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Funky economies, stock fuel, political shift, zombie companies, concerning interest, gold lag, corrective pose

Global economies are in a funk. Since at least the 1980’s recoveries following each recession have been
increasingly weaker. If there is improvement it comes in the form of technological improvements. But stock
markets, without exception, have marched relentlessly higher fueled by interest rates that have fallen to levels
never before seen in history and endless amounts of liquidity provided through the central banks along with
unprecedented amounts of debt. Oh yes, there have been corrections that were often brutal. But while the
stock markets keep going up GDP growth is feeble and the recoveries are uneven creating riches for Wall
Street and roughly 20% of the population while Main Street stagnates. Wealth and inequality are one the great
challenges of our society. And it has forced shifts in the political spectrum as well to the outer edges of both
the left and the right. Corporations no longer produce. They vegetate laden with debt. Zombie companies. The
“Walking Dead” are amongst us.

Our “Chart of the Week” (page 10) looks at the sudden steep rise in interest rates at the long end of the curve.
Concern is rising about inflation. But evidence of its presence has not materialized. Nonetheless as long rates
(the denominator in the calculation of insurance companies’ liabilities) rise, the liabilities decrease which is
good for the balance sheets of insurance companies such as Sun Life Financial Inc., which pays a dividend
greater than 3.5% and is held in the Canadian Conservative Growth Strategy.* But concern grows as to how
rising interest rates could negatively impact the economy. Could the central banks “cap them”?

Gold continues to struggle and $1,700 is now looming. But silver, platinum and copper are holding up and
leading. That supports our belief that once this passes we could embark on another strong up move. But there
are gold bears out there too.

Oil prices hit over S60 but now appear poised for a correction. The stock market also appears poised for a
correction. A spike low into March coinciding with the anniversary of last year’s pandemic collapse?

It’s warming up. Spring is mere three weeks away. Enjoy the weather.
DC

* Reference to the Canadian Conservative Growth Strategy and its investments is added by Margaret Samuel,
President, CEO and Portfolio Manager of Enriched Investing Incorporated who can be reached at 416-203-3028
or msamuel@enrichedinvesting.com
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“The game of speculation is the most uniformly fascinating game in the world. But it is not a game for the
stupid, the mentally lazy, the person of inferior emotional balance, or the get-rich-quick adventurer. They
will die poor.”

—Edwin Lefévre, American journalist, writer, diplomat, from Reminiscences of a Stock Operator
(1923); 1871-1943
“Memories of the Depression faded, economists fell back in love with the old, idealized vision of an
economy in which rational individuals interact in perfect markets, this time gussied up with fancy equations.
The renewed romance with the idealized market was, to be sure, partly a response to shifting political
winds.”
—Paul Krugman, American economist, professor of economics, columnist for The New York Times, from
Arguing with Zombies: Economics, Politics, and the Fight for a Better Future (2020); b. 1953

“The complaints of the privileged are too often confused with the voice of the masses.”
—John Kenneth Galbraith, Canadian-American economist, diplomat, public official, intellectual, author,
professor at Harvard University, served in four Democratic Party administrations, U.S. Ambassador to
India 1961-1963; 1908-2006
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The first thing that caught our attention with GDP annualized growth was the downward tilt that has taken
place over the past 25 years. If one goes back further, starting post-war, the tilt is the same. The strong growth
rates took place in the 1950s, 1960s, and even in the 1970s. But following the steep recession of 1980-1982,
growth rates coming out of recessions have been feeble. Since then, we saw recessions in 1990-1991, 2001
2002, 2007-2009, and 2020—present. Growth rates following each recession were consistently lower than the
growth rate of the previous one. Even China is following the same pattern. The only difference for China is that
their economy grew in 2020, whereas all of the G7 members saw their economies contract. While there
remains hope for a recovery in 2021, the recovery is tenuous at best, especially if there was a third wave to the
pandemic. Historically, pandemics are never one and done; they come in waves over a period of decades, even
years. All G7 members also saw their debt explode for governments, corporations, and households.

GDP 2020 Government debt to GDP
% change from a year ago %

United States (3.6)% 129.5%
China 1.9% 53.8%
Euro Area (7.6)% 97.3%
Japan (5.3)% 270.9%
United Kingdom (9.9)% 109.2%
Germany (5.3)% 84.4%
France (8.3)% 117.4%
Canada (5.3)% 110.7%
Italy (9.1)% 164.0%

Source: www.theeconomist.com, www.usdebtclock.org, www.tradingeconomics.com, www.wikipedia.org
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U.S. GDP Annual Growth Rate 1948-2020
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The above chart of annualized growth of GDP for the U.S. from 1948 shows how each rebound following the
recession has been on a downward track, particularly since the early 1980s recession. The conclusion we draw
from this given the debt loads is that any recovery from the COVID-19 recession will be very feeble. Debt has
exploded since the pandemic got underway. Global debt today has exploded to $281 trillion, up from $255
trillion in 2020. U.S. government debt has exploded. Since the start of 2020 U.S. government debt is up $4.7
trillion or 20%. By 2030, total U.S. government debt could be as high as $40 trillion. Of that an estimated $33
trillion would be held by the public (source: www.cbo.gov). See also our long-term chart of U.S. Government
Debt to GDP (next page) dating from 1789. The ratio has never been so high, not even in wartime.

While many will consider the burden of government debt a huge problem, it is actually the least of the
problems. The government is backed by the Federal Reserve and the U.S. dollar is also the world’s reserve
currency. That alone gives the U.S. considerable advantage. Fed debt purchases effectively monetizes the debt.
Irrespective the debt is a burden and a drag on the economy. However, the real drag on the economy is the
huge corporate debt. Corporate debt, made up of both financial and non-financial corporate debt, is estimated
in the U.S. to be $33.4 trillion. Of that debt some 69% or an estimated $23 trillion is rated BBB or lower.

