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Announcements
Join Steven Hochberg at the Orlando MoneyShow, 

February 7-10. Steve will offer insights into the 

impending moves in all major U.S. markets. Learn more 

and register now, free:

www.elliottwave.com/wave/MoneyShowOrlando.

For serious traders desiring the lifestyle: This is the story of 

one man who traded for a living by patiently and 

consistently taking home his “piece of the market pie” 

almost every day for 48 years. Learn how he did it:

www.elliottwave.com/wave/DickDiamond.

WORLD STOCK MARKETS
U.S. Markets - 
Bottom Line
The Dow Jones Industrial Average and the S&P 500 

completed the first Intermediate-degree decline of the bear 

market when they reached interim lows on October 29. 

Each index made a countertrend rally high on November 7-

8 and the next wave down in the bear has been progressing 

since then.

Asian-Pacific Markets
- Bottom Line
Most Asian-Pacific stock markets registered significant 

bottoms in October 2018.

Global Stock Index
The larger rally from March 2009-January 2018 in the 

Global Stock Index counts well as a completed five-wave 

structure, and the decline from the January 2018 top could 

well be the early stages of a bear market. If the GSI breaks 

its October low at 361.45, evidence for this assessment 

would increase, the alternate count below would lose 

traction and thus clear the way for an accelerating decline 

in a third-of-a-third wave. Short term, there could be some 

additional corrective recovery. If the larger trend is down, 

the GSI should have a hard time moving above the 390 

area. Both legs up from late-October low are equal at 

390.08. Just above that is the .618 retracement of the drop 

from the September peak at 390.29.

European Markets -
Bottom Line
Europe’s major stock indexes continue to trace out the 

initial subdivisions of a major bear market. Last month, the 

DAX penetrated a trendline that has supported prices since 

the March 2009 low, another development that adds weight 

to our bearish conviction. Risk assets across several key 

market sectors have also sold off, signifying a mounting risk 

aversion among investors that should keep the pressure on 

stocks.

Bulls can counter that both legs down from the January top 

were approximately equal and that the decline stopped in 

the area of two fourth waves, common for fourth-wave 

corrections. A rally above 390.29 would make it 

increasingly likely that the October low was the bottom of a 

wave 4 decline, portending an eventual move to new highs 

above 425.67.

For now, we're giving the bears the benefit of the doubt and 

looking for a corrective rally to peak below 391.
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U.S. Stock Markets
On January 4, 2018, The Global Market Perspective 

started the new year with the following bottom-line 

assessment:

The stock market remains in the very late stages 

of a Grand Supercycle bull market [from the late 

1700s to today]. The fifth and final waves of the 

advance are tracing out. After two decades of 

Mania era asset bubbles and sentiment 

extremes, what now seems normal to many 

investors is actually highly abnormal. A long 

term bear market will reverse this orientation.

same-market theory of synchronized trends in financial 

markets…to re-emerge as financial assets of every stripe, 

including government bond prices, fall in line with a decline 

in stocks.” This burgeoning trend is consistent with GMP’s 

forecast of a return of deflation, which will extend the 

setback to consumer and wholesale prices in the economy 

at large.

Throughout 2018, readers of GMP and The Elliott Wave 

Theorist got an in-depth, peak-to-peak view of a trend 

change that appears to be every bit the Grand Supercycle 

affair that GMP advertised in January. The buy-and-hold 

camp’s response to the initial waves of decline is also 

perfect. “Corrections are nothing to fear,” says a popular 

investment website. They are “common,” “short-lived,” and 

“emotion-driven. Investors who buy high-quality stocks 

and hang onto them have a very high probability of 

success.” This entrenched conviction confirms what the 

wave count in all major global stock indexes is now telling 

us: a bear market has begun that will reshape the financial 

and social order. A clue to its strength is contained in this 

Bloomberg headline from October 25: “There’s Nowhere to 

Hide.” Subscribers may remember a similar observation 

from the July 2008 issue of EWT, which stated, “Now 

there’s no place to hide.” That forecast was issued as crude 

oil completed a long bull market, topping at $147.27 on 

July 11, 2008, and then joining a long list of financial assets 

that crashed more or less in unison for the remainder of 

the year. Markets appear at a similar juncture now. 

According to The Wall Street Journal, “Stocks, bonds and 

commodities from copper to crude oil to burlap are staging 

a rare simultaneous retreat, putting global markets on 

track for one of their worst years on record. Data show 

global stocks and bonds could both finish the year in the 

red for the first time in at least a quarter-century.” As of 

mid-November, this chart shows that an incredible 90% of 

70 asset classes tracked by Deutsche Bank were down for 

the year, the most in their data set going all the way back to 

1901. In May, GMP called for a return of EWI’s “all-the-

Another set of headlines reveals an additional attribute of

the new bear market—the speed with which it can handcuff

unsuspecting investors. On November 15, for instance,

Bloomberg reported that the British pound was

“Untradeable as Volatility Spikes.” Other reports said

markets were “Strewn with Tape Bombs” and littered with

“Multiple Stock Blow-Ups.” In a scale model of

catastrophes to come, a natural gas fund geared to high-

net-worth individuals went “Dark” after being hit by a

“Catastrophic Loss.” The fund’s proprietor claimed that

certain moves in natural gas prices were “beyond anything

I have seen in my career. It overran our risk control

systems and left us at the mercy of the market. In short, it

was a rogue wave, and it overwhelmed us.” As the bear

market intensifies, “rogue waves” will become common.

It’s exactly what GMP was referring to in August, when we

called for a light-switch transition from low volatility to a

“shocking bout of illiquidity.” As we also noted, the biggest

catastrophes will tend to be associated with the use of

leverage, which never fails to become overemployed at the

most libidinous financial moments. Apparently, the now-

defunct natural gas fund was so levered that a 33% move in

nat gas prices in either direction would “blow it up,” and it

did. Here’s another article that demonstrates just how

stunningly accepting of financial risk investors had become

as the bull market traced out its final waves and how they

have fared in the short time since:
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Missed coupon payments? Haircuts? The bear market is

less than two months old. How can a “conservative”

instrument that was supposed to “make the downside a lot

less painful,” be missing coupon payments? The answer is

in the flight to risk that GMP described over the course of

the last eleven months. A Bloomberg story reveals that

issuance of structured notes linked to one or more FANG

stocks, the widely quoted acronym for technology darlings

—Facebook, Apple, Amazon, Netflix and Google—increased

from virtually nothing in 2016 to well over $2 billion in

2018. “Buyers of all these notes sacrifice liquidity

compared with the underlying stocks,” says the article.

“The missed payments highlight how the tech blow-out is

reverberating beyond the equity market, with a rising

count of potential victims.” The count will only escalate as

the pockets of illiquidity grow larger.

The Story of the Year

The focus on technology correlates well with another

forecast from the August GMP: “Many skyrockets become

air pockets when there is a big change afoot in the broader

market.” As shown on this chart of various indexes

associated with technology shares, an index comprised of

the FANG stocks stealthily abandoned the bull market back

on June 21. In July, GMP observed that the FANG shares

had suddenly surrendered technology’s fast track to IPOs

with obscure names and concluded that the bull market’s

days were numbered. Here is what we said:

Obviously, the melt-up psychology lives. But at 

this point, even the

“titans of technology” cannot keep up with it. 

That’s what happened as the NASDAQ’s mania 

finally ended in 2000. When “even bull market

champions like Microsoft, AOL and 

Qualcomm deserted the cause,” the March 

2000 GMP called it an

“ominous sign.” GMP concluded that 

investors were so bullish “they will defy their 

social nature to back a leaderless army.” Once 

again, the zombie bulls are on the march, and 

it can only mean one thing.

The bottom three graphs on the chart show how various

iterations of the technology sector gradually fell in line with

the NYSE FANG+ Index. On September 20, the Short Term

Update stated, “As we’ve noted in recent issues, the

NASDAQ 100 led on the way up, and our expectation is

that it will continue to [lead on the way down] once the

overall market completes its rollover.” On October 1, EWT

noted that “the new high in the NASDAQ 100 today was

narrow and propelled by people craving to own a handful

of the most overpriced tech stocks,” and stated that it was

the end of technology’s final fifth wave. October 1 remains

top tick for the NASDAQ 100 index. By November 20, the

index was down over 16% in what should be just the first

waves of a far more extensive bear market.
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Despite the bear market’s relentless move into every inch

of the technology sector, many investors never wavered in

their anticipation of future price gains. Here’s a headline

that shows how some investors fully embraced falling share

prices:

With respect to the boom in the demand for IPOs discussed

in July, it turns out the market had already peaked. The

Renaissance IPO Index has declined 23% so far from a top

on June 18 to November 20. Still, forecasts for the IPO

industry remain as bright as ever. On November 16,

Bloomberg reported that “2019 Could be the Year of Big

Tech IPOs.” According to a separate Bloomberg story, 2019

could be the “biggest year for IPOs on record as a new herd

of unicorns,” including Uber, Airbnb and SpaceX, “are

prancing toward Wall Street. US IPOs will reach $80

billion in 2019, double the average during the past 30

years.” The technology boom is over, but it will take longer

for expectations to catch up to the unfolding bust.

The industry’s fundamental shortcomings, on the other

hand, are closing in fast. On November 20, Bloomberg

reported that “growth at the biggest tech companies is

slowing. Amazon’s online retail business has slowed for

four consecutive quarters. Facebook’s main social network

has slowed considerably. Americans’ use of the internet

and social media stopped growing two years ago.” In a

November report, Pivotal Research Group finds that

Facebook and Google ad businesses are “approaching a

saturation point.”

Even more ominously, social media’s transition from the

bull market, where it was viewed as an “instrument of

inclusion, transparency and sharing,” has crossed to the

bear market, where it’s now viewed as “avenues of

exclusion, obfuscation and assault,” just as GMP

anticipated in our April and August issues. Recent antitrust

activity is a case in point. A policy director for the Open

Markets Institute says a new era of aggressive antitrust

action against “Big Tech” is “just beginning.” An opening

salvo landed on Monday, when Reuters reported that the

U.S. Supreme Court is leaning toward allowing an antitrust

suit against Apple. Here’s just a small sample of

technology’s emerging issues; the headlines have all

appeared since November 1:

The last headline is one of several stories covering an

outbreak of “internal dissension,” which is suddenly

welling up inside the top technology firms. According to a

Facebook survey of 29,000 employees, just over 50% say

they are “optimistic about Facebook’s future.” The figure is

down from more than 80% in October 2017. “The

darkening mood within the social media giant is notable

because [Facebook’s] workforce has been resilient through

other difficult patches in the past.” Not anymore. In this

bear market, even employees who have been showered

with some of the fastest-rising stock options on the planet,

will bite the hand that feeds them.

Elliott Wave Analysis

This graph shows the wave structure in the S&P 500 and

the Dow Jones Industrial Average from the September 21

and October 3 highs, respectively. Intermediate wave (1) of

the bear market finished at the lows on October 29 in both

indexes. In the S&P, wave (2) retraced a Fibonacci 63% of

wave (1), ending at 2815.15 on November 7, once prices

met the previous wave 4 of (1) high. In the Dow, wave (2)

retraced 76% of wave (1), carrying to 26,277.80 on

November 8. These sets of waves are the initial

Intermediate-degree waves of the bear market. There are

several ways to interpret the short-term pattern from early

November, but the top ones lead to the same conclusion:

the bear market is in its infancy. The strongest negative a/d

ratio since the peak occurred on October 10, which is wave

3 of (1), when there were 7.8 stocks that closed lower for

every one that closed higher on the NYSE. Wave 3 of (3)
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down should be attended by far stronger negative a/ds as

well as elevated down volume relative to up volume. A

conjoined close below the October 29 lows at 24,122.20 in

the Dow and 2603.54 in the S&P will confirm that the next

wave down in Intermediate wave (3) is underway. The

Short Term Update will discuss our up-to-the-minute

analysis of hourly moves.

Investor Psychology

One of the best investments, in our opinion, is also the

safest: cash. Cash and cash equivalents should remain

attractive for the entire bear market. 

