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NORTH AMERICA  

 Mirroring the University of Michigan US consumer sentiment index released last week, the 

Conference Board US consumer confidence index surged from 93.1 (revised upwards from a 

previous 92.6) in December to 102.9 in January, substantially above the 95.5 consensus 

forecast. The consumer confidence present situation index increased from 99.9 to 112.6 its 

biggest gain since June 2004, boosted by solid labour market improvements and lower 

gasoline prices. The labour market differential, the balance between consumers who view 

jobs as plentiful versus hard to get, registered its strongest reading since February 2008. 

The forward-looking expectations index, for conditions six-months ahead, also climbed 

sharply from 88.5 to 96.4, signaling robust consumer expenditure and GDP expansion during 

2015. Consumer expenditure accounts for over 70% of US GDP. 

 US new-home sales increased strongly in December by 11.6% month-on-month to an annual 

rate of 481,000 well above the 450,000 consensus forecast and the fastest pace since June 

2008. The increase is attributed to a combination of lower mortgage rates and a robust 

labour market, which in turn is boosting buyers’ confidence. The 30-year fixed-rate 

mortgage averaged 3.63% for the week ending 22nd January, considerably below the 4.39% 

average a year earlier. D.R. Horton Inc., the largest US builder by closings, reported a 35% 

year-on-year increase in sales contracts in the fourth quarter 2014, and anecdotally 

reported a further acceleration in sales in January so far. D.R. Horton Chief Executive David 

Auld attributed rising optimism to easier mortgage qualification standards and lower 

gasoline prices, stating that “The gasoline price is huge… That’s money back into the 

economy every week.” 

 The S&P/ Case-Shiller 20-City Home Price Index increased by 0.7% month-on-month slightly 

above the 0.6% consensus forecast. The increase marks the third straight monthly rise 

suggesting that house price appreciation is rebounding after the declines reported in mid-

2014. The improvement was broad-based with all 20 metropolitan areas showing an 

increase. Rising incomes and lower mortgage rates are raising the affordability of homes. 

However, David Blitzer, chairman of the Index Committee at S&P Dow Jones Indices 

sounded a note of caution: “Difficulties facing the housing industry include continued low 

inventory levels and stiff mortgage qualifications.” 

 US durable goods orders unexpectedly declined in December by -3.4% month-on-month 

contrasting the 0.3% consensus forecast increase. November’s figure was also revised lower 

from a previous -0.7% to -2.1%. Although most of the decline is attributed to notoriously 



 

 

volatile non-defence aircraft orders, non-transportation durable goods orders declined 

nonetheless by -0.8% on the month. Disappointingly core capital goods orders, a proxy for 

business investment and investment confidence, fell by -0.6% on the month while 

November’s figure was revised lower from -0.5% to -0.6%. The data came as a negative 

surprise for equity markets prompting the Dow Jones Index to loose around 300 points 

(1.7%) on the day, as investors fretted that global uncertainty is starting to impact US 

manufacturing confidence.  

 

JAPAN  

 According to Etsuro Honda a professor of the University of Shizuoka and a prominent 

economic advisor to Prime Minister Shinzo Abe, Japan will show “concrete improvement” in 

its real economy in 2015, enjoying a powerful uptrend. While referring to the Bank of 

Japan’s fight against deflation, he said “I’m sure that the two percent inflation targeting 

policy will be realized sometime early 2016.” He added that “in this context, people are 

more likely to invest their assets in stocks or assets denominated in foreign currencies” and 

“in addition, it is expected as well that the significant internal reserves of the Japanese 

enterprises will begin to be mobilized and to be allocated to investments or increases in 

wages.”  

 Japan’s unemployment rate fell from 3.5% in November to 3.4% in December below the 

3.5% consensus forecast and the lowest since August 1997. The number of unemployed fell 

in December by 150,000 year-on-year marking the 55th straight decline. The medical and 

healthcare, construction, information and communications as well as wholesale and retail 

trade sectors reported strong payroll increases, reflecting labour shortages in some sectors. 

The ratio of job offers to job seekers at government placement offices stood at 1.15 (115 

job offers for every 100 people looking for work) in December, up from 1.12 in November, 

the highest since March 1992. Labour shortages should prompt faster wage increases, which 

is vital to bringing about a sustainable recovery in economic growth and an end to 

deflation. Policy makers are anxious that the nominal wage hikes among some large 

companies will spread to small businesses and rural areas.  

 

EUROPE 

 Germany’s headline consumer price inflation decelerated sharply from -0.1% year-on-year 

in December to -0.5% in January, substantially below the -0.2% consensus forecast. The 

core inflation figure excluding energy and food prices has not yet been published but it is 

likely to have fallen by a lesser amount. It is noteworthy that December’s “core” rate of 



 

 

0.9% was considerably lower than in 2009, the last time that low oil prices pushed headline 

inflation to negative figures. The trend suggests that more ominous deflationary forces are 

at work besides the temporary effect of lower oil prices. The data vindicates the ECB’s 

decision last week to launch quantitative easing.  

