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Investment Research of Cambridge was established in 
1945 to specialise in technically-based research of the 
financial and commodity markets. The company has 
built up an international reputation for its expertise in 
predicting the trends in global markets and individual 
stocks.
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World Investment Strategy

The current rally from the lows in 2009 is the 
fourth longest rally in the past one hundred years.  
Statistically, it does not usually pay to back outliers 
so the implied prediction is that it will not continue, 
unbroken, past July. The three previous longest rallies 
(for the US market) were 1988-2000, 1949-1956 and 
1921-1929. It has always been assumed that, as 
the rally was largely driven by quantitative easing 
(QE), it would end when QE ended. Tapering has 
started, so unlike Churchill’s famous 1942 ‘The End 
of the Beginning’ speech, this could represent the 
beginning of the end of the bull market. A key factor 
in this regard will be whether there is an exodus out 
of bond funds. With the interest earned on cash 
holdings likely to remain low, any diversification out 
of bonds is likely to see funds flowing into equities, 
thereby extending the bull run for longer.

The QE process has been bending our short term 
cycles out of shape. It is possible to read the market 
since 2008 either as a very stretched out four-year 
cycle or, alternatively, October 2012 could mark 
the start of a new four-year cycle (with the 2008-12 
pattern having been artificially distorted upwards 
by QE, as if in a secular uptrend). On either view, we 
are in the C to W phase at the moment. The length 
of previous rallies suggests that the current move is 
getting very long in the tooth. Furthermore, 2014 
will see a transition from “government-mandated” 
growth to self-sustaining expansion by the private 
sector. This could all go seamlessly but we are in the 
throes of a highly experimental monetary policy and 
accidents can happen. Finally, last year’s rally has 
taken the Shiller P/E ratio back up to 26.20. There is, 
therefore, a significant risk of a pull-back during the 
next year.

If, at some point during 2014, we do get a sharp 
sell-off that could get us back on track again. Fitting 
the four-year cycle into the longer decadal rhythm 
suggests that the final low of the secular downtrend 
should occur in late 2017. After that, our model 

indicates the western world could begin a new 
secular uptrend. According to Schumpeter’s model, 
this would be driven by innovational technology. 
As Ray Zurzweil, Google’s director of engineering, 
pointed out in a recent interview in The Times, “a 
kid in Africa with a smartphone can access all of 
human knowledge, something that the President of 
the United States could not do even 16 years ago. 
And that sort of progress is only going to continue 
exponentially.”

The tools of technical analysis do not suggest that 
we are moving into a bear phase just yet. The World 
index is making a pattern of rising highs and lows 
above a rising moving average – indications that 
the uptrend remains intact. So, although the bull is 
getting rather mature, we continue to run with him. 
QE will be reduced further but interest rates will be 
kept low for some time yet. However, the greater-fool 
theory may soon come into force – so it is advisable 
to be sitting close to the exit in order to get out ahead 
of the general stampede.

In Asia those expecting a hard landing in China have, 
so far, been proved wrong. There are certainly risks 
– the property bubble and indebtedness generally 
have ballooned, energy costs and other key industrial 
inputs will rise over the next year. But the other 
side of the government’s reform agenda is to boost 
consumer spending. This should help buoy growth 
and we saw GDP pick up in the third quarter of last 
year to 7.8 per cent.

The withdrawal of QE is likely to mean 2014 will 
be a testing time for some emerging markets. It 
will no longer be a case of just buying the EM story 
across-the-board. Investors will need to differentiate 
between markets that are moving onto to the next 
phase of industrialisation and those where corruption 
and lack of infrastructure are blocking the next phase 
of their development. 
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World Investment Strategy contd.

A few of the markets in the Asian region have already 
embarked on a new cyclical bull phase, still in the 
presence of a secular uptrend. But what we call the 
volatility ‘signature’ of these markets is much higher 
than western markets and they could therefore drop 
sharply if there is a global sell-off. Most of the markets 
in this region, that rely heavily on China for their 
growth, have not yet given new buy signals.

