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NORTH AMERICA  

 US non-farm payrolls increased by a far greater-than-expected 295,000 in January well 

ahead of the 235,000 consensus forecast. The government payroll increased by 7,000 and 

the private sector payroll by 288,000. The unemployment rate fell from 5.7% to 5.5%. 

However, average hourly earnings increased by just 0.1% month-on-month leaving the 

annual gain at 2.0% showing that wage growth remains lackluster in spite of solid 

employment gains. The conspicuous lack of wage pressure is attributed to high levels of 

discouraged workers no longer looking for work and part-time workers who would rather be 

working full-time. Although falling slightly the broader measure of underemployment 

remains at 11.0%.  

 Fourth quarter (Q4) productivity growth, defined as the rate of change in worker output per 

hour, was revised lower from an initial -1.8% quarter-on-quarter annualised to -2.2%. US 

productivity growth continues to be disappointing, declining from 1.1% in Q2 and 1.2% in Q3 

to -0.1% in Q4. Unit labour costs have surged, rising on a year-on-year basis from 0.7% in Q2 

and 1.2% in Q3 to 2.6% in Q4. Rapidly increasing unit labour costs and subdued productivity 

growth do not bode well for employment and wage growth. Companies have little incentive 

to hire more staff if productivity is declining.  

 US retail sales fell on a month-on-month basis for a third straight month in February 

declining -0.6%, having declined -0.8% in January and -0.9% in December. Year-on-year 

expansion in retail sales has slipped over the past three months from 4.9%, to 3.3% and 

most recently 1.2%. The marked slowdown in retail sales is attributed to severe winter 

weather but is nonetheless disappointing given the boost to purchasing power from cheaper 

gasoline prices. The longer-term outlook however remains positive: Harsh weather is likely 

to have delayed retail sales rather than cancelled them altogether. Rapid growth in 

employment and real incomes should boost retail sales during the remainder of the year. 

 The National Federation of Independent Business (NFIB) index of small business optimism 

increased slightly from 97.9 to 98.0. Certain sub-indices declined including expectations for 

an improvement in the economy from 0 to -1%, and expectations for higher real sales over 

the next six months from 16% to 15%. However, key employment metrics were upbeat: 

Expectations for future wage gains increased from 12% to 14% and the percentage of firms 

reporting difficulty in filling staff positions increased sharply from 26% to 29%, the highest 

since April 2006, signaling reduced levels of labour market slack. The data points to 

continuing growth in employment and real incomes.  



 

 

 

CHINA 

 China reports combined January and February economic data to limit distortions from the 

long Lunar New Year holiday. The data came in significantly below expectations: Industrial 

production growth declined to 6.8% year-on-year the slowest in six years and well below 

the 7.6% consensus forecast. Fixed asset investment growth slowed from 15.7% in December 

to 13.9%. Retail sales growth decelerated from 11.9% to 10.7% in spite of the seasonal boost 

normally associated with New Year festivities. The data is likely to prompt economists to 

lower their GDP growth forecasts for the first quarter and for 2015 as a whole. GDP growth 

in 2015 may reduce to around 6.8% below the government’s 7.0% target, already scaled-

back from 7.5% to 7.0% at last week’s annual National People’s Congress. 

 China’s consumer price (CPI) inflation accelerated from 0.8% year-on-year in January to 

1.4% in February. The CPI rebound failed to allay fears if deflation, being attributed to 

seasonal effects of the Chinese New Year. For instance food inflation increased from 1.1% 

to 2.4% contributing 0.8 percentage points to the headline CPI figure. Producer price 

inflation (PPI) fell further into negative territory to -4.8% from -4.3% the previous month. 

PPI deflation was most pronounced in the mining sector, declining for oil and ferrous metals 

from -21.0% to -42.4%. PPI is likely to remain deflationary for the foreseeable future due to 

a contracting real estate sector, weak energy and commodity prices and slowing investment 

spending. Subdued inflation coupled with slowing economic growth indicates a strong 

likelihood of further imminent monetary easing. 

