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Impeachment impact, repo action, U.S. resilience, positive curve, toppy market, scary October 
  
They are at it again. For the third time in fifty years the impeachment of a sitting U.S. President is underway. In 
the 194 years prior to 1970 it only happened once. What market gyrations will this one bring? Nixon roiled 
markets. With Clinton markets soared. 
  
.ǳǘ ǘƘŀǘΩǎ ƴƻǘ ǘƘŜ ƻƴƭȅ ǘƘƛƴƎ ƎƻƛƴƎ ƻƴΦ hƴŎŜ ŀƎŀƛƴ ǿƘŀǘ ƛǎ ƎƻƛƴƎ ƻƴ ƛƴ ǘƘŜ ǊŜǇƻ ƳŀǊƪŜǘΦ ²Ŝ ƭƻƻƪ ŀǘ ǘƘŜ ǊŜǇƻ 
ƳŀǊƪŜǘ ƛƴ ƻǳǊ Ŝǎǎŀȅ ŀƴŘ ŀƎŀƛƴ ƛƴ ƻǳǊ ά/ƘŀǊǘ ƻŦ ǘƘŜ ²ŜŜƪέ (page 30). The global economy is still slowing but the 
U.S. appears to be resilient. Or is it? The recession watch spreads (page 19) are starting to turn positive after 
being negative as long interest rates are starting to rise and short rates are falling thanks to two Fed cuts since 
July. 
  
Markets look toppy. The Canadian Dividend Strategy is designed to allocate to cash in the event of a sustained 
market downturn.  October is coming. October can be scary. Will it bring a crash? Or the start of another leg 
up? 
  
Have a great week! 
 
DC 
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ά¢ƘŜ aŜȄƛŎŀƴ ŘŜōǘ ŎǊƛǎƛǎΣ [ŀǘƛƴ !ƳŜǊƛŎŀƴ ŘŜōǘ ŎǊƛǎƛǎΣ ǘƘŜ ŎǊƛǎŜǎ ƻŦ ǘƘŜ мффлǎΣ ǘƘŜ ²ŀƭƭ {ǘǊŜŜǘ ǎǘƻŎƪ ƳŀǊƪŜǘ 
crash, and other events should have reminded us, and did remind us, that financial instability remains a 

ŎƻƴŎŜǊƴΣ ǊŜƳŀƛƴǎ ŀ ǇǊƻōƭŜƳΦέ 
τBen Bernanke, American economist, former Chair Federal Reserve 2006ς2014; b. 1953 

 
άtǊƻǎǇŜǊƛǘȅ ƛǎ ŀ ƎǊŜŀǘ ǘŜŀŎƘŜǊΤ ŀŘǾŜǊǎƛǘȅ ŀ ƎǊŜŀǘŜǊΦέ 

τWilliam Hazlitt, English essayist, drama and literary critic, painter, social commentator, philosopher; 
1778-1830 

 
ά/ŀǇƛǘŀƭƛǎƳ ƛǎ ǘƘŜ ƭŜƎƛǘƛƳŀǘŜ ǊŀŎƪŜǘ ƻŦ ǘƘŜ ǊǳƭƛƴƎ ŎƭŀǎǎΦέ  

τ!ƭ /ŀǇƻƴŜΣ ŀƪŀ ά{ŎŀǊŦŀŎŜέΣ !ƳŜǊƛŎŀƴ ƎŀƴƎǎǘŜǊΣ ōǳǎƛƴŜǎǎƳŀƴΤ муффς1947 
 

October ƛǎ ŎƻƳƛƴƎΦ IŀƭƭƻǿŜŜƴΣ ǎǘƻŎƪ ƳŀǊƪŜǘ ŎǊŀǎƘŜǎΣ ŀƴŘ ŀ άōŜŀǊ ƪƛƭƭŜǊΦέ ¸ŜǎΣ ƛǘ ŘƻŜǎ ǎŜŜƳ ŘƛŦŦƛŎǳƭǘ ǘƻ ōŜƭƛŜǾŜ 
ǘƘŀǘΣ ŘŜǎǇƛǘŜ hŎǘƻōŜǊΩǎ ǊŜǇǳǘŀǘƛƻƴ ŦƻǊ ǎǘƻŎƪ ƳŀǊƪŜǘ ŎǊŀǎƘŜǎΣ ǘƘŜ ǿƻǊǎǘ ǎƛȄ ƳƻƴǘƘǎ ƻŦ ǘƘŜ ȅŜŀǊ ǘŜƴŘ ǘƻ ŜƴŘ ƛƴ 
October. According to the Stock Traders Almanac 2019, Jeffrey A. Hirsch & Christopher Mistal, October has 
ended many bear markets. Some notable endings to bear markets occurred in 1946, 1957, 1960, 1962, 1966, 
1974, 1987, 1990, 1998, 2001, 2002, and 2011. One could even argue that the 2008 financial crisis ended in 
October even though the final low was not seen until March 2009. But tops have also occurred in October: 
most recently in 2018 and more famously in 2007.  
 
hŎǘƻōŜǊ ŘƻŜǎƴΩǘ ŜǾŜƴ Ǌŀƴƪ ŀǎ ǘƘŜ ǿƻǊǎǘ ǎǘƻŎƪ ƳŀǊƪŜǘ ƳƻƴǘƘ ƻŦ ǘƘŜ ȅŜŀǊΦ LǘΩǎ ƴǳƳōŜr 7. But in pre-presidential 
election years since 1950, it ranks dead last. A reminder that this is a pre-presidential election year. October is 
also famous for crashes: 1929, 1987, a big 554-point drop in October 1997, back-to-back massacres in 1978 
and 1979, Friday the 13th in 1989, and the October 2008 meltdown that started in September. October 2019 
marks the 90th anniversary of the 1929 stock market crash of October 28ς29 where the Dow Jones Industrials 
(DJI) fell 23% over the two days. The FOMC just happens to be holding its October meeting on those dates in 
2019. Karma?  
 
