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GLOBAL 

 The oil price increased sharply over the past week with the Brent Crude price rising from 

$48 to over $57 per barrel, regaining the key $50 level. The move is partly attributed to 

comments by the OPEC Secretary General Abdulla al-Badri that: “Now the prices are around 

$45-55, and I think maybe they have reached the bottom and we will see some rebound 

very soon.” The comments came after news of capex expenditure cutbacks by the oil 

industry. According to Wood Mackenzie, the industry has already reduced its 2015 capex 

guidance by around $80 billion (a decline of -24%), as a response to the oil crisis.  

 However, the fundamentals suggest the bottom in the oil price is yet to materialize: OPEC’s 

production has increased from an average 30 million barrels a day in December to 31 

million barrels in January with Angola, Iraq and Saudi Arabia all increasing volumes. While 

the US shale gas industry is suffering cutbacks, these will slow the expected growth rate 

rather than cause an outright decrease in production. The global inventory surplus is still 

expected to increase by 1.5 million barrels a day despite the rhetoric from OPEC’s 

secretary general. As we enter a lower post-winter demand environment the supply excess 

is likely to be exacerbated with a strong likelihood that Brent will return to the sub-$50 a 

barrel level.  

 

NORTH AMERICA  

 US GDP grew in the fourth quarter (Q4) 2014 by 2.6% annualised, slightly below the 3.0% 

consensus forecast and well below the 5.0% achieved in Q3. The contrast with Q3 is largely 

explained by a 16.0% spike in defence spending in Q3 which reversed into a -12.5% decline 

in Q4. Without the spike GDP would have been 4.3% and 3.2% respectively in Q3 and Q4, a 

far smoother and probably more accurate representation. In Q4, the strong dollar caused 

net external trade to subtract 1.0 percentage point from GDP with imports rising far 

quicker than exports. Business investment spending was also disappointing, rising by just 

1.9%. The main engine of growth during Q4 was household consumption which grew by a 

robust 4.3% annualised, helped by the boost to disposable income from lower energy prices. 

Real disposable incomes increased by 3.8% annualised which suggests consumer expenditure 

may remain buoyant in the quarters ahead, supporting GDP growth of around 3% over the 

first half of the year.  



 

 

 US factory orders fell in December for a fifth straight month by -3.4% month-on-month 

more than the -2.4% consensus forecast. Meanwhile November’s -0.6% decline was revised 

lower to -1.7%. Manufacturing is being constrained by weakening demand in Europe and 

Asia, a strong dollar and falling oil prices which are hurting capital investment in the energy 

sector. However, December’s core capital goods orders, a key measure of business 

investment spending, were revised upwards from a previously estimated decline of -0.6% to 

-0.1% indicating a moderate pick-up in business confidence.  

 The US Institute for Supply Management (ISM) manufacturing index fell by more than 

expected from 55.1 in December to 53.5 in January below the 54.5 consensus forecast 

although still comfortably above the expansionary 50 level. At the same time December’s 

55.1 level was revised lower from the initial 55.5 estimate. The decline was broad-based 

across sub-indices, with the forward-looking new orders index falling sharply from 57.8 to 

52.9 the lowest level since January 2014. The order backlogs index fell from 52.5 to 46.0 

into contractionary territory, suggesting that production will slow further in coming 

months. The data signals a slower pace of expansion during the first half of the year. 

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

213,000 less than December’s 253,000 and below the 223,000 consensus forecast. 

Employment gains moderated across both goods-producing industries from 47,000 in the 

previous month to 31,000 and for the service sector from 207,000 to 183,000. The report 

indicates that today’s Labour Department non-farm payroll report may also show a 

softening trend potentially falling short of the 240,000 consensus forecast.   

 

CHINA 

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

from 50.1 in December to 49.8 in January, the lowest since September 2012. The PMI is 

below the contractionary 50 level for the first time since late 2012 corroborating the HSBC 

China manufacturing PMI which is also <50 at 49.8. The forward-looking new orders and new 

export indices both fell from 50.4 to 50.2 and from 49.1 to 48.4 respectively. The input 

price index fell to a fresh two-year low of 41.9, adding further to disinflation pressures and 

hurting investment demand. The data signals a continuation of the weakening economic 

trend over the months ahead. Nonetheless, GDP growth is still expected to register 7% for 

2015 as a whole with lower oil prices offering some respite and helped by looser monetary 

policy. 

 The People’s Bank of China (PBOC) unexpectedly cut the reserve requirement ratio (RRR), 

the amount of deposits commercial banks are required to set aside. The 50 basis point cut 

to 19.5% frees-up about 500 billion yuan, $81 billion equivalent in additional funds which 



 

 

the banks can lend. The rate cut came earlier than expected and in spite of the central 

bank’s reluctance to support the “old economy” and delay structural adjustment. The PBOC 

is also keen to avoid fueling asset price bubbles in property and equity markets. The rate 

cut is probably timed to pre-empt the seasonal liquidity squeeze around the Chinese New 

Year festivities which start on the 19th February.  

