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DISCONNECT 

US equities have risen 30 % in the past six 
weeks, recouping the losses of the worst 
monthly downdraft in history … 

The macro-economic data for the March-
April period points to the WORST 
D E F L A T I O N A R Y S H O C K E V E R 
experienced by the US and world 
economies. 

THE DISCONNECT WILL NOT LAST

There are times in the financial markets where the environment 
becomes very unpredictable and risk / reward ratios become 
unfavourable.   In these instances, investors should bail out and 
seek the safety of cash, T-Bills, Gold or even Cryptocurrencies 
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TIME TO BAIL OUT 
Traditional asset management claims that investors should keep their savings invested at all times in a mix 
of bonds, equities, cash, maybe precious metals and certainly some real estate.  These diversification 
rules are time-proven in normal conditions and the long-term performance statistics vindicate the strategy 
with equities delivering an average of 9 % per annum, bonds 6 to 7%, cash much lower returns and 
precious metals usually offer a more speculative, but normally de-correlated, kick to one’s portfolio. These 
rules and observations have also led to the significant development of passive or indexed management 
where investors just buy and hold ETFs or indexes and ride equally bull and bear phases, saving 
management fees, but also sacrificing performances in the process. 


Indeed, our experience of the financial markets is that achieving substantial long-term cumulative 
performance is all about avoiding the sharp downdrafts that happen every 10-years or so in equity 
markets, bonds and commodities. 

Contrary to the long-term statistics that can afford to go through several years of negative performances 
after each and everyone of these downdrafts, investors’ absolute performance and outperformance is all 
about timing the turning points in asset classes and BAILING OUT at the right time when all the 
signs are present. 

Every asset manager makes money in rising markets and passive investing has proven it’s worth in these 
conditions. But real asset managers are those who can benefit from the rising tides and avoid the reflux 
when it happens.


Having developed at length the macro-economic consequences of the two deflationary blows dealt by the 
US-China Trade War in 2018-2019 and COVID 19 in 2020, we shall keep this article relatively short and 
focus on the technicals of the markets, and the US stock market in particular, today.


As everyone can see, the  current recession is the worst ever 
experienced by the world economy in 80 years and the first 
ever to impact 196 out of the 198 countries of the planet at 
the same time. 
 
The current conditions are NOT normal conditions, and the most striking feature of the past two 
months have been : 
 
. The speed and depth of the fall in equities in March. ( -35 % for the Dow Jones ) 
. The speed and breadth of the rebound in April ( +30 % for the Dow Jones )


Never in the history of the US equity market, not even in 1929 or in October 1987, have 
major indexes such as the Dow Jones fallen so fast so quickly and recovered so fast so 
quickly. 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The second element that is NOT normal today, and it pre-dates COVID-19 as its was already 
prevalent in 2019, is the fact that THREE out of the four major asset classes are abnormally 
expensive and present unfavourable risk/rewards ratios.


Equities have been hovering at historically unprecedented valuations as measured by the 
CAPE ratio since at least the end of 2017, and were boosted higher by 1) Donald Trump’s 
counter cyclical tax cuts and 2) by abnormal monetary policies pursued by the FED in 2019 to 
counter the deflationary effects of the US-China Trade War.  Extremely low nominal rates, and in 
fact NEGATIVE real interest rates have encouraged corporations to use the cash windfalls on 
their balance sheets to buy their own overvalued stocks and drive valuations even higher, 
regardless of the intrinsic yields earned on their investments. 
 
Bond yields have been brought down artificially low in Europe, Japan and the US by Central 
Banks that did not hesitate to expand - abnormally - their balance sheet since the 2008 Great 
Financial Crisis in a bid to lower the cost of money and entice the banking system to lend 
without restraint. In 2019, with negative bond yields, investors were driven TO PAY to lend 
money to borrowers, an unhealthy situation to say the least.  At the time of writing ( see next 
article below ) the aggregate value of the balance sheet of the Central Banks of the four largest 
economies of the world exploded upwards to reach the astonishing ratio of 31 % of the world 
GDP.  Owning 10 year US Government bonds that are yielding 0.63 % when inflation givers 
between 1.5 and 2.5 % depending on the gauge does not make any sense.


Cash is not only dead money at zero rates, but even a losing proposition in real terms when 
deflated by inflation as seen before.


The third element that is NOT NORMAL is the extreme disconnect that we are seeing right now 
with the NASDAQ trading higher than where it started the year before COVID-19 and 
fundamentals that show, for the first four months of a year that started with a bang, that we are 
nearing the WORST RECESSION in history, with in excess of 30 million jobs lost in the US and 
unemployment rates jumping to 14.7 % already. We shall not develop the theme of the V, U, L, 
W or I-shaped recovery here as we have done so at length in other articles, but anyone who has 
been managing a company knows that CEO’s are NOT going to re-hire 30 million workers in the 
next six months and that they will wait for COVID to disappear and economic momentum to 
gather steam before doing so.


Finally, the fourth element that is NOT Normal in the current environment is the Extreme levels 
of concentration and participation in a small handful of mega-caps that have been the leaders 
of the secular bull market since 2009. They now constitute in excess of 20 % of the market 
capitalisation of the SP500 Index, a level of concentration never seen in any circumstances or 
conditions in the past. The FAMANGs - Facebook, Apple, Microsoft, Amazon, Netflix and Google 
- have risen anything between 40 and 60 % since the March 23rd bottom, lifting global indexes 
that would still be 20 to 25 % lower if it was not for their rise and weight in the indexes. 
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What this means is that the bull market keeps on narrowing in scope and this creates an 
extremely dangerous situation because when these stocks turn, as they will inevitably do one 
day, the entire market will be taken sharply lower as algorithms and hedge funds short the 
indexes, retail investors bail out of their indexed funds and there will be no one to buy these 
extremely overvalued stocks.


