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Trade dispute disrupts, whipsaw week, confident consumer, falling yuan, golden divergence 
  
The U.S./China trade dispute continued to disrupt stock markets this past week. But perception is everything 
and any suggestion that they are still talking, the stock market rallies. Result, it was very whipsaw week. Other 
signals are mixed as well leaving us examining support/resistance for clues as to the next move. 
  
Recession? What recession. No sign yet of any recession according to the 2-10 spread (page 15). The Canadian 
Dividend Strategy remains fully invested.  Consumer confidence hit its highest in years but that was before the 
latest round of U.S./China trade spat.  Along with our Chart of the Week (page 27) we observe that the Chinese 
yuan has fallen to its lowest level since late 2018, that it appears to be headed lower, and that as the yuan 
moves lower, cries emanate from the U.S. that the Chinese are currency manipulators. 
  
The precious metals fell again and silver made new lows for the current move. But gold and the gold stocks did 
not. A divergence? 
  
Monday is the Victoria Day holiday in Canada and a week Monday the U.S. has its Memorial Day holiday. 
  
Have a great week! 
  
DC 
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“Every decision on trade, on taxes, on immigration, on foreign affairs, will be made to benefit American 
workers and American families. We must protect our borders from the ravages of other countries making 
our products, stealing our companies, and destroying our jobs. Protection will lead to great prosperity and 

strength.” 
—Donald Trump, U.S. president U.S.A. 2017–, b. 1946 

 
“Globalization and trade liberalization were supposed to make us all better off through the mechanism of 

trickle-down economics. What we seemed to be seeing instead was trickle-up economics, accompanied by a 
destruction of democratic politics, as we moved ever closer to a system of 'one dollar, one vote' as opposed 

to 'one person, one vote.” 
—Joseph Stiglitz, American economist, public policy analyst, and professor at Columbia University, b. 1943 

 
We should keep on going along the path of globalization. Globalization is good... when trade stops, war 

comes. 
—Jack Ma, Chinese politician, businessman, investor, philanthropist, and co-founder and executive chair of 

the Alibaba Group, b. 1964 
 

Is everyone enjoying the volatile whipsaw market? When China announced it will raise tariffs on $60 billion of 
U.S. goods starting June 1, 2019, the markets cratered on May 13, 2019 by some 2.5% from the close of May 
10, 2019. Three days later they were up 2.8% from the May 13 low. Traders could be excused for feeling 
whipsawed.  
 
There appears to be no easy solution to the trade dispute between China and the U.S. As we previously noted, 
the U.S. wants to tie down iron-clad agreements. The U.S. alleges that China has been stealing technology and 
forcing foreign companies to hand over trade secrets. They also claim that China has failed to open up its 
economy and allow more political freedoms as was expected when China was admitted to the World Trade 
Organization (WTO) in 2001.  
 
China does not want agreements imposed on them that would make them appear acquiescent. China has a 
long memory of attempts by foreign powers to control them during the 19th century. The Opium Wars 
between the Qing Dynasty and Great Britain (First Opium War 1839–1842, Second Opium War 1856–1860) 
were trade disputes involving tea and opium. Many studies have concluded that before the Opium wars 
China’s economy was the largest in the world and had been for centuries. China was also a net exporter and 
had large trade surpluses with most Western countries. After the wars, China’s economy was effectively cut in 
half and they were forced to acquiesce to the Great Powers at the time (Great Britain, U.S., Russia, France, 
and, later, Japan).   
 
This eventually led to the Boxer Rebellion of 1899–1901 where Chinese rebels fought the Great Powers. The 
rebels lost, which led to the collapse of the Qing Dynasty in 1912, followed by years of civil war and war 
(WW2), then followed again by civil war and the “Great Leap Forward.” The period lasted roughly fifty years 
from the end of the Qing dynasty in 2012 until the early 1960s. The period was characterized by the death of 
tens of millions due to war and famine.  
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Today, as the world’s second largest economy, China has been challenging U.S. supremacy and hegemony; for 
example, through the Belt and Road Initiative (BRI) and the setting up of counterparts to Western dominated 
institutions such as the World Bank and the IMF. China is also aiming to establish the yuan as a global reserve 
currency. To do this, they have been building up their gold reserves. The yuan also makes up almost 11% of the 
IMF’s Special Drawing Rights (SDR) having been added in 2015. The other currencies making up the SDR are the 
U.S. dollar, the euro, the Japanese yen, and the pound sterling.  
 
