
Over the last two of years, we have been of the view that the strong uptrend on equities, which started in early/mid 2016 
would probably meet an important top at some point between the Spring and the Summer of 2018. We still expect this 
projection to materialize along with the 12 to 18 months correction on risk assets that could follow. The sharp sell-offs, 
we have recently seen on some Emerging Markets as well as in Southern and Eastern Europe are probably the first shocks 
to appear and should be taken as early warning signs. The topping process will probably extend into mid Summer. Shorter 
term, and in the aftermath of the Italian Political crisis, equity markets have managed to stabilize. We would expect them to 
continue to do so during June and start to resume their uptrends for a last leg up towards mid July, perhaps early August. 
Stronger markets such the S&P500, the Nasdaq, the Nikkei, the FTSE, the CAC40 or the DAX will probably continue to make 
new highs for this cycle (all time highs for most), while others will attempt to rebound.       

More generally, our assessment of the current cross asset environment would confirm that a topping process on Equity 
markets may be nigh. Indeed, we believe that we are late in the business cycle (which probably bottomed 2.5 years ago 
in late 2015 / early 2016) and that the rallies since last Summer on commodities and US long term yields are typical of 
such a late stage environment. Long term yields outside of the US have probably topped out already in Q1, US yields will 
probably follow during the Summer, along with Oil and then Copper towards late Summer.  In the meantime, the FED 
remains committed to its tightening spree. In addition to the rate hike expected today, one at least, perhaps two more rate 
hikes are still planned for this year. With the reversal we expect on US long term yields, flattening of the US yield curve is 
inevitable. It will probably lead to inversion towards early next year, and will accompany the deceleration of the US economy 
we expect from late Summer.    

As for the Dollar, it is balanced between late cycle residual inflationary pressures in the US (which are fading) and economic 
deceleration elsewhere, in Europe especially. The US should manage to hold up its positive momentum into mid Summer, 
while Europe continues to decelerate. This should be positive for the US Dollar until then (targets between 1.14 and 1.10 
EUR/USD towards August following the current bounce, which probably dies out between now and late June). Coming this 
Fall, the US may face its own deceleration and the Euro could then stabilize and may rebound into year-end. Our longer term 
view is that by early next year, the business cycle will have probably turned, that inflation expectations will have subsided, 
and that any further political/economic instability in Europe, or elsewhere, will be very positive for the US Dollar on Flight to 
Safety concerns. In the meantime, from this Fall, the deceleration theme will gradually gain traction. It will favor all defensive 
assets such as the Yen, Gold, Defensive Equity sectors, Bond proxies or Treasuries.

6/ Mapping the markets 

Main 
Equities

US

S&P500

We are still positive of US equity markets 
possibly until early Summer, when we expect 
an important top between July and early Au-
gust.

From mid  Summer, the S&P500 could 
top out for this cycle. The Bear market 
that follows could last 12 to 18 months. 
We would start reducing risk in Q3.

Europe
   
EuroStoxx50

Stronger European markets (France, Germa-
ny, UK) may follow US markets up into July, 
perhaps August, while others will attempt to 
rebound

As in the US, European Equities  should 
also top out for this cycle during the 
Summer and start reversing down into 
the Fall

EMs

MSCIEM USD

EMs attempt to bounce late June, but a 
strong USD keeps them under pressure. Asia 
holds up while Latam and Eastern Europe un-
derperfom

From late Summer, EMs may find some 
relief as the USD retraces a bit, yet glob-
al deceleration should keep them under 
pressure.

Treasuries US10Y

Bond prices

US Treasuries should bottom out between 
July and early August, US10Y yield should 
reach above 3.1%, possibly into the mid 3s %.

From mid Summer, US Treasuries will 
start to reverse up. Start accumulating 
as US 10Y Yields may retrace down by 
70 to 100 bps into 2019. 

Germany 10Y

Bund prices

Bund Futures may retrace some of their 
recent gains, yet we do not expect a wide-
spread sell-off. Accumulate on Dips.

From mid Summer, Bund Futures should 
resume their uptrend, probably towards 
year-end at least.

