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Not final top, trade war spook, sliding economic numbers, falling boyidlds, metals below bresout

Have the markets topped? No, not necessarily the final top but another top comparable to January 2018 and
September/October 2018. We have a look at it in a few wAilthough the Canadian Dividend Strategy

remains fully invested, it is designed to allocate to cash in the event of a sustainedusin. As with the

previous declines it ihe U.S./China trade war that is once again spooking the markets. We take a look at
gKFEGQa 3J2Ay3 2y 0

Recession? What recession. No sign yet according to our recession watch(gagad 7but our Chart of the
Week(page 30highlights slipping and sliding areas in the.lé&nomic numbers. Bond yields have been
falling despite there being no recession nor QE.

Gold and silver rose this past week but remain below potential break out points. No follow througheand
gold stocks were weak sigiveg that gold and silver arlikely to fall again. Oil prices fell as well as a negative
response to the trade war.

MondayMay 27is the U.S. Memorial Day holiday.

Have a great week!

DC
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la GKS& dzyRSNREUFYR a2YSGKAY3a o0SOGGSNI GKIy 2¢
T George Soros, financier, philanthropist, political activist, author and publisher, b. 1930

G2kttt {GNBSGQa AN @Sel NRa& IINB FA{EtSR 6A0GK Y
T William Peter Hamilton, editoiVall Street Journal, The Stock Market Baromeit@22, 186¢1929

G2 KSy S @ Skidwh beariSH ahalyst is interviewed in the financial press, it usually coincides with an
important neart SNXY Y I NJ] S o020d2Ydé
T CIiff Droke, athor, market analystwww.cliffdroke.com
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Through the windows through doorsd dzZNBR G f A 1S | NHziKf Saa F2NOS¢
T Walt Whitman, American poet, essayist, journalist, 181892

WarRNHzya O2y dAydzS (G2 LRdzyR® ! yRI y2 ¢S R2yQl YSIy {f
Russia and China. These are the war drums of a trade war that is becoming incessant and dangerous. One
Chinese official speculated that this trade war cdakt until 2035. He could be right. The two sides are not

even talking. It is being suggested that a @meone is becoming essential for Trump and Xi at the G20 in June.
Another Chinese official evoked memories of past treaties by satfirggsounds like return to 1840. Is that

fair?" He was referring to the treaty the Qing Dynasty was forced to sign after losing the First Opium War in
183%1842.

Curiously, the First Opium War broke out between China and Britain because of the huge trade deficits that
Britain was running with China. China exported predominately tea, porcelain, and silk. Britain sent them

money in those days in the form of silvelots of it. The trouble was the pound sterling was under pressure

and Britain was indebted because of itsragparticularly the Napoleonic wars, which resulted in huge trade
deficits for them. The solution was to export opium to Chinéots of it. The opium came from Northern India.

The opium triggered a drug crisis in China which the Chinese tried to pap sostWhen, in 1839, China

arrested a British opium trader and destroyed the opium, that became the excuse to send in the British fleet to
bring the Qing Dynasty to heal. China lost, the Qing dynasty was seriously weakened, China was forced to sign
an unfavourable treaty, and China began to experience internal problems as the people became disillusioned
with the Qing rulers.

Not that today can be compared with what took place in th& ¢éntury, but there is some similarity. China

sends goods to the U.8nd China collects U.S. dollars which they then use to purchase U.S. treasuries. At last
count China had $1.1 trillion, the largest foreign holding of U.S. treasuries. Many have talked about China using
the nuclear option in the trade war with the U.$i€Tnhuclear option is to sell its vast holdings of U.S.
GNBIFadNASad 9EOSLI (KIG é62d2 RYyQhd 62N)] F2N SAGKSNI | ¢
the price of the U.S. treasuries to fall. The Fed could buy the treasuries as couldentbral banks; this would

0S AAYATINI G2 ljdzd yGAGrOGABS SlFaAy3da odzi Ay [/ KAyl Qa 7Tl
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Instead of talking, the trade war has deepened. The stock market is now reattinige downside. Should

that be a surpriseProbably not. It seems that Wall Street thinks it will continue for a lot longer than people
expect. Both the U.S. and China appear to be hardening their positions. Hard hit will be the technology sector.
2SQff KI@S G2 gl Al HSeOohofii, thitdemaids ® NS sedNBuFrétdil sates area (i 2
sliding, construction spending has turned negative, and home sales are falling. Mortgage rates are also falling,
it seems, in response to falling home sales as lending institutions attempt to tavsusess.

