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GLOBAL  

 Despite a sharply lower oil price, significant supply cost reductions should enable the US to 

increase its average oil production again in 2015, by 12-15% year-on-year according to 

Barclays’ research. Although capex will be reduced, current production infrastructure and 

efficiency gains should ensure volume increases. Meanwhile concerns about the financial 

health of the US oil and gas industry are misplaced. Over 70% of US oil volumes are 

generated by companies with investment grade credit ratings. Given the financial health of 

the US oil sector and continued efficiency gains in production, the global supply excess in 

the oil market is likely to worsen during the course of the year even at current oil prices.  

 

NORTH AMERICA  

 The Job Openings and Labour Turnover Survey (JOLTS) indicates a further tightening in the 

US labour market. Job openings increased from 4.830 million in October to 4.972 million in 

November, well above the 4.850 million consensus forecast. The ratio of unemployed job 

seekers to job openings fell from 1.86 to 1.82 the lowest level since January 2008. The data 

corroborates the sharp increase in small business confidence. The National Federation of 

Independent Business’s (NFIB) small-business optimism index increased from 98.1 in 

November to 100.4 in December its highest point since October 2006. Small business owners 

are hiring more staff. Firms reported an increase of 0.2 workers per firm in December, a 

“historically large” number according to the NFIB.   

 US non-farm payrolls increased in line with expectations in December by 252,000 while 

previous months’ payroll gains were revised upwards by a net 50,000. Private payrolls 

increased by 240,000 and government payrolls by 12,000. The unemployment rate declined 

to 5.6%. However, average hourly earnings fell by -0.2% month-on-month and the previous 

month’s 0.4% increase was revised lower to 0.2%, reducing the year-on-year gain to 1.7%. 

While labour market conditions remain healthy the absence of wage inflation is surprising 

and may prompt the Fed to be more circumspect towards raising interest rates. The 

disinflationary effect of lower oil prices may also prompt a delay in the first rate hike. 

 The US producer price index (PPI) fell further in December declining by -0.3% month-on-

month, led by the oil price. Goods prices fell by -1.2% the largest monthly decline since the 

current data series began in 2010. However, services price inflation, which is a better 



 

 

gauge of underlying domestic pricing pressure, remained firm rising 0.2% on the month. 

While headline PPI fell -0.3% on the month the core PPI rate excluding food and energy 

increased by 0.3% indicating limited disinflationary pass-through from falling energy prices.  

 The Empire State Manufacturing Index, which measures manufacturing conditions in the 

influential New York State and closely watched as one of the first manufacturing data 

releases, increased strongly in January to 9.95 well above the 4.0 consensus forecast. All 

sub-indices showed impressive gains: The employment index increased from 8.3 to 13.7 its 

highest level since last July, the shipments index from 2.6 to 9.6, the prices received index 

from 6.3 to 12.6, and the forward-looking new orders index from 6.3 to 12.6. The Institute 

for Supply Management adjusted version of the index increased from 48.5 to 51.7, back into 

>50 expansion territory. The upbeat data suggests manufacturing activity will continue to 

expand in the first quarter of 2015.  

 

CHINA 

 China reported improving trade data in December. Export growth rebounded from 4.7% 

year-on-year in November to 9.7%, while the contraction in imports narrowed from -6.7% to 

-2.4%. The outlook is also improving with the forward-looking purchasing managers’ new 

export orders index rising from 48.4 to 49.1 and the new import orders index also rising 

slightly to 47.8. Exports to the US increased 9.9% compared with 2.6% the previous month, 

accounting for the bulk in export growth. Imports from most trading partners including the 

US, EU and Japan showed a general increase, although notably imports from commodity 

exporters continued to fall by -9.5% on the year.  

 China’s credit growth increased sharply in December with so-called Total Social Financing 

rising from CNY 1.15 trillion in November to 1.69 trillion. New bank loans were stronger 

than the historical average while off-balance sheet lending rebounded strongly indicating 

some regulatory relaxation. Strong monetary data combined with improved trade figures 

suggests upcoming economic data may be better than expected. Fixed asset investment and 

industrial production numbers will be released next week. 

 

JAPAN  

 Japan’s Cabinet Office Economy Watchers Survey index increased for the first time in three 

months. The current conditions index, measuring sentiment among “frontline” workers, 

increased from 41.5 to 45.2. The improvement was broad-based with all sub-indices 

showing gains including the household index from 39.5 to 44.2, the business index from 



 

 

44.6 to 46.6, and the employment index from 47.6 to 49.0. The expectations index which 

projects conditions two-three months ahead increased from 44.0 to 46.7 the first gain in 

seven months. The expectations business and employment sub-indices moved back above 

the key 50 level, offering a positive signal on the outlook for the economy. Given Japan’s 

complete reliance on oil imports and the continued oil price decline, the country’s 

economic outlook is expected to improve further in the months ahead.  