At present most commodities and certainly the 
precious metals are in cyclical bear phase but we may 
be seeing the first signs of a turnaround on the charts 
of the industrial metals. 
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The World at a glance

 ■  Major markets

US relative to world: currency adjusted

 ■ As anticipated, the US put in a strong showing in 
relative terms during the traditional end-year rally. 

 ■ With tapering gun now having been fired we could 
see this outperformance continue through to the first 
quarter of 2014. 

UK relative to world: currency adjusted

 ■ The relative chart is now firmly back within the trading 
range established in 2011-2. 

 ■ A break out of the top end of this range would suggest 
the start of a strong trend of outperformance. 

Europe relative to world: currency adjusted

 ■ As expected, Europe has also maintained its relative 
strength. 

 ■ Strong stock market performances have been 
boosted by the currency but, as we explain in the 
Europe section, both markets and currencies could 
come under pressure in the run up to the European 
elections in May.  
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All these charts are in US dollars and are relative to the World index.
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The world at a glance

Japan relative to world: currency adjusted

 ■ The yen’s relative chart remains within a broad consol-
idation pattern. 

 ■ The market is looking a little overbought and we 
could, therefore, see a technical correction. 

 ■ The yen is getting close to the level that will prompt 
retaliatory action from Japan’s trading partners. But it 
may weaken a little further in the short term. 

 ■ The combination of a weaker market and currency 
could see the relative chart test the lower end of the 
consolidation band but we do not expect it to break 
out of it. 

Pacific ex Japan relative to world: currency adjusted

 ■ It is disappointing to see the relative chart for the 
Pacific region (ex Japan) drop below the summer lows. 

 ■ The key factor for this region is the state of the Chinese 
economy. 

 ■ We are unlikely to see a strong pick-up in these markets 
until there are clear signs that China is managing its 
debt problems and the economy is gaining traction. 

 ■ We are standing aside until we see clearer evidence of 
an uptrend developing. 

Latin America relative to world: currency adjusted

 ■ Our colleague, Richard Marshall, draws a ‘high diver’ 
on charts like this. The idea is that you have to look for 
when he is reaching the bottom of the pool. 

 ■ There is no sign of a bottom on this chart.
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Global stock markets ranked by quintiles in dollars

Country Quintile
Above 

25D 200D
Moving 
Average

Upward 
sloping 

25D 
SMA

Percentage Change ($ US)
%

1 Month AVG 3 Months AVG 12 Months AVG

Venezuela ÈÈ P P P 15 48.4 299.8
Argentina ÈÈ O P O -8.6 -0.4 46.6
Denmark ÈÈ P P P 4.8 8.0 30.2
Germany ÈÈ P P P 4.0 10.9 28.7
United States ÈÈ P P P 1.3 7.7 28.1
Japan ÈÈ P P P -1.9 -0.2 25.6
Israel ÈÈ P P P 1.6 8.4 23.8
Spain ÈÈ P P P -2.3 1.8 8.4 11 23.5 63.3

Belgium È P P P 2.7 3.6 20.7
Switzerland È P P O -0.3 2.4 20.1
France È P P O -0.4 1.8 19.5
Netherlands È P P P 1.0 5.2 18.9
Sweden È P P P 2.0 0.3 18.6
Italy È P P O 0.4 4.8 18.6
United Kingdom È P P P 1.2 4.1 13.9
Egypt È P P P 3.2 1.2 14.2 4.6 10.9 17.7

Poland o O P O -4.1 6.3 10.6
Austria o O P O -3.0 2.0 9.0
Taiwan o P P P 2.6 0.3 8.6
China o O O O -0.4 -2.9 7.4
Hungary o O O O 0.4 2.1 4.1
Hong Kong o O P O -2.2 0.0 2.8
South Korea o P P P -0.1 1.0 2.4
Malaysia o P P P -0.1 -0.9 0.0 1.1 2.3 5.9

Canada - P P P -1.1 1.5 1.5
Australia - P P O -2.7 -3.2 -1.4
Mexico - P P P 3.4 2.0 -2.6
India - P P P 5.7 7.0 -3.1
Russia - P P O 0.6 0.5 -4.1
Singapore - P O O -2.8 -3.7 -5.0
South Africa - P P O -1.7 -3.0 -5.2
Philippines - O O O -4.8 -0.4 -11.3 -1.2 -6.8 -3.3

