
Heavy Rotation taking place suggests that the reflation trade is 
still pausing  and better risk reward levels are still to be found at 
a later time

The pause in the reflation trade has been affecting asset classes and sectors across the board with some degree of dis-
parity. If the impact has been clearly felt on the yield curve, the rates, the commodities, the Yen, the impact has been 

more subdued on the equity markets where markets have been more ranging. With the main Equity markets, still retesting 
all time highs, it is crucial to study market internals and consider how the current situation will play out over the next 
couple of months. We will first turn to analyse the status of Reflation trades, which have been correcting to the downside 
over the last 3 to 6 months (Daily views: next 1 or 2 months) and then look at the internals of the equity markets.

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

We first turn to US 
10 Year Treasury 

yields. On both oscillator 
series (lower and upper 
rectangles), we are still in 
downtrend sequences with 
potential lows towards late 
June at least. We hence 
believe that for now, it still 
seems a too early to call a 
low on long term Treasury 
yields. These should remain 
under pressure for another 
month or so. Following that, 
we expect them to resume 
their uptrend towards end 
2017 / early 2018 and the 
3% price targets we calcu-

late on our Weekly Chart (not shown here).

US 10 years Benchmark Bond Yield - US 3 Months benchmark Bond Yield
(Daily graph or the perspective over the next 2 to 3 months)

The long term to short 
term Treasury spread 

(the US yield curve) would 
confirm this prudent bias. 
Since late last year, inflation 
expectations have been re-
vised down, while the FED 
is still committed to pursue 
its rate hike schedule. The 
flattening of the curve has 
been quite aggressive as it 
has retraced most of its H2 
2016 progression. On both 
our oscillator series (lower 
and upper rectangles), this 
retracement does not seem 
quite over yet with possible 
lows between late June and 
August. Based on this outlook, it is still too early to envisage that the curve starts steepening again and hence that reflation 
trades can re-accelerate just yet.
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Commodities - Reuters CRB Future Price Index
(Daily graph or the perspective over the next 2 to 3 months)

Commodities have been 
the initial motor of the 

2016 reflation trade, which 
started on expectation of a 
rebalancing of the Oil mar-
ket. Since late 2016 / early 
2017, they have been re-
tracing to the downside. 
Yet again, on both oscilla-
tor series it still seems too 
early to call an end to this 
retracement period  (lower 
and upper rectangles) with 
potential lows expected 
between end June and ear-
ly August. We would hence 
expect more consolidation 
into mid year and the Sum-

mer. Thereafter, we expect prices to accelerate up towards year-end and early 2018.  

RSP - Guggenheim S&P 500 Equal Weight ETF vs SPY - SPDR S&P 500
(Daily graph or the perspective over the next 2 to 3 months)

This ratio is a proxy for 
market breadth as it 

compares the S&P500 on 
a equal weighted basis 
(RSP) vs the S&P500 Index, 
which is calculated on a ca-
pitalization weighted basis. 
Breadth since December 
has been thinning out with 
for example the 6 big tech-
nology stocks (Apple, Ama-
zon, Microsoft, Alphabet, 
Facebook and Netflix) regis-
tering 35% of the S&P500’s 
performance YTD (for a 
combined  S&P500 index 
weight of 13.2%). Once this 
ratio bottoms out, it will si-
gnal a rotation of investors back into cyclicals, value and mid caps away from the Big Growth and Technology stocks where 
they have found refuge over the last few months. If sustained, it could indicate a re-acceleration of the reflation trade. Our 
oscillator series would imply that this could happen between mid June (long term oscillators; lower rectangle) and late 
July / August (medium term oscillators: upper rectangle).

At this point in time and considering all 4 graphs above, it is still too early to confirm that reflation trades have finished 
their correction to the downside. With this in mind we go to analyzing top line equity Indexes (S&P500 and EuroStoxx 600), 
before detailing the sector rotation dynamics we currently see going into June and early Summer. 
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S&P500 Index 
(Weekly graph or the perspective over the next 2 to 4 quarters)

Since March, our automa-
tic messaging  has been 

signaling a High Risk posi-
tion. On both our oscillator 
series (lower and upper 
rectangles), we believe this 
is an intermediate top and 
that it should be followed 
by a consolidation period 
which could extend into 
late June / early  Summer 
(although prices haven’t 
weakened much yet). Fol-
lowing that, we expect the 
S&P500 to move up again in 
H2 2017 towards end 2017 
/ early 2018, possibly rea-
ching the higher end of our 

‘I’ Impulsive targets up between 2’500 and 2’600 (right-hand scale).

