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NORTH AMERICA  

 Fed Chair Janet Yellen’s semi-annual Monetary Policy Report to Congress suggests that the 

Fed will soon be removing its forward guidance on monetary policy. The Fed’s statements 

currently include the crucial word “patient” in describing the need to begin normalizing 

monetary policy. According to the Fed’s policy-setting committee “patient” means a hike in 

interest rates is unlikely for at least the next couple of policy setting meetings. Yellen’s 

Congressional testimony strongly suggests that economic conditions will soon warrant the 

removal of the word “patient” and in effect the removal of forward guidance on rates 

policy. However, Yellen stressed that removal of the word “patient” should not be 

interpreted as automatically signaling an imminent rate hike. At this point the rates 

decision will become “data dependent.” Fed Funds futures imply a 50% probability that the 

Fed Funds rate will be hiked in June and an almost 100% probability that they will be hiked 

by October. 

 US existing home sales fell in January by 4.9% month-on-month to an annual rate of 4.82 

million the slowest pace in nine months. The slowdown may be due to rising prices and 

tight supplies: The national inventory of existing homes listed for sale reduced to 4.7 

months’ supply, well below the long-term average of six months. The tight and expensive 

market is forcing buyers into the new home market where sales reduced in January by just 

0.2% on the month and remained near six-year highs. The latest rolling three-month pace of 

new home sales increased to an annual rate of 470,000 up from 466,000 in the fourth 

quarter (Q4) and 434,000 in Q3. The data suggests that despite the slowdown in existing 

home sales the housing market recovery remains in an uptrend.  

 The S&P/Case-Shiller 20-City home price index increased in December by a larger than 

expected 0.9% month-on-month beating the 0.6% consensus forecast. December marks the 

fourth straight monthly increase suggesting a sustainable rebound from the price weakness 

experienced in mid-2014. December also marked the third straight month that all 20 

metropolitan statistical areas reported price increases. On a year-on-year basis the home 

price index rose 4.5% up slightly from 4.3% the previous month. The housing market is likely 

to remain relatively buoyant in 2015 helped by rising employment and household disposable 

income amid a continuation of accommodative mortgage interest rates. 

 The US Markit manufacturing purchasing managers’ index (PMI) unexpectedly increased 

from 53.9 in January to 54.3 in January beating the consensus forecast for a slight decline 

and maintaining a comfortable margin above the expansionary 50 level. However, the 



 

 

forward-looking new orders index slipped from 55.0 to 54.7, the employment index from 

53.4 to 51.7, and the prices indices also edged lower with input pricing from 49.1 to 48.5 

and output pricing from 51.3 to 50.2. The data is not unequivocally positive which suggests 

manufacturing activity may lose some momentum in coming months.  

 The Conference Board US consumer confidence index fell from 103.8 in January to 96.4 in 

February below the 99.4 consensus forecast. The present situation index measuring 

consumers’ assessment of current economic conditions fell from 113.9 to 110.2 while the 

forward-looking expectations index measuring the six-month outlook fell sharply from 97.0 

to 87.2. However, the index declines are not entirely unexpected considering the 

particularly strong surge in January. According to Lynn Franco, director of economic 

indicators at the Board: “After a large gain in January, consumer confidence retreated in 

February, but still remains at prerecession levels.” The data confirms that the US consumer 

remains on a solid footing.   

 

CHINA 

 China’s HSBC manufacturing purchasing managers’ index unexpectedly rebounded from 49.7 

in January to 50.1 in February above the 49.5 consensus forecast and above the key 50 

level which demarcates expansion from contraction. However, the key forward-looking new 

export orders index fell sharply to 47.1. The economy remains fragile amid high real 

interest rates, tight liquidity conditions, and a rising risk of deflation. Core inflation, which 

excludes volatile food and energy prices, is edging lower suggesting a growing excess 

capacity problem and potential delays to private consumption and investment decisions. 

The economic outlook warrants further monetary easing by the People’s Bank of China, 

with further cuts in the key lending rate and banks’ reserve requirement ratio likely over 

the coming six months. 

 

JAPAN  

 Bank of Japan (BOJ) Governor Haruhiko Kuroda confirmed the central bank’s view that as 

the base effect of lower energy costs fades “the 2% consumer price inflation (CPI) target is 

likely to be achieved.” However, Kuroda also reiterated that the BOJ would respond with 

more monetary easing in response to any slip in longer-term inflation expectations: “If 

people consider that the BOJ is not serious about achieving the price stability target of 2% 

at the earliest possible time, quantitative and qualitative easing, which has been exerting 

intended effects so far, would not function properly anymore.”  



 

 

 The Bank of Japan Governor Haruhiko Kuroda issued an upbeat appraisal of the economy, 

which he said: “is likely to continue growing at a pace above its potential given that 

exports are expected to increase moderately and that domestic demand is likely to remain 

firm.” The outlook for company earnings growth, business confidence and investment 

spending was also positive: “against the backdrop of a moderate recovery trend in the 

economy, and increase in exports, and the decline in crude oil prices, corporate profits are 

likely to continue improving and business fixed investment is projected to continue on a 

moderate increasing trend.” 

