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Potential reversal, protective positioning, background noise, repo mystery, Thanksgiving fade 
  
An extremely busy week so a shortened report. 
  
Stock market records continue to fall. But a funny thing happened on the way to the forum. New highs were 
seen (S&P 500, DJI, NASDAQ, TSX) but then they reversed and all closed lower on the week. A reversal week? 
Follow through to the downside is essential to confirm. The Canadian Dividend Strategy is designed to allocate 
to cash in the event of a downturn.  Is the big top in? Or just another temporary top? We suspect the latter as 
money managers will rush to protect what has been a good year and reposition for 2020 in December. 
  
The big question remains. Is a recession coming? Slowdown yes. Recession maybe. Ongoing bad news noise in 
the background with impeachment, global protests and more. The Fed continues its mysterious repo program. 
Is it just to keep a lid on interest rates? Or is there a major liquidity crisis brewing? There are banking problems 
particularly in the EU and China. But we have the puts – Trump, the Fed and the trade war. 
  
This week is U.S. Thanksgiving, Black Friday followed by Cyber Monday. U.S. markets closed Thursday. Markets 
tend to rise into Thanksgiving, fade after. 
  
Have a great week! 
 
DC 
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“History is a collection of agreed upon lies.” 

—Voltaire, French philosopher, writer, historian, advocate of free speech; 1694–1778 
 

“Experience is helpful, but it is judgement that matters.” 
—General Colin Powell, Chairman Joint Chiefs 1989–1993, Secretary of State 2001–2005; b. 1937 

 
“I’m very big on having clarified principles. I don’t believe in being reactive. You can’t do that in the markets 

effectively. I can’t. I need perspective. I need a game plan.” 
—Ray Dalio, money manager, founder Bridgewater Associates; b. 1949 

 
According to an UBS survey, 3,400 high net worth investors with at least $1 million in investable assets and 
representing 55% of the respondents are expecting a significant drop in the markets at some point in 2020. As 
a result, the super-rich have increased their cash holdings by 25% of their average assets. Ray Dalio, the 
billionaire hedge fund founder, co-chair and co-chief of Bridgewater Associates, has seen his firm make a $1.5 
billion bet that stock markets around the world will fall by March 2020. The bet is mostly made up of put 
options. Then again, Mr. Dalio, who seems to be obtaining a reputation as a perma-bear, was warning about a 
coming great depression back in 2016.  
 
Of course, we have the perma-bulls as well. Larry Fink, CEO of Blackrock Inc. one of the world’s largest 
investment management companies with an estimated $6.8 trillion assets under management, has said most 
investors are under-invested, there remains a lot of cash on the sidelines, and the real risk is for a melt-up, not 
a melt-down. We have seen many bullish headlines and have listened to numerous pundits telling everyone to 
buy like it is 2009. FOMO — “fear of missing out”— is alive and well.  
 
So, which is it? A collapse into the next great depression? Or a huge melt-up à la the late 1920s and the late 
1990s? They both could be right. We have acknowledged that we are in a secular bull market, even as there 
are many who say that we are in a bear market that is just fooling everyone as it goes higher. After all, to get a 
real bear market you have to get everyone in the market so the maximum number can lose a lot of money 
when it turns down. What better way to accomplish that then with a melt-up.  
 
There is a lot of noise in the background. The impeachment proceedings provide a daily dose of drama. 
Protests are ringing around the world daily, led by Hong Kong.  But the protests keep coming—Bolivia, Chile, 
Lebanon, France, Iran, Iraq, and more. And they are not just garden party type protests. People are being 
killed. They are the biggest protests since the Arab Spring of 2010 and 2011, along with the Occupy Wall Street 
movement and Black Lives Matter. Paramilitary evictions ended Occupy’s movement, autocracy deepened in 
the Arab world, and the war continues on in Syria. More recently, there have been mass protests related to the 
environment and climate change, some under the banner of Extinction Rebellion. A president was overthrown 
in Bolivia in what many believe was a coup d’etat. Hong Kong recorded a recession in Q3 with a 3.2% 
contraction following a 0.5% contraction in Q2. Mass protests do take an economic toll.  
 
