
Into the last stages of the Equity Bull market
Our regular readers will know that we are not “perma-bears”, and that, in fact, since early 2016, we’ve being bullish on 
equity markets. That said, over the last 2 years, we reiterated many times that we expected the current equity bull market 
to end at some time during the Spring or the Summer of 2018. Today, we have entered this precise time period, and we 
still expect equity markets to top out and gradually start to reverse lower. In this article, we look at several equity indexes 
to confirm this view and refine its timing. 
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16 / MJT -  TIMING AND TACTICAL INSIGHT

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

This long term graph of 
the S&P500 is still in an 

uptrend. Yet, on our long term 
oscillator series (lower rec-
tangle), it has reached the end 
zone of our uptrend model, 
while our automatic messa-
ging is already signaling a “High 
Risk” situation. Our medium 
term oscillators (upper rec-
tangle) offer a bit more preci-
sion: the current uptrend se-
quence should potentially end 
during this Summer and then 
start correcting down into 
2019. Risk/Reward is stretched, 
the S&P500 has reached, and 
slightly surpassed, the upper 

end of our I Impulsive targets to the upside in the high 2’700s, while the downside C Corrective potential is towards the 
2’230 – 1’860 range or 20 to 35% lower than today. We believe that such a correction could materialize over the 12 to 
18 months.  

XLP - Consumer Staples Select Sector SPDR Fund / S&P 500 Index
Bi-monthly graph or the perspective over the next 1 to 2 years

As equity markets start to cor-
rect lower, Defensive profiles 
should reverse up. This is ef-
fectively what we are antici-
pating on this long term graph 
of the US Staples sector vs the 
S&P500 Index. On both our 
oscillator series (lower and up-
per rectangle), the downtrend, 
which has been quite linear 
since early 2016, is approa-
ching an important low, which 
could materialize sometime 
this Summer. Following that, 
we would expect between 3 
and 5 quarters of upside cor-
rection, as Staples outperform 
the S&P500 index during the 

equity market correction phase we expect. In terms of levels, our I Impulsive targets to the downside (right-hand scale) are 
still showing some downside risk until the downtrend is exhausted. Hence, it may be worth waiting until this Summer, i.e. 
until this reversal is effectively confirmed, to enter the trade.  



16

XLP - Consumer Staples Select Sector SPDR Fund / S&P 500 Index
Daily graph or the perspective over the next 2 to 3 months

The downtrend on Staples 
vs the S&P500 Index 

already seems quite ex-
hausted on this shorter term 
time frame. Indeed, our I im-
pulsive targets to the down-
side (right-hand scale) have 
been reached, and the ratio 
has even moved below these. 
Timing is tentative has the 
downtrends on both oscilla-
tor series (lower and upper 
rectangles) are already quite 
mature. We would probably 
expect the actual reversal 
point to happen at some point 
between late June and early 
August. 
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S&P500 Index
Daily graph or the perspective over the next 2 o 3 months

Scoping into the Daily graph, 
for a more precise analysis 

over the next few months, we 
would confirm our automatic 
messaging, which is calling for 
a last acceleration to the up-
side into mid/late July (into 
mid July, potentially mid Au-
gust according to the model 
we show on our long term os-
cillator series; lower rectangle). 
Our medium term oscillators 
(upper rectangle), would sug-
gest that the S&P500 first mo-
ves up into early July, and then 
eventually make a last attempt 
to the upside into late Summer. 
Our I Impulsive targets to the 

upside (right-hand scale) indicate that the current uptrend could top out in the 2’830 – 2’950 and will hence potentially 
make new all time highs.



