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DovishMusing Barely Begun BeaRositive SeasonalityRayroll Watch Fear and Greed PhaseBoppy USD

U.S. stock markets put in a strong up week thanks to musings from Fed Chair Jerome Powell that the Fed rate
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over? Hardly. There are no signs that the bear market that has barely begun is now over. Bear markets have
many twists, turns and false sta. This is not to deny that markets could make it back to the highs seen in

early October 2018. December, as we have noted, often brings positive markets. The question is how positive

will December 2018 be. The global economy is showing signs of slaMémch carefully the nonfarm payrolls

for November out this Friday December 7.

This week we look at the psychology of markets. Markets are dominated by fear and greed. We note the
phases of fear and greed and examine a few examples including the stoostngmld and our favourite

Bitcoin. Bitcoin is a classic example given that it exploded in an enormous bubble topping twelve months ago
at well over $19,000. Greed gripped the market. Now it is fear gripping the market in disbelief as Bitcoin has
tumbledover 80% falling under $4,000. Bitcoin put in once again newegk lows.

With the Fed appearing dovish bond yields fell this past week and the recession wHlcyear spreadpage
16)narrowed further. Although it is still not in recession territory. The ddBar continues to twist and turn as

F £ FNBS G2LILAY3I LINRPOSadaa O2yliAydzSad D2fR YR GKS LINX
declarations but as the U.S. dollar strengthened gold quickly gave back its gains. But with the U.S. dollar
continuing to look toppy the gold and precious metals markets continue to look like they are making a bottom.

As highlipted in our Chart of the Week (page 28i)yer production has been declinin§ubsequent charts

suggest hat debt-fueled demand for alternative asset classes such as bonds, equities and reahastate
hinderedsilver price§ising in response to this production declin@/e await a firm breakout that may not

come until after the FOMC on December 19.

Oil prices fellagaintonew 52 S S f 26 & 0 dzi oad rebo8n8dd aril cl&et Rardiri@lfy Bigher.
Nonetheless, energy exposure in the Canadian Dividend §yrdias been displaced by the industrial sector.
Has oil bottomed? The beleaguered energy sector certainly hopes so.
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But will it?

Have a great week!
DC
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G.dz2 6KSYy @2dz FNB aOFNBR (2 RSFGKT asStt 6KS
T market maxim Cabot Market LetterApril 12, 2001)

G¢CKSNBEQa y20KAY3 gNRy3I gAGK OFaAK®d LG TFADE
T Robert Prechter, Jr. (Elliott Wave theorist)

GLT AYOSHIRAYFAAYASISY®TSe2dz F NB KFGAy3d FdzyI & 2dzQNB LIN
Ad OZ2NAYyIdE
T George Soros (financier, philanthropist, political activist, author, philosopher)930

It is like night follows day, and like the four seasons springnser, fall and winter follow each other. It

R2SayQd YIFIGGSNI 6KSNB @2dz aidl NIT GKS 2NRSNJ aidlea (K¢
For the economy, the order is prosperity phase, recession phase, contraction phase, and recovergrphase;

you wish, boom, slow down, bust, and recovery. Some also call it expansion, peak, contraction, and trough.
Nonetheless, the order remains roughly the same. The stock market also follows a path generally as early bull,
middle bull, late bull, peak dop, early bear, middle bear, late bear, and trough. Unlike night and day and the
seasons, the economy and the stock market do not follow a set period. And therein lies the difficulty of

predicting the economy and the stock market.

Below is an interegtig depiction of the economy and the stock market:
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1. Source: 2000, Starndard and Poor's, a division of McGraw-Hill Companies, based on a study analyzing
the differences in market returns of 90 Industries vs the S&P S00 during 10 complete economic cycles
from December 1245 — December 1955

Sourcewww.standardandpoors.com
The chart also includes which sectors are likely to do well during each phase of the stock market and the
economy. Agairthe timing is not easily predictable nor is the behaviour of each of the sectors. No wonder
when one writes about the stock market and the economy the disclaimers at the bottom are essential. Past
performance is no guarantee of future results. HoweMer tell you winter will start on December 21 and
SYR 2y all NOK wnX ¢S OFy 3dzZ NryiSS Aded 2SS OFyQild 3dz !
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Below is one of my favourites. A psychology chart of a market cycle. We have witnessed a few markets that fit
this profile perfectly. One of the first comparable charts we saw was the gold market 0§1986. That

covered the disbelief to the euphoria through to anger and depression. The gold bull market lasted from 1976
to 1980. The gold bear lasted from 1980 to 20d@lihough along the way there were a few good rallies.

