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Late stage asset rotation may suggest one last push up for reflationary as-
sets before they top out this Summer
Call it a reaction function to the recent equity market correction, the result of sound analytics, or purely the sentiment that 
market don’t climb to the sky, after 9 years of quasi linear equity progression, there has been an increasing buzz lately about 
the maturing business cycle. Indeed, while a year ago many analysts were stating that the business cycle was probably dead, 
more and more are now expecting it to top out, while outlining the dire consequences this may have on the riskier asset 
classes. Our view, all along, has been that the business, and the related market cycles, were well alive. 

Looking back, indeed, we believe that the last cycle probably topped early 2014. Bond yields then started to resume 
lower following an 18 months rally on the back of tapering anticipations. Subsequently, during 2014 and 2015, the 
US Dollar accelerated up, Oil crashed below 30 Dollars, other Commodities followed suit, and Chinese equities saw 
a boom and bust. Equity markets went pretty much sideways for two years, despite huge liquity injections as the ef-
fects of tapering were more than compensated by Abenomics, liquidity injections by the SNB, the launch of the ECB 
bond buying program and the devaluation of the Yuan. US GDP Growth tanked in 2015, to almost 0% in Q4 2015. 

Since then, and following 2 years of so called “reflation”, many of these negative developments have been reversed. From a 
macro-economic perspective, we are now looking at a record low US unemployment rate, solid growth and rising inflation 
expectations, while on the cross-asset front, high equity valuations, rising interest rates and a bull market in commodities 
are certainly pointing to late cycle dynamics.

In order to put these current cross asset developments in a theoretical framework, we will use below the Pring Turner’s 6 Bu-
siness Cycle Stages model in order to highlight our expected current cross asset positioning within the cycle. The model, which 
was outlined in the early 80s has stood the test of time. It may be somewhat high level (no exact science), yet has the merit of 
offering a simple working assumption to analyse the business cycle and its related market cycles.

The Pring Turner Six Business Cycle Stages
This full model and its 6 stages usually follow a 
cycle that spans 4 to 5 years. Hence, each stage 
typically lasts 8 to 10 months and corresponds to 
certain cross assets developments. For example, 
Stage 2 would characteristically see Bonds conti-
nue their uptrend, while Equities are turning up 
and Commodities are still falling. Following our 
introduction above, we believe that the first two 
stages of this cycle probably happened during 
late 2014 and early 2016, and that Stage 3 pro-
bably started in Q1 2016 with the bottoming out 
of Oil and Industrial Metals, and the beginning 
of the so called reflation trade. If we now pro-
ject out from these Q1 2016 Commodity lows 
(early Stage 3), and fast forward between 2.5 
to 3 stages, or between 20 and 30 months, we 
would now stand somewhere in Stage 5. Bonds, 
which topped out some 21 months ago, may 
have a few more months to correct. Equities 
are topping out for the cycle and Commodities 
could follow suit. This cross asset framework is 

no exact science, yet it does imply that the current cross asset positioning is theoretically late cycle, and that until year-
end, we would probably expect Equities and Commodities to start correcting down, while Bonds gradually find support 
and start reversing up. Please note, that the above is our current interpretation of the Pring Turner model, and that it may 
diverge from the official views published by Pring Turner Financial. We will now turn two our own proprietary graphs and at-
tempt to map out this late cycle cross asset rotation environment.
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S&P500
Weekly graph or the perspective over the next 2 to 4 quarters

The Weekly graph is also 
stretched. On our long 

term oscillators (lower rec-
tangle), the sequence we show 
has probably reached an im-
portant top, confirmed by our 
Automatic Messaging, which is 
now in a “High Risk” position”. 
Here also, our I Impulsive tar-
gets to the upside have been 
reached (right-hand scale), 
which would suggest that in 
terms of price potential, the 
uptrend is also pretty much ex-
hausted. On our medium term 
oscillators (upper rectangle), 
we may extend the uptrend 
a while longer, possibly until 

mid-year, yet more and more, this last move is looking like a ultimate retest, before the S&P500 reverses down in H2 
2018. Initially, our C Corrective targets to the downside (right-hand scale), would point to support between 2’550 and 
2’380. Below these levels, I Impulsive targets down we can calculate, would imply price targets between 2’100 and 1’870 
(or 1.3 to 1.7 times our historical volatility measure “delta”, here at 568.7 – middle rectangle, right-hand side, subtracted 
for the graph’s High at 2’839). Such Impulsive moves, on a Weekly graph could theoretically last between 1 and 3 years. 
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Equities are topping out, sometime between now and the Summer 

