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Equity markets are looking strong towards 2018, yet following the nice 
September  bounce/extension, we would advocate prudence again as 
we move into October
Late July, we expected a retracement on risk assets into August, and a sharp recovery from late August  early September. 
Late August, we confirmed this re-acceleration to the upside, a move which we believed could last into late September / 
early October, and possibly make new highs on many risk assets.  As we write, these articulations have materialized and 
the potential to the upside seems exhausted again. We would now advocate for renewed prudence during October even 
though, equity markets still seem well positioned towards year-end and 2018. 

S&P500 Index vs the Treasury Notes 10 Years Contract (Dec)
Bi-monthly graph or the perspective over the next 1 to 2 years

The ratio, which we view 
as our reflation/defla-

tion gauge is heading up on 
both oscillator series (lower 
and upper rectangles). The 
trend since 2008 is well ad-
vanced, yet both sequences 
we map would point to 
a continuation of the 
uptrend, possibly towar-
ds mid 2018. The potential 
up for equities vs bonds 
(right-hand scale ; middle 
rectangle) may have been 
reached, yet could extend 
another 20% in the best of 
cases. This may happen if 
the last leg up we expect for 

reflation trades materializes between this Fall and next Spring. 

S&P 500 Index
Weekly graph or the perspective over the next 2 to 4 quarters

The S&P500 Index is indeed 
still heading up towards 

Spring 2018 on both our os-
cillator series. While our long 
term oscillators (lower rec-
tangle) may have just confir-
med a « resume Uptrend » 
situation, our medium oscil-
lators (upper rectangle) still 
point to a further re-test in 
mid Q4. The potential left to 
the upside on US markets un-
til next Spring is somewhat 
limited, possibly into the high 
2’600s or between 5 and 10 % 
higher than today (right-hand 
scale ; middle rectangle). 
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S&P 500 Index
Daily graph or the perspective over the next 2 to 3 months

Following the strong 
extension it saw in Sep-

tember, the S&P500 is 
« High Risk » again over the 
next month or so (our Au-
tomatic messaging ; middle 
rectangle). The sequences 
we project on both our os-
cillator series (lower and 
upper rectangles) point to 
a top between now and 
early October. Such situa-
tions usually result in 3 to 6 
weeks of consolidation to 
the downside so that we will 
look for new entry points 
towards late October / early 
November. Our ‘I’ Impulsive 

targets up have been achieved for now, while the ‘C’ correction potential to the downside, we can calculate, is between 
2’425 and 2’374 (0.5 to 0.8 times «Delta» at 170.1 substracted from the top of the graph) , or between 3 and 6 % lower than 
today (right-hand scale ; middle rectangle)

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

The EuroStoxx 50 also 
saw a nice rebound du-

ring September and is even 
approaching its early May 
highs. On both our oscillator 
series (lower and upper rec-
tangles), it may top out again 
between now and early Oc-
tober, possibly into late Oc-
tober, early November. The 
correction to the downside 
we expect is usually calcu-
lated as minus 0.5 to 0.8 time 
our historic volatility, subtrac-
ted from the graph’s highest 
point (« Delta » is at 401.7 ; 
middle rectangle ; right-hand 
side). Hence, the downside 

targets, we can calculate are between 3’458 and 3’338 or between 3 and 6 % lower than today. 
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Dow Jones EuroStoxx 50 Index
Weekly graph or the perspective over the next 2 to 4 quarters

Longer term however, we 
are still very bullish on 

European markets towar-
ds Spring next year. Both 
our oscillator series (lower 
and upper rectangles) show 
a last point of downside 
re-test in mid Q4 2017 and 
then an acceleration up 
towards Q2 2018. In May, 
we broke above our ‘C’ cor-
rective targets to the upside, 
and are now eying our ‘I’ Im-
pulsive targets up between 
4’000 and 4’400 or 12 to 
25 % above current levels 
(right-hand scale). 

EUR/USD
Weekly graph or the perspective over the next 2 to 4 quarters

The EUR/USD pair has 
been a key determi-

nant this year of the per-
formance, and especially 
the underperformance (vs 
their US counterparts), of 
European markets. We be-
lieve the re-acceleration of 
European markets we ex-
pect may coincide with a 
period of consolidation to 
the downside on EUR/USD, 
starting sometime mid Q4 
2017. This is the scenario we 
outline on both our oscilla-
tor series (lower and upper 
rectangles). The correction 
to the upside since late last 

year on EUR/USD is indeed gradually reaching exhaustion. It has achieved, the lower end of its ‘C’ Corrective targets to 
the upside around 1.16, and should meet strong resistance if it pushes towards the higher end of these targets around 1.24 
(right-hand scale ; middle rectangle).   
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EUR/USD
Daily graph or the perspective over the next 2 to 3 months

EUR/USD may also be nea-
ring exhaustion on our 

Daily graph. Indeed, our me-
dium term term oscillators 
have reached a High Risk po-
sition (upper rectangle) and 
have entered our ‘I’ Impulsive 
targets to the upside between 
1.18 and 1.22 (right-hand 
scale ; middle rectangle). That 
said, we still believe that a 
last continuation move may 
materialize towards late 
October, early November 
as shown on our long term 
oscillator series (lower rec-
tangle). EUR/USD may then 
retest its recent highs and 

possibly even move towards 1.22, the higher end of our ‘I’ Impulsive targets, where it should find strong resistance.

