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Cut party, cold water, volatility return, currency wars, negative yield, widened spreads, job anomalies 
  
Full report this week. As expected the Fed cut a quarter point. Then Powell threw cold water on the party. The 
next day Trump threw more cold water on the party with more tariffs on China. Volatility returns.  The 
Canadian Dividend Strategy is designed to allocate cash in a sustained decline. 
  
So is this about helping the economy by lowering rates? No, we suspect it is another shot in the currency wars. 
That led us to look at dominant currencies throughout history. It make for an interesting study. 
  
Negative yield debt is on the rise. And negative spreads widened. See “Recession Watch” (page 19). 
  
U.S. job numbers for July were out and as usual there were anomalies (See Chart of the Week, page 31). 
  
Have a great week! 
 
DC 
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“Money is the worst currency that ever grew among mankind. This sacks cities, this drives men from their 
homes, this teaches and corrupts the worthiest minds to turn base deeds.” 

—Sophocles, Greek Tragedian, 497/496-406/405 BCE 
 

“Smoot and Hawley ginned up The Tariff Act of 1930 to get America back to work after the Stock Market 
Crash of '29. Instead, it destroyed trade so effectively that by 1932, American exports to Europe were just a 

third of what they had been in 1929. World trade fell two-thirds as other nations retaliated. Jobs 
evaporated.” 

—Elaine Chao, U.S. Secretary of Transportation 2001–2009; b. 1953 
 

“From its creation in 1913, the most important Fed mandate has been to maintain the purchasing power of 
the dollar; however, since 1913 the dollar has lost over 95 percent of its value. Put differently, it takes 

twenty dollars today to buy what one dollar would buy in 1913.”  
—James Rickards, lawyer, gold speculator, media commentator, author of Currency Wars: The Making of 

the Next Global Crisis and four others  
 

“Powell let us down,” the President tweeted. And so, the battle between the President and the Fed Chair 

continues. As was widely expected, the Fed cut the key rate by ¼% to 2.00–2.25% this past week. But then, in 

the aftermath, Powell indicated they may be one and done. Stock markets tanked. Gold sewered. The U.S. 

dollar soared.  

So, why such a confusing message? Cut rates, but then soften them with a more bearish speech? The U.S. 

economy is doing comparatively well when compared to the EU, Japan, and a softening China. Unemployment 

is at a 50-year low. Then Trump piles on more tariffs against China. Trade wars on again. Stock markets tanked, 

again. Gold reversed and soared. The U.S. dollar went back down. And, should we add, bond prices leaped as 

yields fell. Boy, talk about confusion. And volatility. So, what’s going on?  

Some have surmised this has nothing to do with a softening global economy and ongoing trade wars but is 

merely another salvo in the endless currency wars, wars that have been ongoing since 2010. If Trump wants a 

lower U.S. dollar, however, he has a strange way of going about it. What he probably wants is to see the U.S. 

dollar sink like the pound sterling. Talk about a currency that used to be the Big Kahuna. It is a stark 

demonstration of what years of falling off the perch and descending into an endless downward spiral looks 

like. If Boris Johnson is successful in dragging the U.K. out of the EU in October, the likelihood of the pound 

hitting a 34-year low is quite high.  
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Oh, How the Mighty Have Fallen: 
Pound Sterling 1971–2019 

 

Source: www.macrotrends.net  

Instead, what Trump got was a falling stock market and a rising U.S. dollar. That the U.S. dollar rallied 

throughout July—despite rumours that the Fed would lower the key Fed rate, and with the ending of 

quantitative tightening—speaks to the power and lure of the U.S. dollar as the world’s reserve currency. No 

matter, whatever the Fed did wasn’t dovish enough for Trump. Trump doesn’t want to hear that this rate cut 

was only a “mid-cycle adjustment.” The question now is: will Trump try to find another way to push the dollar 

lower?  

There is no argument that other countries are currently outpacing the U.S. in attempting to be ultra-

accommodative with monetary policy. There are now some $14 trillion of negative rate bonds primarily in the 

EU and Japan. That so many are content to own bonds they have to pay for rather than receive interest from is 

truly mind-boggling.  

Trump does have potential use of the U.S. Treasury Department via the Exchange Stabilization Fund (ESF). But 

that arsenal is only about $94 billion. Not exactly an overwhelming amount to try and push down the U.S. 

dollar. Trump fears that unless he pushes the U.S. dollar and gets the U.S. trade deficit down it will hurt his re-

election chances. Trump seems to want a race to the bottom.  

http://www.macrotrends.net/
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Not surprisingly, a major beneficiary of the currency wars is gold. Even with a rising U.S. dollar, gold has been 

rising. Gold is rising in all currencies now. That’s a positive development, although many will not admit that 

gold itself is acting as a currency. When you can’t trust government monetary policies and other currencies, 

gold becomes the defacto currency of choice. What’s one to do? Switch to Argentinian pesos or Turkish lira?  