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

As stated in previous edi-
tions of the The Capital 

Observer, the S&P500 is now 
approaching the last stages of a 
full uptrend model on our long 
term oscillators (lower rec-
tangle). Our Automatic Messa-
ging is already signaling a “High 
Risk” position, and our I Impul-
sive targets to the upside (right-
hand scale) have been met. 
The uptrend is hence most 
probably in its last stages, and 
should be getting pretty much 
exhausted in terms of price 
targets. Over the next couple 
of quarters, the sequence we 
show on our medium term 
oscillators (upper rectangle), 

may suggest one last push higher, possibly into mid-year, perhaps the Summer, yet risk/reward is now really  getting 
stretched. Following that, we see important risk into 2019, probably towards the support of our C Corrective targets to 
the downside, somewhere around the 2’000 mark, or potentially between 20 and 30% below current levels (right-hand 
scale).
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Nasdaq 100
Weekly graph or the perspective over the next 2 to 4 quarters

Typically, when you get 
into the later stages of 

an equity Bull market, last 
extensions to the upside are 
often led by Growth stocks. 
We hence consider the Nas-
daq 100 to assess if such a 
last Growth led acceleration is 
also possible in this cycle. We 
believe so. Indeed, similarly 
to the S&P500, our long term 
oscillators (lower rectangle) 
just reached an important top. 
Yet, on our medium term os-
cillators (upper rectangle), the 
potential to extend slightly 
further seems clearer. This last 
sequence up would probably 

lead us into mid year. Also here, the risk/reward is already stretched, with our I Impulsive targets to the upside (right-hand 
scale) having been reached in Q1 this year, so that we would probably expect marginal new highs at best.    
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MSCI Emerging Markets
Weekly graph or the perspective over the next 2 to 4 quarters

Another Equity Growth 
theme, which is typically 

late cycle, is Emerging Mar-
kets. Our automatic messaging 
here is also signaling that an 
important top has been made, 
and our medium term oscilla-
tors (upper rectangle) would 
confirm that a full uptrend mo-
del was completed in Q1 2018. 
That said, on our long term 
oscillators (lower rectangle), 
a former intermediate top in 
Q2 2017, may suggest that the 
uptrend may extend a while 
longer, possibly until mid year. 
There is also some upside po-
tential left on our I Impulsive 

targets up (right-hand scale), somewhere between 5, and possibly up to 18%. 

Initial remarks

Equities are in the last stages of their Equity Bull markets and risk/reward is already stretched. Yet, they may extend 
up a while longer, possibly towards mid-year, in a last acceleration up led by Growth themes such as the Nasdaq 100 or 
Emerging Markets.
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US 10Y Benchmark Bond Yields
Weekly graph or the perspective over the next 2 to 4 quarters

Since they bottomed in July 
2016, long term US rates 
have followed quite a choppy 
uptrend. On both oscillators 
series (lower and upper rec-
tangles), we now expect this 
uptrend to reach an important 
top somewhere between late 
Q2 and early Summer. The 
move still seems to show some 
potential, possibly towards 3% 
or even 3.5%, as calculated on 
our I Impulsive targets to the 
upside, which are not yet ful-
filled (right-hand scale). This 
last acceleration over the next 
few months may coincide with 
an acceleration up in inflationa-

ry pressures, possibly led by strong growth and further rises in Commodities. Following that, we would expect US long term 
rates to consolidate down into 2019 at the least.

