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4/ Executive Summary

The Capital Observer editors team, London / Geneva, December 4th 2017
to view previous issues, please visit our website at: http://www.thecapitalobserver.com

08 /  Risk assets are reaching a trough as financial conditions ease further; cyclical sectors should lead the way into Q1 
2018 - US financial conditions reached their loosest point since May 2015, offering a mixed blessing and a conundrum for 
the Fed as the easing occurs even as it tightens monetary policy. Easier financial conditions have been accompanied by falling 
long-term yields, weaker US Dollar, low market volatility (as proxied by the VIX), and still tight credit spreads. With the jobless 
rate already near levels that many economists see as consistent with the historical onset of strong consumer inflation, the 
easier conditions will naturally provoke questions whether the Fed can manage to keep the economy from overheating. The 
combined impact of rising growth in the US and the Eurozone would be sufficient to provide tailwinds for the cyclical assets. 
On top of that, continued improvement in China’s outlook was especially beneficial for the base metals (as proxied by copper, 
zinc and lead). The TSF indicator suggests that base metals may rise into Q2 next year.

11 / Timing and Tactical Insight - Equity markets are still favorable, probably until late February / March - US markets are 
still trending up, probably until late February / early March for now. European markets should follow suit as they resume 
their uptrends over the next few weeks. Indeed, since early November, they had been suffering from a strong Euro and 
Pound, and we believe that these trends are about to turn. More generally, these developments favor the re-acceleration of 
the reflation trades, which should start to materialize over the next few weeks. Along with equity markets, it should benefit 
the Dollar, US Yields, Value plays such as Financials and Energy, as well as Commodities. This last reflationary push could last 
into February/March.

17 / At this stage, is a tactical steepening of the US curve nonetheless possible? - Much like in previous policy tightening 
cycles, the yield curve has been flattening as a direct consequence of the corresponding rise of short-term rates as the Fed 
tightened policy rates.
But the flattening in recent weeks has some differences from previous episodes in that the 3-year yield has been rising, at 
the same time that the 10-year yield has been steadily falling. This has accelerated the flattening of the yield curve recently. 
The consensus, group-think is that the yield curve can only become flatter as the Fed carries out the policy regime set out in 
their Summary of Economic Projections (SEP) during their last FOMC meeting in September. However, further flattening of 
the yield curve beyond December is not a given.
In effect, the liquidity reduction  coming from the Fed’s balance sheet and bank reserves essentially tightens financial condi-
tions and will subsequently be detrimental to economic growth. This is especially significant in the light of the Fed program 
of reducing its balance sheet gradually. The cumulative effect, we believe, will soon translate into lower GDP growth impulse 
and tighter financial conditions. That can trigger some tactical steepening of the yield curve.

20 / Timing and Tactical Insight - The Yield Curve is temporarily Oversold, it should bounce into Q1 2018, at the latest 
from early January - The Yield Curve and the Value to Growth relationship are heavily Oversold, and our Weekly and Daily 
graphs suggest that an intermediate low is currently being made. We would expect a bounce that could last into February 
/ March. It may take until early January to really get started. Indeed, both US3Y and US10Y Treasury yields should make 
an intermediate top towards mid December and then retrace towards early January. However, during the uptrend that 
follows US10Y Treasury yields have more potential up left than US 3Y Treasury yields. They could accelerate further thereby 
steepening the Yield Curve.

26 / US jobs data shows late business cycle-stage symptoms; the Unemployment Rate decline looking terminal - We 
revisit the October report released on November 2 to get some sense of what to expect for this month’s data from the BLS. 
It was an excellent report in terms of labour utilization, decent in terms of jobs growth, and poor in terms of wages.
What is not to be liked: (1) The total gain in employment, this is no better than mediocre or average (2) Hourly wages for 
nonsupervisory workers – that was simply awful this late into an expansion (3) Disposable Personal Income and Personal 
Income are barely getting above 2% on the Y/Y basis (4) Average hourly earnings ,which are part of the employment report, 
are still weak on a historical basis.
The October jobs report was considered good, but in reality, it was more nuanced than a simple reading of the headlines sug-
gests. It added more data, which when linked to previous unfavourable data, collectively suggest that the current Business 
Cycle may be starting to show signs of aging.

29 / Timing and Tactical Insight - Looking towards 2018 and a late cycle environment for financial assets - Our current 
strategic allocation views into 2018 paint a picture, where financial assets are entering the later stages of a Bull market. 
We would first expect a last and brief reflationary push into mid Q1 2018. The Dollar, interest rates may  achieve a bounce, 
European markets could outperform. Following that, during Q2 2018, a further Growth extension should materialize, which 
could benefit the Nasdaq, Emerging markets and possibly Industrial Commodities.  More generally however, from Q2 2018, 
we believe that equity markets will have started their distribution and that they should probably top-out before mid-year. H2 
2018 should see equity markets start to correct, while Gold and Treasuries gain upside momentum, and Defensive sectors 
outperform again.   
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37 / Japanese equities continue to rally on improving fundamentals and abundance of liquidity being provided by the 
Bank of Japan - The best prospects for Japan’s economic recovery seems to be a continuation of «Abenomics,» which has led 
the economy to expand for six straight quarters. Unemployment has gone below 3%, the lowest rate in 23 years. The “flash” 
manufacturing output index rose to 54.2, the strongest rate of expansion for since March 2014 . And Japan’s manufacturing 
sector may have grown at its fastest pace in more than three years in November, according to a preliminary reading. The 
Abenomics policy consists of three «arrows»: ultra-easy monetary policy under the leadership of Bank of Japan Governor 
Haruhiko Kuroda, fiscal stimulus, and structural reform. The first two arrows have been pursued aggressively over the past 
several years, and this will continue. On the other hand, Abe has kicked much-needed but unpopular structural reforms, 
down the road.
Capital is again flowing back into Japan, encouraged by the recent Yen weakness and the significant improvement in exports 
it has generated. So, It’s no wonder then that Japanese stocks have risen sharply in recent months. More importantly, Japan’s 
central bank is printing more money than any other but there is no inflation in Japan. The massive balance sheet of the Bank 
of Japan, instead, seems to have laid the groundwork for today’s economic and equity market performance.

39 / Timing and Tactical Insight - Japanese Equities remain strong, while the USD/JPY has started to move higher - Since 
September, the Nikkei has been extremely strong despite the little progress that has been made on USD/JPY and EUR/JPY. 
Both pairs reached their resistance levels around 114 and 133 respectively and have since been retracing. That said, the Yen 
has been weaker vs Asian currencies, and this weakness itself may justify the Nikkei’s strong performance. Going forward, 
we expect most currencies vs the Yen to find a low and bounce early December. Following some retracement into end De-
cember, we expect them all to accelerate up during Q1 2018 and then possibly Q2. The Dollar could be an early leader into 
mid Q1, while the Euro and Asian growth currencies could then follow through more aggressively into Q2. If these currency 
dynamics are correct, the Nikkei should continue to outperform during much of H1 2018. 

46 / Splicing the markets - The «Cyclicity» of Bitcoin - From our statistical analysis, it appears that Bitcoin is following the 
dynamics usually attributable to Growth and Defensive stocks. Its de-trended correlation coefficients are for example espe-
cially high with US Utilities or the Nasdaq 100. Similarly to our projections on these, we would expect Bitcoin to extend up 
further during December, before it consolidates back to the downside into February. Following, that, we expect it to make 
a last acceleration up towards late Spring when it will eventually top out for 2018 along with Equities. Indeed, our study, 
hasn’t shown any significant correlation between Bitcoin and true risk-off assets (Gold or Treasuries). Once Risk assets start 
to correct, Bitcoin should follow suit. These cyclical features of Bitcoin would imply that at some point Bitcoin prices should 
really start to fluctuate. Note: please be reminded that the above analysis is based on current correlations and future ex-
trapolations of these.
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General comment
Last month, early November, we were short term defensive.  We expected a slight consolidation on equities into mid 
November, further flattening of the yield curve (until mid / late November), and at the same time, further downside re-
tests in related trades, such as Yields, the Dollar, Financials, Small Caps or Value. We also expected Oil to see a short dip, yet 
believed that it was well positioned towards year-end. Generally, the themes above did see some correction down until mid 
/ 3rd week November and have since started to regain strength. As we write this summary, it appears that these themes, 
along with risk assets more generally, may continue to move up over the next few weeks, possibly on the back of the US Tax 
Bill that was passed early Saturday morning by the Senate, and the erroneous ABC report about the testimony of Mr Flynn.

Looking into Q1 2018, we are still very positive on US, European and Japanese equities, probably until February and perhaps 
March in first instance. We also expect the Dollar to strengthen and the yield curve to make a steepening bounce, probably 
from now into mid/late December, and then once again from early January into late February / March. Value trades should 
benefit, and Growth and Defensive trades should finally see some underperformance. We even expect some kind of 
consolidation on Bitcoin from late December to early 2018.

Our longer term perspective for 2018 is that markets for most Financial Assets are maturing. As mentioned above, we 
expect a last reflationary push to happen until circa mid Q1 2018. Following that, during the Spring equity markets will 
start to distribute, but will probably hold until mid year, while we see a last Growth extension during Q2 2018. This last 
growth extension should benefit long duration assets such as the Nasdaq, Emerging markets, China and Industrial metals, 
the Euro and Asian growth currencies. By mid 2018, however, we should reach a top on all risk assets. The correction that 
follows could last 1 - 1.5 years and defensive assets such as Gold, Treasuries, the Dollar and the Yen should strengthen 
substantially during that period. Obviously, we will continue to monitor this scenario over the next few months and search 
for confirmations or possible caveats. 

Equity markets
Volatility Following its bounce during November, VIX could resume lower until mid/late December, and 

then possibly into February/March.

World markets
p 11, 14, 15, 29, 32, 39, 41,42

Over the next few weeks, major equity markets should resume their uptrend, first into mid/
late December, and then following a slight consolidation into early January, until February 
and perhaps early March. 

Regional picks
p 32, 39

Over the last few weeks, US markets have outperformed European and the Japanese ones. 
We believe that over the next few weeks, reflation trades should re-accelerate, which should 
benefit the US Dollar. European and Japanese markets could come back quite strongly, first 
into late December and then into February/March. Towards late  Spring of 2018, we would 
expect between 5 to 10% Upside potential in the US, between 10 to 20% in  Europe and 
Japan.

Emerging markets
p 33, 34

China and especially Commodity related countries are  our favorite Emerging markets towards 
year-end and early 2018. Last month, we expected them to underperform until mid / late 
November, along with reflation trades. Now that reflation trades seem to be re-accelerating, 
we are favoring them again over Asia Growth such as India or South Korea. 

Relative Sectors
p 13, 24, 25, 30 

Last month, we had expected that by mid / late November, the market should rotate back 
to reflationary sectors, such as Industrials, Materials, Energy or Financials. We expect this 
rotation to materialize over the next few weeks.

Profiles/Themes
p 22, 30

Similarly, from late November, we had expected that rotation shifts back from Growth, Min 
Vol and Defensives to Reflationary and Pro-cyclical themes. We believe this shift back could 
materialize during the first half of December, and could then accelerate in January, probably 
towards February and perhaps even March.   

