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Dangerlurks, world econony cracks money flies tobond safety and gold may turnyet no recession

The world is becoming more dangerous. Trade wars are looming, global stock markets are shaky but
continue to hold up, the world is awash in debt, and the U.S. is headed by a President that lies, slags
his dlies, cozies up to dictators, launcheghibught out trade warsandis under investigatiorand

some of his people have been indicted. And all this is against the backdrop of the supposedly strong
U.S. economy even as cracks are beginning to show in otle@oenies notably in the EU and Asia.

Some stock markets like the NASDAQ and the TSX Composite have soared tdimaahajhs. But

others including the venerable Dow Jones Industrials (DJI) have not. Interest rates are rising as the
Fed hikes and is prasing more even as the EU and Japan stand pat. But nervousness over shaky
banking systems, the potential for an emerging market default or a major bank default have seen U.S.
and German government bonds rally in a flight to saféitie Canadian Dividend Strategy is designed

to alloate to cash in a sustained downtren8preads between the shioend andthe long end of the

yield curvecontinue to narrow but are not yet at the point of signaling an impending recesSex.

the Recession Watch Spread (page 18).

Against this backdrop gold prices have been falling thanks to a strong U.S. Dollar. But this past week
the U.S. Dollar reverseahd closed lower. A change in direction? Gold sentiment is at levels usually
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the price of gold on an inflation adjusted basis over the past 100 years. It has hadvildns@/ings.

NOTE: There will be no Scoop next Weekend as we are away for the holiday. We will return in two
weeks.

Have a great week and Canada Day weekend!

DC
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OA lie told once remains a lie but a lie told a thousand times becomes the truth.
If you repeat a lie often enough, people will believe it, and you will even come to believe it
yourself€
T Joseph Goebbels, Nazi, Minister of Propaganda B345

OWhen a country (USA) is losing many billions of dollars on trade with virtually every country it
does business with, trade wars are good, and easy to win. Example, when we are down $100 billion
GAGK | OSNIIFAY O2dzyiNEB | YRoGKBAYISHSOOdziERAR
T Donald Trump

"When a wellpackaged web of lies has been sold graduallythe masses over generations, the
truth will seem utterly preposterous and its speaker a raving lunatic."
T Dresden James

There are lies, damned lies, and statistics. President Trump has made a virtue out of the first two,
including repeating them, somd them ad nauseum. He also throws around statistics that make
absolutely no sense. His best and biggest in the trade wars with Canada and others is his claim that
the U.S. has a $100 billion trade deficit with Canddee Washington Paosin itsFact Checkerolumn,
allotted four Pinocchios to that whopper, the highest honour plolssi

It is almost impossible to ignore Trump who appears to live in an alternative world with alternative
facts in his effort to MAGA. Except given his position, his alternative world and alternative facts are
being foisted on everyone else. His base atigts who believe they benefit from his policies

applaud. Everyone else squirms. Many are protesting over his trade policies or the current imbroglio
of holding children in cages. The former attracts free traders and many U.S. states and corporations
that currently benefit from NAFTA and free trade. The latter is attracting protests including protests
from heads of states.

As to the markets, the trade levies against Canada, Mexico, the EU, and his prime target China are
being met with concern but certainlyot any great panic even as how all are threatening to retaliate.
The NASDAQ has soared to new highs thanks primarily to the FAANGs (Facebook, Apple, Amazon,
Netflix, Google), small cap stocks as represented by the S&P 600, and the Russell 2000 which have
also soared to new highs. And, surpriseere in Canada the TSX Composite has joined the party and
has eked out new atime highs. Trump trade wars? Harrumph! Happy days and smileys seem to be
the order of the day.

Not all major markets are making neW-ame highs. Major markets in Europe remain well off their
highs. In the U.S., the Dow Jones Industrials (DJI), the Dow Jones Transportations (DJT), and the S&P
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500 remain back of their alime highs seen in January 2018. Others including the NYS&&#d 00,
and the Wilshire 5000 the broadest market of all remain below their atime highs. These
divergences are not uncommon at potential major tops and bottoms. Until, however, all markets
break down there remains the possibility that these market$ @ahfirm and make new alime

highs.

