
Trade Talks - Truces are meant to be broken
It was quite revealing to watch how following the China/US trade negotiations at the G20 in Buenos Aires, which were apparently 
successful, China was reluctant to confirm concrete advances on auto import duties, while last Wednesday, we learned that Canada 
arrested Mrs Meng Wanzhou, CFO of the Huawei, China’s telecom giant, on charges that the company violated US sanctions on Iran. As 
she awaits extradition to the US, Chinese state media are outraged, and the US/China trade talks/truce are looking ever more fragile. 
This is a lose/lose situation for financial markets which have been taken hostages of these reckless developments. In this article, we 
analyze their impact on US and Chinese equity markets as well as the possible collateral damage on commodities. 

S&P500 Index 
Daily graph or the perspective over the next 2 to 3 months

Last month, we warned that the second 
half of November could see another equity 

bounce, yet that by late November / early De-
cember, equity markets should resume their 
downtrend probably towards year-end and 
potentially into mid/late Q1 2019. Both our 
oscillator series (lower and upper rectangles) 
are confirming these downtrends, first into 
early/mid January, and then possibly once 
again towards February / March. On the tar-
get front (right-hand scale), we are current-
ly testing below our C Corrective targets to 
the downside for the third time. We expect 
these support points to break soon, and the 
S&P500 could then enter an impulsive move 
to the downside with targets in the 2’500 – 
2’370 range (6 to 11% below current levels). 
Hence, despite seasonality, which is usually 

favorable, we would warn of substantial risk to US equity markets over the next couple of months. 

MSCI China Index 
Daily graph or the persepctive over the next 2 to 3 months

Chinese equity markets do look more 
Oversold and indeed they have started 

to turn up over the last few weeks. Yet, both 
our oscillators series (lower and upper rec-
tangles) are still positioned to resume their 
downtrend over the next 3 to 6 weeks. The 
upside reaction since late October is still be-
low our C Corrective targets to the upside 
(right-hand scale), and hence, still very much 
countertrend.  The previous downtrend from 
June into October still prevails. According to 
our I Impulsive targets to the downside, the 
MSCI China Index could retest down towar-
ds its lows over the next few weeks, poten-
tially until late January / February. These are  
circa 10% below current levels.
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Shanghai Composite
Daily graph or the perspective over the next 2 to 3 months

Here again, the price action 
looks quite Oversold, yet 

since mid October, the Shan-
ghai Composite has bounced 
unconvincingly, and our oscilla-
tors which offer a broad mea-
sure of  risk, have moved up 
more rapidly (lower and upper 
rectangles). Hence, the resul-
ting down-trending sequences 
we show. On this Daily graph, 
we expect a retest of lows 
over the next couple of mon-
ths while our longer term 
graph, would point to more 
substantial risk over the next 
few quarters (see below).

Shanghai Composite
Bi-monthly graph or the perspective over the next 1 to 2 years

Indeed, following the 2015 
bubble and a strong rally 

during 2016 and 2017, the 
Shanghai Composite made a 
lower high early this year on 
our long term oscillator series 
(lower rectangle). These confi-
gurations, with a succession of 
two (sometimes three) lower 
tops usually signal substantial 
weakness ahead. Our I Impul-
sive targets to the downside 
(right-hand scale) are pointing 
to further downside towar-
ds the lower 2’000s levels, 
possibly even below 2’000, 
towards 1’300 over the next 
1 to 2 years. In the meantime, 

both oscillator series (lower and upper rectangles) are indicating that intermediate support could be found into early / the 
Spring of 2019, and that the Shanghai Composite could then bounce into mid-year, perhaps the Summer. Nevertheless, a 
negative situation over the next few months, with strong downside risk.



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

The reversal to the down-
side on the S&P500 In-

dex is at an earlier stage. 
Yet, both our oscillator series 
(lower and upper rectangles) 
are suggesting that major 
tops may have just been 
made. Indeed, our automatic 
messaging has indeed iden-
tified a “High Risk” situation, 
and this configuration usual-
ly implies 12 and 18 mon-
ths of consolidation to the 
downside. Upside potential 
is limited (our I Impulsive tar-
gets to the upside had been 
reached and surpassed; 

right-hand scale), while our C Corrective potential to the downside is pointing towards the 2’340 – 1’990 range. This is 
still 12 to 25% lower than today. These levels may be reached towards late 2019, early 2020. In the meantime, on our 
medium term oscillators (upper rectangle) would also suggest a Spring bounce, probably from mid Q1.

