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GLOBAL  

 The US Energy Information Administration reports US crude oil and petroleum product 

stocks increased in September to their highest in 30 years, driven by steady imports, higher 

production and weak exports. Production grew by 170,000 barrels per day (bpd) to 8.86 

million bpd driven by rising production in North Dakota and Alaska. Meanwhile exports 

declined by over 550,000 bpd to 3.96 million bpd, the lowest level since April. Surplus US 

production and stockpiles are exacerbating an already rapidly declining oil price. OPEC is 

happy to drive the oil price lower in a bid to reduce the price below the marginal cost of 

production of higher cost producers. However, rapid technological advances are making it 

cheaper to produce oil especially among unconventional producers. While “low prices will 

eventually fix low prices” the oil price may have to decline further than expected before 

equilibrium in the oil market is restored. In the absence of any basing signals to the oil 

market the Brent price is likely to fall to $60 level over the near-term. 

 

NORTH AMERICA  

 The Fed’s November Beige Book summary of assessments from the 12 Federal Reserve 

Districts was notably more upbeat than previous recent reports. The anecdotal summary 

reported that activity “continued to expand” while optimism about future activity 

“remained optimistic”. Consumer spending grew in most districts, helped by lower gasoline 

prices and conducive weather. Employment gains were “widespread” with several regions 

reporting greater conversion from temporary to permanent employees. Capital spending 

was “generally positive” and manufacturing activity “generally advanced”. Meanwhile 

overall price pressures “remained subdued” indicating that the economy remains in a sweet 

spot of robust growth amid limited inflationary pressure.  

 The ADP employment report shows US private sector payrolls increased in November by 

208,000 below the 223,000 consensus forecast, while the previous month’s figure was 

revised lower from 233,000 to 230,000. Although above the key 200,000 level which would 

have been considered strong a year ago, the latest figure is the lowest since August. 

Encouragingly however, small firms with 1-49 workers added a robust 101,000 new 

employees last month, attributed to improving demand and better access to credit, 

described by ADP economist Ahu Yildirmaz as “another sign of an economy returning to 



 

 

health.” Goods-producing employees increased by 32,000 and service producing employees 

by 176,000.   

 The US non-manufacturing Institute for Supply Management (ISM) index increased sharply 

from 57.1 in October to 59.3 in November to just below its August post-recession high and 

above the 59.0 third quarter average. Among the sub-indices, notable contributions came 

from the business activity index which increased from 60.0 to 64.0, the suppliers’ deliveries 

index from 49.5 to 54.5, and the forward-looking new orders index from 59.1 to 61.4. After 

falling for four straight months the prices index also gained from 52.1 to 54.4. With most 

indices firmly above the key 50-expansionary threshold, the overall data signals a solid 

expansion in the service sector of the economy in the fourth quarter.  

 Surprisingly US retail sales on Black Friday declined on a year-on-year basis by -5.6% and by 

-11% over the holiday weekend according to the National Retail Federation (NRF). The NRF 

blamed “early holiday promotions”. However, the most prominent explanation is online 

shopping. By contrast e-commerce sales increased on Black Friday by 26%. Online sales for 

the month of November increased on a year-on-year basis by 15% from $19.8 to $22.7 

billion. With competitive pricing and a one-stop experience for the consumer who is 

uninterested in going door-to-door to compare prices, the trend towards online shopping is 

likely to continue to gain traction. 

 

CHINA 

 China’s official manufacturing purchasing managers’ index (PMI) fell more than expected 

from 50.8 in October to 50.3 in November, short of the 50.6 consensus forecast and within 

a whisker of sub-50 contractionary territory. The decline was broad-based across different 

sub-indices with the production index falling from 53.1 to 52.5, and the new orders index 

from 51.6 to 50.9. Declines in the new export orders index from 49.9 to 48.4 and import 

index from 47.9 to 47.3 signal a significant deterioration in trading climate and domestic 

demand. The weak PMI report may prompt economists to lower their 2015 GDP growth 

forecasts to 7% or lower, while expectations of two further 25 basis point rate cuts by the 

People’s Bank of China are increasingly likely to be met. 

