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NORTH AMERICA  

 The US non-manufacturing Institute for Supply Management (ISM) index fell slightly from 

58.6 in September to 57.1 in October below the 58.0 consensus forecast. Although 

continuing its retreat from the post-recession high of 59.6 recorded in August the index 

remains comfortably in expansionary ≥ 50 territory. While the forward-looking new orders 

index fell from 61.0 to 59.1 the employment index gained from 58.5 to 59.6 its highest 

level since August 2005. Overall, the data is encouraging and consistent with continued 

positive momentum in service sector activity.  

 The US manufacturing Institute for Supply Management (ISM) index unexpectedly increased 

from 56.6 in September to 59.0 in October well above the 56.1 consensus forecast and the 

expansionary 50 level. All five sub-indices increased with the production index rising from 

64.6 to 64.8 the highest since May 2004 while the forward-looking new orders index was 

particularly strong, rising from 60.0 to 65.8. The data suggests manufacturing activity will 

remain solid in the final quarter of the year confounding economists’ expectations that 

momentum would moderate later in the year. The ISM figures are consistent with GDP 

growth in excess of 3.0% annualised during the fourth quarter.  

 According to the ADP payroll report US private sector payrolls increased in October by 

230,000 beating the 220,000 consensus forecast, while the September figure was revised 

upwards from an initial 213,000 to 225,000. According to ADP’s Carlos Rodriguez: 

“Employment continues to trend upwards as we begin the last quarter of 2014, driven 

mostly by small- to mid-sized companies.” Moody’s Analytics’ Mark Zandi noted that: “At 

this pace of job growth unemployment and underemployment is quickly declining. The job 

market will soon be tight enough to support a meaningful acceleration in wage growth.” 

While positive for consumer expenditure wage growth will impact companies’ profit 

margins which are already at historic highs and therefore ripe for a correction downwards.  

 The October 2014 Senior Loan Officer Survey on bank lending practices which covers the 

three months to end October, shows banks continued to loosen loan standards. Commercial 

and Industrial (C&I) and Commercial Real Estate (CRE) lending eased further, including 

lending to small firms. Banks were also more inclined to lend to households although 

demand for residential mortgages declined in spite of reduced lending standards as a result 

of a general slowdown in the housing sector. With the exception of mortgage lending the 

data confirms a continuation of the current trend of relaxing lending criteria amid rising 

loan demand. 



 

 

 The University of Michigan US consumer sentiment index was revised sharply upwards from 

an initial October reading of 84.6 to 86.9. The upward revision is attributed to an increase 

in the economic outlook index from 78.4 to 79.6 a new post-recession high. Consumer 

expectations for personal finances were also strong rising from a previous 116 to 124. 

Falling gasoline prices should provide an additional boost to consumer confidence in the 

months ahead. Improving consumer confidence bodes well for consumer expenditure and 

GDP growth. Consumer expenditure comprises around two-thirds of US GDP.  

 A key leading indicator for equity markets is the behavior of small-cap stocks. US small-cap 

stocks have underperformed large-cap stocks since the start of the year. However, in 

October small-caps rebounded with a month-on-month gain of 6.6% the best monthly 

performance in over a year. The month’s 2.4% outperformance over large-caps is also the 

best in over a year. It is difficult to say whether this constitutes the start of a new trend 

although it is worth noting that the rebound in small-caps was broad-based and is premised 

on solid earnings growth and reasonable valuations. Valuations fell below their long-term 

median level during October while earnings growth increased to their highest levels since 

the start of the year. Small-cap stocks tend to have greater exposure to domestic growth 

than large-caps which given the outlook for solid US economic growth amid slowing global 

momentum bodes well for the small-cap sector.  

 

CHINA 

 China’s official manufacturing Purchasing Managers’ Index (PMI) unexpectedly fell from 

51.1 in September to 50.8 in October the lowest level in five months and below the 51.2 

consensus forecast. The decline was broad-based with the production index falling from 

53.6 to 53.1, the new orders index from 52.2 to 51.6 and the new export orders index to 

49.9 below the key 50 level which demarcates expansion from contraction. The PMI data 

suggests economic growth is losing further momentum in the final quarter after recording 

just 7.3% year-on-year in the third quarter (Q3) and is unlikely to meet the government’s 

7.5% target. The Conference Board is forecasting GDP growth of 7.0% in Q4 declining to 

6.5% growth in 2015.  

 

JAPAN  

 On the same day (31st October) that the Bank of Japan announced an increase in its 

quantitative easing programme from ¥70 trillion a year to ¥80 trillion a year (US$720 

billion) the Government Pension Investment Fund (GPIF) announced a significant push into 

riskier asset classes. The US$1.2 trillion GPIF reduced the allocation to domestic bonds from 



 

 

60% to 35% while raising allocations to domestic equities from 12% to 25%, foreign bonds 

from 11% to 15%, and foreign equities from 12% to 25%. Meanwhile the three main public 

pension funds will be merged into the GPIF in October 2015 increasing its assets by ¥26 

trillion (US$ 240 billion). Moreover, the GPIF asset allocation shift is likely to prompt other 

pension funds, insurers and financial institutions to follow suit even if not to the same 

degree. The shift signals continued depreciation in the yen exchange rate and further 

outperformance by Japan’s equity markets.  

