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WELCOME

Dear Reader, 

Thank you for downloading Elliott Wave International’s annual report, The State of the Global Markets – 2016 Edition.

We put together this report to get you up to speed with EWI’s big-picture outlook for 2016 and give you a sneak peek 
inside our regional monthly publications, The Elliott Wave Financial Forecast, The European Financial Forecast and 
The Asian-Pacific Financial Forecast.

As you read, you may notice that some of the essays here are from the middle of 2015—and they are still relevant today. 
You may also notice our analysis doesn’t mention the Zika outbreak, this year’s U.S. presidential election or other news 
of geopolitical importance. That’s because we take the radical view that external events like these are in fact driven by 
the same hidden engine that also drives the market’s internal price patterns. Therefore, such events do not significantly 
impact share prices as most people believe; they are rather parallel results of a shared cause: changing social mood.

Social mood is the common thread connecting everything we do at EWI. We observe that investors’ moods and their 
resulting decisions to buy and sell are regulated by waves of optimism and pessimism that fluctuate according to the 
Wave Principle.

Once you identify the current stage of social mood and put it into the context with the Wave Principle of human social 
behavior, you can begin to formulate forecasts not only for financial markets; but also for the economy, political voting 
preferences, war and peace, and even social trends in music, filmmaking, fashion and beyond.

Our sincere hope is that this report challenges your thinking about investing and encourages you to dig deeper into 
the Wave Principle in 2016.

Thank you for reading,

The EWI Team
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Global Markets

OVERVIEW 
From the November 2015 Elliott Wave Financial Forecast 
(published Nov  6)

EWFF has been tracking a steady global 
shift to greater financial conservatism 
over the last 18 months. As we noted 
in October, the long duration of the 
transition from a “risk on” to a “risk off” 
attitude suggests that the next decline 
will “go deeper and last longer than that 
of 2007-2009,” which was the biggest 
bear market since the Great Depression. 
The relationship between the MSCI 
Emerging Markets Index and the MSCI 
World Index on this chart shows a trend 
away from risk that will gradually 
widen into a trend out of all equities. 
The MSCI Emerging Markets Index 
comprises riskier stocks, and it made 
a countertrend rally high in September 
2014. The blue-chip World Index 
comprises shares in more developed 
countries, and it made its all-time high 
in May of this year. The current rally 
shows how much the MSCI Emerging 
Markets Index is lagging. In fact, it 
retraced only about a third of its most 
recent decline while the MSCI World 
Index retraced two-thirds of the sell-off 
from its May high. 

Editor’s note: In January 2016, the MSCI World Index 
plunged back beneath 1500 to its lowest level since 2013.
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A Bloomberg article, “Unnerved 
Investors Pull Shutters as Capital 
Market Cracks Spread,” captures 
the swelling unease in noting, 
“Investors around the world are 
running away from almost anything 
smacking of risk.” Junk bond 
issuance has stalled as prices have 
plunged (See Bond Market Section. 
The U.S. is supposedly a growth 
haven, but more speculative assets 
are being shunned here as well. The 
market for Initial Public Offerings, 
which EWFF identified as ripe for 
a reversal back in the fall of 2014. 
Citing a “euphoria” surrounding 
Alibaba, which remains the largest 
IPO ever, EWFF noted a similarity 
to the record-setting deals that hit 
the market in November 1999 and 
March 2008. After each ebullient 
period, the overall market fell 
sharply. The long term chart of the 
Bloomberg IPO Index shows the 
reversal in the IPO aftermarket that 
followed each speculative episode. 
The latest top came on November 13 of last year, a few 
days after EWFF commented on the frenzy of excitement 
surrounding IPOs. Interestingly, the peaks are exactly 7.38 
years from each other, creating a long-term cycle top that 
is now behind us.

One by one, numerous highly celebrated offerings have 
gone off the rails. Since September 2014, more than half of 
the 35 companies that went public with initial valuations 
of more than $1 billion are now below their IPO price. 
Many of the most heavily hyped offerings since 2011 are 
also down dramatically from their post-IPO highs, such 
as Alibaba (-30%), Twitter (-65%), Zynga (-85%) and 
Groupon (-90%). Square Inc., a digital payment company, 
was supposed to be the next high-flyer when it debuted 
in mid-November, but before it even hit the market, its 
prospects diminished as underwriters reduced its offering 
price to $9 a share, 20% below its estimated opening 
range. According to The Wall Street Journal, “skeptical 
investors” forced the reduction, “further souring the 
market for new technology-company stock.” Square still 
has a $4.4 billion market cap, but losses and expenses 
are rising. Square is looking more and more like the last 

flicker of a classic IPO flame out—the kind that leads to 
a complete cessation of IPO activity near the onset of a 
major stock market decline. 

The response of technology gurus seems perfect for such 
an outcome. Many insist that the sector is on solid ground 
because expectations are more subdued than they were 
at the end of the dot.com bubble in 2000. While they 
agree that some tech firms with billion dollar valuations 
“will go down as poster children for hubris and excess,” 
others “will surely live on as big successful corporations. 
If that’s a bubble, it’s the right kind of bubble.” Another 
venture capitalist insists that the current tech frenzy “is 
different from 1999, where you had companies that had 
no way to make their economics work. No one was more 
traumatized than me by the bubble. No one was saying 
there was a bubble back then.” Actually, it’s not true. 
Back in December 2000, EWFF noted that discussions 
using “words like ‘mania’ and ‘bubble’” had become 
commonplace. When the next top was in place in March 
2008, EWFF documented the increase use of these 
very terms with a chart showing “bubble references.” It 
revealed a surge in 2000 and then again in 2007, as the 

http://www.elliottwave.com/wave/MIGMP
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S&P 500 topped and started declines that ended 
up subtracting more than half its value. Another 
famous technology investor is bullish now due to 
Square’s low initial offering price. Here’s the logic, 
as documented in a November 10 Fortune article:

Square IPO Price Proves There Is No Tech Bubble

A real tech bubble, many say, can exist only if 
irrational exuberance has extended to the public 
equity market—where most tech company value 
lies—and that Square’s relatively modest pricing 
expectations are evidence that it has not. 

But the dissipating interest in IPOs actually fits 
perfectly with the early stages of a bear market. 
We know because we listed “a record rate” of IPO 
cancellations under “More Signs of a Burst Bubble” 
in EWFF’s May 2008 issue, shortly before the 
bottom fell out of stock prices. In the same entry, 
EWFF cited “anemic demand for OTC Bulletin 
Board shares” and a “decline in NYSE margin 
debt.” Both conditions exist now. In October, the 
latest month for which figures are available, NYSE 
margin debt is down 7% from an April all-time high 
of $507 billion, while OTC Bulletin Board volume 
and dollar volume hit record lows in September (see 
chart, p.5 in October issue). 

In the same May 2008 issue, EWFF cited a sudden 
loss of enthusiasm for company buybacks as 
another component of a major market reversal. 
EWFF noted that for companies issuing buyback 
announcements “cheers invariably turn to jeers” as 
the stock market reverses from up to down. EWFF’s 
evidence included the following headline from 2001: 
“Buybacks Hit a Wall of Fear.” The 2008 version 
from The Wall Street Journal read, “[From] Buyback 
Boom To Buyer’s Remorse.” And here are the latest 
headlines:

Stock Buyback Deals Can Be Stinkers
                           —USA Today, Nov. 5, 2015

The Stock Market Has a Buyback Problem
                                    —Fortune, Nov. 18, 2015

Surge In Stock Buybacks Good or Evil?
       —The Wall Street Journal, Nov. 22, 2015

As the chart shows, through the first three quarters of 
2015, buybacks were the strongest since the record year of 
2007, when stocks made a major top. Until recently, share 

http://www.elliottwave.com/wave/MIGMP
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repurchases were considered a positive 
development for companies. But a 
widely-circulated report from Research 
Affiliates says buybacks offer “little 
overall benefit. ‘Buybacks are simply a 
mirage.’” Fortune concludes, “Investors 
might soon regret the buyback binge.” 
They always do, and the outbreak of 
skepticism is a sure sign that the falling 
share prices that invariably compounds 
those regrets is very close. 

Corporate mergers are another peak-
market metric that generally moves 
to record levels as stocks complete 
major bull markets. In November, a 
rash of major deals raised the global 
year-to-date merger total to $4.1 trillion. 
According to Dealogic, the current 
record total marks a 38% increase over 
the same period in 2014. The prior 
record of $3.9 trillion came as stocks topped in 2007. 
Like the overall stock market, however, the merger market 
is dominated by large firms. While November broke the 
monthly record with $606.6 billion in deals, it featured the 
lowest monthly total number of deals (2657) since June 
2005. The 2000 market top featured a similar splintering, 
which drew the following comment in the February 2000 
issue of EWFF: 

While the total number of deals has been falling, the 
value of mergers as a percentage of GDP has continued 
to climb rapidly. So, just like the overall stock market, 
merger activity has continued to accelerate on the 
strength of a few blockbuster deals. As At the Crest of 
the Tidal Wave noted, one of the main ways “companies 
express optimism [is] by taking over other companies. 
Such activity is indicative not of minor bull markets, 
but of ones that precede prolonged and devastating 
bear markets.”

A June 2000 EWFF Special Report included a series 
of charts showing a century-long positive correlation 
between record-high mergers and peaking stock prices. 
We added, “Another major confirmation of a reversal in 
social mood is a recent outbreak of anti-merger fever.” 
The outline of a similar public anger is now evident in 
the response to the deal that pushed the 2015 total over 
the top—a proposed merger between Allergan and Pfizer. 
The biggest marriage of pharmaceutical companies in 
history is also the largest-ever corporate tax “inversion,” 
which means the new company will skirt U.S. taxes by 
effectively relocating Pfizer’s headquarters to Ireland. 
EWFF covered the rise of anti-trust initiatives in last 
month’s issue. This is yet another by-product of the peak 
in social mood and its subsequent reversal, when attacks 
emerge against the methods and standards of the preceding 
advance. The urge to acquire will dissipate on its own, but 
the government will find various ways to contribute to the 
diminishing M&A totals as stock prices retreat.  

http://www.elliottwave.com/wave/MIGMP
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OVERVIEW 
From the January 2016 Elliott Wave Financial Forecast (published Jan  8)

The Dow and S&P 500 started 2016 by continuing last year’s trend, which was down. The first four days of the New 
Year were the worst ever for the S&P. The market’s decline is compressed near term, so there could be a snapback 
bounce. But the broad-based character of the selloff is consistent with the start of a major bear market. Junk bond 
yields doubled over the past year-and-a-half and prices have been crushed, so much so that a high-yield fund went bust 
in December. This trend is just beginning. Gold and silver are starting countertrend rallies that will carry higher in the 
coming weeks. The U.S. dollar is in the next wave of advance that should eventually carry prices to new recovery highs.

THE STOCK MARKET
From the August 2015 Elliott Wave Financial 
Forecast, (published July 31)

In nearly every issue this year, EWFF has 
continually described the persistent state of 
psychology toward the stock market as “the 
most pronounced complacency in the history 
of Wall Street.” In July, it reached a remarkable 
new extreme as bulls used complacency itself as 
another excuse to buy stocks. “The failure of the 
Greek standoff or the China stock market tumble 
to rupture global markets or drag down economic 
expectations has led to a rapid draining away of 
anxiety,” says a major news site. 

This headline highlights another negative, the 
ever-thinning advance: 

Giant Stocks Lead a Rally,  
As Investors Cry ‘Get Me In’

                      —Yahoo Finance, July 17, 2015

The Wall Street Journal reported on July 26 that just 
six stocks—Amazon, Google, Apple, Facebook, 
Netflix and Gilead Sciences—account for more 
than half of the $664 billion in market value added 
to the NASDAQ in 2015. Using the acronym 
FANG, a CNBC pundit shortens the list to four: 
Facebook, Amazon, Netflix and Google. (For our 
money, we think FAANGG nicely captures the 
whole list.) Something similar happened in the 
early 1970s, as the Dow completed a triple top 

http://www.elliottwave.com/wave/MIFF
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near 1000. Only then, the collection of large-cap stocks 
known as the Nifty Fifty was a much larger group. Over 
the next 23 months, from January 1973 to December 
1974, the index declined 45%. The even slimmer circle of 
winners today suggests a higher level of exhaustion and 
a bigger impending decline from recent highs. A falling 
advance-decline line accompanied the final rally in 1929, 
and something similar is going on now.

