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Riveting focus, spooked gold, dangerous long, humming weaknesses, Powell put, no recession, buyback view

Weren'’t the markets riveting last week? Well the markets not so much as the focus was on testimonies,
charges and more. Gold was spooked to the downside but it was Fed Chair Jerome Powell playing the grinch.
Nonetheless gold conformed to our thoughts last week that we had reached a temporary top. As to the stock
markets the jury is out. The stock markets are at a crucial point. A burst above could trigger a buying panic. But
even a pullback consolidation won't eliminate thoughts of a major breakout above and a run to new all-time
high. No matter how one looks at this market it is a dangerous one and one could be long but with caution.

The markets appeared focused on the potential for a U.S./China trade deal, a U.S. economy still humming
along even if there are some weaknesses appearing, and following Fed Chairman’s Jerome Powell’s musings
there is now talk of a Powell put. We all remember the Greenspan put, the Bernanke put and the Yellen put. In
other words hints that the Fed will not let the market collapse despite storm clouds gathering. Our recession
watch spread (page 19), however, is going in the opposite direction signaling no recession soon. The Canadian
Dividend Strategy remains fully invested. We found an interesting chart about stock buybacks and have
presented it this week as our Chart of the Week (page 29).

Numbers to watch this coming week are the employment reports due out on Friday in both the U.S. and
Canada.

We are away next weekend so there will be no report. We'll endeavour to put out a short update prior to
leaving.

Have a great week! Spring is around the corner.

DC
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“A generation from now, Americans may marvel at the complacency that assumed the dollar’'s dominance
would never end.”
—Floyd Norris, chief financial correspondent, New York Times, 2/2/2007

“Capitalism without bankruptcy is like Christianity without hell.”
—Frank Borman, NASA Astronaut Gemini 7, CDR Apollo, CEO Eastern Airlines, April 1986

“The generally accepted view is that markets are always right—that is, market prices tend to discount future
developments accurately even when it is unclear what those developments are. | start with the opposite
point of view. | believe that market prices are always wrong in that they present a biased view of the
future.”

—George Soros, 1987, financier, philanthropist, political activist, author, philosopher, b. 1930

“I was a fool. But he was a cheat.” So exclaimed President Trump’s former lawyer and “fixer” Mickey Cohen in
a dramatic public testimony into Trump’s personal and business affairs. Here in Canada the words were
different, but the effect was the same. The testimonies of Mickey Cohen and Judy Wilson-Raybould were
riveting and dramatic, threatening a president and a prime minister. Then there was another summit between
Trump and Korean leader Kim Jong-Un that ended abruptly. The love affair is over? India and Pakistan are
threatening each other. Are they on the brink of nuclear war? And, just when we thought things couldn’t get
more interesting, Prime Minister Netanyahu of Israel was charged with bribery, fraud, and breach of trust. Oh,
the drama. And, lest we forget, Fed Chairman Jerome Powell spoke and negotiations continued with the
Chinese over trade. All in all, a dramatic and unforgettable week. Who cares about markets when the best
shows are the ones being played out on C-Span.

But, alas, our focus is markets and unless the drama in Congress, Ottawa, and Hanoi, on the Pakistani/India
border, and in Tel-Aviv are impacting markets, then they are just a lot of sideline noise. The clash between
Pakistan and India was cited as a reason the markets wobbled earlier in the week. And, don’t forget the drama
going on in Venezuela. But it too has had little impact on markets. It may all be noise, but one can’t ignore it as
many suggest because that noise can suddenly, with little warning, impact markets.

Trade negotiations with China can have an impact on markets. If they succeed, the markets will rally. But if
they fail, the markets will fall. Trump had previously announced a March 1 deadline. But the reality is, working
on a deal with China is complicated. Oh, a deal is being prepared, but if the U.S. pushes China too hard China
will walk away. That is just what North Korean leader Kim Jong-Un did, although it was made out it was Trump
that walked away. The two failed to agree on the lifting of sanctions so it was pointless to continue. North
Korea wants an easing of sanctions as incentive to denuclearize. The markets wobbled on the failure of the
summit.

