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Equity markets have now entered the latest stages of their uptrend, 
they should top out between March and mid year
Throughout 2017, we have been planning for Equity markets to top out during late Q1 and late Q2 2018. Now that this 
schedule is almost upon us, we reconfirm this view. In this article, we review the different geographical regions in search 
for out-performance potential. We expect currency moves in H1 2018 ,and a possible blow off in commodities in Q2 
2018, to be key differentiating factors in the performance of the various equity markets.

S&P500 Index
Weekly graph or the perspective over the next 2 to 4 quarters

The Weekly graph (pers-
pective over the next 

few quarters) of the S&P500 
seems exhausted in USD 
terms. I Impulsive targets to 
the upside have been met 
(right-hand scale), and both 
our oscillator series (lower 
and upper rectangle) are 
suggesting that important 
tops should materialize 
towards late Q1 / early Q2. 
Following that, we would 
probably expect a high le-
vel distribution until mid 
year as other equity mar-
kets make a run (see our 
perspective on other equity 

markets below in this article). Thereafter, global equity markets should correct down substantially towards 2019. There 
is currently much talk about a potential equity “blow-off” (a final spike before a drastic reversal). If it were to happen, we 
believe its timing would probably be during Q2 2018. I2 Impulsive 2 extended targets we can calculate for this potential 
move are between 3’000 and 3’500 (or 2.3 to 2.7 times 536 our historical volatility measure “Delta” - middle graph, right-
hand side – added to 1’852, the graph’s low point). We will wait towards end Q1 to decide if Q2 2018 will see a “blow-off” 
or a “distribution phase”.   

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

On the Daily graph, US 
equity markets are still 

moving up, and according to 
our I2 Impulsive 2 extended 
targets to the upside (right-
hand scale), they could 
reach 2’800 and even 2’850 
over the next few months 
(2 to 4% upside on our I2 
extended targets). This is 
moderate, yet still compel-
ling if it is to happen until 
early March. Our oscillator 
series (lower and upper rec-
tangles) would suggest that 
the current acceleration dies 
out mid/late January and 
then resumes up again from 

early/mid February until March.
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EuroStoxx 50 Index
Weekly graph or the perspective over the next 2 to 4 quarters

On the EuroStoxx 50, the 
upside potential left 

is still compelling. Our I Im-
pulsive targets to the upside 
(right-hand scale) indicate 
that it could reach the 4’000 
– 4’400 range over the next 
few quarters (between 10 
and 25% more upside). From 
a timing perspective, our os-
cillator series (lower and up-
per rectangle) suggest that a 
top is awaited between late 
Q1 and mid 2018. Given the 
bounce we expect during Q1 
on the US Dollar, much of the 
performance potential may 
be fulfilled over the next few 
months.

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

As we suggested in our 
last edition of The Capi-

tal Observer, we expected the 
EuroStoxx 50 to make  an at-
tempt to the upside towards 
mid December and then cor-
rect slightly into early January, 
and then start to accelerate up 
again. The late December dip 
was a bit stronger than expec-
ted, yet the scenario holds, and 
the EuroStoxx 50 is now acce-
lerating up. We expect it to 
move higher into late Janua-
ry on our long term oscillators 
(lower rectangle) and poten-
tially towards late February / 
early March on our medium 

term oscillators (our preferred scenario; upper rectangle). I Impulsive price targets up for this move (right-hand scale) 
could reach into the 3’800s and possibly towards 3’900, or 6 to 8% above current levels.
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EuroStoxx 600 Index vs S&P500 index (ratio hedged for currency risk)
Daily graph or the perspective over the next 2 to 3 months

We now consider the 
same graph on a Daily 

basis (perspective over the 
next few months). On both 
our oscillator series (lower and 
upper rectangle), the ratio is 
currently reaching an inter-
mediate low, which could see 
it bounce into late February / 
early March. Given our histori-
cal volatility measure “Delta”, 
here at 9.874% (middle rec-
tangle, right-hand side), the 
rebound could theoretically 
amount to 5 to 8% of out-per-
formance for European vs US 
markets (or 0.5 to 0.8 times 
“Delta”). This is less aggressive 

that the Weekly projections above, but probably a better guidance for Q1 2018. If the Dollar rebound then accelerates up 
again in Q2 (we see it rather retracing and make a base), the weekly targets in the graph above would then be valid.  
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EuroStoxx 600 Index vs S&P500 index (ratio hedged for currency risk)
Weekly graph or the perspective over the next 2 to 4 quarters

