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Risk On without Time foDamaged Chartto Repair,No Recession Yet bidixed Indicators

The rally that started on Boxing Day continues into its fourth week. The shutdown of the U.S. government is

now a month long. But do the bulls care? Seems not as we are now seeing numerable budlitshaephe

stock market. Are they right? Has the market returned to the bull market of 20087 We doubt it. But then

S O2dzZ R 0SS gNRy3Id 2SS R2y Qi tA1S (G2 3ISG FIKSIR 2F 2c
much. There has been caderable damage to the chart¥he Canadian Dividend Stegy maintains a heavy

cash allocationIf we truly are returning to a bull market they need time to repair and not just suddenly leap

back into a full blown bull. But that seems to be what is happening. Who cares about shutdowns, dysfunctional
governments, trade ars, slowing global growth and massive amounts of debt. Is the Fed really going to start

QE once again? Our essay this week argues with the bulls and ourselves.

Markets were up this past and the bull looks great. Happy days are here again. Justtlikevtsdors (read

funds) came out of bonds and gold (safe havens) and raced back into stocks (risk on). Even the Japanese

F LIS NBR (2 068 NY¥zyyAy3a o6l 01 AydGz2z NR&E&A]l a GKS Sy ¥F¢
watch spreadpage 21was flatthis past week and it remains above zero. So no recegsyen But consumer
confidence slipped and margin debt remains at astronomical levels even as it has come down. Germany and
Japan earlier reported negative Q3 growth. Another negative quartertasafficially a recession. The

Chinese economy continues to slow and PBBEPeopl& Bank of Chinag pumppriming once again.

Speaking of pumphJNA YA y 3 2 dzNJ & (pkde BOsho’sThe ielti®nshipSD&vweén the Fed and QE

and what has happened since the start of QT.

Allthist YR ¢ NHzYL) adGAft KlFLa y2 aélffé&o
Have a great week!

DC
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a{2YSGAYSa GKS o0Sait AygSaidySyia INB GKS 2
T Donald Trump, 45U.S. president, real estate mogul, entrepreneur, b. 1946mp: How to Get Rich
(2004)

G¢ KS ¢ K2 fvth thaNwri is $11 fools and fanatics are always certain of themselves, but wiser
LIS2LX S INB Fdzft 2F R2dzo G& dé
T Bertrand Russell, British mathematician and philosopher, & 8320

GE¢KS LINARYOALX Sa 2F adz00SaaTdz ioiitBaOpeopld WibcOntiriug inithe2 Y | NJ
FdzidzNB G2 YIS GKS YAadlr{1Sa ddkKFd GKSe& KI @
T Thomas F. Woodlock\all Street Journaditor and columnist, quoted iReminiscences of a Stock
Operator,1866;1945)

52y QG ¢S 2dzald {2 Orit?SinceShe Markéts mMddeSaliow Nd Oedember 24, 2018, the S&P

500 has rallied some 13.6%, the Dow Jones Industrials (DJI) is up 13.4%, and the TSX Composite has jumped
11.1%. The broatlased NYSE is up 12.8%. Pretty impressive. But to putdtspgrtive, the S&P 500 is still

down 8.8% from its high close, the DJI is off 7.9%, the TSX Composite is down 7.6%, and the NYSE down 8.2%.
Is the glass hafull or halfempty? Is the bear market over and the bull resuming, or is this, as we have

claimed merely a bear market rally?

It is probably no surprise we are seeing a mix of analyst reports that are either calling this a bear market rally
or saying that the bear correction is over and the market is resuming the bull market that started back in
March 2009. In examining various indicators, the story is definitely mixed and arguments could be made
defending both.