China/U.S. trade negotiations are far more important than the North Korea/U.S. dickering over sanctions and
nuclear weapons. Everybody wants a resolution. The question is, is one forthcoming? Not immediately. The
U.S. won a little battle at the WTO over China providing farm subsidies, but China’s retaliation for Trump’s
tariffs is hitting U.S. exporters. It is estimated by some that U.S. exporters could lose upwards of $40 billion a
year because of Chinese tariffs. Tariffs work both ways. Nobody wins.
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Lost Exports

Collapse in U.S. exports last year worth more than $17 billion
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U.S. Q4 GDP came in at +2.6%. That, in many respects, was higher than expected. It was thought that poor
retail sales in December would drag the number down. For the year, the U.S. came in as a gain of 3.1%. That is
the highest since a 3.5% gain in 2005. It will be crowed by Trump. It is higher than the euro area (+1.9%), Japan
(+1.0%), U.K. (+1.3%), and Canada (+2.1%). German GDP is estimated to be +1.5% for 2018 and France is
anticipated to also gain 1.5%. The U.S. GDP is exceeded only by China (+6.4%), but China is following a
downward trajectory. We can’t help but note that China’s factory PMI for February came in at 49.2. It was the
third consecutive month under 50. Readings under 50 are indicative of a possible recession.

But the GDP gain is coming at a cost of sharply increased debt. Consider that since Trump took office GDP has
grown by roughly $3.1 trillion. But U.S. national debt is up $2.1 trillion. When Trump took office, the U.S.
national debt stood at $19.9 trillion. Now it is almost $22.1 trillion. When one considers all debt securities in
the U.S. that includes government, corporations, and the consumer, debt has grown by $6.2 trillion since
Trump took office. We have consistently said that one cannot grow GDP by debt alone. At some point debt hits
its limits. Make America Great Again? How about Make America debt bigger again!

Take student loans in the U.S. as an example. Since 2010, student loans have more than doubled to almost
$1.6 trillion. Apparently, that is divided up between roughly 44 million students or nearly $36 thousand per
student. It is estimated that some 11.4% of the debt is delinquent. Automobile loans are lower with a total of
around $1.2 trillion. The delinquency rate is around 4%, but a large proportion of that is in what one refers to
as sub-prime auto loans. With sub-prime auto loans, the delinquency rate is around 16%. Sub-prime auto loans
make up roughly 25% of all auto loans.
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With China faltering, it is also no surprise that the eurozone is faltering as well. The U.K. appears headed for a
train wreck because of a no-deal Brexit. There is a lot of maneuvering, but the reality is they are unable to
secure a deal that will satisfy everybody. In the eurozone, factory orders are faltering because of the tariff
stand-off with China and the U.S. and because of Brexit. The chart below shows the decline in the eurozone
PMI. A note that this can reverberate back on the U.S. and, by extension, Canada as well.

Euro-Area Gloom
Manufacturing gauges declined across most of the region
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Source: www.ihsmarkit.com, www.bloomberg.com

All of this brings us around to Fed Chair Jerome Powell and what the Fed is doing. Remember the Greenspan
put, the Bernanke put, and the Yellen put? Well, now we may have the Powell put. Powell spoke in the Capital
this week and he continued to preach patience. Markets had faltered on the Fed trying to reduce their balance
sheet. Now Powell is preaching that the Fed will end its balance sheet reduction this year. That’s good news for
the markets and that may yet help push the markets to new highs. Now, the hints are not quite the same on
rate hikes, but it is becoming widely accepted that the Fed will not hike at its March 19-20 FOMC. But they
could still hike later. The Fed is becoming concerned about slowing in China and the eurozone.

The Fed is becoming concerned about the global economy. Storm clouds are gathering, but the stock markets
keep going higher. Fear of missing out? We are approaching a crossroads. And in the background a lot of
drama.
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$SPX S2P 500 Large Cap Index INDX @ StockCharts.com
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Don’t get too excited about the Fed cutting interest rates as some have mused. If cutting interest rates were a
panacea, then you would think that the stock market would steady and rise. But no; as this chart shows, the
Fed cut rates 13 times in 2000—2003 and yet the stock market still fell 50%. In 2007-2008, the Fed cut rates to
effectively zero, but that didn’t stop the S&P 500 from falling 58%. Only with huge injections of liquidity
(quantitative easing QE) did the stock market react to the upside. As we have noted, it was also fueled by a
huge debt binge. The Fed has hiked rates 9 times from 2015 to date but the market kept rising, thanks to a
huge Trump tax cut. However, the effects of that should be falling off. A reminder that the Fed also cut rates
several times in 1929 but it didn’t stop the market from falling 89% in 1929-1932.

