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NORTH AMERICA  

 As expected the Fed’s Open Market Committee dropped the key word “patient” from its 

policy statement, in describing when to lift interest rates. However, Fed Chair Janet Yellen 

was quick to point out that: “Just because we removed the word patient from the 

statement doesn’t mean we are going to be impatient.” Dropping the pledge to be 

“patient” marks a key shift away from the “forward guidance” used by the Fed since the 

2008-09 Global Financial Crisis. The future path of rate increases is now data dependent. 

The Fed stated that it would lift rates “when it has seen further improvement in the labour 

market and is reasonably confident that inflation will move back to its 2% objective over 

the medium-term.” With inflation, according to the Fed’s preferred gauge, at just 0.2% and 

in the current absence of wage pressure, the Fed will likely wait longer than June or even 

September before conditions merit an interest rate hike. 

 The Fed’s Open Market Committee (FOMC) lowered its economic forecasts at this week’s 

policy setting meeting, reducing its forecast for 2015 GDP growth to 2.3-2.7% from 2.6-3.0% 

in December. The forecast for 2015 core (excluding food and energy prices) consumer price 

inflation (CPI) was lowered from 1.5-1.8% to 1.3-1.4%. The reduced inflation forecast 

suggests a longer than previously expected delay in lifting interest rates, given that the 

Fed’s inflation objective is around the 2% level.  

 US producer price inflation (PPI) fell again in February by -0.5% month-on-month 

substantially below the +0.3% consensus forecast and decelerated on a year-on-year basis 

from 0.0% in January to -0.6%. Core PPI which excludes food and energy also fell -0.5% on 

the month and reduced on a year-on-year basis from +1.6% to +1.0%. The data shows that 

dollar strength and the effect of lower oil prices is continuing to have a powerful 

disinflationary impact on producer prices.  

 The quarterly Duke University/ CFO Magazine Global Business Outlook Survey indicates the 

most optimistic outlook for the US economy since 2007. However, executives across all 

sectors of the economy cited the strengthening US dollar as an emerging risk that has 

developed over the past six months. Two out of three big US exporters said the 

appreciation of the dollar has had a negative impact on their businesses and nearly a fourth 

said they had reduced capital spending plans as a result.  

 The University of Michigan US consumer confidence index unexpectedly declined from 95.4 

in February to 91.2 in March below the 95.5 consensus forecast. Both the current conditions 



 

 

and forward-looking expectations indices showed declines, from 106.9 to 103 and from 88.0 

to 83.7. The declines are attributed mainly to the rebound in gasoline prices and their 

impact on household finances. However, other survey components indicate continued 

strength in consumer fundamentals displaying a robust appetite for major household 

purchases. 

 Construction on new US homes (housing starts) fell sharply in February by -17.0% month-on-

month to an annualised rate of 807,000 well below the 1.04 million consensus forecast, 

marking the biggest decline since 2011. However, the decline is attributed to adverse 

weather conditions especially in the North East and Midwest, which suffered monthly 

declines of -56.5% and -37.0%. Housing permits, which provide a forward-looking view, 

increased by 3.0% on the month the fastest pace since October indicating a normalisation of 

the home construction market once the bad weather has passed.  

 

CHINA 

 China’s home prices fell again in February by -0.3% month-on-month following declines of -

0.2% in January, -0.3% in December, and -0.5% in November. On a year-on-year basis 

China’s home price decline accelerated from -3.5% in November to -4.1% in December, -

4.8% in January and -5.4% in February. The value of new home sales fell in the first two 

months of the year by -16.7% year-on-year. The housing market continues to be the biggest 

risk to China’s economy potentially undermining the government’s 7.0% GDP growth target 

for the year. China’s real estate sector accounts for nearly a quarter of GDP when 

construction, building materials, finance and furnishings are all factored-in.  

 

JAPAN 

 As expected the Bank of Japan (BOJ) kept its monetary policy unchanged with its 

Quantitative and Qualitative Easing (QQE) programme continuing to increase the monetary 

base at an annual pace of ¥80 trillion. However, the BOJ lowered its inflation outlook 

dimming the likelihood of consumer price inflation (CPI) hitting the BOJ’s 2% target in 

financial year 2015. The BOJ made a further downward revision to its core CPI forecast 

from 1% in December, to 0.5-1.0% in January, 0.5% in February, and now 0-0.5% in the 

March meeting. Although there are positive signs that wage pressures are strengthening, a 

key pre-requisite for sustainably higher inflation the BOJ’s current outlook points to an 

increase in QQE at the July policy meeting. Although the scale of QQE may not increase 

significantly it may be re-balanced with a greater bias towards equity-linked ETF’s. 