—GMP, Aug. 2018

 Bloomberg ranks U.S. Treasury bills, i.e., cash, as “the 

undisputed winners of 2018.” “Cash Is King,” says another 

investment website. “In 2018, all major stock indexes in the 

U.S. have underperformed cash as an investment.” Despite 

the outperformance, Rydex money market assets as a 

percentage of bullish equity assets remained below 0.2% for 

more than 18 months, a historically unprecedented run. As 

shown on the chart, in the past it has taken a strong bear 

market to get aggressive Rydex mutual fund investors to 

commit more than 1% of their Rydex holdings to money 

market funds. The unfolding bear market should produce a 

record high percentage over a long period of time.

It will take time for the robust optimism that generated 

October’s record low cash reading, and many other record 

bullish extremes over the last 14 months, to be replaced by 

an opposite extreme. The financial media continues to 

feature bold predictions of Dow 500,000 in 50 years and 

tallies of “record high” numbers of “401(k) millionaires.” 

The August-November decline chastened some optimistic

This chart showing the percentage of Rydex assets held in 

money market funds relative to bullish equity funds 

captures the historic contrariness of our August 

assessment. On September 5, the percentage fell to 0.11%

and stayed there for four trading days. This matches the 

reading that attended the January 2018 all-time high in the 

NYSE Composite index. The only other comparable reading 

was also 0.11%, on July 14, 2000, after which a bear market 

cut the value of the S&P 500 index in half by late 2002. The 

fact that the return on cash is already a top performer 

confirms the considerable strength of the emerging bear 

market. When adjusted for volatility, 

traders, but the main body of investors is unshaken. A 

November 14, USA Today article captures the general tone: 

“Keep Emotions in Check.” A common suggestion is to 

curtail the practice of watching stock prices. “Checking 

portfolios too frequently tends to make new investors sell 

stocks for the wrong reasons.” Ignore the “Gloom,” said 

another USA Today headline on Monday: “A negative 

October is all the more reason to get going with 

positiveness. Don’t let fear sidetrack you. Own stocks and 

hang on.” Here’s another from The New York Times on the 

same day: “It’s Not Time to Panic About Falling Stocks.” 

We know one thing for certain: When that time comes, no 

one is going to read about it beforehand in the newspaper
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Bitcoin: Unadulterated Bullishness

In January, GMP alerted readers to the end of bitcoin’s 

manic surge. In a Special Section that month, we forecasted 

that a break of the “upward curve that has supported 

[bitcoin’s] exponential rise appears to lie directly ahead.” 

In February, GMP showed a “clean break of the curve,” and 

concluded, “with this boundary crossed, we consider the 

bitcoin bull market to be irretrievable.” The updated chart 

shows that prices broke below another key trendline that 

had acted as a shelf of support for a full year. The 

floodgates have burst, and bitcoin remains in a bear market 

that should retrace the entirety of its prior mania.

One of the amazing things about bitcoin’s collapse is that is 

has so far completely failed to dampen the enthusiasm of 

the bitcoin faithful. Their ongoing conviction is well 

documented by all the bullish forecasts that continue to 

project prices into the stratosphere. The popular 

dissemination of extremely optimistic price forecasts can be 

a useful indicator at the end of a bubble in stock prices. It 

came in handy in August 1999, when GMP labeled a trio of 

books projecting Dow 36,000, 40,000 and 100,000 as “an 

odd combination of dangerous and laughable.” That was 

four months prior to the Dow’s January 2000 peak. Some 

readers may recall the forecast that helped tip us off to 

bitcoin’s December peak. In a classic shoe-shine tip 

moment, a Cincinnati bar patron assured his audience, “It’s 

supposed to go to $1 million.” That was on December 17, 

the exact day of bitcoin’s all-time high. The chart shows the 

 timing of that pronouncement in addition to some of the 

projections from bitcoin bulls over the course of the retreat. 

The continuation of these bold forecasts confirms that 

bitcoin’s decline still has a long way to go.

One of the most important aspects of our bitcoin forecast is 

its parallel relationship to the stock market, which GMP 

also highlighted in January:

Few observers draw any connection between the 

overall market and the speculative tumult in the 

cryptocurrency world. But we continue to believe 

that the bitcoin bubble is extremely relevant to the 

long term trend in the overall stock market.

As EWT said in February, bitcoin is “the speculative core of

the rally.” It was at the start of the Mania Era in 1996 that

EWT first exposed the link between the stock market and

the bubbles that have been puffing up, on and off again, for

more than 20 years. EWT’s “Bulls, Bears and Manias”

report explained that the public was primed to “acquire an

understanding that ‘the long term trend is always up’ and

to act as if every degree of trend is always up. The time is

right for this mindset when the market enters a fifth-wave

advance of Supercycle degree or larger.” Now that the

Supercycle advance is complete, it is perfectly appropriate

that the “always up” understanding of markets continues to

percolate. We are still waiting to hear it said elsewhere that

bitcoin’s shrinking value is in any way relevant to the stock 

market. But for us, the tale of cryptos is the tale of the tape. 

The “b-idiots” continue to insist, as vehemently as ever in 

fact, that bitcoin is the future (“The Trade of the Decade: 

Bitcoin,” Forbes, November 28). They may be right about 

the technology involved, but the future will bear no 

resemblance to their perma-bullish expectations for 

bitcoin’s price.
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European Stock Markets
The stock market’s current peaking process is a 

dramatically protracted version of the 2007-2009 financial 

crisis that torpedoed risk assets all across the Continent. 

The arrows on this chart (basis Britain’s FTSE 100 index) 

depict the procession of stock market peaks that spread 

across Europe in the second half of 2007 after the French 

CAC 40 and the Italian MIB indexes peaked together in 

May 2007.

Switzerland’s SMI topped a month later, in June 2007, as

did one of the broadest measures of stock market

performance, the Euro Stoxx 50 index. By July 2007, the

vast majority of European stock markets, including

Germany’s benchmark DAX index and Britain’s FTSE 100,

had reversed from their all-time highs and were careening

toward the biggest stock-market rout since the Great

Depression.

Today’s reversal, though similar, is taking a far longer time 

to play out, and it includes some interesting nuances of its 

own. The arrows on the right side of the chart show how 

the current peaking process began in April 2015 with 

Europe’s broadest measure of equity performance, the 

Euro Stoxx 600 index, alongside its smaller cousin, the 

Euro Stoxx 50 index. As these indexes flagged, numerous 

others in the UK and Europe pushed to moderate new 

highs — a classic bearish non-confirmation that usually 

broadcasts major stock-market tops. The FTSE Small-Cap 

index, for example, peaked in January 2018, as did the 

DAX and the Swiss Market Index. Meanwhile, the FTSE 

100 and the CAC 40 held up until May 2018, fully three 

years after the original peaks of the Euro Stoxx indexes. 

Investors again ignored all of these warning signs. Notice, 

for example, that the FTSE 250 index, which consists of 

higher-beta, domestically focused companies, waited until 

June 2018 to peak, while one of Britain’s most speculative 

indexes, the FTSE AIM 100, held up until September 2018. 

Investors’ desire to speculate has waxed as the market’s 

overall performance has waned, which epitomizes the 

psychology that generates large-degree bear markets.

As we discussed in the November 2018 issue, the 

prolonged nature of major stock-market tops makes them 

difficult to identify in real time. However, the longer a 

stock market peak draws itself out, the harder stocks tend 

to decline thereafter. In 2007, it took about six months for 

the process to complete, and by the latter half of 2008, 

every risk asset in the UK and Europe was getting 

clobbered by a financial crisis that had seemingly come out 

of nowhere. In contrast, today’s market has taken three 

years to turn this all-important corner, and the coming 

waves of selling should eventually surpass anything 

witnessed in 2008.

Predictably, the vast majority of investors missed the 

market’s reversal and stayed fully invested while shares hit 

the wall. Spain’s IBEX index, for example, held up until 

November 2007, as did Greece’s ASE Composite. Neither 

index has recovered from the selling that took place a 

decade ago: The IBEX now sits about 50% below its all-

time high while the ASE lost a jaw-dropping 88% over the 

past decade.
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Batten Down the Hatches

One unique aspect of the 2008 financial tempest was that

it blew right through the financial shelters that had

previously protected investors. During the height of the

crisis on September 16, 2008, for example, the oldest

money fund in the United States famously “broke the

buck.” Indeed, the $62 billion Reserve Primary Fund

dropped below its one dollar net asset value and quickly

generated $60 billion in redemption requests. In other

words, terrified investors dumped assets across the stock,

bond, currency, and credit markets, which submerged even

seemingly safe assets and forced governments to establish

temporary guarantee programs.

Today, the downside realignment of risk assets has also

reappeared. This chart, for example, illustrates four key

assets within the equity, credit, currency and real estate

markets that are now falling in unison. As the Euro Stoxx

50 index (top graph) reversed from its October 2017

countertrend high, investors also began to question riskier

sovereign debt. Last month, the Italian-German 10-year

spread (second graph) widened to a five-year high of 326

basis points. The same trend is evident across all of

southern Europe’s sovereign debt markets. Spreads

between low- and high-grade corporate debt have also

widened, as we discuss in this month’s Credit Market

section.

The third graph illustrates how investors’ risk-off mindset

established a potential top in the euro. The Euro Currency

Index, which constitutes an arithmetic ratio among the

euro, the Swiss franc, the British pound, the U.S. dollar,

and the Japanese yen, peaked in February 2018 and fell

10% over the course of the year. As we have discussed

previously, times of crisis tend to push defensive investors

out of euros and into the refuge of U.S. dollars and Swiss

francs, an observation that reached an epic crescendo on

January 15, 2015, when terrified euro holders bought

francs en masse and forced the seemingly all-powerful

Swiss National Bank to abandon its euro cap. A month

before, the December 2014 EFF discussed the close

relationship between equities and currencies, arguing that

the “precarious position of stocks calls for the euro crisis to

worsen.”

Right now, EWI currency expert Jim Martens labels the

early 2018 euro-dollar highs (not shown) as Primary wave

B  of and anA-B-C pattern since February 2015,

meaning that the euro should now fall to new bear-market

lows below 1.03409. This view aligns with our own, which

calls for investors to take increasingly defensive currency

positions in the context of a large-degree trend toward

negative social mood.

Lastly, the bottom graph on the chart illustrates a slow

deterioration in one of the old bull-market’s strongest

sectors: UK real estate. For the first time since 2011, the

year-over-year change in asking prices across Britain

dropped below zero. In fact, it’s only the second time since

the 2008 financial crisis that asking prices have declined

on a year-over-year basis. While the 2011 dip in asking

prices (not shown) spanned just a few months, the current

turndown should become far more pervasive. For one

thing, the stockpile of unsold homes in London spiked to

an all-time high of 2,374 in September, representing a near
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50% increase over 2017’s unsold supply. Second, the price

of London real estate compared to the salary of the average

Brit also stands at an all-time high. “It now takes the

average Londoner 14.5 times their annual salary to

purchase a home, the highest multiple ever,” says

Bloomberg. Third, the already lofty ambitions of UK real

estate developers only continue to rise as they propose

building more skyscrapers in the face of the real estate

market’s mounting weakness. This behavior, too,

frequently signals impending reversals. J. Safra Group, the

owner of London’s Gherkin skyscraper, “just submitted

plans to build a 305-meter tower in the shape of a tulip to

be used as a public cultural and tourist attraction,” reports

Bloomberg. (11/12/18) As EWI’s Global Market

Perspective editor Murray Gunn notes, the tower will be

the tallest in the historic City of London and just two

meters shorter than the Shard skyscraper, which opened in

2013.

To understand the importance of proposed skyscrapers as

a long-term sell signal, we take you back to a passage from

the June 2012 European Financial Forecast which

described the relationship between social mood and

grandiose plans for the London skyline:

[D]evelopers unveiled Europe’s tallest Ferris 

wheel, the world-renowned London Eye, in 

December 1999, the exact month of the FTSE 

100’s all-time high. British shares lost 53% over 

the following three years, but then the FTSE’s 

countertrend rally from 2003 to 2007 pushed 

numerous UK skylines to new heights. During 

this time, London developers managed to design, 

permit and initiate construction on all four of the 

city’s highest profile skyscrapers that are 

currently under construction: the Pinnacle, the 

Cheesegrater, the Shard and the tower at 100 

Bishopsgate. All four have also endured an 

agonizing succession of starts and stops.

