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4/ Executive Summary
12 / As GDP growth slows, along with resurgence of COVID-19, lack of relief from fiscal policy may drive the Fed to do QE
in January - The US presidential election has come and is almost gone, but the Second Wave of the COVID-19 “pandemic”
is still having some effect. The Capital Observer believes it is time to take a hard look at monetary and fiscal policy tools that
are available to policy makers today, given the fundamental situation in growth, inflation, labour data, and the impact of this
Second Wave. At the same time economic activity is being significantly restricted to “avoid another crisis in the US healthcare
system” and Congress has failed to provide another round of aid to support the small businesses that will be impacted. More
than 21 million who are still unemployed. Hopes for speedy post-election action on another stimulus bill have faded. We
have another massive fiscal cliff looming in six weeks when millions of unemployed American workers will lose their benefits.
With all this fundamental backdrop, we can expect the dovish Federal Reserve to embark on a new QE by January next year.
Furthermore, we agree with the consensus view that a relatively small fiscal stimulus ($1 trn) is likely, but not arriving until
the new congress is seated.
15 / Timing and Tactical Insight - Yields have probably entered a base building process, yet strong steepening anticipations may be premature - Our long term graphs on US10Y treasury yields are Oversold, yet in terms of our timing could still
retest down into early/mid Q1 next year. Other markets such a German Bund yield or JGB yields would also suggest some
consolidation into early next year along with Inflation / Deflation ratios such as Oil to Gold, Copper to Gold or Commodities
vs Treasuries. Shorter term, US Treasury yields seem to have reached an intermediate top and could correct down over the
next few weeks at least. We would even favor a more persistent base building process, probably into early/mid Q1 as vaccine
promises and fiscal stimulus anticipations battle it out with a widespread COVID-19 second wave and a potential political
gridlock in the US. In the meantime, further monetary initiatives along the yield curve may be necessary.
21 / Expect the equity markets to turn lower soon: weakness may extend to the first half of December 2020 - Despite
recent positive news flow regarding the discovery of vaccines against the COVID-19 virus, the reality on the ground is that
the financial system has been starved of short-term liquidity, that will probably be more meaningful to risk assets in the short
term.That seasonal mini-liquidity drought is now about to initialize, and we expect the second part of our forecast in October
to take place – that is, there will be lower risk asset prices and lower bond yields until the first half of December.
Indeed, it's apparent that the equity markets are doing a seasonal short term cycle top, and equity markets and bond yields
should fall until the first half of December, as projected by our liquidity models. Other corroborative tools such as the Capital
Account flows, the Fed’s balance sheet and the debt issuance from the Treasury are showing concurring results. Hence, the
expectation of short term weakness in the markets. However this should be measured in weeks, not months. Further out,
sometime in January 2021, we expect a new global push for more stimulus, and that should launch a new bull phase which
may stay aloft until late March, next year.
25 / Timing and Tactical Insight - Following a short dip, equity markets should rise in mid/late Q1 - The rally over the
last two weeks has been impressive, especially as many cyclical themes such as Europe or value sectors have broken out of
their recent range. Yet, while we remain very constructive on equity markets into Spring next year, with the S&P500 and the
EuroStoxx 50 potentially reaching up to the high 3’000s, our oscillators series would suggest some retracement of the recent
upside over the next few weeks, probably into late November / early December. The ratio of US and European defensive
sectors vs the markets also indicate a short risk-off period ahead as they could bounce into early/mid December. Hence, the
exuberance of the last couple weeks may take a pause. Following that, a year-end rally could materializes in the last weeks of
December. On the factor front, the main focus is to understand if the strong bounce in Value is sustainable going forward. In
markets, “you often get what you resist”, and we are resisting it for now, considering that the Growth to Value relationship
may take some time to distribute, probably with a bounce into late November / early December, a new sell-off into late this
year / January and then another bounce into mid Q1. This scenario corresponds to the base building process we expect on
yields. if we are wrong, as an alternative, we would probably focus on less deep value cyclical sectors such as Industrials,
Materials, Chemicals or some Consumer Discretionary such as Autos, which may deliver less of a roller coaster ride than Financials or Energy, yet still outperform over the next few months. Geographically we would probably expect a slight bounce
of US and Chinese markets over the next few weeks vs Global markets, but would then favor Europe and Emerging Markets
from early/mid December into Q1.
33 / With the U.S. presidential election over, which way will the U.S. Dollar now go? - The dollar is an interesting puzzle
at this point. Its recent weakness (effectively since April 2020) was initially pinned by analysts on the inherent political risks
associated with a Biden presidency. That calculation has since then morphed into a bullish catalyst for the equity markets in
the context of the expectation of surge in fiscal stimulus, funded by a benevolent and compliant Fed. Hanging over the head
of a Biden presidency, there are three swords that the U.S. might inflict wounds on itself.
The first sword is a series of tax hikes and/or a political onslaught on wealth and income inequality that Mr. Biden has promised during the election campaign.
The second sword is an antitrust crusade against big tech, in effect neutering the bull market in Nasdaq.
The third sword is that leftist elements of the Democratic Party take control of the monetary levels of the US government,
and in effect let loose the full panoply of Modern Monetary Theory (MMT), and sky is the limit for printing dollars into existence. This has been checked with the Senate control still in Republican hands. But if Democrats win the run-off election for
Senate in Georgia come January, Democrats win the Senate, then there is risk that the printing presses will start operating
24X7.
A wound from one sword may not do the US Dollar in. But two sword wounds, or all three, would be fatal. Then we would
be staring at a massive collapse of the US Dollar.
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5/ Executive Summary
36 / Timing and Tactical Insight - The US Dollar retains its risk-off status. It hence probably remains weak well into Q1
- Since the March sell-off and the FED’s massive monetary intervention, the US Dollar has weakened vs most currencies
while risk assets have rebounded aggressively. Although the current weak US Dollar consolidation period to the upside may
continue into late November / early December, we believe that its downtrend will then probably resume towards next
Spring. EUR/USD may reach up towards the mid/highs 1.20s, GBP/USD into the high 1.30s / low 1.40s, while USD/JPY could
drop to below 100 and USD/CHF towards the high/mid 0.80s. More cyclical pairs could prove even more dynamic with EUR/
CHF, AUD/JPY, AUD/USD (or inversely USD/ZAR) also showing strong perspectives into the Spring. USD/CNY has dropped
very linearly this year, yet, may also continue lower over the next few months. On a relative basis, we differentiate between
the more defensive JPY, CHF or Asian Growth currencies and the more cyclical European and Commodity currencies. From
December, the former will probably underperform the latter into mid/late Q1 in first instance.
43 / The battle for acreage between soybeans and corn will push the prices of both grains spiralling higher further Agriculture commodities have been on a tear lately, some since the June 17 low point in commodity prices). Grains prices
have been on an upward trajectory since August. Cotton prices have been making higher lows and higher highs since April
and traded to a new high for 2020 in October. Cattle and hog prices have trended higher over the past months. The WASDE
is the golden benchmark for many agricultural producers and consumers as it provides the fundamental data that guides
procurement and hedging activities. The November report comes at the very end of the harvest season and typically has
little impact on prices. However, 2020 is proving to be no ordinary year in financial markets, and the market for agricultural
commodities have been no exception. The November 2020 WASDE highlighted the expected battle for acres between soybeans and corn, which will likely turn into an all-out war. It would appear the fight has just started, and may take some time
to resolve. The fight for acres is won with higher prices. Three factors also favour a continuation of upward price momentum
in the agricultural futures over the coming months. First, a weak US dollar, second, central bank liquidity and government
stimulus and finally, easing trade tensions between the US and China under President-elect Biden's administration is likely
to increase the flow of agricultural products from US producers to Chinese consumers. Agricultural product prices should
therefore continue to move higher.
46 / Timing and Tactical Insight - Agricultural Commodities remain a rather defensive proposal in the risk asset space Agricultural Commodities have seen a strong rally since April and could be breaking out of their long base. As with other risk
assets, they may be approaching as intermediate top and could correct down into early/mid December, perhaps January. We
then expect the asset class to rise again into next Spring with potentially 5 to 12% of further upside potential on our Weekly
graph of the Goldman Sachs Agricultural Index. Vs other risk assets, Agricultural Commodities are however rather Defensive. We expect them to underperform equities and Industrial metals into mid/late Q1. Vs Gold, the differentiating factor is
interest rates. As yields have bounced over the last 3 months, Agricultural Commodities have outperformed Gold. We now
expect the ratio to retrace into December and perhaps into early/mid Q1. As for their individual profiles, we would favor
the more cyclical Agricultural Commodities, probably following some retracement into December. We would hence favor
Soybeans in the Grains segment, Sugar vs Cocoa or Coffee in the Softs, and would prefer Lumber to Cotton.
54 / Splicing the markets - The spread convergence trade probably continues for Emerging Markets debt - Following
a slight bounce into late November / early December while risk assets could see a short retracement period, we expect
Emerging Markets sovereign spreads to resume lower from early to mid December into mid Q1. Brazilian and South African
spreads could drop 150 bps, while Mexican ones probably about 75 bps. Indian, Indonesian, Russian, Hungarian or even
Turkish spreads, also seem very promising in terms of tightening. For reference a 1% drop on a 10 year Government bond
yield usually corresponds to a pick-up in prices of circa a 7 to 8%. Add to that the higher interest rate you receive and
the usual currency appreciation that accompanies such convergence trades, and Emerging Markets Sovereign bonds may
represent very interesting investment opportunities over the next few months.
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6/ Mapping the markets
Last month, we expected a more defensive environment into early/mid November, the bottom of most risk asset was
actually made in the last days of October and the rally has since brought us to new highs on most equity markets. Our targets
to the downside back then were however quite correct and achieved, towards 3’200 on the S&P500 and towards the 3’000
– 2’900 range on the EuroStoxx 50. We also expected, Gold and Silver to retrace towards their late September lows, yet hold
their support, respectively around 1’800 USD/oz for Gold and 21 USD/oz for Silver. This was effectively the case. We had
also expected that EUR/USD could retest down to 1.16, which happened, and that USD/JPY could hold up in the 105 – 107
range, which was also correct. We finally expected yields to start to roll-over again. This projection for now still needs to be
confirmed given the spike last week on the Pfizer vaccine announcement. Bottom line, we expected a recovery from early/
mid November, yet it did come slightly early, while its suddenness did surprise us.
Going forward, we believe the recent rally is still part of a flat high level consolidation pattern on risk assets, which started in
September. We would hence still expect some retracement over the next few weeks, probably into early December. Support
will probably be found above the late September and late October lows, perhaps towards 3’300 – 3’200 on the S&P500 and
in the 3’300 – 3’100 range on the EuroStoxx50. The US Dollar may also see a bounce. EUR/USD could retrace back down
to the 1.17 – 1.16 range and USD/JPY could hold up around 104 - 105. Gold and Silver may continue to consolidate a while
longer, yet hold their support levels around 1’800 USD/oz for Gold and 21 USD/oz for Silver. Most reflationary assets could
also see some retracement. Yields could make an intermediate top, at least.
From early/mid December, we then expect risk assets to resume their uptrend, probably into year-end and then continue
higher into the Spring. The S&P500, the EuroStoxx50 and the Shanghai Composite may all approach the 4’000 mark until
then. Yields, may perform another bounce into year-end, yet could then retrace down again into early/mid Q1. Indeed,
we believe that once again the FED will substitute itself to fiscal policy and keep a cap of rates until the economic recovery
accelerates. In this monetary stimulus environment, we expect the US Dollar to be weak across the board and drop into the
Spring vs most currencies. Gold and Silver could make new highs along with risk assets.

Main Equities & Government Bonds
Main Asset Allocation Drivers

Main
Equities

US
S&P500

The EuroStoxx 50 could retrace back into its The EuroStoxx50 probably continues
recent range into early December (3'300 - higher into next Spring and towards its
3'100 range), but should then resume higher February highs.
to new highs into year-end.

EuroStoxx50
EMs
MSCIEM USD
US10Y
Bond prices
Germany 10Y
Bund prices

Legend:

3 to 6 months ahead

The S&P500 could retrace back into its recent The S&P500 probably continues higher
range into early December (3'300 - 3'200 into next Spring and towards the 4'000
range), but should then resume higher to mark.
new highs into year-end.

Europe

Treasuries

Next 2 months

Strong Underweight

Emerging Markets could still retrace 5 to 10% Emerging Markets should continue
into early December, but then probably rise in their uptrend into next Spring with
to new highs by year-end.
probably 10 to 20% of upside potential.
The US10Y Treasury yield should also retrace
into early/ mid December. It may then see
a slight bounce into year-end, but probably
without new highs.

The US10Y Treasury yield will probably
continue to build a base into Q1 and
downside retests could still be expected
until mid Q1. It then probably starts to
reverse up more sustainably.

The German 10Y Bund yield should also retrace into early/ mid December. It may then
see a slight bounce into year-end, but probably without new highs.

The German 10Y Bund yield will probably continue to build a base into Q1 and
downside retests could still be expected
until mid Q1. It then probably starts to
reverse up more sustainably.

Underweight

Neutral

Overweight

Strong Overweight

Main Equities
p 21-26

Equity markets reaccelerated higher from early November. While the move has made
new highs (new highs since March at least) on many markets, we do believe it is getting
Overbought short term. We hence expect some retracement back in the range towards
early/mid December. Thereafter, world equity markets could resume their uptrend into yearend and then probably towards next Spring. The S&P500, the EuroStoxx 50 and the Shanghai
Composite could all approach the 4’000 mark.
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Main Regional picks
p 32

US equity markets may bounce slightly vs World markets over the next couple of weeks as the
US Dollar attempts a weak rebound. They should then follow the US Dollar lower into next
Spring on a relative basis. Europe is still building a base vs World markets. It could continue
to reverse up on a US Dollar dominated basis from December, but will probably take more
time to start outperforming on a nominal basis (i.e. in local currency). Indeed, the strength of
European currencies may weigh somewhat on their equity performance. We would probably
say the same for Japanese equities, which on the one hand should see a translation pick-up
from a stronger Yen, but still lag on a nominal basis.

