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NORTH AMERICA  

 Minutes from the Fed’s latest Federal Open Market Committee (FOMC) meeting reveal a 

diminishing chance of an interest rate hike at the June policy meeting, as had previously 

been expected according to consensus market forecast. The timing of the first rate hike 

appears to be shifting from June to the third quarter. The FOMC minutes acknowledged 

downside surprises to inflation in particular core inflation which strips out oil prices, 

suggesting a more engrained disinflationary trend. The minutes reveal that evidence is first 

required of inflation and inflation expectations bottoming-out or moving higher before rate 

hikes are initiated. The Fed’s removal of the word “patient” from its formal statement 

should provide a strong clue that the first rate hike is imminent. As well as keeping interest 

rates lower for longer cheap oil’s near-term boost to economic activity and employment 

was also acknowledged by the Fed.  

 US producer price inflation (PPI) fell more than expected from -0.2% month-on-month in 

December to -0.8% in January its biggest drop in over five years and well below the -0.4% 

consensus forecast. On a year-on-year basis PPI decelerated sharply from 1.1% the previous 

month to 0.0%. The decline is largely attributed to sharply lower energy prices which fell on 

the month by -10.3%. However core PPI, which excludes food and energy prices, also fell 

from 1.3% year-on-year to 0.6% indicating a pass-through from falling energy prices. The 

January PPI data reveals further weakness in “pipeline” inflation posing downside risks to 

the inflation outlook in the months ahead.  

 The US National Association of Home Builders (NAHB) housing market index unexpectedly 

fell from 57 in January to 55 in February, below the 58 consensus forecast. The prospective 

buyer traffic index fell from 44 to 39 the lowest since July 2014. There is a close 

correlation between the NAHB index and housing starts, indicating a slowdown in housing 

activity. However, the NAHB decline is attributed to harsh winter weather which is only a 

temporary factor. The longer-term outlook remains positive. NAHB Chief Economist David 

Crowe said: “Solid job growth, affordable home prices and historically low mortgage rates 

should keep the housing market moving forward in the year ahead.” 

 The Empire State manufacturing index, measuring activity in the key New York State closely 

watched as one of the earliest monthly guides to US factory conditions, slipped by more 

than expected. The index fell from 9.95 in January to 7.78 in February below the 8.0 

consensus forecast, the employment sub-index from 13.68 to 10.11 and prices received 

index from 12.63 to 3.37, while the forward-looking new orders index dropped from 6.09 to 



 

 

1.22. However, the data comes off a high base and the slowdown is attributed to harsh 

winter weather, which being a temporary phenomenon suggests regional manufacturing 

activity will recover in the coming months.  

 

CHINA 

 China’s house prices fell in January by an average -4.8% year-on-year showing an 

accelerating decline compared with falls of -4.1% in December, -3.5% in November, -2.4% in 

October, -1.1% in September and a rise of 0.8% in August. However, month-on-month price 

changes indicate a stabilisation in the housing market: In January prices declined by -0.2% 

on the month a marked reduction from -0.3% in December, -0.5% in November, -0.8% in 

October, -1.0% in September and -1.2% in August. While “tier-three” cities continued to 

suffer -0.5% month-on-month price declines tier-one and tier two cities such as Beijing, 

Shanghai, Guangzhou and Shenzen registered either flat prices or even price increases.  

 

JAPAN  

 Japan’s GDP grew in the fourth quarter (Q4) by 2.2% annualised providing a welcome end to 

the period of contraction in Q2 and Q3 following the sales tax increase last April. However, 

GDP growth was substantially less than the 3.7% consensus forecast. GDP growth will have 

to accelerate to 8.7% annualised in Q1 2015 in order to meet the Bank of Japan’s (BOJ) GDP 

target for the full financial year. Weak GDP numbers may prompt the BOJ to lower its 

official GDP and inflation forecasts in its semi-annual Outlook Report due on 30th April. 

Lowered BOJ economic forecasts would likely act as a precursor to the announcement of 

additional quantitative easing at the July monetary policy meeting.  

