
The reflation trade will see one more rally, probably between late April and 
June
The current correction to the downside on the S&P500 is the longest and strongest since the reflation trade begun in early 
2016. We believe however, that it should be coming to an end, possibly over the next couple of weeks. Equity markets and 
reflation assets should then be ready for one last rally towards mid-year.

S&P500 Index
Daily graph or the perspective over the next 2 to 3 months

From peak to through, the S&P500 
has corrected 12% over the last 

2 months. This correction is the 
strongest since the reflation trade 
begun in early 2016,  and does 
certainly raise the question if there 
is more downside to come (our I 
Impulsive targets to the downside are 
pointing towards the 2’470 – 2’340 
range; right-hand scale). That said, 
our medium term oscillators (upper 
rectangle) did reach a support point 
early April on the S&P500, and it has 
since been rebounding. Yet, on both 
our oscillator series (lower and upper 
rectangles), we would still expect 
a retest of these recent lows, or at 
least some retracement of the recent 

rebound, possibly until the 3rd week / late April. Given the remaining downside risk, and although we believe that the early April 
lows will probably pretty much hold, we will remain prudent over the next week to 10 days before we attempt to Buy the Dip. 
Following that, we believe that the S&P500 may rally into early June at least, possibly retesting its highs and above.

Nasdaq 100 Index
Daily graph or the perspective over the next 2 to 3 months

Despite the negative publicity 
the FAANGs have received 

over the last month or so (a.k.a. 
Facebook), it is quite amazing 
how well the Nasdaq 100 has 
held in the recent sell-off. The 
Nasdaq had actually made new 
highs in March and indeed, the 
recent sell-off has held above 
the previous sell-off lows made 
early February. On both oscilla-
tors series (lower and upper rec-
tangle), we expect the Nasdaq 
100 to resume it uptrend soon, 
sometime towards late April, 
possibly following a last retest 
down over the next week to 10 
days. For now, our C Corrective 

targets to the downside have pretty much held (around 6’360; right-hand scale). We do not expect that these could be materially 
broken for now. From late April, the Nasdaq should then move up towards June and possibly reach new highs (our I Impulsive 
targets to the upside between 6’860 – 7’240 range; right-hand scale). 38
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US10Y Benchmark Bond Yield
Daily graph or the perspective over the next 2 to 3 months

The recent equity sell-off 
since mid March also cor-

responds to the beginning of a 
period of consolidation on the 
US 10Y benchmark bond yield. 
Indeed, the FED statement and 
Dots late March were seen as 
rather hawkish, which given the 
current risk-off environment, 
did lead to some retracement 
in the US 10Y benchmark bond 
yield. On our medium term 
oscillators (upper rectangle), 
this period of consolidation 
may already be over. On our 
long term oscillators (lower 
rectangle), it may extend ano-
ther couple of weeks, before 

US 10Y benchmark yields start accelerating up again possibly towards mid year. Our I impulsive targets to the upside 
(right-hand scale) are indicating that the 3.0% mark could be reached (right-hand scale). This is slightly more conservative 
than our view on the Weekly graph, where we expect US10Y yields to top out between 3.0 to 3.5% by mid year (page 20).

EEM - iShares MSCI Emerging Index Fund / SPY - SPDR S&P 500
Daily graph or the perspective over the next 2 to 3 months

Emerging Markets have held 
up remarkably well since 

the correction to the downside 
begun in late January. As 
shown on this daily graph, they 
continue to do so, even on a 
relative basis vs the S&P500 
index, and even despite some 
aggressive sell-offs over the 
last few days, notably in Russia 
or Turkey. That said, we would 
probably let things settle 
until early May, when we 
can identify a support point 
on both oscillator series 
(lower and upper rectangles). 
Following that, we expect EMs, 
to continue to outperform the 

S&P500, probably by a further 3 to 6 % until late June (our I impulsive targets to the upside; right-hand scale). Indeed, 
Emerging Markets are usually late cycle performers.
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EURUSD 
Daily graph or the perspective over the next 2 to 3 months

Since early February, EUR/
USD has been consolidating 

at high levels. On both oscil-
lator series (lower and upper 
rectangles), we would expect 
the current range to break out 
to the upside, possibly for a  
move that could last into late 
May / June. Our longer term 
view is that this move may be 
the last move up for EUR/USD 
in this cycle. According to our 
I impulsive targets, the up-
side potential is limited (1.26; 
right-hand scale), although we 
cannot exclude that it could 
travel a couple more figures.  
More precisely, our medium 

term oscillators (upper rectangle) are suggesting that the break-out could happen over the next week or so, while our longer 
term oscillators (lower rectangle) would call for a bit more patience until early May. Both however are confirming that we 
will probably see marginal new highs over the next couple of months. 

