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China – the motor for reflation II is still humming
In our article late May, titled “Chinese Equities could outperform during H2 2017” we expected that Chinese Equities 
were bottoming out on both an absolute and relative basis and that they would be strong performers and out perfor-
mers during H2 2017. At the time, we found further confirmation of this positive view on China in the Industrial Metals 
space, which we were seeing re-accelerating up from the early Summer towards early Q1 2018. These projections have 
proven correct and although we had expected these to happen on the backdrop of a weakening Yuan, the fact that the 
Yuan has actually strengthened only reaffirms the sustainability of the Chinese re-acceleration (strong equity market 
with a strong currency). We now review the Chinese theme in light of reflation II or the current cyclical push, which 
thanks to China is underway again since May.

FXI - iShares FTSE China 25 Index Fund
Weekly graph or the perspective over the next 2 to 4 quarters

The Chinese market has 
been ploughing ahead since 

early 2016. The outperfor-
mance of its large cap FXI ETF 
(in USD) is now plus 61% from 
the lows made early in 2016. 
On both our oscillator series 
(lower and upper rectangles), 
this uptrend is currently ac-
celerating up again, probably 
towards late Q1 2018. Our “C” 
Corrective targets up have now 
been taken out; our next level 
of targets “I” Impulsive targets 
up points to a further potential 
towards the USD 54 -62 range 
or 15 to 35% above current le-
vels (right-hand scale). 

FXI - iShares FTSE China 25 Index Fund
Daily graph or the perspective over the next 2 to 3 months

On our Daily graph, howe-
ver, the current move 

up since last December does 
seem somewhat extended. 
Indeed, on both our oscillator 
series (lower and upper rec-
tangles), the sequences we 
show are approaching High Risk 
situations during November. 
Also, in terms of price targets, 
the move seems somewhat 
exhausted with our ‘I’ Impul-
sive targets up having been 
achieved (right-hand scale). 
These could trigger some 
consolidation towards De-
cember, before FXI accelerates 
up again into late Q1 2018 in 

line with the Weekly graph.  11
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FXI - iShares FTSE China 25 Index Fund vs ACWI - iShares MSCI ACWI In-
dex Fund
Weekly graph or the perspective over the next 2 to 4 quarters

On a relative basis, China 
should also be outper-

forming world markets pos-
sibly until Spring next year as 
shown on both our oscillator 
series (lower and upper rec-
tangles). From a relative price 
target perspective, the move 
up since early 2016 is still cor-
rective (“C” targets to the up-
side”; right-hand scale), yet 
it would still justify circa 10% 
outperformance potential for 
FXI vs the ACWI World mar-
kets ETF. 

FXI - iShares FTSE China 25 Index Fund vs 
ACWI - iShares MSCI ACWI Index Fund
Daily graph or the perspective over the next 2 to 3 months

Looking at the same ratio on 
a daily basis, the oscillator 

sequences we show would 
lead us up to an intermediate 
top early / mid November 
(lower and upper rectangles). 
Following that, FXI may conso-
lidate vs the the ACWI world 
market ETF into December in 
first instance, before resuming 
its outperformance trend into 
next Spring. From a price tar-
gets perspective (right-hand 
scale), risk /reward is neutral 
over the next couple of months 
with our “C” corrective targets 
to the upside, pretty much 
matching our “I” Impulsive tar-
gets to the upside.  

Initial remarks

Chinese equity markets should continue to be strong performers towards late Q1, early Q2 next year both on an 
absolute and relative basis. Shorter term, they may enter a slight consolidation from early / mid November into 

December, before they start accelerating up again into 2018. From May, Chinese equities’ outperformance has also 
been helped by a revaluation of the Chinese Yuan. The strong move lasted until early September, when reflationary 
assets and the US Dollar initiated their rebound.
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USD/CNY
Weekly graph or the perspective over the next 2 to 4 quarters

On both our oscillators se-
ries (lower and upper rec-

tangles), the bounce of USD vs  
the Yuan may be only tempo-
rary. Indeed, we would expect 
a further retest down for the 
Dollar towards late Q1 2018, 
before it eventually turns up 
towards next Summer and 
late 2018. Our “C” corrective 
targets down (right-hand scale) 
have pretty much held for now 
(6.5). Any move below that 
during Q1 2018 may open the 
door to the 6.2 – 6.0 range.  