As this is the 90th ŀƴƴƛǾŜǊǎŀǊȅ ƻŦ ǘƘŜ hŎǘƻōŜǊ мфнф ŎǊŀǎƘΣ ǿŜΩŘ ǘƘƻǳƎƘǘ ǿŜ ǘŀƪŜ ŀ ƭƻƻƪ ŀǘ ǿƘŀǘ ƘŀǇǇŜƴŜŘ 
during October on decennial anniversaries. Who knows what 2019 will bring, but there are some potential 
market breakers churning in the backgroundτimpeachment, the chaos in the repo market, Iran, and the 
looming Brexit date. And there remains the ever-changing conflict between the U.S. and China.  
 
This October also marks the 11th anniversary of the current bull market. March 2009 might have been the 
nominal bottom of the stock market, but the real bottom to the 2008 financial crisis was seen on October 10, 
2008. That date marked the low from the collapse of Lehman Brothers that got underway on September 15, 
2008.  
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The Decennial of Octobers During Years Ending in 9 
 

Date What happened Point gain / loss 
for October (%) 

1929 Stock market crash on October 28ς29. DJI loses 23%, marking the 
end of the 1920s stock market bubble. The 1920s saw the DJI gain 
132% even as it started in a recession and there were two more 
along the way in 1924 and 1926. 

(20.4)% 

1939 In September 1939, Germany invades Poland, triggering the start of 
WW2. The decade of the Great Depression saw the DJI lose 40%.  

(0.4)% 

1949 June 1949 marked the nominal end of the Great Depression and 
war years. The DJI gained 33% during the decade.  

3.9% 

1959 1959 marked the end of the remarkable 1950s where the DJI gained 
231% even as two recessions were recorded in 1954 and 1957. 

2.4% 

1969 The 1960s were dominated by the Vietnam War, race riots, and the 
end of the post-war bull market that topped in January 1966. By 
October 1969 the DJI was down 13% from the 1966 top even as the 
1960s saw the DJI gain 17.8%. 

5.2% 

1979 The inflationary 1970s were dominated by Watergate, the 
resignation of a president, and a stock market going nowhere. The 
DJI gained nominally 4.8%, but adjusted for inflation the DJI lost 
48.5%. October 1978 and October 1979 saw mini-crashes. 

(7.2)% 

1989 The 1980s saw the end of the 1966ς1982 bear market, the 
beginning of the 1982ς2000 bull market and the October 1987 
stock market crash. October 1989 saw the Friday the 13th crash as 
the DJI fell 7%. The DJI gained 236% during the 1980s.  

(1.8)% 

1999 With the end of the 1990 recession, the stock market went on a 
tear during the 1990s, culminating in the dot.com/high-tech 
bubble. The DJI gained 318% during the remarkable decade, even 
as there were stock market shakedowns during the Asian financial 
crisis 1997 and the Russia/LTCM crisis of 1998. The bottom of the 
Russia/LTCM debacle was, you guessed it, October 1998.  

3.8% 

2009 A lost decade as the DJI lost 9.3% highlighted by the dot.com/high-
tech crash of 2000ς2002, 9/11 September 11, 2001, and the 
financial crisis of 2008. Markets made their final bottom in March 
2009. 

flat 

2019 A remarkable bull market decade with the DJI up 159%, thanks to 
QE and a massive increase in debt and no recessions. How will it 
end?  

? 

 

Source: www.stockcharts.com, www.macrotrends.net  
 

http://www.stockcharts.com/
http://www.macrotrends.net/
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It is pretty even since 1929 with four up Octobers, four down Octobers, and one flat. But what does October 
2019 bring? Of the four down Octobers, three saw a crash: 1929, 1979 and 1989.  
 

LƳǇŜŀŎƘƳŜƴǘ ƘŜŀǊƛƴƎǎ ŀǊŜ ƴƻǿ ǳƴŘŜǊǿŀȅ ŀƎŀƛƴǎǘ tǊŜǎƛŘŜƴǘ ¢ǊǳƳǇΦ Lǘ ǇǊƻƳƛǎŜǎ ǘƻ ōŜ ŀ άƪƴƻŎƪ ƘƛƳ ŘƻǿƴΣ ŘǊŀƎ 
ƘƛƳ ƻǳǘ ŀŦŦŀƛǊέ ǿƛǘƘ ǇƭŜƴǘȅ ƻŦ ŘǊŀƳŀΦ .ǳǘ ǿƘŀǘ ŘƻŜǎ ƛƳǇŜŀŎƘƳŜƴǘ ƳŜŀƴ ŦƻǊ ǘƘŜ ƳŀǊƪŜǘǎΚ  
 

Since the founding of the U.S., there have been two presidents who were impeached by Congress and one 
resigned before he was impeached. The first was Andrew Johnson, president 1865ς1869. Impeachment 
proceedings began in February 1868. He was impeached by Congress, but his trial in the Senate failed and he 
was cleared in May 1868. The second was Richard Nixon. The impeachment process got underway on October 
олΣ мфто ŦƻƭƭƻǿƛƴƎ ǘƘŜ ά{ŀǘǳǊŘŀȅ bƛƎƘǘ aŀǎǎŀŎǊŜΦέ Lǘ ŜƴŘŜŘ ƻƴ !ǳƎǳǎǘ фΣ мфтп ǿƛǘƘ ǘƘŜ ǊŜǎƛƎƴŀǘƛƻƴ ƻŦ ǘƘŜ 
President. Nixon was never formally impeached. His political support had eroded and he resigned. The DJI fell 
19.7% during the period. Gold gained over 53%.  
 

