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4/ Executive Summary

The Capital Observer editors team, London / Geneva, May 26th 2017
to view previous issues, please visit our website at: http://www.thecapitalobserver.com

7/  “Reflation Trades” are still on pause mode, Donald Trump gets bogged down in the “swamp”, and the Fed stumped 
by falling CPI. Will the Fed tighten in June? From what we think, probably, but it will be the last time in 2017. That said, 
an equity dip into the Summer should be short-lived and should be bought, looking for the Reflation trade to extend to Q1 
-Q2 2017. Longer term rates and cyclical commodities should remain soft into the Summer before re-entering their raise 
into year-end.

10/ Timing and Tactical Insight - Heavy rotation taking place suggests that the reflation trade is still pausing and better 
risk reward levels are still to be found at a later time: it is too early to confirm that reflation trades have finished their 
correction to the downside. Meanwhile US and European Equity markets may be making worthwhile intermediate tops and 
risk/reward is extended. This combination could trigger some consolidation into June. The “Low Risk” situation of Defensives 
vs Growth confirms the negative risk/reward situation we see on equity markets as we move into June.

20/ Crude Oil: the supply overhang is still hurting oil prices, but rapid inventory draw and new OPEC output agreement may 
push WTI back to US$ 55, before it falls back into a through during Q3 2017. The trading range environment can last into 
the Summer.

23/ Timing and Tactical Insight - Oil’s volatile correction continues to midyear, early Summer: we believe that two additio-
nal downside retests can be identified over the next few months, one towards the end of June, the other towards end July 
/ early August. This is confirmed by the Energy sector that could start to recover from late June, while Oil related currencies 
and geographies may remain weak until early August.

27/ Is the Brazilian Real signalling that the EM renaissance is about to face headwinds? Growth in Emerging Markets has 
become a function of the US dollar strength or weakness. There could be another upside leg in the USD as the June rate 
hike acquires more visibility. That and the Brazilian bribery saga could indeed become triggers for a pullback in EM assets. 

30/ Timing and Tactical Insight - Emerging Markets – Prepare to switch back to China and commodity producers: the 
Emerging markets index will probably start a correction to the downside from June / July as growth profiles top out (India 
and the likes or circa 45% of the Index). At the same time, China will be bottoming out (circa 27% of the Index) while during 
the Summer, Commodity producers (circa 28% of the Index) will take over the lead and accelerate up towards early 2018, 
lifting the whole index up for the rest of the year.

34/ China: Q1 2017 activity issues are transitory – look for rising growth into at least Q1 2018, as recent fiscal stimulus 
takes effect: China’s policy setting remains expansionary and that should help Chinese growth to remain buoyant well into 
the middle of next year. The argument that China’s debt problem constitutes an alarming systematic financial risk may be 
misguided as the level of Chinese debt leverage may not be as precarious as widely perceived.

37/ Timing and Tactical Insight - Chinese Equities could outperform during H2 2017: as the Dollar starts to strengthen in 
late Q2, Chinese stock markets should start to react to the upside, probably until early Q4. We believe that following that, 
strong Chinese growth should help support the Chinese stock markets, potentially into the Spring of 2018, even if the Dollar 
starts weakening again.

41/ Splicing the markets - the parabolic acceleration of Bitcoin prices: The acceleration up in recent months has been im-
pressive, and speculation is intense, while a large Bitcoin/yen carry trade position has probably rapidly been built up. It might 
be days/weeks rather than months before the next large intermediate correction takes its toll.
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General comment While US markets are making all time highs, European and Japanese markets 
have topped out. If it wasn’t for a small amount of big technology growth 
stocks (software/e-commerce/internet majors), US markets would have 
probably done the same. Cyclicals and Financials (reflationary assets) don’t 
seem ready to take over the lead yet (not before mid year or mid Summer), 
so that equity markets, at best, are stuck at high levels. Risk/reward looks 
stretched to the upside going into June. We continue to favor Defensives 
assets (Bonds, Gold, the Yen and the Euro) vs Reflationary ones (Equity, Oil, 
Basic Metals and the Dollar) and now probably also vs Growth until mid year. 

Equity markets
Volatility Following a strong yet short-term bounce mid May, VIX is re-testing historical 

lows, we believe it may bounce back in June

World markets
(p.11,12,13 )

US markets are still making all time highs. Europe and Japan topped out early 
May. Breadth continues to thin out. Overall risk/reward seems stretched and we 
would expect some consolidation into June. From July / August, markets should 
accelerate up again towards year-end.

Regional picks US markets make a comeback: Europe’s outperformance may take a pause until 
July, while Japan underperforms again on the back of a stronger Yen.

Emerging markets
(p. 26-30, p37-40)

EM currencies should top out in June vs the Dollar and with them the EEM ETF. 
The correction to the downside could last into mid/late Summer. Strong rotation 
is expected between the countries: China is bottoming out vs other EMs, while 
we will probably need to wait until mid Summer to see Commodity exporters do 
the same (e.g. Brazil, Russia). India and Asian growth should top out mid-year 
and consolidate into the Summer.

Relative Sectors
(p. 15,16,17,19,24))

On a relative basis, Technology is stretched, yet could linger on up as reflationary 
sectors continue to correct. Financials may bounce, yet should consolidate again 
into July/August. Defensives are gathering momentum and could outperform 
until midyear  

Profiles/Themes
(p. 14)

Value continues to retrace vs Growth, probably towards mid year.

5/ Mapping the markets (part I)

Interest rates

US rates and Yield curve
(p.16 )

US yields continue to consolidate towards the second half of June and levels 
slightly below 2%. The curve keeps flattening across the board. 

Other countries Yields and Yield curves in other developed countries are also retracing down 
(flattening).

Credit High yield is topping out and should consolidate towards mid-year, while High 
grade and Treasuries remain firm.

Rate Differentials US vs Eurozone and Japan rate differentials continues to consolidate towards 
mid year 

Tips Tips remain positive on an absolute basis as they follow Gold and other defensive 
assets up towards mid year. Concomitantly, they continue to underperform 
Treasuries. 
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Commodities
Oil
(p.23- 26)

following its bounce in May, oil should roll over again. Initial lows are expected 
end June, yet end July / early August could see another retest to the downside. 
Targets down point to below 50$/barrel, possibly the mid 40s for Brent or slightly 
below them for WTI.

Base metals they should continue to consolidate down into June before they find support 
towards mid year, early Summer and move up again towards yearend.

Gold & PMs
(p.17,18,42)

Gold & Silver corrected sharply into early May, they are now moving up again as 
a more risk-off environments materializes.

Agriculture on average Agricultural Commodities have achieved little during the reflation 
trade, or have given up most of their early gains. They should remain under 
pressure towards the Summer at least.

Foreign Exchange

Dollar Index The Dollar index continues to consolidate, possibly towards the second half of 
June in first instance (further weakness expected later on in the year). Target 
range towards year end still pointing towards 96-92.

Euro we still expect 1.15 – 1.22 on EUR/USD towards year end. In the meantime, June 
could see another figure or so of progression to the upside before EUR/USD 
retraces from late June to mid/end Summer. EUR/CHF follows similar dynamics.

Yen Yen should firm again vs other majors as we move into June and may retest April 
highs. 

Sterling Sterling may have started to resume its downtrend vs the Euro and the Dollar. 
We expect it to weaken further during the Summer towards the Fall.

Commodities currencies
(p.25,31)

As oil and commodities continue to consolidate down towards mid year and early 
Summer, commodity currencies (BRL, RUR, CAD, NOK, ZAR) should continue to 
retrace vs the Dollar and the Euro. AUD/USD should continue to follow Gold up, 
possibly until midyear (less so vs the Euro and the Yen) .

Asian currencies
(p.31,37)

they continue to move up vs the Dollar, probably until midyear (e.g. INR, KRW, 
TWD). They may have already topped out for now vs the Euro and the Yen. 

6/ Mapping the markets (part II)

6



The market is overemphasizing 
the likelihood of a Trump im-
peachment, right at the 100-

day governance mark. We believe im-
peachment is unlikely to happen unless 
the Democratic Party wins the House 
in 2018; the likelihood remains much 
lower this year, with Republicans still in 
control of Congress. Simply put, Trump, 
despite his propensity to get himself 
into trouble, remains a very popular 
president among Republican Party vo-
ters. Republican politicians who would 
like to see Trump impeached are sty-
mied by the fact that his popularity 
remains particularly strong among the 
“Tea Party” districts and voters. No-
netheless, Mr. Trump`s cachet has been 
dented, and the alacrity the markets 
met his election as president has been 
doused somewhat, with the markets 
now fearful of further political turmoil 
centered around him.

It had not helped that Mr. Trump’s has 
gone deeper into the political morass 
with controversial decisions, the most 
recent being his dismissal of Mr. James 
Comey as FBI director, who is leading 
an investigation into the charge that 
the Russians had a hand in the election 
of The Donald as US president in No-
vember last year. Although we believe 
that nothing much will come out of it, 
there will be some collateral damage. 
Bottom line: Mr. Trump now has to fight 
for his political and economic agenda 
harder than many observers (including 
us) believed early in his presidency.

Meanwhile, the weakening infla-
tion data is thwarting the Fed’s 

drive to normalize monetary policy. 
Consumer price inflation remained 
soft in April, after a surprise drop in 
March. The central bank has deve-
loped institutional responses to such 
a situation. Fed policy makers have 

«Reflation Trades» are still on pause mode, Donald Trump gets 
bogged down in the “swamp,” and the Fed stumped by falling 
CPI. Will the Fed tighten in June? From what we think, probably, 
but it will be the last time for 2017.

three possible responses to the weak 
inflation data. 

First, they can define the extent of an 
acceptable miss on their target. 

Second, they can label the numbers as 
transitory, ignore inflation, and focus 
instead on full employment. 

Third, they can rethink their estimates 
of full employment and how those 
redefinitions impact the path of inte-

rest rates. The collective buzz from 
members of the FOMC so far provides 
indications that they will sequentially 
do the first two options: (1) rationa-
lize that weaker than expected infla-
tion which is missing their target be-
comes secondary, and when (2) job 
growth is threatening to bust out of 
the boxed limits of FOMC members` 
tolerance. 
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Left unsaid is the Fed’s overarching 
desire to normalize (raise) policy 

rates, believing that on balance, it is 
the right thing to do under the cur-
rent circumstances. That means a 
June rate hike remains a firm bet. But 
if inflation stays low into the latter half 
of this year (as we expect, see second 
graph previous page), then the Fed will 
deploy the third option and adjust the 
expected path of tightening to a lower 
trajectory. A June hike may be the last 
for 2017.

