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GLOBAL  

 According to a note from JBC Energy analysts: “No OPEC meeting for a long time has been 

preceded by such amounts of speculation and conspiracy theories as next Thursday’s 

gathering in Vienna.”  The oil price has fallen over 30% in the past three months with Brent 

crude falling from over $110 to $78 per barrel. The price decline reflects rising supply 

especially in the US. US oil production has doubled over the past four years and at around 9 

million barrels per day (bpd) is close to Saudi Arabia’s 9.7 million bpd production. 

Meanwhile global demand is decelerating due to slowing economic growth in China, Japan 

and the Eurozone. The cost of production in the US is falling in response to technological 

innovation and as non-OPEC production increases Saudi Arabia and OPEC members are less 

able to influence global production and prices. According to consensus forecast there will 

be a negligible reduction in OPEC production quotas announced at next week’s meeting. 

Saudi Arabia still has 800 billion barrels of oil in the ground and is anxious to sell it before 

oil becomes redundant. The world’s largest producer may be keen to lower prices in order 

to fend off competing non-OPEC production as well as renewable energy. Amongst other 

technological advances the success of Elon Musk’s Tesla may have focused Saudi minds on 

the limited shelf-life of their reserves. 

 The gold price has enjoyed a reprieve over the past three weeks rising from a multi-year 

low of $1140 per ounce to just under $1200. Besides speculation that Russia’s central bank 

and the ECB are buying gold in response to the crisis in the Ukraine the most plausible 

fundamental explanation is the looming Swiss Gold Referendum. On 30th November the 

Swiss will decide whether the Swiss National Bank (SNB) will be compelled to hold 20% of its 

reserves in gold in five years’ time. Gold’s share of reserves is currently 8%. If the 

referendum is passed the SNB will have to choose between buying more gold and reducing 

the size of its reserves although the latter is unlikely given the need to depreciate the 

value of the Swiss Franc. The accumulation of foreign currency reserves is a key means of 

promoting competitive currency devaluation. However, most recent polls show support for 

the Swiss gold proposal has slipped to 38% from 44% in October, which suggests the upside 

in the gold price may be limited.  

 

NORTH AMERICA  



 

 

 After suffering its biggest monthly decline in eight months the National Association of Home 

Builders (NAHB) Index recovered strongly from 54 in October to 58 in November well above 

the 55 consensus forecast. November’s reading brings the index back within a point of its 

59 point high reached in September and marks the fifth straight reading above 50 which 

marks the threshold between builder optimism and pessimism over market conditions. 

According to NAHB chief economist David Crowe: “Low interest rates, affordable home 

prices and solid job creation are contributing to a steady housing recovery.” Freddie Mac’s 

latest primary mortgage market survey shows the rate on a 30-year fixed rate mortgage 

averaged 4.01% in the week ended November 13th compared with 4.35% a year earlier.  

 US producer price inflation (PPI) unexpectedly accelerated from -0.1% month-on-month in 

September to +0.2% in October, well above the -0.1% consensus forecast and in spite of 

energy prices falling -3.0%. Core PPI excluding food and energy increased by +0.4% versus 

the +0.1% consensus forecast. Services inflation moved sharply higher from -0.1% to +0.5% 

the highest since July 2013. The data suggests core PPI will trend higher regardless of the 

backdrop of declining energy prices and may persuade the Fed to move closer to its first 

interest rate hike.  

 US industrial production fell in October by -0.1% month-on-month below the 0.2% consensus 

forecast. Manufacturing increased by 0.2% less than the 0.4% consensus forecast mainly due 

to auto production which fell -1.2% although weakness was detected across the board. The 

Markit US manufacturing purchasing managers’ index (PMI) unexpectedly fell from 55.9 in 

October to 54.7 in November indicating a continuation of the weakening trend. The level of 

new work increased at the slowest pace since January while new export sales fell at the 

steepest rate since June 2013 due to weakening external demand. According to Markit chief 

economist Chris Williamson: “Output growth has now fallen for three straight months, 

taking the pace of expansion down to its lowest since the start of the year. Unlike January, 

however, this time the weaker rate of growth can’t be blamed on the weather.” 

 In contrast to the slowdown in manufacturing, the University of Michigan US consumer 

confidence index strengthened to an eight-year high from 86.9 in October to 89.4 in 

November, decisively above the 85.0 long-term average. While the forward-looking 

economic outlook index moved from 79.6 to 80.6 the current conditions index jumped by a 

higher margin from 98.3 to 103.0 attributed to strong employment growth, record high 

equity markets and rapidly declining gasoline prices. The consumer confidence index is 

consistent with a rise in annualised consumption growth from the 1.8% recorded in the third 

quarter (Q3) to around 3% in Q4. Consumption expenditure comprises over two-thirds of US 

GDP.  