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

Despite a strong EUR/USD 
lately, the EuroStoxx 50 

has managed to rebound quite 
nicely since late March. That 
said, on both oscillator series 
(lower and upper rectangles), 
we would expect it to retrace, 
and perhaps retest down once 
more until late April, perhaps 
early May. Following that, 
we  believe it should move up 
along with other equity mar-
kets, possibly towards June, 
perhaps July. For now, the risk 
to the downside, shown on our 
I Impulsive target down (right-
hand scale) is still quite com-
pelling (3’240 – 3’090). Indeed, 

theoretically, the EuroStoxx 50 is still finishing off the downtrend it started in late October last year. Going forward, from May 
into June/July, it is difficult to assess for now if the EuroStoxx 50 will achieve new highs.  A first step, would be to make 
it above the higher end of the C Corrective targets, which we can calculate using our historical measure of volatility “Delta”, 
here at 358.0 (middle rectangle, right-hand side), i.e. 358.0 times 0.8 added to the graph’s low at 3’279 = 3’564. Above this 
level, the EuroStoxx would then reinitiate an impulsive move up and new highs could eventually be envisaged. 
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USD/JPY
Daily graph or the perspective over the next 2 to 3 months
          

We now turn for the USD 
vs Japanese Yen, which 

traditionally is a defensive 
currency. Indeed, USD/JPY 
has continued lower since the 
equity sell-off begun in late 
January. Our projection on 
both oscillator series (lower 
and upper rectangles) is that 
USD/JPY could soon (between 
now and late April) resume its 
downtrend possibly into late 
May. Our I Impulsive target to 
the downside would suggest 
that it could reach new lows, 
possibly in the 104 – 101 range 
(right-hand scale). Given our 
rather positive outlook on risk 

assets during this period, we would probably favour a slight retest of previous lows rather than a deep sell-off. Indeed, 
our longer term view is that USD/JPY could initiate a worthwhile rebound from mid Q2 into the Summer. In first instance,  
it could probably reach our C Corrective targets to the upside between 109 and 111 (right-hand scale) and then possibly 
towards the 112 - 118 range . Hence, USD/JPY may be one of the first pairs to turn up as the US Dollar starts to gather 
strength during mid/late Q2.

Nikkei 225 Index
Daily Graph or the perspective over the next 2 to 3 months

Similarly to the EuroStoxx 
50, the Nikkei 225 started 

to rebound late March. That 
said, on both oscillator series 
(lower and upper rectangles), 
the Nikkei could still see one 
last retest to the downside 
over the next couple of weeks. 
Following that, we would 
expect it to start moving up 
again, initially into early June. 
A week ago, the Nikkei did 
break below 21’000, or below 
its C Corrective targets to the 
downside (right-hand scale). 
This did open the door to 
further downside risk towards 
the 19’300 – 17’800 range. 

Although, we believe it is unlikely that it will sell-off towards these levels, this risk remains a possible outcome. We would 
hence remain prudent for now and wait for these late April lows on our oscillators, before we venture in to catch the 
next move up towards June. For now, it remains unclear if the Nikkei will be able to make new highs. This may depend on 
how fast and how strongly, USD/JPY gathers momentum in mid/late Q2.
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EUR/JPY
Daily Graph or the perspective over the next 2 to 3 months

