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NORTH AMERICA  

 The pace of US industrial production growth is slowing. Year-on-year growth has 

decelerated from 4.6% in December to 4.4% in January, 3.6% in February and 2.0% in March. 

On a month-on-month basis production fell -0.6% in March, with oil and gas drilling falling 

by -17.7% on the month, and utility output by -5.9% while manufacturing output climbed by 

a meagre 0.1%. Manufacturing output declined in the first quarter at a -1.2% annualised 

rate. Although the extreme adverse weather played a part, there seems to be little sign of 

a strong recovery in the milder March conditions. The slowdown is attributed to weak 

external demand and the strong dollar, confirmed by the Empire State manufacturing index 

which fell from +6.9 in March to -1.2 in April.  

 The Federal Reserve’s Beige Book, which contains anecdotal summaries of economic 

activity from the 12 Federal Reserve Districts, depicted an economy which is starting to 

recover from harsh winter conditions. However, the report described a “mixed” 

manufacturing sector due to the strong dollar and weak oil prices. Equally, the report cited 

growth in service sector activity and that the outlook for retailers was generally optimistic 

with lower energy costs boosting transactions. While overall labour market conditions 

showed modest growth the Beige Book noted that wages were muted indicating an absence 

of inflationary pressure. 

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

from 98.0 in February to 95.2 in March amid weakness in capital spending and hiring plans. 

All 10 components of the index declined with especially sharp declines noted in labour 

market indicators. The proportion of small businesses saying they could not fill job 

vacancies fell from 29% to 24% and the proportion with hiring plans fell from 12% to 10%, 

while those reporting plans to increase wages fell from 14% to 13%. Addressing the data 

NFIB chief economist William Dunkelberg said: “Not a recession scenario for sure, but there 

is not much growth energy in the economy.” 

 US corporate earnings estimates for the first quarter (Q1) have been cut since Q4 2014 by a 

substantial -8% due to lower energy sector earnings and a stronger dollar. This marks the 

largest cut in earnings estimates since Q1 2009 and the proportion of negative trading 

updates is at its highest in ten years. Earnings for the current quarter are expected to be 

negative explaining the underperformance of the S&P 500 index since the start of the year. 

However, most of the bad news is probably already factored into equity market prices: US 

companies have a tendency to understate earnings which suggests that actual earnings are 



 

 

likely to be ahead of the downward revisions. On aggregate among companies making-up 

the S&P 500 index actual earnings have beaten earnings estimates for 23 quarters in a row.  

 The US National Association of Homebuilders (NAHB) housing market index increased from 

52 in March to 56 in April its highest level of the year beating the 55 consensus forecast. 

The improvement in homebuilder sentiment was broad-based with increases in both present 

and forward-looking indices as well as the prospective buyer traffic index from 37 to 41. All 

sub-indices are significantly higher than their year-ago levels. The data suggests the 

weather-related weakness during the first quarter (Q1) will unwind during the course of the 

year. According to NAHB chairman Tom Woods “As the spring season gets underway, home 

builders are confident that current low interest rates and continued job growth will draw 

consumers to the market.” 

 

CHINA 

 China’s economic slowdown is gathering pace. Industrial production growth slowed from 

6.8% year-on-year in February to 5.6% in March the slowest since February 2009. Fixed asset 

investment growth fell from 13.9% to 13.5% in spite of growth in infrastructure investment 

rising from 20.8% to 24.5%. Residential and commercial real estate investment growth 

declined further to 5.9% compared with 9.1% a year ago. Retail sales growth fell from 10.7% 

to 10.2%. The data indicates an increasing risk that GDP growth in 2015 will be less than the 

government’s official 7.0% target potentially coming in a as low as 6.8%. Although the 

government is purposefully weaning the economy away from its dependence on investment 

spending some added monetary and fiscal stimulus may be required in order to ensure a 

“soft landing”.  