The U.S. has moved to economic warfare to try to pressure countries into conceding to U.S. demands. With 
China it is tariffs, but with others such as Russia, Iran, and North Korea they use economic sanctions. The U.S. 
has even threatened tariffs against the EU and it was the delay of those tariffs that helped spark a market rally 
on May 16, 2019. The U.S. also uses the threat of military action without actually doing so (Geopolitical 
Futures—May 14, 2019) as part of their strategy. China’s attempt to break out of the South China Sea is to 
ensure safe passage of their exports. However, the U.S. wants to ensure its dominance of the Western Pacific; 
hence, their large military buildup in the area. The U.S. is also building up its military presence in the Gulf 
region (Iran) and, along with NATO, the border of Russia in Europe as well as in the Baltic and Mediterranean 
seas.  
 
The U.S. is the world’s largest military power, and the world’s largest economy and importer. The world deals 
with the U.S. but increasingly with China as well. The two have considerable incentive to resolve the trade 
disputes. Two-way trade between the two is roughly $660 billion (2018). China’s trade with the U.S. totals 
about $540 billion, representing some 19.0% of China’s exports. On the other hand, the U.S. exports roughly 
$120 billion to China, representing about 8.6% of its exports. The U.S. trade deficit with China is about $419 
billion (2018).   
 
China exports computers and electronics, clothing, machinery, electrical equipment, and more. The U.S. 
exports transportation equipment, computers and electronics, oil and gas, farm crops, plus more. Each can 
hurt the other. U.S. companies are preparing to pass on the cost of the tariffs to consumers. China has stopped 
buying U.S. food crops (soybeans, pork, etc.), hurting the mid-west farmers. The U.S. has had to provide a huge 
subsidy to bail them out.  
 
The Chinese economy is decelerating and the trade war with the U.S. is hurting consumer and business 
confidence. China’s Shanghai Index (SSEC) has recently fallen almost 11% since the recent round of trade wars 
got underway. PBOC, China’s central bank has been easing credit conditions to combat the effects of the trade 
war. The yuan (See Chart of the Week) has fallen to its lowest level since the October/December 2018 mini-
crash. The fall should help Chinese exports but is negative for the huge amount of Chinese debt denominated 
in U.S. dollars. Trump continues to pester Fed Chair Jerome Powell to cut interest rates to help the U.S. 
economy. The U.S. stock market has faltered despite this past week’s rebound. On May 17, 2019 the market 
fell once again to the downside then rebounded once again.  
 
Nobody expects this to be resolved overnight. Both China and the U.S. have vital interests and it is to the 
benefit of both parties to find common ground. Both their economies depend on it as does the global 
economy. Numerous smaller countries (economy) are caught in the middle of this epic battle between 
economic giants and are being forced to choose sides.  The health of the global stock markets also depends 
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upon it. Talks are supposed to resume, with Trump and Xi planning to meet at the G20 summit in June in 
Osaka, Japan.  
 
The two sides need to ensure this doesn’t escalate. The banning of China’s Huawei from 5G and selling its gear 
along with threatening its supply chain is not going over well in China. It hasn’t gone over well in the U.S. 
either, hitting U.S. chipmakers. Other countries have joined the ban but many have not. Combine all of these 
tensions with military pressures and the risk of an accident is high. The same could be said about the 
confrontation with both Russia and Iran. The global economy is dependent upon the two to resolve their 
differences.  
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MARKETS AND TRENDS 

 
 

  % Gains (Losses)                               Trends     
 

 Close 
Dec 31/18 

Close 
May 17/19 

Week YTD  Daily (Short 
Term) 

Weekly 
(Intermediate) 

Monthly (Long 
Term) 

