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A LOOK AHEAD July 2016 

   
In April 2015 the rally from the late 2011 lows came to a halt. Since then, equities have been trading in a volatile manner with no clear 

direction. While the S&P 500 is more or less unchanged, European markets are still far below their April 2015 highs. Are we at the 

beginning of a major correction or will the bull market continue? On the following pages we will try to find answers and provide you with 

a roadmap for the second half of 2016 and beyond. 

 

Equities   

In our last publication in December 2015, one key message was 

that the pullback that started in summer 2015 was a normal 

correction within the 2009 bull market and probably not the 

beginning of a major bear market. When compared against Elliott 

Wave Theory, we labelled this as a wave 4 correction. It is worth 

remembering that major bull markets take place in five waves. 

This includes three upwaves (waves 1, 3 and 5) interrupted by two 

corrective waves (2 and 4). Wave 4s are usually only an 

interruption in a longer range uptrend. It was and still is our belief 

that another, final rally has to follow to complete the bull market 

that started in 2009 (Chart 1). Another reason why we expect one 

more rally leg beside the wave count is market breadth, which 

has improved considerably. The advance–decline line and 

upside–downside volume have both broken their trend of lower 

highs and lower lows (Chart 2). 

Where we were wrong in December was in our view that the 

correction was already complete. While we were foreseeing a 

volatile and difficult H1 2016, we expected this to be already part 

of the 5th wave rally.  

The anticipated final 5th wave rally could lift the S&P 500 up to 

2550, a Fibonacci extension and our preferred price target for this 

bull market. Cycles suggest that this final rally could last until  

 

1 - S&P 500 Elliott Wave Count 

Source: www.stockcharts.com  

 summer 2017. This is when both the presidential and the 

decennial cycle turn bearish. But what could be the trigger 

for another rally? In previous issues we have warned of an 

overvalued US market. This has not changed (see the charts 

in the appendix) and this overvaluation is one reason why we 

believe in a major top for equities in 2017. But before this 

happens, it could well be that central banks will go “all in”, 

with helicopter money and negative interest rates becoming 

a reality in the US. We fear that the central banker’s 

experiment is in its final stages and will ultimately fail.  

 

Elliott Wave and Stock Market Cycles 

There is a big debate within the community of technical 

analysts whether wave 4 was completed in February and the 

next rally has already begun or whether we are still in the 

middle of the wave 4 correction. In an attempt to find an 

answer, it is worth checking stock market cycles. For years 

we have been monitoring stock market cycles such as the 

presidential cycle closely. Remember that the presidential 

cycle pattern shows similarities in the stock market’s 

behaviour between US presidential terms.  

 

 

2 - Market Breadth NYSE Composite 

 
Source: www.stockcharts.com  
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So far this year, both cycles have been pretty accurate. They 

“predicted” a weak start with a low in February followed by a rally 

into April and another pullback into June. An analysis for the 

second half of the year is difficult, especially as the two cycles 

diverge (see Chart 3 below).  

 

3 - Presidential Cycle 2016 

 
Source: Bloomberg, CV Invest Partners AG 

 

According to the regular presidential cycle, the low in June will be 

a major low (post-Brexit?) and the rest of the year will be bullish 

(wave 5). The presidential cycle of second term presidents, on the 

other hand, is completely different. It remains bearish into late Q4 

(US elections?). Rembember, this cycle has been very accurate in 

recent years. Also the more commonly known seasonal cycle 

(“sell in May and go away”) is bearish into late Q3. Finally, 

according to the Dow Theory, the long-term trend is still 

considered bearish (non-confirmation between Dow Jones 

Industrial and Dow Jones Transport). 

We therefore remain underweight equities in anticipation of lower 

equities into late Q3/early Q4. But we have to ask ourselves at 

what point we would have make a U-turn. 

As the move off the February lows is in a situation that could be 

labelled as the first wave of the final 5th wave rally, we are closely 

watching the S&P 500 all-time high at 2134. If the market 

manages to move above on a weekly basis, with a simultaneous 

break of the RSI (Relative Strength Index) above 60, we would 

have a strong signal that wave 5 is underway. But our call is more  

 

5 – US vs. Europe 

 
Source: www.stockcharts.com  

bearish. After a bounce following the Brexit sell-off, we expect 

the S&P 500 to revisit 1928–1965 (61.8% and 50% 

retracement of the February–June rally) in the coming weeks. 