Currencies will certainly 
play a crucial role in the 

out-performance of Europe vs 
the US (with the background 
of the 3 to 5% USD bounce we 
expect in Q1 2018). The graph 
attempts to measure its effect 
by comparing both indexes like 
to like (i.e. on a hedged cur-
rency basis). The EuroStoxx 
600 has underperformed the 
S&P500 throughout H2 2017, 
yet according to both our os-
cillators series (lower and up-
per rectangles), it may now be 
getting ready to bounce. Our 
medium term oscillators (up-
per rectangle) suggest that the 

bounce could last into late Q1, while our long term oscillators (lower rectangle) would see it continue towards late Q2. We 
will weigh on the side of prudence and reconsider late Q1 as a potential time target.  Given our historical volatility mea-
sure “Delta”, here at 22.93% (middle rectangle, right-hand side), the rebound could theoretically amount to 11 to 18% of 
out-performance (or 0.5 to 0.8 times “Delta”). 



Nikkei 225
Weekly graph or the perspective over the next 2 to 4 quarters

Japanese equity markets 
should also benefit from a 

Dollar bounce in Q1. Recently, 
the Nikkei’s performance has 
been stronger that European 
markets, especially in H2 2017.  
Yet, according to our I Impul-
sive targets to the upside (right-
hand scale), there is still some 
potential left, possibly towar-
ds the 24’000 – 26’800 range 
(or possibly 10% above cur-
rent levels). According to both 
our oscillator series (lower and 
upper rectangles), the uptrend 
of the Nikkei 225 could extend 
towards late Q1 and possibly 
even mid year. 

Nikkei 225 / iShares MSCI All Country World Index Fund (ratio hedged for 
currency risk)
Weekly graph or the perspective over the next 2 to 4 quarters

This graph compares the 
Nikkei225 against the All 

Country World Index (deno-
minated in USD) on a hedged 
currency basis (like to like index 
comparison). According to our I 
Impulsive targets to the upside 
(right-hand scale), Japanese 
markets could outperform 
world markets by a further 
10 to 15% on this hedged cur-
rency basis. As we mention in 
the Currency section of this 
issue of The Capital Observer, 
USD/JPY could reach the 1.17 
to 1.20 range by the end of Q1 
2018 (or 5 to 7% above current 
levels). The rest of the poten-

tial outperformance is probably attributable to the strong performance of the Nikkei on itself (Independent of the compen-
sation effect for a weaker currency). Our oscillators series (lower and upper rectangles) suggest a first timing point for a top 
towards late Q1 2018 and then a second one towards the Summer. 

48



48

EEM - iShares MSCI Emerging Index Fund
Daily graph or the perspective over the next 2 to 3 months

Emerging markets have re-
cently re-accelerated on the 

back of the December US Dol-
lar weakness. Their uptrend, 
however, is now showing signs 
of exhaustion with their I2 Im-
pulsive 2 extended targets to 
the upside having now almost 
been reached. On the timing 
front, the latest acceleration 
since December should be co-
ming to an end towards the 
second half of January on our 
long term oscillators (lower 
rectangle). Our medium term 
oscillators (upper rectangle) 
would also suggest a first in-
flexion point to the downside 

around that period. With the US Dollar rebound we expect in Q1 2018, we believe that Emerging markets are at risk of 
a correction, while the remaining potential is very limited, i.e. the risk/reward is negative over the next few months.

EEM - iShares MSCI Emerging Index Fund / ACWI - iShares MSCI ACWI 
Index Fund
Daily graph or the perspective over the next 2 to 3 months

We now look at the same 
EEM graph as above, 

yet on a relative basis vs the 
All Country World Index. It 
confirms that investors should 
probably under-weigh Emer-
ging markets over the next 
couple of months. Indeed, 
both our oscillator series sug-
gest that over the next few 
weeks, Emerging markets 
could roll-over again on a re-
lative basis, and probably un-
derperform until March. Our C 
Corrective targets to the down-
side (right-hand scale) show a 
retracement potential, which is 
for now limited (between 2 and 

4% vs world markets). If we were to break below these, the risk is more compelling (probably between minus 7 to 10% from 
current levels). Without wanting to be too alarmist, we would probably underweight Emerging Markets until March, 
rather than support that risk. 
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EEM - iShares MSCI Emerging Index Fund / ACWI - iShares MSCI ACWI 
Index Fund
Weekly graph or the perspective over the next 2 to 4 quarters

The same graph on a Weekly 
basis would suggest that 

following a retracement over 
the next couple of months, 
Emerging Markets should 
find a base vs World markets 
towards late Q1 (our medium 
term oscillators; upper rec-
tangle). Both our oscillator 
series suggest that from then 
on, Emerging Markets should 
then outperform until mid 
2018. These dynamics may 
suggest a late stage Commo-
dity and Emerging markets 
blow-off, as was the case in 
H1 2008. We will however wait 
until late Q1 to confirm this 
scenario.