Dow Jones EuroStoxx 600 vs the S&P500 Index (currency hedged ratio)
Weekly graph or the perspective over the next 2 to 4 quarters

The ratio shows the re-
lative performance the 

Euro Stoxx 600 and the 
S&P500, when hedged for 
currency moves (absolute 
performance, like to like 
comparison). Hence, cur-
rency moves not-withstan-
ding, the EuroStoxx 600 
is showing strong outper-
formance potential vs the 
S&P500 towards next Spring 
(the sequences we project on 
both oscillators series ; lower 
and upper rectangles). This 
outperformance should see 
another downside re-test in 
mid Q4 2017 and then start 

to accelerate. Our ‘C’ corrective targets up suggest that the EuroStoxx 600 may outperform the S&P500 by as much as 10 % 
until Q2 2018 (right-hand scale).  
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Dow Jones EuroStoxx 600 vs the S&P500 Index (currency hedged ratio)
Daily graph or the perspective over the next 2 to 3 months

Looking at the EuroStoxx 
600 vs the S&P500 (hedged 

ratio) on the Daily graph, we 
can clearly see the EuroS-
toxx’s underperformance 
since May on the back of the 
EUR/USD strength. Going 
forward, following a slight 
bounce in September, both 
our oscillator series would 
suggest a further leg down 
for EuroStoxx 600 vs the 
S&P500 towards late Octo-
ber / early November (lower 
and upper rectangles).  The ‘I’ 
Impulsive targets down (right-
hand scale ; middle rectangle) 
still show more than 5 % risk 

to the downside for Europe vs the US. This could confirm our view that a last extension up on EUR/USD is probable.

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

Looking to Japan and the 
Nikkei 225, we would also 

confirm strong upside po-
tential towards next Spring. 
Our medium term oscillators 
(upper rectangle) are in a 
« resume uptrend » situation, 
while our long term oscillators 
(lower rectangle) will get there 
following a last retest into mid 
Q4 2017. The ‘I’ Impulsive 
price potential to the upside 
(right-hand scale ; middle rec-
tangle) is substantial, towards 
the 22’000 – 24’500 range or  
between 9 and 21 % upside 
potential.
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USD/JPY
Weekly graph or the perspective over the next 2 to 4 quarters

As with the EuroS-
toxx600 and the EUR/

USD relationship, we be-
lieve much of the outperfor-
mance of the Nikkei 225 we 
expect into the Spring will 
be related to a weakening of 
Yen vs USD (strengthening 
of USD/JPY). On our long 
term oscillator series (lower 
rectangle), we believe a base 
has been made between the 
lows made mid last year and 
the ones this Summer. This is 
a good support to move hi-
gher. As with EUR/USD, we do 
however expect a last re-test 
down on the Dollar towards 

mid Q4 (the sequence we project on our medium term oscillators ; upper rectangle). Following that,  USD/JPY should really 
starts to accelerate up. Our first level of resistance would be towards the higher end of our ‘C’ Corrective targets to the up-
side (118 ; right hand scale ; middle rectangle). Above that, the next targets probably point to 130 by next Spring. For more 
insight on USD/JPY, please see our Daily analysis on page 31 of this document.

Nikkei 225 Index
Daily graph or the perspective over the next 2 to 3 months

Shifting back to the Nikkei 
225 and its Daily graph, 

both oscillator series (lower 
and upper rectangles) show 
that an intermediate top 
should materialise early Oc-
tober. Following that, the 
Nikkei should correct down 
into late October, early No-
vember. Our ‘I’ Impulsive 
targets to the upside have 
been pretty much achieved 
for now (right-hand scale ; 
middle rectangle). The 
Corrective targets to the 
downside we can calculate 
for the upcoming correc-
tion would indicate a range 
between 19’100 and 18’300 

or between 6 and 10 % (or 0.5 to 0.8 times our historic volatility Delta – right-hand side ; middle rectangle – subtracted from 
the highest level on the graph). 
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Brazil Bovespa vs India BSE Sensitive Index
Weekly graph or the perspective over the next 2 to 4 quarters

Most Emerging markets 
ETFs are denominated 

in US Dollars and hence with 
USD weakness this year, they 
all show great performance. 
Our view is that investment 
in Emerging markets must 
be carefully differentiated 
at the moment, especially 
between oil & commodity 
exporting and importing 
countries. As an example we 
show the relative graph of 
Brazil vs Indian equities (with 
the cross currency impact). 
Early this year, we were 
saying to sell the former and 
by the latter. We have since 

reversed this trade as shown on both our oscillator series (lower and upper rectangles). We would now continue to be 
overweight Brazil and underweight India into Q1 2018, especially from November on, following the retracement on Oil 
we expect during October.

Concluding remarks

We are still very much Bullish on all equity markets into the Spring of 2018. We would prefer Europe and Japan to 
the US, especially from mid Q4 when we expect the USD to start to strengthen again. In Emerging markets, we 

would overweight oil & commodity producers vs importers. However, shorter term, we believe the risk/reward on most 
markets over the coming 3 to 6 weeks is disadvantageous. We would expect a 3 to 6% correction to the downside in the 
US and Europe, probably into late October, early November.  
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