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4/ Executive Summary

The Capital Observer editors team, London / Geneva,  March 17th 2020
to view other issues, please visit our website at: http://www.thecapitalobserver.com

12 / The Fed, global central banks and governments pull out all the stops in arresting the sell-off:  have we seen the worst of the Great 
COVID-19 Crash of 2020? - “The worse this COVID-19 situation gets, the larger the ultimate policy response” – we have been repeating 
that mantra for readers of The Capital Observer who have been asking us about the likely policy responses from central banks and govern-
ments. And, indeed, in the US and in Europe that has been the case. The Germans have finally capitulated and gave on the “big black zero” 
meme as German Olaf FinMin Scholz unleashes a real late last week, shocking FISCAL “whatever it takes” moment.
In the US, fiscal policy finally got its act together. Treasury Secretary Steven Mnuchin and House Dems reached an agreement last night to 
move forward with legislation that would shore up the US public health response to COVID-19, while also blunting some of the economic 
impact. This week ( week of March 16th ), the Fed will offer another $1 trillion: next Monday, $500 billion in one-month repos; and next 
Friday, $500 billion in three-month repos. This will continue in each week, the same procedure of $1 trillion a week plus all the other repos, 
through Monday, April 13. It will amount to $4.0 trillion in new money over the four-week period. The central bank also transitioned to 
“outright” QE by buying securities across the maturity spectrum.
In total, this would amount to nearly $4.5 trillion through April 13 that the Fed is offering to create to bail out Wall Street, repo market 
participants, the asset holders, the banks, and Corporate America. It would more than double the already re-ballooned balance sheet 
(currently $4.3 trillion). It could push the balance sheet to nearly $9 trillion by April 13. And this is important because rising Fed balance 
sheet has always led to higher equity prices and bond yields.

15 / Timing and Tactical Insight - High hopes on Central Banks as the Coronavirus spreads - If 2008 provides any historical reference, 
the 150 basis points rate cut we have had since March 3rd may stabilize the market. Back then, it took the FED 3 months from Lehman’s 
bankruptcy to bring rates down to zero in mid December, only then did markets finally start to stabilize. This time, it took the FED 12 days to 
do the same. Some may argue that it has wasted ammunition, yet, considering the disruptive effect of the Coronavirus crisis on businesses 
around the world and indirectly on Credit markets, we believe it had no choice but to act pro-actively. Considering current dynamics, the 
FED will probably engage is “as many as it takes” unconventional measures until the situation stabilizes as it will probably need to keep 
rates as low as possible across the whole yield and credit curves, despite the steepening effect of the large fiscal package that was just 
announced. It will also need to keep as much liquidity as necessary flowing into the system to avoid funding problems and the negative 
spiral of a Credit crisis. It may take a few more weeks (into early April), perhaps a couple more months (towards mid Q2), but we believe 
credit markets will stabilize. Until then, the yield curve could flatten again as long term yields retrace down towards shorter ones. We 
would hence continue to be very prudent on risk assets into early Q2 at least, yet will then expect a mid/late Q2 turnaround and possibly 
a Summer recovery. Once we are past the through of this crisis, the yield curve should then settle and start rising moderately again.

23/ The long bond yield could have bottomed as the seasonal upswing in liquidity starts; market healing begins very soon as rising 
yields signal that the worst could be now over - Global central banks have been doing a rolling effort to ameliorate the situation, and that 
certainly helped put a significant floor underneath the long bond yield.
Changes in systemic liquidity have profound impact on the trajectory of bond yields. The seasonality of the liquidity flows will provide a 
more sustained and more broad-based wherewithal for bond yields to rise. The collective effort of the global central banks adds early 
momentum to the turn in seasonality in liquidity inflows – that’s why we expect yields to fairly soar. And by May, we will not be surprised 
to see the 10yr yield back at 2.00%. Nonetheless, come May, we should gird for another roller-coaster turn in the trend of the long bond 
yield downhill. However, the situation comes with a twist: institutional investors are familiar with the regular seasonality of liquidity flows 
so therefore anticipate those expected changes.

25 / Timing and Tactical Insight - Global yields should remain under pressure into the Summer - Following their Autumn bounces, long 
term Treasury yields have lived through a perfect storm since the beginning of the year and have sold off to all-time lows. Indeed, the 
Coronavirus, which started as a supply shock out of China has rapidly morphed into a deflationary global demand shock. Indeed, yields in 
most other developed market have accompanied US yields lower. Then, following an intraday low at 0.34% on Monday 9th, the US Trea-
sury yield started to bounce last week. The move which was initially seen as a consequence of portfolio deleveraging, gathered momentum 
late last week as the Treasury and the FED continued to announce large support measures, and as equities markets finally bounced on 
Friday following their  10% sell-off on Thursday. The US10Y has reached back well above 1%. Going forward, we expect it to retrace down 
over the next few weeks, probably into late March / early April, as risk assets, Inflation Expectations and Oil remain under pressure. A new 
bounce could then follow during April and into early May. Yet ultimately, we would expect US yields to remain under pressure into midyear 
/ the Summer, and the US 10Y could even reach down to 0%. Looking at yields around the world, developed ones are following the US 
with less volatility. Hence the US interest rates differential will probably narrow further vs Germany or Japan until the Summer. For more 
credit related Sovereign spreads, such as Emerging markets vs the US, or Southern Europe vs the Bund, their bounce could continue to 
push higher into early/mid Q2. They may then start to stabilize, although a narrowing of these spread may take some time  to materialize, 
probably not until the Summer.

34 / US GDP may suffer after Q1 2020, but that wouldn’t preclude large equity and yield rallies until May-June this year - The Citi The 
stock market did collapse as was warned by the confluence of declining capital flows and falling government expenditures. The COVID-19 
infestation struck at the same moment that the markets have been weakened systemically by a seasonal liquidity drought. The main 
actors, capital flows and fiscal expenditures have been on a simultaneous downswing and at the same time, the change rates of bank re-
serves and of the Fed’s balance sheet were also on a yearly seasonal contraction. The result – a perfect storm of liquidity drought (which 
would have cut down risk asset prices on its own merit), and then the COVID-19 virus struck. Meanwhile, we do believe that the worst will 
soon be over for the financial markets hammered to its knees by the COVID-19 epidemic. The Fed and other central banks, supported by 
more flexible monetary and fiscal policy all over the globe, should pull the markets out of the abyss that foul sentiment has brought the 
markets into. As we said in other articles in this edition of The Capital Observer issue: (1) It is possible to see the 10yr yield back at circa 
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2.0% in 6-8 weeks, and (2) It is also possible that we will see the SPX reclaim more than 60 pct of its previous losses, and NDX could even 
make new higher highs in 6 – 8 weeks. Thanks to the decisive action that has been taken so far by global central banks and governments.

37 / Timing and Tactical Insight - Crash in equities – will the long term uptrend hold? - The current sell-off in Equity markets is still 
underway and important levels have been broken on a Daily, Weekly and even Bi-monthly basis. This would suggest further downside risk 
below the lows made late 2018 on the S&P500 (and potentially worst towards the 2015/2016 upside resistance range between 2'100 
and 2'000) and possibly down towards levels last seen in H1 2016 for Emerging Markets and in 2011-2012 in Europe also towards 2'200 - 
2'000 range. Hence, we would remain extremely prudent until early Q2 when we expect initial support to be found. We then believe that 
during Q2, equity markets could gradually stabilize and from late Q2 initiate a new uptrend which could last into the Summer, perhaps 
even year-end. At this stage it is difficult to project if most markets will manage to retest their January and February highs, but the rally 
could certainly retrace a good portion of the current sell-off, especially given the very accomodative financial conditions that will then 
most likely prevail. On a relative basis, the US probably outperforms into Q2 given its rather defensive bias vs the All Country World Index. 
As for Emerging Markets, they are probably building a base vs developed ones, and could also reverse up from Q2 and outperform into 
the Summer at least. Domestic China seems exceptionally resilient.

45 / Defensive assets: the role of Gold will not cease after the Great COVID-19 Crisis of 2020 blows over; Gold will rise again as growth 
falls to recessionary conditions - There was no question the gold market has seen heavy inflows recently. But gold’s status as a safety 
hedge (a “defensive asset”) was tested during the past two weeks as deleveraging took place, having fallen back to 1450 in a matter of 
days. That market reversal started when it became clear that the Federal Reserve Bank and the government of Mr. Donald Trump will not 
shy away from pulling the dysfunctional markets out of the abyss. We expect the efforts of the Fed, other global central banks, and various 
global governments to restore confidence in the financial market to succeed. But global economies have been basically cut at the knees 
and the time for reckoning come during H2 2020 and beyond. Even if the epidemic eases in the coming weeks, economic shocks and 
supply-chain disruptions related to it will likely linger for months to come, thus ensuring gold’s enduring safety bid. But it’s also likely that 
after a brief pullback and period of consolidation, gold will benefit from the latest emergency steps taken by the world’s leading nations to 
forestall a global recession. Gold could come under some profit-taking pressure in the next several weeks as equity investors may rotate to 
beaten-down stocks. A broad equity market rally would likely take some of the steam out of gold’s immediate-term rising trend, although 
its dominant longer-term trend should remain firmly intact thanks to lingering coronavirus-related worries and the second-round conse-
quences of central bank policy actions.

47 / Timing and Tactical Insight - Defensive assets – less negative that the rest into early Q2, strong performance into late Q2 - Despite 
some draw-downs on an absolute basis, mostly due to the strong deleveraging process since mid February affecting all assets, defensive 
assets have managed to drop less (i.e. outperform) vs risk assets or their references indexes. Treasuries and Gold have outperformed 
Equities, Defensive sectors have outperformed their reference indexes, while Defensive currencies have strengthened vs more cyclical 
ones. We believe this trend / bounce is not quite finished yet and could continue into late March / early April. Following that, risk-ON and 
cyclical assets could then have their bounce during April and early May, before Defensive assets attempt another upside retest during 
May on a relative basis. Treasuries and Gold seem particularly strong and could continue to outperform on an absolute, and perhaps 
even on a relative basis into midyear. Gold in particular should benefit for the accommodative monetary environment into late Q2 and 
perhaps the Summer. It may still suffer some deleveraging sell-offs over the next couple of weeks. These could even be quite deep. Yet, 
we would consider them as buying opportunities considering that thereafter Gold should resume its uptrend into the Summer, probably 
quite strongly. Initial targets are towards new highs above 1’700 USD/oz. Yet, as mentioned in our previous issue of The Capital Observer, 
Gold could well continue higher and top 2’000 USD/oz over the next couple of quarters. Other precious metals and related instrument 
such as Mines, Silver or Platinum may lag at the beginning, yet could then catch up towards late Q2 as the risk assets rally gets going.

54 / Splicing the markets -  What’s behind the recent US Dollar strength? - The recent price action of the US Dollar has been quite 
particular as it sold off quite heavily and vs most currencies during the initial stages of the recent deleveraging process. It has since recovered 
and literally V shaped up, even vs the Yen or Swiss Franc and while risk assets were tumbling. This was also quite particular. Going forward, we 
believe cross asset correlations are gradually normalizing. We expect the Euro and the Pound to fall vs the US Dollar over the next few months, 
probably accompanied by most Commodity currencies, as the Coronavirus intensifies in the developed world and while it seems that only the US 
has the muscle to push through the necessary fiscal and monetary stimulus. The Yen, on the other hand could be regaining its save-haven status, 
and USD/JPY could fall into early April, while risk assets continue to push lower, but should then stabilize during April as they start to rebound.

5/ Executive Summary

5The Capital Observer editors team, London / Geneva, March 17th 2020
to view other issues, please visit our website at: http://www.thecapitalobserver.com



6/ Mapping the markets 
Last month, when we published on the 17th of February, we expected equity markets to be affected by a negative 
combination of reduced liquidity and a scare from spreading CV. The move was larger than expected as markets tail-spinned 
into panic mode and deleveraging. We then also expected the Dollar, the Yen and the Swiss Franc to strengthen, yields to 
resume their downtrend, Oil to retest down and Gold to accelerate up to new highs. The sell-off started slightly earlier than 
our projections and its scope was indeed far larger that we had expected. The rest is history.

Going forward on equities, we believe that the sell-off is not quite over yet, and according to our oscillator series on the 
S&P500, the EuroStoxx50, Emerging Markets or Credit, it could continue into late March / early April. The S&P500 and the 
EuroStoxx50 are already testing crucial support in the 2’500 – 2’400 range (the December 2018 lows on the S&P500, the 
2011-2012 support and resistance range for the EuroStoxx50). They should find support between  these levels and the next 
downside target levels in the 2’200-2’100 range (corresponding to the 2015-2016 support and resistance range on the 
S&P500 and to the 2011-2012 lows on the EuroStoxx50). We would hence be looking for buying opportunities around these 
lower targets, or alternatively, towards the end of March / early April. Our preference would probably go to the US and China. 
The rebound may last into May, could retrace into June, but in general, we expect equities markets to reverse up from April 
into the Summer (a gradual, slow, yet large V-shaped recovery into H2 2020).

On other asset classes, we believe the current rebound on the US 10Y Treasury yield could top out towards 1.3% or 80 bps 
above the recent Daily lows (in an extreme case, perhaps even up towards 2% according to our macro strategists). Following 
that, they may retrace down towards  their recent lows, and then bounce again from late March / early April into late 
April / May (with between 50 and 80 basis points rebound potential once again according to our technical methodology). 
Following that we expect yields to resume their downtrend and perhaps make new lows towards late Summer / the Fall. 
Gold is currently consolidating as part of the current cross-asset deleveraging process. During April, we expect it to resume 
its uptrend. It could soon reach new highs above 1’700 USD/oz, and then probably continue higher towards new all-time 
highs into midyear / the Summer. The US Dollar is probably also resuming its uptrend, following its sideways correction since 
last Autumn. We expect it to benefit from flows wanting to participate in the US recovery. There will be residual risks, yet the 
environment should be supportive, thanks to the large amounts of liquidity provided by Central Banks, and more generally, 
the very accommodative fiscal and monetary policies. Defensive and growth themes should initially lead the way out of 
the deep hole we are currently in, probably from April, and could outperform into late Q2. From late Q2, cyclical themes 
may gather momentum and attempt to catch up. As for the Oil market, it is broken for now, as oversupply meets depressed 
demand. The downside targets are probably in the low 20s USD/barrel to the least. We would avoid this market and the 
Energy sector, probably until late Q2.

Next 2 months 3 to 6 months ahead

Legend: Strong OverweightOverweightNeutralStrong Underweight Underweight

Main Asset Allocation Drivers

Main Equities
World markets
p 34 - 36, 37 - 40

Main Equities & Government Bonds

Global equities have seen a historical sell-off since mid February on the back of the 
Coronavirus outbreak and its healthcare and economic implications. We expect the current 
leg down to continue into late March / early April. Recent lows around 2’400 on both the 
S&P500 and the EuroStoxx50 may contain any downside retest. Yet, if these levels break, the 
next levels of support are towards 2’100 on both indexes.

Main 
Equities

US

S&P500

The S&P500 Index could continue to retest 
down into late March / early April. Support 
around 2'400 may hold, yet 2'100 would be 
the next level. April could then see a strong 
bounce.

During Q2, the S&P500 could gradually 
resume its uptrend towards and into the 
Summer, first towards resistance levels 
around 2'700, then perhaps 3'000.

Europe
   
EuroStoxx50

The EuroStoxx50 could continue to retest 
down into late March / early April. Support 
around 2'400 may hold, yet 2'100 would be 
the next level. April could then see a strong 
bounce.

During Q2, the EuroStoxx50 could grad-
ually resume its uptrend towards and 
into the Summer, yet should underper-
form the S&P500 in this recovery.

EMs

MSCIEM USD

Emerging markets could continue lower with 
developed markets into late March / early 
April. On a relative basis they could also re-
trace some our their recent outperformance. 
They should then also bounce in April.

During Q2, Emerging Markets could 
gradually resume their uptrend towards 
and into the Summer and may even 
start to outperform developed ones.

Treasuries US10Y

Bond prices

The US10Y Treasury yield could retrace down 
into late March / early April. Yet, could then 
see another 50 to 80 bps bounce during April.

The US10Y Treasury yield could remain 
under downside pressure into the Sum-
mer. Our Weekly graphs suggest that it 
could reach down to zero over the next 
couple of quarters.

Germany 10Y

Bund prices

The 10Y German Bund yield could retest 
down into late March / early April. Yet, could 
then see another 35 to 55 bps bounce during 
April.

