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A LOOK AHEAD December 2015 

   
As anticipated, U.S. equities and global stock markets went through a correction this summer. The move in August, in particular, was 

very volatile and different to all of the minor corrections that have taken place in the past few years. Remember, since 2011 there had 

been no correction bigger than 10%, while the bull market that started in 2009 is the third longest in history. So was the recent correction 

a healthy and well-deserved break or is it the beginning of something bigger? On the following pages we will try to find answers and 

provide you with a roadmap for 2016 and beyond. 

 

Shiller P/E   

One of the key points in our previous market comment was that 

U.S. equities are by no means reasonably priced. The Shiller P/E 

ratio, the Buffett indicator and Tobin’s Q ratio were all at elevated 

levels, signaling a clearly overvalued market. What has changed 

since May?  

 

Shiller P/E 

The current Shiller P/E is at 26, lower than the  27 of early this year 

but still at a level from which bigger corrections have followed in 

the past. The ratio has only ever been higher in 1929 (33), before 

the burst of the dotcom bubble in 2000 (44) and before the 

financial crisis in 2007 (28). Clearly, the Shiller P/E could rise much 

higher as it did in 2000 but investors should be aware that this 

historically very reliable valuation measure signals an overvalued 

market and implies low future returns. 

 

Shiller/PE (1880-current) 

 
Source:  www.multpl.com/shiller-pe/ 

 

Buffett Indicator  

The Buffett indicator is the ratio of market capitalization of 

corporate equities to GDP. In other words, it is a measure of the 

size of the stock market compared to the size of the actual U.S. 

economy. The latest reading from Q1 15* is at 127%. Similarly to 

the Shiller P/E, this ratio has only been higher a very few times, in 

2000 and 2007. 

*) The St. Louis Fed has stopped calculating the level as of July 

1st… 

 Buffett Indicator 

Source: FRED Federal Reserve Economic Data 

 

Tobin’s Q 

The Tobin’s Q ratio is a measure of the replacement costs of 

a (non-financial) company in relation to a firm’s market value 

and therefore a popular method of estimating the fair value 

of the stock market. Like the two other metrics, Tobin’s Q 

ratio has come off its high (1.09 in Q2 14) but it is still above 1 

(1.03 as of Q2 15). A ratio above 1 means that the market is 

worth more than the replacement costs of all the companies. 

Only once has this indicator been higher and that was in 

2000. 

Tobin’s Q Ratio 

 
Source: FRED Federal Reserve Economic Data 
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 Shiller P/E and Expected Return 

Traditional valuation metrics such as the Shiller P/E tell an 

investor more than simply whether if a market is cheap or not. 

There is a strong correlation between the level of a market’s P/E 

and future returns (see graph on the right). High valuations today 

imply lower future returns and vice versa. Assuming that 

fundamentals will grow at 6% (historically, nominal GDP growth 

and corporate revenues have grown at about 6% annually), the 

Shiller P/E will revert towards 16.5 (mean) over a 10-year period 

and the current dividend yield will remain at 2.1%, the expected 

yearly return over the next 10 years will be around 3-5%. Taking 

into account that profit margins are near record highs and are 

likely to come down, the return will be even lower. So everyone 

buying shares with an expected yield of 3-5% over the next 10 

years has to be aware that a market decline of more than 25% is 

very likely. So what does this all mean? Are we at the beginning of 

a new bear market? 

 

S&P 500 in 2016 

 

Shiller P/E with Annualized 10-Year Real Returns 

Source: blog.alphaarchitect.com 

 

We do not think so. Not yet. Even though history has shown that 

extreme overvaluations in equity markets have always ended in 

tears, stocks can stay overvalued for longer than many believe 

they would. And this is exactly what we expect to happen again. 

One reason is the Elliott Wave Theory. It asserts that crowd 

behaviour moves in 5 waves within a primary trend, and 3 waves 

within a counter-trend. This summer, the S&P 500 completed 

wave 3 (see chart on the right). The correction that took place 

between July and September can be interpreted as wave 4. That 

would suggest that the 5th and final wave of the rally that began 

in 2009 has already started. This move could push the S&P 500 up 

to 2.500, a Fibonacci extension and our preferred price target for 

this cyclical bull market.  

An alternative count is that we are still trading within wave 3 and 

have just seen wave iv within that wave 3. That would have far- 

reaching consequences for the coming years as the rally would 

  

 

Stock Market Cycles 

In 2014 and also this year, the Dow Jones Industrial Average 

closely followed the Presidential Cycle pattern for second terms. 