But this is just us – the Fed (now with 
a more hawkish bias) may have 

other ideas. Parsing recent Fed-speak, 
it seems that the policy makers consi-
der the weak inflation data a head-fake, 
pretty much like the Q1 2017 GDP nu-
mbers. The Atlanta Fed GDP Nowcast 
stood last week at 4.1% (another rea-
son to raise the policy rate if the trend 
is sustained). The Fed will look at the 
low unemployment rate, conclude that 
recent low inflation numbers are tran-
sitory, and that inflation will eventually 
catch up with the rising wage growth 
and activity. Hence, Fed policy makers 
will focus tightly on June as the next 
opportunity to tighten up policy a 
notch. We will take this leap of faith: 
the Fed will tighten policy in June. 

So the headwinds for risk assets are 
becoming stronger in the short-

term. These risks have been encap-
sulated by yield curves (which we are 
using to model near-term equity mo-
ves), which shows the impact to risk 
assets after a short lag (see graph on 
this page). However, we do not be-
lieve that this weaker-market episode 
will permanently derail the Trump 
Trade. Although a pullback introduces 
a hump in the road, we believe that a 
complete fizzle out is more likely to be 
more of a story for 2018 than this year. 
The global economy is in a reflationary 
window that will stay open until mid-
2018. Growth will then slow, culmina-
ting in a recession in 2019.

A recession in 2019, following a 
growth plateau in mid-2018 is not 

a controversial call. So far the FOMC 

has failed in its efforts to tighten mo-
netary policy. U.S. financial conditions 
have actually eased sharply since the 
Fed resumed hiking rates in December. 
As we said earlier, the Fed may be wil-
ling to wait a little more patiently, and 
we see that stance kept until the end 
of the year. But rambunctious markets 
during H1 2018 may trigger a more 
stringent response from the Fed -- and 
they will turn more hawkish then.

The Fed won’t need much prompting 
by then -- and we may have the jobs 
market to blame. Following the re-
port on the quarter’s weak 0.7% GDP 
growth, the U.S. Bureau of Labor Sta-
tistics surprised markets with a reading 
of 4.4% unemployment (U3 measure), 
and an equally impressive U6 measure 
of 8.6%, which takes it almost to pre-
GFC levels.

If the unemployment rate keeps fal-
ling, it will have nowhere to go but 

up - and the U.S. has never been able 
to avoid a recession whenever the 
unemployment rate has risen by more 
than one-third of a percentage point. 
US expansions have tended to run out 
of steam whenever the unemploy-
ment rate has fallen below its full em-
ployment level. The U.S. Unemploy-
ment Rate (UR) now stands 0.1 points 
below the FOMC’s year-end projection 
and 0.4 points below its estimate of 
NAIRU. Any further decline is practical-
ly the equivalent of baiting a (financial) 

bear. Un(fortunately), we expect the 
UR to fall further in coming months 
(see chart on the next page). Hence, 
the logical expectation is for a visceral 
response from the Fed (to tighten) so-
metime in H1 2018 -- and once again 
the Fed will likely fulfill MIT economist 
Rudi Dornbusch’s charge that “None 
of the post-war expansions died of old 
age. They were all murdered by the 
Fed.”

However, speculations about Fed 
«murderous» intents is the grist 

for a 2018 analysis (which we will duly 
publish). Meanwhile, it would be a mis-
take to attach too much significance to 
the unfolding reality show in Washing-
ton. 

As we discussed elsewhere, the recove-
ry in global growth and corporate ear-
nings began a few months before last 
year’s election and would have likely 
continued regardless of who won the 
White House. Although there is much 
angst from the fact that equity markets’ 
Earnings Per Share have been flat since 
July 2015, significant gains in national 
corporate profits since the fourth quar-
ter of 2014, and the significant gains 
in the Equity/Bond Price Ratio and in 
equity prices since the trough seen in 
February 2016, suggests the EPS story 
is about to shift to positive. We are in 
the right time frame when EPS should 
start to head north, following the lead 
of the NIPA Profits, the Equity/Bond 
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Price Ratio, the P/E Ratio and the S&P 
500 index itself. The angst over equity 
earnings is, for us, unnecessary, given 
the significant appreciation of the other 
three variables discussed in this article, 
EPS should soon rise, and should keep 
on rising over the next four quarters at 
least, possibly until Q2 2018. An equity 
dip into summer should be short-lived, 
and should be bought, looking for the 
Trump Trade to extend to the middle 
of next year. We envisage longer term 
rates and cyclical commodities to re-
main soft into summer before re-ente-
ring their raise into year end.
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Heavy Rotation taking place suggests that the reflation trade is 
still pausing  and better risk reward levels are still to be found at 
a later time

The pause in the reflation trade has been affecting asset classes and sectors across the board with some degree of dis-
parity. If the impact has been clearly felt on the yield curve, the rates, the commodities, the Yen, the impact has been 

more subdued on the equity markets where markets have been more ranging. With the main Equity markets, still retesting 
all time highs, it is crucial to study market internals and consider how the current situation will play out over the next 
couple of months. We will first turn to analyse the status of Reflation trades, which have been correcting to the downside 
over the last 3 to 6 months (Daily views: next 1 or 2 months) and then look at the internals of the equity markets.

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

We first turn to US 
10 Year Treasury 

yields. On both oscillator 
series (lower and upper 
rectangles), we are still in 
downtrend sequences with 
potential lows towards late 
June at least. We hence 
believe that for now, it still 
seems a too early to call a 
low on long term Treasury 
yields. These should remain 
under pressure for another 
month or so. Following that, 
we expect them to resume 
their uptrend towards end 
2017 / early 2018 and the 
3% price targets we calcu-

late on our Weekly Chart (not shown here).

US 10 years Benchmark Bond Yield - US 3 Months benchmark Bond Yield
(Daily graph or the perspective over the next 2 to 3 months)

The long term to short 
term Treasury spread 

(the US yield curve) would 
confirm this prudent bias. 
Since late last year, inflation 
expectations have been re-
vised down, while the FED 
is still committed to pursue 
its rate hike schedule. The 
flattening of the curve has 
been quite aggressive as it 
has retraced most of its H2 
2016 progression. On both 
our oscillator series (lower 
and upper rectangles), this 
retracement does not seem 
quite over yet with possible 
lows between late June and 
August. Based on this outlook, it is still too early to envisage that the curve starts steepening again and hence that reflation 
trades can re-accelerate just yet.

10
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Commodities - Reuters CRB Future Price Index
(Daily graph or the perspective over the next 2 to 3 months)

Commodities have been 
the initial motor of the 

2016 reflation trade, which 
started on expectation of a 
rebalancing of the Oil mar-
ket. Since late 2016 / early 
2017, they have been re-
tracing to the downside. 
Yet again, on both oscilla-
tor series it still seems too 
early to call an end to this 
retracement period  (lower 
and upper rectangles) with 
potential lows expected 
between end June and ear-
ly August. We would hence 
expect more consolidation 
into mid year and the Sum-

mer. Thereafter, we expect prices to accelerate up towards year-end and early 2018.  

RSP - Guggenheim S&P 500 Equal Weight ETF vs SPY - SPDR S&P 500
(Daily graph or the perspective over the next 2 to 3 months)

This ratio is a proxy for 
market breadth as it 

compares the S&P500 on 
a equal weighted basis 
(RSP) vs the S&P500 Index, 
which is calculated on a ca-
pitalization weighted basis. 
Breadth since December 
has been thinning out with 
for example the 6 big tech-
nology stocks (Apple, Ama-
zon, Microsoft, Alphabet, 
Facebook and Netflix) regis-
tering 35% of the S&P500’s 
performance YTD (for a 
combined  S&P500 index 
weight of 13.2%). Once this 
ratio bottoms out, it will si-
gnal a rotation of investors back into cyclicals, value and mid caps away from the Big Growth and Technology stocks where 
they have found refuge over the last few months. If sustained, it could indicate a re-acceleration of the reflation trade. Our 
oscillator series would imply that this could happen between mid June (long term oscillators; lower rectangle) and late 
July / August (medium term oscillators: upper rectangle).

At this point in time and considering all 4 graphs above, it is still too early to confirm that reflation trades have finished 
their correction to the downside. With this in mind we go to analyzing top line equity Indexes (S&P500 and EuroStoxx 600), 
before detailing the sector rotation dynamics we currently see going into June and early Summer. 
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S&P500 Index 
(Weekly graph or the perspective over the next 2 to 4 quarters)

Since March, our automa-
tic messaging  has been 

signaling a High Risk posi-
tion. On both our oscillator 
series (lower and upper 
rectangles), we believe this 
is an intermediate top and 
that it should be followed 
by a consolidation period 
which could extend into 
late June / early  Summer 
(although prices haven’t 
weakened much yet). Fol-
lowing that, we expect the 
S&P500 to move up again in 
H2 2017 towards end 2017 
/ early 2018, possibly rea-
ching the higher end of our 

‘I’ Impulsive targets up between 2’500 and 2’600 (right-hand scale).

Dow Jones EURO STOXX 600 Index 
(Weekly graph or the perspective over the next 2 to 4 quarters)

The EuroStoxx 600 Index 
is also approaching an 

intermediate top, although 
this one cannot be confir-
med just yet (both our os-
cillator series; lower and 
upper rectangles). This and 
the fact that we are current-
ly retesting the resistance of 
previous 2015 highs, should 
weigh on prices during late 
Q2 2017 and early Summer. 
Following that, for the rest 
of the year, and into ear-
ly 2018, we are again very 
positive on Europe, which 
shows price potential that 
could reach some 10 to 15% 
higher (right-hand scale).    
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S&P500 Index
(Daily graph or the perspective over the next 2 to 3 months)

On this Daily chart of 
the S&P500 Index, an 

intermediate top should 
materialize soon on our 
long term oscillators (lower 
rectangle). Such situa-
tions usually trigger 6 to 7 
weeks of consolidation to 
the downside before prices 
start moving up again. The 
sequence we project on 
our medium term oscilla-
tors (upper rectangle) could 
also point to an earlier low 
in early June. At this stage, 
the risk/reward situation is 
quite disadvantageous with 
our ‘I’ impulsive targets up 

having been reached (right-hand scale).  We would hence remain very prudent going into June, with two possible lows, 
one early June, one towards end June / July. 