 

EUROPE 

 The Swiss franc appreciated against the euro and US dollar on Thursday by over 15% in a 

single day. In a surprise decision the Swiss National Bank (SNB) abandoned its €/Sfr 1.20 

floor and cut its overnight deposit rate to -0.75%. Massive purchases of euro to protect the 

currency floor have led the SNB to expand its balance sheet to uncomfortably high levels 

exceeding 80% of GDP. In order to avoid further balance sheet expansion the SNB has 

switched its primary policy tool from currency intervention to negative interest rates. The 

overnight deposit rate of -0.75% should act as a powerful disincentive to hold Swiss franc 

deposits, which should help the Swiss franc depreciate from current elevated levels once 

immediate volatility subsides. While abandoning the currency floor the SNB specifically 

stated that the franc remains an important policy target and that it may continue to 

intervene in currency markets if necessary. 

 The EU Court of Justice ruled in favour of the legality of the ECB launching US-style 

quantitative easing (QE) via sovereign bond asset purchases. It was ruled that such a QE 

policy would be in line with the EU treaty as long as there is no direct involvement in 

financial assistance programmes for the member state. As long as the ECB is purchasing 

sovereign bonds on the secondary market, bond purchases are neither breaking the rules of 

the treaty or outside of the central bank’s mandate. The Court of Justice ruling removes a 

final hurdle from the announcement of QE which is widely expected at the ECB’s policy 

setting meeting next week on 22nd January. 

 Eurozone industrial production increased in November by a better than expected 0.2% 

month-on-month beating the 0.0% consensus forecast while October’s growth was revised 

upwards from 0.1% to 0.3%. However, the positive figure does not reflect broad-based 

improvement in the region. France and Spain suffered small monthly declines in November 

and Germany’s production stagnated. The big surprise is Ireland which grew production by 

4.6% on the month, after showing 9.7% growth in October. Broadly speaking, the data is 

nonetheless positive: Even a flat reading in December would still result in Eurozone 

industrial production growth of 0.4% quarter-on-quarter in the fourth quarter (Q4), a 

considerable improvement on the -0.4% contraction in Q3.  



 

 

 The Eurozone trade surplus increased again from €19.6 billion in October to €20.0 billion in 

November, having grown substantially from August’s level of €15.3 billion. Encouragingly 

November’s surplus is attributed to a small 0.2% month-on-month increase in exports rather 

than further contraction in imports which held steady after falling -1.2% the previous 

month. On a year-on-year basis exports grew by 4.1% signaling strong demand in export 

markets such as the US and UK and the growing benefits of euro currency depreciation. 

Continued currency weakness indicates a significant boost to exports over coming months. 

 

UNITED KINGDOM 

 UK consumer price inflation (CPI) decelerated sharply from 1.0% year-on-year in November 

to 0.5% in December. The decline is attributed to weaker oil prices. However, core CPI 

which excludes volatile food and energy prices, increased from 1.2% to 1.3% indicating a 

lack of generalized deflationary pressure in the UK economy. Continued oil price declines 

since the start of the year signal that CPI may turn negative for a brief period, at -0.1% or 

even -0.2% in January and February. However, this is a “good” type of deflation which will 

boost economic growth by increasing household disposable income and firms’ spending 

power. Even when headline CPI turns negative core CPI is expected to remain above 1%. 

While many economists expect the Bank of England to delay its first interest rate hike as a 

result of lower oil prices, the opposite may be true: By boosting the economy a period of 

falling oil prices in the short-term could theoretically make a rate hike more likely.  

 

FAR EAST AND EMERGING MARKETS  

 The Asia-Pacific region is by far the largest consumer and net importer of oil and is set to 

be the biggest beneficiary of the 56% decline in the oil price since the peak level last year. 

The lower oil price will boost household disposable income and consumption expenditure. 

At the same time lower oil prices will alleviate inflationary pressures enabling central banks 

to follow more accommodative monetary policy. Inflation in the emerging Far East is 

already at five year lows indicating a prolonged delay in the interest rate tightening cycle. 

Current account balances will also improve as oil import bills decline, providing 

opportunities for fiscal consolidation. Malaysia, India and Indonesia have already removed 

costly fuel subsidies, providing a boost to national budgets.  

 The Reserve Bank of India (RBI) unexpectedly cut its benchmark interest rate by 25 basis 

points from 8.0% to 7.75%. In the accompanying statement RBI Governor Raghuram Rajan 

noted that inflationary pressures had been easing since July 2014 due to falling commodity 

prices and weak demand conditions. The RBI forecasts consumer price inflation will be 



 

 

below 6% by January 2016 paving the way for more monetary easing. The outlook for 

further disinflation over coming months and continued fiscal consolidation suggests two 

additional 25 basis point rate cuts at policy setting meetings in April and June.   

