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As equity markets tend to be more difficult to predict in this inflated and manipuleted (for our own good, bear 
in mind!) environment, there are places where such intrusion is less powerful and therefore enables a better 
understanding of where markets may be headed to. 

One instrument is the exchange rate between EURO and the USD. To many insiders of financial markets, 
this is more a financial rate of exchange, unlike the USDJPY which is more of a commercial rate of 
exchange, even though a bit influenced by the still “alive and kicking” carry trade (the same one that helped 
the 2007 financial crises to be so powerful and devastating). 

Above you can see a monthly chart of the exchange rate since its beginning, in 2002. 

There are two main scenarios that I can foresee as of now: both have an ABC pattern from the Elliott Wave 
theory, both also share the top of 2008 as top of wave A. 

The first scenario takes into account that the whole movement started from the top of 2008 is a rectangular 
triangle, typical classic techincal analysis formation. In this case the triangle is a bearish one, since the 
longer horizontal side is on the bottom. The bullish one would have had such longer side on the top. 

If finally the low around 1.20 will be violated it is possible that the bearish target will be the width of the 
triangle, showed by the orange vertical line. 
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Interesting enough, such line would bring the exchange rate almost to print a double bottom, around 0.90 to 
the dollar. As a time target, that level could be reached in a quite fast manner, around June 2014. That 
should not be a surprise, since the previous movement, from top to bottom lasted in fact four months only 
(July to October 2008). That would be in line with those who are predicting a new (and in some aspects 
much worse) financial crises. In fact, bearish movements during crises tend to be as much sudden as 
powerful. 

However from that low, which will be the completion of wave B the exchange rate would start a new bullish 
trend, the missing wave C, which typically is equal to wave A in time and price. If that will be the case, we will 
witness a double top or a new all time high of the exchange rate, violating the 1.60 briefly. Time target here 
is around October 2020. 

 

The second scenario is much less dramatic, which might also mean a less complicated future for equities 
from now on. 

This scenario is based on the fact that from top of wave A in 2008 has been unfolding an inverted head and 
shoulder, now fully completed. Left shoulder is the August 2008 low, then the head is the June 2010 and 
right shoulder is the July 2012 low. 

The inverted head and shoulder is a bullish formation: currently in order to have a long signal triggered, the 
exchange rate should violated the horizontal resistance (purple horizontal line). It is true that such line is 
above the neckline which is the real trigger level, but in order to avoid at least major false signals, I would 
prefer to wait that horizontal line to be violated to consider the formation and the signal triggered. 

If that will happen, the typical target of this bullish formation is the trasposition of the width of the head from 
the point of violation of the neckline (blue line called C’). 

Again, we see as a possible price target a double top around 1.59 or the breaking of 1.60. 

To find a possible time target, the angle of the blue line from a 90 degree one has been lowered to match the 
angle of the previous movement, wave A. Since in the Elliott wave theory wave C equals wave A, that is a 
correct approach. The result is a time target of June 2016. 

It is true that the two scenarios are quite different with different price and time targets. Personally I find more 
comforting the search for multiple scenarios in order to be prepared for almost, any circumstance. 

In the next few months we will see the evolution of this exchange rate, and subsequently the one of the 
equity markets. 
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Useful Links: 
 
European Central Bank:                                     www.ecb.int 
Bank for International Settlements:                 www.bis.org 
International Monetary Fund:                          www.imf.org 
Federal Reserve:                             www.federalreserve.gov 
US CFTC                                                           www.cftc.gov 
 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Disclaimer 
Nothing in this report constitutes a representation that any investment strategy or recommendation contained herein is suitable or appropriate to a recipient’s individual circumstances or otherwise 
constitutes a personal recommendation. It is published solely for information  purposes, it does not constitute an advertisement and is not to be construed as a solicitation or an offer to buy or sell any 
securities or related financial instruments in any jurisdiction. No representation or warranty, either express or implied, is provided in relation to the accuracy, completeness or reliability of the 
information contained herein, nor is it intended to be a complete statement or summary of the securities, markets or developments referred to in the report. The writer does not undertake that investors 
will obtain profits, nor will it share with investors any investment profits nor accept any liability for any investment losses. Investments involve risks and investors should exercise prudence in making 
their investment decisions. The report should not be regarded by recipients as a substitute for the exercise of their own judgment. Past performance is not necessarily a guide to future performance. The 
value of any investment or income may go down as well as up and you may not get back the full amount invested. Any opinions expressed in this report are subject to change without notice.  
The securities described herein may not be eligible for sale in all jurisdictions or to certain categories of investors. Options, derivative products and futures are not suitable for all investors, and trading 
in these instruments is considered risky. Foreign currency rates of exchange may adversely affect the value, price or income of any security or related instrument mentioned in this report. For 
investment advice, trade execution or other enquiries, investors should contact their local sales representative. Any prices stated in this report are for information purposes only and do not represent 
valuations for individual securities or other instruments.  


