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Market overview 
In August the gains so far during 2015 in various stock markets have been wiped out by sharp price declines, mainly triggered by worries about 

China’s economic growth. Weaker Chinese economy growth is showing that the global economy recovery may be delayed and growth may be 

somewhat lower than we had hoped. However, growth has not come to a halt – US economy is still comfortably expanding and Japan and 

Europe are showing signs of accelerating growth. It is most likely that we are now experiencing a temporary market correction and not the 

beginning of a sustained decline. However, we expect sharp market volatility to persist for a while. 

Stock market performance* Major events and expectations 

USA  
(S&P 500 index, USD): 

-6,3% in August 

-4,2% YTD 

+87,9% in 5 years 

 
Europe  
(MSCI EURO, EUR): 

-8,9% in August 

+5,3% YTD 

+34,3% in 5 years 

 

Eastern Europe 
(MSCI EM Eastern Europe, USD): 

-5,0% in August 

+3,2% YTD 

-36,7% in 5 years 
 
Asia  
(MSCI EM Asia, USD): 

-9,4% in August 
-12,9% YTD 

+1,0% in 5 years 
 

Latin America 
(MSCI EM Latin America, USD): 

-10,7% in August 

-24,6% YTD 

-48,2% in 5 years 

Chinese growth concerns had a negative impact on US equities. It also has caused speculation that the 
Federal Reserve (the Fed) could delay interest rate increases. Investors were therefore focused on the 

release of August’s non-farm payrolls report which showed a broadly positive picture of the US labor market. 

173 000 jobs created in August were short of expectations, but an upward revision to the previous two months’ 

readings left the three-month average gain at 221,000. The unemployment rate fell to 5,1%, the lowest level in 

more than seven years. The drop in the unemployment rate, upside surprising statistics from housing market 

and consumer sales as well as revision of US Q2 GDP growth from 2,3% to 3,7% support expectations that 
the Fed’s first hiking cycle in 11 years will begin this year – if not in autumn, than in December. Either 

way the Fed is trying to play down the world’s enormous focus on the first step in this cycle and wants to 

communicate that its very slow pace of rate hikes will matter more and will not sabotage US recovery. The 
investors will now focus their attention to the upcoming Fed meeting on 17 September. 

Concerns over slowing growth in China were acknowledged by the European Central Bank (ECB) during the 

last meeting in the beginning of September. It was suggested that the ECB could boost its quantitative 
easing programme to bolster growth in the face of deterioration in the outlook for inflation in euro zone (as 

prices were rising at a lower rate than expected), a slowdown in China and other emerging market economies. 

Latest euro zone economic data releases remained positive. August’s composite purchasing managers’ 

index (52,0), showed some resilience in European industrial output against a backdrop of rising global growth 

concerns, unemployment continued to drop across the region (to 10,9% in July – the lowest level since 

February 2012), while retail sales rose 0,4% month on month in July, supported by further falls in oil prices. 

Despite the significant improvement we have seen in Europe’s economy since the start of the year it is still 
vulnerable. However, the ECB’s willingness to take further action to support the euro zone economy is 
positive and should provide support for Europe’s equity markets. 

The devaluation of the Chinese yuan by the central bank of China in mid-August provoked significant 
increase in volatility across global stock markets, amid concern that the move was an attempt to stabilize 

an economy that is weakening more than initially thought. Several latest economic indicators – like 

manufacturing sector contraction first time this year (showed by official PMI data), both exports and imports 

decrease year-on-year – showed signs of slower growth. However, SEB keeps sticking to the view that 
China’s deceleration will occur gradually and in a controlled way. The Chinese have not yet exhausted 

their policy toolkit like cutting interest rates, lowering bank reserve requirements, pumping liquidity into 

financial markets and pursuing more expansionary fiscal policy. 

Elsewhere in world. Possible weaker commodity demand added further pressures on commodity prices. 
Crude oil price reached new lows in August, but bounced to end month higher after rumors that OPEC may 

be ready to cut production. The Indian economy expanded 7% year-on-year in Q2, which was weaker than 
expected and slower than the 7,5% growth rate in Q1. Sentiment was hit even more by news that government 

is struggling on some reforms plans. Overall, lower demand for commodities, slower China’s economy growth, 

expected rate hike by the Fed, as well as domestic problems like political concerns in Brazil caused heavy 
sell-off on emerging equity markets and adds to less prosperous outlook for emerging economies. 