 

SOUTH AFRICA 

 In the 2015/16 Budget on 25th February the government has committed to providing a list of 

“non-strategic” assets which it aims to sell to raise funding for troubled state-owned 

enterprises (SOE’s) including Eskom. The most likely candidates for a quick and easy sale 

include direct stakes in Telkom and Vodacom, and indirect stakes via the Industrial 

Development Corporation in companies including Kumba, BHP Billiton, Arcelor Mittal, Sasol 

and Sappi. At current valuations these stakes could raise around R86 billion. The principle 

of asset sales is now firmly on the government’s agenda although for ideological reasons the 

word “privatization” is unlikely to be used. In his Medium-Term Budget Policy Statement 

Finance Minister Nhlanhla Nene said: “Government’s financial support to Eskom will include 

a direct allocation to the utility of at least R20 billion raised through the sale of non-

strategic state assets. This will have no impact on the budget deficit.”   

 SA’s manufacturing purchasing managers’ index fell from 53.5 to 50.2 only barely above the 

expansionary 50 level. The business activity index fell sharply from 56.0 to a four-month 

low of 48.3 attributed to electricity supply shortages. It is not all bad news though: The 

forward-looking new sales orders index fell by a lesser amount from 55.0 to 52.6. 

Encouragingly the prices paid index moderated for a third straight month falling to its 

lowest level since July 2012, suggesting reduced inflationary pressures. The expected 

business conditions index also improved rising to its highest level in two years, indicating 

that manufacturers are gearing up for higher levels of production.  

 SA’s retail sales were surprisingly resilient in November rising 1.5% month-on-month, up 

from 0.4% in October and above the 0.9% consensus forecast. On a 3month-on-3 month 

basis retail sales grew by 3.7% which suggests that even if December figures are modest, 

fourth quarter retail sales could grow by over 4% annualised for a second straight quarter. 

While credit growth to households remains meagre and limited job creation is impacting 

income growth, the windfall from lower fuel prices should add over R20 billion in additional 

consumer spending power in 2015.  

 

KEY MARKET INDICATORS (YEAR TO DATE % ) 

JSE All Share  - 2.50 



 

 

JSE Fini 15  - 3.11 

JSE Indi 25  - 1.61 

JSE Resi 20  - 6.75 

R/$   - 0.73 

R/€   + 4.24 

R/£   + 2.52 

S&P 500  - 3.22 

Nikkei   - 1.96 

Hang Seng  + 3.16 

FTSE 100  - 1.03 

DAX   + 2.05 

CAC 40   + 1.18 

MSCI Emerging  + 0.38 

MSCI World  - 2.76 

 

TECHNICAL ANALYSIS 

 The US dollar has surged through the key $/€ 1.20 level versus the euro suggesting a 

continuation in the dollar’s strengthening trend. The yen remains above the key $/¥115 

level signalling a continuation in the yen’s long-term weakening trend.  

 

 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/$ 11.44 has opened up a further depreciation in the rand to the R/$ 

12.00 level.  

 

 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 at 3.0% targeting a further 

decline to 2.40%. There is unlikely to be a major bear trend in 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 cycle can be expected in the next few months. 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.  

 

 The V-shaped recovery in the S&P 500 is a sign of aggressive investor appetite. However, 

the pattern of successive higher lows in place since 2012 was broken in October with a 

lower low at 1,820. Additionally, market breadth is on the decline with the equity advance 

supported by a diminishing number of heavyweight stocks, which constitutes a major 

warning signal. A fall in the S&P 500 index below the latest low of 1,820 would provide 

confirmation that a bear market is underway. 

 

 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. 

 

 Brent crude has 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 signaled by rapid declines 

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

 

 The All Share index is testing a key support level which has held consistently since 2011. 

However, if the support at 47,500 breaks the All Share index will target the 43,400 level. 



 

 

 

BOTTOM LINE 

 The Russian equity market appears to offer exceptional value, trading on a price-to-

earnings multiple of just 4.4x based on current earnings. The equity risk premium, 

measuring the excess of the equity yield over the 10-year sovereign bond yield, is a massive 

9.5%.  

 

 However, the equity risk premium will shrink as equity earnings fall in response to the 

anticipated -4% contraction in Russian GDP in 2015. Moreover, the sovereign bond yield is 

likely to rise further in response to further debt rating agency downgrades. Fitch has just 

downgraded Russia’s debt to the lowest investment grade.  

 

 While Russia’s equities appear cheap they are unlikely to be re-rated upwards until equity 

earnings start rising or bond yields come down. For this to happen, one of two things need 

to happen:  

 

 First, the conflict in the Ukraine needs to be resolved. Although further economic sanctions 

against Russia are unlikely the chances of Putin being replaced are remote and with Putin in 

charge the conflict is likely to drag on. Furthermore, Putin has embarked on a programme 

of nationalisation, which will unsettle equity investors. Second, the oil price needs to 

stabilise: oil and gas account for 68% of total exports and 50% of federal budget revenues. 

However, the oil price will only stabilise if there is a reduction in production either by 

Saudi Arabia or non-Opec producers. Unfortunately neither scenario is likely given the 

aggressive scramble for market share by oil producers, and the technological advances in 

fracking and deep sea extraction.  

 

 Given the protracted negative outlook for the two scenarios required to bring favour back 

to Russian equities we would avoid exposure to this market for the time being, in spite of 

the extreme apparent value being offered.  

 

 

 