 

 

 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 German ZEW investor sentiment expectations index increased from 53.0 in February to 

54.8 in March gaining for a fifth straight month and well above the neutral 50 level which 

demarcates expansion form contraction. The investor outlook improved across all sectors of 

the economy except for financials and utilities. The biggest gains were among export 

sectors, in response to the weakening euro, and in the retail sector benefiting from the 

boost to household disposable income from cheap fuel prices. However, investor confidence 

is showing signs of peaking: The current situations index at 55.1 has overtaken the forward-

looking expectations index at 54.8 which traditionally indicates an imminent peak in the 

business cycle. 

 Sweden’s central bank cut its benchmark interest rate deeper into negative territory and 

expanded its bond-buying programme. The Riksbank lowered the key repo rate from -0.1% 

to -0.25% and increased its quantitative easing programme by 30 billion krona citing a 

substantially stronger krona, especially against the euro. Sweden together with Switzerland 

and Denmark have resorted to negative interest rates to stave off currency strength and the 

associated risk of imported deflation. If the domestic currency continues to strengthen the 

Riksbank is likely to ease monetary policy further. Riksbank Governor Stefan Ingves said the 

central bank stands ready to act again to raise inflation, in between regular policy-setting 

meetings if necessary.  

 

UNITED KINGDOM 

 The UK unemployment rate remained unchanged in January at 5.7% against expectations 

for a slight decline. Wage growth also slowed with the year-on-year increase in average 

weekly earnings falling from 2.4% to 1.1%. The data suggests that although wages are rising 



 

 

faster than the 0.3% inflation rate there still remains slack in the labour markets. Minutes 

from the latest Bank of England (BOE) policy meeting reveal that wage growth is still below 

the rates consistent with inflation returning to its target level of close to but below 2%. The 

likelihood that the BOE would as a result defer any hike in interest rates was reinforced by 

central bank governor Mark Carney. Earlier in the week Carney stated that the appreciation 

in the pound raises the risk that inflation will remain very low for a prolonged period.  

 

FAR EAST AND EMERGING MARKETS  

 South Korea’s unemployment rate unexpectedly lifted from 3.4% in January to 3.9% in 

February well above the 3.4% consensus forecast. The jump is attributed to a once-off 

surge in the labour force due to delays in school leavers joining the labour market as a 

result of a later than usual Lunar New Year holidays. However, the unemployment data will 

be a concern to authorities and may open the door to a further interest rate cut following 

the Bank of Korea’s surprise rate cut last week.   

 India’s trade deficit narrowed to US$ -6.8 billion in February the lowest deficit in 17 months 

and well below the $ -8.7 billion consensus forecast. The improvement is attributed mainly 

to lower oil imports with overall imports declining -15.7% year-on-year. Although exports 

also disappointingly declined by -15.02% this is due almost entirely to lower oil-related 

petrochemical exports. The data signals a rapidly declining current account deficit, which 

is likely to move into positive territory for a third straight month. The current account 

deficit for the current financial year is expected to reduce to -1% of GDP turning to a 

surplus position in fiscal 2016.  

 India’s wholesale price inflation (WPI) remained negative for a fourth straight month falling 

to -2.1% in February the lowest since the data series began in 1976. Although attributed to 

sharp oil price declines, core inflation excluding food and energy has also been extremely 

low falling to 0.1% from 0.9% in January. The disinflationary trend has enabled the Reserve 

Bank of India to cut its benchmark interest rate twice since the start of the year with 

further rate cuts likely over coming months.  

