
More Flattening to come on the US yield curve, possibly inversion by year-
end

Over the last few weeks, concerns about a steepening yield curve have arisen as it was rumoured that the BOJ was planning 
to engineer a slight shift up on the long end of its curve. More generally, there was some debate about the general attrac-

tiveness of the US Treasury market in light of the strong issuance schedule ahead and the possible reduction in holdings from 
foreign strategic buyers (such as Russia which recently sold all its US Treasury holdings). In the end, expectations about the BOJ 
meeting were somewhat deceived, while concerns on the demand side for US debt issuance are probably overblown, for now 
at least. Given the economic deceleration we expect ahead and the FED’s commitment to continue to normalize, we anticipate 
further Bear Flattening for the US Yield Curve over the next few months. 

US 10 years Benchmark Bond Yield
Weekly graph or the perspective over the next 2 to 4 quarters

From their lows in mid 2016, rising 
US long term Treasury yields have 

accompanied the reflation trade up. 
That said, on both our oscillator se-
ries (lower and upper rectangles), we 
now believe that an important inter-
mediate top is approaching. Indeed, 
even if our I Impulsive targets to the 
upside (right-hand scale) still suggest 
that US10Y yields could rise into the 
mid 3s%, the time left to achieve such 
a move is limited: until mid Q3 on 
our medium term oscillators (upper 
rectangle), while, on our long term 
oscillators (lower rectangle), the top 
could already be behind us. The retra-
cement move we expect on US10Y 

Treasury yields into next year is between 60 and 100 basis points. Hence, over the next few weeks, we would start accumulating 
US Treasuries.

US 10 years Benchmark Bond Yield
Daily graph or the perspective over the next 2 to 3 months

Both our oscillator series (lower 
and upper rectangles) are ap-

proaching “High Risk” situations 
between now and mid August. We 
hence expect the current upside re-
test on US10Y Treasury yields to die 
out over the next week or so.  Going 
forward, we would typically expect 
between 2 and 3 months of conso-
lidation to the downside at least 
in such situations, if not more if 
the previous uptrend eventually re-
verses down. Initially, we would ex-
pect that US10Y yields go down and 
test the support of our C Corrective 
targets to the downside (towards 
2.7%; right-hand scale), probably 

towards late August. If these were to break, the next levels of downside targets we can calculate is between 2.4% and 2.2%. These 
pretty much match our projections above on the Weekly graph. 
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US 30 years Benchmark Bond Yield - US 5 years Benchmark Bond Yield 
Weekly graph or the perspective over the next 2 to 4 quarters

We now switch to the US 
Yield Curve and first to 

its longer end with the 30Y – 
5Y spread. For now, it is still 
in a downtrend, yet is getting 
quite close to exhaustion. Our 
I Impulsive targets to the down-
side (right-hand scale) have 
almost been fully achieved (al-
though another 10-20 bps of 
tightening is theoretically still 
possible), and our long term 
oscillators (lower rectangle) are 
already well oversold. On our 
medium oscillators (upper rec-
tangle), we may expect one last 
leg down, possibly towards mid 

Q4. The 30Y-5Y spread is close to inversion and may dip into negative territory towards year-end. 

US 10 years Benchmark Bond Yield - US 3 years Benchmark Bond Yield
Weekly graph or the perpsective over the 2 to 4 quarters

The 10Y – 3Y spread shows 
similar exhaustion, yet the 

timing of the next inflection 
point seems clearer. Indeed, 
on both our oscillators series 
(lower and upper rectangles), 
we would expect an important 
intermediate low towards De-
cember this year (as confirmed 
by our Automatic Messaging). 
Here too, we can probably ex-
pect 10 to 20 additional basis 
points of flattening before the 
curve actually inverts towards 
year-end.
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US 10 years Benchmark Bond Yield - US 3 Months benchmark Bond Yield 
Weekly graph or the perspective over the next 2 to 4 quarters

We turn to the 10Y – 3M 
spread which encom-

passes both the projections 
on the long and short end of 
the US yield curve. On our me-
dium term oscillators (upper 
rectangle), the spread already 
looks oversold. That said, it 
should manage to extend lower 
into the Fall. On our long term 
oscillators (lower rectangle), 
the situation seems clearer, 
with a continuation of the cur-
rent downtrend, possibly until 
December (as mentioned by 
our Automatic Messaging). 
I Impulsive targets to the 
downside (right-hand scale) 
are pointing towards the 0.8% 
- 0.3% range. Achieving the 

lower end of these targets would imply that the shorter term spread (3Y-3M) could drop as much as 50 to 60 basis points 
(probably retesting its 2017 lows), given that the longer term end is already quite exhausted (perhaps 10 to 20 basis 
points of flattening potential left to the max). This probably implies a significant unwind of the current net short position on 
US Treasuries and an important cross asset shift towards safer assets. Following that, the spread could start to widen again 
as we move into H1 2019, possibly as the US FED tightening spree reaches its own exhaustion and anticipations for higher 
short term interest rates start to recede. 
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US 3 years Benchmark Bond Yield - US 3 Months benchmark Bond Yield
Weekly graph or the perspective over the next 2 to 4 quarters