 

EUROPE 

 As expected the ECB left its benchmark interest rates unchanged. At the accompanying 

press conference ECB President Mario Draghi stated the central bank would do anything 

within its power to keep the economy afloat. The ECB is currently buying “covered” (asset-

backed) bonds and corporate bonds although these markets are limited in size placing a 

constraint on how much the central bank can increase its balance sheet. However, Draghi 

stated that extra measures are possible should all else fail, signaling the growing likelihood 

of “full-blown” quantitative easing (QE). QE would involve purchases of sovereign bonds 

which comprise a far larger market of around €7-8 trillion and could accommodate a more 

meaningful boost to the ECB’s balance sheet. 

 The Eurozone’s Markit Composite Purchasing Managers’ Index (PMI) , combining both 

service and manufacturing sectors, increased slightly from 52.0 in September to 52.1 in 

October which although above the expansionary 50 level for a 16th straight month remains 

consistent with anemic economic growth of just 0.2% annualised in the 4th quarter. The 

output prices index declined further from 48.5 to 47.1 the lowest reading since February 

2010 pointing to growing deflationary risks. According to Chris Williamson chief economist 

at Markit: “The combined threat of economic stagnation and growing deflationary risks will 

add to pressure on the ECB to do more to stimulate demand in the euro area, strengthening 

calls for full-scale quantitative easing.”   

 The European Commission (EC) cut its 2015 GDP growth forecast for the Eurozone from 1.7% 

to 1.1% citing a slowdown in financial market activity, the threat from rising tensions in the 

Ukraine and a lack of investment spending. Growth forecasts for the region’s two largest 

economies Germany and France were cut from 2.0% to 1.1% and from 1.5% to 0.7%. 

According to Jyrki Katainen, the EC’s vice-president for jobs and growth: “The economic 

and employment situation is not improving fast enough.” Reduced growth forecasts may 

prompt the EC to demand new government spending cuts when it releases its assessment of 

national budgets at the end of November. There were however some bright spots. Ireland’s 



 

 

GDP is forecast to grow 4.6% this year by far the fastest growth rate in the Eurozone and 

the 28 member-European Union.  

 German retail sales fell in September by -3.2% month-on-month the largest monthly decline 

since May 2007 worse than the consensus forecast for a -0.8% decline. On a year-on-year 

basis retail sales growth slowed to 2.3% with sales growth of non-food items slowing to just 

1.0%. Sales in textiles, clothing, shoes and leather goods, a good indicator of discretionary 

spending patterns, fell -7.3%. The data conflicts with consumer confidence numbers which 

halted their recent decline in October and the unexpected fall last month in Germany’s 

unemployment rate.  

 

UNITED KINGDOM 

 The UK service sector purchasing managers’ index (PMI) fell from 58.7 in September to 56.2 

in October its lowest level since May 2013 and well below the 58.5 consensus forecast. The 

composite PMI, which comprises both service and manufacturing sectors, fell from 57.5 to 

55.8 below the 57.0 consensus forecast. Although comfortably above the expansionary 50 

level the data is disappointing and is consistent with a slowdown in GDP growth from 0.7% 

annualised in the 3rd quarter (Q3) to 0.5% in Q4. The PMI data has been trending lower since 

the second half 2013 pointing to a moderation in economic activity.  

 The GfK UK consumer confidence index fell for a second straight month from -2 in 

September to -1 in October. October’s index decline was driven by a fall in three of the 

five main components. Confidence about the economy’s prospects over the next 12 months 

suffered the biggest fall to its lowest since February. Overall, however the headline index 

remains close to recent highs and should benefit in the months ahead as fuel prices 

continue to moderate. The headline index fell to a low of -37 at the peak of the 2008-09 

global financial crisis before steadily rising to a nine-year high of +1 in June and August.  

 

FAR EAST AND EMERGING MARKETS  

 Indonesia’s GDP increased in the third quarter (Q3) by 5.1% quarter-on-quarter annualised 

which although dipping slightly from 5.2% in Q2 remains in line with the consensus forecast 

and more than respectable by global standards. The outlook remains positive with the new 

government appointed on 20th October expected to introduce positive structural measures 

espousing fiscal prudence and infrastructure spending. Investment spending, which has 

been conspicuously absent in recent quarters, should return as confidence in new president 

Joko Widodo’s administration builds momentum.  



 

 

 Russia’s consumer price inflation (CPI) accelerated from 8.0% year-on-year in September to 

8.3% in October while on a monthly basis CPI increased from 0.7% to 0.8%. The outlook for 

inflation remains negative due to the rapid depreciation of the ruble and the impact of 

restrictions on food imports. Inflationary pressure is likely to rise over the next six months 

prompting further monetary tightening by the Central Bank of Russia (CBR). The CBR hiked 

its benchmark interest rate last Friday by a hefty 150 basis points from 8.0% to 9.5% in an 

effort to stem the ruble’s decline. The ruble has fallen by almost 30% against the US dollar 

since the start of the year and the currency’s decline will probably accelerate following the 

CBR’s decision on Wednesday to shift towards a fully flexible exchange rate mechanism.  

