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The Yen will continue to accelerate up on risk-off 
considerations

21 / TIMING AND TACTICAL INSIGHT

The rather market friendly 1st round of the French election last weekend fueled a 2 figures bounce in USD/JPY 
(from 109 to 111.5) and a 5 figures bounce on EUR/JPY (116.5 to 121.8). Over the course of the next few weeks 
however, we believe the Yen could resume its uptrend vs both the Dollar and the Euro and probably remain strong 
into the Summer. 

Since it topped out in 
2015, USD/JPY has been 

following a typical down-
trend sequence on both 
our oscillator series (upper 
and lower rectangles). Fol-
lowing its strong bear mar-
ket rally during H2 2016, it 
started to roll-over again in 
December 2016 as the first 
risk-off / defensive rotations 
started to materialize in the 
wake of the strong Trump 
post-election rally. The tim-
ing of the model we project 
on our medium term oscilla-
tors (upper rectangle) would 
imply that USD/JPY remains 
under pressure until mid 
year at least and probably 

In our February issue, we had 
expected USD/JPY to correct 

down from early March 
into April. Whereas in our 
previous issue (in late March), 
we had expected a relief 
rally during April, as shown 
by both our oscillator series 
(upper and lower rectangles). 
This bounce has yet to really 
materialize, yet we believe 
it could still happen to a 
limited extent into end April/
early May. Following that, we 
would expect USD/JPY to roll 
over again to the downside 
during May and continue 
lower towards July at least. 
Similarly to our Weekly 
chart above, the 106 level 

USD/JPY (Weekly graph or the perspective over the next 2 to 4 quarters)

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

into Q3 2017. This analysis is confirmed by both our longer term oscillators (lower rectangle) and our automatic mes-
saging which point to an August 2017 low. Price targets (right-hand scale) are currently testing the support of our “C” 
corrective targets down between 113 and 106. If these were to break (i.e. below 106), which given the several months 
left until August is quite possible, one could expect USD/JPY to retest its 2016 lows below 100.

constitutes the lower end of our “C” corrective targets down and crucial support (right-hand scale). Below these 
levels the next targets down point to a sell-off below 100 into the Summer.



In our last letter, we 
had expected some 

retracement down of EUR/
JPY during Q2 2017. Despite 
the recent bounce on the 
1st tour results of the French 
Election, our medium term 
oscillators (upper rectangle) 
are still positioned for 
a sell-off that could last 
into Q3 2017. Our longer 
term oscillators (lower 
rectangle) are also still in 
a downtrend sequence 
which should lead us into 
mid year, early Summer. 
“I” impulsive prices targets 
down between 114 and 103 
(right-hand scale) would 
imply that EUR/JPY could 

easily make new low before it becomes exhausted.

EUR/JPY
(Weekly graph or the perspective over the next 2 to 4 quarters)

According to the model we 
project on our long term 

oscillators (lower rectangle), 
we believe that the move 
up on EUR/JPY which started 
mid 2016 was completed 
with the lower high that 
was made early March. A 
new downtrend sequence is 
now underway as shown on 
our medium term oscillator 
series (upper rectangle). We 
did expect a bounce during 
end April / early May (which 
is currently materializing 
following the rather market 
friendly first round of the 
French election). Yet, from 
early May, EUR/JPY should 
start rolling over again to 

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

the downside first into June and then into the Summer. Making it below 114, i.e. our “C” corrective targets down 
(right-hand scale), would confirm this negative scenario: the next level of price targets down we can calculate are 
between 108 and 104.

Concluding remarks:
Despite the relief bounces we are seeing since Monday morning on the back of the rather market friendly first 
round of the French election, USD/JPY and EUR/JPY could resume their downtrend from early May into the 
Summer, possibly retesting their 2016 lows. 
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As Bank of Japan Deputy Governor Kikuo Iwata recently stated, “we´re trying to achieve inflation accompanied by a 
rise in wages and productivity”. That said, “it´s true that if the yen weakens, it may quicken achievement of our price 
target» (Governor Kuroda). Indeed, despite recent improvements in manufacturing data, the fate of the Japanese 
investment case is still very closely linked to the YEN and its risk-off characteristics. Our analysis above suggests 
little respite until the YEN tops out again sometime during Q3 2017.

Following the strong rally, 
which materialized on the 

back of a weaker Yen in H2 
2016, the model we project 
on our longer term oscilla-
tors (lower rectangle) is call-
ing for more retracement 
to the downside into early 
Q3 2017. The sequence on 
our medium term oscillators 
(upper rectangle) is slightly 
more positive with a higher 
low expected in July. Given, 
our negative bias on USD/
JPY and EUR/JPY mentioned 
above, we would favor the 
first alternative and would 
expect the Nikkei 225 to 
continue to correct towards 
its “C” corrective targets 

Despite the strong Yen 
appreciation we expect, 

Japanese equities should 
perform negatively in USD 
terms until mid year at 
least, possibly towards the 
Summer (see the models 
we project on both oscillator 
series; lower and upper 
rectangles). Indeed, we 
believe that the sell-off in 
Japanese equities is likely  
to be stronger that the one 
in USD/JPY in percentage 
terms, justifying this negative 
performance. Following that, 
we expect EWJ to resume its 
uptrend towards year-end 
and early 2018.

