
Yield curve flattening should accelerate in H2 2018
The FED will most probably raise its short-term benchmark interest rate by another 25 basis points this week (95% pro-
bability). Further rises are also anticipated in September (circa 80% probability) and even in December (close to 50% 
probability). For now, despite these regular hikes, developments in the US yield curve have been rather neutral since last 
Summer. Long term rates have followed short term ones up and the whole curve has shifted higher. Will they be able to 
continue to keep up? Probably not in our view as we expect them to top out sometime this Summer. 

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

On both oscillator series 
(lower and upper rec-

tangles), US 10 year benchmark 
yields should reach an impor-
tant intermediate top over the 
next 2 to 3 months, towards 
July on our long term oscillators 
(lower rectangle), or towards 
late Q3 on our medium term os-
cillators (upper rectangle). Our I 
Impulsive targets to the upside 
(right-hand scale) still suggest 
some potential, probably back 
above 3.1% and eventually 
reaching into the mid 3s %. 
Following that, the US 10 Year 
benchmark yield could correct 
down into early 2019 in first 

instance. The scope of this correction to the downside could amount to between 0.5 and 0.8 times our historical volati-
lity measure “Delta” (here at 133.5 basis points, middle rectangle; right-hand scale) or between 67 and 107 basis points. 

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

Shorter term, the Daily graph 
would confirm this view. The 

move is already quite extended 
(i.e. our I Impulsive targets to the 
upside have been reached; right-
hand scale), yet both our oscil-
lator series (lower and upper 
rectangles) would suggest a fur-
ther continuation of the uptrend 
until at least July, probably into 
August.  In general, the uptrend 
remains in place as as long as we 
can hold above the lower end of 
our C Corrective targets to the 
downside. This support levels 
currently calculates at 2.65% 
(0.8 times our historical volatility 
measure “Delta”, here at 56.8 
basis points, subtracted from the 

graph’s highest point, 3.109%). 41
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US 10 years - US 3 Months benchmark Bond Yield
Weekly graph or the perspective over the next 2 to 4 quarters

With the path of short 
term rate hikes pretty 

much set until September ( at 
least another 50 basis points), 
the 10Y-3M yield curve 
spread will help us assess 
when the progression of long 
term rates should start to fall 
behind. According to both our 
oscillators series (lower and 
upper rectangles), this should 
probably start to happen 
sooner than later, Indeed, the 
sequences we show suggest 
that the 10Y-3M yield curve 
spread should start to resume 
its downtrend by mid-year /
early Summer, and that the 

move then extends lower probably into year-end. According to our I Impulsive targets to the downside (right-hand 
scale), the spread could contract down to 0.3% over the couple of quarters. The US yield curve may hence be approaching 
inversion again by year-end. Such flattening probably confirms that long term yields will have topped out along the way.

US 10 years - US 3 Months benchmark Bond Yields
Daily graph or the perspective over the next 2 to 3 months

Shorter term, both our os-
cillator series on this Daily 

graph (lower and upper rec-
tangles) confirm that the flat-
tening should resume pro-
bably from late June / early 
July. In the meantime, a slight 
bounce may materialize over 
the next few weeks. Our I Im-
pulsive targets to the down-
side (right-hand scale) would 
suggest that the 10Y – 3M 
spread could reach levels as 
low as 0.6% by August. If cor-
rect, this 40 basis points drop 
in the spread should confirm 
that the US 10Y benchmark 
bond yield will have started to 
reverse down.
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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

The fate of the Financial 
sector is very much lin-

ked to the progression of long 
term yields and of the yield 
curve spread. On this relative 
graph vs the S&P500, Finan-
cials may already be signaling 
that long term yields are in 
the process of topping out 
for this cycle. Both our oscil-
lators series (lower and upper 
rectangles) still suggest some 
kind of upside retest during 
the Summer, yet the extent 
of the recent sell-off will pro-
bably make it very difficult 
for Financials to achieve new 
relative highs vs the S&P500. 

From mid/late Summer at the latest, we expect US Financials to start to underperform the general US market, probably 
until year-end at least.  

