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EUR/USD
(Weekly chart or the perspective over the next 2 to 4 quarters)

Since mid last year, US data has lead the way and the Dollar has accompanied/led the reflation trades up. We believe 
that during the later parts of Q2 2017, the relationship may revert, which would confirm our view that during H2 2017 
reflation goes global.  Here’s why (the similarities between the next three charts are very clear):

EUR/USD has reached a 
Low Risk zone as signaled 
by our automatic mes-
saging (lower rectangle). 
At the same time, our “I” 
impulsive price targets 
down have been met 
(right-hand scale). Since 
December indeed, the 
EUR/USD rate has been 
showing signs of revers-
ing. That said, given the 
models we project on 
both our oscillator series 
(lower and upper rectan-
gles) and the context of 
the French election, we 
cannot exclude a last 
push down towards mid/
end Q2 2017.  Following 

Spain 2 years Benchmark Bond Yield - US 2 years Benchmark Bond 
Yield
(Weekly chart or the perspective over the next 2 to 4 quarters)

Over the last few years, 
one of the themes be-
hind EUR/USD weakness 
has been the interest 
rate spread differential. 
We believe that as with 
the EUR/USD , it may be 
getting ready to reserve 
(ECB tapering and such 
forth, an indirect result 
of reflation as European 
data improves). We’ve 
avoided France or Ger-
man Sovereign yields vs 
US ones, as these are 
probably distorted by the 
French election. We’ve 
hence decided to focus 
on Spanish benchmark 
yields vs the US ones as 
an example (possibly less 
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that, we believe EUR/USD could start accelerating up in H2 2017 to reach its “C” corrective targets up towards 1.15 – 
1.22 (right-hand scale).

distorted). Our oscillator configurations are very similar to the ones on EUR/USD (lower and upper rectangles), which 
would mean that Spanish yields could start to narrow back up vs US ones in H2 2017.
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Inflation sensitive assets vs the SPY - SPDR S&P 500 ETF
(Weekly chart or the perspective over the next 2 to 4 quarters)

In a previous letter (Jan-
uary 2017), we had men-
tioned that the inflation 
differential between the 
US and Germany was 
wide apart (higher infla-
tion in the US) and that 
this situation was likely to 
mean revert triggering a 
reversal in EUR/USD. We 
now look at our inflation 
sensitive portfolio (men-
tioned earlier in this doc-
ument) vs the S&P500. 
The chart is again very 
similar to EUR/USD. A re-
versal would imply that 
inflation sensitive assets 
accelerate up vs US equi-
ties in H2 2017. This, for 

Trade Weighted Dollar (TWD) – simulated using effective weightings
(Daily chart or the perspective over the next 2 to 3 months)

Now focusing back on 
the Dollar (the Trade 
Weighted Dollar, i.e. the 
one that matters for the 
FED and US consumers), 
its correlation to refla-
tion may have already 
started to break. That 
said, while both timing 
sequences on this Daily 
chart are now in down-
trends (upper and lower 
rectangles), they are cur-
rently approaching pos-
sible intermediate lows. 
Further, we are now 
hitting our “C” correc-
tive price targets down 
(right-hand scale), which 
often serve as worth-

Concluding remarks:

Since early 2016, reflation has mostly been a US centric story. Our analysis and projections throughout this document 
may suggest that this is likely to change in H2 2017, as the US business cycle matures, as Dollar weakness and related 
commodity led inflation materialize, as the FED is taken back-footed, as the yield curve further steepens, as US markets 
underperform. A cocktail not dissimilar to 2007 and the run-up to the GFC.

example could result from disappointments in US GDP data, while Commodities accelerate up.  A  scenario that would 
certainly underpin the Dollar. In fact, the MSCI World Index vs the S&P500 in USD terms (not shown) is in the exact 
same situation (getting ready to reverse up).

while support. The Dollar could hence bounce in April (from a low point between now and early April), following 
reflation trades up one last time (our scenario detailed in previous chapters). That said, April 28th may be the day of 
reckoning with the release of the first estimates of US Q1 2017 GDP, a short term spike could also extend this move 
one last time in the unlikely event Mrs Le Pen gets elected on May 7th.