The S&P 500 make a lower low below the February 2018 low, but the addanliee line did not confirm as it
made a higher low. The advandecline has taken out its 5@ay MA and taken out the downtrend line from

the highg a positive development. The S&P 500 has taken out HeayOMA but is now just approaching the
downtrend line from the highs. Normally, in a bear market, the advatesdine line should be leading the way
down. (Note that, on the NASDAQ, it was the opposite as both made lower lows with the NASDAQ-advance
decline leading the way down thus confirming the drop in the market).
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NYSE AdvanePecline Line Index
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Source www.stockcharts.com

Another measurement is the CBOE equity put/call ratio. The weekly chart of the CBOE options equity put/call

NI A2 aKz2ga (GKS NIGA2 A& aidAftfedi§ bweeihirs offSts higBsl K QQ ¢
That suggests to us that we should be cautious now as the market has quickly turned bullish from bearish.
b2GS 4 G4KS NBOSyild ft26x GKS YINLSG 61a ljdAaidS 6SI NP
seen at the highs back in January 2018. The spike in the put/call ratio into bearish territory was seen on
December 17, 2018 at 1.13.

So, we have an advancecline line giving off bullish signals and a put/call ratio suggesting the market has
gotten too bullish too fast. Has the market gotten ahead of itself and is nhow more bullish than it was at the top
back in January? The number of stocks trading above theid2QMWA on the S&P 500 is still only at 35%, up
from the low of 10.8 but well off the higkeen in late September 2018 at 73.2.

Another measurement we look at is the NYSE McClellan Summation Index (ratio adjusted) (RASI). The RASI is
kind of a companion piece to the McClellan oscillator (a market breadth indicator that evaluates the balance
between advancing stocks and declining stocks: the summation Index is-telomgersion of the McClellan
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oscillator). On the week of January 7, 2019, the McClellan Oscillator soared to +117.6. That was a level higher
than anything seen over the past 10 ygaincluding many ongoing diine highs that were made, particularly
during 2017 and to the major top in January 2018. It is even more interesting because, on the week of January
5, 2009, during what was another bear market rally the McClellan Osciti&tb21.9. By March 2009 the

markets hit new lows. The RASI is nowhere near bullish territory. Yes, it has rebounded off its bearish lows,
but it is still in negative territory. The divergence with the McClellan Oscillator suggests to us this is no more
than a bear market rally and the markets could, once they turn down again, hit new lows.

CBOE Options Equity Put/Call Ratio

$CP CE CBOE Options Equity PLt/iCall Ratio (EOD) INDX @ StockChartscom
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Sourcewww.stockcharts.com

Bear markets are tricky creatures. Bear market ralliesdasigned to bring as many back into the market as
possible. Both the bear markets of 2@@002 and 200g2009 saw numerous rebounds following a sharp drop.
The most famous bear of all, 132932, initially saw the S&P 500 plunge 28.9% from Septemberderntlser
1929. That was followed by a rally of 16.1% into April 1930. The market then fell another 75% into July 1932
with only shallow recoveries along the way. But that was a pretty strailghin affair into the depths of the

Great Depression.

Both the 2002002 hightech/dot.com bear and the 20@2009 financial crisis bear were much choppier, as
the charts below attest. Following the major top in the S&P 500 in March 2000 until the final low in October
2002 there were nine drops, ranging from ones 0f983.to 6.7%. Bear market rallies ranged from 26.4% to
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8.2%. The March 2000 high was never taken out on any of the subsequent rallies. The biggest drop occurred
YSIENI GKS SYyRX FNRY al NOK wnnu (G2 WdzZ & Hnnmou®. ¢KS wQ.

NYSE McClellan Summation Index (Ratio Adjusted) RASI
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Bear Market March 200@ October
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Similarly, tle bear market from October 2007 to the final low in March 2009 saw seven significant declines
followed by six rallies. The declines ranged from as much 36.1% to 10.8%, while the rallies ranged from 8.3% to

Enriched Investing Incorporated
P.O. Box 1016, TD Centre, Toronto, ON M5K 1A0
ph: 416.203.3028 fx: 416.203.8825 www.enrichedinvesting.com

e-mail: dchapman@enrichedresting.com
50f 32


http://www.stockcharts.com/
http://www.stockcharts.com/

ENRICHED

I'NVESTING I NCOR

27.3%. The biggest drop was from August 2008 i @& SNJ Hnny 2 OSy i SNBR
the Lehman Brothers collapse. The biggest rally was November 2008 to January 2009 when the market gained