This has created what we many call zombie companies—companies that earn just enough money to continue
operating and service their debt but are so weighed down with debt they can never hope to pay it off. A
serious slowdown for them could result in a high number of bankruptcies. These companies require perpetual
bailouts just to keep going. Zombie companies are not investing in anything productive that could grow the
economy. It is all misallocated capital. They are just trying to stay alive. Zombie companies are not just a U.S.
problem as Japan is littered with them as is the euro area and even China.

Bloomberg (www.bloomberg.com) has estimated that some 200 companies have joined the ranks of zombie
companies. Their names are some of America’s biggest—Boeing, Carnival, Delta Air Lines, Exxon Mobil, Macy’s,
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and AMC Theatres are but a few. Total obligations for these firms are estimated to be at least $2 trillion. Yes,
the Fed is purchasing bonds like crazy every month, estimated at around $120 billion, and, yes, interest rates
are at historical lows, but the reality is hundreds of companies are being kept artificially alive (and hundreds
more are just above them). Under normal circumstances these companies would have all collapsed into
bankruptcy. And they employ a lot of people as well, estimated at over 2 million. Zombie firms are spread
across a number of industries including industrial companies, computer hardware and storage companies,
energy companies, hotels, restaurants and leisure companies, retail companies, and software companies.
Airlines, cruise lines and large retail department stores are prominent. In Japan and China, the zombie
companies are primarily banks as well as a lot of corporations. The euro area is littered with barely-alive
companies and financial institutions.

(Government) Total Public Debt / GDP Ratio
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It has been the mantra: debt, debt, debt along with accommodative central banks, and historical ultra-low
interest rates. But what is the alternative? A depression that could make the Great Depression look like a walk

Enriched Investing Incorporated
P.0. Box 1016, TD Centre, Toronto, ON M5K 1A0
ph: 416.203.3028 fx: 416.203.8825 www.enrichedinvesting.com
e-mail: dchapman@enrichedinvesting.com

6 of 33


http://www.longermtrends.net/
http://www.stlouisfed.org/
http://www.cbo.gov/

ENRICHED

I'NVESTING INCORPORATETD

in the park? And what happens if the central banks turn off the money spigot? What happens if the
governments turn off the bailout spigot? Unemployment would soar. And along with sharply rising
unemployment would come major social unrest. The level of social unrest that took place during the Great
Depression is often overlooked. It was also a period where politics shifted to the extremes, both left and right,
something we are seeing once again today. The best one can hope for is what Japan has been experiencing
since 1990—an economy that can best be described as “The Walking Dead.”

The money that is being “shovelled” into the economy is very uneven. This has resulted in what is being called
the K recovery where the rich get richer (Wall Street), the middle-class gets squeezed, and everyone else tries
to survive (Main Street). Actually, that has been going on since the 1980s when it got underway with huge tax
cuts that primarily benefitted the wealthy and the mantra of trickle-down economics that has been proven
over and over not to work.

One measure of wealth and income inequality is what is known as the Gini Coefficient. The index is fairly
simple to interpret. The index ranges from 0 to 100. Absolute equality would be 0 while absolute inequality
would be 100. The table below notes the Gini Coefficient for the G7 and China. Data is bit older and could be
higher now for all. Some estimates we have seen for the U.S. puts its Gini currently as high as 48. The highest
in the world is South Africa with a Gini Coefficient of 63.

Gini Last Poverty Official Life Expectancy
Coefficient Update Rates % Unemployment (both sexes)

2019 Rate 2021 % 2019
United States 43.4 2017 17.8% 6.3% 79.11
China 38.5 2016 24.0% * 5.2% 77.47
Italy 37.3 2017 13.9% 9.0% 84.01
United Kingdom 39.2 2016 11.7% 5.0% 81.77
Canada 35.2 2017 11.8% 9.4% 82.96
Japan 36.3 2017 15.7% 2.9% 85.03
Germany 35.1 2016 10.4% 4.6% 81.88
France 32.6 2017 8.5% 8.9% 83.13

Source: www.data.worldbank.org, www.statista.com, www.economist.com, www.oecd.org, www.worldometers.info

Note: * 2016 data. An estimated 0.6% of the population lives in extreme poverty in 2019 according to the
OECD.

Maybe not surprisingly, of the G7 nations the U.S. has the highest income and wealth inequality. In 1968 the
top 20% earned 43% of the nation’s income. By 2018 that had risen to 52%. There are sharp differences
amongst races with Black households earning only about 60% of white households. There are sharp differences
amongst the political parties with 78% of Democrats believing income inequality is a major problem vs. only
41% of Republicans. The gap between the richest and poorest has more than doubled since 1989. In 1989 the
richest 5% had 114 times more wealth than the second quintile. By 2016 they had 248 times more wealth. The
top 5% saw their wealth leap following the financial crisis of 2008 and again during the COVID crisis. It is
estimated that the net worth of billionaires has gone up over $1 trillion since the start of the COVID crisis.
Meanwhile, minimum wages have not gone up since 2009. An estimated 1.8 million U.S. workers are at or
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even below the minimum wage. Some 25 million U.S. workers work part-time, many of them involuntarily.
Millions more are no longer in the work force and survive on benefits. Millions face an uncertain future of no
employment or underemployment. (Source: Pew Research Center www.pewresearch.org).

If there is any good news about growing wealth and income inequality it is that other areas of the world are
even higher, particularly in Asia, Latin America, the Middle East, Africa, and Russia/Ukraine. But the North
American disparities are considerably wider than those seen in Europe and Oceana. EU countries have the
lowest Gini Coefficient for the most part.

The richest Americans
have seen their incomes soar
since 1980...

...but the incomes of most
Americans have trailed G.D.P. growth.

Per capita G.D.P.

