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Market overview 
May began with a bond market correction, which started in Europe and bled into US bond market. Volatility increased in equity markets as 
well, hardly hitting emerging markets and less developed markets. Among the main drivers of increased prices fluctuations were ongoing 
concerns over the Greek bailout crisis, mixed macroeconomic data in US, continued uncertainty over the likely timing of an interest rate 
rise from the Federal Reserve (Fed), concerns of a slowing China’s economy and increased geopolitical tension. Despite negative US GDP 
growth in the 1Q of 2015, the Fed and most other analysts agree that it was temporary. Most of indications suggest that US private 
consumption, which accounts for 70% of GDP, will rise and thus GDP growth should increase during the rest of 2015. Increased 
nervousness may dominate the market moods for a while, but in the longer run, stronger US economy as well as supportive monetary 
policies from the European Central Bank (ECB), the Bank of Japan (BoJ) and the People’s Bank of China (PBoC) will provide the basis for 
continued and probably higher world growth. 

Stock market performance* Major events and expectations 

USA  
(S&P 500 index, USD): 

+1,0% in March 

+2,4% YTD 

+93,4% in 5 years 

 
Europe  
(MSCI EURO, EUR): 

-0,8% in March 

+15,0% YTD 

+47,9% in 5 years 

 

Eastern Europe 
(MSCI EM Eastern Europe, USD): 

-6,5% in March 

+19,5% YTD 

-24,8% in 5 years 
 
Asia  
(MSCI EM Asia, USD): 

-2,9% in March 
+9,1% YTD 

+32,1% in 5 years 
 

Latin America 
(MSCI EM Latin America, USD): 

-7,3% in March 

-8,5% YTD 

-33,7% in 5 years 

According to revised figures, GDP in US fell in the first quarter by annualized 0,7% but not as much as forecasted   
(-1,0%). This has been blamed on winter weather and port labor disputes, whose effects are now behind us. Several 
components were favorable: personal consumption grew 1,8% and residential fixed investment by 5%. The weakest 
component was foreign trade, with a negative contribution of 1,9%. Perhaps this should not be so surprising, given 
the stronger US dollar. As for the slowdown during the first quarter of 2015, the Fed and most other analysts agree 
that it was temporary. Although April and May macroeconomic data published so far show no evidence of a clear 
growth surge, most indications (high household savings, the improved labor market, very low interest rates, lower 
energy prices, shrinking debts, rising real estate prices) suggest that US private consumption, which accounts for 70% 
of GDP, will rise and thus GDP should increase faster during the rest of 2015. Mixed picture of US economy health 
influences continued uncertainty over the likely timing of an interest rate rise from the Fed, which causes increased 
market volatility. The 1Q corporate results has surprised positively. Earnings growth for S&P 500 companies in the 1Q 
is now expected to come in at 1,5%, compared with expectations of a contraction at the start of the reporting period. 

Financial market mood was affected by persistently large fluctuations in euro zone government bond yields due 
to the ECB’s extraordinary stimulus policies as well as poor market liquidity. Volatile government bond yields have also 
been among the factors that have weighed down equity prices. ECB President M. Draghi said that we must accustom 
ourselves to more volatility in the fixed income market. On the other hand, lately there were positive macro data in 
euro zone: retail sales rose, consumer prices showed the first increase in six months, unemployment decreased a bit 
more. Economic growth in euro zone remains vulnerable, but low oil prices, a weaker euro and the ECB’s quantitative 
easing (QE) policy have helped shift sentiment in a positive direction. Greece’s debt issues continue to trigger the 
markets.   In order to help Greece avoid defaulting on its upcoming payments in June to the International Monetary 
Fund (IMF), IMF announced that it would allow all June payments totaling EUR 1,5 billion to be delayed until the end of 
the month. Negotiations between Greece and its lenders will continue until payments fall due on June 30. However, 
Greece will need an estimated EUR 25–50 billion to meet its June–August liquidity needs. As Greece’s national 
treasury is increasingly empty, this means that the country would not handle it without receiving fresh capital. 
Therefore, more compromises will be needed later in summer. 