* 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) 

Increased fluctuation in bond markets continued in August. Despite few significant moves during the month government bond yields 
came back to more or less flat zone at the end of the month. Concerns about China or other weak economic data may limit the rise of 
government bond yields. However, stronger economic conditions and heightened inflation expectations as well as approaching Fed 
interest rate hikes may cause government bond yields to climb gradually. Our view on government bonds remains conservative. 

Medium risk 
(balanced) 

Recent drops across global markets negatively hit our balanced medium risk portfolios mainly because of hard decreases in stock 
prices (expectations for high risk investments within balanced medium risk portfolios are covered in high risk part). We expect sharp 
market volatility to persist for a while, but not the beginning of a sustained decline, therefore it should not harm our longer-term 
strategy. Looking ahead, in the medium risk bond market (in the light of historically low interest rate climate which is challenging for 
fixed income investments) – high yield (HY) bonds (which slightly decreased in August) – shorter duration HY bonds still appear to be 
attractive (with a bit limited potential compared to few recent months) compared with other fixed income instruments. 

High risk 
(aggressive) 

Recent weak economic signals from China caused investors to adjust their growth 
expectations downward and increase their risk assumptions for global 
developments, leading to a downward adjustment for risk and generating a major 
flow of transactions and large market movements. Therefore, highest risk 
instruments were hurt the most. This reallocation process will take time, so we 
expect sharp market volatility to persist for a while. However, we remain positive 
about global economy growth in longer-term, though a bit slower than expected 
before. A continued positive US economic trend, recovering economy in Europe 
should keep the market in a good mood. Low commodity prices and continued 
monetary stimulus will help sustain consumption and growth. 



September 2015 

Monthly theme 

How does news affect stock markets? 

There are forces in stock markets called supply and demand. If more 

people want to buy a stock (demand) than sell it (supply), then the 

price moves up. Conversely, if more people want to sell a stock than 

buy it, there would be greater supply than demand, and the price 

would fall.  Understanding supply and demand is easy. What is 

difficult to comprehend is what makes people like a particular stock 

and dislike another stock. And here comes news which is something 

that affects people’s choice to like or dislike stocks. In this article we 

are figuring out how does news affect stock markets. 

Positive and negative news 

Stock prices move up and down every minute due to fluctuations in 

supply and demand. Positive news normally causes higher demand for 

stocks. Good earnings reports, increased corporate governance, new 

products and acquisitions, as well as positive overall economic and 

political indicators, translate into buying pressure and an increase in 

stock price. Negative news normally causes higher supply of stocks. 

Bad earnings reports, poor corporate governance, economic and 

political uncertainty, and unexpected, unfortunate occurrences will 

translate to selling pressure and a decrease in stock price. 

One of the most important news that affects the value of a company is 

news about company’s earnings. Earnings are the profit a company 

makes, and in the long run no company can survive without them. If a 

company never makes money, it isn't going to stay in business. Public 

companies are required to report their earnings four times a year (once 

each quarter). Market participants watch with close attention at these 

times, which are referred to as earnings seasons. The reason behind 

this is that analysts base their future value of a company on their 

earnings projection. If a company's results surprise (are better than 

expected), the price jumps up. If a company's results disappoint (are 

worse than expected), then the price will fall.  

Of course, it is not just news about earnings that can change the 

sentiment towards a stock (which, in turn, changes its price). As 

mentioned before, other news like various economic indicators, news 

from fiscal and monetary policy makers as well as unexpected news 

has impact on stock prices.  

Unexpected news 
The impact of new information on a stock market depends on how 

unexpected the news is. This is because the market is always building 

future expectations into prices. For example, if a company comes out 

with better-than-expected profits, the stock's price will likely jump. 

But, if that same profit was expected by a majority of investors, the 

stock's price will likely remain the same as the profit would have 

already been factored into the stock price. Thus, it is unexpected news 

– and not just any news – that helps drive prices at higher magnitude. 

News and market sentiment 
Market sentiment is an overall attitude of investors toward a particular 

security or financial market. Market sentiment is the feeling or tone of 

a market, or its crowd psychology, as revealed through the activity and 

price movement of the securities traded in that market. For example, 

rising prices would indicate a bullish market sentiment, while falling 

prices would indicate a bearish market sentiment.  

Market sentiment is an important factor when it comes to news impact 

on stock prices. In a largely negative atmosphere, the slightest bit of 

worrisome news is enough to send a stock tumbling. The opposite is 

also true. Market sentiment also is not always based on fundamentals. 

