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4/ Executive Summary

The Capital Observer editors team, London / Geneva, April 12th 2018
to view previous issues, please visit our website at: http://www.thecapitalobserver.com

12 / Timing the Late Cycle Stage:  growth in risk asset prices likely until late Q2 - early Q3 2018 - We wrote in the January 
2018 Capital Observer issue that the growth cycle is transitioning towards the late stage. During the next few months, risk 
assets will get support from still positive macro, but global/US systemic liquidity is receding in the aggregate (which has long-
term implications for risk asset prices), and inflation risk is putting pressure on the Fed, which may again over-tighten. The 
background data is still favourable. US macro conditions are still consistent with historical norms which prevail during the last 
stage of the cycle. U.S. business sentiment and economic indicators have been trending higher; manufacturing and services 
surveys as well as capital spending plans tracked by ISM have been rising as well. Both variables suggest PMI manufacturing 
will be rising until at least September, this year. Nonetheless, macro data is not the last word in the forecasting of asset prices. 
In our experience, the most reliable correlations (relatively speaking) can be found between the causality from monetary 
flows (changes in systemic liquidity) to the changes in asset prices. The grand-daddy of systemic liquidity is, of course, the 
aggregate stimulus provided by the leading global central banks (the Fed, European Central Bank, Bank of Japan, People’s 
Bank of China, and Swiss National Bank). Excepting the Federal Reserve, most of the G5 global central banks are still adding 
to or are holding the nominal levels of stimulus. For instance, the ECB will still be buying securities until December this year. 
The Bank of Japan has been making hints of further tapering their stimulus activity, but has, so far, refrained from any drastic 
reduction of systemic money inflows. The rate of inflows still looks positive but is slowing down, and will probably reach a 
keel-over point with regards to their impact on asset prices, by Q3 this year.

17 / Timing and Tactical Insight - Late stage asset rotation may suggest one last push up for reflationary assets before 
they top out this Summer - Our graphical analysis would confirm the late stage cyclical outlook suggested by our interpre-
tation of the Pring Turner 6 Business Cycle Stages model. Indeed, the uptrend on Equities is pretty much exhausted. We 
believe that any extension to the upside over the next couple of months would probably be short lived. Bonds, on the other 
hand, seem to be approaching the end of their Correction down since mid 2016. They may extend lower until mid year 
(US10Y Treasury yield may reach into the 3.0 to 3.5% range), yet should start to reverse up in H2 2018 on the back of risk-off 
considerations. Finally, Commodities are still showing strong momentum for now. They could outperform both Bonds and 
Equities possibly until mid year, perhaps even mid Summer, before they also start reversing down towards year-end. Such 
an environment, where we expect Equities, Treasury Yields and Commodities to top-out and start reversing down over the 
next 6 months, is certainly a late stage one, where markets are anticipating that the business cycle is likely to top-out soon.

25 / The widening Libor-OIS spread: it is not as benign as perceived - Some analysts see this year’s  surge in a key short-
term dollar-financing indicator, the Libor-OIS spread, as being driven by structural forces that may persist without signalling 
an underlying credit-driven upheaval. In effect, dollar funding pipelines between the US and the rest of the world have been 
squeezed by changes in laws, not bank creditworthiness.  Put simply, while the Libor-OIS spread widening looks scary, this is 
not portending an impending systemic failure according to the same analysts.  The increase in this proxy for bank borrowing 
costs has caused alarm, since the gauge’s surge was seen as a warning sign during the financial crisis. Most of the widening 
of the spread is coming from pressure on the Libor Rate (LR) – in other words, it is rising much faster than the OIS Rate. The 
repatriation incentive is making offshore corporate savings available onshore and leading corporate treasurers to liquidate 
bank-debt holdings with one- to three-year maturities. With diminished demand for their debt, foreign banks are making 
up for that lost funding in part by issuing more three-month commercial paper and certificates of deposits. There is actually  
a confluence of several factors which is driving the term market rates higher. Some of  which can be called the “incidental” 
explanations. However, there is a real, “structural” explanation: the US Treasury has been normalizing its cash balances. 
Normalization drained close to $400 billion of reserves from money markets during Q4 2017, and its impact has been, and 
are still being felt, the world over. The side effects are not confined to the term (money) markets -- the equity markets have 
reacted badly to the withdrawal of massive liquidity, have fallen sharply, and are still in the process of stabilizing, and should 
soon make a trough (which we think will happen before April is over). This was not a one-off event – the equity markets 
always suffer dislocation (in varying degrees), whenever the LR-OIS spread widens sharply. Therefore, the widening of mar-
ket term spreads cannot just be dismissed off-hand with clinical, incidental explanations – those widening episodes always 
have a cost. Systemic liquidity is what manly drives the markets, and when liquidity suffers a blockage or is withdrawn, the 
term markets seize up, and asset prices pay the price but some such as the dollar could benefit. This is what we look into 
this month.

29/ Timing and Tactical Insight - Is the widening of LIBOR-OIS spread already affecting the pricing of Banks and of listed 
Credit instruments?  - Over the next couple of months, our graphs may suggest that the LIBOR-OIS spread may soften some, 
while Credit and potentially Banks regain some steam and attempt to recoup some of their recent underperformances. Both 
are probably driven by the more general reaction up we expect on risk assets, probably from late April into June. Looking 
into H2 2018, however, we are forecasting a rather strong deterioration in the cross asset picture. Equities, Commodities and 
Long term Yields should be topping out for this cycle between mid year and the Summer, while the Yield Curve continues 
to flatten aggressively again, Banks underperform and Credit starts to falter. We suspect that beyond the many regulatory 
and/or fiscal structural changes that are currently put forward as explanations for the recent widening LIBOR-OIS spread, 
these negative financial conditions will provide the type of environment that could see a strong increase in funding costs. 
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We hence suspect that the LIBOR-OIS may gradually come back to haunt us as the year progresses, and it probably won’t be 
due to specific changes in regulatory or fiscal conditions.

35 / The outlook from Systemic Liquidity Models: looking for a major trough during the second half of April 2018, fol-
lowed by the next phase of the bull market- At The Capital Observer, we have always considered analysis of systemic liquid-
ity conditions as a key tool in our approach to assess the outlook for asset prices . As we said in another article in this edition, 
macro data is not the last word in the forecasting of asset prices. The economy (GDP growth) is frequently a lagging indicator. 
Even so-called “first principles” relationships in Economics frequently flip-flop. In our experience, the most reliable correla-
tions (relatively speaking) can be found between the causality from monetary flows (changes in systemic liquidity) to changes 
in asset prices . Very often, it is the change rate in the nominal values (flows), not the absolute changes in nominal value 
(the stock), which makes the most impact. Note, however, that the response of asset prices to the impact of those flows is 
variable; some assets respond more quickly to the flows; for other assets, the impact of those flows come later. In this article 
we have decided to display the impact that liquidity could have on the price structure for many key assets. These are the 
general descriptions of expected market action over the next few weeks and months based on liquidity developments from 
the US Treasury and the Federal Reserve: For equities, high yield, The US Dollar, and Bitcoin, we expect a sub-cycle trough 
in the second half of April – likely during the third week of April. A new upside phase of the bull market follows, one which 
could extend up to mid to  late part of Q3 2018 depending on each asset.

38 / Timing and Tactical Insight -  The reflation trade will see one more rally, probably between late April and June - Over 
the last 10 days, Equities have started to rebound from the strong sell-off they have suffered since early February. Although, 
we remain constructive on risk assets over the next couple of months, we would remain cautious for another week to 10 
days. Indeed, on many risk assets, our oscillators are signalling that we may see one more retest down into late April (perhaps 
just a retracement of the latest bounce). Following that, we believe that risk assets should initiate a new rally, probably led 
by Commodities, Emerging Markets and Growth themes such as the Nasdaq 100. These will probably push to new highs by 
June, along with US long term Interest rates and EUR/USD. For other markets, we expect at least a strong rebound (Europe 
and Japan), and for the S&P500 a possible retest of previous highs. From June into early Summer, we will await that most 
reflationary trades start topping out. The “Bear” market that follows may last 12 to 18 months.

44 / Gold set for one more rally to a new high, but will likely come under extreme pressure later in the year when the 
US Dollar takes off - Gold is a pivotal asset as it links to many economic parameters and financial series. The most popular 
attribute of Gold from the point of view of investors is that it can be a safe haven destination. Gold had also responded to 
initiatives from the Federal Reserve, its price falling during the times that the central bank had raised rates and reduced its 
balance sheet – policy moves that tended to increase the allure of the US Dollar. That is why at the core, we call Gold the 
“anti-Dollar”.  Gold is also bound to the vicissitudes of economic growth and activity, as much as equities or bonds are. For 
instance, we all know that gold is negatively correlated to GDP growth – which makes the yellow metal the perfect antithesis 
of equities. We have always maintained that this negative relationship is what makes Gold attractive as part of an asset allo-
cation. This is, in fact, the best role for the yellow metal, in our opinion.

Yield-less but credit-risk-free gold also becomes attractive to inventors as a way of hedging the possibility of an unexpected 
rise in inflation. Looking at these relationships , after one more rally on the upside, we expect that precious metals will likely 
be under extreme pressure by late Q2 as the US Dollar takes off. We do not expect the pressure to ease off precious metals 
until later in the year.

47 / Timing and Tactical Insight - Gold should break-out to the upside, before it retraces down on USD strength in H2 2018
- Over the next few weeks, Gold should be able to break out above its 2016 highs and probably move up towards June/July 
and the 1’400 USD/oz mark. That said, this move may be short lived as Gold is denominated in US Dollars, which is now quite 
Oversold and could be getting ready to bounce. Indeed, during H2 2018, we expect Gold to retrace most of its recent gains, 
as the Dollar starts to turn up. The graph of Silver, which has recently been weaker than Gold, highlights this upcoming move 
to the downside, probably from early Summer into the Fall. Following this retracement, Gold should start to turn up again vs 
all currencies. Indeed, we expect that, by then, the business cycle should have started to turn down, and that financial condi-
tions will probably be deteriorating quite quickly.  The uptrend that follows for Gold will probably last into late 2019 / 2020.

52 / Splicing the markets - Focus on the Energy sector in light of the strong uptrend in Oil - Both in the US and in Europe, 
our longer term relative graphs would suggest that the Energy Sector could be outperforming its benchmark indexes towards 
mid year. Shorter term, we would probably wish to wait a week to 10 days until our oscillators confirm a more comfortable 
set-up to enter this uptrend. The potential to the upside for these Energy sectors is potentially between 10 and 15% on an 
absolute basis.
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In our last newsletter on the 8th of March, we believed that the consolidation period on risk assets since January was 
probably still underway.  More precisely, we expected that the rebound on equity markets would probably die out towards 
mid March (which it did), and that equities would sell-off once again to retest their early February lows, probably towards 
early, perhaps late April.  Concomitantly, we also expected that reflation trades and inflationary dynamics would probably 
enter a short period of correction, that Copper could retrace down to 6’500 $/ton, that Brent could revisit the lower 60s $/
barrel, or that the US10Y yield could soften down to 2.7s%. All these projections have pretty much come true, except for 
Oil which briefly retraced some, but not as much as we expected. Finally, we were also bullish on the Dollar, which we saw 
strengthening into April. This was correct on USD/JPY, while EUR/USD continued to trade sideways in a narrow range.

As we write, most risk and reflationary assets have been rebounding since early April. Although these rebounds are promising, 
our models are still pointing to the possibility of a last downside retest towards late April. During this last move lower, we 
believe some risk assets may make marginal new lows, others may only partially retrace their recent rebound since early 
April. Following that, from late April, at the latest early May, we would expect equities, commodities and long term yields 
to resume their uptrends, potentially towards June, and perhaps early Summer. This move up comes as the business cycle 
and related market cycles are already very mature, and we would probably consider that this last push up (which could be 
particularly strong on Oil, Industrial Metals and other Growth themes such as Emerging markets or the Nasdaq), may be the 
last one for this cycle, before risk and reflationary assets top out, and gradually enter a 12 to 18 months Bear market during 
the Summer.

On the Dollar front, we still expect one last downside retest over the next 2 months. It may start fairly soon, yet we would 
rather see it happen once risk and reflationary assets take off towards late April / early May. It could probably extend into 
late May, early June. That said, on the price target front, we do not see it traveling much lower. EUR/USD may make marginal 
new highs (DXY marginal new lows), while USD/JPY may see some kind of retest, or perhaps even only a strong retracement 
of the recent bounce, given the rather risk-ON environment we expect.  Longer term, we still consider that the US Dollar is 
getting Oversold, and that our macro-economic views would support its reversal up over the next 6 to 12 months. Finally, 
Gold is also likely to break out to the upside over the next two months. It may move up to reach the 1’400 $/oz mark. Yet, 
this break-out could be short lived, as from mid-year, probably into the Fall, it should retrace most of its last acceleration up, 
and probably more, once the Dollar starts to gather steam. Following that, Gold may then start to accelerate up again vs all 
currencies, possibly from year-end into 2019 as the risk-OFF environment continues to worsen.

6/ Mapping the markets 

Main 
Equities

US

S&P500

The consolidation down since January could 
still retest down during late April, yet there-
after should resume its uptrend towards late 
May/June and may retest its January highs.

From Mid year, the S&P500 could top 
out for this cycle. The Bear market that 
follows could last 12 to 18 months. An 
opportunity to start reducing risk.

Europe
   
EuroStoxx50

The bounce since late March has been quite 
strong, yet it may retest down again until late 
April. Thereafter, the index may continue to 
bounce towards late May/June.

From Mid year, the EuroStoxx50 could 
top out for this cycle. The Bear market 
that follows could last 12 to 18 months. 
An opportunity to start reducing risk.

EMs

MSCIEM USD

Emerging markets are still consolidating and 
some downside risk remains until end April. 
Thereafter, EMs should accelerate up to new 
highs (10-15% potential left) 

As with developed markets, Emerging 
market should be topping out towards 
mid year. They could be first in line to 
correct given that we expect the USD to 
start reversing up.

Treasuries US10Y

Bond prices

US Treasuries could resume their downtrend 
from end April into June, US10Y yield should 
reach above 3%, possibly even towards 3.5%

US Treasuries Yields should top out with 
equities around mid-year and start re-
versing down towards year end at least. 
Start accumulating.

Germany 10Y

Bund prices

The Bund could start to consolidate at high 
levels from late April, possibly until June. We 
expect some retracement of the recent re-
bound, yet no widespread sell-off.

The Bund should resume its uptrend 
from mid year, probably towards year-
end at least.

Next 2 months 3 to 6 months ahead

Legend: Strong OverweightOverweightNeutralStrong Underweight Underweight
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Main Asset Allocation Drivers

Main Equities
World markets
p 18, 19, 38, 39, 40, 41

Following their consolidation down since late January, Equity markets have been bouncing 
since late March for Europe, early April for the US. We still expect some retracement of these 
moves  and potentially a retest of previous lows over the next week to 10 days. From late 
April, Equity market should resume their uptrend for one last move up into late May, possibly 
mid-year. We then expect them to top-out, and from Summer, enter a Bear market which 
could last between 12 and 18 months.

