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4/ Executive Summary
07/ As presented earlier this year the “Trump/Reflation Trade” has  been pausing, allowing better market re-entry 
during late Q2-early Q3 2017 - there is still strong belief in the markets that the Trump administration will be able 
to push through three big initiatives -- tax reform, deregulation, and infrastructure spending. That hope has further 
extended by the presumption that these initiatives will succeed in rousing the moribund US economy, as well as prop 
up current market valuations. After the current April relief rally, we believe that the market optimism may be misplaced 
in the short-term -- there are more «shocks» in the pipeline which could further undercut risk asset valuations .

11/ Timing and Tactical Insight: Trump/Reflation Trade could retrace further into midyear - As mentioned in our 
January newsletter, we expected reflationary assets to make an intermediate top mid Q1 2017 and retrace during 
3 to 6 months depending on assets. This consolidation period which indeed started early March, could extend into 
midyear. A second leg down on risk assets could materialize from May into June / midyear, favoring Defensives over 
Commodity sectors, over Financials and even over the Nasdaq 100.

21/ Timing and Tactical Insight: The Yen will continue to accelerate up on risk-off considerations  - The rather 
market friendly 1st round of the French election yesterday is fueling a bounce on USD/JPY and EUR/JPY. Over the 
course of the next few weeks however, we believe the Yen could resume its uptrend vs both the Dollar and the Euro 
and probably remain strong into the Summer. This further Yen strength, as well as further contracting of the USD-JPY 
interest rate differential into Q3 2017 should continue to fuel a risk-off environment in Japan, negatively influencing 
the performance of the Nikkei 225 vs other markets, vs Japanese small caps as well as vs Japanese Government bonds.

30/ Timing and Tactical Insight: Gold, a reflationary asset with a defensive bias - Gold is a reflationary asset with 
a defensive twist: it underperforms other commodities during risk-on phases and outperforms them during risk-offs. 
From a pricing perspective, following a slight retracement down into early May, we would expect Gold to remain quite 
strong until mid year. In terms of targets, we would first need to clear USD 1’290/oz. Above that, the next levels of 
targets we can calculate would lead us to retest 2016 highs (around 1’370) and possibly move into the USD 1’400s/oz. 
… We expect Gold mines to perform well into midyear following the metal up.

27/ Gold: A reappraisal, as the precious metal leads the risk off movement with the JPY - Gold is a Veblen good; 
as such, the higher the price of gold goes, the higher the demand. Supply-demand-price balance and linkages are 
USELESS in forecasting the future price of gold – except for mine production. But gold’s price behaviour owes to factors 
that have more to do with currencies than with other commodities. In fact, gold movement over the past few decades 
were more as an inverse manifestation of the US Dollar. It is generally assumed (wrongly, as it turns out) that there is 
a positive correlation between long-term interest rates and the US Dollar. In the longer-run, rising rates, in due time, 
will negatively impact the US currency when domestic growth slows down. Gold, the antiDollar, fits very well into the 
matrix: rising interest rates should push up Gold prices after a distributed lag of 6 months, as the USD weakens. gold 
prices should be rising for the rest of the year with acceleration phases taking place during the risk off phases.

41/ Timing and Tactical Insight: The yield curve may flatten further before it bounces later in H2 2017 - The FED’s 
recent rate hikes seem to have been counter-productive once again. Indeed, the yield curve has reversed course (now 
flattening again) and we would expect that it continues this rapid flattening into midyear. US 10Y yields are holding up 
slightly better, yet they need to hold 1.9% to justify a linear continuation of the uptrend initiated last year. Both point 
to a new risk-off period ahead, which according to the US equity to Bonds ratio, could start between early and mid 
May and extend into late June.

37/ Beware of the impact of Fed tightening by increasing IOR, a new dynamic at play - in late 2008, the Federal 
Reserve added two items to its tool kit that will fundamentally affect monetary policy making going forward. First, the 
Fed started to pay interest on reserves (IORs). Second, the Fed amassed an enormous balance sheet. The Fed now 
attempts to control policy and short-term rates primarily by changing the rate it pays on those abundant reserves, 
rather than by controlling the quantity of reserves via open market operations, as was previously done. The Fed´s 
paying market rates for reserves to implement monetary policy may however be self-defeating in one aspect. The 
correlations among the FFR, Yield Curve and 10yr yield have all become positive. The more the Fed tightens policy (by 
increasing the IOR), the more the 10yr yield will fall, and the USD weakens.

44/ MJT ‘s “Splicing the markets”: One last focus on the French Election, … hopefully - Given the polls poor 
track record recently (Brexit vote, Trump election), the widespread discontent among French voters and a sense of 
revolutionary feeling against the elite, a surprise win by Mrs Le Pen, although unlikely, is not impossible. Yet Markets 
are anticipating a Macron victory. Short term, asymmetric protection may still be warranted in the unlikely event of a 
Le Pen victory.

The Capital Observer editors team, London / Geneva, April 26th 2017
to view previous issues, please visit our website at: http://www.thecapitalobserver.com
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18/ The Yen as a safe haven play: will it last? Yes, it will - The yen hit five-month highs against the dollar and the euro 
last week as concerns over heightened geopolitical tensions. The yen is also strengthening in the back of a US Dollar 
stumble following sharp declines in US bond yields on “flight-to-quality” bids on US Treasury debt. Fundamentals in 
Japan have improved tremendously over the past several quarters. As the US growth cycle peaks, economies that 
were before in the periphery will take over the baton. Japan will be one of the beneficiaries of that growth rotation … 
Volatility will be deadly for other risk assets, but it be favorable for the Yen.
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5/ Mapping the markets (part I)

General comment The reflation trade is due for another correction down as many reflation 
assets have already started to rebound following their recent losses. Indeed 
March into April was risk-off. We now expect the current bounce/extension 
upwards to continue towards early/mid May. Following that, we expect a 
risk-off period to materialize into mid year favoring Bonds, Gold and the Yen 
vs Equity, Oil and Basic Metals.

Equity markets

Volatility
(p. 16)

VIX is testing historical lows, we expect it to bounce back up during May and 
June.

World markets
(p. 11, 17, 23, 24)

New highs for some indexes, rebounds for others (markets are diverging), yet 
risk/rewards over next months seems exhausted: possible retracement potential 
from early/mid May into June 4 to 7% .

Regional picks
(p. 17, 23, 24, 25, 45)

Europe is re-rating rapidly on a relative basis and should continue to do so over 
the next few months/quarters; Japan should suffer from a stronger Yen until the 
Summer .

Emerging markets China, Brazil and Russia are consolidating down into June (both in local ccy and 
Dollar), India remains strong both in INR and in Dollars, EEM ETF benefits from 
the translation effect of a weaker Dollar

Relative Sectors
(p. 13, 14)

Following a slight bounce into May, reflationary sectors (Energy, Materials, 
Financials) should continue to correct on a relative basis towards midyear. 
Defensives should make further progress from early/mid May into June as a 
new risk-off phase materializes. Technology/Big Growth is gradually shifting to 
neutral.

Profiles/Themes
(p. 25)

Small Caps/Big Caps very much influenced by currency movements for now 
(weaker in the US, stronger in Europe and Japan), Value continues to retrace vs 
Growth, probably towards mid year. 

Interest rates

US rates and Yield curve
(p. 41 - 43)

Since March, US yields have been retracing. Although a slight bounce is awaited 
up into early May, they should resume their downtrend towards June / mid year. 
1.9%  would be a crucial support for the US10Y. Along with yields, the curve is 
flattening across the board. 

Other countries
(p. 26)

Having followed US yields up (i.e. the reflation trade), yields in other developed 
countries are also retracing rapidly. Their yields curves are also flattening again. 

Credit
(p. 12)

Since March, Credit has started to retrace its recent outperformance. It should 
continue to do so into mid year. High Yield is especially strong as it is still retesting 
recent highs on an absolute basis. From May, however it should also correct 
down into mid year. 

Rate Differentials
(p. 26)

Following a strong move up last year, the rate differentials between the US and 
the Eurozone and Japan rate differentials have started to reverse, probably into 
midyear in first instance. Sovereign spreads in Europe have contracted since the 
1st round of the French Election, following the 2nd round (and likely further 
contraction on the back of it), they could start widening again towards year-end 
(QE tapering?). 

Tips
(p. 12, 16)

Tips have outperformed Treasuries since early 2016. This trend should reverse 
down into mid year, although Tips remain positive on an absolute basis
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Commodities

Oil
(p. 11, 15, 30, 32)

Oil is consolidating down from its February highs. It may bounce until May, but 
should resume their downtrend thereafter towards mid  year; targets possibly 
below $50/b on Brent and below $48/b on WTI.

Base metals
(p. 31)

Their reflation rally has topped out (except for Aluminium which will eventually 
follow), they should now continue to retrace into June.

Gold & PMs
(p. 30 - 36)

Following some retracement into early May, Gold is moving higher into  mid year 
possibly retesting last year’s highs. Going into the risk off period we expect into 
June, it is currently strong vs bonds, oil, copper or silver.

Agriculture On average, the sector has achieved little during the reflation trade due to large 
supply expectations. They should remain under pressure towards the Summer 
at least. Cotton and Lumber are outliers, they show strong uptrends towards 
early 2018, yet could also correct into the summer.

Foreign Exchange

Dollar Index
(p. 34)

The Dollar index has probably topped out last December and should gradually 
continue to weaken throughout the year. Target range towards year end towards 
96-92

Euro
(p. 22, 44)

EUR/USD is reversing despite some residual short term risk on the 2nd round of 
the French Election. We see it move towards 1.15 – 1.22 towards year end.  EUR/
CHF should laso be moving higher, while EUR/JPY could bottom out sometime 
this Summer.

Yen
(p. 21, 22)

Yen is currently retracing its H2 2016 losses and could eventually make new 
highs vs most currencies into midyear / the Summer, especially if the risk-off 
period we expect from May materializes 

Sterling Sterling is currently correcting up vs the Euro and the Dollar, yet could soon 
reverse back into its downtrend to make new lows towards year end

Commodities currencies They are currently retracing some of their reflation gains vs the Dollar along with 
oil and commodities (BRL, RUR, CAD, NOK, ZAR). AUD is following Gold up and 
should perform well vs USD going into mid year and year end (less so vs the Euro 
and the Yen) 

Asian currencies They have reversed up vs the Dollar. Some are particularly strong notably TWD 
or INR.

6/ Mapping the markets (part II)
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7/ As presented earlier this year the “Trump/
Reflation Trade” has been pausing, allowing 
better market re-entry during late Q2-early Q3 
2017 

The wide gap between political 
expectation and political 
reality right after Mr. Donald 

Trump´s election as US president 
has narrowed somewhat in recent 
weeks. Stocks enjoyed a three-
month rally following Mr. Trump´s 
election win, but the Republican 
Party´s failure to pass a health care 
bill which replaces Obamacare has 
pricked the balloon of optimism that 
had intoxicated the financial markets. 
That and the rejection of the travel 
ban have been red flags that the 
agenda that Mr. Trump laid out during 
this campaign and in the early days 
of his government will not be simply 
rubber-stamped by the legislative and 
judicial branches. Those failures have 
already taken some toll on equity and 
other risk markets, and have sparked 
a re-appraisal of the meme that «the 
bond bull market is dead,» as bond 
yields retraced lower a good part 
of the rise seen just before the US 
elections. 

Nonetheless, there is still strong 
belief in the markets that the 
Trump administration will be able 
to push through three big initiatives 
-- tax reform, deregulation, and 
infrastructure spending. That 
hope has further extended by the 
presumption that these initiatives 
will succeed in rousing the moribund 
US economy, as well as prop up 
current market valuations.

We believe that the market 
optimism may be misplaced 

in the short-term -- there are more 
«shocks» in the pipeline which could 
further undercut risk asset valuations 

over the next few months. However, 
we do not believe that this weaker-
market episode will permanently 
derail the “Trump Trade.” Although 
a pullback introduces a hump in the 
road, we believe that a fizzle out is 
more likely to be more of a story for 
2018 than this year. 

Conversely, these shocks in the 
near-term could reverse a good 

part of the bond market losses 
stemming from the “reflation» surge 
after Mr. Trump election. In a way, we 
feel vindicated, since current events 
are hewing to the scenario which we 
described in the January edition of 
the Capital Observer in the article 
aptly titled «Inflation is breaking out 
everywhere, but it may not be the 
rewarding strategy to go for reflation 
trades during H1 2017».  This is how 
we put it in the January 2017 article:

«We have several issues with the 
market perception that the Donald 
Trump effect will continue to be the 
most significant market and economic 
driver during H1 2017. The first issue, 
has something to do with the timing 
of the impact of whatever salubrious 
measures the administration of Mr. 
Trump may take in restructuring 
regulations, cutting taxes and 
rebuilding public infrastructure. 
Despite Republican Party control 
of both houses of Congress and a 
majority in State governorships, 
passage of Mr. Trump’s agenda does 
not appear to be a slam dunk insofar 
as Congress is concerned.»

