
The Yield Curve is still flattening, yet a short term bounce may materialise 
from late November into early 2018
With US 3 Year Treasury yields at year-to-date highs and the US 10Y close to 2.5%, it seems that the reflation theme is 
back in full force. Indeed, the acceleration up in yields over the last 2 months is impressive and it was accompanied by 
similar moves in the Dollar, Equity Markets and Oil. We believe this is a good time to pause and reconsider. In this article, 
we will focus on yields, the yield curve and the internal structure of the market.

US 3 years Benchmark Bond Yield
Daily Graph or the perspective over the next 2 to 3 months

US 3Y Treasury yields just 
made new year-to-date 

highs. Apart from this Spring, 
these levels have not been 
seen since the early stages 
of the recovery in mid 2009. 
The rally has been impressive 
and on both our oscillators 
series (lower and upper 
rectangles), US 3Y Treasury 
Yields have probably just 
made intermediate tops. 
The oscillator sequences we 
project suggest between 3 to 
6 weeks of consolidation to 
the downside or towards a 
period which ranges between 
mid November and early 

December. Following that, our “I” Impulsive targets up (right-hand scale) would suggest further upside just below 2.0%. Yet, 
in the meantime, we could await a worthwhile correction that may amount to between 0.5 to 0.8 times our historical 
volatility measure delta (0.363; middle rectangle; right-hand side) or between 18 and 29 bps. 

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

US 10Y Treasury Yields also 
saw a strong move to the 

upside. It fell short of new 
year-to-date highs, yet inched 
above our “C” Corrective 
targets to the upside (right-
hand scale), which potentially 
opens the door to our “I” Im-
pulsive targets up towards the 
2.7 – 2.9 range. Before we can 
consider these, we first expect 
some retracement. Indeed, as 
with the US3Y yields, US10Y 
has now reached interme-
diate tops on both our oscil-
lator series (lower and upper 
rectangles). The correction 
could last into mid/late No-

vember (our medium term oscillators; upper rectangle) and in worst cases extend towards year-end on our long term 
oscillators (lower rectangle).  Given our current measure of historical volatility delta (0.483; middle rectangle; right-hand 
side), US10Y may now retrace between 29 and 38 bps, or 0.5 to 0.8 times delta, i.e. in a worst-case scenario US10Y may 
even retest its September lows. 
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US 10 years Benchmark Bond Yield - US 3 years Benchmark Bond Yield
Weekly Graph or the perspective over the next 2 to 4 quarters

Considering the same spread 
on a Weekly graph, we can note 
that the downward pressure is 
still there on both our oscillator 
series. Our long term oscillators 
(lower rectangle) would sug-
gest further downside into early 
2018, while our medium term 
oscillators (upper rectangle) 
are pointing to an interme-
diate low (and the possibility 
to initiate a bounce) some-
time in the second half of Q4 
this year. This second scenario 
is closer to our analysis on the 
Daily graph above. From a price 
targets perspective, the spread 
has now reached the range of 

its “I” Impulsive targets down (right-hand scale), yet nothing on the graph for now prevents the Yield Curve to flatten again 
later in 2018, possibly towards 0.3%.

Initial remarks

The projections above may sound quite pessimistic for yields and the yield curve over the next few weeks. Yet, from our 
analysis, the Yield Curve is still flattening and given the current environment, we find it difficult to justify it could conti-
nue to do so without some downward pressure on both the US3Y and US10Y. That said, the scope may be limited to our 
less aggressive targets, or towards the levels last seen in the second half of September.

US 10 years Benchmark Bond Yield - US 3 years Benchmark Bond Yield
Daily Graph or the perspective over the next 2 to 3 months

The bounce in US Treasury 
Yields since September 

has had little impact on the 
yield curve. As we mentioned 
in our last newsletter, it is still 
in a downtrend for now, and 
on both our oscillator series 
(lower and upper rectangles), 
the downward pressure may 
resume until mid November 
/ early December. Our “I” 
Impulsive targets down (right-
hand scale) have almost been 
reached, yet in a worse-case 
scenario, the curve could 
flatten a further 10 bps. Our 
view is that such an extension 
to the downside may create 

the Oversold conditions that may trigger a 2 to 3 months bounce into early 2018.
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Over the following pages, we will review related trades and ratios in order to confirm this view. 