 The European Commission’s Eurozone Economic Sentiment Indicator (ESI) increased slightly 

from 100.7 in December to 101.2 in January. While marking the first increase in three 

months the index is below the 101.6 consensus forecast. Furthermore, some of the ESI sub-

indices are displaying a worrying trend: The export orders index declined in spite of a 

weaker euro, hiring intentions remained unchanged indicating the continuation of elevated 

unemployment levels, and the indices measuring businesses’ expected selling prices fell in 

both the industrial and service sectors providing further evidence of deflationary pressure. 

Consumers’ inflation expectations also fell further raising the risk that consumers may start 

to defer purchases in the anticipation of further price declines.  

 Alexis Tsipras, leader of the left-wing Syriza party, was sworn-in as the prime minister of 

Greece after sealing a coalition with the right-wing Independent Greeks party. Although at 

odds on many issues both parties oppose the terms of Greece’s debt bailout and 

accompanying austerity measures. The junior coalition partner is likely to force a more 

aggressive stance in negotiation with the country’s creditors. Prior to the election Tsipras 

said he would not look for a debt-related decision before mid-year. However, the radical 

Independent Greeks may push the prime minister into earlier talks. Negotiations may begin 

soon: In order to receive the final €7.2 billion of its £240 billion bailout Greece must 

implement further reforms demanded by the so-called “troika” comprising the European 

Commission, ECB and IMF. So far there is little sign of compromise: The troika has alluded 

to the extension of debt maturities and reduced interest rates but will not consider debt 

write-offs. 

 

UNITED KINGDOM 

 The pace of UK GDP growth slowed from 0.7% quarter-on-quarter in the third quarter 2014 

(Q3) to 0.5% in Q4, also below the 0.6% consensus forecast. Growth was reliant on the 

services sector which grew output in Q4 by 0.8% on the quarter. However, construction 

output shrank by -1.8% and manufacturing by -0.1%, indicating an economy which is over-

dependent on consumer expenditure. Chris Williamson, economist at Markit, listed several 

challenges ahead: “The Eurozone is potentially entering a new phase of political 

uncertainty arising from the anti-austerity Syriza party victory in Greece. The upcoming 

general election in the UK poses a threat to stability in the event of an inconclusive 

outcome. There’s also the possibility of financial market stress if the UK starts to hike 

interest rates later this year.” 



 

 

 

FAR EAST AND EMERGING MARKETS  

 The Monetary Authority of Singapore (MAS) unexpectedly loosened its monetary policy by 

cutting the slope of its currency band, the central bank’s main policy tool. The MAS 

reduced the gradient of the so-called policy “slope”, which dictates the pace at which the 

Singapore dollar is allowed to appreciate over time against a basket of currencies. A more 

gradual appreciation in the Singapore dollar amounts to an effective monetary stimulus. 

The Singapore dollar fell 1% on the news, its biggest daily slide in nearly three years. The 

surprise policy decision is attributed to the disinflationary effects of the reduced oil price. 

The MAS lowered its forecast for headline inflation in 2015 from 0.5-1.5% to -0.5-0.5%. The 

forecast for core inflation, excluding energy and food, was also lowered from 2-3% to 0.5-

1.5%.    

 Asia is the largest importer of energy globally. China and Japan are the largest and third 

largest global importers of oil. Lower oil prices are a substantial positive for Asian 

economies, which besides Malaysia are all net importers. The economic benefits include 

rising current account surpluses, paving the way for more expansionary fiscal stimulus, 

lower inflation which in turn should lead to lower interest rates, and greater household 

disposable income which should boost consumer expenditure and economic growth. In line 

with the downward revision to its oil price forecast (Brent to average $44 in 2015), Barclays 

has upgraded its economic forecasts for the Asia-Pacific region: The forecast current 

account surplus as a percentage of GDP has increased from 2.0% to 2.9%, and the forecast 

inflation rate has reduced from 2.7% to 1.7%. There are also upside risks to the current 5.4% 

GDP growth forecast although this so far remains unchanged due to the negative impact of 

slowing global expansion. 

 The Philippines’ GDP grew in the fourth quarter (Q4) by an unexpectedly strong 6.9% year-

on-year well above the 6.0% consensus forecast. On a quarter-on-quarter basis GDP 

expanded by 2.5% its fastest pace since Q1 2010, while Q3 growth was revised upwards 

from 0.4% to 0.7%. While growth has accelerated the central bank, Bangko Sentral, has 

shifted to a more accommodating stance on monetary policy due to declining inflation, 

indicating that further interest rate increases are unlikely for the foreseeable future.   