— GMP, June 2012

 got chopped down to 278 meters. Construction continues, 

and the building will probably see completion, but the 

Tulip almost certainly will not be so lucky. Because the 

construction industry tends to conceptualize, design and 

break ground on pioneering projects late in a social mood 

uptrend (like now), our view is that the Tulip will never see 

its proposed 305-meter height, and it will probably fail to 

get off the ground at all.

Elliott Wave Analysis

The FTSE 100’s near-term wave structure can be labeled 

several ways, and all of them carry essentially the same 

message: The bear market is not over by a long shot. To 

review the preferred wave count depicted on this daily 

chart, the British index peaked at an all-time high of 7903 

on May 22, 2018, after tracing out five waves up since 

March 2018. Following that top, Minor wave 1 down traced 

out a leading diagonal (EWP , p. 40), bottoming at 7,508 on 

June 25; Minor wave 2 formed a double zigzag (EWP , p. 

43), topping at 7,790 on August 8; and Minor wave 3 down, 

underway now, should continue to work lower in the 

months ahead.

Currently, the FTSE appears to be tracing out a small-

degree contracting triangle — likely Minuette wave (iv) —

but the details of the wave pattern remain less important 

than the message of the overall structure, which argues that 

a major bear market is gathering steam.

To update, developers managed to complete just two of 

those four buildings so far: the Shard and the 

Cheesegrater (now known as the Leadenhall Building). 

After being plagued by delays, 100 Bishopsgate is about 

90% complete, and the Pinnacle (now 22 Bishopsgate), 

which was initially planned to be the UK’s second-tallest 

tower at 307 meters, 

On a long-term basis, this chart of the DAX index illustrates 

why we believe the recent top to be so important. 

Germany’s benchmark index completed five Intermediate-

degree waves up from the low at 3589 on March 9, 2009, 

meaning that the January 2018 peak not only marks the 

end of wave C, a Primary-degree peak, but also the end of 

wave b, a Cycle-degree peak. In November, prices broke 

below the lower boundary of their Elliott-defined parallel 

trend channel, which has contained the DAX’s near-decade-

long advance. In terms of Elliott waves, it’s difficult to 

overstate the importance of this breakdown. Elliott Wave 

Principle states that “declining C waves are usually 

devastating in their destruction. It is during these declines 

that there is virtually no place to hide except cash.” In 

essence, Europe’s largest stock market is now declining in a 

large-degree c-wave; it could be a decade or more before 

shares return to these heights.
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Market Psychology

As the DAX slid to a two-year low of 11,009 on November 

20, the Daily Sentiment Index of futures traders (trade-

futures.com) dropped to 7% bulls, the lowest bullish 

percentage of the bear market to date. DSI readings also 

depict lopsided bearishness in the CAC 40 and the Euro 

Stoxx 50, a sentiment condition that has generated rallies 

in the past. The next level of chart support in the DAX is 

10,175-10,828, a congested trading range that occurred 

during the index’s final advance in 2016/17. Beyond that, 

9,214 represents the price low of Minor wave 2 up, and 

8,699 was the low of Intermediate wave (4), which 

bottomed on February 11, 2016. Any of these technical 

support levels may halt the current slide.

 components of the European economy: industrial 

confidence (40% share), service confidence (30%), 

consumer confidence (20%), construction confidence (5%), 

and retail trade confidence (5%). After pushing to an all-

time high in May 2000, two months after the Euro Stoxx 

peaked in wave V, the sentiment index reversed and 

recorded significant peaks in May 2007 and February 2011. 

Both those tops led to declines in the Euro Stoxx 50 index. 

In December 2017, the Economic Sentiment Indicator 

reversed again, but this time from an 18-year high. Aside 

from a brief stretch from late 2008 and early 2009, 

economic sentiment has been pinned to the ceiling for two 

decades, and it will take a long and grueling bear market to 

bring this gauge back from the stratosphere. The bad news 

for the bears is that bear-market rallies tend to generate 

sharp retracements with little or no warning. The good 

news is that the rallies also tend to be brief, and, by 

definition, always get fully retraced during the subsequent 

selling.

Many analysts are loudly trumpeting the recent slide as a 

long-term buying opportunity, but it’s not. It’s just the first 

major leg down in a bear market. In fact, no sentiment 

gauges that we know of depict anything close to the 

entrenched pessimism that generates long-term market 

bottoms. On the contrary, most gauges of long-term 

sentiment look something like the bottom graph on the 

Euro Stoxx 50 chart above, which depicts the European 

Commission’s Economic Sentiment Indicator. The index 

amalgamates confidence surveys across five key 
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Asian-Pacific Stock 
Markets
“Elliott Waves and Asia’s Golden Age” is the title of the 

presentation I gave at the 2018 International Federation of 

Technical Analysts (IFTA) Conference, held October 26-28 

in Kuala Lumpur, Malaysia. I reviewed the arguments this 

newsletter has made for the past several years—that is, on 

the heels of the Asian Financial Crisis of the late 1990s, Asia 

began a secular bull market in the early 2000s that still has 

many years to run. During the presentation, I said that, 

although there will be many more bear markets to navigate 

along with way, the boom will continue until about 2030.

The long-term wave patterns in the region’s benchmark 

indexes provide the main support for this optimistic thesis. 

Other support comes from the region’s leading sector since 

the 2008 lows, represented by the MSCI Emerging Markets 

Asia Infotech Index, whose major components are driving 

Asia’s Golden Age. If the wave count shown in this chart is 

correct, it suggests that the index ended a fourth wave in 

October 2018 near a lower channel line and is now 

beginning a fifth wave up to new all-time highs.

Many benchmark indexes in the region have also bottomed 

along with the infotech sector. Our November 2018 issue 

showed how sentiment indicators in several markets had

 reached negative extremes, which supported an 

intermediate-term bullish outlook. This month we show 

how a measure of breadth—the percentage of index 

members above their 200-day moving averages—in China, 

India, Korea and Taiwan in October fell to oversold levels 

that may also support lows, possibly significant ones (see 

charts).
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The main exception on all four charts is the period during

the global financial crisis of 2008, when global markets

continued falling even though breadth—and sentiment and

most other secondary indicators, for that matter—hit

oversold extremes. While such failed signals are always

possible during large bear markets, our wave counts

indicate that the recent declines are only of Minor or lesser

degree—as opposed to the declines during the global

financial crisis of 2008, which were of Primary degree in 

most markets. Therefore, we believe the recent oversold 

readings support a bullish outlook.

Other socionomic considerations may also support a 

significant low in the region. For example, our November 

2018 issue showed how disasters with mass fatalities often 

occur toward the end of significant corrections , citing 

Chapter 38 of Socionomic Studies of Society and Culture.
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On October 29, the day of the closing low in MSCI’s 

Emerging Markets Asia Indexes, Lion Air Flight 610 

crashed in Indonesia, killing all 189 passengers and crew 

aboard. It was the world’s deadliest airline disaster since 

October 31, 2015, when MetroJet Flight 9268 exploded 

over Egypt toward the end of wave 2 down in the region. 

The month of October has a long history of marking 

significant lows in financial markets—think 1998 and 2008 

in Asia in particular. Twenty years after the Asian Financial 

Crisis ended in 1998, and 10 years after the global financial 

crisis ended in Asia in 2008, cyclical forces may have again 

aligned to support a significant low in October 2018.

Let’s look now at the prospects for a rally in the region’s 

long-term laggard, China. Reflecting the depressed global 

mood as reflected in the declines in global stock markets in 

2018, the Asia-Pacific Economic Cooperation (APEC) 

summit in Papua New Guinea ended in disarray in early 

November after China and the United States failed to agree 

on language in a final statement. Local police had to be 

called in after Chinese officials attempted to barge into the 

office of the nation’s foreign minister to influence the 

document. China’s relations with the United States 

continue to look tense as Chinese President Xi meets U.S. 

President Trump at the G20 Summit in Argentina this 

weekend. But China’s stock market should rally in the 

intermediate term regardless of the results of the summit.

China
The Shanghai Composite completed a five-wave decline 

in October 2018 and has since begun an intermediate-term 

rally. It may be a bullish sign that the CSI 300 Real Estate 

Index, which has led the market for more than a decade, 

continues to lead the advance. (See next section.)

Real estate observations

About 22% of China’s housing stock—which is about 50

million homes—was unoccupied as of 2017, Bloomberg

reported on November 9, citing research to be published

soon by Chengdu’s Southwestern University of Finance and

Economics. After I left the Malay Peninsula following the

IFTA conference, I visited three cities in south China’s

Pearl River Delta—Guangzhou, Zhongshan and Shenzhen—

as well as Nanjing in the nation’s east. The trip gave me a

chance to observe China’s housing market first hand.

In Zhongshan, my hosts were Hong Kong’s “Wave Master”

Y.K. Hui and his wife, Stephanie (see photo). Y.K. is a

technical analyst who has been publishing Elliott wave

commentary since 1986. He credits Bob Prechter for

introducing him to the methodology. He has made many

great calls on Hong Kong and Chinese shares over the

years, and he is bullish long-term and short-term on both

markets at the current juncture.

Regarding China’s unoccupied homes, Y.K. said that the 

22% figure could be correct. Indeed, in a central area of 

Zhongshan, I saw many apparently empty residential units 

such as those in the apartment block shown in this photo.

China still does not tax property, and vast numbers of 

 migrants have vacated 

their homes in the 

countryside in recent 

decades to find work in 

cities. Also, many parents 

buy homes for their 

children to improve their 

marriage
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prospects—so that 70% of millennials in China own homes

compared to 35% of their peers in America and 31% in

Britain, according to a widely reported HSBC study

published earlier this year. These factors help explain why

only about a third of Chinese home purchases in early 2018

were for primary residences, with the rest for secondary

and tertiary homes. The result is that China has the highest

vacancy rate in the world—for example, almost twice that

in the United States and about six times that in Hong

Kong.

Home prices in many cities in China have declined by 10%

to 20% over the past year or so. Although index data for

Zhongshan were unavailable, the index of average real

estate sales prices in Shenzhen, which is just across the

Pearl River estuary from Zhongshan, may serve as a proxy

for the general trend in real estate in the Delta. (Shenzhen,

which borders Hong Kong, was the most expensive real

estate market in China on a per-square-meter basis until

August 2018, when it was surpassed by Shanghai, and the

quadrupling of the city’s property prices from 2012 to 2017

was the biggest percentage increase of any Chinese city

over the period.) After completing a five-wave advance

from 2012 to 2017, real estate prices have since fallen

gradually in what so far appears to be another relatively

mild correction, like the one from 2010 to 2012.

The price pattern in the CSI 300 Real Estate Index

supports that optimistic outlook. The index has shown

excellent strength relative to the Shanghai Composite for

over a decade. Wave (2) retraced 38.2% of wave (1) and

bottomed in October toward the end of the previous fourth

wave of lesser degree—ideal behavior for a correction. The

index has since continued to show bullish price action even

in the short term.

Our alternate count shows that the wave IV triangle count

that we have long applied to the Real Estate Index can still

apply to the Shanghai Composite. For now, though, the

difference is immaterial because both the preferred and the

alternate counts point to a rally in A-shares in the near

term.

But back to the 50 million homes that lie empty. The article

also pointed out that the approximately 22% figure is little

changed from the 2013 survey, which showed that 22.4%—

or 49 million homes—were unoccupied. Could the

additional 1 million empty homes added since then be the

proverbial straw that breaks the camel’s back?

Probably not. Even though more than a fifth of homes were

unoccupied from 2013 to 2017, home prices still rose by

40-80% in most Chinese cities—and by much more in

Shenzhen, Shanghai and Beijing. Therefore, those

approximately 50 million empty homes are unlikely to

suddenly matter now. The more important consideration is

the price action in real estate company shares, which

continue to trace out bullish price patterns.

