
Financials could accelerate up again from mid Summer to year-
end

Considering that the US yield curve has re-flattened aggressively since December, US Financials have held up quite nicely. 
In Europe, the move has been more tamed, but the dynamics are similar. We would expect Financials to have one 

last retest to the downside in late July / August before they start accelerating up again towards year-end and early 2018

XLF Financial Sector SPDR Fund
Weekly graph or the perspective over the next 2 to 4 quarters

On both our oscillator 
series (lower and upper 

rectangles), the US Finan-
cials sector is in an uptrend, 
possibly until early 2018. In 
the meantime, the conso-
lidation period that started 
mid Q1 2017 is still un-
derway. We believe, it could 
find a low point probably 
towards mid Summer.  Fol-
lowing that, US Financials 
will probably start to re-acc-
celerate to the upside again. 
Our ‘I’ Impulsive price tar-
gets up suggest that US Fi-
nancials do have a further 

10 to 15% price potential towards early 2018 (right-hand scale).  

SX7P BANKS - Dow Jones STOXX
Weekly graph or the perspective over the next 2 to 4 quarters

Following the strength of 
European markets this 

Spring, European banks 
topped out a bit later than 
their US counterparts in 
early May. On our medium 
term oscillator series (upper 
rectangle), we would now 
expect them to consolidate 
down towards mid Summer, 
before they resume their 
uptrend into H1 2018. In-
deed, our view is that they 
are currently making a base 
(with a higher low over the 
next couple of months).  
They will then move higher 

into year-end and H1 2018. This is the sequence we show on our long term oscillators (lower rectangle). ‘I’ Impulsive price 
targets are quite aggressive (right-hand scale): they show 25% to almost 50% potential for European banks into H1 2018. 
This would match our view, that generally, there is more potential up for European markets and that sector-wise, European 
banks have lagged their US counterparts. We would hence expect some catching up into H1 2018. Please note that for 
the analysis, we have chosen to focus on the European banking index (SX7P) rather that the Eurozone one (SX7E), as a fair 
number of the large banks in Europe are located outside the Eurozone. 
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XLF - Financial Sector SPDR Fund / SPY - SPDR S&P 500
Weekly graph or the perspective over the next 2 to 4 quarters

On a relative basis vs the 
S&P500, US Financials 

are also still in an uptrend, 
probably into late 2017 / 
early 2018. On our medium 
term oscillators (upper rec-
tangle), the consolidation 
down from early March may 
have found a low early June 
and could be in the process 
of resuming its uptrend. On 
our long term oscillators 
(lower rectangle), US Finan-
cials are building a base to 
move higher vs the S&P500. 
It could be another month 
or so before this support is 

confirmed. Our ‘I’ impulsive targets to the upside (right-hand scale) would suggest that US Financials could outperform 
the market by 5 to 10% into early next year.

SX7P BANKS - Dow Jones STOXX / Dow Jones STOXX (SXXP)
Weekly graph or the perspective over the next 2 to 4 quarters

On a relative basis, Euro-
pean Banks have been 

retracing since December 
vs the Dow Jones Stoxx 600 
Europe. On both our oscilla-
tor series (upper and lower 
rectangles), we believe that 
they are currently making a 
base to move higher in H2 
2017 and into H1 2018. Over 
the next couple of mon-
ths, they could still weaken 
a bit on a relative basis. 
Following that, we would 
really need to see them ac-
celerate up to confirm our 
positive view into year-end. 
In first instance, we would 

need to see SX7P vs SXXP move beyond its December highs or above the top-end of our ‘C’ Corrective targets up (right-
hand scale). Such a break-out would prove that the move to the upside since mid 2016 is more than just a correction and 
that it has much more upside potential towards H1 2018.
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XLF - Financial Sector SPDR Fund 
Daily graph or the perspective over the next 2 to 3 months

US Financials resumed 
their uptrend mid April. 

Theoretically, this move up 
could continue until mid 
July / August as shown on 
our long term oscillators 
(lower rectangle). Since April 
however, Financials haven’t 
managed to achieve new 
highs (although the rest of 
the market did). Because of 
that, we would probably fa-
vor a slightly more prudent 
scenario. Indeed, we expect 
US Financials to hold close 
to previous highs into until 
mid July, but would await 
further consolidation into 

early August as shown on our medium term oscillators (upper rectangle). Following that, US Financials should start to 
accelerate up again in line with our Weekly graph analysis above. 