Stock Market Indices        

S&P 500 2,506.85 2,859.51 (0.8)% 14.1% down (weak) up  up (topping) 

Dow Jones Industrials 23,327.46 25,764.00 (0.7)% 10.4% 
 

down neutral up (topping) 

Dow Jones Transports 9,170.40 10,491.85 (1.0)% 14.4% down (weak) neutral up (topping) 

NASDAQ 6,635.28 7,816.28 (1.3)% 17.8% down (weak) up  up (topping) 

S&P/TSX Composite 14,322.86 16,401.75 0.6% 14.5% neutral up  up  

S&P/TSX Venture (CDNX) 557.20 609.15 1.6% 9.3% down (weak) down  down  

Russell 2000 1,348.56 1,535.76 (2.4)% 13.9% down neutral up (weak) 

MSCI World Index 1,710.88 1,867.61 0.3% 9.2% down neutral neutral 

NYSE Bitcoin Index  3,769.99 7,110.14 13.0% 88.6% up up up 

        

Gold Mining Stock Indices        

Gold Bugs Index (HUI) 160.58 150.48 1.8% (6.3)% down down (weak) down  

TSX Gold Index (TGD) 186.74 181.19 2.3% (3.0)% down up (weak) 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 1.69 (2.9)% (13.8)%    

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 0.08 (20.0)% (20.0)%    

        

Currencies        

US$ Index 95.73 97.82 0.7% 2.2% up (weak) up up  

Canadian $ 0.7350 0.7444 (0.2)% 1.3% down  down  down  

Euro 114.58 111.60 (0.6)% (2.6)% down  down  down (weak) 

British Pound 127.50 127.21 (2.2)% (0.2)% down down down 

Japanese Yen 91.24 90.74 (0.3)% (0.6)% up up neutral 

         

Precious Metals        

Gold 1,281.30 1,275.70 (0.9)% (0.5)% down  up (weak) neutral 

Silver 15.54 14.39 (2.7)% (7.4)% down  down down  

Platinum 795.90 820.30 (5.2)% 3.1% down neutral down  

        

Base Metals        

Palladium 1,197.20 1,305.80 (3.3)% 9.1% down up (weak) up  

Copper 2.63 2.74 (1.1)% 4.2% down down (weak) neutral 

         

Energy        

WTI Oil 45.41 62.92 2.0% 38.6% neutral neutral up  

Natural Gas 2.94 2.63 0.4% (10.5)% 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. 
 
 

http://www.stockcharts.com/
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Source: www.stockcharts.com 

Trying to interpret where we are on the stock market indices has become increasingly difficult of late. The 

interpretation above is just one. Have we completed a final wave to the upside? Or is this just another wave in 

a more complex pattern that has not been completed? The S&P 500, along with the NASDAQ, the S&P 100 

(OEX), the Dow Jones Utilities (DJU), and Russell 1000 eked out new all-time highs. However, the Dow Jones 

Industrials (DJI), Dow Jones Transportations (DJT), NYSE, Russell 2000, Russell 3000, S&P 400, S&P 600, Dow 

Jones Composite (DJC), and the AMEX did not make new all-time highs before turning down. Divergences 

between the indices are often present at significant tops (and bottoms) in the market.  

This past week the S&P 500 fell 0.8%, the DJI was off 0.7%, the DJT fell 1.0%, while the NASDAQ was down 

1.3%. The small cap Russell 2000 dropped 2.4%. In bull markets the small cap stocks are supposed to lead. 

However, since the rally got underway in December the Russell 2000 (and the S&P 600) have trailed the S&P 

500. Now when the markets are falling the small cap indices are leading the way as they are supposed to. The 

U.S.-China trade dispute is weighing on the market. The tensions in the Middle East do not appear to be a 

significant factor despite the bombings of some Saudi and UAE oil tankers. Blame is being attributed to Iran 

despite little or no evidence that they are actually behind the attack. This did, however, raise the specter of a 

false flag, much like WMD in Iraq to justify the invasion of Iraq in 2003. 

http://www.stockcharts.com/
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In international markets the London FTSE 100 gained 0.9% (despite all the negative goings on surrounding 

Brexit), the Paris CAC 40 jumped 2.3%, and, the German DAX was up 1.5%. Things were less rosy in Asian 

markets, however; the Shanghai Index (SSEC) did rise 0.6% but Japan`s Tokyo Nikkei Dow (TKN) fell 1.6%.  