And what about the unending references to “China’s

housing bubble” in the popular press? They have been a

staple of China’s real estate boom for years. “China
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property collapse has begun,” stated an opinion piece 

published in Forbes on April 15, 2014, reflecting the fearful 

sentiment at that time. Our next monthly issue then 

flagged the start of wave V up in the CSI 300 Real Estate 

Index, saying, “the bearish consensus merely supports our 

view that shares of real estate–related companies have 

passed an important low.” (See also the quote on chart 

above.)

Little has changed since then. Chinese real estate isn’t a 

bubble—it’s a bull market.

Japan
The TOPIX fell below its March 2018 low while the 

Nikkei 225 has so far held above its equivalent low, 

continuing to display the relative strength it has 

maintained since its 2008 low. Short-selling remains 

elevated near record levels, which should eventually 

support a wave 2 price low.

Scandals in bear markets

EWI has long shown how major scandals often erupt

during bear markets. Not every bear market coincides with

a major scandal, but when a major scandal does erupt, we

find a bear market tends to be underway.

Following that pattern, the bear market of 2018 has 

dethroned a mega-star of the global automobile industry in 

a major scandal. Japanese authorities last week arrested 

Carlos Ghosn, the charismatic French-Brazilian head of 

Nissan and its French partner Renault, on allegations of 

financial misconduct. Three days later, the Japanese 

company’s board removed him as chairman.

The emotions stirred by Ghosn’s behavior “went far beyond 

regret to strong anger,” the man who replaced him at 

Nissan told the Wall Street Journal on November 20. 

Those emotions appear to have been fueled by the same 

negative mood forces that have caused more than 40% of 

every 100 yen traded on the Tokyo Stock Exchange to be 

sold short in 2018.

India
The Nifty Midcap 100 Index has risen to its lower 

channel line, in line with our thesis that another wave up in 

the midcap sector may support additional rally in the Nifty 

50. The SENSEX and the BSE banking sector index, 

BANKEX, are trading near lower channel lines, adding to 

the evidence that Indian stocks may have begun fifth-wave 

advances. Breadth also became extremely oversold at the 

October lows, supporting a low (see Overview). But risk 

remains high in India. The price indexes shown above must 

remain above their October lows for the bullish case to 

remain intact.
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RBI vs. the Indian government

The Reserve Bank of India (RBI) and the government are

in a long-simmering feud, and they provided a good

indication of the social mood in India around the October

lows when they publicly aired their latest disagreements.

Reacting to recent government pressures on the central

bank ahead of national elections to be held in early 2019,

the RBI’s deputy governor warned in an October 26 speech

that “governments that do not respect the central bank’s

independence will sooner or later incur the wrath of

financial markets, ignite an economic fire, and come to rue

the day they undermined an important regulatory

institution.” That pushback came on the day of the wave 9

low in the Nifty.

On October 30, India’s finance minister shot back: “The

central bank looked the other way when banks gave loans

indiscriminately during 2008 to 2014”—that is, before the

current administration came to power. The next day, the

government said it was considering invoking a section of

the RBI Act that would enable it to issue orders to the RBI

—an unprecedented act that would challenge the

independence of the central bank. Several people familiar

with the matter then said on financial television that RBI

Governor Urjit Patel was considering resigning.

If Patel does resign due to government criticism, he would

be the second RBI Governor to take this bear market path.

In June 2016, in the wake of the wave 2 correction in the

Nifty, Patel’s predecessor, Raghuram Rajan, stunned the

investment community by announcing that he would

return to academia in the United States. The Modi

administration had criticized Rajan for months, including

an accusation that he was “mentally not fully Indian.”

In the current negative mood environment, both an

extraordinary act of intrusion by the government on the

RBI’s independence and a resignation by another cool-

headed RBI governor seem real possibilities.

17



The depth of the pullback from the October highs suggests 

that the USD/INR has probably ended wave 6 up and 

begun wave 7 down.

Australia
At this time of semi-crisis in Australia’s stock market as the 

market experiences its largest drop since early 2016, it is 

worth considering the long-term wave pattern in 

Australia’s increasingly important infotech sector, because 

it is in fact clearer than the one in the ASX All Ordinaries. 

The ASX 200 Information Technology Index shares 

the same long-term pattern as the MSCI Emerging Markets 

Asia Infotech Index (see Overview). Both indexes still need 

to trace out a series of fourth and fifth waves to complete 

Cycle-degree advances from the early 2000s—essentially, a 

bullish outlook.

How the remaining advance in the All Ordinaries will

unfold in the context of the infotech index’s long-term

uptrend remains to be seen. The long-term bearish count

shown on the left remains as valid as the long-term bullish

count shown on the right. But both counts should prove

functional over the intermediate term, which we address

below.

The All Ordinaries has likely ended its advance from 

2016, which may be wave (3) up of an ending diagonal—or 

wave 1 up and 2 down per the alternate count. The index 

has probably completed five waves down from its 2018 

high, and the S&P 500 Daily Sentiment Index (DSI) may 

support a low nearby. As our November 2018 issue noted, 

the U.S. market sentiment indicator has served as a good 

proxy for Australian market sentiment over the past few 

years, but its reliability may break down at some point. 
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 Indeed, extremes in the S&P 500 DSI appeared to support 

a price low in October, and the All Ords continued to 

decline into November. That behavior could represent the 

beginning of a slippery slope at the start of a larger decline, 

as occurred during the 2015-2016 wave (2) correction, 

which means that the current juncture remains critical. 

The All Ords must remain above its November lows for the 

immediate bullish case to remain intact.

Hong Kong and 
Singapore
The Hang Seng Index and the Straits Times Index 

ended three-wave corrections at their October lows. The 

depths of the retracements of the prior wave (1) advances—

Terrorist attacks and bear markets

The bad things that happen during bear markets sometimes 

portend brighter times ahead. That may be true of the 

Islamic State–inspired terrorist attack that erupted in 

central Melbourne on November 10. A Somali-born 

attacker fatally stabbed one man, injured two others and 

planned to set off a home-made bomb before he was killed 

by police. It was the second Islamist-inspired terrorist 

incident in Australia in four years. In December 2014, a 

gunman took 18 people hostage at a Lindt chocolate cafe in 

Sydney in a 17-hour siege that ended with two hostages 

dead before the attacker was killed by police. That incident 

occurred two days before the end of a year-long sideways 

correction in the All Ords, after which the index rallied 16%

over the next few months. The November 2018 incident has 

likely preceded another intermediate-term advance, per our 

wave counts.

50% on log scale in the Hang Seng and 61.8% on arithmetic 

scale in the Straits Times—favor the view that both indexes 

have ended wave (2) down.

Hong Kong pro-democracy advocates on trial

Political developments in Hong Kong continue to provide

good indications of market sentiment. Under pressure

from China, in the early stages of wave 0 of C down in

September, Hong Kong banned a secessionist party that

was founded by young people in the wake of the 2016 lows.

The government upped the ante last week by going after

some of the older, more established names in the pro-

democracy movement—notably three leaders behind the

2013 Occupy Central movement. It is prosecuting them on

public nuisance charges, which could bring jail terms of

seven years. The accused have pled not guilty. “The thing

that we want to achieve with the trial is a continuation of

our civil disobedience movement,” said one of the three,
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law professor Benny Tai. (Bloomberg, 11/22/18) With the

social mood already depressed in the wake of a wave (2)

correction, a negative outcome for the trio may indeed

inspire more civil disobedience in Hong Kong in the early

stages of wave (3) up in the Hang Seng Index.

Singapore sentiment

South Korea and
Taiwan
The KOSPI and the Taiwan Index have probably ended 

their declines, supported by a spike in the KOSPI 200 

Volatility Index at the October lows. The wave (b) triangle 

in the Taiwan Index supports our view that the October 

decline is the final leg of a three-wave correction.

After leaving Kuala Lumpur following my speech at the 

IFTA conference, I spent a few days in Singapore, which I 

had last visited in 1995. A GMP/APFF subscriber there told 

me about a humorous indication of sentiment during wave 

(2) down in the Straits Times Index, based on the movie

Crazy Rich Asians, which centers on an ultra-wealthy

Singaporean family that made its name in property.

Following the August 2018 launch of the romantic comedy,

Singapore’s blogosphere erupted with a satire of the

movie’s title, associating it with Singapore’s government

cabinet. Government officials in Singapore have for many

years been among the highest-paid in the world. For

example, even after his salary was halved in 2012, the

Prime Minister still earns S$2.2 million annually. Negative

mood is rarely expressed in the extreme in civil Singapore,

but that does not mean that resentments do not exist. This

one was expressed with classic Singaporean moderation,

but, even so, the subscriber had difficulty finding the

original blog postings he had seen during the summer to

show them to me. “They took them down,” he chuckled.

Taiwan’s ruling party suffers a crusher

In January 2016, negative mood in the wake of the wave 2 

low in the Taiwan Index dealt the then-ruling Nationalist 

Party a loss of both the presidency and the legislature for 

the first time ever. Negative mood during the 2018 

correction dealt the current ruling party, the Democratic 

Progressive Party, a similar crushing blow last weekend—in 

fact one far greater than was forecast. The party lost seven 

cities and counties of the 13 they held, which caused 

President Tsai Ing-wen to resign as party head. Her 

prospects for being re-elected in 2020 should improve as 

the Taiwan Index resumes its long-term uptrend.
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GLOBAL INTEREST RATES
Interest Rates
Around the World
Last month, we highlighted that a flight-to-quality theme 

had developed in global bond markets; that trend has 

intensified over the past four weeks. From a macro point of 

view, the yield on the Bloomberg Barclays Global Aggregate 

Treasury index (comprising sovereign currency 

government bonds) has declined by 0.03% since the end of 

October. In stark contrast, though, the yield on the 

Bloomberg Barclays Global Aggregate Credit index

(comprising corporate, quasi-government and non-

sovereign currency government bonds) has risen by 0.08%.

U.S. Treasury bonds remain in a confirmed bear market. 

The yield on junk bonds relative to the yield on comparable 

U.S. treasuries has rapidly widened since reaching an 

extreme on October 3, the day the DJIA topped. The 

widening spread signals increasing stress in the financial 

markets, which will eventually proliferate to every corner.

The Bond Universe
Within credit markets, junk bonds have finally succumbed. 

Having outperformed investment grade credit bonds from 

the end of 2017, since October, junk bonds have been 

dumped. The yield spread between an index of junk bonds 

versus an index of investment grade bonds has widened 

from 220 basis points (2.20%) to over 300 basis points

(3.00%). Within investment grade itself, BBB-rated 

corporate debt has continued to underperform. U.S. dollar-

denominated bonds from emerging market issuers have 

also come under renewed pressure over the past four weeks 

as liquidity drains from the global capital markets.

The yield on the Bloomberg Barclays Global Aggregate 

index has found resistance at its upper channel line, 

formed from the 2016 low, and we now label Intermediate 

degree wave (3) as complete. We anticipate a sideways 

movement in wave (4), but we are mindful that the higher 

degree of trend remains up for the global bond yield, down 

for prices.

Ka-Pow(ell)!!

The head of the Fed is said to have led the stock market 

rally this week. But the bond market was already 

anticipating his comments.

Federal Reserve Chairman Jay Powell said in a speech on 

28 November that the Fed Funds rate was near "neutral," 

the inference being that there won't be many more interest 

rate hikes to come. Cue euphoric headlines such as this one 

from CNBC – "Stocks rip higher, Dow surges 450 points 

after Fed Chair Powell signals rates are near neutral." 

Conventional analysis always hunts for a reason why 

markets move, blind to the fact that the causality is 

misplaced.

As EWI has pointed out on many occasions, central banks 

tend to be led by free-market pricing, and that includes so-

called "guidance." The chart below shows that the U.S. 

