
UP and OUT, one a last rally on equities into the 2nd half of July, use it to take 
profit and reduce your risk  
Since early 2016, we’ve been monitoring the reflation trade up. As we have written many times in The Capital Observer over the 
last 18 months, we have been expecting that equity markets should top out for this cycle at some point between the Spring and 
the Summer of 2018. If some markets may have already done so in January, we are still eying further upside retests on others, 
and these may make marginal new highs over the next few weeks. In our view, this last rally may offer an ultimate take profit 
opportunity in an environment where the medium term risk/reward has very much deteriorated.
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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

On our long term oscillator series 
(lower rectangle), this long term 

graph of the S&P500 has come to the 
end of our uptrend model.  This si-
tuation, which is labelled “High Risk” 
usually trigger one or two years of 
downside correction. On our medium 
term oscillators (upper rectangle), the 
S&P500 is also approaching an impor-
tant top this Summer, although pe-
rhaps only an intermediate one. Never-
theless, on this long term time frame, it 
would still imply at least 3 quarters of 
downside consolidation. Beyond mar-
ket timing, the risk/reward is also very 
much stretched. Our I impulsive price 
targets to the upside (right-hand scale) 
has been achieved, while the C Correc-

tive downside risk we calculate is between 20 and 35%. Hence over the next 12 to 18 months, we are turning extremely prudent 
on the S&P500 and more generally on equity markets.

S&P 500 Index
Daily graph or the perspective over the next 2 to 3 months

On this daily graph of the S&P500, 
the situation is labelled as a “Case 

5” on our long term oscillators (lower 
rectangle). This means that we may 
expect one last acceleration to the 
upside before the market eventually 
tops out. Our automatic messaging 
expects this top to happen during the 
2nd half of July (a tentative 23rd July 
date has been calculated). The I im-
pulsive target range to the upside for 
this move (right-hand scale) is between 
2’850 and 2’980, hence possibly retes-
ting the January highs. In the mean-
time, the S&P500 will first need to hold 
above the support point from which 
this Case 5 originates (30th May at 
around 2’680). Below that, the lower 

end of our C Corrective targets to the downside (2’622), would provide an ultimate stop loss level. In general, this is a late cycle situa-
tion where investors should be prepared to take profit opportunistically and play their stop-losses strategy close to their chest.
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Nasdaq 100 Index vs S&P500 Index 
Daily graph or the perspective over the next 2 to 3 months

Indeed, against the S&P500, 
the Nasdaq 100  is still 

uptrending. The move may 
be close to exhaustion (“High 
Risk” label on our automa-
tic messaging), yet both our 
oscillator series (lower and 
upper rectangles) would sug-
gest that the ratio could still 
extend slightly higher into late 
July. Our I Impulsive targets to 
the upside (right-hand scale) 
would suggest 2 to 3 % of ad-
ditional outperformance until 
then (i.e. possibly, the S&P500 
retests its January highs, while 
the Nasdaq 100 makes new 
highs once again).
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Nasdaq 100 Index
Daily graph or the perspective over the next 2 o 3 months

Since April, we had planned 
for the Nasdaq 100 to make 

new highs and it recently did. 
Now, both our oscillator series 
(lower and upper rectangles) 
are suggesting that it may 
still push higher on last time 
into the second half of July (a 
tentative 23rd July has been 
calculated). Our I Impulsive 
targets to the upside (right-
hand scale) would confirm 
this view and their upper end 
even reaches as high as 7’550 
(6% above current levels). The 
Nasdaq 100 has indeed been 
leading US markets higher over 
the last few quarters. More re-

cently, as Europe and Emerging markets have suffered, it has positioned as the ultimate Growth trade refuge in global equity 
markets.