All the above to say that we have reached the MOST RISKY 
PHASE of the secular bull market that started in 2009 and 

that the only sound advice we can volunteer is 
 

BAIL OUT FROM THE US EQUITY MARKETS 
NOW AND COMPLETELY 

As I am sure you realise, this is a major call we are making, and it goes against the consensus of 
the mainstream banks and analysts. BUT THIS IS PRECISELY WHERE WE ADD VALUE.


. Recessions NEVER happen without a bear market in equities. 

As the chart below illustrates, there has never been one instance in history where an economic 
recession did not trigger a bear market in equities.


Shaded areas plot all the US recessions recorded since the 1960’s and NOT ONE happened 
without a bear market in equities as can be seen from the chart of the SP500 Index. There is 
ZERA probability that the worst recession in 80 years does not trigger a bear market in equities 
as consumption, investments and corporate earnings collapse.
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. Bear Markets, like bull markets, follow traditional patterns as they are, first and foremost, 
psychological phenomena where investors’ expectations drive the imbalances between buying 
and selling.


Bear markets follow a clear five-stage pattern made of 3 bear phases and 2 bear-market rallies 
in between. They usually last between 18 and 36 months and the retracing phenomena are quite 
well known thanks to Fibonacci levels that have been observed consistently in the past. 

 
The 3 bear phases usually correspond to different types of investors bailing out of the market. 
The first phase is where what we call “ smart money” or agile fund managers bail out quickly and 
do not come back. The second phase, the largest one, is when slow-moving institutional 
investors become convinced that this is a bear market and start offloading their strategic 
holdings. It is usually the biggest down phase. The third phase is when the dumb money, usually 
retail investors, finally throw the towel and take their losses when everyone is bearish and sees 
no future. This usually marks the turning point and the beginning of the next secular bull market.


In March 2020, we have clearly made the first leg of the bear market ! What is unusual is how 
sharp and how fast it happened ! But this is probably due to the unprecedented level of 
uncertainty and the magnitude of the global economic shock ! Bear market territory starts at -20 
% decline and here we have reached -35 % decline, clearly not the stuff of corrections. 


What is also extremely unusual - never seen in history - is the speed and magnitude of the April 
rebound. Granted, central banks and governments have used “Whatever it takes” to contain the 
melt down in credit markets that had started to happen, putting a floor under investors’ worries. 
But no level of interest rates will ever entice CEO’s to re-hire and invest or induce consumers to 
buy cars, houses, fly or even go to restaurants working at 30 % capacity. Moreover, by 
exploding budget deficits and central banks balance sheets, they have probably created a much 
bigger economic hazard ahead, as testified by Japan’s lost decades of deflation.
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. Bottoms NEVER happen in one go. In our LASTING BOTTOM paper dated April 30th we 
made the case that the March 23rd bottom would be the bottom for the year, IF a re-test of the 
bottom took place. For the long-term balances of sellers and buyers to shift in a lasting way, a 
RE-TEST of the bottom HAS to take place as it is the only confirmation that selling pressure has 
been exhausted. 
 
W h a t h a s k e p t s e a s o n e d 
investors prudent as testified by 
the bearishness of institutional 
investors is that this re-test 
NEVER HAPPENED.


Far from being a positive sign, 
the uninterrupted one-way  
bounce in April / May is a 
WORRYING SIGN.  

And the bounce is now losing 
momentum as it reaches the fibonacci retracing levels and is bumping on moving averages that 
are starting to point down. 
 
All these indicators are telling us that the April bounce is the first bear market rally and, there 
again, what is exceptional is its speed and magnitude as if time was compressed and 
behaviours amplified by the extreme uncertainty caused by COBD-19.


 
. Secular bull markets ALWAYS end with vertical parabolic moves in the leaders of the 
markets where fundamentals are ignored and retail investors are piling in by fear of 
missing out. 

This is exactly what is currently happening with the leaders of the 2009-2020 bull market. Apple, 
Amazon, Microsoft, Netflix, Google, and Facebook have captured the imagination of investors as 
the most resilient and prime beneficiaries of the COVID downturn. And they have gone into 
parabolic moves that are unsustainable as are unsustainable their valuations and particularly 
their price-to-book ratios.


In an exceptional move that reflects the exceptional nature of the conditions we live in, the 
CEOS’s of these companies refused to give any guidance for the remainder of 2020 and even for 
2021.  


Anyone thinking that Apple will sell more computers and iPhones with 195 million job-losses 
around the world, that Microsoft will sell more Office 360 solutions when the PC market is in 
sharp decline, that Google and Facebook will see more advertising budgets when corporations
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are fighting to survive, that Amazon will sell more high margin products and less food and low 
margin products in the months to come or that Netflix will avoid a devastating price war in the 
streaming segment in the quarters to come is dreaming on Cloud 9.  The extent of the damage 
to their earnings will become fully visible in the quarters to come and their valuations will 
suddenly become unbearably high.