The 10Y German Bund yield could re-
main under downside pressure into the 
Summer. Our Weekly graphs suggest 
that it could reach below minus 1% over 
the next couple of quarters.
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Main Regional picks
p 41

Volatility VIX has reached above 80. It will probably hold-up / push higher until late March / early April, 
before it starts to move down again.

Emerging markets
p 42 - 44

Government Bonds
US & European Benchmarks   
p 12 -14, 23 - 24, 25 - 28

Treasury and Bund yields have been bouncing quite dynamically since the 9th of March. We 
believe they could top out again towards 1.3% (perhaps even higher according to our macro 
strategists, potentially towards 2%). They could then  retrace down into late March / early 
April, before another bounce 50 to 80 bps bounce materializes during April. From May, they 
should then resume their downtrend into the Summer, perhaps the Fall. US10Y yields could 
reach zero %, while German Bund yields minus 1%.

Next 2 months 3 to 6 months aheadMain Asset Allocation Drivers

Legend: Strong OverweightOverweightNeutralStrong Underweight Underweight

Equity to Bond Ratios, Fixed Income Dynamics & Commodities

US Yield curve spreads are currently bouncing quite dynamically as short term rates have 
been brought down to zero in the US and fiscal stimulus is being announced, thereby leading 
the long end to bounce. Yet, we expect the long end to retrace down again into late March 
/ early April and hence the yield curve could retrace some of its recent gains. It could then 
steepen again during April with a further bounce in long term yields, yet then flattens again 
towards mid/late Q2 as these come under pressure once again.

Fixed Income Dynamics
Duration (10Y - 3Y/3M)
p 12 - 14, 15 - 17, 21

Equity to Bond Ratios
US & Eurozone Market
p 47

Equity to Bond ratios should continue to fall into late March / early April. They could then 
bounce during April as both yields and equities should bounce, but could then consolidate 
again during mid/late Q2 as the equity recovery marks pace and yields resume their 
downtrend. The ratio could then bounce again into the Summer.

Defensive regions are obviously outperforming (e.g. Switzerland or Denmark). They could 
continue to do so into early April and then probably once again into late Q2. Following some 
correction late February vs Global markets, the US is outperforming again and could continue 
to do so into late May at least. European markets could underperform Global markets into 
late Q2.

Emerging markets should also continue to sell off, alongside developed ones into early Q2. 
They may even retrace some of their recent outperformance. Following that they should 
build a base during Q2, both on an absolute and relative basis and start rising again and 
outperforming into the Summer. China could also retest down towards early Q2, before 
resuming its uptrend into the Summer. They may outperform both Global and Emerging 
Markets.

Equity / Bonds US The US Equity to Bonds ratio (S&P500 vs 10Y 
Treasuries) probably continues lower into 
late March / early April. It then bounces dur-
ing April as yields and equities also bounce.

During Q2, the ratio could consolidate 
down again as US yields resume lower and 
equities continue to rise, yet gradually.

Europe The European Equity to Bonds ratio (SX5E vs 
10Y Bund) probably continues lower into late 
March / early April. It then bounces during 
April as yields and equities also bounce.

During Q2, the ratio could consolidate 
down again as German yields resume lower 
and equities continue to rise, yet gradually.

Duration US Yield Curve Spreads could retrace down 
into late March / early April, before bouncing 
again in April with long term yields.

During Q2, US Yield Curve Spreads could 
build a base as both long term and short 
term yields remain under downside pres-
sure.

Credit Credit spreads should continue to move high-
er into late March / early April, before consol-
idating down during April.

During Q2, Credit Spreads should continue 
to distribute, before finally resuming lower 
towards the Sunmmer.

TIPs/Treasuries Inflation Expectations probably continue to 
drop into late March / early April and could 
then bounce slightly during April.

Inflation expections probably remain under 
pressure into late Q2 before bouncing into 
the Summer.

Oil Oil could continue to sell-off into late March 
/ early April, probably towards the 20s USD/
barrel. A slight bounce may then materialize 
during April.

Oil probably remains under pressure into 
late Q2 and may then bounce into the Sum-
mer.

Industrial metals Industrial metals and Copper could continue 
lower into late March / early April, probably 
towards 5'000 USD/t for Copper. They could 
then bounce during April.

Industrial metals and Copper could remain 
under pressure into late Q2, before bounc-
ing into the Summer.

Gold Gold is caught in the current deleveraging 
process and is correcting down, probably 
into late March / early April (downside risk 
1'400 USD/oz). It then resumes its uptrend.

During Q2 and into the Summer, Gold 
breaks to new highs above 1'700 USD/oz 
and then possibly up to all time highs to-
wards 2'000 USD/oz.

7



Foreign Exchange

USD vs EUR EUR/USD is rapidly retracing its recent spike and should 
continue lower towards the 1.08 - 1.06 range into late 
March / early April.

EUR/USD probably continues to drop into midyear, 
possibly close to parity, following a short April 
bounce.

GBP GBP/USD could continue to drop, probably into the 1.19 
- 1.14 range into late March / early April.

GBP/USD probably continues lower into the 1.14 - 
1.07 range, following a short April bounce.

JPY USD/JPY may recover its risk-on / risk-off profile. It could 
hence retrace down into late March / early April.

USD/JPY probably rises again from early Q2 as mar-
kets start to stabilize. It gradually gathers momen-
tum during Q2.

CHF USD/CHF may recover its risk-on / risk-off profile. It 
could hence retrace down into late March / early April.

USD/CHF probably rises again from early Q2 as 
markets start to stabilize. It gradually gathers 
momentum during Q2.

EUR vs GBP EUR/GBP rises into the 0.94 - 0.97 range into late March 
/ early April.

EUR/GBP probably continues to push into the high 
0.90s into late Q2, following a short April correc-
tion.

JPY EUR/JPY probably drops towards 115 by late March / 
early April.

EUR/JPY probably continues lower towards 112 in-
to midyear, following a short April bounce.

CHF EUR/CHF probably continues to slide to 1.04 - 1.03 into 
late March / early April.

EUR/CHF probably continues lower towards parity 
into midyear, following a short April bounce.

GBP vs JPY GBP/JPY drops to the 124 - 118 range by late March / 
early April.

GBP/JPY probably continues lower into the 118 - 
113 range, following a short April bounce.

CHF GBP/CHF drops to the 1.14 - 1.10 range by late March 
/ early April.

GBP/CHF continues lower into the 1.10 - 1.05 
range, following a short April bounce.

Next 2 months 3 to 6 months ahead

Legend: Strong OverweightOverweightNeutralStrong Underweight Underweight

Rate Differentials The rate differential is following US yields in their rebound as these are much more volatile than other 
developed rates. Hence, the ratio should also retrace with US long term yields into late March / early 
April, then bounce again during April and finally resume lower again into the Summer.

Tips
p 31 - 32

The TIPs / Treasury inflation breakeven ratio remains under pressure into late Q2, yet could see a slight 
bounce during April.

Commodities
Oil
p 31 -32

Oil could also continue lower into late Q2, towards the low 20s USD/barrel in first instance and perhaps 
even lower. It may also see a slight bounce during April.

Industrial metals Copper and Industrial metals should continue lower into late March / early April and could then bounce 
during April before testing down once again during mid/late Q2. Copper could then reach down to the 
low 5’000s USD/ton. Industrial metals could then bounce during the Summer.

Gold & PMs
p 45 - 46, 48 - 50

Gold is caught in the deleveraging process and may continue to see sharp short term sell-offs into late 
March / early April. Downside risk may be in the low 1’400 USD/oz. That said, the fiscal and monetary 
stimulus measures which are being put in place are setting it up for a strong rally into the Summer. It 
may start late March / early April, should rapidly make new highs above 1’700 USD/oz and could then 
challenge its all time highs above 2’000 USD/oz into the Summer.

Agriculture Agricultural Commodities are correcting down with risk assets and should now remain under pressure 
into late Q2. April could see an intermediate bounce.

Credit
p 17 -20, 29 -30

Credit Spreads are rising across the world (Sovereign and Corporate spreads). We expect this move to 
continue into late March / early April. They could then retrace during April, but could retest up again 
during mid/late Q2. They then drop into the Summer.
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Equities Markets Segmentation
Next 2 months 3 to 6 months aheadCore Sector Weightings

Euro
p 53, 54

EUR/USD has now retraced more than half of its late February / early March spike, we expect it to continue 
lower towards the 1.08 -1.06 range into late March / early April. EUR/JPY and EUR/CHF should continue to 
slide into late March / early April, respectively reaching towards 115, and the 1.04-1.03 range. During Q2, the 
Euro should continue to weaken vs the USD, CHF and JPY, possibly towards parity on the former 2 and towards 
112 on USD/JPY. Indeed, Q2 should be a period of residual risk, where risk assets could stabilize, but where 
defensive currencies (JPY, CHF) and Growth currencies (USD) remain strong.

Yen 
p 55

USD/JPY retraces down until late March / early April with risk assets. It probably holds above its recent lows, 
i.e. above 102.

Sterling
p 55

Sterling probably continues its drop vs all the majors. By late March / early April, it may reach down to the 
1.19 – 1.14 range vs the US Dollar, the 124 – 118 range vs Yen, the 1.14 – 1.10 range vs Swiss Franc while EUR/
GBP moves up into the 0.94 – 0.97 range.

Oil & 
Commodities 
currencies
p 53

Commodity currencies (our equal weighted portfolio containing AUD, BRL, CAD, NOK, NZD, RUB, CLP and 
ZAR) should continue to drop vs USD and EUR, probably into late March / early April. Following a slight April 
bounce, Commodities currencies could then continue lower again into late Q2.

Asian 
currencies

Our Asian Growth equal weighted portfolio (CNY, INR, KRW, THB and TWD) should also continue to drop vs 
USD and EUR into late March / April. Following a slight bounce during April, Asian Growth currencies could 
continue lower again vs USD, yet should stabilize vs EUR. Into late Q2. Indeed, Asian growth currencies should 
be much stronger than Commodity currencies.

US Dollar Following its sell-off late February / March, the Dollar index has fully reversed and could continue higher over 
the next few weeks as risk assets could retest down one last time into late March / early April. It could reach 
the 1.00 – 1.02 range. Following some retracement during April, it should then continue higher into the 1.04 
-1.09 range into midyear.

US Sectors - S&P500
(general comment)

We would Overweight US Technology and 
Defensive sectors into late March / early 
April. We would heavily Underweight all 
cyclical sectors.

From April, we would Overweight US 
Technology, neutralize most US Defensive 
sectors and keep cyclical sectors as Under-
weight into late Q2.

Sectors Proxy ETF 
symbols

Benchmark-
weights

Strong 
Under-
weight

Under-
weight

Neutral Over-
weight

Strong
Over-
weight

Strong 
Under-
weight

Under-
weight

Neutral Over-
weight

Strong
Over-
weight

Technology XLK 21%

Healthcare XLV 15%

Financials XLF 14%

Discretionary XLY 10%

Communication XLC 10%

Industrials XLI 10%

Staples XLP 7%

Energy XLE 6%
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Swiss Franc USD/CHF retraces down until late March / early April with risk assets. It probably holds above its recent lows, 
i.e. above 0.93.



Next 2 months 3 to 6 months aheadCore Countries Weightings

Main Sectors Allocation
p 21, 51-52
Please read the detailed allocation comments in our time frame boxes above. 

Cyclical sectors in the US and Europe have suffered the most for the Coronavirus spread. With the quarantine measures 
being put in place around the world, their underperformance should continue into late Q2. April could see them bounce 
slightly vs the market as equity markets generally rebound. Yet, this countertrend move should be short-lived.

Defensive sectors should continue to outperform into late March / early April as equity markets finish their initial sell-off. 
They could give up their lead to Growth themes during Q2 as markets gradually stabilize, but should continue to outperform 
Cyclicals into late Q2.

Growth sectors should outperform the market into late March / early April as they appear more resilient than Cyclicals. They 
should then take up the lead from Defensive sectors for the rest of Q2 as markets gradually stabilize.

Countries allocation

Next 2 months 3 to 6 months ahead

European Sectors - Europe Stoxx 600
(general comment)

We would Overweight European Growth 
and Defensive sectors into late March 
/ early April. We would heavily Under-

weight all cyclical sectors.

From April, we would continue to Over-
weight Growth and Defensive sectors in 
Europe and Underweight Cyclical ones, 
probably into late Q2.

Sectors Index 
symbols

Benchmark-
weights

Strong 
Under-
weight

Under-
weight

Neutral Over-
weight

Strong
Over-
weight

Strong 
Under-
weight

Under-
weight

Neutral Over-
weight

Strong
Over-
weight

Banks SX7P 13%

Industrials SXNP 12%

HealthCare SXDP 11%

Pers. & HH Goods SXQP 9%

Food & Beverage SX3P 7%

Insurance SXIP 6%

Energy SXEP 6%
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All World Country Index

Currency hedged (general comment)

Overweight the US and China as they 
ramp up stimulation, Underweight Europe 
stalled by quarantines as they attempt to 
protect their population.

More of the same during the rest of Q2.

Countries Index 
symbols

Benchmark-
weights

Strong 
Under-
weight

Under-
weight

Neutral Over-
weight

Strong
Over-
weight

Strong 
Under-
weight

Under-
weight

Neutral Over-
weight

Strong
Over-
weight

US S&P 500 52%

Canada TSX 3%

Europe SXXP 21%

     -UK FTSE 6%

     -France CAC40 3%

     -Germany DAX 3%

     -Switzerland SMI 3%

Japan N225 8%

China MSCICN 3%



General Comment Deliquencies and Bankruptcies will nega-
tively impact Small Caps, REITS or Southern 
Europe. Technology and the Nasdaq100 
should see less disruption than the general 
market. Goldmines caught in the delever-
aging process.

The situation should perdure into Q2, yet 
the strong fiscal and monetary measures 
being pushed through should fuel a Gold-
mines' recovery once acute deleveraging 
end environment.

Themes Strong 
Under-
weight

Under-
weight

Neutral Over-
weight

Strong
Over-
weight

Strong 
Under-
weight

Under-
weight

Neutral Over-
weight

Strong
Over-
weight

Nasdaq 100 (vs S&P500)

DJ Industrial (vs S&P500)

Russell 2000 (vs S&P500)

Wilshire REITs (vs S&P500)

US Value (vs US Growth)

Southern EuroZone (vs Stoxx EZ 600)

EuroZone Small Cap (vs Stoxx EZ 600)

Japanese Small Cap (vs N225)

GDX - Goldmines

XME - Diversified Mining

Core Factor/Themes Weightings Next 2 months 3 to 6 months ahead

Core factors and Themes
p 50

Cyclical and Value Themes, Small Caps or Southern Europe should suffer the most from disruptions and financial distress, 
while REITs could see much higher levels of delinquencies.

Big Technology and the Nasdaq100 should be less impacted and will probably outperform other themes.

Goldmines could continue to drop as risk assets continue to sell-off towards late March / early April and Gold suffers from 
being liquidated as collateral. Following that, financial markets could become more orderly again and Goldmines (and Gold) 
could then profit from the huge fiscal and monetary stimulus that have been put in place.

Please read the detailed allocation comments in our time frame boxes on the previous page. 

We would favor countries which are very active in stimulating their economies during this crisis, both on the fiscal and 
monetary front as we expect they will attract most of the flows trying to position for the recovery. Hence, we would 
Overweight the US and China into late Q2. The US should also benefit from a stronger US Dollar during Q2.

We would underweight Europe given the limited leeway it has to aggressively stimulate and the strict quarantine rules it is 
applying in order to protect its population. 

We would neutralize Canada and Switzerland as they should be quite defensive, yet will probably not outperform the US 
and China.

Note: the country and regional allocations in the table above are considered hedged for currency risk, i.e. the relative 
performances are compared and forecast in local currency (except for the S&P500 and the MSCI China Index vs the All 
Country World Index as both are denominated in US Dollars).

Core factors and Themes

Main Country Allocation
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“The worse this COVID-19 situation 
gets, the larger the ultimate policy 
response” – we have been repeating 
that mantra for readers of The Capital 
Observer who have been asking us 
about the likely policy responses from 
central banks and governments. And, 
indeed, in the US and in Europe that 
has been the case. The Germans have 
finally capitulated and gave on the 
“big black zero” meme as German 
Olaf FinMin Scholz unleashes a real late 
last week, shocking FISCAL “whatever 
it takes” moment. These were the 
headlines we did not expect to see so 
soon: 
(1) Scholz says it’s possible Germany 
will need to take on added debt, (2) 
Germany will have no limit I credit 
program for companies, (3) Scholz says 
Germany will spend billions to cushion 
economy, (4) Germany plans to set up 
safety net for virus-hit companies, and 
(5) Altmaier: resources for Germany’s 
state bank to rise to EUR500 bln. 