Dow Jones EURO STOXX 600 Index 
(Daily graph or the perspective over the next 2 to 3 months)

On European markets, 
both our oscillators 

series (lower rectangle)  
have  reached an interme-
diate top during the first 
half of May. Such tops are 
usually followed by 6 to 7 
weeks of consolidation to 
the downside. As with the 
S&P500, the risk/reward si-
tuation is extended: prices 
are now a whisker below 
our ‘I2’ Impulsive targets 
up (the most aggressive 
target levels we calcu-
late; right-hand scale).  We 
would hence also advocate 
for prudence on the EuroS-
toxx600 going into June.  

Initial remarks:

We believe that the US and European Equity markets may be making worthwhile intermediate tops and that risk/reward 
is extended. While breadth is thin and focused on large Growth stocks, the correction on Reflation trades doesn’t seem 
quite over yet. This combination could trigger some consolidation into June. The following pages will review various mar-
ket internals to confirm this thinking.
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Equity sector rotation: We identify 4 types of market profiles: 
Growth, Cyclicals, Financials and Defensives. 

We initiate this analysis with Growth which has been the driver of recent US equity performance from mid April to mid 
May.

IVW - iShares S&P 500 Growth ETF
(Daily graph or the perspective over the next 2 to 3 months)

Growth, which typically 
includes Technology 

and some of the Consu-
mer Discretionary stocks 
is usually an early and late 
cycle mover. From both 
our oscillator series (upper 
and lower rectangles), we 
believe it is approaching a 
worthwhile intermediate 
top, potentially followed by 
several weeks of consolida-
tion. ‘I’ Impulsive targets up 
have been reached (right-
hand scale) signaling that 
the index is fully priced for 
now. 

NDX - NASDAQ 100 Index vs S&P 500 Index
(Daily graph or the perspective over the next 2 to 3 months)

In this context, it is inte-
resting to compare the 

Nasdaq 100 (Big Growth) 
and the S&P500. On both 
our oscillator series, the 
outperformance of the 
Nasdaq continues on into 
June (lower and upper rec-
tangles). The price potential 
up is almost exhausted as it 
has reached our ‘I’ Impul-
sive targets up (right-hand 
scale). Such behavior is 
usually observed in expen-
sive markets that linger-on 
or consolidate mildly. 

Our analysis of Growth suggests that equity markets may be approaching intermediate tops with exhausted risk/reward 
for now. At best, we would expect a weak continuation trade at high levels. What the potential outperformance of 
Growth into June could also imply is that it is still too early to call the re-acceleration of Cyclicals and Financials. We now 
move to analyze their profiles in more detail.
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We first turn to Cyclicals (mid Cycle sectors), which include Industrials, Materials and Energy (for Energy, please see 
separate chapter further down in this document). They were early reflation drivers in H1 2016, have retraced subs-

tantially since December 2016. Yet, we believe they should lead again in H2 2017 as reflation re-accelerates. Is it probably 
still too early to start looking at them. 

XME - SPDR S&P Metals & Mining ETF 
(Daily graph or the perspective over the next 2 to 3 months)

XME is a diversified Mi-
ning ETF. When it does 

include some Gold mines, 
it is also heavily weighted 
towards Coal, Steel and 
Copper. It has been correc-
ting down since February 
and has now reached an 
intermediate low early May 
on both our oscillator se-
ries (lower and upper rec-
tangle). Following a bounce 
into late May, early June, 
we expect it to retest to the 
downside towards July. 

Dow Jones Transportation Index vs Dow Jones Industrial Index (US)
(Daily graph or the perspective over the next 2 to 3 months)

These indexes are al-
most as old as US mar-

kets. The Transport Index is 
more volatile and cyclical, 
while the Industrial Index is 
more diversified and defen-
sive. While the sequence on 
our medium oscillators (up-
per rectangle) suggests that 
the ratio could bounce a bit 
into early June, it should 
then resume its downtrend 
towards the Summer. Our 
long term oscillators (lower 
rectangle) indicate that a 
worthwhile low could mate-
rialize towards the second 
half of June. Hence, Trans-
port stocks should continue to underperform towards end June and early Summer.

Short term, Mid cycle sectors have been bouncing, slightly. Yet from end May / early June, we expect them to resume 
their downtrend and retest to the downside towards mid-year and early Summer, before they accelerate up again towards 
year-end. This is confirmed by our current view on Energy (see the Chapter on Oil further down in this document).
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We now consider Financials, another Reflationary sector.

KBE - SPDR S&P Bank ETF 
(Daily graph or the perspective over the next 2 to 3 months)

US Banks have been 
consolidating down 

since early March. On both 
our oscillators series (lower 
and upper rectangles), they 
may reach an intermediate 
bottom early June and 
could bounce.  From late 
June / early July, we would 
expect  them to soften 
again until mid Summer. 
Following that, they should 
re-accelerate towards year-
end. 

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

Looking at the 3 year US 
Treasury yield for some 

guidance (Banks and me-
dium term yields have been 
well correlated in recent 
quarters), we can identify si-
milar dynamics. On both our 
oscillator series  (lower and 
upper rectangles), a bounce 
could materialise during 
June, yet following that, we 
would expect further sof-
tness into mid Summer.  

US Banks and medium term Treasury yields are due the bounce in June, before  further softness is expected towards mid 
Summer.  We would probably remain quite prudent as both charts are in the initial stages of a downtrend and we cannot 
exclude an acceleration to the downside before the bounce starts to materialise.
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We now switch to Defensives, which since December have held ground vs the market. Will they be able to bounce once 
more towards mid year or early Summer before they resume their downtrend?

XLP - Consumer Staples Select Sector SPDR Fund vs SPY - SPDR S&P 500
(Daily graph or the perspective over the next 2 to 3 months)

US Staples have been in 
a weak reaction to the 

upside since January vs the 
S&P500. On both our oscil-
lator series (lower and up-
per rectangles) we believe 
they could attempt another 
move up, probably starting 
before the end of May and 
extending into mid year 
and July. This would imply 
some general risk-off be-
haviour during June and 
confirm our concerns about 
the disadvantageous risk/
reward situation we cur-
rently see on the S&P500 
and the EuroStoxx 600. Yet, 

this move is still retesting lows so we would really need to see some sort of traction to the upside to confirm this outlook.

Gold Spot (USD/Oz)
(Daily graph or the perspective over the next 2 to 3 months)

Gold is another proxy 
for this defensive 

theme and its reaction 
up since December has 
been somewhat stronger. 
On both our oscillator se-
ries (lower and upper rec-
tangles), it could start to 
accelerate up again during 
June. Making it back above 
our ‘C’ corrective targets 
up (right-hand scale) would 
be a first step (above 1’279 
US$/Oz). Above that, the 
next level of targets we pro-
ject, ‘I’ Impulsive targets, 
is towards the high 1’300s 
and lower 1’400s, or slightly 
above the levels reached last year. This is our preferred scenario, yet still a bit of a make or break as we move into end May 
and early June.

We believe Defensives could attempt a further leg up in June, which would confirm a more risk-off environment over 
the next month or so.

16 17



From the review above, we can expect Growth to linger on at best towards mid year. At the same time, Cyclicals should 
retest to the downside and Defensives could hold and even bounce. Financials are a bit of an outlier in this scenario, as we 
expect them to bounce and then retrace again. We would look at 4 selected cross asset comparisons to gain more clarity. 

Gold Spot (USD/Oz) vs QQQ - PowerShares QQQ Trust (NASDAQ 100 ETF)
(Daily graph or the perspective over the next 2 to 3 months)

On both our oscillator 
series (lower and up-

per rectangles) Gold is ap-
proaching lows versus the 
Nasdaq 100. When these 
may be of intermediate na-
ture ony on our medium os-
cillators (upper rectangle), 
the configuration on our 
long term oscillators (lower 
rectangle) is labelled “Low 
Risk” signalling a possible 1 
to 2 months of correction 
to the upside. Our relative 
‘I’ Impulsive targets down 
(right-hand scale) have been 
reached and surpassed, si-
gnalling exhaustion. This 

situation confirms our view that, at this stage, risk/reward is disadvantageous for Growth vs Defensives.   

Gold Spot (USD/Oz) vs Reuters Commodity CRB Future Price Index
(Daily graph or the perspective over the next 2 to 3 months)

On both our oscilla-
tor series (lower and 

upper rectangles), Gold 
should continue to outper-
form other commodities 
until late June / July. The 
chart is not dissimilar to 
Goldmines (GDX ETF) vs Di-
versified miners (XME ETF) 
or Energy producers (VDE 
ETF), although these are a 
bit weaker. Bottom line, we 
believe the Precious metal 
nexus should continue to 
accelerate up vs Commo-
dity prone Cyclicals into 
June, possibly until July.
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KBE - SPDR S&P Bank ETF vs GDX - Market Vectors Gold Miners ETF
(Daily graph or the perspective over the next 2 to 3 months)

Looking at Banks and Fi-
nancials vs Gold mines 

(Defensives), price action 
has been range bound since 
the beginning of the year. 
We believe it may continue 
to be so over the next mon-
th or so as our long term 
oscillators still show that 
Banks are under pressure vs 
Gold mines until late June 
(lower rectangle). Yet, they 
may bounce in between 
as shown on our medium 
term oscillators (upper rec-
tangle), possibly around the 
FED interest rate decision 
on the 14th June. These de-

velopments are not dissimilar to our scenario on Treasury Yields where we expect a bounce in June and a further retest 
thereafter as the curve continues to flatten for now. 

XLF - Financial Sector SPDR Fund vs QQQ - Nasdaq 100 ETF
(Daily graph or the perspective over the next 2 to 3 months)

Financials vs the Nasdaq 
also point to a possible 

bounce early June as shown 
on our medium oscillators, 
which are approaching an 
intermediate low and are 
very much oversold (upper 
rectangle). The longer term 
trend however, shown by 
our long term oscillators 
(lower rectangle) still seems 
to extend into the Summer. 
Our ‘I’ Impulsive price tar-
gets down still show some 
risk with our ‘I’ Impulsive 
down targets price target 
potentially some 6 to 15% 
lower on a relative basis 
(right-hand scale). At this stage, we hence expect a reaction to the upside on Financials vs the Nasdaq during June, yet 
no reversal yet.

