
There will be multiple opportunities in H2 2017 for commodities
As with Oil and Energy, most Commodities and their related sectors have retraced since earlier this year. We would soon 
also expect them to resume their uptrend, possibly during the Summer and probably towards early next year. Some have 
already started to move and we believe it’s time to review the space.

Equal Weighted Commodity Index (a portfolio we created)
Weekly graph or the perspective over the next 2 to 4 quarters

Often when considering 
commodity indexes, it 

might be difficult to escape 
the predominance of Oil in 
its composition. We also 
wanted to view commodi-
ties through a wide base of 
constituents. Hence, using 
our portfolio simulation 
tool, we created an equal 
weighted portfolio of 28 
commodities including En-
ergy related, Soft Commo-
dities as well as Precious 
and Industrial Metals. The 
weight of Energy was quite 
low (slightly above 10%), 

yet that was the whole point. Looking at the results on this Weekly graph, it is amazing how similar its dynamics compare 
to Oil. On both our oscillator series (upper and lower rectangles), we can notice the upside progression last year and the 
subsequent retracement into midyear. We would now expect it to move up again towards early 2018. On the targets side, 
our ‘C’ Corrective targets up (right-hand scale) show 5 to 10% additional potential to the upside. If, however, the portfolio 
manages to accelerate above our corrective targets, the next levels of targets (‘I’ Impulsive up targets; not shown here yet) 
are possibly 15 to 25% higher or 20 to 40% higher than today. A worthwhile trade if it materializes.

Equal Weighted Commodity Index vs QQQ - PowerShares Nasdaq100 ETF
Weekly graph or the perspective over the next 2 to 4 quarters

In our newsletter last mon-
th, we benchmarked cycli-

cal assets vs long duration 
ones and concluded that 
Long Duration would pro-
bably underperfom during 
H2 2017 as yields started 
to rise again. In this chart, 
we do the same exercise 
with our commodity equal 
weighted portfolio and 
compare it to the Nas-
daq100 (mostly Big Growth 
and long duration profiles). 
Both our oscillators se-
quences (lower and upper 
rectangles) are currently 
making important lows (la-

beled ‘Low Risk’ on the graph) and should correct to the upside possibly into early next year. Our ‘I2’ downside targets 
still show some risk (right-hand scale), yet these are ‘I2’ Impulsive 2 downside targets, i.e. our most extreme level of tar-
gets. Furthermore, our envelopes are touching each other, signaling an exaggeration. We hence believe that Commodities 
are getting ready to outperform.
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Reuters CRB Futures Price Index vs Gold Spot (USD/Oz)
Bi-monthly graph or the perspective over the next 1 to 2 years

On this graph, we have 
used the Reuters CRB 

Futures Price Index (Energy 
accounts for 33%) where 
we have a long price his-
tory and compared it to 
Gold. This is like a reflation 
/ deflation gauge in the 
commodity space. On both 
our oscillator series (lower 
and upper rectangles), 
Commodities have reached 
important lows (labeled 
“Low Risk”). Although it is 
still early stages (this is a 
very long term graph), the 
‘C’ Corrective potential up 
(right-hand scale) is quite 

substantial, while the ‘I’ Impulsive downside risk had previously been achieved (labeled ‘Done’). Hence, Commodities vs 
Gold are in a “Low Risk” situation with an advantageous Risk/Reward position. 

Goldman Sachs Industrial Metals Index
Weekly graph or the perspective over the next 2 to 4 quarters

As for the different seg-
ments in the commo-

dity space, we’ve already 
looked at Oil and Gold seve-
ral times in this document, 
we will move on to Indus-
trial Metals. On both our 
oscillator series (upper and 
lower rectangles), the dy-
namics are similar to other 
commodities. Yet, as with 
Oil, following the recent 
bounce, we would pro-
bably expect some retrace-
ment during the Summer. 
Indeed, prices are current-
ly testing the upper end of 
our ‘C’ Corrective targets up 

(right-hand scale), which often provide some resistance. Following that, once the breakout is confirmed, Industrial Metals 
could accelerate towards their ‘I’ Impulsive targets up, some 15 to 25% higher.
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Goldman Sachs Industrial Metals Index
Daily graph or the perspective over the next 2 to 3 months

Looking at this Daily 
graph, the sequences we 

show on both our oscilla-
tor series (lower and upper 
rectangles) would suggest 
that Industrial Metals could 
retrace into the 1st Half 
of August in first instance, 
and then possibly into early 
September, before they re-
sume their uptrend towar-
ds October. The downside 
risk we calculate, is circa 0.5 
to 0.8 times our historical 
volatility measure “Delta” 
(currently at 48.29; middle 
chart, right hand side) or 
between 7 and 11%.

Goldman Sachs Agriculture Index 
Weekly graph or the perspective over the next 2 to 4 quarters

The prices of Agricultural 
Commodities have been 

subdued for quite some 
time. Within the segment, 
their individual price dyna-
mics may differ quite subs-
tantially. Yet, in general, we 
would expect Agricultural 
Commodities to remain 
range-bound for now. In-
deed, our long oscillators 
(lower rectangle) show a 
downside sequence which 
doesn’t seem over yet, 
while, on our medium oscil-
lators (upper rectangle), we 
would expect a rather short 
rebound. We would remain 

defensive for now on Agricultural Commodities and would look to the individual segment constituents for opportunities.

