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GLOBAL  

 As expected the much heralded OPEC meeting resulted in no change in the production 

target of 30 million barrels per day (bpd) prompting the Brent oil price to decline further 

by over 6% on the day to a fresh four-year low of $72.50. OPEC members are currently 

producing close to 30.6 million bpd, exceeding the official production target. The 

International Energy Agency reported that if OPEC continues production at its current pace 

global supply will exceed demand by 1-1.5 million bpd. However, there was little sign of 

panic among key OPEC members. Although Ali al-Naimi, the oil minister of Saudi Arabia 

made no comment following the meeting, the oil minister from the UAE, which is closely 

aligned to Saudi thinking, stated that: “I don’t think we should panic. There is nothing that 

should cause us to panic… Yes there is an oversupply but that oversupply is not an OPEC 

problem. But the market will fix it.” Kuwait’s oil minister struck a similar chord saying the 

nation would “live” with the market price of oil whether “it is $60, $80 or $100 per barrel.”  

In the absence of any basing signals to the oil market the Brent price is likely to fall below 

the key $70 level over the near-term. 

 The Barclays fourth quarter Global Macro Survey shows investors are very bullish on US 

growth and US assets including US equities, and bearish on emerging market returns. The 

survey also indicates a lack of concern over the Fed’s withdrawal of accommodative 

monetary policy. However, following the consensus view can often lead to market losses. 

The survey has tended to be a contrarian indicator of risk asset returns. Around 70% of the 

time since 2011 the bullish/ bearish signals from the survey have been followed by the 

opposite asset returns in the subsequent quarter.  

 

NORTH AMERICA  

 The Conference Board US consumer confidence index unexpectedly fell from a downwardly 

revised 94.1 in October to 88.7 in November substantially below the 96.0 consensus 

forecast. The present situation index declined from 94.4 to 91.3 and the labour market 

differential, measuring the balance of consumers who believe jobs are plentiful versus hard 

to get, fell from -12.5 to -13.2. The bulk of the decline is attributed to the forward-looking 

consumer expectations index which fell sharply from 94.4 to 87.0. However, weak 

consumer confidence may be a lagged response to the fall in equity markets during October 



 

 

which has since reversed. Combined with lower gasoline prices the stock market bounce 

should lead to an improvement in November’s confidence reading. 

 US initial jobless benefit claims unexpectedly increased from 292,000 to 313,000 in the 

week ended 22nd November an 11-month high and well above the 288,000 consensus 

forecast. After steadily declining since the start of the year the less volatile four-week 

moving average climbed from 288,000 to 294,000 back to September levels. The Labour 

Department reported no special factors to explain the bounce although fluctuations are not 

uncommon and may not necessarily indicate a cooling in the labour market. It would take 

several weeks of sustained high readings to confirm a change in long-term employment 

trends. 

 US new home sales increased in October by a less than expected 0.7% month-on-month to 

an annual rate of 458,000 below the 471,000 consensus forecast while the previous month’s 

figure was revised lower by 30,000. New home sales have been lackluster this year in 

contrast to the decade leading up to the recession when nearly 1 million new homes were 

sold on average annually. Meanwhile pending home sales, normally an accurate predictor of 

existing home sales, unexpectedly declined in October by -1.1% on the month versus the 

0.6% consensus forecast increase. Momentum in pending home sales has slowed in recent 

months. According to National Association of Realtors chief economist Lawrence Yin: 

“Demand is holding steady but would be more robust if it weren’t for lagging wage growth 

and tight credit conditions.” 

 The Chicago manufacturing purchasing managers’ index (PMI), closely watched by investors 

as it tends to mirror broad-based US manufacturing, fell sharply from 66.2 in October to 

60.8 in November below the 63.0 consensus forecast. Most sub-indices declined: the 

employment index from 60.2 to 54.4, the production index from 68.4 to 66.6 while the 

forward-looking new orders index suffered the biggest decline from 73.6 to 61.9. Although 

slightly disappointing the headline PMI remains firmly above the expansionary 50 level. It is 

also above the third quarter average of 59.1 indicating a continued expansion in 

manufacturing activity in the fourth quarter.  