EuroStoxx 50 Index
Weekly graph or the perspective over the next 2 to 4 quarters

In Europe, the uptrend se-
quence since early 2016 has 

been more choppy. Several 
distinct uptrend sequences 
are underway and our auto-
matic messaging (lower rec-
tangle) even indicates that a 
top could materialize as late as 
November. That said, the se-
quence we show on our long 
term oscillators (lower rec-
tangle) seems the clearest. It 
indicates that the EuroStoxx 
50 should start to move lower 
during this Summer, possibly 
until year-end in first instance. 
The sequence we show on our 
medium term oscillators (up-

per rectangle) would confirm this view with an upside retest into mid Summer and then a sell-off into late Q4 2018. Hence, in 
terms of targets, our I impulsive targets to the upside between 3’990 – 4’370 (right-hand scale) do seem aggressive for now.
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Food & Beverage Sector- Dow Jones STOXX 600 / Dow Jones Europe 
STOXX 600 Index
Weekly graph or the perspective over the next 2 to 4 quarters

We hereby also consider 
defensive profiles in Eu-

rope vs their reference index by 
choosing to compare the Euro-
pean Food & Beverage sector 
with the Dow Jones Europe 
Stoxx 600 Index. On both os-
cillator series (lower and upper 
rectangles), this ratio should 
be bottoming out at some 
point this Summer and could 
start reversing up into early 
2019 in first instance.  Our I 
Impulsive targets to the down-
side (right-hand scale) indicate 
that it may be worth waiting 
for these lows to be confirmed 
before acting, as they could still 

be some downside potential left for this ratio over the next couple of months.
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EuroStoxx 50 in USD
Daily graph or the perspective over the next 2 to 3 months

This graph would confirm 
that any bounce for the 

EuroStoxx 50 over the next 
couple of months will probably 
be nominal, i.e. mostly due to 
further Euro weakness. Indeed, 
we show here the EuroStoxx 
50 denominated in US Dollars. 
The sequences on both oscil-
lators series (lower and upper 
rectangles) would suggest that 
any rebound for the EuroStoxx 
50 in USD should remain quite 
limited in time and scope and 
that in general the recent 
downtrend started in January 
should continue lower. I Im-
pulsive targets to the down-

side /(right-hand scale) would suggest 5 to 10% of downside potential for the EuroStoxx 50 in US Dollars over the next 
few months.

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

Shorter term and continuing 
to focus on Europe, we 

would expect that the EuroS-
toxx 50 finds support towards 
mid/late June and attempts a 
move up into mid July/early 
August. Indeed, while our me-
dium term oscillators (upper 
rectangle) are suggesting only 
a short bounce until mid July, 
the sequence on our long term 
oscillators (lower rectangle) 
is more aggressive, probably 
extending up into early August. 
A move above our C Corrective 
targets to the upside (above 
3’590; right-hand scale) would 
confirm this more bullish view. 

Yet, until then, these levels around 3’600 will probably provide strong resistance to any upside move. 



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

In Japan, several uptrend se-
quences are also underway 

on the Nikkei 225 Index. Both 
our oscillators series (lower and 
upper rectangles) suggest that 
these should top-out some-
times between early Q3 (lower 
rectangle) and late Q3 (upper 
rectangle). We would expect 
the correction to the downside 
that follows to last into year-
end /early next year in first 
instance. According to our I 
impulsive targets to the upside 
(right-hand scale) and conside-
ring our scenario,which is still 
bullish, over the next couple 
of months, we may see new 
highs in the 24’200 – 27’000 

range during the Summer. Over the next couple of months, the Nikkei 225 should also be supported by the further rise we 
expect in the US Dollar. 

Nikkei 225 Index
Daily graph or the perspective over the next 2 to 3 months

Shorter term, the Nikkei 225, 
seems to be uptrending 

again on both oscillator se-
ries, possibly into early July on 
our long term oscillator series 
(lower rectangles) and into Au-
gust on our medium term oscil-
lator series (upper rectangles). 
Hence, between now and mid 
Summer, the Nikkei 225, will 
probably manage to make 
new highs towards its I impul-
sive targets range (right-hand 
scale) between 24’200 and 
25’700. In the meantime, we 
identify two important support 
points that would ideally need 
to hold, the first one towards 

22’000, or the recent low made end May, and also corresponding to the upper end of our C Corrective targets to the 
downside (right-hand scale), the other towards 21’000, or the late March lows and corresponding to the lower end of our C 
Corrective targets down.  
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MSCI Emerging Markets / S&P 500
Weekly graph or the perspective over the next 2 to 4 quarters