Why second term? Remember, the presidential cycle pattern 

shows similiarities in the stock market’s behaviour among 

presidential terms. The cycle during second presidential terms 

(Obama is in the second term) is different from the first. This year 

the cycle pointed to a high in June followed by weakness into 

November. Indeed, the market topped in late May, retested the 

highs in July and went through a sharp correction even though it 

bottomed earlier than anticipated. The presidential cycle was one 

of the key reasons why we were so negative in May of this year. 

But what’s next? In 2016, all three cycles (decennial, presidential 

and presidential 2nd term) indicate a volatile and difficult H1 2016. 

After a top in March and a pullback into April/May, markets should 

then start a meaningful rally in  H2 2016. The reason why we  

extend but that doesn’t change anything on the 2.500 price 

target for this bull market. This count is not our favourite 

scenario. 

S&P 500 Weekly 

 
Source: www.prorealtime.com 

 

 

 

prefer the rather bullish regular presidential cycle to the 

presidential cycle for second terms has to do with the wave 

count mentioned above. 

 

Decennial & Presidential Cycle 2016 

Source: Bloomberg, CV Invest Partners AG 



Market Comment 

 

CV Invest Partners AG                                                         michael.gunnarsson@cv-invest.ch Page 3 

 

Economic Cycles 

In our view economic cycles consitute no immediate threat to our 

rather bullish 2016 scenario for equities either. 

The Kuznets cycle* is still going through an upswing and the 

shorter Juglar business investment cycle last hit a bottom in 2009, 

so the next cycle bottom is scheduled only between 2016 and 

2020. More critical is the shorter 3-5 year Kitchin cycle which 

might soon start turning down (the last trough of the cycle was in 

2012). US inventories have risen to an elevated level relative to 

sales. In the context of a strong US dollar it seems unlikely that 

sales will increase and therefore bring down the ratio. If the cycle 

is near or already at a peak, then a low in the Kitchin cycle is 

scheduled between 2016 and 2017. Should a Juglar low arrive 

early, the cycles may synchronise, resulting in a recession. This is 

a real risk and should not be disregarded. But again, while we    

 

Possible Triggers 

 remain constructive for 2016, we see a far bigger threat to 

equity markets in 2017 and beyond. 

 

*) I have explained in detail the importance of different 

economic cycles and the way in which they interact in the 

first issue of ‚A Look Ahead‘ to be found on www.tihiletter.ch. 

This focused on the 15-25 year Kuznets housebuilding cycle, 

the 7-11 year Juglar business investment cycle and the 3-5 

year Kitchin stockbuilding cycle. The most important 

takeaway was that when all three reach a trough in the same 

year (as in 1958, 1975 and 2009), severe recessions occur. In 

years in which only Kitchin and Juglar coincide, „average“ 

recessions take place. 

 

Commodities and Inflation 

Since summer 2014, commodities have collapsed. The CRB index 

has lost more than 40%, Brent and Crude have lost more than 60% 

while Copper is down nearly 40%, to mention just a few important 

examples. But we believe that it could be commodities respectively 

commodity-related stocks that trigger another and possibly final 

rally. The CRB index is trading at the lows from 1999 and 2002! And, 

very encouragingly, there is a big divergence forming in the weekly 

RSI. Therefore we see the downside as very limited and expect  

 

CRB Index Weekly 

 
Source: www.stockcharts.com  

 

Central Banks 

For too long nearly everyone doubted that deflation would ever 

resurface again given the tens of trillions in fiscal and monetary 

stimulus. Finally, for the first time in years there is growing 

scepticism that mindless printing and ZIRP or even NIRP (negative 

interest-rate policy) is such a good thing. Billions upon billions of 

dollars, euros and yen haven’t helped to revive the economies. 

But it could be central banks that trigger another and final rally 

(wave 5) in equities. Their highly questionable if not downright 

insane monetary experiment (the greatest ever) could go into its 

final round. Deeply negative interest rates around the globe 

accompanied by massive rounds of QE could lie ahead, not to 

mention further devaluation of currencies in the context of.an  

 

 

 

commodities to make a comeback. We do not believe we are 

at the beginning of a new super-cycle but a sizeable, multi-

month move is likely. The trigger could be higher inflation. 

Nearly everywhere, inflation is at or close to zero, while 

inflation expectations have been falling since summer 2014. 

But as the base effect from oil prices should fade in the 

coming months, inflation rates are likely to start to pick up. 