Main Regional picks
p 19, 19, 40, 41

In these last stages of the Bull market, we remain more positive on the US than on Europe 
and Japan. We indeed expect the USD to make marginal new lows between now and late 
May, perhaps June, before its starts to reverse up and gradually gathers strength during H2 
2018. In the near term, this should weigh on the rebound in Europe and Japan, which we 
still see outperforming rather in risk-off periods than during risk-on accelerations. The Yen 
may start to weaken earlier than the Euro, which may provide some positive surprises on the 
Nikkei from May onwards.

Main Equities & Government Bonds
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Volatility Starting late April, Volatility will probably start to resume lower, potentially towards mid-year. 
We suspect that it will probably not make new lows given the environment of rising rates and 
rising inflation expectations we should experience until then.

Emerging markets
p 19, 39

We are probably in the last stages of the Bull market since 2009 and given the late cycle 
dynamics currently at play, Emerging markets should outperform one last time towards mid 
year. The Commodity rally we expect should also help the EM space. From mid year, we 
expect Emerging Markets to gradually top out as the uptrend in Commodities fades and the 
US Dollar starts to rebound. This new downtrend could accelerate during H2 2018.

Government Bonds
US & European Benchmarks   
p 20, 39, 42

US 10 year yields could still retrace slightly further into late April, yet should resume up from 
there into mid year, probably breaking above the 3.0s% mark and potentially moving towards  
3.5s%. In Europe long term yields follow a similar path, yet the move is starting to look less 
dynamic.

Equity / Bonds US Equities and Treasuries Yields may still retest 
down until late April and the ratio remains un-
der pressure until then. Following that, it rises 
towards mid year.

Equities and Treasury Yields top for this cy-
cle around mid year, the ratio starts to re-
verse down, possibly towards year-end.

Europe The Bund consolidates again from late April, 
while European markets continue to rebound 
towards late May /June. Some downside re-
testing possible until late April on this ratio.

As European markets start to top-out mid-
year, the Bund gathers steam again. The 
ratio probably consolidates down towards 
year-end at least.

Duration The Yield curve could still see a dead cat 
bounce during Q2 in the US and keep rising 
moderately in Europe along with long term 
rates.

Yield Curves on both sides of the Atlantic 
start flattening again from mid year. The 
trend acclerates as H2 2018 progresses.

Credit High Yields and other Credit instruments 
should follow Equities up from late April to 
June. Credit spreads, should hence make a 
last move down.

From mid-year, Credits starts to top out as 
the business cycle starts to turn and grad-
ually deteriorates towards year-end. Fund-
ing difficulties may start from Q42018.

TIPs/Treasuries The uptrend on TIPs vs Treasuries is still alive 
as inflation expectations continue to rise, 
possibly towards mid-year, even the Summer

TIPs gradually start to roll over vs Treasuries 
in H2 2018 as inflation expectations recede.

Oil Oil is currently breaking-out to the upside, 
it may retrace some short term, yet the up-
trend is strong and could even reach the 90-
100 range on Brent by early Summer.

Following its strong uptrend since 2016 
and a potential blow-off in Q2, Oil gradually 
rolls over as the business cycle starts to top 
out and risk assets start to correct.

Industrial metals Industrial Metals could still retest down short 
term, but in general from late April they 
should resume their uptrends towards the 
Summer. Copper could reach 8’000$/t.

Along with other Commodities, Yields and 
Equity markets, Industrial metals should 
gradually top out.

Gold Over the next month or so, Gold manages to 
break up to new highs towards the 1’400 $/
oz mark.

As the USD starts to strengthen, Gold re-
verses its Q2 gains, probably until the Fall 
when it will find support from the deterio-
rating Financial Conditions.

Next 2 months 3 to 6 months aheadMain Asset Allocation Drivers

Legend: Strong OverweightOverweightNeutralStrong Underweight Underweight

7

Equity to Bond Ratios, Fixed Income Dynamics & Commodities

Equity to Bond Ratios
US & Eurozone Markets
p 21

From late April, as Equities and Yields resume their uptrend, the Equity to Bond ratios in the 
US and in Europe should  also move up probably towards mid year. The Summer should see 
them gradually reverse down, as both Equities and Yields gradually top-out. 

Fixed Income Dynamics
Duration (10Y - 3Y)
p 21

The US Yield Curve spread may possibly see a further “dead cat bounce” during Q2 (or not) 
as long term yields accelerate up again, while in Europe the Yield Curve should continue to 
rise moderately on the back of long term yields resuming their uptrend. From mid-year, Yield 
Curves on both sides of the Atlantic start to flatten again. In the US, we might me nearing 
inversion by year-end, especially if short term funding conditions continue to tighten.
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Foreign Exchange

USD vs EUR EUR/USD may break-out to marginal new highs (1.26) 
between late April and late May. In the meantime it con-
tinues to consolidate at high level in its current range.

From June, at the latest mid year, EUR/USD gradu-
ally starts to turn down. This uptrend for USD may 
continue well into 2019.

GBP GBP/USD may retrace some of its recent strong move 
up towards 1.43 until late April. It may then break-out to 
new post-Brexit highs during May (1.44 - 1.45)

From June, at the latest mid year, GBP/USD gradu-
ally starts to turn down. This uptrend for USD may 
continue well into 2019.

JPY USD/JPY could retest down from late April to late May 
(e.g. 1.04). From late May, perhaps June, its start to re-
verse up and could rapidly, reach the 1.09 – 1.11 range, 
possibly more.

From late Q2, USD/JPY could potentially be mov-
ing up again, possibly towards late Summer and 
towards a range between 1.12 and 1.18

CHF USD/CHF may retrace some of its recent gains into 
mid/late May, yet probably does not make new lows. 
Following that, it should resume its uptrend towards the 
Summer.

During H2 2018, USD/CHF could reach back above 
parity and possibly more. Its uptrend may last well 
into 2019. 

EUR vs GBP EUR/GBP could continue to trend lower during Q2 2018 
as the GBP currently seems more reflationary than the 
EUR. Possible target towards 0.85

From mid-year, EUR/GBP should resume its up-
trend towards 2019 on risk-OFF considerations. 
Indeed, long term, the EUR does seem more de-
fensive than the GBP.

JPY EUR/JPY should continue higher towards the Summer 
(potential above 1.40), although until late April it could 
still retest its recent lows.

EUR/JPY should continue up until late Summer, un-
til financial conditions really start to deteriorate. 
Then the Yen could start to strengthen again on 
defensive considerations.

CHF EUR/CHF could still see a slight retracement during late 
April, yet more generally it should break above 1.20 
during Q2

From mid year, CHF could gradually regain some 
of its defensive bias. It may take some time, yet 
we see EUR/CHF trending lower, possibly towards 
2019 (below 1.10?)

GBP vs JPY GBP/JPY could retrace slightly until late April, yet should 
then move up to make new post-Brexit highs towards 
mid year

GBP/JPY potentially continues higher during the 
Summer, yet will start to reverse lower thereafter 
as the Yen recoups its defensive bias, the 
downtrend should last well into 2019

CHF GBP/CHF may correct slightly towards late April, yet 
should continue higher, probably reaching into the 
1.40s in Q2 2018.

GBP/CHF potentially continues higher during the 
Summer, yet will start to reverse lower thereafter 
as CHF recoups its defensive bias, the downtrend 
should last well into 2019

Next 2 months 3 to 6 months ahead

Legend: Strong OverweightOverweightNeutralStrong Underweight Underweight

Rate Differentials The progression of the Rate differentials remains in favor of the US (vs Europe, Japan or the UK) 
probably until mid year. 

Tips
 

TIPs are currently correcting up as nominal yields have consolidated some and inflation expectations  
remained quite high. Yet by and large, they should resume lower vs other Treasuries probably from 
late April (perhaps early May for Tips) until mid year.  Their ratio vs Treasuries continues to move up, 
probably towards mid year. 

Commodities
Oil
p 22, 43

Oil (Brent) is currently attempting to break-out clearly above 70 USD/barrel and reach the mid 70s, 
a move that could open the door to much higher levels, possible towards the 90-100 range. Indeed, 
Brent recently made it above its 2015 highs and is starting to enter the range of the rapid 2014 sell-off. 
Incidentally, there are very few technical resistances left  above these levels until the 90-100 range. 
That said, shorter term, it may retrace some towards late April, before it really starts to accelerate up. 

Industrial metals
p 22

Industrial metals seem to have finished their consolidation to the downside since January, although 
a last retest to the downside over the next week or so is still possible. Following than, we expect 
Industrial metals to resume up, possibly towards mid year. During this move, our targets for Copper, 
for example, are above 8’000 USD/t (LME).

Gold & PMs
p 23, 47-51

Gold will probably break-out to the upside over the next month and move above the 1’400 USD/oz 
mark, possibly towards late May / June. Following that, from mid-year, it should start retrace down 
as the US Dollar starts to reverse up and gather upside momentum. From late 2018, it should then 
reaccelerate up again against all currencies as the financial conditions really start to accelerate.

Agriculture
p 23

Agricultural Commodities are resuming their uptrend initiated in December, probably towards mid 
year and perhaps even towards late Summer. Agricultural Commodities are more defensive than for 
example Oil or Industrial Metals and tend to move up later in the cycle. They are also less sensitive to 
USD fluctuations than Gold.

Credit
p 29, 32-34

Following some correction since February on the back of risk-OFF considerations, Credit should 
resume its uptrend between now and end April as long term yields make a last move up. From mid-
year, Credit spread gradually start to reverse up as the economic and funding conditions gradually 
deteriorate (LIBOR-OIS spread ?).
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Equities Markets Segmentation

US Sectors - S&P500 From early May at the latest, we expect 
reflationary and growth  trades, and relat-
ed sectors to start to reaccelerate up, the 
resulting uptrend could last until mid year

From mid-year, we expect Equity, Com-
modities and Yields to start topping out for 
the cycle. Our sector allocation will hence 
turn defensive to reflect this view.

Sectors ETF 
symbol

Benchmark-
weight

Strong 
Under-
weight

Under-
weight

Neutral Over-
weight

Strong
Over-
weight

Strong 
Under-
weight

Under-
weight

Neutral Over-
weight

Strong
Over-
weight

Technology XLK 26%

Financials XLF 15%

HealthCare XLV 14%

Discretionary XLY 12%

Industrials XLI 10%

Staples XLP 8%

Energy XLE 6%

Next 2 months 3 to 6 months aheadCore Sector Weightings
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Euro
p 40

Inversely to the Dollar, EUR/USD should resume higher one last time starting between now and late April. The 
move will then continue up during May and perhaps June, and EUR/USD could make marginal new highs in 
the 1.26 area (a couple figures more cannot be excluded). Following that, the EUR/USD should start to retrace 
down along with risk and reflationary assets, which we see topping out during the Summer. Throughout H2 
2018, this downtrend should gather momentum and could extend well into 2019. Vs GBP, EUR could continue 
to weaken during Q2 as reflationary assets enter a last acceleration up (GBP is more reflationary than EUR). 
From mid-year, however, EUR/GBP should then resume its uptrend as reflationary assets start to retrace. The 
uptrend on EUR/GBP may then continue up well into 2019. On the other hand, vs JPY and CHF, EUR is the more 
reflationary currency. It should hence continue up over the next few months, possibly even into the Summer 
on EUR/JPY. That said, at some point during the Summer, as the risk asset picture really starts to deteriorate, 
the Yen and Swiss Franc should regain their defensive bias. EUR/JPY and EUR/CHF should start to retrace 
down. The move could also last well into 2019.

Yen
p 41, 42

USD/JPY sold off quite aggressively earlier this year and reached below 105 in early April. Yet, since then, it has 
started to rebound. We believe that over the next couple of months, it could attempt to retrace back down 
to these recent lows. That said our current cross asset scenario is rather risk-ON, and USD/JPY could hence 
start to resume up sooner than later, probably as early as May, and initially towards the 109 – 111 range. From 
late Q2 into the Summer, it may even extend into the 112 - 118 range, before risk assets really start to reverse 
down and USD/JPY resumes its downtrend, probably from late Summer into year-end.    

Sterling Sterling is currently very reflationary, and Cable in particular, seems very correlated to Oil. We would hence 
expect it to move up between late April and June, possibly reaching new post-Brexit highs towards 1.44 – 1.45. 

Oil & 
Commodities 
currencies

Commodity currencies (our equal weighted portfolio containing AUD, BRL, CAD, NOK, NZD, RUB and ZAR) 
topped out in early February against the Dollar and has been consolidating down since. We expect them to 
resume their uptrend along with Oil and Metals, starting between now and late April, and potentially towards 
late May / early June.

Asian 
currencies

Our Asian Growth equal weighted portfolio (CNY, INR, KRW, THB and TWD) may break-out to the upside vs 
the USD over the next 2 to 3 months. Vs the EUR, it could continue to correct up, possibly towards mid-year. 

US Dollar 
p 40, 41, 47, 49

The USD should resume lower one last time starting between now and late April. It should then make marginal 
new lows during May, perhaps June, probably reaching down towards 87 on DXY. From mid/late Q2, it should 
then start to reverse up, and should gather steam as H2 2018 progresses and risk assets start to correct during 
the Summer, possibly into 2019.
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All World Country Index
Currency hedged

Regions that could underperform because 
of further USD weakness are already very 
much Oversold on a relative basis (hence 
Neutral). China is reflationary (OW from 

early May)

Overweight Europe and Japan at least until 
late Summer as the USD starts to correct up, 
Underweight Commodity producers and 

EMs as reflation trades top out

Sectors Index 
symbol

Benchmark-
weight

Strong 
Under-
weight

Under-
weight

Neutral Over-
weight

Strong
Over-
weight

Strong 
Under-
weight

Under-
weight

Neutral Over-
weight

Strong
Over-
weight

US S&P 500 52%

Canada TSX 3%

Europe SXXP 21%

     -UK FTSE 6%

     -France CAC40 3%

     -Germany DAX 3%

     -Switzerland SMI 3%

Japan N225 8%

China MSCICN 3%

Next 2 months 3 to 6 months aheadCore Countries Weightings

Main Sectors Allocation
p 30 - 31, 52 - 53
Our scenario on equities is positive and reflationary until mid-year. Yet, we also consider that the move down since late 
January may not be quite over yet. Indeed, we do expect some kind of a downside retest, or at least a retracement of the 
recent early April rebound, probably until late April. Our sector allocation above reflects our views from early May (once it 
is probably likely that this last retest down is behind us). Indeed, for now, and over the next couple of weeks, we remain 
neutral, and following the recent bounce, even somewhat defensive in our sector allocation.

Then, from mid-year, we expect Equity, Commodities and Yields to top out for the cycle. Our sector allocation will gradually 
turn very defensive during the Summer.

European Sectors - Europe Stoxx 600 From early May at the latest, we expect 
reflationary and growth  trades, and relat-
ed sectors to start to reaccelerate up, the 
resulting uptrend could last until mid year

From mid-year, we expect Equity, Com-
modities and Yields to start topping out for 
the cycle. Our sector allocation will hence 
turn defensive to reflect this view.