In the US, fiscal policy finally got 
its act together. Treasury Secretary 

Steven Mnuchin and House Dems 
reached an agreement last night to 
move forward with legislation that 
would shore up the US public health 
response to COVID-19, while also 
blunting some of the economic impact: 
(1) free COVID-19 testing, including for 
the uninsured; (2) paid emergency leave 
for workers (14 days paid sick leave, up 
to three months paid family/medical 
leave); (3) enhanced unemployment 
insurance (increased access, waived 
requirements); (4) increased food 
assistance; (5) increased federal funds 
for Medicaid. 

The German response and the 
bilateral agreement between 

President Donald Trump’s team and the 
US House of Congress, plus President 
Trump’s decision to announce a national 
emergency (which allows quicker 
releases for funding) has basically 

12 / The Fed, global central banks and governments pull out all the stops 
in arresting the sell-off:  have we seen the worst of the Great COVID-19 
Crash of 2020?
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ignited the markets late last Friday, and 
yielded a sharply higher closing price 
for US markets. 

Earlier, Tuesday morning last week, 
it raised the maximum for the 

twice-weekly 14-day term repo from 
$20 billion to $45 billion. By Thursday, 
upped the measures, and expanded 
its repo funding operations “beginning 
immediately” and raised the maximum 
of the overnight repo from $100 billion 
to $150 billion. The Fed also offered 
$500 billion in three-month repos, 
which settled that coming Friday.

This week (the week of March 
16), the Fed will offer another $1 

trillion: next Monday, $500 billion in 
one-month repos; and next Friday, 
$500 billion in three-month repos. 
This will continue in each week, the 
same procedure of $1 trillion a week 
plus all the other repos, through 
Monday, April 13. It will amount to 
$4.0 trillion in new money over the 
four-week period.

The central bank also transitioned to 
“outright” QE by buying securities 

across the maturity spectrum (as 
differentiated from “NOT QE”, which 
was T-Bills only). Thus, the Fed is 

now explicitly buying duration across 
nominal coupons, TIPS, FRNs and Bills – 
a move that was taken in an attempt to 
offset the obviously liquidity strains in 
the “frozen” rates space, as evidenced 
by the moves in basis / off-the-runs 
earlier last week. On Friday, the Fed 
offered $1 trillion in repos: $500 billion 
in three-month repos and $500 billion 
in one-month repos. That’s a heck of a 
lot of dollars to print in just one day.

In total, this would amount to nearly 
$4.5 trillion through April 13 that the 

Fed is offering to create to bail out 
Wall Street, repo market participants, 
the asset holders, the banks, and 
Corporate America. It would more 
than double the already re-ballooned 
balance sheet (currently $4.3 trillion). 
It could push the balance sheet to 
nearly $9 trillion by April 13. And 
this is important because rising Fed 
balance sheet has always led to higher 
equity prices and bond yields. (See 
graph below)

And the markets responded 
correspondingly. The group which 

acquired all that buying power (which 
we call the “Masters of the Universe” 
(MOTUs) chose early European trading 
to make their move to deploy – pushing 
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equity futures to limit up hours before 
the New York trading day opened. It 
was a very fitting gesture, on a Friday, 
the 13th day of the March month (see 
1st graph on this page). 

Actually, February 13 is a very 
auspicious date. This date 

marks the seasonal bottom of the 
seasonal liquidity drought which has 
exacerbated the negative impact 
of the COVID-19 epidemic into a 
humongous and swift bear market. 
But after Friday, March 13, there is 
a perfect storm of liquidity tsunami 
-- the new monetary and fiscal 
initiatives, the SEASONAL deluge 
of systemic liquidity starting at this 
time, and blow-out credit creation in 
the whole of February – these are all 
coming together. Now, here comes 
$4.5 trillion of new liquidity injected 
into the system over the next 30 days. 
Do not underestimate these factors, 
we don’t, that is why we consider that 
the 10yr yield could be back at circa 
2.0% in 6 to 8 weeks. 

What puts finishing touches to 
what the Fed has started out 

early last week with its first small 
bazooka (a 50-basis point rate cut), is 
an announcement Sunday afternoon 
that the central bank cut interest 
rates by a full percentage point and 
launched a package of programs to help 
fix problems on Wall Street that have 
emerged in the aftermath of COVID-19. 
The Fed cited the pandemic as the 
reason for a $700 billion quantitative 
easing program, and a coordinated 
dollar-swap plan with global central 
banks (the Bank of Canada, the Bank 
of England, the Bank of Japan, the 
European Central Bank and the Swiss 
National Bank). The Fed also slashed 
the rate of emergency lending at the 
discount window for banks by 125 bps 
to 0.25%, and lengthened the term of 
loans to 90 days, intended to enhance 
liquidity in the U.S. dollar which has 
been drying up as banks hoard the US 
currency. 

This is the second and bigger 
bazooka, indeed. This repackaged 

and much more munificent QE 
program will boost the Fed’s balance 
sheet, and along with it, bank reserves 
and equity prices (see 2nd graph 
above).

It may happen that total amount of cash 
that will actually get poured into the 

financial system may be not the whole 
theoretical $4.5 trillion offered over the 
next four weeks. It may turn that just a 
guarantee by the Fed that there will be 
enough money to go around, if there 
is enough demand for it, and if there 
is enough collateral to cover it (and 
certainly there is enough of collateral 
lying around), will calm the markets. 

Whatever the market reaction will be, 
the Fed is sending the message that it 
is willing to do whatever it takes. 

Therefore, the question, “what 
happens next?” is fairly easy to 

answer – we have the 1987 Crash 
and 2008 GFC recoveries, which were 
engineered by the Fed, as template 
for the current recovery prospects. 
We believe we are seeing  the worst of 
the Great COVID-19 Crash of 2020 and 
that we should easily see at least half 
of the recent losses in equity prices to 
be recovered. In the case of the Nasdaq 
100, which we expect to be the primary 
destination of these new money from 
the Fed, we may even see new highs 
again. 



All that new batch trillions of 
dollars from the Fed, and the 

billions more which will be fleeing the 
bond market, will have to go to an old 
familiar domain, and that is equities, 
and more specifically, the Nasdaq 100.

The impact on yield of all that new 
money sloshing around, plus zero 

policy rates should be an enormous 
pressure to rise. The key linkage is the 
bond term premium which rises sharply 
when the Fed cuts policy rates and 
puts in too much money in the system. 
Remember -- the rate cut is the least 
of what they will do. The central bank 
is pouring in $4.5 trillion dollars within 
30 days to the system. That's a lot of 
inflationary pressure that the bond 
yield has to digest. 

Once that calculus starts to move, 
you will see yields rise sharply. 

Term premium is the largest component 
of yields and it is directly tied to the 
inflation expectations over the life of 
the bond. When term premia rise, the 
bond yield has to rise correspondingly 
(see chart below). That is why we said 
that the 10yr yield may rise back to 2.0% 
within the next 6 to 8 weeks (discussed 
in detail in another article in this issue 
of The Capital Observer). With sharply 
rising yields, the yield curves should 
also steepen sharply (see chart on this 
page). 



High hopes on Central Banks as the Coronavirus spreads
[Note: this article was initially written before the 100 bps cut on Sunday morning, the 15th of March, additional comments as of 
Monday afternoon are put in brackets] 
Since the Coronavirus outbreak started to spread globally and equity markets began to discount its disruptive effect, markets have 
been crying for central bank intervention. It came 2 weeks ago, on March 3rd in the form of an emergency FED 50 basis points 
cut, the first one since December 2008. Its effect was short lived with risk assets correcting down that same evening and then 
resuming much lower over the following few days. Now the market is crying for more, with another 75 to 100 bps currently priced 
into the US 3 Months Benchmark bond yield, this despite expectations of global fiscal stimulus packages which are also gradually 
being priced in. In this article, we will look at various yield and credit measures to assess the current market stress and related 
anticipated in terms of Central Bank policy. 

US 3 Months Benchmark Bond Yield
Weekly graph or the perspective over the next 2 to 4 quarters

Since the Coronavirus outbreak, ex-
pectation for future rate cuts have 

increased dramatically. On this Weekly 
graph, the US 3 months Benchmark 
Bond yield has crashed by more than 
1%. Both our oscillator series (lower 
and upper rectangles) suggest that this 
readjustment of expectations is not 
over yet and that it could continue into 
early Q2 at least. Our I Impulsive targets 
to the downside suggest that the US 
3M benchmark Bond yield could move 
down to 0% until then, thereby poten-
tially pricing a full 1% additional rate 
cuts by the FED.

US 3 Months Benchmark Bond Yield
Daily graph or the perspective over the next 2 to 3 months

Shorter term on this Daily graph, the 
re-adjustment of market expecta-

tions is way beyond our Impulsive and 
I2 Impulsive 2 extended targets to the 
downside. This, in a way, suggests that 
we are in uncharted territory. On the ti-
ming front, both oscillator series (lower 
and upper rectangles) suggest little 
respite for the fall until late March / 
April. [Following Sunday’s night 100 
bps cut, the US3M is now at 0.21%. 
For now there is little room for further 
downside until the US intends to 
pursue a Negative Interest Rate Policy 
as it is the case in Europe].
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US10Y – US3Y Benchmark Bond Yield spread
Daily graph or the perspective over the next 2 to 3 months

The middle portion (US10Y-US3Y) of 
the curve is often a good guide as to 

the market sentiment in respect to FED 
policy. This indicator is relatively pure as 
it is less influenced by inflation expecta-
tions than the US10Y-US3M spread, given 
that, in normal times, most of these are 
usually priced in on the front end of the 
curve (US3Y-US3M).  When the US10Y to 
US3Y Treasuring Spread is steepening, it 
implies that either US10Y yields are rising 
(meaning that the market is confident that 
the FED or the Treasury are doing was is 
necessary to fight deflationary forces) and/
or that the US3M yield are falling (meaning 
that the markets expect more rates cuts 
in the future). Two weeks ago, the US3M 
was falling in anticipation of a rate cut (the 

spread was rising). Following the rate cut, the US10Y fell aggressively as the market seemed disappointed with this cut (the spread fell-
back). Last week, both the US10Y was rising, while the US3M was falling as the markets seemed comfortable with what the FED and Trea-
sury were doing, but also expected more in the future (the spread rose again). The US 3M rate is now very low at 0.28%, which means 
that any steepening will probably have come from a rise of the US10Y going forward. This would be a very positive recovery signal. 
Yet, this situation also leaves some room for disappointment if either the FED is reluctant to cut rates too much or/and if the market 
correction continues dragging US10Y yields back down with it (as in November 2008).  Although the FED may have learned its lessons 
from 2008 [which was confirmed with the 100bps cut on Sunday night], both our oscillators series (lower and upper rectangles) could 
justify that the spread could retrace down again into April at least. [Note: the 700 billion USD bond buying plan by the FED should 
keep rates US10Y rates under pressure for now, as least as long as the situation stabilizes. We expect the curve to flatten into April]

US 3 Months Benchmark Bond yield (2008-09 historical data)
Daily graph or the perspective over the next 2 to 3 months

We now look at some historical pers-
pective and the late 2008, early 

2009 period. Mid September to mid Octo-
ber 2008 was a rocking period for US3M 
rates, i.e. during the Lehman bankruptcy 
period and as emergency measures such 
as the TARP were being put in place. The 
market was gradually assessing if these 
measures would be sufficient in respect 
to the problems that the financial markets 
and the economy were then facing. US3M 
first dropped on the news of the Lehman 
bankruptcy mid September, then “roller 
coastered” as counter measures (e.g. 
TARP) were being put in place. Equities 
started to sell-off aggressively again late 
September / early October  and the FED 
had to make an initial cut of 50 bps on Oc-

tober 8th. The relief rally was brief and on October 29th the FED cut another 50 bps. FFR were then at 1% (where they are today). Yet, 
the US3M yield was then pricing 0.5% or a further 50 bps cut. These anticipations continued to drop during November and reached 
zero % early December [the FED acted much more pro-actively ths time, cutting 150 basis points in 12 days]. The FED capitulated on 
December 16th and brought its FFR  down to the 0.25% -0.00% target range.



US10 Year – US3 Year Benchmark Bond Yield Spread (2008-09 historical data)
Daily graph or the perspective over the next 2 to 3 months

We now consider the US10Y-
US3Y Treasury Yield 

Spread during this same late 
2008 -early 2009 period. Until 
late October, the spread conti-
nued to rise as the counter mea-
sures being put in place (TARP 
or more commonly put, “QE”, 
and the two 50 basis points FED 
cuts) did help US10Y yield hold 
up in the 3.5 to 4.0% range. The 
curve was indeed Bullish steepe-
ning as the short end was falling 
while the long end was holding 
up. Yet, as the risk assets selling 
continued into November, the 
market started to pressure the 
FED for further rate cuts. US10Y 
yields dropped 175 bps from mid 

October into mid December (from 3.75% down to 2.0%), while the yield curve flattened by 120 bps. It was only in late De-
cember 2008, following 3 rates cuts totaling 175 – 200 bps that the yield curve finally stabilized and started to resume its 
uptrend into 2009. Interestingly, we might currently be seeing an accelerated version of this process today, with US3M 
rates already down to 0.28% and a 1% FED cut rumored over the next few days. Question is, will this be enough to sta-
bilize the markets? [i.e. will the market start demanding negative interest rates].
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US Investment Grade vs US Treasuries (2008-09 historical data)
Daily graph or the perspective over the next 2 to 3 months

In late 2008, Corporate Credit 
spreads seemed to have antici-

pated the bottom of the US10Y-
3Y spread. The ratio in this graph 
compares US Investment Grade 
Bonds (LQD ETF) to US Treasuries  
(IEF ETF) back in late 2008 and 
early 2009. The relation to credit 
spreads is hence inverted. While 
the ratio actually bottomed mid 
October with the first 50 bps FED 
rate cut, it then retested down 
quite aggressively during No-
vember. Early December, it then 
started  to reverse up as US3M 
Benchmark Bond yields reached 
zero %, and it probably became 
clear that the FED would capi-

tulate. The ratio then resumed higher into 2009 bearing a last downside retest in early March (along with equities).  The 
reason why we believe Credit spreads are important here, is that problems in the credit market were often rumored as 
an explanation for the 180 degrees accomodative U-turn by the FED in late 2018 – early 2019. The Coronavirus outbreak 
and its deflationary consequences on many sectors of activity will certainly reignite these fears and push the FED to act 
quite proactively. Hence, over the next few graphs we will review some important credit ratios, as for the FED, seeing them 
find support is probably as important as seeing equity markets stabilize.



US Investment Grade vs US Treasuries 
Bi-monthly graph or the perspective over the next 1 to 2 years

On this long term bi-mon-
thly graph the ratio of US 

Investment Grade vs US Trea-
suries just retested its early 
2018 highs in January. It has 
since been dropping aggres-
sively and is now close to its 
early 2016 lows (it actually 
briefly tested these last week).  
On our long term oscillators 
(lower rectangle), for now, we 
would still consider the pos-
sibility of a recovery into late 
this year. Indeed, the support 
of our C Corrective targets to 
the downside may hold on this 
bi-monthly graph (right-hand 
scale). Yet, considering our 

medium term oscillators (upper rectangle), it does seem that an important intermediate top has just been made. It could 
weigh on the ratio for several months at least, if not into the Summer.  Will it then break support and fall below its 2016 
lows? This will probably depend on the FED’s ability to backstop this financial sell-off and avoid an all-right credit crisis.
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US Investment Grade Corporate Bonds vs US Treasuries
Weekly graph or the perspective over the next 2 to 4 quarters

On the Weekly basis, the 
US Investment Grade 

to US Treasuries ratio is also 
correcting down strongly and 
the support of our C Correc-
tive targets to the downside 
(right-hand scale) has been 
taken out. The next levels 
of targets we can calculate 
would lead us in the 96 – 93 
range (1.3 to 1.7 times our his-
torical volatility measure “Del-
ta”, here at 7.059% - middle 
rectangle, right-hand side – 
subtracted from the graph’s 
highest point at 105.2), or 
somewhere between the late 
2018 and 2016 lows.  We are 

already there as we write. Such a drop is quite a reset. On the timing front, our long term oscillators (lower rectangle) had 
reached a “High Risk position”. It usually implies 6 to 12 months of correction to the downside and would mean that Credit 
markets may take some time to stabilize and could still accelerate lower. On our medium term ones (upper rectangle), we are 
slightly more positive, expecting that support could be found towards early Q2, and that following some stabilization during 
the rest of Q2, the ratio may resume higher into the Summer. As for now, considering both these projections, we would 
remain extremely prudent over the next few weeks, probably until early/mid Q2 at least.
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US Investment Grade Corporate Bonds vs US Treasuries
Daily graph or the perspective over the next 2 to 3 months

On a Daily basis, the ratio 
of US Investment Grade 

vs Treasuries touched our I2 
Impulsive 2 extended targets 
(right-hand scale) last Thurs-
day. It then bounced back quite 
vigorously on Friday with other 
risk assets. The Credit market 
is often prone to such acute 
sell-offs as you can see in the 
Bi-monthly graph above. These 
often reverse up quite rapidly 
once sentiment reverses, 
usually thanks to some kind of 
intervention by the FED or the 
Treasury. Yet, for now, both 
oscillator series (upper and 
lower rectangles) suggest that 

a bottom could still be one or two weeks away. We would hence remain very prudent, at least over the next couple of 
weeks / early April until we can confirm that an all-right Credit crisis has been averted.