Copper Spot (USD, LME) / Gold Spot (USD)
Weekly Graph or the perspective over the next 2 to 4 quarters

Lately, this ratio has been 
heavily advertised by Jeff 

Gundlach, a famous guru bond 
manager, as a reason for why 
the Yield Curve should steepen 
again soon and quite aggres-
sively. Indeed, over the last 10 
years, this ratio and the Yield 
Curve have advanced quite 
synchronously. Yet, over the 
last 6 months, while the ratio 
has re-accelerated up, the yield 
curve has flattened further. Mr 
Gundlach’s opinion is that the 
Yield Curve should now be star-
ting to catch up. From what we 
can analyse on both our oscil-
lators series (lower and upper 

rectangles), the ratio is probably still heading up towards next year. That said, on our medium term oscillators (upper rec-
tangles), it seems to have reached an intermediate top. The ratio should now retrace into mid / late Q4. In our view, over 
the next month or so, it’s the Copper/Gold ratio that should be moving lower in the direction of the yield spread, not the 
opposite. 

XLF - Financial Sector SPDR Fund / QQQ – PowerShares Nasdaq 100 ETF
Weekly Graph or the perspective over the next 2 to 4 quarters

Building on the analysis 
above, we wanted to pro-

pose our own proxy for the 
yield curve. Last year, the rapid 
re-rating of inflation expec-
tation (reflation I) triggered a 
rapid and substantial revalua-
tion of the Financial sector. 
Indeed, Financials are the ul-
timate short duration trade 
(they pay short term interest 
rates and lend out long ones), 
while the Nasdaq with its Big 
Tech heavyweights is typical 
of long duration equity pro-
files. Looking at the history 
of the ratio, it mirrors the 
yield spread quite well (with a 

slightly more negative twist). Currently, it is indeed quite negative and also volatile: both our oscillator series (lower and 
upper rectangles) would suggest more downside pressure into Q1 2018 at least. It is also interesting to note that the latest 
rally has not been able to break above the one made in June, never-mind the one made in Q4 last year. This seems to proxy 
the loss of momentum in the reflation trade.
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IVE - iShares S&P 500 Value ETF / IVW - iShares S&P 500 Growth ETF
Weekly Graph or the perspective over the next 2 to 4 quarters
          

We now turn to the 
wider Value to Growth 

relationship, which is usually 
also very much correlated 
with the yield curve spread. 
On both our oscillator series 
(lower and upper rectangles), 
the downtrends are still in 
place. Yet, they could reach an 
intermediate low sometime 
in the second half of Q4 this 
year. Such lows on a Weekly 
graph are usually followed by 
a bounce that could last 2 to 
3 months. Our “I” Impulsive 
targets to the downside (right-
hand scale) had previously been 
touched in early September, so 

that the downtrend is relatively exhausted for now.

IWM - iShares Russell 2000 ETF / QQQ – PowerShares Nasdaq 100 ETF 
Weekly Graph or the perspective over the next 2 to 4 quarters
          

Comparing the Russel 2000 
Small Cap Index to the 

Nasdaq also delivers a similar 
picture. Indeed, small caps are 
relatively immune to rises in 
interest rates as they are usually 
less levered that large caps, 
they are also more cyclical, and 
on a relative basis, they are 
usually less impacted by rises in 
the US Dollar as they are more 
domestic. Both our oscillators 
series are still in a downtrend 
(lower and upper rectangles), 
yet both would also suggest 
that an intermediate low may 
materialise in the second half 
of Q4 2017. It could trigger a 2 

to 3 months bounce.
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XLF - Financial Sector SPDR Fund / SPY - SPDR S&P 500
Daily Graph or the perspective over the next 2 to 3 months

We now move to a shorter 
time frame and look at 

the Daily graph of US Financials 
vs the S&P500. On our medium 
term oscillator series (upper 
rectangle), we map a continua-
tion of the uptrend initiated 
in early September, from late 
November to early next year. 
In the meantime, we would 
expect some retracement into 
mid November. That said, if by 
mid December, the ratio fails 
to break-out to new highs, it 
will probably imply that the 
bounce would have lived and 
that a new period of under-
performance towards early 

next year lies ahead. This more negative scenario is shown on our long term oscillators (lower rectangle). Given this uncer-
tainty, and the retracement in outperformance we expect over the next few weeks, it may be an opportunistic time to 
underweight US Financials.

BANK - Dow Jones STOXX / Dow Jones STOXX Europe 600
Daily Graph or the perspective over the next 2 to 3 months

European Banks also seem 
quite weak vs the Europe 

STOXX 600. They topped out 
in August and have since 
been making lower highs. 
On both our oscillator series 
(lower and upper rectangles), 
they are now resuming their 
downtrends. Further under-
performance is expected 
into mid / late November.  