The last impeachment was Bill Clinton. The impeachment process got underway on October 8, 1998. In 
December 1998 Congress adopted the articles of impeachment, making Bill Clinton only the second president 
to be impeached. On February 12, 1999 Clinton was acquitted of the charges against him as the Senate failed 
to obtain the required two-thirds majority. The stock market yawned, gaining 20% during the period as the 
dot.com/high-tech euphoria continued. Gold also yawned losing 3.6%.  
 

So, what do the impeachment hearings for President Trump potentially mean? They could mean continual 
chaos in Washington for the next year. Many things could take a back burner as the push and pull, legal 
maneuverings, tweeting, and name calling suck up all the air. It could translate into situations like Iran and 
even the trade war with China being pushed to the sidelines. The ensuing chaos could also embolden both Iran 
and China to take a harder line. Impeachment hearings could also have a negative impact on elections for both 
Congress and the Senate. Investors may see it as a tempest in a teapot, given that the impeachment process 
could result in conviction in the Democrat-controlled Congress but fail in the Republican-controlled Senate. 
Irrespective of this, it is just another potential crisis against the backdrop of a slowing global economy and 
ongoing trade wars in a world laden with debt.  
 

So, what is going on in the repo market? A week ago, Friday, the Fed made it clear that their interventions in 
the overnight repo market were going to continue into October. Ongoing intervention in markets buying up 
securities even if it is for a night (or two) is, according to some, just another form of quantitative easing (QE). 
The excuse that there are cash shortages because of tax settlements, treasury auction settlements, and other 
ŦŀŎǘƻǊǎ ŘƻŜǎƴΩǘ ƳŀƪŜ ŀ ƭƻǘ ƻŦ ǎŜƴǎŜ ǿƘŜƴΣ ŀƭƻƴŜ ƛƴ ǘƘŜ ¦Φ{ΦΣ ȅƻǳ ƘŀǾŜ ŀ ōŀƴƪƛƴƎ system where the four largest 
banks alone have deposits of $5.5 trillion.  
 

Yet there is the Fed doing daily operations of $75 billion plus an additional $30 billion on 2-week reposτnot 
once, but three times alone over the past week. Note: repos are short-term borrowings, usually occurring 
overnight, whereby a dealer, bank, or others with cash to go lend money against collateral, usually 
ƎƻǾŜǊƴƳŜƴǘ ǎŜŎǳǊƛǘƛŜǎΦ .ǳǘ ōŀƴƪǎ ǿƛǘƘ ƘǳƎŜ ŘŜŜǇ ǇƻŎƪŜǘǎ ŎŀƴΩǘ ǎŜŜƳ ǘƻ ŎƻƳŜ ǳǇ ǿƛǘƘ Ϸтр ōƛƭƭƛƻƴ ŀƎŀƛƴǎǘ 
trillions in deposits?  
 

This is the first time these operations have been carried out since the financial crisis of 2008. This begs the 
question: is there a liquidity crisis somewhere? Is there a major bank in trouble somewhere? Are there major 
shortages of U.S. dollars somewhere? If we have a liquidity crisis unfolding, the question is where will it hit? 
²Ŝ ƪƴƻǿ ǘƘŀǘ aŀǊƛƻ 5ǊŀƎƘƛΩǎ ǘŜƴǳǊŜ ŀǎ ƘŜŀŘ ƻŦ ǘƘŜ 9/. ƛǎ ŎƻƳƛƴƎ ǘƻ ŀƴ ŜƴŘ ŀƴŘ ƛǎ ōŜƛƴƎ ǊŜǇƭŀŎŜŘ ōȅ /ƘǊƛǎǘƛƴŜ 
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Lagarde. She is a firm believer that cash should be eliminated. That in turn could spark cash hoarding, 
especially outside the U.S. There is currently more cash outside the U.S. than there is in it. Cash hoarding is 
already taking place, predominantly in U.S. dollars.  
 

As well, foreign central banks continue to buy up U.S. treasury securities. In the past year alone, the amount of 
¦Φ{Φ ǘǊŜŀǎǳǊȅ ǎŜŎǳǊƛǘƛŜǎ ƘŜƭŘ ōȅ ŦƻǊŜƛƎƴ ŎŜƴǘǊŀƭ ōŀƴƪǎ Ƙŀǎ ƧǳƳǇŜŘ ōȅ ƻǾŜǊ Ϸплл ōƛƭƭƛƻƴΦ Lǘ ƘŀǎƴΩǘ ōŜŜƴ /ƘƛƴŀΦ 
/ƘƛƴŀΩǎ ƘƻƭŘƛƴƎǎ ƘŀǾŜ ŦŀƭƭŜƴ ōȅ Ϸсм ōƛƭƭƛƻƴΣ ŜŦŦŜŎǘƛǾŜƭȅ ǊŜǇƭŀŎŜŘ ōȅ WŀǇŀƴ ǿƘƻǎe holdings jumped by $65 billion. 
Japan is now the largest holder of U.S. government securities with China falling to second place. The U.K. has 
also picked up $62 billion and even Canada is up $13 billion. Numerous other central banks have also picked up 
the slack. France has added $25 billion. Belgium added $52 billion.  
 