US High Yield vs US Investment Grade
Daily graph or the perspective over the next 2 to 3 months

Similarly, when moving out 
on the Credit curve and 

comparing US High Yield (HYG 
ETF) to US Investment Grade 
Bonds of similar duration 
(VCSH ETF), the sell-off has 
also been very strong. Since 
Friday, it is also attempting to 
bounce. Yet, for now, both os-
cillator series (lower and up-
per rectangles) suggest that it 
is still too early to call a bot-
tom, and that the ratio could 
retest down into late early 
April.  On the target front, 
our I Impulsive targets to the 
downside had been reached 
on Thursday (right-hand scale), 

yet on the Weekly and Bi-monthly graphs (not shown here), we are now below our C Corrective targets to the downside 
potentially opening the door towards the 2016 lows. Here also, we would hence remain very prudent until early April.



US High Yield
Weekly graph or the perspective over the next 2 to 4 quarters

Standalone, the Weekly graph 
of US High Yield bonds has 

also broken below its correc-
tive support.   Here also we 
would consider two scenarios. 
A negative one, as shown on our 
long term oscillators (lower rec-
tangle) where US High Yield may 
have reached a “High Risk po-
sition” and could correct down 
for 6 to 12 months. Prices would 
then probably reach down to 
our I Impulsive target to the 
downside, which we calculate 
in the 78 to 76 range (1.3 to 1.7 
times our Historical volatility 
measure “delta”, here at 7.07 
– middle rectangle, right-hand 

side- subtracted from the graph’s highest point, 88.0 in this case). This again would be somewhere between the late 2018 
and the 2016 lows, i.e. a major reset. The less negative scenario is shown on our medium oscillators (upper rectangle), which 
could remain under pressure into early Q2, before stabilizing during Q2 and then attempting a new rally into the Summer. 
Combining both, we would probably remain very prudent and defensive on High Yield until early/mid Q2 at least.
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US High Yield
Daily graph or the perspective over the next 2 to 3 months

On the Daily graph, the sell-
off did make it beyond 

our I Impulsive targets to the 
downside (right-hand scale). 
The rebound for now is quite 
weak and both our oscilla-
tor series (lower and upper 
rectangles) would suggest 
that there are a few more 
weeks to go before an initial 
intermediate bottom  can be 
confirmed, probably towar-
ds early April. In the mean-
time, the HYG ETF may retest 
its lows and potentially drop 
towards our I2 Impulsive 2 
extended targets to the down-
side, which we calculate in the 

76 – 74 range (2.3 to 2.7 times our historical volatility measure “Delta”, here at 5.278 – middle rectangle, right-hand side – 
subtracted from the highest point of the graph, 88 in this case). This would mean a retest of the 2016 lows. In this context of 
remaining downside risk, we would probably remain very prudent on US High Yield until early April at least.  



US10Y – US3Y Benchmark Bond Yield spread
Weekly graph or the perspective over the next 2 to 4 quarters

We now move back to 
the US Treasury yield 

curve on a Weekly graph, 
and specifically to the US10 
year minus 3 Year curve 
spread. Since last August, 
it seems to have stabilized 
and may have built a base. 
Last week, it may even have 
started to break out to the 
upside. Yet, for now, both 
our oscillator series are 
suggesting that the spread 
may still face a last down-
side retest into mid/late 
Q2. This would probably 
imply further downside 
pressure on the US10Y 

Benchmark Bond yield or a bounce in the US3M rate. The former is probably easier to conceive, and would probably cor-
respond to further downside pressure on risk.  We would hence remain quite prudent in validating the upside breakout 
in the US10Y-US3Y spread for now, at least as long as the spread doesn’t break above the resistance of our C Corrective 
targets to the upside around 0.5%  on a Weekly basis(right-hand scale).

US Cyclical Sectors vs the S&P500 Index
Weekly graph or the perspective over the next 2 to 4 quarters

Working off the yield 
curve graph above, 

we also wanted to consider 
US Cyclical sectors vs the 
S&P500 Index. Our cyclical 
portfolio is equal weighted 
among US Industrials, Mate-
rials, Energy and Financials.  
Such cyclical sectors usually 
outperform when the yield 
curve is steepening, yet 
possibly less so in times of 
crisis when this steepening 
is due to aggressive Central 
Bank Intervention. Indeed, 
in 2008, these cyclical sec-
tors were underperforming 
throughout the Autumn al-
though the yield curve first 

steepened into early November (Bullish steepening due to FED rate cuts) and then flattened into December. It is only once 
the situation stabilized in December, that some of these sectors started to outperform. The yield curve then started steepe-
ning again but due to rising long term yields (Bearish steepening). If this precedent is any guidance, a true stabilization and 
recovery would probably have to wait until these sectors confirm a bottom vs the S&P500. Although they are already 
very Oversold, both our oscillator series (lower and upper rectangles) theoretically suggest that they could continue to 
slide into Q2 at least, perhaps even midyear. Until then, the risk of some retracement in the US10Y-US3Y spreads is likely. 
[see our comments on the Daily graph of the US10y - US30y Spread further above in this article].
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Concluding remarks: [initial version pre the 100 basis point cut]

If 2008 provides any historical reference, the 50 basis points rate cut on March 3rd is probably not the last. Indeed, 
despite the cut, the US 3 months benchmark bond rate (0.28%) is now down 75 to 100 basis points below the lower 
end of the targeted FED Fund range (1.00 to 1.25%). As long as risk assets continue to fall, low US 3 months Benchmark 
Bonds rates will continue to put pressure on the FED to cut rates further. Ultimately, as it did back in 2008, the FED may 
need to drop rates to zero in order to deliver enough accommodation to stabilize the situation. Looking into Credit, 
which is very much at risk in the current environment, spreads have already risen to their late 2018 highs and are 
approaching their early 2016 ones.  This is a major reset, and it will probably require acute monetary and fiscal measures 
to backstop it. Provided these are eventually pushed through, our oscillator series on various credit ratios as well as on 
other cyclical items such as cyclical sectors vs the market seem to point to a Q2 stabilization, and perhaps even to a late 
Q2 / Summer recovery. Yet, in the meantime, we would continue to brace for impact and remain extremely prudent on 
the risk assets space into early Q2 at least.

Concluding remarks: [updated version as of Monday 16th afternoon]

If 2008 provides any historical reference, the 150 basis points rate cut we have had since March 3rd may stabilize the 
market. Back then, it took the FED 3 months from Lehman’s bankruptcy to bring rates down to zero in mid December, 
only then did markets finally start to stabilize. This time, it took the FED 12 days to do the same. Some may argue that it 
has wasted ammunition, yet, considering the disruptive effect of the Coronavirus crisis on businesses around the world 
and indirectly on Credit markets, we believe it had no choice but to act pro-actively. Considering current dynamics, 
the FED will probably engage is “as many as it takes” unconventional measures until the situation stabilizes as it will 
probably need to keep rates as low as possible across the whole yield and credit curves, despite the steepening effect 
of the large fiscal package that was just announced. It will also need to keep as much liquidity as necessary flowing into 
the system to avoid funding problems and the negative spiral of a Credit crisis. It may take a few more weeks (into early 
April), perhaps a couple more months (towards mid Q2), but we believe credit markets will stabilize. Until then, the 
yield curve could flatten again as long term yields retrace down towards shorter ones. We would hence continue to be 
very prudent on risk assets into early Q2 at least, yet will then expect a mid/late Q2 turnaround and possibly a Summer 
recovery. Once we are past the through of this crisis, the yield curve should then settle and start rising moderately again.
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We last wrote about US yields in 
the December 2019 issue of the 

Capital Observer. This was the main 
theme discussed in that issue:

Back in September we illustrated 
that tight systemic liquidity, as we 

illustrate in the updated chart below, 
makes for significantly lower bond 
yields, while ample liquidity has the 
opposite effect of raising yields.

This is how the liquidity flows looked 
at that time, with the forecast 

horizon of the liquidity models extended 
to end of March 2020.

The 1st graph on this page, and 
similar graphs like it, show that 

changes in systemic liquidity have 
profound impact on the trajectory of 
bond yields. However, the situation 
comes with a twist: institutional 
investors are familiar with the regular 
seasonality of liquidity flows so 
therefore anticipate those expected 
changes. 

The effect: changes in bond yields 
lead the actual changes in Treasury 

Cash Balances (brown line, 1st graph 
on this page) by several days, and that 
front-run lead varies greatly from one 
liquidity season to the next. That of 
course introduces a lot of uncertainty 
over the very short-term outlook for 
bond yields. But if go to the seasonal 
outlook (which can be as short as 4 
weeks to as long as 10 weeks), we do 
have a good understanding of what 
bond yields will likely do longer term. 
That has provided a good platform to 
what we call at The Capital Observer 
as “Tactical seasonal liquidity flows.”

So how did the models fare during 
one of the greatest dislocations 

in the bond market history due to the 
Corona Virus (COVID-19) epidemic that 
threatens to kill the long-running bull 
market in stocks, and also for a brief 
period made it look like 10yr yields are 
going to zero? 23

Original chart in the December 2019 Capital Observer

23 /The long bond yield could have bottomed as the seasonal 
upswing in liquidity starts; market healing begins very soon as 
rising yields signal that the worst could be now over 

This is how an updated and simplified version of the graph above look now

The 2nd graph above shows that 
the models not only predicted the 

high-frequency turns that preceded the 
plunge in the long bond yield, but also 
anticipated the extreme degree which 
the long bond yield actually did fall 
(green and blue vector lines). 

More importantly the models are 
providing evidence that yields 

in the back-end may have already 
made seasonal troughs (see 2nd graph 
above). Put another way, the seasonal 
bond bull phase which we have been 

describing in the previous edition of 
The Capital Observer has to come to 
pass. And now, those same models 
which predicted the onset of the 
bull phase, are now telling us that 
this bond bull run is over. And just as 
important, the models are also warning 
us that there will be very high volatility 
in the movement of the long bond yield 
until a putative high in yields (in the 
seasonal sense) sometime in late April-
early May 2020. This, we are now being 
warned, will be followed by another 
precipitous decline in yields, which 



could be of the same magnitude as the 
yield waterfall that we just saw. 

Just to show that the relationship of the 
yields to the seasonality of Treasury 

Cash Balances is not a case of “pick and 
choose” we show different values of 
TCB in several years prior to the current 
period (see 1st graph on this page), with 
the 10yr yield juxtaposed. It is notable 
that the recent decline yields, called 
unprecedented since the 2008 Great 
Financial Crisis, has an inflection point 
that correspond to the inflection point 
of the Treasury Cash Balance (TCB) in 
years past. All those TCB plots show for 
the same inflection points for the bond 
yield in late April-early May as was 
shown in the models in the 2nd graph 
of the previous page.

The key take-away from these graphs 
and models: the seasonal upswing 

in liquidity has started; market healing 
begins very soon as rising yields signal 
that the worst is over – at least for 
financial instruments that are directly 
linked to the stability of bond yields. 
Yields should be rising again until late 
April-early May, but yields may come 
under pressure again from there, and 
the situation may persist until the year 
-end of 2020. 

A more comprehensive template for 
how the 10yr yield may fare relative 

to liquidity flows being provided by the 
Treasury Cash Balance for the entirety 
of 2020 is shown the 2nd graph on this 
page.  

There seems to be a lengthy period 
of yields hugging the floor, but in 

about 6 weeks, we could be dealing 
with a sharply elevated 10yry yield. 
That is a welcome relief to a long bond 
yield that was falling like a waterfall. 

24

Conclusion: 

Global central banks have been 
doing a rolling effort to ameliorate 

the situation, and that certainly helped 
put a significant floor underneath 
the long bond yield. We discuss this 
collective effort in another article in this 
issue of The Capital Observer. However, 
the seasonality of the liquidity flows 
will provide a more sustained and more 
broad-based wherewithal for bond 
yields to rise. The collective effort of 
the global central banks adds early 
momentum to the turn in seasonality in 
liquidity inflows – that’s why we expect 
yields to fairly soar. And by May, we will 
not be surprised to see the 10yr yield 
back at 2.00%. Nonetheless, come 
May, we should gird for another roller-
coaster turn in the trend of the long 
bond yield downhill.



Global yields should remain under pressure into the Summer

A year and a half ago, Mr Powell told us that US rates were probably far from neutral. That was indeed correct although neutra-
lity was then far lower than he would have expected considering the more than 250 basis points drop in the US10Y Treasury 

yield since October 2018 (300 bps basis points off the intraday low at 0.34 % on Monday March 9th).  Certainly the painful Brexit 
process, the long lasting Trade War or the current Coronavirus pandemic haven’t helped. Yet, given the current draw-downs in risk 
assets, it does seem that, once again, the global asset bubble may have started to deflate. Governments and Central Banks will 
probably do their most to curtail this trend, but for now, we are still in the middle of the storm. In this article, we consider the likely 
path of global Benchmark bond yields and Sovereign spreads as well as some key inflation/deflation proxies, over the next couple 
of quarters.

US10Y Benchmark Bond yield
Bi-monthly graph or the perspective over the next 1 to 2 years

US 10Y benchmark Bond yields are 
at all time lows. Both our oscillator 

series (lower and upper rectangles) on 
this bi-monthly graph are Oversold, yet 
this aggressive move to the downside 
may continue lower, probably towards 
mid-year / the Summer according to 
our medium term oscillators (upper rec-
tangle). Targets-wise, our I Impulsive 
targets to the downside (right-hand 
scale) are pointing to the 0.8% to mi-
nus 0.2% range. The former has just 
been reached, the latter, given current 
dynamics, may be achievable over the 
next couple of quarters. Overall, US10Y 
Benchmark Bond yields should reach a 
Low Risk situation (i.e. a third major bot-
tom since 2012) between now and early 

2021. This is shown on our long term oscillators (lower rectangle), and on a bi-monthly graph, such situations often constitute secular 
bottoms, although they usually do take quite some time to start reversing up.

10Y German Bund yield
Bi-monthly graph or the perspective over the next 1 to 2 years

On the 10Y German Bund yields, we 
are also attempting to enter a Low 

Risk zone and the promise of a gradual 
reversal to the upside.  Yet, for now, 
despite levels towards -0.8%, an ulti-
mate bottom may still be several quar-
ters away according to both our oscilla-
tor series (lower and upper rectangles), 
probably towards H2 2020 and even 
2021. To be fair, it is hard to imagine 
how much lower German Bund Yields 
rates can fall until the whole monetary 
system defies its purpose. Perhaps it’s 
time to consider alternative solutions 
such as fiscal policies or helicopter mo-
ney. The recently announced  Germa-
nand US mega fiscal stimulus plans may 
be an initial step in this process. 

25 / MJT -  TIMING AND TACTICAL INSIGHT
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US10Y Benchmark Bond yield
Weekly graph or the perspective over the next 2 to 4 quarters

On the Weekly graph, 
the US10Y Benchmark 

Bond yield did reach deep 
into I Impulsive targets to the 
downside (right-hand scale) 
when it shot below 0.4% on  
Monday the 9th of March. 
Yet both our oscillator series 
(lower and upper rectangles) 
are suggesting that the 
downtrend is not over yet 
and that it could extend into 
the Summer, perhaps the 
Fall. If we were to calculate 
our I2 extended Impulsive 2 
targets to the downside (2.3 
to 2.7 times our historical vo-
latility measure “Delta”, here 

at 1.752 – middle rectangle, right-hand side - subtracted from the graph’s highest point), they would point to levels deep in 
negative territory. So yes, there will be rebounds, but we do believe that long term yields should remain under downside 
pressure, probably towards zero and into the Summer at least.