SX7P BANKS - Dow Jones STOXX
Daily graph or the perspective over the next 2 to 3 months

European banks have 
been correcting along-

side European markets since 
early May. On both our os-
cillator series (lower and 
upper rectangles), we show 
that this first leg down may 
be coming to an end. We 
would hence expect prices 
to bounce in early July, pos-
sibly retesting their highs. 
Following that, a further pe-
riod of consolidation could 
materialize into early/mid 
August.  We would then 
expect European Bank to 
start to accelerate up again 
towards year-end as shown 

by our Weekly graph analysis further up in his document.
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US 10 years Benchmark Bond Yield - US 3 Months benchmark Bond Yield
Weekly graph or the perspective over the next 2 to 4 quarters

The retracement on Fi-
nancials stocks over the 

last 3 months is closely lin-
ked with the rapid flattening 
of the US yield curve. The 
spread between the US 10 
year and the 3 months Trea-
sury yield has now almost 
fully retraced the move up 
it achieved during H2 2016. 
On both our oscillator se-
ries (lower and upper rec-
tangles), we believe that 
this spread could be making 
a base over the next few 
weeks and start correcting 
up possibly towards late 

Summer in first instance and then until year-end. 

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

Looking at the Daily graph 
and switching to the 3 

year minus the 3 months 
US Treasury spread, we can 
draw similar conclusions. 
This spread is very interes-
ting as it shows that the flat-
tening is largely happening 
at the front of the curve (al-
most 70 basis points since 
December). The trend down 
is quite linear and picking 
lows is quite complicated. 
From the models, we project 
on both our oscillator series 
(lower and upper rectangles) 
we would tentatively antici-

pate a low point between mid July and mid August. What we can confirm for now is that most of the flattening seems 
behind us, i.e. our ‘I’ Impulsive targets down show “only” 10 to 30 bps potential left to the downside (right-hand scale).
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KBE - SPDR S&P Bank ETF / RWR - SPDR DJ Wilshire REIT ETF
Daily graph or the perspective over the next 2 to 3 months

This ratio compares Banks 
with REITS or both sides 

of the interest rate sensiti-
vity. Interestingly enough, 
the issuer did separate Real 
Estate (XLRE) from Financials 
(XLF) last year to take these 
diverging sensitivities into 
account.  As we do not have 
sufficient price history on 
XLRE yet, we use the RWR 
REITS ETF which is a close 
proxy.  Since yields started 
to retrace down in early 
March, banks have been 
underperforming the REITS 
ETF. According to the mo-
dels, we project on both our 

oscillator series, this underperformance should continue until it reaches a low towards early / mid August. We believe 
this inflexion point could mark the beginning of the rally on Financials we expect during H2 2017.

SX7P BANKS - Dow Jones STOXX vs KBE - SPDR S&P Bank ETF (currency 
hedged)
Daily graph or the perspective over the next 2-3 months

As we have mentioned 
above looking at the 

Weekly graphs of US Finan-
cials and European banks, 
the sector in Europe seems 
to have more price poten-
tial up towards year-end. 
On this Daily graph, we now 
compare European and US 
banks on a currency hedged 
basis (the currency effect is 
hedged, both sectors are 
compared like to like). On 
both our oscillators series, 
the European banking sec-
tor is in an uptrend vs its 
US counterpart (lower and 
upper rectangles). Following 

some consolidation from mid May, we expect it to outperform again possibly from early July into August in first ins-
tance. The outperformance potential is substantial as shown by our ‘I’ Impulsive targets up (right-hand scale).

Concluding remarks

Since early March, Financials and Banks on both sides of the Atlantic have been consolidating at high levels both on an 
absolute basis and against the market. This consolidation isn’t over yet and could extend into mid Summer (August). 

We would also expect that, by then, the yield curve would have finished its flattening. This would potentially confirm 
that Banks and Financials can start moving up again towards year-end. On a relative basis, we would expect more po-
tential for banks in Europe than in the US.
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