Elsewhere in world. At its semi-annual meeting, the OPEC oil cartel decided to keep its production target at 30 
million barrels per day. Oil prices dropped a bit after the meeting and are expected to remain relatively low. In itself, 
this may keep inflation from rising. Oil stockpiles are among the highest in 80 years. OPEC plans its next meeting in 
early December. SEB forecasts oil price (WTI) fluctuation in the range of 50-70 USD/barrel in 2015. Inflation 
figures in China continue to show declining tendency and increases concerns of a slowing economy. With China’s 
inflation now substantially below the 3% target (1,2% in May, down from 1,5% in April) it is increasingly likely that 
PBoC will take further stimulatory steps. India’s economy grew a stronger than expected 7,5% in the 1Q, 
meaning the country has outpaced China’s growth for two out of the last three quarters. Reforms by new India’s 
government seem to tend economy to positive direction, but more time is needed to ascertain this. Both the IMF and 
OECD published new GDP forecasts showing slower world growth, but the OECD raised its euro zone 
forecast. It expects 3,1% global growth in 2015 and 3,8% in 2016, with euro zone growth of 1,4% and 2,1% (it is 
about 0,3% lower than SEB’s forecast this year and at similar levels for 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 of rising yields in bond markets continued to persist in May. Euro zone government bond yields were tend to increase in the 
context of ECB’s confirmation that its stimulus programme is working to boost the economy. Rising yields bled into US bond market as 
well. 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) 

After negative performance in April our balanced medium risk portfolios recovered in May. High volatility in markets did not impact 
portfolios negatively because of diversification effect. Expectations for high risk investments within balanced medium risk portfolios 
are covered in high risk part. Looking ahead, in the medium risk bond market (in the light of historically low interest rate climate which 
is challenging for fixed income investments) – HY bonds (which remained flat in May) – 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) 

The weak start to the year in terms of US economic growth, increased volatility in 
bond markets, Greece debt issues, uncertainty over the likely timing of an interest 
rate rise from the Fed, concerns of a slowing China’s economy, geopolitical tensions 
are few of risk factors which has a downward pressure on stock markets. Our 
forecast is that economic activity in US will speed up during the summer and the rest 
of the year.  We remain having a continued long-term positive view on equities with a 
bit more cautiousness during the next several months. A greater geographic focus on 
Europe, thanks to weaker currencies, ECB stimulus measures and cheaper energy 
prices. Among emerging markets, the highest potential is still in Asia (avoiding 
commodity-producing emerging market countries). 
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Monthly theme 

How to handle market volatility? 

Investing is an enjoyment when the value of your investment rises 

and when you can just sit back and watch your portfolio grow. 

However, conventional wisdom says that what goes up, must come 

down. And it is true in financial markets which restlessly go up, 

down, up again and maybe sideways for a little while. Price changes 

are inevitable and it is called market volatility. But even if you view 

market volatility as a normal occurrence, it can be tough to handle it 

when your money is invested. Therefore, when prices are falling all 

sorts of unpleasant emotions come into play – fear, regret, anger. 

These feelings are natural – every investor, even the most 

experienced one experiences them at one time or another. They are 

also dangerous. The trick is to not let them sabotage your investing 

plans. While you can never eliminate market volatility, you can make 

some smart moves to help yourself deal with it. 

What causes market volatility? 

There are many forces that contribute to market volatility, but the 

strongest one is probably human emotion. As Frederik K. Martin, well-

known US investor said "The key ingredient to short-term volatility is 

human nature and physiology". He maintains that when our 

investments are doing well, a substance known as dopamine is 

triggered in the brain, creating a euphoric feeling and when our 

investments are slumping, the brain tells us we are in danger. Consider 

then that most investors fluctuate between felling euphoria and fear. 

That swing in emotions can cause investors to accelerate their buying 

or selling activity, creating further volatility in the market. But there are 

also many outside factors that influence the movement of the market: 

the state of the economy (domestic and global), world events, industry 

changes, political turmoil, natural disasters and wars to name just few. 

However, understanding the causes of volatility is not enough, the real 

question is will you have the patience to handle with it or even more to 

take advantage of it? Though there is no foolproof way to handle the 

ups and downs of the markets, the following common sense tips can 

help. 

Be prepared and let it happen 
It is very important to be prepared that the value of your investments 

will fluctuate. A lot of things like political pressures and global 

concerns will happen in the future and that will affect your 

investments. For example, due to some type of concerns market 

interest rates could rise across the world, leading to declines in bond 

and stock prices.  Such a drop could well be sharp, but it does not 

necessarily predict an extended downturn. In fact, a decline would 

probably be short-term, as chaotic financial markets likely force 

political action to be taken more hastily.  So, brace yourself for market 

drops, but do not abandon your investments.  

Leaving the market in the middle of volatility is generally a bad idea 

because it is done out of emotion called fear. People make the biggest 

investment mistakes when they are fearful. It is even more powerful 

than greed. Nobel laureate Daniel Kahneman believes the response to 

a price drop causes a stronger emotion than a response to an equal 

price gain. Some people fear loss twice as much as they enjoy success. 

This makes fear a powerful enemy for an investor. The answer to 

market volatility is to let it happen. Complain about it if you wish, 

scream about it if it makes you feel better, but don’t do anything about 

it. Yes, it is a painful solution, but it is the right solution. The market 

will recover and move higher. It always does. It is just a matter of time. 