Source: www.nytimes.com, www.stlouisfed.org, www.epi.org

All of this plays into the stock market as it is the top 20% of the population that is more likely to own stocks, to
have a secure, well-paying job, be able to work from home during the pandemic and own their own home.
The massive injections of liquidity into the financial system (QE), coupled with historically low interest rates,
along with bailouts and tax cuts have largely benefitted the richest (Wall Street) while the rest lag sharply
behind. A patchwork of programs is trying to keep them and many small companies afloat. Homelessness is
rising. The middle-class has been steadily shrinking since the 1980s.

A lingering stagnant economy, rising debt, zombie companies, high unemployment and higher
underemployment, rising inequality—the walking dead are amongst us. All this has given rise to social unrest,
and deep, possibly irreconcilable, political divisions. And what if the stock market should collapse? Then what?
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The Pandemic Rages On!

Since about mid-January 2021 the number of daily cases has been in decline. Today it sits about half where it
was in January. The number of daily deaths is also down but only by about a third. In the U.S. the numbers are
even better as the number of daily cases has fallen by almost 75%. However, deaths have only fallen by about
40%. In Canada, the story is the same. Cases are down by roughly two-thirds and deaths have fallen by about
70%. Good news? Yes, but only if a third wave does not develop. Pandemics come in waves. Historically they
have lasted years, even decades coming in waves with each wave varying from the previous one. Yet everyone
is pumping how things are so much better that the economy will open up that growth out of this will be
spectacular due to pent up demand. False hopes? The second wave was deadlier than the first. Some are

saying a third wave could be even worse.
Sunday February 28, 2021 — 15:59 GMT

World
Number of cases: 114,515,704
Number of deaths: 2,539,745

U.S.A.
Number of cases: 29,203,913
Number of deaths: 524,690

Canada

Number of cases: 865,251
Number of deaths: 21,980

Source: www.worldometers.info/coronavirus

Enriched Investing Incorporated
P.0. Box 1016, TD Centre, Toronto, ON M5K 1A0
ph: 416.203.3028 fx: 416.203.8825 www.enrichedinvesting.com
e-mail: dchapman@enrichedinvesting.com

90f 33


http://www.worldometers.info/coronavirus

ENRICHED

I'NVESTING I NCORPORATETD

Chart of the Week

M2 yearly growth vs. inflation
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We recently came across the Long-Term Trends (www.longtermtrends.com) website. Its mission statement is
“to find the most interesting and educational charts with rich historical data - and to make these charts
available online.” With that in mind we found the above chart comparing long-term inflation with the growth
of money supply (M2) quite interesting. Without doing a correlation analysis we visually noted that a decline in
inflation generally preceded a decline in M2 and vice-versa. So, it was quite interesting to note that the recent
huge rise in M2 has not yet been accompanied by any significant change in the rate of inflation.

M2 is up $3.9 trillion in the past year or 25%. The core CPI inflation rate has increased by 3 points or 1.1%. Yet
all we read is how the huge increase in money supply—and by extension huge government expenditures (the
latest being the $1.9 trillion stimulus package)—as well as growth in the U.S. government debt and the Fed’s
balance sheet during the same period are about to unleash a wave of inflation, even hyperinflation.
Hyperbole? Or basis in reality? U.S. government debt has gone up $4.7 trillion or 20% and the Fed’s balance
sheet has exploded by $3.4 trillion or 82%, thanks to QE and the expenditures to prevent the Great Depression
. As to inflation, well, to parse an old phrase “where’s the beef?”
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Oh, for sure there have been some signs of inflation. The euro area experienced its fastest growth in five years
in January. We are seeing a rise in commaodity prices, not because of demand but because of shortages. We
have noted that the pandemic has sparked bottlenecks and supply constraints. There is a shortage of
containers and container prices have shot up. One area of demand has been for tech equipment and there is
now a shortage of semiconductors. That impacts everything from cars to computers to cellphones. The
ongoing trade war with China isn’t helping, although China is only about 11% of the market. Taiwan is the
largest with almost 24% of the market. Closer to China are South Korea and Singapore. The result is the U.S.
and the world is heavily dependent on Asia, even if some large U.S. corporations are dominate.

Inflation is sure to creep in. There are growing expectations of a strong recovery later this year, fueled by
everyone getting vaccinated. Oil prices have gone up about $30 since November 2020. We have seen pressure
on food prices. Copper prices are up 21% so far in 2021. However, if one were to check with Shadow Stats
(www.shadowstats.com) one would find that, basing inflation on the way it was calculated in 1990, the
Shadow Stats number is not as reported at 1.4% but instead it is at 9.1%. Quite the difference. The difference
is methodological changes moving to substitutions as prices rise. Technological improvements also impact the
method of calculation.

Consumer Infiation - Official vs ShadowS5tats (1990-Based) Alternate
CPI-U Year to Year Change. Mot Seasonally Adjusted. to Jan. 2021 (BLS, 5GS)
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Inflation expectations work their way into the markets. The result is we have seen a sharp rise in bond yields at
the longer end of the yield curve. The U.S. 10-year treasury note that bottomed out at 0.51% in August 2020 is
now at 1.40% but hit as high as 1.60%. Ditto in Canada where the 10-year Government of Canada bond (CGB)
bottomed at 0.43% also in August is now at 1.36%. Both the Fed and the Bank of Canada (BofC) are on record
promising to keep interest rates low. Their bond-buying programs are firmly in place. The Fed buys $120
billion/month while the amounts the BofC buy varies. Effectively it is monetizing the debt and does help keep a
lid on inflation.

While the Fed and the BofC are happy to see a rise in inflation, they also don’t want to see a big rise in bond
yields. If inflation picks up, the odds of them hiking interest rates is about nil. But they also don’t want to see
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market decides the long end of the curve. And rising rates feed back into the economy with rising mortgage
rates and more. And that in turn could turn the economy down again. The rates may not be at 1980 levels but
a 200% rise in rates is nothing to ignore. We have memories of the bond debacles of 1984, 1994, and even in
2000 and 2007 where we wake up one day and some huge bond fund has collapsed. The 2007 debacle was
more closely related to sub-prime mortgages, but ultimately it is the same thing. Once that happens the stock
market invariably follows.