 

SOUTH AFRICA 

 Moody’s credit rating agency reduced SA’s government debt rating by one notch from Baa1 

to Baa2 while changing the rating outlook from negative to stable. Moody’s cited “Poor 

medium-term growth prospects due to structural weaknesses, including ongoing energy 

shortages as well as rising interest rates, further deterioration in the investor climate and a 

less supportive capital market environment for countries such as South Africa that are 

highly dependent on external capital.” The rating downgrade is the second this year after 

Standard & Poor’s downgrade in June. While Finance Minister Nhlanhla Nene last month 

delivered a fiscally prudent medium-term budget policy statement pledging to narrow the 

budget deficit from 4.1% of GDP to 2.5% over the next three years, Moody’s remains 

skeptical that this will be achieved due to the low growth environment. Moody’s highlights 

the prospect of further rises in the government debt-to-GDP ratio “which even strict 

compliance with the government spending ceiling and somewhat smaller fiscal deficits are 

unlikely to arrest in the near-term.” The Treasury last month cut its GDP forecast for 2014 

to 1.4% the lowest since 2009.  

 SA’s Kagiso manufacturing Purchasing Managers’ Index (PMI) climbed from 50.8 in August to 

51.8 in October above the 51.1 consensus forecast and above the key 50 level which 

demarcates expansion from contraction. Although the current output index declined slightly 

from 50.5 to 50.3 the forward-looking new sales orders index increased sharply from 53.0 to 

55.9 its highest level since November 2013. Meanwhile, the input price index decreased 

slightly following four months of consecutive increases suggesting a continued easing in 

producer inflation in coming months. The latest PMI data is consistent with a relatively 

strong rebound in GDP growth during the fourth quarter (Q4) of around 3.9% quarter-on-

quarter annualised compared with 2.1% in Q3. However, the pick-up more likely represents 

a normalisation in activity following the end of strike action, rather than a sustainable shift 

in growth momentum.  



 

 

 SA’s trade deficit narrowed significantly from R16.7 billion in August to R2.9 billion in 

September. Exports increased on a month-on-month basis by 18% while imports increased 

by just 0.2%. The steady recovery in exports is attributed to precious metals and stones 

which increased 44.9% on the month, mineral products with an increase of 24.3%, vehicles 

and parts gaining 22.4%, and chemicals up 21.6%. Industries hit by strike activity are raising 

production to normal levels in particular benefiting the precious metals and vehicle sectors. 

Improving export performance combined with a fall in the oil price should continue to 

narrow the trade deficit over coming months.  

 

KEY MARKET INDICATORS (YEAR TO DATE % ) 

JSE All Share  +7.20 

JSE Fini 15  +18.63 

JSE Indi 25  +10.66 

JSE Resi 20  - 6.53 

R/$   - 7.09 

R/€   +3.79 

R/£   - 2.46 

S&P 500  +9.89 

Nikkei   +3.08 

Hang Seng  +1.47 

FTSE 100  - 2.93 

DAX   - 1.83 

CAC 40   - 1.59 

MSCI Emerging  - 1.13 

MSCI World  +2.80 

 



 

 

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 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 $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 

 The US mid-term elections saw a far greater than expected victory for the Republican Party 

which won both houses of Congress for the first time since 2006 and won the largest 

majority in the House of Representatives since 1928. With a more business-friendly party in 

charge of both houses of Congress the election result should facilitate progress in key 

business-friendly policy areas:  

 An obvious policy area centers around trade with two key agreements under development, 

including the Transatlantic Trade and Investment Partnership (TTIP), a proposed free-trade 

agreement between the US and EU, and the Trans-Pacific Partnership (TPP) an ambitious 

trade agreement between the US and countries in the Asia-Pacific region. Both TTIP and 

TPP agreements would provide a significant boost to global economic growth. 

 The likelihood of business-friendly tax reform has increased. US companies hold an 

estimated $5 trillion in cash abroad as a means of avoiding US corporate tax which is among 

the highest in the world. A reduction in corporate tax rates would prompt a repatriation of 

funds and increased investment spending. 

 Restrictions to the financial services industry introduced in 2010 by the Democrat-led Dodd-

Frank legislation may be modified. The relaxation of constraints on banks would boost 

financial market activity, risk appetite, and credit extension in turn stimulating economic 

growth. 

 US energy markets could be freed-up allowing for greater trade in oil and gas. Measures 

such as the possible approval of the Keystone pipeline between Canada and the US would 

push down oil prices. Lower oil prices translate into greater household disposable income 



 

 

and reduced production and transport costs, boosting economic growth and company profit 

margins. 

 The election results raise the likelihood of progress in business-friendly policy areas which 

should be viewed positively by financial markets. In the words of the Republican leader of 

the US Senate Mitch McConnell, working in a two-party political system did not mean “we 

have to live in perpetual conflict.” 

 

 