Sectors Index 
symbol

Benchmark-
weight

Strong 
Under-
weight

Under-
weight

Neutral Over-
weight

Strong
Over-
weight

Strong 
Under-
weight

Under-
weight

Neutral Over-
weight

Strong
Over-
weight

Banks SX7P 13%

Industrials SXNP 12%

HealthCare SXDP 11%

Pers. & HH Goods SXQP 9%

Food & Beverage SX3P 7%

Insurance SXIP 6%

Energy SXEP 6%

Countries allocation

Next 2 months 3 to 6 months ahead



General Comment We are favoring Factors and Themes relat-
ed to Reflation and Growth between early 
May and mid-year

From mid-year onwards, we would favour 
defensive profiles as we expect equity 
markets to top out. We would also move 
away from cyclical themes

Themes Strong 
Under-
weight

Under-
weight

Neutral Over-
weight

Strong
Over-
weight

Strong 
Under-
weight

Under-
weight

Neutral Over-
weight

Strong
Over-
weight

Nasdaq 100 (vs S&P500)

DJ Industrial (vs S&P500)

Russell 2000 (vs S&P500)

Wilshire REITs (vs S&P500)

US Value (vs US Growth)

Southern EuroZone (vs Stoxx EZ 600)

EuroZone Small Cap (vs Stoxx EZ 600)

Japanese Small Cap (vs N225)

GDX - Goldmines

XME - Diversified Mining

Core Factor/Themes Weightings Next 2 months 3 to 6 months ahead

Core factors and Themes
p  19, 51

Our scenario on equities is positive and reflationary until mid-year. Yet, we also consider that the move down since late 
January may not be quite over yet. Indeed, we do expect some kind of a downside retest, or at least a retracement of the 
recent early April rebound, probably until late April. Our Themes and Factors allocation above reflects our views from early 
May (once it is probably likely that this last retest down is behind us). For now, and over the next couple of weeks, we remain 
neutral, and following the recent bounce, even somewhat defensive in our Factors and Themes allocation.

Hence, from early May, we would favor the Nasdaq for a last acceleration up vs the S&P500 and Diversified Mining. We 
would also underweight defensive profiles such as REITs, Value and Goldmines. We are neutral on Southern EuroZone vs the 
EuroStoxx 600 as a whole, but would be Overweight Italy, which seems to show a promising relative profile on our graphs 
until mid-year.

Beyond mid year, during the Summer, we will switch to more defensive profiles and avoid Themes and Factors linked to 
cyclicality and reflation.
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Main Country allocation
p 18 - 19, 39 - 41
From early May into June, geographical regions with a reflationary profile (Emerging markets for example) may outperform 
the All World Country Index. China could fit this profile, and we will hence Overweight it from early May. 

Our current scenario is that the Dollar could retest down once more during Q2 2018. That said, the regions that may 
underperform in such a weak Dollar environment (Europe and Japan for example) are already very much Oversold on a 
relative basis vs the All Country World Index. Hence, we don’t believe it represents an interesting risk/reward to Underweight 
them today. They have hence been kept at Neutral.

Looking beyond mid-year, we expect reflation trades to top out and start retracing down towards year-end, hence we will 
underweight geographies linked to Commodities (e.g. Canada), as well as Emerging markets (e.g. China). 

On the other hand, we believe that the reversal up in the Dollar could lead Europe to outperform, at least in the first months 
of an Equity market deceleration. Similarly, Japan could benefit in the early stages of a “Bear” market as the Dollar may push 
slightly higher vs the Yen. Once the sell-off accelerates, the Yen will probably regain strength vs all currencies. Japan will then 
have to be moved to Underweight again. 

Note: the country and regional allocations in the table on the previous page are considered hedged for currency risk, i.e. the 
relative performances are anticipated in local currency.

Core factors and Themes



We wrote in the January 2018 
Capital Observer issue that the 

growth cycle is transitioning towards 
the late stage. We described that in 
H2 2017, the wariness of investors 
regarding the elongated business cycle 
gave rise to counter-intuitive results as in 
equity defensives outperforming equity 
cyclicals, large caps outperforming 
small caps, a weaker U.S. dollar and a 
flattening U.S. yield curve in the face of 
cyclical reflation. We have seen it before 
– the market performance in 2017 was 
typical asset performance and state of 
investor sentiment just ahead of a last 
reflation stage. We expect this final 
stage to unfold further over the next 3 
to 6 months. 

We added: “. . . we expect this final 
stage to unfold over the next 6 

to 8 months. And at the last stage of 
the cycle, the pessimism seen last year 
will disappear (as is wont to during 
the last, blow-off stage of a business 
cycle). The wariness seen last year 
should disappear as many investors 
who stayed away will re-embrace the 
markets.” 

During the next few months, risk 
assets will get support from still 

positive macro, but global/US systemic 
liquidity is receding in the aggregate 
(which has long-term implications for 
risk asset prices), and inflation risk is 
putting pressure on the Fed, which 
may again over-tighten. That poses 
risk to risk assets in the longer-term 
(which will probably come to a head in 
Q3, this year). Nonetheless, a multitude 
of domestic liquidity flows (real money 
balances) will start to re-expand during 
the period encompassing the 3rd week 
of April and 1st week of May. We expect 
to see the trough of risk asset prices 
(equities, High Yield, Bitcoin, and the US 
Dollar) during that period, which could 
be followed by a new upside phase of 
the bull market. 
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12 / Timing the Late Cycle Stage:  growth in risk asset prices likely 
until late Q2-early Q3 2018

Coincidentally, the equity market also 
expects the forthcoming earnings 

season as generally being positive, 
especially into AMZN/GOOG earnings 
in late April, early May. If the numbers 
come out as supportive as many equity 
analysts expect, we could be in for some 
interesting valuation expansion going 
into the end of the second quarter. 
US companies are expected to report 
earnings growth of 17 Per cent per 
share for the first three months of the 
year, as the recent cut to the corporate 
tax rate helps deliver what would be 
the biggest quarterly increase in seven 
years. Wall Street analysts have forecast 
broad-based gains in earnings with all 
11 sectors of the S&P 500 expected to 
report growth Bloomberg). 

We lay down the foundation of this 
thesis. 

We begin with what passes as 
“first principles” in macro-

economics. There are lags between 
government/central bank policy 
moves and their subsequent impact 
on economic data and asset prices – 
however, these lags are often much 
longer than many investors expect. 
There is no such thing as «Efficient 
Economy Hypothesis.» The usual lag 
is often 5 to 6 quarters, so it is very 
easy to be misled by current fiscal 
and monetary policy initiatives (see 
1st graph on this page).  Therefore, 
2018 should provide more concrete 
results arising from the fiscal 
initiatives undertaken by the Trump 



12 13

administration, and monetary policy 
initiatives adopted by the Federal 
Reserve, in 2017. 

The graph above illustrates that GDP 
growth reflects fiscal initiatives 

only after a circa 6 quarters lag, while 
the stock market discounts those 
initiatives after 5 quarters delay. But 
what is truly astounding is that Core 
CPI displays evidence of the impact of 
GDP changes 6 quarters thereafter, 
and trails the impact of fiscal initiatives 
for another, added 6 quarters. It is so 
easy to be led astray, given the long, 
distributed lags between steps taken 
by the government and the central 
bank, and the actual time their effects 
show up in asset prices. The other 
implications could be more significant: 
if the correlations are proved right, US 
GDP growth might have an important 
inflection point (to the downside) in 
Q3 2017. Correspondingly, the equity 
markets might make a peak before that 
(in late Q2), or if that does not happen, 
then we look for a top within Q3 this 
year. 

There are also profound 
implications for commodities.  

Basically, the outlook for commodities 
should be tied up with the inflation 
view. And currently, there are issues 
with that. (1) One problem is that 
inflation lags behind changes in GDP 
growth by 18 months; furthermore, the 
distributed lag of fiscal and monetary 
initiatives until it shows up in GDP 
changes could be as long as 5 quarters 
(see 1st graph on this page).

Commodities do not synch well 
with equity cycles, which lag 

fiscal/monetary initiatives with 
shorter lags (2 to 3 quarters). This is 
the reason why commodities can still 
remain positive (relative to equities), 
at the keel-over inflection point of 
the growth cycle. Generally, all asset 
prices get it when the growth cycle 
peaks, but commodities would still 
be benefitting from the distributed 
lags of the previous policy initiatives. 
That promotes the outperformance of 
commodities (relative to equities), and 
that is what makes them «defensives» 

as an asset class at the cycle`s terminal 
stage. So, definitely, commodities are 
highly recommended as should part of 
investment portfolios in a «defensive» 
capacity, especially now as we are 
transitioning towards the keel-over 
point of the growth cycle.

For non-risk assets (e.g., bonds, in 
yield terms), the procedure is not 

straight-forward. First, we have to add 
to the matrix a variable that also drives 
changes in the Core CPI, and that is the 
PMI manufacturing survey. The PMI 
manufacturing leads Core CPI by 20 
months on average, and therefore is 
a good indicator of expectations of 
actual inflation over two years. By this 
metric, bond yields should be rising 
to just before, or up to the end of Q3 
2018 (see 2nd graph on this page). 

In previous publications of the Capital 
Observer, we have shown much 

empirical evidence that Core inflation 

lags far behind changes in growth 
and activity. For instance, Core CPI 
trails quarterly GDP by 18 months; it 
also lags behind PMI manufacturing 
by 22 months. That makes sense 
because quarterly GDP lags behind 
manufacturing PMI by a quarter. And 
we also know from experience that bond 
yields tend to provide hints of ongoing 
growth three months ahead (because 
of the reporting lag on quarterly 
GDP). Therefore, wherever PMI 
manufacturing goes (as it responds to 
systemic liquidity provided by fiscal and 
monetary initiatives), that is where the 
long rates should be going (assuming no 
severe extraneous dislocations happen 
at that time). We believe that PMI 
manufacturing may start slowing down 
in late Q3 – therefore the long rate may 
peak just before, or at that particular 
time (see 2nd graph on this page).
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variables which can modify the course 
of the bank reserves and the conduct 
of the reverse repo agreements. For 
example, if you believe that the Fed will 
reduce the bank reserves to a significant 
degree over time, as they have declared 

The background data is still 
favourable. US macro conditions 

are still consistent with historical 
norms which prevail during 
the last stage of the cycle. U.S. 
business sentiment and economic 
indicators have been trending higher; 
manufacturing and services surveys as 
well as capital spending plans tracked 
by ISM have been rising as well. Both 
variables suggest PMI manufacturing 
will be rising until at least September, 
this year (see the two first graphs on 
this page).

NNonetheless, macro data is not 
the last word in the forecasting of 

asset prices. The economy (GDP growth) 
is frequently a lagging indicator. Even 
so-called «first principles» relationships 
in Economics frequently flip-flop. In 
our experience, the most reliable 
correlations (relatively speaking) 
can be found between the causality 
from monetary flows (changes in 
systemic liquidity) to the changes 
in asset prices (see 3rd graph on this 
page). Very often, it is the change 
rate in the nominal values (flows), 
not the absolute changes in nominal 
value (the stock), which makes the 
most impact. Note, however, that the 
response of asset prices to the impact 
of those flows is variable; some assets 
respond more quickly to the flows; for 
other assets, the impact of those flows 
come later. Apparently, the tenets of 
the Efficient Market Hypothesis (EMH) 
are suspended in those relationships. 
We show two examples to illustrate the 
varying relationships between liquidity 
flows and asset prices.

In the last graph of this page, 
the Fed bank reserves and the 

Reverse Repurchase Agreements 
being conducted by the central 
bank have significant impacts on 
the high-frequency valuation of the 
US Dollar TWI. The lead time of the 
liquidity variables however is very 
short, sometimes even practically 
non-existent. To use this information 
profitably, look for systemic liquidity 
conditions, macro data, or financial 

in several FOMC meetings (and have 
indeed started to reduce their balance 
sheet) why would you be bearish on the 
US Dollar TWI long term?
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It should therefore come as no surprise 
that in very many cases, some 

market prices are best forecasters of 
other asset prices. And frequently, the 
variable co-movements of two asset 
prices (spreads) can frequently provide 
clues as to the future behaviour of other 
assets, and in fact, as to the future state 
of the financial markets. The spreads 
of market rates are especially very 
useful in this regard – in this case a 
market rate (3-mo. Repo rate) and the 
rate paid the Fed on bank reserves. 
As the spread of market rates less the 
rate paid by the Fed on bank reserves 
widens, the stock markets subsequently 
get into trouble; the opposite is also 
true. This example(see 1st graph on this 
page) is simple and straightforward, but 
even at this state, the spread is already 
useful, as it could telegraph likely equity 
market moves several weeks in advance 
(if properly set up). Imagine how much 
more useful these tools can be with the 
application of statistical and numerical 
analysis to refine expectations and define 
probability cones - important information 
when making investment or trading 
decisions.

At The Capital Observer, we take 
the liquidity being issued or being 

absorbed back by global central banks, 
the Federal Reserve and the US Treasury 
(liquidity flows) and model the manner 
those real money balances impact 
asset prices. We present some of those 
models in the rest of this article. These 
models are capable of providing short-
term market forecasts, but they are also 
scalable so as to look as far as a year or 
longer. 

The grand-daddy of systemic liquidity 
is, of course, the aggregate stimulus 

provided by the leading global central 
banks (the Fed, European Central 
Bank, Bank of Japan, People’s Bank of 
China, and Swiss National Bank). Their 
aggregate balance sheets have been 
feeding the markets since late 2008. 
Due to their relatively large volume, 
the aggregate G5 central bank stimuli 
(in the form of bank reserves) have also 
become their de facto Monetary Base 

(MB). Due to the small percentage of 
the cash percentage (notes and coins) 
to the whole, banks reserves being 
held by central banks have become 
their MB. The aggregate global central 
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bank balance sheet has been credited 
with pushing up the valuation of equity 
markets around the world (see the 2nd 
& 3rd graphs on this page).



The relationship of the monetary 
base to M2 Money Supply is well 

established and tested.  MB equates 
to M2 times the so-called “money 
multiplier (MM).” MM is currently 3.59 
– the figure attained by dividing M2 of 
$13.858 trillion today by $3.855 trillion 
for the monetary base (see 1st graph 
on this page). Put another way, MM 
is determined by changes in currency 
held by the public, the Treasury’s 
deposits at the Fed, excess reserves of 
the depository institutions and the ratio 
of demand deposits to time and savings 
deposits.

Of the global central banks, only 
the Fed is currently reducing 

its balance sheet. Therefore, if we 
take the aggregate balance sheet of 
central banks which have gone the 
way of Quantitative Easing (G5 – US, 
Japan, Eurozone, China, Switzerland), 
high frequency changes (flows) in the 
aggregate global central bank balance 
sheet will merely reflect the Fed`s 
ongoing QT program at this time. 
Already, the impact of the Fed’s balance 
sheet reduction is being seen in the 
wobbly performance of risk assets, 
which are linked to the outflows we 
are currently seeing in US M2 Money 
Supply and the US Monetary Base. That 
is impacting the near future trajectory 
of asset prices, as shown in a previous 
graph. 

Excepting the Federal Reserve, most 
of the G5 global central banks 

are still adding to or are holding 
the nominal levels of stimulus. For 
instance, the ECB will still be buying 
securities until December this year. 
The Bank of Japan has been making 
hints of further tapering their stimulus 
activity, but has, so far, refrained from 
any drastic reduction of systemic 
money inflows. The rate of inflows still 
looks positive but is slowing down, 
and will probably reach a keel-over 
point with regards to their impact on 
asset prices, by Q3 this year.

16
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Late stage asset rotation may suggest one last push up for reflationary as-
sets before they top out this Summer
Call it a reaction function to the recent equity market correction, the result of sound analytics, or purely the sentiment that 
market don’t climb to the sky, after 9 years of quasi linear equity progression, there has been an increasing buzz lately about 
the maturing business cycle. Indeed, while a year ago many analysts were stating that the business cycle was probably dead, 
more and more are now expecting it to top out, while outlining the dire consequences this may have on the riskier asset 
classes. Our view, all along, has been that the business, and the related market cycles, were well alive. 