The number of stocks making new 52-week highs versus 
new 52-week lows confirms the narrowness of the market’s 
advance. The chart shows a 20-day moving average of the 
net new highs on the NYSE. It peaked in May 2013 and 
has failed to confirm the Dow’s new highs ever since. 
After a brief drop with stocks to a low in October 2014, 
the number of net new highs remained relatively weak into 
May. As the Dow made its high on May 19, the 20-day 
average of net new highs was barely positive, indicating 
a strikingly weak advance that was driven by fewer and 
fewer stocks making new highs. As it now stands, the Dow 
Jones Composite Average, comprising all the stocks in the 
Dow Industrial, Transportation and Utilities averages, is 
down nearly 4% for the year. As the bear market unfolds, 
the net number of new highs should rapidly decline to 
oversold levels and remain stuck there.

From the November 2015 Elliott Wave Financial Forecast 
(published Nov  6)

Will the U.S. Federal Reserve really “declare victory” 
over deflation with a December rate boost? According to 
the consensus view, the thinking inside the Fed is that the 
economy is finally healthy enough to return borrowing costs 
to “more ‘normal’ levels.” Such a move would actually be 
consistent with many of the most important market peaks 
in history, such as September 1929 and January 2000 when 
the Fed famously “pulled the punch bowl” by increasing 
the Federal Funds rate as stocks reached the extremes of 
major advances. China did something similar in 2007, 
raising borrowing costs several times. The Shanghai 
Composite Index made its all-time high in October 2007. 
Of course there is one big difference: On each of those 
occasions, the central bank rate hike was part of a series 
that pushed rates through 6%. This time, the rise will be 
the first in more than six years, and it will come from a 
virtually non-existent level of 0.25%. With the economy 
so much weaker, some will view it as the straw that broke 
the back of the global economy. The truth is that the Fed is 

From the January 2016 Elliott Wave Financial Forecast 
(published Jan  8)

USA Today surveyed 17 Wall Street strategists at the start 
of 2015, and every one of them forecast a higher stock 
market for the year. Instead, the Dow Jones Industrial 
Average ended last year with a decline of 2.23%. Stock-
investing firm Berkshire Hathaway lost 12%. According 
to Jefferies, the average stock in the S&P 500 is down 
over 20% from its 52-week high. Most hedge funds, 
especially those enamored with commodities, lost far 
more. Conversely, with a positive return of 0.11%, cash 
fulfilled this important forecast from the February issue 
of The Elliott Wave Theorist: “When the bear has taken 
full charge of investors’ mood, there will be no traditional 
hiding place for investment capital except cash.”

At the outset of this year, the group has come to a 
unanimous consensus once again: 17 out of 17 strategists 
expect stocks to be higher at the end of 2016. According 
to the conventional view, 2015’s decline was a small 
downward blip in a bull market that will soon resume. 
EWFF’s view is the opposite: 2015 was a key transition 
year. In the first yearly drop since 2009, the DJIA and S&P 
500 put the finishing touches on the long-term topping 
process that started in 2000 and opened the door to a 
powerful bear market, deflation and economic contraction.

In Conquer the Crash, Robert Prechter forecast the 
monolithic nature of the Great Bear Market with this 
simple observation: “Most assets lately are moving up 
and down more or less together, probably as liquidity 
expands and contracts. If so, then any deflation will crush 
hard-asset prices right along with share prices, just as it 
always has.” In 2008, a plunge in commodities didn’t start 
until the stock market decline was nine months old and 
just eight months from the March 2009 low. The plunge 
led to a recession that was deep but brief. This time 
around, commodities are already down 55% from their 
last countertrend rally high in May 2011, giving them a 
head start of almost five years. With all major asset classes 
more or less aligned in a large-degree bear market, 2016 
should feature a memorable rout in stocks. 

succumbing to the feel-good sentiment of a peak in positive 
social mood by doing what it has always done in the past; 
confidently raising interest rates just before the start of a 
major bear market.   

http://www.elliottwave.com/wave/MIFF
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THE BOND MARKET
From the August 2015 Elliott Wave Financial Forecast 
(published July 31)

In a Special Section in our August 2013 issue, 
EWFF said, “No matter how thick the storm 
clouds over state and city finances become, the 
belief in a bullet-proof municipal bond market 
just seems to grow.” More recently, however, 
the bullets are starting to pierce the armor of 
muni-bonds. According to The Bond Buyer, 
municipal bond defaults increased to record 
levels in 2014. Municipal Market Analytics 
data show there were $9 billion in monetary 
defaults for the year, which is more than a 
four-and-a-half-fold increase over the $1.95 
billion in 2012. The highest-profile case is 
Detroit, which filed for bankruptcy in July 
2013; the case spent most of 2014 winding its 
way through the courts. This year’s headline 
default, so far, is Puerto Rico, which EWFF 
discussed in last month’s Special Update, 
“Debt Implosion Underway.” There will be 
no prompt resolution to Puerto Rico’s debt 
problem, because there is no legal means for 
the island’s government to declare bankruptcy. 
Of course, the law doesn’t change the fact that 
Puerto Rico cannot pay its creditors. The next 
bond payment is due tomorrow, August 1, and 
government officials so far say they can’t make 
it. From 2011 to 2014, Moody’s doubled the 
number of governments behind junk-rated 
debt. Among the cities and counties cut to junk status 
were Atlantic City, NJ, Chicago, IL, and Wayne County, 
MI. As the economy contracts further and deflation’s grip 
tightens, the size and number of defaults will grow and 
then soar. 

Municipalities’ cash-strapped pension funds will feed 
the trend toward more numerous junk-bond ratings. 
EWFF discussed this threat in the August 2013 Special 
Section. Two more years of stock appreciation has done 
nothing to alleviate the predicament. According to a July 
17 Bloomberg news story, Houston is the latest major 
city to be warned of a credit-rating downgrade due to 
“bookkeeping gimmicks that have let cities mask the 
size of their debt for years.” Moody’s estimates that the 
25 largest U.S. public pensions alone have a $2 trillion 
shortfall relative to future liabilities. 

http://www.elliottwave.com/wave/MIFF
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From the October 2015 Elliott Wave Financial 
Forecast (published Oct  2)

In January, ... EWFF published a “danger ahead” 
chart showing the widening spread between 
the yield on junk debt and on comparable U.S. 
Treasury debt. We made this forecast: “The 
divergence [between the widening spread] 
relative to the new high in the Dow has been 
building since June [2014], when the spread made 
a low. In 2015, U.S. stocks should catch up to this 
new trend by declining.” On March 27, ... EWFF 
published an updated junk-to-Treasury spread 
chart showing a five-wave advance and a three-
wave decline, the wave structure of a developing 
larger advance. With the spread at 4.67%, EWFF 
labeled the upward push a third wave that “should 
result in spreads widening toward 8% or higher.” 
We repeated our forecast in May, July and 
August. As the chart shows, spreads are well on 
their way to our target. This week they reached 
a new 3¼-year extreme at 6.34%. The widening 
trend indicates that liquidity is waning, which 
will negatively affect nearly all asset prices. 

Yet even as credit stress builds, investors 
remain impervious to the pervasiveness of the 
burgeoning troubles. Bloomberg reports that, in 
September, the riskiest sector of the municipal 
bond market returned four times that of the 
broader muni-market. “People are looking for 
income streams, and, at the same time, they want 
some level of safety,” observes a senior fixed-
income strategist at a major U.S. bank. “They 
view the high-yield muni as a little safer place 
out of other risk areas that contain higher yields.” 
We strongly disagree. Many high-yield bonds, 
both corporate and municipal, will cease to exist 
during the most virulent phase of the next major 
bear market wave. As the charts of Glencore’s 
stock (See Special Section: Transition to a Fear 
of Risk II) and its credit default swaps illustrate 
(see Economy & Deflation section below), the 
“light switch” moments are starting to appear. 
There should be many more of them as investors 
slowly awaken to the realization that high-yield 
bonds are high-yield for a reason: the weak credit 
structure of the underlying issuer.  

Editor’s note: In February 2016, the Barclays High Yield 
spread soared further to nearly 8.5%.

http://www.elliottwave.com/wave/MIFF
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From the December 2015 The Elliott Wave Financial 
Forecast (published Dec  4)

We’ve seen some bizarre behavior among 
bond market participants in recent years, but 
the current thirst to buy sub-zero-yielding, 
multi-year debt instruments wins the prize. The 
chart at right shows the yield on the five-year 
government debt of Germany and Switzerland, 
which continues to traverse the depths of 
negative yields. In fact, yields on more than one-
third of all euro-area government bond, a total of 
more than $2 trillion worth, are now below zero. 
A buyer of these bonds at par who holds them to 
maturity is guaranteed to lose money. The only 
way to avoid a loss of principal is to wait for the 
negative yields to become even more negative 
and hope someone will then buy the old bond.   

Meanwhile, global bond default rates hit their 
highest level since 2009, the year of the nadir 
of the last credit crisis. The default rise comes 
despite economists’ assurances that global 
economies are expanding. Considering the 
relatively negligible level of interest rates, debt 
loads should be easily serviceable for companies, 
countries and municipalities. Rather, EWFF has 
continually pointed out rising levels of credit 
stress in various bond market indicators, a strong 
sign of spreading trouble. A good example is 
the price of the lowest-rated bonds in the BofA 
Merrill Lynch U.S. High-Yield Index, those 
rated CCC and lower. That portion of the index 
has dropped 22% on average over the past 
twelve months. In January, April, July, August, 
September and October, EWFF published charts 
of the surging spread between junk bond yields 
and comparable U.S. Treasury yields and said, 
“the widening trend indicates that liquidity 
is waning, which will negatively affect nearly all asset 
prices.” The chart above shows that the debt troubles 
are expanding, as the total number of distressed bond 
issuers traded each day jumped more than 110% in 2015. 
Bloomberg defines a distressed bond as one that trades 
at greater than 1000 basis points over a comparable 
benchmark U.S. Treasury bond. The current setup is 
similar to the one that preceded the 2007-2009 credit 
crises. An increase in aggregate pessimism led to a major 

http://www.elliottwave.com/wave/MIFF
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price plunge for the lowest-rated and thus riskiest debt, 
which created a liquidity crunch that resulted in soaring 
defaults and lower asset prices for nearly everything. This 
time the squeeze should be even more extreme because 
there is far more debt now than at the 2007 peak and, as 
the Economy & Deflation section illustrates, the economy 
is far more vulnerable than it was prior to the last decline. 
The next episode of deflation and economic contraction 
will be more severe than that of 2007-2009, and those 
willing to lend and borrow will become scarce. 

From the February 2016 The Elliott Wave Financial 
Forecast (published Feb  5)

Successive rounds of quantitative easing by central banks 
along with various other monetary tricks were all designed 
to spark inflation; all have utterly failed. The latest gambit 
to grab the fancy of central bankers is negative interest 
rates. Japan is the most recent country to adopt this 
scheme. On January 29, the Bank of Japan voted for the 
first time in its history to adopt negative rates on deposits. 
As the chart illustrates, Japan joins the European Central 
Bank, Sweden, Denmark and Switzerland in charging 
depositors to hold their money. World bond markets use 
central bank interest rates as a benchmark for borrowing 

costs. Thus, according to Bloomberg, by the end of 2015 
nearly a third of the debt issued by euro-zone governments 
sported negative yields. An investor who buys a bond 
issued by one of these governments is guaranteed to 
lose money if they hold the bond to maturity. These 
actions confirm that deflationary forces are intensifying, 
consistent with our long-standing forecast. It may seem 
outlandish to think so at the moment in light of the U.S. 
Federal Reserve’s recent decision to raise short-term 
interest rates, but deepening deflation will eventually 
force the U.S. central bank to go down this path, too. At 
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that point, holding outright greenbacks in a safe place will 
be more advantageous than holding a government bond.

A key motive for pushing sovereign debt yields below 
zero is an attempt by each government to devalue its 
own country’s currency in order to make exports more 
affordable. But it can’t work, because they all do it. 
The September issue of EWFF explained how these 
competitive devaluations jibe with deflation, just as they 
did in the early 1930s, when the global economy last fell 
into a period of sustained deflation. They failed then, and 
they will fail now.