 

JAPAN 

 Japan recorded stronger than expected core machinery orders, a key leading indicator of 

business investment. Although core machinery orders fell -1.7% month-on-month a far 

larger -4.0% decline had been expected following the 8.3% increase in December. Core 

manufacturing orders declined -11.3% after rising 24.1% in December while core non-

manufacturing orders rose for a third straight month by 3.7% following a 7.2% increase the 

previous month. The Cabinet Office maintained its positive outlook for capital expenditure 

which is likely to continue rising in response to the labour shortage. A combination of rising 

capital expenditure, export growth and consumer spending is expected to drive a solid 

recovery in GDP growth during 2015.  

 The Cabinet Office Economy Watchers’ Survey current conditions index increased sharply 

from 45.6 in January to 50.1 in February marking the third consecutive gain and the first 

above the expansionary 50 level in seven months. The improvement was across the board 



 

 

for households, business and employment, attributed to the effect of falling gasoline 

prices, rising share prices and optimism over wage increases. The expectations index, 

measuring the outlook two-to-three months ahead, also increased for a third straight month 

from 50.0 to 53.2 indicating further improvement in activity during the first half of the 

year. The data points to a solid improvement in GDP growth during the first and second 

quarters.  

 The profit outlook for Japan’s major corporations is at all-time highs, boosted by a sharply 

weaker yen. The real effective exchange rate is at record lows which combined with low oil 

and commodity prices has given corporate terms of trade a substantial boost. The 

breakeven sales rate, measuring the point at which companies become profitable in terms 

of percentage of revenue, currently stands at 66% for large manufacturers the lowest since 

the early 1980s. The breakeven sales rate for small and medium enterprises has also fallen 

dramatically to near 20-year lows signaling a massive boost to Japanese corporate 

profitability. The data is extremely positive for earnings growth. Low breakeven sales rates 

also bode well for higher wage and salary increases, a key prerequisite for bringing about 

higher inflation.  

 

EUROPE 

 Although the second estimate of Eurozone fourth quarter (Q4) GDP growth was confirmed 

at 0.3% the breakdown showed some encouraging changes indicating a broadening in the 

recovery beyond household spending. Investment increased by 0.4% quarter-on-quarter 

showing signs of a more sustainable recovery. The outlook is also brightening: Lowered 

inventories indicate a boost to growth in the months ahead as stocks are replenished to 

normal levels, while an improvement in credit conditions and a pick-up in bank lending also 

bode well for increasing activity.  

 Germany, the Eurozone’s largest economy, grew its industrial production in January by 0.6% 

month-on-month, an encouraging result given that December’s output was revised upwards 

from 0.1% to 1.0%. January’s growth is attributed mainly to construction activity which 

increased a robust 5.0% on the month. The data coupled with recent factory orders news-

flow indicates gaining industrial production momentum and the likelihood that economists 

will raise first quarter GDP growth forecasts.  

 France, the Eurozone’s second largest economy, enjoyed stronger than expected industrial 

production growth in January. Production increased 0.4% month-on-month defying 

expectations of a pull-back following December’s large 1.4% increase.  Year-on-year growth 

has increased from -0.3% in November, 0.5% in December to a 14-month high 0.9% in 

January. The data suggests improving momentum in France’s economic recovery with GDP 



 

 

growth likely to accelerate from last year’s fourth quarter (Q4) 0.1% quarter-on-quarter 

expansion to around 0.3% assuming current industrial production levels are maintained.  

 The Sentix Eurozone investor confidence index rose sharply from 12.4 in February to 18.6 in 

March the highest since August 2007 and well above the 15.0 consensus forecast. The 

current assessment index gained to 6.5 the highest since May 2014 while the forward-

looking expectations index increased from 27.5 to 31.5 the highest since February 2006. In 

Germany, the expectations index increased from 35 to 39.5 the highest since the data 

series began. Eurozone investor confidence is being driven by the ECB’s massive 

quantitative easing in addition to fundamental economic improvements: Stronger-than-

expected retail sales growth, improving industrial production, and a recovery in private 

credit extension.  

 

UNITED KINGDOM 

 The UK trade deficit narrowed from -£2.1 billion in December to -£0.6 billion in January. 

