
Last month, we suggested that equity markets should continue to stabilize during June, and that from end June, they could 
start to accelerate up again for a last leg higher into late July / early August. This last move up is developing as we write, and 
we still expect it to push higher into the 2nd half of July. Some developed markets will make new highs, others may retest. 
We would suggest to use this Summer rally to take profit and reduce risk. Indeed, this is not a market for Buy and Hold equity 
investors anymore, and we believe that equity markets could soon enter a period of correction to the downside that could 
last between 12 and 18 months, and bring down the S&P500 Index by 20 to 35 % for example. More generally, we believe 
that the cross asset environment will soon turn much more defensive (from end July). The yield curve should start to flatten 
quite aggressively, long term yields should top out in the US while they continue lower in Europe, Equity to Bond ratios are 
also topping out, and Credit spreads should continue to accelerate up. On the sector front, we would start to overweight 
Defensive profiles from months’ end, would reduce exposure to Big technological stocks, which are inherently “high beta” 
and could underperform in a widespread market correction. As an alternative, Biotech probably looks interesting from end 
August into the Fall.

Looking towards Emerging markets and China, we believe that the conjunction of a higher US Dollar with industrial 
commodities (energy and base metals), which are topping out, will gradually reverse most of the 2017 – 2016 gains within 
a 12 to 18 months' period. Indeed, the “reflation trade” in place since early 2016 seems to be coming to an end, and the 
deceleration phase that follows, will be accompanied by lower commodities, lower emerging markets and a higher US Dollar. 
The process is already underway. The Dollar bottomed out against the majors in February and despite the recent Italian 
political crises and the devaluation of the Chinese Yuan, its first leg up may not be over yet. During, July we expect the Euro to 
hold on slightly longer, while commodities attempt a last move up and emerging markets perform a dead cat bounce. Coming 
late July / early August, we expect these trades to reverse down again, probably towards mid / late August as risk assets more 
generally start to sell-off. September and October may then see a weak growth extension, some defensive sectors may make 
new highs, but probably not the main indices, the US Dollar may retrace some, China and Emerging markets may bounce, 
and Gold will start to move up. Coming November, we expect risk assets to resume lower again as the environment will 
become even more defensive. This will bring renewed support to the US Dollar, to the Yen, to Gold, to Treasuries and Bunds 
as well as to Defensive sectors vs the market, as Investors flee to Safety, probably into Spring 2019 and beyond.

To conclude, after having followed risk assets up for the last 18 months, we will finally be pulling the “take -profit trigger” 
on most of them by the end of this month. We cannot exclude, further Growth extensions into the Fall, but believe that at 
current levels, the risk/reward relationship is certainly worth adopting a more defensive stance, first into late Summer, and 
then into Spring 2019.

6/ Mapping the markets 

Main 
Equities

US

S&P500

We believe the current July rally is a take 
profit opportunity, probably towards end Ju-
ly, before equity markets start moving lower 
into August

From August, we expect the S&P500 to 
top out for this cycle. The Bear market 
that follows could last 12 to 18 months. 
We would start reducing risk by end July.

Europe
   
EuroStoxx50

On most European markets, the current July 
rally will probably not make new highs, yet 
it is also a take profit opportunity, probably 
towards end July, before equity markets start 
moving lower into August

As in the US, from August, we expect Eu-
ropean Equities  to top out for this cycle 
and start reversing down into late Sum-
mer, and then towards 2019.

EMs

MSCIEM USD

EMs may attempt a dead cat bounce during 
July, but a strong USD into late July/August 
will keep them under pressure until late 
Summer.

During the Fall, EMs may find some re-
lief as the USD retraces a bit, yet global 
deceleration should keep them under 
pressure.

Treasuries US10Y

Bond prices

US Treasuries should bottom out towards 
late July, US10Y yields may still make margin-
al new highs above 3.1 % by then.

From August, US Treasuries will start 
bottoming out. Start accumulating. 10Y 
Yields may retrace 70 to 100 bps into 
2019. 

Germany 10Y

Bund prices

Bund Futures may still retrace some of their 
recent gains during July, yet we do not expect 
a widespread sell-off. Accumulate on Dips.

From August, Bund Futures should re-
sume their uptrend, probably towards 
year-end and then into 2019.