EUR/JPY is usually a reliable 
indicator of the current 

stage of the risk-ON / risk-OFF 
relationship in financial mar-
kets. This has been especially 
true over the last few quarters, 
as the EUR has proxied Growth 
trades, while the Yen remains 
defensive. Indeed, since the 
equity sell-off began in early 
February, EUR/JPY has been 
correcting to the downside. 
While the sequence we show 
on our long term oscillators 
(lower rectangle) may suggest 
that this period of retracement 
is finished (and that EUR/JPY is 
now resuming up), our medium 

term oscillators (upper rectangle) are pointing to a few more weeks of risk until early May. We would hence probably expect 
that EUR/JPY retraces a bit over the next couple of weeks before it starts moving up again towards late May and possibly 
into June, as suggested by our long term oscillators (lower rectangle). Anyhow, for now, we are expecting that EUR/JPY holds 
above the lower end of its C Corrective targets to the downside, i.e. above 129 (right-hand scale). According to our longer 
term graphs, the move up that follows into June could certainly make new highs, and then reach above 140.

Bund
Daily Graph or the perspective over the next 2 to 3 months

The Bund is also a good 
Defensive indicator in the 

risk-ON / risk-OFF relationship. 
It is also quite a resilient one, 
as it usually takes a strong re-
flationary push to make it turn 
down. Consequently, it often 
starts turning up again well be-
fore other risk-off indicators. 
The Bund is also more focused 
on the risk-ON / risk-OFF situa-
tion in the EuroZone where it 
usually moves counter-trend to 
Equities (not so much the case 
vs the S&P500). Although both 
oscillator series (lower and up-
per rectangles) are positioned 
in uptrends, the period ahead 

between now and June may see some high levels consolidation on the Bund. This may imply that equity markets and 
risk-ON assets more generally may have this two months time window to make their last move up. Following that, the 
Bund re-accelerates to the upside, possibly reaching into the 163 – 165 range into the Summer (I Impulsive targets to the 
upside; right-hand scale), signalling renewed risk-OFF pressures.
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Brent Oil
Daily Graph or the perspective over the next 2 to 3 months

Brent is currently leading the 
way up again for reflation 

trades. It has recently broken 
above its January highs on in-
creased political risk in the 
Middle East and could now be 
getting ready to move into the 
mid 70s USD/barrel (our I impul-
sive targets to the upside; right 
hand scale). Our longer term 
analysis would suggest that such 
a break-out would probably open 
the door to much higher levels in 
the near future (90 to 100 range 
on our Weekly graph featured 
on page 22 of this edition). That 
said, before this happens, Oil 
may suffer another short tem-

porary set-back. Indeed, our medium term oscillators (upper rectangle) have now reached a High Risk zone and could see a 
couple weeks of consolidation. On our long term oscillators (lower rectangle), the consolidation period since January, in theory, 
still hasn’t been completed: Brent could retrace once more into late April, before it finally takes off.

Brent Oil vs the S&P500 Index
Daily Graph or the perspective over the next 2 to 3 months

Looking at the strong uptrend 
on the ratio of Brent vs 

the S&P500, we can probably 
conclude that it is likely to be 
one of the leaders of the refla-
tionary push we expect over the 
next couple of months. Short 
term, on our medium term oscil-
lators (upper rectangle), it does 
seem a bit exhausted though, 
and could see a temporary set-
back (a couple of weeks). That 
said, on our longer term oscil-
lators (lower rectangle), we are 
confident that Brent will pro-
bably outperform the S&P500 
until June. This conforms to 
what should be expected at 

this late stage in the business cycle (i.e. a last Commodity led inflationary acceleration).

Concluding remarks

Over the last 10 days, Equities have started to rebound from the strong sell-off they have suffered since early February. 
Although, we remain constructive on risk assets over the next couple of months, we would remain cautious for another 
week to 10 days. Indeed, on many risk assets, our oscillators are signalling that we may see one more retest down into late 
April (perhaps just a retracement of the latest bounce). Following that, we believe that risk assets should initiate a new 
rally, probably led by Commodities, Emerging Markets and Growth themes such as the Nasdaq 100. These will probably 
push to new highs by June, along with US long term Interest rates and EUR/USD. For other markets, we expect at least a 
strong rebound (Europe and Japan), and for the S&P500 a possible retest of previous highs. From June into early Summer, 
we will await that most reflationary trades start topping out. The “Bear” market that follows may last 12 to 18 months.  