MSCI China
Bi-monthly graph or the perspective over the next 1 to 2 years

The MSCI China Index 
widely outperformed 

the Shanghai Composite 
between 2015 and 2017, 
mostly thanks to its inclusion 
of high growth stocks 
such as the BATs (Baidu, 
Alibaba, Tecent). Yet, its 
strong progression during 
2016 and 2017 was halted 
abruptly earlier this year. 
The sequences we show on 
both oscillator series (lower 
and upper rectangles) would 
suggest that the current 
move down could continue 
towards mid/late Q1. 
Following a Spring bounce, 

further retests to the downside could then materialize towards late 2019, early 2020. Targets for this 2019/2020 
correction would point towards our C Corrective support to the downside in the mid 60s, some 15 to 20% below current 
levels (right-hand scale).
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S&P500 Index vs All Country World Index
Weekly graph or the perspective over the next 2 to 4 quarters

We now attempt to 
assess possible out- or 

underperformance by US or 
Chinese Equity markets vs 
the All Country World Index. 
All three indexes on this 
page are denominated in US 
Dollars. We first look at the 
ratio of the S&P500 Index vs 
the All Country World Index 
and its the uptrend is already 
quite advanced. Indeed, our 
I Impulsive targets to the 
upside (right-hand scale) have 
pretty much been achieved, 
while our envelopes (middle 
rectangle) are touching each 
other (a sign of exaggeration), 

and both oscillators series (lower and upper rectangles) recently made important intermediate tops. That said, going 
forward, this uptrend still seems resilient for now, and before year-end, our medium oscillators (upper rectangles) could 
also find a new support point. Hence, we expect the S&P500 to continue to outperform the All Country World Index, 
probably between now and late Q1 in first instance, possibly even into mid next year / the Summer according to both 
our oscillator series.

MSCI China vs All Country World Index
Weekly graph or the perspective over the next 2 to 4 quarters

The MSCI China on the 
other hand is in a strong 

downtrend vs the All Country 
World Index. In early October, 
the ratio even dipped below 
our C Corrective targets to the 
downside (right-hand scale), 
thereby opening the door to 
our much lower I Impulsive 
targets to the downside, 
some 20% to 35% lower 
than today. These could be 
achieved over the next 12 
months. Our medium term 
oscillators (upper rectangle) 
are suggesting that the recent 
October/November bounce 
is probably over and that the 

MSCI China could now start to underperform again, probably towards mid/late Q1. We then expect a further bounce 
during the Spring.
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USD vs Chinese Yuan
Weekly graph or the perspective over the next 2 to 4 quarters

The People’s Bank of China 
lowered the required re-

serve ratio on Chinese banks 
three times this year. This ea-
sing signal has contributed 
to the significant deprecia-
tion of the Yuan since April. 
Going forward, the US Dollar’s 
uptrend vs the Yuan is still un-
derway, and according to both 
our oscillator series (lower and 
upper rectangle), it should 
continue probably towards 
mid Q1 next year. Then fol-
lowing some retracement into 
the Spring, towards mid-year, 
the USD/CNY should stren-
gthen again into late next year. 

Our I impulsive to the upside suggest that the pair could reach above 7 quite soon, and then possibly into the 7.1 to 7.4 
range over the next 6 to 12 months.

USD vs Chinese Yuan
Daily graph or the perspective over the next 2 to 3 months

Shorter term, USD/CNY re-
cently corrected down fol-

lowing the Buenos Aires nego-
tiations. The uptrend is quite 
exhausted, yet we still expect 
it to resume higher again, pro-
bably towards January / Fe-
bruary next year on both our 
oscillator series (lower and 
upper rectangles). Risk/Reward 
is rather neutral according to 
both our target projections 
(right-hand scale), but could 
still justify a move towards 
the upper end of our I Impul-
sive targets to the upside, i.e. 
back towards 7, over the next 
couple of months. 



Commodity Currencies Basket vs US Dollar
Daily graph or the perspective over the next 2 to 3 months

Indeed, over the next couple 
of months, we expect the US 

Dollar to start strengthening 
again vs most currencies. This 
new leg up may be particularly 
strong vs Commodity related 
ones. This portfolio includes 
the main commodity curren-
cies (AUD, NZD, CAD, NOK, 
BRL, ZAR, RUB, CLP), which we 
have equal weighted vs the US 
Dollar. According to both our 
oscillator series (lower and up-
per rectangles), and following 
their weak bounce since ear-
ly September, we would now 
expect them to resume their 
downtrend, first into year-end 

and then probably into late January / February. On average, this move should retest the September lows, to the least.

