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Oil is building a base, late Summer could see it rising again
Late April, we wrote an article for Raoul Pal’s real Vision website where we forecast oil to possibly bottom towards late 
June (precisely the 22nd of June). Oil did indeed make an important low on the 21st of June and has since been reacting 
up. When that scenario fitted our views at the time, we now consider that following the nice rally it just had, oil could 
retest into August, possibly early September. It is difficult at this stage to evaluate if it will make new lows, yet we will be 
looking to pick it up during August, at the latest early September. The Energy sector and related trades seem to confirm 
this view.

Brent - Weekly graph or the perspective over the next 2 to 4 quarters

On both our oscillator 
series, Brent is ap-

proaching the end of the 
retracement period we had 
anticipated to materialize 
from mid Q1 2017. While 
on our long term oscilla-
tors (lower rectangle), the 
bottom may have already 
been made, our medium 
term oscillators (upper 
rectangle) would suggest 
more work into the Sum-
mer. Following that, we 
expect Brent to resume its 
uptrend into year-end and 
early next year, possibly 

reaching into the high 60s USD a barrel. This forecast is not consensual, yet our model since early 2016 has seen oil move 
up to Q1 2017 and retrace down to today. We are hence confident in following this sequence through towards year-end.

Brent - Daily graph or the perspective over the next 2 to 3 months

On our both our oscilla-
tors series (lower and 

upper rectangles), Brent 
made a low on the 21st 
of June, it has since been 
reacting to the upside and 
could theoretically conti-
nue to do so over the next 
couple of weeks before it 
softens some into August. 
The uptrend we expect into 
year-end and early 2017 
may have already started. 
Yet, what is also quite clear, 
is that there is still signifi-
cant risk. Indeed, in June, 
Brent broke through the 
support of our ‘C’ Correc-

tive targets to the downside (right-hand scale). This has opened the door to our lower ‘I’ Impulsive down targets towards 
USD 40 a barrel and below.  Hence, despite a rather favorable reaction on our oscillators, we would remain quite prudent 
for now, especially given the retracement to the downside we expect in August. Any price action below the lower boundary 
of our ‘C’ Corrective targets down (a.k.a USD 47 a barrel) would imply even more prudence. 
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WTI Oil -  Daily graph or the perspective over the next 2 to 3 months

On WTI Oil, the sequence 
that we project down 

on our long term oscillators 
(lower rectangle) expects 
Oil to bottom during the 1st 
Half of August (not in June). 
So even if our medium term 
oscillators (upper rectangle) 
are probably already in the 
early stages of an uptrend, 
we would remain prudent 
for now, especially when 
considering our targets to 
the downside (‘I’ Impulsive 
down; right-hand scale), 
where the risk remains 
significant. Over the next 
pages, we will review many 

Oil / Energy related trades and although some also extend down into August, the general picture is that a bottom, if not 
already done, is not far away. 

XLE - Energy Select Sector SPDR Fund
Weekly graph or the perspective over the next 2 to 4 quarters

The US Ernergy sector 
confirms that we are 

in the later stages of the 
retracement period which 
started in early December 
(a few weeks before oil 
started to stall). Both oscil-
lator series (lower and up-
per rectangles) expect a low 
point to be confirmed over 
the next few weeks. The 
initial price target potential 
(‘C’ Corrective up; right-
hand scale) for the sector 
into year-end is between 
10% and 20%. Above that, 
our ‘I’ Impulsive targets up 
would lead us back into the 
2014 highs.
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MSCI World Energy vs MSCI WORLD INDEX
Weekly graph or the perspective over the next 2 to 4 quarters

Looking at the ratio of the 
World Energy sector vs 

its reference index, the pic-
ture is more challenging. In-
deed, Energy recently made 
lower lows against the 
benchmark. That said the 
sequence we project on our 
long term oscillators (lower 
rectangle) is still valid and 
would imply a bounce into 
year-end. We do caveat this 
view somewhat on our me-
dium term oscillators (up-
per rectangle) and would 
first need to confirm a 
bounce into the Fall before 
we can envisage more. Fi-

nally, we can note that our ‘I’ Impulsive targets down have pretty much been achieved (right-hand scale) and that both our 
envelopes are currently touching each other, a sign of exaggeration (middle chart). This adds comfort to the base which is 
potentially being made. Energy vs the market on a worldwide basis is still in a downtrend, yet it may be ready to bounce, 
to the least.