These supports are crucial. Why? After a new uptrend has 

started, a correction often retraces up to 61.8% of the 

previous gains before another powerful rally starts. In our 

case it means the following: if the S&P 500 does not fall 

below 1928, it would support the thesis that the February low 

was THE low of wave 4 and that we are in the middle of the 

final 5th wave rally that could lift the S&P 500 up to 2550 

(Chart 4). 

 

4 – S&P 500 Daily / Still 4 or already 5? 

 
Source: www.stockcharts.com  

 

A clear break below 1928 would push the timeline of a major 

low forward. The lows from October 15 and 

January/February 16 at 1810/1820 would probably be tested 

once more. 

Weakness in the US would probably translate into further 

weakness in Europe. In that case, the STOXX 600 could also 

revisit the lows from October 14 and February 16 at 302. 

Since the beginning of the correction in May 2015, US stocks 

have outperformed European and emerging market stocks 

by a wide margin. As the trend of relative outperformance of 

US stocks versus Europe is very strong, we don’t currently 

see a trigger for why this should change anytime soon. But it 

is worth to closely follow the US dollar and commodities. A 

major turn could bring back emerging market stocks back 

into focus. 

 

6 – US vs. Emerging Markets 

 
Source: www.stockcharts.com  
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US Dollar 

Since March 2015, when it reached 100.70, the US dollar has been 

in consolidation mode. While many have already called this a 

major top, we believe one leg to the upside is still missing. 

Interestingly, cycle study suggests that there is a seven-year cycle 

(7.2 years on average) in the dollar. Counting from the low in 

March 2008, the rally has now lasted for more than 8 years, and it 

is somewhat understandable that the bearish camp is growing. 

But cycle analysis is not an exact science. It could well be that the 

bull market is being extended in time, such as the most recent 

one, which lasted 8 years and 10 months (from September 1992 

until July 2001 – see table). The main reason why we believe in 

another multi-month dollar rally is, as in the S&P 500, the wave 

count. We interpret the current consolidation as wave 4, where 

the fifth and final wave 5 is still missing. 

In early 2015 the Dollar index also broke the 1985 downtrend. 

During the current consolidation, it specifically backtested this 

long-term downtrend. We would like to see a break of the shorter 

2016 downtrend at 96 and then a move above 101 to get 

confirmation that wave 5 is underway. This final rally could last 

into late 2016/early 2017 and reach 112/113, a fibonacci extension 

before a multi-year bear in the dollar will start. 

 

Since early 2015, the euro as a key component of the Dollar Index 

(57%) has been trading in a wide trading range between 1.06 and 

1.15. The latter is a key resistance. Should EURUSD manage to 

break above 1.15 (and the RSI move above 60) on a weekly basis 

and, simultaneously, the dollar index fall below 91.90, it would call 

the notion of the bullish dollar into question. Nonetheless, this is 

not our favoured scenario. 

 

 

Commodities 

 7 - US Dollar Index Monthly 

Source: www.stockcharts.com 

8 - Major Dollar Trends 

1971 – October 1978 7yrs 5mos 

October 1978 – February 1985 6yrs 4mos 

February 1985 – September 1992 7yrs 7mos 

September 1992 – July 2001 8yrs 10mos 

July 2001 – March 2008 6yrs 8mos 

March 2008 – ? ? 

Source: CV Invest Partners AG 

 

9 - EURUSD Monthly 

Source: www.prorealtime.com 

 

Last December we said that commodities look very oversold and 

that a multi-month rally would be likely. At the same time, we were 

saying that we did not expect this to be the beginning of a new 

super-cycle. 