«It (also) appears that problematical 
growth issues that have already 

been “baked in the cake” due to the 
very significant reduction of the US 
budget deficit over the past 4 years. 
We do not really expect a full-blown 
recession, just a “technical” growth 
recession over the next two quarters 
of the new year.»

«Bad as the “baked in the cake” 
growth issues emanating from 
miserly budget allocations, the recent 
Fed tightening of monetary policy, on 
top of a sharply higher US Dollar and 
long term rates added to the long list 
of negative factors which may indeed 
tip the economy over to at least a 
technical growth recession (of two 
consecutive quarterly GDP declines). 
For one, there is a strong negative 
relationship between a strong US 
Dollar and a subsequent growth 
slowdown 2 to 3 months thereafter. 
The transmission mechanism in the 
relationship is probably the next 
exports component of GDP . . . And 
there is indeed a nontrivial risk that 
slower growth will keep inflation 
subdued, an environment which 
suggest that longer term interest 
rates may still revert to the mean and 
could hypothetically sharply retrace 
the recent rise.»

«We believe that if these events do 
come to pass, we should see better 
levels and better timing for reflation 
trades sometime in the second 
quarter of the new year.»

Our early negative outlook 
on the reflation trades was 

significantly out of consensus at that 
time, but the situation has turned 
around recently, confirming our 
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less-than-rosy view of the short-
term course of risk assets. Just this 
week, we have the Financial Times 
(for the first time since the US 
elections) discussing «cracks in the 
reflation trade» harping up on the 
deterioration of growth in the US 
and the coming peak in inflation, 
which of course cast doubts on 
the supposed macro data which is 
said to be empowering a reflation 
trade in the first place. And we are 
further gratified by the assertion of 
DoubleLine Capital CEO Jeff Gundlach, 
the new «Bond King,» that the Trump 
reflation trade has peaked. 

Mr. Gundlach´s narrative was that 
if the reflation trade is over, 

returns from investments that were 
tethered to an expected boost to 
inflation because of President Donald 
Trump´s economic policies may be 
muted. Mr. Gundlach sees inflation 
at %1.85 this year and does not think 
the -10year yield will hit %3. However, 
we differ from Mr. Gundlach view 
that the inflection point of the Trump 
trade has been reached – we see 
a setback as a brief pause, and risk 
assets may thereafter likely to have 4 
to 5 quarters to go before the reflation 
surge fades sometime in mid-2018.
Our own research coincides with 
Mr. Gundlachs’s benign view of CPI 
inflation during the rest of the year. 
Core CPI may be topping out, and 
will likely be heading significantly 
lower by Q3 this year, and remain on 
downtrend until Q1 2018 (see chart 
below).  Mr. Gundlach and us could be 
wrong in our conclusions, of course, 
but he did point out several issues 
which mirror our own misgivings.

First, the Fed seems bent on carrying 
out their forecasts highlighted by 

the so-called «SEP dots», suggesting 
that they will have at least two rate 
hikes this year, but may not stop at 
that -- despite the central bank’s 

promise to implement a tighter policy 
gradually. While there is almost zero 
chance of policy tightening in May, 
June is likely «live.» Fed staff forecasts 
anticipate a US economy finding 
better traction, and so given a non-
disruptive denouement of the French 
presidential election, a June hike is 
likely a go. 

Second, the market focus would 
soon shift as well to fiscal policy, of 

which there are two significant issues 

(a) the debt ceiling, which was 
reinstated March 15; and 
(b) spending authority, which expires 
near the end of April. 

We have been through the vagaries 
of the debt ceiling before, which 
had forced the US Treasury to 
take extraordinary measures. The 
approach of the debt ceiling deadline 
forced the Treasury to reduce 
their operating cash balance from 
significantly high levels going into 
the US presidential elections (which 
we maintain, was a bid to help Mrs. 
Hillary Clinton win the election), to 
an extraordinary low level thereafter, 
in accordance with debt ceiling 
regulations and mechanics -- the 
Treasury is prohibited from keeping 

high levels of cash in the operating 
accounts going into the deadline. This 
has repercussions, as we explained 
in an article in last month´s Capital 
Observer issue:

«The Treasury has had to cut its 
cash balance to $23bn from $400bn 
over the past three months, since it 

is not allowed to hold a buffer going 
into the debt ceiling’s reinstatement. 
Ironically, by using its own cash 
to fund the operating deficit, the 
Treasury allowed the Fed dealers 
to keep the amount (which would 
be used to buy new debt issuance, 
otherwise), and will undoubtedly be 
plowed-back into the markets and 
should help support a rally to an April 
top. 

It is money that is going the equity 
market’s way instead of going into the 
bond market. But the sting is in the 
kicker – as cash holdings disappear, 
the Treasury has to resort to its 
emergency operating procedure: it 
has to borrow from trust funds so it 
can pay for maintenance.»

«When the new budget of the 
Trump administration is approved, 
the Treasury will have to sell debt 
to pay the funds borrowed and to 
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acquire funds to pay for government 
expenditures – to the tune of a 
ballpark number of circa $500 billion. 
And it will be done in a matter of days. 
Government bond dealers will be 
hard-pressed to acquire wherewithal 
to finance the new paper issued by 
the Treasury. It is easy to imagine 
that equities and lower grade assets 
will be sold by the bond dealers to 
accommodate the Treasury.» 

On top of that, there are other 
side impacts -- the boosting of 

cash balances after the debt ceiling is 
removed , in turn, drains the excess 
reserves, which tends to lower short 
term rates and become a drag on the 
US dollar (both after a lag) – and vice 
versa (see graph on right). Trump´s 
budget proposal for the remainder 
of the fiscal year 2017, included 30$ 
bln increase in security (defense and 
homeland security), an 18$ bln cut in 
non-defense spending, and funding 
for the infamous wall on the border 
with Mexico. Even now, President 
Trump´s proposals are running into 
opposition in the Senate. Not only 
have several Republican leaders 
rejected some of the cuts in non-
defense spending proposed by 
Trump, but many Democrats will not 
support spending money on the wall. 
The power to filibuster is still a viable 
parliamentary maneuver on other 
issues, including the budget, even if 
has already been eliminated in the 
case of judicial nominees. 

The key takeaway -- the primary 
market driver will shift from 

monetary policy to fiscal policy for 
at least the next two months, and 
judging from what we seen of the 
Trump administration’s first 100 
days, the next two month’s course 
of fiscal policy will be chaotic.

However, despite a slight pick-up 
in market volatility this week, the 
markets still seem fairly relaxed over 

the prospects of new brinkmanship 
dynamics among the Republicans, 
between the executive and legislative 
branches, and/or with the opposition 
Democrats.

Nevertheless, disputes within 
the Republican Party has already 
blocked the first few items in Mr. 
Trump´s legislative agenda, the 
Trump Administration has been 
forced to govern by executive 
orders, and the judiciary continues 
to block the travel ban. All of those 
have forced market volatility higher, 
so regardless of what the future 

political results will be, the most 
certain about the market structure 
is that there will be higher market 
volatility in the very near future at 
least. 

This means we can expect lower 
Treasury yields as at least in part a 
reflection of doubts about the extent 
of the tax reform and infrastructure 
program being able to boost growth, 
and concomitantly, actual or realized 
inflation. Internationally, there is 
plenty of instability and uncertainty 
in the world.
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The Trump administration has 
just bombed Syria. Russian 

president Vladimir Putin, who was 
supposed to be buddy-buddy with 
Trump is threatening «active war» 
has effectively shut down diplomatic 
relations with the US (although we 
believe Mr. Putin is bluffing – this is 
not the first-time Russia has put the 
US on the mat, and will likely amount 
to nothing). 

Also, a US attack fleet is steaming to 
just off North Korea just days after Mr. 
Trump met with China´s president Xi 
Jinping. Mr. Xi has deployed 150,00 
troops to the border of North Korea 
to prevent a mass exodus from the 
rogue nation to China in case a 
shooting war erupts between North 
Korea and the US. Mr. Xi probably 
believes there is going to be a reason 
for North Koreans to be fleeing hastily 
towards the Middle Kingdom, which 
is by itself alarming.

All of those have effectively pushed 
the VIX higher last week, sent the 
Japanese Yen rising vs all major 
currencies, depressed US bond 
yields lower as capital looking for 
safe-haven flowed to Treasuries, 
which consequently begot a weaker 
US Dollar.We can say that the markets 
may be unduly alarmist, despite 
North Korea declaring that it is ready 
for war with the United States, while 
the US says nothing is off the table, 
suggesting the possibility of using 
military force to deter North Korea 
from pursuing its nuclear ambitions. 
Both countries are likely bluffing, 
but markets do not like this kind of 
brinkmanship, as there is always the 
possibility of miscalculation from 
each side.
 

Finally, the US growth rate is 
moderating. According to the 

Atlanta Fed GDPNowcast, Q1 GDP 
is at 0.63, which could be a surprise 
and embarrassment to Fed Chair 

Janet Yellen if it will indeed be the 
case. Ms. Yellen has made the recent 
tightening episode contingent on 
a stable and moderately growing 
economy.

To make things even worse, 
consumption has likely peaked. 

The US economy is primarily driven 
by consumers via what they earn 
and what they spend, and all these 
account for %72 of GDP. Given that, 
personal incomes and personal 
consumption are slowing down. 

It follows that GDP growth may 
slow down commensurately as 
well. The numbers have been soft 
the past few months, disconnecting 
from confidence numbers, the soft 
data. The hard data is suggesting 
that some short-term sluggishness 
is due. However on more positive 
note, once this soft patch is behind 
we expect a better macro -economic 
and geopolitical outlook as from the 
late Q2 or early Q3 2017.
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As mentioned in our January newsletter, we expected reflationary assets to make an intermediate top mid Q1 
2017 and retrace during 3 to 6 months depending on assets. This consolidation period which indeed started early 
March, could extend into midyear. 

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

On both our oscillator series 
an intermediate top was 

made early in 2017 (lower 
and upper rectangles). These 
situations usually result in 4 to 
5 months of consolidation or 
correction to the downside as 
mentioned by our automatic 
messaging system. Looking 
at the models, we project on 
both our oscillator series, we 
expect that this consolidation 
would probably last into June. 
Following that, a new uptrend 
should materialize in H2 2017 
and should at least test the 
higher end of our corrective 
targets up in the high 60s 
towards yearend (right-hand 
scale).

World Equity markets 
topped out early 

March 2017. The inter-
mediate correction to the 
downside currently under-
way could last into June on 
our medium term oscillator 
(upper rectangle) before 
making a higher low during 
the Summer in sync with the 
end of the correction peri-
od we project on our longer 
term oscillator series (lower 
rectangle). Following that, 
world equity markets should  
accelerate up again toward a 
new top in early 2018. The 
potential up during H2 2017 
and into early 2018 is be-
tween 5% to 15% above the 

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

“Trump/Reflation Trade” could retrace further 
into midyear

11 / TIMING AND TACTICAL INSIGHT

tops which were recently made.
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HYG - iShares iBoxx $ High Yield Corporate Bond ETF
(Weekly graph or the perspective over the next 2 to 4 quarters)

US High Yield bonds 
topped out in late 

February and corrected  
down in March. As we 
suggested in our last 
newsletter (22nd March)   
Inflation sensitive assets 
(which include High Yield) 
could make a come back 
during April. This is currently 
happening. That said, 
we believe that another 
period of retracement to 
the downside lies ahead 
probably from May into 
June as suggested by the 
lows we expect on our 
medium term oscillators 
(upper rectangle). Following 
that, these medium term 

TIP - iShares TIPS Bond ETF / IEF - iShares 7-10 Year Treasury Bond ETF
(Weekly graph or the perspective over the next 2 to 4 quarters)

The ratio of Inflation 
protected government 

bonds vs treasuries of the 
same duration represented 
by the two trackers above, 
translates investors appetite 
to seek inflation protection. 
This measure topped out 
3 months ago in February. 
We now expect it to correct 
down probably towards 
late Q2 (as suggested by our 
medium term oscillators; 
upper rectangle) before 
making higher lows late 
Summer in line with the 
end of the consolidation  to 
the downside shown on our 
long term oscillators (lower 
rectangle).   Following that, 

oscillators suggest a higher low during late Summer in sync with the end of the consolidation period we expect on our 
long term oscillators (lower rectangle) before an acceleration to the upside until Q1 2018  (“I” Impulsive targets up for 
this move between 5% and 10% from current levels, right-hand scale).

the ratio should resume its uptrend until early 2018 suggesting that inflation concerns will come back in H2 2017.



