
China and base metals are re-accelerating; these trends should continue 
into H1 2018

In our on article last month we saw “multiple opportunities in H2 2017 for commodities” and favored “Industrial metals 
over Precious metals and Agricultural commodities” towards year-end. This month we review these Industrials Metals 
in more detail and consider them in light of the rising Chinese equity markets. We will start with China as it is probably 
the main motor behind this trend.

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

Following its strong re-
bound last year (plus 

25% from through to high), 
China corrected down into 
May creating an important 
low on our long term oscilla-
tor series (lower rectangle). 
This base should allow it 
to move higher into year-
end at least. The uptrend 
sequence we project on our 
medium oscillators started 
early last year (as with other 
“Reflation trades”) and it 
should continue upwards at 
least until early 2018. Our ‘I’ 
Impulsive price targets (right-
hand scale) are too aggres-

sive. Indeed, the historical volatility we base them on, is unusually high due to the 2015 spike. We will revert to other time 
frames to assess the price potential over the coming quarters.

Shanghai Composite
Bi-monthly graph or the perspective over the next 1 to 2 years

Taking a longer term view, 
we look at the bi-mon-

thly graph of the Shanghai 
Index. Both oscillator series 
we project continue to the 
upside into H1 2018 (lower 
and upper rectangles). Our 
‘C’ prices targets to the up-
side (right-hand scale) are 
probably best suited to as-
sess the potential of the cur-
rent uptrend. They allow us 
to calculate a price target 
zone between circa  3’300 
(current levels) and the 
lower 4’000s.
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Shanghai Index
Daily graph or the perspective over the next 2 to 3 months

During the last few weeks, 
The Shanghai Compo-

site has been accelerating 
strongly. On both oscillator 
series (lower and upper rec-
tangles), the sequences we 
project are calling for some 
consolidation between now 
a mid October. Following 
that, the Shanghai Compo-
site then re-accelerates into  
year-end. Hence, downside 
consolidations over the 
couple of months should 
provide good Buy the Dips 
opportunities. The ‘I’ Impul-
sive potential to the upside 
on this Daily graph (right-

hand scale) is towards 3’550 over the next few months (or plus 5-6 % percent, possibly more thereafter into next year).

Shanghai Composite vs the MSCI World Index (Currency hedged)
Daily graph or the perspective over the next 2 to 3 months

On a relative basis vs the 
MSCI World, the Shan-

ghai Composite started to 
rebound in May. This circa 
7% rebound is quite strong 
as it is considered without 
the currency effect (on a cur-
rency hedged basis) and the 
Yuan has also been moving 
up as we will describe in the 
graph below. We correctly 
anticipated this move in our 
the May edition of The Ca-
pital Observer published on 
the 26th of May. On both our 
oscillators series (lower and 
upper rectangles), we could 
expect some consolidation 

to the downside from late September into mid October before the Shanghai Composite starts accelerating up again 
towards November and possibly year-end. In first instance, it could reach the higher end of our ‘C’ Corrective targets up 
some 3% higher (without the currency effect).

27



Yuan per US Dollar
Daily graph or the perspective over the next 2 to 3 months

The recovery in China, on 
both an absolute basis 

and versus the MSCI World 
Index, is even more impres-
sive as it has been accom-
panied by the headwinds of 
a strong currency. Indeed, 
the Yuan has also gained 
almost 4% against the USD 
since May. Indeed, when it 
is considered in US Dollars, 
the outperformance of the 
Shanghai Composite versus 
the MSCI World is more that 
10%.  Such strength on both 
the equity and the curren-
cy sides are relevant of a 
sound and strong recovery. 

Both our oscillator series (lower and upper rectangles), suggest that following a slight bounce during late August and the first 
half of September, the US Dollar should remain weak versus the Yuan, probably into November. 