6/ Mapping the markets (part I)

Interest rates
US rates
p 11, 23, 35

Yields should make a further attempt to the upside, first towards mid December and then 
following a few weeks of retracement, accelerate up again from early January to February 
early March. We believe 10Y Treasury yield  could see new highs in Q1 2018, towards 2.6  - 
2.8 %.
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The US yield curve spread
p 20,21

As we expected early last month, the US yield curve reached an Oversold condition late 
November and may now start to bounce, first into mid/late December, and then again from 
early January to February, perhaps March.  



Rate Differentials The US vs Eurozone and Japan short term and long term rates differentials have been 
moving up again since early September. These may retrace some from mid December to 
early January, but in general we are still positive for US rates vs their Eurozone and Japanese 
equivalents until February/March.

Tips The ratio of TIPs vs Treasuries has seen a nice bounce since September. It should continue 
upwards towards mid December, may retrace briefly into early January, and then move up 
again towards February/March. On an absolute basis, TIPs are following Gold and other 
Bonds. They could sell-off until mid December, then bounce a bit towards early January and 
then sell-off again towards February/March.
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Commodities
Oil
p 16, 33, 34

We still expect Oil to reach into the high USD/barrel 60s, even the low 70s towards end 
December/January.  

Industrial metals
p 16

Along with China, Industrial Metals have consolidated during November. We now expect 
them to resume their uptrend, probably until February/ March in first instance. LME  Copper 
could reach into the  higher 7’000s / low 8’000s USD/ton by mid next year.

Gold & PMs
p 12, 13, 28

Gold and precious metals have held up until late November. We believe they are now 
resuming their downtrend, first into mid December, and then again, following a slight bounce 
into early January towards February/March, where they may test the USD 1’200/oz mark. 
Following that, Gold should resume up for the rest of 2018. 

Agriculture We believe that Agricultural commodities remain the weaker commodity segment, probably 
into year-end at least.

Foreign Exchange
Dollar Index
p 31

As expected last month, the US Dollar did retrace down into mid November (and even slightly 
more). We believe, the Dollar could start to bounce in December, and then following some 
retracement late December/early January, move back up again towards February/March.

Euro
p 14, 31

EUR/USD came back quite nicely during late November, but now seems to have failed to 
retest its early September highs. We believe, it should resume its downtrend towards mid 
December and then possibly again towards February. The 1.15  - 1.14 zone should again 
offer worthwhile support. EUR/JPY and EUR/CHF sould also consolidate during December, 
probably at high levels. Then EUR/JPY may re-accelerate up from January, while EUR/CHF 
may wait until February, perhaps even March to do so.

Yen
p 40, 41, 44

USD/JPY should start to resume its uptrend during December. Following some retracement 
late December, USD/JPY should accelerate up again from early January to February/March. 
Indeed, during Q1 2018, we believe the Yen could weaken across the board vs all major 
currencies. We expect USD/JPY to rise  towards 118 in Q1 2018, perhaps even more.

Sterling
p 15

The Pound still looks rather strong vs all other majors into Q1 2018 next year. In the meantime, 
it may correct some vs the Dollar during December, but could then remain relatively strong 
during Q1 2018. Given our scenario, it should also strengthen vs the Euro.

Oil & Commodities 
currencies

Their performance should balance between a stronger Dollar and stronger Commodities as 
the reflation trades re-accelerates towards year end. We expect them to gain slightly against 
the Dollar as Oil attempts to reach 70 USD/barrel .

Asian currencies
p42, 43

During December, the Dollar should bottom-out vs INR, KRW or TWD. It should then bounce 
until February/March vs these  “Asian growth” currencies.

7/ Mapping the markets (part II)
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Other countries
p 21, 35, 40

Yields and Yield curves in other developed countries are following similar dynamics as in the 
US, yet with a slightly more positive tilt. In Europe and Japan, 10Y yields and the Yield Curve 
have held up much better than in the US. Last month, we expected them to see a period of 
retracement during November, but now believe that they could resume their uptrend during 
December towards mi Q1 2018.

Credit
p 36

Early last month, we saw High Yield retrace with other reflationary assets into mid/late 
November. The retracement actually turned into a brief blood-bath until mid November, but 
has since stabilized. We believe High Yield could continue to stabilize during December and 
will attempt a last move up in Q1 2018. We may then see marginal new highs, but longer 
term, the tide has probably started to turn.  



US financial conditions reached 
their loosest point since May 

2015, offering a mixed blessing and a 
conundrum as the easing occurs even 
as it tightens monetary policy. The 
Chicago Federal Reserve’s adjusted 
national financial conditions index fell to 
-0.77, from -0.58 in September -- to the 
lowest level, and at the sharpest falling 
rate since May 2015. A reading of zero 
is average, with any number below that 
mark suggesting conditions are loose, 
and vice versa.

The further easing of conditions in 
the US financial markets comes 

even after the Federal Reserve has 
raised interest rates four times since 
November 2015. The opposite is the 
opposite of what Fed policy makers had 
hoped would happen as they tightened 
monetary policy. While it may provide 
FOMC members comfort that they 
pulled off crisis-era support without 
causing major disruptions, such as those 
following the 2013 “taper tantrum”, 
it did create a conundrum as to why 
conditions would turn loose when the 
Federal Reserve is tightening monetary 
policy.

Easier financial conditions have 
been accompanied by falling long-

term yields, weaker US Dollar, low 
market volatility (as proxied by the 
VIX), and still tight credit spreads (see 
first chart above). With the jobless 
rate already near levels that many 
economists see as consistent with the 
historical onset of strong consumer 
inflation, the easier conditions will 
naturally provoke questions whether 
the Fed can manage to keep the 
economy from overheating. But that 
is the wrong question – the easier 
financial conditions are also keeping 
US Core CPI correspondingly tame. 
But members of the FOMC seems to 
have missed the implications. William 
Dudley, head of the New York Fed, 
said in recent remarks that the looser 
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8 / Risk assets are reaching a trough as financial conditions ease 
further; cyclical sectors should lead the way forward into Q1 2018

financial conditions could be an 
indication that further tightening in 
policy is necessary: He said: “When 
financial conditions ease—as has been 
the case recently—this can provide 
additional impetus for the decision to 
continue to remove monetary policy 
accommodation.” Dudley believes that 
economy was close to full employment, 
which should fuel wage gains over time 
that will eventually filter into broader 
price pressures and help push inflation 
back up toward the central bank’s 2% 
inflation target. The current US loose 
financial conditions, we believe, will 
contribute to the Fed`s decision to 
go ahead with the rate hike at FOMC 

meeting later this month.

Be that as it may, the very loose 
financial conditions are sparking a 

rally in cyclicals – the crucial element 
being the weakening of the US Dollar 
(after a lag). Moreover, we believe that 
the US Dollar will continue to weaken 
over the next few weeks, following the 
lead of the looser financial conditions 
(see 2nd chart above). That should 
also strengthen the incipient rally in 
cyclicals, which slightly lag behind the 
USD weakness (by about two weeks). 

We continue to see healthy 
numbers from the economy. The 

positive outlook has been underlined 



8 9

by the series of positive economic 
surprises (when the actual economic 
data has been better than expected by 
economists) as depicted by the Citibank 
Economic Surprise Index. This series has 
recovered from deep plunge during the 
middle of the year to a sharp recovery 
suggesting positive activity in the near-
term, at least (during Q1 2018). See 
graph below. The expect the tailwind 
from recent good economic numbers 
in the US to continue to provide further 
support for cyclical assets, going into 
Q1 next year. 

Further job gains could drive the 
unemployment rate below 4% 

before the year is over – those low 
levels have rarely been seen in the 
past 50 years (see 2nd chart on this 
page). By the Fed´s reckoning, that 
will likely spur bigger wage growth. 
This development comes as Congress 
seems poised to pass some form of tax 
reform in coming months. Whatever, 
the legislative outcome will be, 
that would provide the economy an 
additional shot in the arm. That might 
make it tricky for the Fed to justify 
holding off further rate increases, as 
its median forecasts now imply.

Therefore, for the US economy, 
the immediate concerns revolve 

around the issue of what changes in the 
Fed policy (if any) will be engendered 
by the turnover at the Federal Reserve, 
when Mr. Jerome Powell takes over 
Ms. Janet Yellen as chairman.  Many 
economists say that despite concerns 
around low inflation, the Fed remains 
on track to raise rates next month and 
in 2018. Our opinion is that Mr. Powell 
has been a party to this policy, and we 
do not expect any immediate change 
in the stance of the central bank. 
That, of course, will or could change. 
The point is that the current Fed 
policy looks to tighten policy further 
in the near-term. That should lead to 
higher policy and short-end rates. This 
outcome becomes even more likely, 
as Core CPI will likely rise towards 
Q1 2018, following the trajectory of 
official Fed inflation expectations, 

and an uptick in Core CPI indicated by 
our models into early next year (see 
third chart on this page). In previous 
months, the strongest deterrent from 
further Fed tightening has been the 

tame Core CPI, and so any sharp uptick 
over the next few months (as modelled) 
will likely provide the green light for 
a policy tightening in December, and 
presumably during Q1 2018 as well.
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There is also good news in other 
parts of the financial universe. The 

latest report from the ECB suggests 
the region´s expansion is accelerating, 
and will do so for some time. The latest 
ECB meeting minutes provided several 
reasons to support its conclusions. 
First, activity, growth, employment, 
and consumer and business sentiment 
remain strong. Consumer confidence 
and business sentiment have been 
particularly strong – these metrics have 
consistently been rising since 2016 (see 
1st chart on this page).

Second, inflation as proxied by the 
EU HCPI, is still tame, and below the 

2.0% that could trigger ECB vigilance 
on this front. This condition still allows 
the ECB policy room to maintain low 
rates longer, feeding future growth. 
As has been the case in recent history, 
the ECB looks at the over-all make up 
of its inflation measures. The smaller 
countries in the EU still have very low 
inflation, which further supports the 
theme that ECB would not want to 
tighten policy based on the unified 
inflation metric for the area (see 2nd 
chart on this page).

The combined impact of rising 
growth in the US and the Eurozone 

would be sufficient to provide tailwinds 
for the cyclical assets. On top of that, 
continued improvement in China`s 
outlook was especially beneficial for 
the base metals (as proxied by copper, 
zinc and lead). Changes in China`s Total 
Social Financing (TSF) data have strong 
lead over the changes in the country`s 
Leading Economic Indicator (LEI), which 
has been advancing since mid-2016. 
The changes in the TSF also provide a 
good leading indicator of where base 
metals would be going in the near-
term, on account of China`s status as 
leading base metal consumer in the 
globe (see last chart). And currently, the 
TSF is signalling and imminent trough in 
base metals – the same message that 
we get from the sharp fall in financial 
conditions in the US. The TSF indicator 
suggests that base metals may rise 
into May next year.
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Equity markets are still favorable, probably until late February / March
US markets have been strong over the last 3 months, while European ones are still stuck below the levels that were 
achieved on Mr Macron’s victory in France. That said, we believe that both should continue/confirm they uptrends over 
the next few weeks. Europe may even start to play catch up, especially if, as we believe, the Dollar starts to rebound 
again. 