 

JAPAN  

 Opinion polls give Prime Minister Shinzo Abe a clear lead ahead of the parliamentary 

elections on 14th December. The polls said the LDP is expected to gain around 300 seats in 

parliament’s 475-seat lower house, which in turn selects the prime minister. Following the 



 

 

surprise contraction in Japan’s GDP in the third quarter, Abe called for a snap election in 

order to strengthen support for his bold economic policy. A clear mandate and strong 

political support would provide the government the time and impetus it needs to 

implement more politically sensitive policy reform measures. A landslide election victory 

would likely prompt a solid rally in Japanese equities. 

 Data from Japan’s Ministry of Finance 3rd quarter (Q3) Corporate Survey are consistent with 

an upward revision to Q3 GDP from -0.4% to 0.0%, which means the economy did not 

officially enter recession as originally assumed. The upgrade is attributed to higher than 

initially estimated capital expenditure, which encouragingly is showing strong upward 

momentum. Growth in capital investment excluding software increased from 1.9% year-on-

year in Q2 to 5.6% in Q3, growing for a sixth straight quarter and substantially above the 

consensus forecast of -2.0%. The data suggests a healthy improvement in business 

confidence and willingness to invest. GDP growth is expected to recover strongly in Q4 to 

2.7% quarter-on-quarter annualised although the latest survey should prompt an upgrade in 

forecasts closer to the 3.5% level.  

 

EUROPE 

 Despite revising its growth and inflation targets lower the ECB left its benchmark interest 

rates unchanged and refrained from launching the full-blown quantitative easing that the 

central bank has been hinting at for some time. However, ECB president Mario Draghi 

emphasised that the central bank would reassess its stimulus measures early next year and 

that its governing council “remains unanimous in its commitment to using additional 

unconventional instruments within its mandate.” The statement was nearly identical to 

those made in October and November, hinting strongly at US style QE through large-scale 

sovereign bonds purchases.  

 The Eurozone composite purchasing managers’ index (PMI), measuring activity in both 

service and manufacturing sectors, decreased from 52.1 in October to 51.1 in November 

below the 51.4 initial estimate. Although above the key 50 level which demarcates 

expansion from contraction the PMI is at its lowest level in 16 months and consistent with 

GDP growth in the fourth quarter (Q4) of just 0.1% quarter-on-quarter. By country, 

Germany’s PMI was revised lower from 52.1 to 51.7 the lowest in 17 months, and the 

French PMI from 48.4 to 47.9 which is firmly in recessionary territory. The data show little 

sign of the Eurozone economy gaining momentum in the final quarter of the year.  

 Eurozone headline consumer price inflation decelerated from 0.4% year-on-year in October 

to 0.3% in November in line with consensus forecast, taking the rate back to September’s 

level. The deceleration is attributed to weak energy prices which fell -2.5% on the year. 



 

 

The core inflation rate excluding energy and food was 0.7% which although unchanged from 

the previous month is still at record low levels. The recent decline in the oil price is likely 

to create added disinflationary pressure. It is estimated that a 10% decline in the oil price 

lowers Eurozone consumer price inflation by about 0.1%.  

 Swiss GDP increased in the 3rd quarter (Q3) by a surprisingly strong 0.6% quarter-on-quarter, 

double the Q2 growth rate and the strongest growth since Q2 2013. The improvement is 

attributed to gains in household and government spending, up by 0.6% and 0.9%. Exports 

also increased 4.7% on the quarter in spite of the strong Swiss franc and weakening demand 

from the Eurozone where half of Swiss exports are destined. The KOF indicator and other 

Swiss business surveys indicate continued solid growth over the next 3-6 months, although 

the Eurozone outlook remains a clear threat. Furthermore, the franc may strengthen 

beyond the Swiss National Bank’s ceiling against the euro if as expected the ECB embarks 

on full-blown quantitative easing, raising the risk of Swiss deflation.  