Thailand - - O O O -4.9 -10.3 -9.7
Czech Republic - - O P O -3.1 -2.5 -10.1
Colombia - - O O O -2.0 -9.7 -17.4
Chile - - O O O -3.4 -11.1 -21.7
Indonesia - - O O O -6.7 -11.4 -21.7
Turkey - - O O O -13.0 -14.5 -23.8
Brazil - - P O O -5.5 -11.9 -25.8
Peru - - P O O 3.3 -4.4 -3.6 -9.4 -29.8 -20.0

 

Ranking and data in US Dollars
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United Kingdom

 ■ A happier New Year

According to the Office for National Statistics the UK’s 
recovery since 2012 has been stronger than previously 
thought. GDP could now reach three per cent in 2014, 
in real terms. The stock market has already been picking 
up on this better-than-expected growth.

Investors live in a relative world. It is not necessary for 
everything to be perfect, it just needs to be better than 
other markets. Within the universe of western markets, 
the UK now looks reasonable value and it is likely to be 
the fastest-growing country in Europe next year – and 
possibly for the next five years.

But we must not forget that markets are a discounting 
mechanism. At market lows the economy is always 
bad and getting worse. Once the economy is good and 
getting better, it seems that nothing can go wrong. This 
is usually a clear indication that the market is near a top. 
We are approaching that position now. The start-of-
the-year forecasts are not uniformly bullish but most 
analysts are pencilling surprises to the upside rather 
than to the downside. The normal strong seasonal 
force should carry the UK market higher in the early 
part of the year. But the risks will mount considerably 
after March. In 2013 small cap stocks outperformed 

the top-line stocks by 15 per cent. But we would start 
switching into larger international companies from 
here on. These will survive any squalls that blow up and 
many of them pay dividends that are much better than 
the yield on government bonds. If a setback occurs, 
it will be easier to trim back these stocks than their 
small-cap counterparts.

On the back of the more upbeat economic outlook, 
the Bank of England has brought forward its guidance 
as to when rates will rise. According to the Bank, 
unemployment could fall to 7 per cent by the fourth 
quarter of 2014 – a big change from its August 
prediction that the rate would stay at 7 per cent until 
the summer of 2016. This could see the UK being the 
first country to raise rates – ahead of even the Fed. 
Higher interest rate differentials will give an added 
boost to the currency. Citigroup is, for example, tipping 
sterling as the global “safe haven” of 2014. UK-based 
investors wishing to invest overseas will need to hedge 
currency risk. Sterling is likely to beat the yen, the 
rupee and possibly even the dollar. 

FTSE 100 index FTSE 100 index relative to world
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Europe ex UK

 ■ European elections

Mario Draghi’s promise to do “whatever it takes to save 
the euro” last summer saw speculative attacks recede 
in the second half of the year. But that does not mean 
the risks of a break-up of the euro have disappeared.

The one-size-fits-all monetary policy is keeping 
interest rates too high in the southern Mediterranean 
countries. This will result in years of subdued growth. 
In some of these countries unemployment rates are 
higher than they were in the 1930s Depression and 
are accompanied by below-target inflation or even 
deflation. Meanwhile the level of interest rates is too 
low for the German economy, which is experiencing a 
property bubble.

The European elections in May will give voters an 
opportunity to express their dissatisfaction with the 
EU. In France, opinion polls suggest that a quarter of 
the electorate are considering voting for Marine Le 
Pen’s National Front party. The Dutch Freedom party, 
the Greek Syriza party and the UK Independence Party 
are all expected to do well. Although this will not be 
a surprise, it could nevertheless still deliver a shock to 
the markets.

On the charts, the markets of the weakest Med 
countries have experienced the strongest rebounds 
on the back of the ‘Draghi’s put’. This does not alter 

the underlying reality that the strong man of Europe 
is Germany (and most of the strongest companies are 
German or Swiss). Unless the eurozone is to become a 
permanent transfer union, the only economies capable 
of forming an efficient currency area are in the North 
of the region.