10Y German Bund Yield
Weekly graph or the perspective over the next 2 to 4 quarters

Similarly, the 10Y German 
Bund yield has been sel-

ling-off aggressively since 
early January. It is now deep 
into negative territory once 
again and is approaching the 
bottom end of our I Impul-
sive targets to the downside 
towards minus 1% (right-
hand scale). Yet, according 
to both our oscillator series 
(lower and upper rectangles), 
this downtrend is not over 
yet as it could extend into 
the Summer and perhaps 
even the Fall.  
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US10Y benchmark Bond yield
Daily graph or the perspective over the next 2 to 3 months

The US10Y Benchmark Bond 
yield staged a strong bounce 

last week, from its intraday 
low at 0.34%, on Monday 9th, 
back to almost 1%. According 
to both our oscillator series 
(lower and upper rectangles), 
this bottom does come slightly 
early. Although, it is hard to be 
too precise given current volati-
lity, we believe that the US10Y 
yield could still see a more few 
weeks (into late March / ear-
ly April) of downside retrace-
ment or some base building 
at least. Following that, it may 
bounce again, probably into 
May, before the trend resumes 

back lower into midyear and Q3.  If we consider that until the Summer these bounces remain countertrend, they should 
be limited to amplitudes within 0.5 to 0.8 times of our historical volatility measure “Delta”, here at 101.6 basis points 
(middle-rectangle, right-hand side) or between 50 and 80 basis points from the Daily lows (currently at 0.54% on this Daily 
graph). On the downside, our I Impulsive targets have been fulfilled (right-hand scale). The I2 Impulsive 2 extended targets to 
the downside we can calculate would point to the plus 0.2% - minus 0.3% range (2.3 to 2.7 times “Delta” subtracted from the 
graph’s highest point at 2.483%). These targets may be achieved during H2 2020.

10Y German Bund yields
Daily graph or the perspective over the next 2 to 3 months

In Europe, the German 10Y 
Bund yield is also seeing a slight 

rebound since late last week. For 
now, the sequences we show on 
both oscillator series (lower and 
upper rectangles) still suggest 
some downside retesting into 
late March / early April, be-
fore a more significant bounce 
may materialize during April. 
Following that, from May, the 
10Y German Bund yield could 
resume its downtrend into 
midyear and the Summer. On 
the price target front, our I Im-
pulsive targets to the downside 
(right-hand scale) are pointing 
to lower lows over the next 

few months, possibly down to minus 1.2%. Intermediate rebounds, such as the one we expect from late March / April 
should be limited to 0.5 to 0.8 times our historical volatility measure “Delta”, here at 0.695 (middle rectangle, right-hand 
side) or to 35 to 55 basis points from forthcoming Daily lows.
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US 10Y – German 10Y Benchmark Bond yields spread
Daily graph or the perspective over the next to 3 to 4 months

The spread between US 
and German Benchmark 

Bond yields is showing a si-
milar profile than the US and 
German Benchmark yields 
above. Indeed, US Yields have 
recently been more volatile 
than other developed market 
yields, and hence as Global 
yields rebounding, so is the 
spread. While, our long term 
oscillators (lower rectangle) 
are in a Low Risk position and 
may confirm this bounce, both 
oscillator series (lower and 
upper rectangles) may still be 
suggesting some downside re-
testing into late March / early 

April. Following that, further rebounds may materialize during April until the trend probably resumes lower once again from 
May into midyear and perhaps the Summer. On the target front, the rebound is still below the resistance of the upper end 
of our C Corrective targets to the downside around 1.7% (right-hand scale). This for now theoretically confirms that the long 
term downtrend is still in place. Generally, we believe that we may have entered a consolidation period to the upside (or 
sideways), that it may be quite volatile as financial and healthcare counter-measures battle it out with the virus progres-
sion in Europe and in the US, and that from May, however, the trend should resume down again, supposedly as yields 
also resume lower.

US 10Y – German 10Y Benchmark Bond yields spread
Weekly graph or the perspective over the next to 2 to 4 quarters

On the Weekly graphs, the 
sell-off has been impres-

sive and constitutes another 
leg down for the downtrend 
that started in Q4 2018. Both 
our oscillator series (lower 
and upper rectangles) may 
suggest the possibility of a 
slight rebound into early/
mid Q2. Yet, the trend should 
then resume lower into the 
Summer and perhaps the 
Fall. Our I Impulsive targets 
to the downside (right-hand 
scale) indicate further down-
side potential for the spread, 
probably towards the lower 
end of its range towards 

1.1%. This probably implies further downside for US yields over the next few quarters and hence a tightening of the US 
to German spread. Similar situations can be seen for the US yield spreads vs other developed countries such as Japan, 
Switzerland or the UK.
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Brazilian 10Y – US 10Y Sovereign spread
Daily graph or the perspective over the next 2 to 3 months

Some Emerging Markets 
Sovereign spreads on the 

other hand are rapidly moving 
higher. For example, the Brazi-
lian to US 10Y spread has acce-
lerated up more than 120 basis 
points since the Coronavirus 
outbreak started to spread 
outside of China. Both our os-
cillator series (lower and upper 
rectangles) suggest that this 
move up probably continues 
into April at least, while our 
I Impulsive targets to the up-
side (right-hand scale) would 
suggest a target range on the 
spread between 660 and 720 
bps. Brazil is not an isolated 

case among the major emerging markets, with Russia or South Africa probably being the worst off with strong upside acce-
lerations in both yields and the spreads.

Emerging Markets Sovereign Debt vs US Treasuries
Weekly graph or the perspective over the next 2 to 4 quarters

This trend is confirmed on a 
Weekly basis when compa-

ring the broad EMB ETF (USD 
denominated Emerging Mar-
kets Sovereign Bonds) vs the 
IEF ETF (US 7-10Y Treasuries). 
The ratio has sold off almost 
20% since January, to its ear-
ly 2016 levels. Our I Impulsive 
targets to the downside (right-
hand scale) still show 2 to 3% 
of downside risk, while our 
medium term oscillators (up-
per rectangle) may take a few 
months top find support. Ove-
rall, the worst may be behind 
us, but further downside pres-
sure can still be expected into 

mid/late Q2 at least.
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Italian 10Y – 10Y German Bund spread
Daily graph or the perspective over the next 2 to 3 months

In Europe, Sovereign spreads 
over the German Bund are 

also exploding, and obviously 
Italy’s is moving up quite ra-
pidly given the country’s cur-
rent distressed healthcare si-
tuation. Both oscillators series 
(lower and upper rectangles) 
suggest further widening into 
late this month at least, and 
then probably into May or 
even the Summer. Our I Im-
pulsive targets to the upside 
(right-hand scale) indicate a 
target range for the spread 
280 to 330 basis points above 
the Bund over the next few 
months (from 130 basis points 

a few weeks back). Spreads for Spain, Portugal, Greece, Ireland or even France vs Bunds are also widening rapidly.

European Sovereign Debt vs German Bund
Weekly graph or the perspective over the next 2 to 4 quarters

Looking at the ratio of the 
broad IBCM Euro Govern-

ment Bond ETF vs the 5.5 to 
10.5 Y REXX Bund ETF, a strong 
correction (wider spreads) is 
under way. On our long term 
oscillators (lower and up-
per rectangles) we may have 
reached a High Risk position 
late Q4 / early Q1. Such situa-
tions are often followed by 6 
to 12 months of correction to 
the downside. The sequence 
we show on our medium term 
oscillators (upper rectangle) is 
more optimistic, yet still implies 
further correction into early Q2 
at least, before the trend finally 

resumes higher into the Summer. Such a scenario would imply at least another month, or two, of uncertainty, and hence 
of correction to the downside for the ratio. Given current circumstances, we would hence remain very defensive on 
Southern European Credit until then.
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Inflation Expectations (US TIPs vs Treasury breakeven ratio)
Weekly graph or the perspective over the next 2 to 4 quarters

Finally, we look at US inflation expec-
tations (TIPs to Treasuries breakeven 

ratio), which apart from virus and Central 
Bank interventions, should remain one 
of the main drivers of long term interest 
rates. These have suffered strong collateral 
damage from the virus crisis, its economic 
impact, and the related war for global Oil 
market share. Hence, the ratio has been 
selling off with other risk assets. Going 
forward, our long term oscillators (lower 
rectangle) would point to further down-
side pressure for inflation expectations 
until the Summer and perhaps the Fall. 
The sequence we show on our medium 
term ones (upper rectangle) may sug-
gest an earlier recovery for early/mid Q2. 
Yet, for now, the downtrend seems quite 

strong and our I Impulsive targets to the downside (right-hand scale) do point to further downside risk between 2 – 4%.  This 
is compelling for this breakeven ratio. We would hence remain negative on US inflation expectations at least into April and 
probably into the Summer. This should be rather negative for US interest rates over these same periods, although the correlation 
does have some divergences from time to time (e.g. Q3 2018 and Q1 2019).

Brent Oil (USD/barrel)
Weekly graph or the perspective over the next 2 to 4 quarters

One of the main influence fac-
tors behind US Inflation Ex-

pectations is the price of Oil, and 
hence, through this link, fluctua-
tions in Oil prices do have a partial 
influence on the path of US Inte-
rest rates. The current sell-off is 
historic. Not only is it quite deep, 
i.e. more than 20 USD/barrel in 
2 months, but it also comes af-
ter more than 15 months of pre-
vious weakness. From its peak in 
October 2018, Brent has already 
lost 60%, and to make matters 
worse, our I Impulsive targets to 
the downside are pointing to fur-
ther downside risk in the mid 20s 
USD/barrel. Indeed, for now, our 

long term oscillators (lower rectangle) suggest a continuation of the downtrend into the Summer and perhaps even the Fall. The 
sequence we show on our medium term ones (upper rectangle) is more positive, suggesting some stabilization during Q2 and a 
bounce into the Summer. Yet, as prices continue to break lower, it is starting to look more unlikely every day. Combining both, we 
will probably stay defensive on Oil into mid/late Q2 at least, if not until the Summer.
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Inflation Expectations (US TIPs vs Treasury breakeven ratio)
Daily graph or the perspective over the next 2 to 3 months

Shorter term, inflation expec-
tations just crashed along 

with risk assets (and Oil). Accor-
ding to both our oscillator series 
(lower and upper rectangles), 
the move to the downside is 
still underway. We expect it to 
find some intermediate support 
towards late March / early April. 
The bounce / consolidation pe-
riod to the upside that may fol-
low could then last into late April 
/ May. Following that, Inflation 
expectations probably resume 
down again into the Summer.  
On the target front, the ratio has 
now reached deep into its Impul-
sive targets to the downside (not 

shown here any more), yet, our extended I2 Impulsive 2 targets to the downside may still justify 2 to 4% of further downside 
risk over the next few weeks, if not into the Summer.

Brent Oil (USD/barrel)
Daily graph or the perspective over the next 2 to 3 months

Oil had been severely 
hit already in Janua-

ry as the Coronavirus was 
exploding in China. It has 
sold-off even more aggres-
sively since late February 
as the epidemic started to 
spread to other countries, 
and Saudi Arabia decided to 
flood the market to regain 
market share. Price have 
fallen below our I Impulsive 
targets to the downside 
(right-hand scale). Yet, ac-
cording to both our oscilla-
tor series (lower and upper 
rectangles), the current leg 
down may last into late 

March / early April at least. Following that, Oil may bounce slightly during mid/late April / early May and then probably 
resumes lower again into late May/June, perhaps the Summer. Over the next few weeks, Oil prices may reach down 
into our I2 Impulsive 2 extended targets to the downside (not shown here yet). We would calculate these in the 22 – 13 
USD/barrel range (or 2.3 to 2.7 times our historical volatility measure “Delta”, here at 22.13 – middle rectangle, right-hand 
side – subtracted from the graph’s highest point at 72.89). This  may sound unrealistic, yet Saudi Arabia is already selling 
to preferred customers at 25 USD/barrel and plans to ramp up production by 30%. Other ex-OPEC members will probably 
follow if they can.



Concluding remarks

Following their Autumn bounces, long term Treasury yields have lived through a perfect storm since the beginning 
of the year and have sold off to all-time lows. Indeed, the Coronavirus, which started as a supply shock out of China 

has rapidly morphed into a deflationary global demand shock. Indeed, yields in most other developed market have ac-
companied US yields lower. Then, following an intraday low at 0.34% on Monday 9th, the US Treasury yield started to 
bounce last week. The move which was initially seen as a consequence of portfolio deleveraging, gathered momentum 
late last week as the Treasury and the FED continued to announce large support measures, and as equities markets 
finally bounced on Friday following their  10% sell-off on Thursday. The US10Y has reached back well above 1%. Going 
forward, we expect it to retrace down over the next few weeks, probably into late March / early April, as risk assets, 
Inflation Expectations and Oil remain under pressure. A new bounce could then follow during April and into early May. 
Yet ultimately, we would expect US yields to remain under pressure into midyear / the Summer, and the US 10Y could 
even reach down to 0%. Looking at yields around the world, developed ones are following the US with less volatility. 
Hence the US interest rates differential will probably narrow further vs Germany or Japan until the Summer. For more 
credit related Sovereign spreads, such as Emerging markets vs the US, or Southern Europe vs the Bund, their bounce 
could continue to push higher into early/mid Q2. They may then start to stabilize, although a narrowing of these spread 
may take some time  to materialize, probably not until the Summer.

33



The last time Capital Observer dealt 
with the issue of growth and the 

stock markets was in the January 2020 
issue (“Capital Observer’s 2020 Global 
Outlook: De-Synchronized Growth 
Prospects For US And China Suggest 
Flat Global Growth, Lower Equities And 
Bond Yields”). We said at that time:

We have shown this graph before 
(1st graph on this page) in various 

issues of The Capital Observer, but in 
this issue, we show the linkage between 
the ultimate liquidity source for US 
growth and financial risk instruments 
– capital flows (domestic and foreign) 
and added the underlying effect of fiscal 
expenditures/policy on growth. 

As we said in another article in 
this issue, the impact of public 

debt and of government expenditures 
on growth and risk assets is rarely 
acknowledged, but it is there, left, right 
and centre. It is no surprise that capital 
flows have a high positive covariance 
with government expenditures because 
most international investors look at the 
prospects of growth stemming from 
fiscal activity, along with monetary 
policies of the domestic central bank. 
Those capital inflows have long-lasting, 
salubrious effect on the economy and 
US risk assets. However, capital flows 
and fiscal expenditures have broad 
strokes that define quarter to quarter 
changes, but we needed a real-time 
indicator to warn us when a turn in 
coming, ahead of the quarterly changes 
in US GDP growth changes, as well as 
inflection points of risk assets (as in the 
SPX, 1st graph on this page).

The stock market did collapse as 
was warned by the confluence 

of declining capital flows and falling 
government expenditures. That was 
regardless of the positive outlook 
from the yardstick which we have 
added to the underlying liquidity tool 
– the US CFNAI. This is an indicator 
that is composed of 88 indexes of US 
activity and growth. It is designed to 
oscillate, with zero as mean (denoting 
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large equity and yield rallies until May-June this year

neutral growth). Its inflection points 
have been useful in pinpointing likely 
periods when US GDP and the SPX (as 
proxy of risk assets) will likely turn. 
Since CFNAI is available monthly (in 
its raw form and as a 3-month moving 
average), it is one of the best indicators 
we can use to pinpoint turning points 
in growth, as well as major inflection 
points of the S&P 500 Index (see 2nd 
chart above). 

On the first graph on the next page, 
is a zoom-in of the graph above, 

which provides more details; the CFNAI 
was essentially signalling an upturn in 
growth and economic activity, even 
as the equity markets were basically 
collapsing. 

The role of liquidity drought in the 
Great COVID-19 sell off 

The equity market aspect has 
become even more interesting 

and intriguing in the context of the 
global COVID-19 virus epidemic that 

Original chart in the January 2020 issue of The Capital Observer

This is how the chart shown above looks now



35

is running rampant, and will remain a 
negative factor for growth and the risk 
asset markets for a while. From what 
we see in the situation captured by the 
series of graphs on the previous page 
and the 1st on this page, the COVID-19 
infestation struck at the same moment 
that the markets have been weakened 
systemically by a seasonal liquidity 
drought. The main actors, capital 
flows and fiscal expenditures have 
been on a simultaneous downswing 
(see 1st graph on this page, blue and 
green lines), and at the same time, the 
change rates of bank reserves and of 
the Fed’s balance sheet were also on 
a yearly seasonal contraction (see 2nd 
graph on this page).

The result – a perfect storm of 
liquidity drought (which would 

have cut down risk asset prices on its 
own merit), and then the COVID-19 
virus struck. You can see the potential 
extent of the fall in yields and equities 
pre-determined by negative liquidity 
factors, and further depressed by the 
panic generated by the spread of the 
CV virus.

