
Commodities may consolidate towards late Q1, they should then re-acce-
lerate up again towards late Q2 / midyear
Over the last 2 years, we have monitored the reflation trade up. Our models have been especially proficient in forecasting 
the related Commodity rally: the rebound in Q1 2016, the continuation trade that followed towards early 2017, the retra-
cement period of last Spring, and the re-acceleration up to today. Taking Oil as an example, last year in February (27th), we 
were calling for an 8 to 13 USD/barrel correction on Brent, possibly towards midyear. Then, in July (28th), we came back 
with  a projection for Brent in the high 60s USD/barrel, towards year-end / early 2018. Now, that these projections have 
come true, we will attempt to map out the following 6 to 12 months.  

Reuters CRB Future Price Index
Weekly graph or the perspective over the next 2 to 4 quarters

We first look at the Weekly 
graph of the Reuters CRB 

Future Price Index. On our long 
term oscillator series (lower rec-
tangle), our model has reached 
an important intermediate top. 
The correction that follows could 
theoretically last 3 to 6 months 
at least. That, said, on our me-
dium term oscillators (upper os-
cillators), the uptrend sequence 
doesn’t seem finished yet. Fol-
lowing some consolidation du-
ring Q1, it may accelerate up 
once more into mid year. Our 
C Corrective targets (right-hand 
scale) are pointing to a further 
10% of potential until then at 

least, and that is without the Index even accelerating up into Impulsive territory (i.e. above our C Corrective targets up).  

Reuters CRB Future Price Index
Daily Graph or the perspective over the next 2 to 3 months

On the Daily graph, or the 
perspective over the next 

2 to 3 months, the uptrend on 
Commodities seems more ad-
vanced. Indeed, our long term os-
cillators (lower rectangle) would 
suggest a consolidation period 
that may last into late Q1. Our 
medium term oscillators (upper 
rectangle) would suggest a more 
resilient outcome, a high level 
consolidation with a retrace-
ment in February, possibly new 
highs in March and further retra-
cement towards early April, be-
fore Commodities accelerate up 
into Q2. Over the next 2 months, 
our I Impulsive targets up (right 

hand scale) would suggest circa 4% further upside potential, while our  corrective risk down calculates to between minus 6 and 
10% (0.5 to 0.8 times our historical volatility measure “Delta” at 24.40; middle graph, right-hand side). Risk/reward is hence 
neutral at best suggesting an environment during Q1, where investors should Buy the Dips, rather than the Break-outs. 18
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Brent Oil
Bi-monthly graph or the perspective over the next 1 to 2 years

The long term Bi-monthly 
graph leaves more leeway 

in term of price projections. 
On this long term time frame, 
the uptrend on Oil since early 
2016, is, and will remain cor-
rective until we break above 
the 100 USD/barrel mark. 
Indeed, our C Corrective tar-
gets up suggest that this long 
term bounce, should die out 
somewhere between 75 and 
102 USD/barrel. Both our os-
cillators series (lower and up-
per rectangles) indicate that 
this could happen somewhere 
towards mid year. Following 
that, Oil should correct back 
down again into 2019.  
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Brent Oil
Weekly Graph or the perspective over the next 2 to 4 quarters

Focusing on Oil, and Brent in 
this case, the Weekly graph 

suggests similar dynamics as on 
the above Reuters Commodity 
Index. Our long term oscillators 
(lower rectangle) have now 
reached intermediate tops, and 
the higher end of our C Cor-
rective targets up (right-hand 
scale) towards 70 USD/barrel. 
This fulfils the objectives that 
we’ve been forecasting for 
the last 6 months. Here again, 
however, our medium oscilla-
tors (upper rectangle) suggest, 
that following some consoli-
dation during Q1, Brent may 
accelerate up once more from 

late Q1 / early Q2, into midyear and possibly the Summer. Our I Impulsive targets up point towards the 100 USD/barrel 
mark (right-hand scale). This seems aggressive, yet once we clear 70 USD/barrel, there are practically no historical resis-
tances levels left that could stop the ascent.   



Brent Oil
Daily Graph or the perspective over the next 2 to 3 months

We now turn to the Daily 
graph in order to assess 

the potential risks related to a 
retracement on Brent during 
Q1. Indeed, from both our os-
cillator series, we can confirm 
that we have probably reached 
a worthwhile intermediate 
top (High Risk position on our 
medium term oscillators; up-
per rectangle), and that the 
following consolidation could 
last well into March, even into 
early April (longer term oscilla-
tors; lower rectangle). Further, 
the upside price potential also 
seems exhausted for now (we 
have reached our I Impulsive 

targets up in the 66-72 USD/barrel range; right-hand scale).  If we now calculate the C Corrective potential down to assess 
the potential risk of a correction to the downside over the next couple of months, it amounts to between minus 8 and 
13 USD/barrel (minus 0.5 to 0.8 times our historical volatility measure “Delta”, here at 16.46; middle rectangle, right-hand 
side). Q1 should hence deliver an interesting Buy the Dips opportunities on Brent in the low 60s / high 50s USD/barrel.   