 

UNITED KINGDOM 

 The UK services purchasing managers’ index (PMI) rebounded from 56.2 in October to 58.6 

in November substantially above the 56.5 consensus forecast, marking the biggest increase 

in over a year and. The sharp decline in October appears to have been once-off probably 

related to the equity market correction during that month. After hitting a 17-month low of 

56.4 the composite PMI combining services, manufacturing and construction, also gained 

meaningfully to 57.8. The composite PMI is consistent with solid GDP growth in the fourth 

quarter (Q4) of around 0.9% quarter-on-quarter. Beyond Q4 in 2015 and 2016 the UK 

economy is set to maintain strong growth momentum, helped by improved household and 

company balance sheets, and rising real incomes amid limited inflationary pressure. UK 

GDP growth of about 3% is expected in 2015 and 2016. 

 UK monetary aggregates show continued weakness in October with wholesales deposits 

falling -18.2% year-on-year the weakest since the data series began in 1983, and lending to 

other financial corporations shrank -18.6%. However the retail market displayed signs of 

improvement with retail deposits and cash growing 5.7% on the year the fastest pace since 

July 2013. While mortgage activity eased again with lending at its weakest in a year, 

consumer credit showed healthy growth of £1.1 billion in October marking an increase of 

6.4% on the year, the fastest since mid-2006. Consumers no longer want to de-lever 

household balance sheets which should help the economic recovery. Consumer expenditure 

accounts for over two-thirds of UK GDP.  

 



 

 

FAR EAST AND EMERGING MARKETS  

 In recent weeks global investors appear to have shunned emerging market equities due to 

the slowdown in China’s economy, the decline in commodity prices, and fears of higher US 

bond yields. However, emerging markets particularly in South Asia and the Far East should 

be celebrating the decline in the oil price, the stronger dollar and the start of China’s 

interest rate cutting cycle. Asian emerging markets should benefit the most from this 

combination of factors, especially China, India, and Korea. These economies have a high 

exposure to US exports which is benefitting from the resurgent US economy and strong 

dollar, and they are among the largest importers of oil. At the same time their equity 

markets are attractively valued, trading at a discount to their long-term average on a price-

to-book basis.    

 South Korea’s headline consumer price inflation (CPI) fell from 1.2% year-on-year in 

October to 1.0% in November below the 1.1% consensus forecast, due to persistently 

negative imported inflation as a result of sharply lower oil prices. However, core CPI 

excluding oil also fell for a third straight month to 1.6% from 1.8% in October, 1.9% in 

September and 2.4% in August. The benign inflation outlook may prompt the Bank of Korea 

to cut its benchmark interest rate at the next policy meeting in January, in spite of robust 

economic growth. GDP growth is expected to register 4% in 2015.  

 Thailand’s headline consumer price inflation (CPI) registered 1.48% in October and core CPI 

excluding energy and food measured just 1.67%. Core CPI is expected to rise slightly to 2.0% 

in 2015 although the ongoing decline in oil prices may prompt a lowering in forecasts. The 

Bank of Thailand expects inflation to continue to be low next year due to falling global oil 

prices and domestic energy sector reforms, which will be positive for the balance of trade 

and businesses via lower production and logistics costs. Thailand is a key beneficiary of 

lower oil prices, with GDP forecast to grow at 5.0% in 2015 amid benign inflation and 

accommodative interest rates.   

 

SOUTH AFRICA 

 SA’s manufacturing purchasing managers’ index (PMI) rebounded strongly from 50.1 in 

October, barely above the key 50 level which demarcates expansion from contraction, to 

53.3 in November well above the 51.8 consensus forecast. Among the sub-indices the 

business activity index increased from 50.3 to a three-year high of 56.0 and the forward-

looking new sales orders index from 50.2 to a 15-month high of 55.0. Meanwhile, the prices 

index fell from 76.0 to 67.8 reflecting a diminishing inflation threat as a result of lower oil 

prices. However, the expected business conditions index fell from 60.4 to 50.7 indicating 

that despite the overall improvement manufacturers were less optimistic about the outlook 



 

 

for the next six months. The main culprit is likely to be electricity supply interruptions. 

Nonetheless the buoyant headline PMI reading is consistent with an improvement in 4th 

quarter GDP growth to around 3.9% quarter-on-quarter annualised.  