Concluding remarks:
The “Low Risk” situation of Defensives vs Growth confirms the negative risk/reward situation we see on equity mar-
kets as we move into June.  Cyclicals have bounced, Financials could bounce, but both should see further retests to the 
downside into late June and early Summer. Hence, we believe that Equity markets seem fully priced for now (and Growth 
especially), yet it is too early yet to re-enter reflation trades.
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Crude Oil: the supply overhang still hurting oil prices, but rapid 
inventory draw and new OPEC output agreement may push WTI 
back to $55.

What was weighing on oil 
prices is the still prepon-
derance of supply on a 

global basis, despite the agreement 
between OPEC and NOPEC to reduce 
output starting in January. The large 
production overhang provided by the 
unfettered production by large oil pro-
ducers in late 2016 ahead of the agreed 
cuts was, until recently, keeping prices 
down, and the Q1 2017 slowdown in 
US activity has not helped. 

A new agreement agreed upon 
by Saudi Arabia and Russia, an-

nounced last week, triggered a 3.5% 
jump in oil prices, which have conti-
nued to rise. OPEC and Russia hope 
that output cuts until the end of March 
2018 should bring stocks down to their 
five-year average and push prices up, 
even if US output continues to pick up 
(as we expect) and even if OPEC’s com-
pliance does not reach 100% (highly 
unlikely to happen in any case). Ahead 
of the meeting of the oil producers 
on May 25, the finer details are still 
unknown, but many OPEC members 
have been receptive of the idea. It is 
highly unlikely that the Kingdom of Sau-
di Arabia (KSA) and Russia would have 
announced such an extension (with so 
much fanfare) without being assured 
that the other members would agree. 

Comments by leaders of OPEC-NO-
PEC regarding the extension of 

its 1.8mm b/d production cuts this 
year and into next year are part of a 
grand strategy which includes the use 
of forward guidance to convince mar-
kets the supply side will tighten in the 
future. «Jawboning» the market will 
continue to be a tool of the major oil 
countries in this regard, but its effec-
tiveness is quickly fading, so they will 
resort to even more «brute force» per-
suasive techniques, going forward.

The other critical part of the strate-
gy is for OPEC-NOPEC to keep the 

front of the Brent curve at or below 
$60/bbl, using their own production, 
spare capacity and storage. In this res-
pect, KSA had it all figured out in ad-
vance. That is why it ramped up out-
put in late 2016 (before the cuts took 
effect in January). And that is why it 
can cut more than its promised share 
because it had enough supplies in sto-
rage. Drawing down storage to push 
global supply to match the five year 
average is important to them then, 
and that is all that matters to them 
now. Their competitiveness would be 
in trouble now if they did not stock-
pile in late 2016. They may have cut 
production more than their allotted 
share, but there is plenty out there in 
storage -- so same effect -- they have 
enough supplies to maintain or even 
extend their market share. Or to keep 
oil prices from rising too high and too 
fast, for that matter. 

Corollary to that is provision of 
guidance to higher supply in the 

future, which would keep markets 
backwardated in 2018 once visible sto-
rage returns to five-year average levels. 
A persistent and deep backwardation 
will likely slow the increase of rigs in 

U.S. shale fields -- this is probably the 
most significant part of their over-all 
strategy. The idea seems to be to cap 
the front-end forward curve at $60/
bbl, which when coupled with per-
sistent backwardation, would keep de-
pletion rates elevated. This would hit 
cash-strapped producers -- especially 
non-Gulf OPEC producers with high fis-
cal breakeven oil prices – and they will 
be forced to forego maintenance capex. 
If OPEC-NOPEC can maintain produc-
tion discipline, they might just pull it 
off, and that will strengthen their hand 
in guiding prices higher in the future. 
We have done work on capex-output 
dynamics, and if the strategy is suc-
cessful, we believe it will keep the 
oil-industry relatively capex-poor until 
at least 2019 (see graph below).

For this new agreement to work, 
and reduce global oil supply to 

its five-year average, compliance is 
absolutely essential. Encouragingly, 
discipline within OPEC has so far been 
better than we expected vis-a-vis the 
first agreement, because Saudi Arabia 
has cut by more than it had agreed to, 
forestalling further oil price falls. And 
just as important, US oil production 
should not significantly break out much 
more than the market expects. US oil 
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output has grown by about 0.6m bpd 
since the end of November, after OPEC 
and NOPEC announced that production 
will be cut as from January. The num-
ber of active drilling rigs in the US has 
increased steadily for almost a year 
now; increases in US oil production will 
likely offset some of OPEC’s newly an-
nounced extra production cuts over the 
next 12 months. What matters is that 
oil output in the near term should not 
be much higher than what is already re-
flected in the oil market. There is risk of 
that happening because shale produc-
tion is just hitting its stride after sharp 
rise in operational rigs over the last 12 
months (see first graph on this page). 
This may actually be the single, biggest 
problem confronting the OPEC-NOPEC 
grand strategy – unfettered oil produc-
tion as output from the sharp increase 
in US rigs is optimized going into the 
middle of the year (see first graph on 
this page). That may cause prices to fall 
off again, before recovering sometime 
in Q3, as US output peaks (following a 
fall-off in rig count, which may happen 
soon).

What may also help the new 
agreement in pushing oil prices 

is that the yoy change in global demand 
is now outstripping the yoy change in 
global output. This simple model of 
global oil balance suggests that the 
current uptick in oil prices could be pu-
shed higher until June at least from this 
factor alone (see second graph on this 
page).

We have also done some work on 
the impact of CO&LF net inven-

tory withdrawals on the oil price and 
we see the positive correlation. This 
simple model of consumption mea-
sure can provide a good understanding 
of the short-term impact of the broad 
sweeps in global demand (see third 
graph on this page).

Moreover, the modeled US supply 
adjustments will likely reflect 

higher refineries oil input in the past 
quarter, and that would shift the bias 
towards smaller supply overhang than 
assumed by EIA. That should provide 

a positive spin in oil prices until June, 
at least. This is especially helpful in 
the context of US oil inventories. This 

oil data is plagued by bad EIA mode-
ling, late and faulty reporting, and 
wrong market perception as to its im-
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portance. The primary variables which 
impact inventories (oil price/US Dollar, 
term structure, refinery oil input) all 
lead it by significant degrees. But funny 
enough, it continues to impact market 
sentiment to a very significant degree. 
If you can tract the oil price and how it 
is impacted by  term structure, if you 
have access to refinery oil input data, 
then the mystery of oil inventories di-
sappears. Term structure and oil price 
are strong determinants of refinery oil 
input, which responds to those factors 
after circa 12 weeks. The throughput 
data becomes fully incorporated into 
inventories data after about a month. 
Ergo, if you have a knowledge of what 
the oil throughput was a month ago, 
then expect those values to be reflec-
ted into inventories after a month. See 
those relationships in the graph below.

The other shoe to drop is the distinct 
positive relationship between the 

exchange rate of the US Dollar and US 
oil inventories. The US currency leads 
changes in inventories by 3 months. 
and the weakness of the US unit during 
the past three months suggests that oil 
inventories should be rolling over and 
falling for a similar period from here. 
And the reason why we make no men-

tion of imports is that oil imports are at 
the thrall of both the US Dollar and in-
ventories – imports have no predictive 
value at all insofar as inventory builds/
draws are concerned, as it lags so far 
behind inventories and the US Dollar, 
and is therefore useless as a price vec-
tor.

So, following that sequence of 
events, inventories should start 

showing massive drawdowns over 
the next few weeks, reflecting the 
just as massive refinery oil inputs 4 

weeks ago (on a rolling basis) and the 
recent fall in the value of the US Dol-
lar. The positive sentiment from the 
new KSA-Russia agreement to extend 
cuts should provide further support. It 
would really surprise us if the oil price 
does not make a sharp short term pop, 
possibly around the $55 WTI area, be-
fore falling into a trough during Q3 
2017. Trading range environment can 
last into the summer.
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Oil’s volatile correction continues into midyear, early Summer

In late February, early March, we had warned in the Capital Observer and several related articles that there would be 
“NO Linear Uptrend for Oil” over the following few months due to the conflicting forces of expanding US supply and 

producer cuts. That statement was proven correct. Yet, as with many consolidation periods, the recent period was No 
linear downtrend either. Indeed, price action has been quite choppy and volatile over the last few months. 

Brent (Weekly graph or the perspective over the next 2 to 4 quarters)

As mentioned in pre-
vious newsletters, 

an intermediate top was 
made early 2017 on both 
our oscillators series (up-
per and lower rectangles). 
The inflexion point shows 
a probable top very early 
in Q1 2017 and a consoli-
dation that should last into 
mid-year.  We hereby also 
confirm our forecast from 
previous letters that fol-
lowing the current consoli-
dation period, Brent should 
start to accelerate up again 
in Q3 and will probably go 
and retest our ‘C’ Corrective 

targets up in the high U$ 60s (right-hand scale) towards year-end and early 2018.  

Brent Oil (Daily graph or the perspective over the next 2 to 3months)

On this Daily chart of 
Brent, both oscillator 

series are still in downtrend 
sequences (lower and up-
per rectangles). On our 
long term oscillators (lower 
rectangle), we show a first 
low in March and a possible 
resuming of the downtrend 
from now to the end of 
June. On our medium term 
oscillators (upper rec-
tangle), we focus on the 
low made in early May and 
expect that it is now rolling 
over towards a possible 
new bottom in August. Our 
Model messaging is also confirming this second scenario. We believe both sequences are still valid, which confirms a quite 
choppy market ahead with a possibly two lows between end June and early August somewhere below US$ 50 into the 
mid U$ 40s (right-hand scale). 

Concluding Remarks
When looking at both the Weekly and Daily charts of Oil, we believe that two additional downside retests can be iden-
tified over the next few months, one towards the end of June, the other towards end July / early August. This scenario 
would work quite well as a build-up phase for the acceleration to the upside we expect later in H2 2017. Shorter term, the 
current “producer cut” rebound is potentially over.

TIMING AND TACTICAL INSIGHT
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Seeking further confirmations in Oil related assets

We now turn to the Energy sector, to oil related currencies and geographies for further indirect confirmation of the 
upcoming dynamics on the sector.