Looking back, indeed, we believe that the last cycle probably topped early 2014. Bond yields then started to resume 
lower following an 18 months rally on the back of tapering anticipations. Subsequently, during 2014 and 2015, the 
US Dollar accelerated up, Oil crashed below 30 Dollars, other Commodities followed suit, and Chinese equities saw 
a boom and bust. Equity markets went pretty much sideways for two years, despite huge liquity injections as the ef-
fects of tapering were more than compensated by Abenomics, liquidity injections by the SNB, the launch of the ECB 
bond buying program and the devaluation of the Yuan. US GDP Growth tanked in 2015, to almost 0% in Q4 2015. 

Since then, and following 2 years of so called “reflation”, many of these negative developments have been reversed. From a 
macro-economic perspective, we are now looking at a record low US unemployment rate, solid growth and rising inflation 
expectations, while on the cross-asset front, high equity valuations, rising interest rates and a bull market in commodities 
are certainly pointing to late cycle dynamics.

In order to put these current cross asset developments in a theoretical framework, we will use below the Pring Turner’s 6 Bu-
siness Cycle Stages model in order to highlight our expected current cross asset positioning within the cycle. The model, which 
was outlined in the early 80s has stood the test of time. It may be somewhat high level (no exact science), yet has the merit of 
offering a simple working assumption to analyse the business cycle and its related market cycles.

The Pring Turner Six Business Cycle Stages
This full model and its 6 stages usually follow a 
cycle that spans 4 to 5 years. Hence, each stage 
typically lasts 8 to 10 months and corresponds to 
certain cross assets developments. For example, 
Stage 2 would characteristically see Bonds conti-
nue their uptrend, while Equities are turning up 
and Commodities are still falling. Following our 
introduction above, we believe that the first two 
stages of this cycle probably happened during 
late 2014 and early 2016, and that Stage 3 pro-
bably started in Q1 2016 with the bottoming out 
of Oil and Industrial Metals, and the beginning 
of the so called reflation trade. If we now pro-
ject out from these Q1 2016 Commodity lows 
(early Stage 3), and fast forward between 2.5 
to 3 stages, or between 20 and 30 months, we 
would now stand somewhere in Stage 5. Bonds, 
which topped out some 21 months ago, may 
have a few more months to correct. Equities 
are topping out for the cycle and Commodities 
could follow suit. This cross asset framework is 

no exact science, yet it does imply that the current cross asset positioning is theoretically late cycle, and that until year-
end, we would probably expect Equities and Commodities to start correcting down, while Bonds gradually find support 
and start reversing up. Please note, that the above is our current interpretation of the Pring Turner model, and that it may 
diverge from the official views published by Pring Turner Financial. We will now turn two our own proprietary graphs and at-
tempt to map out this late cycle cross asset rotation environment.
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S&P500
Weekly graph or the perspective over the next 2 to 4 quarters

The Weekly graph is also 
stretched. On our long 

term oscillators (lower rec-
tangle), the sequence we show 
has probably reached an im-
portant top, confirmed by our 
Automatic Messaging, which is 
now in a “High Risk” position”. 
Here also, our I Impulsive tar-
gets to the upside have been 
reached (right-hand scale), 
which would suggest that in 
terms of price potential, the 
uptrend is also pretty much ex-
hausted. On our medium term 
oscillators (upper rectangle), 
we may extend the uptrend 
a while longer, possibly until 

mid-year, yet more and more, this last move is looking like a ultimate retest, before the S&P500 reverses down in H2 
2018. Initially, our C Corrective targets to the downside (right-hand scale), would point to support between 2’550 and 
2’380. Below these levels, I Impulsive targets down we can calculate, would imply price targets between 2’100 and 1’870 
(or 1.3 to 1.7 times our historical volatility measure “delta”, here at 568.7 – middle rectangle, right-hand side, subtracted 
for the graph’s High at 2’839). Such Impulsive moves, on a Weekly graph could theoretically last between 1 and 3 years. 
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Equities are topping out, sometime between now and the Summer 

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

As stated in previous edi-
tions of the The Capital 

Observer, the S&P500 is now 
approaching the last stages of a 
full uptrend model on our long 
term oscillators (lower rec-
tangle). Our Automatic Messa-
ging is already signaling a “High 
Risk” position, and our I Impul-
sive targets to the upside (right-
hand scale) have been met. 
The uptrend is hence most 
probably in its last stages, and 
should be getting pretty much 
exhausted in terms of price 
targets. Over the next couple 
of quarters, the sequence we 
show on our medium term 
oscillators (upper rectangle), 

may suggest one last push higher, possibly into mid-year, perhaps the Summer, yet risk/reward is now really  getting 
stretched. Following that, we see important risk into 2019, probably towards the support of our C Corrective targets to 
the downside, somewhere around the 2’000 mark, or potentially between 20 and 30% below current levels (right-hand 
scale).
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Nasdaq 100
Weekly graph or the perspective over the next 2 to 4 quarters

Typically, when you get 
into the later stages of 

an equity Bull market, last 
extensions to the upside are 
often led by Growth stocks. 
We hence consider the Nas-
daq 100 to assess if such a 
last Growth led acceleration is 
also possible in this cycle. We 
believe so. Indeed, similarly 
to the S&P500, our long term 
oscillators (lower rectangle) 
just reached an important top. 
Yet, on our medium term os-
cillators (upper rectangle), the 
potential to extend slightly 
further seems clearer. This last 
sequence up would probably 

lead us into mid year. Also here, the risk/reward is already stretched, with our I Impulsive targets to the upside (right-hand 
scale) having been reached in Q1 this year, so that we would probably expect marginal new highs at best.    
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MSCI Emerging Markets
Weekly graph or the perspective over the next 2 to 4 quarters

Another Equity Growth 
theme, which is typically 

late cycle, is Emerging Mar-
kets. Our automatic messaging 
here is also signaling that an 
important top has been made, 
and our medium term oscilla-
tors (upper rectangle) would 
confirm that a full uptrend mo-
del was completed in Q1 2018. 
That said, on our long term 
oscillators (lower rectangle), 
a former intermediate top in 
Q2 2017, may suggest that the 
uptrend may extend a while 
longer, possibly until mid year. 
There is also some upside po-
tential left on our I Impulsive 

targets up (right-hand scale), somewhere between 5, and possibly up to 18%. 

Initial remarks

Equities are in the last stages of their Equity Bull markets and risk/reward is already stretched. Yet, they may extend 
up a while longer, possibly towards mid-year, in a last acceleration up led by Growth themes such as the Nasdaq 100 or 
Emerging Markets.
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US 10Y Benchmark Bond Yields
Weekly graph or the perspective over the next 2 to 4 quarters

Since they bottomed in July 
2016, long term US rates 
have followed quite a choppy 
uptrend. On both oscillators 
series (lower and upper rec-
tangles), we now expect this 
uptrend to reach an important 
top somewhere between late 
Q2 and early Summer. The 
move still seems to show some 
potential, possibly towards 3% 
or even 3.5%, as calculated on 
our I Impulsive targets to the 
upside, which are not yet ful-
filled (right-hand scale). This 
last acceleration over the next 
few months may coincide with 
an acceleration up in inflationa-

ry pressures, possibly led by strong growth and further rises in Commodities. Following that, we would expect US long term 
rates to consolidate down into 2019 at the least.

Bonds have been correcting for more than 20 months, Yields should top 
out again over the next couple of quarters and start retracing down into 
2019
US 10Y Benchmark Bond Yields
Bi-Monthly graph or the perspective over the next 1 to 2 years

The move up since mid 2016 
on long term US bond 

yields has been quite choppy, 
and for now, it is still labeled as 
a correction up, rather than a 
secular reversal of the previous 
downtrend. In this “corrective” 
context, our C Corrective tar-
gets to the upside (right-hand 
scale), are suggesting that the 
move should meet strong re-
sistance somewhere between 
current levels (2.7%) and 
3.4%. On both our oscillator 
series (lower and upper rec-
tangles), the move up could 
extend another couple of 
Quarters, but ultimately, we 

see it retracing down into 2019, possibly even 2020. It is difficult at this stage to forecast if long term yields will make new 
lows over the next 2 years, or if the secular lows of 2012 and 2016 will mark the end of the 30 years secular downtrend for 
long term yields in place since the 1980s.  
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US 10 Years – US  3 Months Benchmark Bond Yields
Weekly graph or the perspective over the next 2 to 4 quarters

As described above, we 
believe that long term 

yields may extend higher over 
the next few months (possibly 
towards 3 - 3.5% on the US10Y). 
On the other hand, the FED is 
hiking, and it should continue 
to do so throughout the year. 
We expect an interesting batt-
le as the FED gradually hikes in 
order to tame rising inflation 
expectations. This should be 
reflected in the shape of the 
yield curve. On this graph, the 
10Y/2Y yield curve spread re-
bounded from late December 
last year into early February. 
This move has since been re-

traced. Although another “dead cat bounce” cannot be excluded during Q2, both oscillator series (lower and upper 
rectangles) would suggest that from mid/late Q2, the yield curve starts to flatten again quite rapidly. Our I Impulsive 
targets to the downside (right-hand scale) would suggest that it could reach down towards 0.3% towards late H2 2018, 
hence practically inverting. This would imply that during H2 2018, financial conditions may substantially deteriorate.

IEF - iShares 7-10 Year Treasury Bond ETF / SPY - SPDR S&P 500
Weekly graph or the perspective over the next 2 to 4 quarters

Finally, we compare ETFs 
for US Treasuries and the 

S&P500. This relative graph is 
similar to the inverted S&P500 
graph. Indeed, on our long term 
oscillators (lower rectangle), 
an important low was made in 
early Q1 2018. That said, on 
our medium term oscillators 
(upper rectangle), we would 
still expect one last downside 
retest for bonds vs equity star-
ting pretty much now. It could 
last into mid-year, possibly the 
Summer. Our I Impulsive price 
targets to the downside on this 
ratio (right-hand scale) would 
suggest that it could retest its 

previous lows.

Initial remarks

Treasuries are still consolidating down for now, with 10Y yields possibly rising above 3% (and possibly towards 3.5%) 
by mid-year / early Summer. Hence, bonds could continue to underperform equities, possibly until mid-year. In the 

meantime, the FED should continue on its rate hike path. This should gradually tame inflation expectations and set the 
scene for more flattening of the curve in H2 2018.
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In this late reflationary cycle, Commodities are taking the lead, they 
should outperform both both bonds and equities until mid year at least
Brent Oil
Weekly graph or the perspective over the next 2 to 4 quarters

The uptrend on Oil since 
2016 followed our model 

perfectly (long term oscillators, 
lower rectangle). It has now 
reached an important top. That 
said, the sequence up on our 
medium term oscillators (up-
per rectangle) does not seem 
quite finished yet. It could 
extend up further during Q2 
2018, possibly towards mid-
year / early Summer. We are 
now above our C Corrective 
targets to the upside (above 66 
USD/barrel; right-hand scale). 
The next levels of targets 
would point to levels above 
90. Theoretically, these are 

achievable, especially given that there are virtually no previous technical resistances left between 70 and 90 USD/barrel. 

Copper Spot (LME)
Weekly graph or the perspective over the next 2 to 4 quarters

Copper also followed the 
model up quite nicely since 

early 2016 on our long term os-
cillators (lower rectangle). That 
said, here also, our medium 
term oscillators (upper rec-
tangle) would suggest further 
upside into mid year, possibly 
early Summer. Our I Impulsive 
targets to the upside (right-
hand scale) would suggest 
that Copper may reach new 
highs until then, possibly 
above 7’440/ton and even 
above 8’000/ton.

22



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

As we wrote in our last The 
Capital Observer, Agricul-

tural Commodities also look 
very promising. On medium 
term oscillators (upper rec-
tangle), we would expect their 
current uptrend to extend into 
late Summer in first instance. 
On our long term oscillators 
(lower rectangle), a support 
point mid Q2 should help 
them re-accelerate up, pro-
bably from late May into the 
Summer. Indeed, Agricultural 
Commodities are more defen-
sive than Oil and Copper and 
could be late starters (and late 
finishers) in the acceleration 

up we expect into the Summer. Our C Corrective targets to the upside (right-hand scale) would imply further upside of circa 
10% in first instance on this broad index.

Gold Spot USD
Weekly graph or the perspective over the next 2 to 4 quarters

We will spend more time 
discussing Gold further 

down in this edition of The Ca-
pital Observer. For now, we pre-
sent the Weekly graph of Gold, 
which shows similar features 
as the Oil and Copper graphs 
above. Indeed, although Gold 
is a defensive commodity, it 
has followed industrial com-
modities up since early 2016. 
On our long term oscillators 
(lower rectangle), it has recent-
ly reached an important inter-
mediate top. Theoretically, this 
could mean that it may now 
consolidate to the downside 
or sideways for about a year. 

On our medium term oscillators (upper rectangle), however, as with Oil and Copper, we are expecting an extension to the 
upside, possibly towards mid year and perhaps the Summer. As we write, Gold is close to breaking out above its previous 
2016 highs and should manage to do so until mid year. During this period, it could reach up to its I Impulsive targets to 
the upside or torwards 1’430 in first instance (right-hand scale). Following that, we would probably expect some retra-
cement into the Fall.
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Reuters CRB Future Price Index / S&P 500
Weekly graph or the perspective over the next 2 to 4 quarters

The Reuters Commodity 
Future Price Index is quite 

diversified and less weighted 
towards oil than other indexes. 
It is hence a good proxy to 
compare the wider Commodity 
space to other asset classes. 
On our longer term oscillators 
(lower rectangle), following 
years of relative weakness, it 
reached a Low Risk situation in 
H2 2017 and seems to have for-
med a base. Our medium term 
oscillators (upper rectangle) 
are now in the early stages of 
an uptrend, which, in first ins-
tance, could lead the ratio up 
towards mid year, probably 

the Summer. The wider Commodity space (e.g. ex Oil or Industrial Metals)  has been lagging other assets classes quite 
significantly over the last few years, hence, its relative potential to the upside, even if only corrective for now, is quite 
compelling (between 20 and 40% according to our C Corrective targets to the upside; right-hand scale).

Reuters CRB Future Price Index / IEF - iShares 7-10 Year Treasury Bond ETF
Weekly graph or the perspective over the next 2 to 4 quarters

Finally, we compare the 
Reuters Commodity Future 

Price Index to US Treasuries. 
The graph is quite similar to 
Commodities standalone gi-
ven the much higher level 
of volatility on Commodities 
than on Treasuries. On our 
long term oscillators, Commo-
dities made an important in-
termediate top vs Bonds in Q1 
2018. This would suggest that 
we are probably already quite 
late in the cycle. Yet, on our 
medium term oscillators (up-
per rectangle), the uptrend 
sequence does not seem fini-
shed yet, and Commodities 

should continue to outperform Bonds probably into mid Summer. 