Another way of making the point is to listen to Warren Buffett who clearly stated in his April 
address that there were no opportunities out there …


It can also be seen in the 
following chart that clearly 
shows that the recent rebound 
has brought global valuations 
to unsustainable stratospheric 
levels.


In recessions, earnings DO 
decline and what is amazing 
today is the INABILITY of 
analysts to make assumptions 
a b o u t t h e d e p t h a n d 
magnitude of the earnings 
recession to come.


Add to that the fact that Boards of Directors will now prevent CEO’s from using precious cash 
chests to buy-back their elevated equities, pulling the rug under the main driver of the rise in 
equities in 2018 and 2019, and you have the full picture.


Our message to investors today is simple : 
 
BETTER BE SAFE THAN SORRY !   
JUST BAIL OUT OF US EQUITIES ! 
 
US equity markets have an extremely unfavourable risk-
reward ratio and the FAMAGS even worse.   
 
Yes, the indexes could possibly go slightly higher still, but the 
following down phase will be sanguine and the trigger could  
by any unexpected event…  
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BITCOINS AND CRYPTOCURRENCIES 
Our regular readers know that during the cryptocurrency hype of 2017 and 2018, we analysed 
the phenomenon and came to the conclusion that blockchains were a technological 
breakthrough at least as important as the internet with the same far-reaching consequences.


As was the case with the internet, the blockchain technology opens the door to a full 
decentralisation of the verification and certification of transactions and records and withdraws 
them from the control or powers of any given Nation or Government through a self-sustainable 
technological process and eco-system. 


By making transactions secure, verified and traceable, while dematerialised and immediately 
accessible, the possible uses of blockchains are unlimited and the technology has the potential 
to revolutionise the way we do things and many industries, the way the internet has crushed 
postal services, libraries, encyclopaedias, learning, newspapers, books, and more generally 
communication and access to knowledge.


In everything from contracts, real estate registers, financial transactions, physical transactions, 
international trade, logistics, payments, digital signatures and legal procedures, the 
decentralised, independent, unforgeable, traceable and certified characteristics of blockchain 
will gradually replace Government registers, notary publics, witnesses to contracts and paper 
support of legal documents in the future, with significant consequences on the organisation of 
society and reliance on pubic registers, making the world more global and less dependent on 
national powers.


But we also came to the conclusion that, in their existing form then, Bitcoins and the other 
currencies lacked the characteristics needed to become full currencies, and in particular the 
function of medium of payment due to the biased nature of their supply demand mechanism. 
 
As most Crypt-currencies are based on the principles of a LIMITED SUPPLY facing UNLIMITED 
DEMAND, supply being driven by mathematical models requiring massive energy and 
computing power to mine the new coins and demand is open-ended as anybody can bid up the 
prices, prices of cryptocurrencies are way too volatile to use them as a Mean of Payment. 

Moreover, as in essence Bitcoins and the like are just a piece of code and lack the backing of a 
Central Bank representing a sovereign state that has the monopoly to raise taxes on its citizens, 
its characteristics as a store of value would become entirely a function of the constant demand 
for it by investors in the future, in exactly the same way Gold, Precious metals or real estate 
prices are a function of supply/demand.


On December,19 2017, when the Future contract started trading in Chicago, we shorted the 
contract at US$ 19’000, almost at the top of the full run-up that had taken Bitcoins prices from a 
few Dollars in 2017 to 19’000.  ( see Chart below )


 MECHELANY ADVISORS FZE   Level 41, Emirates Towers, Dubai, UAE www.mechelanyadvisors.com         8



Mechelany Advisors 
Weekly Financial Research 

10 May 2020

 
Since then, many things have happened in a world economy 
that has been hit by two consecutive deflationary shocks. 

THE MACRO CASE 

The US- China Trade war in 2018-2019 sent manufacturing and investments plummeting, 
choking off a coincident recovery that was finally pulling the world out of the 2008 great financial 
crisis.


In H1 2020, the fight against the spreading of the COVID-19 imposed lockdowns on half the 
world population for 2 months, devastating many industries, sending most of the world 
economies in contractions not seen for 80 years and killing several hundred million jobs 
worldwide.


The brutality and global nature of the deflationary shock has no equivalent in post-war 
history, and although the road to recovery has started, it is likely that its ripple effects will be 
lasting and that the world will take time to return to normalcy, particularly in highly leveraged 
economies.


Contrary to what happened in 2008 - 2009, Governments and Central banks were extremely fast 
to react and have used every mean in their powers to inject liquidity and enact fiscal stimulus 
packages of a magnitude that dwarfs the entire efforts made during the 2008-2009 GFC.
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America enacted US$ 2.3 trillion of Government stimulus, sending its budget deficit soaring to 
19 % of GDP to date. Japan enacted Government stimulus to the tune of 20 % of its GDP and 
some countries in Europe enacted packages amounting sometimes to 30 % of their GDP.


Never in history have Governments expanded their public debt and budget deficits so fast 
and with such magnitude, and the net outcome of COVID-19 will be to saddle public 
finances with another load of debt at a time where they are all already fighting to reduce 
their public debt. 

Central banks did even more. The FED gave an unlimited blanket to the Credit markets buying 
overtype of bonds while central banks in Japan and Europe did the same, sending what was 
already overinflated central bank balance sheets to the astonishing level of 40 % of GDP by the 
end of the year for the US FED.