We’d hate to think that the Fed and BofC could intervene in the bond market through yield curve control.
Under yield curve control the Fed would try to cap the long end of the curve by pledging to buy enough long-
term bonds to keep the rate from rising above whatever target it sets. It also targets rates for the 1,3, 5, and
10-year yields. Right now, all the Fed does is keep a lid on the Fed funds rate which impacts the lower end of
the curve out to no more than 2 years.

But could the Fed be spooked by the terrible 7-year bond auction on February 25? There was record low
demand for the issue with what is called the bid-to-cover coming in at 2.04, well below the average 2.35. That
sparked rates higher all along the curve. It negatively impacted rates everywhere, particularly in the Eurodollar
market. There was also news of a possible $50 billion position unwind in the market (note what we said earlier
about a bond fund collapse). The result is liquidity dries up. The Fed will have to get to work to purchase the
issue if the market can’t or won’t. Monetizing the debt. No matter what, the Fed will intervene and rumours of
Fed rate hikes are just that—rumours.
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The U.S. 30-year treasury bond prices (prices move inversely to yields) are back at levels last seen in 2019.
Could they be headed to the levels seen in 2018 when the price bottomed at 136? Both 2013 and 2018 saw a
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sharp sell-off in bond prices. The RSls at the time were recording levels well under 30 as is the case today. The
prices were also below the 4-year MA, indicated by the green line on the chart above. So, it is possible that we
are approaching a low or at least a temporary one.

As to inflation, well, higher inflation is certainly possible given indications we could go higher, but it would be
potentially dangerous for the world economy as it could set off all sorts of dislocations. Higher interest rates in
the U.S. also siphon funds out of other G7 countries and emerging economies, putting them at peril as well.
And it could hike the U.S. dollar which would be negative for gold. Although we note that the huge bond price
collapse and high inflation of the late 1970s was very positive for gold. But we also note that 2013 and 2018
saw gold sell off, with the 2013 gold decline being particularly steep.
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Gold is down in 2021 8.8% while the 30-year is down 7.3%. To the August low in 2018 gold fell 10.9% vs. a
decline of 6.9% for the 30-year. And in 2013 gold was destroyed, down 28% as the 30-year fell 13.2%. As we
can also see a rising bond market in 2015 did nothing for gold as it continued its sell-off even as bonds were
rising.

The question is, how much inflation are the monetary authorities willing to accept? Too much, coupled with an
improving economy, might trigger a hike in interest rates. But, given the huge levels of debt, rising interest
rates are not in their interest. Hence thoughts that they might cap the long end of the curve. In 2020 it is
estimated by The Institution of International Finance (www.iif.com) that governments added some $12 trillion
in debt in 2020. It is estimated that they might add an additional $10 trillion in 2021. But as we have
consistently said, it’s not the government debt we are concerned about; it’s the corporate and household debt
that is of concern. Governments can monetize their debt. Corporations and consumers can’t.

If a recovery does not manifest itself in 2021 as many expect, then bonds will rally and, we suspect, so will gold
and silver.
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% Gains (Losses)
Close Close Week YTD
Dec 31/20 Feb 26/21
Stock Market Indices
S&P 500 3,756.07 3,811.15 (2.5)% 1.5%
Dow Jones Industrials 30,606.48 30,932.37 (new highs) (1.8)% 1.1%
Dow Jones Transports 12,506.93 13,331.27 (new highs) 0.4% 6.6%
NASDAQ 12,888.28 13,192.34 (4.9)% 2.4%
S&P/TSX Composite 17,433.36 18,060.26 (1.8)% 3.6%
S&P/TSX Venture (CDNX) 875.36 1,018.50 (new highs) (7.3)% 16.4%
S&P 600 1,118.93 1,278.56 (new highs) (0.8)% 14.3%
MSCI World Index 2,140.71 2,168.02 (2.8)% 1.3%
NYSE Bitcoin Index 28,775.36 47,557.39 (new highs) (11.6)% 64.9%
Gold Mining Stock Indices
Gold Bugs Index (HUI) 299.64 250.16 (5.1)% (16.5)%
TSX Gold Index (TGD) 315.29 269.89 (4.0)% (14.4)%
Fixed Income Yields/Spreads
U.S. 10-Year Treasury Bond yield 0.91 1.41% (new highs) 5.2% 55.0%
Cdn. 10-Year Bond CGB yield 0.68 1.36% (new highs) 12.4% 100.0%
Recession Watch Spreads
U.S. 2-year 10-year Treasury spread 0.79 1.28% (new highs) 4.1% 62.0%
Cdn 2-year 10-year CGB spread 0.48 1.06% (new highs) 8.2% 120.8%
Currencies
USS Index 89.89 90.88 0.6% 1.1%
Canadian $ 0.7830 0.7870 (new highs) (0.7)% 0.5%
Euro 122.39 120.68 (0.4)% (1.4)%
Swiss Franc 113.14 109.98 (1.4)% (2.8)%
British Pound 136.72 139.35 (new highs) (0.5)% 0.5%
Japanese Yen 96.87 93.85 (1.0)% (3.1)%
Precious Metals
Gold 1,895.10 1,728.80 (2.7)% (8.8)%
Silver 26.41 26.44 (3.0)% 0.1%
Platinum 1,079.20 1,185.30 (8.3)% 9.8%
Base Metals
Palladium 2,453.80 2,310.10 (2.5)% (5.9)%
Copper 3.52 4.09 (new highs) 0.5% 16.2%
Energy
WTI Oil 48.52 61.50 (new highs) 3.8% 26.8%
Natural Gas 2.54 2.77 (7.4)% 9.1%

Note: For an explanation of the trends, see the glossary at the end of this article.