S&P500 Index
Daily Graph or the perspective over the next 2 to 3 months

On both our Oscillator 
series, the S&P500 is still 

trending up into next year 
(lower and upper rectangles). 
Indeed, our long term 
oscillators are still accelerating 
up and offering strong support 
into late February / March 
at least (lower rectangle). 
Shorter term, the sequence on 
our medium term oscillators 
(upper rectangle), first moves 
up towards mid December, and 
then, following 2 to 3 weeks 
of consolidation (sideways/
down), accelerates up again 
in January towards February/
March. On the price targets 

front, our I2 Impulsive 2 extended targets up are suggesting that the S&P500 could reach up towards 2’750 in the first 
months of 2018.  

SHY - iShares 1-3 Year Treasury Bond ETF
Daily Graph or the perspective over the next 2 to 3 months

We confirm the strong 
uptrend on the S&P500 

above by looking at the SHY 
ETF composed of short ma-
turity Treasuries. As we can 
see, since early September, 
the S&P500 seems to have 
followed short term yields 
upwards, while the SHY ETF 
has corrected down. On both 
our oscillator series (lower and 
upper rectangles), the SHY 
ETF should continue lower 
until late February/March. In 
the meantime, it may bounce 
from mid December for 2 to 3 
weeks, but should resume its 
downtrend from early January 

as shown our medium term oscillators (upper rectangle). 
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11 / MJT -  TIMING AND TACTICAL INSIGHT



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

The graph of Gold standalone 
confirms a similar picture. 
On both our oscillator series 
(lower and upper rectangle), 
we would expect Gold to 
continue lower, probably un-
til late February/March. In 
the meantime, Gold may find 
an intermediate low mid De-
cember and could bounce for 
2 to 3 weeks, before it resumes 
down from early January (our 
medium term oscillators; up-
per rectangle).  Until mid De-
cember, Gold could first reach 
its C Corrective targets down 
(right-hand scale) slightly be-
low USD 1’250/oz. From Janua-

ry, Gold should then move lower, probably towards our I Impulsive targets to the downside (not shown yet). We can calculate 
these into the USD 1’180 – 1’130/oz range. That said, any dip below USD 1’200/oz should be short lived. Indeed, longer 
term, and as mentioned on page 27 of this edition, we expect Gold to pretty much hold USD 1’200/oz in Q1 2018, before it 
gradually resumes its uptrend during the rest of 2018.

GLD - SPDR Gold Trust / SPY - SPDR S&P 500
Daily Graph or the perspective over the next 2 to 3 months

We now consider the Gold 
ratio vs the S&P500. 

Similarly to the graph of the SHY 
ETF, the ratio has been heading 
down since early September. 
On both our oscillators series 
(lower and upper rectangles), 
we expect it to continue 
lower towards late February/
March. In the meantime, 
an intermediate low mid 
December could trigger a 2 to 
3 weeks bounce. Yet from early 
January, the Gold/S&P500 ratio 
should resume its downtrend 
into March.
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GDX - Market Vectors Gold Miners ETF
Daily graph or the perspective over the next 2 to 3 months

Gold Mines are following 
Gold lower. On both our 

oscillator series (lower and 
upper rectangle), they should 
continue their downtrend 
until late February/March. 
In the meantime, they should 
also make an intermediate low 
towards mid December and 
see a bounce. Then, from  ear-
ly January, they should start to 
resume lower as shown on our 
medium term oscillators (up-
per rectangle).  Our I Impulsive 
targets down, are pointing 
towards the 18/19 levels (or 
some 15 to 20% below current 
levels).  These should be  

                     achieved in Q1 2018. 

XLY - Consumer Discr. Sector SPDR Fund / XLP - Consumer Staples Sector 
SPDR Fund
Daily graph or the perspective over the next 2 to 3 months

We now look at a clas-
sic Risk-on/Risk-off 

indicator, the ratio between 
Consumer Discretionary and 
Consumer Staples. Following 
its acceleration up since early 
September, it has now reached 
a High Risk position on our long 
term oscillators (lower rec-
tangle). On our medium term 
oscillators (upper rectangle), 
it may correct a bit from mid 
December to year-end, but 
should start to outperform 
again from early January until 
late February/March.
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Dow Jones EURO STOXX 50
Daily graph or the perspective over the next 2 to 3 months
          

Switching to Europe, we now 
review the Euro Stoxx 50 

Index. Following its brief upside 
break-out late October, it is 
now back into the range. The 
sequences we show on both 
our oscillators series (lower 
and upper rectangles) are still 
heading up into late January 
at least (lower rectangle), 
and probably towards late 
February / March (upper 
rectangle). In the meantime, 
we expect the Euro Stoxx 50 to 
make an attempt to the upside 
towards mid December, correct 
slightly until early January and, 
then start accelerating up again 

towards late January and possibly February and March.

EUR/USD
Daily graph or the perspective over the next 2 to 3 months
          

The scenario outlined 
above, depends a lot on 

the Euro, and how strong it will 
remain during December and 
then Q1 2018. In last month’s 
edition, we pointed out that 
the Euro would probably see a 
bounce above the 1.17 during 
the first weeks of November 
and that from the 2nd half of 
November, it  should start to 
retrace down into December. 
The sequences we show on 
both oscillator series (lower 
and upper rectangles) still 
confirm this view: EUR/USD 
should now resume down, 
possibly into mid / 3rd week 

of December and towards our C Corrective targets down between 1.16 and 1.13 (right-hand scale). Following that, we 
would expect a slight bounce into early January and then further consolidation down (probably at high levels) into late 
February at least.
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FTSE100
Daily Graph or the perspective over the next 2 to 3 months

The FTSE has had a terrible 
time with the strong GBP/

USD since June. It has reached 
into our C Corrective targets 
down (right-hand scale) on 
several occasion, but has not 
broken through. We believe 
this is currently the case again. 
Indeed, while our long term os-
cillators (lower rectangle) have 
found the support of a base (hi-
gher lows), our medium term 
oscillators are still in an uptrend 
(upper rectangle). Over the 
next few days, the FTSE should 
resume its uptrend, first into 
mid/late December and then 
from mid January possibly 

into March. Our I Impulsive targets to the upside (right-hand scale) would point to levels between 7’680 and 7’860 du-
ring Q1 2108.

GBP/USD
Daily Graph or the perspective over the next 2 to 3 months

As with the EuroStoxx 50 
and the Euro, the FTSE 

100 will probably need a wea-
ker Pound to start moving up 
again and fulfill its targets 
above. This should be the ca-
sevover the next few weeks 
at least. Indeed, GBP/USD has 
reached a top zone on our me-
dium term oscillators (upper 
rectangle) and could now cor-
rect down into mid/3rd week 
December. That said, GBP/USD 
does seem stronger than the 
EUR/USD, especially towards 
year-end and early 2018. It may 
even continue to trend up du-
ring Q1 2018 as shown on our 

long term oscillators (lower rectangle). Because of this headwind, the FTSE may underperform other European markets over 
the next few months. 
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Brent Oil (USD/Barrel)
Daily Graph or the perspective over the next 2 to 3 months

Finally, we turn to the com-
modity space and first to 

Brent Oil. On both our oscil-
lator series (lower and upper 
rectangles), the sequences 
up are not quite finished yet. 
They should continue up until 
late December towards the 
high USD 60s a barrel levels 
that we’ve been talking about 
since June (our I Impulsive tar-
gets up; right-hand scale). Fol-
lowing that, oil could see some 
consolidation into the new year, 
before it eventually resumes up 
once more into the Spring.    
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Copper (USD/ton)
Daily Graph or the perspective over the next 2 to 3 months

Copper (and by extension 
Industrial metals) have 

been consolidating down since 
October. On both our oscillator 
series (lower and upper rec-
tangles), it is probably getting 
ready to resume its uptrend. 
We expect it to bounce, and 
possibly make new highs into 
late December. Following 
that, a slight consolidation 
may materialize early January, 
before Copper accelerates up 
again towards February and 
March.

Concluding remarks

US markets are still trending up, probably until late February / early March for now. European markets should follow suit 
as they resume their uptrends over the next few weeks. Indeed, since early November, they had been suffering from a 
strong Euro and Pound, and we believe that these trends are about to turn. More generally, these developments favor 
the re-acceleration of the reflation trades, which should start to materialize over the next few weeks. Along with equity 
markets, it should benefit the Dollar, US Yields, Value plays such as Financials and Energy, as well as Commodities. This 
last reflationary push could last into February/March.
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Much like in previous policy 
tightening cycles, the yield 

curve has been flattening as a direct 
consequence of the corresponding 
rise of short-term rates as the Fed 
tightened policy rates. The yield 
flattening can be directly attributed to 
the rise of the 3-year yield, which has 
been moving higher since the summer 
of 2013 when the Fed first declared that 
the era of zero interest rate policy and 
Quantitative Easing were coming to an 
end (see first chart on this page). And 
as the Fed Funds rate has risen, so too 
have 3-year yields. But the flattening 
in recent weeks has some differences 
from previous episodes in that the 
3-year yield has been rising, at the 
same time that the 10-year yield 
has been steadily falling. This has 
accelerated the flattening of the yield 
curve recently. 

The low absolute level of US 
bond yields today may also be 

introducing some non-linearity in the 
yield curve changes. During the equity 
boom days in late 2000, the yield on the 
3-year and the 10-year were trading 
north of 7% at their peaks. And in 2007, 
these same yields were over 5%. Today, 
they are around 2% and probably will 
be even lower over the near-term. The 
low absolute levels mean that yields 
do not have to change significantly 
(in percentage terms) to come close 
to the zero or the inversion point. 
This is especially significant going 
forward because a policy tightening is 
practically baked-in during the FOMC 
meeting later this month. And as the 
graph above illustrates, the harder the 
Fed raises policy rates, the flatter the 
yield curve becomes. The consensus, 
group-think is that the yield curve can 
only become flatter as the Fed carries 
out the policy regime set out in their 
Summary of Economic Projections 
(SEP) during their last FOMC meeting 
in September. Certainly, we also see a 

flatter curve in the wake of a December 
tightening.  

However, further flattening of the 
yield curve beyond December is 

not a given. In this article, we set out to 
find out the circumstances by which the 
flattening of the curve can be held in 
check, with the yield curve subsequently 
steepening. The flatter curve we have 
today has been accompanied by a 
significant loosening of US financial 
conditions. This was discussed in detail 
in another article in this publication 
(“Risk assets are reaching a trough as 

financial conditions ease further; cyclical 
sectors should lead the way”). So, in 
other words, if US financial conditions 
are to tighten, then it should follow 
that the yield curve should reverse 
it current course. The easy financial 
conditions, we believe, are partly due 
to the massive Fed balance sheet that 
it is starting to unwind. In an article in 
the previous Capital Observer edition, 
we illustrated that there is a distinct 
positive correlation between the fed 
balance sheet and bank reserves held 
at the Fed versus US GDP growth. 
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In effect, reducing the liquidity coming 
from these two vectors essentially 

tightens financial conditions and 
will subsequently be detrimental to 
economic growth. This is especially 
significant in the light of the Fed 
program of reducing its balance sheet 
gradually. The cumulative effect, 
we believe, will soon translate into 
lower GDP growth impulse and tighter 
financial conditions. That can trigger 
some tactical steepening of the yield 
curve (see 2nd chart on previous page).

Another possible trigger for a 
steeper yield curve is if the 

Unemployment Rate (UR) is to stop 
falling, and start rising. The first to react 
will likely be the stock market which will 
fall, and the act itself, will lead to tighter 
financial conditions. The stock market 
is also a signalling devise of higher 
likelihood of declining growth further 
in the near-future. So, a rising UR and 
lower growth prospects will likely lead 
to some steepening of the yield curve, 
at least (see 1st chart on this page).