The malfunctioning of the eurozone is reflected on our 
road maps. Most markets are in a secular downtrend. 
This started in the year 2000 and the cyclical swings 
of the bull and bear phases have left these markets 
considerably lower than they were 13 years ago. There 
is absolutely no sign of this changing any time soon. 
Our road maps predict that any cyclical bull phase will 
not make a new all-time high breakout.

The big exception is Germany. The chart pattern of the 
DAX index is much stronger and it does appear to be 
breaking up into a new secular uptrend. The country 
has successfully reoriented its export market away 
from Europe to the Far East. The old highs of 8,000 
on the DAX index are now an important support level. 
With the coalition government having been formed, 
we suspect Germany will agree to further bail outs 
of the weaker members of the union and the euro 
currency will muddle along for a while longer but do 
not bank on the Draghi put carrying on indefinitely.

European equities European equities relative to world
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Europe ex UK
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United States

 ■ Saving Christmas

Markets around the world watched anxiously to see 
if Mr Bernanke was going to play the part of Scrooge 
just before Christmas. But his decision to start scaling 
back QE by $10bn a month was read by the market as 
a signal that the economy is growing strongly enough 
to warrant starting to turn off the liquidity tap. The Fed 
also reinforced its forward guidance that US rates will 
stay close to zero until the unemployment rate falls 
below 6.5 per cent.

The economy does seem to be picking up and is 
expected to grow at a rate of 3 per cent next year. 
House prices are also clearly recovering. Mr Bernanke 
has left open a number of policy options for his 
successor. We must remember that a taper is not an 
end to QE, but a process that leads to a gradual scaling 
back – as and when the data permit. There is no hurry 
for interest rates to rise. There may well be short term 
periods when they fall back but last month marked a 
turning point – the Fed’s five-year experiment with 
bond-buying finally reached the high-tide mark.

We have in the past pointed out the structural 
problems that the US economy faces such as unfunded 
entitlement schemes and the retiring baby boomers. 

But in the short run none of this matters. Investors are 
switching from bonds to equities.

Theoretically, with such a mature bull market and the 
Shiller P/E ratio back above 25, a correction should be 
expected imminently. But QE has thrown theory out 
of the window. The Fed’s $75bn of asset purchases 
a month will probably be sufficient to drive prices 
higher for a little longer. Although QE has overpowered 
seasonal factors, it is still likely that when a crack comes, 
it will be at a time when the seasonal rhythms turn 
negative. This would suggest that the present uptrend 
could continue until at least March but is unlikely to 
carry on past July. If it does roll on to the second half 
of the year, it will have entered the realms of bubble 
territory.

For the time being we are staying with the trend but 
are primed to sell out quickly if there is an event that 
triggers the inevitable pull-back. We will need to review 
the situation nearer the time but are tempted to take 
profits in June if the bull is still running then.

S&P 500 Dow Jones Industrial Average
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Canada

 ■ Economically complacent?

Although Canada came out of the financial crisis 
well, there are concerns that the country is becoming 
economically complacent.

In the last issue we reported the OECD’s concerns about 
household debt levels in Canada once interest rates 
start rising. The country’s tendency to live beyond its 
means is also reflected in the current account deficit, 
which is now 3.3 per cent of GDP – one of the highest 
in the developed word.

The economy’s exposure to natural resources worked 
well during the commodity boom but it has left the 
economy vulnerable during the recent downturn in 
these markets. Latest figures show that in October a 
one per cent rise in mining and quarrying was almost 
offset by a 0.8 per cent decline in oil and gas extraction. 
A reflection of the US’s increasing self-sufficiency in 
energy. The extraction industries will, however, all pick 
up if the Chinese economy starts gaining traction.

The stock market experienced a small pull-back in 
November but support was found just above 13,000 
and the TSX has resumed the positive pattern of rising 

highs and lows. The next target is 14,000 although it 
could go higher than this.