We now turn to the shor-
ter end of the yield 

curve where we probably ex-
pect the most flattening to 
happen. Indeed, 2 to 5 years 
treasury yields have been bid 
up quite aggressively during 
the last 12 months given the 
strong US debt issuance sche-
dule. On the other hand, nega-
tive short positions across the 
whole Treasury spectrum are at 
all time highs (Bear Steepening 
fears). We believe that these 
conditions may create an inte-
resting set-up for the shorter 
end 3Y-3M US yield spread to 
correct down. Indeed, on both 

oscillators series (lower and upper rectangles), we have reached an intermediate top. Given that the move up since Q3 2018 
is still in its early stages, and hence fragile (it hasn’t yet broken above our C Corrective targets to the upside; right-hand scale), 
the retracement to the downside may be quite substantial over the next couple of quarters. 
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US 10 years Benchmark Bond Yield - US 3 Months benchmark Bond Yield 
Daily graph of the perspective over the next 2 to 3 months

Shorter term, we expect the 10Y- 
3M spread to resume lower 

towards late August on both oscillator 
series (lower and upper rectangles). 
A slight steepening bounce may 
happen again towards late August / 
early September, but in general, the 
spread continues to tighten, possibly 
from late September into November/
December. Over the few weeks, the 
drop could tighten the spread by 20 
to 40 basis points (I Impulsive tar-
gets to the downside; right-hand 
side), which would probably be 
concomitant with the possible sell-
off we expect on risk assets.
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IVE - iShares S&P 500 Value ETF / IVW - iShares S&P 500 Growth ETF
Weekly graph or the perspective over the next 2 to 4 quarters

The ratio of Value vs Growth 
stocks within the S&P500 

confirms our yield curve flattening 
anticipations towards year-end. 
Indeed, both our oscillators series 
(lower and upper rectangles) would 
suggest that Value probably conti-
nues to underperform Growth 
well into Q4 this year. That said, 
we don’t expect this shift to be as 
strong and as long as what happe-
ned in 2017, given that the down-
side potential of Value vs Growth is 
slowly reaching exhaustion, i.e. 5 to 
6% additional downside according to 
our I Impulsive targets down (right-
hand scale).



Germany 10 years Benchmark Bond Yield - Germany 2 years Benchmark 
Bond Yield
Weekly graph or the perspective over the next 2 to 4 quarters

In Europe, we expect the yield 
curve spread, which is main-

ly driven by its long end, to 
continue to tighten, probably 
towards mid/late Q4 in first 
instance. Both our oscillator se-
ries (lower and upper rectangle) 
seem to confirm this trend. 
Downside targets over the next 
3 to 4 months should reach 
the support of our C Corrective 
targets to the downside (right-
hand scale) or towards 0.7%, 30 
to 40 basis points below current 
levels. This is quite a defensive 
projection and our view is that 
the ECB has probably missed 
its window of opportunity to 

normalize its monetary policy, for this cycle at least.

Bund Futures
Daily graph or the perspective over the next 2 to 3 months

Shorter term, the Bund has 
moved up quite substan-

tially since February and ac-
tually made new year to date 
highs in May, which it then 
retested in July. Both our oscil-
lators series (lower and upper 
rectangles) would suggest that 
the current leg up, probably 
extends into late August at 
least. The upside potential 
from our I Impulsive targets to 
the upside (right-hand scale) 
is still quite compelling, some 
2 to 3 % above current le-
vels. Following that, the Bund 
probably retraces a bit during 
September and perhaps early 

October, and then moves up again into year-end. These projections would confirm our rather risk-off anticipations until 
year-end with a slight pause during September and October.
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HYG - iShares iBoxx $ High Yield Corporate Bond ETF
Weekly graph or the perspective over the next 2 to 4 quarters

Back to the US, we now 
consider the High Yield seg-

ment, where we expect further 
weakness into year-end. Indeed, 
the segment was one of the first 
ones to move when reflation 
got started in early 2016. It was 
heavily weighted towards En-
ergy and when the Oil market 
started to show signs of reba-
lancing, its bounce was quite 
swift. From the Summer of 2016 
until the Summer of 2017, it ma-
naged to compensate for rapidly 
rising yields, given that Credit 
spreads were falling as quickly 
as Treasury yields were rising. 
Since Q4 2017, this hasn’t been 

the case anymore and US High Yield has begun to reverse lower. On both our oscillator series (lower and upper rectangles), 
we expect High Yield to continue to weaken, probably into mid Q4 at least. Given that we believe that Treasury yields 
could start to retrace down, it implies that Credit spreads could then start to widen even more. For now, US High Yield 
prices are still holding up, yet our I Impulsive targets to the downside (right-hand scale) highlight the risk of a more 
substantial correction to the downside.  