In fact, it does not take a long leap of 
faith to see this to be true. There is 

a strong equivalence between GDP 
growth and Unemployment rate (as 
should be the case), which is easy to 
see once the UR is converted into its 
yearly rate of change. The UR tends to 
rise, 3 to 2 months after GDP growth 
declines, and vice versa (see 2nd chart 
on this page).

We have been tracking the US labor 
sector for some time, and we are 

seeing some evidence that the decline 
in the UR may end sometime soon. We 
have plotted the correlations between 
US growth, Fed Funds rate, the PCE 
Index and the Unemployment Rate in 
a modified Phillips Curve platform, and 
came to the conclusion that changes in 
the US trails changes in the PCE and FFR 
by 9 to 10 quarters. If the thesis is valid, 
the US should bottom before the year is 
over (see 3rd chart on this page). That 
could help steepen the yield curve. 
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By this time, in the wake of the 
flatter curve, practically every 

investor is now aware that inversion 
of the yield curve is dangerous – it is 
a harbinger of a recession. Pundits 
are fond of stating that the last seven 
recessions have all been preceded by 
an inversion of the yield curve  (see 
1st chart on this page).  In the wake of 
the yield inversion, equity markets are 
hammered as GDP growth takes a nose-
dive. 

While the premise is generally 
true, the devil is in the details. 

And the unsavoury consequence of 
a yield inversion takes some time to 
develop. A US GDP recession, and the 
S&P 500 trough occur 18 to 24 months 
(even 32 months thereafter) after 
the yield curve first inverts. Investors 
will have plenty of time to curb their 
bullish sentiments -- the yield curve 
inversion and the bottom of the equity 
market do not happen simultaneously. 
In fact, some of the strongest gains 
in the SPX happened after the yield 
curve inverted (e.g., Sept 1988 - Sept 
1999). No need to panic when (if) the 
yield curve inverts. If at all, investors 
should be glad when you see a yield 
curve inversion – that provides the 
knowledge that a market top is just a 
matter of time, and they can use other 
tools to determine the top of the bull 
market. One of the effective tools to 
use is the yield curve itself -- actually, it 
is a sharp steepening of the yield curve 
that forebodes the onset of a recession. 
In all the recessions “called” by yield 
inversion, the yield curve steepened 
sharply just before or at the onset of a 
recession.

Sometimes, it is difficult to envision 
all the details that accompany 

a yield inversion, which leads to a 
recession, simply because of the long, 
distributed lags. However, supposing 
we do a simple extrapolation work after 
a simple regression procedure, using 

the same yield curve, GDP and stock 
market data we used in the previous 
graphs. What we do is move forward 
the yield curve by 6 quarters, the 
average time lag between the trough 
of a yield curve inversion and the GDP 
trough following recession. What we 
get is the graph above. So, it means 
that you can have all the trappings of 
growth today, even as the flattening 
yield curve is already cutting down the 
legs of the recovery. There is another 
dimension to the graph above that is 
very informative. If the yield curve is 

to sharply steepen today (an indication 
of the onset of a recession), it simply 
means that the middle of the recession 
will be sometime in May 2019. So, 
we are enjoying a Goldilocks phase 
now -- but a recession has already 
been baked-in. We all know that the 
current reflation phase is not going 
to last forever. We anticipate that H1 
2018 could be a key inflection period 
for many markets. We will duly keep 
you informed. 
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The Yield Curve is temporarily Oversold, it should bounce into Q1 2018, 
at the latest from early January
Last month, we expected the pressure down on the yield curve to continue towards late November / early December to 
create the Oversold conditions for a potential 2 to 3 months bounce. The least one can say is that the flattening US yield 
curve has now become a concern much relayed in the financial media. 

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

Last month, we expected the 
pressure down on the yield 

curve to continue towards late 
November / early December to 
create the Oversold conditions 
for a potential 2 to 3 months 
bounce. The least one can say 
is that the flattening US yield 
has now become a concern 
much relayed in the financial 
media. On our long term oscil-
lators (lower rectangle), a Low 
Risk condition was indeed 
just validated. These usually 
trigger 2 to 3 months of cor-
rection to the upside. On our 
medium term oscillators (up-
per rectangle), the yield spread 

may suffer one last re-rest towards year-end, yet our I Impulsive targets down (right-hand scale) have now been reached so 
that we do not see much more downside potential for now. Hence, we expect a bounce in the first half of December, some 
retracement towards year-end, and then a further bounce towards end January at least. C Corrective targets up for this 
bounce (right-hand scale) could bring us back towards 60-70 bps on this spread. 

US 10 years Benchmark Bond Yield - US 3 years Benchmark Bond Yield  
Weekly graph or the perspective over the next 2 to 4 quarters

Medium term, on this Weekly 
graph, the 10Y-3Y yield 

spread is also approaching 
an intermediate low towards 
year-end on both our oscillator 
series (lower and upper rec-
tangles). We expect the yield 
curve to temporarily steepen 
during Q1 2018 at least. Fol-
lowing that, it may flatten again 
towards end 2018. The down-
side potential is also limited for 
now as we have pretty much 
achieved our I Impulsive tar-
gets down (right-hand scale). 
Theoretically, C Corrective tar-
gets up we can calculate for 
this bounce could amount to 

0.5 times our historic volatility measure Delta (middle rectangle, right-hand side) or circa 85 bps time 0.5 = 40 bps.
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US 10 years Benchmark Bond Yield - US 3 months Benchmark Bond 
Yield  
Bi-monthly graph or the perspective over the next 1 to 2 years

Switching to the 10Y-3M 
spread for which we have 

longer data history, we now 
review the long term graph of 
the US Yield Curve. On the se-
quence we show on our long 
term oscillators (lower rec-
tangle), the yield spread may 
still be down-trending towards 
late 2018/early 2019. Howe-
ver, on our medium term oscil-
lators (upper rectangle), it may 
have reached an intermediate 
low and could be getting ready 
to bounce during H1 2018. We 
will remain prudent beyond 
any 2 to 3 months bounce as 
the I Impulsive down target 

potential (right-hand scale) still looks quite important over the next 12 to 18 months (the 10Y-3M spread may invert).  

Euro Swap Rate 10 Years - Euro Swap Rate 2 Years
Weekly graph or the perspective over the next 2 to 4 quarters

In the EuroZone, the yield 
curve has been pretty much 

stable in 2017. On our medium 
term oscillators (upper rec-
tangle), the 10Y-2Y IRS spread 
may have reached a support 
point to resume its uptrend. 
Another support point in Ja-
nuary on our long term oscilla-
tors (lower rectangle) should 
help the spread resume its 
uptrend into Spring 2018. The 
potential up may be quite im-
portant as shown by our I Im-
pulsive targets up (right-hand 
scale).  
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IVE - iShares S&P 500 Value ETF / IVW - iShares S&P 500 Growth ETF  
Weekly graph or the perspective over the next 2 to 4 quarters

The Value to Growth re-
lationship in the US is 

very much dependent on the 
shape of the yield curve. In-
deed, Growth profiles in the US 
are usually very long duration 
stocks and benefit from lower 
long term yields. As with the 
10Y-3Y yield spread above, 
this ratio is approaching an 
important intermediate bot-
tom on both oscillator series of 
this Weekly graph (lower and 
upper rectangles). According 
to the sequence we show on 
our medium term oscillators 
(upper rectangle), Value could 
bounce vs Growth until mid/

late Q1 2018. Following that, its should resume its under-performance towards end 2018. 

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

On this Daily graph, Value 
has started to bounce vs 

Growth. The trend was indeed 
quite exhausted as the ratio had 
reached  below its I Impulsive 
targets to the downside (right-
hand scale). Our medium term 
oscillators (upper rectangle) 
would suggest that the current 
bounce continues until mid 
December, then retraces into 
early January, before it moves 
up again towards February / 
March. Our longer term oscil-
lators (lower rectangle) would 
suggest more weakness into 
late January / February, yet gi-
ven that the downside poten-

tial seems limited at this stage, and that our Weekly graph above shows that a clear support point is coming, such persistent 
weakness would not be our preferred scenario.
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US 3 years Benchmark Bond Yield
Daily graph or the perspective over the next 2 to 3 months

We now turn to US Trea-
sury yields to picture 

how a tightening bounce could 
materialize along the US yield 
curve.  The US3Y Treasury yield 
has had a strong run since early 
September. It is currently ap-
proaching its I Impulsive tar-
gets to the upside (right-hand 
scale) and an intermediate 
top is planned for circa mid 
December on both oscillator 
series (lower and upper rec-
tangles). Following that, we 
expect some retracement 
into early January, before the 
trend resumes up towards Fe-
bruary / March. That said, our 

I Impulsive targets up have been pretty much reached, so that there is little potential up left for US 3Y Treasury yields 
into Q1 2018. 

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

On the US 10Y Treasury 
yield, the move up since 

early September has been 
more timid, hence the flatte-
ning we have seen in the curve. 
It did however make it back 
above our C Corrective targets 
up at 2.4% on two occasions 
already, justifying that I Im-
pulsive targets up (right-hand 
scale) are achievable over the 
next few months. These point 
to levels that could revisit 
last March highs and above 
(2.6% -2.8% range). As with 
the US3Y yields, we would ex-
pect an intermediate top mid 
December, some retracement 

into January and then further upside towards February / March.

Initial remarks

The Yield Curve and the Value to Growth relationship are heavily Oversold, and our Weekly and Daily graphs suggest 
that an intermediate low is currently being made. We would expect a bounce that could last into February / March. 

It may take until early January to really get started. Indeed, both US3Y and US10Y Treasury yields should make an 
intermediate top towards mid December and then retrace towards early January. However, during the uptrend that 
follows US10Y Treasury yields have more potential up left than US 3Y Treasury yields. They could accelerate further 
thereby steepening the Yield Curve.

2322



XLF - Financial Sector SPDR Fund
Daily graph or the perspective over the next 2 to 3 months

Some Value sectors are 
already reacting to a poten-

tial steepening bounce of the 
yield curve. Financials, for exa-
mple, have made a strong move 
over the last few days. On both 
oscillator series (upper and 
lower rectangles), this move 
is set to continue until mid 
December in first instance. 
Following some retracement 
into early January, Financials 
may resume their uptrend 
into February / March.  The I 
Impulsive potential up into Q1 
2018 (right-hand scale) seems 
however somewhat exhausted 
for now.
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BANKS - Dow Jones STOXX Europe
Daily graph or the perspective over the next 2 to 3 months

In Europe however, Banks 
seems to have plenty of po-

tential left into Q1 2018, up 
to 10% more upside potential 
according to our I Impulsive 
targets up (right-hand scale). 
That said, their uptrend has 
been in trouble over the last 
few months. On both our os-
cillator series (upper and lower 
rectangles), we expect them to 
finally resume up between now 
and January. A slight bounce 
could materialize until mid 
December, before a last retest 
down into early January. Fol-
lowing that, the trend should 
resume up towards February /  

                    March. 