Next 2 months 3 to 6 months ahead

Legend: Strong OverweightOverweightNeutralStrong Underweight Underweight
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Main Asset Allocation Drivers

Main Equities
World markets
p 16  - 20

Equity markets have probably started their last leg up for this cycle. We expect it to last into 
the Summer (into early/ mid Q3) and most majors markets could make new highs. Following 
that, from August, we  expect them to start reversing down and gradually enter a Bear market 
which could last between 12 and 18 months.

Main Regional picks
p 16  - 20

The USD could remain strong, probably into mid July / August. Recently, US markets have 
been leading, yet as the Italian Political crisis dissipates, larger “Core” markets in Europe 
(France, Germany, UK), as well as Japan, may start to catch up. 

Main Equities & Government Bonds
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Volatility Volatility continues to move lower, probably towards mid Summer. Following its spike in 
February this year, it is now back in its H2 2017 record low range. 

Emerging markets
p 21, 53 -54

We remain prudent on Emerging markets for now given our rather Bullish forecast on the US 
Dollar from mid/late June into July.

Government Bonds
US & European Benchmarks   
p 29, 41, 44

US 10Y yields could see one last move up into July, perhaps August (above %3.1 and possibly 
towards the mid 3s %). Following their recent sell-off, European long term yields should 
bounce into July, but will probably not retest their February highs.

Equity / Bonds US Equities should extend higher, while Treasur-
ies make a last sell-off. The ratio continues to 
rise into mid Summer.

From mid Summer, Equities and Treasury 
Yields top out for this cycle, the ratio starts 
to reverse down, possibly towards year-end.

Europe Bund Futures continue to consolidates into 
early Summer, while the stronger European 
markets conitue to push higher towards mid 
Summer. 

European markets top-out mid Summer, 
while the Bund gathers steam again. The ra-
tio starts to consolidate down towards year-
end at least.

Duration European long term yield may rebound/re-
test into early Summer, while US yields make 
new highs towards mid Summer

Long term Yields and Yield Curves on both 
sides of the Atlantic start to correct down 
from mid Summer. The trend acclerates as 
H2 2018 progresses.

Credit US High Yields make a last move up into Ju-
ly, while Credit and Sovereign spreads else-
where resume lower from mid year.

From early Summer, Credits also starts 
to top out in the US as the business cycle 
starts to turn and gradually deteriorates to-
wards year-end. 

TIPs/Treasuries The uptrend on TIPs vs Treasuries is still alive 
as residual inflation expectations continue to 
rise into the Summer.

The TIPs/Treasury ratio gradually loses mo-
mentum towards the Fall, as inflationary 
pressures subside.

Oil Oil may still accelerate up towards July 
(above 85$/barrel on Brent), when it tops out 
for this cycle

Following  a last accleration into early Sum-
mer, Oil gradually rolls over as the business 
cycle starts to top out and risk assets start 
to correct.

Industrial metals Industrial Metals continue up to new highs 
during the Summer. Copper could reach 
above 8’000$/t.

Along with other Commodities, Yields and 
Equity markets, Industrial metals should 
gradually top out for this cycle towards late 
Summer.

Gold Gold may still attempt a slight bounce during 
June, but corrects down in July and early 
August as the USD strengthens 

From late Summer, Gold benefits from a re-
tracement in the USD,  then gradually gains 
momentum as Financial Conditions start to 
deteriorate.

Next 2 months 3 to 6 months aheadMain Asset Allocation Drivers

Legend: Strong OverweightOverweightNeutralStrong Underweight Underweight
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Equity to Bond Ratios, Fixed Income Dynamics & Commodities

Equity to Bond Ratios
US & Eurozone Markets Equities and Yields resume their uptrend in the US until mid/late July, perhaps August. In 

Europe, the stronger “Core” markets are following up, while Bonds retrace some of their 
recent strength (receding Italian political crisis over the next few weeks at least). The Summer 
should see Equity and Yields, and the ratios gradually reverse down, as Equities and US yields 
top-out, and European yields resume lower.