As we will review in more 
detail in another article in 

this issue of The Capital Obser-
ver, we expect the US Dollar 
to resume its recent uptrend 
until mid Summer in first ins-
tance. This US Dollar strength 
should continue to weigh on 
Emerging Markets, especially 
vs the S&P500 Index, which, as 
we have seen above, could also 
remain quite strong until mid 
Summer. Indeed, following two 
years of a weak correction up 
(the ratio never made it above 
our C Corrective targets to the 
upside; right-hand scale), The 
ratio of Emerging Markets  vs 

the S&P500 has probably topped out for this cycle. On both oscillator series (lower and upper rectangles), we expect them 
to continue to underperform first into mid/late Summer, then again towards early 2019. 

Russell 2000 index / S&P 500
Weekly graph or the perspective over the next 2 to 4 quarters

We look at the other ex-
treme of the US Dollar 

correlation spectrum. Indeed, 
US Small Caps are usually very 
much domestic companies, 
with limited exposure to fo-
reign earnings. They tend to 
outperform the rest of the 
market when the US Dollar 
strengthens.  This has been the 
case over the last few mon-
ths. Both our oscillator series 
(lower and upper rectangles) 
would suggest that this trend 
continues until mid Summer in 
first instance, and then again 
towards year-end and early 
2019. Our I Impulsive targets 

to the upside (right-hand scale) would suggest a strong outperformance potential for the Russell 2000 vs the S&P500 
Index over the next few quarters (between 5 and 10%). 
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Nasdaq 100 Index / S&P500 Index
Bi-monthly graph or the perspective over the next 1 to 2 years

We now consider a rather contra-
rian call in comparing the Nasdaq 

100 Index vs the S&P500. What we are 
monitoring here is the outperformance 
of Growth stocks since 2009 and espe-
cially of the Big Growth Internet stocks 
since early 2017. Over the last 18 mon-
ths indeed, every time the market has 
corrected, Big Growth stocks have out-
performed. This trend is particularly 
pronounced at the moment as uptrends 
in Emerging Markets and Europe are 
starting to deteriorate and investors 
seek protection in these Big Growth 
plays, which they perceive as offering 
good long term prospects, while being 
relatively immune to any downturn in 

the business cycle. That said, on both oscillators series (lower and upper rectangles), the Nasdaq 100 is reaching important tops vs 
the S&P500, while its outperformance potential has now reached the range of our I2 Impulsive 2 extended long term targets (right-
hand scale). Hence, prospects may be good for these Big Growth stocks, but their valuations are also extended. If our scenario of 
a markets downturn materializes over the next 12 to 18 months, we expect Big Growth stocks to rediscover some of their High 
Beta features and to underperform. Such underperformance obviously happened massively following the Internet Bubble, but 
also to a lesser extent during 2008 financial crisis. 

Nasdaq 100 Index
Daily graph or the perspective for the next 2 to 3 months

Looking at shorter term prospects 
for the Nasdaq 100, we can note 

that both our oscillator series (lower 
and upper rectangles) are still uptren-
ding, probably towards July, perhaps 
even into early August (as with the 
S&P500). The risk/reward is however 
rather stretched. Indeed, the Nasdaq 
100 is already in the range of our I 
Impulsive targets to the upside (right-
hand scale), could still extend towards 
the higher end of this range (7’470 or 
an additional 3 to 4%), but probably 
not much higher.

Concluding remarks

As we have been forecasting for the last couple of years, we expected an important top to materialize on equity markets 
between earlier this year and this Summer. It should be followed by a downside correction that could last between 12 to 

18 months and amount to minus 20 to 35% of performance on the S&P500 for example. Our current analysis suggests that this 
important top will probably materialize between late July and early August. Anyhow, the remaining upside potential on most 
markets is limited. Europe and Emerging markets look particularly weak, while the Nasdaq may continue to outperform slightly 
longer, yet looks extended. Small caps and Japan should benefit from the stronger US Dollar we expect, at least over the next 
few months. 22


