
A weaker Yen and a stronger Nikkei will require hedging for currency risk
As with long US Treasury yields considered in the previous chapter, we are positive USD/JPY and the Nikkei towards year 
end and H1 2018. In the meantime, we would expect a bounce in September, but cannot rule out a last sell-off into late 
October / early November.

USD/JPY - Weekly graph orthe perspective over the next 2 to 4 quarters

Over the last couple of 
years, USD/JPY has been 

following a similar dynamic 
than US long term yields (see 
previous chapter). On our 
long term oscillators (lower 
rectangle), we show that the 
retracement to the downside 
since last December may be 
nearing support to create a 
new low, higher than the one 
made in Q3 2016. Our larger 
envelope (larger dark yellow 
band; middle rectangle) is 
heading up and our automa-
tic price objective calcula-
tions (‘C’ Corrective up price 
targets; right-hand scale) are 

calling for higher prices in the near term towards 118 (above that, the ‘I’ Impulsive targets we can calculate would reach into 
the 130s). All this is quite positive and possibly signalling that USD/JPY is getting ready to resume its uptrend. That said, 
the sequence up on our medium term oscillators since Q3 2016 (upper rectangle) would still imply a further retracement 
into mid Q4 2017. This is something we are still watching out for before USD/JPY really starts to accelerate up.

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

We now turn to the Daily 
graph of USD/JPY to 

gain more precision. On our 
medium term oscillators 
(upper rectangle), we show 
a downtrend sequence star-
ting for the lower highs made 
in May (following the April 
rebound). This downtrend 
could bounce a bit during 
September, but may resume 
lower towards end October 
/ early November. On our 
long term oscillators (lower 
rectangle) and although our 
larger envelope is still hea-
ding down (larger dark yel-
low band; middle rectangle), 

we endeavour to follow an uptrend sequence from the April lows. It should find a bottom now, end August, and move up into 
early October. Following than, USD/JPY should correct down again into late October / early November. ‘C’ Corrective targets 
down above 108 have provided support since December and ideally, these levels  should continue to do so, until USD/
JPY finally resumes its uptrend into year-end.
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The Nikkei 225 Index
Daily graph or the perspective over the next 2 to 3 months

Since June, the Nikkei 225 
seems to be making a 

rounding top. Yet on both our 
oscillator series (lower and 
upper rectangles), its situa-
tion is not much different than 
what we’ve seen a few graphs 
above on USD/JPY. On our 
medium term oscillators (up-
per rectangle), a downtrend 
sequence may have started in 
June. It could bounce during 
September. Yet, should re-
sume its downtrend into late 
October. On our long term 
oscillators (lower rectangle), 
the uptrend since April is still 
in place and could lead the 

Nikkei 225 up towards early October. Following that, on both oscillator series, a correction should materialise into late 
October / early November. ‘C’ Corrective target to the downside (right-hand scale) could then justify a retracement 
somewhere back in the 18’000s.

Initial remarks

USD/JPY and the Nikkei 225 both seem well positioned to rise towards year-end and into H1 2018. We would first expect 
a rebound during September, a further period of weakness into late October / early November before prices accelerate 
up until year-end.

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

The Weekly graph of the 
Nikkei 255 Index broadly 

ressembles the one on USD/
JPY. Yet, since the begin-
ning of the year it has been 
somewhat stronger, making 
new highs as USD/JPY conti-
nued to retrace. This is a po-
sitive sign for Japan, or any 
country where equity mar-
kets are rising in sync with 
their currency. It is especially 
remarkable for Japan, where 
export driven companies re-
present a large part of the 
index. Going forward, the 
projection we show on both 
oscillator series (lower and 

upper rectangles) do lead us higher into H1 2018, possibly even more than 25% higher and above 24’000. That said, 
before that happens, both oscillator series are rather cross-current during H2 2017 and could still justify some retracement 
before the Nikkei actually takes off. We will look to the Daily graph below for more precision.
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Investors considerations – hedging for Yen weakness when investing in 
Japan
As we have seen above, we are positive on the Nikkei towards next year (targets towards 24’000). Yet, as the Yen and the 
Nikkei are often inversely correlated, it is crucial for international investors to understand when to hedge the currency 
or not. We will first consider possible tactics over the next 2 to 3 months for both US and European Investors. We will then 
go on to review considerations for longer term investors both on an absolute and relative basis.

The Nikkei 225 Index – in US Dollars
Daily graph or the perspective over the next 2 to 3 months

The Nikkei has remained 
relatively strong in USD 

terms throughout the year. 
This is mostly due to the sus-
tained strength of the Yen vs 
the Dollar since December, 
while the Nikkei has conti-
nued to progress rather well.  
Indeed, this progression of 
the Nikkei has been helped 
by the fact that although 
the Yen has been stronger 
against Dollar, it has general-
ly been weaker versus most 
other currencies, thereby 
lifting the all important Ja-
panese export industry and 
ultimately the Nikkei itself. 

On this graph, both our oscillators series show that the Nikkei in USD should continue up possibly until end October / early 
November, or until USD/JPY finishes it last re-test to the downside (as mentioned at the beginning of this section). Hence, in 
our view, US investors may continue to buy the Nikkei unhedged until late October, but should start hedging for currency 
risk thereafter as we then expect USD/JPY to accelerate up towards year-end and H1 2018.