XLE – Energy Select Sector SPDR Fund 
(Daily graph or the perspective over the next 2 to 3 months)

The US Energy sector is 
also showing two pos-

sible price sequences. On 
our long term oscillators, 
we show and interme-
diate low end March and 
possible new low towar-
ds the end of June (lower 
rectangle). On our medium 
term oscillators (upper rec-
tangle), We expect the se-
quence down to potentially 
extend until end July / early 
August. The price potential 
down is still quite subs-
tantial confirming that the 
correction to the downside 

since December is probably not finished (‘I’ impulsive targets down towards a range between US$65 and 61 or 5% to 10% 
lower, right-hand scale).

SXEP - ENERGY Dow Jones STOXX Index
(Daily graph or the perspective over the next 2 to 3 months)

The European Ener-
gy Sector has held up 

better than the US one. 
On both oscillator series, 
the current move up since 
March should end towards 
late May before a new pe-
riod of consolidation to the 
downside starts towards 
end June / early July. The 
consolidation period to the 
downside since early Janua-
ry has been quite flat and 
the price sequence is still 
theoretically considered to 
be in an uptrend. Hence, we 
expect the European Energy 
sector to make its lows towards end June/early July rather than in August, as it shows more strength than the US Energy 
Sector.
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Oil currencies vs the Dollar

Equal weighted NOK, RUB, CAD and BRL vs the US Dollar
(Weekly graph or the perspective over the next 2 to 4 quarters)

The portfolio of these 
4 oil related curren-

cies has followed a smooth 
uptrend since oil reversed 
up in early 2016. Both our 
oscillator series (lower and 
upper rectangles) marked 
an intermediate top mid Q1 
2017 and are now consoli-
dating down possibly into 
mid Summer. Following 
that, along with Oil prices, 
we expect them to move up 
again vs the Dollar into early 
2018. Their price potential 
vs the US Dollar may be as 
high as 10% as shown by 

our “C” corrective targets up (right-hand scale).

EUR/NOK
(Daily graph or the perspective over the next 2 to 3 months)

EUR/NOK is also a re-
levant and interesting 

proxy to monitor Oil related 
currencies vs the majors as 
it is less influenced by the 
recent weakness of the US 
Dollar. On both our oscilla-
tor series (lower and upper 
rectangles), EUR/NOK just 
made an intermediate top 
and is consolidating, before 
it resumes its uptrend ear-
ly June, until early August. 
EUR/NOK, indeed, follows 
the opposite path of Oil.
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Oil related equity markets

Equal weighted portfolio of Brazil, Russia, Canada, Norway and Saudi 
Arabia
(Weekly graph or the perspective over the next 2 to 4 quarters)

This equal weighted 
portfolio of market in-

dexes which are sensitive 
to the level of oil prices has 
followed oil prices up quite 
smoothly since early 2016. 
Since mid Q1 2017 and in 
accordance with both our 
oscillator series (lower 
and upper rectangles), 
they have been correcting 
down, possibly into July 
and early August. Following 
that, as with Oil, we ex-
pect them to resume their 
uptrend towards year-end 
and early 2018. On average, 
their price potential may be 

as high as 30-40% if they can make it above our ‘C’ corrective targets up into their ‘I’ Impulsive targets up (right-hand scale).

Equal weighted portfolio of Brazil, Russia, Canada, Norway and Saudi 
Arabia vs ACWI - iShares MSCI ACWI Index Fund
(Daily graph or the perspective over the next 2 to 3 months)

Oil exporting countries 
have been underper-

forming the All Country 
World Index ETF since late 
January as on average 
both their equity prices 
and currencies have been 
weak. On both our oscilla-
tor series (lower and up-
per rectangles), we expect 
their underperformance to 
continue until late July (the 
models we project on both 
our oscillator series), pos-
sibly mid August (as men-
tioned by our automatic 
messaging).  

Concluding Remarks:
While the Energy sector could start to recover from late June, Oil related currencies and geographies may remain weak 
until early August. We then expect oil and the whole oil nexus to accelerate up into year-end and early 2018.
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Is the Brazilian Real signaling that the EM renaissance is about to 
face headwinds?

By early 2015, as the US dollar up 
trend market accelerated, calls 
for significant collapse in Emer-

ging Markets begins to reach crescen-
do. «Bloodbath in the EM» has beco-
me a financial market catch-phrase. In 
retrospect, the calls for an «EM bloo-
dbath» was easy to understand. The 
EM market as a whole was facing what 
looked like a structural, not cyclical, 
downturn.  EM policy makers have dil-
ly-dallied and wasted the opporturtu-
nities provided by the global recovery 
from the Great Financial Recession of 
2008. Structural solutions had become 
more difficult to execute, and the at-
tendant economic and political pain 
in the short term were not going to be 
embraced. 

The thinking then by analysts was 
that the collapse of EM assets had 

to go further before policy makers will 
make painful policy volte-face. It was 
more tragic because many market par-
ticipants and political observers had 
tagged the 21st century to be the era 
when the emerging markets (EM) final-
ly emerged and caught up with the de-
veloped markets (DM). That time was 
supposed to be different -- the boom-
bust cycle of EM political and economic 
crises was supposed to end. It had not 
-- but the outcome was not as dire as 
many pessimists had expected. By early 
2016, the commodity bear market had 
ended, the EM «bloodbath» did not 
spill that much red stuff, and since then 
the EM market had some sort of re-
naissance, as the US dollar bull market 
peaked and then waned. Post the early 
2016 trough in commodity prices, EM 
currencies and equity markets made a 
great come-back, enjoyed new re-ra-
ting, had been global outperformers, 
and that is true even today.

Going back in time a bit, the EM 
revival during the period 2009 

to 2013 was a compelling story which 
was grounded in solid fundamentals. 
EM asset outperformance was pri-

marily driven by (1) a generational 
debt-fueled consumption binge in 
Developed Markets; (2) an infrastruc-
ture investment-fueled growth in Chi-
na, in double-digits, that kicked off a 
structural commodity bull market; 
and (3) the unleashing of built-up EM 
consumption and credit demand. And 
above all, the US Dollar was quiescent 
during this period. 

It is no surprise therefore that EM 
equity and debt markets exploded to 

the upside. Some reforms helped, as 
some EM policymakers deployed les-

sons learned from the 1997/98 crisis to 
forestall the consequences of a bubble 
pop (if one comes along). Macroe-
conomic stability was established 
via exchange-rate liberalization, and 
sustainable public debt policies were 
adopted. With the backdrop of surging 
commodity prices, productivity growth 
accelerated even as labor force growth 
surged, giving EM economies even hi-
gher potential GDP growth rate than 
the developed economies. 

Portfolio inflows and export de-
mand increased sharply, and 
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hubris set in -- EM politicians began 
to believe the narrative that their eco-
nomic ascendancy was inevitable. Fol-
low-through in economic reforms was 
delayed or completely ignored.

Then in H2 2014, disaster struck -- 
the US Dollar began to rise sharply 

on the narrative that the US  economy 
will strengthen while other parts of 
the world struggle. Europe, the only 
region that could challenge the US 
primacy, was enacting a new stimulus 
program to revive its economy, and Ja-
pan was deep in stimulus mode. The US 
job market was on a tear, growth was 
picking up and the Federal Reserve was 
expected to raise its key interest rate 
in 2015, for the first time in almost a 
decade. That would widen the interest 
rate differential between the US dollar 
and it global competitors. The Fed also 
indicated that they will end asset pur-
chases, which further strengthened 
the Dollar. And this was happening at 
a time that Europe’s new stimulus pro-
gram was lowering interest rates across 
the EU. It was a recipe for the dollar to 
gain even more value, hammering EM 
currencies in the process, and it did 
(see 2nd graph previous page).

The global economy had weakened 
as well, so EM countries such as 

Brazil were getting hit hard. Between 
mid-2014 and early 2015, the dollar 

had surged nearly 20 percent against 
the Brazilian real by early 2015, as 
the local economy was beset by slow 
growth and high inflation. Other EM 
markets were not spared -- Russia had 
been among biggest currency losers, 
thanks to the crashing price of oil and a 
series of economic sanctions imposed 
by the U.S. and Europe to punish Mos-
cow for its involvement in Ukraine’s 
civil war. Russia’s ruble was cut down 
to half its previous value vs the US cur-
rency. 

This narrative underlines the fact 
that growth in the Emerging Mar-

kets has become a function of the US 
dollar strength or weakness. And this 
point can be seen from the sensitivity 
of the changes in GDP per capita in 
EM counties to the changes in the US 
Dollar`s value. The relationship is a ne-
gative one – stronger US Dollar has ne-
gative effect on the growth of EM GDP 
per capita (see 1st graph on this page).

The circumstance for EM economies 
has been happier since early 2016, 

when commodity prices made a trough. 
The strengthening of the US Dollar 
in H2 2016 did not make dent on EM 
assets – EM currencies immediately 
bounced back after a few weeks of 
market correction. That was also true 
for the EM equity markets (see blue 
line graph below). As testament to that 

resiliency, the price of copper (as proxy 
for commodities) practically ignored 
the surge in USD valuation during the 
last quarter of 2016. That might have 
been the key relationship which al-
lowed EM equities to hit levels last 
seen in 2015. But there are some dis-
ruptive developments in the EM, spe-
cifically Brazil. 

The Brazilian president was reporte-
dly caught approving a bribe to buy 

someone’s silence. Brazilian stocks and 
the local currency crashed, as another 
impeachment may be in the cards. 
Note that the Brazilian president Mi-
chel Temer, came through as president 
due to the impeachment of the pre-
vious president, Dilma Rousseff, due 
to another scandal. Brazil, of course, is 
not the entire EM, or even representa-
tive of those markets. 

But our EM lead indicator, the Pla-
tinum/Gold ratio has been falling 

even as the MSCI EM$ reaches for 
new upside levels, and copper conso-
lidated at high levels along with the 
Brazilian Real. But with this new poli-
tical scandal, the Real fell down hard, 
as well as the local equity market. The 
Platinum/Gold ratio has indicated for-
thcoming weakness in these markets 
in advance, so we are focusing on this 
political situation to see if the down-
draft in Brazilian assets is the start of a 
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bigger pullback in EM risk assets. The 
key for this setback is the US Dollar. 