 

SOUTH AFRICA 

 The SA Reserve Bank (SARB) Quarterly Bulletin shows the current account deficit 

unexpectedly narrowed from 6.0% of GDP in the 3rd quarter (Q3) 2014 to 5.1% in Q4 well 

below the 5.8% consensus forecast. The market had based its forecasts on data from the SA 

Revenue Service (SARS) which pointed to an increase in the trade deficit in Q4. By contrast 



 

 

the SARB report shows the trade balance improved by R42.2 billion. Although the 

discrepancy raises some concern the overall outlook is encouraging: The benefit to the 

trade balance of a sharply weaker oil price has not yet fully emerged given that imports of 

oil normally come through at forward rather than spot prices. Furthermore export growth is 

picking-up, especially in the vehicle sector. The National Association of Automobile 

Manufacturers forecasts a 10% increase in unit vehicle exports this year.  

 Consumer price inflation (CPI) decelerated from 4.4% year-on-year in January to 3.9% in 

February slightly above the 3.8% consensus forecast. February is likely to mark the trough in 

inflation: Inflation is set to move higher over coming months as a result of the large 9.5% 

month-on-month petrol price hike already implemented in March and the 14% hike due in 

April as a result of the fuel levy. Food prices are also likely to move higher as a result of 

the poor maize crop. Core CPI, which excludes food and energy prices, is also picking-up, at 

5.8% on a year-on-year basis and up 0.7% on the month the highest increase in a year. 

Headline CPI is likely to return above 4% in March and potentially breach the SA Reserve 

Bank’s (SARB) 3-6% target by the end of the year, depending on the trajectory of the rand. 

Whether or not the SARB lifts interest rates by year-end will most likely be determined by 

the rand. 

 Retail sales contracted in January for a second straight month by -0.1% month-on-month 

following a decline of -0.9% in December. On a year-on-year basis retail sales growth in 

December was revised lower from 3.4% to 2.0% and slowed further to 1.7% in January below 

the 2.7% consensus forecast. Of the seven categories measured “textiles, clothing, 

footwear and leather goods” recorded the strongest annual growth at 8.8%, followed by 

“hardware, paint and glass” at 6.4%. The overall retail sales data is however disappointing 

given the expected boost to household disposable income from lower fuel prices and low 

interest rates.  

 

KEY MARKET INDICATORS (YEAR TO DATE % ) 

JSE All Share  + 5.97 

JSE Fini 15  + 9.97 

JSE Indi 25  + 7.34 

JSE Resi 20  - 0.47 

R/$   - 6.83 

R/€   + 6.76 



 

 

R/£   - 1.01 

S&P 500  + 1.48 

Nikkei   + 11.61 

Hang Seng  + 3.66 

FTSE 100  + 6.03 

DAX   + 21.35 

CAC 40   + 17.89 

MSCI Emerging  + 0.04 

MSCI World  + 2.60 

Gold   - 0.92 

Brent Crude  - 5.72 

 

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 

 The Brent oil price has fallen back below the key $60 a barrel level to under $54.00. The oil 

price has lost around -10% over the past month.  



 

 

 

 There are good reasons to expect the recent price weakness to persist. Non-OPEC 

production is rising in particular US production which is showing double-digit percentage 

gains in spite of the fall in rig counts. The US Energy Information Agency (EIA) noted that: 

“US supply so far shows precious little sign of slowing down. Quite to the contrary, it 

continues to defy expectations.” The EIA forecasts US crude oil production will increase 

from an average 8.65 million barrels per day in 2014 to 9.35 million in 2015. The shale 

industry is still engineering dramatic improvements in drilling productivity, making output 

profitable even in a falling oil price environment.  

 

 The Saudi oil minister Ali al-Naimi has repeatedly stated that the Saudis will not cut 

production. OPEC is likely to maintain its position of raising rather than cutting production 

when it meets again in June.   

 

 Negotiations with Iran look likely to succeed leading to an eventual lifting of sanctions 

against Iran. If so the market will start to discount the resumption of additional exports 

from Iran of up to 800,000 barrels per day. Iran’s oil minister Bijan Zanganeh stated that 

the country would be able to increase exports by 1 million barrels per day as soon as 

sanctions are lifted. Furthermore, the oil minister said Iran plans to increase production 

from the current 2.8 million barrels per day to 5.7 million by 2018. 

 

 Notwithstanding the fall in Libyan production and the slowing rate of growth in US shale 

production, the world oil glut shows no sign of abating. In the absence of strong demand 

growth the boom in supply is likely to lead to further declines in the oil price over coming 

months.  

 


