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I t has been slightly over a year since the last US election. This 
is a good time to evaluate what has happened in the financial 
markets afterwards. The mainstream opinion was that in case 

of Trump’s victory, we’ll see a meltdown in the markets. There were 
even public accounts of people selling all their retirement invest-
ments and going to cash in anticipation of this. Their logic was that in 
case of a fall, they would look smart and avoid the drawdown, but in 
case they are wrong, they’ll get back in on the next correction. 

The reality, however, is that the US market hasn’t witnessed even a 
3% correction since the election. The S&P500 went up for 390 days 
without a 3% downside, the longest such period ever. The All Coun-
try World index has also witnessed a maximum downside of just 7% 
during the last 655 days. The S&P500 index gained 21.6% during this 
period, though euro-based investors enjoyed roughly half of that 

due to EUR appreciation. The All Country World index measured in 
EUR appreciated by 13.2%, while Emerging Markets in general and 
Emerging Asia equities specially stood out with gains of 17.5% and 
23% respectively.

So the result is that the people who decided to exit the financial 
market before the election are most probably still sitting on cash, 
earning nothing and missing out on the bull market. This is a great ex-
ample of the complexity and dangers of market timing for long-term 
investments, especially when based on the wrong factors.

Despite mainstream opinion, more than a year 
of rising prices without a correction

November highlights:  
 � More than a year of rising prices without a correction

 � Political and geopolitical issues still largely ignored by investors

 � Over 72% of companies in the US beat analyst earnings estimates

 � European earnings were conservative in Q3, but strong growth 
is expected ahead

 � Is the global technology sector in a bubble?

 � Technology is taking over the global retail sector

 � Robots are replacing humans in many sectors

 � Emerging market equities are not a commodity play any more

 � Indicators confirm equity uptrend
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Political and geopolitical issues still largely 
ignored by investors

Volatility at historically low levels

Strong earnings momentum for US 
companies: 72% beat analyst estimates

T he complacency and low volatility 
came as a surprise to many, given 
the many political and geopolitical 

issues. In Germany, Angela Merkel had trouble 
forming a coalition government as one of the 
parties pulled out of the talks. And although 
the coalition deal was finally reached, these 
troubles may raise some concerns about the 
stability of that coalition. 

Then there are increasing tensions in the Mid-
dle East. Recently Saudi Arabia and the Arab 
League held an emergency meeting to discuss 

confronting Iran and Hezbollah. Although war 
was not declared against Iran at the moment, 
Tehran was accused of destabilising the re-
gion.

Finally, there is still the North Korean nuclear 
threat, as no resolution has yet been reached. 
Moreover, after a period of quiet, North Korea 
launched an intercontinental ballistic missile 
capable of reaching most of the US territory.

Investors, however, have been wise enough to 
concentrate on the real driver of equity mar-

kets – corporate earnings. As the Q3 earnings 
season is gradually coming to an end, it is 
evident that this year corporate earnings are 
showing robust growth across the globe, with 
growth rates in many regions reaching double 
digits.

T hird quarter earnings In the US in-
creased 8.3% from the levels of a 
year ago. 72.2% of the companies 

that have reported results so far have exceed-
ed analyst earnings expectations, which is well 
above long-term average of 64%, confirming 
the strong earnings momentum of US compa-
nies. Considering the sectors, energy compa-
nies have shown the biggest increase in earn-
ings, due to low base and a rebound in prices. 
Without the energy sector however, the tech-

nology sector’s earnings were the strongest, 
with an almost 24% increase.

For the fourth quarter, analysts are expect-
ing earnings growth in the US to pick up and 
reach 11.5%, while for the year ahead earn-
ings growth is expected to reach 12.3%. As a 
result, the S&P 500 is currently trading at an 
18.3 four-quarter forward P/E. Additionally, 
Goldman Sachs has calculated that Trump’s 
planned tax reduction may increase the EPS 

by around 10 USD or about 7%. Such an in-
crease is currently not fully discounted by the 
market. And although the tax plan will most 
probably not be approved this year, there is a 
big chance that it will be implemented in the 
first half of next year.
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Significant growth expected ahead for lately 
conservative European earnings 

F or European companies represent-
ed by the STOXX 600 index, the 
third quarter of this year was fairly 

weak. Earnings increased 1.3% compared to 
Q3 2016, while revenue is expected to grow 
3.6%. And only 46.3% of companies reported 
better than expected earnings, which is low-
er than the long-term average of 50%. Such 
mild results may be partly explained by euro 
exchange rate appreciation. As European 
companies derive around half of their revenue 
from abroad, rising exchange rates reduce 

the euro value of this revenue. And if the cost 
base is mostly in euro, such developments 
also pressures the margins.

From the sector perspective, energy compa-
nies’ earnings grew the most (53%), followed 
by utilities with 15.4%. The European technol-
ogy sector also reported great results, show-
ing a 15.1% earnings growth. On the opposite 
side, financials were driving the full result 
down with a 15.9% drop in earnings.

For the full year 2017, European companies are 
still expected to deliver a remarkable 15.4% 
earnings growth, as financials and energy sec-
tor earnings rebound. Moreover, the uptrend 
in earnings is expected to accelerate, as an-
alysts are estimating a 17.6% earnings growth 
for Q3 2018 compared to Q3 2017.