 US durable goods orders increased in October by 0.4% month-on-month beating the -0.6% 

consensus forecast. However, the performance was boosted by strong defense orders which 

increased 11.0% on the month and are traditionally volatile. Core durable goods orders, 

excluding volatile defense and transport orders, fell by -1.3% for a second straight month 

below the 1.0% consensus forecast increase.  Core durable goods orders are an accurate 

measure of business spending on equipment and software. The latest figures suggest the 

economy may be cooling from its fast pace of growth in the middle two quarters of the 

year.  



 

 

 

CHINA 

 The People’s Bank of China (PBOC) unexpectedly cut its benchmark lending rate by 40 basis 

points to 5.6%. This marks the first rate cut since 2012. Until now the central bank has 

opted for providing targeted liquidity into the market specifically aimed at small- and 

medium-sized enterprises rather than cutting its benchmark interest rate, due to concerns 

over the elevated levels of debt in the economy. Last week’s surprise rate cut signals that 

generalized growth concerns are overshadowing the risks posed by excessive leverage. The 

rate cut prompted strong upward moves in “risk assets” benefiting equity markets and 

emerging market currencies. It is improbable that the PBOC would implement an isolated 

rate cut raising the likelihood that the recent move marks the start of a new phase of 

monetary easing. Given China’s many structural challenges the PBOC is expected to make 

two further 25 basis point rate cuts by mid-2015.  

 

JAPAN  

 Japan’s industrial production unexpectedly increased in October by 0.2% month-on-month 

in contrast to the -0.7% consensus forecast, marking the second straight monthly increase 

after rebounding 2.9% in September. Industrial shipments, a key gauge of demand, 

increased 0.4% on the month building on September’s 4.4% increase. Meanwhile inventories 

continued to decline falling -0.4% for a second straight month, providing a potential boost 

to production in the months ahead as inventories are replenished to more normal levels. 

The impact of the April sales tax on durable goods sales appears to have eased as reflected 

in the sharp -7.4% decline in inventories of transportation vehicles. In further positive news 

the Bank of Japan’s real exports index increased 3.8% on the month to 102.2, marking the 

second straight monthly gain, taking the index to its highest level since September 2011. 

The Ministry of Economy, Trade and Industry forecasts industrial output will rise a further 

2.3% in November and 0.4% in December contributing to a robust quarter-on-quarter gain of 

3.3% in the fourth quarter.  

 

EUROPE 

 Addressing the European Banking Congress in Frankfurt ECB President Mario Draghi gave a 

very “dovish” speech indicating the strong probability of additional monetary easing. 

Particularly instructive was the following comment made by Draghi: “If on its current 

trajectory our policy is not effective enough to achieve this higher inflation, or further risks 



 

 

to the inflation outlook materialize, we would step up the pressure and broaden even more 

the channels through which we intervene, by altering accordingly the size, pace and 

composition of our purchases.” Draghi said policy makers needed to bring inflation, 

currently at 0.4%, back to the target of below but close to 2% “without delay”. The ECB 

earlier this month stated that it wanted to expand the central bank’s balance sheet by €1 

trillion. However, doubts that purchases made so far of asset-backed securities and covered 

bonds would offer sufficient liquidity for the ECB to meet its target has raised speculation 

that purchases of more liquid corporate and sovereign bonds would soon follow. 

 The European Commission Economic Sentiment Indicator (ESI) increased for a second 

straight month albeit very slightly from 100.7 to 100.8 a level consistent with limited GDP 

growth of around 0.5-1.0%. The German ESI slipped from 104.4 to 103.7 although still 

comfortably above the key 100 figure which demarcates expansion from contraction. The 

French ESI surprisingly increased from 96.1 to 98.1 while Italy fell sharply from 97.4 to 95.9 

in sharp contrast to the 101.9 recorded as recently as July. Among the various sub-sectors 

consumer sentiment reversed the small rise in October falling to its lowest level since 

February indicating little likelihood of any household spending growth. Overall, the data 

shows the Eurozone is just avoiding a recession but is by no means strong enough to 

eliminate the region’s deflation risk. 