But what if the central banks need money? Then they would have to sell, and who will buy their securities? The 
CŜŘΚ ²Ŝ ƴƻǘŜŘ ǘƘŀǘ ǘƘŜ CŜŘΩǎ ōŀƭŀƴŎŜ ǎƘŜŜǘ ǘƘŀǘ ƘŀŘ ōŜŜƴ ŦŀƭƭƛƴƎ ǎǘŜŀŘƛƭȅ Ŧor the past two years has started to 
rise again, up $85 billion since the end of August. It is the first significant rise since 2014. If there is a liquidity 
crisis, the question is who? Deutsche Bank is often mentioned, especially since its proposed merger with 
Commerzbank fell through.  
 

Deutsche Bank has been on the sick list for years. Apparently, it now has only $16 billion of capital. It has 
ǊŜǇƻǊǘŜŘ ƭƻǎǎŜǎ ƛƴ ǘƘǊŜŜ ƻŦ ǘƘŜ Ǉŀǎǘ ŦƻǳǊ ȅŜŀǊǎΦ Lǘ Ƙŀǎ ŀ ōƻƻƪ ƻŦ Ϸпф ǘǊƛƭƭƛƻƴ ƻŦ ŘŜǊƛǾŀǘƛǾŜǎΦ hƪŀȅΣ ǘƘŀǘΩǎ ƴƻǘional, 
ƴƻǘ ǊŜŀƭΣ ƳŜŀƴƛƴƎ ƛǘΩǎ ƴƻǘ ƭƛƪŜ ŀ ƭƻŀƴΦ CǳǘǳǊŜǎΣ ƻǇǘƛƻƴǎΣ ŀƴŘ ƛƴǘŜǊŜǎǘ ǊŀǘŜ ǎǿŀǇǎ ŀǊŜ ŘŜǊƛǾŀǘƛǾŜǎΦ ¢ƘŜ ǉǳŜǎǘƛƻƴ ƛǎΣ 
how much of it might be at serious risk. Even 1% is $490 billion. A mere 0.1% is $49 billion more than enough 
to wipe out their capital. In a worst-case scenario, our guess is that Deutsche Bank would have insufficient 
capital to cover losses. Deutsche Bank is heavily interconnected with the global banking world, especially with 
other large European banks and U.S. banks like JPMorgan Chase, Goldman Sachs, Bank of America and Morgan 
Stanley. The IMF has cited the danger that Deutsche Bank poses to the global financial system.  
 

 
Source: www.stockcharts.com  

 

http://www.stockcharts.com/
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Deutsche Bank has remarkably followed the downward spiral of Lehman Brothers and, oddly enough, the 

downward trend for interest rates as represented here by the U.S. 10-year Treasury note. No, Deutsche Bank 

(DB-NYSE) is not bankrupt, but the downward trend is persistent. We could have added as well the downward 

trend of the 10-year German bund. Rates on the 10-year bund are negative 0.58%. Yes, negative.  

Is the bankruptcy of Thomas Cook, the British travel group that went into voluntary liquidation on September 

23, 2019 the tip of an iceberg? Seems innocuous enough. While it certainly had ripple effects throughout the 

ǿƻǊƭŘΣ ƛǘ ŘƻŜǎƴΩǘ ŀǇǇŜŀǊ ǘƻ ōŜ ǘƘŜ ƪƛƴŘ ƻŦ ŎƻƭƭŀǇǎŜ ǘƘŀǘ ŎƻǳƭŘ ǎǘŀǊǘ ŀƴ ŀǾŀƭŀƴŎƘŜΦ .ǳǘ ǘƘŜ ŎƻƭƭŀǇǎŜ ƻŦ ŀ ŎƻǳǇƭŜ ƻŦ 

.ŜŀǊ {ǘŜŀǊƴǎ ƘŜŘƎŜ ŦǳƴŘǎ ōŀŎƪ ƛƴ Wǳƭȅ нллт ŘƛŘƴΩǘ ŀǇǇŜŀǊ ǘƻ ōŜ an end of the world event either. A year later, 

the global financial system nearly collapsed, led by the Lehman Brothers bankruptcy as the sub-prime 

mortgage market unravelled, triggering a real estate collapse. Many have cited Wells Fargo Bank (WFC-NYSE) 

as being a potential candidate for collapse. They have been immersed in a fraud scandal, closing branches and 

laying off employees. They are operating under a Federal Reserve asset cap through 2019 and possibly into 

2020.  

 
Source: www.stockcharts.com  

 
The monthly chart of Wells Fargo looks dangerously toppy, forming what appears as a potential head and 
shoulders top. Beware a collapse under $40.  
 