 



 

 

CHINA 

 China’s HSBC/Markit manufacturing purchasing managers’ index (PMI) fell from 50.4 in 

October to 50.0 in November, a six-month low and below the 50.3 consensus forecast. The 

50 level demarcates expansion from contraction. The fall was led by the output index 

which declined from 50.7 to 49.5, while the employment index also fell from 48.9 to 48.4, 

and disinflationary pressures remained strong. However, the forward-looking new orders 

index increased from 51.2 to 51.4 in spite of weaker export orders, which suggests 

domestic demand is picking-up. This week the State Council announced further targeted 

measures at easing lending restrictions especially aimed at lifting the financial burden on 

small-sized companies.  

 China used the Asia-Pacific Economic Cooperation (APEC) summit held in Beijing to 

announce the New Silk Road Plan aimed at reviving the ancient trading route linking China 

to Europe via Central Asia. The New Silk Road Plan will involve massive investment in land-

based trade and infrastructure networks through Central and West Asia and along a 

maritime route linking ports of Southeast and South Asia. The plan offers a new growth 

vector for China’s economy helping to support the sustainability of China’s 5-7% growth rate 

in the years ahead, enabling the export of excess capacity, investment abroad and the 

broadening of export markets. China’s rapid economic expansion over the past two decades 

is meeting resistance due to excessive domestic investment and over-capacity, problems 

which could be addressed by the New Silk Road. The establishment of the 21-member Asian 

Infrastructure Investment Bank in October signals the region’s strong desire to cooperate in 

what is perceived as a “win-win” initiative.  

 

JAPAN  

 Japan’s GDP unexpectedly contracted in the 3rd quarter (Q3) by -1.6% quarter-on-quarter 

annualised in contrast with the 2.2% consensus forecast. Moreover the quarterly contraction 

is the second in a row, meeting the official definition of a recession. The Q3 contraction is 

partly attributed to stronger than expected imports which subtracts from GDP, weaker than 

expected private consumption and private sector capital investment. Encouragingly 

however, the biggest culprit is the decline in inventory investment as a result of production 

being far less than sales. The fact that inventory investment was such a large drag on Q3 

GDP suggests that it should contribute strongly to GDP growth in Q4 and the quarters ahead 

as inventory stocks are replenished.  

 The day after releasing weaker than expected GDP data the government called a snap 

general election. The election scheduled for mid-December is intended to provide Prime 

Minister Shinzo Abe’s with a stronger mandate to implement “Abenomics” policy measures. 



 

 

Of the “three arrows” of Abenomics only the first two, monetary easing and fiscal stimulus, 

have been effectively deployed. The third arrow, structural reform, is more difficult due to 

resistance from special interest groups. Structural reforms would include opening economic 

sectors to foreign competition, making labour markets more flexible, increasing the 

participation of women in the workforce and cutting corporate taxes to boost investment 

and drive up wages. An election victory, which seems likely, would boost the chances of 

restructuring measures being successfully implemented thus raising Japan’s growth 

potential.  

 

EUROPE 

 Eurozone GDP grew in the third quarter (Q3) by 0.2% quarter-on-quarter annualised slightly 

above the 0.1% consensus forecast and the 0.1% growth in Q2. Germany’s GDP grew by 0.1% 

avoiding a technical recession after contracting -0.1% in Q2, with robust consumer spending 

making-up for weakness in investment activity. France’s growth was stronger than expected 

at 0.3% versus a 0.1% consensus forecast, attributed to public consumption growth and a 

build-up in inventories. However, Italy’s economy entered a technical recession with GDP 

contracting for a second straight quarter by -0.1% due to weak domestic demand and 

contraction in the manufacturing and agricultural sectors. Although mildly encouraging the 

overall data shows the Eurozone recovery remains fragile and likely to prompt the ECB into 

providing further monetary stimulus in early 2015. 

 The Eurozone composite purchasing managers’ index (PMI), measuring conditions in both 

manufacturing and service sectors, unexpectedly fell from 52.1 in October to 51.4 in 

November, the lowest since July and below the 52.3 consensus forecast. The drop is 

disappointing after tentative signs of improvement in recent data. The PMI, which is one of 

the most reliable indicators of Eurozone GDP growth, is a clear indication that the region is 

again teetering on the brink of recession. The input and output prices indices are now both 

below the key 50 level, which separates expansion from contraction, highlighting the 

growing risk of deflation in the region. 

