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At The Capital Observer, we have 
always considered analysis of 

systemic conditions as a key tool 
in our approach to assess the asset 
outlook. As we said in another article 
in this edition, macro data is not the 
last word in the forecasting of asset 
prices. The economy (GDP growth) is 
frequently a lagging indicator. Even so-
called «first principles» relationships 
in Economics frequently flip-flop. In 
our experience, the most reliable 
correlations (relatively speaking) can 
be found between the causality from 
monetary flows (changes in systemic 
liquidity) and changes in asset prices 
(see 1st graph on this page). Very often, 
it is the change rate in the nominal 
values (flows), not the absolute 
changes in nominal value (the stock), 
which makes the most impact. Note, 
however, that the response of asset 
prices to the impact of those flows is 
variable; some assets respond more 
quickly to the flows; for other assets, 
the impact of those flows come later.

Nonetheless, despite the variance in 
response, the individual distributed 

lag between macro stimulus and the 
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major trough during the second half of April 2018, followed by 
the next phase of the bull market

point of maximum impact it has on 
a specific asset price can be very 
consistent over long periods. We can 
make a case that the specific response 
to a specific stimulus has been fairly 
constant over the past 20 years at 
least. That's why we rate this tool with 
high confidence to be used to help for 
the timing of the trades -- from stimuli 
to peak impact on the price. That of 
course does not mean that the lag 
could not extend further or fall short, 
if extraneous events enter the scene; 
however, deviations have been very 
few in our experience and in our back-
testing.  

But that is taking only the current 
macro conditions -- there will be 

more positive and negative macro 
*shocks* as we go along, so we have 
to have a running aggregation process. 
Our experience however shows that 
there is little deviation from the 
direction of the indicated trend. What 
could change is the slope of the trend 
-- that of course impacts the target 
level, even if the cadence in timing 
remain true to historical norms. 
It is an adaptive process -- there is 

nothing deterministic about it. Having 
*deterministic* targets (as in *carved in 
stone* forecasts) may only be possible 
for short-term events (over periods 
measured in days). The precision which 
can be obtained make it tempting 
sometimes to make point forecasts 
for events 6 months or longer into the 
future. But that is totally unnecessary 
and counter productive if extraneous 
events interfere, skewing expectations. 

In this article we have decided to 
display the impact that liquidity 

could have on the price structure 
for many key assets. These are the 
general descriptions of expected 
market action over the next few 
weeks and months based on liquidity 
developments from the US Treasury 
and the Federal Reserve:

For equities, high yield, The US Dollar, 
and Bitcoin, we expect a sub-cycle 

trough in the second half of April. A new 
upside phase of the bull market follows, 
one which could extend up to mid to  
late part of Q3 2018.

SYSTEMIC LIQUIDITY MODELS vs. S&P 500 Index 

Expect a small recovery, probably for a week - a significant 
decline follows thereafter. But we should see a cyclic low 

sometime in late April-early May, followed by a new upside 
phase of the bull market. 

RELEVANT PRICE STRUCTURE MODEL vs. S&P 500 Index
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SYSTEMIC LIQUIDITY MODELS vs. Nasdaq 100 Index

Expect a small recovery, probably for a week - a significant 
decline follows thereafter. But we should see a cyclic low 

sometime in late April-early May, followed by a new upside 
phase of the bull market.

RELEVANT PRICE STRUCTURE MODEL vs. Nasdaq 100 Index

SYSTEMIC LIQUIDITY MODELS vs. High Yield Index

Expect a small recovery, probably for a week - a significant 
decline follows thereafter. But we should see a cyclic low 

sometime in late April-early May, followed by a new upside 
phase of the bull market.

RELEVANT PRICE STRUCTURE MODEL vs. High Yield Index

SYSTEMIC LIQUIDITY MODELS vs. US Dollar TWI

Expect a small recovery probably for a week - a significant 
decline follows thereafter. But we should see a cyclic low 

sometime in late April-early May, followed by a new upside 
phase of the bull market.

RELEVANT PRICE STRUCTURE MODEL vs. US Dollar TWI
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SYSTEMIC LIQUIDITY MODELS vs. Bitcoin (Various)

There are strong linkages between, and among, global systemic liquidity, the global stock markets, and Bitcoin and other 
crypto-currencies (see the 1st graph above). But the subject needs a longer exposition than the space here allows. We 

will discuss the issue in subsequent issues of the Capital Observer.

RELEVANT PRICE STRUCTURE MODEL vs. Bitcoin (Various)

Expect a small recovery probably for a week - a significant 
decline follows thereafter. But we should see a cyclic low 

sometime in late April-early May, followed by a new upside 
phase of the bull market.

SYSTEMIC LIQUIDITY MODELS vs. 10-Year Yield

For bond yields and gold, we expect a sub-cycle trough during the second half during the second half of April, likely in the 
third week of the month. But this should be followed by significant rallies in gold and in the 10-year yield into May. A small 

pullback from there should be followed by further rise in yields.

RELEVANT PRICE STRUCTURE MODEL vs. 10-Year Bond Yield

Expect a further decline for a week – an uptick in yield follows 
thereafter. But we should see a cyclic high sometime in July, 

followed by another downtick in yields.
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SYSTEMIC LIQUIDITY MODELS vs. Gold Bullion

Expect a further decline for a week – an uptick in Gold 
follows thereafter. But we should see a minor high 

sometime in June, followed by another downtick in Gold. 

RELEVANT PRICE STRUCTURE MODEL vs. Gold Bullion