The stock market is rebounding because of expectations of a positive outcome on the China-U.S. trade front
and the Fed moving from a hawkish to a dovish tone. The economy reporting good numbers, as was seen in
the recent GDP numbers, is also fueling the stock market. There is also a considerable amount of cash on the
sidelines, thanks to the recent downside gyrations. Fear of missing out on a rally can be a big motivator in
moving that cash into the stock markets. And a realization that there might now be a Powell put.

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

50f31


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

ENRICHED

N VESTI I NCORPORATETD
MARKETS AND TRENDS
Close Close
Dec 31/18 Mar 1/19
Stock Market Indices
S&P 500 2,506.85 2,803.69
Dow Jones Industrials 23,327.46 26,026.32
Dow Jones Transports 9,170.40 10,462.04
NASDAQ 6,635.28 7,595.35
S&P/TSX Composite 14,322.86 16,068.25
S&P/TSX Venture (CDNX) 557.20 625.16
Russell 2000 1,348.56 1,589.64
MSCI World Index 1,710.88 1,878.45
NYSE Bitcoin Index 3,769.99 3,817.16
Gold Mining Stock Indices
Gold Bugs Index (HUI) 160.58 164.66
TSX Gold Index (TGD) 186.74 188.37
Fixed Income Yields/Spreads
U.S. 10-Year Treasury yield 2.69 2.76
Cdn. 10-Year Bond yield 1.96 193
Recession Watch Spreads
U.S. 2-year 10-year Treasury spread 0.21 0.21
Cdn 2-year 10-year CGB spread 0.10 0.17
Currencies
USS Index 95.73 96.45
Canadian S 0.7350 0.7522
Euro 114.58 113.66
British Pound 127.50 132.12
Japanese Yen 91.24 89.32
Precious Metals
Gold 1,281.30 1,299.20
Silver 15.54 15.26
Platinum 795.90 863.20
Base Metals
Palladium 1,197.20 1,536.60 (hnew
highs)
Copper 2.63 2.93
Energy
WTI Oil 45.41 55.80
Natural Gas 2.94 2.81

% Gains (Losses)

Week

0.4%
flat

(1.2)%
0.9%
0.3%
0.3%

flat
0.5%
(3.2)%

(5.6)%
(4.1)%

4.2%
2.7%

23.5%

70.0%

0.1%
(1.2)%
0.3%
1.2%

(1.2)%

(2.5)%

(4.1)%
2.1%

5.1%

(0.7)%

(2.6)%
4.4%

YTD

11.8%
11.6%

14.1%
14.5%
12.2%
12.2%

17.9%
9.8%
1.3%

2.5%
0.9%

2.6%
(1.5)%

flat

70.0%

0.8%

2.3%
(0.8)%

3.6%

(2.1)%

1.4%

(1.8)%
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28.4%

11.4%
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Daily (Short
Term)

up
up

up
up
up
up
up
up
up

up (barely)
up (weak)

up
neutral
neutral

up

down

neutral

down
up

up

up

up
neutral

Trends

Weekly
(Intermediate)
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Monthly (Long
Term)
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Source: www.stockcharts.com, David Chapman