The following chart published by 
BlackRock shows the extend of 
the expansion of Central banks 
balance sheets since 2014.


According to Fitch Ratings, as a 
proportion of nominal GDP, the 
Fed’s balance sheet was already  
19% in 4Q19, the ECB’s at 39%, 
the BoE at 26% and the BoJ at 
105%.


By the middle of April, the Fed’s 
balance sheet has already 
increased to the equivalent of 
32% of estimated 2020 GDP with 
a commitment to open–ended QE 
p u r c h a s e s a n d a r e c e n t 
announcement of an additional 
USD2.3 trillion (11% of GDP) credit facility for business lending. They see the Fed balance sheet 
– on a broad basis including QE and other components – reaching about USD10 trillion by year-
end. 


The ECB has committed to buying EUR870 billion of assets this year in addition to its existing 
Asset Purchase Programme of EUR20 billion a month for an unlimited period. The ECB is also 
supporting bank lending through its long-term refinancing operations. 


Fitch expects global QE to reach USD6 trillion this year alone, more than half the cumulative 
total of 2009-2018, taking the total assets held by Central Bank to 26 Trillion, or 31 % of the 
world’ 84 Trillion GDP. 
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The graph below sums-up their the efforts fo the Central banks’ balances sheets since the 
COVID 19 Pandemic. 


In a world of FIAT money, currencies are the ultimate credit 
note on Nations and their Central Banks and Governments. 
Central Banks are printing money to buy debt issued by their 
own Governments and now even by private corporations. 
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The sudden jump in indebtedness and monetising of debt by 
Central Banks will ultimately result in a loss of confidence, 
higher interest rates and inflation… 

The macro-economic problem will be compounded by 
Government having yo raise taxes at the worst possible time. 
 
As a result, investors will be looking at alternatives to park 
their savings and there are two alternatives that stand out in 
a world where equities are overvalued, real estate is on a 
downtrend due to forced liquidations and bond markets are 
artificially boosted : 
 
. Gold and Precious Metals, and 
. Crypto currencies 

THE MICRO CASE 

Like gold, Crypto-currencies have biased limited-supply and unlimited demand characteristics 
that will push them much higher if a major loss of confidence about FIAT money were to take 
hold with investors.


Like physical gold, crypto-currencies are independent from banks, States, Governments and 
even payment systems, they only rely on the continuity of the internet network.


And there is a particular event that is happening this week that may create a catalyst for the next 
major advance :  The “Halvening: of Bitcoins, an event that takes place every four years that 
reduces by two the number of Bitcoins awarded to miners when they strike the right answer to 
the mathematical model, further reducing the future supply of Bitcoins.


Tomorrow, on May 12th 2020, the number of bitcoins (BTC) entering circulation every 10 
minutes will drop by half, to 6.25 from 12.5.  

New bitcoins enter circulation as block rewards, produced by “miners” who use expensive 
electronic equipment to earn or “mine” them. Every 210,000 blocks, or roughly every four years, 
the total number of bitcoin that miners can potentially win is halved. 
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In 2009, the system started at 50 coins mined every 10 minutes. Two halvenings later, 12.5 
bitcoins are currently being dispensed every 10 minutes. This process will end with a total of 21 
million coins, probably in the year 2140.


Bitcoin’s pseudonymous creator, 
Satoshi Nakamoto, who may have been 
an individual or a team, disappeared 
roughly a year after releasing the 
software into the world. So, he or she 
or they (we’ll just go with “they” from 
now on) are no longer around to explain 
why they chose this specific formula for 
adding new bitcoin into circulation.


But early emails written by Nakamoto 
shed some light on the mysterious 
figure’s thinking. Shortly after releasing 
the Bitcoin white paper, Nakamoto summarized the various ways their chosen monetary policy 
(the schedule by which miners receive block rewards) could play out, pondering the 
circumstances under which it could lead to deflation (when a currency’s purchasing power 
increases) or inflation (when the prices of goods and services purchasable with a currency 
increase).   At the time, Nakamoto couldn’t have known how many people would use the new 
online money (if anyone).


Unlike most national currencies like dollars or euros, bitcoin was designed with a fixed supply 
and predictable inflation schedule. There will only ever be 21 million bitcoins. This predetermined 
number makes them scarce, and it’s 
this scarcity alongside their utility that 
largely influences their market value.


Another unique aspect of Bitcoin is 
Nakamoto programmed the block 
reward to decrease over time. This is 
another way in which it differs from the 
norm for modern financial systems, 
where central banks control the money 
supply. In stark contrast to Bitcoin's 
halving block reward, the supply of the 
dollar has roughly tripled since 2000 
and is increasing brutally and massively 
in 2020.


IT IS PRECISELY THIS SCARCITY IN SUPPLY THAT WILL MAKE IT VALUABLE AS A STORE 
OF VALUE IN TIMES OF FEARS OF INFLATION. 
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THE TECHNICAL CASE 

Bitcoins are clearly inscribed in a major triangle that is normally a continuation patter in an 
extremely volatile long term pattern


Since March 23rd, Bitcoins have risen from 4300 to 10’000 last Friday with a close above the 
first downtrend, confining that the balance of supply and demand has shifted in favour of 
demand. 


A confirmed break above 10’200 will send the crypto currency flying. 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CHARTS OF THE WEEK 

CHINA’s Great Leap Forward 
China is where COVID-19 first appeared and where lock downs took place in the first two 
months of the year. Since then, all the April indicators are showing that the economy is going 
back to normal, even at a slower pace than world have been hoped for. More stimulative 
measures are on the way with the end of May’s NPCC standing committee meeting providing 
more clues on the specific stimulative measures to be implemented by the Government. 
 