Emerging markets
p 31

China’s out performance vs World markets may be taking a pause into early Q1 next year, but
should then gradually come back. Other Emerging Markets are more cyclical and could profit
from a pick-up in their currencies as well as from stronger equity market performance from
December into early next year.

Volatility

VIX could make an intermediate bottom around 20 over the next few days and then bounce
back into the 30 – 25 range into early December. It then drops to below 20 by year-end and
perhaps lower into the Spring.

Government Bonds
US & European Benchmarks Treasury yields are probably reaching an intermediate top at least, Bund yields are probably
set to resume lower. We hence believe that Government Bond yields could retrace at least
p 15, 19

into early/mid December. They could then bounce again into year-end but will not necessarily
make new highs. The base building process probably continues into early/mid Q1 as the FED
probably substitutes itself to fiscal policy once again.

Equity to Bond Ratios, Fixed Income Dynamics & Commodities
Main Asset Allocation Drivers

Equity / Bonds

Next 2 months

3 to 6 months ahead

US

The US Equity to Bonds ratio (S&P500 vs 10Y The ratio then continues to rise into next
Treasuries) could retrace slightly into early Spring.
December and then gradually resumes its
uptrend into year-end.

Europe

The European Equity to Bonds ratio (EuroS- The ratio then continues to rise into next
toxx50 vs 10Y Bund) could retrace slightly Spring.
into early December and then gradually resumes its uptrend into year-end.

Duration

US Yield Curve Spreads could also top out
soon and retrace down into early/mid December. They could then bounce into yearend.

Credit

US Investment Grade Credit spreads could Credit spreads should continue their downbounce slightly into early December, before trend into next Spring.
gradually resuming lower again towards yearend.

TIPs/Treasuries

Inflation Expectations could also retrace into Inflation Expectations should continue
early December, but then resume their up- higher into next Spring.
trend into year-end.

Oil

Oil probably retraces down into December From late Q4, perhaps early next year, Oil
and probably the high 30s on Brent. It then could attempt to resume its uptrend again.
gradually builds a base into December.

Industrial metals

Industrial Metals could also see some re- Industrial Metals then continue to rise into
tracement into early December, but then re- next Spring.
sume their uptrend towards year-end.

Gold

Gold may continue to consolidate at high Gold probably continues to rise in Q1 and
levels into early December as the US Dollar may top 2'300 USD/oz by next Spring.
may hold up. It then resumes its uptrend
towards year-end.

Legend:

Strong Underweight

Equity to Bond Ratios
US & Eurozone Market

Underweight

Neutral

As with long term yields, US Yield Curce
Spreads could continue to consolidate into
early/mid Q1, and then resume their uptrend into the Spring, perhaps the Summer.

Overweight

Strong Overweight

Equity to Bond ratios should follow equity markets up and down as the equity side is clearly
more volatile than the bond one (i.e. they could retrace down into early December and then
rise into next Spring).

Fixed Income Dynamics

Duration (10Y - 3Y/3M)
p 20

With short term yields now near zero, the yield curve will mainly follow the direction of long
term yields. Yield curve spreads could hence retrace into early December, then bounce again
into year-end and probably retrace again into early/mid Q1. They could then resume their
uptrend towards the Spring and perhaps the Summer.
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Credit
p 54, 55

Credit Spreads in the US and Europe are back-stopped by the FED’s and the ECB’s massive buying
programs. Hence, their downtrend seems very resilient. They may bounce slightly into early
December, but should then continue lower into Spring next year.

Rate Differentials

The rate differential between the US and Europe should follow US rates up and down as US rates are
more volatile than European ones. The spread may hence also retrace down into early December,
could then bounce again towards year-end, before retracing once more into early/mid Q1. It could
then resume higher into the Spring, perhaps Summer next year.

Tips

The TIPs / Treasury inflation breakeven ratio could also retrace slightly into early December. It then
resumes its uptrend into year-end and potentially Spring next year.

Commodities
Oil
p 16

Brent Oil probably also retrace into early December, perhaps towards the high 30s USD/barrel, and
may then take time to resume higher during December as lockdowns persist. It then attempts to
bounce again in Q1.

Industrial metals
p 16

Copper and Industrial metals could also retrace into early December. Downside risk on Copper is
probably towards the 6’800 – 6’500 USD/ton range. Industrial Metals and Copper then resume their
uptrend towards year-end and probably towards next Spring. Copper could reach 8’500 USD/ton.

Gold & PMs
p 16, 18

Gold and Silver have been consolidating at high levels since early August. They found a support point
on our oscillators late October, but they seem to be having difficulties to hold it. They could hence
still suffer a few weeks of high level consolidation. If so, previous support levels around 1’800 USD/oz
for Gold and 21 USD/oz for Silver should hold. Thereafter, both metals resume their uptrend towards
year-end and potentially new highs. By next Spring, Gold could reach the 2’200 – 2’400 USD/oz range,
while Silver may top out in the mid 30s USD/oz. Platinum and Palladium do look weaker than Gold into
early, perhaps mid Q1, but then probably outperform into the Spring.

Agriculture
p 43-53

Agricultural Commodities have rallied over the last few months and broken out of their accumulation
range since 2018. They may be approaching intermediate tops and could retrace into early December.
Thereafter, we expect them to resume their uptrend with 5 to 15% upside potential into the Spring,
thereby confirming their upside breakout.

Foreign Exchange

3 to 6 months ahead

Next 2 months

USD vs

EUR vs

EUR

EUR/USD could still retrace down towards the 1.17 - 1.16 EUR/USD continues higher towards next Spring
range into early December. By year-end / early January it and could reach the 1.27 - 1.34 range.
then probably makes new highs in the 1.20 - 1.22 range.

GBP

GBP/USD could still retrace down towards the 1.30 - 1.28 GBP/USD continues higher towards next Spring
range into early December. By year-end / early January it and could reach the mid 1.40s.
then probably makes new highs in the 1.33 - 1.37 range.

JPY

USD/JPY may still hold around 104 - 105 into early De- USD/JPY could push lower into next Spring, potencember but then drops towards 102 towards year-end. tially in the 101 - 97 range.

CHF

USD/CHF may hold up in the 0.91 - 0.92 range into early USD/CHF could continue to slide deeper into the
December. It then drops towards year-end and to below 0.89 - 0.85 range.
0.90.

GBP

EUR/GBP could hold up above 0.90 into early December. EUR/GBP may break down to the mid 0.80s into
It then drops back towards 0.88 by year-end.
the Spring.

JPY

EUR/JPY may retrace down to the 122 - 121 range into EUR/JPY may continue to push higher into the mid/
early December. It should then resume higher into year- high 120s by next Spring.
end towards 124 - 125.

CHF

EUR/CHF could retrace down back into the 1.07 - 1.06 EUR/CHF could then rise to above 1.10 by next
range by early December. It then climbs back above 1.08 Spring.
by year-end.

GBP vs JPY
CHF

Legend:

GBP/JPY retraces back towards the 135 - 133 range by GBP/JPY could then rise into the mid 140s by next
early December. It then rises back to current levels by Spring.
year-end (circa 138).
GBP/CHF could drop back towards the 1.18 - 1.17 range GBP/CHF could rise to the mid 1.20s by next Spring.
by early December. It then rises back to current levels by
year-end (circa 1.21).

Strong Underweight

Underweight

Neutral

Overweight

Strong Overweight
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US Dollar
p 33-35

The US Dollar (i.e. the Dollar Index) could bounce slightly into early December, potentially back into the 0.93
-0.94 range. It then probably resumes lower towards the 0.91 -0.90 range by year-end and then perhaps
towards the 0.88 – 0.84 range by next Spring.

Euro
p 36, 40

EUR/USD could see another period of retracement into early December, potentially back into the 1.17 – 1.16
range, It then rises again into year-end towards the 1.20 – 1.22 range and may continue higher to above 1.25,
perhaps up to the 1.27 – 1.34 range by next Spring.

Yen

The Yen may hold up around 105- 104 into early December, but then drops towards 102 by year-end. It
may push deeper into the 101 – 97 range towards next Spring. EUR/JPY and GBP/JPY also retrace into early
December into the 122 - 121 range on EUR/JPY and the 135 -133 range of GBP/JPY. They then bounce back
towards year-end and current levels (circa 124 on EUR/JPY, 138 on GBP/JPY). They should then continue higher
into next Spring towards the high 120s on EUR/JPY and the mid 140s on GBP/JPY.

Sterling
p 37

Cable could retrace down again into early December and the 1.30 – 1.28 range. It then resumes its uptrend
into year-end and towards the 1.33 – 1.37 range. It then continues higher into next Spring and probably into
the mid 1.40s.

Swiss Franc
p 39

USD/CHF may hold up in the 0.91-0,92 range until early December. It then resumes lower to below 0.90 by
year-end and could reach into the mid 0.80s by next Spring. EUR/CHF drops back into the 1.07 - 1.06 range
by early December. It then bounces back towards 1.08 by year-end and may continue to above 1.10 by next
Spring. Similarly, GBP/CHF could drop down towards 1.18 – 1.17 by early December. It then reaches back
above 1.20 by year-end and could rise towards the mid 1.20s by next Spring.

Oil &
Commodities
currencies
p 40-41

Commodity currencies (our equal weighted portfolio containing AUD, BRL, CAD, NOK, NZD, RUB, CLP and ZAR)
could retrace down again vs both the US Dollar and the Euro into early December. They should then rise again
into next Spring vs the US Dollar, possibly with 5 to 10% of upside potential, but could remain weak vs the Euro
into mid Q1 at least (i.e. a base building process).

Asian
currencies
p 42

Our Asian Growth equal weighted portfolio (CNY, INR, KRW, THB and TWD) is more defensive that the
Commodity portfolio above and probably also more Defensive that the Euro. Vs US Dollar, it could retrace
slightly into early December and then rises towards its early 2018 highs into next Spring (3 to 5% above
current levels). Vs the Euro, these may continue to bounce into early December and then probably resume
lower into next Spring with 3 to 5% of downside potential (i.e. the Euro is more pro-cyclical than them).

p 38

Equities Markets Segmentation
Core Sector Weightings

3 to 6 months ahead

Next 2 months
Following the strong bounce in deep Value themes, we have neutralized them. We
would keep a slight cyclical bias into yearend focusing on intermediate sectors.

US Sectors - S&P500
(general comment)

Sectors

Proxy ETF
symbols

Benchmarkweights

Technology

XLK

21%

Healthcare

XLV

15%

Financials

XLF

14%

Discretionary

XLY

10%

Communication

XLC

10%

Industrials

XLI

10%

Staples

XLP

7%

Energy

XLE

6%

Strong
Underweight

Underweight

Neutral

Overweight

Strong
Overweight

In the new year, we will continue to favor
intermediate sectors, keep deep Value and
Growth at Neutral and Underweight Defensive sectors.
Strong
Underweight

Underweight

Neutral

Overweight

Strong
Overweight
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3 to 6 months ahead

Next 2 months
European Sectors - Europe Stoxx 600
(general comment)

Following the strong bounce in deep Value themes, we have neutralized them. We
would keep a slight cyclical bias into yearend focusing on intermediate sectors.

Sectors

Index
symbols

Benchmarkweights

Strong
Underweight

Banks

SX7P

13%

Industrials

SXNP

12%

HealthCare

SXDP

11%

Pers. & HH Goods

SXQP

9%

Food & Beverage

SX3P

7%

Insurance

SXIP

6%

Energy

SXEP

6%

Underweight

Neutral

Overweight

Strong
Overweight

In the new year, we will continue to favor
intermediate sectors, keep deep Value
and Growth at Neutral and Underweight
Defensive sectors.
Strong
Underweight

Underweight

Neutral

Overweight

Strong
Overweight

Main Sectors Allocation
p 27-28, 30
Please read the detailed allocation comments in our time frame boxes above.
On the sector front, the strong bounce over the last few weeks in deep value sectors such as Energy and Financials is leading
us to Neutralize them. Indeed, we do believe that we could see further base building on their ratios vs the market, probably
into early December, probably followed by a new bounce, and then perhaps more retracement early next year. Inversely, we
will keep Technology as Neutral as its ratio vs the market probably distributes over the next few months.
In the meantime, we do expect a slight risk-off period into early December and would then favor intermediate cyclical
sectors rather than deep value into the Spring. We believe these may offer less of a roller coaster ride than deep Value
over the next few months. In the US, we would include Industrials, Materials and some Consumer Discretionary sectors
such as Automobiles in this mix. Similarly in Europe, we would probably focus on Industrials, Automobiles, Chemicals, Basic
resources, Transport and perhaps Insurance.
Generally, we would also underweight defensive themes from December, probably into the Spring.

Countries allocation
Next 2 months

Core Countries Weightings
All World Country Index
Currency hedged (general comment)

Countries

Index
symbols

Benchmarkweights

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%

3 to 6 months ahead

We would Underweight the US mostly as
we expect the US Dollar to remain weak.
Europe is slightly Overweight both in EUR
and USD terms, while Chinese outperformance may see some retracement.
Strong
Underweight

Underweight

Neutral

Overweight

Strong
Overweight

Similarly, we would continue to favor Europe over the US, but would probably upgrade Asia to neutral again from early next
year.
Strong
Underweight

Underweight

Neutral

Overweight

Strong
Overweight
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Main Country Allocation

p 31, 32
Please read the detailed allocation comments in our time frame boxes above.
We believe that the US could underperform into year-end and probably next Spring, mostly because of a weaker US Dollar,
yet also because of a possible loss of leadership for the Nasdaq 100. This Growth factor may still see some bounces, perhaps
over the next couple of weeks, perhaps early Q1, but these would be outweighed by persistent US Dollar weakness.
In Europe, we would probably focus on France and Germany, rather than on the more deep value regions and also avoid
defensive regions (i.e. we would focus on intermediate bets) and would probably favor them in both EUR and USD terms into
next Spring. We would probably favor the CAC40 into year-end and then switch to the Dax in the new year given its closer link
to China. Switzerland probably bounces slightly over the next few weeks, but then probably underperforms into next Spring.
The UK is still base building vs other European countries and could then lag in nominal terms in Q1 as the Pound performs a
strong rally vs the USD but also vs the Euro.
China could retrace into late this year vs the All Country World index and then recovers in the new year.
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
Core Factor/Themes Weightings

Next 2 months

General Comment

We would neutralize most of the Val- From early Q1, we continue to Overweight
ue themes following their recent strong less deep value Cyclical themes and Underbounce, but will keep a slight cyclical, yet weight Defensive ones.
less deep value, bias. We would slightly underweight Growth.