The U.S. Dollar is Sinking as Well— 
Broad-Based U.S.$ Index, 1973–2019 

 

Source: www.macrotrends.net, www.stlouisfed.org  

Should it really be a surprise that two of the most powerful global currencies of the past two centuries have hit 

the skids? But the failure of the global reserve currency is the stuff of history books. A few years back, the 

World Bank (www.worldbank.org) did a study on the future of world currencies that included a study of 

dominant national currencies in history. It concluded that one national currency or no more than few national 

currencies have played a global role throughout history.  

So, what makes a global currency? A global currency is one that is widely traded and accepted in commercial 

transactions and is readily available. It is no surprise that whatever the global currency was at the time was 

also a global superpower. The dominant currency usually achieved reserve status. And it’s no surprise either 

that the country that was the dominant or reserve currency usually ran large trade deficits with the rest of the 

world. With their currency readily available around the world, it’s no wonder it became the dominant currency 

for trade.  

Probably the first major global currency was that of the Greek Empire of the Classical Period, 480–323 BCE. 

Widely circulated outside Greece’s borders was the Athenian silver drachma. The gold stator was also widely 

http://www.macrotrends.net/
http://www.stlouisfed.org/
http://www.worldbank.org/
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circulated. A stunning Attica, Athens silver tetradrachm from 475–465 BCE is pictured below. That particular 

specimen sold for US$4,750, showing that even 2.5 millenniums later these classical coins actually surpass 

their value at the time.   

Attica, Athens: Circa 475-465 BCE, AR Tetradrachm 

 

Source: www.cngcoins.com  

But empires come and go and the next empire to dominate was the Roman empire from the 1st century BCE to 

the 3rd century AD. Like all empires, it eventually fell into long-term decline. Foreign wars, huge trade deficits 

with the rest of the empire, and fiscal deficits prevailed as emperors outdid each other in building monuments 

to the “Glory that was Rome.” It soon left them looking for ways to pay their armies in order to protect the 

empire. The result was a fall of the silver denarius as the silver content was gradually reduced to nothing. By 

the end of the 5th century, Roman coinage was just tossed away. The gold aureus evolved into the gold solidus 

and it was a dominant world currency through the Byzantine period from the 5th to the 12th century, although 

the gold solidus eventually had to share its status with the gold Arab dinar as the Moors dominated from about 

the 7th though the 13th century.  

Our historical timeline below outlines the rise and fall of empires. Following the end of the Byzantine and Arab 

empires in the 14th century, one saw the rise of the dominant banking families out of Florence and Venice, 

Italy. That gave rise to Florence’s gold fiorino and the Venetian gold ducat as global currencies. By the 17th 

century their influence waned and the dominant currencies soon became the Dutch gulden, followed by the 

Spanish doubloon and its silver dollar known as “pieces of eight.” As the Dutch and Spanish empires waned, 

the British rose and the pound sterling became the dominant currency of the 19th and early 20th century.  

The British empire began to wane after WW1, as did the gold standard that the world had been on for so many 

centuries. Soon it was the rise of the fiat currencies as the U.S. dollar became the world’s reserve currency 

following Bretton Woods. By the 1970s, the era of the gold standard was officially over as fiat currencies—

http://www.cngcoins.com/
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backed by nothing—dominated, led by the U.S. dollar. And now we are hitting another bump in the long 

history of dominant currencies. Will the U.S. dollar continue to dominate? Will it be supplanted by the Chinese 

yuan? Or will the world sub-divide into three major zones, each to be dominated by its own currency: the U.S. 

dollar, the Chinese yuan, and the euro? 

History remains to be written. In order to show examples of the gold coins, we are spread over three pages 

below.  

Historical Timeline of Dominant International Currencies 

Period  Historical 

Reserve 

Currency -

Gold 

Historical 

Reserve 

Currency - 

Silver 

Classical Greece 

5th century BCE – 

3rd century BCE  

1.  

Gold 

Staters 

Silver 

Drachma 

Roman Empire 1st 

century BCE – 3th 

century AD 

2.  

Gold 

Aureus 

Silver 

Denarius  

Roman Empire 3rd 

century – 4th 

century AD 

3.  

Gold 

Aureus 

Silvered to 

Bronze 

Antoninianus 
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Late Roman 

Empire/Byzantine 

Empire 5th 

century – 12th 

century AD 

4.  

Gold 

Solidus 

along with 

Arab Dinar 

by the 7th 

century 

Bronze and 

Silver Coins 

Florence 13th 

century – 15th 

century 

5.  

Gold 

Florence 

Fiorino 

later Gold 

Venetian 

Ducat 

Silver Ducat 

Netherlands 17th 

century – 18th 

century 

6.  