Treasury 2-year yield topped out at 2.96% on 8 November 

and, before Chairman Powell stood up to make his 

remarks, it was trading at 2.83%, a decline of 13 basis 

points. In other words, the short-end of the bond market 

was already anticipating a less hawkish Fed – indeed, 

perhaps even before Powell wrote his speech!
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U.S. Treasuries
Market liquidity is a state of mind that can change in an 

instant. When optimism is dominant and rising, bids and 

offers seem to settle effortlessly, allowing continuous 

trading without gaps between increases and decreases in 

prices. When negative mood is dominant, bids and offers 

remain wide. A graph of asset prices often shows 

downward gaps in trading activity. Liquidity, thought to be 

widely available, simply evaporates. This behavior results 

in the “air pockets” discussed above.

The chart above plots the daily closes in the Bloomberg 

Barclays US Corporate High Yield Spread (inverted). It  

shows just how drawn out the topping process had become, 

beginning in the first quarter of 2017. The spread made the 

first in a series of upward stabs on the chart starting in 

March 2017, which represents a narrowing of the yield on 

junk debt relative to the yield on comparable U.S. 

Treasuries. The junk spread eventually narrowed to 311 

basis points (3.11%) on January 26, the very day the NYSE  

Composite Index registered its final peak of the bull 

market. The spread moved sideways for the next eight

months, until early October, when for a total of three days, 

it narrowed beyond the January 26 extreme. On October 3, 

the exact date of the peak in the Dow Jones Industrial 

Average, the junk spread narrowed to 303 basis points. 

That was its smallest spread since July 2007, which was the 

forefront of the Great Credit Crisis of 2007-2009. In just

two months since then, spreads have widened to 4.26%, a 

41% increase, making a new two-year extreme. Junk bonds 

more or less trend and reverse with U.S. equities, because 

junk debt is most often the last in line—just above the place 

of equities—for claims on assets in cases of bankruptcy. 

This makes the movement in credit spreads a good 

barometer of investors’ appetite for risk-taking. The chart 

below shows the conjoined movements in the junk bond 

spread and the CBOE Volatility Index (VIX).  As spreads 

continue to widen, stock market volatility should shoot 

higher. With liquidity ebbing, credit spreads
should widen to a degree that few can imagine. At the

height of the credit crises in late 2008, the spread between

junk debt and U.S. treasuries blew out to 1964 basis points

(19.64%). Before the bear market is complete, spreads

should become even wider.

The slowness of the topping process allowed companies 

and individuals to leverage to the hilt. The U.S. 

investment-grade bond market has reached $5 trillion in 

size, and 49% of the market is now rated BBB, the lowest 

investment grade issued by Standard & Poor’s. In fact, BBB

paper is larger now than the total investment-grade market 

was back in 2008. In terms of leveraged loans, the next 

chart shows the growth rate is booming, with the entire 

market now eclipsing the size of junk bonds. Bloomberg 

notes that “money managers were so eager to make loans 

that they would consent to just about any terms.” “The 
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growth of incremental debt underscores how permissive 

lending markets have become.” S&P Global reports that 

nearly 80% of the market is comprised of covenant-lite 

loans, up from just 55% in 2014 (see June 2017 EWFF,

p.6). The market is drowning in debt, and the unwinding of

this leverage during the bear market will not occur in an

orderly manner, as we discuss below in the Economy and

Deflation section. It’s still early in the process, yet

investment-grade bonds are already experiencing their

worst year since 2008, with the benchmark Bloomberg

Barclays US Corporate Investment Grade index currently

down 3.82% for the year. And U.S. leveraged loan funds are

experiencing some of their biggest outflows in nearly three

years. An index of prices has broken a two-year support

shelf, which should be the intitial move of a much larger

decline. The tide has turned, and the de-leveraging of

balance sheets will exacerbate the slide. Safe, short term

U.S. debt instruments, such as 2-year U.S. Floating-rate

notes, which are discussed in the October issue of EWT,

remain an option to consider.

European Credit 
Markets

while the OAS on equivalent high-yield bonds has nearly 

tripled since bottoming in October 2017. These spreads 

essentially measure investor sentiment, as they compare 

bonds with varying degree of embedded risk. The rising 

lines on these charts depict the dramatic return of risk 

aversion that we have been expecting, one that will 

eventually wreak havoc across the bond universe.

With cheap credit getting harder to come by, broad swaths 

of companies across an array of disparate industries are 

coming face to face with the ramifications of rising 

borrowing costs. In November, a disappointing earnings 

report at Samsonite, the Luxembourg-based luggage-

manufacturer, saw its euro bonds fall to their lowest level 

since May 2018. The same thing happened to Nordex, the 

German wind-turbine manufacturer, whose 2023 notes 

also sold off on weak earnings. Meanwhile, the September
Last month, EFF illustrated the effect of the bond bear 

market on long-dated sovereign debt, as 50-year bond 

prices in Britain, France and Switzerland have fallen 20%

since their 2016 peak. An equally dramatic turn has taken 

root in corporate debt, which these two graphs illustrate. 

The Option Adjusted Spread (OAS) on investment-grade 

European corporates has more than doubled this year, 

while the OAS on equivalent high-yield bonds has nearly 

2019 bonds at Zurich-based Nyrstar, the world’s second 

largest zinc producer, “crashed to their lowest level ever 

after analysts said the company was heading for debt 

restructuring.” On November 21, when Geneva-based 

Trafigura Group handed Nyrstar a $650 million lifeline, 

the company included two important caveats: The money 
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 cannot be used to repay debt, and the lending is secured 

against fixed assets, “potentially hurting the chance of 

bondholders recovering money in the event of a 

default.” (Bloomberg, 11/21/18) To wit: Nyrstar’s bonds 

plunged again on the news. These kinds of deals — i.e., 

ones that leave existing bondholders holding the 

proverbial bag —will become par for the course during 

the bear-market years ahead.

The graphs at right tease out the burgeoning credit debacle

across three critical European sectors: financials,

technology and energy. As the OAS in technology and

energy widened 110% and 118%, respectively, the

equivalent spread in financial companies has shot up 155%

since its January 2018 low. In light of these dramatic

moves, Europe is once again the focal point for investor

anxiety about credit contagion:

Europe Is Ground Zero for 

Global Credit Fears.

Profit warnings here, accounting 

questions there, a missed coupon or 

two—and suddenly something smells 

rotten in the state of the market.

— Bloomberg, 11/13/18

The time bomb ticking the loudest sits in Italy, where EU 

and Italian officials remain at loggerheads over the 

question of Italy’s draft budget. Not only does it contain 

expensive programs like a guaranteed monthly income for 

the poor, but it also scraps extensions to the retirement age 

and vows to “end poverty” by tripling the previous 

administration’s deficit. This week, the Italian government 

announced it will “stick to its high-spending budget plans, 

setting up a potential stand-off with the European Union 

over its deficit.” (BBC, 11/26/18) These developments have 

caused analysts to dust off an old word to describe the 

current bond bear market: systemic. According to 

Bloomberg, professional investors can no longer dismiss 

the bad news as “isolated, idiosyncratic risks. Instead they 

see the start of a systemic shift.” (11/14/18) Germany’s Ifo 

institute says that Europe's economy could have survived 

Greece’s exit from the eurozone, but Italy would be a 

different story entirely. “With an economy 10 times larger 

than Greece's, Italy is ‘systemic.’ It could destabilize the 

entire financial system.” We discussed this kind of 

recognition phase last month, where a systemic decline 

If investors get spooked and bond yields spike, 

as happened to crisis-ridden European 

economies in 2010–2012, Italy’s debt payments 

could spiral out of control. That could mean an 

Italian default, which would hit banks across 

Europe that hold Italian sovereign bonds. 

Italian banks, still weak from the last crisis, 

hold a lot of these bonds. If they continue to 

lose value, banks could fail, lending could dry 

up, and economic growth could plummet again

—the so-called banking doom loop. And if Italy 

takes the unprecedented step of leaving the 

euro currency and returning to the lira, it would 

cause massive losses to investors across the 

continent, potentially triggering another 

financial crisis.

—Council on Foreign Relations, October 18, 

2018

first envelops the junk bond sector, then pushes into top-

rated IOUs. The Council of Foreign Relations published a 

description of the same process in October, describing what 

it refers to as a “banking doom loop”:
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The only problem with this description is its failure to 

recognize the more fundamental trigger: a shift in trend 

from positively- to negatively-waxing social mood. It’s a 

critically important omission, because the same shift will 

generate far-reaching effects not just in the credit markets 

but also in the stock, currency and property markets, as 

well as in social and political trends across European 

society at large.

European and Asian-
Pacific Interest Rates
Overview

November's decline in global 10-year yields looks 

corrective and keeps the focus on the upside for higher 

yields and lower bond prices.

German 10-Year Bond Yield

Despite the November weakness, German 10-year yields 

remain above channel support near 29 bps. This keeps our 

focus higher for a second rally towards the wave (4) high of 

106 bps.

UK 10-Year Bond Yield

With yields having reached last month's downside target at

141 bps, we are looking for an upside reversal in wave 3 of

(C). Ultimately, a five-wave rally should carry yields back

towards the 221-bps area of the wave (4) high and possibly

higher. Wave (C) would achieve equality with wave (A) at

225 bps.

Australian 10-Year Bond Yield

The focus remains on a developing triangle wave (B),

within which the final leg down could now be in progress.

Look for a bottom above 248 bps and then a second rally

above 300 bps in wave (C). At minimum, yields should

reach the wave (4) extreme at 317 bps.

Japan 10-Year Bond Yield

The outlook remains bullish towards the 46 – 55 bps area 

while the wave (B) low holds at 2 bps. The ongoing decline 

likely represents wave (C)'s second wave. Ideally, it would 

terminate near channel support at 8/9 bps and then give 

way to a sharp third-wave advance.
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Dollar Rates
The US Dollar Index has been strengthening steadily since 

completing its corrective setback in September, but it is 

now at a critical juncture. Lacking evidence a top is in place 

the buck should continue to strengthen. At 103.11, wave 3 

would travel the same distance as wave 1, a likely 

minimum. Alternatively, if the Dollar Index tops at nearby 

levels, the resulting double top would allow for a larger 

wave 2 correction. A break of the lower channel line would 

hint that wave c of a flat correction is underway. It would 

unfold in five waves and reach below 93.82 to complete the 

larger correction.

INTERNATIONAL 
CURRENCY 
RELATIONSHIPS
Currencies Around
the World
The US dollar is at a critical juncture. There is no evidence 

that it has peaked, but if a larger corrective setback is in the 

cards, it should resume from current levels. There are two 

exceptions. Both the Australian and New Zealand dollars 

are positioned to stage sizable advances relative to the buck.

While the Euro continues to underperform against many of 

its competitors, against Sterling its future looks bright. 

Sterling is also set up to struggle against the Swissy, and 

soon to do so against Yen. Aussie has been impressive, and 

we expect it to continue to outperform the Euro and 

possibly the Yen (in a big way) as 2018 comes to an end.

EURUSD reveals the same pattern as the US Dollar Index,

but inverted. Wave 3 from 1.0815 will travel the same

distance as wave 1 at 1.0560, again, a likely minimum. A

double bottom near 1.1300 followed by a breach of the

upper channel line would hint that a larger wave 2

correction is unfolding. Wave c of a flat correction would

delay the resumption of the larger euro decline until after a

rally above 1.1815.

Brexit is dominating the news coming out of London, but

regardless of the result of the upcoming Parliament vote,

price action since August has already signaled how

GBPUSD is likely to react. The three-wave recovery from

1.2662 to 1.3298 represents the first wave of a larger
correction. The subsequent consolidation suggests that a 

triangle is underway. Once it is complete, GBPUSD 

should stage a thrust lower.
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The poke above 1.0068 satisfied our short-term

expectations for wave D of a bullish triangle. From below

1.0345, and possibly from the existing 1.0128 high,

USDCHF should stage a final setback to complete wave E

of (B). Wave E should carry into the New Year, end after

three waves and above 0.9188. Based on the existing high,

wave E will travel 61.8% of the distance covered in wave C

at 0.9415, a common relationship in triangles. A breach of

1.0345 would suggest that the wave (B) triangle is complete

and a wave (C) thrust higher underway.