Although imports increased 2.0% over the three months to end January exports increased by 

a greater 5.8%. The deficit on trade in goods and services was the smallest since October 

2000. The data indicates growing UK export competitiveness in spite of the strengthening 

pound: The sterling index has appreciated by 5% over the past two months. Net trade will 

likely make another sizeable contribution towards GDP growth in the first quarter.  

 

FAR EAST AND EMERGING MARKETS  

 The Bank of Korea (BOK) surprised markets with an unexpected cut in its benchmark 

interest rate from 2.0% to a record low 1.75%, joining a growing list of central banks to cut 

rates since the start of the year. BOK Governor Lee Ju-yeol said: “Although rates were 

lowered twice last year, we felt that more was needed to boost the economic recovery 

momentum.” The manufacturing sector in particular is being pressured by lower cost 

competitors from Taiwan and China and increasingly from Japan in the face of a sharply 

weaker yen.  

 The Bank of Thailand (BOT) unexpectedly cut its benchmark interest rate by 25 basis points 

to 1.75% the first rate cut in a year. The rate cut is the latest in a long-lasting easing cycle 

which began in late 2011, accommodated by the oil price decline and fall in inflation. The 

BOT statement cited a weaker-than-expected recovery in domestic demand and risks to 

export growth stemming from China’s slowdown. The policy move suggests the central bank 



 

 

may lower its GDP forecast for 2015, currently at 4%, when it updates its projections on 20th 

March.   

 

SOUTH AFRICA 

 The quarterly BER business confidence survey index fell slightly from 51 in the fourth 

quarter (Q4) to 49 in Q1. Although finely balanced around the neutral 50 level there was a 

wide divergence among the sub-indices. As expected consumer driven sectors were helped 

by the boost to purchasing power from lower fuel prices: The retail sector confidence index 

gained from 55 to 60 and the wholesale sector remained strong at 61. However, other 

sectors were noticeably impacted by electricity supply disruptions, which pushed the 

manufacturing confidence index lower from 42 to 30 and the building confidence index 

from 66 to 49. The data indicates GDP growth being driven by the consumer sector rather 

than the producing side of the economy. The data is consistent with only a minor 

improvement in economic growth to around 2-2.5% in 2015.  

 Mining production fell in January by -4.7% year-on-year marking the eighth decline in the 

past nine months. Weakness is attributed especially to platinum and gold which suffered 

production declines of -14.1% and -27.5%. However, iron ore output increased by a 

surprisingly strong 8.9%. Mining output may enjoy a technical rebound over coming months 

due to the base effect of exceptionally low production a year ago caused by the five-month 

platinum strike. However, the outlook remains bleak due to falling mining resource prices, 

electricity supply constraints, impending wage negotiations and risks of further labour 

unrest. 

 Manufacturing production fell in January by 2.3% year-on-year more than reversing the 0.9% 

increase in December. The decline marks the largest drop in six months with only one out 

of the nine major manufacturing divisions showing growth. The textile and clothing division 

was the only one to show growth probably due to its low reliance on energy, which 

indicates electricity supply disruption is the biggest factor behind manufacturing weakness. 

Manufacturing output should recovery in the months ahead helped by a recovery in the 

Eurozone and improved domestic consumer demand although reliable electricity supply is a 

key variable. 

 

KEY MARKET INDICATORS (YEAR TO DATE % ) 

JSE All Share  + 4.96 



 

 

JSE Fini 15  + 8.52 

JSE Indi 25  + 6.40 

JSE Resi 20  - 1.36 

R/$   - 6.63 

R/€   + 7.44 

R/£   - 1.65 

S&P 500  + 0.34 

Nikkei   + 8.83 

Hang Seng  + 0.82 

FTSE 100  + 2.97 

DAX   + 20.33 

CAC 40   + 16.72 

MSCI Emerging  - 0.81 

MSCI World  + 1.11 

 

TECHNICAL ANALYSIS 

 

 The rand remains below successive support levels suggesting a continuation in the rand’s 

depreciation. A break below the R/$ 10.80 level is needed to signal a disruption of the 

depreciation trend line which has been in place since 2011. A break above the key 

“Fibonacci” level of R/$ 12.15 has opened up a further depreciation in the rand to the R/$ 

13.00 level.  

