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GLOBAL  

 The IMF cut its global economic growth forecast for 2015 from 4.0% to 3.7% citing weaker 

growth in the Eurozone, Japan and China. The reduced forecast is in spite of the lower oil 

price which the IMF estimates will boost global growth by 0.3-0.8%. According to the 

report, the weaker outlook stems from “Investment weakness as adjustment to diminished 

expectations about medium-term growth continues in many advanced and emerging market 

economies.” China’s growth is expected to be 6.8% in 2015 and 6.3% in 2016, well below 

the 7.4% achieved in 2014 and the government’s 7.5% target. China’s growth rate is 

expected to be exceeded by India’s. The US and Spain enjoyed the largest uplifts to their 

growth forecasts, with the US expected to increase its GDP by 3.6% in 2015 and 3.3% in 

2016.  

 

NORTH AMERICA  

 US housing starts (ground-breaking) increased in December by 4.4% month-on-month to an 

annual rate of 1.089 million. Starts on single-family homes, which reflect the bulk of the 

market, increased to an annual rate of 728,000 the highest level since March 2008. The 

forward-looking building permits for single-family homes increased 4.5% on the month the 

biggest increase since September 2012. The data is particularly encouraging as December is 

normally a slow month for housing permits and housing starts as home builders are 

generally focused on closing home sales before the end of the year. The recent decline in 

mortgage rates (the average rate on a 30-year fixed mortgage fell last week to 3.66% the 

lowest level since early 2013), improvements in the labour market and in household 

income, should continue to support the recovery in housing construction.  

 The University of Michigan US consumer sentiment index increased sharply from 93.6 in 

December to 98.1 in January well ahead of the 94.5 consensus forecast and its highest level 

in 11 years. The current conditions index increased from 104.8 to 108.3 and the forward-

looking expectations index from 86.4 to 91.6. One-year price expectations fell from 2.8% to 

2.4% as a result of lower gasoline prices. Income optimism was strong with income growth 

expectations 1-2 years ahead rising from 1.7% to 2.1%. The data reflects broad-based 

strength in the consumer sector, which should propel strong consumer spending in the first 

quarter, and in turn GDP growth.  



 

 

 In a surprise move the Bank of Canada cut its benchmark interest rate from 1% to 0.75%. 

The central bank governor, Stephen Poloz said the purpose of the rate cut is to counteract 

the negative impact of lower oil prices. Canada is the world’s fifth largest producer of 

crude oil, causing the Canadian dollar to fall 10% against the US dollar since oil prices 

began to fall last June. The rate cut prompted a further -2.5% currency depreciation on 

Wednesday after the interest rate announcement. However, there is concern that while 

boosting the fortunes of the oil sector the rate cut may lead to excessive demand in the 

housing market. The Bank of Canada has already warned that Canada’s housing market is 

30% over-valued. 

 

CHINA 

 China’s fourth quarter (Q4) GDP grew 7.3% year-on-year the same as Q3 and slightly better 

than the 7.2% consensus forecast. The data shows domestic activity held up well with 

growth in industrial production, which accounts for around 40% of GDP, rebounding from 

7.2% to 7.9% a three-month high. However, the government remains committed to 

rebalancing the economy away from investment-led growth towards faster consumption 

growth, targeting growth quality rather than quantity. As such the government is unlikely 

to provide significant monetary or fiscal stimulus in spite of the GDP growth rate being 

below the official 7.5% target. Only a mild monetary easing is expected over 2015 

comprising two more cuts of 25 basis points in the benchmark interest rate and two more 

cuts in the banks’ Reserve Requirement Ratio.  

 

JAPAN  

 As expected the Bank of Japan (BOJ) kept its Qualitative and Quantitative Easing (QQE) 

programme unchanged, comprising an increase in the monetary base at an annual pace of 

¥80 trillion, equivalent to around 16% of GDP. However, the BOJ extended its Loan Support 

Programme (LSP), which had been due to expire at end-March, by one year. The LSP, a fund 

provisioning measure to stimulate bank lending, was also expanded with the maximum 

amount of funds which the BOJ can provide to each financial institution increased from ¥1 

trillion to ¥2 trillion. Although the added measures are not sufficient to qualify as “QQE3” 

they nonetheless mark a notable initiative to stimulate the circulation of funds.  