The Nasdaq 100 and big 
growth stocks more 

specifically, were as we 
suggested the  winners 
of the mild consolidation 
which materialized during 
March and early April. 
Going forward, we believe 
the trade is gradually 
reaching exhaustion: our 
“I” impulsive targets up 
have pretty much been 
met (right-hand scale), our 
medium term oscillators 
(upper rectangle) are 
probably close to an 
intermediate top and our 
longer term oscillators will 
soon reach a High Risk zone 
(lower rectangle). If, as we 

We earmarked these 
sectors in February 

as being the ones that 
should bare the most of the 
correction to the downside 
expected on equity 
markets. We then believed 
that they would probably 
remain weak “well into Q2 
2017”. We now re-confirm 
this view and expect these 
sectors (of which the Energy 
sector is clearly the weakest, 
as it is currently retesting 
relative historical lows) to 
remain weak until mid year 
vs the S&P500, as shown 
by the model we project on 
our longer term oscillators 
(lower rectangle). Following 
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Now, going back to our late February newsletter, we suggested that we would see a mild consolidation down 
on equities (between 4 and 7% on the S&P500), stressing however that it would be heavily influenced by, and 
differentiated throughout the sectors. Hereunder, we review the current outlook for these various intra-market 
thematics.

believe, the markets experience a second leg of consolidation to the downside from May into June, their high beta vs 
the S&P500 could see them start to correct down on a relative basis. 

QQQ - PowerShares QQQ Trust, Series 1 / SPY - SPDR S&P 500
(Weekly graph or the perspective over the next 2 to 4 quarters)

Commodity sectors, equal weighted: XLE (SPDR Energy ETF), XLB 
(SPDR Materials ETF) 
(Weekly graph or the perspective over the next 2 to 4 quarters)

that, these commodity sectors could make a comeback in H2 2017 along with other reflationary assets.



In February, we had 
expected Financials to 

consolidate to the downside 
vs the S&P500 until late 
March / early April before 
potentially moving up 
again towards mid year. 
Given our current oscillator 
configuration (upper and 
lower rectangles), we 
hereby revise this view and 
would now expect the 
correction to the downside 
to last until mid year before 
moving up again in H2 2017. 
We expect that the ratio 
should find support towards 
the lower end of our “C” 
corrective targets down or 
3 to 4% lower on a relative 
basis (right-hand scale).
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Invertedly to Financials 
vs the S&P500, we had 

expected in February that 
defensive sectors continue 
their correction up vs the 
S&P500 until late Q1 2017. 
The models we now project 
on both our oscillator 
series (upper and lower 
rectangles), now suggest 
that this move could 
continue until late Q2 2017 
as risk assets consolidate to 
the downside once more 
from May into June. The 
“C” corrective potential up 
(right-hand scale) could see 
them outperform another 
4 to 7% during this period. 
H2 2017 should see them 

XLF (SPDR Financials ETF)
(Weekly graph or the perspective over the next 2 to 4 quarters) 

Defensive Sectors, equal weighted, vs the S&P500 Index,  XLP (SPDR 
Staples ETF), XLV ( SPDR Healthcare ETF), XLU (SPDR Utilities ETF)
(Weekly graph or the perspective over the next 2 to 4 quarters)

weaken again on a relative basis as reflation trades are reinstated.

Concluding remarks:
The correction to the downside on reflation trades we had expected from mid Q1 2017 into late Q2 2017 is 
underway. The first leg down into April has been quite mild and the sectors we then favored (Growth and Defensives) 
have outperformed, while Energy was particularly weak, as expected. Although we had warned that Financials would 
correct, they have proven less resilient that we expected. Going forward, we would extend our call for prudence as 
we believe a second leg down on equity markets could materialize from May into June, possibly midyear, favoring 
Defensives over Commodity sectors, over Financials and even over the Nasdaq 100. 
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This portfolio we showed 
last month (equal 

weighted between Gold, 
TIPs, REITs, Lumber, High 
Yield Bonds and Oil) has 
been particularly strong as 
expected. Given our pro-
jections on both oscillator 
series (lower and upper rec-
tangles) and our automatic 
messaging (Probable contin-
uous uptrend until 12 May; 
middle chart), we expect it 
to top out in the first half 
of May before correcting to 
the downside towards June 
and possibly mid year.

While Oil has led other 
inflation sensitive 

assets from end March to 
mid April, it has since started 
to correct down again. We 
would await some resilience 
and a bit of a comeback 
towards early May as 
shown on the models we 
project on both our oscillator 
series (lower and upper 
rectangles), yet expect more 
downside during May and 
June, possibly testing our 
“C” corrective targets down 
between USD 50 and 46 per 
barrel (right-hand scale).
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Second leg down in risk assets from early / mid May into June

In our March newsletter (22nd March), we had expected inflation sensitive and more generally risk 
assets to bounce/hold/extend in April (with limited potential up) before correcting down again in May/
June. Although the outcomes have been broadly in line, some risk assets have been less resilient that 
we could have expected. 

Inflation sensitive portfolio
(Daily graph or the perspective over the next 2 to 3 months)

Brent Oil
(Daily graph or the perspective over the next 2 to 3 months)



While inflation sensitive 
assets were making a 

comeback in April, sentiment 
in the bond market, 
however seems to have 
reversed. The ratio above, 
which again, represents 
investors appetite to protect 
their bond portfolios against 
inflation has continued 
its slide started in mid 
February. As shown on the 
models we project on both 
our oscillator series (lower 
and upper rectangles), we 
expect a slight bounce 
into early May before the 
downtrend continues into 
June and possibly mid year.
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The sentiment in the 
US equity market also 

seems to have shifted, at 
least that’s what the upside 
progression during April of 
the VIX (implied volatility 
index on the S&P500) is 
telling us. On the models 
we project on both our 
oscillator series (lower 
and upper rectangles), we  
expected a retracement of 
this move into early May. 
We now know that this  has 
happened on the back of 
the rather positive results of 
the 1st round of the French 
election (which places Mr 
Macron, a mainstream 
candidate in pole position).  

TIP - iShares TIPS Bond ETF / IEF - iShares 7-10 Year Treasury Bond ETF
(Daily graph or the perspective over the next 2 to 3 months)

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

We now expect VIX to move up again during May and possibly June to reach back above 16, possibly towards 20 
(our “C” corrective targets up; right-hand scale). 
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The S&P500 Index 
has been in a slight 

consolidation to the 
downside since President 
Trump’s speech to Congress 
on February 28th. We 
were expecting a bounce 
into early May, possibly 
retesting highs as shown by 
our medium term oscillator 
series (upper rectangle). 
Again, this syncs relatively  
well with the rather market 
friendly result of the 1st 
round of the French election. 
Following that, we would 
expect a new leg down to 
materialize, possibly into 
June and towards our “C” 
corrective targets down 

(2288-2223; calculated not shown yet). We favor this scenario over the one shown on our longer term oscillators 
(lower rectangle) considering the positioning of other risk assets and given that our “I” impulsive targets up have been 
achieved (right-hand scale). 

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

European stocks are 
also extending up on 

the back of the 1st round 
of the French election. It 
is also very interesting to 
consider how strong they 
have remained in the run 
up to this very disputed 
first round. That said the 
upward sequences on both 
our oscillator series (lower 
and upper rectangles) 
could soon be coming 
to an end and we would 
expect European markets 
to top out early/mid May 
before consolidating to the 
downside towards June 
and possibly mid year. The 
“C” corrective potential 

Dow Jones EURO STOXX 600
(Daily graph or the perspective over the next 2 to 3 months)

down could then be between 5 and 10% from the highs we will achieve.

Concluding remarks:
Following the rather market friendly 1st round of the French election, the extension we expected in our latest 
newsletter is materialising. It should continue into early/mid May. Following that, we believe a new period of 
consolidation to the downside should materialize into June and possibly until midyear.  



18/ The Yen as a safe haven play: will it last? 
Yes, it will.

18

The yen hit five-month highs 
against the dollar and the 
euro last week as concerns 

over heightened geopolitical 
tensions curbed risk appetite and 
sparked a flight into perceived “safe-
haven” assets. Investors offloaded 
“riskier assets” as concerns piled on 
top on each other over U.S. military 
action against Syria and North Korea, 
along with worries over the French 
presidential election. 

The Yen was recipient of a lot of 
capital inflows to Japan and from 
capital repatriation and hedging 
operations of Japanese investors 
with external exposures. USD/JPY 
hit 108.90 on a closing basis, the 
lowest level since mid-November.

Tension continues to rise amid 
fears that North Korea could 

soon conduct fresh nuclear tests or 
missile launches, even as the U.S. 
president Donald Trump implies that 
North Korea will be held accountable, 
one way or the other. Trump has 
urged China to do more to rein in 
North Korea, but also said the U.S. 
is prepared to take action against 
North Korea, with or without China’s 
help. Chinese President Xi Jinping last 
week called for a peaceful resolution 
of escalating tensions on the Korean 
peninsula during a call with U.S 
President Donald Trump.
The rise of the yen was further 
abetted by a new weakness in the 
euro. The euro fell fresh five-month 
lows against the Japanese currency 
Friday last week, with EUR/JPY falling 
to as low as 114.90 (see chart below). 
Sentiment on the single currency 
was hit after far-left candidate Jean-
Luc Melenchon surged in French 
polls ahead of the May presidential 

election, adding to uncertainty over 
the possible outcomes -- unpalatable 
for some, as the poll leaders have 
narrowed to candidates on the 
extreme left and extreme right. 
The yen is also strengthening in 
the back of a US Dollar stumble 
following sharp declines in US bond 

outperformance in the months 
ahead, and would be factors which 
will support yen, even when the 
safe-haven bid supporting the 
currency now goes away. 
Further support for yen will probably 
come from a re-calibration of the 
extremely bullish sentiment for 

yields on “flight-to-quality” bids on 
US Treasury debt, narrowing the 
interest rate differentials between 
the US currency and its major 
competitors.

Support for yen is also coming 
from industrial exports, after core 
machinery orders jumped 5.6% year 
on year in February, beating a 2.5%  
gain seen, though the month-on-
month figure rose 1.5%, missing the 
3.7% gain expected. Progress is also 
being made on the inflation front -- 
PPI (producer prices) in Japan rose 
1.4% faster than the 1.3% market 
expectations. The fundamentals 
are slowly gelling for further Yen 

the US currency on the way to the 
recent Fed policy tightening, upon 
realization that the growth upcycle 
in the US may be maturing.

Since the US leads the Rest of the 
World (RoW) by circa 2 quarters 

in the growth derby, it may be that a 
RoW catch-up and its further ascent 
will benefit other global currencies, 
at the expense of the US Dollar.

The consensus out of the FOMC 
seems to be for three rate hikes in 
2017, with nine members formally 
reflecting this in their «dots.» This 
suggests that the bar will be rather 
high to any near-term shift mitigating 
the tightening intensity given the 
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strong consensus. So, instead of 
strengthening the currency further, 
there is new market realization that 
the planned tightening regime will 
hasten the peak of the growth cycle. 
That was the primary reason why the 
USD response to a Fed hike has been 
muted, and in fact was negative, and 
those misgivings showed up further 
in the flattening of the US Treasury 
yield curve (3mo/10yr), suggesting 
market expectations of slowdown in 
growth in the near-term. 

Moreover, global central bank 
expectations have started to re-
price. The month of March alone saw 
more hawkish rate hike expectations 
baked into the front end of five other 
G10 countries. This has effectively 
neutralized the impact of a hawkish 
Fed on the dollar and underlines 
the policy-consequence loop that 
the US economy suffers when the 
central bank embarks on a tightening 
cycle: hawkish Fed - stronger dollar 
- weaker growth and lower inflation 
expectations - dovish Fed. The market 
remembers too well the fact that all 
of post WWII recessions have been 
triggered by a Fed policy tightening 
cycle. Lower US growth, or even just 
expectations of US lower growth, 
has triggered episodes of market 
volatility during which the Yen 
outperforms.

There are several primary reasons 
why the Japanese currency 

outperforms during such episodes. 
The first is repatriation of capital 
by Japanese investors who, as an 
investing class, have large exposures 
to global financial assets due to the 
dearth of yield or return possibilities 
from domestic financial assets.