It was not until early February that the CRB index started a sizeable 

rally of more than 25%. Was this just a normal bear-market rally or 

the beginning of something bigger? We believe that the early 2016 

low was a major low and that prices will move higher over the 

coming months. Before that happens, however, commodities are 

vulnerable for a correction. The CRB index is heading into strong 

resistance at around 202 and oil, a major component of the CRB 

index, has gained more than 90% since the February low. It has 

found strong resistance at around USD 50, the high from last 

October. We would not be surprised to see a pullback towards 

USD 35–38, the 61.8% and 50% retracement respectively. Our 

anticipated breakout in the US dollar could be the trigger for a 

correction in commodities. However, we should be aware that a 

rising dollar does not necessarily translate into falling commodities. 

In the final stages of a dollar rally, in particular, they often rise 

together. 

 

 

10 - Commodities and US dollar 

 
Source: www.stockcharts.com 

 

11 – WTI Crude Oil Monthly 

 
Source: www.stockcharts.com 
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The main reason why we are bullish commodities comes from a 

very reliable long-term indicator, the 12-month moving average 

crossover. As of the end of June, it has generated a new buy 

signal. Such signals are rare, but as you can see on the chart on 

the right, they have mostly given excellent buy and sell signals. We 

recommend that investors buy into the next correction in 

commodities and/or wait for a confirmation of the KST indicator.   

 

In early 2012, the trend of relative outperformance of commodities 

versus the S&P 500 was broken. Since then, equities have 

performed far better than commodities. This trend is still valid, but it 

might be worth watching that chart in the coming months, as a 

break in the falling trendline could signal the end of the 

outperformance of stocks. It is interesting to note that during 

secular bull markets in equities, commodities generally 

underperform, while during secular bear markets, commodities 

outperform (chart 13). As regular readers know, we always said 

that a major top in equities is likely in 2017, making the chart below 

even more important. A relative breakout of commodities could 

turn out to be an early warning signal of a major top in equities 

which we expect to happen in mid 2017. 

 

12 - CRB Monthly with 12m EMA 

 
Source: www.stockcharts.com 

 

13 - CRB Index vs. S&P 500 

 
Source: www.stockcharts.com  

 

Gold   

Back in December we were saying that gold should find a bottom 

between USD 960 and 1086 to start a major bull market in the 

coming years. On December 17th, the price of an ounce of gold hit 

USD 1048, and since then the metal has gained more than 18%. 

We expect to see gold prices continue to be much higher in the 

coming years and believe that the rally off the December lows was 

just the first rally wave of a new bull market. Another reason why 

December might have been a major low for gold is the existence 

of an 8-year cycle. Major lows were seen in March 1985, January 

1993, February 2001 and October 2008 (Chart 14). 

 

Remember, back in December we compared the situation in gold 

to the 1970s, when gold increased 5-fold between 1967 and 1974, 

before collapsing by 50% over the next year and a half. Then, when 

the bullish camp was nearly empty, gold rallied almost 700% up 

until 1980 (Chart 15). Today, after a major bull run between 1999 

and 2011, gold also retraced 50% of the previous rally and, like in 

1974, media and analysts were extremely bearish in December of 

last year.  

 

In early February 2016 gold managed to break a bearish trend 

channel to the upside. At the same time, the weekly RSI cleared the 

60 threshold – yet another indication that gold has moved into a 

bull market. Finally, gold has crossed the 20month moving average 

to the upside (Chart 16). During the 2001–2011 rally, this moving 

average acted as a very strong support and then turned into 

resistance during the 2013–2015 bear market. We therefore rate the 

recent crossover as a very bullish sign and a key level during 

corrections (currently at USD 1190). 

 14 - Gold 8yr Cycle 

Source: www.stockcharts.com  

 

15 - Gold 1970–1980 

 
Source: www.macrotrends.net, CV Invest Partners AG 
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The rally off the December lows was almost vertical, which is not 

sustainable. Following the Brexit vote, gold hit a new intraday high 

at 1358 that was not confirmed by higher momentum, which we 

view as an early warning signal. We would welcome a correction 

towards USD 1240 (38% retracement) and USD 1210, the 50% 

retracement and the lows from March and May 2016. During a 

correction, gold should not fall below USD 1190, the important 20-

month moving average. Any weakness should be bought, as we 

expect gold to move much higher, with USD 1600 as the first target 

on the upside. 