 

JAPAN 

 Bank of Japan (BOJ) Governor Haruhiko Kuroda announced that Japan’s economy has 

continued its moderate recovery trend. Although confirming that core consumer price 

inflation (CPI) including energy is likely to remain close to zero for the time being he 

forecast an acceleration in CPI from the third quarter onwards as the base effect of falling 

oil prices fades. Kuroda said that: “Inflation expectations appear to be rising on the whole 

and corporate price-setting and wages have changed.” Nonetheless Kuroda reiterated the 

BOJ’s commitment to quantitative and qualitative easing for as long as it is necessary in 

order to achieve a CPI target of 2%. Later in the week Kuroda noted in a speech that the 

economy continues to recover moderately as a virtuous circle from income to spending 

takes hold in both household and corporate sectors.   



 

 

 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 

 The Greek government is expected to present a revised reform proposal on 20th April ahead 

of the Eurogroup meeting on 24th April to address emergency funding. While agreement is 

likely to be reached to unlock vital short-term funding by the end of the month a greater 

test will come at the end of June by which time a new financial package for Greece of 

around €25-30 billion will need to be agreed. Although the “muddle-through” scenario is 

the most likely, with Greece starting to soften on measures such as privatization the 

probability of a Eurozone “Grexit” is now higher than it ever was. Greeks are suffering from 

reform fatigue and increasingly reluctant to implement further fiscal and structural reform. 

Meanwhile support from the Eurozone for further financial aid is declining. The latest ZDF 

survey shows that over 50% of Germans think that Greece should exit the euro. Fortunately 

the direct costs of a Grexit appear to be manageable, helped by numerous new financial 

firewalls. 

 As expected the ECB confirmed that the quantitative easing (QE) programme announced in 

January would continue as defined until September 2016 and at least until the inflation 

path is consistent with the 2% medium-term target. However, ECB President Mario Draghi 

also stated that the key deposit rate which commercial banks receive on excess funds held 

at the ECB would not be cut further beyond the current -0.2%. Draghi announced that the 

QE programme was showing signs of being effective, improving financial conditions and 

lowering the cost of borrowing.  

 Eurozone industrial production was unexpectedly strong in February rising by 1.1% month-

on-month well above the 0.4% consensus forecast. The improvement was broad-based 

across economies with only Portugal suffering a contraction, of -0.5% on the month. Ireland 

was the best performer with an increase of 16.3% on the month and even Greece managed 

a 2.5% increase. The overall rebound is consistent with a quarter-on-quarter increase in 



 

 

production of 0.9% which would be the strongest in four years. The data corroborates the 

latest purchasing managers’ index which hit an 11-month high and signals sustained upward 

momentum in coming months.   

 

UNITED KINGDOM 

 UK consumer price inflation (CPI) held at 0.0% year-on-year in March for a second straight 

month. Although expected in the context of a strong pound, low oil prices and absent wage 

pressure, the inflation data nonetheless pushes back the likely timing of the Bank of 

England’s (BOE) first interest rate hike. The BOE has repeatedly confirmed that its primary 

concern is to avoid such low inflation becoming entrenched and even stressed that it stands 

ready to take additional monetary stimulus measures if needed. As such the probability of a 

rate hike this year is fading with a 2016 rate hike increasing likely.   

 

FAR EAST AND EMERGING MARKETS  

 Australia’s employment gained by an unexpectedly strong 38,000 in March well above the 

15,000 consensus forecast while February’s number was revised sharply upwards from 

16,000 to 42,000. The unemployment rate declined from 6.3% to 6.1% contradicting the 

Reserve Bank of Australia projection of a 6.5% peak during the next 12 months. The latest 

jobs report makes the expected interest rate cut in May less likely. 

 India’s wholesale price inflation (WPI) fell from -2.0% year-on-year in February to -2.3% in 

March marking the fifth successive negative figure. While largely attributed to lower oil 

prices core WPI which excludes energy also fell from 0.1% to -0.4% reflecting a broad-based 

disinflationary trend. In just a year India has gone from battling runaway inflation, with WPI 

at over 6%, to a stable price environment attributed to better controls over food costs, 

lower commodity prices and a stable rupee. Although the Reserve Bank of India kept its key 

interest rate unchanged at the last policy meeting the benign inflation outlook should 

facilitate a further 25 basis point cut in the repo rate to 7.25% at the June meeting. 

