
14 / TIMING AND TACTICAL INSIGHT
Europe equities still strong towards end 2017

Given all that political risk ahead (and behind us), the continued acceleration up of European equity markets is 
revealing.

Dow Jones EURO STOXX 50 (SX5E)
(Bi-monthly chart or the perspective over the next 1 to 2 years)

Both our oscillator se-
ries (lower and upper 
rectangles) are pointing 
towards a continuation 
of the current uptrend 
until late 2017. Prices 
have now reached the 
resistance of the upper 
end of our “C” corrective 
targets up (3’450; right-
hand scale). Although 
we could expect some 
work around these lev-
els, we believe that once 
they are taken out, SX5E 
could accelerate towards 
its “I” impulsive targets 
up somewhere between 
its 2007 (4’500) and 
2000 (5’400) historical 
highs.

CAC40 Index 
(Weekly chart or the perspective over the next 2 to 4 quarters)

As with the Weekly 
graph of the Yield Curve 
or the one for US Banks 
vs the S&P500, both 
mentioned in a previ-
ous chapter of this doc-
ument, we expect some 
mild consolidation on 
the CAC40 into mid/late 
Q2 2017, i.e. between 
end April (upper rectan-
gle) and June (lower rec-
tangle). Following that, 
the index should re-ac-
celerate into year-end 
towards its “I” impul-
sive targets up between 
5’550 and 6’000. 

Concluding remarks:

European political risk is much more Bark that Bite for now. We believe that this situation should continue throughout 
the year. Hence, hedging for the French presidential race should probably be structured in an asymmetric way. Another 
alternative would be pick out trends, which may prove a protection or neutral if Mrs Le Pen gets elected, yet would also 
be positive longer term beyond May.  
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European Sovereign credit spreads

Possible alternatives to the OAT / Bund yield spread.

France 10 years Benchmark Bond Yield - Germany 10 years Benchmark 
Bond Yield
(Bi-monthly chart or the perspective over the next 1 to 2 years)

The OAT / Bund spread 
is currently the talk of 
the street. According to 
our long term oscillator 
sequence (lower rec-
tangle), it was oversold 
from mid last year, yet 
may have turned a bit 
early (i.e. artificially) as 
the French presidential 
election appeared on 
the radar screen. If Mrs 
Le Pen does get elected, 
the “I” impulsive targets 
up are indeed consider-
able (right-hand scale), 
i.e. towards the highs 
made during the 2011 
Euro crisis. Yet for now, 
probabilities still are that 

France 10 years Benchmark Bond Yield - Germany 10 years Benchmark 
Bond Yield
(Daily chart or the perspective over the next 2 to 3 months)

On our Daily chart, 
this FREXIT protection 
trade already feels quite 
crowded with a 65bps 
move from August to 
February. That said, giv-
en the slight correction 
since February, entering 
it now seems appropri-
ate in terms of timing (as 
shown by the sequences 
on both our oscillators 
series; lower and upper 
rectangles). We would 
watch out though, as the 
outcome of the election 
will be binary in nature.

a mainstream candidate  wins the election.  Hence, although a widening spread would be coherent with the reflation 
trend, the move in respect to our model seems to have gotten ahead of itself, which means it could retrace quickly 
following the election. We would consider any positioning in a pure asymmetric way.
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France 2 years Benchmark Bond Yield - Germany 2 years Benchmark 
Bond Yield
(Daily chart or the perspective over the next 2 to 3 months)

On the short end of the 
spread curve, the move 
up (+40 bps) has been 
less pronounced for now. 
Yet, during the 2011 
Euro crisis, the short 
end of the curve actu-
ally overshot the long 
one: for example, the 
Spanish curve flattened 
substantially, while the 
Italian and Portuguese 
ones even inverted. The 
timing also looks appro-
priate to enter on both 
oscillator series (lower 
and upper rectangles) 
following the slight con-
solidation since late Feb-
ruary. Hence, the short 

Spain 10 years Benchmark Bond Yield - Germany 10 years Benchmark 
Bond Yield
(Daily chart or the perspective over the next 2 to 3 months)

Another lesson, we can 
learn from the Euro 2011 
crisis is that all South-
ern European spreads 
shot up in a coordinat-
ed way. Hence, other 
Southern European 
sovereign spreads may 
offer a worthwhile, yet 
cheaper, alternative. The 
10Y Spain to Germany 
spread for example, has 
moved only 40 bps and 
still seems to have more 
“I” impulsive potential 
up left (right-hand scale). 
Its timing also indicates 
that it could move up to-
wards May and beyond 
(lower and upper rectan-
gles).  Finally, this trade is also a natural reflation trade: as the situation in Europe improves, the bond buying program 
by the ECB is meant to be gradually phased out, which should lift rates in its main beneficiaries.

end may provide a slightly cheaper alternative than the 10 year spread in terms of risk/reward. Please note, that in 
normal market conditions, we would consider this move to be exhausted in terms of targets (right-hand scale).
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EWG - iShares MSCI Germany Index Fund / EWQ - iShares MSCI France 
Index Fund
(Bi-monthly chart or the perspective over the next 1 to 2 years)

Equity - country arbitrage going into the selection

The trend is your friend.

On the equity side, 
playing the German 
market vs the French 
one also seems natural. 
Yet, the long term trend 
on this index pair is 
quite advanced. Worse, 
both our oscillator 
series (lower and upper 
rectangle) are also 
anticipating a possible 
period of retracement 
into Autumn 2017, while 
our price targets (right-
hand scale) are already 
signaling this correction 
(“C” targets down). This 
trend is hence extended 
(and weakening) and the 
election of a mainstream 

EWN (Netherlands) equal weighted with EWO (Austria) ETFs vs EWQ - 
iShares MSCI France Index Fund 
(Bi-monthly chart or the perspective over the next 1 to 2 years)

Other Northern Euro-
pean markets such as 
The Netherlands and 
for example Austria may 
present a better alter-
native.  They are indeed 
in accelerating uptrends 
vs the French market on 
both our oscillator series 
(lower and upper rectan-
gle), whatever the elec-
tion outcome. Although, 
we may also see some 
short term re-rating of 
French equities follow-
ing the election, the rela-
tive potential up towards 
H2 2017 and beyond re-
mains important.