Second is the massive hedging 
activity conducted by Japanese 

investors denominating their 
exposures back to yen during 
periods of market volatility, when 

capital repatriation is not possible or 
desirable. 

This tendency actually explains 
several curious characteristics of 
Japan’s Balance of Payments (BoP) 
ledger. There is this tendency for the 
Capital Account to lead the Current 
Account. This explains the primacy 
of flow of capital in Japan BoP. 
Japan’s capital flows have become 
globalized, and it is swamping the 
signals from the Current Account. 
Even more surprising, both Capital 
and Current Accounts have the same 
signs (positively correlated) – and 
both data are negatively correlated 

with the Japan’s Yen Index, which 
leads by 2 quarters. The conclusion 
– Capital Account strengthens when 
Yen is weak because international 
capital flows into the country (e.g., 
carry trade). 
But the Capital Account weakens 
when the Yen is strong as Japanese 
capital flows out of the county in 
search for higher yields and returns.

Another reason for Yen strength 
during volatile financial markets 

is that global investors, even U.S.-
based ones, have learned a strategy 
mode where US investors repatriate 
a portion of their exposures in US 



Dollars, and hedge the rest in Yen. 
This has given rise to the curious 
phenomenon of the Yen and USD 
strengthening together during volatile 
periods, with the Yen invariably 
stronger than the US dollar. This time, 
we do not expect this phenomenon 
to happen. 

Why? Because the US growth 
will likely be promoter of 

such projected volatility so we simply 
expect the USD to weaken, and 
capital inflows and massive hedging 
operations denominated in Yen will 
be the primary feature of the next 
episode of volatility in the markets. 
As offshoot, we expect to see Yen 
strengthening, US Treasury Bond 
yield fall, as the VIX Index rises (see 
chart below).

Conclusion: 

Fundamentals in Japan have 
improved tremendously over the 

past several quarters, even as macro-
data in the US starts showing classic 
signs of an aging growth cycle.

On future growth differentials, the 
advantage of the US Dollar will soon 
go away. Interest rate differentials 
will not count much into the 
future equation soon because the 
previous run-up in the USD due to 
this advantage has hobbled the US 
economy after a lag. The economic 
stranglehold of that strong Dollar 
is becoming due, and further 
tightening of Fed policy will prolong 
the chokehold, and will continue to 
negatively impact the economy.

As the US growth  cycle peaks,  eco-
nomies that were before in the 
periphery will take over the baton. 

Japan will be one of the beneficiaries 
of that growth rotation. 

The ascension of Mr. Donald Trump 
to power has upended the old order, 
and the creation of a new one will 
necessarily be messy and makes for 
volatile financial markets. Volatility 
will be deadly for other risk assets, 
but it be favorable for the Yen. 

The growth rotation suggests that 
the Rest of the World will likely be 
posting growth rates that will be 
superior to the US – this comparative 
situation has always been a US Dollar 
killer. Based on these generalities, we 
expect the other major currencies, 
specifically the Yen to perform well 
going into next year, as the US Dollar 
depreciates. 

20
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The Yen will continue to accelerate up on risk-off 
considerations

21 / TIMING AND TACTICAL INSIGHT

The rather market friendly 1st round of the French election last weekend fueled a 2 figures bounce in USD/JPY 
(from 109 to 111.5) and a 5 figures bounce on EUR/JPY (116.5 to 121.8). Over the course of the next few weeks 
however, we believe the Yen could resume its uptrend vs both the Dollar and the Euro and probably remain strong 
into the Summer. 

Since it topped out in 
2015, USD/JPY has been 

following a typical down-
trend sequence on both 
our oscillator series (upper 
and lower rectangles). Fol-
lowing its strong bear mar-
ket rally during H2 2016, it 
started to roll-over again in 
December 2016 as the first 
risk-off / defensive rotations 
started to materialize in the 
wake of the strong Trump 
post-election rally. The tim-
ing of the model we project 
on our medium term oscilla-
tors (upper rectangle) would 
imply that USD/JPY remains 
under pressure until mid 
year at least and probably 

In our February issue, we had 
expected USD/JPY to correct 

down from early March 
into April. Whereas in our 
previous issue (in late March), 
we had expected a relief 
rally during April, as shown 
by both our oscillator series 
(upper and lower rectangles). 
This bounce has yet to really 
materialize, yet we believe 
it could still happen to a 
limited extent into end April/
early May. Following that, we 
would expect USD/JPY to roll 
over again to the downside 
during May and continue 
lower towards July at least. 
Similarly to our Weekly 
chart above, the 106 level 

USD/JPY (Weekly graph or the perspective over the next 2 to 4 quarters)

USD/JPY  (Daily graph or the perspective over the next 2 to 3 months)

into Q3 2017. This analysis is confirmed by both our longer term oscillators (lower rectangle) and our automatic mes-
saging which point to an August 2017 low. Price targets (right-hand scale) are currently testing the support of our “C” 
corrective targets down between 113 and 106. If these were to break (i.e. below 106), which given the several months 
left until August is quite possible, one could expect USD/JPY to retest its 2016 lows below 100.

constitutes the lower end of our “C” corrective targets down and crucial support (right-hand scale). Below these 
levels the next targets down point to a sell-off below 100 into the Summer.



In our last letter, we 
had expected some 

retracement down of EUR/
JPY during Q2 2017. Despite 
the recent bounce on the 
1st tour results of the French 
Election, our medium term 
oscillators (upper rectangle) 
are still positioned for 
a sell-off that could last 
into Q3 2017. Our longer 
term oscillators (lower 
rectangle) are also still in 
a downtrend sequence 
which should lead us into 
mid year, early Summer. 
“I” impulsive prices targets 
down between 114 and 103 
(right-hand scale) would 
imply that EUR/JPY could 

easily make new low before it becomes exhausted.

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

According to the model we 
project on our long term 

oscillators (lower rectangle), 
we believe that the move 
up on EUR/JPY which started 
mid 2016 was completed 
with the lower high that 
was made early March. A 
new downtrend sequence is 
now underway as shown on 
our medium term oscillator 
series (upper rectangle). We 
did expect a bounce during 
end April / early May (which 
is currently materializing 
following the rather market 
friendly first round of the 
French election). Yet, from 
early May, EUR/JPY should 
start rolling over again to 

EUR/JPY
(Daily graph or the perspective over the next 2 to 3 months)

the downside first into June and then into the Summer. Making it below 114, i.e. our “C” corrective targets down 
(right-hand scale), would confirm this negative scenario: the next level of price targets down we can calculate are 
between 108 and 104.

Concluding remarks:
Despite the relief bounces we are seeing since Monday morning on the back of the rather market friendly first 
round of the French election, USD/JPY and EUR/JPY could resume their downtrend from early May into the 
Summer, possibly retesting their 2016 lows. 
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As Bank of Japan Deputy Governor Kikuo Iwata recently stated, “we´re trying to achieve inflation accompanied by a 
rise in wages and productivity”. That said, “it´s true that if the yen weakens, it may quicken achievement of our price 
target» (Governor Kuroda). Indeed, despite recent improvements in manufacturing data, the fate of the Japanese 
investment case is still very closely linked to the YEN and its risk-off characteristics. Our analysis above suggests 
little respite until the YEN tops out again sometime during Q3 2017.

Following the strong rally, 
which materialized on the 

back of a weaker Yen in H2 
2016, the model we project 
on our longer term oscilla-
tors (lower rectangle) is call-
ing for more retracement 
to the downside into early 
Q3 2017. The sequence on 
our medium term oscillators 
(upper rectangle) is slightly 
more positive with a higher 
low expected in July. Given, 
our negative bias on USD/
JPY and EUR/JPY mentioned 
above, we would favor the 
first alternative and would 
expect the Nikkei 225 to 
continue to correct towards 
its “C” corrective targets 

Despite the strong Yen 
appreciation we expect, 

Japanese equities should 
perform negatively in USD 
terms until mid year at 
least, possibly towards the 
Summer (see the models 
we project on both oscillator 
series; lower and upper 
rectangles). Indeed, we 
believe that the sell-off in 
Japanese equities is likely  
to be stronger that the one 
in USD/JPY in percentage 
terms, justifying this negative 
performance. Following that, 
we expect EWJ to resume its 
uptrend towards year-end 
and early 2018.

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

EWJ - iShares MSCI Japan Index Fund (USD denominated Japanese 
market Tracker)
(Weekly graph or the perspective over the next 2 to 4 quarters)

down between 17’800 and 15’900 (right-hand scale). Following that, the Nikkei 225 should resume its uptrend into 
early 2018.

Japan’s Investment case is still dominated by risk-on / risk-off 
considerations
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When compared like 
to like (i.e. on a cur-

rency hedged basis), the 
Nikkei 225 is likely to un-
derperform the S&P500 
Index until August 2017 as 
suggested by our automat-
ic messaging (middle rec-
tangle). This projection is 
validated by the model we 
project on our long term 
oscillators (lower rectangle), 
which is eying early Q3 2017 
lows. The model, we project 
on our medium term oscilla-
tor is slightly more positive, 
but still suggest a further 
low in Q3 2017 (upper rec-
tangle). Given our current 
“I” impulsive targets down 

Similarly to the Nikkei 225 
/ S&P500 hedged ratio 

above, the hedged currency 
ratio to the Eurostoxx 600 
is also negative towards 
August 2017 as described 
by our automatic messaging 
(middle rectangle). The 
sequences on both our 
oscillator series (lower 
and upper rectangles) also 
confirm this weakness. If the 
ratio were to break below its 
“C” corrective targets down 
(some 5% lower; right hand 
scale), the downside could 
be substantial.

Nikkei 225 Index vs the S&P500 Index (currency hedged ratio)
(Weekly graph or the perspective over the next 2 to 4 quarters)

Nikkei 225 Index vs Dow Jones EURO STOXX 600 (currency hedged ratio)
(Weekly graph or the perspective over the next 2 to 4 quarters)

(right-hand scale), we could expect this currency  hedged  ratio to retest  its 2016 lows. 
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Looking for further confir-
mation using the shorter 

term market rotation, we 
turn to the relative chart of 
small caps vs the wider mar-
ket (both ETFs are denomi-
nated in USD; i.e. like to like 
in terms of currency). Given 
their more domestic bias, 
small caps are typically less 
sensitive to changes in the 
Yen exchange rates. The 
models we project on both 
our oscillator series above 
(lower and upper rectan-
gle) as well as our automat-
ic messaging (middle rec-
tangle) suggest that small 
caps should outperform 
the wider market until late 

Flipping the argument 
around, we compare the 

currency hedged Wisdom 
Tree ETF focusing on 
Japanese exporters to the 
Japanese wider market ETF. 
Both ETFs are widely used to 
invest in the Japanese market 
and their ratio is very similar 
to the timing and direction of 
the Nikkei itself. From both 
our model projections (lower 
and upper rectangles) as well 
as our automatic messaging 
(middle rectangle), we would 
expect Japanese exporters 
hedged for currency risk 
to remain weak vs the 
Japanese wider market until 
at least mid year / possibly 

SCJ - iShares MSCI Japan Small Cap Fund / 
EWJ - iShares MSCI Japan Index Fund
(Daily graph or the perspective over the next 2 to 3 months)

DXJ - WisdomTree Japan Hedged Equity Fund / 
EWJ - iShares MSCI Japan Index Fund
(Daily graph or the perspective over the next 2 to 3 months)

June at least, which confirms our negative bias on the Yen and possibly the wider Japanese market until then.
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July.   This would typically be associated with a stronger Yen.



Considering the Risk-on 
/ Risk-off relationship 

in the Japanese markets, 
we compare the Nikkei 
225 to the Japanese Gov-
ernment Bonds. Again this 
ratio shows a very similar 
picture to the one on other 
charts above, with both of 
oscillator series (lower and 
upper rectangles) pointing 
to weakness of equities vs 
bonds into Q3 2017. Follow-
ing that, we would expect 
Japanese Equities to outper-
form Japanese Government 
Bonds again into early 2018. 

Rate differential with other 
countries is key to the 

the Japanese carry trade. It 
is a crucial influence on the 
flows in and out of Japan 
and the Yen. Abenomics 
have done their best to keep 
Japanese rates low (even 
despite the recent Reverse 
Operational Twist aimed 
at engineering a slight 
steepening of the curve) 
and the spreads are hence 
primarily driven by the 
yields that can be achieved 
in other geographical areas. 
On both our oscillator 
series (lower and upper 
rectangles) as well as our 

Nikkei 225 Index / Japanese Gov. Bonds (Jun)
(Weekly graph or the perspective over the next 2 to 4 quarters)

US IR Swap Rate 10 Years - Japan IR Swap Rate 10 Years
(Daily graph or the perspective over the next 2 to 3 months)

automatic messaging (middle rectangle), the spread with US rates should continue to contract until late June at 
least, implying more flows back into Japan, the Yen and, as we have seen above, possibly JGBs rather than equity, 
i.e. a truly defensive context.

