
Equities rally post election, and the Dollar remains strong post the FED – How long 
before the defensive shift resumes ?
This is a period of indecision and investors are trying to position, hence the strong up and down moves we have seen recently on equi-
ties and forex. While the Gridlock election results hold the promise of mitigating some of Mr Trump’s more aggressive initiatives, the 
FED remains hawkish. In this article we consider the main equity indexes and the US Dollar in light of these developments, and wonder 
how long before the defensive shift, which started early October, potentially resumes.  

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

The correction down from late September 
found a strong support point late Octo-

ber. The S&P500 then started to rebound, a 
move which accelerated up further last week 
following the mid-term election results. Des-
pite its velocity, we would still consider this 
bounce as a counter-trend move. It may 
continue probably towards the end of this 
month, before the downtrend resumes until 
early next year in first instance. Indeed, this is 
what both our oscillator series are suggesting 
(lower and upper rectangles). We expect the 
S&P500 to retrace a bit until mid November 
and then to bounce again towards late No-
vember / early December. Following that, 
the trend should then resume lower into 
early next year, and then potentially into 
February / March. On the target front, the 

sell-off broke below our C Corrective targets to the downside (below 2’660; right-hand scale). This theoretically opens the door to much 
lower downside targets once the second leg down we expect materializes, probably towards 2’500 – 2360 (or 1.3 to 1.7 times our his-
torical volatility measure “Delta” - here at 334.5, middle rectangle; right-hand side - subtracted from the 2’931 top).

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

The EuroStoxx 50 also started to bounce 
late October, yet less so than the S&P500. 

Both our oscillator series (lower and upper 
rectangles) are now suggesting that it could 
retrace a bit until mid November before it 
bounces again into late November and pos-
sibly December. In such situations, where our 
long term oscillators (lower rectangles) are 
reaching a worthwhile low, while our medium 
term oscillators (upper rectangle) are expec-
ted to bounce short term, yet resume lower 
thereafter,  we would usually trust our me-
dium term oscillators (upper rectangle). We 
hence believe that by late November / early 
December, the EuroStoxx 50 could start re-
sume lower towards year-end and then pos-
sibly again towards February / March. This 
is in line with what we expect above on the 

S&P500.  As for our targets, our I Impulsive targets to the downside (right-hand scale) are still quite important, towards the 3’100 – 
2’920 range over the next few months, possibly 10% below current levels. 

15

15 / MJT -  TIMING AND TACTICAL INSIGHT



16

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

Longer term, the S&P500 
Index has now reached 

a High Risk situation (lower 
rectangle). This usually im-
plies that the S&P500 Index 
is now at risk of entering a 
multiple months correction 
to the downside. On our me-
dium term oscillators (upper 
rectangle), we show the se-
quence we feel is the clearest.  
It confirms that an important 
top (intermediate or final?) 
was made a few weeks ago, 
and that the S&P500 should 
at least correct down into Q1 
2019. On the target front, our I 
Impulsive targets to the upside 

(right-hand scale) have been achieved, while the C Corrective targets to the downside indicate a level of risk towards the 
2’325 – 1’960 range (0.5 to 0.8 times our historical volatility measure “Delta” - here at 1’215; middle rectangle, right-hand 
side – subtracted from the recent tops). This is still circa 20 to 30% lower than today.  Theoretically, this downside poten-
tial could materialize over the next 12 to 18 months.

EuroStoxx 50 in USD
Bi-monthly graph or the perspectives over the next 1 to 2 years

A telling graph in terms of 
its range-bound price ac-

tion, and its cyclicality. Indeed, 
over the last 10 year, the Eu-
roStoxx50 has seen little pro-
gression in US Dollar terms. 
Repeatedly, it has bumped 
into upside resistance around 
the 4’500 USD level, and every 
time was battered back towar-
ds the lower end of its range 
around 3’000. These back and 
forth movements, which are 
less visible in EUR terms (as the 
EUR has weakened), corres-
pond to the cyclical swings of 
the EuroZone economy. Both 
our oscillator series (lower and 

upper rectangle) are suggesting that the EuroStoxx50 in USD is currently mean reverting again and that it could reach 
back into the 3’410 -2’760 range over the next 12 to 18 months. The EuroStoxx currently stands at circa 3’650 in USD terms.



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

Last month, we expected 
EUR/USD to initiate a 

short bounce towards late 
October, early November, 
and then to resume lower 
towards December and then 
Q1. This is still the case on 
our long term oscillators 
(lower rectangle). Our me-
dium term oscillators (upper 
rectangle) would indicate 
that a slight bounce may still 
happen over the next couple 
of weeks, before the trend 
resumes down in full from 
late November. Our I Impul-
sive targets to the downside 

are suggesting that EUR/USD could reach down towards the lower end of the 1.13 – 1.10 range over the next few months. 
Such developments would reflect the continuous hawkishness of the FED, while political stand-offs  continue to threaten 
the EuroZone.