Diversify 

You have heard the expression "Don't put all your eggs in one basket." 

The same holds true in investing. If all your investments are in the 

same asset type, and it takes a hit, you will absorb all the damage. If 

your investments are spread out (diversified) over different asset 

types, then a big hit in one only means a little damage to you. 

Diversification is known as the practice of reducing investment risk. By 

including asset types with investment returns that move up and down 

differently under different market conditions within a portfolio, you 

can protect against significant losses. Even more by picking the right 

group of investments, you may be able to limit your losses and reduce 

the fluctuations of investment returns without sacrificing too much 

potential gain. 

Stick to your strategy and focus on the things you can control 
Every investor should have a personal investment plan or strategy 

which takes into account several important factors, including goals 

and objectives, tolerance for risk, time horizon, amount of investable 

assets, planned future contributions, etc. Having investment strategy is 

important but sticking to it is not less important as well. Otherwise, you will 

be tempted by whatever stock or investing style is the flavor at that 

specific time. Written plan or strategy serves as guidance for future 

decisions. It will help investor adhere to a sound long-term policy, even 

when current market conditions are unsettling. 

Focus on things you can control. You cannot control inflation, 

unemployment or economic growth. These things are out of your hands. 

However, you can control how much money you spend and save, how you 

stick to your investment plan or strategy, how you diversify your portfolio, 

etc. By focusing on factors within your control, you will be better able to 

manage stress. 

Focus on the long term 

Consider creating a long-term investment strategy and sticking to it. Have 

you ever been on a boat in rolling seas? An old sailor’s trick for easing the 

queasiness in stomach is to keep your eye on the distant horizon and not 

focus on the swells beneath your feet. It is the same with market volatility. 

Keep your eye on your long-term goals and do not react to short-term 

market swings. Short-term market volatility is the price you pay for the 

long-term returns. Most of market setbacks will look like mere blips on a 

long-term chart – if you can see them at all. 

Even with a long-term strategy in place, it is important to review it 

periodically to make sure it is keeping pace with your life and your goals. 

The birth of a child, or sending one off to high school, can change your 

financial priorities. It is important that your financial strategy reflect your 

current circumstances, so be sure to review your financial goals and your 

investments at least annually.  

Invest periodically 
Investors may have different investment strategies. One of them might be 

periodic investing, which is the process of making regular investments on 

an ongoing basis. This tends to reduce the volatility of your investment, 

regardless of what direction the market is moving. More shares of security 

are purchased when the price is low, and fewer are bought when it is high, 

so the average price per share goes down over time. This lessens the 

amount of money at risk. Periodic investing is not about losing money as 

market falls. It is about buying increasing amounts of shares at cheaper 

prices, which means bigger returns during the rally. In addition investing a 

predetermined amount regularly automates your decision-making, and can 

help take emotion out of your investment decisions. Also, many people do 

not have a lump-sum to invest all at once; any investments come out of 

their income stream. In such cases, periodic investing may not be one of 

the strategies but the only possible option of investing.  

Look for opportunities 
Jim O’Shaughnessy, famous US investor, says “Market history is in your 

favor”. Markets have recovered handsomely from countless declines. 

Therefore, while it may seem counterintuitive, market declines create 

opportunities to invest additionally at attractive values for investors who 

are seeking “deals” on securities that are trading for a comparatively lower 

price. Due to fact that you can never know when you will have such 

opportunity, it always pays to have some cash available so that you can 

take advantage of these opportunities when they come along. That way, 

you can see market sell-offs as opportunities instead of disasters. Having 

cash also helps you meet unexpected expenses without having to sell an 

investment prematurely. Remember, however, that it takes discipline to 

hold cash back when markets are surging. 

Bottom line 

It is by nature easy to be disturbed by market volatility. But remember, you 

are investing for your future’s goals. By staying calm, not giving yourself 

into panic and sticking with sound investment strategies proven to help 

you achieve long term goals, you will be able to more smoothly ride the 

wave of market volatility or even more – to benefit from it. 

 
Sources: Forbes, CNBC, The Economist, BBC, MarketWatch, Investopedia, 

“Benjamin Graham and the Power of Growth Stocks” by Frederik K. Martin 
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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. 

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. 

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”. 

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. 

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. 

 

Stock market indexes performance information covering the immediately preceding 5 years till 31 May, 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% 9,6% 2,4% 

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

Eastern 

Europe 

MSCI EM 

Eastern Europe 
USD 13,7% -23,3% 13,2% -2,9% -40,0% -23,1% 19,5% 

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

Latin 

America 

MSCI EM Latin 

America 
USD 12,1% -21,9% 5,4% -15,7% -14,8% -23,0% -8,5% 

 
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. 