 

JAPAN  

 Japan’s coincident composite index (CI), which reflects the current business climate, 

posted its first increase in two months in December. The three-month moving average 

increased for a third straight month confirming a steady improvement in economic 

momentum. As a result the government upgraded its assessment of the economy for the 

first time since July 2013 describing the economy as “improving.” The forward-looking 

leading CI, which measures the state of the economy three months ahead, increased for the 

first time in three months. The Ministry of Economy, Trade and Industry (MITI) forecasts a 

strong 6.3% month-on-month increase in industrial output in January, which should herald a 

healthy pick-up for the first quarter as a whole.  

 

EUROPE 

 The Eurozone January composite purchasing managers’ index (PMI), measuring the 

combined services and manufacturing sectors, was revised upwards from an initial 52.3 to 

52.6 further above the 50 expansionary level. Germany, Italy and Spain all enjoyed 

increases although France fell back to 49.3. Although the data is encouraging overall, the 

input prices and output prices indices both fell further into negative territory to 48.5 and 

46.9 respectively, their lowest levels since 2009/10 further raising the spectre of deflation.   

 The German 10-year sovereign bond (10-year bund) yield fell below Japan’s equivalent 

yield for the first time on record, falling to 0.306% compared with Japan’s 0.335%. The 

bund yield has dropped three percentage points since 2011. Although lower borrowing costs 

are beneficial these extreme lows raise concerns that deflation may be taking hold. Some 

economists believe these yields are symptomatic of the Eurozone’s “Japanisation” referring 

to Japan’s twenty-year deflationary spiral which began with its 1990 financial crisis.   

 Due to reduced confidence in the Greek government’s commitment to fiscal consolidation 

the ECB has blocked Greek banks from pledging their country’s sovereign bonds as 

collateral to qualify for the central bank’s regular liquidity operations. The ECB also 

indicated that the likelihood of a successful conclusion to the Greek government’s bailout 



 

 

talks with its troika of lenders (IMF, EU, ECB) has markedly reduced. This move significantly 

increases the chances that Greece will leave the Eurozone but may also be a form of 

brinkmanship aimed at forcing the Syriza government to scale back its debt restructuring 

demands. A funding compromise needs to be reached by the 25th February the date that 

Greece’s emergency funding runs out. 

 The Swiss franc (CHF) has weakened about 5% from its highs since the 15th January when 

the Swiss National Bank (SNB) dropped its CHF/€1.20 currency floor. The CHF strengthened 

against the euro almost immediately from CHF/€1.20 to 0.98 but has since adjusted lower 

to above CHF/€1.05. The recent weakness in the franc is attributed to a normalisation in 

market forces after the initial panic buying of the currency. There are also rumours that 

the SNB is planning a “soft floor” of between CHF/€1.05-1.10. If there is truth to the 

rumour, the SNB will sell francs as soon as the currency falls much below CHF/€1.05. There 

are good reasons for a new currency floor: Many economists have lowered their Swiss GDP 

growth forecasts and some are expecting a recession as a result of the strong currency, 

with the more expensive franc pushing Switzerland further into deflation.  

 Nestle’s corporate bonds traded at negative yields, highlighting the search for cash-

conserving investments after the ECB’s move to expand money supply via its €60 billion per 

month quantitative easing programme. Corporate bonds tend to pay higher interest than 

sovereign bonds making it unusual that they should trade at negative yields. The yield on 

Nestle four-year euro denominated bonds fell to -0.008%. Nestle, the Swiss-based food 

manufacturer has one Europe’s highest credit ratings.  

 

UNITED KINGDOM 

 The UK manufacturing purchasing managers’ index (PMI) unexpectedly increased from 52.7 

in December to 53.0 in January beating the 52.7 consensus forecast. The index has now 

been above the key 50 level which demarcates expansion from contraction for 23 straight 

months and above the 51 long-term average for 21 months. The latest improvement was led 

by increases in the output index from 52.7 to 53.9 and the forward-looking new orders and 

new export orders indices from 53.3 to 54.4 and 50.2 to 51.6. The input price index fell by 

6.2 points after falling 2.4 points in December, hitting its lowest level since 2009, 

translating into increased competitiveness.  

 The UK’s services purchasing managers’ index (PMI) increased strongly from 55.8 in 

December to 57.2 in January beating the 56.3 consensus forecast. The employment index 

surged from 54.8 to 57.1 the second highest level since the data series began. However, the 

risk of increased wage inflation was counteracted by a fall in the prices paid index from 

51.9 to 50.7. The data is positive overall signaling a continuation of the current levels of 



 

 

activity over coming months. The composite PMI combining robust services, manufacturing 

and construction, increased from 55.3 to 56.7 consistent with a pick-up in GDP growth from 

0.5% quarter-on-quarter in the fourth quarter (Q4) 2014 to around 0.7% in Q1.  

 Despite continued economic strength and falling unemployment the Bank of England (BOE) 

left its benchmark interest rate unchanged at 0.5% due to the disinflationary impact of 

lower oil prices. The inflation rate fell sharply from 1.0% in November to 0.5% in December. 