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

The Dollar Index’s ascent 
since Q1, found an 

intermediate top mid August 
on our long term oscillator 
series (lower rectangle) and 
has since been consolidating. 
This sideways move is 
coming to an end towards 
mid November and the 
Dollar should then resume 
its uptrend towards 
Q1 2019.  Our medium 
term oscillators (upper 
rectangle) suggest similar 
dynamics, probably from late 
November. Hence, over the 
next few weeks, we expect 
the Dollar Index to confirm 

its move higher, first into mid December, and then again into February/March. In terms of price, our I Impulsive targets 
to the upside are suggesting that the Dollar Index could  approach the symbolic 100 mark (right-hand scale).
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Dollar Index
Bi-monthly graph or the perspective over the next 1 to 2 years

Considering the long term 
graph of US Dollar Index, 

we can note that the correction 
down during 2017 found 
support this Spring within our 
C Corrective targets to the 
downside (right-hand scale). 
This would imply that the 
previous 2011-2016 uptrend 
is still in place, and that the 
Dollar Index is now probably 
resuming this long term 
uptrend. Both oscillator series 
(lower and upper rectangles), 
are suggesting that the 
current move up will probably 
continue towards early Spring 
(upper rectangle). Following 

that, we expect a few months of consolidation and then potentially another move up into 2020 (lower rectangle). For 
now, we remain bullish on the Dollar Index with a 1 to 2 years time horizon.

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

Inversely, the retracement 
down we expected on EUR/

USD during Q2 and Q3 this 
year is probably far from over. 
Indeed, on both oscillator 
series (lower and upper 
rectangles), we now expect 
EUR/USD to continue lower 
towards mid Q1 2018 in first 
instance. Then, following a 
Spring bounce, we expect 
EUR/USD to weaken once 
again towards late next year.  
Over the next few months, we 
will probably test the lower 
end of our C Corrective targets 
to the downside towards 1.10 
(right-hand scale). A break 

below this level would provide a final confirmation that the long term downtrend on EUR/USD has now resumed. The next 
level of downside targets are pointing towards parity.
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All Country World Index 
Weekly graph or the perspective over the next 2 to 4 quarters

We now look at the 
Weekly graph of the All 

Country World Index in US Dol-
lars. It started its downtrend al-
most a year ago. This highlights 
the recent relative strength of 
the US stock market, which 
continued to make new highs 
up until recently, while the 
US Dollar was strengthening. 
Most other markets have been 
weaker. They initiated a first 
leg down into the Spring and, 
following a weak Summer 
bounce, have now probably 
started a second leg lower. 
Both our oscillator series 
(lower and upper rectangles) 

are suggesting that global equity markets will probably remain under pressure until mid Q1 in first instance. On the tar-
gets front (right-hand scale), we expect the All Country World Index  to test the support of our C Corrective targets to the 
downside between 68 and 64 (right-hand side). We believe these could break, thereby opening the door to much lower 
targets into late 2019 (upper rectangle).  This is our preferred scenario for now. Alternatively, global equity markets could 
hold at, or slightly below, current levels into the Spring. This would then form a base for them to move higher throughout 
2019 (lower rectangle).

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

We consider the relative 
weakness of Global 

equities vs the US, by com-
paring the All Country World 
Index vs the S&P500. The ra-
tio should capture both the 
currency and relative market 
performance, which, since the 
beginning of the year, have 
been moving in the same direc-
tion. Again, this highlights the 
remarkable relative strength of 
US markets year to date. Going 
forward, both oscillator series 
(lower and upper rectangles) 
are suggesting that Global 
equity markets could start to 
underperform the US once 

again soon, probably starting between now and late November, first towards year-end, and then possibly towards Fe-
bruary / March. These projections match our negative scenario on both equity indexes and EUR/USD. We hence anticipate 
that the negative news-flow will probably shift back to Europe and Emerging Markets over the next few weeks. This may 
also revive the “Contagion” debate once again. Yet, the strong momentum on US markets did take a huge hit in October 
and “the contagion effect” may be easier to come by this time.  



S&P Consumer Staples sector vs the S&P500 Index
Bi-monthly graph or the perspective over the next 1 to 2 years

We now turn to sector 
relative ratios, and first 

start with the defensive Staples 
sector vs the S&P500 Index. 
Usually, Staples start to outper-
form as equity markets enter 
the corrective phase of their 
market cycle (which lasts 1 to 
2 years), and while the eco-
nomy is still growing strongly, 
i.e. the ratio usually anticipates 
a downturn well in advance as 
futures economic perspectives 
are gradually revised down. Ac-
cording to both our oscillator 
series (lower and upper rec-
tangles), we may have hit this 
point in time. Indeed, these are 

suggesting that Staples were recently very Oversold vs the market, and that they may have made an important low. We 
now expect the ratio to continue its recent rebound vs the S&P500 over the next 3 to 5 quarters. 