Next 2 months 3 to 6 months ahead

Legend: Strong OverweightOverweightNeutralStrong Underweight Underweight
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Main Asset Allocation Drivers

Main Equities
World markets
p 16  - 18, 20, 22

Equities markets are reaching the last stages of their Bull market since early 2016. We expect 
them to top towards late July / early August and some markets will achieve new highs. 
Following that, from August, we expect them to start reversing down and gradually enter a 
Bear market which could last between 12 and 18 months.

Main Regional picks
p 16  - 18, 20, 22

The Euro is currently bouncing while markets are heading up. This should keep European 
markets under relative pressure although these do have some catching up to do. We are 
hence neutral for now on our Europe/US positioning. Japan may fair slightly better as the Yen 
seems quite weak into end July, yet don’t overstay as the Yen should start to strengthen again 
as soon as risk assets start to correct. 

Main Equities & Government Bonds
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Volatility Volatility continues to move lower, probably towards early August according to our Daily 
graphs.

Emerging markets
p 36-37, 40, 49

We remain prudent on Emerging markets for now. They may bounce slightly during July, but 
should resume lower and under-perform again during August as the US Dollar strengthens 

Government Bonds
US & European Benchmarks   
p 26 - 27

US 10Y yields could see one last move up into late July, perhaps early August (probably 
marginal new highs above 3.1%) before they top out for this cycle. European long term yields 
bounce slightly during July, but will then resume lower during August.

Equity / Bonds US The ratio should top-out towards end July/
early August.

From August, Equities and Treasury Yields 
top out for this cycle, the ratio starts to re-
verse down, possibly towards year-end.

Europe The ratio should top-out towards end July/
early August.

From August, European markets reverse 
down again, while the Bund gathers more 
steam again. The ratio starts to consolidate 
down towards year-end at least.

Duration European long term yields may make a dead 
cat bounce during July, while US yields at-
tempt to reach new highs towards late July.

Long term Yields and Yield Curves on both 
sides of the Atlantic start to correct down 
from August, probably until Spring 2019 at 
least.

Credit US High Yield may still retest up during July vs 
Investment Grade. Concomitantly Sovereign 
spreads may also retrace a bit.

From August, Credit starts to deteriorate as 
the business cycle starts to turn, and con-
ditions gradually worsen towards year-end. 

TIPs/Treasuries TIPs vs Treasuries still seem to rise until late 
July / early August as residual inflation expec-
tations continue to rise into the Summer.

The TIPs/Treasury ratio gradually loses mo-
mentum towards the Fall, as inflationary 
pressures subside.

Oil Oil attempts a last move up towards the mid/
high 80s$/barrel on Brent. It tops out for this 
cycle towards end July/early August.

From August, Oil gradually rolls over as the 
business cycle starts to top out and risk as-
sets start to correct.

Industrial metals Industrial metals and Copper may bounce 
slightly during July, but their current down-
trend seems to continue towards late August 
at least.

Copper and Industrial metals may attempt 
a last retest to the upside during the Fall, 
but will find it difficult to make new highs.

Gold Gold may attempt a slight bounce during 
July, but then continues lower from end July 
into late August. 

From late Summer, Gold initially benefits 
from a retracement in USD,  then gradually 
gains momentum as Financial Conditions 
start to deteriorate.

Next 2 months 3 to 6 months aheadMain Asset Allocation Drivers

Legend: Strong OverweightOverweightNeutralStrong Underweight Underweight
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Equity to Bond Ratios, Fixed Income Dynamics & Commodities

Equity to Bond Ratios
US & Eurozone Markets
p 28

Equities and Yields resume their uptrend in the US until late July / early August when we 
expect them to top out. In Europe, the ratio may bounce slightly during July, but resumes 
lower during August.

Fixed Income Dynamics
Duration (10y  - 3Y/3M) 
p 25, 27

Yield Curve spreads in the US should start to accelerate lower from late July probably towards 
year-end as the FED continues its hiking spree and long term yields start to retrace down. 
Many US yield curves spreads may invert by year-end / early next year. In Europe, long term 
yields are now in a downtrend. It may take a slight pause during the Fall, but then continues 
lower well into 2019. 10Y Bund Yields will see negative yields again, at least.
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Foreign Exchange

USD vs EUR EUR/USD could continue to hold up until mid/late Ju-
ly  (1.18 - 1.20 range), it then gradually resumes down 
again until mid/late August (1.14 - 1.10 range)

From late August, EUR/USD may start to stabilize 
and could bounce into the Fall

GBP GBP/USD could continue to hold up until mid/late July 
(up to 1.35 ?), it then resumes lower until mid/late Au-
gust.