Themes

Strong
Underweight

Underweight

Neutral

Overweight

Strong
Overweight

Strong
Underweight

Underweight

Neutral

Overweight

Strong
Overweight

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 factors and Themes
p 29
On the factor front, following the strong deep Value bounce early November, we would probably favor less deep value, yet
cyclical themes over the next couple of months (e.g. Russell 2000 or Diversified Mining). We believe they probably offer a
better risk/reward than pure Value into year-end. These intermediate cyclical bets may retrace slightly vs the market into
early/mid December, but should then make new highs on a relative basis into year-end / early January.
More generally, the Value to Growth relationship is building a base over the next few months. The Value to Growth ratio
could still finish the year slightly higher than current levels (following a short setback into early December, i.e. a Defensive
bounce), but could then retrace again during early/mid Q1 as interest rates may also retrace.
Hence during early/mid Q1, we would probably continue to favor intermediate themes such as the Russell 2000 or Diversified
Mining, would probably look at Southern Europe and increase Goldmines a notch, i.e. we believe that monetary stimulus
may still overweigh any fiscal initiatives into early next year.
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12 / As GDP growth slows, along with resurgence of COVID-19,
lack of relief from fiscal policy may drive the Fed to do QE in
January

T

he US presidential election has come
and is almost gone, but the Second
Wave of the COVID-19 “pandemic” is
still having some effect. The Capital
Observer believes it is time to take a
hard look at monetary and fiscal policy
tools that are available to policy makers
today, given the fundamental situation
in growth, inflation, labour data, and
the impact of this Second Wave of the
COVID-19.

GDP growth

W

e start with the Federal Reserves,
starting with the New York Fed
GDP Nowcast. (see 1st chart on this
page)

T

he NY Fed’s model says Q4 2020
GDP is currently at 2.86%. The key
factor is that GDP has been decreasing
sharply since August.
Latest estimate: 3.5 percent —
November 6, 2020

T

he Atlanta Fed’s GDPNow
model (see 2nd chart on this
page) estimate for real GDP growth
(seasonally adjusted annual rate)
in the fourth quarter of 2020 is 3.5
percent on November 6, up from
3.2 percent on November 4. The
nowcasts of fourth-quarter real gross
private domestic investment growth
and fourth-quarter real government
spending growth increased from 27.4
percent and 4.0 percent, respectively,
to 28.8 percent and 4.4 percent,
respectively. This variable has been
falling as well since August.

A

lso, note the Blue Chip consensus
is about 4%-4.5%. Central to the
above projections is that 4Q20 GDP is
projected to be far lower than the 3Q
2020 GDP blowout.

I

t is not far-fetched that we will see
GDP growth crashing back to zero
by Q4 2020 – Q1 2021 time-frame.
This is, in fact being flagged by the US
Citi Economic Surprise Index (see 3nd
chart on this page). We believe that

12

most forecasters are underestimating
the likelihood of zero growth in Q4
2020 and into Q1 2021.

Inflation

I

nflation is a non-issue. Core CPI (see
1st chart on this page) is at below
2.00%. The data show inflation to be
tame. And remember - the Fed will let
inflation run above 2% in order to raise
average inflation.

B

ut while the lack of inflation is good
news in isolation, the last two months
can also be viewed as a sign of economic
weakness – lack of demand – from a
recession.

Employment and Payrolls

T

he October jobs report was a solid,
better-than-expected
showing.
Nonfarm payrolls rose by 638,000 and
has now recouped 54% of the March/
April plunge. Private payrolls surged
by 906,000, as a reversal in temporary
census worker hiring and further declines
in state and local government held down
the gain in the overall number. (see 2nd
chart on this page)

T

he unemployment rate dropped
1.0% to 6.9%, officially more than
cutting in half the summer's record high
of 14.7%. The jobless rate decline was a
reflection of a 2.2 million surge in civilian
employment overwhelming a 724,000
increase in the labour force-both positive
labour market signs. The bounce back in
labour data has been much stronger and
quicker than expected.

The Second Wave of the COVID-19
pandemic has started

A

nd of course, the Second Wave of
the COVID-19 pandemic is upon. the
number of new cases each day had more
than doubled to approximately 70,000.
Now we face more than one million new
coronavirus cases over the past week.
(see 3nd chart on this page)

T

he announcement that Moderna has
a vaccine for Covid-19 that is more
effective and easily stored than the one
produced by Pfizer is a positive news.
We will likely see similar announcements
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I

I

ronically, the announcements that f the zero growth which we are
we have effective vaccines, as well as flagging for Q4 2020 through Q1
the stock market’s euphoric response, 2021 is looking to materialize, the
dissuades Congress from acting with Fed may even embark on a new QE by
the necessary urgency. There have January next year.
already been ominous statements
coming from Congressional officials
e don’t know how long immunity
suggesting this possible turn of events.
will last with these vaccines, and
onetheless, we agree with the
we don’t how well they will work with
mainstream consensus view that
different segments of the population.
There will be a logistical nightmare a relatively small fiscal stimulus ($1
in terms of how to rapidly distribute trn) is likely, but not arriving until
the vaccines, as well as how states the new congress is seated. However,
will vaccinate hundreds of millions of with many programs ending at year'speople. Lastly, there is also a growing end, the heightened uncertainty (not
scepticism about the safety of the to mention decrease in disposable
vaccines, because of the perception income) is sure to constrain consumer
that the process was rushed and spending.
from other companies in the weeks
ahead. There is finally a light at the end
of the tunnel of this pandemic, but it is
still a very long and dark tunnel that we
must travel through to reach that light.
We won’t be there tomorrow.

W

N

politicized.

With all this fundamental backdrop,
we can expect the dovish Federal
No fiscal policy relief in the
Reserve.

horizon

A

t the same time economic activity
is being significantly restricted
to avoid another crisis in the US
healthcare system, Congress has
failed to provide another round of
aid to support the small businesses
that will be impacted and more than
21 million who are still unemployed.
Hopes for speedy post-election action
on another stimulus bill have faded.

W

e have another massive fiscal
cliff looming in six weeks
when millions of unemployed
American workers will lose their
benefits. That is when the Pandemic
Unemployment Assistance (PUA) and
Pandemic Emergency Unemployment
Compensation (PEUC) programs expire.
There are 9.4 million contractors and
self-employed workers who rely on
the PUA, and another 4.1 million who
have exhausted their 26 weeks of state
benefits and switched to the PEUC for
an additional 13 weeks of benefits.
This number has been climbing rapidly
as more of the 6.8 million receiving
regular state benefits reach their limit.
Therefore, more than 13 million will
have no income to start 2021.

N

ovember 5 announced its decision
to keep policy "right where it
is." Fed chair Jerome Powell seemed
to hint that nothing further is needed
at this time but reiterated that "we are
not out of power on monetary policy."

T

he Fed acknowledged as much last
week, that they are not entirely
powerless to shore up the economy,
but Powell continues to push for more
fiscal stimulus – which we believe
to be more the more appropriate
avenue. Although politicians have
shown little encouragement that this
may indeed be in the wings, another
round of relatively small fiscal stimulus
does seem likely in our opinion. This is
based on the assumption that while the
Democrats will hold the White House
and the House of Representatives, the
Republicans will hold the Senate.

L

ess fiscal stimulus means the Fed
will have to do more. The Fed will
be under pressure to keep buying
bonds and keep rates low for some
time. Financial suppression (in effect)
will continue. That creates a positive
tailwind for stocks and helps finance
deficits, at least in the short term.
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15 / MJT - TIMING AND TACTICAL INSIGHT
Yields have probably entered a base building process, yet strong steepening
anticipations may be premature

Last month we wrote that US10Y Treasury yields may still surprise to the upside into late October / early November, but that
thereafter we expected US Treasury yields to roll-over again into December and early next year. In retrospect, the rally on US10Y
yields did prove quite resilient, first in late October as the Blue Wave anticipations for the US presidential elections fueled a steepening scare, and again since last Monday, 9th November, as a 90% effective COVID-19 vaccine was announced. Going forward,
we believe that these reflationary news items will be balanced by more disinflationary ones. Investors will need to weigh new
vaccine announcements vs the negative impact of current lockdowns on the ground, while aggressive fiscal policies in the US may
be jeopardized by a potential gridlock in the Senate (we will know more in early January following the Georgia special election),
or shorter term, by further challenges to the election results by Mr Trump. In this article, we review our yields and inflation/
deflation metrics in order to gauge likelihood, scope and timing of any further pick-up in yields.

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

T

he US 10Y Treasury yield is
quite Oversold on this long term
timeframe. Both oscillators series
(lower and upper rectangles) are
indeed in Oversold territory, while
our envelopes are touching each
other to the downside, i.e. a sign
of downside exaggeration (middle
rectangle). Furthermore, prices
seem to have started to turn up since
March. Yet, when considering both
oscillator sequences (lower and
upper rectangles), it still seems that
downside pressure may persist into
early 2021 and that calls for a strong
upside reversal in yields may be a
bit premature. Our consensus view
would favor a few more months of
base building / accumulation before the US10Y Treasury enters a more worthwhile bounce into the Spring.

US10Y Benchmark Bond yield
Weekly graph or the perspective over the next 2 to 4 quarters

O

n the Weekly graph, an Oversold bottom was made on our
long term oscillators (lower rectangle)
during March and April. Yet, it is still
unclear if this low was intermediate or
of final nature. The sequence we show
on our long term oscillators (lower
rectangle) suggests further downside
pressure into late Q1 / early Q2, while
the one on our medium term oscillators (upper rectangle) is shown as an
early uptrend. Even so, on these medium term oscillators, the sequence
we show would point to some retracement of the rally since August,
probably into late this year / early
next year. Again, our favored view is

that the base building process could take another few months.
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German Bund yield
Weekly graph or the perspective over the next 2 to 4 quarters

O

To confirm our view on US
Treasury yields it is also
useful to consider other Treasury markets. Indeed, over the
last few years, moves in Global
Government Bond yields have
been quite well synchronized
with US ones, if not in scope, at
least in timing. Indeed, the German 10Y Bund yield did bounce
from Q3 2019 and retested
down in Q1 this year. Interestingly however, and in contrast
with US long term yields, German 10Y Bund yields have since
been rolling over. In terms of
timing, periods of bounces
were similar that in the US, yet
periods of retracement have
consistently made new lows
(i.e. a weaker picture than it the US). Going forward, both our oscillator series (lower and upper rectangles) suggest further
downside pressure into mid/late Q1 at least, potentially retesting the March lows according to our I Impulsive targets to
the downside (right-hand scale). Hence, for now, German Bund yields would hint to further base building at least on US
Treasury yields.

Japanese 10Y Government Bond yields
Weekly graph or the perspective over the next 2 to 4 quarters

J

apanese 10Y Benchmark
Bond yields are a bit more
positive. Indeed, since the yield
corrected down in April, price
action has been rather neutral. Nevertheless, when considering both oscillators series
(lower and upper rectangles),
calling for an imminent reacceleration to the upside would
probably be aggressive. At
best we expect a base building
process, as shown on our medium term oscillators (upper
rectangle), or perhaps further
downside pressure on our long
term ones (lower rectangle).
Hence, although Japanese 10Y
Government Bond yields are
more promising than the German ones, we would still expect more consolidation work before an uptrend can be confirmed..
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Oil to Gold ratio
Weekly graph or the perspective over the next 2 to 4 quarters

A

We now move to consider
several inflation / deflation
ratios and first the one comparing
Brent Oil to Gold. The March and
April sell-off does appear to have
triggered a climax low, which may
have completed the aggressive and
deep downtrend which started in
early Q4 2018. Yet, for now, both our
oscillator series (lower and upper
rectangles) are still pointing to
further downside pressure into Q1
at least, perhaps even next Spring.
As mentioned above, the ratio
may not make new lows, but we
do expect a rather deep downside
retest. This ratio does hence call for
more patience before a sustainable

reversal on long term US yields can be confirmed.

Copper to Gold ratio
Weekly graph or the perspective over the next 2 to 4 quarters

T

he Copper to Gold ratio is
also a traditional inflation /
deflation ratio. Following a durable and deep sell-off from 2018
and into early Q2 2020, it has
since rebounded quite nicely. It
could still resume its downtrend
in full as shown on our long term
oscillators (lower rectangle), especially if it fails to gather further
upside momentum over the next
couple of quarters. Yet, for now,
we wish to be more constructive
and would project further upside into next Spring as shown
on our medium term oscillators
(upper rectangle). In the meantime, however, we believe an
intermediate top is in the making, which could trigger 1 to 3 months of retracement. Hence, here also, we fear that calling for
an upside break-out in inflationary themes may be a bit premature.
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Reuters Commodity Futures price index vs the 30Y Treasury Bonds Futures
Daily graph or the perspective over next 2 to 3 months

W

e
continue
with
another
inflation/
deflation ratio, the one of
Commodities vs Treasuries
and consider it on a Daily
basis. Both oscillator series
(lower and upper rectangles)
seem to have reached
important tops and the
ratio could now consolidate
down into early December,
stabilize into January and
then finally rise again into
the Spring. It can be noted
that for now, the upswing
since April is still corrective as
it is still below the upper end
of our C Corrective targets to
the upside (right-hand scale). This is another argument to remain prudent if a potential retracement period lies ahead.