Gold 

Gulden 

Silver 

Guilder 

Spain 18th 

century – 19th 

century 

 7.  

Gold 

Doubloon 

Silver Dollar, 

aka Pieces of 

Eight 
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British Empire 

19th century – 

20th century 

8.  

Pound 

Sterling – 

Gold 

Sovereigns  

Two Shillings 

aka Silver 

British Florin  

United States 20th 

century – 21st 

century 

9.  

 

U.S. 

dollars 

(Fiat)  

U.S. dollars 

(Fiat) 

Source: www.armstrongeconomics.com, www.worldbank.org, www.zerohedge.com, www.cngcoins.com  

The coins: 

1. Macedon, Kings of Alexander III, 336–323 BCE AV Distater 

2. Nero, 54–68 AD, AV Aureus  

3. Licinius 1, 308–324 AD, AV Aureus 

4. Constans II, with Constantine IV, Heraclius, and Tiberius, 641–668 AD, AV Solidus 

5. Italy, Firenze, Republica, 1189–1532 AD, AV Fiorino 

6. LOW COUNTRIES, Republiek der Zeven Verenigde Nederlanden (Dutch Republic). Utrecht, 1581–1795, 

AV Halve Gulden  

7. Peru, Colonial, Felipe V, King of Spain, second reign, 1724–1746 AV 8 escudos 

8. British Gold Sovereign, 1887 

9. U.S. one-dollar bill  

 

 

  

http://www.armstrongeconomics.com/
http://www.worldbank.org/
http://www.zerohedge.com/
http://www.cngcoins.com/
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MARKETS AND TRENDS 

 
 

  % Gains (Losses)                               Trends   

 Close 
Dec 31/18 

Close 
Aug 2/19 

Week YTD  Daily (Short 
Term) 

Weekly 
(Intermediate) 

Monthly (Long 
Term) 

Stock Market Indices        

S&P 500 2,506.85 2,932.05 (3.1)%` 17.0% down (weak) up  up (topping) 

Dow Jones Industrials 23,327.46 26,485.01 (2.6)% 13.5% down up up (topping) 

Dow Jones Transports 9,170.40 10,374.43 (3.7)% 13.1% down (weak) up (weak) up (topping) 

NASDAQ 6,635.28 8,004.07 (3.9)% 20.6% down (weak) up up (topping) 

S&P/TSX Composite 14,322.86 16,271.66 (1.6)% 13.6% down up  up  

S&P/TSX Venture (CDNX) 557.20 595.74 0.5% 6.9% up down (weak) down  

Russell 2000 1,348.56 1,533.66 (2.9)% 13.7% down up (weak) up  

MSCI World Index 1,710.88 1,866.08 (2.6)% 9.1% down up (weak) neutral 

NYSE Bitcoin Index  3,769.99 10,626.97 8.5% 181.9% up (weak) up up 

        

Gold Mining Stock Indices        

Gold Bugs Index (HUI) 160.58 208.65 0.9% 29.9% up up up 

TSX Gold Index (TGD) 186.74 237.01 1.3% 26.9% up up up  

        

Fixed Income Yields/Spreads         

U.S. 10-Year Treasury yield 2.69 1.86 (new 
lows) 

(9.3)% (30.9)%    

Cdn. 10-Year Bond yield 1.96 1.38 (new 
lows) 

(8.0)% (29.6)%    

Recession Watch Spreads        

U.S. 2-year 10-year Treasury spread 0.21 0.14 (44.0)% (33.3)%    

Cdn 2-year 10-year CGB spread 0.10 (0.08) (new 
lows) 

(300.0)% (180.0)%    

        

Currencies        

US$ Index 95.73 97.85 (new 
highs) 

0.1% 2.2% up up up  

Canadian $ 0.7350 0.7576 (0.4)% 3.1% down up neutral 

Euro 114.58 111.07 (new 
lows) 

(0.2)% (3.1)% down down  down  

Swiss Franc 101.88 101.79 1.2% (0.1)% up (weak) up neutral 

British Pound 127.50 121.55 (new 
lows) 

(1.9)% (4.7)% down  down down 

Japanese Yen 91.24 93.84 (new 
highs) 

2.0% 2.9% up  up up (weak) 

         

Precious Metals        

Gold 1,281.30 1,457.50 
(new highs) 

3.0% 13.8% up  up  up  

Silver 15.54 16.27 (0.9)% 4.7% up up neutral 

Platinum 795.90 853.00 (2.4)% 7.2% up up down  

        

Base Metals        

Palladium 1,197.20 1404.20 (8.5)% 17.3% up up  up  

Copper 2.63 2.572 (2.2)% (4.2)% down  down  down (weak) 

         

Energy        

WTI Oil 45.41 55.66 (0.6)% 22.6% down neutral neutral 

Natural Gas 2.94 2.12 (new 
Lows) 