Is recession inevitable?

The conclusion of some pundits that 
the equity markets and other risk 

assets will be severely hampered by the 
sharp fall in demand due to mandated 
or voluntary quarantine of the 
populations, in the US and elsewhere, 
especially Europe. Hence, they said, the 
equity bear phase will extend further as 
whatever central banks or government 
do will not alleviate the fall in demand, 
and therefore the US and global 
economies will fall into a recession. 

That may be true further down the 
road, but we could not help note 

that global personal consumption has 
been extremely high during February 
and March, and that will likely extend 
into April (see 2nd graph on this page). 
The CFNAI tool is still heading higher, 
even as equity markets are collapsing 
(see 2nd graph on this page). In fact, 
all traditional measures of activity 
and growth have continued to rise 
counterintuitively even as the epidemic 
raged (see 3rd graph on this page). 



For us, that completes our larger 
picture of a US GDP peak in Q1 

2020 (probably in the range of 3.3% 
or higher), which will surpass Q4 
2019. But Q2 2020 will basically crash 
due to the front-loading of personal 
consumption in Q1. That is fairly 
consistent with our vision of growth 
and risk asset price weakness from 
here on until the middle of 2021 
(with an interim recession during H1 
2021); see first chart of this article from 
the January 2020 issue of the Capital 
Observer. 

Risk assets lead economic growth, not 
vice versa

Nonetheless, the price of risk assets 
tended to respond more to the 

Fed’s policy actions in terms of providing 
systemic liquidity in the aftermath of 
the Great Financial Crisis of 2008. The 
equity markets have responded well 
to the rise in the Fed’s balance sheet 
as it acquires more liabilities in the 
form of Treasury purchases. These 
purchases set into action the rise of 
bank reserves, which have correlated 
well with rallies in equity prices. And 
now all of these factors are rising 
sharply, as the Fed ramps up its effort 
to rescue the financial markets (see 
graph on this page).

This graph on this page will even 
be more impressive two weeks 

from now, when the full panoply of the 
central bank’s initiatives will have kicked 
into place (we have discussed the Fed 
and other central banks’ monetary 
policy initiatives in another article in 
this issue of The Capital Observer).

Meanwhile, we do believe that the 
worst is over for the financial 

markets hammered to its knees by 
the COVID-19 epidemic. The Fed and 
other central banks, supported by 
more flexible monetary and fiscal 
policy all over the globe, should pull 
the markets out of the abyss that foul 
sentiment has brought the markets 
into. As we said in other articles in this 
edition of The Capital Observer issue: 
(1) It is possible to see the 10yr yield 
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back at circa 2.0% in 6-8 weeks, and 
(2) It is also possible that we will see 
the SPX reclaim more than 60 pct of its 
previous losses, and NDX could even 
make new higher highs in 6 – 8 weeks. 
Thanks to the decisive action that has 
been taken so far by global central 
banks and governments.
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Crash in equities – will the long term uptrend hold?

Last week was wild. S&P500 Futures were halted “limit down” last Monday and Thursday morning, then “limit up” on 
Friday. This is the first time such circuit breakers were hit since the night of the last US election, back in November 

2016. They were then limit up on Friday morning. VIX shot up to the 60s and 70s levels during Thursday and Friday. The 
week closed with the hope that a floor had been found on risk assets, yet dramatic developments on the virus front 
in Europe and in the US over the weekend are feeding the panic. It’s Sunday night, the FED just cut its Federal Fund 
Rate 100 bps to zero % and pledged to boost its Bond holdings by 700 billion USD to cushion the economy. The S&P500 
Futures are limit down once gain. This week will probably be wild again as Central Banks battle it out with the virus’ 
disrupting forces. Will it hold, how deep can it fall, what is the prospective timing of events, is the long term uptrend on 
equities broken, how will the different markets fare? These are the questions we attempt to answer in this article. Note: 
as we conclude this article on Monday noon CET, the 16 of March, the EuroStoxx 50 is down 9% at 2’365.

S&P500 Index
Bi-monthly graph or the perspective over the next 1 to 2 years

On our long term bi-
monthly graph, our 

long term oscillators (lower 
rectangle) are theoretically 
still in an uptrend, for now. 
Despite the sell-off, the 
S&P500 could hence resume 
higher into late 2020 / early 
2021. According to our I2 
extended Impulsive 2 targets 
to the upside (right-hand 
scale), it may even retest 
its highs. Yet, the top just 
made may also correspond 
to a High Risk position on 
our medium term oscillators 
(upper rectangle). It came 
rather early but, in theory, 
could now trigger 2 to 5 

quarters of downside correction. Considering Corrective targets to the downside, crucial support for the long term uptrend 
probably lies around 2’600 or 0.8 times our historical volatility measure “Delta”, here at 953.3 (middle rectangle – right-
hand side) subtracted from the recent highs. Theoretically, the long term uptrend could be in jeopardy if this bi-monthly 
graph does close below these levels over the next couple of weeks (the next data point will be on the 27th of March). 
We are below them as we write. In the meantime, we see strong support in the 2’400 -2’500 area (last week’s low, the 
December 2018 low and the Spring 2017 resistance levels). Below these, the next level of support is towards 2’100 (the 
key support and resistance level during 2105 and 2016).



EuroStoxx50 Index
Bi-monthly graph or the perspective over the next 1 to 2 years

In Europe, the EuroStoxx 
50 shows a similar confi-

guration on both oscillator 
series. With the long term 
oscillators (lower rectangle) 
still positive into late 2020 
/ early 2021, while the me-
dium term ones (upper rec-
tangle) may have reached 
an intermediate High Risk 
position which usually im-
plies several quarters of 
Correction to the down-
side. Time will tell if the late 
2019 bull run was a false 
breakout above the 2017 
and 2015 highs, or if the 
current sell-off is just a very 
deep pull-back into the pre-

vious range, before a new attempt towards new highs. Crucial support on this long term graph is around 2’700 or 
0.8 times our historical volatility measure “Delta”, here at 1’377 (middle rectangle – right-hand side) subtracted from 
the recent highs at 3’806. We closed more than 100 points below these levels on Friday and are currently trading 
this Monday morning below 2’400 (the next data point is on the 27th of March). Hence, im the meantime, the 
next level of support is towards the 2011 – 2012 lows around 2’200 – 2’100.
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EuroStoxx 50 Index
Weekly graph or the perspective over the next 2 to 4 quarters

On its Weekly graph, the 
EuroStoxx 50 has clearly 

broken through the support 
of our C Corrective targets 
to the downside (right-hand 
scale), with its close well be-
low 3’200 last Friday.  The 
next level of targets, we can 
now calculate, our I Impul-
sive targets to the down-
side, are in the 2’650 – 2’300 
range (1.3 to 1.7 times our 
historical volatility measure 
“Delta”, here at 915.9 – me-
dium rectangle, right-hand 
side – subtracted from the 
graph’s highest point at 
3’841) or towards the higher 

end of the late 2011/2012 support and resistance range (we are almost there). On the timing front, our long term oscillators 
(lower rectangle) are also suggesting that we may have reached a “High Risk situation”. This would imply 6 to 12 months of 
correction to the downside. Yet, here also, our medium term oscillators (upper rectangle) are more positive. They suggest 
that the EuroStoxx 50 could remain at risk until early Q2, but that following that, it may start to stabilize and could even 
initiate a rally from late Q2 into the Summer.

S&P500 Index
Weekly graph or the perspective over the next 2 to 4 quarters

On our Weekly graph, we 
also shot below the 

support of our C Corrective 
targets to the downside 
last week at circa 2’700. 
Yet on a Weekly basis, 
following the rally on Friday, 
we did manage to barely 
hold around them. The I 
Impulsive targets to the 
downside we can calculate 
below these levels would 
point to the 2’350 – 2’000 
range (1.3 to 1.7 times our 
historical volatility measure 
“Delta”, here at 803.5 – 
middle rectangle, right-hand 
side – subtracted from the 

recent highs at 3’380). This would imply a retest of the December 2018 lows. On the timing front, our long term oscillators 
(lower rectangle) may have reached a “High Risk position”, which may conclude the uptrend from 2016 and would typically 
trigger 6 to 12 months of downside correction. Yet, our medium term ones, for now, are still showing an uptrend sequence 
(upper rectangle). It suggests that from early Q2, the S&P500 may start to stabilize and that from late Q2 / early Q3 could 
then start to resume higher into the Summer and towards year-end.



EuroStoxx50 Index
Daily graph or the perspective over the next 2 to 3 months

On the EuroStoxx 50, the 
sell-off is even more 

impressive as it has reached 
the lower end of our I Impul-
sive targets to the downside 
towards 2’550 (we are cur-
rently trading below 2’400). 
Below these levels, the hi-
gher end of our I2 Impulsive 
2 targets to the downside 
is towards the 2’100 levels 
(2.3 times our historical vo-
latility measure “Delta”, here 
at 772.7 – middle rectangle, 
right-hand side – subtrac-
ted from the graph’s highest 
point at 3’865). These levels 
do look aggressive as they 

would bring us back to the 2011 lows. Yet, the sell-off is very dynamic and according to both our oscillator series (lower 
and upper rectangles) could extend into late March / early April before it finds initial support. Following that, the Eu-
roStoxx 50 may bounce during April, and retest down during May, before it starts to resume higher into the Summer.

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

Shorter term, on its Daily 
graph, the S&P500 has 

reached its I Impulsive 
targets to the downside 
in the 2’610 – 2’380’ range 
(right-hand scale). We 
expect it to retest down to 
the lower end of this range 
at least over the next few 
weeks. Below these levels, 
the next range of targets 
(our I2 Impulsive 2 extended 
targets to the downside) 
would be towards 2’000 
and below. Such a drop does 
look aggressive for now, but 
cannot be excluded. Indeed, 
the sequences we show on 

both oscillator series (lower and upper rectangles) still point to a window of risk until late March / early April in first 
instance, and with current volatility levels, anything is possible. Following that, the S&P500 could bounce into late April, 
retest down into May and then gradually resume up into the Summer.
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S&P500 Index vs the All Country World Index
Weekly graph or the perspective over the next 2 to 4 quarters

Since Spring 2018, 
the S&P500 has 

assumed leadership in 
most market phases. It 
did underperform slightly 
during the Q4 2018 sell-
off, but outperformed 
last year during the 
August one. It seems 
like its strong growth 
component (i.e. the US 
tech stocks) does help it 
outperform in uptrends, 
while US Dollar strength 
allows it to maintain 
its leadership during 
market corrections. The 
current market rout is no 

exception. Indeed, while the s&P500 did underperform slightly at the beginning of the deleveraging process (probably 
as foreign investors sold-out some of their US positions), it is now back in the lead helped by a US Dollar, which is 
strengthening again. On the timing front, our medium term oscillators (upper rectangle) are suggesting that the 
S&P500 may entered a short period of underperformance into early/mid Q2. Yet, for now, the ratio has failed to 
confirm this consolidation and our long term oscillators (lower rectangle) are still very supportive into H2 2020. We 
would hence continue to count on the resiliency of US markets vs other developed regions.

S&P500 Index vs the All Country World Index
Daily graph or the perspective over the next 2 to 3 months

The Daily graph of the 
ratio is quite telling 

of the S&P500’s resilient 
outperformance, especially 
when the environment is 
either defensive or focused 
on growth themes. This 
has been the case for most 
of the last 10 months on 
this Daily graph, expect 
for the short period when 
yields did bounce and the 
yield curve steepened 
from August into early 
November last year. 
Even then, the S&P500’s 
underperformance was 
shallow. Prior to the 

current market rout, the ratio did make an intermediate top on both oscillator series (lower and upper rectangles) and 
indeed, the S&P500 did underperform world markets in the early stages of the current deleveraging process. Yet, since 
then, Europe has started to underperform massively, while the US Dollar has started to strengthen vs all currencies. We 
now expect the S&P500 to outperform world markets into late April / May, with Europe being particularly weak.
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MSCI Emerging Markets
Weekly graph or the perspective over the next 2 to 4 quarters

Shifting to Emerging 

Markets, their 2019 

uptrend had been weaker 

than on developed markets. 

They were also the first ones 

to correct down this year as 

China was also the first country 

to be hit by the Coronavirus 

outbreak. Similarly to other 
markets, we would expect 
the current correction to 
the downside to continue 
into early Q2 at least on 

our medium term oscillators 

(rectangle) before gradually 

stabilizing during Q2 and 

perhaps then moving up again 

into the Summer. Our long 

term oscillators (lower rectangle) are more defensive and the current correction may continue until mid year. On the target front, 
we are now eyeing our I Impulsive targets to the downside towards the 830 - 700 range (or 1.3 to 1.7 times our historical volatility 

measure “Delta”, here at 332.3 – middle rectangle, right-hand side – subtracted from the graph’s highest point at 1’263). This would 
be another 10 to 20% below current levels and close to the 2016 lows on the index. Here also, we would hence remain very 
prudent until early Q2.

MSCI Emerging Markets vs the All Country World Index
Weekly graph or the perspective over the next 2 to 4 quarters

On a relative basis, 

Emerging Markets seem 

to be building a base vs the 

All Country World Index. 

The Coronavirus outbreak 

in China saw them retest 

down in January, while the 

spread of the pandemic to 

developed markets has seen 

the ratio bounce back. Both 

our oscillator series (lower and 

upper rectangles) now seem 

to suggest that the ratio could 
gradually stabilize between 
now and mid/late Q2 and 
potentially start to rebound 
into the Summer. Once this 

crisis is behind us, the recent 

FED rates cuts down to zero should create a supportive environment for Emerging Markets to outperform into the Summer.
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MSCI Emerging Markets
Daily graph or the perspective over the next 2 to 3 months

Shorter term, Emerging Markets are 

like any other markets. They are 

in the middle of this correction with 

both our oscillator series (lower and 

upper rectangles) suggesting further 
short term risk into late March / 
early April. Our I Impulsive targets 
to the downside indicate downside 
potential to below 800 until then. 

This is pretty much in line with what 

we expect on our Weekly graph above. 

Following that, Emerging Markets 

should gradually stabilize from mid/

late Q2.

MSCI Emerging Markets vs the All Country World Index
Daily graph or the perspective over the next 2 to 3 months

Emerging Markets have reached 

a “Low Risk” position vs the All 

Country World Index in February. 

Since the virus has spread to the 

Western World, it has bounced on 

a relative basis. This is mostly due to 

its largest Asian constituents, China, S 

Korea and Taiwan, which have widely 

outperformed the world index. A slight 
consolidation may still materialize 
over the next couple of weeks on 
our medium term oscillators (upper 
rectangle), but in general, we would 
see Emerging Markets and especially 
the Asian countries mentioned above 
outperforming into during Q2.
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Shanghai Composite
Daily graph or the perspective over the next 2 to 3 months

Talking about Asia, we now take a 

quick look at China, which since it 

sold-off in late January has bounced back 

and been extraordinarily resilient. We 
expect the Shanghai Composite to retest 
down over the next few weeks as other 
markets continue to correct as shown 
on both our oscillator series (lower and 
upper rectangles). We would calculate 
I Impulsive targets to the downside in 
the 2'700-2'500 range (not shown here).  
Following that, from early/mid April, the 
index should gradually resume its uptrend 
into the Summer, 
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MSCI China
Daily graph or the perspective over the next 2 to 3 months

We hereby also consider the MSCI 

China index (MCHI ETF), which 

includes the larger Chinese Companies and 

the BATs (Baidu. Alibaba, Tencent). As we 

wrote in last month’s issue of The Capital 

Observer, we expect it to outperform the 

Shanghai Composite over the next 6 to 12 

months. In the meantime, however, it is 

underperforming the Shanghai Composite 

during this market correction (by more than 

10%), probably due to its more international 

exposure. Vs the All Country World 

Index though, it has also been a strong 

outperformer, just less so than the Shanghai 

Composite. Standalone, we expect the 
Index to remain under pressure as global 
markets correct, probably into early April, 
and then gradually stabilize during Q2 

before resuming up into the Summer. For now and until this initial leg down is still under way, probably into early Q2, we would favor Chinese 

domestic indexes such as the Shanghai Composite or the CSI 300.