 While electricity constraints are likely to limit SA’s economic growth potential well into 

2015 due to frequent episodes of load shedding, the lower oil price will provide an 

antidote, bringing numerous benefits: As a result of lower oil prices headline consumer 

price inflation is expected to fall sharply to as low as 3.2% by mid-2015, although will 

return to its long-term trend line of around 5.5% by year-end. Due to lower expenditure on 

oil imports the current account deficit is also likely to improve materially from over 6% of 

GDP to around 4% of GDP. These macro-trends should enable the SA Reserve Bank to delay 

its next interest rate hike to the last quarter of 2015, with “lower–for-longer” interest rates 

providing a boost to economic growth and financial markets.  

 SA’s trade deficit widened from -R3.0 billion in September to -R21.3 billion in October. 

While exports fell -1.8% month-on-month imports increased by 17.8%. The surge in imports 

is due mainly to a strong 34% rebound in imports of mineral products, which comprises 

mostly oil. The raised demand for oil is attributed to increased appetite from Eskom due to 

problems with its traditional electricity generating units. Fortunately the continued decline 

in the oil price should reduce the import total in coming months given oil’s 25% weighting in 

the import basket. Moreover, imports tend to be unusually high in October due to seasonal 

factors. As a result the trade deficit is likely to narrow significantly in November and 

December.  

 SA new vehicle sales increased in November by 0.9% year-on-year, a slowdown from the 

4.9% growth in October. The main culprit was the sale of passenger vehicles which declined 

by -2.5% on the year marking the eighth month of contraction so far this year. While 

passenger vehicle sales are likely to remain weak due to low household credit growth and 

disposable income, other vehicle sectors performed well. Although medium and heavy 

commercial vehicle sales fell by -0.9% and -7.9%, light commercial vehicle sales increased 

10.8% enjoying the third consecutive month of double digit sales growth. Vehicle exports 

also continued to recover recording growth of 9.8% on the year.  

 

KEY MARKET INDICATORS (YEAR TO DATE % ) 

JSE All Share  + 6.78 

JSE Fini 15  + 20.26 

JSE Indi 25  + 12.78 



 

 

JSE Resi 20  - 14.95 

R/$   - 7.57 

R/€   + 4.04 

R/£   + 1.14 

S&P 500  + 12.10 

Nikkei   + 9.80 

Hang Seng  + 2.26 

FTSE 100  - 1.03 

DAX   + 3.13 

CAC 40   + 0.65 

MSCI Emerging  - 1.57 

MSCI World  + 4.55 

 

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 $80 and $70 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 



 

 

 The pull-back in the oil price is boosting share prices globally. Economists estimate that if 

maintained, the oil price decline should add 1% to global GDP. Lower oil prices keep 

inflation in check which means monetary policy can remain easier for longer. At the same 

time disposable income rises and consumer spending increases. Equity markets are 

celebrating the combination of faster growth and lower interest rates, which is being 

brought about by lower oil prices.  

 

 The market is assuming that because inflation is bound to ease that the Fed will be more 

reluctant to increase interest rates, and that the ECB will be encouraged to embark on full-

blown quantitative easing (QE). However, there could be two setbacks to this rosy scenario: 

 

 First, the ECB may implement less monetary stimulus than expected. Although the ECB has 

lowered its growth and inflation forecasts it has not taken into account the positive 

tailwinds of euro currency weakness and the lower oil price, which may push growth 

upwards just enough to stall the much anticipated QE programme. The ECB yesterday 

postponed its decision on QE until next year, which is telling. There is a prominent minority 

within the ECB which wants to wait as long as possible before full scale QE is implemented. 

 

 Second, falling oil prices will initially be disinflationary in the US but ultimately will cause 

growth to accelerate and cause wages to rise earlier and quicker than originally 

anticipated. As a result the Fed will be forced to increase interest rates at a much faster 

pace than expected.  

 

 Markets are currently expecting an overly benign monetary policy environment but may be 

sorely disappointed. A let-down from either the Fed or ECB or even both could be the 

catalyst for a long-awaited period of equity market consolidation. 

 

 