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

On the Daily graph of 
the US Energy sector, 

we can note that on both 
our oscillator series an im-
portant bottom has been 
made in June (lower and 
upper rectangles). For now, 
we would remain prudent 
as we are still bouncing off 
lows. Also, our ‘I’ Impulsive 
price targets down (right-
hand scale) show that there 
could still be another 10% 
of downside risk. So, US En-
ergy is quite Oversold, just 
the situation is not comfor-
table enough yet. 
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XLE - Energy Select Sector SPDR Fund / SPY - SPDR S&P 500
Daily graph or the perspective over the next 2 to 3 months

On a relative basis, US 
Energy vs the S&P500 

is also Oversold with an 
important low being confir-
med on both our oscillator 
series (lower and upper 
rectangles). Although, it is 
also still retesting lows, the 
‘I’ Impulsive targets down 
(right-hand scale) have now 
been reached. This relative 
picture is a bit more pro-
mising that the Energy sec-
tor above on a standalone 
basis. It may be that the 
consolidation we expect 
more generally on equities 
into the 1st Half of August 

materializes and that Energy holds ground vs the Index. This could be a further confirmation of the bottoming process 
of the Oil nexus.

ENERGY - Dow Jones STOXX vs Dow Jones STOXX 600
Weekly graph or the perspective over the next 2 to 4 quarters

In Europe, the situation is 
more positive. The sector 

has retraced substantially, 
yet it has been able to hold 
above its early 2016 lows. ‘I’ 
impulsive targets down are 
still menacing (right-hand 
scale), yet the sequences 
on both our oscillators se-
ries (lower and upper rec-
tangles) seem to point to 
a bottom that could mark 
the end of the retracement 
period. European Energy 
seems ready to outperform 
again towards year-end / 
early 2018. 
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ENERGY - Dow Jones STOXX
Daily graph or the perspective over the next 2 to 3 months

On the Daily graph of 
the European Energy 

sector, our long term os-
cillators (lower rectangle) 
would confirm that an im-
portant low has been made. 
Yet, the sequence on our 
medium term oscillator (up-
per rectangle) does extend 
down into August. The 
risk to the downside may 
still be significant (10% to 
15% lower according to 
our ‘I’ Impulsive targets to 
the downside; right-hand 
scale). This seems like a big 
fall if it materializes, even in 
an environment where we 

would expect European equity markets to consolidate a bit into the 1st Half of August. We would hence remain prudent 
until August on the European Energy sector.

Initial remarks

While Oil made an important low towards the 3rd week of June, it may still be a bit early to call the end of its retrace-
ment period since the Spring. Indeed, our Daily graphs would still warrant caution, probably towards mid August and 
their ‘I’ Impulsive targets down still show some important Risk, possibly into the lower 40s and higher 30’s. That said, 
many of our Weekly charts on the Energy sector are either Oversold and forming a base, or ready to resume their uptrends 
towards year-end. Weakness into August (retest of lows or strong sell-off) may provide great entry points to the strong 
uptrend we expect globally on Energy towards year-end.
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Oil related plays – is it time to buy them back?
Considering our remarks above on timing the actual low on Oil and the Energy space (building a base between now and 
mid August), we review below the trades that we put forward in our February letter (when we believed Oil was ready to 
retrace to the downside, dated the 22nd of February). We would now highlight that these trades are potentially getting 
ready to reverse. 

Copenhagen SE All-Share Price Index vs Norway Oslo Obx Index
Weekly graph or the perspective over the next 2 to 4 quarters

Back in February, we 
wrote that as Oil was 

getting ready to correct, 
Energy related countries 
would probably suffer. The 
graph above represents 
the Copenhagen Main In-
dex (mostly skewed towar-
ds Healthcare, Banks and 
Consumer Goods) vs the 
Oslo Index (very much 
focused on Oil and Com-
modities). At the time, we 
recommended to buy Co-
penhagen vs Oslo (circa 15% 
outperformance including 
the currency effect). Five 
months down the line, both 

our oscillator series (lower and upper rectangles) would now suggest to reverse this trade as the downside potential for 
Copenhagen vs Norway into early 2018 is now calculated between 25% and 40% underperformance (‘I’ Impulsive targets 
down; right-hand scale). 

Poland Wig vs RTS Moscow Index
Daily graph or the perspective over the next 2 to 3 months

Another call, we sug-
gested at the time was 

to buy Poland vs Russia. The 
resulting outperformance 
(circa 25% since the 22nd of 
February, including currency 
movements) is represented 
on this Daily graph compa-
ring both markets. On both 
our oscillator series (lower 
and upper rectangles), the 
sequences up we show 
seem to be coming to an end 
between now and the end of 
the month. The remaining 
upside potential as shown 
by our ‘I’ Impulsive targets 
up is possibly another 5% 

max (right-hand scale).  An opportunity to take profit is neigh. 
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INDY – iShares S&P India Nifty 50 Index Fund vs FXI – iShares FTSE China 
25 Index Fund
Weekly graph or the perspective over the next 2 to 4 quarters

Another trade we did 
put forward was to buy 

India vs China. Indeed, In-
dia is younger than China 
as an Industrial nation and 
is hence more dependent 
on oil prices (i.e. “It will be 
the fastest-growing crude 
consumer in the world 
through 2040, according 
to the IEA, adding 6 million 
barrels a day of demand, 
compared to 4.8 million for 
China” - Bloomberg, April 
2016). India has outper-
formed China by circa 8% 
since we published back in 
February including currency 

moves (down from 13% a few days ago). Oil is certainly not the only driver of this outperformance, yet this relative per-
formance has sync-ed quite well with the dynamics we expected. On our long term oscillators (lower rectangle), we would 
expect this outperformance to be retraced until mid Q4 2017, while on our medium term oscillator (upper rectangle), India 
could hold its stance until mid Summer before it also retraces into Q4 vs China. This would also work relatively well with 
our scenario for Oil.