Note: For an explanation of the trends, see the glossary at the end of this article.
New highs/lows refer to new 52-week highs/lows.
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Stock markets continue to rise, but there are some signs that this rise is slowing. The first thing we note is the
waning volume as the stock market moves higher, suggesting to us that there are fewer and fewer
participants. This past week the Dow Jones Industrials (DJI) actually slipped 0.02%. So, it was essentially flat.
The S&P 500 rose 0.4% while the NASDAQ jumped a solid 0.9%. But in a potentially negative divergence, the
Dow Jones Transportations (DJT) fell 1.2%. The small cap Russell 2000 was also pretty flat on the week as it
rose a paltry 0.03%. Elsewhere, the TSX Composite was up 0.3% as was the TSX Venture Exchange (CDNX). In
overseas markets the MSCI World Index rose just under 0.5%, the London FTSE 100 faltered (Brexit woes?)
falling 0.7%, but the Paris CAC 40 rose almost 1% and the German DAX was up 1.3%, seemingly shrugging off
potential recession woes. In Asia, China’s Shanghai Index (SSEC) rose 4.9%, continuing its recent winning ways
and the Tokyo Nikkei Dow (TKN) slipped 0.4%.
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A rising DJI against the backdrop of signs that the U.S. economy could be slowing suggests that this rally could
soon be running out of steam. Building permits have been falling now for the past year, housing starts are
falling (thus weakening in construction), unemployment claims appear to have bottomed as they been rising
for the past several weeks, and recent retail sales numbers were flat to negative. Consumer confidence has
slipped from its highs. All in all, the numbers suggest a slowing economy. The latest GDP numbers also slowed
from the previous quarter, but, overall, they remained robust for the year as the U.S. economy grew by 3.1%,
the best in years.

Despite this, the stock markets keep on rising. There was, as we noted, some divergences this past week as the
NASDAQ actually made new highs for the move up, but the other indices did not confirm as they did not make
new highs. We also noted the drop in the DJT. The stock markets are just under potential major breakout
points that could spark a buying panic and a melt-up. 30,000 DJI here we come, but maybe not. The high so far
for the DJI on this up move has been at 26,241. That was just shy of our major breakout level of 26,300. The
S&P 500 also sits under its major breakout level of 2,825. The NASDAQ’s major breakout level is at 7,700. The
NASDAQ also sits just under that level. So, these markets are at important crossroads. Some indicators suggest
that the markets will break those key levels and go on a melt-up. On the other hand, a pullback could occur but
it might be shallow before they regroup and then burst through the melt-up levels. We could make an
argument for a head and shoulders pattern if the DJI were to pull back and gyrate in a somewhat similar
manner as it did in October/November 2018 before breaking down. A DJI break under 25,000 would be
negative and suggest that this rally is over. Confirmation would come on a breakdown under 24,000. For the
S&P 500 the points are at 2,700 and 2,600. The high for the S&P 500 so far is 2,813, just shy of our 2,825 major
breakout level.
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A reminder that our long-term chart of the S&P 500 suggests that we have most likely completed five waves up
from the March 2009 low. Wave 2 was the EU Greek debt crisis of 2011 and wave 4 was the end of QE in 2015.
Wave 5 got underway with the election of President Trump and expectations of tax cuts (fulfilled) and other

very business-friendly legislation. Wave 5 was also, as we see in our Chart of the Week, fuelled by record
corporate stock buybacks.
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We continue to watch with some fascination the advance decline line that continues to soar to record highs.
We note that the S&P 500 continues to lag the advance in the advance decline line. Trying to interpret it as the
market continues to rise is difficult. It suggests that the stock market should also continue to rise. A top would
be seen when the advance decline makes a lower high while the stock market makes a higher high. This was
seen at the top in August to September of 2018.
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M PERSPECTIVES The Buffett Indicator: Corporate Equities to GDP January 2019
Q3 Third Estimate
=c=Ratio ——Exponential Regression

Log Scale
180% : : : : : : :

Numerator: Corporate Equities; Liability from the Federal Reserve's

Quarterly Z.1 Balance Sheet (B.103). This series is also published 16111%
1602 -+ in the FRED repository as NCBEILQO27S. b

Denominator: Nominal Quarterly GDP % 151.0%
140% } ! —
120% ﬂ % x

T
100% }/éﬁﬂ
87.1%

30% o oi ]
60% 65:6%

& —

33.0% 32.2%
20%
0%
1950 1955 1960 1965 1970 1975 1930 1985 1990 1995 2000 2005 2010 2015 2020

