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GLOBAL  

 Goldman Sachs has forecast that the Brent crude oil price could drop to $80 per barrel in 

the second quarter (Q2) 2015 in response to a growing global supply glut. According to the 

investment bank’s report: “Non-Opec production has been delivering consistent record 

growth since May 2013, allowing the market to cope with an almost complete shutdown of 

production in Libya, sanctions on Iran, and slowing production growth in Iraq… A lower oil-

price environment with increased volatility is likely to prove challenging for the whole 

sector.” With production resuming in Libya, Iran and Iraq during this year the global oil 

surplus averaged around 800,000 barrels per day (bpd) in Q1 2014, rising to 1.8 million bpd 

in Q2. Due to a seasonal increase in demand the surplus may shrink slightly in Q3 and Q4 

although is expected to widen again to 2.8 million bpd by the middle of next year. 

 The Netherland’s Bureau for Economic Policy Analysis reported that world trade fell in 

August by -0.8% month-on-month reducing the year-on-year growth rate from 2.7% to just 

2.4% the slowest in over a year and well below the pace of world GDP growth. Emerging 

market exports fell in August by -1.2% on the month. Among developed economies the US 

continued to show robust export growth although this trend could be undermined in the 

months ahead as recent dollar strength impacts US export competitiveness. World trade 

growth is on track to remain weaker than global GDP growth for a third straight year, a 

situation which is unprecedented since WW2. The World Trade Organisation warned that 

government trade protectionism is at risk of rising again if trade continued to slow.  

 

NORTH AMERICA  

 As expected the Federal Reserve announced the end of its multi-year asset purchases. In 

December 2013 the Fed cut its monthly asset purchases to $75 billion kicking off the 

quantitative easing (QE) tapering process which culminated this week when monthly 

purchases were cut from $15 billion to zero. The official statement reads: “The Committee 

judges that there has been a substantial improvement in the outlook for the labour market 

since the inception of its current asset purchase programme. Moreover, the Committee 

continues to see sufficient underlying strength in the broader economy to support ongoing 

progress toward maximum employment in the context of price stability.” Regarding future 

interest rate increases the Fed maintained that it would be a “considerable time” before 



 

 

the first hike in the benchmark Fed Funds Rate, which the market anticipates will be 

around mid-2015.  

 Former Federal Reserve Chairman Alan Greenspan said he does not think the Fed can 

unwind years of extraordinary stimulus without causing turmoil in the financial markets: “I 

don’t think it’s possible”. Greenspan said the Fed’s quantitative easing (QE) programme 

had been a major success in boosting asset prices by “getting the real rate of return on 

long-term assets down” but added that QE “hasn’t been a success on the demand side”. 

 US GDP grew in the 3rd quarter (Q3) by 3.5% quarter-on-quarter annualised well above the 

3.0% consensus forecast. Surprisingly, in spite of the economic slowdown in the Eurozone 

and China, exports increased by 7.8%, contributing 1.3 percentage points to the GDP figure. 

Another surprise is that personal consumption expenditure grew by only 1.8%, although a 

strong recovery is anticipated in Q4 helped by lower gasoline prices, rising employment and 

a healthy 2.8% increase in real disposable income in Q3. Encouragingly, investment 

spending is picking up the baton with business investment growth of 5.5% led by a 7.2% 

increase in equipment investment. After years of fiscal consolidation public sector 

expenditure also showed an increase led by a 16% rise in defence spending. However, 

excluding defence expenditure Federal spending still grew by 0.5% and State and local 

government spending by 1.3%. The data is encouraging and points to further robust growth 

in Q4 with GDP likely to average out at 2.3% in 2014, accelerating to 3.0% in 2015. 

 The Conference Board US consumer confidence index surged from 89.0 (upwardly revised 

from an initial 86.0) in September to 94.5 in October substantially above the 87.0 consensus 

forecast. The figure now stands at its highest level since October 2007. The present 

situation index moved up from 93.0 to 93.7 while the forward-looking consumer 

expectations index climbed sharply from 86.4 to 95.0. The data suggests a solid start to 4th 

quarter (Q4) consumer spending consistent with annualised growth of around 2.5%. With 

consumer spending comprising over two-thirds of US GDP the data bodes well for strong 

economic growth in the final quarter.  

