
Looking towards 2018 and a late cycle environment for financial assets
US unemployment is probably approaching its through, and we believe that the financial markets cycle is showing signs of 
maturity. While 2018 may start with a further upside acceleration on risk assets, the Spring should see financial markets 
gradually start to distribute. By  mid-year / early Summer, we expect some kind of deceleration in the rise of financial 
assets, which could probably last into late 2019. In this section, we review a selection of long term high level asset alloca-
tion graphs.

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

The S&P500 has been 
rising linearly for al-

most 9 years, and now, risk 
reward is gradually getting 
exhausted. Indeed, our en-
velopes (middle rectangle) 
are showing signs of “mar-
ket stress” (both envelopes 
are touching each other to 
the upside), and our I Im-
pulsive price targets to the 
upside have been fulfilled 
(right-hand scale). From a 
timing perspective, on our 
long term  oscillators (lower 
rectangle), we would expect 
that the S&P500 to tops out 
in 2018. More precisely, our 

medium term oscillators (upper rectangle) suggest that this could happen towards mid year.

ACWI - iShares MSCI ACWI Index Fund
Weekly graph or the perspective over the next 2 to 4 quarters

Over the last 2 years, 
World equity markets 

have also been linear. They 
are also slowly showing 
signs of exhaustion. In-
deed, we recently reached 
a “market stress” situation, 
where both our envelopes 
touch each other (middle 
rectangle), and prices are 
now within our I Impulsive 
targets the upside (69-75; 
right-hand scale). According 
to both our oscillator series, 
equity markets should top 
between Q1 2018 (medium 
term oscillators; upper rec-
tangle) and June 2018 (long 

term oscillators; upper rectangle). 

29

29 / MJT -  TIMING AND TACTICAL INSIGHT

28



HEALTHCARE - Dow Jones STOXX Europe / Dow Jones STOXX Europe 600
Bi-monthly graph or the perspective over the next 1 to 2 years

In order to confirm a shift 
towards more defensive as-

sets by mid 2018, we will now 
consider, as an example, the 
European Healthcare sector 
vs the Europe Stoxx 600 In-
dex.  Over the last two years, 
Healthcare has been under-
performing the more general 
market. Yet, the move down 
has now reached our C Cor-
rective targets to the down-
side (right-hand scale). These 
levels should offer support 
as we move into 2018. From 
a timing perspective, both 
our oscillators (lower and up-
per rectangles) are still under 

downside pressure. Probable lows are expected towards mid 2018, before HealthCare starts to outperform the general 
market again, probably into late 2019. 

NDX - NASDAQ 100 Index / S&P 500 Index
Weekly graph or the perspective over the next 2 to 4 quarters

We now switch to a diffe-
rent profile by looking 

at the Nasdaq 100 Index vs the 
S&P500. Through this ratio, 
we are mainly comparing Big 
Growth / Tech companies vs 
the more general market. From 
a risk/reward perspective, the 
move is getting exhausted. 
Indeed, both our envelopes 
are touching each other to 
the upside (middle rectangle) 
and our I Impulsive targets up 
have been reached (right-hand 
scale). From a timing perspec-
tive, our long term oscillators 
have also reached a High Risk 
position (lower rectangle).  

Our medium term oscillators (upper rectangle) may however extend into the Summer and even possibly Q4 2018, yet in 
the meantime, we would expect some consolidation between now and mid Q1 2018. 
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US Dollar per Euro (EUR/USD)
Bi-monthly graph or the perspective over the next 1 to 2 years

Switching to currencies, we 
look at EUR/USD on a long 

term basis (bi-monthly graph). 
The weakness of the Dollar 
during 2017 has come as a sur-
prise to many, yet not for us 
(please see our February The 
Capital Observer from our we-
bsite). That said, for now, the 
move up since late 2016 is still 
only a bounce (considering a 
long term perspective) and 
according to both our oscil-
lator series (lower and upper 
rectangles), the downtrends, 
which are still in place could 
resume between now and Q2 
2018. A this stage, risk/reward 

is fairly neutral, stuck between its C Corrective targets up and its I Impulsive targets down (right-hand scale). 

