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The latest Sell-off is probably an initial warning of the end-game to unfold 
later this year
A mature Bull market, growing economies, an acceleration in commodity prices, perspectives for further monetary 
tightening, a spike in interest rates, and a plunge in stocks markets, the last several days have a feeling of the end game. 
In this article we consider these dynamics and aim to assess if this situation will settle over the next couple of weeks, if 
markets can resume up further into Q1 and Q2. 

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

Obvious to say that World 
equity markets are/were 

extended, and indeed our I Im-
pulsive targets up (right-hand 
scale) have been met, while our 
medium term oscillators (up-
per rectangle) have reached a 
High Risk position. That said the 
sequence we show on our long 
term oscillators recently re-ac-
celerated in December. This 
should theoretically imply new 
highs towards late Q2. Hence, 
when considering this Weekly 
graph, we believe the market 
is expensive, could consoli-
date during Q1, yet should 
carry on thereafter with one 

last leg up into late Spring (June 2018 as shown on our Automatic Messaging; lower rectangle).

MSCI World Index
Daily graph or the perspective over the next 2 to 3 months

We now focus on the 
Daily graph of the MSCI 

World Index. Our Automatic 
messaging is in a “High Risk” 
position, which was identi-
fied on the 1st of February. 
Both oscillator series (lower 
and upper rectangles) confirm 
this configuration, which usual-
ly triggers between 1 and 3 
months of consolidation. Going 
forward, the scope of the cor-
rection may be limited as long 
as prices can hold above the 
lower end of our C Corrective 
targets down at 2’108 (right-
hand scale). These have held 
for now. Below these, the next 
level of support is towards the 

2’050 – 2’000 range. We will now turn the US and European equity indexes for further guidance.
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S&P500 Index
Daily graph or the perspective over the next 2 to 3 months

Now focusing on the 
S&P500, our Automatic 

messaging is also in a “High 
Risk” situation, which was 
identified on the 31st of 
January. The move is also 
extended as it has reached into 
our I2 Impulsive 2 extended 
target range up, between 2’880 
and 2’976 (right-hand scale).  
That said, on our longer term 
oscillators (lower rectangle), 
the sequence, which best 
fits our current oscillators 
configuration is rather a 
continuation move than to an 
important top. It may weaken 
into mid February, but should 

then stabilize and start moving up again towards late March / April (limited upside potential though). To justify such a 
high level continuation, prices would probably need to hold above the lower end of our C Corrective targets downat 2’681 
(right-hand scale). Alternatively, breaking these levels would open the door to the 2’600 – 2,500 range, probably towards 
mid March, or even April, as showed on our medium term oscillator series (upper rectangle). 

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

The price action on the Eu-
roStoxx 50 since November 

has been very choppy, mostly 
thanks to the counter effects 
of rising stock markets global-
ly coupled with a rising Euro. 
Following a strong move up 
in early January, the recent 
sell-off does come as a strong 
set-back. Our long term oscil-
lators (lower rectangle) would 
suggest further downside (pro-
bably into March and even 
April).  The fact that we have 
plunged through our C Correc-
tive targets down (right-hand 
scale) may support this nega-
tive view. The next level of sup-

port would be 3 to 6% lower (I Impulsive targets down). That said, the EuroStoxx 50 Index is probably one of the only Euro-
pean Indexes to have broken through (see our analysis on the DAX and the CAC40 on page 45 of this issue). This is probably 
due to the fact that by being a cross European average, the EuroStoxx 50 is less volatile than for example the DAX or the 
CAC40, so that the recent selling of the Indexes, has had a stronger impact in comparison to its historical level of volatility 
than for example on the DAX or the CAC40. Not dismissing, the 3 to 6 % short term risk mentioned above, we would hence 
remain constructive for now. Our medium term oscillators (upper rectangle), would support this view: they should in-
deed see a possible intermediate bottom materialise  over the next week or so. It may help the EuroStoxx 50 to initiate 
a bounce back up.  36



US 10 years Benchmark Bond Yield 
Daily graph or the perspective over the next 2 to 3 months

Rapidly rising rates on the 
back of rising inflation ex-

pectations have been the trig-
ger behind the recent sell-off. 
Over the last few months, we 
had expected US 10Y rates to 
reach 2.8% by early March. 
We’re now in early February, 
and these levels have already 
been met. On both our oscil-
lators series (lower and upper 
rectangles), the move up does 
continue a few more weeks, 
yet its potential is slowly get-
ting exhausted as shown by our 
I Impulsive targets up between 
2.7 and 3.0% (right-hand scale). 
Indeed, these levels have now 

been reached. We would hence expect the rapid rise of rates to slow over the next few weeks, and even to retrace down  
slightly during February, and then again towards late March. This should bring some relief to equity markets. Following 
that, as mentioned in our previous newsletter, rates could accelerate up once more in Q2.