While short-term rates have been kept artificially low, 
long-term U.S. Treasury bond yields have stayed lower 
longer than we anticipated when we recognized a low in 
30-year T-bond rates a year ago. Still, we see no reason to 
change our opinion on the long term trend. On Wednesday, 
the Daily Sentiment Index (trade-futures.com) of traders 
surged to a stunning 97% bulls on bonds, matching the 
highest level of investor optimism since January 6, 2015. 
Back then, yields drifted modestly lower for the next 2½ 
weeks, registering an all-time record low close at 2.223% 
on January 30. The wave labels on the above chart show 
our current conclusion: this low will remain intact and 
yields will soon start to rise.
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GOLD 
From the January 2016 Elliott Wave Financial Forecast 
(published Jan  8)

According to multiple news accounts, it’s 
official: gold has lost its luster. The precious 
metal was down 10% in 2015 for the third 
consecutive yearly decline, its longest annual 
losing streak in 18 years. No one noticed at 
the time, but gold’s luster—which should 
refer to its prospects, not its past—actually 
disappeared in September 2011, when 
prices peaked at $1921.50 and EWFF was 
resolutely bearish. Now that gold is down 
over 40% from its peak and nearly everyone 
is predicting even lower prices for 2016, it’s 
time to be extra attentive to the wave structure 
and sentiment measures in anticipation of a 
significant countertrend rally. The Federal 
Reserve’s December rate hike is considered 
a negative for the metal in many quarters. 
In the wake of that move, the leading daily 
financial newspaper lent support to the myth 
that “higher rates tend to weigh on gold, which 
pays its holders nothing.” “There is some fear 
that there will be further rate-hike moves,” 
worries the president of a large commodity-
focused hedge fund. Last month, however, 
EWFF carefully dispelled the notion that gold 
cannot rally amidst rising interest rates (see 
p.7). The claim is simply rationalization of 
bearish sentiment on the metal. Pessimism 
toward gold remains extreme, as the CFTC’s 
weekly Commitment of Traders report shows 
that Money Managers hold a record net-short 
position in gold futures and options contracts, 
betting on a continued price decline. This 
cohort of speculators is usually caught in 
extreme wrong-way bets at significant trend 
reversals. 

Most important, the chart at right shows gold’s wave 
structure since 1998. After tracing out a five-wave rally 
from $251.70 in August 1999 to $1921.50 in September 
2011, gold has declined in five waves to current price 
levels. The complete or nearly complete “five down” in 
conjunction with the aforementioned pessimistic extreme 
is compatible with the start of a gold rally. The “You Are 

Here” chart diagrams gold’s likely path in coming months. 
We have been bullish at two prior lows and gold has yet 
to rally big, but we think a major upward retracement is 
overdue.

Editor’s note: Gold has since rallied over $200/oz since 
its December low.
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U .S . DOLLAR
From the February 2016 Elliott Wave Financial Forecast 
(published Feb  5)

This week’s U.S. dollar decline creates short term options 
for the wave structure. Intermediate wave (4), which 
started at the 100.390 high on March 13, 2015, appears 
to be developing into a complex form, tracing out a flat 
(see Elliott Wave Principle, p.45) or a triangle (see Elliott 
Wave Principle, p.49). 

When we identify the most probable path for prices, 
we will discuss it in the Financial Forecast and Global 

Market Perspective. We still think the odds favor the 
ultimate occurrence of Intermediate wave (5), which 
should carry the U.S. dollar to a new high above 100.510. 
But the larger rally is late in development, and the bullish 
potential is nowhere near as great as it was back in 
2008-2011, when EWI was the lonely bull in forecasting 
a major advance for the buck.
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ECONOMY & DEFLATION
From the August 2015 Elliott Wave Financial Forecast 
(published July 31)

Economists got off to a bad start in the 
first quarter when virtually all of them 
missed a U.S. GDP decline of 0.2%. 
Yesterday, that decline was revised 
away to a 0.6% gain, which was still 
well below most economists’ forecast. 
Despite the continued soft economic 
numbers, economists remain convinced 
that growth has returned and will 
strengthen for years to come. Every 
last one of the more than 60 economists 
surveyed by The Wall Street Journal 
finds that GDP will continue to rise for 
the next three years. Estimates for 2015 
growth range from 1.4% to 3.4%. The 
unanimity of this view is remarkable 
considering the steep price declines 
among many commodities that are 
used in economic activity. The above 
chart shows a multi-year decline in the 
Bloomberg Industrial Metals Index, 
which includes copper, aluminum, 
nickel and zinc. Unlike the consensus 
view of economists, copper has a long 
history of anticipating economic turns, which is why 
some pundits call it the metal with a PhD. In May of last 
year, EWT forecast an impending breakdown in copper 
below the shelf of support shown by the line on this daily 
copper chart. After making this break below support late 
last year, a bounce in the first five months of 2015 failed 
to bring copper prices back above the former support 
shelf. This week, copper slipped to a new low, as did the 
industrial-metals index. Sentiment toward commodity 
indexes is very negative, suggesting that a countertrend 
rally is nigh. But any rallies should be short lived. When 
the economy joins the downturn, investors who trusted 
economists instead of “Dr.” Copper will once again learn 
that markets are in charge. 
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From the October 2015 Elliott Wave Financial 
Forecast (published Oct  2)

U.S. consumer prices fell 0.1% in August. 
Consumer prices across the 19-country 
Eurozone also fell 0.1% in September. 
Producer prices have been even weaker. In the 
U.S., PPI fell 2.9% in August, and it’s been 
down every month since December 2014. In 
Germany, the August decline was 1.7% and 
the streak of consecutive negative readings 
dates back more than two years. In China, the 
August PPI plunge was a whopping 5.9% and 
it’s been negative every month for more than 
five years. EWFF said in July, “Deflation is 
just getting started,” but it is already deeply 
entrenched in many flagship quarters of the 
global economy.

The self-reinforcing aspect of deflation is 
readily apparent in Glencore’s September 
meltdown. With an army of commodity 
traders under its command, the world’s 
biggest commodities trading firm was 
reputably equipped to thrive even in the face of 
a protracted decline. “Directors told investors 
its trading business would cushion profits 
during a downturn in commodity prices.” 
“Glencore’s trading savvy was supposed 
to mean it could make money whatever the 
market climate.” As the firm began to list, 
however, the September EWFF asserted that 
Glencore’s effort to sell mines, pay off debt 
and “generally stand ready to preserve its 
investment grade credit rating” would only 
contribute to deflation’s downward spiral. 
Two-and-a-half weeks later, the quickening 
impact of deflation was visible in Glencore’s 
stock price (see chart p.5). The sharp change 
wasn’t lost on the bond market. As shown 
below, Glencore’s five-year credit-default 
swaps, a contract that insures against default, 
jumped 72% in September, before pulling 
back modestly. 

The implosion may seem to have come 
overnight, but it had been building for years. 
The chart of Glencore’s stock shows that the 
problem actually dates back to 2011, when 
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Glencore went public in conjunction—
naturally—with a countertrend high in 
commodities. The more time they take to 
fill the powder kegs, the bigger the blow-
ups will be when they go off. That’s why 
we keep showing charts of the economic 
deterioration that’s occurred since the 
orthodox peak of the Grand Supercycle 
bull market in 2000. The graphs on the 
next page show several key economic 
measures that reflect years of broad-based 
distress, despite historic monetary and 
fiscal stimulus, as shown by the bottom 
two charts in the series. The chart at right 
of real mean and median U.S. personal 
income shows another long-term reversal 
that is hitting most Americans in their 
pocketbook. While the mean measure 
shows, on average, that personal income 
peaked with the real estate boom in 2006, 
the median measure shows that half of 
all U.S. citizens are earning less money 
in real terms than they were in 2000. The 
five-wave form of the rise in mean income 
is further Elliott wave evidence that the 
decline is about to accelerate. The chart 
below of the income earned by the top 1% 
of U.S. wage earners, which also peaked 
in 2006, confirms the bearish potential. 
In addition to diverging dramatically 
relative to the peak in U.S. stocks this 
year, the income for the top 1% of earners 
also climbed in five waves from the early 
1960s. Similar to 1929 and 2000, it has 
become politically fashionable to decry 
income inequality. But remember what 
EWFF has previously stated: it’s not 
worth worrying about income inequality, 
because the coming economic depression 
will naturally even the playing field. The 
Elliott wave traced out by the rise confirms 
that earnings of the top 1% are in for a 
severe leveling. 
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From the January 2016 Elliott Wave Financial Forecast 
(published Jan  8)

The U.S. economy’s manufacturing sector contracted 
further in December. The Institute for Supply 
Management said its index of national factory activity 
fell to 48.2 from 48.6 the month before. A reading above 
50 indicates expansion in the manufacturing sector and 
a reading below 50 indicates contraction. 

—Reuters, January 4, 2016

In China, the Caixin Purchasing Managers Index, 
which measures industrial activity at private and small 
enterprises, was also down to 48.2 in December from 
48.6 in November. It was the 10th straight month below 
50 for the index. Meanwhile, Chinese producer prices in 
November fell at an annualized rate of 5.9%, extending 
a downtrend that started in July 2011. Industrial profits 
were down 1.9%, the sixth straight decline, and exports 
fell 6.8% in November, for a fifth straight monthly 
contraction. China does have one burgeoning export item: 
deflation. The latest economic data shows that despite 
every effort on the part of the Chinese government, 
deflation is gaining strength. In 2009, China initiated 
massive stimulus programs, ordering the construction of 
entire cities, high-speed rail lines and other infrastructure 
and housing developments. While many China experts 
hailed the programs as “even more successful than 
expected,” EWFF argued otherwise. China’s spending 
produced flaccid additions to the economy that will not 
be able to pay off the debts with which they were 
created. In April and May, EWFF placed China on 
“the leading edge” of a crisis that would ultimately 
become the greatest credit implosion in history. The 
buckling of the Chinese stock market in June was 
the opening salvo. The latest plunge, accompanied 
by the litany of uninterrupted, monthly economic 
contractions listed above, shows that deflation is 
now taking full control of the manufacturing heart 
of China and with it the global economy. 

The U.S. is supposed to be the bastion of economic 
strength in the world, but its own manufacturing 
sector is contracting at the same rate. As in 
China, economic weaknesses have been papered 
over with years of Federal Reserve quantitative 
easing, government bailouts and other stimulus 
efforts. The Fed printed money, but the new cash 
mostly wound up in peak-era frivolities such as 
stock buybacks and luxury goods. With the stock 

market retreating, billions spent on buybacks will go 
up in smoke, and the shortage of cash will make Gucci 
handbags a superfluous accessory. The oil industry was 
another growth engine that powered the recovery. Many 
of the high-yield bonds issued by oil patch companies 
that got caught up in the optimism of a Grand Supercycle 
peak grossly overestimated future demand and are now 
approaching default. Our Bond Market section covers the 
resulting deterioration that is overtaking the high-yield 
sector. For a full review of the extent and consequences 
of the global debt burden, see our Special Sections of last 
May and July.

Higher-grade corporate and U.S. government debts are 
considered safe, but the performance of the U.S. economy 
has actually been much weaker than that of China, putting 
even those bonds at risk. The updated chart (below) of 
yearly U.S. GDP growth shows that the U.S. is on track for 
a record 10th straight year of sub-3% growth. Nonetheless, 
economists are as sanguine about the prospects for 
economic expansion in 2016 as Wall Street strategists 
are about the prospects for stock market gains. All 60 
economists that participated in The Wall Street Journal’s 
Economic Forecasting Survey see no possibility of a down 
quarter in 2016 and an average annual GDP gain of just 
over 2.5%. We’ll take the other side of that forecast as 
well. If the stock market can somehow remain aloft, we 
might see another quarter or so of positive GDP growth. 
But when U.S. stocks plunge, GDP will turn negative and 
stay there for a long time.
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SPECIAL SECTIONS

Debt Implosion Underway
From the July 2015 Elliott Wave Financial Forecast 
(published July 2)

In our May Special Report, The Elliott 
Wave Financial Forecast warned of a fast 
approaching “credit washout that will be 
even more severe than 2008/2009.” With 
an array of waning economic growth 
measures, EWFF showed how debt 
loads in Europe, Asia and the U.S. are 
becoming increasingly precarious. With 
Greece and Puerto Rico “effectively in 
default,” there is a dawning awareness 
of the problem. Here’s how The New 
York Times informed its readers on June 
29: “Loads of Debt: A Global Ailment 
with Few Cures.” The trap is sprung, 
but there is still almost no appreciation 
for how fully it will change the lives of 
most of the people on the planet. On 
Monday, Puerto Rico announced that 
government efforts to “slash expenditures 
and restructure debt have failed.” In the 
words of Puerto Rico’s governor, “The 
debt is not payable.” You can’t get more 
deflationary than that. The implications are “far reaching.” 
According to Morningstar, 80% of Puerto Rican debt is in 
muni-bond funds and 180 U.S. mutual funds have at least 
5% of their portfolios in Puerto Rican bonds. The chart at 
right shows the price of the most actively-traded Puerto 
Rico general obligation municipal bond, the 8% coupon 
due on July 1, 2035. It’s now trading at 68% of par (100), 
indicating an increased potential for default. On Tuesday, 
Governor Alejandro Barcia Padilla said the island will 
try to delay payments on its $72 billion debt load for “a 
number of years.” Bloomberg reports that Puerto Rico 
securities have different repayment pledges, which means 
investors may now be pitted against each other to see who 
gets any money still available. As deflation intensifies, 
income will dwindle and these fights will play out in one 
country after another.  