 

EUROPE 



 

 

 As widely expected the ECB launched “full-blown” US-style quantitative easing (QE), 

creating money to buy financial assets in order to stave off deflation. From March this year 

until September 2016 the ECB will buy €60 billion of assets per month, amounting to a total 

€1.1 trillion over the full period. The ECB has already been buying private sector bonds at a 

rate of €10 billion per month since late last year, so the new measure raises the rate per 

month by €50 billion. In addition, purchases will be extended from the private sector to 

sovereign government bonds. There is an open-ended element to the QE programme, with 

ECB president Mario Draghi stating that the programme will “in any case be conducted until 

we see a sustained adjustment in the path of inflation.” The scale and length of the QE 

programme are significantly greater than the year-long €500 billion programme expected by 

consensus forecast at the start of the year.  

 Germany’s ZEW financial investor survey increased sharply to its highest level in 11 months 

after briefly dipping into negative territory as recently as October. The expectations index, 

which predicts economic developments six months ahead, climbed for a third straight 

month from 34.9 in December to 48.4 in January substantially above the 40.0 consensus 

forecast. The strong increase is attributed to lower oil prices and a weaker euro, helped by 

expectations of significant monetary easing from the ECB. The data shows that financial 

investors have become outright bullish again about the prospects for the German economy. 

 The quarterly ECB bank lending survey for the fourth quarter (Q4) 2014 reflect a net easing 

of credit conditions across all loan categories. The easing in lending conditions is attributed 

to more favourable funding conditions, reduced balance sheet constraints and increased 

competition among banks. Enterprises enjoyed an easing in credit conditions for a third 

straight quarter following a long spell of tightening lending standards which began in Q3 

2007. At the same time loan demand has also picked-up, encouragingly especially strongly 

from non-financial firms which signals an increase in investment plans. The survey also 

reports an improvement in lending standards and loan demand for smaller firms in 

“peripheral” Eurozone states. The survey is positive overall, indicating a pick-up in the 

Eurozone’s investment cycle and economic prospects.  

 The Danish central bank cut its main interest rate on Thursday for the second time this 

week. The deposit rate was cut on Monday from -0.05% to -0.2%, and then again on 

Thursday to -0.35%. The second rate cut came within two hours of the ECB announcing a 

larger than expected quantitative easing programme, and is aimed at dampening interest in 

the Danish krone. According to Aurelija Augulyte, a currency strategist at Nordea Bank: 

“The Danish rate cut is more than expected but I suppose the ECB over-delivered so the 

Danish central bank had no option but to over-deliver too.” 

 



 

 

UNITED KINGDOM 

 The number of people out of work in the UK fell by 58,000 in the three months to 

November reducing the unemployment rate to 5.8% below the 5.9% consensus forecast. 

Moreover, annual wages increased by an average 1.8% year-on-year up from 1.6% in 

October, and the fastest pace for two years. Wages have posted a stronger-than-inflation 

increase for two straight months, which bodes well for increased household expenditure. In 

contrast with rising wage increases consumer price inflation decelerated sharply in 

December to just 0.5% year-on-year. While the Bank of England has recognized the upside 

inflation risks stemming from wage growth these are more than counter-balanced by low oil 

prices.  

 Minutes from the Bank of England’s (BOE) monetary policy meeting show that the decision 

to keep the benchmark interest rate on hold was unanimous. Unexpectedly, the two 

“hawkish” policy committee members Martin Weale and Ian McCafferty, dropped their call 

for a rate hike and voted to keep monetary policy unchanged. The majority view reflects an 

anxiety that low inflation could become entrenched. There is a risk that temporary low 

inflation, caused by lower oil prices, may filter through to inflation expectations. 

Meanwhile, while nominal interest rates have not changed the “real rate” (after taking 

inflation into account) has been rising steadily in response to declining inflation. There is a 

growing likelihood that the BOE may delay its first rate hike until 2016.  

 

FAR EAST AND EMERGING MARKETS  

 In its latest global economic growth survey the IMF forecast that India’s GDP growth will 

exceed China’s in 2015. While China’s growth is expected to decline to 6.8%, India’s is set 

to accelerate to above 7%. Over the past two years India has brought inflation under 

control, and reduced its current account and budget deficits. Meanwhile, Prime Minister 

Modi’s government has made economic development its top priority with a focus on reviving 

stalled projects in the short-term and creating a more business friendly environment over 

the long-term. The fortunate combination of a pro-business policy framework, positive 

cyclical factors, and significant support from low oil and commodity prices, is expected to 

boost GDP growth to substantially higher sustainable levels. Some economists forecast 

India’s GDP growth could attain 7-8% over the next decade matching its 7.7% growth over 

2002-2012. 