EM Currencies - Commodity Exporting vs Importing countries
Weekly graph or the perspective over the next 2 to 4 quarters

Last month, we already 
showed this graph, compa-

ring the currencies of Commo-
dity producing emerging coun-
tries vs importing ones (equal 
weighted BRL, RUB and ZAR 
vs equal weighted KRW, INR, 
MXN). We believe the ratio is 
good indicator of Commodity 
prices going forward. Both 
our oscillator series (lower 
and upper rectangles) are 
now suggesting that it could 
start to weaken again, pro-
bably towards mid Q1 where 
it should find support. Fol-
lowing that, Commodity cur-
rencies could bounce during 

the Spring, but thereafter, probably resume down once more towards year-end 2019 and 2020. During the sell-off, last 
Summer, the ratio dipped below the support of its C Corrective targets to the downside (right-hand scale). It may move 
to retest below these levels once more over the next couple of months. Beyond that, and following the Spring bounce we 
expect, it may then start moving towards our I Impulsive targets to the downside, some 10 to 15% lower over the next 12 
to 18 months.
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Goldman Sachs Industrial Metals Index
Weekly graph or the perspective over the next 2 to 4 quarters

The price action of Indus-
trial Metals is very much 

liked to China. Indeed, Chi-
na accounts for most of their 
global demand. According to 
our long term oscillator series 
(lower rectangle), the 2016-
2017 reflationary uptrend 
was concluded early this year. 
Industrial Metals have since 
been consolidating. Our me-
dium term oscillators (upper 
rectangle) are now suggesting 
that this consolidation could 
soon resume lower, probably 
towards mid Q1 in first ins-
tance. This is in line with the 
timing we expect on Chinese 

equities. On the price target front (right-hand scale), Industrial Metals have reached our C Corrective targets to the down-
side. Any foray below these levels, would open the door to much lower targets over the next 12 to 18 months.

XME - SPDR S&P Metals & Mining ETF
Daily graph or the perspective over the next 2 to 3 months

The stock prices of US Me-
tals & Mining companies 

are also very sensitive to deve-
lopments in Chinese demand 
and the price of Industrial Me-
tals. For now, their downtrend 
is still in place and we believe 
that it could be getting ready 
to accelerate lower again on 
both our oscillators series 
(lower and upper rectangles).  
We would hence expect a 
new sell-off on the sector, 
probably between now and 
late January / February. Our 
I Impulsive targets to the 
downside are suggesting that 
the sector could lose another 

10 to 15% over the next couple of months.  
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Gold Spot (USD/oz)
Weekly graph or the perspective over the next 2 to 4 quarters

Gold has been bouncing over the last 
couple of months. Its correction 

up since August has taken advantage of 
periods of US Dollar and equity markets 
weakness, without suffering too much 
when the US Dollar has been strong. 
Yet, this counter-trend is still quite weak 
in comparison to Gold’s recent sell-off 
between April and August this year. Ac-
cording to both our oscillators series 
(lower and upper rectangles), Gold could 
now resume lower once again, probably 
towards mid Q1 at least. We believe that 
this weakness may coincide with the new 
leg up we expect on the US Dollar du-
ring the same period. On the target front 
(right-hand scale), strong support should 
be found towards the 1’140-1’130. Yet, 

below the levels, we see little support until Gold reached the 1’000 mark (I impulsive targets to the downside). The likely-hood of 
reaching such levels is probably low, yet our timing suggests a window of risk which is still open, and the risk/reward for now still 
seems quite disadvantageous, given that the downtrend probably still prevails. 

Agricultural Commodities
Weekly graph or the perspective over the next 2 to 4 quarters

We find further confirmation of 
potential commodity weakness 

ahead by considering Agricultural Com-
modities. The portfolio we show here is 
weighted according to the weightings of 
the Reuters Commodity Price Futures In-
dex. It includes the main soft and agricul-
tural commodities. The downtrend since 
2016 is probably getting close to exhaus-
tion (our I Impulsive targets to the down-
side has pretty much been achieved; 
right-hand scale). Yet, both our oscillator 
series (lower and upper rectangles) are 
still suggesting that is too early to enter 
the Agricultural commodity space yet. For 
now, we expect a further sell-off (along 
with other commodities) probably into 
mid/late Q1. Following that, Agricultural 

Commodities could bounce towards mid-year and perhaps into the Summer.

Concluding remarks

The current uncertainties around the Truce in US/China trade negotiations are weighting on equity markets and risk assets 
more generally. Our graphs suggest important risks ahead on US and Chinese equity markets, and over the next few months 

the S&P500 may move down towards the 2’500 – 2’350 range, while Chinese equity markets should retest down towards their 
October lows at least. Meanwhile, the US Dollar should resume higher vs most currencies. We expect USD/CNY to push higher, 
possibly above 7.0, while Commodity currencies take a new dive. This should also be the case for Commodities and related equi-
ties, which should also start to weaken again (including Gold), probably towards mid Q1, when we expect them to finally find 
support and start bouncing into the Spring.
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