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

G

old is rather a tricky one this
month. Indeed, along with
Treasuries (see graph on next
page), it has been consolidating
since August, and on our
long term oscillators (lower
rectangle) should have reached
a support point to resume
their uptrend. Yet, for now,
price action still looks fairly
weak, and our medium term
oscillators (upper rectangle) do
point to an alternative scenario
with further downside risk
into late November / early
December, probably towards
the support of the lower end
of our C Corrective targets to
the downside around 1’800 USD/oz (right-hand scale). A rebound in the US Dollar may explain this further period of
consolidation while Treasuries on the hand could bounce (i.e. the US Dollar has been well correlated with lower yields
since March). Longer term, we remain very bullish on Gold into the Spring with targets towards 2’300 USD/oz.
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Long term US Treasury Bonds
Daily graph or the perspective over the next 2 to 3 months

F

ollowing up on our
analysis of Gold above,
where we mentioned a
possible bounce in US
Treasuries, we now consider
US 20Y Treasury Bonds
(TLT ETF). Indeed, both
oscillator series (lower and
upper rectangle) seem to
be reaching worthwhile
bottoms. While our medium
term oscillators (upper
rectangle) would suggest
a short bounce into late
November, perhaps mid
December, our long term
ones (lower rectangle) could
justify a more sustainable
recovery, which could extend into early/mid Q1. The longterm uptrend on Treasuries is certainly extended, yet for now,
and as long as the support of the lower end of our C Corrective targets to the downside still holds (around 151 – right-hand
scale), we would probably continue to favor the more disinflationary scenario (i.e. a more sustainable recovery). We will
however take strong notice if, from December, Treasuries start to sell-off again.

US10Y Benchmark Bond yields
Daily graph or the perspective over the next 2 to 3 months

T

he US10Y Treasury
yield is seeing a
3rd rebound this year
and this one is by far
the more resilient in
terms of time. It may
feel that a reversal is
underway. This is the
scenario we show
on our medium term
oscillators
(upper
rectangle)
where
the US10YT yield is
currently making an
intermediate
top,
could correct down
into late November,
perhaps December,
and then moves higher again into early next year. Yet, for now, we are still below the resistance of the upper end of our
C Corrective targets to the upside (1.2% - right-hand scale) and hence the upside move since August is theoretically still
countertrend. This would justify the sequence we show on our long term oscillators (lower rectangle), which suggests a
deeper downside retest into early/mid Q1. For now, we would still favor this scenario, at least as long as we remain
below 1.2%.
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US10Y-US3Y Treasury spread
Weekly graph or the perspective over the next 2 to 4 quarters

T

he steepening in the US yield
curve has taken the spotlight
over the last few weeks as long term
yields have risen quite strongly in
anticipation of fiscal stimulus and a
possible vaccine, i.e. potentially the
end of the tunnel in the COVID-19
health and economic crisis. Yet, on
both oscillator series (lower and upper
rectangles), we would still expect
some consolidation. It may be just
a dip, followed by sone stabilization
into early Q1 and then further upside
into next Spring (as shown on our
medium term oscillators – upper
rectangle), but could also trigger a
more durable correction well into
early next year. Considering both, we
would probably remain prudent on steepening and related trades into early next year as these dynamics have already bounced
quite strongly over the last few weeks.

US10Y-US3Y Treasury spread
Daily graph or the perspective over the next 2 to 3 months

W

e had expected the yield curve
to make a top towards late
October / early November. This uptrend
may have indeed reached a worthwhile
top over the last week or so as it has
entered a High Risk position on our
long term oscillators (upper rectangle).
These usually trigger 2 to 3 months of
consolidation to the downside at least.
On our medium term oscillators (upper
rectangle), the top is rather intermediate
and could trigger some correction into
late November / early December and
then gradually resume its uptrend into
year-end and early next year. Considering
both, we are turning quite prudent on
the spread over the next few weeks and
would probably even favor some kind
of status quo / consolidation into early next year. Indeed, while vaccine hopes and large fiscal stimulus programs are promising,
people on the ground are still battling it out with a strong COVID-19 second wave, while the US is still in political gridlock.
Concluding remarks:

O

ur long term graphs on US10Y treasury yields are Oversold, yet in terms of our timing could still retest down into early/
mid Q1 next year. Other markets such a German Bund yield or JGB yields would also suggest some consolidation into early
next year along with Inflation / Deflation ratios such as Oil to Gold, Copper to Gold or Commodities vs Treasuries. Shorter term,
US Treasury yields seem to have reached an intermediate top and could correct down over the next few weeks at least. We
would even favor a more persistent base building process, probably into early/mid Q1 as vaccine promises and fiscal stimulus
anticipations battle it out with a widespread COVID-19 second wave and a potential political gridlock in the US. In the meantime,
further monetary initiatives along the yield curve may be necessary.
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21 / Expect the equity markets to turn lower soon: weakness may
extend to the first half of December 2020

I

n the article of the October edition of
The Capital Observer about the equity,
we said:: “Equities resume the bull phase
after a short correction; but the next
liquidity drought brings more significant
pain until late November.” We said
further:

Original graph in the October 2020 Capital Observer

T

he good news is that what had
brought market value destruction
(liquidity outflows/drought), also brings
forth market value resurrection (liquidity
inflows/gusher). That happened after
the September 24 equity market trough
which is denoted by the brown vertical
line (see 1st chart on this page).

E

quity
markets
are
currently
correcting lower, as bond yields
fall on disappointing outlook of further
COVID-19 stimulus and less than stellar
tech stocks earnings. This correction of
several days may be followed by further
upside for two to three weeks.

This is how that chart looks today:

T

hese moves correspond to the
upwelling of liquidity from the market
bottom in late September. However,
even good things must also come an
end, and the next episode of seasonal
liquidity drought could bring lower risk
assets prices until late November – early
December (see 1st chart on this page).

T

hat seasonal mini-liquidity drought
is now about to initialize, and we
expect the second part of our forecast
in October to take place – that is, there
will be lower risk asset prices and
lower bond yields until the first half of
December.

I

ndeed, it's apparent (at least to us)
that the equity markets have done a
seasonal cycle top, and equity markets
and bond yields should fall until the first
half of December, as projected by our
liquidity models weeks ago.

T

he historical data has had an
amazing explanatory function over
the recent changes in the 2020 SPX and
10yr yield. Even more amazing is that
the decomposed properties of the 2020
liquidity variables are starting to match
their five-year averages. Meaning, we

O

can assume that 2020 data will perform
n such long-term tool is the
similarly to its five year average,
Capital Account flows into and
providing a long timeline of probably out of the U.S. Here is the low-down
good forecasts.
for this construct: (1) Receding capital
flows magnifies the negative impact
Other corroborative tools
of previously falling government
e have been looking at other expenditures, and vice versa; (2) US Fed
tools to support this theme gov't monthly budget outlays helped
– and we get concurring results. We power the SPX with SOMA transactions
start with those that have longer-term (Fed balance sheet).
scope and finish up with short-term
e have shown this long-term
timing tools.
outlook of ultimate liquidity
flows at The Capital Observer several
times over the years -- the rate of

W

W
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change of the Capital Account flows
into and out of the United States. These
high-level flows take a long time before
they make visible impact on US growth,
activity, and financial markets -- from
6 to 8 quarters. Gov't debt and budget
outlays are very counter-cyclical, but
follow the lead of the Capital Account
flows.

The Fed and the US Treasury cut
down on stimulus and deficit
spending too soon.

T

he Treasury and Fed response
after seeing a fantastic build-up of
Q3 2020 growth rate was to cut down
debt issuance (Treasury) and the credit
balance sheet (the Fed). Debt proceeds
were also hoarded by the US Treasury
at its Fed account -- the Treasury Cash
Balance (TCB), instead of distributing it
to the US citizenry suffering from the
impact of the COVID-19 pandemic.

T

hat has deprived the economy of
$1.571 trillion in spending power
(see hoarded TCB in red line, 2nd chart
of this page).

T

hose two actions will play a
part in a collapse of Q4 2020 US
GDP growth and prices of risk assets
into December -- although longterm liquidity flows data has laid the
foundation for such an event.
Given its linkages to these primary
data, the stock market (which now lags
liquidity and growth by a few months),
should fall until December.
We also see that lingering growth
weakness in our long-term Yield curve
models.

US GDP growth (QoQ) may fall
to zero going into Q4 2020 - Q1
2021 (see 3rd chart on this page)
There is indeed, corroboration
from the evolution of the Atlanta
Fed GDPNowcast real GDP
estimate for Q4 2020 (see 1st chart
on the next page)

Q4 2020 GDP is now estimated at
3.5 pct (Nov 6) from 33.08 at end
of September 2020.
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T

hat is a massive delta from Q3. There is indeed, corroboration from the evolution of the Atlanta Fed
That Q3 GDP was after all a mirage GDPNowcast real GDP estimate for Q4 2020
-- handiwork of the rate of change.
Unfortunately, that is what asset
prices are keyed to. So it worked on the
upside (from really really low levels),
and now the rate of change is working
from really high levels. That seems
messy, but that is how the GDP formula
works.

T

he Q/Q change in SPX is already
showing you what to expect of
GDP and of SPX itself). US Q4 GDP will
be sharply lower and the stock market
and yields should gravitate lower
appropriately. (see 2nd chart on this
page)
The lead provided by Federal Budget
Outlays, Treasury Debt Issuance over
Treasury Cash Balance, Fed Balance
Sheet(see 3rd chart on this page)

U

S Fed gov't monthly budget outlays
set the levels of future SOMA
transactions (the Fed balance sheet)
and the Treasury Cash Balance

N

Note that Federal Budget Outlays
lead Treasury Debt issuance by
almost three months. Simply put, the
Treasury spends what it does not have,
and later pays it IOUs after selling
debt. Think about its implications on
liquidity flows. It is federal budget
expenditures which calls the shots in
liquidity flows, and the Fed's balance
sheet (SOMA Transactions) mirror
those expenditures after a short time
lag.

I

n the 3rd graph of this page,
the sharp collapse in the rate of
change of Budget Outlays, and Debt
Issuance means the TCB and SOMA
Transactions will fall sharply over the
next few weeks/months.

R

emember
that
the
Fed's
Balance Sheet and the TCB are
countercyclical as well, as these
variables are consequences of the rise
and flow of federal budget outflows
and Treasury debt issuance.
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What happens when the rate of
change of the Fed Balance Sheet
falls?

I

f the Fed increases its balance sheet,
banks reserves, asset prices rise, vice
versa -- banks reserves and risk asset
prices decline (see 1st chart on this
page).

T

he slowing growth of the nominal
Fed's balance sheet has caused a
severe fall in Bank Reserves ((BR)), with
the BRs' rate of change plummeting
precipitously.

F

inally, we use a long-accepted
technical tool like the RSI – but with
a twist.

RSI Analysis and Aggregate
Liquidity Index vs VIX and SPY
(see 2nd chart on this page)

W

e've added the Aggregate
Liquidity Index to a long-term
RSI study. The inflection point of the
liquidity flows change-rate projects
the likely turning points of the market,
volatility and RSI -- it has been useful to
The Capital Observer for many years.
In most cases, the liquidity model
predicts where RSI and the market/
VIX bottom. The next major trough is
sometime in December, probably by
the middle of that month.

Conclusion:

D

espite recent news flow regarding
the discovery of vaccines against
the COVID-19 virus, the reality on the
ground is that the financial system has
been starved of short-term liquidity,
that will probably be more meaningful
to risk assets in the short term. Hence,
we expect short term weakness in the
markets, and consequently lower yields.
But that should be measured in weeks,
not months. Further out, sometime in
January 2021, we expect a new global
push for more stimulus, and that should
launch a new bull phase which may stay
aloft until late March, next year.

25 / MJT - TIMING AND TACTICAL INSIGHT
Following a short dip, equity markets should rise in mid/late Q1

T

he US election, Biden as President Elect and the Pfizer / BioNTech vaccine announcement have fueled a strong rally to
new highs over the last couple of weeks, and a strong pick up in value themes. This is quite remarkable given that on the
ground, wave 2 of COVID-19 is accelerating, and that US politics could end up in a gridlock in January with the Republicans
probably retaining the Senate, this again, notwithstanding the fact that President Trump still hasn’t conceded. Yet, these residual risks currently seem to pale in comparison to the promises of an H1 2021 end to the COVID-19 crisis as well as the arrival
of a more progressive tenant in the White House. Yet, this bull market may not be the straight line that some are anticipating.
Indeed, the market is currently very one sided, as noted by Julien Bittel of Pictet Asset Management last week on Twitter (on
Thursday 12th November): “This week’s AAII survey (American Association of Individual Investors) saw a sharp rise in the
Bull-Bear spread, up to 31% - the highest level since January 2018”.

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

W

e do expect the S&P500 to
rise into next Spring as shown
on our long term oscillators (lower
rectangle) and potentially towards
the higher end of our I Impulsive
targets to the upside towards 4’000
(right-hand scale). Yet, in the meantime, our medium term oscillators
(upper rectangle) are still quite Overbought and the support point we
are expecting on our long term ones
(lower rectangle) could still be a few
more weeks away. This does indeed
leave some leeway for some retracement into late November / early
December we believe.

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

O

n the shorter Daily graph, the
S&P500 is theoretically still in
the consolidation range started early September as shown on our long
term oscillators (lower rectangle). On
our medium term ones (upper rectangles), the S&P500 could be getting ready for a further leg of retracement. It could start over the next
few days and last into early /mid December. The uptrend does seem very
strong though and we would hence
not expect too much downside, probably towards the late September
/ late October lows in the 3’300 –
3’200 range. If it does indeed materialize, the dip should be bought as
our I Impulsive targets to the upside
(right-hand scale) are pointing towar-

ds the 4’000 mark for the S&P500 over the next few months.
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EuroStoxx50
Weekly graph or the perspective over the next 2 to 4 quarters

T

he rally since late October on the EuroStoxx 50
has been impressive having
broken above the range the
index had been trading in
all Summer and moving well
above our C Corrective targets
to the upside around 3’300
(right-hand scale). While
on our long term oscillators
(lower rectangle), we may be
able to confirm, earlier that
what we had previously expected, that a support point
has been found, our medium
term ones (upper rectangle)
would still suggest some
downside pressure into December. Considering our envelopes (middle rectangle), which are still downtrending and currently touching each other to the
upside, i.e. usually is a sign of exaggeration, we would probably expect further consolidation work over the next few weeks,
before a continuation of the uptrend is confirmed late this year and into next Spring.