 The US S&P/Case-Shiller 20 City Home Price Index fell in August by -0.15% compared with a 

consensus forecast increase of 0.2%. This marks the fourth straight monthly decline with 

the year-on-year increase dropping to 5.6% from 6.7% in July. The slowdown in home price 

appreciation follows almost two years of solid gains during 2012 and 2013. According to 

David M. Blitzer, chairman of the index committee at S&P Dow Jones Indices “The 

deceleration in home prices continues.” However, prices may receive a boost from lower 

mortgage rates which have fallen for five straight weeks with the average 30-year loan 

falling below 4.0% last week to 3.92%.  

 US durable goods orders fell for a second straight month declining in September by -1.3% 

month-on-month versus the 0.7% consensus forecast increase. Orders for non-defence 



 

 

capital goods excluding aircraft, a traditional yardstick for business investment spending, 

fell by -1.7% while August’s increase was revised lower from an initial 0.6% to 0.3%. The 

slowdown is attributed to reduced external demand stemming from faltering growth in the 

Eurozone and China. The data prompted some economists to reduce their fourth quarter 

(Q4) GDP growth forecasts with forecasting firm Macroeconomic Advisers reducing its 

forecast from 2.7% to 2.4%.  

 

CHINA 

 The Industrial & Commercial Bank of China (ICBC), the world’s largest bank by assets, 

suffered its largest increase in bad debts since the bank’s listing in 2006. Non-performing 

loans increased in the 3rd quarter by 9% quarter-on-quarter from 105.7 billion yuan in June 

to 115.5 billion in September. Zheng Chunming a Shanghai-based analyst at Capital 

Securities said: “ICBC remains under pressure as bad loans in China continue to rise…. The 

operating environment for companies is getting more difficult as China’s economy faces 

downward pressure.” Some analysts have raised the concern that banks’ bad loan figures do 

not reflect the true extent of delinquencies as banks may opt to roll over bad loans or 

extend them.  

 

JAPAN  

 The Bank of Japan (BOJ) unexpectedly increased its quantitative easing programme (QE) 

announcing that it would expand its monetary base by ¥80 trillion a year (US$720 billion) up 

from a previous ¥70 trillion. Only 3 out of 32 economists surveyed by Bloomberg had 

predicted an asset purchase expansion at this policy setting meeting. The central bank 

announcement sent the yen lower against the dollar to ¥/$110.30 its weakest level since 

August 2008. The BOJ’s actions are designed to bring about an end to Japan’s decade-long 

battle with inflation, via a depreciation of the yen and an increase in credit extension. The 

Nikkei 225 equity index has traditionally held a strong correlation with the yen tending to 

gain strongly in the event of any sharp yen depreciation.  

 Japan’s industrial production increased in September by 2.7% month-on-month its first gain 

in two months following a decline of -1.9% in August, and beating the 2.5% consensus 

forecast. Shipments of consumer durables increased on a month-on-month basis for the first 

time in eight months and construction goods for the first time in six months, finally showing 

signs of recovery following the sales tax increase in April. The overall results were solid 

prompting the Ministry of Economy, Trade and Industry (METI) to raise its assessment of 

industrial production from “showing a weak trend” to “fluctuates indecisively.” Positive 



 

 

momentum is likely to carry-over into the final quarter of the year with industrial 

production forecast to grow 1.6% quarter-on-quarter in the fourth quarter, its first growth 

in three quarters.   

 Japan’s retail sales accelerated for a third straight month increasing in September by 2.3% 

month-on-month substantially above the 0.6% consensus forecast and building on the 1.9% 

increase in August. The data confirms that private consumer expenditure is finally 

recovering from the slump caused by the sales tax increase in April and encouragingly 

shows a far stronger recovery than followed the previous sales tax increase in 1997. 

However, real wage increases will be required in order to maintain the positive trend in 

retail sales. While nominal wage growth has picked-up recently this was due mainly to a 

transitory boost from mid-year bonuses.  