Concluding remarks:
We expect further Yen strength as well as further contracting of the USD-JPY interest rate differential into Q3 2017. 
It should continue to fuel a risk-off environment in Japan, negatively influencing the performance of the Nikkei 225 
vs other markets, vs Japanese small caps as well as vs Japanese Government bonds. 
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27/ Gold: A reappraisal, as the precious metal 
leads the risk off movement with the JPY.

There is a peculiar sequence 
in gold’s price-demand-
production dynamics, one 

that is also seen in some commodities 
(you also see this in crude oil, which 
has a slightly different twist)
--
(1) the prime mover of gold price is 
exogenous (coming from elsewhere); 

(2) the changes in the price positively 
impact the changes in demand (total 
and physical, including jewellery 
use), as well as the changes in the 
supply; and

(3) Gold is a Veblen good; as such, 
the higher the price of gold goes, the 
higher the demand (and the rest of 
the «fundamentals») rises as well.

Of course, the dynamics of Veblen 
goods are just as valid when the 
price of gold goes to the downside 
– its demand-supply variables also 
cascade lower in tandem. 

This is maybe why gold violates 
the «law of demand»: there is 

strong evidence that demand for 
gold is relatively elastic, that is, 
changes in price have a relatively 
large effect on the quantity of a 
gold demanded. And the elasticity 
is positive, as gold is a Veblen good. 
What all these mean is that what 
we think of as gold’s fundamental 
supply-demand-price balance and 
linkages are USELESS in forecasting 
the future price of gold – except for 
mine production.

Gold’s fundamental drivers : 

Changes in price also positively 
impact the pace of mine 

production, although there is a long-
acting feed-back loop between 
production and price, which seem 

to offer interesting avenues to gold 
price forecasting. The lag between 
the changes in price and the changes 
in these gold variables can be very 
long, from 3 quarters to as long as 10 
quarters. We now see evidence that 
the pace of production has slowed 
down (see graph ), and gold output 
has likely peaked for this cycle.

The chart shows that it is the delta of 
the year-over-year gold production 
which has been driving the major 
changes in gold price trends since 
at least the 1970s – and the delta 

is signalling that smaller annual 
production in the next few years 
will launch a new bull market in the 
yellow metal.

Why would mine production be a key 
variable in gold price forecasting? The 
answer can not be because of the 
yearly mine production’s size relative 
to the total supply of world gold. 
Mine production’s key role probably 
lies in its being the only real swing 

variable in the total supply dynamics 

of the yellow metal. Think of Saudi 

Arabia’s spare oil capacity as analogy. 

In the crude oil universe, it is the 
swing variable that makes the real 
difference when there is a supply side 
crunch. Since the stock level is more 
or less constant for immutable gold, 
the delta of annual mine output 
is, for us, the (swing) variable that 
matters on the SUPPLY side. 

Gold’s monetary drivers: Gold 
is universally considered as a 
commodity, and in fact is marketed 
as one, given its physical properties 
as a precious metal. But gold’s price 
behaviour owes to factors that have 

more to do with currencies than 
with other commodities. In fact, 
gold movement over the past few 
decades were more as an inverse 
manifestation of the US Dollar´s 
value rather than as a commodity 
per se (see the two graphs ). This 
is largely due to gold´s previous 
functionality as a currency during 
historical global gold standards, its 
use as a medium of exchange for 
centuries, and as a reserve monetary 
asset among today’s central banks 
(as it is bereft of credit risk and as 
good (if not better) than cash).
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Owing to its genesis as a money-
like asset, gold is very sensitive 

to interest rate fluctuations. The 
almost universal perception that 
rising rates spell doom for gold (as 
well as other commodities). But 
this is not clear-cut, and in fact 
the empirical evidence points to 
the opposite direction. There is 
compelling evidence that rising rates 
are favourable for gold and other 
precious metals (and arguably, for 
the entire commodities universe), 
after a long, distributed lag. It’s is 
clear to us that the impact of rates on 
gold runs through other transmission 
mechanisms, primarily through the 
US Dollar, or the data or variables 
that impinge the valuation of the 
US currency. The distributed impact 
may take a while to manifest, but the 
cumulative effect after a period of 
distributed lag is inexorable.  

It is generally assumed (wrongly, as 
it turns out) that there is a positive 
correlation between long-term 
interest rates and the US Dollar. 
There might be short-term positive 
impact from news of rising US rates, 
but those effects generally dissipate 
after a few days. The reality is more 
convoluted than an assumed, simple 
valuation boost to the USD by higher 
US interest rates (assuming other 
countries’ interest rates stay at the 
same level – which is unlikely at most 
times).

It is important to take a longer view 
on the impact of rising interest 
rates, especially its deleterious 
effect on US GDP growth. A firmer 
US dollar boosted by rising rates 
will as well directly impact GDP via 
the net exports component, which 
is computed as part of GDP. In 
the longer-run, rising rates, in due 
time, will negatively impact the US 
currency when domestic growth 
slows down. 

Distilling the correlation between 
interest rates and the US Dollar 

is not straight-forward as there is 
a reflexive (looped) relationship 
between the two variables. One 
of the most obvious is that rising 
interest rates improve the allure 
of the US currency, but that same 
upwards trend in rates makes US 
debt (government and private) lose 
value (price-wise), which discourages 
capital inflows and encourages 
outflows – both detrimental to the US 
currency’s long-term appreciation. 
So, it becomes a short-term positive, 
long-term negative situation for 
the US currency when interest 

rates head (up) during a tightening 
regime. Conversely, that is also true 
when interest rates go the other way 
(down), during an easing regime. 

The impact of interest rate 
on the US takes a long time 

before it dissipates as its effect is 
very likely transmitted via macro-
economic variables – one of them 
being the US Capital Account. This 
is illustrated in the graph below. 
The graph elements suggest that 
a rise in yields underscuts the USD 
6 months thereafter, as the Capital 
Account weakens. This deserves 
some explanation, as most investors 
have learned from “conventional 
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wisdom” that it is the trade balance 
that impacts the currency the most. 
The traditional view is that a trade 
deficit in goods needs to be financed 
by exporting assets like Treasury 
bonds and real estate so that the two 
accounts balance out. Capital pays for 
the goods, and the country’s external 
balance nets out to zero. But the 
new reality is that the conventional 
wisdom is only applicable when there 
is no free global flow or trade in 
capital – which there is. 

There is empirical evidence which 
suggests that trade in capital is now 
more important than trade in goods, 
and that free trade in investment 
capital leads to imbalances in the 
trade account.

Richard Koo, chief economist at 
the Nomura Research Institute, 

documents his findings that “some 
95 percent of all currency trading 
now consists of capital transactions, 
with trade-related transactions 
accounting for just 5 percent of 
total activity. The market’s original 
role as a mechanism for preventing 
trade imbalances from getting out 
of hand via currency adjustments 
has been lost as a result.” If the only 
international financial transactions 

between two countries were to settle 
trade, the exchange rate between 
two trading nations would eventually 
compensate for differences in 
competitiveness. Hence, the trade 
balance was believed to be the 
main adjustment channel for the US 
Dollar’s relative value vis-a-vis other 
currencies. 

But adding free capital flows to the mix 
had destroyed that mechanism – and 
so the Capital Account is now one of 
the de facto primary determinant 
of the US Dollar’s relative valuation 
against other global currencies.   

Rising bond yields trigger a US 
bond sell-off by foreign holders 

of US debt (government and 
private), weakening capital inflows 
and increasing capital outflows. This 
weakens the US currency via the 
demand channel, a much more potent 
determinant of currency valuation, 
compared to simple, comparative 
interest rate diferentials.  We use the 
same analytic platform, and include 
Gold in the equation. Gold, the anti-
Dollar, fits very well into the matrix: 
rising interest rates should push up 
Gold prices after a distributed lag of 
6 months, as the USD weakens. We 
can also show the same relationship 

of Gold with bond yields, even after 
the US Dollar was stripped from the 
matrix. The chart below shows the 
lagged gold-yield correlation. 

Conclusion: 

Gold prices should be rising 
for the rest of the year with 

acceleration phases taking place 
during the risk off phases as gold 
remains a good recipient of capital 
flow when risk aversion takes place.

We can also tie up the lagged 
correlation between Gold and 

yields, via the impact of the bond 
term premium, and its inter-play with 
CPI inflation. When term premium 
rises (as CPI surges) yield-less Gold 
becomes less attractive versus bonds 
as the previously low yields go higher. 
But after a while (six months later, 
as optimum), as CPI continues to 
advance, bond prices have weakened 
to a point where continuing inflation 
rise will trigger bond sell-offs.  At 
this point, yield-less but credit-risk-
free gold also becomes attractive to 
inventors as one means of hedging 
the possibility of unexpected rise in 
inflation, which Gold can undertake 
very well, given its lead on inflation 
changes by 5 to 6 months.
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The rapid rise in interest rates during H2 2016 and the concomitant fall of Gold prices did bring back memories of the 
2012-2013 sell-off of the Golden metal. Yet, we believe that this time is different: while the 2012-2013 was driven 
by the prospects of tapering which led to a subsequent rise in real interest rates, the current environment is more 
reflationary with measured improvement in inflation and growth worldwide. These economic dynamics should be 
supportive for Gold  prices over the next 12 to 18 months.   

Gold is a reflationary 
asset as shown by its 

progression vs long term 
treasuries since early 2016. 
This is the opposite of what 
happened during the 2012-
2013 sell-off when real 
rates rose much faster than 
nominal ones (and bonds 
sold-off less than gold). The 
models we project for this 
ratio on both our oscilla-
tor series (lower and upper 
rectangles) start late 2015 
or earlier than other refla-
tion trades. Hence the ratio 
should extend up towards 
end 2017 or November 
2017 as confirmed by our 
automatic messaging (mid-
dle  rectangle).  

Gold is a reflationary 
asset, yet it is more 

defensive than other 
commodities. Indeed during 
2016, it underperformed 
against oil. The sequences 
on both our oscillator series 
(lower and upper rectangles) 
would suggest that Gold is 
currently correcting up vs 
Oil and should continue 
to do so into Q3 2017. 
Following that, Gold should 
underperform Oil again until 
year-end.

Gold Spot (USD/Oz) / Treasury Bonds 30 Years Future (Jun)
(Weekly graph or the perspective over the next 2 to 4 quarters)

Gold Spot (USD/Oz) vs Brent Oil (USD/barrel)
(Weekly graph or the perspective over the next 2 to 4 quarters)
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Similarly, Gold has under-
performed the more cy-

clical Silver in 2016 (in H1 
2016 especially). Since Q1 
2017 the models we project 
on both our oscillator series 
(lower and upper rectangle) 
show that the correction to 
the upside of Gold vs Silver 
could accelerate. Indeed, 
similarly to Gold vs Oil, we 
expect this correction to 
the upside to continue up 
into Q3 2017 before the ra-
tio resumes its downtrend 
towards early 2018. 

From H2 2017, Industrial 
metals and Copper 

especially have been strongly 
positively influenced by the 
reflation trade.  Gold indeed 
underperformed the red 
metal quite substantially 
during this period. That 
said, since December last 
year, Gold has made a base 
vs Copper. As shown by the 
models we project on both 
our oscillator series (lower 
ad upper rectangle), this 
correction to the upside 
could last into mid-year, 
possibly into the Summer. 
Following that we would 
expect Gold to underperfom 
vs Copper until end 2017. 

Gold Spot (USD/Oz) vs Silver Spot (Dollar/Oz)
(Weekly graph or the perspective over the next 2 to 4 quarters)

Gold Spot (USD/Oz) / Copper Spot (USD/t)
(Weekly graph or the perspective over the next 2 to 4 quarters)
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The models we project on 
this Daily chart of Gold 

vs Brent (lower and upper 
rectangles) both point to 
a continuation of the cur-
rent uptrend towards mid 
to end June. Indeed, Gold 
may retrace some until ear-
ly May, but should then ac-
celerate to the upside again 
into June and mid year as 
the risk-off environment we 
expect materializes.

Similarly on this Daily 
chart of Gold vs Silver, the 

models we project on both 
our oscillator series (lower 
and upper rectangles) would 
suggest a slight retracement 
into early May, before a  
new acceleration to the 
upside into late June. Such 
developments in the Gold to 
Silver ratio are typically risk-
off.