Concluding remarks :

The current sell-off in Equity markets is still underway and important levels have been broken on a Daily, Weekly and even Bi-
monthly basis. This would suggest further downside risk below the lows made late 2018 on the S&P500 (and potentially worst 

towards the 2015/2016 upside resistance range between 2'100 and 2'000) and possibly down towards levels last seen in H1 2016 for 
Emerging Markets and in 2011-2012 in Europe also towards 2'200 - 2'000 range. Hence, we would remain extremely prudent until 
early Q2 when we expect initial support to be found. We then believe that during Q2, equity markets could gradually stabilize and 
from late Q2 initiate a new uptrend which could last into the Summer, perhaps even year-end. At this stage it is difficult to project 
if most markets will manage to retest their January and February highs, but the rally could certainly retrace a good portion of the 
current sell-off, especially given the very accomodative financial conditions that will then most likely prevail. On a relative basis, the 
US probably outperforms into Q2 given its rather defensive bias vs the All Country World Index. As for Emerging Markets, they are 
probably building a base vs developed ones, and could also reverse up from Q2 and outperform into the Summer at least. Domestic 
China seems exceptionally resilient.
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There was no question the gold 
market has seen heavy inflows 

recently, thanks to investors wanting to 
hedge portfolio risk against the negative 
impact of coronavirus and the oil market 
bust. The rise of gold was in perfect 
rhyme with the 10yr yield’s plunge to 
near-zero pct. Spot Gold started a sharp 
rise from circa 1460 at year end to 1680 
on March 9. 

But gold’s status as a safety 
hedge (a “defensive asset”) was 

tested during the past two weeks as 
deleveraging took place, having fallen 
back to 1450 in a matter of days. 
That market reversal started when it 
became clear that the Federal Reserve 
Bank and the government of Mr. 
Donald Trump will not shy away from 
pulling the dysfunctional markets out 
of the abyss. 

There has always been a good inverse 
correlation between Gold and the 

10yr yield (see 1st graph on this page), 
and this in a sense is how bonds and 
gold become “defensive assets” in a 
tight partnership, e.g. rising bond and 
rising gold prices go together, and its 
true for the opposite direction, as well. 

The amount of monetary resources 
the Fed and the government of 

Mr. Donald Trump have unleashed to 
ameliorate the negative impact of the 
COVID-19 virus epidemic has taken 
some of sheen from these defensive 
assets. Bond yields have risen sharply, 
and that of course undercut the allure 
of gold. 

The 1st graph on this page presents 
a longer-term argument for Gold 

and for bond outperformance. From 
a systemic liquidity standpoint, bond 
yields will be rising (prices will be 
falling) until May -June time frame, and 
gold will therefore weaken alongside 
falling bond prices. However, while 
gold is vulnerable to a near-term 
setback, its longer-term outlook (9-12 

45 / Defensive assets: the role of Gold will not cease after the 
Great COVID-19 Crisis of 2020 blows over; Gold will rise again as 
growth falls to recessionary conditions

months) should keep the bull market 
intact – even after the COVID-19 
and the oil price crash shock has 
diminished.

After hitting a 7-year high on March 
9, the price of gold fell after the 

5% rally in the S&P 500 Index (SPX) on 
March 10 forced some profit-taking in 
gold as investors evidently moved some 
of their safety cushion money out of the 
metal and into bargain-priced equities. 
The bottom hasn’t been confirmed 
yet for the stock market, but there’s a 
good chance that buyers will be trying 
to step in over the next several weeks 

to take advantage of beaten-down blue 
chips that were sold indiscriminately 
in the news flow induced panic over 
COVID-19. 

We expect the efforts of the Fed, 
other global central banks, and 

various global governments to restore 
confidence in the financial market to 
succeed. But global economies have 
been basically cut at the knees and 
the time for reckoning come during 
H2 2020 and beyond. This is how we at 
The Capital Observer are depicting our 
growth outlook, from here onwards to 
2021:
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This 2nd graph above depicts gold’s 
immense relative price strength 

versus other major assets in the 
face of global economic uncertainty. 
Even if there is additional profit-
taking in gold from here, the metal’s 
dominant intermediate-term rising 
trend should be restored as US and 
global growth falters – there is strong 
inverse correlation between global 
GDO growth and the price of gold. 
Put another way, if global growth dies 
at some point in H2 2020-H1 2021 (as 
we expect), then there is tremendous 
potential for Gold to outperform. 

One analyst who supports the 
buoyant intermediate gold trend 

outlook is Goldman Sachs’ commodity 
chief, Jeffrey Currie, who recently 
published an essay on the likelihood 
that gold will maintain its value in the 
face of the latest crisis, and beyond. 
Currie noted that gold has seen its 
biggest demand since the 2008 credit 
crisis. He also predicted that additional 
commodity price volatility lies ahead 
which, adding that gold would likely 
remain immune to the increased 
volatility. He wrote:

While so much about the 
current environment remains 

unclear, there's one thing that isn’t: 
gold, which—unlike people and our 
economies—is immune to the virus. It 
is the currency of last resort and avoids 
the concern that paper currencies could 
be a medium of transfer for the virus.

The bottom line of his essay is 
that the virus will benefit gold 

over the next few months, even as it 
potentially hurts other commodities. 
Consequently, he concluded, “gold has 
outperformed other safe haven assets 
like the Japanese Yen or Swiss Franc, 
a trend we see continuing as long as 
uncertainty around the full impact of 
COVID-19 remains.”

Even if the epidemic eases in the 
coming weeks, economic shocks 

and supply-chain disruptions related 
to it will likely linger for months to 
come, thus ensuring gold’s enduring 

safety bid. But it’s also likely that 
after a brief pullback and period of 
consolidation, gold will benefit from 
the latest emergency steps taken by 
the world’s leading nations to forestall 
a global recession.

Along these lines, the Federal 
Reserve has unleashed a 

comprehensive monetary stimulus, 
on top of cutting US policy rates to 
zero. President Trump has vowed to 
introduce measures aimed at staving 
off recession in the U.S., including a 0% 
payroll tax rate proposal. Meanwhile in 
Japan, the government also unveiled 
a $4.1 billion stimulus package in 
response to the coronavirus outbreak. 
Even Germany has gotten into the act, 
and proposed measures which will 
help the German economy. A detailed 
description of the steps and measures 
adopted by global central bank and 
governments to counter the effects of 
the COVID-19 epidemic was described 
in another article in this issue. 

To the point that all that money 
sloshing around kickstarts 

inflationary expectations, then Gold 
should benefit, and that could moderate 
its loss of value by the negative impact 
of rising bond yields and the steepening 
yield curves caused by the Fed’s cutting 
policy rates to zero. Those interactions 
can be seen on the graph above.

Summary: 

Gold could come under some profit-
taking pressure in the next several 

weeks as equity investors may rotate 
to beaten-down stocks. A broad equity 
market rally would likely take some of 
the steam out of gold’s immediate-term 
rising trend, although its dominant 
longer-term trend should remain firmly 
intact thanks to lingering coronavirus-
related worries and the second-round 
consequences of central bank policy 
actions. In view of the supportive 
factors discussed here, investors are 
justified in reinstating intermediate-to-
longer-term exposure in gold by May-
June time frame.



Defensive assets – less negative that the rest into early Q2, strong performance 
into late Q2
The uncomfortable reality of a deleveraging process is that all assets fall in synch, as margin calls are triggered, defensive assets 
collateral is liquidated, or large cross assets portfolios are dumped onto the markets. Over the last few days, we have seen some 
examples of disorderly liquidation and Gold as well as Treasuries have indeed suffered deep intraday dumps, while risk assets 
were also falling (or were limit-down). This rocky situation may continue over the next few weeks or as long as risk assets haven’t 
stabilized. Following that, we believe defensive assets may continue to perform both on an absolute and relative basis as residual 
risks will probably perdure and markets slowly transition to a new cyclical upswing.

US 30Y Treasury Bonds Futures vs the S&P500 Index
Weekly graph or the perspective over the next 2 to 4 quarters

The ratio comparing US 30Y Treasury 
Bond futures to the S&P500 has 

shot up over the last few weeks. Indeed, 
defensive assets are deleveraging, but 
their drawdowns pale in comparison 
to the ones seen on equity markets. 
According to the sequence we show 
on our medium term oscillators (upper 
rectangle), this reaction is just a strong 
bounce (while risk assets sell-off) and 
should then gradually roll-over again 
from early Q2. Yet, we are now above 
our C Corrective targets to the upside 
(not shown here anymore) and eyeing 
our I Impulsive targets to the upside in 
the 101 – 111 range (right-hand scale). 
This probably suggests further upside 
momentum for the ratio over the next 

few months, probably into late Q2 / early Q3 as shown on our long term oscillators (lower rectangle). Our view is that equity markets 
could start stabilizing during Q2, yet that defensive assets such as long dated Treasuries should remain stronger into midyear, i.e. 
a period of residual risk. The Bund to EuroStoxx 50 Futures ratio is showing a very similar profile.

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

We hence move on the consider 
the Daily graph of the Bond to 

Equity ratios and will use the Bund to Eu-
roStoxx 50 Futures as an example here 
(the US30Y Treasury Futures ratio vs the 
S&P500 does indeed show a similar pro-
file). This ratio bottomed mid February 
when the sell-off on risk assets started. 
According to both our oscillator series 
(lower and upper rectangles), it is 
meant to continue higher until early 
April. This initial top that may mark the 
end of the acute deleveraging process 
we have seen. Following some retrace-
ment during mid/late April, early May, 
we then expect a new push higher for 
the ratio into midyear. Our view is that 
this second leg up may happen as the 

Bund outperforms European Equities, while these gradually attempt to rise again, although moderately, i.e. while equities build a base.
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Gold Spot (USD/oz)
Weekly graph or the perspective over the next 2 to 4 quarters

The current deleveraging process, 
where Gold is deleveraging along 

with risk assets reminds up of the Gold 
sell-off of the Summer 2008 (minus 
30%). Hopefully this time, the deleve-
raging process will be halted sooner. 
Indeed, the rapid FED 150 bps rate cuts 
over the last 10 days, as well as the mea-
sures announced to bridge fund credit 
markets and bring liquidity back to the 
Treasury market, may go some way to 
smooth the deleveraging process. The-
reafter, the huge amounts of liquidity 
which are being injected, as well as 
the very accommodative FED interest 
policy going forward should provide an 
ideal environment for Gold to rise. Risk 
assets may also be rising alongside Gold 

by then, yet Gold could still outperform. Examples of such periods in the past are the 2009-2012 recovery period during QE1, or the 
H1 2016 recovery when the FED paused on its interest rates hikes. Hence, we expect that the current jitters in Gold prices are tem-
porary, and that according to both our oscillator series (lower and upper rectangles), Gold could soon, between now and late Q1, 
resume its uptrend towards new highs above 1’700 USD/oz, according to our I Impulsive targets to the upside (right-hand scale).

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

On the long term oscillators of our 
Daily graph (lower rectangle), 

Gold in US Dollars had reached a High 
Risk position. It is now correcting down 
towards the support of the lower 
end of our C Corrective targets to the 
downside around 1’500 USD/oz (right-
hand scale). Tonight, Monday the 16th 
March, it is barely holding onto these 
levels, following a deep intraday sell-off 
below them. On the timing front, we ex-
pect Gold to find support between now 
and early April according to our me-
dium term oscillators (upper rectangle). 
Target-wise, we would hope that cur-
rent levels shold. Yet, if these were to 
be broken, our next levels of targets 
to the downside would be circa in the 

1’400 to 1’300 USD/oz range (or 1.3 to 1.7 times our historical volatility measure “Delta”, here at 219.1 – middle rectangle; right-
hand side – subtracted from the graphs highest point). Given the violence of the current deleveraging process, it would indeed be 
possible that Gold continues down to these levels over the next couple of weeks, before it resumes its previous strong uptrend. 
For all the reasons mentioned above on our Weekly graph, we do believe that the current sell-off in Gold is a buying opportunity, 
as we then expect a strong rally into the Summer.
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Gold in EUR (EUR/oz)
Daily graph or the perspective over the next 2 to 3 months

Gold in Euros is even clea-
rer on the Daily graph. It 

made an intermediate top on 
both oscillator series (lower 
and upper rectangles) between 
late February and early March 
and is now retracing. We 
would then expect it to re-
sume its uptrend between 
late March and early April, 
probably towards until May 
in first instance. In the mean-
time, our C Corrective targets 
indicate important support 
towards 1’360 EUR/oz or 1 or 
2 % below current levels. If for 
some reason the current dele-
veraging process extends over 

the next couple of weeks, Gold could break below these levels towards the 1’250 – 1’170 Eur/oz range (or 1.3 to 1.7 times 
our historical volatility measure “Delta”, here at 211.2 – middle rectangle, right-hand side – subtracted from the highest point 
of this graph at 1’529). As already mentioned above in the Daily graph of Gold in USD, these levels would constitute even 
more interesting buying opportunities.

Gold to S&P500 ratio
Weekly graph or the perspective over the next 2 to 4 quarters

Vs the S&P500, Gold still 
looks very strong. Both os-

cillator series (lower and upper 
rectangles) suggest that the 
ratio could continue higher 
into late Q2, perhaps even the 
Summer. On the target front, 
our I Impulsive targets to the 
upside indicate that Gold could 
outperform the S&P500 by a 
further 5 to 15% until then.
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Goldmines vs S&P500 Index
Daily graph or the perspective over the next 2 to 3 months

Turning to Goldmines, we 
believe they should also 

outperform the S&P500 over 
the next few weeks / months 
(GDX ETF vs SPY ETF). Both our 
oscillator series (lower and up-
per rectangles) are suggesting 
that the ratio is in a resume 
uptrend situation and that it 
could continue higher into late 
March / early April on our me-
dium term oscillators (upper 
rectangle), perhaps into early 
May on our long term ones 
(lower rectangles). Upside 
price targets for the ratio are 
quite compelling, into the 146 
– 162 range according to our I 

Impulsive targets to the upside (right-hand scale) or circa 15 to 25% above current levels.

Goldmines vs Gold Spot ratio
Daily graph or the perspective over the next 2 to 3 months

We now compare Gold-
mines (GDX ETF) vs 

Gold itself. Mines are usually 
more volatile and less defen-
sive that Gold. Hence, they 
usually fall vs Gold in a dele-
veraging process (similarly to 
Silver or Platinum which also 
fall vs Gold during such pe-
riods). The ratio may also help 
us time the right point to enter 
such levered precious metals 
trades, as Goldmines (or Silver 
or Platinum) rarely outperform 
when Gold is falling or conso-
lidating. Both our oscillator 
series (lower and upper rec-
tangles) suggest that this could 

be towards late March (lower and upper rectangles). We would then expect a 3 to 6 weeks bounce at least. Usually Gold 
would begin to strengthen a few days/weeks before the ratio starts to turn. We hence believe that from late March, the 
whole precious metals space may enter a rebound (a new leg up for Gold) that will probably last into late April / early 
May in first instance.
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US Defensive sectors vs the S&P500 Index
Weekly graph or the perspective over the next 2 to 4 quarters

We now consider Defen-
sive Equity sectors vs 

the S&P500. The US Defensive 
sector portfolio we use for this 
comparison is equal weighted 
among US Healthcare, Staples, 
Utilities, Telecommunication 
and Real Estate. It has been 
outperforming the S&P500 
since January. Both our oscil-
lator series (lower and upper 
rectangles) are now suggesting 
that this defensive rally conti-
nues until early Q2 at least on 
our medium term oscillators 
(upper rectangle), and poten-
tially into late Q2 on our long 
term ones (lower rectangle). 

The ratio could test resistance towards the upper of our C Corrective targets by then, circa 5 additional percentage points 
above current levels (right-hand scale).

European Defensives sectors vs the EuroStoxx 600 Index
Weekly graph or the perspective over the next 2 to 4 quarters

In Europe, the ratio of defen-
sive sectors vs the Europe 

Stoxx 600 Index has been even 
more dynamic (probably be-
cause the technology sector is 
quite small in Europe, while its 
large weighting and strong per-
formance has weighed on the 
ratio in the US). The Defensive 
portfolio we use here is equal 
weighted among European 
Food & Beverage, Healthcare, 
Utilities, Telecom and Real Es-
tate. Similarly to what we see 
in the US, we expect the ratio 
to continue higher into early 
Q2 on our medium term os-
cillators (upper rectangle) and 

into late Q2 / the Summer on our long term ones (lower rectangle). Our I Impulsive targets to the upside would suggest 
4 to 10% of additional outperformance potential until then.
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US Staples vs the Nasdaq 100 Index
Daily graph or the perspective over the next 2 to 3 months

As mentioned above, US 
Defensive sectors are fin-

ding it more difficult to out-
perform their reference index 
than in Europe because of the 
large weighting and strong per-
formance of the US Technolo-
gy sector. Hence comparing 
the US Staples sector vs the 
Nasdaq 100 may deliver good 
timing points to anticipate the 
end of the current Defensive 
rally and possibly the end of 
the equity market correction. 
From what we can read off 
both oscillator series (lower 
and upper rectangles), the ra-
tio could continue to rebound 

into early April, before it starts gradually roll-over during Q2 (an upside retest during May does also seem possible).  Hence, 
similarly to our Weekly graphs above, we expect, the Defensive Staples sector to outperform into early April and then 
probably resist quite well vs the Nasdaq 100 during most of Q2 (probably until mid/late May). From late Q2, the ratio 
may then start to resume its downtrend, potentially signaling the re-acceleration to the upside of the Nasdaq100 and 
more generally of equity markets.