Other signals for the markets are mixed. As we note below, the NYSE advance-decline line has failed to 

rebound and make new highs and now appears to be turning down again. The put/call ratio has been 

consistently above 1 since May 6, indicating that more puts than calls are being purchased. The overweight in 

puts is often interpreted as a bullish sign. The NYSE new highs-new lows index remains positive and the 

McClellan Summation Index (RASI) remains positive but it is falling holding above the 500 level; however, the 

percentage of stocks trading above their 200-day MA for the S&P 500 never reached new highs and is once 

again falling.  

If interpreting where we are is difficult, then we resort to support/resistance to tell us what is happening. A 

breakdown under 2,800 would be negative and a breakdown under 2,700 would be quite negative. Volume on 

this rise since December has been tepid at best and suggests that this rally has had no legs and is corrective 

not an impulse wave to the upside. A firm breakout over 2,900/2,925 would be positive and suggest that new 

highs are possible. We continue to believe that there remains the potential for new highs once again, but the 

recent action and the background news are negatives for the market and the long bull market that got 

underway in March 2009 could be coming to an end, even if it is not over just yet.  
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Source: www.stockcharts.com 

We have not labeled it as such, but could the Dow Jones Industrials (DJI) be in the process of forming a head 

and shoulders top pattern? The right shoulder may have been formed with the high on February 25, 2019 at 

26,110. The head made its top on April 23, 2019 at 26,696. The market is currently working on its right 

shoulder. Key to the pattern is that the DJI does not take out the April 25 high at 26,110. However, the pattern 

could still take a few more weeks to form. The breakdown point is seen at 25,250 and a break under that level 

suggests a decline to 23,750. We do not see this pattern in other indices so it might be wishful thinking on our 

part to think that it is forming a potential head and shoulders top. However, it does bear watching.   

http://www.stockcharts.com/
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Source: www.stockcharts.com 

For the first time since this rally got underway back in December 2018 the NYSE advance-decline failed to 

regain its all-time high and has turned down once again. Note that, previously, every downturn was followed 

by a move to new highs. Not this time. Or, to be more accurate, we should say that the advance-decline line 

turned down then started to rise again but now appears to be faltering once again and not making new highs. 

If it takes out its recent low around 77,500 then the market is falling once again and we may made at least 

temporary top.    

http://www.stockcharts.com/
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Source: www.stockcharts.com  

It is no surprise that volatility has returned. The VIX volatility indicator—a measure of fear and greed in the 

market—spiked to 20.55 when the U.S.-China trade war heated up, but calmed down when it appeared that 

saner heads might prevail. We note, however, that the 50-day MA has turned up—not a positive sign—so our 

expectations are that we could see a more volatile period ahead. The 50-day MA turning up appears to 

precede a rocky period in the stock market. The last time it turned higher was as the market collapsed into the 

October-December swoon.   

http://www.stockcharts.com/
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Source: www.stockcharts.com  

While the U.S. stock indices faltered this past week the TSX Composite did not, gaining 0.6%. The junior TSX 

Venture Exchange (CDNX) fared even better, jumping 1.6% for its first good gain in a few weeks. The TSX is 

back over its 50-day MA so it is possible that we could see new highs. We are only 260 points away. Leading 

the way to the upside were consumer staples, information technology, and industrials—all made new all-time 

highs. Also, up on the week were income trusts, golds, metals & mining, utilities, and real estate. The TSX made 

its gains despite both energy and financials falling on the week. Also down were consumer discretionary, 

health care, materials, and telecommunications. We view the regaining of the 50-day MA as positive. A move 

over 16,600 would confirm that new highs are probable. New lows lie ahead under 16,100. The ones that seem 

to have the momentum are the ones up this past week especially those making new highs. If energy and 

financials turn up, then the TSX should make new all-time highs as well.  