P ORATETD

I N2 dzy R

27.3% and everyone thought the bear was over. Well, not quite as the market collapsed ano8%ri2®

the final low in March 2009.
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Bear Market? 20187
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The bear métet that got underway in October 2018 is quite young. It is, so far, only four months old. We have
not had any major drop except for the 16.2% decline into December 2018. So far, the rally looks impressive,
but it has crawled back to just above the-88yMA, a level often tested in bear market rallies. Indicators are
mixed with some appearing bullish and others still bearish.

So, as we asked at the outsetire we in a bear market rally, or are we returning to the bull market of 2009
20187 After nine yearand only two relatively shallow corrections, the negatives are piling up. Right now, the
market is all excited that the U.S. and China will somehow resolve their trade differences. China has even
conceded some points and will buy more U.S. exports.

ButF & 6S KIF@S aSSy gAGK ¢NXzYLJ Ay GKS LI adz GKS wQ3azt
debt, slowing economies in the EU, Japan, and China, the shutdown in the U.S. that is dragging on with
seemingly no solution, and a Mueller investigatthat could still blow up, given the most recent revelation of
F2NNSNJ ¢ NHzYL) £ F g@8SNJ aA0O]Se /2KSy LI NByGte o0SAy3a |
ySgsae Fa Aa o0SAy3a Of I A YoStRnpebchhdaSemialgsi Sy G At F2NJ I RN

There remain continued military tensions between the U.S. and Russia and the U.S. and China that are most
likely not going to go away. The EU is also in crisis with the U.K. wrapped up in the Brexit, France under siege
FNRY GKS aeéStf 2g nBigdvardments/irfpoweded byIBeizaany there are signs the EU
could be sliding into recession. And, then again, there is thetd8B&0 trillion, the real elephant in the room

that no one wants to talk about but as the global economy slows debt cekapsually follow.

Bear market rallies are designed to drag everyone back in, believing the worst is over. Givenghe sub

volume seen since December, we remain convinced this is no more than a bear market rally. For traders, bear
market rallies presenbpportunities; for investors, not so much. As we noted earlier, markets were universally

down in 2018. The likelihood is that few investors made money. The rally into January has everyone optimistic
again. It is at the high point of optimism that the béadzZRRSy t & o0l NBa KA a Ofl ga 2y OF
pullback along the way. If we are truly returning to the bull, then we need to see the nature of a pullback. That

will give us a better clue as to how this might play out.
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Close
Dec 31/18
Stock Market Indices
S&P 500 2,506.85
Dow Jones Industrials  23,327.46
Dow Jones Transport 9,170.40
NASDAQ 6,635.28
S&P/TSX Composit|  14,322.86
S&P/TSX Venture (CDN 557.20
Russell 2000  1,348.56
MSCI World Index 1,710.88
NYSE Bitcoin Inde  3,769.99
Gold Mining Stock Indices
Gold Bugs Index (HU 160.58
TSX Gold Index (TGI 186.74
Fixed Income
Yields/Speads
U.S. 1@vear Treasury yielc 2.69
Cdn. 1@Year Bond yield 1.96
Recession Watch Spread
U.S. 2year 10year 0.21
Treasury spread
Cdn 2year 10year CGB 0.10
spread
Currencies
USS$ Index 95.73
Canadian $ 0.7350
Euro 114.58
British Pound 127.50
Japanese Yer 91.24
Precious Metals
Gold 1,281.30
Silver 15.54
Platinum 795.90
Base Metals
Palladium 1,197.20
Copper 2.63
Energy
WTI Oil 4541
Natural Gas 2.94

Close
Jan 18/19

2,670.71
24,706.35

10,012.06
7,157.23
15,303.83
595.51

1,482.50

1,803.98
3,605.91

150.77
172.37

2.79
2.01

0.17

0.08

95199
0.7550
113.66
128.68

91.14

1,282.60
15.40
802.10

1,335.10 (new highs)

