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As the Equity Bull market is showing signs of exhaustion, some Commodities 
may continue to outperform
Since early this year, equities have started to struggle. The 9 years Equity Bull markets seems to be reaching exhaustion, while the 
cross asset context is typical of late cycle developments: commodities and inflation expectation are rising, long term yields are 
moving higher and the FED is tightening at a sustained pace. These dynamics are usually not sustainable over the long run, and its 
probably only a matter of months before economic prospects start to falter and Equity markets enter a correction. During the initial 
stages of such a downturn, inflation will usually overshoot, and commodities will outperform. Below, we will consider the long term 
absolute and relative trends of Equities and Commodities. We will also try to differentiate between the performance profile of the 
different Commodity segments.

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

We have reached the very mature 
stages of the 9 years Equity Bull 

market. On our long term oscillators 
(lower rectangle), the S&P500 has fol-
lowed our full uptrend sequence up and 
has now entered a “High Risk” position 
(implying 1 to 2 years of correction to 
the downside), while on a medium os-
cillator (upper rectangle), one last se-
quence up may lead us into the Sum-
mer, before the S&P500 starts to correct 
down into early 2019 at least. On the  
price target front (right-hand scale), our I 
Impulsive targets to the upside have been 
achieved, the move to the upside is hence 
pretty much exhausted, while our C Cor-
rective targets to the downside would 
suggest risk towards the 2’240 – 1’870 

range over the next 1 to 2 years. Hence, we expect equities to top out soon and enter a Bear market which could last well into 2019 and 
initially correct between 20 and 30%.

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

Our Weekly graph of the S&P500 
has also reached its I Impulsive tar-

gets up (right-hand scale), the move is 
hence also well exhausted and any at-
tempt to retest to the upside over the 
next couple of months will probably 
be met with strong resistance. When 
considering both our oscillator series, 
the medium term one (upper rectangle) 
probably finished an uptrend sequence 
in Q1 2018, while on our long term oscil-
lators (lower rectangle) we may be able 
to justify/project, one last upside attempt 
towards mid-year. Again, it may, but will 
not necessarily make marginal new highs. 
Following that, from the Summer, we 
expect the S&P500 to start reversing 
down, first into its C Corrective targets 
to the downside back into the 2’560 - 

2’390 range (right-hand scale). Below that, the I Impulsive targets to the downside we can calculate using our historical volatility 
measure “Delta” (here at 560 points; middle rectangle, right-hand side)  are between circa 2’100 and 1’900 (1.3 to 1.7 times “delta” 
subtracted from the 2’839 highs) . This is in line with the C Corrective targets down in the Bi-Monthly graph above and corroborates our 
negative scenario on Equities into 2019, especially if the 2’390 levels were to break sometimes later this year.
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S&P500 
Daily graph or the perspective over the next 2 to 3 months

Following the 2 legged sell-
off from late January, the 

S&P500 may be attempting to 
build a base following its April 
bounce. While our long term 
oscillators (lower rectangle) 
may justify that an uptrend 
sequence is still underway, 
possibly until late June, 
perhaps July, our medium term 
oscillators (upper rectangle) 
may have started a new short 
term uptrend, which we 
expect to develop until mid-
year. Considering both, we are 
hence still constructive on the 
S&P500 and would expect it to 
attempt to retest its January 

highs between now and early Summer. On the target front (right-hand scale), both in early February and late March, the 
S&P500 tested below our C Corrective targets to the downside. This theoretically opened the door to much lower targets 
in the 2'500 - 2'400 range. That said both these attempts lower have been rejected around the 2’550 mark. We will hence 
use this 2’550 level as our ultimate support point in the last uptrend we expect on the S&P500 until early Summer. 