 As expected the Bank of Japan (BOJ) left its quantitative easing (QE) programme 

unchanged at its policy setting meeting on 17/18th February. The monetary base will 

continue to be increased at an annual pace of ¥80 trillion via equivalent purchases of 

Japanese Government Bonds and via purchases of smaller quantities of equity-linked 

exchange traded funds (annual rate of ¥3 trillion) and Japanese Real Estate Investment 

Trusts (annual rate of ¥90 billion). The BOJ however acknowledged the weaker than 

expected fourth quarter GDP figures and lackluster private consumption expenditure. In 

addition the BOJ lowered its assessment of consumer price inflation, raising the likelihood 

of an increase in the scale and scope of its QE programme, probably at the July policy 

meeting.  

 



 

 

EUROPE 

 Eurozone GDP growth picked-up from 0.2% quarter-on-quarter in the third quarter (Q3) 

2014 to 0.3% in Q4 beating the 0.2% consensus forecast. Apart from Greece which shrank by 

-0.2% on the quarter, all other Eurozone countries were stronger than expected. Germany 

grew by 0.7% on the quarter helped by strong household expenditure, France grew by 0.1% 

helped by robust export growth, Portugal grew by 0.5% and Spain grew by 0.7% its strongest 

quarter-on-quarter increase in seven years on improving employment growth and retail 

sales. The better than expected data should prompt upward revisions to Eurozone GDP 

forecasts for 2015, likely to be in the region of 1.3% growth compared with 0.9% in 2014. In 

spite of near-term uncertainty over Greece’s debt negotiations the combination of lower oil 

prices, a weaker euro and the ECB’s quantitative easing should boost growth prospects. 

 The ZEW index, measuring investor confidence in Germany, jumped from 22.4 in January to 

45.5 in February, having improved steadily from 3.3 in November and 10.0 in December. 

The expectations index, measuring likely conditions in six months’ time, also increased 

from 48.4 to 53.0 its highest level in a year. The buoyant expectations index is taking heart 

from the economic benefits of a weaker euro, a lower oil price, and spin-offs from the 

ECB’s quantitative easing programme. Although not especially reliable as a predictor of 

GDP growth, the expectations index is consistent with GDP growth of 2.5% annualised in the 

first half of the year. The data suggests that the faster than expected 0.7% quarter-on-

quarter growth rate recorded in the fourth quarter will be maintained.  

 The weekly financial statement from the ECB shows that the Bank of Greece increased its 

usage of emergency liquidity (ELA) by €51.7 billion in the week ended 13th February. The 

increase followed the ECB’s suspension of Greek sovereign bonds as lending collateral. It is 

estimated that borrowing by Greek banks has risen to the €65 billion ELA cap in the past 

few days to counter deposit outflows. It is rumored that the ECB has raised the cap to €68.3 

billion which would meet Greek banks’ liquidity requirements for another week at the 

current pace of deposit outflows. The additional week allows an extra few days of 

breathing space in Greece’s debt negotiations. 

 

UNITED KINGDOM 

 UK consumer price inflation (CPI) fell from 0.5% year-on-year in December to just 0.3% in 

January below the 0.4% consensus forecast. On a month-on-month basis CPI fell by -0.9% 

due mainly to the effect of lower fuel and food prices. Producer price inflation (PPI) 

confirms the disinflationary trend. PPI input price inflation decelerated from -11.6% on the 

year to -14.2% and PPI output price inflation from -1.1% to -1.8%. It is likely that the UK will 

fall into a period of technical deflation with negative year-on-year CPI. However core CPI, 



 

 

which excludes food and energy inflation which tend to be volatile, increased from 1.3% on 

the year to 1.4% which suggests that the deflationary patch will only be temporary. 

Provided it is temporary, a brief period of deflation would be beneficial for household 

finances and company profit margins.   