¢ I EEELINGS ARFEARING SIMPLIFIED MARKET CYCLE
AS THE MARKET FLUCTUATES.
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WAL&&L&%I&%T www.wallstcheatsheet.com TIME

Sourcewww.wallstcheatsheet.com

The recent Bitcoin market is a textbook example of the above chart. Note Bitcoin below. One should note that
the Bicoin market from bubble to collapse is not over yet. But we could be entering the panic phase. That tells
dza 6S KI @Sy Qi NBIFIOKSR (GKS yaSNJ YR RSLINBaaAazy ail :
0KS LI AY A& 20SNX .dzi AdG LINRBoOolofeée AayQiao
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$NYXBT NYSE Bitcoin Indesx (ECD) INDX @StockCharts.com
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Sourcewww.stockcharts.com

The recent bull market in stocks is also an excellent example.

$SPX 5P 500 Large Cap Index INDX @ StockCharts.com
28-Nowv-2018 1:29pm Open 264297 High 272695 Low 254097 Last 272577 Volume 448 Chg +93.21 (+3.54%) «
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Sourcewww.stockcharts.com

2 5Q0@S f1 0SSt t SR rantly bulitheieaslt 8 th& darie. Bxtkem& Biphoria accompanied the top in
January 2018. Following the trade war correction in February/April the market rebounded once again. This led
G2 O2YLX | OSyOeéao ¢KS o0StAST g1 apthekranket. Bubchee agaiNtd®ry LIQ &
NBadzZ & ¢la GKS R2gYRNIFU AY hOd20SNW® LGQa SINIes
where the belief will be that the market will regain its foothold and once again start an up leg. We dotjbt tha
but then bear markets are tricky and will give off many false starts.
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$GOLD Gold - Cortinuous Contract (ECD) CME @ StockCharts.com
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Sourcewww.stockcharts.com

The gold bull (2002011) and bear (20X2015) is another excellent example of market psychology. Once
agdn, we labelled it a bit differently to show the different stages. Gold went through a few corrections on its
way to the top first in 2008. The 2008 correction was the steepest, but we note corrections through 2003,
2004¢2005, and 20062007. Following th2008 low the market went almost straight up to the September

2011 top. This was the thrill and euphoria stage. What followed was the 2012 market where many believed
that this was just another correction. In other words, complacency had set in and thbdiref was that all

we had to do is wait for the next stage of the rally. The gold market was slammed in April 2013 and anxiety
turned to denial and panic. By the time the market bottomed in December 2015 one was hard pressed to find
a gold bull anywhere.

But the rebound since December 2015 has been quite inconclusive. This is typical of disbelief, that all of this
KFa 2dzaid 0SSy I adzO]SNRa Nrffeo !''yR a2 FFENE (GKFG A
plummeted and one woulfind it difficult to find many gold bulls around. Yet it has all the earmarks of setting

up for another strong move to the upside.

la GKS YFLEAY &l é&axz a.dz2 6KSy &2dz | NB a0FNBR (G2 RSI
market, the seasns are shifting from a top to early bear. It is good to know where you are in the cycle.
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Bitcoin Watch!

Bitcoin
$4,104.51

-1.06%V

Linear @ 3m

Sourcewww.coindesk.com

G526y> R26Yy>X R2¢6y Al F2S&ad 2 KSNB Al aidz2Lx
T unattributed expressin

One of the biggest bubbles ever has burst. It is possible, though, that Bitcoin has fallen into the capitulation

a0l 3So 2SS 2dzad R2y Qi (1y2¢ K2¢g t2¢ GKAa O2ffl LAS Ol \
near $3,500 at one point. Ercollapse under $6,000 suggested a minimum decline to around $3,700. Target
achieved. But if Bitcoin keeps falling, the next target could be down to $2,200 or even lower. There are many
glhe&a G2 O fOdA I GS GKS LI Sy irddoditivead Nltimateli o golidibe RS Of )
back under $1,000.
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The alternative currency at one time had a market cap of $327 billion, and many were suggesting that it could

go to $1 trillion. Now it is headed the other way. The current market cap fooiBiat Coin Market Cap
(www.coinmarketcap.comis around $70 billion and falling. The market cap of all the cryptocurrencies has
FILEtSy G2 2dzAG dzyRSNJ Pmon o0Af f A2 ¢ dumBeKdf diyRtdcuri@rgigsy NP dz
fAa0SR A& OdaNNByidte wxntc Ly AYyONBFrasS 2F p FNBY Gf
newcryptos I aA3dy G2 dza GKIF G (FKatéhey¥re stil] sBawindsigidsyiddpero 2 G G 2 YSF
maybeRA 406 St AST GKI G Al 62y Qi tindicdtes ¥puateét stdiedaNdriaS ThEre 42 3 ¢
are 9 cryptos with a market cap over $1 billion, upnir8 last week. Bitcoin represents almost 54% of the total

crypto market. The number of dead osiregistered at Dead Coingww.deadcoins.comremains at 934.