Goldman Sachs Industrial Metals Index
Weekly graph or the perspective over the next 2 to 4 quarters

With the rebound in 
China since May, In-

dustrial Metals have been 
flying. They were the first re-
flation assets to finish their 
retracement down from the 
Spring and to resume their 
uptrend. This uptrend is 
now well underway again, 
and the move should conti-
nue possibly into Spring 
next year. This is shown by 
the models we project on 
both oscillator series (lower 
and upper rectangles). Since 
May, this Index has perfor-
med more than 16% and our 
‘I’ Impulsive targets up (right-

hand scale) are calling for another 15% to 20% of upside into next year.
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Goldman Sachs Industrial Metals Index
Daily graph or the perspective over the next 2 to 3 months

On a Daily graph basis, 
Industrial metals have 

been very strong with prac-
tically no correction to the 
downside since June. As 
shown on both oscillator 
series (lower and upper rec-
tangles), the move could 
continue towards late Sep-
tember, when a correction 
to the downside may ma-
terialize into mid October. 
The short term potential is 
almost exhausted, i.e. our ‘I’ 
Impulsive targets to the up-
side (right-hand scale) have 
pretty much been achieved. 
Hence mid/late October 

may constitute a better “Buy the Dips” opportunity for a move that may extend up to at least year-end. We would refer 
you to the Weekly graph above and its 15 to 20% target potential to the upside until next year.

Goldman Sachs Industrial Metals Index vs Goldman Sachs Precious Me-
tals Index
Daily graph or the perspective over the next 2 to 3 months

The ratio of Industrials 
versus Precious Metals 

has re-accelerated since it 
bottomed between April and 
June.  The sequences on 
both oscillator series (lower 
and upper rectangles) re-
main uptrending into the 
2nd Half of September and 
even early October. The out-
performance potential until 
then as measured by our ‘I’ 
Impulsive targets up (right-
hand scale) is circa 5%. This is 
relatively low given the vola-
tility of both instruments (the 
move is already extended). 
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Copper Spot (LME, in USD)
Weekly graph or the perspective over the next 2 to 4 quarters

Copper is the largest com-
ponent of the industrial 

metals space. It is often 
considered as a bell-weather 
for the Chinese market. It has 
been accelerating up again 
rapidly since the Spring 
and may climb towards the 
8’000 a ton levels into early 
next year (‘I’ Impulsive tar-
gets up; right-hand scale). 
Indeed, the timing of both 
our oscillator series (lower 
and upper rectangles) show 
tops that could materialize 
into late 2017 / early 2018. 
Our automatic messaging is 
calling for an intermediate 

top in September so that we might see a bit of retracement over the next month or so before prices accelerate up again 
towards year-end. 
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Aluminum Spot (LME, in USD) 
Weekly graph or the perspective over the next 2 to 4 quarters

The re-acceleration of 
Aluminum had lagged a 

bit (vs Copper). Yet, over the 
last month, it has been im-
pressive. Both our oscillator 
series suggest that it should 
continue to the upside until 
Q2 2018 (lower and upper 
rectangles). The ‘I’ Impul-
sive price potential (right-
hand scale) is still important 
as Aluminum could reach 
into the 2’400s a ton towar-
ds next year or another 15% 
higher.
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Zinc Spot (LME, in USD) 
Weekly graph or the perspective over the next 2 to 4 quarters

Zinc does seem a bit more 
advanced. Both our os-

cillator series (lower and 
upper rectangles) suggest 
that it may start to make an 
intermediate top later this 
year. That said, the poten-
tial to the upside is still in-
teresting: our ‘I’ Impulsive 
targets to the upside (right-
hand scale) could extend 
into the 3’400s (or another 
6 to 8% higher).

Nickel Spot (LME, in USD)
Daily graph or the perspective over the next 2 to 3 months

Finally, we look at Nickel. Vs 
other industrial metals, it had 
seen a weaker first move up 
in 2016, as well as a stronger 
retracement during H1 2017. 
Over the last 18 months, it 
had been the weakest of the 
larger Industrial metals. We 
believe it might be currently 
catching up. We review here 
its Daily graph and the strong 
acceleration it initiated in 
June. On both our oscillator 
series (lower and upper rec-
tangles), this acceleration 
could continue over the 
next few weeks, consolidate 
a bit from end September 

into October and then re-accelerate up again towards year-end. The ‘I’ Impulsive potential up over the next few months 
is above 10% (right-hand scale). The Weekly graph (not shown here) indicates an additional 10% upside potential towards 
next year (so altogether, circa 20% upside potential into next year).

Concluding remarks

China and Industrials Metals are leading the reflation trades back up into H1 2018. They’ve bottomed in May/June, have 
since accelerated up impressively and should continue to so towards yearend at least. Some retracement into late Sep-
tember / October would provide good “Buy the Dips” opportunities.  
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