 Germany’s ZEW investor sentiment current situation index unexpectedly increased from 

+3.2 in October to +3.3 in November. More impressively, the forward-looking expectations 

index climbed sharply to its highest in four months from -3.6 to +11.5, its first improvement 

this year and substantially above the +0.5 consensus forecast. The improvement is 

attributed mainly to export-related sectors with the machinery sector rising especially 

strongly from -7.6 to +23, closely followed by the vehicle, electronics and steel sector. 

According to ZEW President Clemens Fuest: “The recent growth figures for the euro area 



 

 

suggest the economy is stabilizing, which contributed to the indicator’s increase. However, 

the economic environment remains fragile, not least due to ongoing geopolitical tensions.” 

 The Eurozone trade surplus continued to increase from €12.8 billion in July, €15.4 billion in 

August, to a new record €17.7 billion in September. September’s increase is attributed to a 

4.2% month-on-month surge in exports, an encouraging sign that exporters are starting to 

benefit from the weaker euro. Encouragingly both exports and imports were stronger than 

expected signaling strong external demand and increased competitiveness at the same time 

as improving domestic demand. The latest depreciation in the euro suggests the currency 

should continue to be a significant boost to exports over coming months.    

 

UNITED KINGDOM 

 The Office for National Statistics (ONS) reports UK house prices increased in September by 

an unexpectedly strong 12.1% year-on-year, up from 11.7% the previous month and the 

fastest rate of increase since 2007. London enjoyed the biggest gains at 18.8%. The data 

contradicts recent data which suggested house price growth had reached a plateau: Loan 

approval numbers in September declined to their lowest level since July 2013 while Halifax 

reported that house prices actually fell in October on a month-on-month basis. A possible 

explanation is that being based on mortgage completion data ONS surveys typically lag 

behind the findings of private surveys. For example, the Royal Institute of Chartered 

Surveyors index, which provides the most forward-looking data since it captures activity 

right at the start of the house buying process, shows net buyer demand fell last month for 

the fourth straight month.  

 Minutes from the Bank of England’s (BOE) November monetary policy meeting suggest a 

more “hawkish” tone on interest rates. The minutes signal a growing likelihood that the 

first rate increase may occur at the end of the second quarter 2015 rather than at the end 

of next year as forecasted by the markets. Some members were concerned that the 

economy’s spare capacity may be used up more quickly than expected. This view is 

corroborated by recent data which shows a pick-up in wage growth and activity in the 

construction and services sectors. While consumer price inflation at around 1% is well below 

the BOE’s 2% target upward pressure on inflation is expected over coming months due to 

sterling’s recent depreciation against the US dollar. Sterling’s weakening trend will likely 

continue if as expected the Fed is first among major central banks to hike interest rates.  

 

FAR EAST AND EMERGING MARKETS  



 

 

 Nigeria’s currency has been under significant pressure as a result of the rapid decline in the 

oil price which has fallen over 30% in the past four months. Nigeria derives around 95% of 

its export revenue and 80% of its fiscal revenue from oil and gas. In addition upcoming 

general elections in February 2015 are clouding the country’s overall risk outlook, further 

exacerbated by ethnic-religious tensions and the security threat posed by Boko Haram. The 

Nigerian naira has in the past three weeks fallen around 5% against the US dollar from 

163/$ to 171/$ sparking fears that the currency may enter a steep decline. Although the 

Central Bank of Nigeria (CBN) has so far remained committed to defending the currency the 

next monetary policy committee meeting on 24-25 November will be watched closely for 

any hint of devaluation. In the past the CBN has defended the value of the naira. However, 

defending the currency with foreign exchange reserves can only last for as long as oil 

revenues remain healthy. History has shown that defended currencies eventually fall victim 

to market forces.  

 Indonesia’s President Jokowi unexpectedly announced a 31% fuel price hike within a month 

of being elected. The price hike, aimed at removing the long-standing gap between 

subsidized and unsubsidized fuel prices, is deeply unpopular but demonstrates Jokowi’s 

resolve in implementing crucial but unpopular economic reforms. The fuel subsidy reform 

should help suppress oil imports and improve the economy’s current account. A healthier 

current account creates extra capacity for capital imports to feed the government’s 

infrastructure spending plans. The prospect of economic reforms, monetary and fiscal 

prudence, has been favourable for the Indonesian rupee and likely to support further 

currency outperformance in the months ahead.  