USDJPY has twice tested the lower boundary of the wave

(D) channel, but a sustained break is needed to signal that

wave (E) is underway. If the downturn hasn't already

occurred from 114.54, it should take place from below the

end of wave (B) at 118.66. Wave (E) should end after three

waves and above the end of wave (C) at 104.62. The prior

setbacks, waves (A) and (C), each took more than a year to

unfold. Wave (E) might not take as long, but it might take

several months.

The rally past 1.3227 highlights the three-wave, aka 

corrective nature of the decline from 1.3385 to 1.2782. The 

double zigzag signals that USDCAD is headed toward 

higher levels. The rise from 0.7021 isn't clearly impulsive, 

and if a double top forms near 1.3385, a larger downward 

correction might delay the resumption of the dollar 

advance until after a decline below 1.2782 to complete a 

flat correction for wave B.

The breach of the upper boundary of the bear channel 

hints that AUDUSD has established a bottom at 0.7021. A 

sustained breach of 0.7315 would break the sequence of 

lower lows and lower highs that has formed since Aussie 

peaked in January at 0.8136 which would bolster the idea 

a sizable rally has started.
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Other Rates
Using 0.8656 as key support, we favor that the two-year 

long contracting triangle wave (B) has ended. Early 

benchmarks for the rally to achieve are the B-D trendline 

near .9050 and the triangle's wave D high of 0.9099 The 

post-triangle thrust measurement is 0.9779, but that is by 

no means a limit for our very bullish forecast for wave (C).

Lower key resistance to 1.1501. Wave (iii) should break

decisively through 1.1184 on its way to much lower levels.

Wave (c) down is in progress, targeting 1.4874 -1.4607, 

comprising the 1.618 Fibonacci projection for wave (c) and 

the .618 Fibonacci retracement of wave 6.

The pattern in NZDUSD is similar to Aussie, but with a

subtle difference. Instead of the overlapping (i.e.,

corrective) slide from January, NZDUSD staged a longer

three-wave setback that retraced roughly 78.6% of the

prior rally. Three-wave movements are corrective, so this

pair, like AUDUSD, is poised to stage a sizable rally.
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Wave 2 may have ended in a truncation at 9.4159. Our

focus is now on higher in wave 3, sharply higher if the

message of underlying strength from the truncation is the

proper analysis.

With 4.3472 as the wave x peak, EURPLN is set up for

lower in the next and likely final phase of wave 2.

Minimum expectations are for a breach of the wave w low

at 4.2459, and the projected target zone is between 4.1905

and 4.1791, comprising the .786 Fibonacci retracement of

wave i and the y = w relationship.

Wave 1 peaked at 1.7929 and wave a of 2 is subdividing as

an impulse, suggesting that wave 2 will unfold as a zigzag.

Wave (b) either ended at 1.5586 or is still tracing out a

triangle. A break of 1.4758 will favor that wave (c) of (e),

the final leg of this wave B triangle, is in progress.
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The impulsive nature of the advance from 78.56 has us 

extremely excited about AUDJPY. Ending diagonals are 

one of my favorite Elliott wave patterns, and it looks like 

one has completed the wave B correction we have spent 

this year monitoring. Using 78.56 as key support, we are 

looking for a swift and dramatic reversal up to 90.00 and 

more.

Using the wave (a) peak at 149.71 as key resistance, we

favor a triangle is the pattern unfolding for wave b; with

its final wave possibly underway from 144.01. The upside
target for wave (e) is 148.16, but a decisive break below

144.01 will suggest that it has already peaked and the wave

c down is in progress.

Favoring wave 7 to be in place at 1.3173, our focus is on

lower in five waves unfolding for wave 8. Testing the wave

A low at 1.1641 is the first objective, and from there, our

sights will be set on its 1.618 Fibonacci projection located

at 1.0911.

The three-wave advance to 133.125 keeps our focus lower 

in wave (E). Using 133.13 as a key level, we are looking for 

a second zigzag to unfold for wave Y. The b-wave within the 

second zigzag is still unfolding; once it is in place, EURJPY 

will be set up to take out the existing 124.00 support.
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Metals and Energy
Around the World
Gold and silver are in bear-market rallies. Based on the 

developing wave structure, gold should carry to the

$1300-$1350 range.

Crude's relentless selling pressure should soon abate and 

give way to a proportional countertrend advance. Natural 

Gas should climb higher still.

Gold & Silver
The November 14 combined EWT/EWFF Interim Bulletin 

forecast an imminent bottom for silver and a rally for gold 

as well. Silver’s intraday low so far occurred on the day of 

the Interim. Gold should rally to the $1300-$1350 range in 

Minor wave D of Intermediate wave (B), which is tracing 

out a barrier triangle (see text, p.49). The November issue 

shows an idealized path for gold in the coming months (see 

p.8). Any change in this forecast will be discussed 

immediately in the Short Term Update.

Energy
CRUDE OIL

Crude extended its slide as expected. In two short months, 

it has lost a little over a third of its value and more than 

half of the 31-month advance that preceded it. The 

relentless selling pressure was punctuated by a record 

string of consecutive down days (12) leaving the market 

oversold by most any measure and ripe for a reversal. 

There are also signs of potential price/momentum 

divergence, which often accompanies important turning 

points. A five-wave advance that carries prices decisively 

past trendline resistance would offer the first hint that the 

Primary wave 1 decline has run its course.

Note: As Elliotticians, we're intensely focused on pattern 

development within the rules and guidelines of the Wave 

Principle. That's not to say, however, that momentum and 

sentiment indicators aren't useful tools. They are. And, 

while it's tempting to fade momentum and sentiment 

extremes (i.e., pick tops and bottoms), the recent price 

action in Crude (and Natural Gas for that matter) should 

serve as a reminder to exercise caution until the wave 

structure can be counted as complete and supporting 

evidence is presented. In other words, markets can stay 

overbought or oversold for lengthy periods of time. As 

John Maynard Keynes put it: "The market can stay 

irrational longer than you can stay solvent."

METALS & ENERGY

31



Natural Gas advanced on cue. In one fell swoop, it eclipsed

the wave B and (A) peaks as well as the 4.739 initial upside

objective – a spectacularly stunning move. In less than 48

hours, however, the market rose and then dropped a little

over 20%, reminding participants that Natural Gas is

among the most volatile of all commodities. While the

minimum upside price objective has been met, an even

larger rally seems like the higher probability view given the

length of the last leg up (i.e., it looks more like a third wave

than a fifth). The next higher targets are the 5.780 triangle

wave (B) thrust measurement and then 6.704, where the

length of wave (C) of B equals the length of wave (A) on a

log basis.

ECONOMIC, MONETARY, 
AND CULTURAL TRENDS
U.S. Economy & 
Deflation

 precedent for a coincident turn in both stocks and the 

economy. In 1929, the last peak of comparable degree, the 

Dow Industrials topped in September, coincident to the 

start of both the biggest bear market and the biggest 

economic contraction in U.S. history.

The risk-heavy global debt structure described above and in 

the September issue assures that the next economic 

downturn will pick up speed fast. The Z-score method for 

predicting bankruptcies, developed in the 1970s by Edward 

Altman, suggests that the economic contraction will be 

massive. When Altman introduced his methodology, which 

uses profitability, leverage, liquidity, solvency and

productivity to predict future insolvencies, he noted that 

firms with distressed Z-score ratings “almost always went 

bankrupt within two years.” In recent times, companies are 

using more and more debt to try and stay viable. “There 

was no leveraged-loan or junk-bond market 50 years ago,” 

says Altman. Bloomberg notes that the total high-yield 

bond market hit $2.56 trillion in mid-2018, which was 

higher than the “entire investment grade market at the 

peak of the last credit cycle in 2007.” “These are big 

dynamic markets available to many firms,” says Altman. 

“They take advantage of it. Firms have been overjoyed to 

leverage their balance sheet. When we have the next 

downturn, I think the consequence of these huge increases 

of debt will be quite dramatic. There will be more 

bankruptcies and defaults, and larger than ever before.” In 

the Bond Market section, we noted the size of cov-lite 

issuance. Altman has a view on this, too. “The defaults will 

not take place as quickly as they normally would because 

there are no easy triggers from these covenants. But when 

they do take place, the ultimate recovery from Chapter 11 

will be lower because the covenant-lite debt kicked the can 

down the road."

NATURAL GAS

The main trend of the stock market has changed direction, 

and as recent issues have discussed, the economy should 

follow. The lag time may take up to a year, but there are 

indications that a turn in economic activity may happen 

faster this time around. A financial TV pundit says 

company leaders “across industries are worried about a 

slowdown in the U.S. economy. Many CEOs have told me 

about how quickly things have cooled.” There is some 
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The Shredding of Peak Art
Our forecast calls for deflation to play the key role in the 

next economic upheaval, and one subtle sign of its 

imminent dominance is a gimmick that produced a last 

leap in art prices. In the euphoria of a culminating bull 

market in the modern art market, the street artist Banksy 

inserted a shredder into the frame of his painting Girl with 

Red Balloon and literally had it torn to pieces the minute it 

sold for $1.4 million at an October art auction. The picture 

shows the result that stunned bidders. The effect on the 

price of the piece was even more remarkable: It instantly 

tripled in value, according to art expert Wendy Battleson. 

“The general feeling is that it was a great promotional thing 

for Banksy to do. The buyer of the property was super 

fortunate.” Snap, snap.

As strange as it may seem, the shredding of a “priceless”

piece of art fits nicely with GMP’s October 2016 outlook

calling for “featured pieces to get weirder and weirder.” In 

the same issue, we noted a divergence in art prices relative 

to the stock market and called it a sign of a weakening 

uptrend and deflation’s ultimate emergence. The bottom 

graph on this chart is the Artprice100 index, which reflects 

the performance of works by the 100 top artists. The index 

remains below its 2016 peak. With the bear market in full 

force, art prices should resume their descent and fall for 

years to come.

U.S. Cultural Trends
From Hero to Zero 

In October, GMP explained the importance behind a 

precipitous loss of status for various bull market icons such 

as Bill Cosby. “The hero toll is high already, but it will rise 

higher,” GMP concluded. Over the years, EWI has shown 

that bear market re-appraisals of bull-market heroes are 

not limited to individuals. Institutions that are closely tied 

to the long-term uptrend in social mood are also vulnerable 

to the shifting winds of a bear market.

Sears Holdings was born as mail-order retailer Sears, 

Roebuck and Co. in the middle of Supercycle wave (III) in 

the late 1800s. At the end of a bull market in 1906, it was 

the first American retailer to become a publicly traded 

company. By the end of Supercycle wave (III) in 1929, it 

was a retail behemoth, opening more than 300 stores from 

1925 to 1929. This chart of Sears’ corporate milestones 

shows how its history closely tracked the upward path of 

the Dow Industrials. In the early 1970s, as the Dow 

approached 1000 for a third time, the Sears Tower was 

slated to become the world’s tallest building, an

“appropriate symbol to Sears having reached the pinnacle 

of its success.” As stocks slumped for the balance of the 

1970s, Smithsonian Magazine observed that Sears 

experienced its first series of setbacks. With the Dow 

breaking above the 1000 barrier in the early 1980s, Sears 

morphed into a financial firm with the purchase of Dean 

Witter Reynolds and the development of the Discover 

credit card. According to Fortune, the “beginning of the 

end” came in 2011 when the red ink started to flow. “It has 

never stopped.” The inset of Sears Holding’s stock price 

shows how the company’s fortunes flagged as Cycle wave V 

rose to its final high on October 3 of this year. Just 12 days 

later, Sears filed for bankruptcy.
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General Electric is another bull market stalwart that 

limped its way through the final throes of the Great Bull 

Market. The last remaining original member of the Dow 

Jones Industrial Average managed to cling to respectability 

until June of this year, when it was finally booted from the 

index. GE’s share price actually peaked 18 years ago, in 

 September 2000. It was two months later, in November 

2000, that GMP showed a complete long-term wave 

pattern for GE and stated, “GE is going to go way down.” 