ENERGY - Dow Jones STOXX Europe
Daily graph or the perspective over the next 2 to 3 months

European Energy has had 
quite a bumpy ride over the 

last two months with the spike 
it saw early November. That 
said, its trend is still pointing 
up probably into late January 
/ February. Indeed, during De-
cember, both oscillator series 
(lower and upper rectangles) 
should find support points to 
resume their uptrend. Our I 
Impulsive price potential up 
(right-hand scale) can justify 
a further 8 to 15% of price po-
tential over the next few mon-
ths.  

Concluding remarks

Over the last few days, typical US Value sectors such as Financials or Energy seem to have anticipated a potential 
bounce in the yield curve. They will probably make an intermediate top mid December, yet should accelerate up 

again thereafter from early January into February / March. Banks and Energy sectors in Europe show similar configura-
tions, but will probably be slower to react. We however expect more potential from them in Q1 2018. 
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XLE - Energy Select Sector SPDR Fund
Daily graph or the perspective over the next 2 to 3 months

US Energy is another Va-
lue sector, which has 

been moving up over the last 
few days. Both our oscillators 
series (lower and upper rec-
tangles) are slightly contradic-
tory during December. That 
said we view December as a 
period where the XLE could be 
building a base to move higher 
in January. On on medium term 
oscillators (upper rectangle), 
we would expect an interme-
diate top during the first half 
of December, some retrace-
ment towards late December, 
before the uptrend resume in 
January until February.  Our I 

Impulsive price targets up (right-hand scale) still show some important potential over the next few months, towards the 
75 to 78 range or 10 to 20% above current levels. 
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The November US labour report will 
be due on December 7, but we 

revisit the October report released 
on November 2 to get some sense of 
what to expect for this month’s data 
from the BLS.  The key points in the 
October labour report: (1) 261,000 
jobs were added; (2) The U3 unemploy-
ment rate was down -0.1% from 4.2% 
to 4.1%; the U6 underemployment 
rate was down -0.3 from 8.2% to7.9%; 
(3) The August was revised upward by 
+39,000. September was also revised 
upward by +51,000, for a net change of 
+90,000; (4) The average manufacturing 
workweek rose +0.2 hours from 40.8 
hours to 41.0. This was significant as 
this data is one of the 10 components of 
the US Leading Economic Indicator; (5) 
Overtime rose +0.2 hours to 3.5 hours; 
the index of aggregate hours worked in 
the economy rose by 0.2 from 107.4 to 
107.6; (6) The labour force participation 
rate fell -0.4% m/m and was down -0.1% 
YoY from 63.1% to 62.7%, and that has 
added to the civilian labour force, which 
later in the terminal phase of the Bu-
siness cycle, will mathematically push 
up the Unemployment Rate, ceteris pa-
ribus. That situation may appear before 
the year is over (see 1st chart).

It was an excellent report in terms of 
labour utilization, decent in terms 

of jobs growth, and poor in terms of 
wages. The big declines in unemploy-
ment, underemployment, involuntary 
part time employment, and persons 
who want a job now but haven’t looked 
have nudged the labour market very 
close to what has been «full employ-
ment» in the past two expansions. “Full 
employment” may be achieve with as 
little as 1.5 million more jobs. This is 
what has been making the Fed edgy 
and keeping US monetary policy biased 
towards further tightness. 

What is not to be liked: (1) The 
total gain in employment in 

the last two months is 279,000, or an 
average of 140,000 per month for the 
hurricane-affected month and the reco-
very. This is no better than mediocre or 
average; (2) Hourly wages for nonsu-
pervisory workers actually declined 
month-over-month and are still only up 
2.4% YoY – that was simply awful this 
late into an expansion. The 2nd graph  
above show that Disposable Personal 
Income and Personal Income are ba-
rely getting above 2% on the Y/Y ba-
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26 / US jobs data shows late business cycle-stage symptoms; the 
Unemployment Rate decline looking terminal

sis. Average hourly earnings (blue line), 
which are part of the employment re-
port, are still weak on a historical basis.

The October jobs report was consi-
dered good, but in reality, it was 

more nuanced than a simple reading 
of the headlines suggests. It added 
more data, which when linked to pre-
vious unfavourable data, collectively 
suggest that the current Business Cy-
cle may be starting to show signs of 
aging. 
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Here is one such nuanced data, 
shown in the 1st chart of this page: 

Primarily, the 3, 6 and 12-month moving 
average of establishment job growth is 
just slightly above 150,000/month. The 
average has been declining since early 
2014, when it was averaging more than 
250,00/month. As we are now late in 
the game of this recovery, we should 
not expect more than 150,000 average 
month growth going forward. We 
expect that average to fall further as 
payroll peak soon and jobs growth falls. 

The 2nd chart on this page shows how 
the momentum of job-creation is 

fast waning – payroll data year-on-
year have been declining since a top 
in the middle of 2015. The year-on-
on change rate of Employment – Total 
Private, has rolled over. Total service 
producing jobs (top graph), while still 
nominally positive, are declining Y/Y. 
Both retail and information jobs are 
declining, as well as construction and 
private-service.  The deterioration of 
the payroll data is starting to spill-
over into the initial claims, and the 
unemployment rate – the year-on-
year deterioration of payrolls are 
now seen in the Unemployment rate 
- another sign that the Business Cycle 
is becoming mature (see 3rd graph on 
this page) -

Here is another nuance: employment 
in the key working age group 

of 25-54-year-olds fell 305,000, but 
this was partially offset by a 195,000 
increase in 55+ employment cohort. 
Normally, it should be the reverse - so 
more near-retirement people working 
and fewer people in prime working 
years in the active labour force isn›t a 
positive sign at all (see 1st chart on the 
next page).

There is now a record spread 
between job openings and hires in 

the monthly Job Openings and Labour 
Turnover Survey (JOLTS) report (see 
2nd chart on the next page). The Hires 
data has been flat since late 2015 and 
is currently declining. This issue will 
continue to be a drag on employment 
growth as well as a negative to 
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domestic economic growth. The wide 
spread between opening and hires is 
hardly indicative of further growth in 
payrolls down the road. The separations 
data has also flattened, signifying that 
employees have gotten less sure about 
quitting their jobs now as they may not 
be able to find suitable employment 
elsewhere, even as over-all job 
availability is still ample (as it may not 
be jobs that they can qualify at).  

Conclusion

From the labour market perspective, 
it is increasingly becoming clear, at 

least to us, that the upswing phase of 
the current Business Cycle is starting 
to show signs of aging. While we 
remain upbeat about the prospects 
of risk assets up to Q1, and possible 
even Q2 2018, it may be necessary 
thereafter to start rotating again into 
assets that do well during the terminal 
stages of the Business Cycle, like hard 
assets, including commodities.



Looking towards 2018 and a late cycle environment for financial assets
US unemployment is probably approaching its through, and we believe that the financial markets cycle is showing signs of 
maturity. While 2018 may start with a further upside acceleration on risk assets, the Spring should see financial markets 
gradually start to distribute. By  mid-year / early Summer, we expect some kind of deceleration in the rise of financial 
assets, which could probably last into late 2019. In this section, we review a selection of long term high level asset alloca-
tion graphs.

S&P500 Index
Bi-monthly graph or the perspective over the next 1 to 2 years

The S&P500 has been 
rising linearly for al-

most 9 years, and now, risk 
reward is gradually getting 
exhausted. Indeed, our en-
velopes (middle rectangle) 
are showing signs of “mar-
ket stress” (both envelopes 
are touching each other to 
the upside), and our I Im-
pulsive price targets to the 
upside have been fulfilled 
(right-hand scale). From a 
timing perspective, on our 
long term  oscillators (lower 
rectangle), we would expect 
that the S&P500 to tops out 
in 2018. More precisely, our 

medium term oscillators (upper rectangle) suggest that this could happen towards mid year.

ACWI - iShares MSCI ACWI Index Fund
Weekly graph or the perspective over the next 2 to 4 quarters

Over the last 2 years, 
World equity markets 

have also been linear. They 
are also slowly showing 
signs of exhaustion. In-
deed, we recently reached 
a “market stress” situation, 
where both our envelopes 
touch each other (middle 
rectangle), and prices are 
now within our I Impulsive 
targets the upside (69-75; 
right-hand scale). According 
to both our oscillator series, 
equity markets should top 
between Q1 2018 (medium 
term oscillators; upper rec-
tangle) and June 2018 (long 

term oscillators; upper rectangle). 
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HEALTHCARE - Dow Jones STOXX Europe / Dow Jones STOXX Europe 600
Bi-monthly graph or the perspective over the next 1 to 2 years

In order to confirm a shift 
towards more defensive as-

sets by mid 2018, we will now 
consider, as an example, the 
European Healthcare sector 
vs the Europe Stoxx 600 In-
dex.  Over the last two years, 
Healthcare has been under-
performing the more general 
market. Yet, the move down 
has now reached our C Cor-
rective targets to the down-
side (right-hand scale). These 
levels should offer support 
as we move into 2018. From 
a timing perspective, both 
our oscillators (lower and up-
per rectangles) are still under 

downside pressure. Probable lows are expected towards mid 2018, before HealthCare starts to outperform the general 
market again, probably into late 2019. 

NDX - NASDAQ 100 Index / S&P 500 Index
Weekly graph or the perspective over the next 2 to 4 quarters

We now switch to a diffe-
rent profile by looking 

at the Nasdaq 100 Index vs the 
S&P500. Through this ratio, 
we are mainly comparing Big 
Growth / Tech companies vs 
the more general market. From 
a risk/reward perspective, the 
move is getting exhausted. 
Indeed, both our envelopes 
are touching each other to 
the upside (middle rectangle) 
and our I Impulsive targets up 
have been reached (right-hand 
scale). From a timing perspec-
tive, our long term oscillators 
have also reached a High Risk 
position (lower rectangle).  

Our medium term oscillators (upper rectangle) may however extend into the Summer and even possibly Q4 2018, yet in 
the meantime, we would expect some consolidation between now and mid Q1 2018. 
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US Dollar per Euro (EUR/USD)
Bi-monthly graph or the perspective over the next 1 to 2 years

Switching to currencies, we 
look at EUR/USD on a long 

term basis (bi-monthly graph). 
The weakness of the Dollar 
during 2017 has come as a sur-
prise to many, yet not for us 
(please see our February The 
Capital Observer from our we-
bsite). That said, for now, the 
move up since late 2016 is still 
only a bounce (considering a 
long term perspective) and 
according to both our oscil-
lator series (lower and upper 
rectangles), the downtrends, 
which are still in place could 
resume between now and Q2 
2018. A this stage, risk/reward 

is fairly neutral, stuck between its C Corrective targets up and its I Impulsive targets down (right-hand scale). 

US Dollar Index Future (Dec)
Weekly graph or the perspective over the next 2 to 4 quarters

Moving to the Weekly 
graph of the USD Index 

Future, we can first note that 
the move down since late 2016 
has reached the support of 
its C corrective targets down 
between 94 and 90 (right-
hand scale). It is possible that 
these levels continue to hold 
until the next lows, which are 
expected in Spring 2018. In-
deed, on our long term oscilla-
tor series (lower rectangle), an 
intermediate low was made in 
September and the Dollar ini-
tially bounced. Following some 
retracement during November 
(as we forecasted last month), 

a new support point is approaching on our medium term oscillators (upper rectangle). It could imply a new bounce for 
the Dollar, possibly into mid Q1 2018 (February/March) before it retraces down again into the Spring (March/April). 
Longer term, if we believe our bi-monthly graph of the EUR/USD above (which suggests a top for the Euro in the Spring), 
the Dollar could start to turn up from that low we expect in Spring 2018.
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EuroStoxx 50 Index
Weekly graph or the perspective over the next 2 to 4 quarters

Looking at European mar-
kets and the EuroStoxx 50 

on a Weekly graph, we are 
still very positive towards the 
Spring. The correction down 
from May found support in 
September and is currently 
making higher lows. On both 
our oscillator series (upper and 
lower rectangles), we are now 
in a resume uptrend situation 
that could lead us towards 
late Q1 2018 on our medium 
term oscillators (upper rec-
tangle), and towards mid Q2 
on our long term oscillators 
and our automatic messaging 
(“May 2018” top expected; 

lower rectangle). Our I Impulsive targets to the upside (right-hand scale) still show interesting upside potential potential 
between 4’000 – 4’400 (or 10% to 20% above current levels). 