Source: www.dshort.com

With the recent rise in the stock market, we thought we would look at what is known as the Buffett indicator
that compares corporate equities to GDP. This indicator is often prescient of a market top. It hit an absolute
high of 161.1% in 2000 before the high-tech/dot.com collapse of 2000-2002. Oddly, it came nowhere near that
at the high in 2007 before the 2008 financial crisis. Now the Buffett indicator has soared to 151%, the highest
level seen since the 2000 top. The Buffett indicator is a great measure of stock market valuations. No, the
current levels do not suggest that a top is in. But it is a powerful indicator that one should be extremely
cautious about buying at these levels. Note how, back at the time of the 1987 stock market crash, the Buffett
indicator was actually quite low, suggesting that the panic should be bought.
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The VIX volatility indicator has been on a downward trajectory of late. A rising VIX suggests fear in the market

while a falling VIX suggests that there is no fear and all is good. The VIX, however, remains well above its lows

of 2017. The VIX’s all time high was seen in 2008 at the height of the financial crisis hitting an unheard-of level

of 80.86. The recent mini-panics in February 2019 and December 2019 saw the VIX only reach to half that level.

The December collapse saw a lower low for the S&P 500 but also a lower high for the VIX suggesting a

divergence that might resolve itself with a strong rally in the stock market. Now the VIX is approaching that

uptrend line from the record low seen in early 2018. An ideal divergence would be for the VIX to make a higher

low while the S&P 500 soars to a new all-time high. That would set up a potential collapse.
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The TSX Composite appears to have hit a wall with the downtrend line from the July 2018 top. A firm break

above 16,200 would, however, suggest that the TSX Composite could see new highs above the 16,586 seen in

July 2018. The TSX Composite could test back to 15,700 without causing any ripples that a deeper drop was in
store. Under 15,700 there is potential to fall to 15,200. With an RSI that continues to hover above 70, the odds

aret

hat the TSX Composite is overdue for a pullback. However, if this really is a melt-up, the RSI over 70 won’t

matter much as these overbought conditions can persist for some time as we have seen before. Shallow

pullbacks are sufficient to at least ease some of the overbought conditions and even take the RSI back under

70. All this is occurring against the backdrop of a potentially slowing Canadian economy and the ongoing SNC-

Lava

lin affair.
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The Canadian economy grew at a paltry 0.1% quarter on quarter in Q4 of 2018. The previous period saw
growth of 0.5%. On the year, the Canadian economy only grew 1.6%. Ongoing declines in construction and
manufacturing are hurting Canadian GDP growth rates. It was the weakest growth since Q2 of 2016. Falling oil
prices, lower oil exports, and final domestic demand all fell. Odds are pretty good that Canada will not see any
further interest rate hikes for the time being. The Canadian dollar, however, did not fare as well and fell.