(1.4)% (27.9)% down  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 

Martin Armstrong (www.armstrongeconomics.com) has called it “Knockin’ on Heaven’s Door.” With apologies 

to Bob Dylan, the S&P 500 (and the Dow Jones Industrials (DJI)) really have been knocking on heaven’s door as 

in the upper channel of what appears to be a huge broadening top. Add in a potential ascending wedge 

triangle and we appear poised for a fall breakdown. August and September are the two worst months of the 

year and if this chart is correct, then the markets could be in for a nasty fall. It’s a long way down to the 

bottom of the channel which would be an enticing target. For the S&P 500, that is a decline to around 2,200, a 

potential 25% decline from current levels. If we really have made a significant top, we could fall even further.  

Markets took it on the chin this past week. Oh yes, the Fed cut rates, but why on earth are they doing so when 

stock markets are at a high and the economy is at least bumbling along? Sure, the global economy is slowing 

and Trump and his insistent tariffs are poised to dig into the U.S. consumer even more than they have already. 

And savers are hit again as interest rates on deposits drop. But mortgage rates might also fall as long-term 

interest rates decline.  

This past week the S&P 500 fell 3.1%, the worst decline of the year. The DJI dropped 2.6% while the tech-heavy 

NASDAQ fell 3.9%. The Dow Jones Transportations (DJT) continued to not confirm its big brother DJI, falling 

3.7%. The small cap Russell 2000 dropped 2.9%. Elsewhere, Canada’s TSX Composite fared somewhat better, 

losing only 1.6% and the TSX Venture Exchange (CDNX) was a winner, up 0.5%. Internationally, the Brexit-

http://www.stockcharts.com/
http://www.armstrongeconomics.com/


 

 
 

11 of 34 

 

Enriched Investing Incorporated 
P.O. Box 1016, TD Centre, Toronto, ON  M5K 1A0 

ph: 416.203.3028 fx: 416.203.8825 www.enrichedinvesting.com 
e-mail:  dchapman@enrichedinvesting.com 

challenged FTSE 100 fell 2.2%, the Paris CAC 40 was off 4.2%, and the German DAX was down 4.2%. In Asia, 

China’s Shanghai Index (SSEC) fell 2.6% and Tokyo’s Nikkei Dow (TKN) dropped 2.6%. All in all, a lousy week for 

stocks.  

It is intriguing that, so far at least, the S&P 500 was stopped by the top of the channel. All that is needed to 

make it fait accompli is a drop down through 2,900 to confirm a potential top. The wedge pattern suggests the 

potential to fall all the way back to the December lows near 2,350 as a minimum. 2,200 is not that far away if 

we drop that far. The short-term trend has turned down. Another down week like this past week and the 

weekly trend should turn down. It has already weakened. Volatility has also returned as the VIX volatility 

indicator leaped. It won’t take much for it to take out the December 2018 high. The NYSE advance-decline also 

turned down with the market, albeit from record highs, and the McClellan Summation Ratio Adjusted Index 

dropped but remains above 500. The S&P 500 Bullish Percent Index turned down, failing to make new highs 

even as the index made new highs, a divergence. Put buying leaped, but it is not yet near levels that might 

suggest a bottom. Volume jumped, hitting levels of 13% above the 50-day MA for volume.  

Interest rate cuts were supposed to help the stock markets. Trump’s renewal of tariffs on China sunk them 

instead. Somehow Trump thinks that by putting pressure on China it will force them to succumb. Except the 

Chinese don’t respond to threats—they hit back instead. Yes, China is hurting, but soon the U.S. is going to 

hurt even more. Instead of the market soaring, the market is poised to tank. And then Jerome Powell is going 

to get blamed, along with Democrats.  

This past week has to be viewed as a colossal failure. All that is needed is the breakdown under 2,900 to 

confirm. Only new highs can stave off this eventual decline and that is appearing increasingly unlikely. Long-

term weekly support is seen between 2,400 and 2,600.  A break of 2,400 would officially end the uptrend from 

March 2009.  

Wave-wise, we believe we could be starting a C wave down. However, some—including Elliott Wave 

International (www.elliottwave.com)—believe this is merely an E wave of a larger corrective wave 4 pattern 

(Our wave count is labeled in red, Elliott Wave’s count in blue). If that’s correct, then the market could soar 

once again to new all-time highs once a significant low is found. Under our scenario the market should fall 

through the bottom of the broadening pattern. The rebound rally will be impressive but should not make new 

highs.   

  

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

Three different indices—three different potential topping patterns. The KBW Bank Index remains well of 

recent highs and also off all-time highs. KBW appears to be forming a large symmetrical triangle. Symmetrical 

triangles can be both a consolidation pattern and a top pattern. What’s more likely here is a top, given its 

failure to make new highs a divergence from the S&P 500. The S&P 500 is forming a broadening top pattern 

(bearish) and a potential ascending wedge pattern (bearish). The Semiconductor Index (SOX) appears to be 

forming a potential ascending wedge pattern (bearish). None of the patterns appear to be bullish.   