The current round started when the U.S. hiked the tariffs on $200 billion of Chinese goods to 25% from 10%. It
has been escalating from there. Now the U.S. has banned the giant Chinese tech company Huawei, preventing
it from buying U.S. compomés. The semconductor index (SOX) has fallen 17.5% since topping on April 24,
2019. Is that the fate for the broader market as well? The SOX is trying to find support at tday?RTA. Will

it hold?

$SOX Semiconductor Incex, - Philadelphis INDX ® StockCharts.com
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dzii A G 4| Tohdudtor &atks taking & MtAThere was fear that a slowdown involving the U.S. and
/ KAYl O2dzZ R yS3lFGA@gSte AYLI OG 2Af RSYFLYyR® 2¢L 2Af
seem to be a carern. The result was energy stocks fell sharply as well, down about 3.5%.
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Business is becoming concerned as they depend on the supply chains from China. Higher costs will be passed
on to consumers. It is expected that the tariffs could also add to iofiati

With the Huawei ban, the fear is that China will counter and aim at Apple. The U.S. has warned that other
Chinese tech companies could suffer the same fate as Huawei. An attack on more companies would most likely
engender a counterattack on U.S. coamges. Chinese President Xi Jinping has warned Chinese consumers that

| KAYl YlI& KIFEgS (2 SyRdz2NB [ y2GKSNJ a[ 2y3 al NOK®E

alff 2F GKS / KAySasS LIS2LXS NS NBIRe (G2 SYOIFIN] 2y
resilience and will never yield téoreign bullying and assault,” stateun XinhuaNewsAgencysaid in

acommentaryon Friday.
- www.xinhuanet.com/englishMay 24, 2019

Largest chipmakers with high revenue exposure to China

B Qualcomm Micron [l Broadcom [ Texas Instruments Applied Materials Intel
Nvidia Analog Devices Lam Research
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Sourcewww.ndr.com www.cnbc.com

The IMF has weighed in that the tariffs have been borne almost entirely by U.S. importers. Those costs, of
course, will be passed on to the consumer. American business is hegofh 02 Y OSNIY SR® G CAf f A
with $100 billion a year according to Trump is just not going to happen. Chinese firms and consumers are also
F220Ay3 Yz2ad 2F . SA2Ay3aQa O2dzy i SNXSIFadzaNBad® hy 020K
neither will be crippled by the trade war. But what if it gets worse?
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China can hit the U.S. in other ways. China accounts for more than 90% of global rare earth mine production.
Rare earths are used in everything from ceramics to consumer electronicsoffcalirse, they are used in

military components. While China does import rare earths as well, including from the U.S., it also exports rare
earths to the U.S. Rare earths could be on the agenda for banning.

5SaLIAGS GKS G NRF T &.SlcghRvin thalfdatelwarithe QIS ftrad@ defici had actiiallyDeen
widening.
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The U.S. traddeficit has been on a downward path since late 2013. The trade deficit has also been widening
since Trump started the trade war in January 2018. In December 2018 the trade deficit hit $59.9 billion, the
highest level since August 2000 when it hit $67.Bobil The March 2019 trade deficit was $50.0 billion,
following a $49.3 billion deficit in February. The February trade deficit wastaméh low.