 

SOUTH AFRICA 

 As expected the SA Reserve Bank (SARB) kept the repo rate unchanged at 5.75%. The vote 

of the Monetary Policy Committee (MPC), the first under the leadership of new SARB 

Governor Lesetja Kganyago, was unanimous. The MPC cut its inflation forecasts with 

consumer price inflation (CPI) expected to remain within the 3-6% target range throughout 

the forecast horizon and declining to a low of 5.1% in the second quarter (Q2) 2015. GDP 

growth forecasts were also lowered from 1.5% to 1.4% for 2014, from 2.8% to 2.5% for 2015, 

and from 3.1% to 2.9% for 2016. The MPC cited decelerating food price inflation and lower 

oil prices as offsetting the inflationary risk of a vulnerable currency and high wage 

settlements. However, the repo rate is expected to increase during 2015 by between 50-

100 basis points once the Fed starts to hike its interest rate. The Forward Rate Agreement 

market is discounting two 25 basis point increases, in May and in November. 



 

 

 SA’s consumer price inflation (CPI) remained at 5.9% year-on-year in October unchanged 

from September’s level and in line with consensus forecast. This marks the fourth month in 

2014 that CPI has been within the SA Reserve Bank’s 3-6% target range. The moderate 

inflation reading was led by food inflation which fell to a six-month low from 8.5% to 7.8%. 

However, inflationary pressure was evident in other segments: tobacco and alcohol 

inflation increased from 6% to 6.7%, and transport inflation from 4.6% to 4.8% in spite of 

lower fuel prices. CPI is expected to adjust downwards over coming months in response to 

recent sharp declines in agricultural commodity and oil prices. The SARB has lowered its CPI 

forecast for 2015 from 5.7% to 5.3% which may moderate the extent of its monetary 

tightening next year. 

 

KEY MARKET INDICATORS (YEAR TO DATE % ) 

JSE All Share  +6.52 

JSE Fini 15  +19.61 

JSE Indi 25  +10.32 

JSE Resi 20  - 10.96 

R/$   - 5.54 

R/€   +4.96 

R/£   +0.91 

S&P 500  +11.06 

Nikkei   +6.20 

Hang Seng  +0.19 

FTSE 100  - 1.04 

DAX   - 0.71 

CAC 40   - 1.44 

MSCI Emerging  - 1.26 

MSCI World  +3.88 



 

 

 

TECHNICAL ANALYSIS 

 The US dollar has regained the key $/€ 1.30 level versus the euro suggesting a reversal in 

the dollar’s weakening trend. The yen remains above the key $/¥106 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/$ 10.50 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 would open a further sharp depreciation in the rand to the 

R/$ 12.00 level.  

 

 The US 30-year Treasury yield is out of its bear market and has broken below the “head and 

shoulders” neckline at 3.29% targeting a further decline to 3.11% and 2.80%. At 2.80% the 

market would retrace the entire bear move post the Fed’s 2013 “taper statement.” 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 8.15% and 8.0% targeting a low of 7.80%. 

 

 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. 

 

 The Brent crude has broken below key support at $90 and $80 suggesting a continuation of 

the weakening long-term trend. The Brent price is at a critical long-term support level 

which if broken would herald a further sharp decline to a target of $62. Copper is regarded 

a reliable lead indicator for industrial commodity prices and barometer of global economic 

growth. It has broken below key support of $7,000 suggesting a downside move to the 2011 

low of $6,500.   

 

 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 49,000 breaks the All Share index will target the 43,400 level. 

 

 

 

 

 

 

 

 

 

 

 

 

 



 

 

BOTTOM LINE 

 While US equity markets are powering to new all-time highs on an almost daily basis global 
markets are not necessarily following suit. Since the start of the year the MSCI US index has 
risen 11% whereas the MSCI World (excluding US) index has fallen by -4%. On a longer-term 
basis the outperformance by US equities is even greater, at its highest in over 40 years. The 
outperformance of US stocks over the past five years is attributed to the Fed’s quantitative 
easing (QE) programme and the unprecedented surge in surplus liquidity.  
 

 However, the outlook for US stocks is likely to be undermined over coming months. The 
expiry of QE and the global decline in surplus liquidity is causing the US dollar to strengthen 
which will act as a headwind for US earnings growth. 
 

 Valuations of US equities are expensive on all measures except when compared with long-
term interest rates. However this favourable comparison will dissipate once the Fed starts 
raising interest rates. 
 

 The tightening US labour market will pressure profit margins which are currently at historic 
highs. 
 

 In conclusion, US stocks may succumb to the combination of a strong dollar, wage pressure 
and rising interest rates. 

 
 
Prominent US stock market leadership vs global stocks 

 
 