  

http://www.stockcharts.com/
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U.S. University of Michigan Consumer Sentiment 

 

Source: www.tradingeconomics.com 

The University of Michigan consumer sentiment index jumped to 102.4 for May 2019, up from 97.2 the 

previous month. Obviously, the consumer doesn’t seem to care too much about the U.S.-China trade dispute, 

the potential for war with Iran, or the ongoing drama in the White House. The index is at its highest level since 

the Great Recession of 2007–2009; it has surpassed the highs of 2017 and 2018 as well as surpassing the highs 

of January 2004. Although we do understand this survey took place before the recent collapse in trade 

negotiations with China and before the Iran tensions heated up. So, it is possible the next survey will reflect 

those concerns and fall sharply back under 100. Sentiment can be fickle.   

http://www.tradingeconomics.com/
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Source: www.stockcharts.com 

Is Bitcoin really taking off or is it about to crash once again? This past week saw a bit of both—Bitcoin leaped 

to over $8,000 and then on Friday collapsed over 11%, closing the week out around $7,100. Still, Bitcoin was 

up 13% on the week and numerous cryptocurrencies put in a splendid week. Talk continues that Bitcoin is once 

again on its way to $20,000. But Friday was a wild day as at one-point Bitcoin crashed 15% in just 15 minutes 

from $7,800 to $6,200. Spreads got crazy and were reported to be at least $500/$600 between the bid and 

offer on Bitstamp a euro exchange. Some believe it was merely a manipulative move on Friday and once things 

settle down Bitcoin will continue its recent rise. Some large orders were seen to help spook the market down. 

The gold market would understand that sort of action. A reminder, however, that crazy action like this was not 

unusual during the runup in 2017 towards $20,000. Our take is that whatever was going on was, most likely, 

merely a blip in the current bull run that probably has not run its course. The market is quite thin as volumes 

are not what they used to be so it doesn`t take much to move the market sharply in any direction. The market 

appears to be going crazy again so our suspicion is that it will ultimately end badly. A number of 

cryptocurrencies listed at Coin Market Cap jumped roughly 20 this past week to 2,186. The market cap of all 

the cryptos is up to $230.5 billion with Bitcoin making up 56.5% of it at $130.2 billion. Sixteen cryptos have a 

market cap of $1 billion or more. Ethereum remains a distant second at $25.1 billion. But Dogecoin (yes, it still 

exists) is ranked 29th with a market cap of $357.8 million. And Dogecoin is just supposed to be a joke; okay, 

they probably wouldn’t say that as it is listed as a fun, light-hearted cryptocurrency. Unless Bitcoin busts under 

$6,000 our suspicion is that Bitcoin will recover and move to new highs. A far more important breakout level is 

up at $11,500.   

http://www.stockcharts.com/
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Source: www.stockcharts.com 

The 10-year U.S. Treasury note fell to its lowest level since November 2017, falling as low as 2.37% this past 

week before settling at 2.39%. The 10-year appears poised to move low, potentially targeting down to 2.20%. 

That would be negated if yields rose above 2.50%. Bonds appear to falling in yield because of the U.S.-China 

trade tensions. Bonds are considered a safe haven and U.S. treasuries are considered the safest.   

http://www.stockcharts.com/
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Recession Watch Spread  

  

Source: www.stockcharts.com 

Our recession watch spread slipped this past week to 19 bp, down from 21 bp the previous week. The 2-year 

U.S. Treasury note less the 10-year U.S. Treasury note spread remains nowhere near signaling a potential 

recession. Many became excited that a recession was pending when the 2-year U.S. Treasury note Fed Funds 

(FF) spread turned negative. It remains negative today at minus 9 bp. However, the 2-year FF spread is not as 

reliable as the 2-year—10-year spread. There are currently few signs of a recession according to the 2–10 

spread.  