The Fed has weighed in on the trade war as well. The Fed doubts that households could stomach the costs of
GFNAFFa 2y | FdzZNIKSNI bonn o0AfftAz2y 2F [/ KAYySaS 3I22Rac
I Pnnann SYSNHSyOeés cm: O2dzZ RYyQi O20SNJ 6KNBS Y2yiKa :
they did not seek medical care in thast year because of financial problems. U.S. farmers have been

particularly hard hit as China shifted the purchase of soybeans, and now pork, to other countries. As a result, a
$16 billion bailout is being planned for the farmers that have been hurhbyrade war.
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The potential for the most damage comes in technology wars. The line between who produces what in China
and the U.S. is often blurred. Not only is technology used in military but it is also used in telecommunications,
satellite networks, robtics, artificial intelligence, and 3D printing. Companies regularly interchange
technologies between China and the U.S. Any breakdown in that supply chain could dramatically impact
industry. Yet the U.S. is threatening bans and restrictions in the natfictesest.

In an effort to allay fears, Trump has indicated that Huawei could be a part of a broader trade deal with China.
The stock markets bounced back a bit on May 24, 2019 following the negrad®0drop the previous day as a
result of Trump appedmng to offer a compromise. Gold and interest rates also reacted to the threat of an
increased trade war as gold jumped $10+ on Thursday while thy@a0U.S. treasury fell to its lowest level

since October 2017. There are a few safe havens amongst e Wwar carnage, it seems.
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MARKETS AND TRENDS
% GainglLosses) Trends
Close Close Week YTD Daily (Short Weekly Monthly (Long
Dec 31/18 May 24/19 Term) (Intermediate) Term)
Stock Market Indices
S&P 500  2,506.85 2,826.06 (1.2)% 12.7% down up (weak) up (topping)
Dow Jones Industrialy  23,327.46 25,585.69 (0.7)% 9.7% down neutral up (topping)
Dow Jones Transport:  9,170.40 10,137.59 (3.4)% 10.6% down down (weak) up (topping)
NASDAQ 6,635.28 7,637.01 (2.3 15.1% down up (weak) up (topping)
S&P/TSX Composit  14,322.86 16,230.04 (1.1)% 13.3% down up up
S&P/TSX Venture (CDN 557.20 607.68 (0.2)% 9.1% down (weak) down down
Russell 2000 1,348.56 1,514.11 (1.4)% 12.3% down down (weak) up (weak)
MSCI Wdd Index 1,710.88 1,854.29 (0.7)% 8.4% down neutral neutral
NYSE Bitcoin Inde 3,769.99 8,113.87 14.1% 115.2% up up up
Gold Mining Stock Indices
Gold Bugs Index (HUI 160.58 149.07 (0.9)% (7.2)% down down (weak) down
TSX Gold IndeXGD) 186.74 179.57 (0.9)% (3.8)% down neutral down
Fixed Income Yields/Spread
U.S. 10vear Treasury yielc 2.69 2.39 (3.2)% (11.2)%
Cdn. 10year Bond yield 1.96 1.62 (4.1)% (17.4)%
Recession Watch Spread
U.S. 2year 10year Treasury spread 0.21 0.19 (13.6)% (9.5)%
Cdn 2year 10year CGB sprea 0.10 0.06 (40.0)% (25.0)%
Currencies
US$ Index 95.73 97.48 (0.4)% 1.8% up up up
Canadian $ 0.7350 0.7444 flat 1.3% down down down
Euro 114.58 112.08 0.4% (2.2)% down (weak) down down (weak)
British Pound 127.50 127.16 flat (0.3)% down down down
Japanese Yer 91.24 91.49 0.8% 0.3% up up neutral
Precious Metals
Gold 1,281.30 1,283.60 0.6% 0.2% down (weak) up (weak) neutral
Silver 1554 14.56 1.2% (6.3)% down down down
Platinum 795.90 802.90 (2.1)% 0.3% down down down
Base Metals
Palladium 1,197.20 1,325.70 1.5% 10.7% down up (weak) up
Copper 2.63 2.70 (1.5)% 2.7% down down neutral
Energy
WTIOIl 45.41 58.63 (6.8)% 29.1% down neutral up (weak)
Natural Gas 2.94 2.59 (1.5)% (11.9)% neutral down down