It is pointless to go over the many reasons why this market has collapsed. What continues to fascinate us is the
ONE LJi 2 OdzZNNB y O A Sthe® wilvriseNidprs the dead &ntl @yg. Thiske Borses have long since left
the barn. Overall, this market remains in denial that it is a spent force.

$NYXBT NYSE Bitcoin Indesx (ECD) INDX @StockCharts.com
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MARKETS AND TRENDS
Close
Dec 31/17
Stock Market Indices
S&P 500 2,673.63
Dow Jones Industrials 24,719.22
Dow Jones Transport 10,612.29
NASDAQ 6,903.39
S&P/TSX Composit 16,209.13
S&P/TSX Venture (CDN 850.72
Russell 2000 1,535.51
MSCI World Index 2,046.47
NYSE Bitcoin Inde 14,492.18
Gold Mining Stock Indices
Gold Bugs Index (HUI 192.31
TSX Gold IndtgTGD) 195.71
Fixed Income Yields/Spread:
U.S. 10Year Treasury yielg 2.40
Cdn. 10Year Bond yield 2.04
Recession Watch Spread
U.S. 2year 10year Treasury 0.51
spread
Cdn 2year 10year CGB 0.36
spread
Currencies
US$ Index 91.99
Canadian $ 0.7990
Euro 12003
British Pound 135.04
Japanese Yer 88.76
(weak
Precious Metals
Gold 1,309.30
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
Nov 30/18

2,759.99
24,538.46

10,820.20
7,330.54
15,197.82
589.52 (new
lows)
1,533.26
1,806.32
3,979.04 (new
lows)

145.04
164.35

3.01
2.27

97.20
0.7527
113.19
127.45

88.12

1,223.20
14.22
799.80

1,168.60 (new
highs)
2.79

50.42 (new lows)

4.61

% GainglLosses)

Week

4.8%
5.2%

4.4%
5.6%
1.3%

2.1)%

3.0%
1.0%
7%

(1.9)%
(1.4)%

(1.3)%
(3.4)%

(12.5)%

10.0%

0.4%
(0.3)%
(0.1)%
(0.5)%

(0.6)%

(0.3)%
(0.1)%
(5.4)%
4.9%
0.7%

1.0%
5.7%

YTD

3.2%
3.3%

2.0%

6.2%
(6.2)%
(30.7)%

(0.2)%
(11.7)%
(72.5)%

(24.6)%
(16.0)%

25.4%
11.3%

(58.8)%

(69.4)%

5.7%
(5.8)%
(5.7)%
(5.6)%

0.7)%

(6.8)%
(17.1)%
(14.8)%
10.1%
(15.5)%

(15.7)%
56.3%

Daily (Short
Term)

neutral
neutral

up
neutral
neutral
down

neutral
down (weak)
down

down
neutral

up
down
down
down

down

neutral
down
down

up

up

down
up

Trends

Weekly
(Intermediate)

down (weak)
neutral

neutral
down
down
down

down
down
down

down
down

up
down
down
down

down

down
down
down

up

down

down
up

Monthly (Long
Term)

up (topping)
up (topping)

up (topping)

up (topping)
neutral
down

up (topping)
neutral
down

down
down

neutral
down (weak)

neutral

down

down (weak)

down (weak)
down
down

up

up (weak)

neutral
up

Sourcewww.stockcharts.comDavid Chapman

Note: For an explanation dhe 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 SaP 500 Large Cap Indesx INDX
30-How-2018
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markets. The S&P 500 jumped 4.8%, the Dow Jones Industrials (DJI) was up 5.2%, the Dow Jones
Transportations (DJT)se 4.4%, and the NASDAQ jumped 5.6%. It put all the indices in black once again for

the year. On the surface at least, the jump this past week may signal the year might be salvaged. The small cap
Russell 2000 also rose but a more subdued 3% while the ar§pos€ite rose only 1.3%, held down by ongoing

weakness in materials and energy. Only the TSX Venture Exchange (CDNX) continued its woeful ways, falling to

new 52week lows, down 2.1% on the week. The junior index is down a horrible 30% this year. The bear

market has been insufferable.

Internationally, the MSCI World Index (MSCI) gained about 1%, the London FTSE 100 was up 0.4% shaking off
Brexit woes, the Paris CAC 40 gained 0.6%, while the German DAX was up a small 0.1%. In Asia, the Chinese
Shanghai Inde (SSEC) was down 2.4% and remains one of the weakest of the international markets, down

21.7% on the year. The Tokyo Nikkei Dow (TKN) jumped 3.9%.