 

 

CRB Index Weekly 

 
Source: www.stockcharts.com  

 

 

intensifying currency war. Should people flee to paper money 

to avoid a penalty, central banks could even start to ban cash. 

This unimaginable step is receiving more and more attention 

in media and the Bank of England’s chief economist himself 

mentioned in a speech in September the possibility of 

banning cash if people start to hoard it. So start to think the 

unthinkable. Central banks will do whatever it takes to 

preserve the status quo in financial markets. But they cannot 

eliminate the business cycle so we are convinced that this 

experiment will fail eventually and trigger a crisis similar to the 

2007/2008 financial crisis. 

In this context it is worth having a look at gold. 
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Gold   

When gold hit its all-time high in September 2011 at USD 1921, 

analysts and media comments were overly bullish. Since then, 

gold has halved in price and there are hardly any bulls left. Falling 

inflation expectations, a strengthening US dollar and rallying equity 

prices have weighed on the price of gold. But is gold really such an 

unattractive investment? 

We believe the opposite is the case. Between 1967 and 1974, the 

price of gold increased 5-fold before it collapsed by 50% over the 

next year and a half. That shook off many gold bulls. In the ensuing 

years until 1980 gold increased nearly 680%. 

Thirty years later, gold started another impressive rally that lifted 

the price of an ounce from USD 255 in September 1999 to USD 

1921 in September 2011, amounting to 750%. Since then, gold has 

lost 41% (compared to 50% in the 70s). In other words, giving back 

50% of the gains doesn’t necessarily mean that the gold bull is 

over. As the 1970’s show, it can be seen as a cleansing period to 

prepare the ground for another wave to the upside. 

Interestingly the 1967-1980 gold rally took place during the 1966-

1980 equity secular bear market. This time, gold started to rally 

again right at the beginning of the latest secular bear market for 

equities. If my analysis is correct and the secular bear market still 

has legs (see „2017 and Beyond) then gold will soon start to shine 

again. 

Further confirmation could come from the chart on the right that 

tracks the ratio of the Dow Jones Industrial Average to the price of 

gold. The number tells you how many ounces of gold it takes to 

buy the Dow. Previous lows have been 1.94 ounces in February 

1933 and 1.29 ounces in January 1980. In August 2011, right at the 

peak of gold,  the ratio hit 6.36, far above historic lows. 

Interestingly, the collapse of the ratio between 1966 and 1980 was 

interrupted by a strong countertrend move where the ratio retraced 

23%. Since the low in August 2011 the ratio has so far retraced 

27%. It could well be that history repeats and the ratio has to fall to 

1 or 2 before finding a bottom. That would translate into a strongly  

 

 rising gold price, and falling equities are also highly likely. 

Where do we see a potential entry level for gold? 

The 50% retracement of the 1999-2011 rally is at USD 1086, 

the 50% correction from the September 2011 high at USD 960. 

It is our expectation that the final down leg is underway. Gold 

should find a bottom between those two levels and start a 

major bull run in the coming years. 

 

Gold 1970 - 1980 

Source: www.macrotrends.net, CV Invest Partners AG 

Dow to Gold Ratio since 1915 

Source: www.macrotrends.net, CV Invest Partners AG 

2017 and Beyond   

We have mentioned above that the next trough of the 7-11 year 

Juglar business investment cycle is scheduled between 2016 and 

2020. The shorter 3-5 year Kitchin cycle is expected to bottom 

between 2015 and 2017. If the two cycles bottom simultaneously 

(an early Juglar or a late Kitchin bottom), a recession becomes 

likely (see graph on the right). 

Interestingly these two cycles coincide with the Kondratieff theory. 

The major premise oft he Russian economists (1892-1938) was 

that capitalist economies displayed long wave cycles of boom and 

bust ranging between 50 and 60 years in duration. One cycle of 60 

years consists of four 15 year (+/-) cycles, also characterized as 

spring, summer, autumn and winter. In 2000 winter began. Winter 

is deflationary and a cleansing period, allowing the economy to 

readjust from the previous excesses (Autumn 1982-2000). It is 

characterized by massive debt repudiation and bankruptcies,  

 US Industrial Output Declines in Recessions & 

Trough Years of Kitchin / Juglar / Kuznets Cycles 

Source: www.moneymovesmarkets.com 
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falling stock prices & economic depression. A key element of the 

theory is that the next cycle (spring) of growth and prosperity 

cannot begin until the excess that has been built in the previous 

cycle (1982-2000) has been removed. This is a key argument that 

winter is still ongoing since central banks are trying everything to 

avoid this cleansing period. But there has never been a winter that 

has been avoided by the issuance of more credit and debt. So we 

are approaching a time window when the winter cycle should end 

and spring begin but according to Kondratieff’s theory, this cannot 

happen without a final clean-up. 