Chinese domestic equities were also the most resilient in the March 2020 downdraft, falling only 
by fraction of the fall of the western equity markets. 


As a result, the technical configuration of most domestic indexes is clearly bullish and 
investors should increase substantially their holdings of Chinese equities. 

CSI300	 	 	 	 	 	 Shanghai Composite 

ShenZhen composite                                                    CHInext  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EQUITIES 

Weekly 

Year To Date 
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MXWO - MSCI World Index 

The rebound is almost over …..                                                          SELL SHORT


MXEF - MSCI Emerging Markets Index 

Emerging markets want to go higher                                                                                   WATCH 

 MECHELANY ADVISORS FZE   Level 41, Emirates Towers, Dubai, UAE www.mechelanyadvisors.com         19



Mechelany Advisors 
Weekly Financial Research 

10 May 2020

MXAP - MSCI ASIA ALL COUNTRIES Index 

MSCI Asia Pacific Market Index is losing momentum                                                       REDUCE 
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Americas 
USA - Dow Jones Industrial Index 

The Dow Jones may test the moving averages, but …                                                           SELL


USA - Standard & Poors’ 500 

Major resistance on the moving average                                                                    SELL SHORT
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USA - Nasdaq Composite 

WOW !  DANGER AHEAD !                                                                                         SELL SHORT


USA  - Russell 2000 Index 

America’s small cap index may try to go higher, but                                                        REDUCE 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Canada - Toronto Stock Exchange Index 

Canadian Stocks will close the gap and reverse                                                                      SELL 

Mexico - MEXBOL Index 

Mexican equities want to go higher                                                                                        HOLD
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Brazil - IBOV Index 

Brazilian equities are still positive, but …                                                                           WATCH 

Argentina - MERVAL Index 

Argentinian equities closed above the moving averages but are over extended            REDUCE 

 MECHELANY ADVISORS FZE   Level 41, Emirates Towers, Dubai, UAE www.mechelanyadvisors.com         24



Mechelany Advisors 
Weekly Financial Research 

10 May 2020

Europe 
Europe - Eurostoxx 50 Index 

Europe’s large caps have peaked, THE REBOUND IS OVER                                                  SELL


Europe - Europe Bloomberg 500 Index 

Europe’s largest 500 companies are peaking                                                                           SELL 
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Germany - DAX 30 Index 

The DAX may try a little bit higher but is losing momentum                                                     SELL 

France - CAC 40  Index 

French stocks have peaked                                                                                                      SELL 
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UK - FT 100 Index 

UK shares have peaked                                                                                                         SELL 

Switzerland - SMI Index 

Swiss stocks have peaked                                                                                                       SELL
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Netherlands - AEX Index 

Dutch stocks may test their moving averages                                                                      SELL 

Sweden - OMX Index 

Swedish stocks have peaked                                                                                                   SELL 
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Italy - FT MIB 30 Index 

Italian Shares have PEAKED                                                                                                     SELL 

Spain - IBEX 35 Index 

Spanish stocks have peaked                                                REDUCE AND BUY LOWER DOWN  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Portugal - PSI 20 Index 

Portuguese stocks are losing momentum                                                                                SELL 

Greece - ASE Index 

Greek shares are peaking                                                      REDUCE AND BUY LOWER DOWN  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Russia - IMOEX Index 

Russian shares are peaking.                                                                                                WATCH 

Turkey - Bursa 100 Index 

Turkish stocks peaked                                                                                                              SELL 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Middle East 
Dubai - DFMGI Index 

Dubai equities made a reversal                                                                                           WATCH 

Saudi Arabia - TADAWUL Index 

Saudi stocks failed to make new highs and are consolidating                                               HOLD 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Asia 
China - CSI 300 Index 

Positive configuration for China                                                                                STRONG BUY 

China - Shanghai Composite Index 

Positive configuration for the Shanghai composite                                                   STRONG BUY 
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China - Shenzhen Composite Index 

Very Positive configuration                                                                                        STRONG BUY 

China - HSCEI H-Shares Index 

H-shares are peaking                                                                                                        REDUCE 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Hong Kong - Hang Seng Index 

Hong Kong Shares are losing upward momentum                                                 TRADING SELL 

Taiwan - TWSE Index 

Taiwanese Shares are testing their moving averages                                                        REDUCE
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Korea - KOSPI Index 

Korean shares are overextended short term                                                                      REDUCE 

Singapore - STI Index 

Singapore equities are losing upward momentum                                                                  HOLD 
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Indonesia - JCI Index 

Indonesian shares are positive and guiding their base                                                              BUY 

Malaysia - KLCI Index 

Malaysian Shares are losing upward momentum                                                                WATCH 

 MECHELANY ADVISORS FZE   Level 41, Emirates Towers, Dubai, UAE www.mechelanyadvisors.com         37



Mechelany Advisors 
Weekly Financial Research 

10 May 2020

Thailand - SET Index 

Thai stocks are making a temporary top                                                                            REDUCE


Philippines - PCOMP Index 

Filipino shares are losing momentum                                                                                   WATCH 
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Japan  -   Nikkei 225 Index 

The Nikkei 225 may want to close the gap                                                                             HOLD 