We still group Canada with the other big resource 
markets – Australia and South Africa – and it is the 
laggard out of these markets. Like the other resource 
markets, the currency has been under pressure.

We would stick with existing holdings in this market but 
would be tempted to take some profits if the TSX hit 
14,000.

Canada Canada relative to world
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South Africa

 ■ Post-Mandela 

Nelson Mandela’s funeral was an opportunity for 
all South Africans to express their gratitude to this 
quite remarkable statesman. Not only did he steer 
the country through the post-apartheid era but 
his diplomatic skills ensured that South Africa was 
the first port of call when China started buying raw 
materials aggressively. However, as Thabo Mbeki, who 
succeeded Mandela, observed, perhaps his funeral was 
an appropriate time to question whether the current 
leadership is living up to Mandela’s ideals. The country 
badly needs good leadership as it negotiates the next 
phase of its development.

South Africa is one of the countries on investors’ watch 
lists as being vulnerable to tapering in the US. Its budget 
deficit is around 5 per cent of GDP while the current 
account deficit is almost 7 per cent of GDP.

The South African stock market had pulled away from 
its 200-day moving average and so it was not surprising 
to see a correction ahead of the Federal Reserve 
meeting in December. But the pull-back found support 
above the October low, thereby preserving the pattern 
of rising highs and lows.

South Africa has been in secular uptrend for many 
years. It just keeps going round the cycles on our 
strongest road map and we expect this to continue. But 
the currency is a major risk. In 2013, the rand lost 24 
per cent of its value against the US dollar – the largest 
annual decline since 2008 when it lost 40 per cent.

The South African market should get a boost when the 
commodity markets move into strong uptrends. As 
mentioned in the commodity section, it is a little early 
for the mining stocks to start picking up. They have 
not given major buy signals yet but when shares have 
taken the sort of pummelling that the mining stocks 
have done, they can turn very quickly when the buying 
starts. Patient investors will make huge gains here given 
time and the P/E multiples are very low.

South Africa is the largest economy on the African 
continent but Nigeria is catching up fast. Other African 
countries look to be on the verge of making significant 
economic breakthroughs and we will, therefore, be 
adding to our coverage of Africa in the months ahead.

South Africa stock market South Africa stock market relative to world

C
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Nikkei 225 TOPIX

Japan

 ■ A clear agenda

In a way that few Japanese prime ministers before him 
have done, Mr Abe has set an unambiguous agenda. 
It is to reach 2 per cent inflation as soon as possible 
and then maintain that level. To achieve this goal the 
Bank of Japan will double the monetary base. The 
Japanese people have embraced this agenda and, once 
a consensus is achieved in Japan, it is usually delivered. 
We, therefore remain bullish of Japan in the longer 
term.

In the short term, the economy will face a headwind 
when the tax on consumption is introduced in April. 
But, if this checks growth, Prime minister Abe is likely 
to introduce more stimulative measures.

Another short term potential negative is the 
increasingly acrimonious sabre-rattling with China over 
the disputed Senkakus Islands (or Diaoyu as the Chinese 
call them). Events of this type can produce moments 
of panic which are quickly reversed and subsequently 
appear as just a blip on the chart. Both countries will be 
reluctant to escalate the conflict.

On the charts, the break above the top end of the 
pennant formation at 14,800 gave a strong buy signal, 

with an implied target of 16,800. As we are almost 
there, we would suggest that short term traders tighten 
up their profit-trigger in case there is a pull-back ahead 
of the consumption tax being implemented. Investors 
looking to increase their exposure should use any 
pull-back as an entry point. We would be surprised to 
see a correction extend below support at 13,000.

One of Mr Abe’s three policy ‘arrows’ is to keep the 
yen weak. He has already achieved a considerable 
depreciation of the currency over the past year. At 
some point the currency will stabilise. We believe we 
are getting close to that position but, until there are 
signs of a sideways trend developing on the chart, we 
will err on the side of caution and hedge exposure from 
a US or UK base. 
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India

 ■ Election coming up

By May at the latest, there will be a general election 
in India, which will almost certainly usher in a new 
government. It is not yet clear exactly what the 
structure of this will be but the man with the political 
momentum behind him at the moment is Narendra 
Modi of the Bharatiya Janata party. He is not, however, 
popular with the 15 per cent Muslim population.