 

EUROPE 

 The results of the ECB’s bank stress tests were encouraging with only 8 of the 130 banks 

failing the test. However, analysts are questioning the quality of the stress tests: The 8 

banks which failed only require an additional €7 billion to cover their capital deficits which 

hardly seems onerous compared to the €57 billion in new capital which has been raised by 

Eurozone banks since the start of the year. Moreover, there was no test for a deflation 

scenario which is a real risk for the Eurozone and inevitably would have resulted in the 

failure of more banks. However, a bright spot is that the ECB classified an additional €136 

billion as non-performing loans, increasing the total volume of bad loans to around €880 

billion. This action should remove investors’ mistrust of the quality of assets on bank 

balance sheets and improve overall confidence in the banking system. Encouragingly, 

Eurozone banks are likely to increase lending activity now that they have the stress tests 

behind them.  

 The Eurozone’s monetary data showed further improvement with growth of broad money 

supply (M3) improving from an upwardly revised 2.1% year-on-year in August to 2.5% in 

September. The contraction in private sector lending slowed down from -0.9% to -0.6% and 

the pace of decline in lending to non-financial corporations eased from -2.0% to -1.8%. 

Meanwhile lending to households picked-up further from 0.5% to 0.6%. Although showing a 

glimmer of hope there remains a significant risk of deflation in the Eurozone especially in 

the peripheral member countries.   

 Germany’s IFO business climate index fell for a sixth straight month from 104.7 in 

September to 103.2 in October its lowest since December 2012 and well below the 104.5 

consensus forecast. The assessment of current conditions fell from 110.4 to 108.4 although 

remained above the key 100 level which separates expansion from contraction. However, 



 

 

the forward-looking business expectations index dropped into contractionary ground from 

99.3 to 98.3. The data confirms recent weakness in forward-looking purchasing managers’ 

indices which suggest at best only very modest GDP growth in the fourth quarter. The 

Bundesbank predicts little if any growth in the second half of the year.  

 Sweden’s central bank, the Riksbank, cut its benchmark interest rate to 0.0% a record low 

and pushed back the date it expects to start raising rates again from end 2015 to mid-2016. 

The drastic monetary policy easing is aimed at fending off the threat of deflation. Despite a 

50 basis point rate cut earlier in July consumer price inflation has continued to fall to -0.4% 

in September well below the Riksbank’s own forecast. With the policy rate at zero the 

central bank will be under pressure to come up with additional non-conventional monetary 

stimulus if the ECB as expected causes the euro to weaken against the Swedish krone 

through full-blown quantitative easing. 

 

UNITED KINGDOM 

 UK GDP grew in the 3rd quarter (Q3) by 0.7% quarter-on-quarter which although below the 

0.9% achieved in Q2 matched the average increase since the start of 2013. On a year-on 

year basis GDP growth registered 3.0%. The growth rate is encouraging given the headwind 

from weakening global growth and strength in the sterling exchange rate. Economic growth 

has also become more broad-based with growth in industrial production and construction 

output both picking-up in support of robust service sector growth. In spite of the slowdown 

in the Eurozone, the UK’s largest trading partner, GDP growth is likely to maintain its 

momentum in Q4: Lower inflation and gasoline prices should support consumer expenditure 

which comprises around 70% of GDP, while business confidence also remains buoyant. UK 

GDP growth is likely to remain at 3.0% in 2015 and 2016.  

 

FAR EAST AND EMERGING MARKETS  

 South Korea’s current account surplus increased from US$7.2 billion in August to $7.6 

billion in September helped by a recovery in car shipments after a strike at the country’s 

largest automaker ended in September. The current account surplus now stands at $61.9 

billion for the year to date up 11% compared with the same period last year and 2.2x the 

surplus in the equivalent period in 2012. The current account surplus is likely to remain 

high for the remainder of the year boosted by lower oil prices and increased car exports. 

The surplus provides a solid underpin to the economy with GDP growth forecast to be above 

trend in 2015 at around 4.0%. The Bank of Korea forecasts GDP growth of 3.5% in 2014, 

rising to 3.9% in 2015.  



 

 

 

SOUTH AFRICA 

 SA’s producer price index (PPI) moderated for a fifth straight month decelerating from 7.2% 

year-on-year in August to 6.9% in September, well below its recent peak of 8.8% in April. 