Gold Spot (USD/Oz) vs Brent Oil (USD/barrel)
(Daily graph or the perspective over the next 2 to 3 months)

Gold Spot (USD/Oz) vs Silver Spot (Dollar/Oz)
(Daily graph or the perspective over the next 2 to 3 months)

Concluding remarks:
On a cross-asset basis, since late 2015, Gold is behaving as a reflationary asset vs bonds. It should continue to do 
so until late 2017 confirming the case that this cyclical upturn is somewhat more nominal than real. Against other 
commodities, Gold is less reflationary. It is hence a reflationary asset with a defensive twist: it underperforms 
other commodities during risk-on phases and outperforms them during risk-offs. Our models show that Gold 
is likely to outperfom other commodities until mid-year at least, possibly into the Summer, before resuming its 
downtrend versus these until year end and early 2018 (i.e. an indication of a risk-off period to come over the next few 
months, before reflationary trades are reinstated in H2 2017). 
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For Bretton Woods nostalgics, Gold is the ultimate USD deflator. Their fates are indeed often invertedly correlated, 
a relation that has been particularly strong in recent years. It is hence interesting to view Gold vs other currencies, 
the EUR especially.

Gold’s uptrend vs the 
Euro started late 2013. 

This uptrend is still in place 
although it may be getting 
somewhat exhausted: both 
our envelopes are touching 
each other to the upside for 
a second time (middle rec-
tangle) and the lower end 
of our “I” impulsive price 
targets have been met. The 
models we project on both 
our oscillator series (lower 
and upper rectangles) sug-
gest a rather neutral sit-
uation where Gold could 
retrace a bit in Euro terms 
during the end of Q2 2017 
before accelerating up 
again in H2 2017.  

The Daily chart of Gold in 
Euros is more positive 

shorter term than the 
Weekly one. Following 
some consolidation to 
the downside that is 
materializing into May on 
both our oscillator series 
(lower and upper rectangles), 
we would expect Gold to 
resume its uptrend in Euros 
towards mid year, possibly 
July.  From a price targets 
perspective (right-hand scale) 
the higher end of our “C” 
corrective targets up around  
1’200 Euros represents strong 
resistance. If these levels can  
be cleared the next levels 
“I” impulsive up targets are 
between 1’271 and 1’330 
Euros.  

Gold Spot (USD/Oz) in Euros
(Weekly graph or the perspective over the next 2 to 4 quarters)

Gold Spot (USD/Oz) in Euros
(Daily graph or the perspective over the next 2 to 3 months)

Gold’s strong inverted correlation to the Dollar
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As we have repeatedly 
mentioned in previous 

letters, we believe the Dol-
lar has probably topped out 
for now and could poten-
tially correct to the down-
side for the rest of 2017. 
Indeed, on this Dollar Index 
chart, a High Risk situation 
was identified in December 
on our long term oscillator 
series  (lower rectangles). 
“I” impulsive targets up 
(right-hand scale) have also  
been met. We would now 
expect “C” correction down 
targets to lead us back to-
wards a range between 96 
and 92 over the next 6 to 
12 months. If we project a 

The Dollar Index dipped 
quite strongly this on 

the rather market friendly 
results of the first round of 
the French election (down 
to 99). Over the next few 
months, we believe it should 
continue its downtrend 
towards end June as shown 
on the model we project 
on our long term oscillators 
(lower rectangle), i.e. this 
suggests a tentative 26th June 
possible low. That said, in the 
meantime, the reaction up 
from the intermediate lows 
made end March may not be 
finished. This is shown by the 
models we project on both 
oscillator series (lower and 

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

US Dollar Index
(Daily graph or the perspective over the next 2 to 3 months)

downtrend sequence on our medium term oscillators (upper rectangle), we would expect an intermediate low mid-
year, a reaction up during the Summer and possibly further Dollar weakness towards year-end.   

upper rectangles).  Hence, the Dollar could make yet another comeback towards early May. It should be short 
lived, before it finally resumes its downtrend towards June. Breaking below its “C” corrective targets down (below 
98) would confirm that an acceleration down is underway.  
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Now if we combine the 
two angles on previous 

pages (our perspectives on 
Gold in Euros and those on 
the Dollar Index), we would 
have a neutral Gold in Eu-
ros and a declining USD to-
wards mid year. This can be 
confirmed by the sequences 
projected on both our oscil-
lator series where the Gold 
in USD moves up towards 
mid year / early Summer 
(lower and upper rectan-
gles). Following that, Gold 
should retrace some of this 
move, possibly into early 
Autumn.  In terms of targets, 
if we calculate the higher 
end of our corrective targets 

On our Daily charts in 
previous pages, Gold 

in Euros is expected to 
correct a bit to the downside 
towards early / mid May 
before moving up again 
towards midyear. Invertedly, 
our projection on the Dollar 
Index is that it could attempt 
a last move up towards early 
May and then resume its 
downtrend towards late June. 
Both projections synchronize 
and are in accordance with 
the models we project on 
both our oscillator series 
on Gold in USD (lower and 
upper rectangles): slight 
consolidation into early May 
and then acceleration up 

Gold Spot (USD/Oz)
(Weekly graph or the perspective over the next 2 to 4 quarters)

Gold Spot (USD/Oz)
(Daily graph or the perspective over the next 2 to 3 months)

Concluding remarks:
We have cross referenced our projections for Gold in Euros, the Dollar Index and Gold in USD (both on a Weekly 
and Daily basis).  As a resultant, following a slight retracement down into early May, we would expect Gold to 
remain quite strong until mid year.  In terms of targets, we would first need to clear USD 1’290/oz. Above that, the 
next levels of targets we can calculate would lead us to retest 2016 highs (around 1’370) and possibly move into 
the USD 1’400s/oz.

towards June, possibly midyear. Once the resistance of our “C” corrective targets up is taken out (above USD 
1’290/oz), the next level of targets, “I” impulsive up point to a range between USD 1’391/oz and 1’471/oz (right-
hand scale). 

up (not shown), Gold could move up and retest last year’s highs above 1’350 USD/oz. Beyond that, the next target 
range (“I” impulsive targets range) would theoretically be above 1’500 USD/oz. 
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Looking at the long term 
Gold Bug vs Gold ratio, 

we can note that over the 
last 10 years, they have out-
performed Gold on only two 
brief occasions (in 2009 and 
in early 2016). In both cas-
es, following a correction in 
Gold prices (2008 and 2012 
- 2015), they sank into deep 
value before being rapidly 
re-rated as the metal moved 
up again , this due to their 
strong operating leverage. 
However, as Gold prices 
move higher, their operating 
leverage naturally diminish-
es and the metal gradually 
catches up. The ratio then 
rolls-over. This is what hap-

Gold mines however remain 
a worthwhile equity 

surrogate to Gold as they are 
strongly correlated to the 
metal (especially if you cannot 
hold the metal or its ETFs). 
This daily chart considers the 
GDX - Market Vectors Gold 
Miners ETF on an absolute 
basis. Although we will note 
that its performance has 
deceived relative to Gold since 
December, on an absolute 
basis it has managed to 
correct up into February and 
has since been holding gains. 
On both our oscillator series 
(lower and upper rectangles), 
we would expect it to retrace 
slightly into early May and 

HUI - Gold Bugs Index (NYSE Arca) / Gold Spot (USD/Oz)
(bi-monthly graph or the perspective over the next 1 to 2 years)

GDX - Market Vectors Gold Miners ETF
(Daily graph or the perspective over the next 2 to 3 months)

pened in 2010-2011 and the configurations on both our oscillator series (lower and upper rectangle) suggest that 
it could now happen again.

The Gold Bug Index represents large gold producers which are relatively unhedged (i.e. which do not massively hedge 
their production forward). Since the mid 1990s, they have widely underperformed the Gold metal as much of the 
speculative purpose of holding them has probably disappeared (i.e. they were replaced by ETFs as liquid vehicles 
meant to participate in the Gold market).

Gold Bug Index, a punctual investment case vs the metal

then move up again towards the high 20s as the risk-off period we expect materialized into midyear.

Concluding remarks:
The case for investing in Gold Mines vs the metal is not what it used to be. Their outperformance is usually 
confined to brief periods resulting from the rapid revaluation of deep value situations. That said, Gold mines are 
still very much correlated to the metal and can offer interesting equity surrogates to the metal. We expect them to 
perform well into midyear following the metal up into the risk-off period we expect during May and June.
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37/ Beware of the impact of Fed tightening by 
increasing IOR, a new dynamic at play.

At the height of the Great 
Financial Crisis (GFC) in late 
2008, the Federal Reserve 

added two items to its tool kit that 
will fundamentally affect monetary 
policy making going forward. First, 
the Fed started to pay interest on 
reserves. Second, the Fed amassed 
an enormous balance sheet. 

Before the GFC, the Fed held about 
a trillion dollars of US government 
bonds in its balance sheet, in which 
there is circa 950$ billion dollars of 
currency and 50$ billion dollars of 
bank reserves. After going through 
several quantitative easing (QE) 
programs, the Federal Reserve has, 
as of January 2017, accumulated the 
highest level of assets at 4.468$ trillion 
-- almost all treasuries and mortgage-
backed securities, and created about 
2.8$ trillion of additional reserves in 
return (which are liabilities).

To date, the Fed has 4.434$ trillion in 
assets and 2.296$ in bank reserves. 
Required reserves, the amounts banks 
must hold at the Fed corresponding 
to deposits, are about 106$ billion, so 
about 2.19$ trillion of those reserves 
are excess, «parked» at the Fed semi-
voluntarily by banks.
Since the Fed got out of zero-
bound, as they took steps to tighten 
and normalize monetary policy, it 
became very clear that the Fed will 
not return to the previous monetary 
configuration, which entails a small 
quantity of non-interest-paying 
reserves. Henceforth, the central 
bank will maintain a large balance 
sheet and pay market interest rates 
(IOR) on all bank reserves. Indeed, 
the Fed now attempts to control 
policy and short-term rates primarily 
by changing the rate it pays on those 

abundant reserves, rather than by 
controlling the quantity of reserves 
via open market operations, as was 
previously done. 

Another policy tool was managing 
expectations to fine tune the impact 
of other monetary policy instruments 
like the IOR. It is as essential as the 
IOR – here’s why.

Paying market interest on reserves 
and a keeping a large balance 

sheet, keeps the system satiated in 
liquidity, which poses a challenge to 
standard monetary policy analysis.

With IOR, bank reserves and short 
term treasuries are and will remain 
essentially perfect substitutes at 
the margin. In this case, reserve 
demand (from banks) and money 
demand (from everyone else) 
become indeterminate -- they have 
practically become one and the 
same. This poses issues to how the 
Fed controls real and nominal interest 
rates as the channels by which 
monetary policy impacts the economy 
and the banking system have fallen 
apart under the IOR regime. It is a 
grand monetary experiment, and 
the jury is still out whether it will 
work or not in the longer run. 

Why was the Fed compelled to adopt 
this policy strategy? The power to pay 
IOR was originally awarded to the Fed 
in 2006 to allow it, starting in October 
2011, and the original purpose was 
to reduce banks´cost of meeting 
statutory reserve requirements. But 
after the global financial system came 
to near collapse in late 2008, IOR 
mutated to become a direct response 
to the root cause of the GFC, which 
was, centrally, a run in the shadow 

banking system. This is how the run 
developed. 

In the last 30 years, the global financial 
system, had developed interest-
paying quasi-money: extremely 
liquid fixed-value interest-paying 
accounts that can be transacted in 
seconds, such as interest-paying 
bank accounts, money-market funds, 
overnight repurchase agreements, 
short-term commercial paper, and 
auction-rate securities. Corporations 
with large excess cash flocked to 
these shadow-banking arrangements, 
since FDIC deposit insurance does not 
guarantee large accounts. Basically, 
these derivatives are private promises 
to deliver reserve-equivalents, and 
were very popular to corporate and 
financial organization types because 
of the ease of and volumes that can 
be transacted. Like anything that is 
easy and profitable, the actors in this 
financial exchange went overboard.

On the eve of the GFC, the 
system has almost 10$ 

trillion of promises to pay with the 
then roughly 50$ billion dollars 
of reserves, an enormous and 
unsustainable leverage. The story 
is by now familiar -- these promises 
were backed by private assets, 
but the valuation of those assets 
values fell, and so the issuers cannot 
collectively fully meet all their 
promises to deliver those reserve-
equivalents. The financial system 
failed in a systemic run, which is now 
known as the Great Financial Crisis.