XLP - Consumer Staples Select Sector SPDR Fund / SPY - SPDR S&P 500
Bi-monthly graph or the perspective over the next 2 to 4 quarters

Looking to confirm our ne-
gative long term views 

on Equities, we look at the 
bi-monthly graph of the ratio 
of the US Staples sector (a 
very defensive sector) vs the 
S&P500 Index. Indeed, you 
can notice on the graph the 
strong moves up in the ratio in 
previous economic downturns. 
On both oscillator series (lower 
and upper rectangles), the ra-
tio is approaching an impor-
tant low, probably towards 
this Summer. It should then 
see a rebound which could 
last between 3 and 6 quarters, 
possibly into late 2019.  On 

the targets front, the upper end of our I Impulsive targets to the downside has been reached (right-end scale), yet the move 
may still extent another 10 to 15% lower over the next few months (the lower end of the range).  Hence, more patience 
seems to be required to enter such defensive equities vs the market, yet once it materializes, the bounce we expect from 
the Summer is of significant scope. It will probably continue well into into 2019 confirming our negative bias on equities 
over the next 12 to 18 months.
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Reuters CRB Future Price Index
Bi-monthly graph or the perspective over the next 1 to 2 years

We now switch to Com-
modities and specifi-

cally to the the Reuters Com-
modity Futures Price Index. 
The index is quite representa-
tive of the broader Commodity 
space as it contains less Oil/
Energy in its composition than 
other Commodity Index (circa 
40% , vs rather 70% for most 
other indexes). Since the re-
flation trade bottomed in early 
2016, this index has reboun-
ded by about 20% to 25%. Mo-
ving forward, as with equities, 
it may also be reaching an im-
portant top this Summer, yet 
for now it is still unclear how 

strong the correction down from there may be, i.e. either a sell-off to new lows on our long term oscillators (lower rec-
tangle), or a temporary consolidation into early 2019 as shown on our medium term oscillators (upper rectangle).

Reuters CRB Future Price Index / MSCI WORLD INDEX
Bi-monthly graph or the perspective over the next 1 to 2 years

More interestingly in our 
view, we now consi-

der the relative graph of the 
Reuters Commodity Futures 
Price Index vs the MSCI World 
Equity Index. Following years 
of underperformance, the 
ratio now looks Oversold on 
both our oscillator series (lower 
and upper rectangles). Indeed, 
both sequences have recently 
reached “Low Risk” situations, 
and could be starting to reverse 
up into a new secular uptrend. 
On the targets front, our I Im-
pulsive targets to the downside 
have been achieved (right-hand 
scale). This usually signals trend 

exhaustion in terms of price downside potential. Looking to the upside, over the next 2 to 3 years, our C Corrective targets 
(right-hand scale) would imply that Commodities may continue to outperform Equities, possibly by as much as 70 to 
100%.
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Goldman Sachs Energy Index / MSCI WORLD INDEX
Weekly graph or the perspective over the next 2 to 4 quarters

That said, not all Commo-
dities are made the same, 

especially when it comes to 
their timing during the late 
stages of the business cycle. 
We first focus on Energy, which 
already started to outperform 
Equities with the beginning of 
the “reflation trade” in early 
2016. On our long term oscilla-
tors (lower rectangle), the ratio 
of Energy vs MSCI World Index 
may have reached an interme-
diate top earlier this year. The 
sequence should now conso-
lidate until early next year. On 
our medium term oscillators 
however (upper rectangle), En-

ergy seems to be extending up. The sequence may last until this Summer, before it also starts to consolidate until next year. 
Combining both, we would expect Energy, and Oil, to continue higher and outperform Equities possibly until this Sum-
mer, before they both correct down during H2 2018. 

Goldman Sachs Industrial Metals Index / MSCI WORLD INDEX
Weekly graph or the perspective over the next 2 to 4 quarters

Industrial Metals also started 
to reverse up vs Equities with 

the beginning of the reflation 
trade (even slightly earlier, in 
late 2015). The sequence we 
show on our medium term os-
cillators (upper rectangle) may 
suggest that an important top 
was made late last year. That 
said, on our longer term oscilla-
tors (lower rectangle), another 
uptrend sequence still seems 
underway. It should allow In-
dustrial Metals to continue to 
outperform Equities, possibly 
until late Summer. Following 
that, Industrial Commodities 
should correct down vs Equi-

ties until Spring next year. 
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Goldman Sachs Agriculture Index. / MSCI WORLD INDEX
Weekly graph or the perspective over the next 2 to 4 quarters

