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The reflation trade is still bouncing off and re-testing its retracement lows; 
the bottoming process could extend into late October /early November. 

Whichever way you look at, be it 10 years Treasury yields, USD/JPY, the US Yield Curve or the Dollar, since late last year, 
they’ve all be retracing down. Inversely, Gold, EUR/USD, Bonds and more generally defensive assets have been strong. Both 
sides are all part of the same trade, a trade we’ve been advocating since February, i.e. the retracement of reflationary assets. 
We believe this retracement may be coming to an end, potentially now, but more likely following a last downside re-test 
into October / early November.  

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

The US 10 years Trea-
sury Yield stalled last 

December and started to 
retrace down  in March. Fol-
lowing a first low point in 
June, it is currently retesting 
these lows. On our medium 
term oscillators (upper rec-
tangle), we show a sequence 
down since March.  It seems 
to be reaching completion, 
and  US 10 years Treasury 
yield could bounce into Sep-
tember. That said, the down-
side sequence we show our 
long term oscillators (lower 
rectangle), may indicate that 
this bounce could be short 

lived, and that, from mid/end September, 10 years Treasury yields could retrace once again into end October / early No-
vember. “Down” to now, and since March, this whole retracement move has held above its ‘C’ Corrective price targets down 
(above 2.0%; right-hand scale).  This should continue to be the case over the next couple of months.

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

Despite 6 to 9 mon-
ths of retracement to 

the downside, we are still 
showing positive sequences 
on both our oscillator se-
ries. Our long term oscilla-
tors (lower rectangle) are 
showing higher lows from 
the ones made last year, 
and they would still justify 
that support holds, before 
the uptrend resumes into 
H1 2018. Our medium term 
oscillators (upper rectangle) 
show that we could bounce 
up again in late Q3, that fur-
ther retracement is expec-
ted in Q4, before yields start 
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US 10 years Benchmark Bond Yield - US 3 Months benchmark Bond Yield
Weekly graph or the perspective over the next 2 to 4 quarters

The US yield curve is in a 
similar dynamic. Indeed, 

although its retracement has 
been much more aggres-
sive (sharp flattening of the 
curve since December last 
year), it is now approaching 
its ‘I’ Impulsive targets to the 
downside (right-hand scale) 
and could start to bounce 
between now and year-end: 
while the sequence we show 
on our long term oscillators 
(lower rectangle) may justify 
a reversal now, on our me-
dium term oscillators (upper 
rectangle), following some 
steepening into late Q3, the 

yield curve could flatten one last time into Q4. More generally, we believe that we could see a steeper yield curve as we 
move into H1 2018.

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

Moving to a Daily graph 
and using the 10Y-3Y 

spread which is slightly smoo-
ther than the 10Y-3M above, 
we confirm the sequence we 
analysed on the 10 years yield 
above in this section. Our 
medium term oscillators are 
making a potential low this 
late August (upper rectangle) 
and could bounce into Sep-
tember. Yet, from late Sep-
tember, on our long term os-
cillators (lower rectangle), we 
would expect one last move 
down towards late October / 
early November. The spread 
could then make new lows.
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moving up again towards next year. The higher end of our ‘C’ corrective targets to the downside (2.0%; right-hand scale) 
has held, up to now. Below that, the risk is towards 1.6%. Yet, this is not our preferred scenario, and we would favour the 
one where 10 years Treasury Yields move back up and reach above 3.0% sometime in H1 2018 (‘I’ Impulsive targets up; 
right-hand scale). 
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TIP - iShares TIPS Bond ETF / IEF - iShares 7-10 Year Treasury Bond ETF
Daily graph or the perspective over the next 2-3 months

Switching to the markets’ 
perception of inflation, 

we now consider the ratio 
of Inflation protected bonds 
(TIPs) vs the Treasury Bonds 
of the same duration (IEF). 
The ratio usually rises when 
investors seek more inflation 
protection than the future 
inflation which is already 
priced into Treasuries. Inver-
sely, it falls when the market 
believes that there is already 
too much inflation priced 
into Treasuries (i.e. when 
inflation expectations are 
being revised down). As with 
Treasuries, our medium term 

oscillators (upper rectangle) indicate that future inflation perception is probably reaching a potential low point late August / 
early September and that during September, the propensity to seek inflation protection could bounce. That said, our long 
term oscillators (lower rectangle) suggest that from late September, the ratio should move down again into late October / 
early November, i.e. we expect that it could take a couple more months for inflation expectations bottom out.   

HYG - iShares iBoxx $ High Yield Corporate Bond ETF
Daily graph or the perspective over the next 2-3 months

High Yield bonds also pro-
vide protection against 

inflation. Indeed, although 
they are bonds, they are 
highly pro-cyclical. Since Fe-
bruary and the start of the 
retracement of reflation 
trades, their performance 
has stalled. Yet, as we show 
on both our oscillator series 
(lower and upper rectangles), 
they may be getting ready 
to start a further move up. 
It could develop during Sep-
tember, potentially top out 
late September / early Octo-
ber (our medium term oscil-
lators; upper rectangle). Our 
sentiment is that they will 

probably retrace thereafter into late October / early November. Risk/Reward is neutral (up and down targets pretty much 
the same; right-hand scale), so that at this stage, we will use HYG as an indication of timing, rather than a promising trade. 
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S&P500 Index - Daily graph or the perspective over the next 2-3 months

The S&P500 shows a si-
milar situation than the 

one considered on HYG. Risk/
Reward is stretched at this 
stage (right-hand scale): we 
are above our ‘I’ Impulsive tar-
gets and considering our ‘I2’ 
extended Impulsive targets, 
while our ‘C’ corrective targets 
down are potentially showing 
a 100 points of risk. That said, 
as with HYG, we expect the 
S&P500 to embark on a conti-
nuation trade, which accor-
ding to both our oscillator 
series (lower and upper rec-
tangles) could lead it into late 
September / early October 

and possibly even new highs. We would then expect it to correct to the downside towards late October / early November.

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

With the graphs above 
in this section in mind, 

we now consider the Weekly 
graph of the S&P500. On our 
long term oscillators (lower 
rectangle), we would now 
expect the S&P500 to have 
reached its retracement 
low and to start moving up 
towards H1 2018. That said, 
our automatic messaging 
has just identified a “High 
Risk” situation (see graph) 
and our medium term oscil-
lators (upper rectangle) may 
justify that a slightly different 
sequence may also be under 
way. As with many other mar-

kets (Europe, Japan), this other sequence up would have started mid 2016. Since earlier this Summer, it is consolidating at 
high levels and could see more retracement into Q4. On the Risk/Reward front (right-hand scale), our ‘I’ Impulsive targets up 
would still justify between 5% to 10% upside potential towards next year, yet our ‘C’ Corrective targets to the downside are 
quite menacing. Given this situation, we would probably expect that in order to ride the market up towards H1 2018, a 
better / safer entry point may be found mid Q4.

Concluding remarks

US long term yields, US equity market or High Yield Bonds may be getting ready to bounce into September. Yet, this 
move up on yields may be relatively short lived. It could start to reverse back late September and re-test lows into end 
October / early November.  Meanwhile, US equity and US High Yields may extend up into early October and even make 
new highs. That said, their Risk/Reward is stretched and we would also expect a new risk-off period for them into late 
October / early November. Both articulations are similar, yet the S&P500 and HYG are still trending up, while US yields for 
example are finishing off a downtrend. For the prudent investors, it might wise to wait it out to enter these instruments late 
October/ early November, just before the year-end rally we expect.    14