Fixed Income Dynamics
Duration
p 42, 44

Yield Curve spreads in the US and Europe should hold up until mid-year, before the yield 
curves start flattening again quite rapidly into year-end / early 2019, i.e. the FED rate hikes 
will crush any attempts for the US curve to steepen, while in Europe, long term yields may 
have already started to turn down. We would wait  until US yield have topped out this 
Summer to enter long duration trade.
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Foreign Exchange

USD vs EUR EUR/USD could continue to bounce until mid/late June 
(1.20 - 1.22 range), it then resumes down again until mid 
August (1.14 - 1.10 range)

From August, EUR/USD ma start to stabilize and 
could bounce into the Fall

GBP GBP/USD could continue to bounce until mid/late June 
(above 1.35), it then resumes lower until late July, be-
ware of any negative price action below 1.34. 

From late July, GBP/USD may start to stabilize and 
could bounce into the Fall

JPY Towards mid/late June, USD/JPY manages to push above 
111. It may reach above 115 by August.  

From late Summer, USD/JPY gradually loses mo-
mentum and starts reversing back down. The move 
gradually accelerates into the Fall.

CHF From mid/late June, USD/CHF resumes its uptrend and 
by August pushes back above parity and possibly slightly 
higher

From late August , the Dollar loses mometum and 
could start to retrace down into the Fall.

EUR vs GBP EUR/GBP could rebound into late June and then retraces 
this move into August.

From late Summer, EUR/GBP should resume its 
uptrend towards 2019 on risk-OFF considerations. 
Indeed, longer term, the EUR still seems more de-
fensive than GBP.

JPY EUR/JPY could continue to rebound into mid/late June 
towards the 131 - 133 range, yet may retrace some of its 
June gains towards mid July

EUR/JPY may still attempt to move higher until late 
Summer, yet reverses down during the Fall on risk-
off considerations

CHF EUR/CHF could continue its weak rebound into mid/late 
June possibly towards 1.17, yet may retrace some of its 
June gains towards mid July

EUR/CHF may still attempt to retest its May highs 
until late Summer (1.20), yet reverses down during 
the Fall on risk-off considerations

GBP vs JPY GBP/JPY could continue to rebound into mid/late June 
towards the 149 - 150 range, yet may retrace some of 
its June gains towards mid/late July

GBP/JPY may still attempt to move higher until late 
Summer, yet reverses down during the Fall on risk-
off considerations

CHF GBP/CHF could continue to rebound into mid/late June 
above 1.33, yet may retrace some of its June gains 
towards mid/late July

GBP/CHF may still attempt to move higher until 
late Summer, yet reverses down during the Fall on 
risk-off considerations

Next 2 months 3 to 6 months ahead

Legend: Strong OverweightOverweightNeutralStrong Underweight Underweight

Rate Differentials
p 29

The progression of the Rate differentials remains in favor of the US (vs Europe, Japan or the UK) 
probably until the late Summer and even into the Fall. 

Tips
p 28, 29

Inflation breakevens (TIPs/Treasuries ratio) remain strong and could continue to rise, towards late 
Summer, even the Fall. That said, we expect TIPs yields and Treasuries yields to start reversing down 
from early/mid Summer. Hence real yields may start to fall more rapidly than nominal yields. This 
would explain why TIPs continue to outperform Treasuries until later this year. 

Commodities
Oil
p 49, 50

Oil attempts a last push up into the 80s USD/barrel (Brent) between mid June and mid July and then 
probably tops out for this cycle.

Industrial metals Industrial metals should follow Oil higher and resume up towards the Summer. They may extend 
slightly further than Oil into late Summer. Copper could reach above 8’000 USD/t (LME) by then.  

Gold & PMs From mid / end June, Gold could resume lower towards late July/August as the US Dollar enters a 
second leg up and risk assets attempt one last rally. From the Fall and towards year-end, Gold should 
then start to move up again vs all currencies and most assets, as financial conditions start to deteriorate

Agriculture Agricultural Commodities are typical late cycle commodities. They are more defensive than Energy or 
Industrial Metals and should perform well in the current environment. On average, we expect them to 
move up 10% until mid Summer, and probably another 10% until year-end.

Credit
p 30

US Corporate Credit spreads may bottom out this Summer along with the top we expect on other risk 
assets. Sovereign and Credit spreads elsewhere could retrace down, but will probably not make new 
lows, i.e. they’ve already turned up for this cycle. We expect strong credit deterioration towards late 
2018  and 2019.
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Equities Markets Segmentation

US Sectors - S&P500 We will remain Underweight Defensive 
and Overweight Technology and Energy 
for now, probably until July, perhaps into 
August.