It helps as well that the U.S. economy continues to hum along, seemingly oblivious to all around it.
Evidence suggests the U.S. economy could expand even faster in 2018. Retail sales, for example, in
May were up 0.8%double the forecast. Unemployment (U3) is at its lowest level in years at 3.8%.

Forget that hidden unemployment brings it to 21.4% as reporte8tydow StatsGDP growth is

being forecasted by some economistshit 3% in 2018 yet there is persistent evidence that

dzy RSNY SI GK GKS ! o{d® SO2y2Y& Aa NRIOGAYyIdP ¢KS AY]
and the $2.5 trillion of debt it will add is down the road, later.

Many believe that while the pential for trade wars is there a lot of it is bluff to get a better deal.
9@gSyidz-tte alryArAde gAff LINBGIAT® hNI gAff AOGK 90!
impose new auto tariffs given the destruction it could cause, particularljeédanadian and Ontario
economy. It would also negatively impact the U.S. economy and U.S. workers. So much of what is

being projected is just that projections, as in: yes, this could happen, or that could happen, but will

it. Some believe it is powerfuhew of strength for the miderms and a demonstration that Trump

means business and he will get things done as he promised.

But there is always the risk of a major mistake and that the trade wars turn ugly and job losses start
to mount. Already the worldsifeeling a chill because of the threats being hurled back and forth over
trade. Titfor-tat trade measures do no one any good. China is not a country that is about to back
down. Slagging your allies over trade is not a wise idea at any time. Trade wa#grtarican

workers as much as they hurt workers in other countries.

And the U.S. is not making it any easier with its increasing isolationism as it has backed out of the
Paris Climate Accord, the TraRacific Partnership (TPP), the Iran nuclear deal,raare recently the

U.N. Human Rights Council. The U.S. has also questioned NATO and the U.N. and other international
bodies, even as NATO under the U.S. tightens its military chain around Russia and the U.S. challenges
China militarily in the South Chisea. Finally, U.S. forces are engaged in Syria and Syria wants them
out. This could in turn result in clashes involving Syria, the U.S., and even Russia. The Syrian theater is
a very dangerous place when one considers that not only are there Syrian,/Rassld).S. forces in

the area but there are also Iranian, Iragi, Hezbollah, IsraekbbicBed rebels, and ISIS in the mix.
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Other events such as the major imbroglio over children being held in cages is merely a distraction and
R2Say Qi NBI étd Butitkow tduldeiupt ¥hlmbidr protests in the U.S., and that in turn

could roil markets. At the height of the Vietnam war protests the DJI fell over 30% from 1968 to 1970.
Jitters over the Vietnam War coupled with the protests and rising inflagsnlting in the tightening

of credit conditions by the Fed contributed considerably to the decline. The counter rally that

followed 19701972 was on hope to the end of the Vietham War. Reconciliation with Kim Jong Un

could mean peace and lessenthechafic@ NJ I Yl 22NJ ¢ N¥» {2 GKIFIO Aa 3z

All of this is against a backdrop of a world in debt estimated at $237 trillion, up roughly $90 trillion

since the financial crisis of 2008. The U.S., with over $70 trillion in debt (government, comp®ratio

YR O2yadzySNEUVL Aa (GKS g2NIRQa fFNBSald RSoG2NID
that two more are coming in 2018 and possibly more in 2019. History suggests that the Fed invariably
starts its rate hikes too late and then hikes eddt two too many times, thus triggering the next

recession.

Rising interest rates have in turn put upward pressure on the US$. The US$ Index is up over 30% since
2011 and the low in 2008. Even since 2014 the US$ Index is up over 20%. When applied against

broad basket of currencies the rise is the same as noted in the chart below of the Trade Weighted

U.S. Dollar Indeg Broad.

A huge amount of debt around the world is denominated in US$, particularly in emerging markets.
Rising interest rates, coupledtv a strong US$, is a double whammy to all this debt. Rising interest
rates, coupled with the perception of a stronger economy in the U.S., pulls capital out of other
countries to the U.S. The fear is that the world could face an emerging market débt Arggentina

has already been to the IMF for a loan to prop up the peso. Behind Argentina there are other
emerging economies that could tip over. Recall it was the collapse of Russian debt in 1998 that
almost brought down the global financial system back998. In 1997 the Asian financial crisis
sparked fears of a global economic meltdown.