Japan  - Topix Index 

Japanese TOPIX is challenging an important resistance                                                   REDUCE
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Vietnam  - VNI Index 

Vietnamese stocks are showing positive configuration                                                          HOLD 

India  - NIFTY 50 Index 

Indian equities recorded an important reversal                                                                      SELL 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Australia  - AS51 Index 

Australian shares are losing momentum                                                                            REDUCE 

New Zealand  - NZ50 Index 

NZ shares are bumping on their moving averages after a 61.8 % retracing                            SELL  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CURRENCIES 
 
There is a significant risk that the market is underpricing political uncertainty in the British 
pound. There are two more scheduled rounds of talks and the U.K. government is refusing to 
budge on its end-of-2020 date for ending the Brexit transition period. It has until June 30  to 
make a final decision and the BREXIT issue may come back to the forefront of the political scene 
relatively rapidly. 

The Swiss National Bank  intensified its foreign exchange interventions and may cut interest 
rates further as the pandemic exerted “enormous” upward pressure on the franc, Swiss 
weekend newspapers quoted its President Thomas Jordan as saying. With the global economy 
in its deepest dive since the 1930s, haven demand intensified and other central banks’ 
stabilisation measures also added to appreciation pressure on the Swiss currency.


Emerging-market  currencies advanced last week as investors weighed the prospect of re-
opening economies, while the renewal of talks between the U.S. and China eased tension 
between the two biggest economies.


The South African rand posted a second straight week of gains last week for the first time this 
year. With risk appetite returning as countries around the world ease lockdown restrictions and 
Federal Reserve policy measures weaken the dollar, and with little on the local front to spook 
investors, that may just be the start of a trend. The rand slumped to a record low against the 
dollar in April, roiled by a slew of bad news: a widening fiscal gap, soaring government debt, 
credit-rating downgrades leaving the country deep in junk territory, expulsion from a major bond 
index  tracked by trillions of dollars of funds; and the implosion of the economy amid a strict 
coronavirus lockdown. But the currency seems to have found a solid bottom now. Investors in 
the futures market are becoming more bullish. Traders now hold a  net long-rand  position, 
meaning contracts betting on rand gains against the dollar outweigh wagers on declines, 
Commodity Futures Trading Commission data show.
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DXY - US Dollar Index 

Truly undecided, the return of RISK OFF could send the US dollar Higher  SELL ON STRENGTH 

EUR -  EURO vs USD 

EUR is undecided,                                                                                         BUY ON WEAKNESS 
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JPY -  Japanese Yen 

RISK OFF could send the Japanese Yen higher in the short term                SELL ON STRENGTH 

CNY -  Chinese Yuan 

The Yuan will not depreciate much from here    	 	                                    ACCUMULATE 
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GBP - Sterling Pound 

GBP is consolidating …..                                                                                                     WATCH  

CAD -  Canadian Dollar 

CAD is consolidating for now, but …                                                                                  WATCH 
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AUD - Australian Dollar 

AUD is testing the long term downtrend                                                                              WATCH 

NZD -  New Zealand Dollar 

  NZD is ready to move higher                                                                                                  BUY 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RUB -  Russian Ruble 

The Ruble is completing its bottom                                                                                          BUY 

ZAR - South African Rand 

The rand is making a bottom                                                                                                     BUY 
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TRY -  Turkish Lira 

The Turkish Lira ha re-tested in 2018 low and recorded a reversal                                           BUY 

INR -  Indian Rupee 

The Indian Rupee is ready to appreciate       	                                                                  BUY 
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IDR -  Indonesian Rupiah 

IDR is getting overbought.                                                                                                  REDUCE 

BRL -  Brazilian Real 

The Brazilian Real made new lows and is over-sold                                                ACCUMULATE 
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MXN -  Mexican Peso 

The Mexican Peso is at extremes of undervaluation                                                                 BUY 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CRYPTO-CURRENCIES 
 
With the unprecedented money printing and public 
debt issuance caused by COVID-19, there are rising 
concerns about the safety of FIAT money, 
particularly if, as debated in the press, the FED is 
mulling the idea of pushing interest rate into negative 
territory.


With hugely overpriced equity markets in the USA, 
artificially managed bond markets and negative real 
interest rates in cash there are not many assets to 
park one’s savings safely. 


Gold and precious metals are one, real estate may 
be on a declining path if unemployment and 
corporate bankruptcies are here to stay as we 
expect, so the only remaining asset that could potentially serve as a hideaway is 
cryptocurrencies that have a model of limited supply and unlimited demand.


We have therefore decided to re-open our cryptocurrencies monitoring in our Weekly 
Market Review publication. 

We shall monitor on a weekly basis the four most liquid crypto-currencies, BTC, ETH, XRP 
and LTC. 