¢ƘŜƴ ǘƘŜǊŜ ƛǎ /ƘƛƴŀΩǎ ǊŜŀƭ ŜǎǘŀǘŜ ƳŀǊƪŜǘΦ {ƻ ŦŀǊ ƛƴ нлмф ƴŜŀǊƭȅ о00 property developers have gone bankrupt. 
Chinese consumers, and, corporations have accumulated a massive amount of debt to fuel the real estate 

http://www.stockcharts.com/
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market. Consumers have some $6.8 trillion of debt. Household debt to GDP is 53.6%. Non-financial corporate 
debt totals $3.2 trillion. As it turns out these amounts are small compared to the U.S. and the EU. PBOC has 
the wherewithal to manage a crisis even if there are dislocations. The consumer in China still only makes up 
roughly 32% of GDP compared to 70% in North America.  
 
Something is amiss. Impeachment hearings, the action in the repo market, the ever-changing conflict between 
the U.S. and China, Iran, and Brexitτthey are symptoms of a fracturing system. Forecasts for the U.S. 
economy, and by extension the world, while indicating a slowing, do not suggest any collapse is imminent. By 
some estimates, nine major countries with total GDP of over $16 trillion (over 18% of the global economy) are 
either sliding into recession or on the brink of one. They are Germany, Italy, South Korea, Mexico, Singapore, 
Argentina (a basket case), Russia, Brazil, and the United Kingdom. The bumbling-along economy seems to be a 
good description of where we are at.  October is coming. Will it bring a bottom or a crash?   
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MARKETS AND TRENDS 

 
 

  % Gains (Losses)                               Trends     
 

 Close 
Dec 31/18 

Close 
Sep 27/19 

Week YTD  Daily (Short 
Term) 

Weekly 
(Intermediate) 

Monthly (Long 
Term) 

Stock Market Indices        

S&P 500 2,506.85 2,961.79 (1.0)% 18.2% up (weak) up  up (topping) 

Dow Jones Industrials 23,327.46 26,820.25 (0.4)% 15.0% 
 

up up up (topping) 

Dow Jones Transports 9,170.40 10,341.27 (1.1)% 12.8% up (weak) up up (weak, 
topping) 

NASDAQ 6,635.28 7,939.63 (2.2)% 19.7% neutral up up (topping) 

S&P/TSX Composite 14,322.86 16,694.27  (1.2)% 16.6% up up  up (topping) 

S&P/TSX Venture (CDNX) 557.20 569.58 (3.5)% 2.2% down down  down  

Russell 2000 1,348.56 1,520.48 (2.5)% 12.8% neutral up up (weak, 
topping) 

MSCI World Index 1,710.88 1,899.91 (0.9)% 11.1% up (weak) neutral neutral 

NYSE Bitcoin Index  3,769.99 7,932.66 (22.0)% 110.4% down  up (weak) up 

        

Gold Mining Stock Indices        

Gold Bugs Index (HUI) 160.58 218.23 6.9% 35.9% down up up 

TSX Gold Index (TGD) 186.74 251.05 6.5% 34.4% down up up  

        

Fixed Income Yields/Spreads         

U.S. 10-Year Treasury yield 2.69 1.69 (2.9)% (37.2)%    

Cdn. 10-Year Bond yield 1.96 1.35 (2.9)% (31.1)%    

Recession Watch Spreads        

U.S. 2-year 10-year Treasury spread 0.21 .06 20.0% (71.4)%    

Cdn 2-year 10-year CGB spread 0.10 -0.22 (22.2)% (320.0)%    

        

Currencies        

US$ Index 95.73 98.76 0.6% 3.2% up up  up  

Canadian $ 0.7350 0.7550  0.1% 2.7% up (weak) neutral down 

Euro 114.58 109.43 (new 
lows) 

(0.7)% (4.5)% down  down  down  

Swiss Franc 101.88 100.93 flat (0.9)% down up (weak) neutral 

British Pound 127.50 122.94 (1.4)% (3.6)% neutral down down 

Japanese Yen 91.24 92.66 (0.3)% 1.6% down up up  

         

Precious Metals        

Gold 1,281.30 1,515.20 flat 18.3% down up  up  

Silver 15.54 17.91 0.3% 15.3% neutral up up 

Platinum 795.90 936.10 (0.7)% 17.6% up (weak) up  up (weak) 

        

Base Metals        

Palladium 1,197.20 1,652.90 
(new highs) 

1.7% 38.1% up up  up  

Copper 2.63 2.578 (1.1)% (2.0)% neutral down  Down 

         

Energy        

WTI Oil 45.41 55.91 (3.8)% 27.9% neutral neutral neutral 

Natural Gas 2.94 2.44 (2.4)% (17.0)% neutral down (weak) down  

Source: www.stockcharts.com, David Chapman 
 

Note: For an explanation of the trends, see the glossary at the end of this article. 
New highs/lows refer to new 52-week highs/lows. 

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

 
For the second week in a row, the S&P 500 fell, losing 1% this past week. The Dow Jones Industrials (DJI) lost 
only 0.4% while the Dow Jones Transportations (DJT) continued to underperform, falling 1.1%. The NASDAQ 
was hit harder, falling 2.2% thanks to Netflix (NFLX). The small cap Russell 2000 was down 2.5%. Notably, in the 
recent market rise the only index to make new highs was the Dow Jones Utilities (DJU). It remains near that 
high, but if the rest of the market falters then it too should fall. Elsewhere, the TSX Composite lost 1.2% while 
the TSX Venture Exchange (CDNX) continued its troubles, down 3.5%. In the EU markets, the London FTSE was 
actually up almost 1%, the best performer, but the Paris CAC 40 fell 0.9% and the German DAX was down 0.6%. 
Lƴ !ǎƛŀΣ /ƘƛƴŀΩǎ {ƘŀƴƎƘŀƛ LƴŘŜȄ ό{{9/ύ ǿŀǎ Řƻǿƴ нΦр҈ ǿƘƛƭŜ ǘƘŜ ¢ƻƪȅƻ bƛƪƪŜƛ 5ƻǿ ό¢Ybύ ŘǊƻǇped 0.9%. The 
troubled Hong Kong Hang Seng Index dropped 1.8% and seems poised to fall even further. The 4-year MA has 
been providing support (along with the 200-day MA) but the Hong Kong index appears poised to break both, 
plunging it into an official bear market.  
 