 Japan’s factory output jumped in January by 4.0% month-on-month accelerating from 0.8% 

growth in December and above the 2.9% consensus forecast. At the same time inventories 

fell -0.6% on the month, marking a second straight decline, indicating a likely boost to 

future factory output as inventories are replenished. Export demand is buoyant with the 

export index rising 5.0% on the month to its highest level since August 2008. Industrial 

shipments, a key measure of demand, increased by 5.8% on the month after rising 1.0% the 

previous month. The data indicates a steady recovery in Japan’s industrial sector.  

 

EUROPE 

 The Eurozone composite purchasing managers’ index (PMI), combining both service and 

manufacturing sectors, increased by more than expected from 52.6 in January to 53.5 in 

February above the 53.0 consensus forecast. The PMI is at its highest in seven months and 

well into >50 expansionary territory. The hiring intentions index increased from 51.0 to 

51.8 the highest in four years while the forward-looking new orders index increased from 

51.4 to 52.7 the highest since July 2014. Among individual countries the German composite 

PMI increased from 53.4 to 54.3 a seven-month high and the French PMI from 49.3 to 52.2 a 

42-month high. The data indicates an encouraging increase in economic activity especially 

in the Eurozone’s two largest economies.   

 The Eurozone Economic Sentiment Indicator (ESI) gained further from 101.4 in January to 

102.1 in February in spite of uncertainty over turmoil in the Ukraine and Greece. The 

improvement sentiment is attributed to the benefits of the ECB’s monetary easing, a 

weaker euro exchange rate and lower oil prices. The consumer sentiment index was 

especially strong recovering from -8.5 to -6.7, a big gain from its level of -11.1 just four 

months ago. The rise in sentiment was broad-based with strong gains in Spain, Italy and 

even Greece, while France also edged up allaying fears of recession in the Eurozone’s 

second largest economy. The ESI number is consistent with a pick-up in GDP growth to an 

annual rate of slightly over 1%.  



 

 

 Germany’s Ifo business confidence index increased for a fourth straight month from 106.7 

in January to 106.8 in February having risen steadily from 104.6 in November and 105.5 in 

December. Although the present situations index measuring current conditions fell from 

111.7 to 111.3 in response to the Greek funding crisis the forward-looking expectations 

index improved from 102.0 to 102.5. While encouraging the data suggests that the robust 

0.7% quarter-on-quarter GDP growth (2.8% annualised) recorded in the fourth quarter 2014 

is unlikely to be maintained. A GDP growth rate of between 1.0-1.5% is more likely in 2015.  

 Formally known as the “troika” the European Commission, ECB and IMF (now collectively 

referred to in debt negotiations as the “institutions”) approved a four-month extension to 

Greece’s bailout. News of the extension of Greece’s €240 billion rescue package prompted 

a sharp decline in Greek bond yields by as much as four percentage points on 5-year bonds, 

and a 10% surge in the Athens stock exchange index. However, uncertainty still remains: 

The IMF notes that the Greek government has failed to show “unequivocal undertakings to 

continue already-agreed policies for opening up closed sectors, for administrative reforms, 

for privatization, and for labour market reforms.” The specific content of Greece’s policies 

need to be agreed with the institutions by the end of April before the bulk of funds is 

released in May.  

 

UNITED KINGDOM 

 UK fourth quarter (Q4) GDP growth was left unchanged from its initial estimate of 0.5% 

quarter-on-quarter. Although slightly disappointing the breakdown of GDP growth contains 

some positive surprises. In particular, net trade was extremely strong contributing 0.6 

percentage points to quarterly GDP growth with exports rising 3.5% on the quarter 

compared with imports which increased just 1.3%. Combined with the slowdown in 

household spending from 0.7% to 0.5% there is clear evidence of an economy being weaned 

off its reliance on consumer expenditure. A more balanced economy, based on improving 

household savings and a growing trade surplus should increase the sustainability of the 

economic recovery.  

 

FAR EAST AND EMERGING MARKETS  

 The Central Bank of Turkey (CBT) cut interest rates across the board, including the upper 

overnight lending rate by 50 basis points to 10.75% and the weekly repo rate by 25 basis 

points to 7.50%. The rate cut is attributed to the lower oil price, slowing growth momentum 

and a stabilizing currency, but also to growing political pressure to stimulate the economy 

ahead of elections on 7th June. Although economic growth of 3% remains well below the 5% 



 

 

long-term historic average there is unlikely to be further monetary easing over the near-

term. The CBT stressed that tight monetary policy would be maintained until there is a 

significant improvement in the inflation outlook.  

 Moody’s credit rating agency downgraded Russia’s sovereign debt rating to speculative 

grade citing the crisis in Ukraine and the slide in the oil price and the ruble. Moody’s 

forecasts that these challenges will plunge Russia into a deep recession this year and 

continued contraction in 2016. The downgrade follows a similar move by Fitch and Standard 

& Poor’s rating agencies in January, which means that Russia has now lost its foreign 

currency debt investment grade status and eligibility in global bond indices. The loss in 

investment grade compounds the effect of Western sanctions in cutting Russia’s 

government and private firms from global financial markets, leading to an increase in the 

cost of servicing debt.  