There are two important developments to monitor next week that could trigger sharp moves in 
Cryptocurrencies :


1. The “Halvening” of Bitcoins should have a significant impact on supply as the number of 
Bitcoins earned by miners is divided by two, from 12.5 to 6.25 as of next week. The rules 
and mathematical models of Bitcoins are programmed for the “Halvening” to happen every 
four years in May, and the lats time it happened it trigged a massive rally in the crypto 
currency


2. The PBOC is rumoured to launch the first state-backed crypto currency this month, probably 
after the Communist Party Standing Committee ’s meeting on the 21st and 23rd May 2020.
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BTC - Bitcoin 

BTC rose 14 % last week testing the 10’000 level and breaking the first downtrend resistance. It will now 
challenge the upper band of its long term consolidation triangle                                             STRONG BUY


ETH - Ethereum 

The configuration of ETH is even more positive as the blockchain based smart contract platform is 
completing a massive saucer cup bottoming out process.                                                     STRONG BUY
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XRP - XRP 

The digital asset built for payments XRP is the native token of the XRP Ledger, an open-source 
decentralized, permissionless blockchain technology to verify and certify transactions.                  WATCH


LTC - Litecoin 
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LTC is completing its bottoming phase with a significant double bottom, It now needs to break out of the 
downtrend in place since 2018.                                                                                                          WATCH  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COMMODITIES 

OIL rose to 24.75 last week as gasoline demand is rebounding, suggesting that the car is making a 
comeback. As lockdowns ease and parts of the world reopen for business, driving has emerged as the 
socially distant transportation mode of choice and is offering some near-term relief to an oil market fresh 
off its worst crash in history and reeling from an unprecedented collapse in energy demand. On the streets 
of Beijing, Shanghai and Guangzhou, morning traffic is now higher than 2019 averages while subway use 
is well below normal. Volume on Beijing’s metro system is 53% below pre-virus levels and subway usage 
in Shanghai and Guangzhou is down 29% and 39%, respectively. Beijing’s pollution levels have come 
back to pre-COVID levels and China’s April new car sales topped 2 million, the first year-on-year increase 
in 15 years.


Negative interest rates could send 
Gold, Silver and Platinum sharply 
higher if the FED resorted to these 
controversial policies. We prefer 
Silver and Platinum to Gold and 
Gold Miners to Gold as the ARCA 
Gold Miners Index is starting to 
catch-up with the price of Gold.


Copper  rose to a seven-week high 
last week as investors looked past a 
dismal U.S. jobs report to focus on 
the latest steps toward easing 
lockdowns and efforts by China to stem the economic impact of the coronavirus. China’s economic 
recovery and substantial spending on  infrastructure  is poised to provide a constructive backdrop for 
Copper prices.


Soft Commodities are displaying positive configurations. But the space will be further politicise this week 
with the Trump threats to re-impose sanctions on China.  According to researchers at Kansas State 
University, the Trump administration’s $28 billion trade bailout largely overpaid farmers for their losses, 
with southern cotton farmers receiving the most outsized gains. The payout to cotton farmers in the 
bailout’s second round was 33 times the estimated financial impact of tariff disputes with China and other 
nations, according to the study, published this week. The study is sure to inflame long-running criticism of 
the bailout and the way funds were distributed just as the Trump administration moves forward with a $19 
billion coronavirus farm rescue package. The USDA hasn’t yet disclosed how the virus rescue payments 
will be calculated, but officials have said an announcement is imminent.


Fresh meat prices were up 8.1% at the end of April, as the coronavirus pandemic causes serious issues 
in the American supply chain. Pork  and beef  prices  could increase by an unprecedented 20% in the 
coming months as pork and beef production plunged by 35% as meat processing plants across the US 
were forced to close due to the coronavirus pandemic. Donald Trump’s executive order to keep meat 
processing plans is challenged in Congress.


 MECHELANY ADVISORS FZE   Level 41, Emirates Towers, Dubai, UAE www.mechelanyadvisors.com         56



Mechelany Advisors 
Weekly Financial Research 

10 May 2020




CL1 - Oil 

 
Oil is short term overbought but should eventually close the gap at 40                                 HOLD 
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XAU - Gold 

GOLD is getting overbought but could rise higher                                                               WATCH  

XAG - Silver 

The correction is over                                                                                     VERY STRONG BUY 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XPT - Platinum  

The correction is over                                                                                                STRONG BUY 

XPD - Palladium 

Higher low completed and hanging hammer                                                           TRADING BUY 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HG1 - Copper 

As expected, Copper rose sharply last week                                                                          BUY


KC1 - Coffee 

Positive long term configuration                                                                                                BUY 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SB1 - Sugar 

MASSIVE BUY SIGNAL                                                                                             STRONG BUY 

S 1 - Soybeans 

A bottom is in the making                                                                                        ACCUMULATE 
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W 1 - Wheat 

Wheat must hold above the moving averages but MACDs are pointing down                   WATCH 

C 1 - Corn 

The bottom is clearly made.                                                                                      STRONG BUY 

 MECHELANY ADVISORS FZE   Level 41, Emirates Towers, Dubai, UAE www.mechelanyadvisors.com         62



Mechelany Advisors 
Weekly Financial Research 

10 May 2020

LB1 - Lumber 

Lumber has now confirmed its bottom                                                                    TRADING BUY 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BONDS 

Bond markets are making a global top after the sharp decline in yields of the month of April.  
 
With the US economy in free fall, bond investors have two certainties right now: the US Treasury 
is flooding the market with debt issuance, and the Federal Reserve is ready to buy everything.


The US government is about to raise a record $96 billion in its coming refunding auctions and 
traders will take guidance from Fed Chair Jerome Powell on Wednesday, with the market already 
starting to hedge the risk of negative rates. These fiscal and monetary forces are driving yields at 
either end of the curve wider apart. The two-
year is near a record low barely above zero, 
while the imminent reintroduction of 20-year 
bonds is driving up long-end rates.