Looking at the charts, the market is pricing in a 
pro-growth, pro-reform government. Election results in 
India do move the market quite dramatically. After the 
2009 election, the market rallied by 18 per cent while 
the 2004 result caused it to nose-dive by 19 per cent.

Another reason for the market’s upbeat tone is that, 
Mr Raghuram Rajan, the head of the central bank, has 
shown that he is not afraid to take tough monetary 
action to curb inflationary pressures (the CPI rose to 
11.24 per cent p.a. in November). He has also started 
what he promises will be a far-reaching overhaul of the 
financial sector.

India has many short term problems. Its rate of inflation 
is the highest amongst the 17 Asia-Pacific countries, it 
has a large current account deficit and the currency 

is vulnerable to speculative pressures. A new tough 
government that reduces corruption and is prepared 
to introduce labour and land reforms would make a 
significant impact on these problems. One staggering 
statistic is that, due to poor infrastructure, a third of 
the food that India produces rots on the way to market. 
Just cutting this figure would improve not just growth 
but the quality of life immeasurably for Indians living 
in poverty.

India is on our strong road map in secular uptrend and 
it is now in the first leg of a new cyclical bull phase. We 
would buy the market on any weakness but hedge the 
currency risk.

India India relative to world 
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Australia China

Pacific ex Japan

 ■ The Decision

China’s 3rd Plenum – called The Decision – will usher 
in a new era in China’s development. China’s economic 
model has changed considerably. Much of the central 
hub of decision-making will stay in government hands, 
but state-owned industries will in future be exposed 
to the rigours of the market system. They will receive 
far less subsidies and will increasingly have to pay a 
market-determined price for their inputs whether 
these are raw materials, electricity or loans.

Making these sorts of major transitional changes 
carries commensurately high risks. Many analysts are 
predicting that the Chinese economy will experience a 
hard landing. As we explained earlier, we believe the 
authorities will do everything they can to maintain 
growth.

China has been a classic example of what is known 
as the ‘growth paradox’. Despite strong economic 
growth, the stock market has performed lamentably. It 
does now appear to be forming a wide base pattern 
although, technically, it is critical that last year’s low of 
1,850 is not breached. The first indication that buying 
momentum was building up would be if the December 

high of 2,247 was taken out. From there the next target 
would be the February peak of 2,444.

The performance of the Chinese market is likely to 
have more impact on many of the Asian markets than 
tapering in the US. We are waiting for these markets to 
make new high breakouts to buy into them again.

Last October we noted that the Australian market 
was overbought when it made a new high but, if 
the correction found support above 5,000, it would 
establish a good base from which to push higher. And 
this is what it is now doing. The next target is 5,500. 
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Pacific ex Japan

Hong Kong India

 South Korea Indonesia

Taiwan Singapore
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Brazil Russia

Emerging markets

 ■ Be more selective

There was a time when you could have bought any old 
emerging market and done very well. However, the 
low-lying fruit has now been picked and nowadays you 
have to be much more selective. We have, for example, 
recently seen India make a new all-time high but Brazil 
is nowhere near doing so.

In the mid-2000s we were enthusiastic investors into the 
Brazilian stock market. The country’s natural resources 
meant that it was a prime beneficiary of China’s 
boom. The discovery in 2007 of massive deposits of 
offshore oil gave an added boost to Brazil’s treasure 
trove. But the government has failed to improve the 
standard of living of all but the richest echelon. The 
demonstrations last June were predominantly by 
middle class protestors who are struggling to make 
ends meet. After the first rush of investment, Brazil is 
struggling to find an economic model that will take it on 
to the next phase of development and for this reason 
we are now downgrading it.

Our preferred market in Latin America for some 
time has been Mexico. A close above the August 
peak of 42,648 on the Bolsa IPC index would be a 
bullish development on this chart. Even neighbouring 

countries such as Chile, Colombia, and Peru have been 
quicker to embrace economic reform than Brazil.