Technology is taking over the global retail sector 

T echnology is already impacting all 
aspects of the economy and this 
trend is only expected to acceler-

ate. This fact in the retail industry is indicat-
ed vividly by the results of Thanksgiving sales 
campaigns. According to Adobe Analytics, on-
line purchases are up by close to 18% from a 
year ago. Moreover, BofA notes that 40% of 
Black Friday online purchases were from mo-
bile phones, compared to 29% last year. As a 

result, in anticipation of good sales, Amazon 
stock price reached new highs and made Jeff 
Bezos’s net worth surpass 100 billion USD, the 
second person since Bill Gates reached that 
level in 1999.

And this is not only a US or developed mar-
ket phenomenon. In China during Singles Day, 
an online shopping festival that started in 
2009 and falls on 11th of November, Alibaba 

is smashing its sales records every year. This 
year Alibaba recorded sales of 25.4 billion USD 
in that one day, beating US sales for the whole 
Thanksgiving weekend.

Robots are replacing humans in many sectors

I t is already widely accepted and well-
known that robots are replacing many 
manufacturing workers all over the 

world. However, a new trend is that automa-
tion is starting to come to many other sectors. 
For example, great progress in self-driving car 
technology may soon replace many taxi, bus 
and truck drivers. Automation is even affect-
ing the financial sector, according to Deutsche 

Bank’s CEO, as robots could replace half the 
company’s 97,000 employees.

Such a trend is worrying to many people as 
they become concerned about their job secu-
rity. One option to cope with this problem is to 
study new professions, such as programming. 
Another option is to just own the companies 
that are driving these changes. By investing in 

technology companies people can participate 
in this emerging trend and take their share of 
the gains. This looks to be the option adopted 
by many and is one of the factors driving tech-
nology sector stocks.

Is the global technology sector in a bubble?

T he common topic of the above earning review is that global-
ly the technology sector is delivering strong results and the 
outlook for growth remains extremely bright. Moreover, the 

gap between performance of tech sector equities and the second-best 

sector has reached its widest margin since 1999, with the tech sector 
decisively leading the market. Some analysts are pointing to that and 
proposing that a bubble may be forming. We, however, believe that this 
time may actually be really different.
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Emerging market equities are not a 
commodity play any more

The technology sector accounted for around 40% of equity 
gains globally this year, on average. What is more interesting, 
however, is that technology sector dominance is not only a 

developed market phenomenon. What many investors may not realise 
is that currently emerging market equity indices are also dominated by 
technology stocks. The times when emerging market stocks were dom-
inated by a handful of big commodity producers, banks and telecoms 
are over. In fact, the weight of the technology sector in the emerging 
market index is currently higher than in the S&P 500.

In emerging markets the technology sector is helping drive a robust 
earnings growth, as earnings in this sector grew 23%.  Consumer dis-
cretionary sector companies also saw an almost 20% growth, signalling 
health of the domestic economy and consumer demand.  As a result, 
earnings growth in emerging markets reached close to 16% in total.

Indicators confirm  
equity uptrend

SPDR S&P 500 ETF (SPY)

iShares MSCI Emerging 
Markets ETF (EEM)

W ith a big part of gains accruing to tech sectors, some investors 
have become concerned about the health of the current bull 
market. For the uptrend to continue it is important that the 

price increase is broad-based, with most stocks participating, whereas the 
situation when the majority of stocks are not participating in an uptrend is 
often a sign of a topping process. That was the case in both 2000 and 2007.

The current situation is different, as currently the uptrend is broad-
based with many stocks participating. This was just confirmed by the 
Value Line Geometric index, an equal-weighted aggregate of approxi-
mately 1,700 companies, which has broken above long-term resistance 
to a new all-time high. This is a good sign that the strength of the equity 
market is expected to continue.

As a result, equities still provide attractive opportunities for investors, 
especially compared to bonds. Returns from bonds in the medium term 
will most probably be mediocre, but in any case they will continue to 
provide diversification benefits for equity portfolios.

Sources: Nordea Markets, SeekingAlpha.com, Reuters, J.P. Morgan, Goldman Sachs, TheReformedBroker.com

This marketing material should not be deemed an investment 
consultation or an offer to trade in financial instruments. The 
data presented is not connected to any potential specific in-
vestment goal, financial situation nor any specific need. Be-
fore making investment-related decisions, customers need to 
evaluate the suitability of the investment product or service 
to the customer’s risk profile and goals. Using professional 
help is highly recommended. 

The presented data and future vision represent Luminor views 
as of the date of preparing the overview and can be changed 

without prior notice. The historical yield of securities de-
scribed in this article is for reference only. The historical yield 
may not be considered as a guarantee for future investment 
results, as the real yield may considerably differ from the one 
referred to herein. 

Luminor does not give nor intends to give advice on tax, ac-
counting or legal related questions. Luminor shall not be held 
liable for any loss that the customer might incur due to relying 
on information contained herein.

Before make investment-related decisions, we kindly ask 
customers to read the terms and conditions of each specif-
ic investment product, and to assess whether the particular 
investment product is appropriate for the customer’s invest-
ment portfolio. Terms and conditions of financial instruments 
can be found on the Luminor’s homepage luminor.ee/en

This material may not be copied, distributed or published in 
any form without Luminor’s prior written consent.
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