Sourcewww.stockcharts.comDavid Chapman

Note: For an explanation of the trends, see the glossdrthe end of this article.
New highs/lows refer to new 5&eek highs/lows.
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We have been somewhat mystified as to how to look at this market over the past several monthslldpeec

from the high in September 2018 to the December 2018 low was significant as the market fell just over 20%. It
was the steepest decline since the May to February correction in0l%. In looking at everything, all we

saw were corrective pattern®llowing the top in January 2018. So, we hawvéatzeled how we see the

current market. It is possible that since the top in January 2018 the market is tracing out a complex ABCDE
type pattern. The A wave appears to have bottomed in April 2018 followin8BC decline. The B wave took

us to top in September 2018 in an abcxabezag pattern for the B wave. The C wave bottomed in December
2018, again in an ABC decline. Finally, the D wave may have topped here in May once again with an ABC rise
even as it mde small new atime highs but only 14 points over the previous high. What follows next is an E
wave that could fall in five waves and take the market down 20% plus. What should then follow is another
sharp rise in the market that takes us once againdw alttime highs. Grant you, this is just an interpretation

and remains to be seen. We remain in what should be the period for theykar cycle low counting from the

lows of August 2015 and February 2016. The range on theyfearrcycle low is¢d years so we are well

within that time frame of 2018 to 2020 or even 2021. Following runs to new highs we would then fall into the
6.5year cycle low that has a range af&byears or 2020 to 2023 or even 2024 with the likelihood that it occurs
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in the 202@2023 range. We note that our shoterm trend has turned down and the intermediate trend,
which is more important to investors, remains up but is weakening.

For the record, the S&P 500 fell 1.2% this past week, the Dow Jones Industrials (DJI) was tbi @96,

Jones Transportations (DJT) was hit harder down 3.4%, and the NASDAQ dropped 2.3%. All were driven lower
by the renewal of the U.S. China trade war. The small cap Russell 2000 was down 1.4%. Elsewhere, the TSX
Composite dropped 1.1% while the TS*tre Exchange (CDNX) was off 0.2%. Overseas, the London FTSE
100 fell 0.8% against the backdrop of Brexit and the resignation of Theresa May, the Paris CAC 40 dropped
2.4%, and the German DAX was down 1.9%. In Asia, the Shanghai Exchange (SSECBVE8s, deacting

even more negatively than the U.S. markets. The Tokyo Nikkei Dow (TKN) bucked the trend with a small 0.4%
gain.

Volume continues to be a concern for this market as it has remained weak throughout the rally that got
underway back in late Dember 2018. Key to this market is at 2,722 the low of March 8, 2019. A break under
that level and especially under 2,700 could trigger further declines. That would also take us under-ttegy 200
MA. Regaining 2,900 would be positive and suggest at leashantest of the recent highs. Note that we do
have divergences because the S&P 500 made small nédmalhighs but the DJI did not, nor for that matter

did the DJT.
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$SPX S&P 500 Large Cap Index INDX ® StockCharts.com
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Here is oure-labeling of the market from the important March 2009 low. We have labeled the rise to April
2010 as intermediate wave 1. Intermediate wave 2 was the upward correction (the EU Greek debt crisis) that
bottomed in October 2011 (S&P down 21.5%). Intermexhi@ave 3 unfolded in five waves, topping in January
2018. Minor wave 1 topped before Brexit and minor wave 2 was again an upward correction bottoming with
the U.S. election of November 2016. Minor wave 3 topped in May 2015 while minor wave 4 bottomed in
Feébruary 2016. Minor wave 5 topped in January 2018. Intermediate wave 4 is still unfolding in what appears to
be a complex ABCDE pattern and has not as yet made its final bottom. Wave E to come.
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$NYAD NYSE - Advance-Decling lssues INDX @ StockCharts.com
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Since the lows in late December 2018, both the Dow Jones Industrials (DJI) and the NY SEladimadave
been climbing. One of the mantras of the bulls is that the NYSE addactee started making new dlme