Dow Jones Industrial Average 
Daily graph or the perspective over the next 2 to 3 months

The picture is weaker on 
the Dow Jones Industrial 

Index. Indeed, while our me-
dium term oscillators (upper 
rectangle) are also suggesting 
a bounce into late July, our 
long term oscillators (lower 
rectangle) are already in a 
downtrend, possibly into early/
mid August in first instance. On 
the price targets front (right-
hand scale), as long as the 
lower end of our C Corrective 
targets hold up (above 23’900), 
the bounce into the 2nd half of 
July is still supported. That said, 
below this level, our I impulsive 
targets to the downside are 

quite scary. They indicate downside price targets between 22’100 and 20’800 or circa 9 to 15% below current levels. This 
risk, in our view, highlights the dangerous situation markets are in at the moment: a rebound is still possible, yet we would 
highly suggest to exit before month’s-end as the next move lower could be quite strong.
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Russell 2000 Index vs the S&P500 Index
Daily graph or the perspective over the next 2 to 3 months

Small Caps have been strong 
outperformers since last Fe-

bruary. Some analysts are sug-
gesting that this is a good sign 
for markets as generally Small 
Caps are considered more cy-
clical and that their outper-
formance usually results in an 
increase in market breadth. 
Although historically, this may 
often be true, we believe that 
it is not the case at present. 
Indeed, we trace the recent 
outperformance of Small caps 
to other reasons, and most 
importantly to the strength of 
the US Dollar. Indeed, Small 
Caps are more domestic than 

large Caps and hence bear less translation risk on their foreign earnings. They hence tend to outperform when the US 
Dollar is strong. This relationship seems particularly strong at the moment and according to both our oscillator series 
(lower and upper rectangles), we would expect it to continue possibly from mid July into late August in first instance. In-
directly, this would imply that the US Dollar starts strengthening again during the second half of July, which in recent months 
has been rather a risk-off factor rather than a risk-on one.
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US Defensive sectors (capitalization weighted portfolio) vs the S&P500 Index
Daily graph or the perspective over the next 2 to 3 months

This relative graph of US De-
fensive sectors vs the mar-

ket (Staples, Healthcare, Utili-
ties and Real Estate) reached a 
Low Risk position on our long 
term oscillators (lower rec-
tangle) during May and early 
June. Their underperformance 
potential was also exhausted 
with our I Impulsive targets 
to the downside (right-hand 
scale) labelled as “Done”. Our 
medium term oscillators (up-
per rectangle) suggest that 
these Defensives sectors are 
already in an early uptrend vs 
the S&P500 Index. They may 
pause and retrace until mid/

late July, before they start to outperform again into mid August in first instance. Hence, this relative graph suggest that the 
switch to more defensive profiles (as well as bond proxy profiles) is already happening, i.e. start buying the dip on a relative 
basis following the short retracement period ahead (i.e. in 2 to 3 weeks time).

US Reflationary Sectors (capitalization weighted portfolio)
Daily graph or the perspective over the next 2 to 3 months

This graph represents a 
capitalization weighted 

portfolio of the sectors which 
have been the more reflatio-
nary since 2016 (Industrials, 
Materials, Energy, Financials). 
Incidentally, this graph is very 
similar to the one for the Dow 
Jones Industrial Average on the 
previous page, and on both 
oscillator series (lower and 
upper rectangles) we would 
suggest that it is already in a 
downtrend. Hence, following 
a slight bounce into the 2nd 
half of July, we expect it to re-
sume lower from late July into 
mid/late August in first ins-

tance. According to our I Impulsive targets to the downside (right-hand), the risk on these sectors is also quite compelling, 
somewhere between 9 and 14% over the next couple of months. 



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

In Europe, the EuroStoxx 50 
is also attempting to resume 

up. It held the support point 
we were expecting late June 
on both oscillators series (lower 
and upper rectangles) and is 
now trying to move higher. For 
now, we are still below the 
higher end of our C Correc-
tive up targets (below 3’600; 
right-hand scale) and hence 
the move is still labelled as a 
correction. If it remains so, we 
probably expect the rebound 
to die out during the second 
half of July (upper rectangle), 
before the EuroStoxx 50 re-
sumes lower towards August 
and even September. Our long 

term oscillators (lower rectangle) show a slightly more bullish view, where the EuroStoxx 50 could continue higher until early 
August, yet we would really need to see a break above the 3’600 resistance before we can envisage such a strong upside 
retest. 