  

Bear Markets and Decennial Cycle 

Another interesting observation that the coming rally could be the 

final one is the length of secular bull and bear markets. The 

previous two secular bull markets lasted from 1949 to 1966 and 

1982 to 2000 respectively. The previous two secular bear markets 

lasted from 1929 to 1949 and 1966 to 1982 respectively. In other 

words, 20 years bear were followed by 17 years bull, 16 years bear 

and 18 years bull. The latest secular bear market started in 2000 

and if history is a guide it could and should last until 2017/2018. 

That would mean that we would have to go through another and 

final bear market. Interestingly, historically the decennial market 

has a very bad performance in the 7th year (see chart on the right). 

Combining economic cycles with the decennial cycle and the 

average duration of bear markets, there is a high probability of 

another and hopefully final bear market post 2016. 

 

 

Secular Bull and Bear Markets 

 
Source: www.prorealtime.com 

 

Decennial Cycle 

Source: Bloomberg, CV Invest Partners AG 
 

Where we could be wrong   

Technical analysis is not an exact science and rather deals with 

probabilities. Whenever we make forecasts we have to ask 

ourselves where we could be wrong. In our preferred scenario we 

will see one more wave to the upside to complete the rally that 

started in 2009. However, it is worth bearing in mind that this is the 

3rd longest bull market in history and it could be that the top is 

already in. Looking at the monthly MACD, it has produced a 

bearish crossover in early spring while the RSI was in overbought 

territory. That was the first sell signal of this kind since early 2008. 

Also, in the May issue we warned of major divergences in market 

breadth that we saw as one reason for the anticipated correction 

in H2 2015. Unfortunately, breadth has not improved at all. The 

whole move off the late September lows has a corrective 

character. Volume is weak and the bounce is driven by only a few 

stocks. The percentage of stocks that have moved above the 

200day moving average is very low and only very few stocks are 

trading at a new 52-week high. Also the Dow theory sell signal has 

still not been negated. While the Dow Jones Industrial Average 

trades close to its all-time high, the Dow Jones Transportation 

trades far below that and the Dow Jones Utility has already 

topped in January. Due to the weak nature of the rebound, a 

retest of the autumn lows cannot be ruled out. But in order to 

keep the rally alive, these lows must hold. A move below would be 

another piece of confirmation that the market has topped and a 

new bear market has begun. 

 S&P 500 – MACD Sell Signal  

Source: www.stockcharts.com 

 

NYSE Composite – A/D Line and New Highs 

Source: www.stockcharts.com 

0 1 2 3 4 5 6 7 8 9



Market Comment 

 

CV Invest Partners AG                                                         michael.gunnarsson@cv-invest.ch Page 6 

 

 

Conclusion and Preferred Scenario 

  

Traditional valuation metrics remain at extremely elevated levels 

and imply low and disappointing future returns. If we believe the 

Shiller P/E, 3-4% p.a. over the next 10 years could well be possible 

and this makes a market decline of more than 25% within the next 

decade very likely. When looking at the average length of secular 

bear markets of 14-17 years, then one (final) bear market is still 

missing. The Kondratieff theory also suggests that the secular 

bear is not over yet. 

While we also expect to see one more sharp market decline to 

complete the current secular bear market we do not think it is 

time yet. Wave 5 of the 2009 bull market is still missing and stock 

market cycles are pointing to a relatively bullish 2016. Our target 

for the final 5th wave in the S&P 500 is at 2‘500. Both, the 

presidential and the decennial cycle are indicating bullish equities 

 

 

 until March, followed by weakness into April/May. The key 

will then be if breadth indicators manage to improve which 

would be the basis for further gains for the rest of the year. 

Any failure to do so could mean that an earlier than expected 

top is in. 

We still expect one more painful bear market to complete the 

current secular bear. Such a decline could unfold in 2017 

when, according to economic cycles, a recession becomes a 

real threat and when stock market cycles turn bearish. 

 

Capitulation in gold is underway and we expect the metal to 

reach a major buying opportunity soon, most probably 

between USD 960 and 1080. We would use that range to 

accumulate gold. 
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