US Dollar Index Future (Dec)
Weekly graph or the perspective over the next 2 to 4 quarters

Moving to the Weekly 
graph of the USD Index 

Future, we can first note that 
the move down since late 2016 
has reached the support of 
its C corrective targets down 
between 94 and 90 (right-
hand scale). It is possible that 
these levels continue to hold 
until the next lows, which are 
expected in Spring 2018. In-
deed, on our long term oscilla-
tor series (lower rectangle), an 
intermediate low was made in 
September and the Dollar ini-
tially bounced. Following some 
retracement during November 
(as we forecasted last month), 

a new support point is approaching on our medium term oscillators (upper rectangle). It could imply a new bounce for 
the Dollar, possibly into mid Q1 2018 (February/March) before it retraces down again into the Spring (March/April). 
Longer term, if we believe our bi-monthly graph of the EUR/USD above (which suggests a top for the Euro in the Spring), 
the Dollar could start to turn up from that low we expect in Spring 2018.
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EuroStoxx 50 Index
Weekly graph or the perspective over the next 2 to 4 quarters

Looking at European mar-
kets and the EuroStoxx 50 

on a Weekly graph, we are 
still very positive towards the 
Spring. The correction down 
from May found support in 
September and is currently 
making higher lows. On both 
our oscillator series (upper and 
lower rectangles), we are now 
in a resume uptrend situation 
that could lead us towards 
late Q1 2018 on our medium 
term oscillators (upper rec-
tangle), and towards mid Q2 
on our long term oscillators 
and our automatic messaging 
(“May 2018” top expected; 

lower rectangle). Our I Impulsive targets to the upside (right-hand scale) still show interesting upside potential potential 
between 4’000 – 4’400 (or 10% to 20% above current levels). 

EuroStoxx 50 Index vs S&P500 Index (like to like comparison; i.e. hedged 
for currency moves)
Weekly graph or the perspective over the next 2 to 4 quarters

On a relative basis, when 
we compare European 

markets vs the US on an 
hedged currency basis (like to 
like comparison, i.e. excluding 
any currency effect), Euro-
pean markets have probably 
reached an interesting Buy 
the Dips situation on a rela-
tive basis. Indeed, on both our 
oscillator series (lower and 
upper rectangles), we would 
now expect a relative bounce 
of Europe vs the US into late 
Q1 / mid Q2 2018. Our C Cor-
rective targets to the upside 
(right-hand scale) would sug-
gest that this outperformance 

may revisit the highs achieved last May, before Europe starts to underperform again from late Spring to late 2018. This 
rebound in European equities vs US ones may imply that the US Dollar rebounds into Q1 2018.
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Brent Oil
Bi-monthly graph or the perspective over the next 1 to 2 years

Brent has been one of the 
leaders of the reflation 

trade since early 2016. Indeed, 
its rebound followed almost 10 
years of bear market, which 
started with the highs in 2008. 
According to this long term 
bi-monthly graph, Oil could 
continue to bounce until mid 
2018 on both oscillator series 
(lower and upper rectangles), 
before it retraces down again 
towards late 2019. Our C Cor-
rective targets up (right-hand 
scale) may still justify that it 
reaches into the USD 75-102 / 
barrel range over the next few 
quarters. These projections are 

slightly more aggressive than the ones we have been showing on our Weekly graph (next page) over the last few months, yet 
it brings perspective in terms of not turning too negative too quickly as Brent approaches the USD 70 / barrel we have been 
targeting for several quarters.   

MSCI Emerging Markets Index
Bi-monthly graph or the perspective over the next 1 to 2 years

As you can notice from this 
graph and the one above, 

Emerging markets and Oil fol-
low similar dynamics. Emerging 
markets have indeed resumed 
their uptrend from the long 
term consolidation period that 
extended from 2007 to early 
2016. As with Oil, we would 
expect that the current leg up 
continues until mid 2018 on 
both oscillator series before 
it retraces down into 2019 
(lower and upper rectangles). 
Looking beyond this retrace-
ment, several years out, the 
potential for Emerging Markets 
is still compelling as shown by 
our I Impulsive targets to the  

                     upside (right-hand scale).
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Brent Oil
Weekly graph or the perspective over the next 2 to 4 quarters

We now scope into the 
Weekly graph of Brent, 

where over last few months 
we expected Brent to reach 
an intermediate top towards 
year-end / early 2018 on both 
our oscillator series (lower and 
upper rectangles). Our C Cor-
rective targets to the upside 
(right-hand scale) have been 
pointing to levels into the high 
USD 60s - lower 70s / barrel 
for this move. Following some 
consolidation during Q1 2018, 
our medium term oscillators 
(upper rectangle) may justify 
that a last extension may ma-
terialise towards mid year. 

This would fit with our bi-monthly projections on Brent shown on the previous page.  