Central bankers and economists insist the problem in 
Greece is “contained.” When European stocks fell 3% 

on Monday morning, one commentary stated that the 
“markets are concerned” but “they’re not remotely betting 
that the situation will spin out of control and lead to a full-
fledged unraveling of the Eurozone or a recession across 
Europe.” Try telling that to Greek investors who cannot 
get access to whatever is left of their money because the 
stock market and banks are closed. The Greek government 
has also imposed capital controls to prevent money from 
flooding out of the country. With $10 trillion in monetary 
“stimulus” already expended, public relations is all many 
Central Banks have left to offer. No amount of spin can 
change the fact that default has arrived. It will expand to 
all parts of the world. Deflation and depression will be 
close behind. 

Editor’s note: Negative social mood also impacts health. 
Puerto Rico is suffering from a 45% poverty rate and must 
now import blood for transfusions required to help with 
the Zika epidemic.
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Here Comes High Volatility 
From the July 2015 Elliott Wave Financial Forecast 
(published July 2)

Low periods of market volatility reflect extreme 
complacency toward the prospects of a big stock 
market move. One gauge of volatility is the CBOE 
Volatility Index (VIX), a measure of the premium on 
one-to-three-month S&P options. In essence, the VIX 
is a sentiment measure, reflecting investors’ current 
state of emotion, from relative calm to outright panic. 
As EWFF discussed in June and July 2014, VIX 
levels are not a short-term timing tool, but generally 
speaking “high volatility tends to follow low 
volatility.” In August 2014, EWFF cited a “51-day 
span without a single move of more than 1%” in the 
S&P as reflecting a period of extreme complacency. 
We said, “Investors seem to think the market is 
wearing a bullet-proof vest, but it is only a veneer that 
will increase the risk of harm to investors once the real 
shelling starts.” Weeks later, the S&P 500 dropped 
10% in just 18 trading days, from September 19, 2014 
to October 15, 2014, the largest percentage decline 
in two years. But that sell-off proved to be short term 
only, as stocks managed to eke out a new high by 
the end of 2014. As the chart above shows, stability 
and complacency characterize the stock market once 
again. According to data compiled by Bloomberg and 
Deutsche Bank, until this week, the S&P 500 hadn’t 
posted a gain or loss of 2 percent or more for 129 
days, the longest streak since February 2007, when 
the S&P Financials and the KBW Banking Index 
made their all-time closing highs. 

This chart at right confirms the deep complacency. 
It shows the open interest in puts relative to calls on 
the VIX, which indicates the ratio of investors’ open 
option contracts betting on a VIX move. On June 19, 
the ratio dropped to 0.248, its second lowest level 
since February 16, 2007 (0.165), when the financials 
peaked, as just noted. The only lower open interest 
p/c ratio over this period was registered on September 
17, 2014 (0.228), at the start of the 10% S&P decline 
that ended in October. Near term, the market’s 
tranquility was disrupted earlier this week when an 
across-the-board decline drew all indexes lower on 
Monday. The VIX spiked 35% to close at 18.85. But 
the open interest p/c ratio remains relatively low, 
so even the volatility was met with complacency. 
Monday’s sell-off appears to be just the start. When 

the stock market’s decline kicks into high gear, volatility 
will spike to record levels as will the p/c ratio. The era 
of low volatility will be replaced by head-spinning stock 
market moves that will shake global stock markets to 
their foundation.
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Collateral Damage Piles Higher
From the August 2015 Elliott Wave Financial Forecast 
(published July 31)

Commodities can’t borrow money, but commodity 
companies can, and they continued doing so with 
gusto even after commodity indexes reversed to 
the downside in 2011. As mentioned in the Bond 
Market section, the junk bond market is already 
being roiled by falling values and rising yields for 
coal- and oil-company bonds. The gold-mining 
sector is another canary that foreshadows the 
suffocating effect of too much debt and not 
enough income. Gold-mining companies “just 
keep digging,” because they need more and more 
gold to generate the same amount of cash to pay 
off their bloated debts. According to Bloomberg, 
debt at the 15 biggest gold producers hit a 
stunning record $31.5 billion at the end of the 
first quarter. To service these debts, gold miners 
increased output to a record 3,114 metric tons 
in 2014. Last month, EWFF featured a long list 
of gluts in everything from copper to cotton. In 
many of those we listed, debt overhangs play a 
similar role.  

The debt problem extends well beyond the 
commodity pits. In May 2014, EWFF pointed to 
a five-wave rise in the price for New York City 
taxi cab medallions and noted that “credit plays 
a central role. At this point, taxi medallions are 
just another financial instrument that has been 
launched skyward on the heady combination 
of credit and the ubiquitous fever for higher 
and higher prices.” The updated chart above 
shows that a decline in medallion prices started 
almost immediately after our forecast. By the 
end of last year, corporate medallion prices had 
slipped from $1,320,000 to $950,000. Sales 
have now dried up, but two corporate medallions 
sold for as low as $700,000 in February. The 
decline is being attributed to competition from 
Uber and other ride-sharing services, but these 
companies are not new. Their emergence was 
well established when EWFF noted that cabbies were 
paying over $1 million for a single medallion and lenders 
were obliviously happy to lend them the money to do so. 
Readers may recall the picture we showed of a “Finance 
Your Medallion with Us Today” advertisement in the 

window of a New York City credit union (see p.9, May 
2014). Now the credit unions are choking on these loans, 
and suddenly lenders are “refusing to refinance loans for 
medallion owners.” Once again, something that seemed 
like such a good idea at the time is turning into dust.
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Volatility Arrives on Cue
From the September 2015 Elliott Wave Financial Forecast 
(published Sept  4)

Another early indicator  of  the 
downturn’s unprecedented strength 
appeared in the form of the volatility 
that churned stocks in both directions 
through much of August. The July 
EWFF anticipated the whipsaw price 
action in a section titled “Here Comes 
High Volatility.” After a June jump 
in the CBOE Volatility Index (VIX), 
which followed a period of extremely 
low readings, EWFF stated that the rise 
“appears to be just the start. When the 
stock market’s decline kicks into high 
gear, volatility will spike to record 
levels. The era of low volatility will be 
replaced by head-spinning stock market 
moves that will shake global stock 
markets to their foundation.” The kick 
into high gear made an unmistakable 
appearance between August 18 and 
August 24. During this period the 
VIX experienced its biggest 5-day 
percentage swing on record, with data 
back to 1996.

The volatility surge brings to light trading issues that 
will compound as the bear market intensifies. As the 
next headline suggests, the sudden lack of liquidity in 
exchange-traded funds is probably just the start of a long 
series of “pricing problems:”

Stock Market Tumult Exposes 
Flaws In Modern Markets

 
Monday’s mayhem exposed significant flaws in the 
new architecture of Wall Street, where stock linked 
funds — as much as shares themselves — now trade 
en masse on U.S. markets. Many traders reported 
difficulty buying and selling exchange-traded funds. 
Dozens of ETFs traded at sharp discounts to their net 
asset value leading to outsize losses for investors. 
           —August 25, 2015, The Wall Street Journal

Technological advances in recent years have brought 
various changes — off-exchange transactions and high 

frequency trading to name just two, as well as the loss of 
intermediaries, such as the NYSE specialists who were 
required to make a market for stock purchases and sales 
even in volatile periods. While the new trading platforms 
and innovative instruments function well in a bull market, 
the August 25 experience of ETF illiquidity illustrates 
the potential for things to go haywire when downside 
momentum reaches extremes. Remember the flash crashes 
of November 2010 and May 2014? Incredibly, many 
people don’t, and those who do think of them as minor 
glitches. This is because stocks ultimately resumed their 
uptrend. According to Bloomberg, inadequate liquidity is 
already starting to hamper trading in smaller stocks. In 
the next decline, liquidity constraints will intensify and 
extend to financial instruments of virtually all shapes and 
sizes. Eventually, various trading snafus will be cited as 
a source of lost confidence in the marketplace, but the 
causality is actually the other way around. A bear market 
engenders a diminished confidence that will expose flaws 
in the bull market trading apparatus. 
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“Risk Off” Is Back On
From the September 2015 Elliott Wave Financial Forecast 
(published Sept  4)

Recent issues have charted the onset of 
a massive flight from risk assets. It is 
spreading and should continue to pick up 
speed as the decline accelerates. In May 
2014, EWFF identified the burgeoning 
move toward a more conservative 
mindset when we showed this chart of 
the Small Cap/Big Cap Ratio (Russell 
2000/Russell 1000). A declining ratio 
indicates that higher-beta small-cap 
issues are weak relative to more liquid, 
lower volatile big-cap shares. The 
breakdown through the lower channel 
line formed by a countertrend rise from 
October to June indicates that small 
stocks are once again leading the way 
lower. 

Another sign of the emerging bear 
market’s considerable appetite for 
destruction is in investors’ former 
urgency to get into the hottest assets, which has quickly 
morphed into a rush to get out of them. Here’s a good 
example from The New York Times on August 22: 
“Investors Race to Escape Risk in Once-Booming 
Emerging-Market Bonds.” The article includes a litany 
of the usual post-peak observations: “It was all very 
unsustainable;” regulators are raising “concerns about a 
broader contagion;” and, “People are saying, ‘I want out.’” 
Of course, due to the aforementioned liquidity problem, it 
may not be easy: it turns out some funds “invested large 
sums in high yielding bonds and bank loans that are not 
easy to sell.” 

Two months ago we graded the IPO market a mixed 
bag. Aftermarket IPO prices had peaked last November, 
but IPO buyers’ willingness to bet on riskier and riskier 
deals continued through May. That froth is pretty much 
gone now, as the IPO issuance market has more or less 
stopped in its tracks. IPO tracker Renaissance Capital 
lists just one IPO on its current calendar. Meanwhile, 

half of all the shares of companies that debuted in 2015 
are below their initial offering price. Two of the most 
hyped IPOs during the latest rally, Alibaba and Twitter, 
are either at or below their initial per share prices of $68 
and $26, respectively. EWFF especially noted the hype 
surrounding Twitter’s offering, and in January 2014 we 
forecast a reversal in its share price. Investors’ excitement 
was probably even more pronounced when Alibaba went 
public in September 2014. It remains the biggest IPO in 
history. But according to Slate magazine, “Alibaba is now 
struggling to perform in a lagging Chinese economy.” 
EWFF anticipated the company’s headwinds at the time 
of the offering, stating “no one seemed to notice that the 
company’s strategy for success is based upon a teetering 
Chinese economy.” It turns out Alibaba wasn’t the only 
financial asset in that position. The pundits now say don’t 
worry about China because the economy is fine. But the 
pressures disrupting China’s economy are powerful global 
forces. The decline in stocks tells us that they won’t be 
held at bay much longer. 
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Transition to a Fear of Risk II
From the October 2015 Elliott Wave Financial 
Forecast (published Oct  2)

Another tight parallel to the peak in 2007 
is a “sea change to greater conservatism.” 
Back then, the transition from risk-taking to 
risk-aversion started gradually, as junk bond 
yields began a slow climb as early as 2005. 
But in November 2007, EWFF said the shift 
had suddenly become “abundantly clear” 
due to its “stunning speed and ferocity.” The 
November 2007 issue illustrated this new order 
by showing this chart of the share price in two 
insurers of premium-grade collateralized debt 
obligations. Fittingly, we can show only MBIA 
Inc. in the updated chart because it is the only 
one of these companies that managed to avoid 
bankruptcy through the ensuing credit crisis. 
Ambac Financial Group declared Chapter 
11 in 2010, reorganized, and issued new 
shares. Similar to the government-sponsored 
mortgage underwriters, Fannie Mae and 
Freddie Mac, MBIA is a shadow of its former 
bull market self. Thanks to the wave b rally in 
the stock market from March 2009 and a lot 
of government assistance, Fannie and Freddie 
are also still in business. But the market’s rally 
from 2009 only papered over the structural 
cracks that appeared in 2008. The developing 
bear market wave should be the death knell 
for these entities, which are sometimes called 
“financial zombies,” and others like them. 