S&P500 Index vs S&P Consumer Staples sector
Daily graph or the perspective over the next 2 to 3 months

Considering US markets 
vs the US Staples sector 

highlights the defensive shift 
which is currently underway 
within US equity markets. The 
ratio topped out in June, did 
not make new highs in early 
October and has since been 
accelerating lower. Will it ma-
nage to stabilize and resume its 
uptrend, or do these develop-
ment spell the beginning of a 
more lasting downtrend? Both 
our oscillators series (lower and 
upper rectangles) suggest that 
a low could be made towards 
mid November, which should 
trigger a bounce. Yet, our me-

dium term oscillators are suggesting that this bounce could be short lived (upper rectangle), and that by early December, 
the S&P500 index could start to underperform the Staples sectors once again, first into year-end and then possibly into 
February/March. On the target front (right-hand scale), the ratio broke below our C Corrective targets to the downside in 
late October, opening the door to our I Impulsive targets to the downside. These suggest that US markets could underper-
form the Defensive Staples sector by a further 6 to 11% over the next few months.
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Dow Jones Europe STOXX 600 vs the European Food & Beverage sector
Daily graph or the perspective over the next 2 to 3 months

In Europe, both our oscillator 
series (lower and upper rec-

tangles) suggest that the ra-
tio could also make a low mid 
November, before a further 
bounce materializes into late 
November / early December. 
Similarly to the US market vs US 
Staples graph on the previous 
page, we expect that from ear-
ly December, the ratio should 
resume lower, first into year-
end and then possibly into Fe-
bruary/March. On the target 
front, our I Impulsive targets 
to the downside (right-hand 
scale) are suggesting that Eu-
ropean markets could under-
perform the European Food & 
Beverages sectors by a further 
8% over the next few months.

Equal Weighted Portfolio US and European HealthCare vs their respective 
Market Indexes
Daily graph or the perspective over the next 2 to 3 months

In this graph, we perform an 
equal weighted simulation of 

both US and European Health-
care sectors  vs their respective 
indexes.  Over the last six mon-
ths, Healthcare has been an 
early outperformer in the de-
fensive space. This is probably 
be due to its profile which is 
more Growth oriented than 
other defensive sectors. As a 
result, on a Daily graph basis, 
HealthCare’s outperformance 
potential is slowly getting ex-
hausted vs the market, and 
indeed, our I Impulsive targets 
to the upside have now been 
reached (right-hand scale). 

Hence, although both our oscillators series (lower and upper rectangles) are still pointing to further outperformance for 
HealthCare vs the market from December into Q1 next year, the pace of this uptrend could slow over the next few months. 
At this stage, other more Defensive sectors may provide better protection against a widespread equity market correction. 
We consider a couple of examples below.   
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European Telecom sector vs Dow Jones Europe Stoxx 600
Weekly graph or the perspective over the next 2 to 4 quarters

The European Telecom is typically a 
cash generating defensive sector and 

it usually outperforms when equity mar-
kets are correcting down. Both our oscil-
lator series (lower and upper rectangles), 
recently reached “Low Risk” positions vs 
the market, while the relative I Impulsive 
potential to the downside (right-hand 
scale) is exhausted.  On our medium term 
oscillators (upper rectangle), we expect 
the European Telecom sector to outper-
form the market first into mid Q1 next 
year, and then probably again during H2 
2019. Its outperformance potential could 
be as high as 10 to 15% vs the market (C 
Corrective targets to the upside; right-
hand scale).

European Utilities sector vs Dow Jones Europe Stoxx 600
Weekly graph or the perspective over the next 2 to 4 quarters

Utilities are also a pure defensive 
play. The sector is also particularly 

sensitive to any rise and fall in interest 
rates. It’s a Bond proxy. Since early 2016, 
it has underperformed the market  each 
time long term yields have accelerated 
up (e.g. H2 2016 or Q4 2017 to mid Q1 
2018). Inversely, when long term yields 
retrace (i.e. as Bund yields have done 
this year), the sector then outperforms 
the market. Over the next few months, 
we expect European long term yields to 
continue their downtrend, probably from 
December into mid Q1 2019 (our article 
on Yields and Yield Curve further down 
this issue, pages 26 to 32). This environ-
ment should be beneficial for Utilities 
on a relative basis, a trend that both our 

oscillator series are confirming (lower and upper rectangles). 

Concluding remarks

Following their strong rally pre and post mid-term elections, equity market started to retrace again on the Fed’s hawkish note 
last Thursday. We believe that these developments will continue to influence equity markets over the coming weeks. First, the 

election results seem rather positive for equity. Investors expect them to result in a more constructive dialog between Mr Trump 
and the Democrats, and possibly reign in some of Mr Trump’s more aggressive policies. This consensus approach is reassuring for 
equity markets going forward, for US equity markets at least. On the other hand, the FED’s persistent hawkishness should continue 
to pressure risk assets around the world, and support further USD strength into Q1 next year. These market conditions could re-
semble the ones that prevailed from May into August this year, when Europe and Emerging markets were correcting, while the US 
continued its upside path. Yet, this time around, Contagion may be quicker to come by as since early October, US equity markets 
have probably lost much of their upside momentum. Our timing suggests that by late November / early December, Global equity 
markets could enter a new leg down, probably towards early next year (early/mid Q1). During this period, the Dollar and defensive 
trades will probably continue to outperform. 22