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

Since risk assets re-accele-
rated early September and 

China and Industrial Metals 
made an intermediate top, 
the US Dollar has bounced 
vs the Yuan. On our medium 
term oscillator series (upper 
rectangle), USD/CNY has now 
reached an intermediate top 
and may start to consolidate 
into mid November before 
a new bounce materialises 
towards December. Following 
that, we would probably ex-
pect the Yuan to strengthen 
again into Q1 2018 as shown 
on our long term oscillator se-
ries (lower rectangle). The “C” 

corrective targets up have been achieved.  The “I” impulsive targets down may be re-tested somewhere between 6.6 and 
6.5 (right-hand scale). 
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We now focus on Industrial Metals, which are very much linked to the health of the Chinese 
economy.

Goldman Sachs Industrial Metals Index
Weekly graph or the perspective over the next 2 to 4 quarters

On our long term oscillator 
series (lower rectangle), 

we would expect them to conti-
nue up toward late Q1 2018. On 
our medium term oscillators 
(upper rectangle), however, we 
would expect some consolida-
tion into December and then 
a further move up towards the 
Summer of 2018. We would 
reconcile this by saying that 
the current acceleration may 
indeed take a breather over 
the next month or so, yet the-
reafter the trend is still hea-
ding higher, probably into Q2 
2017. Price targets to the up-
side are slowly reaching their 

potential though (3 to 15% more upside into next year) as shown by our I Impulsive targets up (right-hand scale).

Goldman Sachs Industrial Metals Index
Daily graph or the perspective over the next 2 to 3 months

Both our oscillator series 
(lower and upper rec-

tangle) on the Daily graph of In-
dustrial metals would suggest 
an intermediate top between 
early and late November. 
Following that, they should 
probably consolidate into De-
cember before a new move up 
materializes into Q1 2018. “I” 
Impulsive targets to the upside 
(right-hand scale) have pretty 
much been achieved for now, 
so that the potential up is li-
mited at this stage.
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So with China and Industrials metals taking a breather, should we be worried about related sector trades (Materials 
and Diversified Mining in particular). We will consider these on a relative basis vs their reference Indexes in the US and 
Europe in an attempt to capture any cyclical acceleration.

XME - SPDR S&P Metals & Mining ETF / S&P 500
Weekly graph or the perspective over the next 2 to 4 quarters

On both our oscillator se-
ries (lower and upper 

rectangles), XME is still due 
to outperform the S&P500 
until early 2018. The ratio has 
stalled lately, yet we are still 
confident that it may reach the 
higher end of its “C” correc-
tive targets up (15% higher on 
a relative basis) over the next 
few months (right hand scale).

XME - SPDR S&P Metals & Mining ETF / S&P 500
Daily graph or the perspective over the next 2 to 3 months

That said, considering our 
long term oscillators on this 

Daily graph (lower rectangle), 
XME may take bit more time 
to start accelerating up again, 
probably until late November 
/ early December .  Our me-
dium term oscillators (upper 
rectangle) seem to be more 
positive, yet would still see 
some retracement towards late 
November. Combining both, 
we would probably expect a 
slight underperformance du-
ring November, before XME 
accelerates up vs the S&P500 
in December.
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BASIC RESOURCES - Dow Jones STOXX / Dow Jones STOXX Europe 600
Weekly graph or the perspective over the next 2 to 4 quarters

On both our oscillators 
series (lower and upper 

rectangles), European Basic 
Resources are still on track 
to continue to outperform 
their benchmark index until 
early 2018.  The “I” Impulsive 
up outperformance potential 
is important (above 20%), if it 
can be achieved in such a short 
time period (3 to 4 months).  

BASIC RESOURCES - Dow Jones STOXX / Dow Jones STOXX Europe 600
Daily graph or the perspective over the next 2 to 3 months

European Basic Materials 
made an intermediate top 

vs their benchmark index in 
early September. On our me-
dium term oscillators (upper 
rectangle), they are trying to 
accelerate up again on a rela-
tive basis, probably until mid 
November. As shown on our 
long term oscillators (lower 
rectangle) a further period of 
retracement may still mate-
rialise early December before 
they move up gain towards 
early 2018. The relative price 
potential up is still very inte-
resting, potentially up to 15% 
(right-hand scale). 

Concluding remarks

China, Industrial Metals and related sectors (Diversified Mining) are still on track to outperform until early 2018. 
These trades may consolidate some during November and more patience is probably required to really capture this 

outperformance. Indeed, the acceleration may be quite short lived, possibly from early December into late January 
2018.
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