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Not final top, trade war spook, sliding economic numbers, falling bond yields, metals below breakout

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 ways. Although the Canadian Dividend Strategy
remains fully invested, it is designed to allocate to cash in the event of a sustained downturn. As with the
previous declines it is the U.S./China trade war that is once again spooking the markets. We take a look at
what’s going on.

Recession? What recession. No sign yet according to our recession watch spread (page 17) but our Chart of the
Week (page 30) highlights slipping and sliding areas in the U.S. economic 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 through and the
gold stocks were weak signaling that gold and silver are likely to fall again. Oil prices fell as well as a negative
response to the trade war.

Monday May 27 is the U.S. Memorial Day holiday.

Have a great week!

DC
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“Investors operate with limited funds and limited intelligence; they don’t need to know everything. As long
as they understand something better than others, they have an edge.”
—George Soros, financier, philanthropist, political activist, author and publisher, b. 1930

“Wall Street’s graveyards are filled with men who were right too soon.”
—William Peter Hamilton, editor, Wall Street Journal, The Stock Market Barometer, 1922, 1867-1929

“Whenever a well-known bearish analyst is interviewed in the financial press, it usually coincides with an
important near-term market bottom.”
—Cliff Droke, author, market analyst, www.cliffdroke.com

“Beat! beat! drums! blow! —bugles! blow!
Through the windows through doors—burst like a ruthless force”
—Walt Whitman, American poet, essayist, journalist, 1819-1892

War drums continue to pound. And, no we don’t mean the war drums directed at Iran, Venezuela, or even
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 could last until 2035. He could be right. The two sides are not
even talking. It is being suggested that a one-on-one is becoming essential for Trump and Xi at the G20 in June.
Another Chinese official evoked memories of past treaties by saying "this sounds like a 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
1839-1842.

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 silver—lots of it. The trouble was the pound sterling was under pressure
and Britain was indebted because of its wars, particularly the Napoleonic wars, which resulted in huge trade
deficits for them. The solution was to export opium to China — lots of it. The opium came from Northern India.
The opium triggered a drug crisis in China which the Chinese tried to put a stop to. When, 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 the 19" century, but there is some similarity. China
sends goods to the U.S. and 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.S. The nuclear option is to sell its vast holdings of U.S.
treasuries. Except that wouldn’t work for either as it could put upward pressure on U.S. interest rates, forcing
the price of the U.S. treasuries to fall. The Fed could buy the treasuries as could other central banks; this would
be similar to quantitative easing but in China’s favour. The nuclear option is not likely to happen.
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Instead of talking, the trade war has deepened. The stock market is now reacting—to the downside. Should
that be a surprise? Probably 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.
WEe'll have to await second quarter profits. As to the economy, that remains to be seen but retail sales are
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 revive business.

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. components. The semi-conductor 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 the 200-day MA. Will
it hold?
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But it wasn’t just semi-conductor stocks taking a hit. There was fear that a slowdown involving the U.S. and
China could negatively impact oil demand. WTI oil fell over 5% on May 23, 2019. War with Iran? That doesn’t
seem to be a concern. 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 inflation.

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. companies. Chinese President Xi Jinping has warned Chinese consumers that
China may have to endure another “Long March.”

“All of the Chinese people are ready to embark on a new ‘Long March’ journey with greater courage and
resilience and will never yield to foreign bullying and assault," state-run Xinhua News Agency said in

a commentary on Friday.
- www.xinhuanet.com/english/ May 24, 2019

Largest chipmakers with high revenue exposure to China
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Source: www.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 becoming concerned. “Filling U.S. coffers”
with $100 billion a year according to Trump is just not going to happen. Chinese firms and consumers are also
footing most of Beijing’s countermeasures. On both sides firms and consumers are being hurt. At this point
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 electronics. And, of course, 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.

Despite the tariffs and Trump’s calls that the U.S. can win the trade war, the U.S. trade deficit has actually been
widening.
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Source: www.tradingeconomics.com, www.census.gov

The U.S. trade deficit 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 $67.8 billion. The March 2019 trade deficit was $50.0 billion,
following a $49.3 billion deficit in February. The February trade deficit was an 8-month low.

The Fed has weighed in on the trade war as well. The Fed doubts that households could stomach the costs of
tariffs on a further $300 billion of Chinese goods. A Fed study has noted that 39% of households couldn’t meet
a $400 emergency, 60% couldn’t cover three months of expenses if they were to lose their job, and, 25% said
they did not seek medical care in the past 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 hurt by the trade 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, robotics, 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 national interest.