 

 The US dollar index is testing a major 30-year resistance line, which if broken will pave the 

way for further strong gains in the currency.  

 

 The long-term JPMorgan global bond index bull trend remains intact, with the yield 

targeting a new low during the fifth and final wave.  



 

 

 

 The US 10-year Treasury yield has broken below key resistance levels of 2.40% and 2.0% 

indicating a trading range of 1.70-2.2% over the medium-term. There is unlikely to be a 

major bear trend in US bonds as the deleveraging phase is still in its early stages. 

 

 The benchmark R186 SA Gilt yield has resumed its bull trend breaking below key resistance 

at 7.80% targeting a low of 7.20%. 

 

 The MSCI World Equity index is in the 5th and final wave of a rising-wedge formation. A 

rising-wedge formation is a typical trend-ending signal. European equities are set to 

outperform US markets. The Nikkei exhibits the most bullish pattern.   

 

 Since the 1950s the Dow Jones and S&P 500 have displayed 7-year up-cycles and the top of 

the current US equity cycle can be expected in the next year. The next major wave down 

will complete the 16-17 year secular bear market that started in 2000. The secular bottom 

should occur around June 2016.  

 

 In the meantime the S&P 500 is displaying a bullish short-term pattern. The index is moving 

into an advanced triangle pattern which normally signals the continuation of an upward 

trend. If the S&P 500 breaks above resistance at 2070 a further upward move to 2150 is 

likely. This view is corroborated by the “downward flag” of the Dow Jones index, which is 

also associated with an upward break-out.  

 

 The Coppock Curve is a long-term momentum indicator with an excellent track record in 

identifying major market bottoms. It shows that the March 2009 low was a long-term low 

unlikely to be broken. 

 

 Although enjoying a temporary respite Brent crude had previously broken below key 

support levels at $60 and $50 suggesting a continuation of the weakening long-term trend. 

Copper is regarded a reliable lead indicator for industrial commodity prices and barometer 

of global economic growth. It has broken below the 2011 low of $6,500 and key support of 

$6,000 suggesting a further downside move to $5,500.   

 

 Despite recent advances Gold is in a protracted bear market signalled by rapid declines 

through successive support levels at $1400, $1300 and $1250. Gold’s next target is $1100 

and is likely to breach $1000 before the bear market ends.   

 

 The All Share index has broken to new highs exceeding the 53,000 level for the first time 

indicating a continuation of the long-term upward trend.  



 

 

 

BOTTOM LINE 

 Financial markets are fretting over the timing of the Fed’s first interest rate hike. They 

should not be… Will it really be that devastating if the Fed funds rate goes up by 25 basis 

points or even 50 basis points?  

 

 In any event the Fed is likely to refrain from hiking the key Fed funds rate for longer than 

generally expected. The main reason is the lack of wage pressure: Although the 

unemployment rate declined last week to 5.5%, growth in average hourly wages 

decelerated. Studies show that wages only start rising once labour market slack has been 

absorbed, once broad-based unemployment or so-called underemployment falls to 9.5%. 

Underemployment, which includes discouraged workers no longer looking for work and part-

time workers who would rather be working full-time, still rests at 11%.  

 

 Furthermore productivity growth, defined as the rate of change in worker output per hour, 

is extremely low and is trending lower. In theory companies have little incentive to hire 

more staff if productivity is declining. In times of low productivity growth companies will 

be incentivised to downsize replacing labour with capital stock, adding further downward 

pressure on wages.   

 

 Uncertainty surrounding wage growth is probably sufficient for the Fed to err on the side of 

caution in its rate hike decision. The Fed will be wary of tightening too soon and risk 

jeopardising the economic recovery, especially in the context of a rapidly appreciating US 

dollar. At the very least, even if the rate tightening cycle does begin over the next 3-6 

months, the shift towards higher rates is likely to be extremely gradual.  

 Moreover, previous Fed tightening cycles have traditionally been accompanied by rising 
equity markets at least during the first 12-18 months of the cycle. Investors should buy into 
any equity market dips brought on by Fed rate hike fears.  
 