CAC40 Index
Daily graph or the perspective over the next 2 to 3 months

The CAC40 has been the 
strongest large EuroZone 

market since late March. It ef-
fectively made new highs in 
May and could be set to do so 
again over the coming weeks. 
Indeed, on both our oscilla-
tor series (lower and upper 
rectangles),  the CAC40 is still 
trending up possibly into late 
July/early August. I Impulsive 
targets to the upside would 
suggest new highs between 
5’790 and 6’030 (right-hand 
scale). Intuitively, we believe 
that if such strength materia-
lizes, it will probably need to be 
accompanied by further EUR 

weakness probably from the second half of July.
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European Energy Sector
Daily graph or the perspective over the next 2 to 3 months

The European Energy sector 
has had a good run over 

the last 24 months on an ab-
solute and relative basis. This 
contrasts with the US Energy 
sector which has widely under-
performed the S&P500. That 
said, our long term oscillators 
(lower rectangle) have now 
entered a “High Risk” position, 
which indicates that from a ti-
ming perspective the uptrend 
is getting close to exhaustion. 
That said, both our medium 
oscillators (upper rectangle) 
and our I Impulsive targets to 
the upside (right-hand scale) 
would suggest that a last push 

higher is possible, probably until late July / early August and into the 358 – 382 range (2 to 9% above current levels).  

European Banks Sector
Daily graph or the perspective over the next 2 to 3 months

European Banks have been 
burdened by the deterio-

ration in European economic 
conditions since mid Q1. The 
recent anxiety around the Ita-
lian political crisis has added 
additional downside pres-
sure. Although we expect the 
downtrend to continue un-
til mid/late August, possibly 
even September on both os-
cillator series (lower and upper 
rectangles), we will probably 
see a rebound over the next 
few weeks, possibly into mid/
late July on our medium term 
oscillators (right-hand scale). 
Following that, there is still 

some downside risk left on European banks, potentially towards the lower end of our I Impulsive targets to the downside 
(151; right-hand scale).
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Nikkei 225 Index
Daily graph or the perspectives over the next 2 to 3 months

The Nikkei is probably one of the 
more complex indexes at the mo-

ment. Its price action has been decei-
ving over the last couple of months, 
while USD/JPY is attempting to break 
out above 111 (usually a Nikkei positive 
factor). This is probably the result of 
some South East Asia spill-over effect as 
well as the consequences of the looming 
trade war, especially on the auto manu-
facturing side. On our long term oscilla-
tors (lower rectangle), we show a bleak 
projection that could lead us lower on 
the Nikkei towards late August / Sep-
tember. Yet for now, the support of 
our C Corrective targets down has held 
(lower end at 21’000; right-hand scale), 
and we believe it is still premature to 

call for an imminent sell-off. Instead, we would favour the projection we show on our medium term oscillators (upper rectangle), 
where the Nikkei attempts one last move higher into late July / early August and then starts to sell-off. Obviously, we would need 
to hold above 21’000 to keep this positive view until month’s-end. 

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

Our longer term Weekly graph, 
would confirm this positive incli-

nation. Indeed, for now the uptrend 
is still in place and our I Impulsive tar-
gets to the upside (right-hand scale) 
are pointing towards new highs above 
24’000 and possibly even higher. This 
is quite aggressive, yet seems to be 
confirmed by both our oscillators 
series (lower and upper rectangles) 
and our automatic messaging, which 
are pointing towards potential tops 
towards late July / early August. We 
hence, remain positive for now on the 
Nikkei and expect it to resume up soon. 
That said, as with other markets, we 
would suggest to start reducing expo-
sure from late July.

Concluding remarks

This is not a market for Buy and Hold equity investors anymore. Indeed, over the medium term (next quarters), we believe that 
the risk/reward has very much deteriorated: the risk of a substantial correction seems strong, while the remaining upside 

potential we calculate is pretty much exhausted. On the timing front, our view is that the S&P500, for example, could soon enter 
into a period of correction to the downside, which may last between 12 and 18 months and possibly bring the index lower by 20 
to 35%. Shorter term, the support points we were expecting end June seem to have held, and we would now expect a last push 
higher on most developed markets, possibly making new highs on some during the 2nd half of July (such as the Nasdaq 100 or 
the CAC40). That said, from late July, we would strongly suggest to opportunistically start reducing risk quite substantially on 
equity positions given the more negative developments we expect from August into year-end and 2019.
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