An emerging market default could trigger a domino effect as others fall that in turn bring down banks

and ultimately threaten the international banking system asadogl liquidity crisis develops. Today,

GKS 62NIRQa OSYidiNIf olyla SR o0dépepdeSandB8 R GKS ¢
equipped to deal with another financial crisis on the scale of 1998 or 2008, given they have never
recovered from the 208 financial collapse.
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Trade Weighted U.S. Dollar Index: Broad
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including China and Rsia, from adding to their gold reserves. Nor has it quelled gold demand that
remains strong. Russia, in particular, has not only added to its gold reserves it has cut its holdings of
U.S. Treasuries in half over the past year. Despite China being erdlwititethe U.S. over trade and

military disputes, China has not only added to their gold reserves but increased their U.S. Treasuries
holdings by $100 billion in the past year. Some other countries, notably Turkey, have also added to

their gold reserves anhcut their holdings of U.S. Treasuries.

While the U.S. economic growth appears to be continuing, there are signs the rest of the world is
slowing down. Purchasing managing indices globally has slowed for both manufacturing and services.
Slowdowns are bag seen in the EU and Asia, and there are signs that Canada too could slow down,
considering the ongoing trade war with the U.S. There are persistent signs of banking troubles,
particularly in Italy, and constant rumours about the state of Deutsche Bghi§o 2 F (G KS &2 NI F
largest banks. A reminder that debt collapse is the one constant in recessions and even more so in
depressions. In many ways, the world has never fully recovered from the financial collapse ©f 2007
2009. GDP growth such as it has beetheU.S., the EU, and Japan has been predicated on a

mountain of debt, endless quantitative easing (QE), and years of artificially low interest rates.

'3 AYyad GKAA o0FO1RNRLIE (GKS fSIFRSNI 2F (GKS 62NI R
persigently lies and presents alternative facts as the truth. He is under investigation and could be
impeached, as related investigations of others have led to indictments, including some being jailed.
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He slags allies, cozies up to dictators that he admired hasitrade wars could bring down the global
economy and global financial institutions. At some point, a point that is getting closer, the global
economy does crack, global stock markets fall, a major debt default occurs, and the world plunges
into anotherfinancial collapse and recession that could be far worse than 2008. And the world is ill
prepared for it.

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@enrichedinvesting.com
6 of 29



ENRICHED

INVESTING INCORPORATETHD

Bitcoin Watch!

1h 12h 1d w im 3m 1y All

Sourcewww.coindesk.com

After spending most of the past week attempting to breaklbager $6,800, Bitcoin appears poised

instead to fall through $6,000. As we write, Bitcoin has traded as low as $5,800. Bitcoin, it appears,
OFryy2id 380G 2dzi 2F (GKS gl & 2F AdaStFoe 1a 6S KI O
air. And wten there are upwards of 1,600 different cryptocurrencies, the universe is just too big to
FOO02YY2RIFIGS GKSY Ffftod LG KI &aynlionaigesi 2 LILISR a2YS FI

It was especially fascinating reading about the crypto millionaire behind Ethereut) é&d his

NBEOSYy( LIJzNOKIF&AS 2F I O2yR2 Ay (GKS {ido wS3aAra o7F:
Ad GKS PHy YAt A2y Thebk aidMaiROBOFNday, Juke 22, 20481 Khe > ¢
condo on floors 56 through 58 has 17,000fegt and a 10&oot high ceiling with views of outdoor
ALIANBAE (26SNAY3IT 20SNI ¢2NRy(i2Qa a{1eaON) LISNARS® ! LJ
buying price $3.2 million was paid in HST. Monthly condo fees are $17,000. Ethereum is the second
larged crypto behind Bitcoin with a market cap of roughly US$48 billion. The owner is listed in Forbes
with a net worth between $750 million and $1 billion. Such is the life of a crypto millionaire.

We hope he can keep it. ETH peaked back in January 2018 wmisinket cap over US$134 billion.