Such an EM correction is unlikely to 
initiate if the US currency is weake-

ning, as it is right now. But the Fed is 
still committed to tighten twice this 
year, although we actually think that 
the last policy rate hike this year could 
be done in June – and the Fed then 
pauses for the rest of the year. That 
said, there could be another upside leg 
in the USD as the June hike acquires 
more visibility. That could put the EM 
assets into another wringer in the near-
term. The Brazilian bribery saga could 
indeed become a trigger for a pullback 
in EM assets over the next few weeks.
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Emerging Markets – Prepare to switch back to China and commodity pro-
ducers

MSCI Emerging Markets (EM) – USD denominated
(Daily graph or the perspective over the next 2 to 3 months)

Emerging markets have 
been strong since late 

last year registering per-
formances above 20%. On 
both our oscillator series 
(lower and upper rec-
tangles), the sequences 
we project show that this 
progression should reach 
an intermediate top during 
June. Prices have reached 
our ‘I’ Impulsive targets up 
(right-hand scale) so that 
there is limited potential 
left for now to the upside.

MSCI Emerging Markets (EM) – USD denominated
(Weekly graph or the perspective over the next 2 to 4 quarters)

On our longer term 
Weekly graph, the mo-

dels we project on both our 
oscillator series (lower and 
upper rectangles) would im-
ply that the consolidation 
to the downside may last 
into mid/late Q3 2017 be-
fore a new move up mate-
rializes towards the Spring 
of 2018. Our price targets 
show compelling potential 
up towards next year with 
our ‘I’ Impulsive targets up 
pointing to further price 
progression between 10 and 
25% (right-hand scale).
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MSCI Emerging Markets (EM) vs MSCI WORLD INDEX (both in USD)
(Weekly graph or the perspective over the next 2 to 4 quarters)

On a relative basis, the 
Weekly graph of the 

MSCI Emerging markets vs 
the World Index follows a 
similar dynamic. Indeed, 
on both our oscillator se-
ries (lower and upper rec-
tangles), we would also 
expect some consolida-
tion into late Q3 before 
emerging markets start to 
outperform again towards 
Spring next year.

TOP 8 EM currencies vs USD (Cap weighted)
(Daily graph or the perspective over the next 2 to 3 months)

The Emerging market 
indexes we consider 

above are denominated in 
US Dollars. Since late last 
year, these have benefited 
from a positive translation 
effect as the Dollar weake-
ned. If we exclude China, 
this currency effect has 
contributed to circa 35% to 
40% of the performance of 
these emerging market in-
dexes (in USD terms). Going 
forward, on both our oscilla-
tor series (lower and upper 
rectangles), we expect this 
positive currency carry to 
top out soon, possibly towards mid June. Following that, as the Dollar strengthens, the translation effect should become 
a headwind for the USD performance of Emerging markets, possibly until late Summer.    
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FXI - iShares FTSE China 25 Index Fund vs EEM - iShares MSCI Emerging 
Index Fund
(Weekly graph or the perspective over the next 2 to 4 quarters)

As we will detail below in 
the Chapter on China, we 
expect the Chinese stock 
market to benefit from a 
strengthening of the US Dol-
lar as well as from resilient 
growth into the first half 
of 2018. This is somewhat 
counter-trend to other large 
emerging markets. The se-
quences on both our oscilla-
tor series (lower and upper 
rectangles) would confirm 
this trend with a clear and 
important low which is ex-
pected between now and 
mid year. We would expect 
a strong rebound for China 

vs other Emerging markets during the Summer followed by a more mixed picture as we approach year-end (on the back 
of the weakening US Dollar mentioned above).     

EWZ - iShares MSCI Brazil Capped Index Fund vs EEM - iShares MSCI 
Emerging Index Fund
(Weekly graph or the perspective over the next 2 to 4 quarters)

Brazil has been one of the 
strongest reflation trades 
since it bottomed vs other 
EMs early 2016. Both its 
equity markets and curren-
cy have risen in synch. This 
is due to its strong profile 
as a commodity and oil 
producers. As with other 
reflation trades, it has been 
correcting to the downside 
since mid Q1 2017 and ac-
cording to both our oscilla-
tor series (lower and upper 
rectangles) should continue 
to do so until July/August. 
Following that, we would 
expect the ratio to re-acce-
lerate towards early 2018 
and our ‘I’ Impulsive targets up (right-scale), i.e. to outperform the EM index by 30 to 40%. Broadly, we expect the same 
profile from other EM commodity exporters (e.g. mainly Russia or Chile).
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India Bse Sensitive Index (in U.S. Dollar)
(Daily graph or the perspective over the next 2 to 3 months)

India’s profile is very diffe-
rent to Brazil’s. While refla-
tion trades have corrected, 
it has thrived on the back 
of its growth/technology 
and commodity importer’s 
profile. Since December, it 
has been benefited from 
a strong currency and an 
outperformance of its stock 
market. On both our oscilla-
tor series (lower and upper 
rectangle), we would ex-
pect its uptrend in US Dol-
lars to continue until early 
July, while the potential up 
is slowly getting exhausted, 
i.e. our ‘I’ Impulsive targets 

up (right-hand scale) have pretty much been reached signaling that most of the move is probably behind us.

India Bse Sensitive Index vs MSCI Emerging Markets (EM) – both in USD
(Weekly graph or the perspective over the next 2 to 4 quarters)

Longer term (Weekly graph), 
when comparing India to 
other emerging markets, 
we would expect India’s 
recent outperformance 
to roll-over and retrace in 
H2 2017 on both our os-
cillators series (lower and 
upper rectangles). This is 
in accordance with a re-ac-
celeration to the upside of 
reflation trades and of com-
modities, which will impact 
India’s growth and commo-
dity importer’s profile. By 
and large, we would expect 
that the following emerging 
markets follow the same dy-
namics (growth and re-rating profiles): South Korea, Taiwan, Mexico or Poland.

Concluding remarks:
The profiles of Emerging markets are very diversified and we would hence expect strong rotation until H1 2018. Indeed, 
the general Emerging markets Index will probably start a correction to the downside from June / July as growth profiles 
top out (India and the likes or circa 45% of the Index). That said, at the same time, China will be bottoming out (circa 
27% of the Index). Then, during the Summer, Commodity producers (circa 28% of the Index) will take over the lead and 
accelerate up towards early 2018, lifting the whole index up for the rest of the year.
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Once-ebullient commodity mar-
kets are in the doldrums. Sof-
ter Chinese PMIs spooked the 

commodity markets, coming as they 
did on the heels of a very visible and 
widely-reported weakening of base 
metals and iron ore prices emanating 
from Chinese markets. Financial mar-
kets fear that weaker Chinese growth 
could presage weaker EM growth, 
which is the engine of commodity 
growth generally. With US GDP co-
ming in weak as well - registering a pal-
try  growth of 0.7% in 1Q17 - markets 
started re-calibrating lower commodity 
demand estimates for this year. 

However, as much as we do see 
the situation dire -- the Q1 2017 

demand-side scares emanating from 
China are transitory, just as much as 
the Q1 2017 growth scare in the US 
was. Monetary conditions in China 
remain stimulative, and so the lack of 
funding is unlikely to be the cause of 
the economy rolling over. Most of the 
deterioration in economic growth is a 
consequence of the slowing in the de-
preciation of China’s trade-weighted 
RMB. This may recall the 2012 to 2015 
period, when several years of RMB 
appreciation did dampen growth (see 
grath on this page). The primary focus 
of having a strong domestic currency 
at that time was Foreign Direct Invest-
ments (FDI) -- China wanted as much as 
it can get in capital inflows, so a strong 
currency was a key requisite. That kept 
the domestic currency stronger than 
China`s competitors, and the over-
strong CNY choked domestic growth.

But growth has indeed made a co-
meback. China’s Q1 2017 econo-

mic numbers were mostly good news, 
with GDP growth (year-on-year) accele-
rating modestly to 6.9 percent, up from 
6.8 percent in the previous quarter and 
versus 6.7 percent for all of 2016. The 

investment contributed 2.4 percentage 
points of growth. The other source of 
growth on the demand side is change 
in net exports. This factor has been 
making small negative contributions 
as China’s trade surplus declined -- and 
the proximate cause was a relatively 
strong CNY. In Q1 2017, net exports 
made a small positive contribution of 
0.3 percentage point. Hopefully, this is 
not the start of a trend for China’s sur-
plus to re-expand, as that would be net 
negative for the global economy and 
will likely ignite trade tensions with the 
Trump administration. If the CNY were 
to weaken significantly, the world 
would enter a new cycle of recrimina-
tions over trade balances.

The fact that investment growth 
has stabilized at a low level does 

not mean that China is necessarily out 
of the woods in terms of financial sta-
bility.  During the investment boom, 
there was an alarming run-up in the de-
bt-to-GDP ratio, an issue which China’s 
government addressed by shifting the 
economic model to consumption from 
infrastructure investments. 

China: Q1 2017 activity issues are transitory -- look for rising 
growth into at least Q1 2018, as recent fiscal stimulus takes ef-
fect

current GDP growth is based on do-
mestic consumption, rather than from 
investment, as in the past -- consump-
tion growth has held up well. The graph 
on the next page shows the contribu-
tions of consumption and investment 
to China’s GDP growth. 

Since 2011, consumption has been 
the main source of demand. In 

the past few quarters, it has been 
providing 4.8 percentage points of 
GDP growth. Consumption is mostly 
services-based, so this is driving the 
expansion of the service sectors. They 
are more labor-intensive than industry, 
so the vast majority of job creation is 
occurring there as well. The labor mar-
ket remains tight, wages are rising and 
that spurs the growth of consumption, 
which leads to higher rate of activity.

During the protracted slowdown of 
investment growth, the financial 

markets worried about how far the 
devolution was going to go. This was 
the source of incessant speculations 
about a China hard landing. Now in-
vestment seems to have stabilized at 
a low level.  In the past four quarters, 
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Chinese leaders consider this issue 
as a longer-term problem, but not 

an immediate threat. We see the issue 
differently. China’s high debt levels, to 
us, are just a function of its high saving 
rate. That`s Monetary Economics 101. 
Moreover, the fact that the country’s 
massive savings pool is primarily inter-
mediated via the banking sector and 
other debt instruments exacerbates 
the debt buildup. 

This is unavoidable, as China’s 
equity markets are woefully un-

der-developed, so the country’s still 
relatively undeveloped and volatile 
equity market has not yet been able 
to play a meaningful role in financial 
intermediation. So, Chinese banks 
play the dominant role in channeling 
financial resources. Simply put, Chi-
na’s high savings and a banking-centric 
financial intermediation system have 
abetted and have been key drivers of 
the continually-rising debt level. And, 
as long as these two features persist, 
the country’s debt will inevitably conti-
nue to rise, as it simply reflects the 
accumulated savings. Debt levels are 
further boosted by the fact that the 
vast majority of government fiscal sti-
mulus is done via the banking system. 
This makes Chinese fiscal policy near-
ly indistinguishable from credit policy. 
This has significantly increased nominal 
debt levels, and will continue to do so 
in the foreseeable future.