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 near 300-point drop the previous day as a
result of Trump appearing 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 the 10-year U.S. treasury fell to its lowest level
since October 2017. There are a few safe havens amongst the trade war carnage, it seems.
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MARKETS AND TRENDS
% Gains (Losses) 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 Industrials 23,327.46 25,585.69 (0.7)% 9.7% down neutral up (topping)
Dow Jones Transports 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 Composite 14,322.86 16,230.04 (1.1)% 13.3% down up up
S&P/TSX Venture (CDNX) 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 World Index 1,710.88 1,854.29 (0.7)% 8.4% down neutral neutral
NYSE Bitcoin Index 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 Index (TGD) 186.74 179.57 (0.9)% (3.8)% down neutral down
Fixed Income Yields/Spreads
U.S. 10-Year Treasury yield 2.69 2.39 (3.2)% (11.2)%
Cdn. 10-Year Bond yield 1.96 1.62 (4.1)% (17.4)%
Recession Watch Spreads
U.S. 2-year 10-year Treasury spread 0.21 0.19 (13.6)% (9.5)%
Cdn 2-year 10-year CGB spread 0.10 0.06 (40.0)% (25.0)%
Currencies
USS Index 95.73 97.48 (0.4)% 1.8% up up up
Canadian S 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 Yen 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 15.54 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
WTI Oil 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

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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$SPX 52P 500 Large Cap Index INDX @ StockCharts.com
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We have been somewhat mystified as to how to look at this market over the past several months. The collapse
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 in 2015-2016. In looking at everything, all we
saw were corrective patterns following the top in January 2018. So, we have re-labeled 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 following an ABC decline. The B wave took
us to top in September 2018 in an abcxabc zig-zag 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 made small new all-time 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 again to new all-time highs. Grant you, this is just an interpretation
and remains to be seen. We remain in what should be the period for the four-year cycle low counting from the
lows of August 2015 and February 2016. The range on the four-year cycle low is 3-5 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
6.5-year cycle low that has a range of 5-8 years or 2020 to 2023 or even 2024 with the likelihood that it occurs
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in the 2020—2023 range. We note that our short-term 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 off 0.7%, the Dow
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 TSX Venture 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 (SSEC) was down 3.5%, reacting
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 December 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 the 200-day
MA. Regaining 2,900 would be positive and suggest at least another test of the recent highs. Note that we do
have divergences because the S&P 500 made small new all-time highs but the DJI did not, nor for that matter
did the DJT.
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$SPX 5P 500 Large Cap Index INDX @ StockCharts.com
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Here is our re-labeling of the market from the important March 2009 low. We have labeled the rise to April
2010 as intermediate wave 1. Intermediate wave 2 was the upward correction (the EU Greek debt crisis) that
bottomed in October 2011 (S&P down 21.5%). Intermediate wave 3 unfolded in five waves, topping in January
2018. Minor wave 1 topped before Brexit and minor wave 2 was again an upward correction bottoming with
the U.S. election of November 2016. Minor wave 3 topped in May 2015 while minor wave 4 bottomed in
February 2016. Minor wave 5 topped in January 2018. Intermediate wave 4 is still unfolding in what appears to
be a complex ABCDE pattern and has not as yet made its final bottom. Wave E to come.
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$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 NYSE advance-decline have
been climbing. One of the mantras of the bulls is that the NYSE advance-decline started making new all-time
highs sometime in late February/early March and has been climbing to successive highs ever since. This was
signaling that the stock market should also continue to rise to new all-time highs. Except it hasn’t quite worked
out that way. The DJI has not made new all-time highs, even as the NYSE advance-decline did. Now the
markets have turned down. The NYSE advance-decline is no longer making new highs. We have been baffled
about what appeared to be a divergence between the index and the advance-decline line. Usually if a
divergence appears it is the index making new highs and not confirmed by the advance-decline 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 advance-decline was making new all-time highs even as the DJI started a decline. That,
they said, provided a hook that kept investors in the market. As well, 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 was the DJI fell some 28%
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-

time highs on this up move from December 2018 even as the S&P 500 and the NASDAQ did. We’d have

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 Utilities (DJU) has made new all-time 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 DIT has fallen below its
day MA. The DJl is currently finding support at the 200-day MA. The DJT intermediate trend has turned

200-
down,

although weakly so far. The DJI's intermediate trend has turned neutral but another down week could see its

intermediate trend also turn down. 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 DJT is breaking down, then the other

indices should soon follow.
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Chinese stocks are reacting negatively to the U.S./China trade war. The Shanghai Composite (SSEC) recently
gapped down and is now down 13.3% from its recent high. Key support of the 200-day MA 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 have unfolded 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 2017 to January 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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The collapse back toward $7,000 for Bitcoin was short-lived 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. Overbought (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 money into cryptos. 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 orders have helped push prices higher. That regulators haven’t fully worked out all the
wrinkles doesn’t seem to be a barrier these days. Nor are reports of hacks and frauds.