From late August, GBP/USD may start to stabilize 
and could bounce into the Fall

JPY USD/JPY is attempting to break out above 111. It may 
reach above 115 by late July / early August.  

From August, USD/JPY gradually loses momentum 
and starts reversing back down. The move down 
gradually accelerates into the Fall.

CHF USD/CHF is attempting to resume its uptrend, and by 
August pushes back above parity and possibly slightly 
higher.

From late August , the Dollar loses mometum and 
could start to retrace down into the Fall.

EUR vs GBP EUR/GBP could still retest down during July, but gradual-
ly gains upside momentum during August.

From late Summer, EUR/GBP should resume its 
uptrend towards 2019 on risk-OFF considerations. 
Indeed, longer term, the EUR still seems more de-
fensive than the GBP.

JPY EUR/JPY could continue its rebound into late July and 
could test its 132 resistance. It should then reverse low-
er into August.

From August, EUR/JPY starts reverses down, prob-
ably well into 2019

CHF EUR/CHF could continue its weak rebound into late 
July towards the 1.17 - 1.18  range, it then reserves this 
move during August.

EUR/CHF may still attempt to retest up during 
September/October (1.20), yet reverses down 
towards year-end on risk-off considerations

GBP vs JPY GBP/JPY could continue to rebound into late July 
towards 150, it then tops outs and starts to reverse 
down during August

From August, GBP/JPY reverses down and gradually 
gains downside momentum towards year-end as 
risk-off considerations increase

CHF GBP/CHF could continue to rebound into late July 
towards 1.33 – 1.34, it then tops outs and starts to 
reverse down during August

From August, GBP/CHF reverses down and 
gradually gains downside momentum towards 
year-end as risk-off considerations increase

Next 2 months 3 to 6 months ahead

Legend: Strong OverweightOverweightNeutralStrong Underweight Underweight

Rate Differentials The progression of the Rate differentials remains in favor of the US (vs Europe, Japan or the UK) 
probably into late Summer / early Fall at least. 

Tips Inflation expectations (TIPs/Treasuries ratio) remain in an uptrend for now. That said, we expect TIPs 
yields and Treasuries yields to confirm their reversal down from late July /early August (marginal new 
highs are still possible).  Hence real yields may start to fall more rapidly than nominal yields. This 
would explain why TIPs continue to outperform Treasuries until later this year. 

Commodities
Oil
p 35

Oil attempts a last push into the mid/high 80s USD/barrel (Brent) between now and early August, and 
then probably tops out for this cycle.

Industrial metals
p35

Industrial metals may attempt to bounce slightly during July, but should resume lower during August, 
They may extend attempt a retest to the upside during the Fall, but the trend is mature and achieving 
new highs will be difficult.

Gold & PMs
p31

Following a slight bounce during July, Gold should resume lower towards mid/late August as the US 
Dollar continues to strengthen. Gold should then benefit from a retracement in the US Dollar from 
early September, and then start to accelerate up vs all currencies and most assets towards late Fall, as 
financial conditions start to deteriorate.

Agriculture Agricultural Commodities are typical late cycle commodities. They are more defensive than Energy 
or Industrial Metals and should perform better than them in the upcoming environment. For now, 
following their June sell-off (Chinese devaluation), we would expect them to remain under pressure 
until mid/late August. During the Fall, they should resume higher, until early/mid Q4 at least.

Credit
p 29

US Investment Grade Bonds are already in a downtrend vs US Treasuries. High Yield Bonds may 
retest up one last time vs Investment Grade in July, but then starts to sell-off, probably towards 2019. 
Sovereign credits spreads are now also on the rise both in Southern Europe and in Emerging markets. 
They may continue to retrace a bit during July, but should resume up during August.
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Equities Markets Segmentation

US Sectors - S&P500 We will remain Underweight Defensive 
and Overweight Technology and Energy 
until late July and then turn Defensive

From August, we expect Equity, Commod-
ities and Yields to start topping out for the 
cycle. Our sector allocation will hence turn 
defensive to reflect this view.