  

http://www.stockcharts.com/
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Source: www.stockcharts.com 

The iShares iBoxx High Yield Corporate Bond ETF (unadjusted) (HYG-NYSE) has bounced back from its 

December 2018 low but appears to be stalling and rolling over at major resistance of the converging 50-, 100-, 

and 200-day MAs and the 165-day EMA. We’ll keep an eye on this one as any significant drop in the HYG could 

spell trouble in the high-yield bond market. Some believe there is upwards of $400 billion of corporate bonds 

in the U.S. that could easily become junk bonds, falling from their current rating of the lowest level of 

investment grade bonds (BBB bonds). That could easily trigger a sharp sell-off in the high-yield market where 

bids can fall quickly and precipitously. Foreign investors have flocked to the U.S. corporate bond market 

boosting because of the high yields and the rising U.S. dollar. But if yields started rising further and the U.S. 

dollar fell there could be an equally swift exit. The investment grade bond market in the U.S. is estimated to be 

as large as $52 trillion.  

http://www.stockcharts.com/
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Source: www.stockcharts.com 

As the trade war continued between the U.S. and China the U.S. dollar strengthened on the week. As our chart 

of the week shows, the U.S. dollar rose 2.3% this past week against the Chinese yuan. The yuan is not a part of 

the US$ Index. The US$ Index was up 0.7% on the week as the euro fell 0.6%, the pound sterling was down 

2.4%, and the Japanese yen was off 0.3%. The Canadian dollar also fell down 0.2%. The US$ Index appears to 

be resuming its recent rise with the potential to rise as high as 102, based on what appears to be an ascending 

triangle that formed between September 2018 and March 2019. This triangle had relatively flat tops but rising 

lows. Confirmation of the current rise would occur once the US$ Index takes out the recent high at 98.08. Once 

new highs are seen above 98.08 the US$ Index could next rise to around 99.35. This would only negate itself if 

the US$ Index were to fall under 97. Under 97 a decline to 96 would most likely take place.   

http://www.stockcharts.com/
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Source: www.stockcharts.com 

With a messy Brexit becoming a stronger possibility as the major parties in the U.K. cannot agree and 

breakaway factions are threatening Prime Minister May, the pound sterling fell to its lowest level in weeks. 

Overall, sterling fell 2.2% this past week. Sterling appears to have fallen out of an awkward looking head and 

shoulder top pattern that, if correct, projects down to at least 122.80. That suggests new lows below the 

December 2018 low of 124.80. The RSI has fallen under 30, indicating that sterling is becoming oversold; 

however, oversold does not mean it is about to turn back up again any time soon. As long as the U.K. cannot 

get its political act together, odds favour a falling sterling.  

  

http://www.stockcharts.com/
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Source: www.stockcharts.com 

Gold started the week off on the right foot, responding positively to the U.S.-China trade war but by week’s 

end gold fell sharply, including a $10.50 decline on Friday. On the week, gold was down 0.9% and has now 

turned negative on the year, down 0.4%. Silver made new lows for the move this past week but gold did not, a 

potential divergence. Furthermore, the gold stocks were up on the week, another potential divergence. 

However, as positive as these divergences appear, they have not been confirmed. Confirmation comes only 

when gold and silver turn positive again and gold does not make new lows. Gold has yet to achieve our 

potential target zone of $1,235 to $1,250. Note the 200-day MA is down at $1,257. Gold continues to form 

what could be a cup and handle pattern. But again, this is not confirmed. Confirmation comes only when gold 

breaks out over $1,350 the February high. In the interim there is potential for further losses. The key area we 

would not want to see break down is at $1,200. A move now under $1,270 would suggest a move down to 

around $1,255 and closer to our potential target zone. Only new highs above $1,304 would negate this 

scenario. Gold continues to decline in what we are terming wave E down in a large ABCDE-type pattern that 

started with the high in July 2016. The E wave should be a terminal wave and once that is complete gold 

should embark on a multi-month rise that could take us to $1,500 and even $1,700. The key breakout zone 

remains $1,350 to $1,370.     

http://www.stockcharts.com/
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Source: www.cotpricecharts.com 