2.72

54.04
3.48

% Gans(Losses)

Week YTD
2.9% 6.5%
3.0% 5.9%
4.0% 9.2%
2.7% 7.9%
2.4% 6.7%

(1.0)% 6.9%
2.4% 9.9%
1.2% 5.4%

(1.0)% (4.4)%

(5.4)% (6.1)%

(3.9)% (7.7)%
3.0% 3.7%
2.6% 2.6%
6.3% (19.1)%
14.3% (20.0)%
0.8% 0.3%

flat 2.7%

(0.9)% (0.8)%
0.2% 0.9%
(1.1)% (0.1)%
(0.5)% 0.1%
1.7)% (0.9)%
(1.9)% 0.8%
4.4% 11.5%
2.3% 3.4%
4.8% 19.0%
12.3% 18.4%

Daily (Short
Term)

up
up

up (weak)
up
up
up
neutral
up
down

down
down (weak)

down (weak)
up
neutral
up
up

up
up
neutral

up
down

up
neutral

Trends

Weekly
(Intermediate)

down
down

down
down
down
down

down
down
down

down (weak)
neutral

up (weak)
down
down
down

up

up
neutral
down

up
down

down
down

Monthly (Long
Term)

up (weak topping)
up (topping)

neutral
up (topping)

neutral

down

neutral
neutral
down

down
down (weak)

neutral
down

neutral
down

up (weak)

up (weak)
down (weak)
down

up
neutral

neutral
neutral

Sourcewww.stockcharts.combDavid Chapman

Note: For an explanation of the trends, see the glossary at the end of this article.
New highs/lows refer to new 5&eek highs/lows.
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$INDU Dowe Jones Industrial Awverage INDX
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In the past week, stock markets around the world have continued their bigipusince December. The Dow
Jones Industrials (DJI) gained just under 3%, the S&P 500 was up 2.9%, the Dow Jonesatiars (D)

leaped 4% and is how up 9.2% in 2019, while the NASDAQ was up 2.7%. The small cap Russell 2000 gained

2.4%. Elsewhere, the TSX Composite was up 2.4% while the TSX Venture Exchange (CDNX) was one of the few

losers, off 1%. Internationally, tRdSCI World Index gained 1.2%, the London FTSE 100 was up 0.9%, the Paris
I Ay SR

/A

Ukraine Stock Market (PFTS) gained 67% in the past year while the Venezuelan Stock Market (IBVC) was up

nn

2dzY LIS R

even more at 155%, whilé K S
Bovespa gained 17%. Markets at least love their new-ight) government. Elsewhere, almost everyone was
down on the year.
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and the Tokyo Nikkei Dow (TKN) gained 1.5%. Despite the impressive gainsittisantbfrom the December
lows, these markets remain down on the year. The really big winners were elsewhere. We note that the
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Our attention is drawn to the sharp rally that hageém place since the low on December 24, 2018. It all started
with the 1000point-plus up day on Boxing Day, December 26, 2018. Not long after, the bear market of 2018
was declared dead. Grant you, things were pretty oversold in December with numerousggadi the RSI

well under 30 and even under 20. The market has now been up four weeks in a row. But the wave structure is
highly suspect. Markets do not go straight up as we have seen in the past month. While it was a much shorter
wave, note the rurup that occurred in October that saw the DJI gain 9% quickly. A few weeks later there was
another quick rurup that saw the DJI gain a more modest 7%. This run has added 13.5% in a hurry. As we saw
with the previous two quick rups, they soon ran out steam arfell on their own volition in almost the same
manner they went, which was straight up. They were quickly followed by a straight down move. We expect
this too could quickly reverse and run to the downside. Straighinoves like this are not sustainabl@rrare

they normal for a bull market. Bull markets usually plod to the upside, not zoom to the upside. Yes, the market
was oversold, but it is not unusual for the market to retest its lows and either make new lows (2009) or higher
lows (2003). The structaralso appears as an AB@e move which suggests this is corrective only and not a

new impulse wave to the upside. We noted in our essay that the CBOE put/call ratio quickly reverted from
heavy on the put side to heavy on the call side. The market iglgietting on higher prices. They are likely to

be disappointed.
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$SPX S&P 500 Large Cap Index INDX @ StockCharts.com
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Our longterm monthly chart of the S&P 500 shows that the S&P 500 firmly broke under the uptrend line from

the Feliuary 2016 low but, thus far, has held the uptrend from the 2009 low. In that respect, declaring that