Source: www.stockcharts.com, David Chapman
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$SPX S&P 500 Large Cap Index INDX @ StockCharts.com
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Is the party over? We have to ask ourselves that, given that all the indices fell this past week. Well, almost all
of them. The S&P 500 closed lower on the week, losing almost 2.5%. The S&P 500 did not make new all-time
highs. But the Dow Jones Indices did. The Dow Jones Industrials (DJI) made new all-time highs, then reversed
and closed down 1.8%. The Dow Jones Transportations (DJT) also made new all-time highs but held its gains up
0.5%. The Dow Jones Utilities (DJU) was nowhere near all-time highs, falling 6.0%. And the Dow Jones
Composite (DJC) made new all-time highs and closed down 1.8%. The NASDAQ lost 4.9% but did not make new
all-time highs while the S&P 500 equal weight index fell 1.1% after making new all-time highs. The S&P 600
(small cap) made new all-time highs and fell 0.8% while the S&P 400 (mid cap) also made new all-time highs
and fell 1.5%. The Value Line Index also made new all-time highs and lost 1.5%. The all-time highs continued
with the NYSE Composite but it lost 2.3%. The Wilshire 5000 did not make new all-time highs but lost 3.0%.

In Canada, the TSX Composite fell 1.8% and while the TSX Venture Exchange (CDNX) made 52-week highs it fell
7.3%. In the EU, the London FTSE lost 1.7%, the Paris CAC 40 was the only one to make new all-time highs but
fell 1.2%, and the German DAX was down 1.5%. In Asia, China’s Shanghai Index (SSEC) lost 5.1% and the Tokyo
Nikkei Dow (TKN) dropped 3.5%. Neither index made new highs. The MSCI World Index lost 2.8%.

The S&P 500 could be breaking down under an ascending wedge triangle. This could target down to the
October low near 3,200. That level is an important line in the sand as a breakdown under that level could spark
a panic. A drop to 3,200 would entail a 19% decline. We see interim support at 3,800 and considerable support
between 3,500 and 3,600. The 4-year MA is currently at 3,440. The interim January low is near 3,700 and a
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break under that level would tell us for sure we are going lower. With an RSI at 43.50 we have considerable
room to move lower.

Are we facing a debacle like last March 2020? We doubt that but we could see a spike low in March. It would,
we believe, present a buying opportunity. Rallies would be triggered by constant dip buyers but if we are going
down, they will be short lived. The market was spooked this week by rising interest rates in the long end of the
curve. If a big bond rally develops, then we could see the stock market also rally. The market needs to regain
back above 3,900 to tell us we are going higher with possible once again new highs. Short-term trends have
turned neutral and in the case of the NASDAQ the trend has turned down, albeit it is still weak.

The question on our mind is, this drop just a short-term correction or is it the start of a bigger drop? A normal
correction should see the S&P 500 hold the 3,500/3,600 area. A break under 3,500 would signal something
more is amiss and we’d fall towards 3,200.
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$COMPQ Nasdag Composite INDX @ StockCharts.com
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The NASDAQ led the way up and now it appears poised to lead the way down. The tech-heavy NASDAQ fell
4.9% this past week, the sharpest drop of any of the other main indices. Unlike the S&P 500 and the DJI the
NASDAQ did not make new all-time highs this past week. The FAANGs were the leaders to the upside and they
could now be leading to the downside. The NYSE FANG Plus Index fell 6.3% this past week. It too made its all-
time high the previous week. The index had spent weeks with its RSI mostly above 70 so it was overdue for a
fall. Apple was the biggest loser, down 6.4%. We have a target down to 110 for Apple. Amazon fell 4.9%,
Google was down 3.1%, Facebook lost 1.6%, and Netflix was off 0.3%. The FANG Index also contains Baidu
(down 16.6%), NIVIDIA (down 8.1%), Alibaba (down 9.8%), Tesla (down 14.0%), and Twitter (the big winner, up
6.6% to new all-time highs). The NASDAQ appears to have broken down under a possible ascending wedge
triangle. The target could be down to that October low near 10,800. That would take the NASDAQ under the 4-
year MA, currently near 11,500. It would also be a 24% drop from the all-time highs. There is interim support
at 12,500 and 12,000. Unless we can regain 14,000 the odds are now favouring the downside. As a
comparison, the ultimate value stock Warren Buffett’s Berkshire Hathaway also made new all-time highs and
fell 0.1%. It is noteworthy that Buffett is fearful about the market.
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The VIX Volatility Index rose this past week but at this time it remains below the recent peak seen earlier. If
this drop continues, the VIX could break out above 35, signaling potential new highs. With the S&P 500
appeared poised to break down under what appears as an ascending triangle the expectation is that it will rise
further. We appear to have a good bottom in place.