EWW - iShares MSCI Mexico Capped Investable Market Index Fund vs 
EWZ - iShares MSCI Brazil Capped Index Fund
Daily graph or the perspective over the next 2 to 3 months

Another pair trade, we 
put forward at the time 

was to buy Mexico vs Bra-
zil. While Mexico had been 
battered by the polemics 
around the Trump wall, 
Brazil was heavily sensitive 
to oil prices, which we be-
lieved were getting ready 
to correct. The outperfor-
mance of Mexico vs Brazil 
has been circa 30% inclu-
ding the cross currency ef-
fect. On both our oscillator 
series, the trade is now well 
advanced, yet we would 
call for a bit of patience 
before reversing it. On our 

long term oscillators (lower rectangle), we would expect it to top out sometime towards the end of this month. On our 
medium term oscillators however (upper rectangle), it could continue upwards towards early September.  The ‘I’ Impulsive 
potential up (right-hand scale) is still substantial (between 8% and 18%), possibly a reminder that Oil may surprise one last 
time to the downside in August (or is it Brazilian politics?) Following that, the Weekly graph (not shown here) suggests 
similar perspectives as the Copenhagen vs Olso pair trade (a few pages up): from end Summer to early 2018, Brazil may 
outperform Mexico by more than 30%. 33



Brazil 10 years Benchmark Bond Yield
Weekly graph or the perspective over the next 2 to 4 quarters

If you were looking for a 
bond market where in-

terest rates are still fal-
ling, you might consider 
Brazil. On both oscillator 
series (lower and upper 
rectangles), we would pro-
bably suggest that you 
should wait a while longer 
before you enter (probably 
towards end August / early 
September). Yet, Brazilian 
Government Bonds are still 
well positioned towards 
early 2018. The move since 
early 2016 has already been 
substantial. We neverthe-
less calculate that another 

300 basis points to the downside are possible on our ‘I’ Impulsive down yield targets (right-hand scale). That is circa 20% 
price potential on a 10Y tenure, plus the coupon.

Brazilian Real per U.S. Dollar
Weekly graph or the perspective over the next 2 to 4 quarters

The Brazilian Real also 
seems well positioned 

vs the USD (as most com-
modity currencies are). 
From the sequences we 
show on both our oscilla-
tor series (lower and upper 
rectangles), we would pro-
bably recommend to wait a 
while longer (mid August / 
September). Yet, following 
that, the Dollar should re-
sume its downtrend vs the 
Real (up for the Brazilian 
currency), possibly into next 
Spring. Our ‘C’ Corrective 
targets down (right-hand 
scale) show strong support 

around their lower boundary towards the 3.0 – 3.1 levels. Making it below them would open the door to our ‘I’ Impulsive 
targets to the downside, which we would calculate between 2.36 and 1.82 (not shown), an aggressive projection, which 
will be very profitable if only half of it comes true.  
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Russian Ruble per U.S. Dollar
Daily graph or the perspective over the next 2 to 3 months

On a similar note, we 
also look at the Rus-

sian Rubble on a Daily graph. 
Despite, the strong correc-
tion down on oil we have 
had since the Spring, it has 
remained fairly resilient vs 
the USD. On both our oscil-
lator series (lower and upper 
rectangles), we expect the 
next inflexion point to the 
downside (up for the Ru-
bble) towards end August. 
Ideally, until then, USD/
Rubble will remain below 
its ‘C’ Corrective targets up 
between 59 and 62 Rubble 
per USD (right-hand scale), 

justifying that the move since April was only a bounce. The Weekly graph (not shown here) shows similar dynamics as the 
Real per USD graph above: USD / RUB could accelerate to the downside (Rubble up vs USD) between end August and 
early next year with significant price potential.

Concluding remarks

As mentioned above in our initial remarks, Oil may have already reached its retracement low. Yet we are weary of pos-
sible retests into the Summer as well as of the downside risk we still calculate on our Daily graphs (towards USD 40 a 
barrel). That said, the dynamics, which we have been considering since late last year (retracement into the Summer, re-ac-
celeration towards year-end and early 2018) still appear to be valid. Sectors, Countries play and Commodities currencies 
seem to confirm this view. On our Daily graphs, we see quite a few indications that investors should probably wait until 
mid / end August for a better opportunity to enter Oil and its promising related plays.  
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