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

It was noted that the NASDAQ appeared to break out when it went to new all-time highs. Given that the 

NASDAQ has now fallen back under the breakout line near 8,200, the odds are that it was instead a breakout 

failure or false breakout and the next move is down. There is support down to around 7,800, but under that 

level the NASDAQ may be breaking down from an ascending wedge pattern. A breakdown under 7,550 would 

confirm. The ultimate target could be back to the December 2018 low of 6,190.   

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

Falling margin debt may be the “kiss of death” for the stock market. Margin debt appears to have topped back 

in January 2018, coinciding with the stock market top at the time. Since then, margin debt has been falling 

even as the stock market has made new all-time highs. This is not unusual. In 2007, margin debt peaked for 

about three months before the stock market top in October 2007. The same thing happened in late 1999 a few 

months before the stock market top January/March 2000. Margin debt soared to record levels during the stock 

market run from 2009–2019. It is another warning sign that the market may have topped. We are just awaiting 

confirmation.   

  

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

International indices took some hits this past week. The MSCI World Index (ex USA) appears to have broken 

down under rising trendline support. Confirmation would come with a breakdown under 1,800. The MSCI, like 

others, also appears to have formed a bearish wedge triangle over the past few months. The RSI is falling 

under 30 so it might suggest that at least a bounce is possible.   

http://www.stockcharts.com/


 

 
 

16 of 34 

 

Enriched Investing Incorporated 
P.O. Box 1016, TD Centre, Toronto, ON  M5K 1A0 

ph: 416.203.3028 fx: 416.203.8825 www.enrichedinvesting.com 
e-mail:  dchapman@enrichedinvesting.com 

 

Source: www.stockcharts.com 

The TSX Composite appears to have topped. It is possible that the TSX is making a double top on the charts. 

The neckline would be near 16,000 and suggest a fall to around 15,400. The TSX may have also made a 

broadening top; however, it failed this time to reach the top of the channel. None of the sub-indices look 

particularly attractive at the moment. Utilities did make new 52-week highs this past week, albeit barely.   

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

A recent edition of the Elliott Wave Financial Forecast – August 2019 (www.elliottwave.com) pointed out a 

rather interesting comparison: that the DJI and Bitcoin appeared to top and bottom with each other. Not 

perfectly, but close enough to make the comparison interesting. Here is Bitcoin and the DJI. Note how Bitcoin 

appears to top and bottom just before the DJI. Bitcoin appears to have made a top and another decline under 

10,000 would confirm that top. Another interesting comparison is Bitcoin with most other cryptos. While 

Bitcoin retraced 65% of its decline from December 2017 to its low in December 2018, numerous other cryptos 

barely budged off their lows. Many of them remain down 90% or more from their highs of late 2017 to early 

2018.   

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

With the Fed cutting the key rate by a quarter point this past week to 2.00%–2.25%, it helped to send bond 

yields lower as well. The U.S. 10-year Treasury note fell to 1.86% from 2.05%. It was the lowest level for the 10-

year since 2016. The all-time low was 1.37% seen in July 2016. All yields fell this past week with the 30-year 

falling to 2.38% and the 1-year dropping to 1.85%. The quarter point interest cut was key as it reversed what 

the Fed did in December when they last hiked rates. Ironically, we learned that the Trump organization will 

save roughly a $1 million a year in making lower interest payments on its floating rate debt. It will save the U.S. 

government even more on its $22.5 trillion of debt. We estimate about $56.3 billion annually. Yields may have 

a bit further to fall. Potential targets appear to be around 1.79%. We appear to be falling in a 5th wave. If that is 

correct, then once this move is over rates could begin to rise once again. Now that would be a shock to 

everyone.  

  

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

  

Source: www.stockcharts.com 

The 2-year U.S. Treasury note vs. the 10-year U.S. Treasury note spread has fallen to 14 bp, appearing to break 

support at 15. The low on the week was seen at 13, just short of 11 that was seen at the December 2018 low. 