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

In order to consider the possi-
bility of a potential EM blow-

off in Q2 2018, we now look 
at the bi-monthly graph of the 
MSCI Emerging Markets index. 
If, indeed, we were to map our 
sequences up from the lows in 
early 2016, both oscillators se-
ries could suggest a top towar-
ds mid / the Summer of 2018. 
Under this scenario, price po-
tential could be substantial. 
According to our I Impulsive 
price targets to the upside, 
it could amount to between 
10 and 25% of additional EM 
performance over the next 
couple of quarters. Again, we 
will probably wait till late Q1 
to confirm this scenario.
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KBE - SPDR S&P Bank ETF / SPY - SPDR S&P 500
Daily graph or the perspective over the next 2 to 3 months

The environment we sug-
gest over the next couple 

of months for US markets (ri-
sing markets, yet with little po-
tential, rebound in the Dollar) 
should be particularly friendly 
to Value trades. Among them, 
US banks look quite interes-
ting. This graph compares 
the KBE US Bank ETF to the 
S&P500 Index. Following an 
initial bounce in September, 
the ratio has been moving 
sideways ever since. Both our 
oscillator series would sug-
gest that it could re-accelerate 
up between now (our me-
dium term oscillators; upper 

rectangle) and late January (our long term oscillators; lower rectangle). The outperformance potential into March is 
between 10 and 15%. 

EWG - iShares MSCI Germany Index Fund / EZU - iShares MSCI EMU Index 
Fund
Daily graph or the perspective over the next 2 to 3 months

In Europe, most sectors seem 
well positioned on an abso-

lute basis, yet as we generally 
expect European markets to 
rise on the back on a stronger 
US Dollar, we have refrained 
in this issue to hand pick spe-
cific ones (the devil is often in 
the details). Indeed, we would 
rather focus our strategy on 
Core Europe, and especially 
Core Eurozone (EUR crosses 
may also consolidate at high 
levels until March). We would 
also avoid most of Southern 
Europe for now, as it is more 
cyclical and less influenced by 
EUR/USD variations. We would 

ideally want to pick a strong export market with a slightly higher beta. Germany and the Dax seem to fit this profile. The 
graph above compares the German iShares ETF to the EuroZone one (we use this comparison to avoid the problem of the 
Dax being a total return index, while other European indexes are not). According to our I Impulsive targets up (right-hand 
scale) as well as both our oscillator series (lower and upper rectangles), over the next couple of months, the DAX could add 
a further 2 to 4% of outperformance to the Eurozone markets, which themselves already look very strong. We believe 
this is a low risk and rather rewarding strategy.
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Equal weighted large European Defensive sectors / Stoxx Europe 600 In-
dex
Weekly graph or the perspective over the next 2 to 4 quarters

In our argumentation above, 
we refrained from being too 

sector specific on Europe. That 
said, given our overall bullish 
scenario on Europe, we would 
probably still try to carve out 
some of the defensive expo-
sures in our portfolio. To illus-
trate this, we hereby compared 
a cap. weighted portfolio of 
the larger European Defensive 
sectors (SXDP, SXQP, SX3P) vs 
the Europe Stoxx 600 index. 
On both oscillator series, the 
Defensive portfolio should 
underperform until late Q1 at 
least (our medium oscillators, 

upper rectangle), and probably into mid year (our long term oscillators; lower rectangle). According to our I Impulsive tar-
gets to the downside (right-hand scale), the underperformance potential is between minus 5 and 10%.   

VIX CBOE Volatility Index
Daily graph or the perspective over the next 2 to 3 months

Finally, we shift back to the 
US and look at VIX. Although 

its price action is quite chop-
py, the downtrend throughout 
2017 is visible (despite the pe-
riodical spikes).  On our long 
term oscillator series (lower 
rectangle), the sequence down 
is quite compelling. It should 
extend lower into late March. 
This is in accordance with the 
positive equity market envi-
ronment we expect until then.

Concluding remarks

Equity markets are entering the late stages of their 9 years Bull market. We expect them to top out in 2018, sometime 
between late Q1 and mid year. The correction that follows could be quite compelling and could last into mid / late 

2019. In the meantime, during Q1, we would favour European and Japanese equity markets, which should outperform 
on the back of the US Dollar rebound we expect. Q2 may see a last extension up, which could be fuelled by a typical late 
cycle Commodity and Emerging markets boom.  
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