highs sometime in late Felary/early March and has been climbing to successive highs ever since. This was
signaling that the stock market should also continuetorisetonew alY S KA IKa® 9EOSLII Al
out that way. The DJI has not made newtialle highs, even athe NYSE advanckecline did. Now the

markets have turned down. The NYSE advatesgine is no longer making new highs. We have been baffled
about what appeared to be a divergence between the index and the advdexae line. Usually if a

divergence apears it is the index making new highs and not confirmed by the advéed@e line. That

occurred at the top last October 2018. But this time it has been the other way around. Elliott Wave
International (www.elliottwave.com recently noted that they did find an earlier occurrence. They noted that

in September 1976 the advanckecline was making new dlime highs even as the DJI started a decline. That,
they said, provided a hook that kept investors in the marketwell, the initial decline saw the DJI down less
than 5% after five weeks of declines. This time the market has been down for five weeks and has fallen only
4.4% again less than 5%. So, what does this all mean? Well, in 1976, what followed wasethednd £8%

into a low in 1978. Could history be repeating itself?
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@ StockCharts.com
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Is the Dow Jones Transportations (DJT) acting as a leading indicator? Neither the DJI or the DJT made new all
tivyS KAIKa 2y (GKAAa dzLJ Y2@S FTNRY 5SOSYOSNI uwunmy S@Sy |
preferred if one of them had while the other did not. That would have been a classic Dow Theory divergence.

We can note, however, that the Dow Jones Utilitied)Oias made new afime highs even as the DJI and the

DJT have not. Nonetheless, a few things stand out with the DJT that are not being seen on the DJI. The DJT
made a very clear ABC rise from the December 2018 low to the recent top. The DJT hasléalléts 260

day MA. The DJl is currently finding support at the-@89 MA. The DJT intermediate trend has turned down,

Ff 6K2dzaK ¢gSIH1fteé& a2 FIN®P ¢KS 5WLQa AYUGSNNYSRALFGS (NBy
intermediate trend also turmlown. The DJT appears to be breaking down from a topping pattern. Still, we

would need to see a breakdown under 9,980 and the lows seen in March 2019 to confirm a breakdown. Only a
move back above 10,700 would start to negate this scenario. If the bdalsng down, then the other

indices should soon follow.
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$SSEC Shanghai Stock Exchange Composite Indes (EQ) @ StockCharts.com
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1

Chinese stocks are reacting negatively to the U.S./China trade war. The Shanghai Compaosite (SSEC) recently
gappeal down and is now down 13.3% from its recent high. Key support of thel2p®IA looms below at

2,778. Usually when the SSEC has gapped down in the past it has signaled that further declines lie ahead. The
pattern from the low in early 2019 appears to haugfolded as an ABC. Major support can be seen down at

2,700. The gap is not filled until the SSEC regains back above 3,100. Could the SSEC be signaling that the U.S.
markets will eventually follow? Note the similarities in the top from November 2017naadg 2018 and the

current top formed between March and April 2019. The final top in January 2018 was followed by a 32%

decline for the SSEC into January 2019.
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$NYXBT NYSE Bitcoin Index (EODY) INDX, @ StockCharts.com
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The collapse back tavd $7,000 for Bitcoin was shdived and once again Bitcoin is rising. A new bull appears

to be underway. The question is, will this end like the other one? The next target appears to be $9,000. Above
$11,500 Bitcoin could start another runaway move. oeeght (RSI over 70) is merely a condition and not a
suggestion that the market is about to fall. So, what is driving Bitcoin and the cryptocurrencies higher? Well,
institutional buying for one. Apparently, some pension funds have put a chunk of mooeyryqitos. The

halvening of Bitcoin is also helping to drive prices higher. Technical indicators have gone off and that has

brought in some fresh money. The number of people owning Bitcoin and cryptos has also recently grown. And
finally, some large ordel§ S KSf LJISR LJdza K LINAOSa KAIKSNXP ¢KI G NB3
GNRAY {1t Sa R2SayQit aSSy (2 o6S I O0FNNASNI 6KSaS RIeaod |