We are not showing other indicators but they are rolling over. But one to note is the put/call ratio which
amazingly enough closed Friday at 0.63, the highest level seen in weeks. However, this indicator has
considerable room to rise before it gets into fear territory and gives us a signal that the market could be
bottoming. It is the first time it has been over 0.60 since October 2020.
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$TSX TS Composite Index TSE @ StockCharts.com
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The TSX Composite joined the others to the downside this past week, losing 1.8%. Unlike some others,
however, the TSX did not make new all-time highs. The TSX now sits perilously on the edge of the 50-day MA
and an uptrend line that looks dangerously like an ascending triangle (bearish). If we firmly break under
17,900, we could be off to 17,300 as the next stop. The short-term trend has turned neutral, so another down
week would turn the trend to the downside. Only regaining back above 18,500 could turn the bearish scenario
around. Of the 14 sub-indices four of them were up on the week. The big winner was Energy (TEN) up 3.1%.
The others were Consumer Discretionary (TCD), Financials (TFS), and Real Estate (TRE) up 0.7%, 0.4%, and 0.9%
respectively. TEN, TFS, and TCD all made new highs. The biggest loser was Health Care (THC), down 8.4%. THC
was followed by Information Technology (TKK) down 5.6%, Utilities (TUT) off 4.8%, and Golds (TGD) down
4.0%. Utilities were negatively impacted by rising interest rates. With an RSl at 47 the TSX would appear to
have plenty of room to move lower before it becomes oversold. If it is any consolation, the TSX Venture
Exchange (CDNX) also took a hit down 7.3% on the week but the CDNX remains up 16.4% on the year.
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$NYXBT NYSE Bitcoin Indesx (EQDY INDX, @ StockCharts.com
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Is the Bitcoin bubble about to burst? It is still too early to tell but this week, after making new all-time highs
once again at $57,540 (the NYSE Bitcoin Index high was $53,532), the market reversed and closed lower on the
week, down 11.6%. With the last significant low just above $30,000 we are not yet in any danger of confirming
the high. Still, we can observe that we are coming down from grossly oversold levels and where the chatter has
been all about Bitcoin, GameStop, and numerous other flavour-of-the-day stocks as the discount brokers have
been overwhelmed with new accounts and phone calls stretching into an hour or longer wait. However, we
can’t help but wonder whether the bubble is about to burst. We do recall reading on Martin Armstrong’s page
(www.armstrongeconomics.com) that he had a target up near $58,000 but figured it shouldn’t be much, if any,
more than that. So maybe we’ve seen the top. And if that is correct, the C wave down could be nasty. But no, it
won’t happen overnight. We freely admit we are still trying to figure out what Bitcoin is good for other than
laundering money in an anonymous fashion and speculating. As they have noted, mining in the crypto universe
uses more electrical power than Argentina. It has also been a universe for scams. And, to top it off, there are
over 8,600 cryptos. What do they do with them all? But Bitcoin is the perfect poster child for the markets that
are now nothing more than gambling casinos. The market cap of the crypto universe is currently $1.4 trillion
and Bitcoin has now fallen back under $1 trillion market cap. Bitcoin is an incredible 60.7% of the entire crypto
universe. That doesn’t leave much for the other 8,599 cryptos. Nine of them have market caps over $10 billion
and Dogecoin still has a market cap of $6.4 billion and everyone admits it’s a joke. Maybe like the rest of the
crypto market.
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The yield on the U.S. 10-year treasury note surged at one point to 1.60% this past week before falling back to
1.41% by the end of the week. Is that signaling at least a temporary high for the 10-year? The yield on the 30-
year fell back to 2.13% after hitting a peak of 2.33%. Signs of an improving economy dominated the week plus
fears of rising inflation helped spark bond yields higher. Economic numbers of note this past week included:
the Dallas Fed for February came in higher than expected at 17.2 vs. 7 in January and an expectation of a
negative 30 reading; the Case Shiller home prices year over year was 10.1% vs. 9.2% last month and an
expectation of 9%; house prices rose 11.4% year over year vs. 11.1% in January and an expectation of 10.7%;
the Richmond Fed was at 14 vs. an expectation of 11; new home sales rose 4.3% above expectations of 2%;
weekly jobless claims fell more than expected, coming in at 730,000 vs. an expectation of 810,000 and last
week’s tally of 841,000; the Kansas Fed came in 26 vs. expectations of 17; personal income in January rose
0.6% while personal spending fell 0.2% vs. expectations of a rise of 8.5% and 1.9% respectively; the January
trade deficit was $82.47 billion about as expected; the Chicago PMI was 63.8 vs 61.1 in January and an
expectation of 58; and, finally, the Michigan Consumer Sentiment Index was at 79 vs. an expectation of 76.2
and January’s 76.5. The big day this coming week is Friday when the February employment numbers will be
released. Nonfarm payrolls are expected to rise 140,000 but the unemployment rate will remain steady at
6.3%.

Rising bond yields are about to put pressure on mortgage and auto loan rates. Here in Canada, we read that
the TD Bank’s mortgage rate is about to go up. Greater optimism about the economy has helped push yields
higher, along with rising inflation expectations. Vaccinations are also helping as forecasters are seeing a rosy
second half. The huge $1.9 trillion rescue package is also helping push yields higher. A poor 7-year bond
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auction also played a role this past week. Rising yields put the Fed in a bit of a bind, as we noted they can
control the short end but not the long end. That is, unless they put in caps on the long end of the curve. But
then, what if they did and inflation rose faster?

Bond bears and gold bears are often connected. We put together a little table below that shows the significant
bond bears of the past 40 years vs. the gold bears that were taking place simultaneously. The only exception
was the 1986-1987 bond bear where instead of falling gold actually rose. That seems to have been an outlier
as normally the two fall in tandem. Bond bears are usually not friendly affairs and suddenly one hears of big
withdrawals from funds or a bond fund collapses. Prices move inversely to yields. So, there could be some
hope that the spike to 1.60% this past week was it at least that for the moment. Falling bond yields would most
likely spark a rebound in gold prices as well.