Agriculture Commodities 
are less pro-cyclical than 

for example Oil or Industrial 
Metals. We would hence ty-
pically see them as late cycle 
performers. As it happens, 
they may have just bottomed 
vs Equities. Indeed, our long 
term oscillators (lower rec-
tangle) are suggesting that a 
“Low Risk” situation was made 
earlier this year, while our I Im-
pulsive targets to the downside 
had been reached (right-hand 
scale). On our medium term 
oscillators (upper rectangle), 
we are starting to project an 
uptrend sequence. Initially it 

should lead us upinto early next year and could generate up to 10% of outperformance vs Equities (C Corrective targets 
to the upside, right-hand scale).  

Goldman Sachs Precious Metal Index / MSCI WORLD INDEX
Weekly graph or the perspective over the next 2 to 4 quarters

Over the last 2 years, the 
reflationary environment 

has taken its toll on Precious 
Metals vs Equities. Indeed, 
although their performance 
has been decent on a abso-
lute basis (Gold especially), 
their defensive profile has led 
them to underperform other 
risk assets quite substantial-
ly. We believe this situation 
should soon reverse, as the 
reflation trades gradually dies 
out during the Summer, and 
Precious Metals regain their 
defensive purpose.  That said, 
both oscillators series (lower 
and upper rectangle) are still 

down-trending for now, possibly until early, perhaps even late Summer. Considering the downside risk, which for now is 
still compelling (I Impulsive targets down; right-hand scale), we would probably wait until late Summer before we would 
consider entering the Precious Metals space.
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Copper Spot (London Metal Exch.) / Gold Spot (USD/Oz)
Weekly graph or the perspective over the next 2 to 4 quarters

As an additional insight, we 
hereby benchmark Copper vs 

Gold. The ratio is often used by 
Jeffrey Gundlach, the famous bond 
manager to justify why the refla-
tion trade is still underway.  On 
both our oscillator series (lower 
and upper rectangle), this is in-
deed still the case, possibly until 
late Summer, perhaps even early 
Fall. That said, the ratio doesn’t ne-
cessarily imply that Copper conti-
nues to rise until then, just that Gold 
underperforms it. This may well be 
the case if the current US Dollar rally 
extends and continues to accelerate 
during the Summer.
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Agricultural Commodities / Brent Oil
Bi-Monthly graph or the perspective over the next 1 to 2 years

Finally, we compare Agricultural 
Commodities to Oil on a longer 

term basis. This graph is the Com-
modity equivalent of the Staples vs 
the Equity Markets’ graph shown 
on page 28. The charts, which are 
very similar are great indicators to 
highlight long term risk-on and risk-
off phases. Following almost 2.5 
years of reflation trade, Agricultural 
Commodities may now be approa-
ching an important low vs Oil on a 
relative basis. On both oscillator se-
ries (lower and upper rectangle), we 
expect it to materialize during the 
Summer. The bounce that should 
follow could last between 3 to 6 
quarters. This is indeed identical to 

the conclusions we make from the Staples vs the S&P500 graph a few pages above. It is also quite worrying for risk assets 
in general beyond Q3 2018.

Concluding remarks:

The long term uptrend on Equities since 2009 seems to be approaching its exhaustion. We expect it to top out sometime 
this Summer, and enter a period of correction to the downside, which could last between 12 and 18 months. Similar-

ly, some of the more pro-cyclical commodities such as Oil or Industrial Metals could also be topping out during Q3. They 
should follow equities lower, possibly until early 2019, at least.  Concomitantly, in both the Equities and Commodities asset 
classes, we are expecting important long term lows on Defensive segments. We expect Staples to bottom vs the Market 
during the Summer. At the same time, Agricultural Commodities should bottom vs Oil.  These defensive trades could move 
up between 3 to 6 quarters. These Defensive uptrends will then imply that a broad and important risk assets correction is 
underway. In this context, as the situation gradually deteriorates during late Summer and the Fall, we would expect Gold to 
shrug off any remaining USD strength. It should then start to accelerate up, probably from Q4 into late next year.