This spread has still not turned negative, unlike most other spreads. Still, if it is a predictor of a potential 

recession then the direction is right.   

http://www.stockcharts.com/
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Recession Watch Spread 2 

 

Source: www.stockcharts.com    

Our other watched recession spread is the 3-month U.S. Treasury bill vs. the 10-year U.S. Treasury note. The 

spread fell to negative 20 bp this past week, the lowest since negative 25 bp seen in July. This spread has been 

negative since May. Historically, this spread has been negative for at least 6 months before the onset of a 

recession. We are now entering our third month. Ironically, the spread actually started to rise a good year 

before the 2008 financial collapse. Maybe we should be more worried about a rise than a decline to negative 

yields. However, the pundits love to point out the negative yield as a precursor to a potential recession.   

http://www.stockcharts.com/


 

 
 

21 of 34 

 

Enriched Investing Incorporated 
P.O. Box 1016, TD Centre, Toronto, ON  M5K 1A0 

ph: 416.203.3028 fx: 416.203.8825 www.enrichedinvesting.com 
e-mail:  dchapman@enrichedinvesting.com 

 

 

Source: www.bloomberg.com  

Fascinating that there is now more than $14 trillion of negative yield debt outstanding. That amount is 3.5 

times greater than the GDP of the EU. 43% of global investment grade bonds (ex U.S.) are now trading at 

negative yields vs. only 20% a year ago. As if things weren’t already mind-boggling, but Italy, yes Italy, just 

borrowed almost $20 billion in 50-year bonds with a yield of just 2.8%. All of the outstanding bonds of 

Germany, Denmark, Switzerland, and Sweden trade at negative yields. There are now 14 euro-based corporate 

junk bonds with negative yields. That is mind-boggling. As Elliot Wave International notes 

(www.elliottwave.com), the companies with the worst credit and the highest risk of default are now paid to 

borrow money. It is irrational but true. We suppose you could view it as—well, it’s a negative yield, but it could 

get even more negative. But what happens if interest rates rise? Well, someone is going to take a huge loss on 

their negative rate bond portfolio.   

http://www.bloomberg.com/
http://www.elliottwave.com/
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Euro Stoxx Bank Index 

 

Source: www.marketscreener.com  

Negative yield bonds are playing havoc with bank profits. The EU banking sector is being hammered. Since 

peaking in 2007 the Euro Stoxx Bank Index has fallen some 82%. It is not that far from its low of November 

1987, 32 years ago. A collapsing banking sector is a major problem not just for the EU but for the world. And as 

we noted with some $14 trillion of negative yield bonds, the question begs: what happens when interest rates 

rise as they inevitably will? This chart could go even lower.  

  

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

The U.S. dollar refuses to die. This past week, despite the Fed cutting the key rate, the US$ Index rose rather 

than fell as many might have expected. It may, however, turn out to be merely a spike as after Trump 

announced his China tariffs the US$ Index fell. It ended the week up a small 0.1%. Taking it on the chin were 

the euro down 0.2%, the Canadian dollar off 0.4%, and the Brexit-challenged pound sterling down 1.9%. Both 

the euro and the pound fell to fresh 52-week lows. Benefitting from the falling euro and pound was the Swiss 

franc, up almost 1.2% and the Japanese yen gaining 2.0%. Something is amiss when the Swiss and the Japanese 

currencies are considered the safest play. The U.S. dollar appears to have subdivided in five waves, up from the 

January 2019 low. We labeled it ABCDE rather than 1,2,3,4,5. We remain well off a breakdown zone currently 

just above 95.50. With a spike to 98.70 it is the highest level the US$ Index has seen in the past few years. A 

falling U.S. dollar should be positive for gold; however, as we note, gold may have temporarily topped.   

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

Has gold made a temporary top? It is possible as sentiment has reached high levels and there are numerous 

divergences. Gold had a wild week. Gold was disappointed that the Fed cut rates by a quarter point only and 

Powell indicated that they may be one and done. Gold sold off sharply as the U.S. dollar rallied. Then Trump 

announced more tariffs on China and gold leaped as the U.S. dollar sold off. Volatility is name of the game. 

Gold made fresh 52-week highs this past week, gaining 3.0% The high was seen at $1,461.90 (futures). Ideally, 

we’d like to see gold print between $1,480 and $1,490 as it would satisfy targets. But silver traded lower on 

the week and did not follow gold to new highs. Silver was actually down on the week, losing 0.9%. Platinum 

and palladium fell as well, losing 2.4% and 8.5% respectively. Is it lonely at the top? Could be. Oddly, it was 

only about a week earlier when silver made fresh 52-week highs but gold did not. This past week they traded 

spots. A divergence? Or merely confirming each other? Preferably we’d like to see them making fresh highs 

together. We could argue that gold is making a rising triangle. If so, then once new highs are seen over $1,462 

the target could be as high as $1,537. We had another ideal target of between $1,500 to $1,550 for this move.  

Oddly, we read from Elliott Wave International that they believe gold is topping. We find that difficult to 

understand. The first major wave down from 2011–2015 was four years. The second wave lasted from 2015–

2019, another four years. We’d be surprised to discover this one is over in a mere three months, as we’d 

expect at least two years. The last major low was in October 2008 and we believe that was a 7.8-year cycle 

low. It was followed by another major low in December 2015 roughly 7.2 years later. The next 7.8-year cycle 

http://www.stockcharts.com/
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low is due starting February 2023 to June 2024. The last 32-month cycle low was seen in August 2018. So, the 

next one is not due until sometime in 2021. From the December 2015 low this is only the second 32-month 

cycle, so following a low in 2021 thereabouts there should be one more thrust before falling into the next 7.8-

cycle low which would also be a 23- to 24.7-year cycle low from the dual lows of 1999 and 2001. Admittedly, 

that one could be a doozy.  