GKS odzZAf YIFIN]JSG A48 RSFIR A4 @S5Sas LINRPoOolFoOf& LINBYI {dzNX
500 is currently testing the 2thonth MA, lut remains under the @dnonth MA. Generally, it held the 34

month exponential MA. As was seen in the 20002 bear and the 20@2009 bear, the real bear did not get
underway until the market closed underthe-342 y i K SELR2 Yy SY G Al t al!lrésuddénlyii R2 S &
going to resume the-9ear uptrend. Considerable damage has been done and it will take more than an

impressive rurup from the December low to suggest this is over. We have noted on our trends that the

monthly longterm trend remains up, evensat has been weakened considerably. The intermediate (weekly)

trend remains down, despite the sharp ruip in the past month. Only the shetrm trend (daily) turned up

this past month. If the S&P 500 can regain above 2,750 then there is an outside diann to new highs.

But since the market will be more of a trading market than a consistent investing market going forward, a

better trading buy could occur once the market retests its lows.
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Here is an interesting chart of record highs and-gff#i from those highs over the past several years since the
low of March 2009. Most drops fell only into one what the market defines as correction territory (a drop of
10% or more), but none felffficially into what one refers to as a bear market (a drop of 20% or more). The
most recent was the closest at 19.8%. Another note is that in 2018 the S&P 500 spent 27 days in correction
territory. In 2017, there were no days in correction territory noravéhere any in 2013 or 2014, and only five

in 2015. Because of the gyrations in the market in early 2016, that year saw 20 days in correction territory.
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Here is a chart of the NY8&&w highs; new lows Index. Note those huge plunges in 2015, 2016, and, more
recently, in 2018. Note the plunge in early 2018 that was followed by a return for the index above zero.
However, unlike the early period from 2016 to 2018, it was a pretty febhll. The current riiup has taken

the index to just above zerdVhat that tells us is, despite the strong rally since December 26 the market has
produced balanced new highs and new loisis is not a strong up move. Nearly all the stocks in the indices
remain well off their alkime highs.
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The Michigan Consumer Sentiment indicator took an unexpected dip this past month. The January index came

in at 90.7% except the market was expecting @ading of 97. Are consumers losing their mojo? Given the

importance of the consumer to the economy, any dip in this index could spell trouble for the economy down

the road. Consumer confidence is at its lowest level since Trump was elected. Cited as feamndrop

were the government shutdown, the trade wars and the impact of tariffs, the instability in the stock markets,
ardya 2F | 3Ff 20+t Aft26R26yI YR O2yTFdzaaAizy 20SN) Y2y
Chairman Jerome Powell. §iite the drop, the indicator is not yet at levels that might suggest the start of a
sustained downturn in the economy.
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It is probably no surprise that margin debt has declined from the leftgls seen only a few months ago. The

latest numbers show that margin debt has fallen 6.5% in the past month. This coincides with the drop in the
stock market. The data above only goes to the end of December 2018. But note that negative credit balances,
while they have improved, still remain at astronomically high levels. We are long way from the positive credit
balances that were last seen in 2008 and 2009 during the financial crisis. Complacency reached such high levels
that we soared to record margiretht that exceeded anything seen before including the bursting of the tech

bubble and the bursting of the housing bubble.

Enriched Investing Incorporated
P.O. Box 1016, TD Centre, Toronto, ON M5K 1A0
ph: 416.203.3028 fx: 416.203.8825 www.enrichedinvesting.com

e-mail: dchapman@enrichedresting.com
150f 32



