
Emerging Markets – Prepare to switch back to China and commodity pro-
ducers

MSCI Emerging Markets (EM) – USD denominated
(Daily graph or the perspective over the next 2 to 3 months)

Emerging markets have 
been strong since late 

last year registering per-
formances above 20%. On 
both our oscillator series 
(lower and upper rec-
tangles), the sequences 
we project show that this 
progression should reach 
an intermediate top during 
June. Prices have reached 
our ‘I’ Impulsive targets up 
(right-hand scale) so that 
there is limited potential 
left for now to the upside.

MSCI Emerging Markets (EM) – USD denominated
(Weekly graph or the perspective over the next 2 to 4 quarters)

On our longer term 
Weekly graph, the mo-

dels we project on both our 
oscillator series (lower and 
upper rectangles) would im-
ply that the consolidation to 
the downside may last into 
mid/late Q3 2017 before a 
new move up materializes 
towards the Spring of 2018. 
Our price targets show com-
pelling potential up towards 
next year with our ‘I’ Impul-
sive targets up pointing to 
further price progression 
between 10 and 25% (right-
hand scale).
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MSCI Emerging Markets (EM) vs MSCI WORLD INDEX (both in USD)
(Weekly graph or the perspective over the next 2 to 4 quarters)

On a relative basis, the 
Weekly graph of the 

MSCI Emerging markets vs 
the World Index follows a 
similar dynamic. Indeed, 
on both our oscillator se-
ries (lower and upper rec-
tangles), we would also 
expect some consolida-
tion into late Q3 before 
emerging markets start to 
outperform again towards 
Spring next year.

TOP 8 EM currencies vs USD (Cap weighted)
(Daily graph or the perspective over the next 2 to 3 months)

The Emerging market 
indexes we consider 

above are denominated in 
US Dollars. Since late last 
year, these have benefited 
from a positive translation 
effect as the Dollar weake-
ned. If we exclude China, 
this currency effect has 
contributed to circa 35% to 
40% of the performance of 
these emerging market in-
dexes (in USD terms). Going 
forward, on both our oscilla-
tor series (lower and upper 
rectangles), we expect this 
positive currency carry to 
top out soon, possibly towards mid June. Following that, as the Dollar strengthens, the translation effect should become 
a headwind for the USD performance of Emerging markets, possibly until late Summer.    
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FXI - iShares FTSE China 25 Index Fund vs EEM - iShares MSCI Emerging 
Index Fund
(Weekly graph or the perspective over the next 2 to 4 quarters)

As we will detail below in 
the Chapter on China, we 
expect the Chinese stock 
market to benefit from a 
strengthening of the US Dol-
lar as well as from resilient 
growth into the first half 
of 2018. This is somewhat 
counter-trend to other large 
emerging markets. The se-
quences on both our oscilla-
tor series (lower and upper 
rectangles) would confirm 
this trend with a clear and 
important low which is ex-
pected between now and 
mid year. We would expect 
a strong rebound for China 

vs other Emerging markets during the Summer followed by a more mixed picture as we approach year-end (on the back 
of the weakening US Dollar mentioned above).     

EWZ - iShares MSCI Brazil Capped Index Fund vs EEM - iShares MSCI 
Emerging Index Fund
(Weekly graph or the perspective over the next 2 to 4 quarters)

Brazil has been one of the 
strongest reflation trades 
since it bottomed vs other 
EMs early 2016. Both its 
equity markets and curren-
cy have risen in synch. This 
is due to its strong profile as 
a commodity and oil produ-
cers. As with other reflation 
trades, it has been correc-
ting to the downside since 
mid Q1 2017 and according 
to both our oscillator series 
(lower and upper rectangles) 
should continue to do so 
until July/August. Following 
that, we would expect the 
ratio to re-accelerate towar-
ds early 2018 and our ‘I’ Impulsive targets up (right-scale), i.e. to outperform the EM index by 30 to 40%. Broadly, we 
expect the same profile from other EM commodity exporters (e.g. mainly Russia or Chile).
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India Bse Sensitive Index (in U.S. Dollar)
(Daily graph or the perspective over the next 2 to 3 months)

India’s profile is very diffe-
rent to Brazil’s. While refla-
tion trades have corrected, 
it has thrived on the back 
of its growth/technology 
and commodity importer’s 
profile. Since December, it 
has been benefited from 
a strong currency and an 
outperformance of its stock 
market. On both our oscilla-
tor series (lower and upper 
rectangle), we would ex-
pect its uptrend in US Dol-
lars to continue until early 
July, while the potential up 
is slowly getting exhausted, 
i.e. our ‘I’ Impulsive targets 

up (right-hand scale) have pretty much been reached signaling that most of the move is probably behind us.

India Bse Sensitive Index vs MSCI Emerging Markets (EM) – both in USD
(Weekly graph or the perspective over the next 2 to 4 quarters)

Longer term (Weekly graph), 
when comparing India to 
other emerging markets, we 
would expect India’s recent 
outperformance to roll-over 
and retrace in H2 2017 on 
both our oscillators series 
(lower and upper rectangles). 
This is in accordance with a 
re-acceleration to the upside 
of reflation trades and of 
commodities, which will im-
pact India’s growth and com-
modity importer’s profile. By 
and large, we would expect 
that the following emerging 
markets follow the same dy-
namics (growth and re-rating 
profiles): South Korea, Taiwan, Mexico or Poland.

Concluding remarks:
The profiles of Emerging markets are very diversified and we would hence expect strong rotation until H1 2018. Indeed, 
the general Emerging markets Index will probably start a correction to the downside from June / July as growth profiles 
top out (India and the likes or circa 45% of the Index). That said, at the same time, China will be bottoming out (circa 
27% of the Index). Then, during the Summer, Commodity producers (circa 28% of the Index) will take over the lead and 
accelerate up towards early 2018, lifting the whole index up for the rest of the year.
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