
The first leg up in the US Dollar is probably not finished yet
As we had projected earlier this year, the US Dollar is resuming up on the back of a widening interest rates differential 
between the US and Europe and inflationary surprises in the US, which have started to recede. Political crises across 
Europe and the ongoing Trade war between the US and China have added additional momentum to the strong US Dollar 
move, and the sharp acceleration it saw between mid April and end May did feel like it was reaching a climax. In such cir-
cumstances, one may wonder if the current counter-trend since late May may start to accelerate in the other direction. 
We believe not and expect a further move up for the Dollar, probably from mid/late July into mid/late August. This will 
conclude a first leg up in the US Dollar before it retraces down into the Fall. 

Dollar Index
Bi-Monthly graph or the perspective over the next 1 to 2 years

Over the last few quarters, 
our view has been (and 

still is) that the move down in 
the US Dollar from late 2016 
into early 2018 was coun-
ter-trend, and that during H1 
2018, the Dollar would start 
to reverse up probably into H1 
2019 (medium term oscillators; 
upper rectangle) and perhaps 
into late 2019/2020 (long term 
oscillators; lower rectangle). This 
scenario is supported by the fact 
that the whole move down since 
late 2016 never broke through 
the support of our C Corrective 
targets to the downside (here 
at 86; right-hand scale) and that 

hence, the uptrend since 2011 still prevails.

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

Yet, as Mr J.P.Morgan once 
cited, “Prices will fluctuate”, 

and the US Dollar will certain-
ly retrace lower at some point 
during H2 2018 before it ac-
celerates up again towards 
year-end and 2019. From what 
we can read on both our oscil-
lator series (lower and upper 
rectangles), this counter-trend 
(Dollar retracement) will pro-
bably start from mid Summer.  
Thereafter, although we cannot 
exclude a sell-off towards early 
2019 (lower rectangle), we would 
rather favor a scenario where the 
US Dollar resumes higher again 
from mid Q4 into early 2019 and 
beyond (upper rectangle). This 

more Bullish scenario matches our defensive cross asset view as well as the long term projection on our bi-monthly 
graph above. Upside targets over the next month or so are towards our C Corrective targets to the upside in the 96 – 100 
range (right-hand scale).
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EUR/USD
Weekly graph or the perspective over the next 2 to 4 quarters

The Weekly graph of the 
EUR/USD shows similar 

dynamics and we would 
expect a support point for the 
Euro around mid/late Q3 in 
the 1.14 – 1.08 range (right-
hand scale). It should be 
followed by a counter-trend 
move to the upside which 
could materialize between 
late Q3 and mid/late Q4. Here 
also, we cannot exclude that 
EUR/USD then accelerates 
up to new highs (long term 
oscillators; lower rectangle), 
but our favored scenario given 
our cross asset scenario is that 
its bounce will die out during 

mid/late Q4  and that EUR/USD will then resume lower into early 2019 and beyond (medium term oscillators; upper 
rectangle).  

EUR/USD
Daily graph or the perspective over the next 2 to 3 months

Switching to the Daily graph, 
EUR/USD has been correc-

ting to the upside since late 
May. On both our oscillator 
series (lower and upper rec-
tangles), we expect the re-
bound to die out between 
now and the 3rd week of 
July. Following that, EUR/USD 
should then resume lower 
towards mid/late August. On 
the target front (right-hand 
scale), EUR/USD may reach up 
to the range of our C Correc-
tive targets to the upside (1.20 
-122) although this projection 
does seem aggressive given 
the limited time left. Following 
that, our I Impulsive downside 

targets are towards the 1.14 – 1.10 range into mid/late August.
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USD/JPY
Weekly graph or the perspective over the next 2 to 4 quarters

The Yen usually weakens vs 
the US Dollar during risk-

ON phases, this has been the 
case since late Q1 this year. Ac-
cording to both our oscillator 
series (lower and upper cases), 
we expect USD/JPY to top out 
at some point during this Sum-
mer. Given our rather negative 
scenario on equity markets 
from late July/early August, 
we would probably act sooner 
than later and would favor 
exiting USD/JPY over the next 
few weeks. Indeed, looking 
into late 2018 and 2019, we 
expect much lower levels on 
USD/JPY possible below 100 in 

the 98 – 89 range as shown by our I Impulsive targets to the downside (right-hand scale).

USD/JPY
Daily graph or the perspective over the next 2 to 3 months

Given the Weekly graph 
above, the time window 

left for USD/JPY to break above 
the resistance of its C Correc-
tive targets to the upside, i.e. 
above 111 (right-hand scale) 
is quite limited. If it manages 
to do so, which could happen 
between now and the 3rd week 
of July according to both our 
oscillator series (lower and up-
per rectangles), it will probably 
reach our I Impulsive targets to 
the upside which we calculate 
in the 115 – 118 range.  Any 
failure to do so by late July, 
will probably mean that this 
move will never happen and 

we would then recommend to protect any USD/JPY long positions.
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Asian Growth Currencies (ex China) in USD
Weekly graph or the perspective over the next 2 to 4 quarters

Since February, Asian 
Growth currencies (our 

equal weighted portfolio which 
includes the Korean Won, the 
Taiwanese Dollar, the Indian 
Rupee and the Thai Baht) have 
suffered from US Dollar stren-
gth. According to both our os-
cillator series (lower and upper 
rectangles), they should reach 
an intermediate low between 
now and mid Summer. Similar-
ly to our assessment on EUR/
USD, we would favor a scena-
rio where these Asian Growth 
currencies bounce against the 
US Dollar until mid Q4 before 
they resume lower into early 

2019 and beyond (upper rectangle). Nevertheless, we cannot exclude a scenario where they could make new highs by early 
2019 (lower rectangle).