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

Since December, the upside 
momentum on Financials 

had been broken, and since 
February, these have started 
to reverse down vs the S&P500 
Index. On both oscillator series 
(lower and upper rectangles), 
we now expect this downtrend 
to take a pause. Indeed, from 
mid June, we expect Financials 
to start bouncing towards July. 
Current levels on the ratio are 
also crucial as we are currently 
bouncing off the lower end of 
our C Corrective targets down 
(right-hand scale). These often 
serve as worthwhile support. 
Hence, over the next week or 

so, we expect Financials to start bouncing vs the S&P500, probably into mid / late July. This move should accompany the 
last push up we expect on long term US yields.
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Bund Futures (Sep)
Weekly graph or the perspective over the next 2 to 4 quarters

In Europe, the yield curve is 
driven by its long end given 

that short term rates are still 
stuck below zero. The Bund is 
hence the crucial instrument to 
watch in order to understand 
the future path of long term 
yields and of the yield curve in 
the EuroZone. Since mid Q1, 
the Bund has been resuming 
up. It started with the Euro-
pean surprise index which has 
been deteriorating since mid 
Q1, and then the recent Ita-
lian political crisis did trigger 
a strong Flight to Safety shift 
towards the Bund. On both our 
oscillator series (lower and up-

per rectangles), we expect this move up on the Bund to continue, probably towards the Fall on our medium term oscilla-
tors (upper rectangle) and then well into 2019 on our long term oscillators (lower rectangle).

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

Similarly the EuroZone yield 
curve spread may have 

started to reverse down in 
mid Q1. Our long term oscilla-
tors (lower rectangle) still sug-
gest one last upside retest for 
this 10Y-2Y German spread into 
July. Yet, the sequence we show 
on our medium term oscilla-
tors (upper rectangle) already 
seems to be down-trending. 
We hence expect it to bounce 
a bit over the next few weeks, 
but thereafter, the European 
yield spread should resume 
lower probably towards end 
Summer and then again into 
early 2019. Hence, yields and 

the yield curve spread in the EuroZone may have already topped out for this cycle during Q1.
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Bank Sector - Dow Jones STOXX 600
Weekly graph or the perspective over the next 2 to 4 quarters

Along with German long term yields, 
the EuroZone yield curve spread has 

probably topped out already, and started 
to reverse lower. As in the US, this rever-
sal should have a strong negative impact 
on the European Financial sector. This is 
indeed the case, even an absolute basis, 
as since mid Q1, the European banking 
sector has been going from bad to worse. 
Short term, both oscillator series (lower 
and upper rectangles) would suggest 
an upside bounce into mid year, yet 
thereafter, we expect the European 
banking sector to resume lower again, 
probably towards year-end and then 
into 2019. Our I Impulsive targets to the 
downside (right-hand scale) would sug-
gest significant risk for European banks, 

probably towards the 120 to 87 range or 30 to 50% below current levels. If we are correct, problems may be just starting for the 
European Banking sector.

Bank Sector - Dow Jones STOXX 600
Daily graph or the perspective over the next 2 to 3 months

Shorter term, looking at the Daily 
graph of the European banking sec-

tor, we would expect it to remain under 
pressure until August at least, and in first 
instance. Our long term oscillator series 
(lower rectangle) would suggest that fol-
lowing a slight bounce during June, Eu-
ropean banks resume lower from early 
July into end August. On medium term 
oscillators (upper rectangle) would also 
point to a slight bounce between mid 
June and early July and then a new period 
of weakness into August. Although most 
of the risk to the downside has been taken 
out for now (I Impulsive targets down 
towards the 164 – 153 range; right-hand 
scale), we  could still expect marginal new 
lows, some 5 to 7% below current levels 

on the sector, potentially by August.

Concluding remarks

In the US, the Yield curve should start to flatten again quite aggressively from mid-year / early Summer and towards year-
end. By then, it may even be approaching inversion. Indeed, while we expect short term rate hikes to continue, at least into 

September, and probably into December, long term US yields will probably top-out during the Summer and start to retrace 
down. In the EuroZone, the Yield curve is driven by long term Bund yields. These may have already topped out in Q1 this year , 
and following a slight bounce into July, should continue lower towards year-end, thereby also flattening the yield curve in the 
EuroZone. These negative developments on the yield front are hitting the Financials sectors on both sides of the Atlantic, and 
these may have also probably already topped out for this cycle. The European banking sector does look particularly weak from 
this Summer into year-end, suggesting that a new European Sovereign crisis may be just starting. 4544