All this has helped push the market cap of all cryptocurrencies to $250.2 billion, which is still a pretty small
market. Bitcoin’s market cap is $142.4 billion or 57% of the crypto market. There are 2,209 different cryptos

listed at Coin Market Cap (www.coinmarketcap.com). And there are 16 cryptos with a market cap over $1
billion led, of course, by Bitcoin.
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U.S. bond yields continue to fall with the 10-year U.S. treasury falling this past week to 2.32%, down from
2.39% the previous 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 act as a safe haven. Targets appear to be for the 10-year to fall
to around 2.20%. Current support is down to 2.25%.
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Here is a picture of the 10-year U.S. treasury note vs. the S&P 500. The 10-year 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. When the 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 once again bond prices
have risen further even as the stock market has begun to falter. Is the bond market anticipating an economic
slowdown?

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

16 of 33


http://www.stockcharts.com/

ENRICHED

INVESTING INCORPORATETD

Recession Watch Spread

$USTI0Y-SUST2Y 10-vear US Treasury Yield (EOD)-2-Year US Treasury Yield (EOD) INDX @ StockCharts.com
24-May-2019 Open 0.160 High 0.180 Low 0.160 Close 0.160 Chg -0.030 (-15.79%) v
— $USTL0Y-$USTZY (Daily) 0.160

Wolurne undel -
0.6200 -

. 0575

0.550

0.525

0125

Source: www.stockcharts.com

Any thoughts of an impending U.S. recession are just that, thoughts. The widely watched 2—10 spread (2-year
U.S. treasury notes less 10-year 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 although it could fall rapidly. Some other watched
spreads have turned negative but typically these spreads turn negative months before an actual recession.
Even the 2-10 spread is negative historically at least six months before the start of any recession. The
Canadian 2-10 spread is narrower at 6 bp. But still not negative.
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Has the USS Index topped? Hard to say. The USS Index made a new high for the recent move at 98.26, then
reversed and closed 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 potential ABCDE-type pattern.
Objectives on this pattern were up to 101.60 to 102.00. Minimum objectives would be at least 98.50. At 98.26
we are short of that objective. The pattern only busts if the USS Index falls back below 96.81 the low of May
13, 2019. So, it is possible there is more upside on the USS Index before this is complete. The euro was up 0.4%
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 on the week, up 0.8% while the Canadian$ was flat on the week. The USS 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. New highs above 98.26 would start the US$
Index towards its next objective of at least 99.10/99.25.
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The trade weighted U.S. dollar index is a much better measurement of the USS. The trade weighted U.S. dollar
index is made up of a broad group of U.S. trading partners. It includes all the biggies found in the USS Index
(euro, yen, sterling, CdnS, Swiss franc, and Swedish krona) plus a basket of 21 other international currencies
that includes as well the Chinese yuan. So, in many respects it is a better measurement. The trade weighed
U.S. dollar index made new highs in December 2018 and is threatening once again to make new highs. As we
have noted the widely followed USS Index is nowhere near its old highs of 103.
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The U.S./China trade dispute saw gold jump a sharp $11 on Thursday. However, Friday saw only feeble follow-
through as gold was actually off $1.80 or 0.1%. On the week gold jumped 0.6%. The low on the week was at
$1,269 which was shy of the previous low of $1,267. However, the low was sufficient to suggest to us that we
should most likely see new lows below $1,267. We could argue that gold could be forming a small head and
shoulders top with the recent low at $1,267 and recent high at $1,304. Any move above $1,290 might suggest
that the pattern is busting. Nonetheless, a return to the downside and breakdown under $1,270 could suggest
a decline to $1,233. That is very close to our ultimate target zone of $1,235/51,250 for gold. Once this low is in,
we should have completed the E wave down and, by extension, complete the complex corrective pattern that
got underway with the top in July 2016. Gold could be forming a cup and handle bottom pattern. A breakout to
new highs above $1,350 suggests a potential move to at least $1,535. Any move below $1,200 would,
however, suggest that something far more bearish is at play. We are not expecting that. Seasonals start to turn
positive past June.
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Since the stock markets topped last September 2018 gold continues to be the best performer up about 6.4%.
All of the indices remain in negative territory despite the recent powerful rally. The NASDAQ has been the
weakest off 5.8% with the TSX Composite the best of the bunch, down only 0.2%.
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Once again, a peek at the bigger picture for gold. Gold continues to make what appears to us as a multi-year
bottom pattern. A possible 5-wave decline was seen for gold from the top in September 2011 above $1,900 to
the final low in December 2015 at $1,045. What followed the December 2015 low was a strong move that took
us to a top in July 2016 at $1,377. That is labeled as wave (A). What followed that high appears to be a complex
ABCDE-type pattern with the A wave bottoming in December 2016, the B wave topping in February/May 2018,
the C wave bottoming in July 2018, and the D wave topping in January 2019. We believe we are now working
on the E wave. The E wave is usually the shortest of the waves. We expect that this wave should ultimately find
its final bottom somewhere in the $1,235 to $1,250 zone. Note the 4-year MA is currently at $1,245. An
argument could even be made for the final low to be down near the trendline, currently near $1,200. Only a
breakdown under $1,200 would suggest that something far more bearish is at play. We doubt that scenario.
The major breakout comes above $1,350, preferably $1,370. Potential targets from this pattern are up to
$1,750 with minimum objectives of $1,475.
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The gold commercial COT jumped to 38% this past week from 35%. Long open interest was up over 8,000

