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08 / China’s Communist Party Congress provided a strong boost for medium-term outlook in commodities - China rep-
resents (and comprises) the demand side of the fundamental equation for commodities as an asset class. China can make 
or break commodity prices. Recent history can provide proof: double-digit Chinese GDP growth in 2011-2012 boosted many 
industrial raw materials prices to all-time highs during the period. A deceleration in the Chinese economy in late 2015 and 
early 2016 caused the prices of these commodities to decline to multi-year lows. The Communist Party of China last week 
convened for the first time since 2012 to give President Xi another term as leader, appoint new leadership and set the future 
course of the nation. In the lead up to the Party Congress, many raw materials prices moved sharply to the upside when 
it became apparent that Mr. Xi would consolidate power further, meaning that China would remain on course for stable 
and steady growth over the next five years at least. The positive jolt to the market came at a time when commodities have 
already risen off the lows since June in the wake of the reflation wave led by the recovery in oil prices that could carry into 
Q1-Q2 2018 as many indicators show.

11 / Timing and Tactical Insight - China, the motor for reflation II is still humming - China, Industrial Metals and related 
sectors (Diversified Mining) are still on track to outperform until early 2018. These trades may consolidate some during No-
vember and more patience is probably required to really capture this outperformance. Indeed, the acceleration may be quite 
short lived, possibly from early December into late January 2018.

17 / Looking at the historical dynamic of the yield curve, it may be too early for a significant structural steepening - There 
has been a lot of reason offered why the yield curves should steepen, but those rationalizations fail to take into considera-
tion what appears to be an immutable relationship – rising policy rates tends to be accompanied by flattening of the yield 
curves, and vice versa. Once this is understood, the co-called conundrum of flattening of the curves become no mystery at 
all. So far, yield curve steepening predictions have brought nothing but a world of pain. Over the past few decades, we can 
see a recurring pattern -- the yield curve flattens as the Fed tightens, until the yield spread reaches 0%, then a recession en-
sues. However, by the time a recession is officially recognized and dated, the yield curve has already been screaming wider 
(and steepening strongly) accompanied by frantic efforts by the Fed to cut policy rates as fast as they could. This steepening 
mechanism is not what we face in the immediate future, which is characterized by global central banks tightening policy 
rates (or wanting to) – all yield flatteners. To arrive at the conditions conducive to steepening, the central banks first have to 
tighten monetary policy to a point where growth is choked and recession ensues.

20 / Timing and Tactical Insight - The Yield Curve is still flattening, yet a short term bounce may materialise from late 
November into early 2018 - Despite the rise in yields over the last 2 months, the US Yield Curve is still flattening. It may 
continue to do so over the coming weeks. Value to Growth indicators, Breadth, or Small cap to Big cap ratios also indicate so. 
More generally, the US Yield Curve may continue to flatten well into 2018. Shorter term however, it may find a intermediate 
low mid/late November and initiate a 2 to 3 months bounce.

28 / Will the US Dollar strengthen when the Fed reduces its balance sheet? It may not be the case - The prospect of per-
sonnel changes at the Fed, and recognition that practically no one of the primary candidates for the Fed chairmanship would 
be as dovish as Yellen has been, helped the greenback to firm up support.
But will reduction of the Fed’s balance sheet really strengthens the currency? In our narrative we document our thinking 
that instead of weakening the US Dollar, the QE programs served to strengthen the US Dollar instead, and that reducing the 
Fed balance sheet may therefore prove to be a weakening factor for the currency.  If we juxtapose the long bond yield with 
the US quarterly GDP with a lag, then the relationship between the Fed’s assets and growth, the long bond yield, and the 
US Dollar becomes clear – they are all positively correlated, given the proper lag. If we think about the impact of the Fed’s 
balance sheet deeply, it can’t be positive for the stock market and negative for the rest of the assets and growth. The fact is 
that the accumulation of central bank assets has been good for equities and the economy.

31 / Timing and Tactical Insight - The Dollar should retrace down into November - Since early September, the USD Dollar 
has achieved a nice rebound vs the Euro and the Yen especially. Our analysis suggests that it has now reached an interme-
diate top and that it should consolidate for 2 to 3 weeks until mid/late November, yet probably not make new lows.  Fol-
lowing that, we expect further upside for the Dollar as we move into December (vs the Yen especially). The move may indeed 
extend towards February, before the Dollar retraces again to the downside towards early Spring.
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38 / Seasonality in Oil may trigger a short term dip in November but the uptrend reasserts thereafter - Global oil 
consumption ebbs and flows from one season to the next – the seasonality of the oil market is well established and widely 
understood. From many indications, the oil market has just finished a seasonal peak in many of its fundamental vectors 
(which have helped push prices higher in past weeks). But the market is due for another, countervailing phase, which may 
bring price lower over the next few weeks – at least if we go by historical patterns. A positive trend for oil prices has been 
set by several factors since late June. Prices have edged upward in recent weeks thanks to the decline in US inventories and 
strong signs of OPEC members’ compliance with the agreed-upon output cuts, which were renewed last May and could be 
renewed again this coming November 30th, when OPEC holds its annual meeting in Vienna. In the face of seasonal factors, 
buy the dips and not the break out remains our preferred strategy.
 
41 / Timing and Tactical Insight - Short term, Oil may Stop and Go, yet is still very positive until late December / January  
-  Oil and the Energy sector have accelerated up since late August and are confirming the resume uptrend situation, we had 
expected since early Summer. Following a slight pull-back over the next couple of weeks, they should continue to accelerate 
towards year-end. Generally, on a relative basis, the Energy sector is still finding it difficult to outperform the market. This is 
especially true in the US, where new relative lows are possible over the next few weeks. Following that, we would expect it 
to finally gather some momentum, that could lead it to outperform towards year-end and early 2018.

46 / Splicing the markets - Strong markets with a rotational bias should continue towards H1 2018, yet short term risk/
reward still looks extended - Equity markets are still extending up and growth rotations are kicking in, bringing further sup-
port. Yet, our oscillators are still in exaggeration, risk/reward is still extended and the timing window for some retracement 
(although it may be benign) is still open over the next couple of weeks. This is a short term market positioning call. If you 
think about it, what would you do today if you were receiving net new money. In our view, you would probably wait a bit for 
a better opportunity to enter. Longer term, as we have done over the last few months and quarters, we reiterate our positive 
bias on equity markets towards Spring next year.
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