Dow Jones EURO STOXX 600 Index 
(Weekly graph or the perspective over the next 2 to 4 quarters)

The EuroStoxx 600 Index 
is also approaching an 

intermediate top, although 
this one cannot be confir-
med just yet (both our os-
cillator series; lower and 
upper rectangles). This and 
the fact that we are current-
ly retesting the resistance of 
previous 2015 highs, should 
weigh on prices during late 
Q2 2017 and early Summer. 
Following that, for the rest 
of the year, and into ear-
ly 2018, we are again very 
positive on Europe, which 
shows price potential that 
could reach some 10 to 15% 
higher (right-hand scale).    
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S&P500 Index
(Daily graph or the perspective over the next 2 to 3 months)

On this Daily chart of 
the S&P500 Index, an 

intermediate top should 
materialize soon on our 
long term oscillators (lower 
rectangle). Such situa-
tions usually trigger 6 to 7 
weeks of consolidation to 
the downside before prices 
start moving up again. The 
sequence we project on 
our medium term oscilla-
tors (upper rectangle) could 
also point to an earlier low 
in early June. At this stage, 
the risk/reward situation is 
quite disadvantageous with 
our ‘I’ impulsive targets up 

having been reached (right-hand scale).  We would hence remain very prudent going into June, with two possible lows, 
one early June, one towards end June / July. 

Dow Jones EURO STOXX 600 Index 
(Daily graph or the perspective over the next 2 to 3 months)

On European markets, 
both our oscillators 

series (lower rectangle)  
have  reached an interme-
diate top during the first 
half of May. Such tops are 
usually followed by 6 to 7 
weeks of consolidation to 
the downside. As with the 
S&P500, the risk/reward si-
tuation is extended: prices 
are now a whisker below 
our ‘I2’ Impulsive targets 
up (the most aggressive 
target levels we calcu-
late; right-hand scale).  We 
would hence also advocate 
for prudence on the EuroS-
toxx600 going into June.  

Initial remarks:

We believe that the US and European Equity markets may be making worthwhile intermediate tops and that risk/reward 
is extended. While breadth is thin and focused on large Growth stocks, the correction on Reflation trades doesn’t seem 
quite over yet. This combination could trigger some consolidation into June. The following pages will review various mar-
ket internals to confirm this thinking.
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Equity sector rotation: We identify 4 types of market profiles: 
Growth, Cyclicals, Financials and Defensives. 

We initiate this analysis with Growth which has been the driver of recent US equity performance from mid April to mid 
May.

IVW - iShares S&P 500 Growth ETF
(Daily graph or the perspective over the next 2 to 3 months)

Growth, which typically 
includes Technology 

and some of the Consumer 
Discretionary stocks is usual-
ly an early and late cycle mo-
ver. From both our oscillator 
series (upper and lower rec-
tangles), we believe it is ap-
proaching a worthwhile in-
termediate top, potentially 
followed by several weeks 
of consolidation. ‘I’ Impul-
sive targets up have been 
reached (right-hand scale) 
signaling that the index is 
fully priced for now. 

NDX - NASDAQ 100 Index vs S&P 500 Index
(Daily graph or the perspective over the next 2 to 3 months)

In this context, it is inte-
resting to compare the 

Nasdaq 100 (Big Growth) 
and the S&P500. On both 
our oscillator series, the 
outperformance of the 
Nasdaq continues on into 
June (lower and upper rec-
tangles). The price potential 
up is almost exhausted as it 
has reached our ‘I’ Impulsive 
targets up (right-hand scale). 
Such behavior is usually ob-
served in expensive markets 
that linger-on or consolidate 
mildly. 