The Nikkei 225 Index - in Euros
Daily graph or the perspective over the next 2 to 3 months

Now looking at the Nik-
kei denominated in Eu-

ros, the story is rather diffe-
rent. Indeed, the Euro has 
been strong versus the Yen 
throughout the year, recent-
ly made new highs early Au-
gust and will probably move 
higher again into early Oc-
tober (see graph on page 38 
of this document). This Euro 
strength is having a strong 
negative effect of the Nikkei 
denominated in Euros and 
we would advise European 
investors to already start 
hedging for currency risk if 
they are considering to invest 

in Japan.  Indeed, on both oscillator series (lower and upper rectangles), we would expect the Nikkei to remain weak in 
Euro terms until at least early October, and following a bounce during October, to weaken again towards year end. This 
is substantially different from the scenario we have on the Nikkei standalone. This is due to the continued strength we expect 
on EUR/JPY over the next few quarters. Our ‘I’ Impulsive targets down (right-hand scale) indicate that the Nikkei could lose 
another 10% in Euro terms over the next few months. 
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We now move one to consider the long term perspectives of the Nikkei 
vs other equity markets

The Nikkei 225 Index vs the S&P500 Index (both in US Dollar, i.e. not 
hedged)
Bi-monthly graph or the perspective over the next 1 to 2 years

In Dollar denominated 
terms, the Nikkei vs the 

S&P500 has been in a weak 
consolidation to the upside 
since early 2015. We be-
lieve, it is now getting ready 
to resume its downtrend 
possibly into mid / end 
2018 (perhaps even 2019) 
as shown on both our oscil-
lator series (lower and upper 
rectangles). Looking at the 
history of the ratio, the Nik-
kei in USD versus the S&P500 
seems to perform well in risk-
off situations and very ear-
ly in the cycle. This was the 
case in 2008-2009 or in 2015 

(less so in 2013) and it is probably due to the strength of the Yen during such periods.  This will probably not be the case over 
the next few quarters given our global scenario, where we expect another (and last) leg up in reflation assets into H1 2018 
as well as a weaker Yen.  

The Nikkei 225 Index vs EuroStoxx 600 Index (both in Euros, i.e. not 
hedged)
Bi-monthly graph or the perspective over the next 1 to 2 years

Since 2008, the Nikkei 
has outperformed the 

Eurostoxx 600 on a Euro de-
nominated basis. It howe-
ver topped out mid last year 
when a “High Risk” situa-
tion was identified on our 
long term oscillators (lower 
rectangle). Such situations 
usually trigger 1 or 2 years 
of consolidation to the 
downside. That said, the se-
quence we show on our me-
dium term oscillators (upper 
rectangle) may still resume 
its uptrend, yet the poten-
tial acceleration point to the 
upside is at least 2 quarters 

away and the risk/reward situation shown by our price targets (right-hand scale) is rather neutral (similar ‘I’ Impulsive poten-
tial up than ‘C’ Corrective downside risk). So, the Nikkei vs EuroStoxx 600 not hedged for currency risk is not a relative trade 
we would actively pursue for now.
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The Nikkei 225 Index vs the S&P500 Index (like to like comparison, i.e. 
currency hedged)
Bi-monthly graph or the perspective over the next 1 to 2 years

This graph reviews the 
relative performance of 

the Nikkei vs S&P500, yet 
on a hedged currency basis. 
It hence captures any Nikkei 
outperformance even if the 
Yen weakens substantially. 
On both our oscillator se-
ries (lower and upper rec-
tangle), we would expect 
this ratio to bounce from 
Q4 2017 into mid 2018 at 
least (even end 2018 if the 
last leg of the reflation trade 
is stronger than we currently 
expect). Following that, the 
Nikkei should start underper-
forming again as the business 

cycle starts to turn and the Yen strengthens again.

The Nikkei 225 Index vs the EuroStoxx 600 Index (like to like comparison, 
i.e. currency hedged)
Bi-monthly graph or the perspective over the next 1 to 2 years

Finally, we look at the Nik-
kei vs the EuroStoxx600 

on a hedged currency basis. 
A “High Risk” situation was 
identified more than 2 years 
ago by our automatic messa-
ging. The consolidation since 
then has been relatively ta-
med and both our oscillator 
series (lower and upper rec-
tangles) could now suggest, 
that the Nikkei (hedged 
for currency risk) is getting 
ready for a last move up vs 
the EuroStoxx 600 towards 
H1 2018. Following that, we 
would expect the Nikkei to 
underperform again as the 

Yen gathers strength vs most currencies, sometime towards mid 2018, and Japanese exporters start suffering again.

Concluding remarks

USD/JPY and the Nikkei may be getting ready to bounce in September. Following that a new period of retracement to the 
downside should materialize into October before both start accelerating up again towards year-end and H1 2018. US and 
European investors should definitely hedge the Yen currency risk out in order to fully capture the strong performance 
we expect on the Nikkei over the next few quarters. This is especially true on a relative basis vs other major markets. We 
believe, it is probably also more urgent for European investors to do so as EUR/JPY seems much stronger that USD/JPY, 
over the next couple of months at least.  
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