However, seasonals suggest we could see a pullback now, and then a more powerful rally into 2020. We 

continue to have ultimate targets up to $1,725. Some believe even higher. Whether this particular rally has 

more left in it is difficult to say. A breakdown under $1,420 would signal that the rally is over for the time 

being.  

 

Source: www.cotpricecharts.com 

The commercial COT is not supportive of much further in this gold rally. The commercial COT has fallen to 25% 

in the latest COT report, down from 27% the previous week. Long open interest fell over 34,000 contracts even 

as short open interest also fell over 34,000 contracts. The large speculators COT (hedge funds, managed 

futures, etc.) was at 84%, unchanged from the previous week. Overall, the COT report is becoming more 

negative, signaling the potential for at least a temporary top.   

http://www.cotpricecharts.com/


 

 
 

26 of 34 

 

Enriched Investing Incorporated 
P.O. Box 1016, TD Centre, Toronto, ON  M5K 1A0 

ph: 416.203.3028 fx: 416.203.8825 www.enrichedinvesting.com 
e-mail:  dchapman@enrichedinvesting.com 

 

Source: www.stockcharts.com 

Silver prices fell 0.9% this past week even as gold prices rose. It was a significant divergence. We like the two 

precious metals to confirm each other. Silver may have touched up to a channel line the previous week as it 

made fresh 52-week highs. Silver’s high was at $16.68 on July 25. Silver is now down 2.5% from that high. Silver 

briefly fell under $16 this past week with a low of $15.94. Silver sentiment twice recorded over 91% bulls in the 

past week. That was the highest sentiment level seen in three years and usually signaled a top. Gold broke out 

to not only new 52-week highs but also new 6-year highs. Silver fell short of its highs of June 2018 at $17.35. 

Another failure for silver when compared to gold. The gold/silver ratio remains at extremely high levels—

currently at 89.55, an unprecedented level. Just to get it down to 80, silver should be over $18. The gold/silver 

ratio has never been so high and for such a long period of time as well. Usually in rallies as we have 

experienced, silver leads. But this time its performance has been lagging badly. Nonetheless, the trend remains 

to the upside. The breakdown point doesn’t come until under $15.60. Silver needs to break out over $16.75 to 

convince us that higher prices are possible. From the low at $14.27 seen in May we note that this may be a 4th 

wave correction. So there still could be one more wave to the upside to complete this first wave up before a 

correction sets in. Targets should have been over $18 but minimum targets would be $16.65 (achieved) 

followed by a target of $16.95 or even $17.15.   

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

Silver’s commercial COT fell to 32% this past week, down from 33% the previous week. It is the lowest level in 

over a year. Long open interest rose roughly 2,500 contracts but short open interest jumped over 10,000 

contracts. The large speculators COT rose to 70% from 67%. The silver commercial COT is increasingly bearish.   

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

With higher gold prices gold stocks enjoyed an up week. The TSX Gold Index (TGD) rose 1.3% while the Gold 

Bugs Index (HUI) jumped 0.9%. Despite gold making fresh 52-week highs the two gold stock indices failed to 

make new 52-week highs. The TGD had a wild week, falling sharply on Wednesday only to be followed by an 

even sharper rise on Thursday. Friday failed to follow through and the TGD actually fell about 0.4%. Given the 

TGD lengthy time with the RSI exceeding 70, a level often associated with tops, our suspicion remains that we 

may be at or near a temporary top. A break under 225 would confirm the top. The TGD still has room to rise 

against its channel with potential to rise to 245. Oddly enough, the measuring gap seen on the charts on June 

20, 2019 implied a target of 245.   

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

The Gold Miners Bullish % Index has hit its highest level since August 2016. The indicator has now pushed into 

potentially topping territory. In July 2016 it hit 100. Yes, it has room to move higher, but it is also suggesting 

that one should be cautious about buying more gold stocks at these levels. Traders may be thinking of profit-

taking.  