Since then it has fallen roughly 67%. Given that cryptos are down on the week with Bitcoin falling
9.5%, it is not surprising that the market cap of all cryptos, accordi@gtoMarket Caphas fallen to
US$242 billion, down $38 billion on the week. Bitcoin appears poised to fall under $100 billion market
cap. At its peak it had a market cap of $320 billion. The number of cryptos listed at Coin Market Cap
has also fallen to 536 down from 1,629 the previous week. Attrition, it seems, is finally getting
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underway. According tBead Coinsthere are 817 listed cryptos as either failed, hacked, a scam, or a
parody. Yet people still keep &ming into the sphere. Fools and their money are soon parted.

It is no surprise to learn that many cryptos have been manipulated. After all, when you have a new
market and a lot of new buyers in the sector it should come as no surprise there are thoseould
take advantage of what remains a thin market. It is an ideal place for manipulation to favour a few
over the uninitiated. The sphere has also invited what are effectively Ponzi schemes. Regulators,
including those in Japan, China, Korea, and tI& Bre also becoming aggressive in cracking down on
cryptos. What has essentially been a cowboy world is being tamed, but it is not necessarily friendly
for them and there remains a lot of work to be done to clean them up.

This past week, another Korearypto exchange, Bithumb, lost $30 million through a hack. This came
2dzad 68S1Qa I FUGSNIFy20KSNJ ONBLIi2 SEOKFy3aS: /2y
and more are what give cryptos a bad name and lead to the current downward march.

Bitcoin and the cryptos have even been accused of creating an environmental disaster. A report from
the Bank for International Settlements (BIS), the central bank of the central banks), has noted the
huge amount of energy used to verify transactionsc&it miners, it seems, are using as much
electricity as Switzerland. And that is now. If cryptos expand further it could get worse. Currently, the
number of crypto transactions is small. If it became like VISA or MasterCard, the electricity grid would
collapse. It also leaves the system open to disruption.

$NYXBT MYSE Bitcain Indlex: (EOD) INDX @StockCharts.com
22-Jun-2018 Open 5132.27 High 513227 Low 613227 Close 513827 Chg -557.05 (5.73%) v
— §HYHET (Daily) 613827
—MA(50) §013,13

—MA(100) 3427 25

—MA(200) 750,04

EMA(1E5) 0%
Wolume undsf

nnnnn

583,04

Sourcewww.stockcharts.com

Bitcoin is appearing as a descending triangle (bearish). Potential targets could be down to $1,000 in a
worst case scenario.
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Close
Dec 31/17
Stock Market Indices
S&P 500/ 2,673.63
Dow Jones Industrials  24,719.22
Dow Jones Transport:  10,612.29
NASDAQ| 6,903.39
S&P/TSX Composit  16,209.13
S&P/TSX Venture (CDN 850.72
Russell 20000  1,535.51
MSCI World Index  2,046.47
NYSE Bitcoin Inde,  14,492.18
Gold Mining Stock Indices
Gold Bugs Index (HUI 192.31
TSX Gold Index (TGI 195.71
Fixed Income
Yields/Spreads
U.S. 10Year Treasury yielc 2.40
Cdn. 10Year Bond yield 2.04
Recession Watch Spread
U.S. 2year 10year 0.51
Treasury spread
Cdn 2year 10year CGB 0.36
spread
Currencies
US$ Index 91.99
Canadian $ 0.7990
Euro 120.03
British Pound 135.04
Japanese Yer 88.76
Precious Metals
Gold 1,30.30
Silver 17.15
Platinum 938.30
Base Metals
Palladium 1,061.00
Copper 3.30
Energy
WTI Oil 60.42
Natural Gas 2.95

Close
Jun 22/18

2,754.88
24,580.89

10,773.20
7,692.82 (new highs)

16,450.14 (new highs)

756.24

1,685.58 (new highs)
1,974.29
6,138.27

176.93
192.38

2.90
2.13

0.34

0.30

94.18 (new highs)

0.7540 (new lows)

116.61 (new lows)
132.59

90.93

1,270.70
16.46
873.30

946.40
3.3

68.58
2.94

% GaingLosses)

