
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
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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