Here is where bank reserves and 
the IOR enter the picture. The Fed 
thought that the combination of a 
large balance sheet plus payment 
of the IOR would meet the needs of 
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businesses wanting to acquire 

(1) interest-paying electronic money 
in accounts which are fully backed by 
interest-paying reserves directly, or 

(2) they could invest in money-
market funds invested, as reserves 
are, in short-term treasuries. In the 
Fed’s eyes, bank reserves with IOR 
offer a run-proof, interest-paying 
money, which meet the requirements 
of businesses without the features 
that contributed to the GFC. That 
obviously contributes to financial 
stability.  

There are other, more practical 
reasons why the Fed started 

paying banks IOR. After the economy 
bottomed in Q1 2009, the Fed hoped 
that a positive interest rate on excess 
reserves would establish a new, 
above zero «floor» for the effective 
federal funds rate. However, because 
several Fed reserve creation left the 
banking system flush with reserves, 
banks had no need to borrow federal 
funds unless they could profit from 
the difference between the borrowing 
rate and the IOR. Consequently, the 
IOR, instead of serving as an effective 
funds rate floor, ended up becoming 
a ceiling. That is what provided the 
wherewithal for the IOR to become a 
policy tool. 

Since the recovery, the Fed has 
relied exclusively on IOR to keep 

the trillions of dollars in reserves 
from fuelling inflation: by raising the 
IOR enough, it can always encourage 
banks to continue sitting on those 
reserves despite improved lending 
opportunities. But no lending begets 
no creation of deposits, thereby 
no creation of new money. No new 
money means that the economy 
will stagnate – that is why the US 
economy has been moribund since 
the recovery from the GFC. 
Some economists perpetuate the 
meme that banks can not lend out 

those reserves – and that has been 
providing cover for banks for not 
lending out those bank reserves. 
This is technically not true. It is a 
drawn-out process, which begins 
with banks crediting borrowers´ 
accounts with lent sums, followed 
by the borrowers´ drawing on their 
borrowed deposit credits by writing 
checks or otherwise transferring 
funds to various payees, and finally, 
other things equal, by a transfer of 
reserves from the lending bank to 
the payees´ banks, in the process of 
settling inter-bank dues. The final 
outcome, so far as the lending bank is 
concerned, is much the same as if the 
banks simply handed the reserves, in 
cash, to those who borrow from it.

There is criticism of IOR, and the 
central argument is that encouraging 
banks to park their funds in reserve 
will starve the economy of funds for 
investment -- that all those dollars 
invested in interest-paying reserves 
will not be available for loans and 
general credit-lending operations of 
financial intermediaries. While we 
sympathize with the sentiment, this 
criticism is misguided. We dislike the 
payment of IOR for bank reserves, but 
this is not the reason for our disquiet. 

Bank reserves parked at the 
central bank, are Federal Reserve 

liabilities, backed by assets. The Fed 
buys a dollar of treasury or agency 
debt for every dollar of reserves it 
issues, which equates to neutrality. 
Therefore, the private sector on 
net may hold the same amount 
of government or private debt (or 
reserves) that it wants regardless of 
the size of the Fed balance sheet. Some 
people also argue that a large balance 
sheet amounts to monetization of 
government debt. The misconception 
here is more fundamental because 
the Fed «monetizes» debt any time 
it buys U.S. Treasuries. When the Fed 
purchases these treasuries, it doesn›t 

have to print money in order to do 
so. It just credits the accounts of the 
sellers and puts the Treasuries on 
its balance sheet. Those credits are 
money, even though the Fed doesn›t 
print cold hard cash to complete the 
transaction. 

The Fed´s paying market rates 
for IOR to implement monetary 

policy may however be self-
defeating in one aspect -- and that 
was starkly demonstrated by events 
that happened after the FOMC 
tightened policy recently. One of 
the objectives of the Fed was to try 
and steepen the 10y-3m spread to 
try and manage and change market 
expectations. But they will not 
succeed because the correlations 
among the FFR, Yield Curve and 10yr 
yield have all become positive. 

The historic relationship:
(see the three first charts on the next 
two pages)

Positive correlation between FFR 
vs 10yr yield; and both correlate 

negatively vs 10y-3m spread. But 
after QE started, correlation among 
10y-3m spread, FFR, 10yr yield all 
became positive. If Fed raises FFR 
further to try and steepen the curve 
(by pushing 10yr yield higher), the 
10y-3m spread will flatten further 
instead, and the 10yr yield will 
continue to fall. Put differently, the 
more the Fed raises the FFR, the 
more the yield curve will flatten and 
could become negative – that would 
send a wrong signal to the markets 
– that a recession is impending. That 
would accelerate the down move on 
10yr yields. 

To steepen the curve and to push the 
10yr yield relatively higher – the Fed 
has to pause its tightening regime. 
Paying IOR has something to do with 
this weird market action: 
1. The Fed now tightens monetary 
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policy by increasing the Interest 
paid on Reserves (IOR) which is 
inherently contractionary. Raising 
the IOR will increase the banks› 
demand for base money, which is 
contractionary (because more of the 
stuff is demanded for safekeeping -- 
like stuffing cash inside the mattress).

It is a RISE in MARKET RATES (as 
in the 10yr bond yield), which is 

expansionary, as it makes it more 
costly to hold base money (in an 
opportunity cost sense).

2. With IOR, the entire monetary 
base is no longer what we think of as 
high-powered money (all cash, even 
vault cash at commercial banks, and 
commercial bank deposits at Federal 
Reserve Banks, which are redeemable 
in cash, e.g. transaction money).
Instead, the currency stock has 
become the new high powered 
money. So a change in IOR that 
impacts the demand for base money 
can also be thought of as impacting 
the supply of high-powered money 
(transaction money). Thus, if the Fed 
suddenly cut IOR to zero, banks would 
try to get rid of some of their excess 
reserves, which would flow out into 
circulation, boosting the supply of 
currency, and hence the price level. 
But the Fed is RAISING the IOR, so 
banks want to hold more excess 
reserves due to their preference for 
IOR over risky projects, like loans. 
Raising IOR will naturally tend to 
diminish the SUPPLY of high-powered 
money -- this depresses yield and 
weakens the US Dollar -- two things 
that have happened since the Fed 
tightened policy. 

Ergo, the more the Fed tightens 
policy (by increasing the IOR), the 
more the 10yr yield will fall, and the 
USD weakens.

3. IOR is paying pittance while the Fed 
earns the spread between the market 
yield for the paper it holds and the IOR 

it pays the banks (see chart below). 
Those Fed earning have been large, 
ranging from 10$ billion to recently 
circa 5$ billion a year, which it remits 
to the Treasury to become part of the 
general fund. The Fed has therefore 
the motivation to keep those reserves 
high, and in practice, the Fed even 
does a little bit of “trading” by 
manipulating the volume of reserves 
to follow the tracks of the 5yr-Fed 
Funds Rate yield curve to maximize 
its earnings (see chart below). 

Data from the New York Fed shows 
that the average maturity of the 

debt instruments held by the Fed as 
bank reserves is circa 5 years, and it 
pays the banks the equivalent of the 

FFR, therefore it makes sense for 
the central bank to track the 5yr-FFR 
spread. Simply brilliant (and sneaky). 
There is no reason why this state of 
affairs cannot continue for some time 
– especially so that the bank reserves 
have expanded the Monetary Base, 
which would be convenient if the 
Fed decides to spice up inflation to a 
degree they desire (if ever).

4. The commercial banks should be 
seething in anger, but there’s nothing 
much they can do. They don´t choose 
how much reserve they hold; the 
Fed does that by making that reserve 
exist in the first place. 

The Fed had this “brilliant” idea of 
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using the reserves as a linchpin in 
a new style of managing monetary 
policy – by directly calling the 
policy rate they chose, instead of 
manipulating the market until it 
reaches the desired policy target.

There are also other reasons 
why the banks don’t grouch 

about the impounded reserves. 
The QE programs which created 
the reserves, were barely disguised 
efforts to save the US banking 
system from collapse during the 
Great Financial Crisis, so it is not wise 
to bite the administrator’s hand that 
saved you from bankruptcy. 

The reserves can also be used to 
meet capital ratio liabilities that the 
banks have to meet according to 
provisos of the Dodd-Frank banking 
act, and the Basel Accord (I-III) 
provisions of capital on account, and 
other liquidity constraints. 

So the banks are not complaining 
because in a way the IOR is manna 
from heaven, aside from the fact 
that the QE program converted their 
“worthless” debt paper holdings 
into the next best thing to cash – a 
bank reserve. 

Investors of all stripes should also 
celebrate those reserves, though 
impounded, it has impacted asset 
markets in the most positive way – 
and those equity markets are still 
booming -- and will continue to 
boom until those reserves are cut 
down to a significant degree.
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Looking for further 
confirmation of this 

scenario, we turn to the 
Weekly chart of the same US 
10Y – US 3m spread. Indeed, 
following a strong move up 
in H2 2016 and a test of our 
“C” corrective targets up 
between 1.7%  & 2.1% (right-
hand scale), the spread is 
rapidly retracing towards 
its 2016 lows. On both 
our oscillator series (lower 
and upper rectangles), we 
expect this downtrend to 
continue probably into 
early  Q3 2017.  

US 10 years Benchmark Bond Yield - US 3 Months benchmark Bond Yield
(Daily graph or the perspective over the next 2 to 3 months)

US 10 years Benchmark Bond Yield - US 3 Months benchmark Bond Yield
(Weekly graph or the perspective over the next 2 to 4 quarters)

During April, the US 10Y 
– 3M treasury spread 

dipped below its correc-
tive targets down (below 
1.5%, right-hand scale). The 
spread is now in an impul-
sive downtrend with “I” im-
pulsive targets which could 
justify a retest of the 2016 
lows (towards 1.1% or even 
0.8%). Both our oscillator se-
ries would suggest that this 
downtrend developes into 
June at least, possibly mak-
ing a low towards late June, 
July or even August. In the 
meantime, we would expect 
a slight and late bounce into 
early May before the spreads 
starts accelerating down 
again. 

In light of the article above on IOR, Fed Fund rates and their negative correlation with the yield curve, we consider 
the yield curve, rates and the US equity to bonds ratio in an attempt to map the upcoming risk-off period we 
expect during May and June.
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We look for further in-
dication of this rather 

negative scenario and now 
consider the Weekly chart 
of the 10Y US Government 
bond yield. On the positive 
side, the strong move up 
during H2 2016 did briefly 
make it above or “C” cor-
rective targets up (or above 
2.4%; right-hand scale). This 
break-out would theoret-
ically justify that the 10Y 
US Government Bond yield 
could resume its uptrend 
during H2 2017 to reach 
our “I” impulsive targets up 
above 3% sometime in late 
2017 / early 2018. This sce-

On this daily chart, we 
note that the 10Y US 

Government bond yield made 
a double top configuration 
between mid December 
and mid March. From the 
December top, we project a 
downtrend sequence on our 
longer term oscillators (lower 
rectangle). This would justify 
possible lows into late June. 
Similarly, from the March 
top, we project a downtrend 
sequence on our medium 
term oscillators (upper 
rectangle), which point to a 
low point towards mid June. 
Both are fairly close to our 
automatic messaging, which 
expects a tentative low the 

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

US 10 years Benchmark Bond Yield
(Daily graph or the perspective over the next 2 to 3 months)

nario is highlighted by the model we project on our medium term oscillators (upper rectangle). That said, in the 
meantime, the 10Y yield should correct further to the downside, possibly into mid year as shown by the sequence 
we project on our longer term oscillators (lower rectangle). The fate of the 10Y yield during H2 2017 will probably 
depend on how deep the correction to the downside into mid year is likely to be. We consider the Daily chart below 
for further clues. 

19th of June. In the meantime, both oscillator series could justify a slight bounce into early May. On the price target 
front (right-hand scale), it will be crucial to hold the support of our “C” corrective targets down (i.e. above 1.9%) 
as a breakthrough these levels to the downside would open the door towards the next level of downside targets we  
calculate between 1.5% and 1.2% (i.e. towards their 2016 lows).
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We now focus on the 
US equity to bond ra-

tio for further clues of the 
risk off period which may lie 
ahead. On both our oscilla-
tor series (upper and low er 
rectangles), we can identify 
intermediate tops, which 
were made early March 
2017. These would justify 
a correction period to the 
downside, which could last 
until June (upper rectangle) 
or possibly July (lower rec-
tangle). Following that, the 
ratio should resume its up-
trend in H2 2017, towards 
early 2018 as mentioned by 
our automatic messaging 
(middle rectangle).