For example, the fundamentals may show improving economy, but 

market sentiment may be negative. 

Recent downswings in markets were most likely caused by negative 

market sentiment because latest news from China was not as bad as 

was reaction in the markets. 

When good news are treated as bad news and vice versa 
Normally, when better-than-expected news is announced the stock 

market tends to rise. However it is not always true. Sometimes good 

news is treated as bad news. Usually it happens when markets are 

trading not in reaction to fundamentals, but in anticipation of fresh 

measures by the governments and central banks to prop the market 

up. With the real economy outdoing expectations, the chances of 

more stimulus measures decrease.  

Conversely, bad news sometimes may impact stock prices to increase. 

The reason is, for example, when the economy looks in trouble, out 

comes the central banks with more help to prop up the market with 

quantitative easing, low interest rates or other measures to encourage 

borrowing and spending. 

For example, before last summer when US central bank started to talk 

about tightening monetary policy, market participants were tend to meet 

good news as bad news and vice versa. This summer again investors 

reservedly meet good news from US economy, because it brings closer the 

decision when central bank will begin to raise interest rates. 

Investors’ overreaction to news 
Overreaction is a market hypothesis stating that investors and traders 

react disproportionately to new information about given securities or 

economic figures. According to market efficiency, new information should 

more or less be reflected instantly in securities’ prices. For example, good 

news should raise stock prices accordingly, and that gain in price should 

not decline if no new information has been released since. 

Reality, however, tends to contradict this theory. Quiet often, market 

participants predictably overreact to new information, creating a larger-

than-appropriate effect on securities’ prices. This causes the prices to 

change dramatically, so that it does not fully reflect the securities’ true 

value immediately following the event. Typically, the price swing from 

overreaction is not long lasting, as the stock prices will tend to return back 

to its true value over time. 

Recent downswings in the markets and talks about beginning of bear 

market (sustained market decline) is most likely a sign of overreaction to 

slower than anticipated China’s economy growth. Maybe the overall rate of 

global growth is less than we had hoped, but still, growth has not come to 

a halt – expanding US economy, recovering economy in Europe, 

supportive monetary policies (from ECB, the central banks in Japan and 

China) are few favorable factors that prevent us from thinking about 

beginning of bear market. 

Conclusion 
The news has a direct impact on the market. It can change a bad day into a 

good one or a good day into a bad one. The relationship between the news 

and the market can be highly unpredictable. Sometimes one headline in 

media can change the direction of stock price movement. In general, good 

news should have a positive impact on stock prices, while bad news – a 

negative one. However it is not always true. Just because the news is bad 

does not mean the stock market will have a bad day. Sometimes bad news 

is treated as good news and vice versa. Usually stock prices reacts to 

negative news more quickly than it would react to positive news. Also the 

impact of new information on a stock market depends on how unexpected 

the news is.  Market sentiment is an important factor as well because news 

impact largely depends on it. However, market sentiment is not always 

based on fundamentals. Quiet often, market participants overreact to new 

information, creating a larger-than-appropriate effect on securities’ prices. 

Typically, the price swing from overreaction is not long lasting and stock 

prices tend to return back to its true value over time. 

 

Sources: Financial Times, Fortune, Economist, CBS, Investopedia. 
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Terminology explanation 

Terminology used Explanation 

Bull market, bear market A financial market of a group of securities in which prices are rising or are expected to rise is called bull market. 
Conversely, a financial market of a group of securities in which prices are declining or are expected to decline is called 
bear market. Both terms are most often used to refer to the stock market, but can be applied to anything that is traded, 
such as bonds, currencies and commodities. 

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.  

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”. 

Market efficiency The degree to which stock prices reflect all available, relevant information. Market efficiency was developed in 1970 by 
economist Eugene Fama who's theory efficient market hypothesis (EMH), stated that it is not possible for an investor to 
outperform the market because all available information is already built into all stock prices. Investors who agree with 
this statement tend to buy index funds that track overall market performance. 

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. 

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. 

 

Stock market indexes performance information covering the immediately preceding 5 years till 31 August, 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% -1,6% -4,2% 

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

Eastern 

Europe 

MSCI EM 

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

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

Latin 

America 

MSCI EM Latin 

America 
USD 12,1% -21,9% 5,4% -15,7% -14,8% -43,8% -24,6% 

 
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. 