The increasing nominal debt le-
vel also increases the leverage in 

the financial system. China is trying 
to prevent a catastrophic decline in 
growth, but at the same time, officials 
are trying to slow the growth of leve-
rage and eventually want to stabilize 
it. The balancing act is complicated.  In 
the first quarter of 2017, total social fi-
nancing, a broad measure of total cre-
dit and finance, increased by 6.9 trillion 
yuan (more than $1 trillion). This is 
symptomatic of the government`s pre-
dicament. Private investment, in parti-
cular, has slowed down, so a dispropor-
tionate share of investment must come 
from government infrastructure pro-

jects and state enterprise expansion. 
So, overall debt-to-GDP, and leverage, 
is likely to keep rising in China, just at a 
slower pace than in the past..

Analysis that China’s debt problem 
constitutes an alarming systemic 

financial risk focus exclusively on the 
rapid increase in the country’s debt-
to-GDP ratio -- we believe that this 
may be misguided. 

The level of Chinese debt leverage 
may not be as precarious as widely 

perceived. In the Chinese corporate 
sector, the area of China’s economy 
where investors worry most about le-
verage, the debt-to-asset ratio of Chi-

na’s industrial sector has been falling 
since the late 1990s, down to 56% from 
62%, contrary to popular belief. State-
owned enterprises (SOEs) have had 
increases in their debt-to-asset ratio 
since the Great Financial Crisis but it 
has barely reached late 1990s levels, 
and has actually rolled over in recent 
years. This stands in stark contrast to 
Japan’s corporate sector at the peak 
of its debt bubble. In the early 1990s, 
Japan’s corporate sector debt-to-as-
set ratio topped out at 78% when the 
country’s “balance sheet recession” 
began. Even after two decades of de-
leveraging, Japan’s current corporate 
debt-to-asset ratio is comparable to 
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China’s. And nobody is «picking» on 
Japan.

In summary, China’s policy setting 
remains expansionary, a major de-

parture from previous years when the 
Chinese economy was under the heavy 
weight of policy tightening while exter-
nal demand also weakened. Looking 
forward, there is little chance that the 
Chinese authorities will commit simi-
lar policy mistakes that could lead to 
a major growth downturn. In the first 
quarter of 2017, total social financing, 
a broad measure of total credit and 
finance, increased by 6.9 trillion yuan 
(more than $1 trillion), see graph on 
the side. The government did not take 
any chances. So, barring a major policy 
mistake arising from ultra-aggressive 
tightening, Chinese growth should re-
main buoyant well into the middle of 
next year.
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Chinese Equities could outperform during H2 2017

Shanghai Composite Index
(Weekly graph or the perspective over the next 2 to 4 quarters)

On both our oscillators 
series (lower and up-

per rectangles), the Shan-
ghai Composite Index is 
approaching intermediate 
lows. This could trigger 
a reaction up potentially 
towards year-end. Without 
validating the ‘I’ Impul-
sive targets yet (right-hand 
scale), the Index could start 
by retesting the upper end 
of our Corrective targets up 
toward 3’600 (0.8 times our 
2’038 delta from the 2014 
lows).

Shanghai Composite Index vs MSCI WORLD INDEX (Currency hedged)
(Daily graph or the perspective over the next 2 to 3 months)

Over the last few months, 
the Shanghai Compo-

site Index has underperfor-
med the MSCI World Index 
quite substantially (circa mi-
nus 15%). The ratio has now 
reached its ‘I’ Impulsive tar-
gets down (right-hand scale) 
and the sequences we pro-
ject on both our oscillator 
series (lower and upper rec-
tangles) would imply that a 
bottom vs the MSCI World 
will probably be confirmed 
towards mid / end June.
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USD vs Yuan Trade weighted basket of currencies
(Daily graph or the perspective over the next 2 to 3 months)

Weakness in the Dollar 
could explain some 

of the recent underper-
formance  of the Chinese 
market. The chart above 
looks at the US Dollar ver-
sus a basket of curren-
cies representing China’s 
trade partners. To a certain 
extent, the downtrend in 
the Dollar fits quite well 
with the underperformance 
of the Shanghai Composite 
Index above vs the MSCI 
World.  According to the 
sequences on both our os-
cillators series (upper and 
lower rectangles), the Dol-

lar should also find support and make a bottom mid to end June against this basket. Its reaction up towards the Summer 
could correlate with a reaction up in the Shanghai Composite.

Yuan Renminbi per U.S. Dollar
(Weekly graph or the perspective over the next 2 to 4 quarters)

Indeed, since the 2015 
Chinese equity sell-off, per-

formances in the Shanghai 
Composite have correlated 
quite well with periods of 
monetary stimulus (weake-
ning of USD/CNY). Such sti-
mulus was halted as the US 
Dollar started to correct in 
December. The sequences 
on both our oscillator se-
ries (lower and upper rec-
tangles) suggest that CNY 
could start to weaken again 
from mid year until at least 
early Q4 2017 (i.e. USD/
CNY resumes its uptrend), 
which could indirectly imply 
that the Dollar could start to strengthen again and that further CNY devaluation would be possible. These dynamics would 
support the move up we expect on Chinese equity markets. 

38



USD vs Yuan Trade weighted basket of currencies
(Weekly graph or the perspective over the next 2 to 4 quarters)

Following up on this ar-
gumentation, we now 

consider the USD versus 
the basket of currencies 
(representing China’s trade 
partners) over a longer term 
period (Weekly graph). The 
projection on both our os-
cillator series (lower and 
upper rectangles) indeed 
suggest that the Dollar 
could bounce during Q3 
2017, but that it could pro-
bably weaken again towar-
ds year-end and early 2018. 
This may imply renewed 
headwinds for Chinese 
equities. 

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

The value of the Yuan 
is certainly not the 

only factor influencing the 
Chinese economy and its 
stock markets. Indeed, more 
generally we believe that 
“Chinese growth should re-
main buoyant well into the 
middle of next year” (see 
the previous article in this 
document). Typically, trends 
in Industrial metals  would 
be reliable indicators of this 
economic strength. On the 
chart above,  the sequences 
on both our oscillators series 
point to a re-acceleration of 
the uptrend in the prices of 
industrial metals from sometime in Q3 2017 into the Spring of 2018. This would confirm our positive view on the Chinese 
economy and hence on its stock market towards the later part of the year.  
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Shanghai Composite Index vs FXI - iShares FTSE China 25 Index Fund 
(Daily graph or the perspective over the next 2 to 3 months)

When investing in Chi-
na, investors may 

consider the option either 
to invest in the China’s 
longstanding FXI large cap 
ETF or a selection of broa-
der CSI 300 ETFs. In recent 
history, when the USD has 
strengthened vs the Chinese 
trade weighted basket of 
currencies, the Yuan’s de-
valuation has only compen-
sated for circa 70% of these 
moves. This implies that 
when the USD strengthens, 
the Yuan also strengthen vs 
its trade weighted basket of 
currencies. Incidentally, this 

favors the broader, more domestic Shanghai Composite Index vs the large cap exporter weighted FXI ETF. This can be 
noticed in the chart above during  the 4Q 2016 (and vis versa during H1 2017). Given our scenario and the oscillator se-
quences above (lower and upper rectangles), we would favor CSI 300 ETFs during Q3 2017 as the US Dollar strengthen 
and switch back to FXI towards the later part of the year.

Concluding remarks:    

As the Dollar starts to strengthen in late Q2, Chinese stock markets should start to react to the upside, probably until ear-
ly Q4. We believe that following that strong Chinese growth should help support the Chinese stock markets potentially 
into the Spring of 2018, even if the Dollar starts weakening again. 
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Splicing the markets - the parabolic acceleration of Bitcoin prices

The price of Bitcoins has risen more than tenfold since it bottomed in February 2015. Such a parabolic move can be 
compared to the rise in Silver or Gold towards 1980 or 2011, or the NASDAQ in the run-up to its 2000 top during the 

dot.com bubble. And indeed, the promise of a finite non Fiat universal currency, which is easy to store and transfer are 
huge. Amid capital flight out of China and legalization in Japan, Bitcoins are finding increased legitimacy either as a practical 
store a value or as the possible next international transaction currency. We hereby attempt to monitor this parabolic rise, 
an exercise which is never easy.

BTC/USD, BitStamp
(Weekly graph or the perspective over the next 2 to 4 quarters)

On both our oscilla-
tor series (lower and 

upper rectangles), an in-
termediate top is awaited 
towards mid year.  Our 
past experience with such 
parabolic moves is that the 
timing of such moves is 
“broadly” accurate, which 
would mean that give or 
take a couple of months, a 
correction down should ma-
terialize between now and 
the Summer. From a Risk/
Reward perspective, we 
have now surpassed our ‘I’ 
Impulsive targets up (right-
hand scale). Our next and 

last level of price targets (“I2” Impulsive 2 up targets) would  be between US$2’300 and US$ 2’700  (calculated as 2.3 to 2.7 
times our historic volatility Delta added to the graph bottom). 2’754 was reached on Thursday 25th of May. In the mean-
time, the ‘C’ Corrective down risk we can calculate is between 0.5 to 0.8 times our Delta, circa U$ 450 to 730 or possibly 
25% to 35% lower.  This is in line with the three previous correction periods seen over the last 12 months. Hence, we be-
lieve that a top  is approaching and the Risk/Reward is now at best neutral. 

BTC/USD, BitStamp
(Daily graph or the perspective over the next 2 to 3 months)

The two oscillator se-
quences we feature on 

our oscillator series (lower 
and upper rectangles) 
both show quite mature 
trends, which should top 
out between now and the 
Summer. The ‘I2’ Impul-
sive targets up have been 
reached (right-hand scale). 
The ‘C’ corrective downside 
potential we can calculate 
using our Delta of US$ 701.7 
are between US$ 350 and 
US$ 460. Hence, corrective 
potential to the downside 
now outweighs the current 
potential to the upside, 
again a sign of negative Risk/Reward. 40 41



Gold back in August 2011 (Daily chart)

Yet, as mentioned 
above, monitoring such 

parabolic moves is often 
tricky. Considering a similar 
situation from the past may 
often prove quite useful. 
Here the graph shows Gold 
in the run-up to its peak in 
August 2011. The oscillator 
sequences are not dissimi-
lar (on the medium term 
especially; upper rectangle) 
and the Risk/Reward is also 
stretched. Yet, the simila-
rities between the price 
actions are even more com-
pelling, with what looks like 
an ABC 4th Wave before a 
final 12345 5th (when ex-

pressed in Elliott Wave terms). Will history repeat itself, or is it rather that this time is different.