EuroStoxx 50 Index vs S&P500 Index (like to like comparison; i.e. hedged 
for currency moves)
Weekly graph or the perspective over the next 2 to 4 quarters

On a relative basis, when 
we compare European 

markets vs the US on an 
hedged currency basis (like to 
like comparison, i.e. excluding 
any currency effect), Euro-
pean markets have probably 
reached an interesting Buy 
the Dips situation on a rela-
tive basis. Indeed, on both our 
oscillator series (lower and 
upper rectangles), we would 
now expect a relative bounce 
of Europe vs the US into late 
Q1 / mid Q2 2018. Our C Cor-
rective targets to the upside 
(right-hand scale) would sug-
gest that this outperformance 

may revisit the highs achieved last May, before Europe starts to underperform again from late Spring to late 2018. This 
rebound in European equities vs US ones may imply that the US Dollar rebounds into Q1 2018.
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Brent Oil
Bi-monthly graph or the perspective over the next 1 to 2 years

Brent has been one of the 
leaders of the reflation 

trade since early 2016. Indeed, 
its rebound followed almost 10 
years of bear market, which 
started with the highs in 2008. 
According to this long term 
bi-monthly graph, Oil could 
continue to bounce until mid 
2018 on both oscillator series 
(lower and upper rectangles), 
before it retraces down again 
towards late 2019. Our C Cor-
rective targets up (right-hand 
scale) may still justify that it 
reaches into the USD 75-102 / 
barrel range over the next few 
quarters. These projections are 

slightly more aggressive than the ones we have been showing on our Weekly graph (next page) over the last few months, yet 
it brings perspective in terms of not turning too negative too quickly as Brent approaches the USD 70 / barrel we have been 
targeting for several quarters.   

MSCI Emerging Markets Index
Bi-monthly graph or the perspective over the next 1 to 2 years

As you can notice from this 
graph and the one above, 

Emerging markets and Oil fol-
low similar dynamics. Emerging 
markets have indeed resumed 
their uptrend from the long 
term consolidation period that 
extended from 2007 to early 
2016. As with Oil, we would 
expect that the current leg up 
continues until mid 2018 on 
both oscillator series before 
it retraces down into 2019 
(lower and upper rectangles). 
Looking beyond this retrace-
ment, several years out, the 
potential for Emerging Markets 
is still compelling as shown by 
our I Impulsive targets to the  

                     upside (right-hand scale).
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Brent Oil
Weekly graph or the perspective over the next 2 to 4 quarters

We now scope into the 
Weekly graph of Brent, 

where over last few months 
we expected Brent to reach 
an intermediate top towards 
year-end / early 2018 on both 
our oscillator series (lower and 
upper rectangles). Our C Cor-
rective targets to the upside 
(right-hand scale) have been 
pointing to levels into the high 
USD 60s - lower 70s / barrel 
for this move. Following some 
consolidation during Q1 2018, 
our medium term oscillators 
(upper rectangle) may justify 
that a last extension may ma-
terialise towards mid year. 

This would fit with our bi-monthly projections on Brent shown on the previous page.  

MSCI Emerging Markets Index vs MSCI World Index
Weekly graph or the perspective over the next 2 to 4 quarters

The above projection on 
Brent, may also synch quite 

well with our Weekly graph on 
Emerging markets. Indeed, we 
would expect an intermediate 
top between now and year-
end on our medium term os-
cillators (upper rectangles), 
and following that, potentially 
a couple of months of conso-
lidation could materialise. 
That said, from mid/late Q1 
2018, Emerging Market could 
resume their uptrend towards 
the Spring and possibly even 
the Summer (the projections 
we show on both oscillator 
series; lower and upper rec-
tangles).
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Treasury Notes 10 Years Contract (Dec) 
Weekly graph or the perspective over the next 2 to 4 quarters

Looking into the fixed in-
come space, we consider 

the Weekly graph of 10 years 
Treasury Futures. As reflation 
trades have retraced during H1 
2017, Bond prices have made 
a come-back (following their 
large sell-off in H2 2016). Both 
our oscillator series (lower and 
upper rectangles) would sug-
gest that US Treasury Notes 
may be approaching another 
risky zone between now and 
year-end and that a consoli-
dation could materialise into 
mid Q1, even mid Q2. We 
are not catastrophists on the 
Bond market though. Indeed, 

we expect rather a measured move down that should probably hold the support of the lower end of our C Corrective tar-
gets to the downside (right-hand scale), i.e. some 2% below current levels on this 10Y Treasury Notes Futures. 

Euro Swap Rate 10 Years
Weekly graph or the perspective over the next 2 to 4 quarters

Inversely, Longer term Euro-
pean benchmark yields could 

also see a measured move up 
into H1 2018 (as shown here 
through the Euro 10Y Interest 
Rates Swaps). Indeed, on both 
our oscillator series (lower and 
upper rectangles), the trend 
could resume up towards 
Spring 2018 and possibly even 
mid year. The C Corrective 
targets potential to the upside 
(right-hand scale) could add 
another 40bps to the max 
during this period (or circa a 
3% risk on the 10 year bond 
prices). 
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HYG - iShares iBoxx $ High Yield Bond ETF / LQD - iShares iBoxx $ Invest-
ment Grade Corp. Bond ETF
Weekly graph or the perspective over the next 2 to 4 quarters

US High Yield just saw a 
strong sell-off during ear-

ly November. Yet, when com-
paring the HYG US High Yield 
Bond Tracker with the LQD US 
Investment Grade Bond Trac-
ker, we would probably expect 
that Credit (a.k.a High Yield) 
holds up into early 2018. In-
deed, our long term oscillators 
(lower rectangle) would justify 
a last push higher into mid Q1 
2018, while over the same pe-
riod our medium term oscilla-
tors (upper rectangle) would 
point to a smaller bounce. Our 
I Impulsive targets are probably 
much too aggressive at this 

stage (right-hand scale). We would hence consider that the ratio may re-test the higher end of our C Corrective targets up 
(also right-hand scale), or the levels achieved in Q1 2017. Following that, High Yield will probably start to underperform 
for the rest of 2018. Credit has lost momentum and from early 2018 should start deteriorating.

Gold Spot (USD)
Bi-monthly graph or the perspective over the next 1 to 2 years

To conclude this section, we 
look at Gold as a proxy for 

defensive assets (or at least, 
as an asset that thrives during 
loose financial conditions). 
Following its long Bear market 
from 2011 to late 2015, Gold 
has since been making a base. 
Indeed, the support of our C 
Corrective targets down (right-
hand scale) has pretty much 
held, while our medium term 
oscillators (upper rectangle) 
are now positioned in an 
uptrend again. Our long term 
oscillators are now Oversold 
(lower rectangle), and over 
the new couple of quarters, 

they should confirm an important low. Gold should then start moving up towards late 2018 and 2019. Our I Impulsive 
targets to the upside  (also right-hand scale) would imply upside potential back into the high 1’700s, lower 2’000s over the 
next few years.
Concluding remarks

Our current strategic allocation views into 2018 paint a picture, where financial assets are entering the later stages 
of a Bull market. We would first expect a last and brief reflationary push into mid Q1 2018. The Dollar, interest 

rates may  achieve a bounce, European markets could outperform. Following that, during Q2 2018, a further Growth 
extension should materialize, which could benefit the Nasdaq, Emerging markets and possibly Industrial Commodities.  
More generally however, from Q2 2018, we believe that equity markets will have started their distribution and that they 
should probably top-out before mid-year. H2 2018, should see equity markets start to correct, while Gold and Treasuries 
gain upside momentum, and Defensive sectors outperform again.   36



Although some economists still 
harbour fears of a systemic 

collapse, the best prospects for Japan›s 
economic recovery seems to be a 
continuation of «Abenomics,» which 
has led the economy to expand for six 
straight quarters. Unemployment has 
gone below 3%, the lowest rate in 23 
years. The Nikkei-Markit “flash” Japan 
manufacturing purchasing managers’ 
index rose to 53.8, from 52.8 in October, 
as manufacturing conditions picked up 
at the sharpest rate since March 2014. 
The “flash” manufacturing output 
index rose to 54.2, the strongest rate 
of expansion for since March 2014 
(FT). And Japan’s manufacturing 
sector may have grown at its fastest 
pace in more than three years in 
November, according to a preliminary 
reading.

Initial estimate suggest that GDP 
notched up a seventh consecutive 

quarter of growth as exports helped 
compensate for underwhelming 
domestic demand. A preliminary 
reading from Japan’s Cabinet Office 
reported annualised GDP growth 
of 1.4 per cent in Q3, down from a 
revised pace of 2.6 per cent in Q2 
(previously 2.5 per cent) but still above 
a median forecast of 1.3 per cent from 
economists. And swelling corporate 
earnings appear likely to have propelled 
Japan›s tax revenue to the highest in 27 
years in fiscal 2018 by lifting salaries and 
shareholder returns. In the year ending 
March 2019, «income tax receipts will 
increase as wages and stock dividends 
rise amid continuing economic growth,» 
according to Masahiro Nishikawa, 
chief fiscal policy analyst at Nomura 
Securities (Nikkei). 

The Abenomics policy consists 
of three «arrows»: ultra-easy 

monetary policy under the leadership 
of Bank of Japan Governor Haruhiko 
Kuroda, fiscal stimulus, and structural 
reform. The first two arrows have been 
pursued aggressively over the past 
several years, and this will continue. 

(1) The Bank of Japan continues to 
defend its yield target of «around 0% 
on ten-year government bond yields» 
and has been avoiding to provide any 
indication of tightening its monetary 
policy stance. 
(2)  The government›s fiscal policy 
remains stimulative, and is also unlikely 
to be changed -- defense spending has 
significantly increased, helping offset 
the effects of a scheduled sales tax 
increase next year.
(3) On the other hand, Abe has 
kicked much-needed but unpopular 
structural reforms, down the road. 
A reform of the pension system, an 
overhaul of the labour market, and 
increasing competition in Japan›s 

protected sectors, such as agriculture, 
retail, and other services, have taken 
a back-seat. These reforms are 
generating significant resistance, 
and the government seems willing to 
postpone action until the economy 
has fully healed and stabilized. Foreign 
capital seems undeterred by the 
postponements, and capital is again 
flowing back into Japan, encouraged 
by the recent Yen weakness and the 
significant improvement in exports it 
has generated. It’s no wonder then 
that Japanese stocks have risen 
sharply in recent months. Although 
the recent general US Dollar weakness 
has firmed up the Japanese currency, 
the Nikkei resumed the uptrend on 
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the back of improvement in Japan`s 
economic fundamentals (see 1st chart 
on this page).