Our analysis of Growth sug-
gests that equity markets may be approaching intermediate tops with exhausted risk/reward for now. At best, we would 
expect a weak continuation trade at high levels. What the potential outperformance of Growth into June could also imply 
is that it is still too early to call the re-acceleration of Cyclicals and Financials. We now move to analyze their profiles in 
more detail.
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We first turn to Cyclicals (mid Cycle sectors), which include Industrials, Materials and Energy (for Energy, please see 
separate chapter further down in this document). They were early reflation drivers in H1 2016, have retraced subs-

tantially since December 2016. Yet, we believe they should lead again in H2 2017 as reflation re-accelerates. Is it probably 
still too early to start looking at them. 

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

XME is a diversified Mi-
ning ETF. When it does 

include some Gold mines, 
it is also heavily weighted 
towards Coal, Steel and 
Copper. It has been correc-
ting down since February 
and has now reached an 
intermediate low early May 
on both our oscillator se-
ries (lower and upper rec-
tangle). Following a bounce 
into late May, early June, 
we expect it to retest to the 
downside towards July. 

Dow Jones Transportation Index vs Dow Jones Industrial Index (US)
(Daily graph or the perspective over the next 2 to 3 months)

These indexes are al-
most as old as US mar-

kets. The Transport Index is 
more volatile and cyclical, 
while the Industrial Index is 
more diversified and defen-
sive. While the sequence on 
our medium oscillators (up-
per rectangle) suggests that 
the ratio could bounce a bit 
into early June, it should 
then resume its downtrend 
towards the Summer. Our 
long term oscillators (lower 
rectangle) indicate that a 
worthwhile low could mate-
rialize towards the second 
half of June. Hence, Trans-
port stocks should continue to underperform towards end June and early Summer.

Short term, Mid cycle sectors have been bouncing, slightly. Yet from end May / early June, we expect them to resume 
their downtrend and retest to the downside towards mid-year and early Summer, before they accelerate up again towards 
year-end. This is confirmed by our current view on Energy (see the Chapter on Oil further down in this document).

14 15



We now consider Financials, another Reflationary sector.

KBE - SPDR S&P Bank ETF 
(Daily graph or the perspective over the next 2 to 3 months)

US Banks have been 
consolidating down 

since early March. On both 
our oscillators series (lower 
and upper rectangles), they 
may reach an intermediate 
bottom early June and 
could bounce.  From late 
June / early July, we would 
expect  them to soften 
again until mid Summer. 
Following that, they should 
re-accelerate towards year-
end. 

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

Looking at the 3 year US 
Treasury yield for some 

guidance (Banks and me-
dium term yields have been 
well correlated in recent 
quarters), we can identify si-
milar dynamics. On both our 
oscillator series  (lower and 
upper rectangles), a bounce 
could materialise during 
June, yet following that, we 
would expect further sof-
tness into mid Summer.  

US Banks and medium term Treasury yields are due the bounce in June, before  further softness is expected towards mid 
Summer.  We would probably remain quite prudent as both charts are in the initial stages of a downtrend and we cannot 
exclude an acceleration to the downside before the bounce starts to materialise.
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We now switch to Defensives, which since December have held ground vs the market. Will they be able to bounce once 
more towards mid year or early Summer before they resume their downtrend?

XLP - Consumer Staples Select Sector SPDR Fund vs SPY - SPDR S&P 500
(Daily graph or the perspective over the next 2 to 3 months)

US Staples have been in 
a weak reaction to the 

upside since January vs the 
S&P500. On both our oscil-
lator series (lower and up-
per rectangles) we believe 
they could attempt another 
move up, probably starting 
before the end of May and 
extending into mid year 
and July. This would imply 
some general risk-off be-
haviour during June and 
confirm our concerns about 
the disadvantageous risk/
reward situation we cur-
rently see on the S&P500 
and the EuroStoxx 600. Yet, 

this move is still retesting lows so we would really need to see some sort of traction to the upside to confirm this outlook.