The inflation rate is likely to trough this quarter to near zero, well below the BOE’s 

estimate of 1.1% and a long way below the central bank’s 2.0% target. The BOE has 

expressed a concern that the current fall in inflation may become more entrenched if it 

lowers inflation expectations and wage growth, reducing the likelihood of an interest rate 

increase before 2016. Inflation is well contained allowing monetary policy to remain loose 

for an extended period. BOE forecasts show it could take until late 2017 before inflation 

returns back to target, so that even when they start interest rate increases are only likely 

to be gradual.  

 

FAR EAST AND EMERGING MARKETS  

 Following softer than expected inflation data from Thailand and Indonesia, South Korea’s 

consumer price inflation (CPI) also surprise on the downside. CPI remained at 0.8% year-on-

year in January below the 0.9% consensus forecast, having fallen from 1.0% in November to 

0.8% in December. The decline is attributed to imported negative inflation, led mostly by 

lower oil prices. Petrol inflation fell sharply recording -11.6% in December and -20.6% in 

January. Inflation is likely to remain benign over the months ahead paving the way for 

further monetary easing. The Bank of Korea cut its benchmark interest rate last year from 

2.5% to 2.0% with two 25 basis point cuts in August and in October. A further rate cut would 

counteract weakening export demand from China and Europe and boost domestic 

confidence. 

 The Reserve Bank of Australia (RBA) unexpectedly cut its benchmark interest rates by 25 

basis points to 2.25%, in apparent contradiction to its neutral forward guidance over the 

past year of a “period of stability in interest rates”. The move is attributed to the RBA’s 

concern that the Australian dollar is overvalued in the context of weak commodity prices. 

Currency overvaluation has been exacerbated by quantitative easing in Japan and the 

Eurozone. The RBA repeated that a lower exchange rate was “likely to be needed” to 

achieve balanced growth in the economy. There is a strong chance of a further interest rate 

cut at the next policy meeting in May.  

 



 

 

SOUTH AFRICA 

 SA’s manufacturing purchasing managers’ index (PMI) increased sharply from 50.2 in 

December to 54.2 in January well above the expansionary 50 level and the highest reading 

in four years. The improvement is attributed to the business activity sub-index which 

moved from 48.3 to 61.7 the highest since early 2007. The forward-looking new sales orders 

and expected business conditions also recorded impressive gains indicating that production 

growth may maintain its positive momentum in the coming months in spite of electricity 

supply constraints. Another positive is the prices index which fell from 63.2 to 61.9 the 

lowest since early 2010 in response to the disinflationary effect of lower oil prices.  

 SA’s new vehicle sales decreased slightly in January by -1.2% year-on-year attributed to a 

fall in new passenger vehicle sales of -3.6%. However, commercial vehicle sales were more 

encouraging: Although medium commercial vehicles fell-17.6%, sales of light commercial 

and heavy commercial vehicles increased by 6% and 11.9%. The best news is that new 

vehicle exports increased 20.7% which if sustained should provide a solid boost to the 

country’s trade balance in the months ahead.  

 

KEY MARKET INDICATORS (YEAR TO DATE % ) 

JSE All Share  + 3.85 

JSE Fini 15  + 4.54 

JSE Indi 25  + 3.05 

JSE Resi 20  + 4.62 

R/$   + 1.44 

R/€   + 8.15 

R/£   + 3.88 

S&P 500  + 0.18 

Nikkei   + 0.31 

Hang Seng  + 4.92 

FTSE 100  + 4.57 



 

 

DAX   + 11.30 

CAC 40   + 10.08 

MSCI Emerging  + 2.71 

MSCI World  + 1.04 

 

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.  

 



 

 

 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. 

 

 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 

 There is an interesting tussle playing-out between the Dow Jones Industrial Index and the 

Nikkei Index. Since 2010, when the Dow broke upwards above 10,000 and the Nikkei broke 

below 10,000 the Dow has remained sustainably higher. This changed in the past week with 

the Nikkei once again pulling ahead. 

 

 There is a strong likelihood that the Nikkei will outperform the Dow during 2015. The Nikkei 

will be boosted by the Bank of Japan’s enlarged quantitative and qualitative easing 

programme, the equity buying programme of major Japanese pension funds, and the 

postponement of the second sales tax increase. Meanwhile continued yen weakness, low 

commodity and oil prices, and planned business tax cuts will underpin strong earnings 

growth. In spite of the favourable outlook the Nikkei is trading at historic low levels, on a 

price to earnings multiple of 14.3x, which is less than half its long-term average. The price 

to book multiple of 1.4x is also less than half that of other developed economy equity 

markets, indicating compelling value.  

 



 

 

 By contrast US equities are very over-priced especially on a relative basis. The 

outperformance by US equities over the MSCI World Index is at its highest in over 40 years. 

The outperformance of US stocks over the past five years is attributed to the Fed’s 

quantitative easing (QE) programme and the unprecedented surge in surplus liquidity. 

However, the outlook for US stocks is likely to be undermined over coming months. The 

expiry of the Fed’s QE and the global decline in surplus liquidity is causing the US dollar to 

strengthen which will act as a headwind for US earnings growth.  

 
 