Concluding remarks

Our graphical analysis would confirm the late stage cyclical outlook suggested by our interpretation of the Pring 
Turner 6 Business Cycle Stages model. Indeed, the uptrend on Equities is pretty much exhausted. We believe that 

any extension to the upside over the next couple of months would probably be short lived. Bonds, on the other hand, 
seem to be approaching the end of their Correction down since mid 2016. They may extend lower until mid year (US10Y 
Treasury yield may reach into the 3.0 to 3.5% range), yet should start to reverse up in H2 2018 on the back of risk-off 
considerations. Finally, Commodities are still showing strong momentum for now. They could outperform both Bonds 
and Equities possibly until mid year, perhaps even mid Summer, before they also start reversing down towards year-end. 
Such an environment, where we expect Equities, Treasury Yields and Commodities to top-out and start reversing down 
over the next 6 months, is certainly a late stage one, where markets are anticipating that the business cycle is likely to 
top-out soon.  
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The surge this year in a key short-
term dollar-financing indicator, 

the Libor-OIS spread, is being driven 
by structural forces that may persist 
without signalling an underlying 
credit-driven upheaval, according to 
Credit Suisse Group AG analyst Zoltan 
Pozsar. According to him, changes to 
the U.S. tax system are at the heart 
of the movements in dollar-funding 
markets, including interbank dealings 
and foreign-exchange swaps. In effect, 
dollar funding pipelines between 
the US and the rest of the world 
have been squeezed by changes in 
laws, not by bank creditworthiness. 
That means the strange moves in the 
spread markets are related to changing 
market structure, rather than related 
to the credit unworthiness of some US 
commercial banks. Put simply, while the 
Libor-OIS spread widening looks scary, 
they are not portending an impending 
systemic failure, according to Pozsar. 

The spread on the London interbank 
offered rate for dollars over the 

overnight indexed swap rate (the Libor-
OIS spread), has more than doubled 
this year to its widest since 2009. 
The increase in this proxy for bank 
borrowing costs has caused alarm, 
since the gauge’s surge was seen as a 
warning sign during the financial crisis 
(see 1st graph on this page).

Most of the widening of the spread 
is coming from pressure on the 

Libor Rate (LR) – in other words, it is 
rising much faster than the OIS Rate. 
There has been pressure on the LR, and 
in fact on the whole short-term funding 
markets, after the US tax overhaul, 
starting with its incentives for U.S. 
companies to repatriate money from 
abroad. The repatriation incentive is 
making offshore corporate savings 
available onshore and leading 
corporate treasurers to liquidate 
bank-debt holdings with one- to three-
year maturities. With diminished 
demand for their debt, foreign banks 25
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are making up for that lost funding 
in part by issuing more three-month 
commercial paper and certificates of 
deposits. That’s one reason why Libor 
is rising so swiftly. The OIS Rate is also 
being pressured higher, but not as much 
as the LR  (see 2nd graph on this page) 
– hence the spread is widening sharply.

There is actually a confluence of 
several factors which is driving the 

term market rates higher. One of those 
other factors is a deluge of Treasury-bill 
and corporate paper issuance since the 
U.S. debt ceiling was raised in February, 
which has helped drive bill rates to 
the highest since 2008. The increase 

has forced banks to boost commercial 
paper rates to lure buyers. Also, there 
has been also a bid for bank reserves as 
banks have a need to keep these high-
quality assets in order to prevent their 
liquidity coverage ratios (LCR) from 
deteriorating. The LCR is effectively a 
global reserve requirement mandated 
by the Basel III Agreement. For U.S.-
based banks, the focus is on the liquidity 
of bank buffers. Regulators prefer 
reserves over bonds to meet minimum 
capital requirements. Yet another factor 
is the Fed’s HQLA regulation, which 
emphasizes that the quality of liquid 
assets being held be pristinely high. 
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The combination of these regulations 
translates into banks having to 

hold more in reserves than they once 
did, and that those reserves be of the 
highest quality.  All of these factors have 
converged to push up term market rates 
– Libor, repos, T-Bill rates (and which is 
the reason why 3-yr bond yield have 
ratcheted up so high, and so quickly, as 
a consequence). The primary domestic 
culprit has been the Repo Rate – it 
has been rising inexorably since late 
2016, and its rise has been pacing all 
the upwards dislocations in the term 
markets rates and spreads (see 1st 
graph on this page).

There are other complicating 
factors: with the bid for high-

quality assets to meet the Fed’s and 
Basel III Agreement capital and liquidity 
ratios, there is a high demand for bank 
reserves (which are like money). And 
every time the institutions move their 
funds from a bank to the Fed, reserves 
are drained from the banking system 
and funds move from entities that 
trade reserves (banks) to an entity 
that does not (the Fed). The Fed is like 
a “black hole” where reserves go and 
do not re-enter circulation because 
unlike banks, the Fed doesn’t trade the 
funds it takes from the funding “black 
holes”. This has complications because 
when the amount of reserves declines, 
term money markets tighten (and the 
US Dollar, generally, strengthens as a 
consequence, while the equity markets 
get hit). The converse is also true, and 
there has been a lot of turmoil under 
the surface because the Fed has been 
engineering a decline in reserves. 

All of the above are what which we 
call the “incidental” explanations. 

There is a real, “structural” 
explanation: the US Treasury has 
been normalizing its cash balances. 
Normalization drained close to $400 
billion of reserves from money markets 
during Q4 2017, and its impact has 
been, and are still being felt, the world 
over. Repo spreads, spreads to OIS and 
cross-currency bases have all widened, 
re-tracing most of the narrowing 
they’ve been through since January last 

year. The side effects are not confined 
to the term (money) markets -- the 
equity markets have reacted badly to 
the withdrawal of massive liquidity, 
have fallen sharply, and are still in 
the process of stabilizing, and should 
soon make a trough (which we think 
will happen before April is over). This 
structural event explains all of the 
“incidental” rationales posted above 
very well. 

What’s happening was not a one-
off event – the equity markets 

always suffer dislocations (in varying 
degrees), whenever the LR-OIS spread 
widens sharply (see graph below). 
Therefore, the widening of market 
term spreads cannot just be dismissed 
off-hand with clinical, incidental 
explanations – those widening 
episodes always have costs. Systemic 

liquidity is what mainly drives the 
markets, and when liquidity suffers 
a blockage or is withdrawn, the term 
markets seize up, and asset prices pay 
the price (see 2nd graph above). 

The recent jump in Libor borrowing 
rates has garnered attention given 

the role spiking Libor rates played 
as an early warning indicator of the 
Global Financial Crisis (GFC) and the 
importance of Libor as a benchmark 
for business and consumer borrowing. 
The Libor Rate is a reference for money 
managers of US dollar denominated 
fixed-income portfolios; and about 
$150 trillion of global debt is US dollar-
denominated. Every single basis-point 
shift (a basis point is 1/100th of 
1%) in LIBOR amounts to an annual 
transfer of $15 billion from lenders to 
borrowers or vice versa.
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Moreover, in market terms, the 
LR-OIS spread is the key element 

that gives an analyst a market-based 
tool to measure risk perceptions among 
market agents. While those perceptions 
may not always be realized, they are 
based on real-time prices and are 
therefore the very best information 
we can obtain. Hence, market analysts 
(us included) pay attention whenever 
term market spreads widen – whatever 
the facile rationales that follow may 
be, there is always an impact on asset 
prices – and none more so than on the 
US domestic currency, the Dollar. The 
widening spreads logically infer that the 
worldwide desire for US dollars is raising 
the currency’s price (in interest rates 
and in spreads), because the quantity 
is relatively static while the demand is 
rising (Quantity Theory of Money). The 
essential background to this logic is 
that the source of dollar quantity is 
the Fed; it has held its balance sheet 
constant in size for three years, and 
is now, in fact, reducing the assets 
it holds. This raises the value of the 
Dollar (after a short lag), and would 
do so for as long as that process 
continues (see 1st graph on this page). 

The LR-OIS spread is regarded as 
a measure of how expensive or 

cheap it will be for banks to borrow, 
as shown by Libor relative to a risk-
free rate, the kind that’s paid by 
highly rated sovereign borrowers such 
as the U.S. government. The Libor-
OIS spread provides a more complete 
picture of how the market is viewing 
credit conditions because it strips out 
the effects of underlying interest-rate 
moves, which are in turn affected by 
factors such as central bank policy, 
inflation and growth expectations 
(Bloomberg). A disproportionate 
burden falls on the commercial banks, 
which have to borrow short-term, and 
lend long-term. A sharp widening of this 
spread negatively impacts the capability 
of commercial banks to borrow and 
subsequently lend – the LR-OIS spread 
is effectively an important predictor 
of bank lending in the near-term 
future (2 quarters ahead), and thereby 

how GDP growth will fare over after 
that period (see 2nd graph on this 
page). Correspondingly, the spread 
also becomes a predictor of how the 
valuation of the equities of the bank 
sector perform, as a consequence. 
The recent widening of the spread tells 
us that the US bank sector stocks will 
come under pressure in the near-term, 
as borrowing costs have been rising 
sharply, and continue to rise (see 2nd 
graph on this page). 

It should be clear by now, that 
the draining of reserves and the 

destruction of reserves (through 
central bank tapering) affects the 
way term markets (especially, repo 
and FX swap markets) trade in the 
post-Basel III financial order due to 
regulations coming due. The Fed’s 
long-stated desire to normalize its 

balance sheet is also playing a large part 
in the drama. History shows the impact 
of those events. $1 trillion of reserves 
have been sterilized through various 
liability swaps on the Fed’s balance 
sheet between January 1st, 2015 
and December 31st, 2016. Sterilizing 
reserves through the normalization of 
Treasury’s cash balances is the same 
as destroying reserves through balance 
sheet taper, from a funding perspective. 
As sterilization increased, reserves 
declined, dollar liquidity suffered, 
and term spreads in money markets 
widened. That has laid the ground for 
the turmoil in the term market rates 
and spreads which we are seeing today. 

That history lesson also shows 
the direct link between term 

market rates and spreads, to the bank 
reserves held at the Fed. Put another 
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way, when the amount of reserves falls, 
term money market rates (repo, Libor) 
tighten/rise, and vice versa (when the 
volume of bank reserves increase, term 
market rates fall).  So, for analysts like 
us desiring to know when the widening 
of the LR-OIS spread will stop, reverse, 
and embark towards narrowing (which 
signals forthcoming relief to risk assets), 
we should watch the bank reserves. 
Historically, changes in the bank 
reserves have a one-month lead over 
the fluctuations of the LR-OIS spread 
(see graph on this page). Currently, 
the month-on-month change in bank 
reserves is rising, so we take that as a 
signal that the spread may soon start to 
narrow. That would provide relief to risk 
asset, but we still have to see whether 
this condition will persist. Until then, we 
will continue watching. 
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Is the widening of LIBOR-OIS spread already affecting the pricing of Banks and of 
listed Credit instruments?
Since November, the Libor-OIS spread has  shot up drastically. Such a move has been unseen since the 2007 – 2008 financial crisis, 
and it does raise some concern about the tightening conditions in the interbank lending market. Although, much of this move can 
be explained by regulatory and/or fiscal structural changes, its impact on bank financing costs and more generally on credit markets 
is bound to affect pricing, especially if the spread widening trend persists. In this article, we will review the relative strength of bank 
stocks vs their index, as well as a selection of listed credit instruments in order to spot any deterioration in their recent uptrends.

USD 3 Months LIBOR fixing – US 3 Months Benchmark Bond Yield 
Weekly graph or the perspective over the next 2 to 4 quarters

As a proxy for the LIBOR-OIS, we will 
be using the LIBOR-US3M Treasury 

spread. Although, it may be slightly more 
volatile, it shows similar dynamics as it 
also captures the credit element em-
bedded in the LIBOR-OIS spread. The 
spread bottomed out last Summer and 
retested down in November, it has since 
been moving up rapidly. On our long term 
oscillators (lower rectangle) we  believe 
that the spread recently broke-out from 
a base (H2 2017) and that it now has the 
potential to accelerate up towards late 
2018 / early 2019. On our medium term 
oscillators (upper rectangle), the spread 
is now also in an uptrend. Its progression 
probably continues towards the Summer, 
then into 2019. Hence, from what we 

can monitor from the LIBOR-US3M Treasury yield spread, the LIBOR-OIS  spread could continue to trend up over the next 12 mon-
ths.  Given the parabolic features of the recent price action (and the rather short price history featured here), it is difficult to set precise 
targets to the upside for this move. That said, our I Impulsive targets would suggest initial resistance somewhere between 0.7 and 0.9% 
(right-hand scale).

USD 3 Months LIBOR fixing – US 3 Months Benchmark Bond Yield
Daily graph or the perspective over the next 2 to 3 months

On both our oscillator series (lower 
and upper rectangles), the LI-

BOR-US3M Treasury spread could 
be approaching an intermediate top 
between now and late April. This could 
lead to some consolidation down, 
possibly into late May / early June. 
On the target front, the move up since 
November has reached our I impulsive 
targets up between 0.6 and 0.7% (right-
hand scale). Hence, the uptrend may 
be somewhat exhausted for now, and 
may experience a temporary pause (al-
though again, the price history featured 
here is very short given the parabolic na-
ture of the recent move). Making some 
metal shortcuts, we may consider that 
this consolidation could correspond 
to some temporary easing of financial 
conditions over the next 1 to 2 months. 29
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KBE - SPDR S&P Bank ETF / SPY - SPDR S&P 500
Weekly graph or the perspective over the next 2 to 4 quarters

We now look at the US 
banking sector vs the 

S&P500 to try to assess if the 
ratio may be strained by the 
current acceleration in the 
LIBOR-OIS spread. For now, 
our long term oscillators 
(lower rectangle) are still 
positioned in an uptrend, 
and the ratio should continue 
higher possibly into July as 
suggested by our automatic 
messaging. Our I Impulsive 
price targets up are still 
compelling (right-hand scale) 
suggesting a further 10 to 20% 
of potential outperformance 
until then. That said, the 

picture on our medium term oscillators has weakened somewhat lately (upper rectangle). Indeed, although prices have 
held up since September, the sequence on these oscillators is showing declining tops. This may be an early signal of further 
weakness to come. Yet, we will keep our  medium term bullish bias for now, probably towards mid-year.

KBE - SPDR S&P Bank ETF / SPY - SPDR S&P 500
Daily graph or the perspective over the next 2 to 3 months

On the daily graph, both 
our oscillators series 

(lower and upper rectangles) 
are currently in a period of 
underperformance for Banks 
vs the S&P500. It could last 
into late April, possibly early 
May, and according to our C 
Corrective targets to the down-
side (right-hand scale), there 
is a risk of a further 5% of un-
der-performance for the sector 
vs the market. That said, from 
early May the uptrend should 
be reinstated, and our I Im-
pulsive targets to the upside 
are still quite promising as we 
move towards late May and 
June.
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Banking sector – Dow Jones Stoxx / Dow Jones Stoxx Europe 600 
Weekly graph or the perspective over the next 2 to 4 quarters

European Banks should theore-
tically be taking most of the hit 

of the widening of the LIBOR-OIS 
spread as the tax repatriation act 
is mainly draining USD liquidity for 
USD funding outside of the US. Al-
though it is difficult to confirm a 
direct relationship for now, it does 
seem like the uptrend on European 
Banks relative to Europe Stoxx In-
dex has lost momentum over the 
last 2 months. On on our long term 
oscillators (lower rectangle), the 
re-acceleration up towards July is 
stalling, while our I Impulsive targets 
to the upside (right-hand scale) are 
looking more and more like a dis-
tant “mirage”. In fact, the ratio is still 

stuck within the range of our C Corrective targets to the upside, and we are wondering if it will ever manage to clearly break above 
these. Finally, on our medium term oscillators (upper rectangle), the sequence is now rather down-trending. A reaction up is still 
possible towards late May, yet we doubt that it will be able to gather sufficient momentum to reestablish a clear uptrend. So 
indeed, over the last couple of months, the picture has deteriorated for European Banks vs the Europe Stoxx 600.