 Minutes from the Bank of England’s (BOE) policy-setting meeting reveal that the decline in 

inflation is temporary. Nonetheless the BOE acknowledged that a continuation of 

accommodative monetary policy is appropriate due to the risk that low inflation becomes 

entrenched. However, over the medium-term the BOE indicated that inflation could pick-up 

towards its 2% target “fairly sharply” once the “base effect” of lower energy prices washes 

out of the system and continued employment growth absorbs the remaining slack in the 

economy. According to consensus forecast the first interest rate hike is likely in the fourth 

quarter of 2015.  

 UK unemployment fell by 97,000 in the three months to end December with the 

unemployment rate continuing to decline to 5.7% below the 5.8% consensus forecast. At the 

same time average weekly earnings increased in real terms (after taking inflation into 

account) by 1.6% year-on-year the strongest rate since May 2008. In the private sector 

average weekly earnings increased by 2.5% on the year. The data indicates a strong pick-up 

in UK living standards and suggests a healthy increase in household disposable income.  

 

FAR EAST AND EMERGING MARKETS  

 As expected the Bank of Korea kept its benchmark interest rate unchanged at 2%. The 

disinflationary impact of low oil prices has afforded the central bank some breathing space 

before the likelihood of rate increases in the second half of the year. The central bank 

reported that a modest pick-up in economic momentum is underway helped by low oil 

prices and easing global monetary policy in addition to structural reforms embodied in the 

three-year plan for economic innovation. South Korea is likely to achieve GDP growth of 4% 

in 2015 with the benefits of lower oil prices increasingly felt in the second half of the year. 

 Malaysia’s consumer price inflation, helped by sharply lower oil prices, decelerated from 

3.0% year-on-year in December to 1.0% in January considerably below the 1.9% consensus 

forecast and the lowest level since November 2009. Inflationary pressures are likely to ease 

further in coming months which may prompt the Bank Negara Malaysia (BNM) to join the 

growing group of central banks which have announced surprise interest rate cuts since the 

start of the year. Having raised its benchmark interest rate by 25 basis points to 3.25% last 

July the BNM may launch an about-turn in its monetary policy.  



 

 

 The Bank Indonesia (BI) became the latest central bank to cut interest rates to take 

advantage of the disinflationary benefits of lower oil prices. The BI unexpectedly cut its 

benchmark interest rate by 25 basis points to 7.5% just three months after announcing a 

surprise inter-meeting rate hike on 18th November. The BI cited an improving current 

account deficit which is expected to reduce to less than 1.5% of GDP in 2015. The central 

bank also cited falling inflationary pressure, forecasting a decline in consumer price 

inflation to below the midpoint of its 3-5% target range in 2015. According to Gareth 

Leather of Capital Economics: “With the central bank seemingly less worried about 

inflation, further rate cuts look likely in 2015”.  

 The Nigerian naira fell to a new record low of 205 USD/NGN taking the currency’s losses to 

-9% for the year-to-date and -19.3% year-on-year. The market exchange rate is substantially 

below the Central Bank of Nigeria’s (CBN) official mid-point rate of 165 USD/NGN, raising 

the prospects of a further formal devaluation. The CBN previously devalued the naira from 

155 to 165 last November in response to falling oil (contributing 90% of export revenue) 

prices and rising inflation. Although the oil price has recovered in the past month from sub-

$50 levels to above $60 per barrel, Nigeria’s inflationary outlook continues to deteriorate. 

Consumer price inflation (CPI) accelerated from 8.0% year-on-year in December to 8.2% in 

January and core CPI, which excludes volatile energy and food prices, increased more 

swiftly from 6.2% to 6.9% indicating growing inflationary pressures.  

 

SOUTH AFRICA 

 SA’s consumer price inflation (CPI) decelerated sharply from 5.7% year-on-year in December 

to 4.4% in January below the 4.5% consensus forecast, attributed mainly to lower oil prices. 