Meanwhile, a whole new raft of stunningly 
fast and ferocious declines are appearing. 
The chart above shows a recent acceleration 
in the decline in the share price of Glencore 
Plc, the world’s largest commodity trading 
firm. On Monday, as Glencore’s stock plunged 
29%, a Bloomberg headline announced that 
the firm had “Overreached and Will Pay.” “If 
commodity prices remain at the current lows 
almost all of Glencore’s equity value ‘could 
evaporate,’” said one analyst. When Glencore 
recovered some of its decline on Tuesday and 
Wednesday, Bloomberg’s headline tone flipped 
to “Bargain Seen,” and a mining analyst stated 
that the market simply “got scared. It was 
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based on momentum rather than reality. I think Glencore’s 
stock will continue to climb.” Interestingly, the company’s 
bond holders and credit-default swap buyers aren’t as 
sure of this outlook. Our view is that “Glencore’s flash 
crash” will turn out to be one of many “light-switch” 
declines, and not just in commodity-related businesses. 
Already, a plethora of stocks in a wide range of industries 
have quietly crashed over 50% this year. The industries 
range from specialty retail (Aeropostale, -78%) to coffee 
(Keurig Green Mountain, -67%) to semiconductors 
(Micron Technology, -61%) and the Internet (Groupon, 
-61%). 

The long transition from “risk on” to “risk off,” the 
market’s wave structure and the rapidly spreading 
carnage all point to a bear market phase that will go 
deeper and last longer than the 2007-2009 decline. In 
May 2014, EWFF identified the start of a flight from 
risk and stated that the Russell 2000 Index, which 
comprises higher-beta secondary issues, was entering 
a period of underperformance that “would ultimately 

lead the broader market lower.” On Monday, the Russell 
2000 Index slipped to 1087.47, becoming one of the first 
indexes to break its August low of 1102.58. This event 
fits with EWFF’s call for a sustained flight from riskier 
assets. In October 2014, EWFF also observed that the 
small-cap downside leadership was accompanied by “a 
host of complementary declines such as a collapse in 
OTC Bulletin Board volume, a measure of interest in the 
riskiest, non-exchange-traded shares and a 21-year low 
in the ratings of CNBC.”
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The Fed Switches Sides
From the October 2015 Elliott Wave Financial Forecast 
(published Oct  2)

Did anyone notice the shift in sentiment toward the 
Federal Reserve’s next interest rate hike? In the first 
half of September, headline after headline expressed 
concern over the possibility of a rate rise at the Fed’s 
meeting on September 17. On September 13, for instance, 
MarketWatch reported that the experts feared “higher 
U.S. rates could trigger chaos in already fragile capital 
markets.” The article added that “in 2013, the mere threat 
of the Fed ending quantitative easing started the so-called 
‘taper tantrum,’ with emerging markets crashing.” When 
the Fed announced on September 17 that it would not raise 
rates, investors initially “cheered the news,” sending the 
Dow Industrial up more than 150 points in an hour. But 
the market closed the day lower, and September 17 has in 
fact been the high for the countertrend rally from August 
24. Stocks continued to decline for a week. Then, on 
September 25, the tables turned upside down when Federal 
Reserve Chair Janet Yellen contended that the “economy 
is strengthening and an interest-rate hike is likely before 
the end of the year.” Analysts called Yellen’s latest remarks 
“good news.” Somehow, the crowd of believers in the 
Fed’s supremacy shifted poles from being petrified of a 
Fed Funds hike, to cheering for one because it means the 
economy isn’t crumbling after all. We are often bemused 
by how flexible rationalization can be.

In our opinion, this is a watershed moment that will turn 
into a catastrophe for the Fed. The market is demonstrating 
the futility of investing based on the Fed’s actions, non-
actions and edicts, while at the same time the Fed has 
acknowledged what EWFF has been arguing for the last 
year: the economy is teetering. As outright contraction 
closes in, the Fed cannot allow itself to be seen as a 
contributing factor. Thus, the change to talking up the 
economy; a shift from “no rate hike” to “a hike is right 
around the corner” in a space of a week. As the economy 
tanks, however, the Fed will find itself in a lose-lose 

situation: raise rates and be accused of making things worse 
or leave rates where they are and get lambasted for doing 
nothing. It’s all part of the deconstruction of the Federal 
Reserve System predicted in Conquer the Crash. Calling 
the Fed “a prime symbol of the deterioration in wave (V) 
of *,” CTC stated that its “manipulation of money and 
credit has been so destabilizing that it has transformed 
America into a society obsessed with manipulating money 
and credit.” CTC adds that an important bear market 
repercussion will be the laying bare of the “myth of Fed 
omnipotence.” In July, EWT illustrated how the powers of 
various central banks, particularly China’s, had suddenly 
been opened to “questioning.” In September, the inquest 
reached the U.S., as criticism of the Fed flared in many 
formerly submissive quarters. “The Fed has injected 
uncertainties,” said the chief economist at Rockwell 
Global Capital. “Had they raised interest rates, this 
[triple-digit Dow decline on September 22] would not be 
happening.” “I think the market is losing faith in the Fed,” 
said the head of global interest rate strategy at one of the 
Fed’s primary dealers. In a video entitled “Danger Ahead,” 
Carl Icahn warned on Tuesday that the Federal Reserve 
is on a “treacherous path” that “could be disastrous.” The 
following MarketWatch headline shows how strongly the 
bear market is reconfiguring of the Fed’s reputation:  

JANET YELLEN AND HER  
‘AGE OF MAGICAL THINKING’

                                        —September 28, 2015

The Wave Principle of Human Social Behavior identifies 
“magical thinking” as well as a “tendency to criticize” 
and “destructiveness” as components of an increasingly 
negative social mood. The Fed will become engulfed in 
all three of these social tendencies as the bear market 
intensifies. 
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Crime (Or Not) And Punishment on Wall Street
From the November 2015 Elliott Wave Financial Forecast 
(published Nov  6)

In January 2007, The Elliott Wave Financial 
Forecast published a Special Section titled, “2007: 
The Year of Financial Flameout,” in which we 
predicted an imminent peak in the financial sector. 
EWFF made a detailed case for a “financial zenith” 
based on an exponential rise in financial asset prices 
accompanied by an outpouring of media belief 
in a “brave new cycle” in which “stabilizing new 
financial technology” would “turn an expansion into 
an explosion.” EWFF took the flip side of that stance 
and argued that a “great turn lower” was at hand.

This chart, which includes the KBW Bank Index as 
the top graph, shows what happened. The financial 
sector peaked one month later, in February 2007, 
and declined a breathtaking 85% to March 2009. 
Eight months after that February top, in October 
2007, the entire stock market joined the decline. As 
the major averages reached their highs, EWFF added 
that as the bear market intensified, financial firms 
would face a “tsunami of recriminations.” This too 
came to pass; Congress passed constricting reform 
legislation, and one-time financial luminaries such 
as Bernie Madoff, Stan O’Neal of Merrill Lynch 
and Angelo Mozilo of Countrywide Financial were 
shown the door, or in Madoff’s case, the inside of 
a jail cell. In mid-July 2010, Congress enacted the 
Dodd-Frank Wall Street Reform Act.  

The positive trend in social mood that began in March 
2009 softened the public backlash against financial firms 
and individuals. While anti-bank sentiment still lingers 
somewhat, Wall Street has become mostly respectable 
once again: Financial stocks are again a favorite among 
portfolio managers. According to Barron’s fall 2015 Big 
Money Poll, 18% of money managers picked financials 
as their bet for the single best performing sector over the 
next 12 months. The three-wave, A-B-C form of the rally 
in the KBW Bank Index from March 2009 to July 2015, 
however, is corrective, meaning it is not the start of a new 
bull market. The HFRX Global Hedge Fund Index, shown 
at the bottom of the chart, sports the same three-wave 
rally structure. At the same time, the financial sector is 
diverging dramatically relative to the broad market. These 
conditions say that today’s optimism regarding this sector 
will prove to be wildly misplaced and that both measures 
should undergo a stunning reversal.

As in 2007-2009, stewards of financial instruments 
during the current uptrend should face recrimination, 
and lawmakers should draft more drastic “reform” in the 
next major bear-market setback. The outline for a larger 
backlash is already visible. Hedge fund assets declined 
$95 billion in the third quarter, the biggest quarterly drop 
since the fourth quarter of 2008. “Lackluster performance 
spooked at least some investors,” says CNNMoney. Hedge 
fund managers’ compensation is also falling. According 
to hedge fund research firm HFR, it is likely to be down 
9% at year end. Investment bankers are suddenly feeling 
a similar pinch. Because of a big third-quarter earnings 
hit, JPMorgan Chase, Goldman Sachs and Morgan Stanley 
reduced compensation 18%, 16% and 7%, respectively.

On August 24, Wall Street got a very brief glimpse of the 
powerful bearish forces it now faces. On that morning, 
trading halts left many online customers locked out of 
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stocks as the market fell hard. This event hints at the 
coming trading environment as described in Conquer 
the Crash: 

Unfortunately, there could well be structural risks in 
dealing with stocks and associated derivatives during 
a major retrenchment. Trading stocks, options and 
futures could be extremely problematic during a stock 
market panic. Trading systems tend to break down 
when volume surges and the system’s operators become 
emotional. Huge volume will clog website servers, 
disrupting orders entered on-line.

At least four major online brokerages failed to handle the 
surge that August day. “Extraordinary price movements 
triggered more than 1,000 halts to stocks and derivatives.” 
Exchange-traded funds accounted for the majority of 
those pauses. Expect bigger emotional selloffs and thus 
bigger volume surges and trading problems. To “fix” the 
problem, the leading issuer of ETFs “Calls For Halting 
Stock Market to Avoid Volatility.” But this is exactly what 
we mean by bigger problems. Expanded halts will only 
intensify the selling once the markets finally reopen. As 
the chaos intensifies, investors will view quick selling as 
the only way to avoid being locked into plunging assets.

Three separate, global bid-rigging investigations mark 
another area where Wall Street’s standard bull-market 
operating procedures are coming under scrutiny. In 
December 2014, EWFF discussed allegations of broker-
dealer rigging in the London Interbank Offered Rate 
(LIBOR), foreign-exchange markets and commodity 
markets. Those charges have now yielded billions in 
fines. But U.S. prosecutors continue to investigate banks’ 
reputed manipulation of gold and silver price fixings. A 
similar Swiss investigation “could last until 2017” and 
result in “a maximum fine.” Penalties and fines from 
regulators are now so common that they are considered “a 
cost of doing business.” In 2014, bank penalties were up 
40%, to a record $65 billion. Sucking that much money out 
of banks will probably not make them safer. Yet “Banking 
regulators are doing this systemically, industrywide, in 
greater depth and more broadly,” explains a compliance 
consultant to banks. “And it’s not going to stop.” In our 

view, it will get much worse, particularly in the derivatives 
area where liquidity can be sparse and industry groups 
actually establish prices and rule on matters of solvency. 
With the crest of the current rally generating so much 
animosity toward Wall Street, an outright resumption 
of falling asset prices will prove far more onerous. CTC 
forecast the closure of at least some derivatives markets, 
which should occur during the next Cycle-degree decline.