 Germany’s IFO business climate index unexpectedly improved from 103.2 in October to 

104.7 in November better than the 103.0 consensus forecast and marking the first gain 

since April. The current situation index climbed from 108.4 to 110.0 although the 

expectations index remained relatively subdued despite gaining from 98.2 to 99.7. Readings 

below 100 indicate that the net balance of respondents remain pessimistic. The better IFO 

reading follows a rebound in November’s ZEW investor survey last week suggesting a 

modest pick-up in Germany’s economic activity in the final quarter of the year. 

 

FAR EAST AND EMERGING MARKETS  

 South Korea’s current account surplus increased to US$ 9.0 billion in October above the 

$7.4 billion recorded in September and $7.2 billion in August, within a whisker of the year-

to-date high of $9.1 billion reached in May. The high reading is attributed to a pick-up in 

the trade surplus which increased to a record $7.4 billion during the month. The record 

trade surplus is especially impressive given the potential impact of yen weakness on Korea’s 

exporters, and waning demand from China. The current account surplus is expected to 

reach $80 billion this year equivalent to 5.7% of GDP, and while yen weakness remains a 

threat to Korean competitiveness the Korean won in turn is weakening constructively 



 

 

against the US dollar. The country’s healthy balance of payments should support robust GDP 

growth of 4% in 2015.  

 The Philippines’ GDP expanded in the third quarter (Q3) by 5.3% year-on-year which 

although impressive was substantially below the 6.5% consensus forecast. The bulk of the 

slowdown is attributed to lower government spending which contracted in Q3 by -2.6% on 

the year, indicating fiscal responsibility. Public construction projects contracted on the 

year by -6.2%. In contrast private sectors flourished with manufacturing and exports rising 

on the year by 7.6% and 9.8%. The data will likely prompt the country’s hawkish central 

bank, which lowered its inflation target range from 3-5% in 2014 to 2-4% for 2015, to ease 

back on its monetary tightening bias. The recent decline in the oil price and the lagged 

impact of the two rate hikes so far this year should bring inflation back within the revised 

target range in 2015 without necessitating further tightening.  

 Thailand’s exports increased in October by 3.97% month-on-month the strongest rebound in 

21 months and significantly above the 0.6% consensus forecast. Meanwhile imports were 

weak attributed to a sharply lower oil price leading to a much better than expected trade 

balance. Being an oil importer and given the high oil intensity of the Thai economy, 

Thailand is expected to enjoy a considerable benefit from lower oil prices. GDP has picked-

up and is expected to be 4.8% and 4.5% in 2015 and 2016 respectively. While the political 

situation remains uncertain, the country still has much to commend it, such as the current 

account surplus and relatively low levels of debt. The military junta has also been able to 

pursue a number of reforms, including the introduction of land, gift and inheritance taxes 

and an increase in VAT which would have been politically unpopular.  

 In an attempt to protect the naira from further depreciation the Central Bank of Nigeria 

(CBN) increased its benchmark interest rate by 100 basis points to 13% and increased the 

cash reserve requirement for private sector deposits by 500 basis points to 20%. At the 

same time the CBN devalued the mid-point of the naira’s official rate from US$/155 to 

US$/168 and widened the band around the midpoint from 3% to 5%. The naira has hit daily 

record lows in recent weeks in response to the steep decline in the oil price which has 

fallen over 40% since the end of June. Nigeria derives around 95% of its export revenue and 

80% of its fiscal revenue from oil and gas. The CBN has until now remained committed to 

defending the currency. However, defending the currency with foreign exchange reserves 

can only last for as long as oil revenues remain healthy.  