 Malaysia’s consumer price inflation (CPI) fell from 3.0% year-on-year in November to 2.7% in 

December well below the 2.9% consensus forecast. The decline is in spite of higher food 

prices which resulted from floods in northeastern peninsular Malaysia. Inflationary 

pressures are likely to subside significantly in the months ahead as food prices stabilize and 



 

 

in response to lower oil prices, with CPI in 2015 likely to remain well below the 

government’s 4-5% forecast. Although the disinflationary trend may not prompt the Bank 

Negara Malaysia (BNM) to cut interest rates, the BNM is equally unlikely to raise rates this 

year, as had previously been expected.  

 As expected Brazil’s central bank (Copcom) decided unanimously to raise its benchmark 

Selic interest rate by 50 basis points to 12.25%. Brazil’s consumer price inflation rate is 

currently 6.4% which is well in excess of the central bank’s 4.5% target. While higher 

interest rates are normally associated with weaker equity markets, Brazil’s equity market 

index surprisingly rallied 3.3% on the day. Investors appear relieved that the Copcom is 

finally taking remedial action for the inflation threat. There is expected to be a further 25 

basis point rate hike at the next policy meeting in March.  

 

SOUTH AFRICA 

 SA’s mining output contracted in November by a greater than expected -1.2% month-on-

month by more than the -0.5% consensus forecast and reversing the 0.6% gain in October. 

While iron ore output increased a robust 8.9% on the month gold and coal production fell by 

-3.0% and -6.5%. Disappointingly platinum group metal (PGM) production fell -3.4%, with 

output five months after the conclusion of the platinum strike still 20% below pre-strike 

levels. The weak overall data is largely attributed to electricity power cuts during the 

month, which unfortunately were repeated in December and likely to continue over the 

foreseeable future. 

 SA’s headline consumer price inflation (CPI) fell in December by -0.2% month-on-month 

reducing the year-on-year rate from 5.8% in November to 5.3% below the 5.5% consensus 

forecast. Core CPI excluding volatile food and energy prices also edged lower from 5.8% on 

the year to 5.7% below the 5.8% consensus forecast, indicating a pass-through from low oil 

prices. Fuel prices fell sharply by -5.3% on the month and -5.5% on the year, the first year-

on-year negative fuel price inflation since November 2009. Food prices fell by -0.4% on the 

month pushing year-on-year food price inflation lower from 7.6% to 7.2%. There was little 

sign of any pass through to higher inflation from the rand’s depreciation: Inflation for 

household appliances and equipment fell to a 14-month low of 1.9% year-on-year. Fuel 

prices were reduced by -10% in early January and expected to be cut further by around -9% 

in February, with headline CPI as a result likely to test the lower band of the SA Reserve 

Bank’s 3-6% target range as soon as April.    

 

KEY MARKET INDICATORS (YEAR TO DATE % ) 



 

 

JSE All Share  + 0.21 

JSE Fini 15  - 0.44 

JSE Indi 25  - 0.14 

JSE Resi 20  - 0.39 

R/$   + 0.43 

R/€   + 8.23 

R/£   + 4.96 

S&P 500  + 0.21 

Nikkei   - 0.70 

Hang Seng  + 3.89 

FTSE 100  + 3.51 

DAX   + 5.05 

CAC 40   + 6.55 

MSCI Emerging  + 2.85 

MSCI World  + 0.05 

 

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 weighting of global funds in European equities is close to record lows. The low 

weighting has resulted from a combination of underperformance and fund outflows. The 

share of European equities in global funds is at 9%, close to the Eurozone crisis lows of June 

2012, which true to contrarian form preceded a significant rally in European stocks. There 

is a strong pattern of European equity markets rallying after positioning fell to low levels: 

In June 2012, November 2012, August 2013, and May 2014.  

 

 Dedicated European funds have also substantially de-risked their exposure, as reflected by 

their notable under-performance against benchmarks during the strong year-to-date equity 

market rally. From a contrarian viewpoint, this should also herald a period of strong 

European equity market performance. The last time dedicated European markets were at 

equivalent exposure was just prior to ECB president Mario Draghi’s “whatever it takes” 

speech in June 2012, which kick-started a powerful market rally. Yesterday the ECB finally 

launched full-blown US-style quantitative easing, which may provide a similar catalyst for 

European equities. 

 

 

 

 