Sectors Proxy ETF 
symbols

Benchmark-
weights

Strong 
Under-
weight

Under-
weight

Neutral Over-
weight

Strong
Over-
weight

Strong 
Under-
weight

Under-
weight

Neutral Over-
weight

Strong
Over-
weight

Technology XLK 26%

Financials XLF 15%

HealthCare XLV 14%

Discretionary XLY 12%

Industrials XLI 10%

Staples XLP 8%

Energy XLE 6%

Next 2 months 3 to 6 months aheadCore Sector Weightings
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Euro
p 45

The upside momentum on EUR/USD that prevailed throughout 2017 has stalled. Indeed, we believe that the 
recoupling story (European Growth catching up with the rest of the world) is fading. Indeed, since mid Q1 
2018, the Economic surprise index has steadily deteriorated, while the recent Italian Political crisis highlights 
the persistent structural imbalances in the EuroZone. We expect that the current rebound on the EUR/USD 
to die out towards mid, perhaps late July  (1.18 – 1.20 range), and that during August, EUR/USD could sell-off 
towards the 1.14 – 1.10 range. Following that, it rebounds back up towards the high teens during the Fall, as 
the US starts to face its own economic deceleration. In 2019, EUR/USD weakens further as economic, financial 
and political problems  accumulate. Vs CHF, the upside momentum seems to have been broken, EUR/CHF 
should remain under pressure until mid/late August, yet could attempt to retest up during the Fall, but should 
then start reversing lower again towards year-end on risk-OFF considerations. EUR/GBP may still retest down 
during July, but gradually starts to gain upside momentum from August towards year-end and 2019 as Sterling 
is probably more sensitive than the Euro to any upcoming cyclical downturn.

Yen
p 46

The rebound on USD/JPY has been strong and we expect it to continue towards late July / early August. It will 
first need to confirm that it can break above 111, possibly opening the door towards 115 over the next 2 to 
3 weeks. Following that as risk assets top-out in August and financial conditions start to deteriorate towards 
year-end, we expect the Yen to regain its risk-OFF profile and that USD/JPY starts to reverse down towards 
2019. Vs the Euro and Sterling, the Yen could remain quite weak until late July, before it regains strength 
towards year-end and into 2019 on Flight to safety concerns. 

Sterling Cable (GBP/USD) is following similar dynamic than EUR/USD. Its current rebound should die out towards mid, 
perhaps late July (1.33 – 1.35 range), before the pair resumes lower in to mid/late August (price targets below 
1.30). As with the Euro, from late Summer / early Fall, GBP may start to bounce vs USD probably into early/
mid Q4, before it resumes lower into 2019. 

Oil & 
Commodities 
currencies
p 48

Commodity currencies (our equal weighted portfolio containing AUD, BRL, CAD, NOK, NZD, RUB, CLP and 
ZAR) topped out in early February against the Dollar and has been consolidating down since. We expect this  
downtrend to continue into August in first instance. Following a slight bounce during late Summer, early 
Fall, Commodity currencies should weaken substantially vs the US Dollar from late 2018 and well into 2019. 
Against the Euro, Commodities currencies should also weaken towards year-end and 2019.

Asian 
currencies
p 47

Our Asian Growth equal weighted portfolio (CNY, INR, KRW, THB and TWD) should continue to resume lower 
vs the USD towards August. Following that, it may rebound during the Fall before it corrects down again 
towards year-end and 2019. Vs the Euro, our Asian Growth currencies could see further bounces between 
now and early Q4, yet could then resume lower towards early next year.

US Dollar 
p 44 - 46

We believe the US Dollar has turned up for this cycle and that it will gradually strengthen in successive stages 
towards mid/late 2019. Shorter term, we expect its current retracement to continue perhaps into mid July 
or so, before the US Dollar resumes up towards mid/late August. Following that, the US Dollar could retrace 
down into the the Fall as the deceleration also begins to hit the US, before it accelerates up again towards 
year-end and into 2019 on Flight to Safety concerns.
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All World Country Index
Currency hedged

Until late July, we will Overweight the US 
and Japan. 