The stock markets are being held up by whatever happens on U.S.-China trade. If it looks negative, then the 
ƳŀǊƪŜǘ ŦŀƭƭǎΦ LŦ ǘƘŜȅ ŀǊŜ ǘŀƭƪƛƴƎ άƴƛŎŜέ ǘƻ ŜŀŎƘ ƻǘƘŜǊΣ ǘƘŜ ƳŀǊƪŜǘ ǊŀƭƭƛŜǎΦ ¢ƘŜ Ƴƻǎǘ ǊŜŎŜƴǘ ǾƻƭƭŜȅ ƛƴ ǘƘŀǘ ǿŀǊ ƛǎ ŀƴ 
attempt growing to ǇǊŜǾŜƴǘ /ƘƛƴŀΩǎ ŎƻƳǇŀƴƛŜǎ ŦǊƻƳ ŀŎŎŜǎǎƛƴƎ ǘƘŜ ¦Φ{Φ ƳŀǊƪŜǘǎ ƻǊ ŀǘ ƭŜŀǎǘ ǘƻ ƭƛƳƛǘ ǘƘŜƛǊ ŀŎŎŜǎǎΦ 
/ƛǘƛƎǊƻǳǇ Ƙŀǎ ŎŀƭƭŜŘ ƛǘ ŀƴ ΨΩŜȄǘǊŜƳŜ ǇƻǘŜƴǘƛŀƭ !ƳŜǊƛŎŀƴ ƳƻǾŜΦΩΩ /ƘƛƴŜǎŜ ŎƻƳǇŀƴƛŜǎ ƻƴ ǘƘŜ ƳŀƧƻǊ ¦Φ{Φ 
exchanges have a market cap of $1.2 trillion. It is just another layer of uncertainty. If China shifted its listings 
back to China, then that too would weigh on U.S. stock markets, causing them to fall. A shift to the Chinese 
companies raising their funds in Asia on Shanghai or Hong Kong would also pose a problem for the U.S. 
markets. Add in the currency war between the U.S. dollar and the yuan and things could soon get out of hand.  

http://www.stockcharts.com/
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The impeachment process is also bound to weigh on markets, especially if it gets ugly as many expect it to. 
And, as we have pointed out, ǿŜ ŘƻƴΩǘ ƪƴƻǿ ǿƘŀǘ ƛǎ ƎƻƛƴƎ ƻƴ ǘƘŜ ǊŜǇƻ ƳŀǊƪŜǘ ōǳǘ ƛǘ ŎƻǳƭŘ ǇƻǊǘŜƴŘ ŀ ƭŀǊƎŜ 
financial institution in trouble.  
 
It is amazing how the S&P 500 neared the top of its broadening channel and now appears poised to break 
down. We have called this potential wave down either a C wave or an E wave depending on how the count has 
played out since what we believe was the nominal top way back in January 2018. That was the top that 
coincided with the outbreak of the trade war between the U.S. and China. This, despite a slightly higher high in 
October 2018 and another higher high in July 2019. Since they were all just slightly higher highs, we call these 
three thrusts to a final high, which normally turns out to be a very dangerous pattern. What follows is usually a 
sharp drop.  
 
The bottom of the broadening channel is way down around 2,200 for the S&P 500 and the channel is falling. 
 There also appears to be an ascending wedge and, if correct, it portends a decline to the December 
2018 at a minimum.  
 
Could we be wrong? OŦ ŎƻǳǊǎŜΦ ¢ƘŜ ōǳƭƭǎ ǿƻǳƭŘ ŀǊƎǳŜ ǘƘŜǊŜΩǎ ƴƻ ƴŜŜŘ ǘƻ ǿƻǊǊȅτjust buy on these pullbacks. 
²Ŝ ŀǊŜ ƎƻƛƴƎ ƘƛƎƘŜǊΦ wƛƎƘǘ ƴƻǿΣ ǿŜΩŘ ǎŀȅ ǘƘŀǘ ŎƻǳƭŘ ōŜ ŎƻǊǊŜŎǘ ƛŦ ǿŜ ŎƻǳƭŘ ǊŜƎŀƛƴ ōŀŎƪ ŀōƻǾŜ оΣллл ŀƴŘ 
especially above 3,025. But we are perilously close to a breakdown. Under 2,900 would be the first negative 
and under 2,800 would confirm. Late summer tops in the market are not unusual and often that can bring us a 
scary October. If the technicals are correct, then the drop could be significant and play out into year-end or 
January.   
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Source: www.stockcharts.com 

The NASDAQ Composite appears poised to break its uptrend line. Leading the way could be the FAANGs 

(Facebook, Apple, Amazon, Netflix, Google). Netflix (NFLX) in particular has taken quite a tumble, down almost 