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

14 of 31


http://www.tradingeconomics.com/
http://www.statcan.gc.ca/

ENRICHED

INVESTING INCORPORATETD

Canada’s Unemployment Rate

1970 1980 1990 2000 2010

Source: www.tradingeconomics.com, www.statcan.gc.ca

Despite the weak GDP numbers for Q4, Canada’s unemployment rate is at the lowest level in years, at levels
seen back in the 1970s. At 5.8%, the unemployment rate is above its recent lows of 5.6%. One of the prime
reasons the unemployment rate jumped recently was that more people entered the labour force looking for
work. The labour force participation rate rose to 65.6% from 65.4%. It is noteworthy that the Canadian
unemployment rate is higher than the U.S. unemployment rate. One of the prime reasons is the labour force
participation rate. In Canada, as noted, it is 65.6%, but in the U.S., it is only 63.2%. That lower participation rate
helps to lower the overall unemployment rate. The Canadian economy added 66,800 jobs in January after
adding 9,300 in December. The jobs in January were roughly evenly split between full-time and part-time. The
February employment numbers are due next week. With signs that the Canadian economy could be slowing,
the question is, will the unemployment rate hold up?
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Canada’s disposable personal income rose in Q4 2018 to $1,237,732 million. Disposable personal income has
been rising steadily since the dip during the 2007—-2009 recession. There was a recent dip, but it appears to
have picked up steam once again. In Q2 of 2018 it hit an all-time high of $1,248,172 million.
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Canada’s household debt to disposable income remains in record territory at a possibly unsustainable
176.01%. Debt has been rising steadily for the past decade, much of it mortgage debt, although credit card
debt remains quite high as well. This is not a good place to be as it has hit levels that are probably
unsustainable. With signs that the economy could be slowing, the high debt levels could result in increased
personal bankruptcies. To put this in perspective of the dangerous levels, Canadian household debt is well
above the same rate in the U.S. The U.S. household debt to disposable income is at 86.5%. Canada’s current
rate is well above the U.S. household debt to personal income hit at the peak in 2007 at 128%.
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The U.S. 10-year Treasury note appears to have broken its downtrend this past week as it rose to 2.76% from
2.65% the previous week. We expect this is merely a part of the correction that began when yields hit a low of
2.56% in December as the stock market plunged. The 10-year would have to rise to over 3.00% to suggest that
even higher yields are ahead. This correction has the potential to rise as high as 2.95%, even as we believe the
real target could be around 2.84%. Higher bond yields of sovereigns in the eurozone helped push the U.S. 10-
year higher.
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The recession watch spread, known as the 2-year U.S. Treasury note—10-year U.S. Treasury note spread or the
2-10 spread, broke out of the down channel this past week, rising to 21 bp, up from 17 bp the previous week.
Clearly the 2—10 spread is not signaling a recession any time soon. A recession warning usually only occurs
when the 2—-10 spread turns negative for a period of about six months. Technically, we could argue that the 2-
10 spread is merely correcting the downward pattern that got under at 78 bp way back in February 2018. If
correct, then the 2—10 spread could rise to at least 26 bp. Further potential lies up to 35—37 bp. A break back
under 14 bp would signal that the 2—10 is poised to move lower. None of this suggests to us that the long-term
decline in the 2—10 spread is over. With signs of a slowing U.S. economy, the 2—10 should resume its
downward trek once this pop-up is over.
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The Canadian 10-year Government of Canada bond (CGB) has fallen under 2%. This is in keeping with what
appears to be a slowing Canadian economy. The CGB did rebound this past week as it rose to 1.93%, up from
1.88%. The CGB is at levels last seen in early 2018. The CGB is taking on the potential shape of a large head and
shoulders bottom pattern. As long as the lows of 2012 are not taken out, then this pattern could develop

further. If correct, then we could see higher interest rates into 2020. The breakout point would be around
2.50%.
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The USS Index continues to trace out what appears to be a large topping pattern. The topping pattern is
obviously quite complex. It also has the appearance of a potential large head and shoulders top. The
breakdown point is around 95.25 with confirmation on a breakdown under 94.50. Minimum targets appear to
be around 90.50, with potential down to 89.80. The USS Index is being held up because the U.S. economy
continues to outperform the eurozone and Japan. The euro and the Japanese yen are the major components

of the USS Index. The others are the pound sterling, the Canadian dollar, the Swiss franc, and the Swedish
krona.
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Gold broke trendline support this past week, plunging about $17 on Friday March 1. Given that cash gold sold
off further on Friday following the close of the futures, we anticipate that gold could open lower on Monday,
possibly down around $1,290. While gold is pleased with the dovish tone coming out of the Fed, the Fed also
gave little hint as to whether they were finished with rate hikes. Gold futures found support initially at the
rising 50-day MA near $1,300. A more likely target for gold is the 200-day MA, currently near $1,250. We note
major support down to $1,220 so, in a worst-case scenario, we could test that level. Major resistance for gold
remains from $1,350 to $1,370. Once above $1,370, gold could swiftly move to $1,400 and higher. It is
probably not surprising that trader sentiment hit around 90% at the recent highs of $1,350. Even as of Friday’s
close, trader sentiment remained around 65%. Typically, trader sentiment needs to get down to 10% or lower
before a low is possible.
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The commercial COT for gold slipped this past week to 32% from 36%. This suggests to us that gold has some

more downside potential. Long open interest fell over 13,000 contracts while short open interest rose roughly