contracts while short open interest fell about 21,000 contracts. This is a positive development. Despite the

improvement the commercial COT is still nowhere near the levels recorded last August/October when gold last

made an important low and before its more recent run to $1,350. The commercial COT reached to 50% and

slightly higher than. We’d like to see that happen again. It would give us more confidence that we are likely

making an important low. Gold sentiment has been waning but it is still not under 10%, levels often associated

with key lows. The large speculators COT (hedge funds, managed futures, etc.) slipped to 64% from 69% as

their long open interest fell about 23,000 contracts and short open interest jumped about 13,000 contracts.

The direction on the COT is right but it is still not at levels where we would consider a low in.
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Silver prices fell to new lows for the move this past week at $14.35, then reversed and managed to close up at
$14.56 putting in a gain of 1.2% on the week. A reversal week is positive; however, follow-through to the
upside this coming week is essential if the reversal is to be confirmed. Silver continues to form what could be a
descending wedge triangle (bullish). The triangle breaks out at $14.75 and suggests a move back to the recent
highs over $16. A larger pattern that appears to be forming could suggest a move to $18.50 once the recent
high of $16.20 is taken out. Silver, like gold remains in a seasonal weak period until at least mid-June. It can
also last into mid-July. Ideally, we would like to see either gold or silver make new lows while the other does
not. So far, silver has made new lows for this move but gold has still not made new lows. Given waning volume
we believe that downside risk is lessening, but given the pattern a decline to $14.25 is quite possible.
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The silver commercial COT jumped nicely this past week to 48% from 46% the previous week. Long open
interest was up roughly 4,000 contracts while short open interest fell 3,500 contracts. We are not yet at levels
over 50% that we saw last September/October before silver had a good run from about $14 to $16. The large
speculators COT fell to 46% from 49% as their short open interest position jumped over 10,000 contracts and
long open interest fell about 2,000 contracts. We view the direction on the commercial COT as positive for
silver, but we may not yet be at a level that sees our final low.
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Despite an up week for both gold and silver, both the Gold Bugs Index (HUI) and the TSX Gold Index (TGD)
were down on the week. Both indices fell 0.9%. With both indices down on the week it raises the possibility
that both gold and silver could fall once again. The gold stocks often lead both gold and silver. We note that
the TGD appears to be forming a descending wedge triangle. If correct, we could see new lows near 172 before
this move is over. Preferably the gold stocks do not make new lows even as gold and silver might. The TGD
breaks out over 182, but we’d be more comfortable seeing the TGD break out over 188 to suggest the final low
is in. As noted, downside appears limited now to around 172. The 200-day MA is currently at 176 and that too
might hold any further decline. Quite a number of gold and silver stocks have been making new 52-week lows.
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Sentiment on the gold stocks has fallen into what we have labeled as “depression” territory on the gold miners
bullish percent index (BPGDM). Still, it is not at a level that might suggest a low. The gold miners’ new highs-
new lows % index (GDXHLP) has fallen into negative territory but has not spiked low enough yet to suggest a
final low. As the last few years show, the GDXHLP can remain below zero for quite some time before it returns
to the upside. And sometimes the indicators don’t remain in negative territory for very long. Nonetheless, the
indicators have now moved into negative territory and one can at least start to think about accumulating to
ready oneself for the next up move. Interesting that these indicators are making or have made new lows but
the HUI and the TGD are not.
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WTI oil and the energy stocks took the path of least resistance and that was down. Last week we mused as to
whether the market could rise once more, and there was a case for it, but acknowledged that since we were so
close to breakdown that if we put in new lows we could fall quickly. We did. The Oil & Gas Index (XOl) did even
gapping down on Thursday as WTI oil fell a sharp 5.7%. WTI oil wound up down 6.8% on the week. It was the
worst week since December 2018. The XOlI fell 3.4% while the TSX Energy Index (TEN) dropped 5.5%. Qil prices
fell because of the U.S./China trade dispute and the fear that the dispute would slow the global economy
down, thus lowering the demand for oil. Iran seemed suddenly very far away and not much of a consideration
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any longer despite the ongoing sabre rattling. Clearly few believe anything will actually happen there. The
guestion is, what next? WTI oil found support at the end of the week at the 100-day MA. Targets on the recent
drop could be down to $56. With a low on the week at $57.33 we are not that far. As to the XOlI, targets could
be down to 1,150 while the TEN could fall to 127. Most minimum objectives appear to have been achieved
given the sharp drop this past week. WTI oil needs to regain back above $62 to suggest that the down move is
over and that we might make another assault on recent highs. If a 5-wave pattern is unfolding for oil to the
upside then this is wave 4. If what we saw was an ABC correction then the top is in. However, only a
breakdown under $51 suggests that new lows or at least a test of those lows is possible. The world still has
plenty of oil but both the Saudis and the Russians would like to see higher prices. Lower prices could
jeopardize the shale industry in the U.S. given it is highly leveraged.
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Chart of the Week