24

IVE - iShares S&P 500 Value ETF / IVW - iShares S&P 500 Growth ETF
Daily Graph or the perspective over the next 2 to 3 months

The Value to Growth rela-
tionship within the S&P500 

is also retesting to the down-
side and it is currently approa-
ching its September lows. On 
both our oscillator series (up-
per and lower rectangles), it is 
still in downtrend situations, 
which should lead to further 
underperformance of Value 
vs Growth probably into mid/
late November. 
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RSP - Guggenheim S&P 500 Equal Weight ETF / SPY - SPDR S&P 500
Daily Graph or the perspective over the next 2 to 3 months

Finally, we look at breadth 
within the S&P500 Index 

by comparing the S&P500 
equal weighted RSP ETF vs 
the S&P500 SPDR ETF (which 
is cap. weighted and tracks 
the S&P500 Index). The si-
tuation is quite extreme as 
the ratio is already making 
YTD lows again, following 
steady underperformance 
throughout the year. On our 
long term oscillators (lower 
rectangle), the downtrend 
may even extend into early 
next year. That said, our me-
dium term oscillators (upper 
rectangle) point to a poten-

tial low in mid/late November.



QQQ – PowerShares Nasdaq 100 ETF / SPY - SPDR S&P 500
Weekly Graph or the perspective over the next 2 to 4 quarters

The Nasdaq 100 has been 
the ultimate Growth trade 

this year. Indeed, its outperfor-
mance vs the S&P500 reflects 
the reversal of the reflation 
trade (along with the flattening 
yield curve). On our long term 
oscillators (lower rectangle), 
the Nasdaq 100 has probably 
reached a High Risk position vs 
the S&P500. On our medium 
term oscillators (upper rec-
tangle) it is nearing an inter-
mediate top, expected mid/
late Q4. This implies that the 
Nasdaq 100 may underper-
form the S&P500 as we move 
into year-end and possibly 

early 2018. Following that, the Nasdaq 100 will probably resume its outperformance until the Summer of 2018. “I” Im-
pulsive targets up (right-hand scale) for this ratio have been reached so that the move is getting somewhat exhausted. 

QQQ – PowerShares Nasdaq 100 ETF / SPY - SPDR S&P 500
Daily Graph or the perspective over the next 2 to 3 months

Shorter term however, on 
the Daily graph, we can 

see that the Nasdaq 100 just 
started a new period of acce-
leration to the upside vs the 
S&P500. The move is already 
quite extended, yet on both 
our oscillator series (lower 
and upper rectangle), it may 
continue until mid/late No-
vember (medium term oscilla-
tors; upper rectangle), possibly 
December on our long term os-
cillator series (lower rectangle). 
The mid/end November tar-
get is probably a better match 
for the analysis above on our 
Weekly graph. 
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QQQ – PowerShares Nasdaq 100 ETF / Gold Spot (USD)
Daily Graph or the perspective over the next 2 to 3 months

In order to get a better indi-
cation of forthcoming risk-off 

situations (rather than mere 
Cyclical to Growth rotations), 
we compare the Nasdaq 100 
to Gold (a defensive asset). In 
2017, this ratio has synchro-
nized quite well with risk-on 
/ risk off periods. On our long 
term oscillators (lower rec-
tangle), the Nasdaq is still hea-
ding up vs Gold, possibly into 
December and its “I” Impulsive 
target  potential to the upside 
is not extended yet (right-hand 
scale). That said, our medium 
oscillators (upper rectangle) 
may have reached a short 

term intermediate top. It could imply 2 to 3 weeks of consolidation to the downside (a short risk-off period). 

QQQ – PowerShares Nasdaq 100 ETF / Gold Spot (USD)
Weekly Graph or the perspective over the next 2 to 4 quarters

We now look at the Nas-
daq 100 vs Gold ratio 

on a longer term basis. On both 
our oscillators series (lower and 
upper rectangles), the Nasdaq 
100 is till trending up vs Gold, 
possibly into mid 2018. The 
potential to the upside for this 
ratio is still comfortable as in-
dicated by our “I” Impulsive 
targets up (right-hand scale).  
This remains positive for equity 
markets and risk assets more 
generally.

Concluding remarks

Despite the rise in yields over the last 2 months, the US Yield Curve is still flattening. It may continue to do so over 
the coming weeks. Value to Growth indicators, Breadth, or the Small cap to Big cap ratio also indicate so. More 

generally, the US Yield Curve may continue to flatten well into 2018. Shorter term however, it may find an intermediate 
low mid/late November and initiate a 2 to 3 months bounce.
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