MSCI Emerging Markets Index vs MSCI World Index
Weekly graph or the perspective over the next 2 to 4 quarters

The above projection on 
Brent, may also synch quite 

well with our Weekly graph on 
Emerging markets. Indeed, we 
would expect an intermediate 
top between now and year-
end on our medium term os-
cillators (upper rectangles), 
and following that, potentially 
a couple of months of conso-
lidation could materialise. 
That said, from mid/late Q1 
2018, Emerging Market could 
resume their uptrend towards 
the Spring and possibly even 
the Summer (the projections 
we show on both oscillator 
series; lower and upper rec-
tangles).
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Treasury Notes 10 Years Contract (Dec) 
Weekly graph or the perspective over the next 2 to 4 quarters

Looking into the fixed in-
come space, we consider 

the Weekly graph of 10 years 
Treasury Futures. As reflation 
trades have retraced during H1 
2017, Bond prices have made 
a come-back (following their 
large sell-off in H2 2016). Both 
our oscillator series (lower and 
upper rectangles) would sug-
gest that US Treasury Notes 
may be approaching another 
risky zone between now and 
year-end and that a consoli-
dation could materialise into 
mid Q1, even mid Q2. We 
are not catastrophists on the 
Bond market though. Indeed, 

we expect rather a measured move down that should probably hold the support of the lower end of our C Corrective tar-
gets to the downside (right-hand scale), i.e. some 2% below current levels on this 10Y Treasury Notes Futures. 

Euro Swap Rate 10 Years
Weekly graph or the perspective over the next 2 to 4 quarters

Inversely, Longer term Euro-
pean benchmark yields could 

also see a measured move up 
into H1 2018 (as shown here 
through the Euro 10Y Interest 
Rates Swaps). Indeed, on both 
our oscillator series (lower and 
upper rectangles), the trend 
could resume up towards 
Spring 2018 and possibly even 
mid year. The C Corrective 
targets potential to the upside 
(right-hand scale) could add 
another 40bps to the max 
during this period (or circa a 
3% risk on the 10 year bond 
prices). 
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HYG - iShares iBoxx $ High Yield Bond ETF / LQD - iShares iBoxx $ Invest-
ment Grade Corp. Bond ETF
Weekly graph or the perspective over the next 2 to 4 quarters

US High Yield just saw a 
strong sell-off during ear-

ly November. Yet, when com-
paring the HYG US High Yield 
Bond Tracker with the LQD US 
Investment Grade Bond Trac-
ker, we would probably expect 
that Credit (a.k.a High Yield) 
holds up into early 2018. In-
deed, our long term oscillators 
(lower rectangle) would justify 
a last push higher into mid Q1 
2018, while over the same pe-
riod our medium term oscilla-
tors (upper rectangle) would 
point to a smaller bounce. Our 
I Impulsive targets are probably 
much too aggressive at this 

stage (right-hand scale). We would hence consider that the ratio may re-test the higher end of our C Corrective targets up 
(also right-hand scale), or the levels achieved in Q1 2017. Following that, High Yield will probably start to underperform 
for the rest of 2018. Credit has lost momentum and from early 2018 should start deteriorating.

Gold Spot (USD)
Bi-monthly graph or the perspective over the next 1 to 2 years

To conclude this section, we 
look at Gold as a proxy for 

defensive assets (or at least, 
as an asset that thrives during 
loose financial conditions). 
Following its long Bear market 
from 2011 to late 2015, Gold 
has since been making a base. 
Indeed, the support of our C 
Corrective targets down (right-
hand scale) has pretty much 
held, while our medium term 
oscillators (upper rectangle) 
are now positioned in an 
uptrend again. Our long term 
oscillators are now Oversold 
(lower rectangle), and over 
the new couple of quarters, 

they should confirm an important low. Gold should then start moving up towards late 2018 and 2019. Our I Impulsive 
targets to the upside  (also right-hand scale) would imply upside potential back into the high 1’700s, lower 2’000s over the 
next few years.
Concluding remarks

Our current strategic allocation views into 2018 paint a picture, where financial assets are entering the later stages 
of a Bull market. We would first expect a last and brief reflationary push into mid Q1 2018. The Dollar, interest 

rates may  achieve a bounce, European markets could outperform. Following that, during Q2 2018, a further Growth 
extension should materialize, which could benefit the Nasdaq, Emerging markets and possibly Industrial Commodities.  
More generally however, from Q2 2018, we believe that equity markets will have started their distribution and that they 
should probably top-out before mid-year. H2 2018, should see equity markets start to correct, while Gold and Treasuries 
gain upside momentum, and Defensive sectors outperform again.   36