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

O

n the Daily graph, the
breakout is quite impressive, yet here also the
consolidation period from
mid September is theoretically not finished on our
long term oscillators (lower
rectangle). We would hence
expect some retracement
of the recent rally on both
oscillators series (lower and
upper rectangles) from mid/
late November into early/
mid December. We would
probably not expect new
lows below the late October ones though, and hence
rather a pullback towards
the 3’300 – 3’100 range.
Thereafter, from mid/late December, the EuroStoxx 50 confirms its resume uptrend positioning, breaks above the Summer range once again, and probably rises into the Spring. Our I Impulsive targets to the upside are suggesting that it could
reach the 3’780 – 4’210 range by then (right-hand scale) and hence probably challenge its February highs.
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US Defensive Sectors vs the S&P500 Index
Daily graph or the perspective over the next 2 to 3 months

W

e first aim to confirm
these dynamics by
comparing Defensive sectors
vs the general market. This
graph shows a, equal weighted
portfolio which comprises US
Staples (XLP ETF), HealthCare
(XLV ETF), Utilities (XLU ETF),
Telecom (NYSR Arca N American Telecom Index- XTC) and
Real Estate (IYR ETF) and compares it to the S&P500 (SPY
ETF). The ratio bottomed as
equity markets topped out in
September and has since been
consolidating up. On both oscillator series, we believe this
countertrend is not finished yet
(lower and upper rectangles) and that it probably continues into late November / early December. Following that, US Defensive sector should underperform again, probably into mid Q1 at least.

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

W

e perform the same
analysis in Europe and
compare an equal weighted
portfolio comprising European HealthCare (SXDP), Telecom (SXKP), Food & Beverage
(SX3P), Utilities (SX6P) and
Real Estate (SX86P), and compare it to the Europe Stoxx 600
Index (SXXP). Here also, the
ratio has been attempting to
bounce since September. Although it did make new lows
last week, we do expect it to
bounce again into early/mid
December on both oscillator
series (upper and lower rectangles). Thereafter, the ratio

should then resume its downtrend probably towards mid Q1 at least.
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US Cyclical Sectors vs Defensives ones
Weekly graph or the perspective over the next 2 to 4 quarters

C

yclical sectors have been
the strongest performers
over the last couple of weeks.
We hereby compare an equal
weighted portfolio of US cyclical sectors comprising Financials (XLF ETF), Materials
(XLB), Industrials (XLI) and Energy (XLE) and compare it to
the same US Defensive equal
weighted portfolio as above.
The ratio has built a base since
March and recently ticked up.
Both oscillator series (lower
and upper rectangles) suggest
further upside into the late Q1,
yet on our medium term ones
(upper rectangle) some consolidation work may still materialize into December. From late this year, the next leg up should then start, probably towards the upper end of our C Corrective targets to the upside 10 to 15% higher than today (right-hand scale).

European Cyclical Sectors (ex deep value) vs the Europe Stoxx 600 Index
Weekly graph or the perspective over the next 2 to 4 quarters

I

n Europe, we do the same, but
exclude deep value sectors
(Europe Energy – SXEP, Banks –
SX7P and Insurance companies
– SXIP). Indeed, these may accelerate and outperform over
the next few months, but for
now, are skewing the picture
to the downside on this longer
term Weekly graph. Our European Cyclical portfolio hence
includes European Automobiles(SXAP), Basic Materials
(SXPP), Industrials (SXNP), Chemicals (SX4P) which we compare to the Europe Stoxx 600.
The ratio is in a strong uptrend
and on both oscillator series
(lower and upper rectangles) probably continues higher into late Q1 with 10-15% of outperformance potential. Shorter
term, here also, a slight retracement period is expected on our medium oscillators (upper rectangle), probably over the
next few weeks. This ratio also confirms that without adding too much exposure to deep value, European cyclical sectors
are also showing strong outperformance potential over the next few months.
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Nasdaq100 vs the Russell 2000
Daily graph or the perspective over the next 2 to 3 months

W

e now turn to the ratio
of US Growth vs Cyclicals, i.e the one comparing
the Nasdaq 100 Index to the
Russell 2000 small cap index.
It has been consolidating, or
perhaps distributing since
April. On both oscillator series
(lower and upper rectangles),
we consider the downtrend sequences which started in early/
mid July. Indeed, these seem to
fit especially well with the sequence on our medium term
oscillators (upper rectangle). If
we consider this scenario, we
would hence expect a slight
rebound in the ratio into late
November and then a new leg down into late this year / early January. The ratio of Growth vs Cyclicals would then
bounce again in the new year. The scope of the sell-off in December will be crucial in confirming a major reversal of not in
the ratio. We believe that as long as support holds, circa 7% below current levels (the lower end of our C Corrective targets
to the downside, here at 123 – right-hand scale), this shouldn’t be the case yet.

Nasdaq100 vs the S&P500 Index
Weekly graph or the perspective over the next 2 to 4 quarters

W

e confirm this scenario by considering the
ratio of the Nasdaq100 vs the
S&P500 Index. It is indeed
very Overbought on our
long term oscillators (lower
rectangle), having reached a
High Risk position with our
oscillators well in the Overbought area. On our medium
term ones, the ratio could
correct down into year-end,
but then probably attempts
to retest up during Q1 next
year. This would fit our cross
asset scenario, which suggests some base building on
interest rates, probably into
mid Q1 next year. Hence, although the Nasdaq 100 is very Overbought vs the S&P500 on a Weekly basis, and could see
further correction during Q4, we do believe it is still too early to call for a secular reversal to the downside of Growth
trades vs the general market. Indeed Q1 could indeed see some upside retesting on the ratio.
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European Basic Resources sector vs European Energy
Daily graph or the perspective over the next 2 to 3 months

W

e now compare some
of the more pro-cyclical European sectors vs deep
value ones. Indeed, we do
believe that these less interest
rates sensitive cyclical sectors
(European Automobiles, Industrials, Chemicals or Natural
Resources) may represent a
safer bet that the deep value ones over the next few
months, in terms of short to
medium term risk/reward
at least (i.e. European Banks
and Energy companies have
shot up 28% on average over
the last couple of weeks). The
outperformance potential of
these less deep value sectors
is also very promising vs the Europe Stoxx 600 index as shown a few graphs above. As an example, on this graph, we compare
the European Basic Resources sector vs European Energy. The ratio is still uptrending for now, could even bounce/ retest
up into early December on our medium term oscillators (upper rectangle), may dip again into year-end, but probably
recovers into early/mid Q1. Hence, European Basic Resources may represent less of a roller-coaster ride than European
Energy over the next few months, probably as interest rates gradually build a base rather than extend higher linearly.

European Auto sector vs European Banks
Daily graph or the perspective over the next 2 to 3 months

S

imilarly, the ratio of European
Automobiles vs European
Banks is still uptrending, may be
finishing a first leg down on both
our oscillator series (lower and
upper rectangles), could bounce
into early December, retest
down towards year-end, but
then also probably it resumes
its uptrend into early/mid Q1.
Again, we do feel more comfortable going forward in terms
of risk/reward to rely on these
less interest sensitive sectors
in order to generate a sustainable outperformance into the
Spring.
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MSCI China Index vs the All County World Index
Weekly graph or the perspective over the next 2 to 4 quarters

W

e now consider the
different regions going
forward and first the ratio of
the MSCI China Index vs the
All Country World Index. China
has shown a defensive profile
vs Global markets over the
last 12 months, yet with a positive skew, i.e. it outperforms
more in defensive periods than
it underperforms in risk-ON
ones. On both oscillator series
(lower and upper rectangles),
the ratio may have just reached
an important intermediate top
and could now correct down
into early/mid Q1 on our medium oscillators (upper rectangle), perhaps the Spring on our long term ones (lower rectangle). If recent history is any guide, the consolidation should
remain rather measured, as was the case this Spring and this Summer. Following that, China then potentially outperforms
again from next Spring into next Fall.

MSCI China vs the MSCI Emerging Markets
Daily graph or the perspective over the next 2 to 3 months

S

imilarly, we look at the
Daily ratio of the MSCI
China Index vs the MSCI
Emerging Markets index. Indeed, China is the largest, yet
also one of the most countercyclical components of
the MSCI Emerging Markets
index. The ratio can hence be
related in terms of dynamics
to the one above, comparing the MSCI China to global
markets on a Weekly basis.
What our long term oscillators (lower rectangle) are
suggesting is that the ratio
may have topped out slightly early, and that some kind
of a rebound is still possible
into early December (as
shown on our medium oscillators – upper rectangle). We don’t think it will make new highs. Following that, the ratio could
drop again into year-end and possibly into January. It would then attempt to gradually resume its uptrend during Q1. The
downside risk into year-end is probably towards the support of the lower end of our C Corrective targets to the downside
around 108 (right-hand scale), or circa 7% below current levels on a relative basis. We would hence probably consider any
attempt to retest up over the next couple of weeks as an opportunity to take profit on China on a relative basis.
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S&P500 Index vs Eurozone markets (both in US Dollars)
Weekly graph or the perspective over the next 2 to 4 quarters

W

e now compare the S&P500 vs the All
Country World index. US markets represent circa 50% of the index, with Europe
another 30%. On our long term oscillators
(lower rectangle), the support point a few
weeks back doesn’t seem to be holding, and
on our medium term ones (upper rectangle)
a new top may have just been made. Hence,
over the next few months we would expect
further downside potential for the S&P500
vs the All Country World Index, probably into
early next year, perhaps even next Spring.
This could be due to stronger European markets on the one hand, but also and probably
mainly result from a weaker US Dollar.

S&P500 Index vs Eurozone markets (both in US Dollar)
Daily graph or the perspective over the next 2 to 3 months

W

e finally look at the ratio of the S&P500
vs EuroZone markets (EZU ETF) on a
Daily basis. The current sell-off could find
support over the next few days and we then
expect a bounce into early December. It will
probably be defensive with the US Dollar also
bouncing again, while the more cyclical European markets could briefly underperform (i.e.
a retracement of the recent strong cyclical rally). Then from early December, we would expect a new leg down for the ratio, probably
into early next year at least.

Concluding remarks:

T

he rally over the last two weeks has been impressive, especially as many cyclical themes such as Europe or value sectors have broken
out of their recent range. Yet, while we remain very constructive on equity markets into Spring next year, with the S&P500 and the
EuroStoxx 50 potentially reaching up to the high 3’000s, our oscillators series would suggest some retracement of the recent upside over
the next few weeks, probably into late November / early December. The ratio of US and European defensive sectors vs the markets also
indicate a short risk-off period ahead as they could bounce into early/mid December. Hence, the exuberance of the last couple weeks
may take a pause. Following that, a year-end rally could materializes in the last weeks of December. On the factor front, the main focus
is to understand if the strong bounce in Value is sustainable going forward. In markets, “you often get what you resist”, and we are resisting it for now, considering that the Growth to Value relationship may take some time to distribute, probably with a bounce into late
November / early December, a new sell-off into late this year / January and then another bounce into mid Q1. This scenario corresponds
to the base building process we expect on yields. if we are wrong, as an alternative, we would probably focus on less deep value cyclical
sectors such as Industrials, Materials, Chemicals or some Consumer Discretionary such as Autos, which may deliver less of a roller coaster
ride than Financials or Energy, yet still outperform over the next few months. Geographically we would probably expect a slight bounce
of US and Chinese markets over the next few weeks vs Global markets, but would then favor Europe and Emerging Markets from early/
mid December into Q1.
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33 / With the U.S. presidential election over, which way will the U.S.
Dollar now go?

T

he dollar is an interesting puzzle
at this point. Its recent weakness
(effectively since April 2020) was initially
pinned by analysts on the inherent
political risks associated with a Biden
presidency. That calculation has since
then morphed into a bullish catalyst for
the equity markets in the context of the
expectation of surge in fiscal stimulus,
funded by a benevolent and compliant
Fed (in the case of a blue, Democrat
Party wave taking control of the US
government).

W

hy this latter should still
necessarily be bearish for the
dollar, given the results of a divided
US government, isn’t clear except for
the off-and-on negative covariance
between the US Dollar and equities.
But that negative covariance lacks a
demonstrable linkage (and in fact a
relationship that appeared only after
the COVID-19 emergency, (see 1st chart
on this page), and is easily falsified if
that fiscal stimulus leads to stronger
growth in the U.S. compared to the
rest of the world -- which tends to
provide the US Dollar support.

A

nother idea for the supposed
weakness, voiced in some corners
of the market, appeals to the accusation
that the U.S. is on its way to print away
its exorbitant privilege, in effect losing
its reserve currency status by default,
if the unit value of the US currency
plummets. This notion appeals to the
age-long meme that increases in US
debt is detrimental to the unit valuation
of the US currency. It is a notion that
has no historical proof(see 2nd chart on
this page)

I

n fact, given the long lags that the
currency operates on economy-level,
increased US debt actually begins to
boost the US Dollar (DXY as proxy)
after 9 quarters (see 3rd chart on this
page).

T

he notion that rising debt debases
the US Dollar seems even more
ludicrous, in world where the Chinese
currency unit CNY is said to be being
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groomed as replacement of the US
Dollar in that capacity – and China
is printing CNY almost as fast as the
U.S. does. We know that the Chinese
will want that to happen eventually,
but a switch from USD to CNY as global
reserve and exchange currency is
nowhere near possible over the next 10
to 15 years (at least). Even the Chinese
say that they are unprepared for that
CNY role now.

H

owever, to us, what has encouraged
the decline of the US Dollar for
some time now is the politically correct
(but economically wrong) narrative
that those running external surpluses
are unfairly exploiting the US, stealing
everything from intellectual property
to US manufacturing jobs. This notion
has severely misunderstood the U.S.
economy’s role in the global economy
as provider of global liquidity. And
for global growth (i.e., the Rest of the
World, RoW) to rise, the US dollar FX
exchange rate has to remain stable at
low exchange levels, for long periods.
Simply put, the lower the USD
valuation is, the greater global Trade
Merchandise turn over happens. That
promotes global growth. (see 1st chart
on this page)

A

pparently,
this
economically
erroneous meme of US exploitation
is a wrong that can only be corrected via
simultaneously achieving a devaluation
of the dollar, but at the same time the
U.S. wants to maintain its hard (military)
and soft (economic) power, or perhaps
even enhancing both. That doesn’t
make any sense whatsoever from the
point of view of proper economics, but
for better or worse, many still seem to
be analysing the valuation of the U.S.
Dollar through this lens. That has kept
the exchange rate of the USD low for
some time, on expectations that (soon
to be former) President Donald Trump
was actively promoting lower USD
exchange rates.