In what appears as a bearish move, the gold commercial COT fell to 35% this past week from 37% the previous 

week. Long open interest jumped over 17,000 contracts but short open interest jumped even further up over 

58,000 contracts. Some of the rise in long open interest may be due to calendar spreads whereby one buys 

gold for a certain month and sells gold for a different month. But we admit we are surmising as to why both 

long and short open interest rose. The overwhelming rise was short open interest and for that reason it 

appears to be suggesting that gold has further downside.   

http://www.cotpricecharts.com/
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Source: www.stockcharts.com 

Silver prices fell sharply on Friday, dropping to new lows for the current move down. Friday saw silver fall 15 

cents or 1.0%. On the week silver was down 2.7%. Silver appears to be busting through the bottom of what we 

thought was a forming descending wedge triangle. Given that, silver could have further to fall. Sentiment is 

currently around 28% and that is also not in what we would term bullish territory. Typically, at significant lows 

silver sentiment is under 10% and often as low as 5% or 6%. The pattern now suggests that silver could be 

moving into a free fall. If that were the case, we might see new lows below the November 2018 low of $13.86. 

We are only 53 cents from that low or 3.7%. Any rebounds now might be contained at $14.75. There is 

considerable resistance up to $15-$15.25. The next breakdown point is at $14.25.   

  

http://www.stockcharts.com/
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Source: www.cotpricecharts.com 

The silver commercial COT rose to 46% from 45% the previous week. Long open interest rose roughly 1,500 

contracts while short open interest fell about 2,500 contracts. The large speculators COT fell to 49% from 50%. 

The silver commercial COT continues to improve and remains bullish. However, it is not yet at levels we would 

consider super-bullish. Last August 2018 the commercial COT for silver was over 50%. The absolute low so far 

was seen in November 2018 although there was an earlier low seen in September 2018.   

http://www.cotpricecharts.com/
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Source: www.stockcharts.com  

Despite a sharp drop for both gold and silver this past week the gold stocks fared remarkably well. Rather than 

fall on May 17 the TSX Gold Index (TGD) jumped 0.6% while the Gold Bugs Index (HUI) was up 0.5%. Both 

indices fared well on the week as well with the TGD up 2.3% and the HUI up 1.8%. Silver made new lows this 

past week but the TGD and the HUI did not. The gold stocks remain very cheap when compared to gold. Our 

chart below of the Gold HUI ratio reflects that.  

 

Source: www.stockcharts.com 

http://www.stockcharts.com/
http://www.stockcharts.com/
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This has been one of the longest periods of gold stocks remaining cheap compared to gold that we have ever 

seen. We have no historical precedent. The last time gold was cheap relative to the stocks was 2002–2008. 

This was a period when the gold stocks were rising sharply even as gold also rose to $1,000. Following the 2008 

financial crash the gold stocks once again outperformed gold as gold rose to $1,900 in 2011. However, gold 

never got as cheap relative to the gold stocks as it was during the 2002–2008 period.  

The TGD appears to be trying to form a falling wedge triangle. Ultimately this pattern is bullish but it doesn’t 

tell us how long it might take to form the triangle. Currently the TGD breaks out over 185. One could argue as 

well that, like gold, the TGD appears to be forming a potential cup and saucer bottom pattern. That has 

stronger bullish implications and once new highs are seen above 205 the TGD could project up to 260 area. We 

would not want to see new lows below 171.42, the January 21, 2019 low. The topping pattern that formed on 

the TGD February to April suggested a decline to around 173. The low so far has been 177. Sentiment remains 

low on the gold stocks although it is not at what we would call extreme.  
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Source: www.stockcharts.com 

Despite a rise in U.S. oil inventories, WTI oil prices rose this past week because of ongoing tensions in the 

Middle East. The threat of war with Iran plus the mysterious bombings of Saudi and UAE oil tankers increased 

tensions. WTI oil rose 2.0% this past week. Technically oil bounced off the converging 50- and 200-day MAs 

and the 165-day exponential MA. The 50-day MA has also crossed over the 200-day MA, giving another buy 

signal. Taking out $64 would suggest that WTI oil should next challenge the recent high of $66.60. Only a 

breakdown under $60 would negate the bullish scenario.  