In 2011, the U.S. Congress’ Financial Crisis Inquiry 
Commission investigated the economic collapse of 2007-
2009 and famously failed to recommend prosecution of a 
single individual or institution. Criminal actions against 
financiers are rare. Even in the aftermath of the Supercycle 
peak in 1929, a Congressional investigation known as the 
Pecora Report led to few prosecutions and no convictions. 
But the long-standing divergence of the financial sector 
relative to the broad market and the mounting public 
lust for Wall Street scalps, even with the Dow near an 
all-time high, suggest that the next inquisition into Wall 
Street’s ways and means will be far more extensive and 
the consequences far more punitive. With the next wave 
of investigations, charges of criminal liability will be 
brought forward and many corporate and Wall Street 
executives will get jail time. Actually, the first convictions 
are already happening. On Wednesday, after deliberating 
for an hour, a Chicago jury found a commodities trader 
guilty of spoofing, a trading technique in which a trader 
places an order with the intent of quickly canceling it in an 
effort to manipulate other traders. Yesterday, two former 
London traders were also convicted by a Manhattan jury. 
Both were found guilty of 22 counts of criminal fraud and 
conspiracy in the LIBOR-bid rigging case. “The verdict, 
after less than a day and a half of deliberation, was a 
surprisingly quick victory for the Justice Department.” 
Many will defend themselves by claiming they simply 
engaged in practices that were common at the time. Judged 
in the context of the more punitive ideals of a bear market, 
however, their arguments will fall on deaf ears.

Editor’s note: The KBW Bank Index also got clobbered 
in early 2016, down over 30% from its July 2015 peak.
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Government Attacks Enterprise
From the November 2015 Elliott Wave Financial Forecast 
(published Nov  6)

In May 2000, The Elliott Wave Theorist published 
a socionomic study on “The Timing of Attacks on 
Successful Corporations.” EWT found that government 
attacks against the most successful companies tend to 
proliferate near the peaks of long trends toward positive 
social mood. In particular, EWT discussed major antitrust 
suits, which consistently coincide with major stock market 
tops. Citing 110 years of precedent, EWT argued that an 
April 2000 antitrust ruling against Microsoft (then the 
most successful company of all-time based on annual 
percentage gain in market value per year by a major 
corporation) marked the beginning of a major stock 
market reversal. “We can anticipate that two to five years 
from now, the stock market is likely to be much lower than 
it is today,” stated EWT. Over the next two years and five 
months, the Dow Jones Industrial Average declined 37% 
while the NASDAQ fell 75%. 

The attacks are back. Here, again, various antitrust actions 
against one of the dominant corporations of the last decade 
are gaining traction. Google Inc. (whose holding company 
is now called Alphabet) was founded in 1998 and quickly 
became the world’s leading search engine. It now holds 
65% of the U.S. search engine market. Since its initial 
public offering in 2004, its share price has risen 1700%. 
On October 8, The Wall Street Journal reported that 
various antitrust actions are now in motion against Google 
for favoring its own interests at the expense of competitors 
and consumers. A European Union commission finds 
“systematic self-favoritism” in Google’s search engine, 
and India’s Competition Director recommends antitrust 
charges “based on search manipulation.” In early October, 
Russia’s anti-monopoly agency ordered Google to stop 
giving its own apps and services priority over rivals on 

its Android mobile operating system. The agency gave 
Google a November 18 deadline to stop the bundling 
practice. In the U.S., the Federal Trade Commission 
and Justice Department are also investigating Google. 
U.S. antitrust officials are also asking “whether the tech 
giant stifled competitors’ access to Android,” reports 
Bloomberg. “The inquiry is in its early stages. Regardless, 
it shows the FTC is turning its attention to one of 
America’s biggest companies.” This tack fits perfectly 
with the transition EWT described in 2000:

When the bull market reaches exhaustion, the 
old supportive mood begins to crumble, and the 
new punitive mood bursts forth. One result of this 
metamorphosis in social character is governmental 
attacks against highly successful enterprises.

A survey of corporate America finds a host of other 
major companies that are suddenly facing probes and 
charges from various government agencies. It is no 
coincidence that several are among the most distinguished 
beneficiaries of the bull market in social mood. One of the 
great corporate elixirs of Cycle wave V, for instance, was 
the earnings gains created by lax accounting standards. 
Few firms financially engineered their earnings success 
as aggressively as IBM. Beginning in the early 2000s, 
however, IBM’s accounting prowess began to wear thin. 
In the initial bear market phase that ended in October 
2002, IBM became known for its “accounting tricks” 
(The Motley Fool, February 2002). IBM’s “accounting 
gimmicks” remained an open secret, particularly in the 
wake of its all-time price peak at $215.90 in March 
2013. In late October of this year, the U.S. Securities 
and Exchange Commission opened “an investigation 
into IBM’s accounting treatment of certain transactions.” 

http://www.elliottwave.com/wave/MIFF


32

2016 Edition

Asia-Pacific

Follow this link for the most up-to-date analysis of Asian-Pacific markets: http://www.elliottwave.com/wave/MIAFF

OVERVIEW
From the January 2016 Asian-Pacific Financial Forecast, 
(published Jan  8)

The MSCI Emerging Markets Index 
has ended the correction that began 
at its 2011 high. Likewise, most 
Asian-Pacific markets have either 
ended their own corrections or should 
do so over the next several months. 
Price movement over the past month 
seems to have borne out our forecast 
of the last two months. Our December 
2015 issue forecasted that the bust in 
emerging markets of the past several 
years had either ended already or that 
it would end in early 2016. And what 
does the chart show? That the MSCI 
Emerging Markets Index has now 
completed a three-wave decline since 
its 2011 high. Wave 0 of C down of 
the correction ended on a momentum 
divergence, which is typical of fifth 
waves. That should be the bottom. 

Although we have often discussed 
the growing panic about emerging 
markets over the past several months, 
the end of 2015 has revealed some 
truly extreme annual figures. Reuters 
reports that in 2015 redemptions from 
emerging market stock and bond funds hit a record $60 
billion, citing fund tracker EPFR Global. It also reports 
that emerging market economies experienced their first 
net capital outflow — $540 billion — since 1988, citing 
the Institute of International Finance. From a contrarian 
perspective, such extreme negative behavior among 
investors supports our bullish forecast for emerging 
markets in 2016.

Editor’s note: Asia features some of the fastest-moving 
markets in the world. In the interest of providing up-to-
date analysis for our annual report, we decided for this 
issue of The State of the Global Markets Report to feature 
three of Asia’s biggest markets: Japan and China with 
extended analysis and Hong Kong with a brief, Elliott-
wave-focused snapshot. Our monthly Global Market 
Perspective goes into greater detail on other Asian-Pacific 
markets, including Australia, Korea, Singapore, Taiwan 
and more.
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CHINA
From the November 2015 Elliott Wave Financial 
Forecast, (published Nov  6)

The Shanghai Composite Index topped in mid-June 
and fell a whopping 45% in just two months, to August 
26. Yesterday, Bloomberg tweeted that China’s stock 
market has re-entered a bull market, because it had 
risen more than 20% from the August low. The index 
has retraced about a 1/3 of its prior decline, which in 
our view is at the low end of a normal retracement 
within a larger downtrend. Moreover, the continued 
dominance of unseasoned investors in Chinese stocks 
strongly suggests that China will resume a downside 
leadership role. The chart on the at right shows the 
ChiNext Composite index, which is primarily composed 
of small technology companies. After falling 54% 
from its June high, the ChiNext market has retraced 
a Fibonacci 38% of its prior slide. The higher-beta 
ChiNext shares trade at 90 times earnings, which is 
five times the multiple for Shanghai-listed shares. 
“The divergence is a reminder of the power of China’s 
90 million individual investors who favor momentum 
over fundamentals.” For us, it is a clear sign that the 
stunning lack of sophistication that ruled China’s stock 
market at the June high remains firmly in place. The 
bottom graph on the chart shows that interest in the 
ChiNext Index was climbing as these Chinese shares 
approached their June high. Volume contracted when 
the index declined into July and then something telling 
happened. Volume jumped to higher highs during two 
countertrend rallies. In October, 10-day volume surged 
to over 6 billion shares, even though the ChiNext Index 
is about a third of its level in June. The fervent belief 
in equities remains intact, but now there is an added, 
somewhat desperate urge to get back what was lost. 
This dangerous combination of emotions is consistent 
with what the Wave Principle calls for at the end of a 
second-wave rally, such as the one shown on this chart. 
It should yield to a decline that makes China’s summer 
decline look like a minor tumble. 

HONG KONG
From the January 2016 Asian-Pacific Financial Forecast,  
(published Jan  8)

The sell-off since the 2015 high in Hong Kong’s Hang 
Seng is part of wave E down of a fourth-wave contracting 
triangle in progress since the year 2000. 
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JAPAN

R.N. Elliott and Nikolai Kondratieff Agree: It’s Springtime in Japan
From the October 2015 Asian-Pacific Financial Forecast, (published Oct  2)

In our April 2010 special section (“Japan’s Kondratieff Winter”) we hypothesized that Japan was approaching the end 
of its postwar Kondratieff cycle, based on our wave counts for Japanese stocks and bonds. At the time, the TOPIX 
was rising in the countertrend wave (B) rally of wave Y down. At the same time, 10-year JGB yields, then at 1.36%, 
were just beginning a fifth wave in an impulsive decline from 1961.

 Five years ago, we wrote: 
Our wave counts for the TOPIX 
and 10-year JGB yields indicate 
that Japan is nearing the end of 
its postwar Kondratieff Cycle. 
The current wave (B) rally is of 
the same degree as the one from 
1992 to 2000…. Like the season, 
a new Kondratieff Spring will 
eventually arrive, but not until 
Winter has fooled everyone at 
least once more.

—APFF, April 2, 2010

What exactly did that last sentence 
mean? It meant that, as the Winter 
phase of Japan’s Kondratieff cycle 
worked through its final stages, two 
things were likely to happen: 

1. Japan’s stock market would 
eventually fall to new lows in a 
final wave (C) down in its bear 
market from 1989. At the time, 
that decline implied a drop of 
about 30% in the TOPIX.

2. Bond yields would eventually 
fall in wave 5 below their wave 
3 low, to complete multi-decade 
Elliott wave patterns, with an 
implied drop of 67% in 10-year 
JGB yields.

As published April 2, 2010
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Here’s what happened in fact: 

1. Ten days later in 2010, the TOPIX ended its wave (B) rally and turned down in wave (C). 
(See left chart.) One year later, GDP plunged to its final trough for the bear market. On 
an inflation-adjusted basis, the TOPIX satisfied two guidelines for a completed correction 
at its 2012 wave Y low: It retraced about 38.2% of its prior impulsive advance from 1950 
to 1989, and it bottomed in the middle of the range of the previous fourth wave of smaller 
degree. (See right chart.)
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2. As for the bond market, 10-year JGB yields have since exceeded the end of wave 3. 
Earlier this year, wave 5 actually overthrew the final channel line, mirroring Figure 2-9 in 
Elliott Wave Principle. (See lower left and lower right charts; we have inverted the yields 
graph to show its similarity to the idealized graph in EWP.)

The next pages will show how these Elliott wave patterns support our application of 
Kondratieff’s wave theory to Japan.
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Japan’s Kondratieff Cycle
This chart depicts an idealized Kondratieff cycle, as 
published by Robert Prechter in the year 2000. It shows 
how, over a period of about 50 or 60 years, an economy 
goes through four natural phases of expansion and 
contraction, which are often described as seasons of the 
year:

1. Spring, the first phase, is characterized by rising 
stocks, moderate inflation, and a strongly expanding 
economy.

2. Summer is characterized by a peak in economic 
growth, followed by declining real returns in stocks 
and bonds, high inflation and — at the end of the 
period — a rapid economic deceleration called a 
“primary recession.”

3. Autumn is characterized by a dramatically rising 
stock market, disinflation, and an economy that expands 
at a lesser rate than earlier in the cycle.

4. The final phase, Winter, is characterized by falling 
stocks, deflation, and economic depression.

Now let’s see how that template has applied to Japan since 
the low in Japanese interest rates in 1946. We have used 
the inflation-adjusted TOPIX in the chart on the following 
page, which resulted in slightly different demarcations 
for Spring and Summer than we used in our original 
Kondratieff study. But the implications are the same for 
the years following 2010.

This chart shows three markers of the Japanese economy. 
At the top is the inflation-adjusted TOPIX. In the middle is 
the chart of 10-year JGB yields, showing the 1946 low at 
3.69% and the 1961 high near 15%, followed by the long 
five-wave decline through to the present. At the bottom 
is the year-over-year percentage change in Japan’s GDP.