CKS NAAS (KAA 6881 6layQid 2y 3INBIG @2t dzv$

I £ (K2 dz3 K

wave down from the top on October 3 while the current wave is inconclusive. The first wave down bottomed
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in the process of making what should bet@ wave of an ABC correction. We have noted that December
tends to be positive. Arally could extendintoy&y R F2NJ 6§ KS GNI RAGAZ2Y L WQ{l yi
wave that topped on November 7 at 2,815 may be sufficient to complete the secovel Wahat is correct,
then the jump this past week is merely a correction to the wave that bottomed on November 23 at 2,631. Any
move now up through 2,800 would suggest further gains should lie ahead. We doubt, however, that the
market would make new higs even if the S&P 500 did make it through 2,800. Failure to follow through to the
upside this coming week could be potentially negative.

$COMPQ Nasdag Composite INDX @ StockCharts.com
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Unlike the S&P 500, the NASDAQrdake new lows below the October 29 low on November 23. We have

seen corrective B waves make new lows (or highs) in the past, but it could be signalling that the rebound from
October 29 is over. Unlike the S&P 500, the NASDAQ failed to regaindag B0A.The shoriterm trend only

turned neutral this past week from down while the intermediate trend remained down. Most indices weekly
intermediate trend is in down modes, suggesting to us that the bear market is underway. The question right

now is, can the rdy that was started this week have some life to it through December? The NASDAQ is being
weighed down by the FAANGSs. The former leaders to the upside are still leading, but this time the leadership is
02 0KS R246yaARS® 2S5 | { & petveehyh@mark¥td af tRis siaGeSDivergencesh @S NE S
suggest that one market could make somewhat higher highs but others do not. Only above 7,700 does the
NASDAQ look a little more positive. Otherwise, rallies are an excuse to sell NASDAQ stocks.
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The MSCI World Index (MSCI) suggests to us that we are in a bear market. The MSCI Index has been
relentlessly down since January 2018. This is a market entrenched in a downtrend. Emerging anautkets
Achilles heel for the global stock markets and emerging market debt is potentially dangerous enough to spark
a banking crisis if defaults occurred. And there is no shortage of potential country defaults. Major international
indices are either poted down or appear to be making a very broad top (TKN comes to mind). Few, if any,

appear to be headed higher. The Brazil Bovespa Stock Exchange appears to be an exception as it recently made
new highs.
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The TSX Composite is no exception to markets now caught in the grip of a bear market. Note the TSX made
new lows below the FebruagApril lows. The TSX recovered this past week, but it was feeble. We can
categorize the various TSXbsadices into roughly three categories: Topping, Bearish, Bullish. Most continue

to look toppy but could remain somewhat bullisiGlobal Mining, Industrials, Real Estate, High Tech,

Consumer Discretionary, and Consumer Staples. Ones that still look mdliste Health Care and
Telecommunications. The ones that are bearish are Energy, Utilities, Financials, Materials, and Gold; although,
as we note, the Gold stdibdex could be forming a bottom here, but in the interim still is bearish. The large cap
TSX 6 is outperforming the TSX Composite and still looks mildly bullish, but it could be topping. Most indices
are either topping or are in early bear. Only Gold appears to be in late bear.
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Here is a very lonterm chart of Apple (AAPL) dating way back to its beginnings in theighdes. What it

looks like to us is that Apple may have completed an importantfisee advance from the lows of 2002

2003. Still, the wave may only be ttiérd wave within a much longeil S NY  dzLJA NBYR® 2 KI & 4SO
a sharp period of correction more akin to what was seen £2093. That one saw Apple fall 83%. Ouch! That

would pull Apple today down to about $40. Even a good Fibonacci 38.2% carnerctitd take Apple down to

F NRPdzy R Pmcn® {dzNLINAaAy3Iftes G bpmty OGKFGQa y2i GKIG
g 2 dzf Ry @étchanl &nd Wauldbe considered a normal correction, given the long run from 80 cents in

2003 to the bp at $232.
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The October margin numbers are out. Overall margin debt has fallen in line with the markeg Qutober.

This chart looks at a bigger picture of margin debt. What it encompasses is cash and credit balances in margin
accounts minus margin debt. What it shows is that overall margin debt is astronomical compared to earlier
periods, including the tdebubble era and the housing crisis spitime crisis leading to the crash of 2008. It is

a mindboggling chart that, we believe, can only end in a disaster. Despite the drop in the market in October
the negative balances eased only slightly. Of coursealtieenative is that this time it is really different. But if

one had looked at the numbers back in 2007 vs. 2000 one would have thought there was no problem. Well, no
problem until there was one.
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