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

If the global economy slows down, oil prices are probably destined to fall. If, however, things in the Gulf of 

Hormuz get dicier than they have already have, then oil prices could be poised to leap higher. We don’t like the 

looks of the chart where both WTI oil and the XOI Index have made lower highs. The result is, one has to watch 

which way they break. WTI oil breaks out over $62 but breaks down under $54. The XOI breaks out over 1,275 

but breaks down under 1,200. For the TSX Energy Index (TEN) the index has been in a relentless downtrend 

and appears poised to make fresh 52-week lows under 127. This past week WTI oil fell 0.6% while the XOI was 

down 2.9% and the TEN off 2.5%. This is a classic case of us having to await a break to determine the next 

move. Meanwhile, natural gas prices just keep on falling off another 1.4% this past week and down 27.9% on 

the year. Natural gas prices made fresh 52-week lows.  

http://www.stockcharts.com/
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Chart of the Week 

 

 
Source: www.shadowstats.com  

It must be that time of the month again. First Friday of the month and the U.S. employment numbers are out. 

The report this month was a mild disappointment. The nonfarm payrolls for July came in at 164,000 which was 

about in line with expectations. However, given downward revisions in previous months the gain was more like 

123,000. The headline unemployment rate (U3) came in at 3.71% up from 3.67% in July. The U6 

unemployment rate came in at 6.99% vs. 7.23% in July. The U6 unemployment rate is the Bureau of Labour 

Statistics’ (BLS) broadest measurement of unemployment as it includes short-term discouraged and other 

marginally employed workers as well as those working part-time who would prefer full-time employment. The 

U3 unemployment remains near a 50-year low. The Shadow Stats (www.shadowstats.com) unemployment 

rate dropped to 21% from 21.2%. That number is U6 plus those long-term discouraged workers defined out of 

existence in 1994 and are no longer included in the BLS’s numbers. Those workers show up in the category 

“not in labour force.”  

The total civilian labour force rose to 163,351 thousand in July from 162,981 thousand in June while the 

number employed actually fell to 151,183 thousand from 152,242 thousand. The labour force participation 

rate, as reported by the BLS, rose to 63.0% from 62.9%. That would help explain the small jump in U3. The 

civilian employment population ratio rose to 60.7% from 60.6%. In May 2000 the civilian employment 

population ratio was 64.4% while the labour force participation rate hit 67.3% in February 2000. If either of 

those numbers were at those levels today the actual unemployment rate (U3) would be considerably higher.  

http://www.shadowstats.com/
http://www.shadowstats.com/
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As noted, the long-term discouraged workers show up in “not in labour force.” That fell to 95,874 thousand in 

July from 96,057 thousand in June. Of that total 53.7 million are retirees and 10.1 million are disabled.  

There were some strange anomalies in this month’s report. The BLS reported that from June to July the 

number of multiple job holders jumped by 233,000. That is more than the rise 164,000 for nonfarm payrolls 

and more than the rise of 148,000 private sector nonfarm payrolls. More people employed but holding 

multiple jobs? How do you count people twice? Well simple given that there is a household survey (call 

people) and an establishment survey (call companies). Since May the number of multiple job holders has 

jumped 534,000. www.bls.gov/news.release/empsit.t09.htm  

If there was light in the employment report it was average hourly earnings that rose 3.2% from a year earlier, a 

level better than forecast. The three-month average for nonfarm payrolls was 140,000, the slowest level in 

almost two years. None of this will please Trump and his belabouring of Fed Chair Jerome Powell will no doubt 

heighten. As well, the call for further interest rate cuts at the September FOMC will also rise. Trump’s ongoing 

trade war with China won’t help as ultimately it is the U.S. consumer who pays the price with higher prices and 

not China as Trump maintains. That in turn will lower demand and lower demand would hurt China’s 

manufacturing sector. But, overall, the additional tariffs are designed by Trump to push China into a deal. The 

problem is, China cannot be pushed.  

U.S. GDP growth came in at a less than robust 2.3% year-over-year in Q2. That was the slowest since Q2 2017 

and a far cry from the almost 4% in Q1 2015. The current level is below Trump’s desire for 3% growth. Of 

course, 2.3% growth seems downright robust when looking at Shadow Stats numbers. Their Q2 growth shows 

as negative 1.9%. Why negative? Shadow Stats goes back and calculates GDP as it was done back in the 1990s. 

It is caused by distortions in how to calculate inflation and built-in upward bias in the numbers. According to 

Shadow Stats, the U.S. has been in continuous negative growth since 2000, except for a brief period in 2004.  

The U.S. trade deficit for June narrowed slightly to $55.2 billion. In May the deficit was $55.3 billion. The 

market expected higher. While the deficit with China fell slightly to $30 billion the deficit with Mexico widened 

to $9.9 billion. Despite all Trump’s tariffs the U.S. balance of trade has done nothing but rise since Trump took 

over in 2017 (see chart below).  

http://www.bls.gov/news.release/empsit.t09.htm
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Source: www.shadowstats.com  

U.S. Balance of Trade  

 

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

Canada reports its job numbers next Friday.  

Copyright David Chapman, 2019  

http://www.shadowstats.com/
http://www.tradingeconomics.com/
http://www.census.gov/
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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.  
 
 