 Russia’s recent economic data has been surprisingly strong, with growth in retail sales 

accelerating form 1.8% year-on-year in November to 5.3% in December. Industrial 

production also grew a respectable 3.9% on the year and the contraction in investment 

spending slowed to -2.9%. The positive data is however likely to be the lull before the 

storm, with a severe recession increasingly likely in 2015. The rapid expansion in retail 

sales is attributed to panic buying ahead of anticipated price hikes in response to the 



 

 

ruble’s steep depreciation. Meanwhile the rapid increase in inflation will place considerable 

strain on household disposable income: Real wages, after taking inflation into account, fell 

in December by -4.7% year-on-year. Government investment spending is likely to shrink 

further in response to lower oil revenues, and private investment will be put-off by the 

escalating Ukraine crisis and fears of further economic sanctions. Russian equities are 

unlikely to outperform over the medium-term despite their low current valuations.  

 Standard & Poor’s (S&P) downgraded Russia’s foreign currency sovereign credit rating by 

one notch to “BB+” to below-investment grade, while keeping the outlook “negative”, 

indicating the chance of a further downgrade. S&P cited weaker monetary policy flexibility 

emanating from the ruble’s rapid depreciation, and the difficulty of supporting economic 

growth at the same time as curbing inflation. S&P also cited weaker economic growth 

prospects, expecting a prolonged recession or period of stagnation during 2015-2018. A 

similar credit rating downgrade from either Moody’s or Fitch, which is a likely scenario over 

the next 2-3 months, would cause Russian to lose its position in the IG Global Bond Index. 

Many Russian corporates and banks are likely to suffer a similar fate.  

 

SOUTH AFRICA 

 As expected the Monetary Policy Committee (MPC) of the SA Reserve Bank (SARB) kept its 

key repo interest rate unchanged at 5.75%. The SARB reduced its inflation forecast for 2015 

from a previous 5.3% to 3.8% and for 2016 from 5.5% to 5.4%, and reduced its GDP growth 

forecast for 2015 from 2.5% to 2.2% and for 2016 from 2.9% to 2.4%. In spite of the lowered 

inflation and growth forecasts and a change in emphasis from monetary tightening to 

potential interest rate cuts the MPC statement indicated that “the bar for further 

accommodation remains high.” SARB governor Lesetja Kganyago reported that the outlook 

remains highly uncertain as a result of a lack of clarity on future oil prices and global 

monetary policy developments. Moreover, an interest rate cut is likely to have limited 

benefit for GDP growth which is being held back primarily by structural constraints such as 

electricity supply disruptions. 

 SA’s producer price inflation (PPI) decelerated from 6.5% year-on-year in November to 5.8% 

in December its slowest rate in over a year, marking the eighth straight monthly decline. 

The latest decline is attributed to lower petrol prices which fell by -16.5% on the year in 

December. PPI is expected to slow substantially over coming months in response to further 

declines in petrol prices and moderation in food costs. Lower PPI should be positive for 

company profit margins and should also feed through to lower consumer price inflation.  

 Growth in private sector credit extension (PSCE) unexpectedly slowed from 9.3% year-on-

year in November to 8.5% in December well below the 9.3% consensus forecast increase. 



 

 

Credit growth to companies slowed from 15.2% to 13.5%, and to households from 3.6% to 

3.4%. Although PSCE should benefit from an improvement in household finances and an 

anticipated pause in monetary policy tightening, the uncertain economic outlook will cap 

any substantial improvement in credit extension.  

 

KEY MARKET INDICATORS (YEAR TO DATE % ) 

JSE All Share  + 2.36 

JSE Fini 15  + 3.96 

JSE Indi 25  + 2.85 

JSE Resi 20  - 1.83 

R/$   - 0.81 

R/€   + 6.98 

R/£   + 3.16 

S&P 500  - 1.83 

Nikkei   + 0.89 

Hang Seng  + 4.20 

FTSE 100  + 3.72 

DAX   + 9.30 

CAC 40   + 8.39 

MSCI Emerging  + 1.77 

MSCI World  - 0.93 

 

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 Federal Reserve’s Open Markets Committee (FOMC) as expected left its benchmark Fed 

Funds interest rate unchanged at 0-0.25%. Global markets were instead focussed on the 

language of the accompanying rate decision “statement”. The statement was the shortest 

since the onset of the Global Financial Crisis and gave very little away, explaining the day’s 

-1.4% decline in the Dow Jones Index. 

 

 Equity markets had hoped for a reprieve based on a slowing global economy and the 

disinflationary impact of lower oil prices. Unfortunately the Fed did little to indicate that it 

would delay its first interest rate hike, which is still expected at the Fed’s policy meeting 

on 16-17th June. 

 

 The FOMC believes that headline inflation could fall below December’s level of 0.5% year-

on-year but reiterated that it expects inflation to gradually rise towards 2% over the 

medium-term. Rather than dwelling on the deflationary perils of lower oil prices the FOMC 

statement emphasised their positive effect on household purchasing power, employment 

growth and economic expansion. The Fed raised its assessment of the labour market from 

“solid” to “strong”, and its description of economic growth from “moderate” to “solid 

pace”. 

 

 The FOMC acknowledged that “international developments” could impact the timing of the 

first rate hike but that so far these developments had not altered its thinking.  

 