N

ow that the U.S. presidential
election is (almost) over, all the
memes about blue wave or blue tsunami
have to be re-thought properly. The

primary meme was about a blue wave
taking governance, and then letting
loose the monetary printing presses,
increasing the valuation of risk assets.
In such a world, the dollar is debased,
but not enough to generate fears over
its role as reserve currency. That is not
going to happen. We still have a divided
US Congress and the corresponding
gridlock that the mix promotes.

I

to keep silent about), is that this trade
imbalance promotes capital account
inflows to the US. That promotes US
growth and a firm domestic currency,
but after a lag (8 to 9 quarters, see 2nd
chart on this page).

T

hat makes the global economy
humming, and keeps the USD firmer
eventually – most optimal outcomes for
the US and the Rest of the World. And
all it requires is for the US government
to do nothing to change the status quo.
Unless something different happens in
the US political equation, this could be
the default setting in a Biden presidency.

n any case, as we said, in this meme,
the US provides the liquidity, and
that strengthens domestic US demand
vs the rest of the world, and that drives
a boom of exports to the US, which
in turn promotes a deterioration of
his other meme is similar to the
global current account imbalances
first one (above), with the key
(the US trade balance rises). What
exception that as fiscal and monetary
economists do not realize (or decide
stimulus in the U.S. are unleashed,

T
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and the rest of the world follows. In
other words, if the U.S. creates a lot
of dollars, it is effectively lending its
exorbitant privilege to the rest of the
world —- as long as capital is allowed
to flow freely. The main difference
between the first meme and this one
lies in the extent to which the rest of the
world accepts the invitation. We believe
that, if given the chance, the rest of
the world will eagerly jump the gun
in this regard, in effect printing their
own currency in direct proportion to
the pace with which the U.S. does it.
This will massively strengthen the U.S.
Dollar and global risks assets, after am
8 to 9 quarter lag (see 1st chart on this
page). Optimal solution for everyone
(from a currency exchange point of
view).

T

his next meme game-plays the U.S.
letting the printing presses loose,
with nary a limit. The U.S. thereby
squanders its exorbitant privilege, and
global capital decides to go somewhere
else. The main challenge with this story
is that we need to figure out where
global excess liquidity goes or can go,
though we should always remember
that sometimes capital and liquidity are,
or can be, destroyed. We are looking at
a US Dollar collapse in this particular
meme, along with US risk assets prices.
But this meme is a mind-experiment
at best -- there is no place for global
excess capital to go. Not to China -- the
country is not ready policy-wise and
reputation-wise, to accept global capital
which would otherwise be going into the
United States. Therefore, this meme is a
no-go, at least at this time, and in the
foreseeable short term.

correct analysis on the dollar noted
above doesn’t make much sense. This, in
turn, immediately leads to the question
of how serious a truly informed and
intellectual version of “America First”
looks at the question of curbing capital
mobility. You cannot have both, at the
same time. If the U.S. wants the capital
inflows, it has to accept the trade
imbalances that goes along with it.
he last meme explores the point at These two things cannot be decoupled.
which Mr. Donald Trump’s "America (see 2nd chart on this page)
First" story runs into its natural bounds.
astly, there are, hanging over the head
In a world of free capital mobility, the
of a Biden presidency, three swords
U.S. can win the trade wars, but it’ll
that the U.S. might inflict wounds on
lose the currency wars, especially if
itself.
the former is bad for risk assets, which
he first sword is a series of tax
it is, in most cases. In a world where
hikes and/or a political onslaught on
foreigners can buy U.S. assets at will, a
leap in risk aversion will tend to drive wealth and income inequality that Mr.
capital into dollar-based assets, which Biden has promised during the election
is the main reasons why the politically campaign.

T

L

T

T

he second sword is an antitrust
crusade against big tech, in effect
neutering the bull market in Nasdaq.

T

he third sword is that leftist
elements of the Democratic Party
take control of the monetary levels
of the US government, and in effect
let loose the full panoply of Modern
Monetary Theory (MMT), and sky is the
limit for printing dollars into existence.
This has been checked with the Senate
control still in Republican hands. But
if Democrats win the run-off election
for Senate in Georgia come January,
Democrats win the Senate, then there
is risk that the printing presses will start
operating 24X7.

A

wound from one sword may
not do the US Dollar in. But two
sword wounds, or all three, would be
fatal. Then we are staring at a massive
collapse of the US Dollar.
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36 / MJT - TIMING AND TACTICAL INSIGHT

The US Dollar retains its risk-off status and hence probably remains weak well into Q1
Last Monday, the 9th of November, the US Dollar shot with risk assets and yields. This has been a rare occurrence this year as the US
Dollar has predominantly been risk off. First in the height of the March sell-off, then again in June, in September and late October, just
prior to the US presidential election. We will assume that going forward this relation still holds. It may change over the next few months, perhaps quarters, as fiscal stimulus and the US recovery gradually take hold, but in the meantime the US Dollar should continue
to weaken as monetary stimulus probably still dominates during risk-ON periods while for now the US Dollar remains the deleveraging
currency during sell-offs. We will consider these relationships in the following graphs, and more.

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

E

UR/USD suffered a two years downturn
from early 2018 along with many cyclical
assets. Since March and the FED’s massive
monetary intervention, it has bounced back
almost 13 figures and is now just below the resistance of the upper end of our C Corrective
targets to the upside around 1.20 (right-hand
scale). Breaking above these targets would
open the door to our I Impulsive targets to the
upside (not shown yet here) in the high 1.20s
/ low 1.30s and hence probably challenge
the 2018 1.25 highs. This would theoretically
establish a new stable uptrend which could
last several more quarters. Indeed, while our
long term oscillators (lower rectangle) are suggesting that the rebound is taking a pause, our
medium ones are already pointing to further
upside, probably starting over the next month or so and then extending into mid/late Q1 in first instance. Price action this year suggests that this move could be accompanied by
further monetary stimulus as well as rising risk assets.

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

O

n the Daily graph, EUR/USD has been
consolidating since mid August at high
levels. A further attempt to the upside did
materialize in October, but our long term
oscillators (lower rectangle) are suggesting
that it has been completed and that EUR/
USD could now remain in correction mode
into early December. In the meantime, our
medium oscillators (upper rectangle) are also
pointing to a shallow downtrend sequence
into these dates. Downside risk is probably
towards previous support around 1.16 1.15, which is also the higher end of our C
Corrective targets to the upside (not shown
here). Thereafter from late November / early December, we expect EUR/USD to start
rising again on both oscillators series, and
although a slight dip may still materialize in
early/mid January, the trend probably extends higher into next Spring and towards 1.22 in first instance (i.e. the upper end of our I Impulsive targets to the upside).
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GBP/USD
Weekly graph or the perspective over the next 2 to 4 quarters

C

able has followed a similar
path than EUR/USD over
the last three years, just with
more volatility. It too corrected down form early 2018, did
bounce quite strongly in late
2019, but sold off aggressively
in March probably making a
climax low and creating a worthwhile secular reversal point
to the upside. It has since been
bouncing quite aggressively
and did break briefly above
its C Corrective targets to the
upside (right-hand scale) this
Summer. Its bounce has since
been taking a pause on our
long term oscillators (lower
rectangle), yet, here also, our medium term ones (upper rectangle) are suggesting a resume uptrend situation over the
next month or so, probably extending into mid/late Q1, and towards our I Impulsive targets to the upside (not show yet
here) in the high 1.30s / low 1.40s.

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

O

n the Daily basis, Cable
saw a sharp correction
early September and then attempted to retest its highs.
We believe that going forward
it is probably due for another setback, probably into
late November / early December as shown on both
oscillator series (lower and
upper rectangles). Downside
risk is probably towards the
1.27 to 1.24 range according
to the C Corrective targets to
the downside we can calculate
(0.5 to 0.8 times our historical volatility measure “ Delta”,
here at 13 figures – medium
rectangle, right-hand side – subtracted from the graph’s highest point at 1.339). Thereafter, from December, we expect
Cable to resume its uptrend towards year-end and then the Spring and rise high into our I Impulsive targets to the upside
in the 1.32 – 1.37 range (right-hand scale).
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USD/JPY
Weekly graph or the perspective over the next 2 to 4 quarters

U

SD/JPY also held up quite
nicely between early 2018
and early 2020. It has since
broken down. Price action was
also quite well correlated with
the US10Y Treasury yield, a
classic flow driver of Japanese
funds in and out of the US Treasury markets. For now, both
oscillator series (lower and upper rectangles) probably still
show further downside into
mid/late Q1 (upper and lower
rectangles), perhaps even into
late 2021 on our medium term
ones (upper rectangle). Downside targets over the next few
quarters according to our I Impulsive targets to the downside (right-hand side) are in the 101 – 97 range. Implicitly this projection may also be suggesting that US long term yields could remain under downside pressure for another few months at least (or at best continue to
gradually build a base)

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

O

n a Daily basis, since late
March, USD/JPY has seen
a slow linear erosion. We believe this trend is likely to continue for another few months
into January / February at least.
In the meantime, a short countertrend is underway, which
could last another couple of
weeks and then die out. USD/
JPY should hence resume
lower from late November /
early December along with
other USD pairs, and probably
towards 102 in first instance
according to our I Impulsive
targets to the downside (righthand scale).
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USD/CHF
Weekly graph or the perspective over the next 2 to 4 quarters

U

SD/CHF has also been
a one way street to
the downside since March,
and both our oscillator series (lower and upper rectangles) are indicating that
it could continue lower
into mid/late Q1. By then
USD/CHF may reach deep
into the 0.89 – 0.85 range
according to our I Impulsive targets to the downside
(right-hand scale). Again,
we believe this scenario
suggests further monetary stimulus and a risk asset
environment which remains
supportive, i.e. even vs CHF,

the USD appears to be defensive.

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

S

horter term, we can note
that USD/CHF did bounce
in September as equity markets corrected and again late
October on another short selloff. This period of consolidation to the upside since early
September will probably meet
important resistance points
on both oscillators series
over the next couple of weeks
(lower and upper rectangles).
USD/CHF should then start
to resume lower again while
risk assets probably resume
higher into January/ February in first instance. According
to our I Impulsive targets the
downside (right-hand scale),
the pair could reach down to
0.88 by then.
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EUR/CHF
Daily graph or the perspective over the next 2 to 3 months

W

e now move on to
consider
several
crosses and other currency profiles. We first turn
to EUR/CHF which is traditionally risk-ON. On both
oscillator series (lower and
upper rectangles), we believe that its recent bounce
could still be retraced over
the next few weeks, probably into late November /
early December in first instance. The pair could then
stabilize and gradually resume its uptrend into early next year, and probably
towards the Spring. Support
around 1.06 probably holds until then and upside targets over the next 6 months are probably towards 1.10 (our I Impulsive
targets to the upside – not shown yet here).

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

A

UD/JPY is also a traditional risk-ON / cyclical
proxy. It has been consolidating since early September
and could retrace one again
into early December according to both our oscillators
series (lower and upper rectangles). Downside risk is
probably towards previous
setback lows around 74, and
at worse potentially towards
72, which is the higher end
of our C Corrective targets
to the downside (right-hand
scale). Thereafter, AUD/JPY
should resume its uptrend,
probably towards year-end
in first instance, and then towards next Spring and towards new highs potentially into the low/mid 80s.
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AUD/USD
Weekly graph or the perspective over the next 2 to 4 quarters

W

e continue with
the AUD/USD on a
Weekly basis. Since March,
the rebound has been impressive. It has cleared our
C Corrective targets to the
upside (not shown here
anymore) and is now on its
way towards our I Impulsive targets to the upside
in the 0.76 – 0.82 range
(right-hand scale), probably
over the next couple of
quarters. Indeed, both our
oscillator series (lower and
upper rectangles) seem to
be in strong uptrends, which
could continue into late Q1
/ early Q2 next year. In the meantime, the current consolidation at high levels may last another few weeks on our medium
term oscillators (upper rectangle).

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

O

n a more high beta
note, we look and the
US Dollar vs South African Rand, which has seen
a strong reversal this year.
Both oscillator series (lower
and upper rectangle) do
point to the possibility of a
US Dollar rebound over the
next few weeks, probably
into early/mid December.
Yet, thereafter, USD/ZAR
should continue lower into
the Spring. On the targets
front (right-hand scale), we
recently broke below the
support of our C Corrective
targets to the downside
(right-hand scale) around 16, opening the door over the new few months to further downside potential towards our Impulsive targets in the 14 - 13 range. This is in our view very risk-ON once again from December, and probably highlights a
weaker US Dollar across the board.
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USD/CNY
Weekly graph or the perspective over the next 2 to 4 quarters

S

witching to Asia, we first look at the
USD/CNY exchange rate. The fall in the
US Dollar has also been linear this year and
it is finding it difficult to stabilize. A slight
bounce is still possible over the next month or so as indicated by our medium term
oscillators (upper rectangle), yet the trend
then probably continues lower into next
Spring and probably even next Summer on
both oscillator series (lower and upper rectangles). On the targets front (right-hand
scale) we are currently challenging the support of the lower end of our C Corrective
targets to the downside around 6.5. Below
these, we would probably expect further
downside towards the 2018 lows. This
wouldn’t be surprising as many Chinese
equity indexes have already broken above
their early 2018 highs.