Banking sector – Dow Jones Stoxx / Dow Jones Stoxx Europe 600
Daily graph or the perspective over the next 2 to 3 months

Shorter term, European Banks 
are now in a downtrend vs the 

Europe Stoxx 600. Both oscillator se-
ries (lower and upper rectangles) are 
currently in sell-off mode, possibly 
until early May. The tipping point 
in February does correspond to the 
beginning of the sharp acceleration 
of the LIBOR-OIS spread, yet more 
generally, since November,  the ra-
tio is also closely correlated with the 
path of European long term yields. 
Nevertheless, the ratio  is heading 
lower for now and has just broken 
through our C Corrective targets to 
the downside (right-hand scale). It 
may now be heading towards our 
next level of targets (I Impulsive 

targets down; right-hand scale), which imply between 4 and 7% of further underperformance.

Initial remarks

US and European Banks are currently under pressure vs their respective indexes. In fact. Last month, in our March edition 
of the The Capital Observer, we did go underweight on both sectors in our asset allocation. This weakness may be related 

to the sharp increase in the LIBOR-OIS spread, but could also be due to the consolidation we are currently seeing on US and 
European long term yields. Going forward, we do expect these long term yields to resume their uptrend towards mid year. We 
are also expecting a pause in the strong rise of the LIBOR-OIS spread. Hence, we will probably remain prudent on Financials 
until late April / early May, yet may seek to re-enter in May in an attempt to profit from the last move up towards June. H2 
2018 may then spell another story as long term yields start to correct and short term financial conditions continue to tighten, 
certainly a recipe for increased financial stress as we approach the end of the year. 31



HYG - iShares iBoxx $ High Yield Corporate Bond ETF
Weekly graph or the perspective over the next 2 to 4 quarters

We now turn to Credit 
markets and first look at 

US High Yield on a standalone 
basis. On our long term oscilla-
tors (lower rectangle), the se-
quence up since early 2016 has 
probably been completed. We 
would now expect HYG to re-
sume lower towards year-end 
and 2019. On our medium term 
oscillators (upper rectangle), 
HYG is already in a downtrend, 
yet it could see a reaction up 
over the next 2 to 3 months. 
On the price target front, the 
risk is quite compelling over 
the next 12 months, probably 
towards the 77 – 73 range (or 

10 to 15% below current levels) according to our I Impulsive targets to the downside (right-hand scale). As it happens, High 
Yield, did offer some Credit cushion to rising interest rates since mid 2016, hence the slight rise in prices from mid 2016 to 
early 2018, while 5 year benchmark rates added 170 basis points (HYG has an average duration of 3.8Y).  These dynamics are 
however fading as we approach the later stages of the business cycle. Worse in H2 2018, we expect them to reverse as the 
deteriorating Credit element takes center-stage, despite the retracement we expect in benchmark bond yields. 

HYG - iShares High Yield Bond ETF / LQD - iShares Investment Grade Bond ETF
Weekly graph or the perspective over the next 2 to 4 quarters

Comparing HYG to LQD 
strips out to some extent 

the rising benchmark yields 
element from the equation. 
Indeed, although both ETF 
have different durations, the 
credit element seems predo-
minant. Also here, we would 
expect that the sequence up 
since 2016 on our long term 
oscillators (lower rectangle) is 
probably nearing completion. 
Yet, on our medium oscillators 
(upper rectangle), we would 
still expect one last reaction 
up over the next 3 to 4 mon-
ths. Although, High Yield does 
provide a cushion vs Invest-

ment Grade in a rising yields environment, our I Impulsive  targets to the upside (right-hand scale) do seem much too ag-
gressive for now. We would rather expect the ratio to retest its 2017 highs, possibly 2 to 3 % above current levels (i.e. the 
upper end of our C Corrective targets up; right-hand scale).
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HYG - iShares High Yield Bond ETF / LQD - iShares Investment Grade Bond ETF
Daily graph or the perspective over the next 2 to 3 months

Shorter term, looking at the 
daily graph of the HYG/

LQD ratio, we would probably 
expect its to continue its 
uptrend until late May / early 
June on both oscillator series 
(lower and upper rectangles). 
Our automatic messaging is 
currently more negative, yet 
we will keep our positive bias 
for now as our C Corrective 
targets to the downside (right-
hand scale) seem to be provi-
ding worthwhile support. Be-
low these, we would obviously 
have to reconsider. Hence, we 
would expect that the ratio re-
confirms its uptrend over the 

next couple of weeks and then continues up towards June. This is in-line with our more general view on risk assets, where 
we expect one last upside attempt towards late Q2. Incidentally, it also corresponds to the softening we expect over the 
next 1 to 2 months on the LIBOR-OIS spread.

Amundi ETF Euro High Yield Bond ETF / Amundi ETF Euro Corporates Bond ETF
Daily graph or the perspective over the next 2 to 3 months

The scenario is probably si-
milar to the one for High 

Yield vs Investment Grade in 
Europe. On our medium term 
oscillators (upper rectangle), 
the ratio already seems to be 
re-accelerating up. That said, 
we would still be cautious 
over the next couple of weeks 
as our long term oscillators 
(lower rectangle) are calling 
for some retracement before 
the acceleration is confirmed. 
We would then expect High 
Yield to outperform, possibly 
until June, which is in line with 
our forecast above for the ratio 
of US High Yield vs Investment 

Grade.
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PCY - PowerShares EM Sovereign Debt ETF / IEF-iShares 7-10 Year Treasury Bond ETF
Weekly graph or the perspective over the next 2 to 4 quarters

Finally we turn to another mea-
sure of global credit conditions 

looking at the ratio of Emerging 
Markets Sovereign Bonds vs US 
Treasuries (both ETFs we use here 
have similar durations). On our me-
dium term oscillators, the sequence 
up since early 2016 has probably 
come to an end (upper rectangle). 
This is confirmed by our automatic 
messaging which has recognized an 
important top. Yet, on our long term 
oscillators, the ratio may attempt a 
last move up towards late Q2 2018. 
This could be signaling some kind of 
an upside retest over the next 2 to 
3 months. Following that, we would 
expect the ratio to start weakening, 

potentially towards year-end and 2019. Risk/reward is neutral for now, stuck in the middle of our projections for I Impulsive 
upside potential and C Corrective downside risk (right-hand scale). 
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PCY- PowerShares EM Sovereign Debt ETF / IEF- iShares 7-10 Year Treasury Bond ETF
Daily graph or the perspective over the next 2 to 3 months

The Daily graph of the Sovereign 
credit ratio does give us a more 

precise picture. The downtrend 
since February should reach an in-
termediate low between late April 
and early May on both oscillators 
series (lower and upper rectangles). 
This should trigger a sideways (up-
per rectangle) to slightly uptren-
ding (lower rectangle) reaction into 
June. Following that, we would 
expect Sovereign credit spreads to 
resume their downtrend into Q3 
2018. Consequently, on this ratio, we 
would first expect a measured reac-
tion up towards our C Corrective up-
side targets, 1 to 2% above current 
levels, and then a new sell-off towar-

ds our I Impulsive targets to the downside, 4 to 6% lower than today.

Concluding remarks:

Over the next couple of months, our graphs may suggest that the LIBOR-OIS spread may soften some, while Credit 
and potentially Banks regain some steam and attempt to recoup some of their recent underperformances. Both are 

probably driven by the more general reaction up we expect on risk assets, probably from late April into June. Looking into 
H2 2018, however, we are forecasting a rather strong deterioration in the cross asset picture. Equities, Commodities and 
Long term Yields should be topping out for this cycle between mid year and the Summer, while the Yield Curve continues 
to flatten aggressively again, Banks underperform and Credit starts to falter. We suspect that beyond the many regulatory 
and/or fiscal structural changes that are currently put forward as explanations for the recent widening LIBOR-OIS spread, 
these negative financial conditions will provide the type of environment that could see a strong increase in funding costs. 
We hence suspect that the LIBOR-OIS may gradually come back to haunt us as the year progresses, and it probably won’t 
be due to specific changes in regulatory or fiscal conditions.
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At The Capital Observer, we have 
always considered analysis of 

systemic conditions as a key tool 
in our approach to assess the asset 
outlook. As we said in another article 
in this edition, macro data is not the 
last word in the forecasting of asset 
prices. The economy (GDP growth) is 
frequently a lagging indicator. Even so-
called «first principles» relationships 
in Economics frequently flip-flop. In 
our experience, the most reliable 
correlations (relatively speaking) can 
be found between the causality from 
monetary flows (changes in systemic 
liquidity) and changes in asset prices 
(see 1st graph on this page). Very often, 
it is the change rate in the nominal 
values (flows), not the absolute 
changes in nominal value (the stock), 
which makes the most impact. Note, 
however, that the response of asset 
prices to the impact of those flows is 
variable; some assets respond more 
quickly to the flows; for other assets, 
the impact of those flows come later.

Nonetheless, despite the variance in 
response, the individual distributed 

lag between macro stimulus and the 
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35 / The outlook from Systemic Liquidity Models: looking for a 
major trough during the second half of April 2018, followed by 
the next phase of the bull market

point of maximum impact it has on 
a specific asset price can be very 
consistent over long periods. We can 
make a case that the specific response 
to a specific stimulus has been fairly 
constant over the past 20 years at 
least. That's why we rate this tool with 
high confidence to be used to help for 
the timing of the trades -- from stimuli 
to peak impact on the price. That of 
course does not mean that the lag 
could not extend further or fall short, 
if extraneous events enter the scene; 
however, deviations have been very 
few in our experience and in our back-
testing.  

But that is taking only the current 
macro conditions -- there will be 

more positive and negative macro 
*shocks* as we go along, so we have 
to have a running aggregation process. 
Our experience however shows that 
there is little deviation from the 
direction of the indicated trend. What 
could change is the slope of the trend 
-- that of course impacts the target 
level, even if the cadence in timing 
remain true to historical norms. 
It is an adaptive process -- there is 

nothing deterministic about it. Having 
*deterministic* targets (as in *carved in 
stone* forecasts) may only be possible 
for short-term events (over periods 
measured in days). The precision which 
can be obtained make it tempting 
sometimes to make point forecasts 
for events 6 months or longer into the 
future. But that is totally unnecessary 
and counter productive if extraneous 
events interfere, skewing expectations. 

In this article we have decided to 
display the impact that liquidity 

could have on the price structure 
for many key assets. These are the 
general descriptions of expected 
market action over the next few 
weeks and months based on liquidity 
developments from the US Treasury 
and the Federal Reserve:

For equities, high yield, The US Dollar, 
and Bitcoin, we expect a sub-cycle 

trough in the second half of April. A new 
upside phase of the bull market follows, 
one which could extend up to mid to  
late part of Q3 2018.

SYSTEMIC LIQUIDITY MODELS vs. S&P 500 Index 

Expect a small recovery, probably for a week - a significant 
decline follows thereafter. But we should see a cyclic low 

sometime in late April-early May, followed by a new upside 
phase of the bull market. 

RELEVANT PRICE STRUCTURE MODEL vs. S&P 500 Index
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SYSTEMIC LIQUIDITY MODELS vs. Nasdaq 100 Index

Expect a small recovery, probably for a week - a significant 
decline follows thereafter. But we should see a cyclic low 

sometime in late April-early May, followed by a new upside 
phase of the bull market.

RELEVANT PRICE STRUCTURE MODEL vs. Nasdaq 100 Index

SYSTEMIC LIQUIDITY MODELS vs. High Yield Index

Expect a small recovery, probably for a week - a significant 
decline follows thereafter. But we should see a cyclic low 

sometime in late April-early May, followed by a new upside 
phase of the bull market.

RELEVANT PRICE STRUCTURE MODEL vs. High Yield Index

SYSTEMIC LIQUIDITY MODELS vs. US Dollar TWI

Expect a small recovery probably for a week - a significant 
decline follows thereafter. But we should see a cyclic low 

sometime in late April-early May, followed by a new upside 
phase of the bull market.

RELEVANT PRICE STRUCTURE MODEL vs. US Dollar TWI
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SYSTEMIC LIQUIDITY MODELS vs. Bitcoin (Various)

There are strong linkages between, and among, global systemic liquidity, the global stock markets, and Bitcoin and other 
crypto-currencies (see the 1st graph above). But the subject needs a longer exposition than the space here allows. We 

will discuss the issue in subsequent issues of the Capital Observer.

RELEVANT PRICE STRUCTURE MODEL vs. Bitcoin (Various)

Expect a small recovery probably for a week - a significant 
decline follows thereafter. But we should see a cyclic low 

sometime in late April-early May, followed by a new upside 
phase of the bull market.

SYSTEMIC LIQUIDITY MODELS vs. 10-Year Yield

For bond yields and gold, we expect a sub-cycle trough during the second half during the second half of April, likely in the 
third week of the month. But this should be followed by significant rallies in gold and in the 10-year yield into May. A small 

pullback from there should be followed by further rise in yields.

RELEVANT PRICE STRUCTURE MODEL vs. 10-Year Bond Yield

Expect a further decline for a week – an uptick in yield follows 
thereafter. But we should see a cyclic high sometime in July, 

followed by another downtick in yields.
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SYSTEMIC LIQUIDITY MODELS vs. Gold Bullion

Expect a further decline for a week – an uptick in Gold 
follows thereafter. But we should see a minor high 

sometime in June, followed by another downtick in Gold. 

RELEVANT PRICE STRUCTURE MODEL vs. Gold Bullion



The reflation trade will see one more rally, probably between late April and 
June
The current correction to the downside on the S&P500 is the longest and strongest since the reflation trade begun in early 
2016. We believe however, that it should be coming to an end, possibly over the next couple of weeks. Equity markets and 
reflation assets should then be ready for one last rally towards mid-year.

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

From peak to through, the S&P500 
has corrected 12% over the last 

2 months. This correction is the 
strongest since the reflation trade 
begun in early 2016,  and does 
certainly raise the question if there 
is more downside to come (our I 
Impulsive targets to the downside are 
pointing towards the 2’470 – 2’340 
range; right-hand scale). That said, 
our medium term oscillators (upper 
rectangle) did reach a support point 
early April on the S&P500, and it has 
since been rebounding. Yet, on both 
our oscillator series (lower and upper 
rectangles), we would still expect 
a retest of these recent lows, or at 
least some retracement of the recent 

rebound, possibly until the 3rd week / late April. Given the remaining downside risk, and although we believe that the early April 
lows will probably pretty much hold, we will remain prudent over the next week to 10 days before we attempt to Buy the Dip. 
Following that, we believe that the S&P500 may rally into early June at least, possibly retesting its highs and above.