From July/August, we expect Equity, Com-
modities and Yields to start topping out for 
the cycle. Our sector allocation will hence 
turn defensive to reflect this view.

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 26%

Financials XLF 15%

HealthCare XLV 14%

Discretionary XLY 12%

Industrials XLI 10%

Staples XLP 8%

Energy XLE 6%

Next 2 months 3 to 6 months aheadCore Sector Weightings
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Euro
p 31, 32, 34

The upside momentum on EUR/USD that prevailed throughout 2017 has stalled. Indeed, we believe that the 
recoupling story (European Growth catching up with the rest of the world) is fading. Indeed, since mid Q1 
2018, the Economic surprise index has steadily deteriorated, while the recent Italian Political crisis highlights 
the persistent structural imbalances in the EuroZone. We expect that the current rebound on the EUR/USD 
could die out between mid and late June  (1.20 – 1.22 range) and that during the first half of July, perhaps until 
August, EUR/USD could sell-off towards the 1.14 – 1.10 range. Following that, it rebounds back up towards the 
high teens during the Fall, as the US starts to face its own economic deceleration. In 2019, EUR/USD weakens 
further as economic, financial and political problems  accumulate. Vs CHF, the upside momentum seems to 
have been broken. EUR/CHF may still attempt to retest its highs during the Summer, but should start reversing 
lower during the Fall on risk-OFF considerations. EUR/GBP may continue its recent bounce until late June, but 
probably retests down towards its April lows towards August. Following that its regains strength into year-end 
and 2019 as Sterling is probably more sensitive than the Euro to any upcoming cyclical downturn.

Yen
p 33

The rebound on USD/JPY has been strong and we expect it to continue towards mid July at least. It will first 
need to move above its recent highs around 111, possibly opening the door towards levels above 115 by mid 
Summer. Following that as financial/economic conditions start to deteriorate during the Fall we will expect 
that, at some point, the Yen regains its risk-OFF profile and starts to reverse its Q2/Q3 uptrend, and probably 
more into 2019. Vs the Euro and Sterling, the Yen could remain quite weak until late Summer, before it regains 
strength during the Fall and into 2019 on Flight to safety concerns. 

Sterling
p 32

Cable (GBP/USD) is following similar dynamic than EUR/USD. Its current rebound should die out between mid 
and late June (possibly towards 1.35), before the pair resumes lower into mid/late July. Any further negative 
price action below 1.34 is quite alarming as it could open the door to much lower levels below 1.30. As with 
the Euro, from mid Summer, GBP may start to bounce vs USD probably into the Fall, before it resumes lower 
in 2019. 

Oil & 
Commodities 
currencies

Commodity currencies (our equal weighted portfolio containing AUD, BRL, CAD, NOK, NZD, RUB and ZAR) 
topped out in early February against the Dollar and have been consolidating down since. We expect this 
nascent downtrend to continue into August in first instance. Thereafter, following a slight bounce during late 
Summer, early Fall, Commodity currencies should weaken substantially vs the US Dollar from late 2018 and 
well into 2019. Against the Euro, Commodities currencies should also weaken into mid Summer and then 
again towards year-end and 2019.

Asian 
currencies

Following its slight bounce since late May (which could end between now and late June), our Asian Growth 
equal weighted portfolio (CNY, INR, KRW, THB and TWD) should continue to resume lower vs the USD towards 
August. Following that it may rebound towards year-end before it corrects down again in 2019. On the other 
hand, Asia Growth currencies are more defensive than the Euro, and in Euro terms, they should continue to 
head up into August.  Following some retracement vs the Euro during the Fall, they should, similarly to US 
Dollar, continue to move higher vs the Euro from year-end into late 2019.

US Dollar 
p 31 - 33

We believe the US Dollar has turned up for this cycle and that it will gradually strengthen in successive stages 
towards mid/late 2019. Shorter term, we expect its current retracement to continue another week or so (mid/
late June), before it resumes up into mid July, perhaps August. Following that, the US Dollar could retrace 
down into the the Fall, potentially towards year-end, as the deceleration theme also starts to hit the US. It re-
accelerates up again in 2019 on Flight to Safety concerns.
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All World Country Index
Currency hedged

We will Overweight most main markets vs 
the RoW until July for now. The US and Chi-
na given their strong momentum. Europe 
and Japan should profit from a strong USD.