Gold Spot (USD/Oz)
(Daily graph or the perspective over the next 2 to 3 months)

Gold is another proxy for 
this defensive theme 

and its reaction up since De-
cember has been somewhat 
stronger. On both our os-
cillator series (lower and 
upper rectangles), it could 
start to accelerate up again 
during June. Making it back 
above our ‘C’ corrective tar-
gets up (right-hand scale) 
would be a first step (above 
1’279 US$/Oz). Above that, 
the next level of targets we 
project, ‘I’ Impulsive tar-
gets, is towards the high 
1’300s and lower 1’400s, 
or slightly above the levels 

reached last year. This is our preferred scenario, yet still a bit of a make or break as we move into end May and early June.

We believe Defensives could attempt a further leg up in June, which would confirm a more risk-off environment over 
the next month or so.
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From the review above, we can expect Growth to linger on at best towards mid year. At the same time, Cyclicals should 
retest to the downside and Defensives could hold and even bounce. Financials are a bit of an outlier in this scenario, as we 
expect them to bounce and then retrace again. We would look at 4 selected cross asset comparisons to gain more clarity. 

Gold Spot (USD/Oz) vs QQQ - PowerShares QQQ Trust (NASDAQ 100 ETF)
(Daily graph or the perspective over the next 2 to 3 months)

On both our oscillator 
series (lower and up-

per rectangles) Gold is ap-
proaching lows versus the 
Nasdaq 100. When these 
may be of intermediate na-
ture ony on our medium os-
cillators (upper rectangle), 
the configuration on our 
long term oscillators (lower 
rectangle) is labelled “Low 
Risk” signalling a possible 1 
to 2 months of correction 
to the upside. Our relative 
‘I’ Impulsive targets down 
(right-hand scale) have been 
reached and surpassed, si-
gnalling exhaustion. This 

situation confirms our view that, at this stage, risk/reward is disadvantageous for Growth vs Defensives.   

Gold Spot (USD/Oz) vs Reuters Commodity CRB Future Price Index
(Daily graph or the perspective over the next 2 to 3 months)

On both our oscillator 
series (lower and up-

per rectangles), Gold should 
continue to outperform 
other commodities until 
late June / July. The chart is 
not dissimilar to Goldmines 
(GDX ETF) vs Diversified mi-
ners (XME ETF) or Energy 
producers (VDE ETF), al-
though these are a bit wea-
ker. Bottom line, we believe 
the Precious metal nexus 
should continue to accele-
rate up vs Commodity prone 
Cyclicals into June, possibly 
until July.
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KBE - SPDR S&P Bank ETF vs GDX - Market Vectors Gold Miners ETF
(Daily graph or the perspective over the next 2 to 3 months)

Looking at Banks and Fi-
nancials vs Gold mines 

(Defensives), price action 
has been range bound since 
the beginning of the year. 
We believe it may continue 
to be so over the next mon-
th or so as our long term 
oscillators still show that 
Banks are under pressure vs 
Gold mines until late June 
(lower rectangle). Yet, they 
may bounce in between 
as shown on our medium 
term oscillators (upper rec-
tangle), possibly around the 
FED interest rate decision 
on the 14th June. These de-

velopments are not dissimilar to our scenario on Treasury Yields where we expect a bounce in June and a further retest 
thereafter as the curve continues to flatten for now. 

XLF - Financial Sector SPDR Fund vs QQQ - Nasdaq 100 ETF
(Daily graph or the perspective over the next 2 to 3 months)

Financials vs the Nasdaq 
also point to a possible 

bounce early June as shown 
on our medium oscillators, 
which are approaching an 
intermediate low and are 
very much oversold (upper 
rectangle). The longer term 
trend however, shown by 
our long term oscillators 
(lower rectangle) still seems 
to extend into the Summer. 
Our ‘I’ Impulsive price tar-
gets down still show some 
risk with our ‘I’ Impulsive 
down targets price target 
potentially some 6 to 15% 
lower on a relative basis 
(right-hand scale). At this stage, we hence expect a reaction to the upside on Financials vs the Nasdaq during June, yet 
no reversal yet.

Concluding remarks:
The “Low Risk” situation of Defensives vs Growth confirms the negative risk/reward situation we see on equity mar-
kets as we move into June.  Cyclicals have bounced, Financials could bounce, but both should see further retests to the 
downside into late June and early Summer. Hence, we believe that Equity markets seem fully priced for now (and Growth 
especially), yet it is too early yet to re-enter reflation trades.
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