Nasdaq 100 Index
Daily graph or the perspective over the next 2 to 3 months

Despite the negative publicity 
the FAANGs have received 

over the last month or so (a.k.a. 
Facebook), it is quite amazing 
how well the Nasdaq 100 has 
held in the recent sell-off. The 
Nasdaq had actually made new 
highs in March and indeed, the 
recent sell-off has held above 
the previous sell-off lows made 
early February. On both oscilla-
tors series (lower and upper rec-
tangle), we expect the Nasdaq 
100 to resume it uptrend soon, 
sometime towards late April, 
possibly following a last retest 
down over the next week to 10 
days. For now, our C Corrective 

targets to the downside have pretty much held (around 6’360; right-hand scale). We do not expect that these could be materially 
broken for now. From late April, the Nasdaq should then move up towards June and possibly reach new highs (our I Impulsive 
targets to the upside between 6’860 – 7’240 range; right-hand scale). 38
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US10Y Benchmark Bond Yield
Daily graph or the perspective over the next 2 to 3 months

The recent equity sell-off 
since mid March also cor-

responds to the beginning of a 
period of consolidation on the 
US 10Y benchmark bond yield. 
Indeed, the FED statement and 
Dots late March were seen as 
rather hawkish, which given the 
current risk-off environment, 
did lead to some retracement 
in the US 10Y benchmark bond 
yield. On our medium term 
oscillators (upper rectangle), 
this period of consolidation 
may already be over. On our 
long term oscillators (lower 
rectangle), it may extend ano-
ther couple of weeks, before 

US 10Y benchmark yields start accelerating up again possibly towards mid year. Our I impulsive targets to the upside 
(right-hand scale) are indicating that the 3.0% mark could be reached (right-hand scale). This is slightly more conservative 
than our view on the Weekly graph, where we expect US10Y yields to top out between 3.0 to 3.5% by mid year (page 20).

EEM - iShares MSCI Emerging Index Fund / SPY - SPDR S&P 500
Daily graph or the perspective over the next 2 to 3 months

Emerging Markets have held 
up remarkably well since 

the correction to the downside 
begun in late January. As 
shown on this daily graph, they 
continue to do so, even on a 
relative basis vs the S&P500 
index, and even despite some 
aggressive sell-offs over the 
last few days, notably in Russia 
or Turkey. That said, we would 
probably let things settle 
until early May, when we 
can identify a support point 
on both oscillator series 
(lower and upper rectangles). 
Following that, we expect EMs, 
to continue to outperform the 

S&P500, probably by a further 3 to 6 % until late June (our I impulsive targets to the upside; right-hand scale). Indeed, 
Emerging Markets are usually late cycle performers.
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EURUSD 
Daily graph or the perspective over the next 2 to 3 months

Since early February, EUR/
USD has been consolidating 

at high levels. On both oscil-
lator series (lower and upper 
rectangles), we would expect 
the current range to break out 
to the upside, possibly for a  
move that could last into late 
May / June. Our longer term 
view is that this move may be 
the last move up for EUR/USD 
in this cycle. According to our 
I impulsive targets, the up-
side potential is limited (1.26; 
right-hand scale), although we 
cannot exclude that it could 
travel a couple more figures.  
More precisely, our medium 

term oscillators (upper rectangle) are suggesting that the break-out could happen over the next week or so, while our longer 
term oscillators (lower rectangle) would call for a bit more patience until early May. Both however are confirming that we 
will probably see marginal new highs over the next couple of months. 

EuroStoxx 50
Daily graph or the perspective over the next 2 to 3 months

Despite a strong EUR/USD 
lately, the EuroStoxx 50 

has managed to rebound quite 
nicely since late March. That 
said, on both oscillator series 
(lower and upper rectangles), 
we would expect it to retrace, 
and perhaps retest down once 
more until late April, perhaps 
early May. Following that, 
we  believe it should move up 
along with other equity mar-
kets, possibly towards June, 
perhaps July. For now, the risk 
to the downside, shown on our 
I Impulsive target down (right-
hand scale) is still quite com-
pelling (3’240 – 3’090). Indeed, 

theoretically, the EuroStoxx 50 is still finishing off the downtrend it started in late October last year. Going forward, from May 
into June/July, it is difficult to assess for now if the EuroStoxx 50 will achieve new highs.  A first step, would be to make 
it above the higher end of the C Corrective targets, which we can calculate using our historical measure of volatility “Delta”, 
here at 358.0 (middle rectangle, right-hand side), i.e. 358.0 times 0.8 added to the graph’s low at 3’279 = 3’564. Above this 
level, the EuroStoxx would then reinitiate an impulsive move up and new highs could eventually be envisaged. 
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USD/JPY
Daily graph or the perspective over the next 2 to 3 months
          

We now turn for the USD 
vs Japanese Yen, which 

traditionally is a defensive 
currency. Indeed, USD/JPY 
has continued lower since the 
equity sell-off begun in late 
January. Our projection on 
both oscillator series (lower 
and upper rectangles) is that 
USD/JPY could soon (between 
now and late April) resume its 
downtrend possibly into late 
May. Our I Impulsive target to 
the downside would suggest 
that it could reach new lows, 
possibly in the 104 – 101 range 
(right-hand scale). Given our 
rather positive outlook on risk 

assets during this period, we would probably favour a slight retest of previous lows rather than a deep sell-off. Indeed, 
our longer term view is that USD/JPY could initiate a worthwhile rebound from mid Q2 into the Summer. In first instance,  
it could probably reach our C Corrective targets to the upside between 109 and 111 (right-hand scale) and then possibly 
towards the 112 - 118 range . Hence, USD/JPY may be one of the first pairs to turn up as the US Dollar starts to gather 
strength during mid/late Q2.

Nikkei 225 Index
Daily Graph or the perspective over the next 2 to 3 months

Similarly to the EuroStoxx 
50, the Nikkei 225 started 

to rebound late March. That 
said, on both oscillator series 
(lower and upper rectangles), 
the Nikkei could still see one 
last retest to the downside 
over the next couple of weeks. 
Following that, we would 
expect it to start moving up 
again, initially into early June. 
A week ago, the Nikkei did 
break below 21’000, or below 
its C Corrective targets to the 
downside (right-hand scale). 
This did open the door to 
further downside risk towards 
the 19’300 – 17’800 range. 

Although, we believe it is unlikely that it will sell-off towards these levels, this risk remains a possible outcome. We would 
hence remain prudent for now and wait for these late April lows on our oscillators, before we venture in to catch the 
next move up towards June. For now, it remains unclear if the Nikkei will be able to make new highs. This may depend on 
how fast and how strongly, USD/JPY gathers momentum in mid/late Q2.
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EUR/JPY
Daily Graph or the perspective over the next 2 to 3 months

EUR/JPY is usually a reliable 
indicator of the current 

stage of the risk-ON / risk-OFF 
relationship in financial mar-
kets. This has been especially 
true over the last few quarters, 
as the EUR has proxied Growth 
trades, while the Yen remains 
defensive. Indeed, since the 
equity sell-off began in early 
February, EUR/JPY has been 
correcting to the downside. 
While the sequence we show 
on our long term oscillators 
(lower rectangle) may suggest 
that this period of retracement 
is finished (and that EUR/JPY is 
now resuming up), our medium 

term oscillators (upper rectangle) are pointing to a few more weeks of risk until early May. We would hence probably expect 
that EUR/JPY retraces a bit over the next couple of weeks before it starts moving up again towards late May and possibly 
into June, as suggested by our long term oscillators (lower rectangle). Anyhow, for now, we are expecting that EUR/JPY holds 
above the lower end of its C Corrective targets to the downside, i.e. above 129 (right-hand scale). According to our longer 
term graphs, the move up that follows into June could certainly make new highs, and then reach above 140.

Bund
Daily Graph or the perspective over the next 2 to 3 months

The Bund is also a good 
Defensive indicator in the 

risk-ON / risk-OFF relationship. 
It is also quite a resilient one, 
as it usually takes a strong re-
flationary push to make it turn 
down. Consequently, it often 
starts turning up again well be-
fore other risk-off indicators. 
The Bund is also more focused 
on the risk-ON / risk-OFF situa-
tion in the EuroZone where it 
usually moves counter-trend to 
Equities (not so much the case 
vs the S&P500). Although both 
oscillator series (lower and up-
per rectangles) are positioned 
in uptrends, the period ahead 

between now and June may see some high levels consolidation on the Bund. This may imply that equity markets and 
risk-ON assets more generally may have this two months time window to make their last move up. Following that, the 
Bund re-accelerates to the upside, possibly reaching into the 163 – 165 range into the Summer (I Impulsive targets to the 
upside; right-hand scale), signalling renewed risk-OFF pressures.
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Brent Oil
Daily Graph or the perspective over the next 2 to 3 months

Brent is currently leading the 
way up again for reflation 

trades. It has recently broken 
above its January highs on in-
creased political risk in the 
Middle East and could now be 
getting ready to move into the 
mid 70s USD/barrel (our I impul-
sive targets to the upside; right 
hand scale). Our longer term 
analysis would suggest that such 
a break-out would probably open 
the door to much higher levels in 
the near future (90 to 100 range 
on our Weekly graph featured 
on page 22 of this edition). That 
said, before this happens, Oil 
may suffer another short tem-

porary set-back. Indeed, our medium term oscillators (upper rectangle) have now reached a High Risk zone and could see a 
couple weeks of consolidation. On our long term oscillators (lower rectangle), the consolidation period since January, in theory, 
still hasn’t been completed: Brent could retrace once more into late April, before it finally takes off.

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

Looking at the strong uptrend 
on the ratio of Brent vs 

the S&P500, we can probably 
conclude that it is likely to be 
one of the leaders of the refla-
tionary push we expect over the 
next couple of months. Short 
term, on our medium term oscil-
lators (upper rectangle), it does 
seem a bit exhausted though, 
and could see a temporary set-
back (a couple of weeks). That 
said, on our longer term oscil-
lators (lower rectangle), we are 
confident that Brent will pro-
bably outperform the S&P500 
until June. This conforms to 
what should be expected at 

this late stage in the business cycle (i.e. a last Commodity led inflationary acceleration).

Concluding remarks

Over the last 10 days, Equities have started to rebound from the strong sell-off they have suffered since early February. 
Although, we remain constructive on risk assets over the next couple of months, we would remain cautious for another 
week to 10 days. Indeed, on many risk assets, our oscillators are signalling that we may see one more retest down into late 
April (perhaps just a retracement of the latest bounce). Following that, we believe that risk assets should initiate a new 
rally, probably led by Commodities, Emerging Markets and Growth themes such as the Nasdaq 100. These will probably 
push to new highs by June, along with US long term Interest rates and EUR/USD. For other markets, we expect at least a 
strong rebound (Europe and Japan), and for the S&P500 a possible retest of previous highs. From June into early Summer, 
we will await that most reflationary trades start topping out. The “Bear” market that follows may last 12 to 18 months.  



The most popular attribute of 
Gold from the point of view 

of investors is that it can be a safe 
haven destination. In the not too 
distant history, gold had responded to 
geopolitical events out of the Korean 
Peninsula and had rallied as the rhetoric 
between US president Mr. Donald 
Tum and Korean dictator Kim Jong-
un heated up. Conversely, the price of 
Gold deflated when the rhetoric calmed 
down. Gold had also responded to 
initiatives from the Federal Reserve, 
its price falling during the times that 
the central bank had raised rates and 
reduced its balance sheet – policy 
moves that tended to increase the 
allure of the US Dollar. That is why 
at the core, we call Gold the “anti-
Dollar”.

What is clear is that Gold is not 
merely a pawn of geopolitical 

events. Gold is also bound to the 
vicissitudes of economic growth and 
activity, as much as equities or bonds 
are. For instance, we all know that gold 
is negatively correlated to GDP growth 
– which makes the yellow metal the 
perfect antithesis of equities. We 
have always maintained that this 
negative relationship is what makes 
Gold attractive as part of an asset 
allocation. This is, in fact, the best role 
for the yellow metal, in our opinion. 
Of course, gold is also considered by 
many as a hedge against inflation, a 
relationship that is very nuanced and 
deserves further discussion in the last 
part of the article.

Our recent research also showed 
that systemic market liquidity 

has a huge impact on the valuation 
of Gold. Over the longer term, it is 
highly sensitive to the changes in the 
periodic liquidity infusions from the 
US Treasury and the Federal Reserve 
(see 1st chart on this page). It seems 
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44 / Gold set for one more rally to a new high, but will likely 
come under extreme pressure later in the year when the US 
Dollar takes off

that increasing amounts of liquidity 
infusions support higher valuations     of 
the yellow metal (see 1st chart on this 
page). That makes sense, as tighter 
supply of systemic “money” tends to 
support the US Dollar (via the Quantity 
Theory of Money) which has an inverse 
impact on Gold.

One way to confirm that is to make 
a comparison between Gold and 

term market rates via a regression 
process. We find out that increasing 
bank reserves at the Fed (the most 

money-like of all financial instruments) 
tend to push up Gold prices, while 
Reverse Repo Rates (which the Fed use 
to contract real money balances) have 
negative impacts on the changes in 
Gold price (see 2nd chart on this page).
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Using those liquidity-themed 
relationships, it is straightforward 

to make a combined model of the US 
Dollar and Gold. Using VAR extensions, 
we use term market rates to project the 
likely movements in Gold and US Dollar 
several weeks ahead. This model is 
telling us that a US Dollar rally is due 
and conversely, Gold is slated for a fall 
(see  1st graph on this page).

In all of these comparisons, something 
stands out: Gold is indeed the 

antithesis of the US Dollar -- when the 
Dollar weakens, gold strengthens and 
vice versa. Even the famous negative 
correlation of Gold with GDP growth 
stems from that relationship. The US 
Dollar is often positively correlated 
with growth, but it is not a consistent 
relationship. Too high a value of the 
US currency is often deleterious for 
GDP, as a strong dollar curtails exports. 
And exports are direct components of 
the US GDP. In the event of a growth 
recession, gold often shines due to the 
consequent infusion of liquidity from 
the central bank. That is also why the 
US Dollar often weakens into a growth 
recession. 

Gold and the US Dollar are also 
linked via the Gold Volatility 

Index. For some reasons, the Gold 
Volatility Index leads changes in the 
Gold bullion. We have used this linkage 
before to accurately project the latest 
downturn in the gold bullion price (see 
2nd graph on this page). It can also be 
used to monitor or forecast the end of 
the current gold correction. This tool 
could give you advance warning if used 
correctly.

An instrument that responds to 
macro development, like gold, 

should have strong co-movements 
with other risk assets, or respond to 
instruments which are linked to money, 
or the cost of money, like interest 
rates. The link between yields and 
Gold runs through the US Dollar, as 
the domestic currency is thought 
to be driven in some degree by the 
cost of capital. What we found out 
was that the 10yr bond yield has a 

lead over the US Dollar and Gold by 
6 months on average. We computed 
the second derivatives of the 10yr yield, 
the US Dollar and Gold to obtain those 
relationships. The second derivative 

process strips seasonality, the business 
cycle, and other idiosyncrasies of the 
instruments, which allows a comparison 
of their core values and trends (see 3rd 
graph on this page).



Gold and inflation:

Yield-less but credit-risk-free 
gold also becomes attractive to 

inventors as one means of hedging 
the possibility of an unexpected rise 
in inflation (see 1st chart on this page), 
which Gold can undertake very well, 
given its lead on inflation changes by 3 
to 4 months. Given gold’s «predictive» 
tendency over CPI, gold may be seen as 
a «predictive hedge» versus unwanted 
rise of inflation (see 1st chart on this 
page).

If Gold changes lead changes in 
inflation, and Gold is negatively 

correlated with GDP growth (and 
therefore with equities as well), we 
need to turn conventional wisdom on 
its head to place the yellow metal in a 
new light. We should start looking at 
gold as a possible inoculation to the 
ill-effects brought about by a business 
cycle or growth downturn. That is the 
new thrust of our research work in 
gold, and we will publish our findings 
accordingly when we are done., which 
should be soon. 