32% from its recent highs. Facebook (FB) is down 15%, Amazon (AMZN) is down 15%+, Google (GOOG) could 

be making a double top even though it is down only 3% from a recent high and Apple (APPL) is still holding up, 

down roughly 5% from its recent high but also potentially making a double top. The NASDAQ Composite is 

Řƻǿƴ ŀōƻǳǘ р҈ ŦǊƻƳ ƛǘǎ ƘƛƎƘΦ bŜǘŦƭƛȄ ŎƻǳƭŘ ōŜ ǘƘŜ ŎŀƴŀǊȅ ƛƴ ǘƘŜ Ŏƻŀƭ ƳƛƴŜΦ LŦ ǘƘŜ C!!bDǎ ŎŀƴΩǘ Ǝƻ ǳǇ ƻǊ ǘƘŜȅ 

just falter, then the markets could be in trouble. Note the awkward-looking potential head and shoulders top 

forming on the NASDAQ. A break of 7,800 would confirm a breakdown underway.   

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

We set the DJI against the backdrop of an inverted VIX volatility indicator. Both should move relatively in 
tandem. However, there are divergences. The VIX has broken its 50-day MA while the DJI has not. The VIX 
appears poised to break its uptrend line. The DJI has not, although it could be poised to break a level of 
support. When the VIX has broken its uptrend line over the past year or so the markets have tended to plunge 
quickly. So that bears watching.  
 
Most other indicators we are following are still positive, including the NYSE advance-decline line, the McClellan 
Summation Index (RASI), although the TRIN has turned negative. Many are enamoured with the NYSE advance-
decline that keeps heading into record territory. It is supposed to be a sign that the market will also keep on 
rising. But there have been instances in the past where the advance-decline was rising while the stock market 
lagged.   

http://www.stockcharts.com/
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Source: www.dshort.com  

Consumer confidence in September, as represented here by the Michigan Consumer Sentiment Index, was at 
93.2 in September, up from 89.8 in August and above the projected 92. All consumer indices came in higher 
than expected in September. That was reflected in consumer spending that jumped 0.4% in September 
following a revised 0.8% rise in August. The market had expected only a rise of 0.2%. If the consumer keeps 
spending, then the U.S. economy appears to be healthy. But to no surprise we note that consumer credit also 
jumped sharply. The last figure available was for July and it rose $23.3 billion, well above the expected rise of 
$16 billion. Irrespective of this, it is surprising to see such a strong consumer confidence number against the 
backdrop of growing financial instability and the potential impeachment of a president. But then maybe they 
ŀǊŜ Ƨǳǎǘ ƴƻǘ ǇŀȅƛƴƎ ŀǘǘŜƴǘƛƻƴΦ ²ŜΩƭƭ ǎŜŜ Ƙƻǿ hŎǘƻōŜǊ Ǉƭŀȅǎ ƻǳǘΦ   

http://www.dshort.com/
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U.S. Student Loans Owned and Securitized, Outstanding  

 

 

Source: www.stlouisfed.org  

Is it a bird? Is it a plane? Is it a straight line? It might be all of them. But no, it is student loan debt in the U.S. 
that has been on a straight-line trajectory for years. Student debt has doubled since 2009 and now sits at over 
$1.6 trillion. Much of it has been securitized, similar to the sub-prime loans of a decade or so ago. Of course, 
we know what happened to sub-prime loans when the proverbial stuff hit the fan. Delinquent student loans hit 
$166 billion in the 4th quarter of 2018 but it was understood that it was only about half of them, according to 
the CŜŘŜǊŀƭ wŜǎŜǊǾŜ .ŀƴƪ ƻŦ bŜǿ ¸ƻǊƪΦ ¢Ƙŀǘ ǿƻǳƭŘ ƛƳǇƭȅ ǘƘŀǘΣ ƛƴ ǊŜŀƭƛǘȅΣ ƻǾŜǊ Ϸолл ōƛƭƭƛƻƴ ƛǎ ŘŜƭƛƴǉǳŜƴǘ όǘƘŀǘΩǎ 
almost 19%) and it could be even higher now. The U.S. Treasury has disbursed over $400 billion in trying to 
help the market. Huge debts of student ƭƻŀƴǎ ƳŜŀƴ ǘƘŜǎŜ ǎǘǳŘŜƴǘǎ ŀǊŜƴΩǘ ŦƻǊƳƛƴƎ ƘƻǳǎŜƘƻƭŘǎΣ ƎŜǘǘƛƴƎ 
married, or anything. Many are stuck in low-paying jobs and are having trouble paying back their debt which 
they are not supposed to default on. It is the same in Canada but not as bad as the U.S. Tuition and costs of 
higher education do not hit the heights of the U.S. We were struck by the straight-line trajectory of student 
loan growth. For the record, the sub-ǇǊƛƳŜ ƳƻǊǘƎŀƎŜ ƳŀǊƪŜǘ ǘƘŀǘ ŎƻƭƭŀǇǎŜŘ ǿŀǎƴΩǘ ŀǎ ƭŀǊƎŜ ƛƴ нллсς2008 as 
student loans are today. Another area of growing concern is car loans, another market over $1 trillion and 
much of it securitized with rising delinquency rates as well.   

http://www.stlouisfed.org/
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Source: www.stockcharts.com 

World stocks, as represented here by the MSCI World Index (ex U.S.), look quite toppy. The index lost 0.9% this 