Turning to the Daily chart 
of this US equity to bond 

ratio, we can expect a last 
move to the upside towards 
early/mid May on both our 
oscillator series (lower and 
upper rectangles). It might 
retest its recent highs, yet 
our “I” impulsive targets up 
have already been achieved (I 
up “done”; right-hand scale), 
i.e. the risk/reward is quite 
stretched. Following that a 
correction to the downside 
should materialize into 
late June towards our “C” 
corrective targets down. The 
correction to the downside of 
US Equity vs Bonds during this 
period could reach circa 10% 

S&P 500 / Treasury Notes 10 Years Contract (Jun)
(Weekly graph or the perspective over the next 2 to 4 quarters)

S&P 500 / Treasury Notes 10 Years Contract (Jun)
(Daily graph or the perspective over the next 2 to 3 months)

Concluding remarks:
The FED’s recent rate hikes seem to have been counter-productive once again. Indeed, the yield curve has reversed 
course (now flattening again) and we would expect that it continues this rapid flattening into midyear. US 10Y 
yields are holding up slightly better, yet they need to hold 1.9% to justify a linear continuation of the uptrend 
initiated last year. Both point to a new risk-off period ahead, which according to the US equity to Bonds ratio, could 
start between early and mid May  and extend into late June. In the meantime, we expect a bounce on these 3 items 
(yield curve, 10Y yields, US Equity to Bonds ratio) which could last a week to 10 days (a further exit opportunity before 
the risk-off period actually starts). 

from the highs made in March (“C” down; right-hand scale).  
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EUR/USD (Daily graph or the perspective over the next 2 to 3 months)

The market friendly news out of the 1st round of the French Election is that at least one mainstream candidate 
made it to the 2nd round, Mr Macron, and that he is also for now in pole position to win (current polls are circa 
60/40 for Mr Macron). The less market friendly news is that his challenger is Mrs Le Pen of the National Front 
Party, which aims to give France its sovereignty back and has planned to exit the EuroZone.  Given the polls poor 
track record recently (Brexit vote, Trump election), the widespread discontent among French voters and a sense of 
revolutionary feeling against the elite, a surprise win by Mrs Le Pen, although unlikely, is not impossible. Let’s now 
consider what market consensus may be anticipating.   

Since December, EUR/USD 
has created an uptrend 

on both our oscillator series 
(lower and upper rectan-
gles). The recent acceleration 
up could see a bit of retrace-
ment early May as shown by 
both the models we project. 
Yet following that, EUR/USD 
should accelerate up again 
towards late June in first in-
stance (as mentioned by our 
automatic messaging; mid-
dle rectangle). EUR/USD is 
currently testing the resist-
ance of our “C” corrective 
targets up (between 1.08 
and 1.10; right-hand scale). 
It will probably pause and 
even retrace a bit until a po-

EUR/USD (Weekly graph or the perspective over the next 2 to 4 quarters)

Scoping out to the Weekly 
chart, a Low Risk situa-

tion was identified in De-
cember on our long term 
oscillators (lower rectangle). 
The sequence up we pro-
ject from this low could lead 
EUR/USD up to  between 
1.15 and 1.22 over the next 
6 to 12 months (“C” cor-
rective targets; right-hand 
scale). In the unlikely event 
of a Mrs Le Pen win, EUR/
USD would most probably 
re-test once more to the 
downside (as shown by the 
sequence on our medium 
term oscillators; upper rec-
tangle) towards the low-
er-end of our “I” impulsive 
targets down i.e. close to 
parity (right-hand scale). 
Yet, the downtrend since 

44 / SPLICING THE MARKETS - One last focus 
on the French Election, … hopefully

tential Macron win, before it breaks above it. The next level of targets to the upside we can calculate are between 
1.14 and 1.17 over the next 3 to 6 months.

2014 is already exhausted (“Low Risk” situation, “I” impulsive targets down have already been achieved), this could 
imply that the sell-off would probably be short-lived. 
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Dow Jones EURO STOXX (EPI) vs S&P 500 (hedged for currency risk)
(Daily graph or the perspective over the next 2 to 3 months)

This ratio compares the 
EuroStoxx 600 with the 

S&P500 like to like, i.e. no 
currency translation. Al-
though a slight retracement 
can be expected into the 
2nd round of the French 
Elections (7th of Mai) as 
shown by the sequence on 
our medium term oscilla-
tors, both sequences show 
that the Euro Stoxx 600 
should accelerate up vs 
the S&P500 towards June. 
Such relative strength on a 
currency hedged basis, this 
despite the headwind that 
a stronger currency can cre-
ate, is revealing of the re-rat-
ing that Europe could expe-

Dow Jones EURO STOXX (EPI) vs S&P 500 (in USD terms)
(Daily graph or the perspective over the next 2 to 3 months)

Now if we consider the 
same ratio translated 

into USD, we can view the 
combined effect of outper-
forming European markets 
and of a stronger EUR/USD. 
Indeed, following the 1st 
round results of the French 
Elections on Monday, pric-
es shot up above their “C” 
corrective targets up and 
are now on course to reach 
their “I” impulsive targets 
up some 5 to 10% higher 
in USD terms (right-hand 
scale). The timing for this 
move is probably into late 
June as shown by the mod-
els we project on both our 
oscillator series (lower and 

Concluding remarks:

The Euro and European Markets (on a relative basis) are anticipating a Macron victory. Yet, they may pause a bit 
until the 7th of May as investors await the results of the 2nd round of the Election. Following that, if consensus 
and the polls are correct, they should accelerate up again into June. Short term, asymmetric protection may still be 
warranted in the unlikely event of a Le Pen victory. Yet, the sell-off should be short lived because 1) the long term 
downtrend on EUR/USD seems exhausted, 2) the uptrend initiated on Brexit of European equities vs US ones appears 
quite robust and 3) because Mrs Le Pen will probably have to share power with a mainstream ruling party following 
the parliamentary elections which are due in June (which she is even more unlikely to win).   That said, and not with- 
standing the charts above, a Le Pen victory would play in nicely with the risk-off period we expect during  May and June

rience vs the US during the coming months and quarters.

upper rectangles) and the tentative date given by our automatic messaging (“26th June”).



MJT’s proprietary methodology uses Timing Oscillators to help investors position themselves either in an uptrend 
or downtrend. It will hence allow them to anticipate and project the future sequence of events. Coverage extends 
over 5’000 instruments, long term to intraday, across all asset classes. Relative charts, Opportunity filters, Multi 
charts monitoring screens and a Portfolio Simulation tool complete the functionality set. See below a description 
of What’s on the Chart, a Methodological brief and an outline of the ideal Uptrend/Downtrend Models (read more 
on www.mjtsa.com).

Timing oscillators: Different prices cycles are captured by 
our 3 Timing oscillators. Monitor how their relative positioning 
defines specific situations (Cases) to always know where you 
stand within the Trend (e.g. please see below the ideal Uptrend 
Case succession sequence)

Trend direction: the direction of FinGraphs’ large envelope will 
help you decide either to apply an uptrend or a downtrend model. 
Contacts between the wider  and thinner envelopes will help you 
anticipate and confirm market turning points ( e.g. S&P500 bi-
monthly, extracts from the 2005-2011 period).

Price targets: based off historical volatility, they can highlight 
price potential or risk and, once achieved, define take profit or 
stop loss areas (e.g. below S&P500 in early 2011, Brent in October 
2014).
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Ideal Uptrend Model 

(left to right) from an oscillator black bottom (usually a Low Risk or a Case 2), the oscillators and prices will start moving up. An uptrend 
is confirmed once a red top can be made above a blue one. The correction down that follows delivers a buying opportunity (“Resume 
Uptrend”) followed by an intermediate top (Case 3). A new period of consolidation down or sideways then starts, ending with a Case 5 
acceleration up towards an important top (usually a High Risk or a Case 1).  For each time frame, a fixed time unit separates each timing 
incidence, so that the distance between a blue and red top is usually X, the distance from the red to the black top is then 2X and the 
distance between the first and second black top is 3 to 4X.

Ideal Downtrend Model 

(left to right) from an oscillator black top (usually a High Risk or a Case 1) the oscillators and prices will start moving down. A downtrend 
is confirmed once a red bottom can be made below a blue one. The correction up that follows delivers a selling opportunity (“Resume 
Downtrend”) followed by an intermediate bottom (Case 4). A new period of consolidation up or sideways  then starts, ending with 
a Case 6 acceleration down towards an important bottom (usually a Low Risk or a Case 2).  For each time frame, a fixed time unit 
separates each timing incidence, so that the distance between a blue and red bottom is usually X, the distance from the red to the black 
bottom is then 2X and the distance between the first and second black bottom is 3 to 4X.
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Disclaimer, No warranty, Copyright
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on its websites, and they shall not be liable for any loss or damages, consequential or otherwise, which may arise from the use 
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neither you can nor may hold for certain analysis and interpretations provided in this publication or by our websites. Any financial 
transaction you may instruct is at your own risks. You can not claim nor obtain from Management Joint Trust SA compensation 
or indemnification for your damages (for example, incidental or consequential damages, losses, unrealised gains, liabilities, 
Management Joint Trust SA’s service fee). If a person or entity does not believe they are qualified to make such decisions, they 
should seek professional advice. The prices listed are for reference only and are in no way intended to represent an actual trade. 
This information is not a substitute for professional advice of any nature, including tax, legal, and financial. While we believe the 
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ownership rights. You undertake especially not to: a) Copy, save, reproduce, publish, post, transfer, transmit, exploit or distribute 
in any way data or components produced or any information or content made available by Management Joint Trust SA (including 
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way the name Management Joint Trust SA or any of its trademarks, its or their logos, its or their texts and graphic displays; c) 
Interfere with or modify data or components published or edited by Management Joint Trust SA (including but not limited to its 
publications, software, Internet pages and graphic displays); d) Use Management Joint Trust SA in a way not consistent with its 
natural purpose; e) Access Management Joint Trust SA in an illegal way or without having filled the requested questionnaires, 
accepted these Terms and Conditions paid the requested fees. These Copyright and Trademark provisions mentioned above do 
not limit your right to print on paper, for your personal/private use only, pages of this publication or any other content produced 
by Management Joint Trust SA that you are interested in. Professional use of the printed pages is however strictly forbidden. 
Similarly you are forbidden to resell these pages. If you want to use any content produced and edited by Management Joint Trust 
SA not for your personal/private use, you must obtain in advance from Management Joint Trust SA a written authorization by 
writing to:
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This document or the information contained in does not constitute, an offer, or a solicitation, or a recommendation to purchase or 
sell any investment instruments, to effect any transactions, or to conclude any legal act of any kind whatsoever. The information 
contained in this document is issued for information only. An offer can be made only by the approved offering documentation, 
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This document is confidential and submitted to selected recipients only. It may not be reproduced or passed to non-qualifying 
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This document is issued by Diapason Commodities and Currencies (DC&C) / Diapason Commodities Management UK LLP 
(“Diapason UK”). Diapason UK is authorised and regulated by the Financial Conduct Authority.
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in any security discussed herein, must do so through a U.S. registered broker dealer. The investment described herein carries 
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risks associated therewith. Accordingly, they are deemed to understand and accept the terms, conditions and risks associated 
therewith and are deemed to act for their own account, to have made their own independent decision and to declare that such 
transaction is appropriate or proper for them, based upon their own judgment and upon advice from such advisers as they have 
deemed necessary and which they are urged to consult. Diapason disclaims all liability to any party for all expenses, lost profits 
or indirect, punitive, special or consequential damages or losses, which may be incurred as a result of the information being 
inaccurate or incomplete in any way, and for any reason. Diapason, its directors, officers and employees may have or have had 
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subject to known and unknown risks, uncertainties and assumptions that may cause actual results to differ materially from the 
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be considered with an equally prominent risk of loss. Moreover, past performance is not a guide to future performance and 
investment may result in loss of capital. As a result, you are cautioned not to place undue reliance on such forward-looking 
statements. These forward-looking statements speak only as at the date of this presentation. Diapason expressly disclaims any 
obligation or undertaking to disseminate any updates or revisions to any forward-looking statements contained herein to reflect 
any change in Diapason’s expectations with regard thereto or any change in events, conditions or circumstances on which any 
such statement is based. The information and opinions contained in this document are provided as at the date of the presentation 
and are subject to change without notice.
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In the case that this document is sent by E-mail, the E-mail is considered as being confidential and may also be legally privileged. 
If you are not the addressee you may not copy, forward, disclose or use any part of it. If you have received this message in error, 
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