27,000 contracts. Not surprisi

ngly the large speculators COT (hedge funds, managed futures, etc.) rose to 70%

from 66%. That suggests they have been buying into this drop even as the commercials have been selling. The

commercial COT remains bearish. We would like to see the commercial COT nicely above 40% to suggest that a

low might be in.
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Gold began its bear market rally from the December 2015 low of $1,045. The first wave up topped in July 2016
at $1,377.50. We labeled that the (A) wave of a potential huge ABC type correction to the decline seen from
2011 to 2015 when gold prices fell from over $1,900 to the December 2015 low of $1,045. Following the July
2016 top, gold prices appear to be unfolding in a classic consolidation symmetrical triangle to be labeled
ABCDE. The A wave bottomed in December 2016 at $1,124. Following that low gold rose irregularly to a final
top in May 2018 at $1,369. The C wave down bottomed in August 2018 at $1,167. We believe the D wave
made its top on February 20, 2019 at $1,350. The E wave down is now in progress. The E wave tends to be the
shortest of the ABCDE wave pattern. Target zones appear to range anywhere from a low of $1,220 to $1,280.
The most likely target zone is probably somewhere between $1,240 to $1,280. We’d be concerned if gold fell
under $1,220. New lows would be possible under $1,200. Once the E wave is complete, gold should embark on
the (C) wave up. This wave should unfold in five waves and our target zones range from a minimum of $1,455
to as high as $1,725. Above $1,725 higher targets are possible, including new highs above $1,923 the 2011 all-
time high.
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Silver prices fell 66 bp this past week, losing 4.1%. It was not a pleasant week for the junior precious metals.
Note that silver prices took out the lows seen on February 14 at $15.45 and the low seen on January 20 at
$15.20. The low on the week was Friday at $15.16. Our expectations are that, following a bounce, silver prices
should work their way lower. We note considerable support down around $14.75 and that could be our target.
Only below $14.40 could silver test the November low of $13.86. Resistance is seen at $15.45/$15.50 and
again at $16. Above $16 new highs are probable.
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The silver commercial COT was unchanged this past week at 34%. We can interpret this as positive as the

commercial COT for silver is off the recent lows of 32%. On the week, long open interest rose about 1,000

contracts while short open interest fell about 500 contracts. The large speculators COT slipped to 70% from

71%. There is nothing bullish seen yet in the commercial COT. Our expectations are that silver

prices might

consolidate at current levels or correct higher for a short period. To become bullish, we need to see the

commercial COT rise towards 50% once again.
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Gold stock prices followed gold and silver lower this past week. The TSX Gold Index (TGD) fell 4.1% while the
Gold Bugs Index (HUI) dropped 5.6%. This should come as no surprise, especially with the $20 down day seen
for gold on Friday, March 1. The TGD may have completed five waves up from the November 2018 low. If this
is correct, then the TGD could correct the entire wave up from 147.33 seen in September 2018. The TGD
achieved minimum objectives of 188.50 this past week. The next target could be down to around 180. Major
support can be seen at 176. A break under the January 2019 low of 171.42 would be more negative and the
TGD could fall to 168. Under 160 would suggest a test of 147 the September 2018 low and possibly lower. Our
best call here is that the TGD tests down to 176—180 for a low. That drop from December to January saw the
TGD lose 8.6%. A similar drop now would see the TGD fall to 184. Based on that, a target zone of 176-180
seems quite reasonable. We note that the drop seen from October to November 2018 saw the TGD lose
roughly 12%. A similar drop today again keeps the TGD in the 176-180 zone.
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$WTIC Light Crude Oil - Cortinuous Cortract (ECD) CME @ StockCharts.com
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Have oil prices reached their limit? That's the question we are asking as oil prices faltered this past week and
WTI oil closed the week lower off 2.6%. Energy stock prices, however, bucked the downward trend of oil as the
U.S. Oil & Gas Index (XOI) was up a small 0.1% on the week and the TSX Energy Index rose 1.7%. Despite the
small gain for the XOI the index is wedged in a triangular box just the same as that seen for WTI oil. If we
create a bear channel for both WTI oil and the XOI by joining up the lows indicated above, then, by drawing a
parallel line off the top, we can see that both oil and the XOI have some potential to move a little higher in the
channel. Failure to do so would actually be bearish. WTI oil needs to break out over $S60 to suggest that higher
prices are possible while the XOI needs to breakout over 1375. A breakdown under $52 for WTI oil would be
negative. Under $51 would suggest that WTI oil could go back down to test the lows at $42.35.
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Chart of the Week