All this has helped push the market cap of all cryptocurrencies to $250.2 billiarh ighstill a pretty small

YEN]L SGd . A002AyQa YIN]JSG OFLI A& bmnudn o0AffAZ2Y 2NJ |
listed at Coin Market Cagvivw.coinmarketcap.com And there are 16 crypsowith a market cap over $1

billion led, of course, by Bitcoin.
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$USTI0Y 10-Year US Treasury Yield (EOD) INDX,
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U.S. bond yields continue to fall with the-§8ar U.S. treasury falling this past week to 2.32%, down from

2.39% theprevious week. U.S. bonds were pushed lower in yield (prices move inversely to yield) as the
U.S./China trade dispute deepened. The expectation is that the dispute could cause the U.S. to fall into
recession and bonds are responding. Bonds also actafe daven. Targets appear to be for theyiar to fall

to around 2.20%. Current support is down to 2.25%.
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$UST CME CBOT 10-Year US Treasury Mote Price (EOD) INDX @ StockCharts.com
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Here is a picture of the I@ear U.S. treasury note vs. the S&P 500. lhgear is depicted using price (yields
move inversely to price) so that both are in sync using price. Note that bond prices were falling from early in
2016 as QE came to an end and the U.S. economy was signaling strong growth. As well, the tax cuts and
projections that the debt would grow also helped to push up bond yields (prices down) even as the stock
market rose to record levels. Bond prices began to stabilize in 2018 when the stock market first reacted
negatively to the U.S./China trade dispute. Wlika stock market fell sharply from October to December

2018 bond prices started to climb because of recession fears. With the stock market rising again starting in
January 2019 bond prices also climbed. With the U.S./China trade dispute heating up dndeoagdeaprices

have risen further even as the stock market has begun to falter. Is the bond market anticipating an economic
slowdown?
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Recession Watch Spread

$USTI0Y-SUST2Y 10-vear US Treasury Yield (EOD)-2-Year US Treasury Yield (EOD) INDX @ StockCharts.com
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Any thoughts of an impading U.S. recession are just that, thoughts. The widely watch&d pread (Zear

U.S. treasury notes less-$@ar U.S. treasury notes) came in at 16 bp this past week, down from 19 bp the
previous week. It is a long way from turning negative althotighuld fall rapidly. Some other watched
spreads have turned negative but typically these spreads turn negative months before an actual recession.
Even the 210 spread is negative historically at least six months before the start of any recession. The
Canalian 2,10 spread is narrower at 6 bp. But still not negative.
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Has the US$ Index topped? Hard to say. The US$ Index made a new high for the recent move at 98.26, then
reversed and odsed lower on the week losing about 0.4%. The complex pattern that formed between the
August 2018 high at 96.86 and the March 2019 low at 95.17 appears as a potentiaHXBEpditern.

Objectives on this pattern were up to 101.60 to 102.00. Minimum dbjes would be at least 98.50. At 98.26

we are short of that objective. The pattern only busts if the US$ Index falls back below 96.81 the low of May
13, 2019. So, it is possible there is more upside on the US$ Index before this is complete. The epr0.4f4s u

on the week after hitting a new low for its move at 111.07. The pound sterling was flat on the week, falling at
first during the week but bouncing back on Friday following the resignation of Theresa May. The Japanese yen
was the most successful ohd week, up 0.8% while the Canadian$ was flat on the week. The US$ was strong
earlier in the week but fell as the U.S./China trade dispute deepened. Traders viewed the dispute as negative
for the U.S. economy. Major support remains down to around 96. Nghstabove 98.26 would start the US$
Index towards its next objective of at least 99.10/99.25.
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