This week’s “Chart of the Week” is not just one chart but a few charts to show what appears to be weakening
in the U.S. economy. No, the economy is not about to slide into a recession but there are signs of weakening.
Weakening has appeared in the past over the past decade since the “Great Recession” of 2007-2009 but each
time things snapped back. The question is, will it snap back this time?

Retail Sales Month over Month

2010 2012 2014 2016 2018

Source: www.tradingeconomics.com, www.census.gov

Retail sales have been in a slow downward trend for the past year despite a spike in sale in March. March
might have been a catch-up after weak sales in the previous few months. Retail sales in April 2019 fell 0.2%
when the market expected a gain of 0.2%. Year-over-year, retail sales are up 3.1%. But note U.S. population is
up 0.5% in the past year so one would expect retail sales to rise. Particularly weak were automotive sales. The
effects of the $1.5 trillion tax cut are wearing off and the tariffs are beginning to kick in. Bad weather and
continued flooding in the mid-west also hurt sales. The strong employment numbers helped buoy sales.
Consumer spending accounts for upwards of two-thirds of economic activity.
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Department store sales have been sliding for the past year, affecting the major consumer stocks as many have
been hit hard lately. There are exceptions as Target has been beating estimates. Walmart has said they will be
passing on the costs of the tariffs to consumers. That in turn could hurt Walmart sales. The trade war with
China is biting into all retailers, given the amount of clothing imported that is “made in China.”

Construction Spending

2mo 22 24 2Me 2018

Source: www.tradingeconomics.com, www.census.gov
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Construction spending also has a downward tilt over the past year despite a spike in January. Construction
spending fell 0.9% in March, quite a drop from the expected gain of 0.1%. It was the steepest decline in seven
years. U.S. construction spending peaked in May 2018 at $1.324 trillion, but the most recent numbers were at
a $1.282 trillion. Not shown here is the breakdown between residential and non-residential construction
spending. Residential construction is falling a faster rate than non-residential. Residential spending is down
8.4% year over year in March while non-residential spending was actually up 4.8% and at a record high of $775
billion. But residential spending has fallen to $507 billion.

We also note that housing sales for both existing and new home sales are also softening over time with a
downward trend. Prices have also been slipping as the Case Shiller home price index is off its recent highs. That
may explain why mortgage rates are falling in an attempt to encourage house buying. Between housing and
retail sales, one is looking at a big chunk of the economy.

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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