Supply pressures are expected to build as 
the US deficit heads toward $4 trillion, a 
whopping 18% of GDP in 2020, way above 
anything seen at any time in post-war history.


The FED is determined to make the curve 
positively sloped to help the banking system weather the expected jump in non-performing 
loans.


Euro-area bonds are facing the fallout from a German court ruling that threatens to restrict the 
European Central Bank’s debt-buying program, the market’s single largest source of support.


The May 5 decision by the constitutional court in Karlsruhe gave the ECB three months to justify 
its original asset-purchase plan. This constitutes a major risk for European debt as the German 
court ruling has the potential to trigger a constitutional crisis or a market meltdown. The lawsuit 
was initially introduced by an anti-EU group of activists and has the potential to constrain 
severely the activity of the ECB and its constitutionality.


In Argentina, a deadline for bondholders to accept a $65 billion restructuring offer from the 
government passed Friday afternoon with no signs of a deal, acceptance rate or an extension. 
Days before the deadline, the largest foreign bondholder creditor groups had already rejected 
the terms of the offer which imposes significant losses on interest and sets a three-year grace 
period before any payments are made.


Economy Minister Martin Guzman said in an interview last week that the government is willing to 
discuss proposals from bondholders in order to reach an agreement, 
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USA - 30 - Year Government Bond 

US Bond yields are making a complex bottom and there is not much upside in bonds      AVOID    


USA - 10- Year Government Bond 

Bonds have little upside left even if some think the FED will drive them negative               AVOID 
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USD - Bloomberg Barclays Investment Grade Bond 

The retracing is over, investment grade yields will go higher from here                                  SELL 

USD - Bloomberg Barclays High Yield Bonds 

The retracing is over.  High yields will follow or lead the equity markets down                  SELL 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Germany - Generic 10 - Year Government Bonds 

The double bottom in German bond yields is confirmed                                           SELL SHORT 

Japan - Generic 10-Year Government Bonds 

Japanese bonds are on an established bear trend. That is good news                     SELL SHORT 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China - Generic 10-Year Government Bonds 

China’s 10 year bond yields have bottomed                                                                           SELL                                                              

HOPE BY THE YIELD CURVES. Yield curve are sending mixed signals 

US Treasuries Yield Curve 
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German Bunds Yield Curve 

Japanese Government Yield Curve 

Chinese Government Yield Curve  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ACCESS ITS WEBSITE, DECLARE THEIR WILLINGNESS WITH THE FOLLOWING 
TERMS OF SERVICES AND DISCHARGE IT IRREVOCABLY FROM ANY LIABILITY 
OR RESPONSIBILITY VIS-A-VIS ANY NEGATIVE CONSEQUENCES.  

THE INFORMATION FROM THIS RESEARCH DOES NOT CONSTITUTE AN OFFER. 
MECHELANY ADVISORS’ PUBLICATIONS ARE JUST FOR INFORMATION 
PURPOSES AND REFLECT ITS OWN OPINIONS AND ANALYTICAL CONCLUSIONS 
PUBLISHED ONLY TO SERVE AS A MATERIAL RECORD FOR ITS INVESTMENT 
CONCLUSIONS AND INVESTMENT PROCESS.  

ITS PUBLICATIONS SHOULD NOT BE CONSTRUED AS A SOLICITATION TO BUY, 
SELL OR INVEST IN ANY SECURITY, FUND, PROJECT, CURRENCY OR 
COMMODITY AND MECHELANY ADVISORS WILL NOT BE HELD RESPONSIBLE 
FOR THE NEGATIVE CONSEQUENCES OF INVESTMENT DECISIONS MADE BY ITS 
READERS ON THE BASIS OF ITS INVESTMENT CONCLUSIONS. POTENTIAL 
INVESTORS ARE RECOMMENDED TO TAKE AN INDEPENDENT LEGAL AND 
FINANCIAL ADVICE BEFORE INVESTING. A POSITIVE PERFORMANCE IN THE 
PAST IS NO GUARANTEE FOR A POSITIVE PERFORMANCE IN THE FUTURE. THE 
FINANCIAL MARKETS ARE VOLATILE BY NATURE AND INVESTING IN THEM CAN 
CAUSE INVESTORS SIGNIFICANT LOSSES.  

MECHELANY ADVISORS’ RESEARCH IS BASED ON PUBLICLY AVAILABLE DATA. 
MECHELANY ADVISORS’ DOES NOT OFFER ANY WARRANTY FOR THE UP-TO-
DATENESS, CORRECTNESS, COMPLETENESS, LEGITIMACY AND QUALITY OF 
THE PROVIDED INFORMATION.  

MECHELANY ADVISORS’ RESERVES THE RIGHT TO MAKE MODIFICATIONS AND 
ADDITIONS OF THE PROVIDED INFORMATION AT ANY TIME WITHOUT ANY 
ANNOUNCEMENT. LIABILITY CLAIMS AGAINST AIPM WHICH RELATE TO 
MATERIAL OR IDEAL DAMAGES CAUSED BY THE USAGE OF THE PROVIDED 
INFORMATION ARE GENERALLY EXCLUDED. 

THE CONTENTS OF THIS RESEARCH ARE COPYRIGHTED. THE TRANSMISSION, 
FULLY OR PARTLY REPRODUCTION, MODIFICATION OR CONJUNCTION OF THE 
CONTENTS OF THIS RESEARCH IS ONLY PERMITTED WITH EXPRESSED AND 
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