From mid Summer, Underweight Europe 
and Commodity producers. Overweight the 
US. Neutral on China on possible further CB 

easing.
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

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%

Next 2 months 3 to 6 months aheadCore Countries Weightings

Main Sectors Allocation
p 16, 17, 18, 43, 45, 50, 51, 52
Our scenario on equities is still positive until early, perhaps mid Summer (July/August). This move up is potentially the last 
one to the upside before equity markets top out for this cycle and start to reverse down towards year-end and 2019.  Hence, 
our sector allocation is quite neutral as the visibility is quite short coming into an important turning point. We will hence 
remain underweight Defensive sectors for now and overweight Technology and Energy, which should perform well in 
the current late cycle environment. 

Then, from July/August, we expect Equity, Commodities and Yields to top out for the cycle. Our sector allocation will gradually 
turn very defensive during the Summer.

European Sectors - Europe Stoxx 600 We will remain Underweight Defensive 
and Overweight Energy for now, probably 

until July, perhaps into August.

From July/August, we expect Equity, Com-
modities and Yields to start topping out for 
the cycle. Our sector allocation will hence 
turn defensive to reflect this view.

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%

Countries allocation

Next 2 months 3 to 6 months ahead



General Comment Until mid Summer, we will Overweight all 
Themes positively correlated to the USD 
(and vis-versa), and Underweight Defen-
sives

From mid Summer onwards, we would 
favour defensive profiles as we expect eq-
uity markets to top out, and move away 
from cyclical themes

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)

Goldmines

Diversified Mining

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

Core factors and Themes
p  21, 22

Our scenario on equities is still positive until the early/mid Summer, yet we believe this further leg up is probably the last one 
before an important top is made on risk assets towards mid July/August. We will hence remain underweight all defensive 
themes until then (in the table above: REITS and Goldmines) and continue to favor pro-cyclical ones (e.g. Diversified 
Mining). We have also neutralized the Nasdaq vs the S&P500, which could still outperform slightly longer, yet for which the 
risk/reward vs the S&P500 is starting to look quite extended.

Given that we expect the US Dollar to push slightly higher into mid July, perhaps early August, we will also underweight all 
themes negatively correlated to USD strength such as US Big Caps (DJ Industrial), European and Japanese Small Caps, and 
areas that may be related to any further Euro weakness (Southern Europe).

Looking into late Summer and the Fall, our Themes & Factors allocation will turn much more defensive as we expect most 
Equity markets to be topping out for this cycle.
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Main Country allocation
p 34, 35, 53-54

During the month of June, we expect the current rebound on EUR/USD to die out . The Dollar should then strengthen towards 
mid July, perhaps early August, before it corrects down towards early Q4, and finally resumes up towards year-end and into 
2019. The momentum is strong on US markets and compared to the All Country World Index (which is also denominated 
in USD) we expect US markets to continue to outperform towards mid Summer. In the meantime, the stronger European 
markets should benefit from the retracement we expect early Summer on EUR/USD (and the Nikkei 225 from a further rally 
in USD/JPY). We would however avoid Southern Europe and Eastern Europe and concentrate on European “Core” markets 
such as France, Germany and the UK. We will also avoid Switzerland, which remains very defensive in terms of sector 
allocation. We would probably avoid Emerging Markets, which except for China (the MSCI China index featured here is very 
skewed towards Chinese “Big Growth” technology companies, the so called “BATs”, which should perform well late in the 
cycle), could also suffer from further USD strength, from late June into mid July at least.

From mid Summer, we believe that equity markets in general may make an important top and that these could start to 
correct down towards 2019. We also expect that by then, EUR/USD could start to stabilize as the deceleration story begins to 
also impact the US. Our allocation will hence turn quite defensive, favoring the US and Switzerland and avoiding Europe as a 
whole, given the negative impact that a rebound in EUR and GBP during the Fall could have on European markets. 

Core factors and Themes