LQD - iShares iBoxx $ Investment Grade Corporate Bond ETF / IEF - 
iShares 7-10 Year Treasury Bond ETF
Daily graph or the perspective over the next 2 to 3 months

Looking at the price of Corpo-
rate Bonds vs Treasuries (i.e. 

similar to looking at inverted 
credit spreads), we believe that 
an important top was made 
in late January and that the 
downtrend since then is still in 
place. Our I Impulsive targets to 
the downside (right-hand scale) 
would suggest 2 to 4% of addi-
tional underperformance for 
Corporate bonds vs Treasuries 
(credit spreads should resume 
their widening). According 
to both our oscillator series 
(lower and upper rectangles), 
we believe that the bounce in 
the ratio since late June (retra-

cement in credit spreads) is probably coming to an end and we expect it to resume lower probably towards late August 
and perhaps even mid September.  This projection would match our view that a tougher environment for risk assets will 
probably materialize over the next few weeks.
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XLF - Financial Sector SPDR Fund / RWR - SPDR DJ Wilshire REIT ETF
Weekly graph or the perspective over the next 2 to 4 quarters

Looking into the sectors, which 
are most closely related to 

long term yields and the yield 
curve, we first compare the US 
Financials sector with US REITs. 
Both show dynamics, which are 
quite opposite. Indeed, as the 
relative strength of Financials 
usually correlates quite well 
with risk assets, the yield curve 
and inverted credit spreads, 
the relative strength of REITs 
is closely related to the perfor-
mance of Treasuries and De-
fensive sectors.  The graph sug-
gests that the breakdown since 
mid Q1 is quite serious and in 
our view probably concludes 

the reflation trade in place since early/mid 2016. Both our oscillator series (lower and upper rectangles), which are reaching 
potential new reversal points to the downside, would suggest that the current short term rebound is probably a weak 
upside retest before a greater fall. In late January our I Impulsive targets to the upside had been reached (right-hand scale), 
which probably concluded the uptrend. Looking into year-end and early next year, we expect that the support of our C Cor-
rective targets to the downside will be tested (more than 10% below current levels on this ratio). This again is quite Defensive 
in terms of cross sector allocation.

XLF - Financial Sector SPDR Fund / S&P 500 Index
Daily graph or the perspective over the next 2 to 3 months

We now look at US Fi-
nancials vs the S&P500 

index. The sector has under-
performed the market since 
February and according to both 
our oscillators series (lower and 
upper rectangles) should conti-
nue to do so, probably into late 
September, perhaps even early 
October. Shorter term, we ex-
pect the current bounce to die 
out soon and gradually start 
to roll-over. We hence expect 
little relief for the Financial 
sector vs the market over the 
next few months and accor-
ding to our I Impulsive targets 
to the downside, the underper-

formance potential is between 3 and 7%.

5554



European BANK Sector / Dow Jones STOXX Europe 600
Weekly graph or the perspective over the next 2 to 4 quarters

In Europe, the Banking sector 
has also been underperfor-

ming the market since Q1 2018. 
This underperformance should 
continue probably into late Q3, 
early Q4 on our medium term 
oscillators (upper rectangle) and 
well into Q4 on our long term 
oscillators (lower rectangle). 
Our I Impulsive targets to the 
downside (right-hand scale) also 
suggest further underperfor-
mance, potentially between 10 
and 25% over the next couple 
of quarters.

European BANK Sector / Dow Jones STOXX Europe 600
Daily graph or the perspective over the next 2 to 3 months

Shorter term, we expect that 
European Banks are pro-

bably resuming lower vs the 
market, potentially until early, 
perhaps even late September. 
For now, there is limited down-
side potential left in this move, 
probably between 4 and 5% 
underperformance over the 
next few weeks.

Concluding remarks

While the last few weeks have seen quite a few comments about Bearish steepening, we believe that the next few 
months should see more Bearish Flattening and even Inversion on some spreads. Indeed, for now, the FED re-

mains committed to normalize its monetary policy (potentially 4 more rates hikes and more QT), while medium to long 
term treasury yields should gradually start to retrace. We believe that the flattening could be particularly strong on the 
shorter end of the curve as 2 to 3 years Treasury yields have been bid up quite strongly since mid last year, probably be-
cause of the large amount of new debt issuance on that segment. More generally, net short positions against Treasuries 
across the whole yield curve are currently at record highs, which makes them vulnerable to a rapid short squeeze. In 
Europe, we also expect long term rates to continue lower, probably until Q4 at least. Not surprisingly, Financial sectors 
on both sides of the Atlantic are expected to continue to underperform, probably well into Q4.    
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