20

TIP - iShares TIPS Bond ETF / IEF - iShares 7-10 Year Treasury Bond ETF
Weekly graph or the perspective over the next 2 to 4 quarters

Oil and inflation expecta-
tions often go hand in 

hand, and TIP/Treasury breake-
ven ratios are the best proxy 
to monitor changes in these 
inflation expectations. Indeed, 
when the market consider than 
not enough future inflation is 
priced into Treasuries, investors 
buy TIPS, and the ratio rises 
(and vis-versa). On this Weekly 
graph of the TIP/IEF ratio, our 
medium term oscillators are 
currently reaching an interme-
diate top (as for Oil). Our long 
term oscillators would howe-
ver suggest, that the ratio 
re-accelerates up thereafter, 

from late Q1 into the Summer, even perhaps into the Fall.   
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Gold to Copper ratio
Weekly graph or the perspective over the next 2 to 4 quarters

Comparing Copper to Gold 
helps us monitor positive de-
velopments for the reflation 
trade. Indeed, Copper is more 
pro-cyclical, while Gold remains 
more defensive. The ratio’s as-
cent has been taking a pause 
since Q4, which in a way may 
explain the inflation/stagflation 
fears that have appeared in the 
market in recent weeks. This 
situation should be transitory 
as on both our oscillator series 
(lower and upper rectangles), 
the ratio resumes up from 
mid/late Q1 into the Summer. 
According to our I Impulsive 
targets up (right-hand scale), 

Copper could outperform Gold by 15 to 30% by then, which would imply that the current pro-cyclical environment 
extends another couple of quarters.

Copper Spot LME (USD/t)
Weekly graph or the perspective over the next 2 to 4 quarters

We now move to Cop-
per, which has also had 

a great run in H2 2017. Again 
in our July (28th) newsletters, 
we had forecasted that Indus-
trial metals (of which Copper is 
the largest component) should 
move up 15 to 25% during H2 
2017. This projection has now 
been fulfilled. Our long term 
oscillators (lower rectangle) 
just reached an intermediate 
top, which usually implies 3 to 
6 months of consolidation at 
least. On our medium oscilla-
tors (upper rectangle), howe-
ver, we are expecting that 
Copper finds support towards 

late Q1, and then re-accelerates up towards mid year, perhaps even the Summer.  Our I Impulsive targets up (right-hand 
scale) would suggest a further 15 to 20% upside potential for Copper over the next couple of quarters.



Gold Spot (USD/oz) 
Weekly Graph or the perspective over the next 2 to 4 quarters

Since December, the sell-off 
in the Dollar and rising in-

flation fears have helped Gold 
rally back to new 12 months 
highs. We expect these positive 
influences to subside in Q1. 
As mentioned above, Oil and 
Copper may correct some over 
the next couple of months, 
while the Dollar, which is cur-
rently Oversold should initiate 
a bounce. Our oscillator series 
(lower and upper rectangles) 
would confirm this view. In-
deed, both point to some re-
tracement on Gold, possibly 
towards end Q1. Our belief is 
that it could retrace much of 

the recent move (back towards 1’250 USD/oz). Following that, we would expect Gold to gradually pick up steam again 
during Q2 2018, and accelerate up as equity markets start to correct in H2 2018. On our I Impulsive targets up (right-hand 
scale), we expect Gold to reach into the 1’500 USD/oz by year-end.  

Gold Spot in Euros/oz
Weekly graph or the perspective over the next 2 to 4 quarters

Gold in Euros is also inte-
resting. It allows us to 

strip out the Dollar effect, and 
concentrate on Gold’s defen-
sive profile. According to both 
our oscillator series (lower and 
upper rectangles), Gold is still 
down-trending in Euro terms, 
probably towards late Q2, 
even early Summer. For now, 
we do not expect an aggres-
sive sell-off for Gold in Euros, 
but rather a shallow conso-
lidation that lingers on until 
it finds support towards the 
lower end of our C Correc-
tive targets down (right-hand 
scale) at 1’036 EUR/oz (or 5% 

below current levels). This could fit with our strong Commodity scenario for Q2 2018 (higher inflation expectations and 
higher Gold), while on the other hand the Euro also remains relatively strong (following the Q1 Dollar bounce we still expect).  
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Goldman Sachs Agriculture Index / Reuters CRB Future Price Index
Weekly Graph or the perspective over the next 2 to 4 quarters

That said, Agricultural Com-
modities are less pro-cy-

clical on average than Metals 
and Energy. Hence, while these 
may consolidate during Q1, 
Agricultural Commodities may 
briefly outperform over the 
next couple of months. Indeed, 
on both oscillator series (lower 
and upper rectangles), Agricul-
tural Commodities  may have 
just reached an intermediate 
low vs the Reuters Commo-
dity Index, and may bounce 
against it during Q1. Howe-
ver, the sequence we show 
on our medium term oscilla-
tors would suggest that this 

out-performance reverses back down again in Q2, possibly towards midyear / early Summer. 

Concluding remarks

Industrial commodities (oil, metals) have had a great run since mid last year, and more generally since early 2016. Du-
ring these periods, they have fulfilled our targets, both in terms of price projections and timing, and Q1 may now see 

them retrace some of their recent gains. That said, their uptrends, and the reflation trade to which they are related, still 
seems to show some strength towards late Q2 / mid year. We would hence expect  them to resume up one last time 
from late Q1 to late Q2. We cannot exclude that this further/last move up turns into a late cycle commodity blow-off.

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

On average, Agricultural 
Commodities have re-

main subdued during 2017, es-
pecially when comparing them 
to Oil, Copper or Gold. The se-
quences we show on both our 
oscillator series (lower and up-
per rectangles) would suggest 
that this situation continues 
until mid/late Q2. The down-
side risk represented by our I 
Impulsive targets down (right-
hand scale) is still compelling, 
possibly between minus 10 
and 20%.   