Bonds have been correcting for more than 20 months, Yields should top 
out again over the next couple of quarters and start retracing down into 
2019
US 10Y Benchmark Bond Yields
Bi-Monthly graph or the perspective over the next 1 to 2 years

The move up since mid 2016 
on long term US bond 

yields has been quite choppy, 
and for now, it is still labeled as 
a correction up, rather than a 
secular reversal of the previous 
downtrend. In this “corrective” 
context, our C Corrective tar-
gets to the upside (right-hand 
scale), are suggesting that the 
move should meet strong re-
sistance somewhere between 
current levels (2.7%) and 
3.4%. On both our oscillator 
series (lower and upper rec-
tangles), the move up could 
extend another couple of 
Quarters, but ultimately, we 

see it retracing down into 2019, possibly even 2020. It is difficult at this stage to forecast if long term yields will make new 
lows over the next 2 years, or if the secular lows of 2012 and 2016 will mark the end of the 30 years secular downtrend for 
long term yields in place since the 1980s.  
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US 10 Years – US  3 Months Benchmark Bond Yields
Weekly graph or the perspective over the next 2 to 4 quarters

As described above, we 
believe that long term 

yields may extend higher over 
the next few months (possibly 
towards 3 - 3.5% on the US10Y). 
On the other hand, the FED is 
hiking, and it should continue 
to do so throughout the year. 
We expect an interesting batt-
le as the FED gradually hikes in 
order to tame rising inflation 
expectations. This should be 
reflected in the shape of the 
yield curve. On this graph, the 
10Y/2Y yield curve spread re-
bounded from late December 
last year into early February. 
This move has since been re-

traced. Although another “dead cat bounce” cannot be excluded during Q2, both oscillator series (lower and upper 
rectangles) would suggest that from mid/late Q2, the yield curve starts to flatten again quite rapidly. Our I Impulsive 
targets to the downside (right-hand scale) would suggest that it could reach down towards 0.3% towards late H2 2018, 
hence practically inverting. This would imply that during H2 2018, financial conditions may substantially deteriorate.

IEF - iShares 7-10 Year Treasury Bond ETF / SPY - SPDR S&P 500
Weekly graph or the perspective over the next 2 to 4 quarters

Finally, we compare ETFs 
for US Treasuries and the 

S&P500. This relative graph is 
similar to the inverted S&P500 
graph. Indeed, on our long term 
oscillators (lower rectangle), 
an important low was made in 
early Q1 2018. That said, on 
our medium term oscillators 
(upper rectangle), we would 
still expect one last downside 
retest for bonds vs equity star-
ting pretty much now. It could 
last into mid-year, possibly the 
Summer. Our I Impulsive price 
targets to the downside on this 
ratio (right-hand scale) would 
suggest that it could retest its 

previous lows.

Initial remarks

Treasuries are still consolidating down for now, with 10Y yields possibly rising above 3% (and possibly towards 3.5%) 
by mid-year / early Summer. Hence, bonds could continue to underperform equities, possibly until mid-year. In the 

meantime, the FED should continue on its rate hike path. This should gradually tame inflation expectations and set the 
scene for more flattening of the curve in H2 2018.
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In this late reflationary cycle, Commodities are taking the lead, they 
should outperform both both bonds and equities until mid year at least
Brent Oil
Weekly graph or the perspective over the next 2 to 4 quarters

The uptrend on Oil since 
2016 followed our model 

perfectly (long term oscillators, 
lower rectangle). It has now 
reached an important top. That 
said, the sequence up on our 
medium term oscillators (up-
per rectangle) does not seem 
quite finished yet. It could 
extend up further during Q2 
2018, possibly towards mid-
year / early Summer. We are 
now above our C Corrective 
targets to the upside (above 66 
USD/barrel; right-hand scale). 
The next levels of targets 
would point to levels above 
90. Theoretically, these are 

achievable, especially given that there are virtually no previous technical resistances left between 70 and 90 USD/barrel. 

Copper Spot (LME)
Weekly graph or the perspective over the next 2 to 4 quarters

Copper also followed the 
model up quite nicely since 

early 2016 on our long term os-
cillators (lower rectangle). That 
said, here also, our medium 
term oscillators (upper rec-
tangle) would suggest further 
upside into mid year, possibly 
early Summer. Our I Impulsive 
targets to the upside (right-
hand scale) would suggest 
that Copper may reach new 
highs until then, possibly 
above 7’440/ton and even 
above 8’000/ton.
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Goldman Sachs Agriculture Index
Weekly graph or the perspective over the next 2 to 4 quarters

As we wrote in our last The 
Capital Observer, Agricul-

tural Commodities also look 
very promising. On medium 
term oscillators (upper rec-
tangle), we would expect their 
current uptrend to extend into 
late Summer in first instance. 
On our long term oscillators 
(lower rectangle), a support 
point mid Q2 should help 
them re-accelerate up, pro-
bably from late May into the 
Summer. Indeed, Agricultural 
Commodities are more defen-
sive than Oil and Copper and 
could be late starters (and late 
finishers) in the acceleration 

up we expect into the Summer. Our C Corrective targets to the upside (right-hand scale) would imply further upside of circa 
10% in first instance on this broad index.