Concluding remarks:

Look beyond the German vs French equities trade, as other Northern European countries may offer a better profile in 
terms of long term trend positioning.
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candidate in France could provoke a rapid re-rating of French equities vs German ones.
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Gold
(Weekly chart or the perspective over the next 2 to 4 quarters)

Gold to hedge political risk

Political risk is only one of the drivers that would traditionally influence the price of Gold, along with inflation, interest 
rates, the US Dollar, systemic financial risk, seasonality and (de-)regulations.

Our weekly chart of Gold 
is an interesting puzzle. 
On our medium term 
oscillators (upper rec-
tangle), we can identify 
a downtrend sequence 
into mid year (which 
started with rising real 
interest rates from July 
to December 2016). 
The long term sequence 
(lower rectangle), how-
ever, would position the 
price fall we had during 
H2 2016 as a correction 
in the uptrend that start-
ed late 2015. We would 
point that this uptrend 
has now created an as-
cending base and could 

Shorter term and in Euro 
terms, Gold is in a nas-
cent uptrend. For now, 
it has not been able to 
break above its “C” cor-
rective targets up (right-
hand scale). Its timing 
points to further consol-
idation into April before 
a continuation of the up-
trend towards late May 
or June (the models we 
project in the lower and 
upper rectangles). Dur-
ing this later period, it 
will probably move up to 
retest the higher end of 
its “C” corrective targets 
up (around EUR 1’200). 
The 2nd round of the 

Concluding remarks:

We are constructive, yet prudent on Gold, prior and following the French election. We would view levels around the 
lower USD 1’100s as backstops for this positive inclination.

Gold in Euros
(Daily chart or the perspective over the next 2 to 3 months)

be set to move higher. Given our general outlook, which is reflationary towards year-end, we would favor the later 
more positive alternative. The lower end of our corrective targets (at USD 1’115) provides a back-stop level for this 
scenario.

French election (7th of Mai) will have binary outcome, and Gold may sell-off a bit if a mainstream candidate gets elect-
ed.  Yet, we would remain constructive anyhow as from May on-wards, positive seasonal factors should start kicking in 
and the US Dollar may start to weaken, which is always good for gold.



18

EUR/JPY
(Bi-monthly chart or the perspective over the next 1 to 2 years)

EUR crosses are reversing up, Mrs Le Pen is counter-trend

Reflationary developments and the recent discussions around ECB tapering are helping the EUR initiate its reversal up 
vs most currencies.

The graph is very similar 
to the US yield curve one 
we reviewed earlier up 
in this document.  While 
both our oscillator series 
were positioned for a 
correction up from mid 
last year, the model on 
our medium term oscil-
lators (upper rectangle) 
would see it reversing 
sooner than later. Given 
our general “Reflation 
II” scenario for H2 2017, 
we would rather favor a 
more lengthy correction 
up (lower rectangle) to-
wards year-end and the 
upper end of our “C” 
corrective targets up 
(143; right-hand scale).

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

Our envelopes (middle 
rectangle) are slowly re-
versing up, while prices 
have been quite resil-
ient year to date. This is 
happening despite our 
medium term oscillators 
still signaling weakness 
into late Q2 2017 (upper 
rectangle). Although, we 
believe EUR/JPY could 
retrace some into Q2 
2017, we would view 
this nascent uptrend as 
having the potential to 
move higher during H2 
2017 and beyond (low-
er rectangle). The elec-
tion of Mrs Le Pen and a 
sharp sell-off of EUR/JPY 
would constitute a coun-
ter-trend surprise (to be 
hedged for asymmetri-
cally).
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EUR/CHF
(Bi-monthly chart or the perspective over the next 1 to 2 years)

Since 2015 and the re-
trieval of the PEG, EUR/
CHF has been forming a 
base. It is still in a Low 
Risk position on both our 
oscillator series (black 
oscillators Oversold; 
lower and upper rectan-
gles). A victory of Mrs Le 
Pen could theoretically 
trigger a sell-off towards 
our “I2” impulsive tar-
gets down (0.9 - 0.8; 
right hand scale). Yet, 
we view this event as 
an asymmetric outcome 
and would favor a con-
tinuation of the correc-
tion up (“C” up correc-
tive targets toward 1.13 
– 1.23; right hand scale).

EUR/CHF
(Daily chart or the perspective over the next 2 to 3 months)

EUR/CHF has seen a 
slight tick up since early 
March following the last 
ECB press conference. 
This move will probably 
be retraced as EUR/CHF 
remains under pressure 
towards end April/May 
on both our oscillator 
series (lower and upper 
rectangle), i.e. in line 
with the French political 
agenda.  Following that, 
we would expect EUR/
CHF to start reversing up 
and test the resistance 
of the upper end of its 
corrective targets up 
(“C” Corrective targets 
up towards 1.09).

Concluding remarks:

EUR crosses are starting to reverse up on a long term basis, a trend that should be supported by our “Reflation II” 
scenario and early signs of tapering by the ECB. The election of Mrs Le Pen would constitute a counter-trend event and 
as such should be hedged asymmetrically. The sharp sell-off it  could create in the EUR and its crosses would probably 
be short lived (i.e. again the Euro is already Oversold and has started its long term reversal process).
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