We can now see how these statistics support the 
Kondratieff cycle model. Japan’s Spring lasted from the 
end of the Pacific War to the late 1950s. Even though our 
data for GDP growth begins in the late 1950s, anecdotally, 
we know that Japan’s economy accelerated during that 
period after bottoming out during the Pacific War.
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Japan’s Summer extended from 
the late 1950s to the early 1980s. 
Notice that the inflation-adjusted 
TOPIX made no net progress for 11 
years after its 1961 peak, which is 
consistent with the idea that stocks 
peak and then decline or stagnate 
during Summer.

The further Summer attributes of 
high inflation, GDP growth peaks, 
and an ending primary recession also 
all match up. In the first quarter of 
1983, GDP growth fell to 3.34%. At 
the time, that was the lowest level 
in the history of the data, which 
comes from the Japan Cabinet 
Office. We do not take Kondratieff’s 
word “recession” literally here. The 
point is that GDP growth had been 
decelerating for 10 years, from 
a high of 20% to the mid-single 
digits. Think about how much fuss 
has been made over China’s similar 
deceleration in recent years, and 
you can understand how fearful 
sentiment must have been at that 
time.

Meanwhile, the decline in JGB yields 
may continue a bit longer—perhaps 
lasting into 2016 to complete a full 
Fibonacci 55 years from 1961. 

Japan’s so-called bubble economy of 
the late 1980s and early 1990s was its 
Autumn. Stocks rose dramatically, 
the rate of inflation began to decline, 
and the Japanese economy grew at a slower rate than 
during the earlier part of the Kondratieff cycle.

Finally, Japan’s Winter lasted more than 20 years. We saw 
the stock market collapse from the all-time high in 1989, 
while deflation dominated the nation and the economy 
slogged through a drawn-out depression.

Overall, the behavior of these three indicators conforms 
to the four phases of growth and decay described by the 
Kondratieff model. We conclude from the data that Japan 
is in the process of ending a Kondratieff Winter and is 
beginning a Kondratieff Spring, led by the bull market in 
the stock market.
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The monthly chart at right shows that 
yields remain within a trend channel that 
has mostly contained wave 5 over the 
past nine years. The upper line of the 
channel runs through the zero percent 
level in mid-2018. In theory, yields could 
fall that low. However, the momentum 
of the decline has already begun to 
register divergences—versus the 2003 
and 2013 lows—which represents an early 
indication of the approaching reversal of 
the downtrend. If yields were to register 
a monthly close above the upper channel 
line, then it would be a strong sign that 
wave 5 has ended.

For those who follow Elliott wave 
analysis, the writing is on the wall: The 
deflationary ice has begun to thaw, and 
the next secular move in Japanese stocks, 
interest rates, and the economy appears 
to be up, in line with the Kondratieff 
Spring phase.
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THE STOCK MARKET
From the August  2015 European Financial Forecast,  
(published July 31)

How To Stay Calm When Markets Become 
Uncertain
Investors should keep several things in mind as stocks 
complete their transition from a large-degree rally to 
an even larger-degree decline. For one, remember that 
surging volatility is normal at this point in the wave 
structure, because the fear that drives a bear market is 
far more intense than the hope that sustains a bullish 
trend. As one Chicago-based options trader expressed it 
to Bloomberg, “Imagine you look out your window and 
four people’s houses are on fire and your house is not, 
and you can pick up the phone and call your insurance 
agent and get fire insurance. That’s essentially what 
we’re seeing right now.” 

Know, too, that until the bear market is more firmly 
entrenched, the vast majority of analysts will claim 
that every downtick is a chance to pile on more bullish 
positions. This July headline, for example, typifies 
dozens of others that called for the bull market’s 
imminent return:

European Stocks: Volatility Leads to  
Buying Opportunity 

  —Tradingfloor.com, July 7, 2015

In this case, the author anticipates an “acceleration to 
the upside,” and recommends that investors load up on 
high-flying shares in the DAX, such as BMW. These 
kinds of forecasts will come in droves in the months 
ahead, and investors should largely ignore them. 

Finally, don’t be thrown off by sharp rallies, either. 
They’re an integral part of every bear market, as 
over-leveraged shorts periodically exit their positions 
en masse. As we noted at the outset, implied volatility 
sank as stocks spiked last week. And, yet, most indexes 
merely pushed into another near-term peak. On July 11, 
a popular Financial Times columnist wrote, “Europe 
provides an opportunity to catch a falling knife,” but 
that metaphor is off, in our opinion. European bourses 
are more akin to a series of buried landmines, and 
defensive investors should navigate the widest possible 
path around them. 

OVERVIEW
From the January  2016 European Financial Forecast,  
(published Jan  8)

The stock market’s “dramatically thinning” advance that we discussed in December has ended. The FTSE 100 has 
lost nearly 10% of its value over the past five weeks, while the DAX, the CAC 40 and the Euro Stoxx 50 have each 
fallen nearly 15%. As we have stated before, bear markets happen much faster than bull markets, and this decline is 
clearly shifting into a higher gear. The bear market won’t unfold in a straight line, but stocks should be a lot lower by 
this time next year.

http://www.elliottwave.com/wave/MIEFF
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From the January 2016 European Financial Forecast,  
(published Jan  8)

2015 was a good year for European Financial 
Forecast subscribers, as many of our long-term 
forecasts began to bear fruit. Britain’s benchmark 
FTSE 100 slid nearly 5% by year’s end, registering 
its second consecutive annual loss and its worst 
performance since 2011. And even though continental 
Europe bucked the downtrend, the Euro Stoxx 600’s 
7% gain was a far cry from the expectations of banks 
and brokerages, which had forecasted a 14% surge 
at the start of the year. 

Equities, moreover, ended the year on a particularly 
positive note for the bears. December is usually an 
excellent month for the stock market, as the Stoxx 
600 has registered a down December only seven 
times since 1987. But, this year, the index fell 5%, 
recording its second-worst performance on record 
and its worst December performance since 2002. 
CNN Money reports that 70% of investors worldwide 
lost money in 2015, and those who did make money 
did one of two things: They either held a lot of cash, 
or they took a lot of risk. So while the consensus 
opinion for most investors was largely the same — 
Good riddance, 2015! — our own year-end appraisal 
shows that the market action is finally confirming 
much of our long-term analysis. 

How about 2016? It got off to an even better start for 
the bears, as major European bourses kicked off the first 
trading days of the New Year by declining 7%-10%. 
Even so, the consensus opinion for stocks at the start 
of 2016 is no different than it was at the beginning of 
2015. “Investors are preparing for a rebound, putting 
money into European equity funds in each of the past 
12 weeks,” reports Bloomberg. The professionals, too, 
remain ebullient, as a group of strategists surveyed by 
Bloomberg called for a 13% gain in the Stoxx 600 over 
the course of the year. “It’s a good time for equities,” 
says one chief analyst at a large Danish bank, echoing the 
popular sentiment. “The European recovery is definitely 
in for some re-acceleration.” 

Once again, our forecast for stocks in 2016 contrasts 
starkly with the prevailing view. At minimum, 2016 
should be another disappointing year for investors hoping 
for higher stock prices. In fact, the market’s underlying 
behavior suggests that equities could see some head-
spinning gyrations. The recent jump in volatility is one 

telling detail, for example. In September, we noted that 
surging volatility is normal at this point in the wave 
structure, because the “fear that drives a bear market is far 
more intense than the hope that sustains a bullish trend.” 
In a small taste of the drama to come, Bloomberg reports 
that daily swings in the Euro Stoxx 600 since April 2015 
have averaged more than 1%, a 40% increase compared 
to the start of 2015. 

Likewise, fluctuations of various gauges of investor 
sentiment present another problem for the bulls. Two 
weeks after stocks peaked in April 2015, EFF illustrated 
a critical divergence between DAX prices and investor 
expectations, noting that the same divergence foreshad-
owed the big reversal in July 2007. As we wrote in May 
2015: “Another critical gauge of investor sentiment has 
abandoned the German market. We think that it carries an 
even more bearish message than it did in 2007.” The DAX 
promptly fell 25%, and more importantly, expectations 
failed to recover alongside the countertrend rally, as the 
chart above shows. 
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Indeed, investor expectations 
peaked in early 2015, and the 
ZEW survey fell to a 12-month 
low in December. A slide below 
zero will establish a series of 
lower highs and, in all likelihood, 
signal the index’s return trip back 
to the moribund levels of 2011.  

Last but not least, the ECB’s 
mounting desperation confirms 
the instability of today’s market 
environment. Less than one 
month after ECB president Mario 
Draghi launched a shiny new 
bond-buying strategy in October 2014, EFF offered this 
evaluation:  

Few things matter less to the stock market’s direction 
than the actions of central bankers. Whatever the ECB 
buys, its decision to ramp up asset purchases at a major 
stock market peak is a strategic blunder. 

—EFF, November 2014

On December 3, 2015, Draghi announced another ploy 
to rescue the market, cutting the deposit rate by 10 basis 
points and extending the bank’s €60-billion-per-month 
bond-buying program until March 2017. Right on cue, the 
financial community greeted the plan by selling stocks and 
mocking its creator. Here, for instance, is a representative 
evaluation from Marketwatch.com: 

Here’s Why European Stocks Are Set For Worst 
December Since 2002

European stocks usually manage decent-sized gains at 
the end of the year thanks to the so-called Santa Rally 
and other tailwinds. So what went wrong this festive 
season? The European Central Bank, that’s what. 

—Marketwatch.com, December 31, 2015

Another Reuters headline reports, “ECB Disappoints 
Markets With Bare-Minimum Easing Package,” while a 
UK-based market analyst explains, “People thought the 
ECB was going to do more than they actually did and the 
bar was set really high.” 

That may be true, but our view is far simpler: The market 
is now stymieing Draghi’s well-intentioned plans, because 
the mood trend has reversed. A good example is the onset 
of negative interest rates across the eurozone. According 
to this Bloomberg chart, sub-zero-yielding bonds now 
extend from relatively safe governments like Germany 
and France to economic basket cases like Italy and Spain. 

Indeed, one-third of all euro-area government bonds sport 
a negative yield. More critically, the total value of bonds 
that yield less than the ECB’s deposit rate (which makes 
them ineligible to be purchased under the central bank’s 
stimulus program) has pushed to about $616 billion. In 
other words, the market is precluding the central bank 
from going about its work. In time, a falling stock market 
will turn the public tide against more stimulus and will 
probably cause the program’s originator to vacate the 
office.   
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SPECIAL SECTIONS

Deleveraging Dead Ahead
From the September  2015 European Financial Forecast,  
(published Sept  4)

In December 2014, EWI discussed another acronym 
that conveys a contrary sell signal: TINA. It stands 
for There Is No Alternative (to owning stocks) and 
the phrase has since become lodged in the public 
vernacular. As one Zurich-based money manager 
recently put it, “We have to be careful. But what are 
the alternatives to equities? What else can you do 
with your money?” 

Long-time subscribers know that the answer to this 
question involves some combination of selling risk 
assets and hunkering down in safe, low-yielding cash 
equivalents. In other words, alternatives to equities 
do exist, but because investors are habituated to the 
allure of outsized stock-market gains, they simply 
ignore safer options. Today, the TINA trap appears 
ready to ensnare even one of the world’s most 
accomplished money managers. Yngve Slynstad is 
the CEO of Norway’s Government Pension Fund 
Global, the largest sovereign wealth fund on the 
planet. He told podcast listeners in August, “We 
can’t put everything away safely into the bank — we 
need to invest in risk.” (Bloomberg, 8/27/15) Despite 
the fund’s 5% drop in August and its first quarterly 
decline in three years (73 billion kroner), Slynstad 
says he won’t budge: “We invest in bonds, we invest 
in stocks and we invest in real estate, in the world 
economy.”   

This stay-the-course mindset has been a winning 
strategy for six years, but we think that Europe’s 
investment landscape is about to change in previously 
unimaginable ways. The chart below hints at the size 
of the shift we expect. The upper graph plots the 
Euro Stoxx 50 index. The lower graph depicts the 
S&P European Leveraged Loan Index, representing 
a broad cross-section of leveraged loans syndicated 
in Europe. Leveraged loans are essentially commercial 
loans that are structured and administered by investment 
banks. They are typically more costly for borrowers, 
because they carry a higher risk of default. The first big 
peak in the leveraged loan index occurred in June 2007, 
the very same month as the Euro Stoxx 50 index. After 
plummeting 34% during the 2008-09 financial crisis, the 
loan market pushed to a new high in 2010 and, today, 
levitates about 30% above its 2007 peak. This astounding 

growth has occurred despite the Euro Stoxx 50’s partial 
retracement of its 2007-09 sell-off. 