Asian Growth Currencies in Euros
Weekly graph or the perspective over the next 2 to 4 quarters

W

e finally consider an equal weighted
portfolio of Asian Growth currencies
(CNY, TWD, KRW, INR, THB) vs the Euro. It is
interesting to note that this ratio pretty followed the US Dollar higher between 2018
and early 2020 and has since reversed
down quite strongly with it, at least until
August. It has since been bouncing, and we
believe this rebound is rather risk-OFF as it
accompanies a high level consolidation on
EUR/USD and more generally on risk assets, and also matches an apparent pause
in any new aggressive monetary policies by
the FED. During this period, Asian Growth
currencies, which appear more resilient
and defensive than the Euro have outperformed. Both our oscillator series (lower
and upper rectangles) now suggest that
over the next few weeks, the ratio should resume its downtrend, probably into mid Q1 at least. Downside targets (right-hand scale)
are quite compelling if they are reached.
Concluding Remarks:

S

ince the March sell-off and the FED’s massive monetary intervention, the US Dollar has weakened vs most currencies while risk
assets have rebounded aggressively. Although the current weak US Dollar consolidation period to the upside may continue into late
November / early December, we believe that its downtrend will then probably resume towards next Spring. EUR/USD may reach up
towards the mid/highs 1.20s, GBP/USD into the high 1.30s / low 1.40s, while USD/JPY could drop to below 100 and USD/CHF towards
the high/mid 0.80s. More cyclical pairs could prove even more dynamic with EUR/CHF, AUD/JPY, AUD/USD (or inversely USD/ZAR)
also showing strong perspectives into the Spring. USD/CNY has dropped very linearly this year, yet, may also continue lower over the
next few months. On a relative basis, we differentiate between the more defensive JPY, CHF or Asian Growth currencies and the more
cyclical European and Commodity currencies. From December, the former will probably underperform the latter into mid/late Q1 in
first instance.
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43 / The battle for acreage between soybeans and corn will push
the prices of both grains spiralling higher further

T

he US Department of Agriculture
released its latest monthly World
Agricultural Supply and Demand
Estimates report last week, on
November 10. The WASDE is the golden
benchmark for many agricultural
producers and consumers as it provides
the fundamental data that guides
procurement and hedging activities.
The November report comes at the very
end of the harvest season and typically
has little impact on prices. However,
2020 is proving to be no ordinary year
in financial markets, and the market for
agricultural commodities have been no
exception.

A

griculture
commodities
have
been on a tear lately, some since
the June 17 low point in commodity
prices (see 1st chart on this page).
Grains prices have been on an upward
trajectory since August. Corn reached a
new high for 2020 and the highest price
since July 2019. Soybean prices rose to
the highest level since mid-2016, and
wheat moved to a six-year high. Cotton
prices have been making higher lows
and higher highs since April and traded
to a new high for 2020 in October. Cattle
and hog prices have trended higher
over the past months. The bullish
trend in agricultural commodities
should continue further, and this was
confirmed by the November WASDE’s
report. Its implications are rather
bullish for soybeans, corn and wheat,
as there is a brewing battle for acreage
among these grain products.

have to be planted next spring just to
replenish domestic supplies.

B

ut here is the rub. Corn excess supply
projections for next year declined
by an unexpected 15% to 1.7 billion, a
level not seen since the 2014/15 season
(that was when demand for corn was
over 1 billion bushels less than it is
expected to be in 2020/21). This means
millions more corn acres will also have
to be planted in order to keep corn
inventories at healthy levels.

T

he fight for acres is won with
higher prices, which is why both
corn and soybean prices rose after
the November WASDE report was
released. It would appear the fight has
just started, and may take some time
to resolve.

A

s a weak conclusion to the emerging
drama between soybeans and
he November 2020 WASDE corn, the November WASDE report
highlighted the expected battle was not bullish for wheat, and trails the
for acres between soybeans and corn, other two grains in the drama aspect.
which will likely turn into an all-out
ere is a how the US Department
war. Here is how this expected battle
of Agriculture puts the soybean
royale was set.
situation:
razil was previously drained of
he U.S. soybean outlook for 2020/21
soybeans by China, therefore, US
is for lower production and ending
soybean exports are now expected
to rise, which will consequently drain stocks. Soybean production is forecast
US domestic soybean supplies by an at 4.17 billion bushels, down 98 million
enormous 79% within two years. With on lower yields. Lower yields are
soybean ending stocks of only 190 reported for several major producing
million expected during the 2020/21 states, including Illinois, Iowa, Indiana,
season, millions more soybean acres Ohio, and Nebraska. With reduced

T
B

H

production, soybean ending stocks
are projected at 190 million bushels,
down 100 million from last month. If
realized, soybean ending stocks would
be at the lowest level in the past seven
years. Soybean and product prices for
2020/21 are all higher this month. The
U.S. season-average soybean price
for 2020/21 is forecast at $10.40 per
bushel, up 60 cents.

T

he 2020/21 foreign oilseed supply
and demand forecasts include
lower production and crush, resulting
in lower exports of oilseed meals
and vegetable oil. Foreign oilseed
production is lowered 5.6 million
tons to 473.3 million, mainly on lower
soybean crops for Argentina and India
and lower sunflowerseed production for
Ukraine and Russia. Yields are reduced
for Ukraine and Russia on dry weather
conditions during the season and recent
harvest results. Argentina’s soybean
production is lowered as economic
uncertainty reduces area expansion.

T
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J

anuary CBOT soybean futures rose to
a new high of $11.6225 per bushel
the day after the release of the USDA’s
report. The price dropped back to the
$11.48 level at the end of last week but
remains near the highest price since
July 2016 (see 1st chart on this page).
Here is the USDA’s report on the corn
situation:

T

his month’s 2020/21 U.S. corn
outlook is for lower production,
reduced feed and residual use, larger
exports, and smaller ending stocks.
Corn production is forecast at 14.507
billion bushels, down 215 million with
a reduction in yield to 175.8 bushels
per acre. Corn exports are raised 325
million bushels to 2.650 billion, which if
realized would be record high. Projected
feed and residual use is lowered 75
million bushels based on a smaller crop
and higher expected prices. With supply
falling and use increasing, corn ending
stocks for 2020/21 are down 465 million
bushels to 1.7 billion, which if realized
would be the lowest since 2013/14. The
corn price is raised 40 cents to $4.00 per
bushel.

G

lobal coarse grain production for
2020/21 is forecast down 11.1
million tons to 1,447.8 million. The
2020/21 foreign coarse grain outlook
is for lower production, virtually
unchanged use, and greater stocks
relative to last month. Foreign corn
production is forecast lower with
reductions for Ukraine, the EU, Russia,
and Moldova more than offsetting
increases for South Africa and Laos.
For Ukraine, the projected corn yield
is lowered based on continued poor
harvest results to date and if realized
would be the lowest since 2012/13.

T

he November WASDE report said
that corn production and ending
stocks in the US declined from the
October report. Global ending stocks
also fell as the USDA rose its projected
price for the coarse grain by 40 cents to
$4.00 per bushel (see 1st chart on this
page).

H
T

ere is the USDA’s take on the wheat consumption is increased 1.7 million
situation:
tons to 752.7 million, mainly on higher
feed and residual use for China and the
he outlook for 2020/21 U.S. wheat
EU.
this month is for stable supplies,
higher domestic use, unchanged exports,
he WASDE wheat report said that
and reduced ending stocks. Domestic
US and global ending stocks fell, but
use is raised, primarily on higher food supplies remain at a record high level.
use, which is increased 5 million bushels December CBOT wheat futures rose to
to 965 million, up from 962 million for a high of $6.3825 on October 20, long
2019/20. This increase is based mainly before the latest WASDE report when
on the NASS Flour Milling Products they corrected lower. Wheat futures
report, which indicated higher food use continued to decline in the aftermath of
for the early part of the marketing year the November report and were trading
than previously estimated. All wheat at just below $5.93 at the end of last
exports and imports are unchanged week.
this month but there were offsetting
by-class changes for both exports and Agriculture commodities are in a
imports. Projected 2020/21 ending sweet spot
stocks are reduced 6 million bushels to
hree factors favor a continuation
877 million, down 15 percent from last
of upward price momentum in the
year. The season-average farm price is
agricultural futures over the coming
unchanged at $4.70 per bushel.
months.
he 2020/21 global wheat outlook
irst, a weak US dollar tends to
is for larger supplies, increased
favour prices as the greenback
consumption, higher exports, and
is the pricing mechanism for the
reduced stocks. Supplies are raised
commodities.
0.7 million tons to 1,073.1 million as
econd, central bank liquidity
higher beginning stocks offset lower
and government stimulus are
global production, which remains at a
record. Most of this month’s production increasing the deficit and money
decrease is for Argentina, where supply, which erodes the dollar's
production is lowered 1.0 million tons purchasing power and all fiat
to 18.0 million. The lingering impacts currencies. The Fed stated they are
of drought and local freeze damage encouraging rising inflation by moving
have caused Argentina’s forecast yield from a 2% inflation target to an average
to be the lowest in eight years. World at that level.

T

T

T

F

S
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F

inally, easing trade tensions
between the US and China under
President-elect Biden's administration
is likely to increase the flow of
agricultural
products
from
US
producers to Chinese consumers.(see
1st chart on this page).

A

gricultural product prices should
therefore continue to move
higher. We could see lots of price action
in 2021 as the fundamental equation's
demand side continues to expand with
the global population while supplies are
highly variable.
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46/ MJT - TIMING AND TACTICAL INSIGHT

Agricultural Commodities remain a rather defensive proposal in the risk
asset space

O

ver the last 2 years, Agricultural Commodities have been building a base. This gradual accumulation follows almost
10 years of a secular downtrend. The last few months especially have seen a strong rally on the back of rising inflation expectations, rising yields, a weaker US Dollar this year and disruptions in the supply chain. In this article, we consider the main Agricultural Commodities to assess their path forward over the next few months. We also aim to understand if these can continue to outperform other risk assets, as they have briefly attempted to do from July into October.

Goldman Sachs Agricultural Commodities Index
Bi-monthly graph or the perspective over the next 1 to 2 years
Both our oscillator series
have reached long term Low
Risk positions (lower and
upper rectangles) and we
can conclude that the downside potential over the next
couple of years is probably
limited for Agricultural Commodities. Indeed, our I Impulsive targets to the downside (right-hand scale) have
pretty much been achieved.
Corrective potential to the
upside over the next couple
of years could be towards
the 363 – 426 range or circa
12 to 25% higher than today.

Goldman Sachs Agricultural Commodities Index
Weekly graph or the perspective over the next 2 to 4 quarters

T

he Weekly graph has seen a
strong acceleration since mid Q3
(more than 20%). We believe that on
both oscillator series (lower and upper rectangle), the ratio may be reaching an intermediate top, could correct slightly over the next couple of
months, but then probably resumes
higher into next Spring. By then, the
index could reach into our I Impulsive targets range between 343 –
370 (right-hand scale) or 5 to 12 %
higher today.
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Goldman Sachs Agricultural Commodities Index
Daily graph or the perspective over the next 2 to 3 months

A

gricultural Commodities
did reach an intermediate top mid/late October
on both our oscillator series (lower and upper rectangles), but have since been
retesting to the upside. This
configuration appears to be a
high level consolidation that
could still retrace moderately
into early December. Downside targets are probably in
the low 300s (0.5 time our
historical volatility measure
“Delta”, here at 56.21 –
middle rectangle, right-hand
side - subtracted from the
graphs highest point at 333).
Following that, from early/mid December, we expect Agricultural Commodities to gradually resume their uptrend into
Q1 next year, probably reaching the higher end of our I Impulsive targets to the upside towards 350 (right-hand scale).
This is rather promising although most of the acceleration in this trend may already be behind us.

Agricultural Commodities vs Gold
Daily graph or the perspective over the next 2 to 3 months

T

his leads us to compare
the performance of Agricultural Commodities vs other
assets going forward. The
first comparison we make is
vs Gold. Agricultural Commodities (DBA ETF) have been
outperforming Gold (GLD)
since early August, or since
long term US yields began
their current bounce. This is
quite logical as Agricultural
Commodities should be more
resilient than Gold to rising
interest rates. Both oscillator
series (lower and upper rectangles) do suggest however
that we have now probably
reached a top in this trend (or countertrend). Agricultural Commodities could retrace down vs Gold, probably into early
December (upper rectangle) or perhaps even resume lower into early/mid Q1. This second scenario would correspond a
continuation of the base building process on US long term yields into early/mid Q1.
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Agricultural Commodities vs the All Country World Index
Daily graph or the perspective over the next 2 to 3 months

V

s Equities, Agricultural
Commodities are rather
defensive. Hence when equities rise, Agricultural Commodities usually underperform.
This has been the case since
March this year. Between early August and late October,
Agricultural Commodities did
manage to outperform, but
this outperformance was rapidly retraced over the last
few days. According to both
our oscillator series (lower
and upper rectangles), the ratio could see another bounce
into early/mid December, perhaps as a more risk-off environment materializes. Thereafter, from early/mid December, Agricultural Commodities could underperform equities,
potentially into mid Q1, probably as equities perform another rally.

Agricultural Commodities vs Industrial Metals
Weekly graph or the perspective over the next 2 to 4 quarters

I

ts also interesting to consider Agricultural Commodities (DBA ETF) vs Industrial
Metals (DBB ETF), which
are more pro-cyclical. On
this Weekly graph, the
downtrend is quite clear and
probably extends into mid
Q1 at least on both oscillator series (lower and upper
rectangles). Thereafter, the
ratio could bounce into late
Q1 / early Q2, perhaps as long
term US yields confirm their
reversal, or just becasuse the
environment gradually turns
more defensive.
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Soybean vs Corn
Weekly graph or the perspective over the next 2 to 4 quarters

W

e will now consider a
number of Agricultural Commodities and relative
pairs in order to understand
which ones may be the more
dynamic going forward. We
will first start with Grains and
this ratio of Soybeans (SOYB
ETF) vs Corn (CORN ETF). Soybeans are in a clear uptrend
vs Corn and their outperformance probably extends into
next Fall according to both our
oscillators series (lower and
upper rectangles). Our I Impulsive targets to the upside
(right-hand scale) do leave 5
to 10% of further upside po-

tential, perhaps more, as the velocity of this relative ratio could gradually increase.