Week

(0.9)%
(2.0)%

@7)%
0.7%
0.8%
0.2%

0.1%
(0.9)%
(6.2)%

(0.5)%
0.4%

(1.0)%
(4.0)%

(10.5)%

3.5%

(0.6)%
(0.8)%
0.4%

(0.2)%

0.6%

(0.6)%
(0.1)%
(1.6)%

(3.6)%
(3.5)%

5.4%
2.7)%

YTD

3.0%
(0.6)%

1.5%
11.4%
1.5%
(11.1)%

9.8%
(3.5)%
(57.6)%

(8.0)%
1.7)%

20.8%
4.4%

(33.3)%

(16.7)%

2.4%
(5.6)%
(2.9%
(1.8)%
2.4%

(3.00%
(4.0)%
(6.9)%

(10.8)%
(8.2)%

13.5%
(0.3)%

Trends

Daily (Short Term) Weekly (Intermediate)

up up
down (weak) up (weak)
up (weak) up
up up
up up
down down
up up
down down
down down
down down
up neutral
up up
down down
down down
down down
neutral neutral
down down
down down
down down
down down
down down
neutral up
up up (weak)

Monthly (Long Term)

up (topping)
up (topping)

up (topping)

up (topping)

up (topping)
up (weak)

up (topping)
up (topping)
neutral

neutral
neutral

down
down (weak)
up
down (weak)

up (weak)

up (weak)
neutral
down

up
up

up
up (weak)

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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$SPX S2P 500 Large Cap Index INDX
22-Jun-2018

Open 2760.79 High 276417 Low 2752 63 Close 2754.38 Volume 208 Chg +5.12 (+0.18%) &
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Sourcewww.stockcharts.com

The S&P 500 struggled this past week, but the fearaafeéiwars took over and the S&P 500 lost 0.9%

on the week. It was a poor week all around. Divergences continued as the NASDAQ, the Russell 2000,
and the S&P 600 all made newtathe highs, but the large cap indices of the S&P 500, the Dow Jones
Industrials(DJl), and the Dow Jones Transportations (DJT) did not. The indices must confirm each
other according to Dow Theory and for the past several weeks they have not. If this is correct, then
this bodes poorly going forward. Other indices also fell this pastkas the Shanghai Index (SSEC)

lost 4.4%, the Paris CAC 40 dropped 2.1%, the German DAX fell 3.3%, and the Tokyo Nikkei Dow (TKN)
fell 1.5%. Only the London FTSE 100 managed to eke out a gain of 0.4%. As we note below, the TSX
Composite rose 0.8% and ti&X Venture Exchange (CDNX) was up 0.2%. It is possible that the S&P
500 has completed an ABC correction following the first sharp decline that took place in February
2018. If that is correct, then it is possible that wave 2 or a B wave is complete acmllgebe

starting the 3 wave or C wave down. Potential targets, once new lows are seen below 2,500, are
down to 2,300. Other indices that did not make newtiafle highs were the NYSE Index and the

Wilshire 5000, the broadest index. This is surprisinggrgthe altime highs seen with the S&P 600

and the Russell 2000. Nonetheless, the background is turning negative with Trump threatening trade
wars everywhere. Tariffs against the EU auto industry and sure to follow against the Canadian auto
industry woudl in turn bring sharp retaliations. We have continually noted how auto tariffs would be
quite negative for the Canadian economy and, in particular, the Ontario economy. Trump has also
been going after China with tariffs which in turn is forcing Chinadoeptariffs on U.S. goods.

Nobody wins in trade wars. Falling stock markets would be the culmination of rising fears for the
global economy.
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$INDU Dovw Jones Industrial Average INDX @ StockCharts.com
22-Jun-2018 Open 24526.07 High 2456212 Low 24525.07 Close 2452089 Volume 475.5M Chg +119.18 (+0.40%)
W $INDU (Daily) 24580,89 )
—MA(50) 24659,52 ((v))
—Ma(100) 2467460
—MA(200) 24267 63 3
—EMAL 165) 24263 65

Wolume 476,752,096
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Sourcewww.stockcharts.com