Japanese stocks have participated in 
the global bull market for equities, 

and have posted their longest winning 
streak since 1988. The largest Japan 
equity ETF on the US market, the 
iShares MSCI Japan ETF, which covers 
about 85% of the investible universe of 
securities traded in Japan, has gained 
22.85% year-to-date December 1st on 
a total return basis. Although smaller 
than the gains of the SPY ETF and of 
Eurozone equities as measured by the 
iShares MSCI Eurozone ETF, EZU, this is 
a healthy advance (see 2nd chart on this 
page).

As has been the case in the rest of 
the globe, small-cap stocks have 

outperformed large caps in Japan. The 
WisdomTree Japan SmallCap Dividend 
Fund ETF, DFJ, has gained 28.44% year-
to-date. It tracks an index of dividend-
paying small-cap stocks. 

The recent election landslide victory 
of the Abe’s government lead us 

to maintain our positive view towards 
Japanese stocks, as “Abenomics” will 
continue to grind away the economy´s 
systemic impediments. Most of 
the early fears stemming from this 
massive central bank stimulus have 
disappeared. True, Japan has ‹lost 
decades´ of economic performance, 
and has one of the worst demographic 
developments in the world, but its 
economy and people are prospering 
and basking in full employment. Due 
to this massive stimulus, Japan suffers 
from a stratospheric public debt but 
that doesn´t seem to hinder growth, 
nor has it led to any loss in investor 
confidence in its debt or currency. More 
importantly, Japan›s GDP per head is 
growing as fast as that in the US, but it 
doesn´t suffer from a rampant increase 
in inequality. Hence, there is no 
Japanese form of populism and little in 
the way of poverty, and social tensions 
those imbalances engender. 
More importantly, Japan´s central 
bank is printing more money than any 
other but there is no inflation in Japan. 

The massive balance sheet of the Bank 
of Japan, instead, seems to have laid 
the groundwork for today’s economic 
and equity market performance 
(see last graph above). Taking into 
consideration the distributed lag of 
the stimulus, the BoJ’s balances sheet 

should still be providing tailwinds for 
Japan´s economy and stock markets 
until the middle of 2019. Consequently, 
we are still very positive on Japan 
equities and economy. 
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Japanese Equities remain strong, while the USD/JPY has started to move 
higher.
In our publication early November, we mentioned Japanese Equities and USD/JPY, and expected some consolidation to the 
downside on both into mid November. This short term correction now seems behind us and both the Nikkei and USD/JPY 
may have started to trend up again. We are still very positive the Nikkei and USD/JPY towards late Q1/Q2 2018, yet do 
expect some more ring-fencing during December. From late December/early January though, both should start to really 
accelerate up again.

Nikkei 225 Index
Weekly graph or the perspective over the next 2 to 4 quarters

The Nikkei 225 Index is 
still trending upwards on 

both oscillator series (lower 
and upper rectangles), pos-
sibly into late Q1 / Q2 2018. 
On I Impulsive targets to the 
upside (right-hand scale) 
still show potential, possibly 
towards the 23’600 – 26’300 
range, or up to 17% above cur-
rent levels.

Nikkei 225 Index vs the S&P500 Index (like to like comparison; i.e. hedged for currency moves)

Weekly graph or the perspective over the next 2 to 4 quarters

Vs the S&P500 on a like to 
like basis (hedged for cur-

rency), the Nikkei is also well 
positioned towards late Q1 
and possibly mid year 2018. 
Our medium term oscilla-
tors (upper rectangle) should 
confirm a base to move higher 
during December, while our 
long term oscillators (lower 
rectangle) should re-acce-
lerate up again for late De-
cember / early January.  Our C 
Corrective targets to the upside 
have been reached (right-hand 
scale). Once we move above 
these, the relative highs achie-
ved in mid 2015 would be our 

next level of upside targets. This would imply circa 10 to 15% further outperformance for the Nikkei vs the S&P500 over 
the next 2 quarters (when currency moves are ignored, i.e. as if the currency risk was hedged out).
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Japanese Government Bonds Futures (Dec)
Weekly Graph or the perspective over the next 2 to 4 quarters

While USD/JPY has conso-
lidated slightly to the 

downside during 2017, Ja-
panese Government Bonds 
(GJBs), inversely, have moved 
slightly upwards. On our me-
dium oscillators (upper rec-
tangle), we show that this 
uptrend could continue into 
mid 2018, but suffers a tempo-
rary setback from year-end to 
end Q1 2018. On our long term 
oscillators (lower rectangle), 
we are more negative for JGBs, 
and would expect the correc-
tion to the downside to last 
into mid 2018. Both series are 
flagging potential tops in De-

cember this year (corroborated by our Automatic messaging “Dec 2017”; lower rectangle; right-hand side). It is however 
still unclear how strong and how long the correction will be, yet again a correction down in JGBs during Q1 2018 would 
probably imply that USD/JPY manages to break-out to the upside.

Initial remarks

On these Weekly graphs, we would expect another strong move on the Nikkei, both standalone and vs the S&P500 
into late Q1, possibly mid-year 2018. The acceleration could start towards year-end and its upside potential is quite 

compelling. Over the last few months, the Nikkei has been strong, despite the Yen, which hasn’t weakened much.  As 
we move into Q1 2018, a weaker Yen (strong USD/JPY), and implicitly a correction down in JGBs, would certainly help 
Japanese equities to accelerate up more rapidly. 40

USD/JPY
Weekly Graph or the perspective over the next 2 to 4 quarters

Since late 2016, USD/JPY has 
been trapped in a sideways 

consolidation. On our long 
term oscillators (lower rec-
tangle), we believe it has built 
a base with a series of higher 
lows between Q3 2016 and Q3 
2017. Based on this support, 
USD/JPY should move higher 
into late Q1 2018 at least. On 
our medium term oscillators 
(upper rectangle), the se-
quence we show may require 
a bit more patience. Indeed, it 
made an intermediate top early 
in Q4 2017, and could continue 
to consolidate until year-end 
before it finds a support point 

to start accelerating to the upside again. We would consider 118 or the upper-end of our C Corrective targets up as an 
initial price target into late Q1 2018 (right-hand scale). If this resistance is taken out, the mid 2015 highs could be revisited.
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USD/JPY
Daily Graph or the perspective over the next 2 to 3 months

We now focus on the 
daily graph of USD/

JPY. Early November, we had 
expected that the correction 
to the downside could “be 
quite strong”.  It is now crucial 
however that USD/JPY stabi-
lizes during December so that 
it can support the positive sce-
nario outlined in our Weekly 
graphs above in this section.  
Our medium term oscillators 
(upper rectangle) would sug-
gest a bounce into the first 
half of December, and then a 
further period of retracement 
until year-end, before USD/JPY 
starts moving up again in Ja-

nuary. The sequence on our long term oscillators (upper rectangle) is currently making a low, and could hold up until early 
January, before it accelerates up into Q1 2018. Positive confirmation would come once USD/JPY is able to climb back above 
its C Corrective targets to the upside, i.e. above 114 (right-hand scale).
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Nikkei 225 Index
Daily Graph or the perspective over the next 2 to 3 months

The Nikkei 225 still looks 
strong towards Spring 

next year. On our long term 
oscillators (upper rectangle), 
it made an intermediate top 
early November, and could 
now consolidate at high levels, 
before it accelerates up again 
between late December and 
January. On our medium term 
oscillators (upper rectangle), 
a new sequence up may have 
started in September. It should 
see an intermediate top in mid 
December, some consolidation 
down towards early January 
and then resume its uptrend. 
A high level consolidation du-

ring December is quite possible, given that for now our I Impulsive targets to the upside have been reached (right-hand 
scale).
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Yen per Won 
Daily graph or the perspective over the next 2 to 3 months

One of the reasons, the Nik-
kei has been so strong while 
USD/JPY has remained range-
bound, is that the Yen has 
actually been quite weak vs 
most other currencies (the 
Yen and the US Dollar are both 
quite weak). This is especially 
the case vs other currencies in 
Asia. On this Daily graph, we 
show the cross of the Korean 
Won vs the Yen. It is indeed 
quite similar to the graph of 
the Nikkei. On our long term 
oscillators (lower rectangle), 
we would expect some consoli-
dation into December followed 
by a gradual re-acceleration du-

ring January. While on our medium term oscillators (upper rectangle), the uptrend is still well in place, despite a slight 
consolidation that may materialize late December. Our I Impulsive targets up (right-hand scale) would show 2 to 5% 
more potential for the Won vs the Yen over the next few months. 

SCJ – iShares MSCI Japan Small Cap. / EWJ - iShares MSCI Japan Index 
Fund
Daily Graph or the perspective over the next 2 to 3 months

Japanese Small Cap. Com-
panies will usually outper-

form the benchmark when 
the Yen is strong. Indeed, on 
average, their businesses are 
more domestic than larger 
caps. They suffer less trans-
lation risk when the Yen is 
strong. Inversely, since late 
August, and the bounce in 
USD/JPY, Small Cap have been 
under-performing. On both 
our oscillator series (lower 
and upper rectangles), we 
would expect this under-per-
formance to resume for a few 
more weeks into the 1st half 
of December. Following that, a 

bounce could materialize towards early January, before Japanese Small Caps start under-performing again towards the 
Spring. If on the other hand, the ratio makes new highs until late December, it would be a strong warning sign, that the 
uptrend on USD/JPY since September is in trouble. 
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Won per U.S. Dollar
Daily Graph or the perspective over the next 2 to 3 months

And indeed, if we now 
consider the USD vs the 

Won, it has been quite weak. 
That said, it may be approa-
ching an intermediate low and 
could bounce between De-
cember and February. Indeed, 
such lows are awaited on both 
oscillator series (lower and up-
per rectangles) between mid 
December and early January.  
In addition, our I Impulsive 
targets to the downside (right-
hand scale) have pretty much 
been achieved, offering wor-
thwhile support.

USD vs the New Taiwan Dollar
Weekly Graph or the perspective over the next 2 to 4 quarters

We now consider the US 
Dollar vs yet another 

strong Asian currency, the New 
Taiwan Dollar. On this graph, 
we’ve scoped out to a longer 
Weekly perspective. On our 
long term oscillators (lower 
rectangle), the downtrend 
does bot seem finished. Yet, we 
may be approaching an inter-
mediate low for the US Dollar 
between now and year-end. 
The sequence we show on our 
medium term oscillators (up-
per rectangle) confirms this low 
and the subsequent bounce 
into Q1 2018. More generally, 
during December, the US Dol-

lar seems to be getting ready to bounce vs most Asian currencies. This should help the US Dollar to finally gather some 
momentum vs the Yen.  
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EUR/JPY
Weekly Graph or the perspective over the next 2 to 4 quarters

Longer term, EUR/JPY is also 
still uptrending. On both 

oscillators series (lower and 
upper rectangles), the pair 
should finish a period of 
consolidation between now 
and January. Following that 
it should resume its uptrend 
towards Q2, possibly mid 
2018. A couple of months ago, 
EUR/JPY had reached the resis-
tance of the upper end of its C 
Corrective targets up around 
133 (right-hand scale). It has 
since been working through 
these levels. Once, it manages 
to break-out, sometime in Q1 
2018, we expect EUR/JPY to 

accelerate towards its I Impulsive targets to the upside between 146 and 157, some 10 to 20% above current levels. If 
these projections are correct, the Yen should then weaken across the board vs all currencies, including the US Dollar. 