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

Since September, rates and 
USD/JPY had been mo-

ving up in sync. Indeed, their 
moves are usually correlated. 
Yet, as the rate rise started to 
move parabolic from early Ja-
nuary, the correlation comple-
tely reversed (rates up, USD/
JPY down). As Mr Gundlach, 
the famous Bond manager re-
cently put it, 2.6% was the red 
line, where rising rates could 
start to hurt equities. Several 
weeks before the recent equity 
sell-off, USD/JPY has started to 
anticipate that. Such inversions 
in correlation, especially in this 
direction (rates up, USD/JPY 

down) have been fairly rare in recent years. They’ve always corresponded to rapid rate rises. 2 occurrences stand out: mid 
June 2013, following the rapid rate rise triggered by the Bernanke Tappering speech, and late December 2015 following the 
Yellen first rate hike. In both cases, the correlation reversed back to normal within 3 weeks. In the former, USD/JPY followed 
rates up and gained 6 figures, in the latter, rates followed USD/JPY lower, which eventually lost a further 4 figures. In this case, 
as we expect rates to continue to rise (although more moderately), we would expect USD/JPY to rebound, possibly into 
late February / early March according to both our oscillator series (lower and upper rectangles). Both could then retrace 
back down during March.    3736



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

Last month, we had expec-
ted EUR/USD to retest its 

highs, not to break-out as it did.  
Going forward, we believe that 
EUR/USD has reached a High 
Risk situation on our long term 
oscillator series (lower rec-
tangle). Its I Impulsive targets 
up (right-hand scale) have also 
been reached, and overrun, in-
dicating that for now, the move 
is extended. We would hence 
expect some consolidation on 
EUR/USD during February and 
perhaps March. We would be 
shy on being too aggressive 
and would probably consider 
3 to 5 figures of downside po-

tential during this retracement period. Indeed, our medium term oscillators (upper rectangle) may be suggesting that EUR/
USD just consolidates at high levels, with a retracement during February, a retest of highs in March, and a further retrace-
ment towards early April. 

Gold in USD/oz
Daily graph or the perspective over the next 2 to 3 months

Gold has also had a great 
run since December and 

recently made marginal new 
12 months highs. From a tar-
gets perspective, it may even 
extend further (right-hand 
scale). Yet, both our oscillators 
series (lower and upper rec-
tangles) would rather suggest 
that it retraces back down du-
ring February, perhaps even 
towards early March. Given 
our current measure of his-
torical volatility “Delta”, here 
at 127.3 (middle rectangle; 
right-hand side), the move 
back down may amount to 
between 60 and 100 Dollars 

(0.5 to 0.8 times “Delta”), somewhere back below 1’300 and possibly down to 1’250. It is also surprising that it hasn’t been 
stronger during the recent equity sell-off. That said, Gold doesn’t like higher interest rates either.   
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Gold in Euros/oz
Daily graph or the perspective over the next 2 to 3 months

Gold in Euros strips out the 
Dollar effect, which has 

been the strong motor behind 
its continued January rise. 
On both our oscillator series 
(lower and upper rectangles), 
Gold started to resume down 
early January and should 
continue to decline into late 
February / March. This may 
also be quite positive for equity 
markets as Gold, despite its re-
cent inflationary run, remains 
a defensive asset. Our I Impul-
sive target range down is quite 
wide, between current levels 
and 40 Euros lower.

GDX - Market Vectors Gold Miners ETF
Daily graph or the perspective over the next 2 to 3 months

Goldmines seem to be lea-
ding the way lower for 

Gold. During December and 
January, they’ve bounced wi-
thout making new 12 month 
highs and now seem to be re-
suming their downtrend. On 
both our oscillator series, we 
would expect GDX to decline 
into late February / March. 
Our I Impulsive targets to the 
downside are pointing towards 
the 20 – 19 range for a poten-
tial low.
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Gold vs the S&P500 Index 
Daily graph or the perspective over the next 2 to 3 months

Gold and the S&P500 Index have 
both been suffering from the 

recent sell-off. Indeed, rapidly ri-
sing rates are good for neither. Yet, 
Gold remains more defensive and 
hence its ratio to the S&P500 usually 
corrects up in risk-off periods. Since 
the recent sell-off, it has indeed 
started to correct up again. The se-
quence we show on our long term 
oscillator series (lower rectangle) is 
still downtrending and is suggesting 
that the ratio should soon resume 
down towards late February / 
March.  Our medium term oscilla-
tors also suggest some retracement 
over the coming weeks, but a fur-
ther jump in March. Provided these 

short term projections come true, it would probably confirm a stabilization of equities, before they begin to rise again until 
late February at least.    
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TIP - iShares TIPS Bond ETF / IEF - iShares 7-10 Year Treasury Bond ETF  
Daily graph or the perspective over the next 2 to 3 months

Finally, we look at inflation breake-
vens and the TIPs to Treasuries 

ratio. Previously in the Commo-
dity section of this edition, we had 
considered its Weekly graph. We 
had expected it to consolidate some 
towards late Q1 and then start to 
accelerate up again. On this Daily 
graph, the trend still looks strong and 
probably still extends up until late 
February / early March on both our 
oscillator series (lower and upper 
rectangle). That said, what is more 
important in our view, is that its up-
side potential is slowly getting ex-
hausted for now. Indeed, we have 
pretty much reached our I Impul-
sive targets up (right-hand scale). 

Inflation expectations may hence continue to rise in coming weeks, yet at a more moderate pace. They may even retrace 
down a bit during March. This may deliver a more friendly environment for equities during February, and possibly March.

Concluding remarks:

The recent sell-off in equities probably provides a wake up call for many complacent equity investors. Indeed, from a 
technical perspective, equity markets are certainly very extended, and the parabolic ascent over the last few months 

has left little indications as to where the support levels lie.  One may wonder how deep this correction could go, or if it 
may even be signaling the beginning of an outright Bear market. We believe not, at least not for now. Indeed, we expect 
the rise in inflationary pressures and interest rates to moderate over the next few weeks. This in turn should help USD/
JPY rebound, could create an worthwhile intermediate top on EUR/USD, push Gold retrace down, while putting a floor 
on equities. Provided most equity markets manage to hold above the support of their C Corrective targets down over the 
next few days, we would expect them to gradually stabilize during February, and even attempt a further move up towards 
March. If we are correct, these last few days would have provided a strong initial warning of what may potentially unfold, 
later in the year, with more magnitude.