Ǉŀǎǘ ǿŜŜƪΣ ōǳǘ ǿƘŀǘΩǎ ǿƻǊǎŜΣ ƛǘ ŀǇǇŜŀǊǎ ǘƻ ōŜ ŦƻǊƳƛƴƎ ŀ ǇƻǘŜƴǘƛŀƭ ƘŜŀŘ ŀƴŘ ǎƘƻǳƭŘŜǊǎ ǘƻǇ ǇŀǘǘŜǊƴΦ ²Ŝ ƘŀǘŜ 

those downward sloping necklines but we have seen enough of them to not be too concerned. The breakdown 

comes around 1,780 and could project down to 1,635. Numerous international indices are looking toppy. We 

are not exactly seeing bottom patterns forming. Some, such as emerging markets, Hong Kong, and Singapore, 

look quite dangerous.  

 

 

 

 

 

  

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

LǎƴΩǘ ƛǘ ŀƳŀȊƛƴƎ Ƙƻǿ ǘƘŜ ¢{· /ƻƳǇƻǎƛǘŜ Ƙƛǘǎ ǘƘŜ ǘƻǇ ƻŦ ƛǘǎ ŎƘŀƴƴŜƭ ŀƴŘ ǘƘŜƴ ǘǳǊƴǎ ŘƻǿƴΦ ¢ƘŜ ¢{· /ƻƳǇƻǎƛǘŜ Ƙƛǘ 

an all-time high at 16,947 which was effectively the top of a channel and then it turned south and has since 

fallen 1.5%. It appears poised to re-enter the sideways channel that formed from April to September. The 

breakdown point continues to appear at around 16,000. The TSX breaks an uptrend line around 16,400. If this 

fails, then the breakout to new highs would constitute a false breakout. False breakouts are not uncommon, 

but they do sucker a lot of innocents in. Naturally this failure is not as yet confirmed. New highs would change 

that in a hurry. But we are not optimistic of seeing new highs. We do note how volume spiked into the all-time 

highs as many became convinced we were embarking on a new bull run. Considerable caution is warranted for 

the Canadian market right now. But there will always be pockets that remain good. Income trusts, for example, 

were still making new highs this past week. Financials burst out to new highs as well a couple of weeks ago. 

But that too could be a false breakout. A break back below 305 for the TSX Financials would be a negative sign. 

The TSX Venture Exchange (CDNX) continues to look rather miserable, but then the stocks there are 

overlooked, ignored, and cheap.  

 

 

 

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

We have been fascinated as to how Bitcoin appears to be tracking the Dow Jones Industrials (DJI). Or is it the 

other way around? No matter. Bitcoin fell sharply this past week. The DJI was down but not what we could 

consider sharply. When Bitcoin was crashing into its December 2018 low the DJI followed. Could Bitcoin be 

crashing again? And the DJI will follow? Amazing as to how they seem to top and bottom together. Bitcoin did 

fall 22% this past week. There are still over 2,900 different cryptocurrencies listed at Coin Market Cap 

(www.coinmarketcap.com). The market cap of all cryptos is $216.5 billion and Bitcoin at $146.5 billion 

represents an astounding 67.6% of the market. The top three cryptosτBitcoin, Ethereum, and XRP represent 

81% of the market. There remain 12 cryptos with a market cap of over $1 billion. Even our favourite Dogecoin 

is the 29th largest with a market cap of $269.3 million.  

 

  

http://www.stockcharts.com/
http://www.coinmarketcap.com/
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Source: www.stockcharts.com 

The U.S. 10-year Treasury note fell in yield this past week from 1.74% to 1.69%. We believe that yields 

bottomed in August at 1.47% and the jump to 1.90% was the first wave up of a possible five wave advance for 

bond yields. The second wave may have completed at 1.64%. A break above 1.80% could set in motion the 

third wave up. There is considerable resistance up to 1.95% to 2.10% to 2.15%. Despite all the action in the 

ƻǾŜǊƴƛƎƘǘ ǊŜǇƻ ƳŀǊƪŜǘΣ ǘƘŀǘ ŘƻŜǎƴΩǘ ƴŜŎŜǎǎŀǊƛƭȅ ƛƳǇŀŎǘ ȅƛŜƭŘǎ ƻƴ ƭƻƴƎŜǊ ŘŀǘŜŘ ǎŜŎǳǊƛǘƛŜǎΦ ¢ƘŜǊŜ Ƙŀǎ ōŜŜn 

considerable weakening in the junk bond market and bonds poised to move from the lowest investment grade 

to junk bonds. That could spark a wave of selling. As well, with China not participating in U.S. treasury auctions, 

that is putting pressure on others to make up the difference. Low interest rates and waning demand help push 

down prices and increases yields (yields move inversely to prices). So, rather than lower yields, we could soon 

be seeing higher yields which in turn could spark trouble in the bond market, especially with bond funds that 

might have been playing for lower interest rates and rising prices. Unless, of course, they are happy to hold 

them to maturity.  

  

http://www.stockcharts.com/
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Recession Watch Spread  

  

Source: www.stockcharts.com 

The closely watched 2-yearτ10-year spread was largely unchanged this past week at 6 bp vs. 5 bp the 
previous week. Negative spreads were short-lived. While negative spreads usually preceded a recession, it was 
when the spread stared to rise again that a recession was more likely. The 2ς10 spread was barely negative at 
all so it is possible that this spread could fall once again.   

http://www.stockcharts.com/