The charts show the original forecast and GE’s 18-year head 

start on the bear market.
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IBM and General Motors are two more formerly

unassailable blue chips that fell off the bull market’s pace

long ago. General Motors announced this week that it will

lay off 14,000 employees, shutter five plants and eliminate

various product lines including the classic Chevy Impala.

The Impala was a big seller during Cycle wave III. In fact,

1,074,925 units were sold in 1965 (Impala & Impala SS),

European Economy &
Deflation
Declines in two of the UK’s most important gauges of 

economic activity reveal just how steadily optimism has 

seeped out of the UK economy. The IHS Markit services 

purchasing managers’ index came in “far below economists’ 

expectations,” hitting 52.2 in October, down from 53.9 in 

September. (FT, 11/6/18) Only one week before, the 

manufacturing PMI slipped from 53.8 in September to 51.1 

in October, creating worries about

the last full sales year before the end of the Cycle-degree 

bull market in February 1966; it remains the industry 

record for the U.S. The Detroit Free Press calls the Chevy 

Impala “one of America’s most iconic nameplates.” A 

computer industry analyst recently gushed over IBM in 

similar terms. “We love this 100+ year-old icon,” said the 

analyst, “and support management’s turnaround strategy.” 

But the analyst still downgraded his assessment of IBM’s 

stock saying, “six years in, the company’s recovery remains 

protracted and uncertain.” Sears’ demise drew a similar 

lament from the New York Post:

Sears: Death of an American Icon

Industry Week now says GE was “once an icon of American 

industry.” According to Merriam-Webster, the word icon 

applies to objects of “uncritical devotion.” In the heart of 

the bull market, this devotion went a long way, as these 

companies were the mainstays of the computer, car, retail 

and other industries. Their loss of status is important. It 

 marks them as the four horsemen that have fallen prey to 

changing technologies, competing brands and, arguably 

since 2000, a shift in trend for social mood. Their early 

withdrawal from the now expired bull market portends a 

long-term decline that will eventually take down many 

more once-unassailable bull-market heroes.

SHOCKING...THE RED OF 

LACQUERED FINGERNAILS AGAINST 

A WHITE CHRYSANTHEMUM  

—CHIYO-NI
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British industry. Stock prices remain the best gauge of

aggregate optimism and pessimism, but because PMI

surveys capture sentiment rather than actual output, they

can also foreshadow economic weakness relatively early.

According to this chart, optimism in the service sector has

steadily waned since November 2013, while British

manufacturers have sputtered since 2011. If the stock

market’s top tick is in, these surveys should eventually

record a level of pessimism that matches or exceeds the

lows in late 2008.

The right chart shows the extent to which optimism has

seeped out of the housing market. The Royal Institute of

Chartered Surveyors (RICS) Housing Market Survey across

England and Wales fell to about negative 50 last month,

down from an all-time high near 100 in 2013. “The future

of the market depends almost entirely on Brexit

negotiations,” says one real estate agent, but as the chart

shows, this particular survey began to record increasing

pessimism in October 2013, almost three years prior to the

Brexit referendum. Investors’ wavering faith in London

real estate is well illustrated by the ballooning redemptions

at one of London’s largest property funds. During each of

the past two years, the West End of London Property Unit

Trust, which owns 10 central London office buildings with

an average value of about £107 million pounds each, has

paid out the maximum level of 10% of assets to investors

who have submitted requests, according to Bloomberg. So

far, investors have tried to withdraw about one-fifth of the

trust’s nearly £950 million capital pool. Citing company

filings, Bloomberg notes that the “vast majority of these

requests to cash out were not matched by new investors

and were paid out in June this year using debt that will be

repaid by the fund following the sale of a property in

At this point, specific measures of economic performance 

have also taken a turn for the worse. New manufacturing 

orders declined for the first time in 27 months, as did 

employment in the manufacturing sector. The popular 

rationale for almost every weak data point is the 

contentious Brexit negotiations. In fact, to believe the 

recent headlines is to believe that Brexit is responsible for 

weak employment numbers, waning consumer confidence, 

stagnating house prices, and the loss of hundreds of 

billions of pounds as businesses have left the city of 

London. In November, CME Group announced that it will 

move its European market for short-term financing from 

London to Amsterdam, prompting this sensational 

Bloomberg headline:

A $240-Billion-a-Day Market Is Leaving London 

Ahead of Brexit

In reality, however, the business (known as BrokerTec) 

employs only about 90 people in London. BNP Paribus is 

also moving about 90 employees from its global markets 

unit in London to various cities in Europe, while Stifel 

Financial purchased the brokerage operations of 

Germany’s MainFirst Holding to ensure that it “can 

continue offering financial services in Europe.”

Yes, Brexit remains an important event that will have 

lasting impacts around the Continent; however, most 

pundits lazily use the negotiating process as a rationale for 

every market tick, down or up. The negotiations 

surrounding the financial services sector represent a good 

case in point. “One of the biggest potential flashpoints of 

Brexit talks are all but settled,” according to EU diplomats, 

who spoke to the Financial Times. (FT, 11/4/18) “With little 

fuss, negotiators have worked up a short draft text that 

would go into a declaration on future relations, which

outlines parameters for a post-Brexit trade negotiation.” 

This is no small feat, as financial services account for UK’s 

largest source of exports and tax revenue.

As we have said before, the Brexit process does not 

influence the direction of stocks, but the direction of stocks 

(as a barometer of social mood) mightily influences the 

tone and tenor of the Brexit process. The waves of social 

mood will continue to govern the UK’s relationship with 

Europe long after the March 2019 separation.

London’s Marylebone district.” In other words, the exodus 

of investors has forced the trust to sell buildings in order to 

meet redemption requests. This sequence is a key 

component of every property price spiral: An initial decline 

in real estate prices forces overleveraged companies to sell 

property to cover their losses. The selling then pressures 

prices further, begetting more selling and more weakness, 

ad infinitum. When you add a huge dollop of debt into the 

mix, a bona fide property market collapse becomes merely 

a matter of time.

36



European Cultural
Trends
In July 2018, EFF highlighted the transitional state of 

stocks and the cultural signs demonstrating the “bull 

market’s dominance and the bear market’s historic 

potential.” With the bear-market transition complete, most 

manifestations of social mood are now stacking up on the 

bearish side of the ledger. In politics, for example, U.S. 

President Donald Trump’s cozy relationship with French 

President Emmanuel Macron has clearly hit the skids. The 

day after Trump returned to Washington from Paris for 

Armistice Day, Bloomberg reported, “the bromance 

between President Donald Trump and French President 

Emmanuel Macron is truly dead.” (11/14/18) This breakup 

is quick even for modern politics. Only six months ago, we 

published “A Brief History of Franco-American

‘Bromances,’” noting that positively waxing social mood 

impels politicians with seemingly little in common to put 

aside their differences, embrace their shared history, and 

focus on the commonalities of their varied worldviews. By 

September, as the media used the bromance terminology to 

describe Trump’s relationship with half-a-dozen world 

leaders, EFF argued that “only a mood peak of historic 

proportions can account for the fact that one of the most 

divisive U.S. presidents in history has managed to find 

common cause with so many politicians around the globe.”

While Trump’s ability to sidestep scandal will diminish as 

the U.S. equity bear market takes hold, Macron’s political 

clout has already hit the wall. These photos, for example, 

illustrate the chaos of last weekend’s “yellow vest” protests 

on the Champs-Elysees in Paris, where two people died and 

hundreds more were injured. The protestors’ initial gripe 

about rising fuel prices quickly “morphed into a wider 

demonstration against the government of President 

Emmanuel Macron.” (CNBC, 11/24/18) 

Ironically, protestors now rebuke Macron for the very 

things they commended him for a year ago. During his 

campaign, for instance, supporters praised Macron’s tough

stance on climate change and his willingness to fund 

renewable energy investments. Today’s protest movement 

began after the government announced new taxes on diesel 

fuel and gasoline, which were “aimed at discouraging 

drivers from using fuels that burn emissions the 

government blames for climate change.” (WSJ, 11/26/18) 

Likewise, Macron’s pro-business agenda, which removed 

France’s notorious wealth taxes and rolled back the 

country’s job protections, generated little public irritation 

one year ago. According to the WSJ, “the cobblestones of 

Paris remained largely free of the strife that had hobbled 

reform attempts by previous French leaders.” Today, 

however, Macron is viewed as a “president of the rich who 

is out of touch with the everyday struggles of French 

people.” (WSJ, 11/26/18)

With Macron’s approval ratings down to 26%, an IFOP 

opinion poll showed that the far-right National Rally

(formerly known as the National Front) just overtook 

Macron’s centrist party in the polls. A separate poll, 

meanwhile, found that 66% of French citizens either 

support the yellow vests or are sympathetic to the 

movement. Those percentages shoot up to 72% in rural 

areas and 79% among the working class. On November 13, 

Donald Trump also began to pile on. Responding to

Macron’s call for a unified European army, Trump tweeted,

“The problem is that Emmanuel suffers from a very low

Approval Rating in France, 26%, and an unemployment

rate of almost 10%. He was just trying to get onto another

subject.” Rather than kick the man while he’s down, Trump

should spend some time learning about the close

relationship between the stock market's trend, presidential

approval ratings, and, most importantly, the public’s

fickleness when it comes to their elected leaders. To wit:

the bear market is grabbing hold of U.S. markets, too. In

time, the same public policies that got Trump elected and

carried him through his first two years will be viewed in

light of a new bearish mood and begin to work against him.
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The Wave Principle is Ralph Nelson Elliott’s discovery that social, or crowd, behavior trends and reverses in recognizable 
patterns. Using stock market data as his main research tool, Elliott isolated thirteen patterns of movement, or “waves,” 
that recur in market price data. He named, defined and illustrated those patterns. He then described how these structures 
link together to form larger versions of those same patterns, how those in turn link to form identical patterns of the 
next larger size, and so on. In a nutshell, then, the Wave Principle is a catalog of price patterns and an explanation of 
where these forms are likely to occur in the overall path of market development.

Pattern Analysis
Until a few years ago, the idea that market 
movements are patterned was highly 
controversial, but recent scientific discoveries 
have established that pattern formation is 
a fundamental characteristic of complex 
systems, which include financial markets. 
Some such systems undergo “punctuated 
growth,” that is, periods of growth alternating 
with phases of non-growth or decline, 
building fractally into similar patterns of 
increasing size. This is precisely the type of 
pattern identified in market movements by 
R.N. Elliott some sixty years ago.

The basic pattern Elliott described consists 
of impulsive waves (denoted by numbers) 
and corrective waves (denoted by letters). An 
impulsive wave is composed of five subwaves 
and moves in the same direction as the trend 
of the next larger size. A corrective wave 
is composed of three subwaves and moves against the trend of the next larger size. As the chart shows, these basic 
patterns link to form five- and three-wave structures of increasingly larger size (larger “degree” in Elliott terminology).

In the chart above, the first small sequence is an impulsive wave ending at the peak labeled 1. This pattern signals 
that the movement of one larger degree is also upward. It also signals the start of a three-wave corrective sequence, 
labeled wave 2.

Waves 3, 4 and 5 complete a larger impulsive 
sequence, labeled wave (1). Exactly as with 
wave 1, the impulsive structure of wave (1) 
tells us that the movement at the next larger 
degree is upward and signals the start of a 
three-wave corrective downtrend of the same 
degree as wave (1). This correction, wave 
(2), is followed by waves (3), (4) and (5) to 
complete an impulsive sequence of the next 
larger degree, labeled wave 1. Once again, 
a three-wave correction of the same degree 
occurs, labeled wave 2. Note that at each 
“wave one” peak, the implications are the 

38



Global Market Perspective Capsule Summary

same regardless of the size of the wave. Waves come in degrees, the smaller being the building blocks of the larger. 
Here are the accepted notations for labeling Elliott Wave patterns at every degree of trend:

Within a corrective wave, waves A and C may be smaller-degree impulsive waves, consisting of five subwaves. This 
is because they move in the same direction as the next larger trend, i.e., waves (2) and (4) in the illustration. Wave B, 
however, is always a corrective wave, consisting of three subwaves, because it moves against the larger downtrend. 
Within impulsive waves, one of the odd-numbered waves (usually wave three) is typically longer than the other two. Most 
impulsive waves unfold between parallel lines except for fifth waves, which occasionally unfold between converging 
lines in a form called a “diagonal triangle.” Variations in corrective patterns involve repetitions of the three-wave 
theme, creating more complex structures that are named with such terms as “zigzag,” “flat,” “triangle” and “double 
three.” Waves two and four typically “alternate” in that they take different forms.