Gold Spot USD
Weekly graph or the perspective over the next 2 to 4 quarters

We will spend more time 
discussing Gold further 

down in this edition of The Ca-
pital Observer. For now, we pre-
sent the Weekly graph of Gold, 
which shows similar features 
as the Oil and Copper graphs 
above. Indeed, although Gold 
is a defensive commodity, it 
has followed industrial com-
modities up since early 2016. 
On our long term oscillators 
(lower rectangle), it has recent-
ly reached an important inter-
mediate top. Theoretically, this 
could mean that it may now 
consolidate to the downside 
or sideways for about a year. 

On our medium term oscillators (upper rectangle), however, as with Oil and Copper, we are expecting an extension to the 
upside, possibly towards mid year and perhaps the Summer. As we write, Gold is close to breaking out above its previous 
2016 highs and should manage to do so until mid year. During this period, it could reach up to its I Impulsive targets to 
the upside or torwards 1’430 in first instance (right-hand scale). Following that, we would probably expect some retra-
cement into the Fall.
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Reuters CRB Future Price Index / S&P 500
Weekly graph or the perspective over the next 2 to 4 quarters

The Reuters Commodity 
Future Price Index is quite 

diversified and less weighted 
towards oil than other indexes. 
It is hence a good proxy to 
compare the wider Commodity 
space to other asset classes. 
On our longer term oscillators 
(lower rectangle), following 
years of relative weakness, it 
reached a Low Risk situation in 
H2 2017 and seems to have for-
med a base. Our medium term 
oscillators (upper rectangle) 
are now in the early stages of 
an uptrend, which, in first ins-
tance, could lead the ratio up 
towards mid year, probably 

the Summer. The wider Commodity space (e.g. ex Oil or Industrial Metals)  has been lagging other assets classes quite 
significantly over the last few years, hence, its relative potential to the upside, even if only corrective for now, is quite 
compelling (between 20 and 40% according to our C Corrective targets to the upside; right-hand scale).

Reuters CRB Future Price Index / IEF - iShares 7-10 Year Treasury Bond ETF
Weekly graph or the perspective over the next 2 to 4 quarters

Finally, we compare the 
Reuters Commodity Future 

Price Index to US Treasuries. 
The graph is quite similar to 
Commodities standalone gi-
ven the much higher level 
of volatility on Commodities 
than on Treasuries. On our 
long term oscillators, Commo-
dities made an important in-
termediate top vs Bonds in Q1 
2018. This would suggest that 
we are probably already quite 
late in the cycle. Yet, on our 
medium term oscillators (up-
per rectangle), the uptrend 
sequence does not seem fini-
shed yet, and Commodities 

should continue to outperform Bonds probably into mid Summer. 

Concluding remarks

Our graphical analysis would confirm the late stage cyclical outlook suggested by our interpretation of the Pring 
Turner 6 Business Cycle Stages model. Indeed, the uptrend on Equities is pretty much exhausted. We believe that 

any extension to the upside over the next couple of months would probably be short lived. Bonds, on the other hand, 
seem to be approaching the end of their Correction down since mid 2016. They may extend lower until mid year (US10Y 
Treasury yield may reach into the 3.0 to 3.5% range), yet should start to reverse up in H2 2018 on the back of risk-off 
considerations. Finally, Commodities are still showing strong momentum for now. They could outperform both Bonds 
and Equities possibly until mid year, perhaps even mid Summer, before they also start reversing down towards year-end. 
Such an environment, where we expect Equities, Treasury Yields and Commodities to top-out and start reversing down 
over the next 6 months, is certainly a late stage one, where markets are anticipating that the business cycle is likely to 
top-out soon.  
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