THE CONTROVERSY AROUND STOCK BUYBACKS EXPLAINED
Stock buybacks surpassed $1 trillion last yvear

100

After another record-setting year, /
corporate stock buybacks are in #
e news like never before.
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Buybacks shot up to a record high in 2018,

and many analysts predict similar activity over the coming year.
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Are stock buybacks positive or negative?
Unfortunately, there’'s no straightforward answer to that question.

DIVERGENT VIEWS ON BUYBACKS
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After President Trump signed the Tax In America, there are growing conc

Cuts and Jobs Act, companies repatriated
$2.6 trillion held in foreign cash stockpiles.
That extra capital is largely being used

for corporate buybacks.

that buybacks are fueling inequality.
Recent data tracking Russell 1000

companies, shows that when companies look

to spend their tax savings, shareholders are

by far the biggest beneficiaries.
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There are growing calls to tax or even outright
an corporate buybacks. Critics argue that
mpanies should have to focus on Improving

wases, benents, and Invest In R&D before buying
back stock.

Proponents arsue that transferring capital
back to sharcholders allows it to be
reinvested in more productive ventures.

Between 2008 and 2017, 466 of the S&P 500
companies spent around $4 trillion on stock
buybacks, cqual to 539% of profits. Another
30% of corporate profits went to dividends.
When more than 80% of corporate profits

2o to buybacks and dividends, there is reason
to be concerned.
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elps a lot of ordinary people who
have their pension plans invested through
mutual funds or institutional investors that

But it also

invest in companies like ours.

STEVEN KANDARIAN
METLIFE CEC

INn the investment world, discussions about share repurchases often become
heated. But I'd suggest that participants in this debate take a deep breath:
Assessing the desirability of repurchases isn’t that complicated.

WARREN BUFFETT
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Source: www.visualcapitalist.com
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Visual Capitalist featured this rather interesting chart about stock buybacks this past week. We are afraid the
quality of the chart does not translate well when we took it from them and pasted it into our article. The entire
chart is available at https://www.visualcapitalist.com/stock-buybacks-explained/.

Highlights are as follows:

e Stock buybacks shot to over S$1 trillion in 2018.

e Stock buybacks have been rising over time. They were not a significant factor during the 1980s nor the
1990s. They rose sharply in the early 2000s, especially from 2005 to 2009, peaking in 2007 at over
$800 billion. By 2009, stock buybacks had dwindled to less than $200 billion.

e Given the record amount of stock buybacks that occurred in 2018, they were almost the only thing
keeping the stock market afloat.

e When President Trump signed the Tax Cuts and Jobs Act, companies repatriated some $2.6 trillion of
cash that was being held in foreign countries outside the U.S. The funds were largely used to buy back
stocks.

e Asaresult of the corporate stock buybacks, the main beneficiaries were shareholders as few jobs were
created as a result of the buybacks. Shareholders received over 60% of the benefits from stock
buybacks while only 20% went to job creation. Workers received a paltry 6% of the distributions.

e Companies that bought back their stocks outperformed the S&P 500.

e The pros of stock buybacks are that if they are done rationally, buybacks (like dividends) are just
another way to return cash to shareholders. Stock prices for companies that have bought back shares
are also higher, in general, than other companies on major indices like the S&P 500.

o The cons of stock buybacks are that they increase inequality, and that executives make short-term
oriented decisions around buybacks that allow them to maximize personal gain. In other words, when
a company probably should be investing in its people or its business, the company is, instead, giving
money back to the wealthy owners—and only they benefit.

e Companies not only used repatriated funds to buy back their stocks, but they also borrowed heavily to
buy back shares. When the market tops and their stock begins to fall, they still have to pay back the
debt. Many companies are now finding themselves in that situation. Having spent all the repatriated
funds along with borrowed funds companies are now running out of the fuel needed to buy back their
shares.

Copyright David Chapman, 2019
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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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