 

SOUTH AFRICA 

 Although delivering a fiscally prudent Budget Finance Minister Nhlanhla Nene’s 2015/16 

Budget did not keep to all the promises made in October in his Medium term Budget Policy 

Statement (MTBPS). In the MTBPS Nene promised an additional R12 billion in revenues in 

2015/16 but the increases in personal income tax and other increased levies will only 

generate R8.3 billion. On the expenditure side non-interest spending is projected to grow 

by 2.5% in real terms, higher than the previously stated promise of 2.0%. In addition, there 

is further upside risk to expenditure from public sector wage negotiations which are 

underway to replace the current deal expiring at the end of March. Growing liabilities from 

state-owned enterprises (SOEs) add further risk to Budget expenditure projections. The 

Budget deficit target was revised up from 3.6% at the time of the MTBPS to 3.9%. The 

biggest disappointment was a lack of detail on which non-strategic state-owned assets 

would be sold to finance the bailout of Eskom and SAA. There had been assurances that a 

list of potential asset sales would be made available.  

 SA’s GDP growth rate accelerated sharply from 2.1% quarter-on-quarter annualised in the 

3rd quarter (Q3) 2014 to 4.1% in Q4 above the 3.8% consensus forecast. The rebound is 

attributed to a normalisation of activity in the manufacturing and mining sectors after the 

NUMSA strike in July and the lagged effects of the platinum strike. The manufacturing and 

mining sectors grew in Q4 by 9.5% and 15.2% annualised together contributing 2.3 

percentage points to Q4 GDP growth. Excluding manufacturing and mining, GDP grew in Q4 

by 2.4% the same as Q3. Most of the GDP rebound in Q4 is due to the low-base effect in 

manufacturing and mining and so is unlikely to be repeated in Q1 2015 especially in the 

context of intensified electricity shortages. However, the boost from lower fuel prices 



 

 

should provide a welcome relief for consumer confidence and household expenditure. On 

balance, GDP growth is likely to improve slightly from 1.5% in 2014 to around 2.5% in 2015.  

 SA’s producer price inflation (PPI) decelerated substantially from 5.8% year-on-year in 

December to 3.5% in January well below the 4.7% consensus forecast. On a month-on-month 

basis PPI declined by -1.1% mainly due to lower petrol, diesel and other “coal and 

petroleum products”, which declined on the month by -17.4%, -12.1% and -11.0% 

respectively. PPI is expected to remain at low levels over the next few months in response 

to the likely continuation of low oil prices. The outlook for both consumer and producer 

price inflation has improved significantly over the past quarter with consumer price 

inflation on track to remain well within the SA Reserve Bank’s (SARB) 3-6% target range 

throughout 2015. Given the benign inflation outlook the SARB is likely to keep the 

benchmark repo interest rate on hold for the duration of the year.  

 

KEY MARKET INDICATORS (YEAR TO DATE % ) 

JSE All Share  + 7.15 

JSE Fini 15  + 8.91 

JSE Indi 25  + 6.41 

JSE Resi 20  + 8.32 

R/$   - 0.69 

R/€   + 8.35 

R/£   + 1.02 

S&P 500  + 2.52 

Nikkei   + 7.65 

Hang Seng  + 5.49 

FTSE 100  + 5.84 

DAX   + 15.52 

CAC 40   + 14.93 

MSCI Emerging  + 3.92 



 

 

MSCI World  + 3.76 

 

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 

 After a sideways consolidation during the second half of 2014 global equity markets are 

breaking out to new record highs in spite of nagging doubts about elevated valuations. 

Although valuations are stretched this alone is not enough to prompt a bear market 

especially in the absence of a recession: There is no sign of recession, growth in the 

Eurozone and Japan is gaining momentum. Furthermore, equities are being supported by 

the effect of massive monetary easing by the ECB and Bank of Japan. 

 

 A sharply lower oil price adds further support to the global equity bull market. Over the 

past several decades sharp downward movements in the oil price are typically associated 

with strong equity market gains. Moreover, the biggest equity market gains normally occur 

about six to ten months after the oil price decline which suggests there is capacity for 

improving equity market performance as the year progresses.  

 

 The 60% decline in the oil price in the six months to end January was one of the largest and 

fastest declines in history, and evidence suggests it was caused by a “supply” rather than 

“demand” shock indicating that there is no recession on the way. Based on the scope and 

scale of the oil price decline and its attribution to growing and cheaper supply, equites are 

expected to celebrate with strong gains over the next six to twelve months.  

 

 Sharply lower oil prices enable lower input costs providing a solid boost to profit margins 

and company earnings growth. At the same time consumers pay less for fuel and energy, 



 

 

enjoying a substantial increase in disposable income. With prospects of rising household 

expenditure companies’ investment confidence increases contributing further to a virtuous 

cycle of economic growth.   

 