The latest decline is attributed to lower petrol prices and declining food price inflation. 

Meat and grain prices have been helped lower by the sharp fall in maize prices with SA’s 

harvest this year expected to be the best in over 30 years. Textile inflation also eased 

which bodes well for lower clothing-related consumer price inflation. PPI is expected to 

remain at around current levels over the remainder of the year before dropping again in 

2015 in response to lower commodity prices and the resilience of the rand.  

 SA’s quarterly labour force statistics show the unemployment rate fell slightly from 25.5% 

in the second quarter (Q2) to 25.4% in Q3. While employment grew by only 22,000 during 

Q3 the unemployment rate reduced since the labour force grew by a lower figure of 19,000. 

Labour force growth was weakened by a sharp 3.9% quarter-on-quarter rise in the number 

of discouraged work seekers who are no longer looking for a job and therefore not counted 

as part of the work force. The largest job losses were reported by private households which 

lost -110,000, community services -17,000, and transport -15,000.  

 Growth in SA’s private sector credit extension (PSCE) slowed slightly from 8.8% year-on-

year in August to 8.7% in September. While household credit growth picked-up to 3.7% 

corporate credit growth slowed to 14.3%. However, given the current financial strain on 

households and the likelihood of stricter affordability tests, household credit extension is 

expected to resume its recent downtrend in coming months. The apparent contradiction 

between strong corporate credit growth and slow domestic investment expenditure 

suggests SA companies may be borrowing in SA for expansion in the rest of Africa.  

 

KEY MARKET INDICATORS (YEAR TO DATE % ) 

JSE All Share  +5.20 

JSE Fini 15  +15.72 

JSE Indi 25  +8.34 

JSE Resi 20  - 8.21 

R/$   - 5.48 



 

 

R/€   +4.33 

R/£   - 1.00 

S&P 500  +7.91 

Nikkei   - 3.89 

Hang Seng  +1.70 

FTSE 100  - 4.23 

DAX   - 4.58 

CAC 40   - 3.60 

MSCI Emerging  +0.48 

MSCI World  +1.69 

 

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 broken out of its recent bear trend targeting a move 

to 8.15% and potentially as low as 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 between now and October 2014. 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 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 $100 and $90 suggesting a continuation of 

the weakening long-term trend to a target of $80. Copper is regarded a reliable lead 

indicator for industrial commodity prices and barometer of global economic growth. It has 

broken below key support of $7,500 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 

 Equity markets have recovered strongly following the dramatic sell-off from late September 

to mid-October. The sell-off was prompted by deflationary risks in the Eurozone coupled 

with anxiety over the end of the Fed’s quantitative easing programme and a slowdown in 

global economic growth. However, confidence returned following comments by Federal 

Reserve Board members that US monetary policy may remain accommodative for longer 

than expected. More importantly Eurozone deflationary risks dissipated after the ECB 

initiated covered bond purchases. 

 However, recent market turbulence suggests the extended period of low market volatility 

which has characterized markets for the past year, has come to an end. Markets have 

entered a new environment and become more vulnerable to bouts of panic. The most likely 

candidates to trigger risk aversion include: a quicker than expected normalisation in US 



 

 

monetary policy, further slowdown in global economic growth, and perhaps the most likely 

a worsening in Eurozone deflationary risk. 

 We have so far witnessed the first phase of Eurozone deflation risk in which consumer price 

inflation falls close to zero. The second phase may occur if the ECB fails to act convincingly 

to restore investor confidence. There is an expectation that the ECB will launch full-blown 

quantitative easing. However, a failure to do so may raise the risk of a long-term Japan-

style deflationary spiral taking hold.  

 Unfortunately the deflationary risk is a more global phenomenon than it was in the 1990’s 

when Japan descended into deflation. Unlike the 1990s the global economy is far from 

robust: There is a marked slowdown in China the world’s second largest economy, while 

developed economy bond yields and global interest rates are at all-time multi-century lows. 

Unlike the 1990s today’s subdued commodity and oil prices are also indicative of a far 

greater risk of deflation. A lot will be resting on the shoulders of ECB and its President 

Mario Draghi to maintain the recent reprieve in investor confidence.  