Asian Growth Currencies (ex China) in EUR
Weekly graph or the perspective over the next 2 to 4 quarters

This graph shows the same 
Asian Growth currencies vs 

the Euro.  It confirms a rather 
strong Euro from this Fall into 
Spring next year. Indeed, both 
oscillators series (lower and up-
per rectangles) would suggest 
that while further rebounds 
are possible between now 
and early Q4, Asian Growth 
Currencies will then resume 
lower vs the Euro towards late 
Q1/early Q2 2019. Our I Im-
pulsive targets to the downside 
(right-hand scale) point to a 
range, which is 6 to 13% lower 
than today. This quite compel-
ling and would confirm a rather 

defensive environment from Q4 2017 into Spring next year.
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All Commodity currencies (developed and emerging) in USD
Weekly graph or the perspective over the next 2 to 4 quarters

We now look at a curren-
cy portfolio of commo-

dity producing countries. It is 
equal weighted among AUD, 
NZD, CAD, NOK, BRL, RUB, CLP 
and ZAR. We first analyze it vs 
the US Dollar. As with many 
reflation trades, commodities 
currencies topped out in Fe-
bruary vs the USD. They have 
since been retracing down and 
this first leg lower may last into 
mid Summer according to both 
our oscillator series (lower and 
upper rectangles). Following 
that, we expect a bounce into 
Q4 and then a new period of 
weakness from mid Q4 into 

early next year. Our I Impulsive targets to the downside (right-hand scale) are suggesting that the downside risk for 
Commodity currencies vs the US Dollar is compelling, between 15 and 25%. This would definitely conclude the 2016-
2017 reflation parenthesis. 

All Commodity currencies (developed and emerging) in EUR
Weekly graph or the perspective over the next 2 to 4 quarters

Vs the EUR, Commodity 
currencies also show com-

pelling downside risk into ear-
ly next year, between 7 and 
14% according to our I impul-
sive targets to the downside 
(right-hand scale). Both our os-
cillator series (lower and upper 
rectangle) would suggest that 
following a slight bounce over 
the next few weeks, Commo-
dity currencies will then start 
to slide again in Euro terms, 
probably until early next year 
at least.
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Currencies from Commodity producers vs Net Importers in Emerging Market
Weekly graph or the perspective over the next 2 to 4 quarters

We now look at a classic cross 
currency comparison. It com-

pares Commodity currencies (AUD, 
NZD, CAD, NOK, BRL, RUB, CLP and 
ZAR) vs a portfolio of Emerging market 
currencies which are net importers of 
commodities (KRW, THB, TWD, INR, 
MXN, TRY, HUF, PLN). Historically, both 
show similar profiles in terms of risk, 
while Commodity currencies are much 
more cyclical. On our long term oscilla-
tor series (lower rectangles), Commo-
dity currencies may still see a slight 
bounce over the next few weeks, 
but from mid Summer at the latest, 
they should start to underperform on 
both oscillators series (lower and up-
per rectangles), probably into the Fall 

and potentially towards early next year. 

Equities from Commodity producers vs Net Importers in Emerging Markets
Weekly graph or the perspective over the next 2 to 4 quarters

We now compare the equity mar-
kets of commodity producing 

countries vs the ones of emerging 
countries, which are net importers 
of commodities. For both, we have 
used to same selection of countries 
as above. Although the ratio has been 
stronger that the currency comparison 
above, it shows the same dynamics. 
Commodity producing countries are 
approaching a High Risk zone vs Im-
porters on our long term oscillators 
(lower rectangle). These would usual-
ly trigger several quarters of consoli-
dation, possibly into early next year 
at least as shown on our medium term 
oscillators (upper rectangle).

Concluding remarks

Over the next couple of weeks, we expect the US Dollar to resume higher vs the Euro possibly until mid/late August (EUR/
USD towards the 1.14 -1.10 range). This move will probably be concomitant with a sharp correction in risk assets during 

August. Following that, the Euro and Asian Growth currencies could rebound vs the US Dollar. This environment is not dissimilar 
to the one that prevailed in H1 2017 (a Growth extension). Yet, we do not expect it to be as strong and last as long as it did back 
then. Indeed, from early/mid Q4, the US Dollar should resume its uptrend, possibly well into 2019 as the risk asset environment 
further deteriorates and the US Dollar regains its Flight to Safety status. We would back this view by the fact that Commodity 
Currencies seem to be the weakest link as we move into H2 2018 and 2019. This would conclude the 2016-2017 reflationary 
period, leading to an economic deceleration that may last well into 2019, perhaps even 2020.  In this context, USD/JPY may 
attempt a last push higher into late July /early August, but will suffer thereafter, probably until late next year as a more risk-off 
environment gradually takes hold.
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