Bond Bears vs. Gold Bears

Bond Bear Bond Loss% Gold Loss%
1980-1981 (35.2)% (66.0)%
1983-1984 (25.2)% (45.6)%
1986-1987 (20.1)% 48.0%
1993-1994 (25.4)% (5.8)%
1999-2000 (22.2)% (18.6)%
2012-2013 (17.0)% (33.8)%
2017-2018 (22.5)% (9.1)%
2020-2021 (13.8)% - To date (17.3)% - To date

Source: www.stockcharts.com
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$USD US Dollar - Cash Settle (EOD) ICE @ StockCharts.com
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Signs of an improving economy along with rising bond yields and growing spreads over comparable
instruments in the EU and Japan helped push the U.S. dollar higher this past week. The USS$ Index rebounded,
gaining 0.6% on the week. The euro fell 0.4%, the Swiss franc was off 1.4%, the pound sterling made new highs
but closed down 0.5% on the week, while the Japanese yen was weak, losing 1.0%. The Canadian dollar fell
0.7% after making 52-week highs at 80.21, the first time it has been over 80 since 2018. It was, however, short-
lived. The USS Index is now back at a level where it must push higher or it could fail here just below 91. That
line-up at 92.50 could still be a magnet. We briefly looked like we were about to break lower this past week

with a low at 89.68. That point is now important to take out to the downside if the USS Index slide is to
resume.
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$GOLD Gold - Cortinuous Cortract (ECD) CME @ StockCharts.com
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Gold broke down through support this past week under $1,775 and now $1,700 is looming into focus. $1,700
now becomes important support (we’d give it some wiggle room under that level). But if we broke $1,700 and
also broke under $1,670, we’d know that we are on course for a major drop in gold prices. Gold is being
pushed down by higher interest rates and, as we have noted, gold and bond prices falling together is not
unusual. Bond bears are often gold bears. We continue to believe that we are still trying to find our 31.3-
month cycle low which is due April 2021 +/- 5 months. Once we determine that low, we should embark on a
rebound rally. But if that rally fails to make new highs, we would then know that we are embarking on the 7.83
year and 23-25-year cycle low which is technically due sometime around 2024 +/- 4 years. So, the range is
2020-2028 although more narrowly 2021-2025. Further, if we narrow it again the projected timing of the low
would occur between 2023-2024. We have noted we find it surprising that none of silver, platinum, nor copper
are making new lows. Only gold. A divergence? Silver, platinum and copper normally lead so our belief is that
this decline is a correction and once it is over, we should embark on a new up-leg.

This past week gold fell 2.7%, silver dropped 3.0%, platinum came sharply off its high losing 8.3%, palladium
dropped 2.5%, but copper once again made fresh 52-week highs and gained 0.5% on the week. Gold is now
down 8.8% on the year but silver is still up a small 0.1%. Platinum remains up 9.8% in 2021. There is little doubt
that we are in a downtrend with lower lows seen at $1,874, $1,851, $1,767 and now we are below that last
level. Lower highs were seen from the August top at $2,089 at $1,966 and then in early January at $1,962. As
the chart shows, there is considerable support down to $1,675/5$1,700, emphasizing why that zone must hold.
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Gold is being driven higher by rising bond yields and a rising U.S. dollar. And, as we have noted, falling gold
prices and falling bond prices along with a rising U.S. dollar are not mutually exclusive. They usually go in
tandem. As one pundit quipped, unless bond yields fall and the dollar turns lower again the outlook for gold
remains murky at best and bearish at worst. An improving economy isn’t helping as consumer spending was
the best in some time.
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At last, some improvement in the commercial COT. The gold commercial COT improved to 21% this past week
from 20%. Short open interest fell almost 22,500 contracts while long open interest actually rose about 1,000
contracts. The large speculators COT (hedge funds, managed futures, etc.) slipped to 81% from 82% as long
open interest fell by almost 20,000 contracts while short open interest was largely unchanged. Overall open
interest fell about 22,000 contracts which is indicative of a corrective behaviour during a week in which gold

fell. It's an improvement but nowhere we’d like to see it to get bullish.
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$GOLD Gold - Continuous Cortract (EOD) CME @ StockCharts.com
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We wanted to note two potential interpretations of the rise for gold from the August 2018 low of $1,167. In
red we labeled a rise of 1,2,3,4,5 waves up to the August 2020 peak. We believe we are in the B wave down
with a C wave to the upside to follow. The bearish interpretation is in blue labelled (i), (ii), (iii), (iv), (v) for the A
wave. The B wave in blue is the sharp March 2020 collapse and the C wave (blue) topped in August 2020. We
have fallen below the 40-week MA and the 65-week EMA. The 4-year MA is well below near $1,450 and the
March 2020 low. Only a collapse under $1,675 would signal to us that a decline to the 4-year MA was
underway. If gold is to recover, not only do we have to get through $1,800/51,825 but we must plow through
$1,900 and the recent high at $1,962 as well. Above $2,000 new highs are possible. We wanted to warn of this
possibility so that no one is fooled that we are about to embark on the biggest bull market gold ever as some
pundits have quipped. There is a bearish interpretation to the recent action. And, as noted, we need to see a
turnaround in bond yields and the U.S. dollar as well.
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$SILVER Silver - Cortinuous Cortract (EOD) CME @ StockCharts.com
26-Feb-2021
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Silver fell almost 3.0% this past week, outperforming gold to the downside for the first time in awhile. Still,
silver remains well ahead of gold as gold has made new lows below its November low, but silver remains well
above that level. Silver fell back to the 50-day MA this past week and is just above a trendline connecting the
November and January lows. That breakdown comes in at around $25.75 this week so we would like to see
that level hold if we are to maintain our bullish position. A breakdown under that level would bring the
November low of $21.96 into focus. The January low is just above $24. Our main hope for the market is that
silver, platinum, and copper are all outpacing gold. In bull and bear markets they usually lead while gold lags.
To the upside, the February 23 high of $28.42 is a hurdle that must be overcome if we are to move higher.
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The silver commercial COT slipped slightly this past week to 28% from 29%. Both long and short open interest
fell with short open interest down about 6,000 contracts and long open interest down over 4,000 contracts.
Overall open interest fell over 10,000 contracts on a week that silver fell. This is indicative of a corrective
market. The large speculators COT was steady at 72% with only long open interest off about 3,000 contracts.
Overall, the COT remains slightly bearish.
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$SPTGD S&PTSK Global Gold Index TSE