Each type of market pattern has a name and a geometry that is specific and exclusive under certain rules and 
guidelines, yet variable enough in other aspects to allow for a limited diversity within patterns of the same type. If 
indeed markets are patterned, and if those patterns have a recognizable geometry, then regardless of the variations 
allowed, certain relationships in extent and duration are likely to recur. In fact, real world experience shows that 
they do. The most common and therefore reliable wave relationships are discussed in Elliott Wave Principle, by 
A.J. Frost and Robert Prechter.

Applying the Wave Principle
The practical goal of any analytical method is to identify market lows suitable for buying (or covering shorts), and 
market highs suitable for selling (or selling short). The Elliott Wave Principle is especially well suited to these functions. 
Nevertheless, the Wave Principle does not provide certainty about any one market outcome; rather, it provides an 
objective means of assessing the relative probabilities of possible future paths for the market. At any time, two or more 
valid wave interpretations are usually acceptable by the rules of the Wave Principle. The rules are highly specific and 
keep the number of valid alternatives to a minimum. Among the valid alternatives, the analyst will generally regard 
as preferred the interpretation that satisfies the largest number of guidelines and will accord top alternate status to the 
interpretation satisfying the next largest number of guidelines, and so on.

Alternate interpretations are extremely important. They are not “bad” or rejected wave interpretations. Rather, they 
are valid interpretations that are accorded a lower probability than the preferred count. They are an essential aspect of 
investing with the Wave Principle, because in the event that the market fails to follow the preferred scenario, the top 
alternate count becomes the investor’s backup plan.

Fibonacci Relationships
One of Elliott’s most significant discoveries is that because markets unfold in sequences of five and three waves, the 
number of waves that exist in the stock market’s patterns reflects the Fibonacci sequence of numbers (1, 1, 2, 3, 5, 
8, 13, 21, 34, etc.), an additive sequence that nature employs in many processes of growth and decay, expansion and 
contraction, progress and regress. Because this sequence is governed by the ratio, it appears throughout the price and 
time structure of the stock market, apparently governing its progress.

What the Wave Principle says, then, is that mankind’s progress (of which the stock market is a popularly determined 
valuation) does not occur in a straight line, does not occur randomly, and does not occur cyclically. Rather, progress 
takes place in a “three steps forward, two steps back” fashion, a form that nature prefers. As a corollary, the Wave 
Principle reveals that periods of setback in fact are a requisite for social (and perhaps even individual) progress.

Implications
A long-term forecast for the stock market provides insight into the potential changes in social psychology and even 
the occurrence of resulting events. Since the Wave Principle reflects social mood change, it has not been surprising to 
discover, with preliminary data, that the trends of popular culture that also reflect mood change move in concert with 
the ebb and flow of aggregate stock prices. Popular tastes in entertainment, self-expression and political representation 
all reflect changing social moods and appear to be in harmony with the trends revealed more precisely by stock market 
data. At one-sided extremes of mood expression, changes in cultural trends can be anticipated.
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On a philosophical level, the Wave Principle suggests that the nature of mankind has within it the seeds of social 
change. As an example simply stated, prosperity ultimately breeds reactionism, while adversity eventually breeds a 
desire to achieve and succeed. The social mood is always in flux at all degrees of trend, moving toward one of two polar 
opposites in every conceivable area, from a preference for heroic symbols to a preference for anti-heroes, from joy 
and love of life to cynicism, from a desire to build and produce to a desire to destroy. Most important to individuals, 
portfolio managers and investment corporations is that the Wave Principle indicates in advance the relative magnitude 
of the next period of social progress or regress.

Living in harmony with those trends can make the difference between success and failure in financial affairs. As the 
Easterners say, “Follow the Way.” As the Westerners say, “Don’t fight the tape.” In order to heed these nuggets of advice, 
however, it is necessary to know what is the Way, and which way the tape. There is no better method for answering 
that question than the Wave Principle.

To obtain a full understanding of the Wave Principle including the terms and patterns, please read Elliott Wave Principle 
by A.J. Frost and Robert Prechter, or take the free 10 Lessons on the Wave Principle on the Elliott Wave International 
website at www.elliottwave.com (http://www.elliottwave.com/tutorial/).
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Alternation (guideline of) — If wave two is a 
sharp correction, wave four will usually be a sideways 
correction, and vice versa.

Apex — Intersection of the two boundary lines of a 
contracting triangle.

Corrective Wave — A three-wave pattern, or 
combination of three wave patterns, that moves in the 
opposite direction of the trend of one larger degree.

Diagonal Triangle (Ending) — A wedge-shaped 
pattern containing overlap that occurs only in fifth or C 
waves. Subdivides 3-3-3-3-3.

Diagonal Triangle (Leading) — A wedge-shaped 
pattern containing overlap that occurs only in first or A 
waves. Subdivides 5-3-5-3-5.

Double Three — Combination of two simple sideways 
corrective patterns, labeled W and Y, separated by a 
corrective wave labeled X.

Double Zigzag — Combination of two zigzags, labeled 
W and Y, separated by a corrective wave labeled X.

Equality (guideline of) — In a five-wave sequence, 
when wave three is the longest, waves five and one tend 
to be equal in price length.

Expanded Flat — Flat correction in which wave B 
enters new price territory relative to the preceding 
impulse wave.

Failure — See Truncated Fifth.

Flat — Sideways correction labeled A-B-C. Subdivides 
3-3-5.

Impulse Wave — A five-wave pattern that subdivides 
5-3-5-3-5 and contains no overlap.

Impulsive Wave — A five-wave pattern that makes 
progress, i.e., any impulse or diagonal triangle.

Irregular Flat — See Expanded Flat.

One-two, one-two — The initial development in a 
five-wave pattern, just prior to acceleration at the center 
of wave three.

Overlap — The entrance by wave four into the price terri- 
tory of wave one. Not permitted in impulse waves.

Previous Fourth Wave — The fourth wave within the 
preceding impulse wave of the same degree. Corrective 
patterns typically terminate in this area.

Sharp Correction — Any corrective pattern that does 
not contain a price extreme meeting or exceeding that of 
the ending level of the prior impulse wave; alternates with 
sideways correction.

Sideways Correction — Any corrective pattern that 
contains a price extreme meeting or exceeding that of 
the prior impulse wave; alternates with sharp correction.

Third of a Third — Powerful middle section within an 
impulse wave.

Thrust — Impulsive wave following completion of a 
triangle.

Triangle (contracting, barrier) — Corrective pattern, 
subdividing 3-3-3-3-3 and labeled A-B-C-D-E. Occurs 
as a fourth, B, X (in sharp correction only) or Y wave. 
Trendlines converge as pattern progresses.

Triangle (expanding) — Same as other triangles, but 
trendlines diverge as pattern progresses.

Triple Zigzag — Combination of three zigzags, 
labeled W, Y and Z, each separated by a corrective 
wave labeled X.

Truncated Fifth — The fifth wave in an impulsive 
pattern that fails to exceed the price extreme of the third 
wave.

Zigzag — Sharp correction, labeled A-B-C. Subdivides 
5-3-5.

GLOSSARY OF TERMS
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The Elliott Wave Principle is a detailed description of how financial markets behave. The description reveals that mass 
psychology swings from pessimism to optimism and back in a natural sequence, creating specific Elliott wave patterns 
in price movements. Each pattern has implications regarding the position of the market within its overall progression, 
past, present and future. The purpose of Elliott Wave International’s market-oriented publications is to outline the 
progress of markets in terms of the Wave Principle and to educate interested parties in the successful application of 
the Wave Principle. While a course of conduct regarding investments can be formulated from such application of the 
Wave Principle, at no time will Elliott Wave International make specific recommendations for any specific person, 
and at no time may a reader, caller or viewer be justified in inferring that any such advice is intended. Investing carries 
risk of losses, and trading futures or options is especially risky because these instruments are highly leveraged, and 
traders can lose more than their initial margin funds. Information provided by Elliott Wave International is expressed 
in good faith, but it is not guaranteed. The market service that never makes mistakes does not exist. Long-term success 
trading or investing in the markets demands recognition of the fact that error and uncertainty are part of any effort to 
assess future probabilities. Please ask your broker or your advisor to explain all risks to you before making any trading 
and investing decisions.

Global Market Perspective (GMP) is published by Elliott Wave International, Inc. Mailing address: P.O. Box 1618, Gainesville, 
Georgia, 30503, U.S.A. Phone: 770-536-0309. All contents copyright © 2018 Elliott Wave International, Inc. All rights 
reserved. Reproduction, retransmission or redistribution in any form is illegal and strictly forbidden, as is continuous and regular 
dissemination of specific forecasts or strategies. Otherwise, feel free to quote, cite or review if full credit is given. Typos and 
other such errors are corrected in the online version, which is the official final version of each issue. Subscribers will be notified 
via email if substantive changes are made. 
EWI offerings: EWI offers tri-weekly and monthly commentary on U.S. stocks, bonds, metals and the dollar in the Financial 
Forecast Service; daily and monthly commentary on commodity futures in Commodity Junctures Service; tri-weekly and monthly 
commentary on major European and Asian-Pacific indexes in the European Financial Forecast Service and the Asian-Pacific 
Financial Forecast Service; and monthly commentary on all the world’s major markets in Global Market Perspective. Rates vary 
by market and frequency. EWI also delivers intraday coverage of all major currencies (including cryptocurrencies), interest rates, 
stocks, metals and energy markets via our Pro Services and EWAVES Flash Services. And EWI offers ongoing education to make 
you a better trader via the Trader’s Classroom monthly subscription plus many educational resources available for purchase, visit 
our Education page for details. 
Elliott Wave Theorist Subscription rates: $20 per month (package discount available). Subscriptions paid via credit card 
automatically renew each month and are billed quarterly by default. Visa, MasterCard, Discover and American Express accepted. 
Call for other payment and billing options. Georgia residents must add sales tax.
Need short term coverage of global markets? We offer 3 different subscription for short term coverage - U.S. Short Term Update: 
$39 per month, Asian-Pacific Short Term Update: $49 per month, European Short Term Update: $49/month. Please contact EWI 
Customer Care to add these services. Discounts are available for GMP subscribers. 
Contact EWI Customer Care: Call 770-536-0309 (internationally) or 800-336-1618 (within the U.S.). Or email customercare@
elliottwave.com or online at www.elliottwave.com/contact/
The Elliott Wave Principle is a detailed description of how financial markets behave. The description reveals that mass 
psychology swings from pessimism to optimism and back in a natural sequence, creating specific Elliott wave patterns in price 
movements. Each pattern has implications regarding the position of the market within its overall progression, past, present and 
future. The purpose of Elliott Wave International’s market-oriented publications is to outline the progress of markets in terms of 
the Wave Principle and to educate interested parties in the successful application of the Wave Principle. While a course of conduct 
regarding investments can be formulated from such application of the Wave Principle, at no time will Elliott Wave International 
make specific recommendations for any specific person, and at no time may a reader, caller or viewer be justified in inferring 
that any such advice is intended. Investing carries risk of losses, and trading futures or options is especially risky because these 
instruments are highly leveraged, and traders can lose more than their initial margin funds. Information provided by Elliott Wave 
International is expressed in good faith, but it is not guaranteed. The market service that never makes mistakes does not exist. 
Long-term success trading or investing in the markets demands recognition of the fact that error and uncertainty are part of any 
effort to assess future probabilities. Please ask your broker or your advisor to explain all risks to you before making any trading 
and investing decisions.
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Steven Hochberg
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