As a consequence, we are also keen on goldminers. After the 

massive rally of the past few months, a consolidation/correction 

should be expected. The trade has become crowded. As in the 

case of gold, we expect the rally off the December lows only to be 

the first wave of a much bigger move. Remember, the Gold & Silver 

index (XAU) lost more than 80% between 2011 and 2015. In 

December of last year, it reached levels last seen in 2000! In our 

view, miners have done their homework in the last few years. They 

have successfully started to tackle their ever-rising operating costs 

by selling non-core and low-profit assets. This in turn has helped 

them to reduce debt and raise profit margins. At the end of the day, 

all this makes the companies financially stronger. The debt 

restructuring continues and should help the companies to further 

reduce their All-In Sustaining Costs (AISC). In our view, it is not only 

the technicals that look promising but also the fundamental story 

that is supportive. 

16 - Gold Monthly with 20m MA 

Source: www.stockcharts.com  

 

17 - Gold & Silver Index Monthly (XAU) 

Source: www.stockcharts.com 

Conclusion and Preferred Scenario   

It is a high conviction call to expect one more rally leg before the 

2009 bull market comes to an end. Although the current bull is 

already proving to be one of the longest in history and market 

valuations are very rich, it could extend into 2017 and lift the S&P 

up to 2550. We believe that the fifth and final wave is still missing 

and that the correction that we have been going through since 

spring 2015 is corrective wave 4. That raises the question of when 

that final wave to the upside will start, or if it has already started 

back in February. This is precisely the big debate that is being 

held within the camp of market technicians. In order to confirm 

that wave 4 has been completed in February, the S&P 500 should 

not fall below 1928 during the correction that we expect to take 

place in the coming weeks. A break below 1928 would be a 

strong indication that wave 4 is still underway and that the 

correction that started in spring 2015 still has legs. In that case, a 

test of the October 2015 and February 2016 lows at 1810/1820 is 

likely. It is worth bearing in mind that wave 4 corrections can be 

lengthy and frustrating, with strong price swings within their 

formation. This is exactly what we have been seeing since the 

start of the correction in spring 2015. Cycle analysis also suggests 

that equities will remain under pressure until late Q3/early Q4. 

In short, we remain bearish in expectations of more weakness in 

the coming months. At the same time, we do not expect this bull 

market to be over. Wave 5 is still missing and should lift the 

market to new highs. Since it is possible that wave 4 has ended 

and the market is already trading in wave 5, we are closely  

 watching the all-time highs. A move above with supporting 

breadth and momentum would make us change our bearish 

stance. 

 

While we believe that the worst is over for commodities, they 

are overbought and are expected to retrace parts of their 

advance in the coming weeks. The trigger could come from 

a higher US dollar, which we expect to break out and move 

into a major top in late 2016/early 2017. But as we have a 

fresh long-term buy signal in commodities we would use 

weakness to buy commodities and commodity-related 

stocks. In the past and especially in the late stages of a dollar 

rally, commodities and the US dollar often rally together.  

 

Our focus in the coming months and beyond is on gold. We 

have several indications that the low last December was a 

major low and that the advance off these lows was only the 

first part of a much bigger move, with the first target around 

USD 1600. Short-term gold is overbought and vulnerable for 

a correction. We would add gold between USD 1240 and 

1210. The same applies to goldminers that have rallied 

strongly since beginning of this year. Is is our view that this 

move was the first wave of a multi-year advance and would 

aggressively add goldminers during the next correction of 

gold. 
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Appendix   

Regular readers of our publication know that traditional valuation 

measures are at very elevated levels and, as we believe, will 

sooner or later cause the market to correct significantly. Despite 

that, we believe that one more rally leg is missing. We keep on 

watching charts closely, especially the S&P 500 with the Coppock 

indicator. Below you will find updated valuation graphs that were 

published and discussed in recent issues. 

 

 
 

Shiller PE with Annualized 10-Year Real Returns 

 
Source: blog.alphaarchitect.com 

 

 Shiller PE (1800–current) 

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

 

 

Buffett Indicator (Market Cap to GDP) 

 
Source: www.advisorperspectives.com 

 

Tobin’s Q Ratio 

 
Source: FRED Federal Reserve Economic Data 
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