Our liquidity models applied to 
the price of Gold provide a map 

of the distributed lag for as far as a 
year. We have shown examples of the 
Gold models in graphs shown earlier. 
But to fully illustrate the path Gold and 
Silver prices will likely take over the next 
6 to 8 months, we provide the graphs 
shown below. We expect short term 
dips in Gold and Silver prices, followed 
by a rally into late May-June time frame. 
However, both precious metals will 
likely be under extreme pressure by 
late Q2, as the US Dollar takes off. We 
do not expect the pressure to ease off 
the precious metals until later in the 
year or even beyond (see last 2 charts 
on this page).
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Gold should break-out to the upside, before it retraces down on USD 
strength in H2 2018

As we write, Gold is testing its 21 months highs on the back of renewed political tensions in Syria. Overall, the context 
is favorable for Gold over the next few weeks. Indeed, in addition to these political factors, we expect reflation trades 

and commodities to reaccelerate up one last time towards mid-year. Gold should benefit from both, and it’s probably only 
a matter of time before it breaks out to the upside, possibly moving towards 1’400.  Yet, this rally may be short lived as the 
US Dollar is also getting quite Oversold. 

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

On this long term bi-month-
ly graph of Gold, our long 

term oscillators (lower rectangle) 
are still very much Oversold and 
slowly rising, i.e. Gold has built a 
strong base over the last 5 years. 
As for our medium term oscilla-
tors (upper rectangle), they are 
now in an uptrend, and probably 
getting ready to break out above 
Gold’s previous 2016 highs. The 
sequence we show potentially 
leads Gold up towards mid-year, 
possibly the Summer in first ins-
tance. Following that, we would 
expect Gold to retrace during 
H2 2018, and then accelerate up 
again towards late 2019 / 2020. 

Our I Impulsive targets to the upside on this long term graph would suggest that Gold could see new historical highs towar-
ds 2’000 USD/oz over the next 2 to 3 years (right-hand scale).    

Dollar Index
Bi-Monthly graph or the perspective over the next 1 to 2 years

That said, Gold is listed in US 
Dollars, and the Dollar is pro-

bably finishing off its move down 
since late 2016. On both our os-
cillator series (lower and upper 
rectangles), we would expect it 
to bottom out between now and 
mid-year and resume its uptrend 
towards late 2019. An initial re-
bound in the Dollar, which could 
start over the next quarter or 
so, would probably work coun-
ter trend to the acceleration up 
in Gold we foresee in the graph 
above. Incidentally, the inter-
mediate top we expect on Gold 
towards mid-year may corres-

pond to the bottom we expect for the Dollar over the next few months. If such is the case, Gold should retrace down during 
H2 2018 as the Dollar starts gathering momentum. For now, we are comfortable with this outlook as long as the Dollar Index 
holds above the support of the lower end of its C Corrective targets to the downside, around 86 (right-hand scale). 47
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Gold in Euro (Spot)
Bi-Monthly graph or the perspective over the next 1 to 2 years

Nevertheless, Gold denomi-
nated in other currencies 

is also gathering momentum. 
Indeed, analyzing Gold in Euros, 
for example, strips out the US 
Dollar effect (i.e. its weakness 
over the last 14 months, and its 
possible reversal to the upside 
over the coming year).  On both 
our oscillators series (lower and 
upper rectangles), the uptrend 
for Gold in Euros is already 
well engaged. It made an in-
termediate top in early 2017, 
has retraced since, yet could 
be getting ready to reaccele-
rate up again between now 

and late Summer. As with Gold in USD, or the US Dollar itself, Gold in Euros should also be moving up towards late 2019, 
possibly reaching new historical highs (right-hand scale).  Indeed, as mentioned in previous articles in this edition, we be-
lieve that we are very late in the business cycle, and that over the next 12 to 18 months, risk assets could suffer a substan-
tial correction to the downside. Once the crisis starts to worsen, possibly towards late 2018, both Gold and the US Dollar 
should benefit from their Flight to Quality status. Gold could then start to outperform both in USD and Euro terms. 

Gold in Euro (Spot)
Weekly graph or the perspective over the next 2 to 4 quarters

We now scope down 
to the Weekly graph 

of Gold in Euros (the weekly 
Graph of Gold in USD is fea-
tured in another section of 
this issue on page 23). Its price 
action has been pretty much 
“flat” over the last 3 quarters. 
We believe this will probably 
continue to be the case over 
the next few quarters, that is 
until a support point to move 
higher can be confirmed. In-
deed, both our oscillators se-
ries are showing conflicting 
signals. While our medium 
oscillators (upper rectangle) 
would suggest a first low pretty 

much now and another low towards year-end. Our long term oscillators (lower rectangle) on the other hand, would suggest 
a low towards the Summer. Hence, we expect most of the price action for Gold to happen in US Dollars over the next few 
quarters (up, then down), until Gold finally starts to take off vs all currencies, probably towards the end of 2018. Ideally, 
Gold in Euros, would need to hold above the lower end of its C Corrective targets to the downside around 1’034 Euros (right-
hand scale) to justify the continuation of this rather constructive scenario.
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Dollar Index
Daily graph or the perspective over the next 2 to 3 months

The Dollar Index shows a si-
milar picture in reverse. On 

our medium term oscillators 
(upper rectangle), the Dollar 
Index could already be resu-
ming lower, probably towards 
late May / early June. On our 
long term oscillators (lower 
rectangle), the Dollar may 
continue its current consoli-
dation up towards early May 
and then start moving lower 
until mid June. Both scenarios 
are negative for the US Dollar 
over the next 2 months, and 
hence positive for Gold. In 
this forthcoming sell-off, the 
Dollar Index could reach down 

towards 87 according to our I Impulsive targets to the downside (right-hand scale). 
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Gold Spot
Daily graph or the perspective over the next 2 to 3 months

We now turn to the shor-
ter term perspectives 

of Gold in US Dollar with this 
Daily graph. As mentioned in 
the introduction to this article, 
Gold is currently on the verge 
of breaking out to new highs. 
Our medium term oscillators 
(upper rectangle) suggest that 
this could happen over the next 
few days, while our long term 
oscillators (lower rectangle) 
do leave some leeway for fur-
ther consolidation work until 
the breakout actually materia-
lizes in May. Once confirmed, 
the upside break-out should 
continue possibly until June, 

perhaps July, and towards our I Impulsive price targets to the upside between 1'369 and 1'417 USD/oz (right-hand scale).



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

Since 2016 and its rapid rise, 
Silver has shown much 

less upside momentum than 
Gold. Indeed, its inverse cor-
relation to the Dollar is lower, 
and it has profited less from 
the Dollar’s move down over 
the last 16 months.  As we can 
see from both oscillator series 
(lower and upper rectangles), 
the picture for Silver is less 
positive that for Gold. On our 
long term oscillators (lower rec-
tangle), Silver is probably due 
to consolidate down for most 
of this year. On our medium 
oscillators (upper rectangle), 
Silver is in a downtrend. It 

may react up until mid-year, but will potentially resume lower into the Fall. Silver is also currently testing the support 
of the lower end of our C Corrective targets to the downside around 16 USD/oz (right-hand scale). If these break, Silver 
could sell-off towards the 13 to 10 USD/oz range.  Can Silver be the “Canary in the Goldmine” for a late Summer / early 
Fall sell-off of precious metals? Possibly so.

Silver Spot
Daily graph or the perspective over the next 2 to 3 months

Shorter term, Silver seems 
to be holding its ground 

just above the support of our 
C Corrective targets to the 
downside around 16.3 USD/oz 
(right-hand scale). According 
to both our oscillators series 
(lower and upper rectangles), 
Silver will need to hold above 
these levels for another couple 
of weeks, before it can start to 
resume up towards late May 
and perhaps June. If not, prices 
may sell-off towards the 15.1 – 
14.2 range. Silver, along with 
Platinum (which shows a si-
milar pattern) are the weakest 
links in the precious metals 

space. They should follow Gold up over the next couple of months. Yet, their precarious situation also highlights the 
potential risk inherent to the segment.
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GDX - Market Vectors Gold Miners ETF / SPY - SPDR S&P 500
Daily graphs or the perspective over the next 2 to 3 months

Early last month, we featured 
this Daily graph of Gold-

mines vs the S&P500. We were 
then saying that it had probably 
reached an intermediate low 
and that it may be getting ready 
to bounce. We interpreted 
this projection as an indication 
that the correction down on 
equites was probably not over.  
Today, we review this analysis. 
On both our oscillators series 
(lower and upper rectangles), 
the bounce of Goldmines vs 
the S&P500 should probably 
die out between now and ear-
ly May. According to this ratio, 
this leaves us another couple 

of weeks before we can confirm that the worse is momentarily over on Equities. Indeed, from early May, we will expect 
Goldmines to resume their downtrend vs the S&P500, probably until June, possibly even July. What’s good for Gold is 
not always good for Goldmines. Obviously, Gold also has a much more direct link to the US Dollar than Goldmines do.   

HUI - Gold Bugs Index (NYSE Arca) / Gold Spot (USD/Oz)
Bi-Monthly graph or the perspective over the next 1 to 2 years

More generally and longer 
term, we would pre-

fer holding Gold rather than 
Goldmines, at least over the 
next couple of years. Both os-
cillator series (lower and upper 
rectangles) on this bi-monthly 
ratio of Goldmines vs Gold are 
still downtrending. On our me-
dium term oscillators (upper 
rectangle), a slight bounce may 
be warranted until mid-year, 
before Goldmines start to un-
derperform the metal again, 
while on our long term oscil-
lators (lower rectangle), the 
bounce of Goldmines vs Gold 
since 2016 is probably already 

over, and the trend is getting ready to resume lower.

Concluding remarks

Over the next few weeks, Gold should be able to break out above its 2016 highs and probably move up towards June/
July and the 1’400 USD/oz mark. That said, this move may be short lived as Gold is denominated in US Dollars, which is 
now quite Oversold and could be getting ready to bounce. Indeed, during H2 2018, we expect Gold to retrace most of 
its recent gains, as the Dollar starts to turn up. The graph of Silver, which has recently been weaker than Gold, highlights 
this upcoming move to the downside, probably from early Summer into the Fall. Following this retracement, Gold should 
start to turn up again vs all currencies. Indeed, we expect that, by then, the business cycle should have started to turn 
down, and that financial conditions will probably be deteriorating quite quickly.  The uptrend that follows for Gold will 
probably last into late 2019 / 2020.
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52 / Splicing the markets – Focus on the Energy sector in light of the 
strong uptrend in Oil
Throughout this issue of The Capital Observer, we have highlighted Oil as one of the strongest drivers for the last reflationary rally 
we expect from now to early Summer. Following that, we do believe that most risk assets could start topping out for this cycle. 
Should the Energy sector ultimately benefit from this last uptrend? This is no obvious question, considering that the US Energy 
sector in particular has widely deceived over the last 12 months. Please find below our analysis on both the US and European 
Energy sectors.

XLE - Energy Select Sector SPDR Fund / SPY - SPDR S&P 500
Weekly graph or the perspective over the next 2 to 4 quarters

Despite the strong rally in Oil since ear-
ly 2016, the Energy sector has widely 

underperformed the S&P500.  We believe 
we are now in the last stages of the Oil 
rally for this reflationary cycle. Brent could 
be breaking-out short term and potential-
ly experience a swift rally to the 90 – 100 
range. These projections are aggressive, 
and Oil may stop short of these targets, 
yet nevertheless it is still in a strong 
uptrend towards mid-year. Looking at 
this graph, we are trying to confirm that 
this time around, Energy should follow 
Oil up and outperform the S&P500. Our 
long term oscillators (lower rectangle) are 
still in a downtrend, yet the sequence we 
show does leave the door open for a re-

bound towards mid year. On our medium term oscillators (upper rectangle), a weak uptrend seems to be in place. It is now in a position 
to resume up, possibly until mid year. Hence, on both oscillator series, we could certainly justify a bounce, although it may be short 
lived (until mid-year). We find additional comfort to the fact that in terms of price targets, the underperformance of Energy vs the 
S&P500 seems exhausted given that the ratio has reached our I Impulsive targets to the downside (right-hand scale). Hence, from both 
a timing and risk/reward perspective, the US Energy sector seems worth considering over the next 3 months. 

XLE - Energy Select Sector SPDR Fund
Daily graph or the perspective ovbert the next 2 o 3 months

We now look at the Energy sector on 
a standalone basis and consider 

its Daily graph for the perspective over 
the next 2 to 3 months. On both our os-
cillator series, XLE is approaching the end 
of its consolidation down since January, 
probably over the next couple of weeks 
(late April). Prices have already started to 
move, may retrace a bit short term, but by 
and large, the set-up seems comfortable: 
XLE is probably on the verge of resuming 
its uptrend. On the target front (right-
hand scale), the situation is not clear yet. 
Indeed, during the recent sell-off, prices 
did nudge slightly  below our C Corrective 
targets to the downside (below 68). This 
event opened the door to a second level 
of downside targets towards the 61 - 56 

range. Given this additional risk, we would probably wait until the late April bottom is confirmed before entering the sector. Any 
new break below 68 would be require renewed prudence.  To the upside, from what we can calculate, we believe that XLE has the 
potential to retest and probably take out its January highs until mid-year. 52
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Energy Sector - Dow Jones STOXX (SXEP) / Dow Jones STOXX Europe 600
Weekly graph or the perspective over the next 2 to 4 quarters

In Europe, the Energy sector 
is better positioned vs the 

Europe Stoxx 600 Index. On 
our long term oscillator (lower 
rectangle), we would expect 
it to accelerate up, probably 
towards mid year.  On our 
medium term oscillators (up-
per rectangle), the sector is in 
an uptrend sequence, which 
started mid last year, and is cur-
rently in a position to move up 
once more towards mid-year. 
The potential to the upside 
may be very compelling, es-
pecially if we manage to break 
above our C Corrective targets 

to the upside (above 15% outperformance; right-hand scale).

Energy Sector - Dow Jones STOXX (SXEP)
Daily graph or the perspective over the next 2 to 3 months

On an absolute basis, the 
picture is similar than 

the one of the US Energy sec-
tor, yet slightly stronger. Both 
oscillator series (lower and up-
per rectangles) are expected to 
resume their uptrend over the 
next couple of weeks, while 
prices have already started to 
move. Some short term retra-
cement may be expected until 
we can confirm a late April 
low on our oscillators, yet, 
thereafter the trend should 
accelerate up towards June. 
For now, our C Corrective tar-
get to the downside (right-
hand scale) have held and are 

offering strong support slightly below the 300 mark. The I Impulsive potential to the upside we can calculate using our 
historical volatility measure “Delta” (here at 47.69; middle rectangle; right-hand side) would imply a target range between 
343 and 363 (0.5 to 0.8 times “Delta” added to the low of the graph) or 7 to 14% above current levels.

Concluding remarks

Both in the US and in Europe, our longer term relative graphs would suggest that the Energy Sector could be outper-
forming its benchmark indexes towards mid year. Shorter term, we would probably wish to wait a week to 10 days 

until our oscillators confirm a more comfortable set-up to enter this uptrend. The potential to the upside for these Ener-
gy sectors is potentially between 10 and 15% on an absolute basis.



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 
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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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