Concluding remarks

Since September, the Nikkei has been extremely strong despite the little progress that has been made on USD/JPY 
and EUR/JPY. Both pairs reached their resistance levels around 114 and 133 respectively and have since been retra-

cing. That said, the Yen has been weaker vs Asian currencies, and this weakness itself may justify the Nikkei’s strong 
performance. Going forward, we expect most currencies vs the Yen to find a low and bounce early December. Following 
some retracement into end December, we expect them all to accelerate up during Q1 2018 and then possibly Q2. The 
Dollar could be an early leader into mid Q1, while the Euro and Asian growth currencies could then follow through more 
aggressively into Q2. If these currency dynamics are correct, the Nikkei should continue to outperform during much of 
H1 2018. 

EUR/JPY
Daily Graph or the perspective over the next 2 to 3 months

EUR/JPY has been conso-
lidating since late Sep-

tember, yet on both our os-
cillators series (lower and 
upper rectangle), it may be 
getting ready to resume its 
uptrend early December. As 
with USD/JPY or KRW/JPY, 
we would expect EUR/JPY 
to retrace some during late 
December to early January, 
before it resumes up towards 
the Spring. On this Daily graph 
however, I Impulsive targets to 
the upside (right-hand scale) 
are pretty much exhausted for 
now.  There seems to be less 
potential up for EUR, than for   

USD vs JPY over the next few months.
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45 / Splicing the markets – The « Cyclicity » of Bitcoin
Last time we covered Bitcoins in the Capital Observer was late May (the 26th). USD 2’754 had been reached on the 25th, and 
we expected that “It might be days/weeks rather than months before the next large intermediate correction takes its toll.” 
Our estimate for the correction was “circa U$ 450 to 730 or possibly 25% to 35% lower”. We were pretty much “ball park”. 
Bitcoin topped out at USD 3’000 on June 11th and corrected down to USD 1’835 on July 16th. It then swarmed up again 
during August, came just short of USD 5’000 early September, corrected down to below USD 3’000 on the 15th September 
and then “gradually” reaccelerated up during late September. As we write (on 2nd December AM), Bitcoin prices are just 
above USD 11’000.

So yes, in retrospect, we did “sort of” catch the June/July 30% sell-off, yet, in the wider perspective of things, didn’t truly 
understand the outstanding nature of the beast. Indeed, call it a Bubble, or a Game Changer, Bitcoin’s parabolic acceleration 
comes only second (for now) to the Tulip Mania in terms of speed and strength. The Tulip Mania took place in February 1637, 
almost 400 years ago.
As part of our review, we will first perform the analysis again, and consider Bitcoin on our Weekly graph (as of last Friday, the 
1st December, the close was slightly above USD 10’800).

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

Our long term oscillators 
(lower rectangle) are tren-

ding upwards, yet are hard to 
pinpoint to any specific timing. 
Our medium term oscillators 
(upper rectangle) may indicate 
a further top towards year-end 
and a subsequent correction 
down during Q1 2018 before 
prices resume up again. Our I2 
extended Impulsive 2 targets 
up (right-hand scale) have been 
overtaken. Our historical vo-
latility measure “Delta” (as of 
Friday 1st December at 3’059; 
middle rectangle, right-hand 
side) would imply a possible 
downside correction potential 

between USD 1’530 (0.5 times “Delta”) and USD 2’447 (0.8 times “Delta”). 

Seeking further confirmations

The conclusions above are probably sound, yet, given the volatility of the beast, they may be already outdated. We 
had to go on the hunt for further confirmations. Our goal was to identify assets that are showing strong correlation 

to Bitcoinwqa, analyse their cyclicity and draw conclusions for the evolution and timing of Bitcoin prices. Yet, with 
Bitcoin in parabolic ascension, if we used “price” as the correlation input, we ran the risk of focusing only on other 
parabolas, which, in term, would probably turn out as “false cousins” (e.g. the SMH or TAN ETFs, which have also seen 
strong performance this year). In order to avoid this trap, we ran the correlation work on a de-trended version of Bitcoin 
prices using a simplification of our “Blue” Daily long term oscillator (Blue line, bottom rectangle on our Daily graphs). 
We then compared this time series to the same time series calculated on circa 100 other cross asset instruments (equity 
indexes, bond trackers, currencies, sector trackers, commodity futures) and ranked them in terms of their 12 months 
correlation to Bitcoin (daily data). We believe the results are quite compelling and intuitively logical, please find below a 
table with Bitcoin’s top 5 most correlated assets, and top 5 most inversely correlated assets:
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Bitcoin’s Top 5 most, and most inversely, correlated assets (on a de-
trended basis)           

From the results in the first table above (most correlated), it appears that Bitcoin’s de-trended profile (i.e. its cyclicity) 
currently seems to follow typical Growth/Defensives equity dynamics as opposed to Value and Commodity ones.  

Indeed, while US Utilities and US Staples are typical Defensive equity sectors, the Nasdaq 100 is the current expression of Big 
Growth profile. The FTSE 100 is -66% inversely correlated to GBP/USD (de-trended), when the Pound is often considered the 
more cyclical of the 5 major currencies. As for the European Travel & Leisure sector, it is -50% (inversely) correlated to Brent 
Oil. (also a rather cyclical asset)

From the second table above, we can note that Bitcoin is most inversely correlated (on a de-trended basis) with typical 
Value sectors such as European Energy or Banks, commodity influenced currency pairs (GBP/USD, USD/ZAR) and Indus-

trial Metals.

Finally, please note that the above does not imply that Bitcoin is a risk-off asset. Indeed, its de-trended correlation is very 
weak to Gold (-5%), to 30 year Treasury Bond Futures (-8%) or the Bund (0%). As mentioned above, it is much closer to 

Growth and Defensive equity profiles.  In a way, Bitcoin is another typical anti-reflationary trade, and it is interesting to 
note that US Utilities, the Nasdaq 100 and Bitcoin, all corrected down in June and September, the only two months this 
year when US Value stocks corrected up vs US Growth stocks (see our graph on page 33 of this document). 

We will now move on to the graphs to corroborate and complete this statistical analysis.

46



46

XLU - Utilities Select sector SPDR Fund
Daily graph or the perspective over the next 2 to 3 months

As detailed above, we will look at 
the US Utilities sector as a proxy 

for the cyclicity of Bitcoins (this is 
somewhat ironic, especially given 
that Bitcoin mining now consumes 
as much electricity than Ireland). 
Indeed, its de-trended price action, 
which is close to our “Blue” long 
term oscillator (lower rectangle) is 
showing a correlation coefficient of 
62.1% to the one of Bitcoin below. 
These “Blue lines” follow a similar 
rhythm and, more generally, the mo-
dels we would apply to both oscilla-
tor sequences, are the same. On our 
long term oscillators series (lower 
rectangle), we’ve reached a High Risk 
position, while on our medium term 

oscillators (upper rectangle), the current move may extend up into late December. Following that, we would expect a cor-
rection to the downside during January and into mid February, before price resumes up towards the Spring. Note: we came 
to similar timing conclusions on the Weekly graph of the Nasdaq100 vs the S&p500 (the Nasdaq 100 has a 55.3% de-trended 
correlation coefficient to Bitcoin). This analysis can be found on page 21 of this issue of The Capital Observer.

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

Given the similarities of the os-
cillator positions between this 

Bitcoin graph and the one on US Uti-
lities above, we would tend to draw 
similar conclusions for Bitcoin in 
terms of Timing. For some comfort, 
you may compare the price actions 
year to date, and will notice how on 
both oscillators and price rhythms 
have been synchronised. Hence, on 
our long term oscillators (lower rec-
tangle), we also believe that Bitcoins 
may have reached a High Risk posi-
tion (‘HR’). On our medium term 
oscillators (upper rectangle), we 
would also be considering the pos-
sibility of a further extension into 
late December. Following that, we 

would also expect Bitcoin to consolidate to the downside for 3 to 6 weeks, before it accelerates up again into the Spring.  In 
terms of price targets, our I2 Impulsive 2 extended targets (right-hand scale) have been achieved so that there is little visibility.     
Concluding remarks

From our statistical analysis, it appears that Bitcoin is following the dynamics usually attributable to Growth and Defen-
sive stocks. Its de-trended correlation coefficients are for example especially high with US Utilities or the Nasdaq 100. 

Similarly to our projections on these, we would expect Bitcoin to extend up further during December, before it consolidates 
back to the downside into February. Following, that, we expect it to make a last acceleration up towards late Spring when 
it will eventually top out for 2018 along with Equities. Indeed, our study, hasn’t shown any significant correlation between 
Bitcoin and true risk-off assets (Gold or Treasuries). Once Risk assets start to correct, Bitcoin should follow suit. These cyclical 
features of Bitcoin would imply that at some point Bitcoin prices should really start to fluctuate. Note: please be reminded 
that the above analysis is based on current correlations and future extrapolations of these. 47



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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Copyright 
© Diapason Commodities and Currencies (DC&C) / Diapason Commodities Management UK LLP (“Diapason UK”)
Any disclosure, copy, reproduction by any means, distribution or other action in reliance on the contents of this document without 
the prior written consent of Diapason is strictly prohibited and could lead to legal action.

MANAGEMENT JOINT TRUST SA
Disclaimer, No warranty, Copyright
Management Joint Trust SA is an editor of on-line financial graphics platforms as well as an independent research company. The 
information and graphics in this publication represent the opinion of Management Joint Trust SA and are not intended to be a 
forecast of future events and this is no guarantee of any future result. Nobody can predict the future and thus fluctuations of 
market prices (including market crashes). Past trends are not necessarily signs of future trends. Management Joint Trust SA warns 
you of the risks involved with any financial transactions (for example on stocks, bonds, raw materials). Derivatives or foreign 
exchange trades entail even greater risks. You need to be aware that chances of winning are in no way guaranteed and potential 
of losses may be very significant. As a reader of this publication or a user of our websites, you must take into consideration, as 
you select investments, of this uncertainty. This publication or any information provided through Management Joint Trust SA’ s 
websites do not constitute a solicitation or offer, or recommendation to acquire or dispose of any investment or to engage in any 
other transaction. Any reference to a transaction, trade, position, holding, security, market, or level is purely meant to educate 
readers about our methodology as well as possible risks and opportunities in the marketplace and are not meant to imply that any 
person or entity should take any action whatsoever without first evaluating such action(s) in light of their own situation either on 
their own or through a professional advisor. To establish its statistical analysis, Management Joint Trust SA relies on data provided 
by first class outside providers; however, Management Joint Trust SA does not guarantee you the permanence of such supply, nor 
its content. More generally, Management Joint Trust SA, their members, shareholders, employees, agents, representatives and 
resellers or partners do not warrant the completeness, accuracy or timeliness of the information supplied in this publication or 
on its websites, and they shall not be liable for any loss or damages, consequential or otherwise, which may arise from the use 
or reliance of the any information or content in this publication or available on the Management Joint Trust SA’s websites. Hence, 
neither you can nor may hold for certain analysis and interpretations provided in this publication or by our websites. Any financial 
transaction you may instruct is at your own risks. You can not claim nor obtain from Management Joint Trust SA compensation 
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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