@ StockCharts.com
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The gold stocks continue to struggle. This past week the TSX Gold Index (TGD) fell 4.0% while the Gold Bugs
Index (HUI) dropped 5.1%. The TGD and the HUI are now down on the year by 14.4% and 16.5% respectively.
After being one of the best performers in 2020 they are off to a poor start and are one of the worst performers
so farin 2021. It is, however, selective as silver stocks have outperformed gold stocks and many silver stocks
still maintained good gains despite yet another drop overall. The TGD has now fallen down to a support line
near 270. It could be poised to break under the line. The RSI has fallen to the 30 level but admittedly could go
lower before we find a bottom. If we want a worst-case scenario, the entire move down from the August high
of 416.84 could be a falling triangle and in theory it could fall to as low as 150/155 below the March 2020 low.
There is resistance up to 300/310 and we would need to regain above 310 to begin to suggest a low is in place.
The Gold Miners Bullish Percent Index (BPGDM) has fallen to 34.48 which is still not bearish enough to suggest

that a low might be in place. Sentiment has certain weakened but it has not reached the “throw in the towel”
stage.
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We could make a bearish case here that the TGD, and by extension the HUI as well, could be in for a much
bigger fall. The TGD fell in five clear waves from the all-time high seen in September 2011. Since then, we are
arguably making a huge ABC corrective wave to the upside. We don’t like the fact we took out the weekly June
2020 low at 290. And we don’t like the fact that we have fallen back below the resistance line formed joining
the August 2016 high with the February 2020 high. The 4-year MA is down at 234. Could that be a draw? The
weekly RSl is down to 31.65 not as low as seen at lows in 2013, 2015, and 2018 but starting to approach them.
As we note with gold itself, it could be that we are starting the decline to the 7.83 cycle and 23—-25-year cycle
low now. However, the timing just doesn’t feel quite right. But we did want to warn in the event we see more
evidence that we could indeed be poised to fall further now.
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Oil prices keep chugging higher. Now analysts are talking up $100 oil. Of course, that could be a warning sign
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$WTIC Light Crude Oil - Cortinuous Cortract (ECD) CME @ StockCharts.com
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that we are getting a bit ahead of ourselves and a pullback is about to occur. Both WTI oil and the energy
indices made fresh 52-week highs this past week. But then on Friday, following the stock market rout on

Thursday, oil got nervous and fell with WTI oil dropping $2+. The energy stocks quickly followed. However, WTI
oil still wound up on the week by 3.8% while the TSX Energy Index (TEN) gained 3.1% and the ARCA QOil & Gas

Index (XOI) leaped 3.9%. The TEN and the XOl are now up on the year by 21.3% and 24.2% respectively. WTI oil

isup

26.8%. Natural gas (NG), however, didn’t fare as well, dropping 7.4%. But at the end of the week the

question was, is the oil market due for a pullback?
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It is not likely that OPEC and Russia will step in to cap the price of oil. With the rise in prices, it is taking some
pressure off them. And it is helping, albeit not much yet, the shale industry in the U.S. and the oil sands in
Canada. There wasn’t a lot of news this past week unless one counts five executives of ERCOT resigning in the
face of the Texas storm debacle. Another withdrew from a promotion. We also read that the $100 call options
leaped in value this past week and open interest also leaped. Another sign, in our opinion, that could give rise
to a correction. We read that an Israeli-owned cargo ship had an explosion in the Gulf of Oman. Iran was
immediately blamed. However, the ship was off the coast of Muscat, the opposite shore to Iran in a gulf that is
up to 340 km wide. So, of course, it was all very murky.

WTI oil touched up to an upper bull trendline before reversing and falling on Friday. Friday’s drop saw WTI oil
lose 3.2%. The XOlI broke out of a channel but Friday’s reversal which actually got underway on Thursday put it
right back in the channel. Any breakdown now could quickly take the XOI back to 800/825. WTI oil could
correct back to $57.50 and still be in a bull channel. Further support is seen down to $53/554.

Friday’s reversal is potentially ominous for oil prices, at least for the short term. What’s key now is that on any
pullback support zones hold. But overall, we don’t see any signs of a major top and, once any correction is
over, we could well resume the uptrend. There is considerable resistance up to $70/575 so we expect at least
that area would cap any advance at least temporarily. There is also congestion resistance in the $60/565 zone
which oil prices peaked into this past week.

Copyright David Chapman, 2021
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GLOSSARY
Trends

Daily — Short-term trend (For swing traders)
Weekly — Intermediate-term trend (For long-
term trend followers)

Monthly — Long-term secular trend (For long-
term trend followers)

Up — The trend is up.

Down — The trend is down

Neutral — Indicators are mostly neutral. A trend
change might be in the offing.

Weak — The trend is still up or down but it is
weakening. It is also a sign that the trend might
change.

Topping — Indicators are suggesting that while
the trend remains up there are considerable
signs that suggest that the market is topping.
Bottoming — Indicators are suggesting that
while the trend is down there are considerable

signs that suggest that the market is bottoming.

Disclaimer

David Chapman is not a registered advisory service
and is not an exempt market dealer (EMD). He does
not and cannot give individualised market advice. The
information in this newsletter is intended only for
informational and educational purposes. It should not
be construed as an offer, a solicitation of an offer or
sale of any security. The reader assumes all risk when
trading in securities and David Chapman advises
consulting a licensed professional financial advisor or
portfolio manager such as Enriched Investing
Incorporated before proceeding with any trade or idea
presented in this newsletter. Before making an
investment, prospective investors should review each
security’s offering documents which summarize the
objectives, fees, expenses and associated risks. David
Chapman shares his ideas and opinions for
informational and educational purposes only and
expects the reader to perform due diligence before
considering a position in any security. That includes
consulting with your own licensed professional
financial advisor such as Enriched Investing
Incorporated. Performance is not guaranteed, values
change frequently, and past performance may not be
repeated.
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