Our longterm picture of the Dow Jonesdnstrials (DJI) remains somewhat ambiguous. We put two
Elliott wave counts on it. The one in blue is consistent Witlott \WWave Internationalvhile the other

we offer as an alternative. Helping the Elliott Waaint is the high volume on that February decline
with the first fears of trade wars. Now that trade wars are threatening to escalate, the stock markets
globally could be poised for a fall of some proportion. That would eliminate the potential for the
alternative count and a run to new highs for the DJI. That the DJI has not made new highs while other
AYRAOSA KI@S Aa I RAGSNEASYOS ¢S OFyQil AIy2NBO
from the index and substituting with Walgreens (WBA). @t lbeen a part of the DJI since 1896

although it has had periods when it was out and then back in. ThelaQWA has acted as great

support for the DJI so far, so a break of 24,200 could prove to be fateful. Under 24,000 could lead to a
decline to 22,40@s a potential minimum target. Only new highs above 25,400 might change this
potential scenario.
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GE General Electric Co. NYSE @ StockCharts.com
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Here is a longeterm chart of General Electric (GE). GE appears poised to breakuwer the 2002

low. A breakdown under $9 would be fatal and could send GE down to the 2009 low of $4.24. The
company is overburdened with debt and is in the process of shedding businesses in order to survive.
Quite the comedown for one of the longestrgg companies in the DJI. At one time, GE was almost

““yzyévzdzé GAUK ' YSNROI A0aStFo 2K2 RARYQlH KI @
YEYlF3ISNI RARYQG KIFE@PS D9 Ay (GKSANI LRNILTF2fA20 | 24
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$COMPQ Maszdag Composite INDX @ StockCharts.com
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The NASDAQ continued its relatively lonely climb to nesinad highs again this past week. But after

hitting a new high at 7,806 the NASDAQ reversed and closed lower on the week by 0.7%. As well, we
appear to have ihwhat would signal to us that a decline is under way: the top of that ascending

wedge (bearish) and a drop through 7,635 the June 19 low. The wedge triangle suggests a decline

back towards 7,100 would be in the works. Note as well how the volume seamadk up with
CNARIF&2Qa RSOfAYyS® ¢KS C!!bbDa SR GKS gl & dzZLd |yl
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It is noteworthy that the commercial COT for the S&P 500 has taken quite a dregashbiweek it

fell from 72% to 52%. Granted, options expiration took place last week but, nonetheless, the drop is
noticeable. Long open interest collapsed by almost 64,000 contracts even as short open interest
dropped by about 9,000 contracts. The laggeeculators COT (hedge funds, managed futures, etc.)
also fell from 79% to 74%. Open interest took a big hit. Given the stock market was rising as the
commercial COT stayed high, maybe we should pay heed to this drop that might be telling us that a
declineof some proportion is about to hit.
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$TSX TS Composite Index TSE @ StockCharts.com
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The TSX Composite made a newiaike high this past week at 16,489. Energy stocks helped lead the

way. But that potential ascending wedge appeto be completed and, if correct, a decline could

come this week which could be just as swift as the rise. Descending wedges tend to go back to where
they started, and in this case that could take the TSX back to 14,990. The TSX is looking somewhat
exhaisted, so buyer beware. If those threatened trade tariffs on autos materialize, then look out

0St 26 DAGSY ¢NHzYLIQa SNNF GAOAAYZI GIFINRFTFA AL AY:
lead to the collapse of NAFTA. The Canadian economy wdifiéd aacordingly. There is evidence the
I'FYyFRAFY SO2y2Yeé Aa [ENBIRe at2gAy3Id hyldl NR2T
suffer the most if auto tariffs were applied by the U.S.
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SMSWORLD MSClvWarld (ex USA) Index (EOD) INDX ® StockChartscom
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Is the global MSCI World Index leading the way? Unlike many other indices, the MSCI Index has fallen
below its key daily MAs of 50, 100, and 200. This is a potential sign of weakness on a global scale,
although the M5CI remains dominated by U.S. stocks. The MSCI has also broken down from the long
term trendline that had been in place, thus confirming the weakness. This is why we are wondering if
the MSCI is the canary in the caaine for the rest of the indices. Tinvll tell.
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SUSTI0Y 10-Year US Treasury Yield (EOD) INDX @ StockCharts.com
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The 10year U.S. Treasury note fell to 2.90% this past week from 2.93% the previous week. That the
10-year appears to be turning down now and not challenging the edrigdr at 3.11% bodes positive