 Indonesia recorded a trade surplus of US$1.13 billion in March well above the $589 million 

consensus forecast. The trade surplus for the first quarter is $2.54 billion marking the 

largest quarterly surplus since 2012. The improved trade account should contribute to a 

lower than expected current account deficit likely to come in below the Bank of Indonesia’s 

forecast of -1.5% of GDP. The return to sound external finances should shore up the value 

of the Indonesian rupiah and raises the likelihood of a further interest rate cut in coming 

months.  



 

 

 

SOUTH AFRICA 

 Retail sales rebounded strongly in February increasing by 1.9% month-on-month above the 

1.2% consensus forecast while January’s figure was revised upwards from -0.1% to 0.2%. On 

a year-on-year basis retail sales increased a steady 4.2% up from 1.9% in January and the 

strongest rate of growth since January 2014. With the exception of furniture all retail 

categories showed positive growth during the month. The strengthening in sales is 

attributed to the benefit of lower fuel prices although the benefit may be short-lived 

following the subsequent 26% aggregate increase in fuel prices between February and April.  

 The IMF reduced its 2015 GDP growth forecast for SA from a previous 2.3% to 2.0% in line 

with forecasts from the SA Reserve Bank and the Treasury and reduced its 2016 forecast 

from 2.5% to 2.1%. The IMF cited electricity supply disruptions which it described as a big 

constraint on growth. In addition the IMF grouped SA with Brazil, Russia and Turkey a group 

of countries suffering domestic policy weakness, tighter domestic and external financial 

conditions and investment and supply constraints. According to the IMF report SA is 

particularly exposed to a reversal of portfolio flows should global financial conditions 

tighten further.  

 

KEY MARKET INDICATORS (YEAR TO DATE % ) 

JSE All Share  + 7.11 

JSE Fini 15  + 12.68 

JSE Indi 25  + 8.46 

JSE Resi 20  - 3.31 

R/$   - 5.58 

R/€   + 9.18 

R/£   + 0.92 

S&P 500  + 1.79 

Nikkei   + 14.08 

Hang Seng  + 16.76 



 

 

FTSE 100  + 7.75 

DAX   + 24.70 

CAC 40   + 22.12 

MSCI Emerging  + 8.41 

MSCI World  + 4.10 

Gold   + 1.54 

Brent Crude  + 2.60 

 

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 would open 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 

 The Chinese equity market has been by far the best performer since the start of the year 

rising by over 30% since end December and over 15% in the past month alone. What is 

causing the Chinese equity rally?  

 

 Not money supply expansion: Money and credit growth has been decelerating and is likely 

to continue falling in the months ahead. The government stands resolute in its policy of 

cutting back on stimulus in order to deleverage the economy and rebalance it away from 

investment spending. 

 



 

 

 Not earnings growth: Earnings per share are declining and are expected to continue falling 

for the foreseeable future in line with the slowdown in the rate of economic growth. This is 

a concern, as rallies are seldom sustained during earnings recessions.  

 

 Not valuations: The equity market was expensive before the rally started trading on a 

trailing price-earnings (PE) multiple of 20x (the forward multiple is even higher due to the 

earnings recession). Currently the PE is 25x and for domestic small-cap stocks it sits at over 

50x.  

 

 The rally is attributed to a massive wall of money coming from frenzied retail investors. 

While the stampede may well continue for a period the “odd lot” theory states that once 

shares start trading in small (odd lot) parcels it is time to take cover. The average retail 

investor bases investment decisions not on sound fundamental analysis but rather on greed 

and fear. As such the inevitable stock market decline could be just as steep.  

 

 The speculative nature of the current rally is apparent. The weekly amount of new retail 

investor accounts being opened is back to 2007 bubble levels, rising 15-fold in the past nine 

months. Daily trading volumes have increased 11-fold in the past year, well above 2007 

levels. Most telling, margin positions have increased from RMB 0.3 trillion to 1.6 trillion in 

little over a year. Margin positions equate to over 3% of total market capitalisation 

significantly exceeding any US precedent.  

 