Turkey is another country where the stock market is 
reflecting the problems the country is having along 
the road to industrialisation. Here the problem is 
governance and corruption. Prime Minister Erdogan’s 
standoff with the judiciary caused the market to drop 
by 15 per cent last month. We note that some funds 
have been buying into this sell-off but we would prefer 
to see a more constructive pattern on the chart before 
going back into this market. 
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Emerging markets index Mexico
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Emerging markets
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US Treasury bond 10 year yield

Bonds

 ■ Monetary prestidigitation

The Federal Reserve is desperately trying to perform 
one of those conjuring tricks whereby the magician 
removes a ball from a cup without seeming to move 
the cup. In the Fed’s case, it is trying to gently remove 
some QE without pushing interest rates up.

Rates have backed up since the Fed’s decision last 
month. This has aborted a head and shoulders pattern 
on the chart which implied rates would fall back again.

We believe that we are at a major turning point for 
interest rates but the long term downtrend going back 
30 years has not yet been broken.

During this turning phase we are likely to see a lot of 
churning around, with some volatile moves, as the Fed 
tries to talk rates lower through its forward guidance 
and investors scale back their bond purchases, 
pushing yields higher. Mrs Yellen is going to need the 
prestidigitation skills of Houdini to achieve a smooth 
trend change in rates without scaring investors.

QE appears to have worked and the US economy is now 
on a growth trajectory but, if rates were to rise to a 
more ‘normal’ level of 5 per cent, this would derail the 

recovery. Many analysts believed the Fed would try and 
keep the yield on the 10-yr US treasury below 3 per 
cent (at the time of writing they are testing this level). 
If it breaks above this level it will have broken out of the 
3-1.4 per cent trading range and the yield could move 
quite smartly to 3.5 per cent but, at that point, the Fed 
is likely to take some action.

Brighter economic prospects in the UK have put upward 
pressure on UK gilts. The yield on the 10-yr UK gilt has 
broken decisively through the 3 per cent barrier and is 
now at its highest level for two years. The short term 
target on the chart is 3.4 per cent.

Although we are at a turning point in rates, short term 
bonds are still a good place to park some funds – 
especially when we move into the seasonally vulnerable 
period for equities.
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US benchmark bond 30 year yield

UK benchmark bond 10 year yield

German benchmark bond 10 year yield Japan benchmark bond 10 year yield

Bonds
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Commodities

 ■ In need of a growth pick up

If the global economy really is going to start motoring, 
this should be reflected in the commodity markets, 
particularly the base metals.

Any view on commodities depends on whether you 
are optimistic or pessimistic about the growth outlook 
for China because this is the driving force behind the 
industrial commodity markets – and in the case of 
copper by an overwhelming margin.

We acknowledge that there are enormous risks hanging 
over the Chinese economy. It will be an extremely 
difficult balancing act to deleverage the debt bubble 
while at the same time try and stimulate consumer 
demand. But, if the government does not maintain the 
growth momentum, the social pressures will become 
immense and the one thing the authorities want to 
avoid at all costs is political dissent and protests. We 
are, therefore, taking the view that they will maintain 
growth at 7 per cent or higher.

There are signs that commodities are beginning to 
reflect the pick-up in Chinese growth at the back end 
of last year. The CRB index has rallied off the November 
lows but needs to push back above the 200-day 
moving average and form a golden cross of the moving 

averages to give a buy signal. In the case of copper it 
is encouraging that the price has rallied off the critical 
$3.00 support level but further work is needed to 
negate the bearish chart pattern. Technically, it is 
still slightly too soon to start buying the bombed-out 
mining stocks, such as Freeport Mc Moran, but this is 
the time to put them on your watch list.

The price of Brent crude oil continues to meander 
sideways and at present is sitting in the middle of 
the $120-100 trading range. Looking ahead, the one 
observation we would make about this market is that 
there has been a marked deterioration in relations 
between Saudi Arabia and the US. With America 
becoming increasingly self-sufficient in oil, the US 
government will not be overly concerned if the Saudis 
reduce their oil exports but it will have a dramatic 
impact on other oil importers.