Petrol prices fell in January by -10.3% on the month taking the annual rate of energy 

inflation to -17.6% directly taking a full percentage point off the CPI reading. Lower food 

inflation also contributed after declining from 7.2% year-on-year to 6.5%. A further fuel 

price decline in February of -8.4% month-on-month indicates CPI will fall to 3.5% in 

February and potentially decline to a low of 3% during the second quarter depending on the 

rand’s trajectory and whether the oil price maintains its >$60 per barrel level. Lower 

inflation should enable the SA Reserve Bank to keep interest rates lower for longer with the 

next 25 basis point rate hike unlikely before the last quarter of the year.  

 Growth in SA’s retail sales improved from 2.5% year-on-year in November to 3.4% in 

December the fastest pace in almost a year. The improvement was most pronounced in 

furniture and appliance sales which increased 9.8% on the year, followed by 

pharmaceuticals and cosmetics with a 5.6% increases, and clothing and footwear up 5.3%. 

The increase in spending on discretionary items is encouraging. The improving trend is 



 

 

likely to gain momentum during the first half of the year, helped by low oil and fuel prices, 

falling inflation and the prospect for a continuation of low interest rates. In addition, 

labour unrest has been absent since September providing an added boost to consumer 

income.  

 The 2015 National Budget will be presented by Finance Minister Nene on 25th February. 

Nene is likely to announce measures to achieve the R 22 billion of fiscal tightening 

promised at October’s Medium-Term Budget Policy Statement. While expenditure cuts of 

R10 billion have already been outlined the R 12 billion of planned revenue increases have 

yet to be specified: Tax increases are widely expected targeting capital gains and dividend 

withholding taxes and the top marginal rate of income tax. Nene is also likely to announce 

the sale of non-strategic state-held assets to help finance state-owned enterprises such as 

Eskom and SAA. A bold pro-business approach towards asset sales would boost financial 

market sentiment. 

 

KEY MARKET INDICATORS (YEAR TO DATE % ) 

JSE All Share  + 5.56 

JSE Fini 15  + 7.01 

JSE Indi 25  + 4.21 

JSE Resi 20  + 8.69 

R/$   - 1.20 

R/€   + 5.92 

R/£   + 0.35 

S&P 500  + 1.98 

Nikkei   + 4.29 

Hang Seng  + 5.20 

FTSE 100  + 5.06 

DAX   + 11.78 

CAC 40   + 12.32 



 

 

MSCI Emerging  + 3.00 

MSCI World  + 2.89 

 

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/$ 

12.15 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 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 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.  

 

 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 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 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 

 Emerging market equities lagged developed market equities by 10.4% in 2014 and by a 

massive 68% over the past five years.  

 

 Following the significant underperformance over this period emerging market equities trade 

at a substantial 30% discount to developed equities, in spite of superior earnings growth 

projections. Emerging market equities trade on an estimated forward price to earnings 

multiple of 11.7x versus 16.1x for developed markets.  

 

 Investors are beginning to exploit the valuation gap, evidenced by the outperformance of 

emerging market equities since the start of the year. Moreover, emerging market volatility 

has fallen by 30% since October and the put option premium for emerging market equities 

relative to US equities has fallen to its lowest in two years, a sign of growing confidence 

towards the asset class.  

 

 Fundamentals indicate that confidence in emerging market equities is warranted: Emerging 

market currencies have weakened steadily against the US dollar, making their exports more 

competitive. Low oil prices are accommodating interest rate cuts, will reduce 



 

 

manufacturing production costs, and stimulate cyclical and discretionary consumer 

spending.  

 

 Far Eastern emerging markets provide especially attractive equity investment opportunities 

based on low valuations and sound economic prospects. China, India, Indonesia and 

Singapore have all loosened monetary policy in recent months and others such as Malaysia, 

Thailand and South Korea are expected to follow. Accommodative monetary policy, 

justified by very low inflation, should see a recovery in GDP growth. Unemployment is low 

enough to bring about wage growth, which should support domestic consumer spending. 

The region has modest indebtedness, low budget deficits and healthy current account 

balances. Structural reforms and improving corporate governance add further merit to the 

investment case.  

 