In August, Bloomberg reported that investment banks 
are preparing to launch another €4 billion in leveraged 
loans this month. Our advice is to avoid them like the 
plague. With the bearish case for stocks on solid ground, 
Europe’s leveraged loan market is about to experience 
another crushing decline. 
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An Unwanted Houseguest
From the October  2015 European Financial Forecast,  
(published Oct  2)

The July 2015 EFF likened Germany’s role in the European 
tragedy to that of the Greek god Atlas, supporting the 
world on its shoulders, as the economy struggles under 
the ever-increasing burden of the decline. Britain’s role 
is somewhat comparable, but as the top graphs on the 
following chart show, three critical components of the 
UK’s recovery — wages, inflation expectations and retail 
prices — have realigned to the downside since 2011. The 
lower graphs, meanwhile, depict the slowing GDP growth, 
sinking consumer prices and rising unemployment that 
have hobbled the eurozone’s recovery since 2007.    

The following headlines indicate a budding awareness 
of Europe’s deflationary potential, but most pundits still 
miss the fact that Europe’s deflationary sickness is set to 
spread worldwide.

Euro-Area Inflation Rate Turns Negative as ECB 
Debates Stimulus

—Bloomberg, 9/30/15

UK Inflation Rate Falls Back to 0%

—BBC News, 9/15/15

SNB, Are You Watching — Inflation Hits

56-Year Low

—Econotimes, 9/4/15

In September, CNBC illustrated the change in international 
prices for five food commodities — cereal, vegetable oil, 
dairy, meat and sugar — based on a trade-weighted index 
compiled by the UN Food and Agricultural Commission. 
Strong declines in August not only sent the index into its 
steepest nosedive since December 2008, but the index now 
also rests at its lowest absolute level since April 2009. 
The BBC article mentioned earlier, meanwhile, blames 
Britain’s 0% inflation on two things: a sharp fall in oil 
prices and a continuing supermarket price war. But core 
inflation — which excludes both of these components — 
also just fell to 1.0%. Play with the numbers however you 
like, but no amount of slicing and dicing can hide the fact 
that deflation has moved in, made itself comfortable and 
is now checking out what’s free to eat.  
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This Is London Falling!
From the December 2015 European Financial Forecast,  
(published Dec  4)

This Financial Times article alerts readers to 
another bygone bubble where a surging comeback 
has recaptured investors’ imaginations:  

Britons Pin Their Pension Hopes on 
Property

The UK has fallen in love with property as the 
best way to make money for retirement

—FT, November 11, 2015

Once again, fast-rising home prices have 
“convinced the public that bricks and mortar are 
likely to provide the most comfortable retirement.” 
(FT, 11/11/15) A recent survey of 10,000 Britons 
finds that 44% believe property will be their 
biggest moneymaker during retirement. Pension 
income came in a distant second place at 25%, 
while stock investments took third. Here’s how 
one retirement specialist captures the magnitude 
of society’s preoccupation with property: “For 
many people now approaching retirement, their 
property … will be particularly relevant as a 
capital reserve for costs such as later-life care.” 
(FT, 11/11/15)

By itself, the widespread belief that real estate 
is the financial equivalent to cash is one of the 
most dangerous ideas going. Cash is liquid by 
definition, whereas property requires time, energy 
and money to off-load. Cash generates income; 
homes generate expenses. Cash is boring and, as 
an investment, cash exists in a financial corner 
that is totally off the average investor’s radar. Real estate, 
in contrast, is caught in the throes of another speculative 
frenzy that nearly everyone expects to continue. Take the 
chart on page 5, which compares London home prices 
to first-time buyer affordability (mortgage payments as 
a percentage of mean take-home pay). It shows a rising 
lower graph, which indicates the declining affordability 
of London homes, because a greater percentage of income 
goes to meet mortgage payments. 

When buyer affordability hit 69.6% in the fourth quarter 
of 2007, London home prices promptly plummeted 20%. 
Prices bottomed in the first quarter of 2009, sending 
mortgage payments back below 50% of take-home pay. 
But, today, nearly 66% of Londoners’ income is going 

toward mortgage payments, just a few percentage points 
shy of the 2007 peak. 

More important, the top graph depicts an extended 
fifth wave in London home prices, with wave (5) of 5 
reaching equality with wave (1) of 5. This is a common 
wave relationship. As the textbook Elliott Wave Principle 
observes, fifth-wave extensions “are typically followed 
by swift retracements,” which usually return to the price 
territory of the “fourth wave of one larger degree.” So, by 
common wave relationships alone, London home prices 
are set for a 30%-50% decline. Either way, unaffordable 
homes are once again colliding with euphoric sentiment 
and complete Elliott wave patterns. The combination 
should prove to be even more deadly than it did in 2007. 
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O Credit, Where Art Thou? 
From the December 2015 European Financial Forecast,  
(published Dec  4)

Around the globe, the bipolar personality 
of the current peaking process is graphi-
cally displayed in the credit markets. The 
following chart, for example, depicts  
10-year swap spreads in the UK, which 
track the difference in yield between trea-
suries and interest-rate swaps. The spread 
typically remains above zero, indicating the 
market’s view that governments are more 
credit-worthy than financial institutions. 
When the spread turns negative, however, 
bond investors are essentially holding the 
view that lending to governments represents 
greater risk than lending to financial 
institutions.

As the labels on the bottom of the chart 
show, a negative swap spread has either 
preceded or coincided with at least a half 
dozen debt crises over the past decade. 
In fact, the spread briefly went negative 
in early 2009 at the height of the global 
financial crisis, and its six-month inversion 
in early 2010 preceded the chain of credit 
implosions that roiled through Europe in 
2010 and 2011. Likewise in 2013, another brief stint 
below zero accompanied Greece’s third financial rescue.

Today, the spread’s inversion coincides with looming debt 
disasters in much larger economies. Indeed, the countries 
listed on the bottom right depict six of the 13 debt-riddled 
economies identified by the McKinsey Global Institute’s 
2014 study, “Debt and (Not Much) Deleveraging.” If you 
recall, the May 2015 Elliott Wave Financial Forecast 
discussed the study in detail:  

Over the next five years, these countries would have 
to maintain an average growth rate of 3.3% just to be 
able to retire some debt. Of course, the very idea that 
anyone would reduce debt in a growing economy is a 
pipe dream. Behavior during the latest recovery proves 
that today’s mindset is driving people toward maximum 
indebtedness given any excuse. The only thing that will 

stop them is outright depression, and a turn toward that 
is not far away. 

—“A Shorter Fuse on a Bigger Debt Bomb” 

Elliott Wave Financial Forecast, May 2015

It’s not far away, and it’s getting closer by the day. The 
spread’s latest inversion has left the financial community 
scratching its collective head. “It’s hard to overstate 
how illogical it is when swap spreads are inverted,” 
says Bloomberg. The head of fixed income at London’s 
HSBC says that the “big question remains whether there 
is something bigger brewing under the surface.” 

He is asking the one question that very few others want 
to ponder. Our view is that there’s no question about it: 
A bigger, badder debt implosion is under way, and it will 
eventually take down the largest economies on the planet. 
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TIMEing Is Everything
From the January 2016 European Financial Forecast, 
(published Jan  8)

On a related front, the bear market’s propensity for 
exclusionism is quietly reaffirming some of our 
long-standing forecasts. This Bloomberg piece, 
for example, discusses the Continent’s critically 
weakened Schengen zone, a 1985 agreement 
signed in Schengen, Luxembourg, that allows 400 
million Europeans to enjoy passport-free travel:

The walls are going up all over Europe. The 
euro crisis decimated the notion of continent-
wide prosperity; the Paris mass murders 
have done the same to the late 20th century 
European belief in open borders…. 

—Bloomberg News, November 15, 2015

Back in July 2011, when EU leaders delayed 
the accession of Romania and Bulgaria to the 
Schengen area, we noted that open borders 
could not survive a major downturn in social 
mood: “Today, the Schengen area includes 25 
countries. That’s probably as large as it will 
grow.” (EFF, July 2011) The forecast was off by 
one (Lichtenstein’s ascension in 2012 brought 
the passport-free zone to 26 countries); however, 
a much broader dismantling of Schengen and its 
core principles has clearly begun. In November, 
French officials re-imposed border checks and 
called for EU citizens to be “systematically 
registered” when they enter the region, a measure that is 
currently prohibited under EU law. The Dutch government 
wants to create a mini-Schengen, (FT, 11/20/15) which 
would consist of only five countries: Austria, Germany, 
Belgium, Luxembourg and the Netherlands. Outside 
those borders, the Dutch proposal calls for a system of 
so-called transit camps to handle the influx of migrants. 
Last month, Denmark began enforcing temporary controls 
on its German border, while Swedish authorities have 
begun “inspecting the IDs of people crossing their border 
by road, rail or sea.” (Bloomberg, 1/4/16) To date, five 
countries have suspended their involvement in Schengen 
to cope with the influx of refugees from Syria and Iraq. 
Officials call the measures temporary, but the suspension 
of Schengen should become more or less permanent as 
social mood trends toward the negative.  

Observe, too, which nation is most opposed to closed 
borders. The same positive mood trend that has propelled 
German stocks 250% higher since the financial crisis has 
likewise pushed Germany into the lone role of keeping 
Europe united. In December, Time magazine honored 
German Chancellor Angela Merkel as 2015’s Person 
of the Year based on her belief that “great civilizations 
build bridges, not walls,” and because she views refugees 
as “victims to be rescued, not invaders to be repelled.” 
(Time, December 2015) The Financial Times likewise 
gave Merkel its Person of the Year distinction, observing 
that instead of protecting Germany from Syrian refugees, 
Merkel “pledged to shelter anyone from the war-torn 
country.” It’s a big gambit, according to the FT, but one 
that may cement her position as one of Germany’s greatest 
chancellors:
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By keeping Europe’s doors open for 
more than 1 million mostly Muslim 
refugees, Ms. Merkel will leave a legacy 
as enduring as her mentor, former 
chancellor Helmut Kohl, who presided 
over German reunification and the birth 
of the euro.

—Financial Times, December 13, 
2015

The Financial Times may be one of the 
most respected financial newspapers in the 
world, but we think its political comparison 
will prove to be far off the mark. For 
one thing, Kohl took over the German 
chancellorship in October 1982, just as 
the DAX lifted off in one of the longest 
bull markets in history. Merkel, in contrast, 
took office in 2005 and has struggled to 
navigate the market’s swings ever since. 
Kohl, moreover, retired from politics in 
October 1998, 17 months before the DAX 
peaked in March 2000. Merkel, on the other 
hand, will occupy the chancellorship during what stands 
to become the country’s biggest bear market ever.  

Indeed, the timing of Merkel’s magazine cover may have 
already signed the bull market’s death warrant. As this 
chart shows, the last European politician to be honored 
by Time was none other than Russian president Vladimir 
Putin, who won Person of the Year in December 2007, 
five months before the RTS Index peaked and tumbled 
80% in eight months. 

The DAX peaked just eight months ago, and already 
Merkel’s reputation as a bull-market chancellor is 
succumbing to the burgeoning bear market forces. This 

Wall Street Journal infographic, for instance, contrasts 
Merkel’s sinking approval rating over the course of 2015 
with the rising support for her more conservative ally, 
Bavarian Premier Horst Seehofer. Notice, too, that her 
peak approval rating of 75% occurred in April 2015, the 
very month of the peak in the DAX. 

To be sure, Merkel has recently softened her stance on 
welcoming migrants, but it’s probably too little, too late. 
She’s a bull-market chancellor, and the emergent bear 
market psychology will put her on the wrong side of 
most political issues. The dwindling support for centrists 
like Merkel should more or less coincide with swelling 
support for extremists.  
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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.

This report is published by Elliott Wave International, P.O. Box 1618, Gainesville, Georgia, 30503, USA.  
Phone: 770-536-0309. Fax: 770-536-2514. E-Mail: customerservice@elliottwave.com. All contents copyright © 2016 
Elliott Wave International. All rights reserved. Reproduction is illegal and strictly forbidden. Otherwise, feel free to quote, 
cite or review if full credit is given.
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