is fueling innovation in the music industry with its 

digital player services. Movies, series, TV shows and sports are being 

delivered via the Internet to innumerable television screens today, as 

Netflix has gradually improved the video industry over the past 15 

years. Google has almost killed the physical search industry (Yellow 

Pages etc.) and is well on its way to strangling newspaper advertising. 

Facebook has created an outstanding social communication channel; 

instead of phoning each other, many people today prefer to write 

messages on Facebook. 

As the digital economy has marched aggressively into the engineering 

industry, the financial sector, the consumer sector, the service sector, 

etc., this has usually led to much more efficient and user-friendly 

services or products. The cost of information, distribution, 

communication and various types of processes has been completely 

eliminated, creating deflationary pressure. A free call on Skype 

(invented in Estonia) is not included in our way of measuring a 

country’s economy (GDP), whereas this service was previously part of 

GDP via voice telephone line charges. When we read the news on the 

Internet instead of buying a newspaper, this creates similar 

deflationary pressure. Today’s distribution costs are zero for a very 

large number of services. This will continue to affect inflation. Another 

aspect is increased productivity, with manufacturing productivity 

rising and benefiting from faster exchanges of information in many of 

its processes. It is hard to measure exactly how much digitisation has 

affected inflation in the past decade, but it has definitely done so and 

will continue to have a downward effect.  

22% of the world economy is digitally based 

Innovation experts claim that about 22% of global GDP is related to the 

digital economy, a share that is constantly growing and improving 

productivity. The digital economy is calculated by including all products 

and services based on a significant digital component. More traditional 

metrics point to a share of just over 5%, but this only refers to sectors 

entirely dedicated to digital products and services. We believe, however, 

that a better way to see how digitisation affects growth is to include all 

sectors and look at which parts are greatly influenced by digital 

technology. According to this new approach, the US economy is the most 

digitised in the world, with about 33% of GDP being affected, compared to 

China’s relatively low 10%. Nearly 60% of the US financial sector is 

digitised, according to this metric, making it the most digitised, with the 

communications sector close behind. This greatly increases the 

importance of building and maintaining a modern, robust digital platform 

for long-term growth – without such a platform it is essentially impossible 

to compete with those who have one. 

What does the future look like? 
Humans are constantly changing. Old services are being replaced by new 

ones, and trends are changing direction. This is how things look in all 

economic sectors globally, and participating in such changes is necessary. 

The world’s largest taxi company (Uber) owns no cars, the world’s largest 

media service (Facebook) creates no content of its own, the world’s largest 

lodgings company (Airbnb) owns no hotel rooms and the fastest growing 

film and series broadcaster (Netflix) neither builds nor owns physical 

distribution networks. The list goes on; one of the world’s largest retailers 

(China’s Alibaba) owns no inventories and the world’s two biggest 

companies by market capitalization (Apple and Google), which deliver and 

sell software applications to their customers, do not primarily build these 

themselves. A lot has certainly happened in the past ten years, and more 

will happen. Our assessment is that health care is one sector that will 

change and improve significantly in the future, since its digital platform 

has been substandard so far. The sharing economy will gradually increase 

in importance. One example of the sharing economy is car ownership; 

there is already a strong trend in big cities towards renting cars by the hour 

rather than owning them. Consumers are increasingly using the Internet to 

order clothing, electronics and even food, which in reality are handled by 

distributors whose digital ordering platforms replace bricks-and-mortar 

shops. Home appliances and other equipment will have digital features 

that indicate when something inside them needs to be replenished or 

replaced. 

A strong software platform – the road to success 
The market players that master software and programme their ideas in the 

most commercially viable ways will be the winners in the battle for 

consumers’ money. Facebook is a company that has actually built an 

amazing information network that includes communications, opinions, 

photos, news and videos. This also means that the company has a strong 

platform for advertising. Amazon has developed an efficient platform for 

Internet commerce and Uber a platform for taxis, while Google is a pure, 

fast-footed software company. 

However, pure IT companies are not the only ones that invest heavily in 

the digital world. Now that Silicon Valley based Tesla has spent billions of 

dollars to revolutionise the automobile industry with its electric cars, big 

traditional auto manufacturers like Ford and BMW have been shaken to the 

core and have also intensified their focus on electric cars. The banking 

sector competes on the basis of who has the best digital platform, while 

many other industries are facing major changes. Our assessment is that 

the most successful companies are very likely to also be the ones with the 

best digital platforms. 

Nasdaq 100 earnings trend is unmatched 
In recent years the Nasdaq 100 – an index with a large number of IT/digital 

companies – has outclassed the much broader S&P 500 equity index. The 

earnings of Nasdaq 100 companies have increased by close to 300% since 

2007, while S&P 500 corporate earnings have risen by close to 40%. In our 

opinion, there is very good potential for earnings in the IT sector to 

continue growing, since there is strong demand for new digital platforms 

and apps; both businesses and consumers are adopting new technologies 

at breakneck speed. 

The trend towards digitisation is strong and will remain robust for a long 

time, but individual companies must constantly maintain their 

competitiveness − otherwise they risk falling behind. This also applies to 

the corporate giants described in this theme article. 

 

Source: SEB Investment Outlook, December 
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Glossary 

Terms 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. 

Fiscal policy Fiscal policy relates to government spending and tax collection. Fiscal policy refers to the use of the 

government budget to influence economic activity. For example, when economic growth is slowing down, the 

government can step in and increase its spending to stimulate demand and economic growth. Or it can lower 

taxes to increase disposable income for people and businesses. 

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. 

Organization for Economic 

Cooperation and Development 

(OECD) 

A group of 34 member countries that discuss and develop economic and social policy. OECD countries are 

democratic countries that support free market economies. 

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 30 November, 2016  

Region Index Currency 
Performance 

2011 2012 2013 2014 2015 12 months 2016 YTD 

USA S&P 500 USD 0,0% 13,4% 29,6% 11,4% -0,7% 5,7% 7,6% 

Europe  MSCI EURO EUR -16,5% 15,6% 19,6% 2,3% 6,1% -11,0% -5,1% 

Eastern 

Europe 

MSCI EM 

Eastern Europe 
USD -23,3% 13,2% -2,9% -40,0% -8,1% 11,0% 20,2% 

Asia  MSCI EM Asia USD -19,1% 18,1% -0,2% 2,5% -11,8% 4,6% 5,6% 

Latin 

America 

MSCI EM Latin 

America 
USD -21,9% 5,4% -15,7% -14,8% -32,9% 21,4% 27,3% 

 
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 