BTC/USD, BitStamp
(Hourly graph or the perspective over the next 2 to 3 weeks)

Shorter term, it is im-
pressive to consider 

the price progression of 
Bitcoins over the last 6 
weeks (PLUS more than 
US$ 1’500 or a 150% per-
formance). However, the 
sequence on both our os-
cillators series (upper and 
lower rectangles) are now 
pointing to possible tops 
(“High Risk”). On the price 
target level, our ‘I2’ Impul-
sive 2 price targets up have 
now been surpassed (Im-
pulsive 2 targets up are the 
most extreme level of price 
targets we calculate). Sur-
passing them is quite rare and usually results in some kind of price exhaustion in the near term. Hence, as with the Weekly 
and Daily, the Risk/Reward situation seems stretched for now.  

Concluding Remarks:
The acceleration up in recent months has been impressive, and speculation is intense, while a large Bitcoin/Yen carry 
trade position has probably rapidly been built up. It might be days/weeks rather than months before the next large 
intermediate correction takes its toll. At this stage and current levels, we believe the Risk/Reward on Bitcoin prices has 
very much deteriorated for now. [this statement was ‘coined’ on May 26th AM CET]
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MJT’s proprietary methodology uses Timing Oscillators to help investors position themselves either in an uptrend 
or downtrend. It will hence allow them to anticipate and project the future sequence of events. Coverage extends 
over 5’000 instruments, long term to intraday, across all asset classes. Relative charts, Opportunity filters, Multi 
charts monitoring screens and a Portfolio Simulation tool complete the functionality set. See below a description 
of What’s on the Chart, a Methodological brief and an outline of the ideal Uptrend/Downtrend Models (read more 
on www.mjtsa.com)

Timing oscillators: Different prices cycles are captured by 
our 3 Timing oscillators. Monitor how their relative positioning 
defines specific situations (Cases) to always know where you 
stand within the Trend (e.g. please see below the ideal Uptrend 
Case succession sequence)

Trend direction: the direction of FinGraphs’ large envelope will 
help you decide either to apply an uptrend or a downtrend model. 
Contacts between the wider  and thinner envelopes will help you 
anticipate and confirm market turning points ( e.g. S&P500 bi-
monthly, extracts from the 2005-2011 period).

Price targets: based off historical volatility, they can highlight 
price potential or risk and, once achieved, define take profit or 
stop loss areas (e.g. below S&P500 in early 2011, Brent in October 
2014).
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Ideal Uptrend Model 

(left to right) from an oscillator black bottom (usually a Low Risk or a Case 2), the oscillators and prices will start moving up. An uptrend 
is confirmed once a red top can be made above a blue one. The correction down that follows delivers a buying opportunity (“Resume 
Uptrend”) followed by an intermediate top (Case 3). A new period of consolidation down or sideways then starts, ending with a Case 5 
acceleration up towards an important top (usually a High Risk or a Case 1).  For each time frame, a fixed time unit separates each timing 
incidence, so that the distance between a blue and red top is usually X, the distance from the red to the black top is then 2X and the 
distance between the first and second black top is 3 to 4X.

Ideal Downtrend Model 

(left to right) from an oscillator black top (usually a High Risk or a Case 1) the oscillators and prices will start moving down. A downtrend 
is confirmed once a red bottom can be made below a blue one. The correction up that follows delivers a selling opportunity (“Resume 
Downtrend”) followed by an intermediate bottom (Case 4). A new period of consolidation up or sideways  then starts, ending with 
a Case 6 acceleration down towards an important bottom (usually a Low Risk or a Case 2).  For each time frame, a fixed time unit 
separates each timing incidence, so that the distance between a blue and red bottom is usually X, the distance from the red to the black 
bottom is then 2X and the distance between the first and second black bottom is 3 to 4X.
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or indemnification for your damages (for example, incidental or consequential damages, losses, unrealised gains, liabilities, 
Management Joint Trust SA’s service fee). If a person or entity does not believe they are qualified to make such decisions, they 
should seek professional advice. The prices listed are for reference only and are in no way intended to represent an actual trade. 
This information is not a substitute for professional advice of any nature, including tax, legal, and financial. While we believe the 
information contained herein to be accurate, all numbers should be verified by the reader through independent sources. Again, 
trading securities, options, futures, or any other security involves risk and can result in the immediate and substantial loss of the 
capital invested and every reader/recipient is responsible for his or her own investment decisions. The employees, officers, family, 
and associates of Management Joint Trust SA may from time to time have positions in the securities or commodities covered in 
its publications or on its websites. Corporate policies are in effect that attempt to avoid potential conflicts of interest and resolve 
conflicts of interest that do arise in a timely fashion. MJT is the owner of all its brands and websites (especially www.mjt.ch, www.
mjtsa.com or any related websites). These are protected by intellectual property rights, among other copyright, trademark and 
competition rights. As reader of this publication or a user Management Joint Trust SA’s websites, you acquire no rights on the 
various softwares, services, and information made available by Management Joint Trust SA.  In particular, you do not acquire 
ownership rights. You undertake especially not to: a) Copy, save, reproduce, publish, post, transfer, transmit, exploit or distribute 
in any way data or components produced or any information or content made available by Management Joint Trust SA (including 
but not limited to its publications, its software, Internet pages and graphic displays); b) Mention or use in any non-purely private 
way the name Management Joint Trust SA or any of its trademarks, its or their logos, its or their texts and graphic displays; c) 
Interfere with or modify data or components published or edited by Management Joint Trust SA (including but not limited to its 
publications, software, Internet pages and graphic displays); d) Use Management Joint Trust SA in a way not consistent with its 
natural purpose; e) Access Management Joint Trust SA in an illegal way or without having filled the requested questionnaires, 
accepted these Terms and Conditions paid the requested fees. These Copyright and Trademark provisions mentioned above do 
not limit your right to print on paper, for your personal/private use only, pages of this publication or any other content produced 
by Management Joint Trust SA that you are interested in. Professional use of the printed pages is however strictly forbidden. 
Similarly you are forbidden to resell these pages. If you want to use any content produced and edited by Management Joint Trust 
SA not for your personal/private use, you must obtain in advance from Management Joint Trust SA a written authorization by 
writing to:
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General Disclosure
 
This document or the information contained in does not constitute, an offer, or a solicitation, or a recommendation to purchase or 
sell any investment instruments, to effect any transactions, or to conclude any legal act of any kind whatsoever. The information 
contained in this document is issued for information only. An offer can be made only by the approved offering documentation, 
especially the prospectus of the Fund mentioned herein. The prospectus may only be distributed in accordance with the laws 
and regulations of each appropriate jurisdiction in which any potential investor resides. The investments described herein are not 
publicly distributed.
 
This document is confidential and submitted to selected recipients only. It may not be reproduced or passed to non-qualifying 
persons or to a non professional audience.
 
This document is issued by Diapason Commodities and Currencies (DC&C) / Diapason Commodities Management UK LLP 
(“Diapason UK”). Diapason UK is authorised and regulated by the Financial Conduct Authority.
 
This document is only made available to professional clients and eligible counterparties as defined by the Financial Conduct 
Authority. The services of Diapason may be restricted in some jurisdictions to persons who are professional clients and institutional 
investors. In such case, they are not available to retail clients and are not subject to the same protections afforded to retail clients. 
To the extent that this message concerns such products and services, then this message is communicated only to and/or directed 
only at professional clients and institutional investors and the information in this message about such services should not be relied 
on by any other person. For distribution purposes in the USA, this document is only intended for persons who can be defined as 
“Major Institutional Investors” under U.S. regulations. Any U.S. person receiving this report and wishing to effect a transaction 
in any security discussed herein, must do so through a U.S. registered broker dealer. The investment described herein carries 
substantial risks and potential investors should have the requisite knowledge and experience to assess the characteristics and 
risks associated therewith. Accordingly, they are deemed to understand and accept the terms, conditions and risks associated 
therewith and are deemed to act for their own account, to have made their own independent decision and to declare that such 
transaction is appropriate or proper for them, based upon their own judgment and upon advice from such advisers as they have 
deemed necessary and which they are urged to consult. Diapason disclaims all liability to any party for all expenses, lost profits 
or indirect, punitive, special or consequential damages or losses, which may be incurred as a result of the information being 
inaccurate or incomplete in any way, and for any reason. Diapason, its directors, officers and employees may have or have had 
interests or long or short positions in financial products discussed herein, and may at any time make purchases and/or sales as 
principal or agent. Certain statements in this presentation constitute “forward-looking statements”. These statements contain the 
words “anticipate”, “believe”, “intend”, “estimate”, “expect” and words of similar meaning. Such forward-looking statements are 
subject to known and unknown risks, uncertainties and assumptions that may cause actual results to differ materially from the 
ones expressed or implied by such forward-looking statements. These risks, uncertainties and assumptions include, among other 
factors, changing business or other market conditions and the prospects for growth. These and other factors could adversely 
affect the outcome and financial effects of the plans and events described herein. Consequently, any prediction of gains is to 
be considered with an equally prominent risk of loss. Moreover, past performance is not a guide to future performance and 
investment may result in loss of capital. As a result, you are cautioned not to place undue reliance on such forward-looking 
statements. These forward-looking statements speak only as at the date of this presentation. Diapason expressly disclaims any 
obligation or undertaking to disseminate any updates or revisions to any forward-looking statements contained herein to reflect 
any change in Diapason’s expectations with regard thereto or any change in events, conditions or circumstances on which any 
such statement is based. The information and opinions contained in this document are provided as at the date of the presentation 
and are subject to change without notice.
 
 
Electronic Communication (E-mail)
In the case that this document is sent by E-mail, the E-mail is considered as being confidential and may also be legally privileged. 
If you are not the addressee you may not copy, forward, disclose or use any part of it. If you have received this message in error, 
please delete it and all copies from your system and notify the sender immediately by return E-mail. The sender does not accept 
liability for any errors, omissions, delays in receipt, damage to your system, viruses, interruptions or interferences.
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