Soybean vs Wheat
Daily graph or the perspective over the next 2 to 3 months

S

imilarly to the ratio above,
which compares Soybeans
to Corn on a Weekly basis,
Soybeans are also in a strong
longer term uptrend vs Wheat.
To consider the short term
relative strength of Soybeans
vs other grains, we now look
at the Daily graph of the ratio
of Soybeans vs Wheat. Since
April, Soybeans (SOYB ETF)
have seen strong outperformance vs Wheat (WEAT ETF).
On both oscillator series (lower
and upper rectangles), we
expect this outperformance
to continue well into Q1, although shorter term, the ratio
could see some consolidation
over the next 3 to 4 weeks. The ratio is indeed well correlated to our scenario on risk assets, i.e. Soybeans are probably more
risk-ON / more pro-cyclical than Wheat.
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3M Soybeans Futures
Daily graph or the perspective over the next 2 to 3 months

W

e now consider the
absolute graph of
Soybeans, which we believe, as written above, is
probably the more dynamic
of the Grains. Yet, following
its strong rally since April,
it has now pretty much fulfilled our I Impulsive targets
to the upside (right-hand
scale). Hence, this leg of
uptrend is now probably
pretty much exhausted
(our Weekly targets are still
pointing to above 1’300 over
the next few quarters). Both
oscillator series (lower and
upper rectangles) are also
suggesting that some retracement may lie ahead, probably into early/mid December in first instance. Soybeans will then
probably resume their uptrend into year-end and then into next Spring.

3m Soybean Futures vs All Country World index
Daily graph or the perspective over the next 2 to 3 months

T

he final test is to compare Soybeans (SOYB
ETF) to equities, in this case
the All Country World Index (ACWI ETF). Along with
other Agricultural Commodities, Soybeans are more defensive than equities. Hence,
although they may retrace
over the next few weeks,
they could prove more resilient than equities and
the ratio could bounce into
early December. This scenario is shown on both oscillator series (lower and upper
rectangles). Following that,
as equities resume their
uptrend, Soybeans could lag the more dynamic equities (i.e. resume lower on a relative basis), probably into mid Q1 as
shown on our long term oscillators (lower rectangle).
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3M Cocoa Futures
Daily graph or the perspective over the next 2 to 3 months

W

e now move to Softs
and first to Cocoa.
The bounce, which started
in July died out in September
and Cocoa has since been
consolidating to the downside. On our medium term
oscillators (upper rectangle),
its current bounce could
die out over the next week
or so, and we then expect
Cocoa to retest down again
into mid December on both
oscillator series (lower and
upper rectangles). Further
dips are then still possible
during Q1 as shown on our
medium term oscillators
(upper rectangle). Hence compared to Grains, or other risk assets, Cocoa will probably continue to underperform well
into Q1.

3M Coffee Futures
Daily graph or the perspective over the next 2 to 3 months

C

offee is also showing similar weak dynamics. Indeed, for Coffee more than
any other Agricultural Commodity, the COVID-19 crisis
is probably taking its toll,
as the hospitality industry
is under lockdown in many
places around the world. Similarly, to Cocoa above, we
expect a new leg down to
materialize soon into mid
December on both oscillator series (lower and upper
rectangles). Following that,
Coffee may see a slight
year-end bounce, before
the trend probably resumes
lower again in the new year.

We would hence probably stay away from Coffee for now.
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3M Sugar Futures
Daily graph or the perspective over the next 2 to 3 months

S

ugar on the other hand
looks more dynamic and its
price action over the last few
months has been quite close
to the Grains, which we’ve
reviewed a few pages above.
It recently broke above the
resistance of the upper end of
its C Corrective targets to the
upside around 14 (right-hand
side) and could be eying the
17 to 19 range over the next
few months. Both oscillator
series (lower and upper rectangles) are also still uptrending, yet could soon enter a
consolidation period, probably into early December,

perhaps into January. Thereafter, we expect Sugar to rise into the Spring.

3M Sugar Future vs All Country World Index
Daily graph or the perspective over the next 2 to 3 months

A

s with other Commodities, despite its strong
forecast on an absolute basis,
Sugar’s ratio vs equities (the
All Country World Index)
maintains a defensive profile.
Indeed, we expect it to bounce
into early/mid December on
both oscillators (lower and
upper rectangles), probably
as both Sugar and equities retrace, and then resume lower
vs equities, probably into mid
Q1. Hence, as with Soybeans,
Sugar looks promising on an
absolute basis and vs other
Softs, but probably underperforms most other risk assets
over the next 3 to 4 months.
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3M Cotton Futures vs All Country World Index
Daily graph or the perspective over the next 2 to 3 months

W

e conclude this review of Agricultural Commodities with Cotton
and Lumber. In this first graph, we compare Cottom to the All Country World
index. This relative ratio is very similar
to the ones comparing other Agricultural Commodities to Equities. Indeed,
both oscillator series (lower and upper
rectangles) may suggest a bounce into
late November / early December, probably as equities retrace and Cotton
proves more resilient. Following that,
however, Cotton will probably underperform equities well into Q1.

3M Lumber Futures
Daily graph or the perspective over the next 2 to 3 months

L

umber may be a different story. Indeed,
it is extremely volatile as its 230% rise
from April to late August would confirm.
Over this period, it has indeed outperformed almost any other risk asset. It is quite
correlated to housing and hence inversely
to interest rates. Since early September,
it has indeed been following momentum
trades in their correction to the downside.
However, on both oscillator series (lower
and upper rectangles), we expect it to find
support at some points between late November and early January. We then believe that another period of acceleration
may materialize, probably into mid/late
Q1. According to our I Impulsive targets
to the upside (right-hand scale), Lumber
could even make new highs. As mentioned
above, Lumber is probably quite sensitive to rising interest rates. Hence, these projections will probably come true only if the base
building process on long term yields lingers on. On the other hand, if the yield curve continues to steepen, Lumber will probably
continue to retrace.
Concluding remarks:
Agricultural Commodities have seen a strong rally since April and could be breaking out of their long base. As with other risk assets, they may be approaching as intermediate top and could correct down into early/mid December, perhaps January. We then
expect the asset class to rise again into next Spring with potentially 5 to 12% of further upside potential on our Weekly graph of the
Goldman Sachs Agricultural Index. Vs other risk assets, Agricultural Commodities are however rather Defensive. We expect them
to underperform equities and Industrial metals into mid/late Q1. Vs Gold, the differentiating factor is interest rates. As yields have
bounced over the last 3 months, Agricultural Commodities have outperformed Gold. We now expect the ratio to retrace into December and perhaps into early/mid Q1. As for their individual profiles, we would favor the more cyclical Agricultural Commodities,
probably following some retracement into December. We would hence favor Soybeans in the Grains segment, Sugar vs Cocoa or
Coffee in the Softs, and would prefer Lumber to Cotton.
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54/ Splicing the markets : The spread convergence trade probably continues
for Emerging Markets debt

A

s you have seen throughout this document, we expect rates in developed markets to remain at low levels over the next few quarters.
They may have bottomed out already in the US or Japan (or not), should remain under downside pressure in Europe, but we do believe
that Central Banks will do their upmost to prevent them from rising linearly, in order to support the recovery. Hence, we do expect financial
conditions to remain relatively loose while the recovery accelerates. This in our view guarantees a stable environment for Emerging Markets
debt yields to continue their convergence.

Emerging Markets local currency bonds vs the 3 to 7 years US Treasury Bonds
Weekly graph or the perspective over the next 2 to 4 quarters

W

e hereby consider Emerging Markets
local currency bonds (LEMB ETF) vs US
Treasury bonds of similar duration (IEI ETF). The
ratio has b
en building a base between now and
March and on both oscillator series (lower
and upper rectangles). We now expect it to
continue higher into the Spring (i.e. Sovereign
spreads should drop). In terms of targets, the
ratio could first rise to the resistance of the
upper end of our C Corrective targets to the
upside around 91 (right-hand scale), circa 4%
higher than today. It will then probably break
above these in the new year, perhaps towards
our I Impulsive targets to the upside. We
calculate these towards the early 2018 highs
over the next 12 to 18 months. This suggest
a huge pick-up in value for Emerging markets
local currency bonds vs US Treasuries.

e

Brazil minus US 10 years Benchmark Bond Yields
Daily graph or the perspective over the next 2 to 3 months

A

s a first example, we look at the 10Y spread
of Brazilian Government Bonds vs US ones.
During the height of the initial COVID crisis in
March, these spreads had shot up to above 9%.
This move was probably countertrend, as longer
term, the spread had topped out around 15%
in early 2016 and has since been in a persistent
downtrend. On this Daily graph, the spread has
seen a weak Summer bounce, probably fueled
by a decrease in the FED’s liquidity provision and
the effects of the gradual re-acceleration of the
COVID-19 second wave (in Brazil especially). It
has now started to resume lower again, from
early October, probably as further stimulus
measures and possible vaccine announcements
were starting to be anticipated by the market.
Essentially, the spread seems to follow the
sentiment on the pace of the economic recovery
and of further Central Bank accommodation. On both oscillator series (lower and upper rectangles), we expect that the spread probably holds
up into early/mid December as the short retracement on risk assets we expect materializes, and then drops into mid Q1. On the targets front,
we are now below 7.0% and hence below corrective support (right-hand scale). The I Impulsive targets to the downside we can calculate would
point to the 5.75 -4.75% target range over the next few months (1.3 to 1.7 times our historical volatility measure “Delta”, here at 2.554% medium rectangle, right-hand side- subtracted from the graph’s highest point at 9.08%).
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South Africa minus US 10 years Benchmark Bond Yields
Daily graph or the perspective over the next 2 to 3 months

T

he 10Y spread of South African
Government
bonds
vs
US
Treasuries is also starting to resume
its downtrend. The spike in March to
11.54% was historic, an all time high
over the last 20 years. The spread has
since tightened back to the higher end
of its historical range. Here also, both
our oscillator series (lower and upper
rectangles) are suggesting that the
spread could hold up into early/mid
December as risk assets could see
some retracement, but that it then
drops into mid Q1 and towards our I
Impulsive targets to the downside in
the 7 to 6% range (right-hand scale).

Mexico minus US 10 years Benchmark Bond Yields
Daily graph or the perspective over the next 2 to 3 months

T

he 10Y spread of Mexican
Government Bonds vs US Treasury
bonds is showing a similar profile.
Following historic highs above 7% in
March, it has since come down nicely.
The downtrend, however, doesn’t seem
over yet. On both oscillator series (lower
and upper rectangles), we expect the
spread to bounce slightly into early/
mid December, and then drop into
mid Q1. Our I Impulsive targets to the
downside are pointing towards the
lower 4% over the next few months
(right-hand scale).

Concluding remarks :

F

ollowing a slight bounce into late November / early December while risk assets could see a short retracement period, we expect
Emerging Markets sovereign spreads to resume lower from early to mid December into mid Q1. Brazilian and South African
spreads could drop 150 bps, while Mexican ones probably about 75 bps. Indian, Indonesian, Russian, Hungarian or even Turkish
spreads, also seem very promising in terms of tightening. For reference a 1% drop on a 10 year Government bond yield usually
corresponds to a pick-up in prices of circa a 7 to 8%. Add to that the higher interest rate you receive and the usual currency
appreciation that accompanies such convergence trades, and Emerging Markets Sovereign bonds may represent very interesting
investment opportunities over the next few months.
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56/ METHODOLOGY
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 Trend direction: the direction of FinGraphs’ large envelope will
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)

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 bimonthly, 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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Copyright

© Diapason Commodities and Currencies (DC&C) / Diapason Commodities Management UK LLP (“Diapason UK”)
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
Management Joint Trust SA is an editor of on-line financial graphics platforms as well as an independent research company. The
information and graphics in this publication represent the opinion of Management Joint Trust SA and are not intended to be a
forecast of future events and this is no guarantee of any future result. Nobody can predict the future and thus fluctuations of
market prices (including market crashes). Past trends are not necessarily signs of future trends. Management Joint Trust SA warns
you of the risks involved with any financial transactions (for example on stocks, bonds, raw materials). Derivatives or foreign
exchange trades entail even greater risks. You need to be aware that chances of winning are in no way guaranteed and potential
of losses may be very significant. As a reader of this publication or a user of our websites, you must take into consideration, as
you select investments, of this uncertainty. This publication or any information provided through Management Joint Trust SA’ s
websites do not constitute a solicitation or offer, or recommendation to acquire or dispose of any investment or to engage in any
other transaction. Any reference to a transaction, trade, position, holding, security, market, or level is purely meant to educate
readers about our methodology as well as possible risks and opportunities in the marketplace and are not meant to imply that any
person or entity should take any action whatsoever without first evaluating such action(s) in light of their own situation either on
their own or through a professional advisor. To establish its statistical analysis, Management Joint Trust SA relies on data provided
by first class outside providers; however, Management Joint Trust SA does not guarantee you the permanence of such supply, nor
its content. More generally, Management Joint Trust SA, their members, shareholders, employees, agents, representatives and
resellers or partners do not warrant the completeness, accuracy or timeliness of the information supplied in this publication or
on its websites, and they shall not be liable for any loss or damages, consequential or otherwise, which may arise from the use
or reliance of the any information or content in this publication or available on the Management Joint Trust SA’s websites. Hence,
neither you can nor may hold for certain analysis and interpretations provided in this publication or by our websites. Any financial
transaction you may instruct is at your own risks. You can not claim nor obtain from Management Joint Trust SA compensation
or indemnification for your damages (for example, incidental or consequential damages, losses, unrealised gains, liabilities,
Management Joint Trust SA’s service fee). If a person or entity does not believe they are qualified to make such decisions, they
should seek professional advice. The prices listed are for reference only and are in no way intended to represent an actual trade.
This information is not a substitute for professional advice of any nature, including tax, legal, and financial. While we believe the
information contained herein to be accurate, all numbers should be verified by the reader through independent sources. Again,
trading securities, options, futures, or any other security involves risk and can result in the immediate and substantial loss of the
capital invested and every reader/recipient is responsible for his or her own investment decisions. The employees, officers, family,
and associates of Management Joint Trust SA may from time to time have positions in the securities or commodities covered in
its publications or on its websites. Corporate policies are in effect that attempt to avoid potential conflicts of interest and resolve
conflicts of interest that do arise in a timely fashion. MJT is the owner of all its brands and websites (especially www.mjt.ch, www.
mjtsa.com or any related websites). These are protected by intellectual property rights, among other copyright, trademark and
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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Diapason Commodities and Currencies
20 North Audley Street
London, W1k 6WE
UK
+44 207 290 2260

Management Joint Trust S.A.
Rue de Hesse 1
P.O.Box 5337
1211 Geneva 11
Switzerland
+41 22 328 93 33
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