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

EWJ - iShares MSCI Japan Index Fund (USD denominated Japanese 
market Tracker)
(Weekly graph or the perspective over the next 2 to 4 quarters)

down between 17’800 and 15’900 (right-hand scale). Following that, the Nikkei 225 should resume its uptrend into 
early 2018.

Japan’s Investment case is still dominated by risk-on / risk-off 
considerations
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When compared like 
to like (i.e. on a cur-

rency hedged basis), the 
Nikkei 225 is likely to un-
derperform the S&P500 
Index until August 2017 as 
suggested by our automat-
ic messaging (middle rec-
tangle). This projection is 
validated by the model we 
project on our long term 
oscillators (lower rectangle), 
which is eying early Q3 2017 
lows. The model, we project 
on our medium term oscilla-
tor is slightly more positive, 
but still suggest a further 
low in Q3 2017 (upper rec-
tangle). Given our current 
“I” impulsive targets down 

Similarly to the Nikkei 225 
/ S&P500 hedged ratio 

above, the hedged currency 
ratio to the Eurostoxx 600 
is also negative towards 
August 2017 as described 
by our automatic messaging 
(middle rectangle). The 
sequences on both our 
oscillator series (lower 
and upper rectangles) also 
confirm this weakness. If the 
ratio were to break below its 
“C” corrective targets down 
(some 5% lower; right hand 
scale), the downside could 
be substantial.

Nikkei 225 Index vs the S&P500 Index (currency hedged ratio)
(Weekly graph or the perspective over the next 2 to 4 quarters)

Nikkei 225 Index vs Dow Jones EURO STOXX 600 (currency hedged ratio)
(Weekly graph or the perspective over the next 2 to 4 quarters)

(right-hand scale), we could expect this currency  hedged  ratio to retest  its 2016 lows. 
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Looking for further confir-
mation using the shorter 

term market rotation, we 
turn to the relative chart of 
small caps vs the wider mar-
ket (both ETFs are denomi-
nated in USD; i.e. like to like 
in terms of currency). Given 
their more domestic bias, 
small caps are typically less 
sensitive to changes in the 
Yen exchange rates. The 
models we project on both 
our oscillator series above 
(lower and upper rectan-
gle) as well as our automat-
ic messaging (middle rec-
tangle) suggest that small 
caps should outperform 
the wider market until late 

Flipping the argument 
around, we compare the 

currency hedged Wisdom 
Tree ETF focusing on 
Japanese exporters to the 
Japanese wider market ETF. 
Both ETFs are widely used to 
invest in the Japanese market 
and their ratio is very similar 
to the timing and direction of 
the Nikkei itself. From both 
our model projections (lower 
and upper rectangles) as well 
as our automatic messaging 
(middle rectangle), we would 
expect Japanese exporters 
hedged for currency risk 
to remain weak vs the 
Japanese wider market until 
at least mid year / possibly 

SCJ - iShares MSCI Japan Small Cap Fund / 
EWJ - iShares MSCI Japan Index Fund
(Daily graph or the perspective over the next 2 to 3 months)

DXJ - WisdomTree Japan Hedged Equity Fund / 
EWJ - iShares MSCI Japan Index Fund
(Daily graph or the perspective over the next 2 to 3 months)

June at least, which confirms our negative bias on the Yen and possibly the wider Japanese market until then.
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July.   This would typically be associated with a stronger Yen.



Considering the Risk-on 
/ Risk-off relationship 

in the Japanese markets, 
we compare the Nikkei 
225 to the Japanese Gov-
ernment Bonds. Again this 
ratio shows a very similar 
picture to the one on other 
charts above, with both of 
oscillator series (lower and 
upper rectangles) pointing 
to weakness of equities vs 
bonds into Q3 2017. Follow-
ing that, we would expect 
Japanese Equities to outper-
form Japanese Government 
Bonds again into early 2018. 

Rate differential with other 
countries is key to the 

the Japanese carry trade. It 
is a crucial influence on the 
flows in and out of Japan 
and the Yen. Abenomics 
have done their best to keep 
Japanese rates low (even 
despite the recent Reverse 
Operational Twist aimed 
at engineering a slight 
steepening of the curve) 
and the spreads are hence 
primarily driven by the 
yields that can be achieved 
in other geographical areas. 
On both our oscillator 
series (lower and upper 
rectangles) as well as our 

Nikkei 225 Index / Japanese Gov. Bonds (Jun)
(Weekly graph or the perspective over the next 2 to 4 quarters)

US IR Swap Rate 10 Years - Japan IR Swap Rate 10 Years
(Daily graph or the perspective over the next 2 to 3 months)

automatic messaging (middle rectangle), the spread with US rates should continue to contract until late June at 
least, implying more flows back into Japan, the Yen and, as we have seen above, possibly JGBs rather than equity, 
i.e. a truly defensive context.

Concluding remarks:
We expect further Yen strength as well as further contracting of the USD-JPY interest rate differential into Q3 2017. 
It should continue to fuel a risk-off environment in Japan, negatively influencing the performance of the Nikkei 225 
vs other markets, vs Japanese small caps as well as vs Japanese Government bonds. 
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