European Utilities vs the Europe Stoxx 600 Index
Daily graph or the perspective over the next 2 to 3 months

In Europe, we consider the ra-
tio of European Utilities vs the 

Europe Stoxx 600. It has been 
rising aggressively since Janua-
ry. Both oscillator series (lower 
and upper rectangle) are sug-
gesting that it continues hi-
gher, probably for a few more 
weeks, into early/mid April. 
Following some consolidation 
into early / mid May, the ratio 
may then retest up once more 
into early Q3. This scenario 
would be more defensive that 
in the US and may imply that 
European Equity markets could 
take more time to recover fully 
from the current crisis.
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AUD/JPY 
Daily graph or the perspective over the next 2 to 3 months

It is also interesting to consider Risk-
ON / Risk-OFF pairs in the Forex space. 

AUD/JPY is often considered the ul-
timate cyclical gauge as AUD is very 
cyclical due the country’s profile as a 
commodity exporter, while JPY is very 
defensive. This pro-cyclical cross rate 
has been falling since mid January, and 
both oscillator series (lower and upper 
rectangles) suggest that it could conti-
nue to do so until late March / early 
April. It could then find support and 
bounce into May at least, perhaps lon-
ger if the trend starts to reverse up.

EUR/CHF
Daily graph or the perspective over the next 2 to 3 months

Another risk-ON / risk OFF curren-
cy pair which is worth considering 

is EUR/CHF. The Euro has been rather 
strong since the deleveraging begun 
due to its status as a funding currency 
(negative interest rates). Nevertheless, 
it has been sliding again vs the Swiss 
Franc since early March. We believe 
the current downtrend may linger on 
until late March / early April although 
the Swiss National Bank is active in 
trying to keep the Swiss Franc as weak 
as it can. Following that the pair may 
bounce into late April / early May at 
least.

Concluding remarks:

Despite some draw-downs on an absolute basis, mostly due to the strong deleveraging process since mid February affecting all 
assets, defensive assets have managed to drop less (i.e. outperform) vs risk assets or their references indexes. Treasuries and 
Gold have outperformed Equities, Defensive sectors have outperformed their reference indexes, while Defensive currencies 
have strengthened vs more cyclical ones. We believe this trend / bounce is not quite finished yet and could continue into late 
March / early April. Following that, risk-ON and cyclical assets could then have their bounce during April and early May, before 
Defensive assets attempt another upside retest during May on a relative basis. Treasuries and Gold seem particularly strong and 
could continue to outperform on an absolute, and perhaps even on a relative basis into midyear. Gold in particular should be-
nefit for the accommodative monetary environment into late Q2 and perhaps the Summer. It may still suffer some deleveraging 
sell-offs over the next couple of weeks. These could even be quite deep. Yet, we would consider them as buying opportunities 
considering that thereafter Gold should resume its uptrend into the Summer, probably quite strongly. Initial targets are towards 
new highs above 1’700 USD/oz. Yet, as mentioned in our previous issue of The Capital Observer, Gold could well continue higher 
and top 2’000 USD/oz over the next couple of quarters. Other precious metals and related instrument such as Mines, Silver or 
Platinum may lag at the beginning, yet could then catch up towards late Q2 as the risk assets rally gets going.
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54 / Splicing the markets: What’s behind the recent US Dollar strength?

We left the US Dollar for last as it has probably seen the most complex, schizophrenic behavior over the last few weeks. In the 
initial stages of the sell-off, it was part of the deleveraging process and fell vs funding currencies with low interest rates such 

as JPY, CHF or EUR, while it was rising quite strongly vs Commodity currencies and Emerging Markets ones (except vs rather defensive 
ones such Asia Growth currencies, a.k.a. CNY, TWD, KRW). These developments seemed part of a standard deleveraging process. That 
said, the Dollar action reversed last week as it started to strengthen vs all currencies. Did this happen because of an acute shortage 
of US Dollars in the system, or is it the result of the comprehensive US stimulus measures, which are being announced? In this short 
article, we consider EUR/USD, GBP/USD and USD/JPY and attempt to come to some conclusion.

EUR/USD
Weekly graph or the perspective over the next 2 to 4 quarters

EUR/USD stabilized last Autumn in late 
Q3 as cyclical assets finally bounced, 

following the FED’s Summer rate cuts. It 
then retraced down to new lows into mid 
February as the Coronavirus started to hit 
Asia and Commodity currencies. Lately, 
from late February / early March, it has 
rebounded once more in a rapid move 
which resembles short covering, possibly 
as investors were deleveraging positions 
in USD denominated assets. Finally, over 
the last few days, more than half of this 
move has now been retraced. On this 
Weekly, rather long term graph, we 
would consider that these back and forth 
movements since late Q3 are probably 
part of an upside consolidation pattern 
for EUR/USD, that started in late Q3 last 

year, and may have just been completed as shown on both oscillator series (lower and upper rectangles). EUR/USD may have indeed 
just started to resume its long term downtrend, following the short covering spike we have just seen. Downside risk is shown by our I 
Impulsive targets to the downside, possibly towards parity over the next 2 to 4 quarters (right-hand scale). 

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

As we write, EUR/USD is back below 
1.10 on an intraday basis (Tuesday 

17th of March, PM). It seems that the 
short covering spree that materialized from 
mid February into early March is in the 
process of being completely reversed. Is this 
because there is a shortage of US Dollars in 
the funding market, or because investors 
are fleeing Europe where the Coronavirus 
pandemic is accelerating, or finally because 
some investors are already trying to position 
themselves for a US V shape recovery 
following the huge monetary and fiscal 
measures being put in place? It is hard to 
say. Nevertheless, on this Daily graph, we 
would expect EUR/USD to continue lower, 
first into late February / early March, and 
then following a slight April bounce, into 

midyear (lower and upper rectangles). Initial downside targets into early April are probably in the 1.08 to 106 range (or 1.3 to 1.7 times 
our historical volatility measure “Delta”, here at 0.0519 – middle rectangle, right-hand side – subtracted from the graph’s highest point at 
1.146). 54



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

G BP/USD confirms this 
weakness for European 

currencies vs the US Dollar. On 
our long term oscillators (lower 
rectangle), the uptrend since last 
August has now reversed, and 
may continue lower into late 
April at least. On our medium 
oscillators (upper rectangle), the 
recent rebound has been short 
and has since retraced, and the 
trend may now continue lower 
into May. We are now well below 
the support of our C Corrective 
targets to the downside and 
eying our Impulsive ones in the 
1.19 - 1.14 range (right-hand 
scale).

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

Finally, we consider USD/JPY 

which saw a strong deleveraging 

sell-off into last Monday, the 9th 

of March, before a strong bounce 

during the rest of last week, despite 

the catastrophic fall in risk assets. 

This price action has been quite 

particular. It now seems that the 
Yen’s risk off status is gradually 
being reinstated. According to 
both oscillator series (lower and 
upper rectangles), USD/JPY should 
soon resume its downtrend, 
probably towards early April on 

our long term oscillators (lower 

rectangle). This could correspond 
to a last sell-off we expect on 
risk-assets until late March / early 

April. On our medium term oscillators (upper rectangle), the sell-off may linger on into mid/late April, which is not incompatible with 

the early stages of a risk asset recovery, as defensive trades such as the Yen vs the US Dollar are often very sensitive to residual risks. On 

the target front, we would probably expect USD/JPY to retest down towards its recent lows towards 103 - 102. On the other hand, a 

clear break above the resistance of our C Corrective targets to the upside (i.e. above 108; right-hand scale) would probably jeopardize our 

negative scenario and open the door to our I Impulsive 111 – 114 range to the upside within the next couple of months. 

Concluding remarks :

The recent price action of the US Dollar has been quite particular as it sold off quite heavily and vs most currencies during the 
initial stages of the recent deleveraging process. It has since recovered and literally V shaped up, even vs the Yen or Swiss Franc 

and while risk assets were tumbling. This was also quite particular. Going forward, we believe cross asset correlations are gradually 
normalizing. We expect the Euro and the Pound to fall vs the US Dollar over the next few months, probably accompanied by most 
Commodity currencies, as the Coronavirus intensifies in the developed world and while it seems that only the US has the muscle to 
push through the necessary fiscal and monetary stimulus. The Yen, on the other hand could be regaining its save-haven status, and 
USD/JPY could fall into early April, while risk assets continue to push lower, but should then stabilize during April as they start to 
rebound. 55



MJT’s proprietary methodology uses Timing Oscillators to help investors position themselves either in an uptrend 
or downtrend. It will hence allow them to anticipate and project the future sequence of events. Coverage extends 
over 5’000 instruments, long term to intraday, across all asset classes. Relative charts, Opportunity filters, Multi 
charts monitoring screens and a Portfolio Simulation tool complete the functionality set. See below a description 
of What’s on the Chart, a Methodological brief and an outline of the ideal Uptrend/Downtrend Models (read more 
on www.mjtsa.com)

Timing oscillators: Different prices cycles are captured by 
our 3 Timing oscillators. Monitor how their relative positioning 
defines specific situations (Cases) to always know where you 
stand within the Trend (e.g. please see below the ideal Uptrend 
Case succession sequence)

Trend direction: the direction of FinGraphs’ large envelope will 
help you decide either to apply an uptrend or a downtrend model. 
Contacts between the wider  and thinner envelopes will help you 
anticipate and confirm market turning points ( e.g. S&P500 bi-
monthly, extracts from the 2005-2011 period).

Price targets: based off historical volatility, they can highlight 
price potential or risk and, once achieved, define take profit or 
stop loss areas (e.g. below S&P500 in early 2011, Brent in October 
2014).
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Ideal Uptrend Model 

(left to right) from an oscillator black bottom (usually a Low Risk or a Case 2), the oscillators and prices will start moving up. An uptrend 
is confirmed once a red top can be made above a blue one. The correction down that follows delivers a buying opportunity (“Resume 
Uptrend”) followed by an intermediate top (Case 3). A new period of consolidation down or sideways then starts, ending with a Case 5 
acceleration up towards an important top (usually a High Risk or a Case 1).  For each time frame, a fixed time unit separates each timing 
incidence, so that the distance between a blue and red top is usually X, the distance from the red to the black top is then 2X and the 
distance between the first and second black top is 3 to 4X.

Ideal Downtrend Model 

(left to right) from an oscillator black top (usually a High Risk or a Case 1) the oscillators and prices will start moving down. A downtrend 
is confirmed once a red bottom can be made below a blue one. The correction up that follows delivers a selling opportunity (“Resume 
Downtrend”) followed by an intermediate bottom (Case 4). A new period of consolidation up or sideways  then starts, ending with 
a Case 6 acceleration down towards an important bottom (usually a Low Risk or a Case 2).  For each time frame, a fixed time unit 
separates each timing incidence, so that the distance between a blue and red bottom is usually X, the distance from the red to the black 
bottom is then 2X and the distance between the first and second black bottom is 3 to 4X.
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General Disclosure
 
This document or the information contained in does not constitute, an offer, or a solicitation, or a recommendation to purchase or 
sell any investment instruments, to effect any transactions, or to conclude any legal act of any kind whatsoever. The information 
contained in this document is issued for information only. An offer can be made only by the approved offering documentation, 
especially the prospectus of the Fund mentioned herein. The prospectus may only be distributed in accordance with the laws 
and regulations of each appropriate jurisdiction in which any potential investor resides. The investments described herein are not 
publicly distributed.
 
This document is confidential and submitted to selected recipients only. It may not be reproduced or passed to non-qualifying 
persons or to a non professional audience.
 
 
This document is only made available to professional clients and eligible counterparties as defined by the Financial Conduct 
Authority. The services of Diapason may be restricted in some jurisdictions to persons who are professional clients and institutional 
investors. In such case, they are not available to retail clients and are not subject to the same protections afforded to retail clients. 
To the extent that this message concerns such products and services, then this message is communicated only to and/or directed 
only at professional clients and institutional investors and the information in this message about such services should not be relied 
on by any other person. For distribution purposes in the USA, this document is only intended for persons who can be defined as 
“Major Institutional Investors” under U.S. regulations. Any U.S. person receiving this report and wishing to effect a transaction 
in any security discussed herein, must do so through a U.S. registered broker dealer. The investment described herein carries 
substantial risks and potential investors should have the requisite knowledge and experience to assess the characteristics and 
risks associated therewith. Accordingly, they are deemed to understand and accept the terms, conditions and risks associated 
therewith and are deemed to act for their own account, to have made their own independent decision and to declare that such 
transaction is appropriate or proper for them, based upon their own judgment and upon advice from such advisers as they have 
deemed necessary and which they are urged to consult. Diapason disclaims all liability to any party for all expenses, lost profits 
or indirect, punitive, special or consequential damages or losses, which may be incurred as a result of the information being 
inaccurate or incomplete in any way, and for any reason. Diapason, its directors, officers and employees may have or have had 
interests or long or short positions in financial products discussed herein, and may at any time make purchases and/or sales as 
principal or agent. Certain statements in this presentation constitute “forward-looking statements”. These statements contain the 
words “anticipate”, “believe”, “intend”, “estimate”, “expect” and words of similar meaning. Such forward-looking statements are 
subject to known and unknown risks, uncertainties and assumptions that may cause actual results to differ materially from the 
ones expressed or implied by such forward-looking statements. These risks, uncertainties and assumptions include, among other 
factors, changing business or other market conditions and the prospects for growth. These and other factors could adversely 
affect the outcome and financial effects of the plans and events described herein. Consequently, any prediction of gains is to 
be considered with an equally prominent risk of loss. Moreover, past performance is not a guide to future performance and 
investment may result in loss of capital. As a result, you are cautioned not to place undue reliance on such forward-looking 
statements. These forward-looking statements speak only as at the date of this presentation. Diapason expressly disclaims any 
obligation or undertaking to disseminate any updates or revisions to any forward-looking statements contained herein to reflect 
any change in Diapason’s expectations with regard thereto or any change in events, conditions or circumstances on which any 
such statement is based. The information and opinions contained in this document are provided as at the date of the presentation 
and are subject to change without notice.
 
 
Electronic Communication (E-mail)
In the case that this document is sent by E-mail, the E-mail is considered as being confidential and may also be legally privileged. 
If you are not the addressee you may not copy, forward, disclose or use any part of it. If you have received this message in error, 
please delete it and all copies from your system and notify the sender immediately by return E-mail. The sender does not accept 
liability for any errors, omissions, delays in receipt, damage to your system, viruses, interruptions or interferences.
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Any disclosure, copy, reproduction by any means, distribution or other action in reliance on the contents of this document without 
the prior written consent of Diapason is strictly prohibited and could lead to legal action.

MANAGEMENT JOINT TRUST SA
Disclaimer, No warranty, Copyright
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competition rights. As reader of this publication or a user Management Joint Trust SA’s websites, you acquire no rights on the 
various softwares, services, and information made available by Management Joint Trust SA.  In particular, you do not acquire 
ownership rights. You undertake especially not to: a) Copy, save, reproduce, publish, post, transfer, transmit, exploit or distribute 
in any way data or components produced or any information or content made available by Management Joint Trust SA (including 
but not limited to its publications, its software, Internet pages and graphic displays); b) Mention or use in any non-purely private 
way the name Management Joint Trust SA or any of its trademarks, its or their logos, its or their texts and graphic displays; c) 
Interfere with or modify data or components published or edited by Management Joint Trust SA (including but not limited to its 
publications, software, Internet pages and graphic displays); d) Use Management Joint Trust SA in a way not consistent with its 
natural purpose; e) Access Management Joint Trust SA in an illegal way or without having filled the requested questionnaires, 
accepted these Terms and Conditions paid the requested fees. These Copyright and Trademark provisions mentioned above do 
not limit your right to print on paper, for your personal/private use only, pages of this publication or any other content produced 
by Management Joint Trust SA that you are interested in. Professional use of the printed pages is however strictly forbidden. 
Similarly you are forbidden to resell these pages. If you want to use any content produced and edited by Management Joint Trust 
SA not for your personal/private use, you must obtain in advance from Management Joint Trust SA a written authorization by 
writing to:
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