for bond bulls. Bonds would be turning lower in yield (rising in price as prices move inversely to

yields) because of safety concerns or because the bond market is smelling potential recession trouble
down the road. The bond amket often moves in advance of what is to happen next. Our-toid

target for the 10year was 3.20%, so reaching 3.11% is at least close. It is still possible this is merely a
correction to the most recent rise. The decline to 2.77% a few weeks aguiggered by bank

failure fears in Italy and the EU. Those fears are still lingering as rumours of Italian bank failures and
trouble at Deutsche Bank persist. The problems at Deutsche Bank are well known and while they are
experiencing considerable anguighS R2y Q4 o06Sft AS@S | O2fflLJAS Aa 13
Deutsche Bank would make the Lehman Brothers collapse of 2008 look like a Sunday School picnic. As
well, the Fed is committed to hiking interest rates further in 2018 against the backdrogtiadfreger

U.S. economy and the ECB is holding off on interest rate hikes with the EU economy weakening: all
this is helping to widen spreads between the two. Trouble in the EU would be reflected positively in

the U.S. with a flight to safety. German Bunasd also benefitted from this flight to safety. The 10

year German Bund yield has fallen to 0.34% from 0.49% in June. There is considerable nervousness
about the state of Italian Banks and even of Deutsche Bank.
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Recession Watch Spread

SUSTI0Y-$UST2Y 10-Year US Treasury Yield (EOD)-2-Year US Treasury Yield (EOD) INDX @ StockCharts.com
Z2-Jun-2018 Open 0.34 High 0.24 Low 0.34 Close 0.34 Chyg +0.00 (+0.00%) =
— $USTLOv-$USTZY (Daily) 0,34

1.28
‘olume unds 15

1.25

1.230

1.15
1.10
1.05
1.00
0.95

0,50 0.860 0.90
0.830 028

./V\/v-\'\ A 0720 0.80
¥ f : -

0.780 0,770

2017 Feb har Apr b ay Jun Jul Aug Sep

Sourcewww.stockcharts.com

The recession watch¢20 spread narrowed further this past week, falling to 0.34% from 0.38% the
previous week. The spread could be at support here so a rebound this coming week would not be a
surprise If, however, the spread was to fall more this coming week it would bust through what
appeared to be a forming falling or descending wedge triangle. We have noted before that the spread
could fall rapidly at this stage. Still, at 0.34% it is not nega®.0Sa aA 2y a R2y QG dza dz
the spread turns negative and stays that way for at least a few months. Since the February high the 2
10 spread has fallen 50% as the decline picks up speed. Nonetheless, we are predicting it could go
negative sometira into 2019 and a recession could be underway before the end of the year if history
holds.
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$USD US Dollar Index - Cash Settle (EOD) ICE @ StockCharts.com
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Has the US$ Index topped? We did achieve our-togid targets of just over 95 with a higi 95.22.

It was right in our zone of 985.25. The US$ Index then reversed and managed to close lower on the
week, back below 95. The US$ Index lost 0.3% on the week after making +wvesekhighs. On the

other side, the Euro gained 0.4% on the week raft@king new 52veek lows. Trade wars make

people nervous. The Cdn$ lost 0.8% on the week and it too made neve&?2lows at 74.80.
bSNB2dzaySaa 20SNJ NI RS 6FNER 6AOGK GKS | o{ ® RAR
52-week highs and closirigwer is a negative going forward. Ditto for the Euro, only it made new

lows and then reversed, closing higher. The Cdn$ had a positive day on Friday but failed to
completely reverse the week. There is considerable support for the US$ Index down t@8a.75
further support down to 91.20. But below 91.20 a major breakdown would most likely get underway.
Resistance is how seen up to 95/95.25. At the highs sentiment had reached 90% a level often
associated with significant tops. If the US$ Index were toine@a.25 and especially above 95.50,

then odds favour a further rally to possibly 98/98.50. Until we firmly break back under 93.50 the US$
Index could recover, but we doubt it.
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