From early August, we will Underweight 
Europe and Commodity producers. Over-

weight the US and Switzerland
Sectors Index 

symbols
Benchmark-
weights

Strong 
Under-
weight

Under-
weight

Neutral Over-
weight

Strong
Over-
weight

Strong 
Under-
weight

Under-
weight

Neutral Over-
weight

Strong
Over-
weight

US S&P 500 52%

Canada TSX 3%

Europe SXXP 21%

     -UK FTSE 6%

     -France CAC40 3%

     -Germany DAX 3%

     -Switzerland SMI 3%

Japan N225 8%

China MSCICN 3%

Next 2 months 3 to 6 months aheadCore Countries Weightings

Main Sectors Allocation
p 19, 21, 30, 50-51
Our scenario on equities is still positive until late July / early August. This move up is potentially the last one to the upside 
before equity markets top out for the cycle and start to reverse down towards year-end and 2019.  Hence, our sector 
allocation is quite neutral as the visibility is quite short coming into an important turning point. We will hence remain 
underweight Defensive sectors for now and overweight Technology and Energy, which should perform well in the current 
late cycle environment. 

Then, from the end of this month (late July/early August), we expect Equity, Commodities and Yields to top out for the cycle. 
Our sector allocation will turn defensive and will probably remain so throughout most of H2 2018.

European Sectors - Europe Stoxx 600 We will remain Underweight Defensive 
and Overweight Technology and Energy 

until late July and then turn Defensive

From August, we expect Equity, Commod-
ities and Yields to start topping out for the 
cycle. Our sector allocation will hence turn 
defensive to reflect this view.

Sectors Index 
symbols

Benchmark-
weights

Strong 
Under-
weight

Under-
weight

Neutral Over-
weight

Strong
Over-
weight

Strong 
Under-
weight

Under-
weight

Neutral Over-
weight

Strong
Over-
weight

Banks SX7P 13%

Industrials SXNP 12%

HealthCare SXDP 11%

Pers. & HH Goods SXQP 9%

Food & Beverage SX3P 7%

Insurance SXIP 6%

Energy SXEP 6%

Countries allocation

Next 2 months 3 to 6 months ahead



General Comment Until late July, we remain positive on 
Growth themes and underweight Value 
and Defensives

From August onwards, we would favour 
Defensive profiles as we expect equity 
markets to top out, and move away from 
cyclical themes

Themes Strong 
Under-
weight

Under-
weight

Neutral Over-
weight

Strong
Over-
weight

Strong 
Under-
weight

Under-
weight

Neutral Over-
weight

Strong
Over-
weight

Nasdaq 100 (vs S&P500)

DJ Industrial (vs S&P500)

Russell 2000 (vs S&P500)

Wilshire REITs (vs S&P500)

US Value (vs US Growth)

Southern EuroZone (vs Stoxx EZ 600)

EuroZone Small Cap (vs Stoxx EZ 600)

Japanese Small Cap (vs N225)

Goldmines

Diversified Mining

Core Factor/Themes Weightings Next 2 months 3 to 6 months ahead

Core factors and Themes
p  17 - 18

Our scenario on equities is still positive until late July, yet we believe that this leg up is probably the last one, before an 
important top is made on risk assets towards late July / early August. We will hence remain underweight all defensive themes 
until then (in the table above: REITS and Goldmines) and continue to favor pro-cyclical ones (e.g. Diversified Mining). We 
have also neutralized the Nasdaq vs the S&P500, which could still outperform slightly longer, yet for which the risk/reward 
vs the S&P500 is starting to look quite extended.

From August into year-end, our Themes & Factors allocation is turning much more defensive as we expect most Equity 
markets to be topping out for this cycle.
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Main Country allocation
p 16 - 18, 20, 22, 36-37, 40, 49

We expect Equity markets to top out towards late July, perhaps early August, and then correct down during August. Until 
then, we would favor the US, which still shows strong momentum and Japan, which may accelerate one last time as USD/
JPY also attempts a last leg up above 111. 

From August, we believe that equity markets in general may make an important top and that these could start to correct 
down towards 2019. We also expect that by September, EUR/USD could start to stabilize as the deceleration story begins to 
also impact the US. Our allocation will hence turn quite defensive, favoring the US and Switzerland and avoiding Europe as a 
whole, given the negative relative impact that a rebound in EUR and GBP could have on European markets from late August 
into the Fall. 

Core factors and Themes