As suggested last month, gold has retested the $1,200 
support level. We may see a technical bounce from 
here but there is no indication of the major downtrend 
being reversed and, if $1,200 is broken, there is little on 
the chart until the big $1,000 level.

Commodity price index Gold
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Commodities

Platinum Oil

Silver Palladium

Copper Aluminium
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Currencies

 ■ Politics overrides economics

Economics suggest that the US Dollar should be much 
stronger. But each time the dollar has looked as if it was 
about to take off, the buying momentum quickly fizzled 
out. One of the reasons for this is that the Chinese are 
showing a marked reluctance to own any more dollars.

The trade-weighted DXY index rallied at the end of 
October and beginning of November but it was not able 
to negate the downtrend that has been in place since 
last July and selling pressure quickly resumed. There is 
major support at 79 but a break below this level is likely 
to trigger heavy selling which could result in a test of 
72. A rally above the November high of 81.30 would 
challenge the medium-term downtrend but the move 
would need to extend up to 82.50 to give the chart a 
firmly bullish bias.

The euro remains in an uptrend against the US dollar 
but is likely to encounter heavy overhead resistance at 
$1.40.

The yen has seen its sharpest annual fall against the 
dollar since 1979. In the past month the rate has 
bounced sharply off the 200-day moving average and, 
at ¥105, is at the top of its recent trading range. Japan 

is likely to come in for heavy criticism from its trading 
partners if the rate goes much above this level but that 
is not to say the Bank of Japan will not let it ‘slip’ to 
¥110.

Sterling has been enjoying a roll on the back of the 
better economic news. This has taken it out of the top 
end of its recent trading range against the dollar and 
the rally could extend up to $1.70.

Emerging countries with large current account deficits, 
such as India, South Africa and Turkey will be vulnerable 
to hot money outflows in the coming months. (The 
Turkish lira fell by 6 per cent against sterling at the end 
of December). As sterling is likely to be viewed as a safe 
haven in the months ahead, UK-based investors should 
hedge their currency exposure when investing abroad.

In terms of relative strength we currently rank 
currencies as follows: sterling, dollar, euro, yen, rand 
and rupee.

After pulling back to its 200-day moving average, the 
US$/Aus$ rate has bounced sharply higher. The Aussie 
has lost 15 per cent against the greenback this year and 
there is no indication on the chart of a trend change.

US dollar: trade weighted US dollar/euro
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Currencies

US dollar/Japanese yen Euro/Japanese yen

Sterling/US dollar Sterling/euro

US dollar/Canadian dollar Australian dollar/US dollar
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Road maps

Standard road map

 ■ These road maps are the basic shape of a so called 
Elliott Wave. We deliberately letter our maps 
differently from Elliott aficionados. The normal time 
scale for a complete cycle is four years, driven by the 
Kitchin wave. The bull phase has three surges getting 
progressively more powerful. The bear phase is a fall, 
followed by a rally, followed by the rest of the fall. Big 
waves are composed of smaller waves of exactly the 
same basic shape. In practice, the waves we wish to 
trade can be traced out as the Index moves away from 
and back towards the 200-day moving average. If it is 
below that average, then it is a bear market. 

Standard road map skewed by secular uptrend

 ■ The standard model can be distorted positively by 
a strong secular uptrend. The small waves tend to 
take the same amount of time, but there is always an 
upwards bias. Even in the bear part of the cycle, a new 
high might be made and the next drop back is the end 
of the correction. The rule on this road map is always 
buy the dips as long as it is clear that the underlying 
secular trend is still valid.

Standard road map skewed by secular downtrend

 ■ The basic map can also be distorted negatively. This, 
in practice, makes the bull part of the cycle very short 
and stunted. It also has the effect of lengthening the 
down part of the cycle. The rule here is always to 
sell the rallies. The secular trends that perform these 
distortions last for multiples of the four year cycle. 
Trends of 16 to 20 years are quite normal. On rare 
occasions they can be longer. 

 Source: Robin Griffiths based on Schumpeter
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