Initial remarks

On an absolute basis, Commodities seem to be finishing off the retracement started in the Spring. As with oil, following 
the recent bounce from mid June, we would expect some retracement into August. Longer term, Commodities are in 
“Low Risk” situations vs Gold (defensives) and Growth assets. Towards year-end, we would favor Industrial Metals over 
Precious Metals and Agricultural Commodities. We now go on to review related equity sectors worldwide.
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STEEL - Steel Index (NYSE Arca) vs SPY - SPDR S&P 500
Weekly graph or the perspective over the next 2 to 4 quarters

The Steel sector in the 
US vs the S&P500 is also 

getting ready to resume its 
uptrend on both our oscilla-
tor series (lower and upper 
rectangles). An oscillator 
low is indeed awaited mid 
Summer. Hence, the recent 
bounce has come a bit early 
and we would expect some 
retracement into August. 
Price would first need to 
make it above our ‘C’ Cor-
rective targets up (circa 15% 
higher). Above that our ‘I’ 
Impulsive targets up show 
tremendous potential. The 
Steel sector is very volatile 

(lots of price amplitude up or down) and we believe that over the next 6 months, it’s going up.  

KOL - Market Vectors Coal ETF
Daily graph or the perspective over the next 2 to 3 months

We now switch to the 
neighboring Coal 

sector. On its Weekly graph 
(not shown here), the dy-
namics are very similar to 
Steel.  Similarly, the Daily 
graph of Coal is also a good 
proxy to monitor Steel. On 
our long term oscillator 
series (lower rectangle), 
KOL has reached an im-
portant low in May / June, 
which marked the end of its 
consolidation period. It is 
now moving to the upside 
again as shown on our me-
dium term oscillators (up-
per rectangle). We would 

expect some retracement into the 1st Half of August before the trend resumes to the upside.
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XME - SPDR S&P Metals & Mining ETF
Weekly graph or the perspective over the next 2 to 4 quarters

Similarly to Steel or Coal, 
the US Metals & Mining 

sector is due to resume its 
uptrend from mid Summer 
on both our oscillator se-
ries (lower and upper rec-
tangles). Price are currently 
working through the higher 
boundary of our ‘C’ Correc-
tive targets up (right-hand 
scale). Following that the ‘I’ 
Impulsive target potential 
to the upside we calculate is 
between 35 and 70%. Lots 
of volatility here too and 
over the next 6 months, we 
believe it’s pointing to the 
upside.

Basic Resources - Dow Jones STOXX vs Dow Jones STOXX 600
Weekly graph or the perspective over the next 2 to 4 quarters

In Europe, the situation is 
similar as shown by this 

Weekly graph of the Basic 
Resources sector vs its refe-
rence index. On both our os-
cillator series (lower and up-
per rectangles), we are also 
looking for some retrace-
ment into August (following 
the bounce since June) and 
then we would expect the 
sector to start accelerating 
up towards early next year. 
The outperformance poten-
tial vs the index measured 
by our ‘I’ Impulsive targets 
up (right-hand scale) is 
between 20 and 45%.
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MSCI Asia Pacific Materials vs MSCI Asia Pacific
Weekly graph or the perspective over the next 2 to 4 quarters

There’s been a lot of talk 
recently that it is tech-

nology, rather than commo-
dities, which is currently dri-
ving Emerging Markets up, 
in Asia especially. This graph 
proves that this is not exact-
ly true as commodity sectors 
in Asia have already started 
to outperform aggres-
sively since mid June. This 
uptrend will probably see 
some retracement into Au-
gust as shown our medium 
term oscillators (upper 
rectangle) and even pos-
sibly into September (long 
term oscillators; lower rec-

tangle), before it accelerates up again into the Fall. The retracement risk to the downside we can calculate using our histo-
rical measure of volatility ‘Delta’ (10.32; middle rectangle, right-hand side) is between 4 and 8% or 0.5 to 0.8 times ‘Delta’. 

MSCI World Materials vs MSCI WORLD INDEX
Weekly graph or the perspective over the next 2 to 4 quarters

We finally look at the 
world index for the 

Materials sector vs the 
MSCI World to confirm the 
dynamics mentioned above 
on the segments and re-
gions we considered. As 
with most Weekly abso-
lute and relative graphs we 
have seen in this section, 
we would expect prices 
to accelerate up from mid 
Summer to year-end. In the 
meantime, the rebound 
from June may be retraced 
somewhat into August. The 
outperformance potential 
here on this very board 

based sector index is between 7 and 15% according to our ‘I’ Impulsive targets up (right-hand scale).

Concluding remarks

Most commodity play are expected to resume their uptrend from mid Summer to Spring next year. The outperformance 
potential for both commodities and their related equity sectors is substantial. Shorter term, the bounce which materia-
lized from mid June will probably be retraced somewhat into mid August. Our view is that it will probably make higher 
lows already. We see this retracement as an opportunity to pick up Commodities before their prices really take-off.
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