As to the oil and gas stocks, they are being quite sticky. The U.S. Oil & Gas Index (XOI) fell 0.6% this past week 

while the TSX Energy Index (TEN) was off 1.1%. That’s the bad news. The good news is that the XOI in particular 

http://www.stockcharts.com/
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and the TEN appear to be forming rising or ascending triangles. If that is correct then the XOI could break out 

to the upside. A move over 1,400 would confirm the breakout. The XOI would then project up to around 1,540, 

a 20%+ move from current levels. The TEN would break out over 180 and project up to around 210, a 38% 

move from current levels. Given that both indices are close to recent lows it is now important that no new 

lows are seen for either the XOI or the TEN. The XOI breaks down under 1,200 and the TEN under 150. A rising 

broader market would help both the energy sector but a falling broader market might drag the energy stocks 

down with it. Any significant change in the Middle East tensions would also undermine oil prices, especially 

since supplies appear plentiful.   
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Chart of the Week 

 

Source: www.tradingeconomics.com  

The Chinese yuan has fallen to its lowest level since late 2018. The yuan appears to be headed lower (US$ buy 

more yuan—the chart is the inverse showing how many yuan US$1 will buy). PBOC, China’s central bank has 

encouraged the yuan lowering by once again providing stimulus to the markets. As the yuan moves lower, cries 

emanate from the U.S. that the Chinese are currency manipulators. A lower yuan is good for exports as it 

makes them cheaper, but imports become more expensive. That is not necessarily bad as it could spur 

domestic development to replace the expensive imports.  

However, there is one area where a lower yuan could spell big trouble. A huge amount of Chinese corporate 

debt is denominated in U.S. dollars. U.S. dollar-denominated Chinese corporate debt was estimated at $751 

billion in the third quarter of 2018 according to Bloomberg (www.bloomberg.com). An average of $33.3 billion 

of these bonds mature each quarter from the 4th quarter of 2018 until 2020. Defaults in what is known as 

offshore corporate dollar bonds (OCDB) totaled some $3.4 billion in 2018 compared to none in the previous 

year. The risk in the Chinese corporate bond market has gone up substantially with the weakened Yuan.  

China’s economy is decelerating. It is showing up in numbers such as the manufacturing PMI. GDP growth has 

generally been on a downward trajectory for years. However, that is coming from the high, probably 

unsustainable, levels seen back in 2010 when growth was 10% or higher. Today’s growth is 6.3% still high but 

low for Chinese standards. To make up the difference China would need the domestic economy to replace its 

largely export-driven economy. Nonetheless, the sharply falling yuan poses a risk to the corporate foreign 

bond market. Therein lies the real risk of an unexpected accident that could trigger further defaults elsewhere.  

http://www.tradingeconomics.com/
http://www.bloomberg.com/
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Many have talked about China moving to the nuclear option and selling its vast holdings of U.S. treasuries. That 

is unlikely because it would be detrimental to not only China but the U.S. and the global economy as well. 

Nonetheless, it is not a surprise to notice that China’s purchase of U.S. Treasuries has slowed and over the past 

year its holdings have fallen some $67 billion. Other central banks such as the BOJ and the BOE have made up 

the difference. China can, besides allowing maturities to run off, purchase short-term U.S. treasury bills instead 

of long-term U.S. treasury bonds. China has also been adding to its gold reserves even as its forex reserves 

(primarily U.S. treasuries) are being run down. In the latest month, China added 14.93 metric tonnes and their 

reserves now stand at 1,885.5 tonnes according to the World Gold Council (www.gold.org). Despite the 

increase in gold reserves, China has only the 7th highest gold reserves which represents only 2.5% of its total 

reserves, the lowest of any major trading economy. Many believe China’s gold holdings are actually larger. 

China tends to under report.  

 

Source: www.goldchartsrus.com  

Copyright David Chapman, 2019 

http://www.gold.org/
http://www.goldchartsrus.com/
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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. 

 

 

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.  
 
 