 

SOUTH AFRICA 

 The BER business confidence index increased from 46 in the third quarter (Q3) to 51 in Q4 

well above the 47 consensus forecast and marking the first reading above the 50 threshold 



 

 

since Q1 2013. The improvement is attributed to large increases in the building and 

manufacturing sectors. The building index jumped from 50 to 66 its highest reading since 

2008. The manufacturing index also jumped from 28 to 42 albeit below the expansionary 50 

level, reflecting the end of NUMSA’s month-long strike in the metals sector. However, the 

outlook for manufacturing is likely to be undermined by intensified electricity shortages. 

The retail index fell from 60 to 55 in response to the weak consumer spending climate. 

Overall the data is encouraging and consistent with a pick-up in fixed investment and 

improved GDP growth in the fourth quarter.  

 SA’s producer price inflation (PPI) decelerated from 6.9% year-on-year in September to 

6.7% in October. The drop is attributed to a -0.8% year-on-year fall in fuel prices and a 

significant moderation in transportation equipment inflation from 6.7% to 5.8%. PPI would 

have dropped further in the absence of food price inflation which increased from 8.1% to 

8.5% due to a sharp rise in meat prices. PPI is expected to remain at current levels for the 

remainder of the year before falling sharply in 2015 in response to lower oil prices and 

falling food price inflation, supported by recent stability in the rand. PPI is forecast to 

decelerate to an average 4.8% in 2015, which should ease pressure on consumer price 

inflation and the SA Reserve Bank’s need to hike interest rates. 

 Growth in SA’s private sector credit extension (PSCE) accelerated slightly from 8.7% year-

on-year in September to 9.1% in October above the 8.9% consensus forecast. However, 

growth in credit to households slipped further from 3.8% to 3.6% held back by weak 

employment growth, falling disposable income and elevated household debt levels. On the 

other hand credit extended to companies accelerated slightly from 15.1% to 15.3% 

indicating an improvement in business activity and greater willingness for private sector 

investment.  

 

KEY MARKET INDICATORS (YEAR TO DATE % ) 

JSE All Share  + 8.86 

JSE Fini 15  + 22.04 

JSE Indi 25  + 13.34 

JSE Resi 20  - 8.69 

R/$   - 5.48 

R/€   + 5.34 



 

 

R/£   + 0.35 

S&P 500  + 12.14 

Nikkei   + 6.70 

Hang Seng  + 3.46 

FTSE 100  - 0.30 

DAX   + 3.80 

CAC 40   + 1.80 

MSCI Emerging  + 0.93 

MSCI World  + 5.23 

 

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 

 US equity markets continued to power ahead over the past week in spite of weak data. 

Consumer confidence, jobless claims, home sales, durable goods sales and purchasing 

managers’ indices were all weaker than expected and yet the S&P 500 index hit its 47th all-

time high since the start of the year. With the Fed exiting its ultra-accommodative 



 

 

monetary easing and global liquidity on the decline, one wonders what is driving the market 

ever higher…. US equity markets this week traded above their 5-day moving average for 27 

straight days, the longest such streak since March 1928. 

 

 It is tempting to attribute the recent euphoria to the “Odd Lot” theory. The Odd Lot theory 
states that small investors who traditionally cannot afford to purchase and sell stocks in 
round lots are often less sophisticated with less access to information and therefore tend to 
purchase and sell shares at the wrong time. A high level of odd lot purchases would indicate 
a market top just as a high level of odd lot selling would indicate a market bottom.  
 

 While the past week’s poor economic data is just short-term noise the bigger picture is 
more concerning. The outperformance of US equities over global equities is at its highest in 
over 40 years, which suggests a high degree of over-valuation and the growing likelihood of 
a reversion to the mean especially amid the Fed’s exit from its quantitative easing 
programme and anticipated interest rate hikes.  
 

 At the same time record US profit margins are also likely to revert to the mean, 
undermined over coming months by a sharply appreciating dollar and a tightening US labour 
market. 
 

 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. In conclusion, particularly if the odd lot theory remains valid, US 
stocks are increasingly likely to succumb to the combination of elevated valuations, a 
strong dollar, wage pressure and rising interest rates. 

 