Globally, the world is slowing although there are numerous indicators that could be bottoming. Global growth 
is forecast at 3.2% in 2019 and the IMF is looking at 3.5% growth in 2020. Stock markets are at all-time highs, 
at least some of them. This past week the S&P 500, the Dow Jones Industrials (DJI), and the NASDAQ all made 
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new all-time highs. So did the Dow Jones World Index (DJW), EuroNext 100, and France’s CAC 40. There were 
others as well. But, significantly, some didn’t. The Dow Jones Transportations (DJT), the S&P 600 (small cap), 
and S&P 400 (mid cap) continue to diverge from the DJI and the S&P 500. The indices are supposed to confirm 
each other. What it is possibly suggesting is the concentration is in the large cap stocks that make up the DJI 
and the S&P 500. That reminds us of the famous “nifty fifty” rally of late 1972. That market topped in January 
1973. What followed was a 45% collapse into December 1974 as Watergate gripped the U.S. and the Arab oil 
embargo hit.  
 

 
Source: www.stockcharts.com  

 
Our 2-year chart of the S&P 500 shows that the index has taken out what appears to be the top of a 
broadening channel. So, does that end thoughts of a broadening top? Or is it merely an overthrow of a channel 
line? The S&P 500 hit the top of another channel line of a possible ascending wedge pattern. The market made 
its new all-time high, then reversed and closed lower on the week. The RSI had become overbought over 70. 
Technical analysts call that a reversal week. To confirm the reversal week, the market does need to follow 
through to the downside. As long as the S&P 500 holds above 2,975 on any pullback and does not break down 
under 2,900, stocks could regroup and roar to another all-time high. While stocks appear to have broken out, 
we would not call what we have seen so far a clear breakout. We’d have preferred to see a firm close above 
3,200.  
  

http://www.stockcharts.com/
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A comparable spot for the DJI is a breakdown under 26,600. There is support for the DJI down to between 
27,250 to 27,500. The DJI did hit a psychological high at 28,000 this past week.  
 

 
Source: www.stockcharts.com  

 
Our chart of the DJI and Bitcoin shows that the DJI has diverged with Bitcoin. As the chart shows, the two tend 
to follow each other, dating back to when Bitcoin got underway. The two diverged in 2018 with the DJI 
continuing higher while Bitcoin stumbled and had started to fall. By November/December 2018 the divergence 
resolved itself with the DJI joining Bitcoin in a sharp fall. Once again, the two have diverged with Bitcoin 
starting to fall even as the DJI continues higher. Bitcoin even broke this week under what might be a head and 
shoulders top pattern. Targets for the pattern are down to $2,000 with minimum objectives down to $5,650.  
 
The TSX Composite is getting in on the act as well, by soaring to new all-time highs this past week. The TSX also 
reached a psychological high at 17,000. However, that high was barely above the high seen back 
September2019 (roughly 90 points higher). And that September high was only 300 points higher than the one 
seen in April 2019. Three consecutive highs, each slightly higher than the previous one. We call it three thrusts 
to a high (labeled 1, 2, 3). The TSX also hit the top of what still might be a broadening channel. Like the U.S. 
indices, the TSX turned down and closed lower on the week after making the new all-time high. The TSX starts 
to break down under 16,500 and the breakdown is confirmed under 16,400. The TSX also has what appears to 
be an ascending wedge pattern. And, like the other indices, the TSX is coming off overbought levels that saw 
the RSI rise above 70.  
 
All signs are pointing to a possible temporary top. But will it be the killer top? The top that ends the bull 
market of 2009–2019? Probably not. There are just too many puts out there in the market. We have noted the 
Trump put; Trump does not want the stock market to go down under his watch. Then there’s the Fed put—
three consecutive rate cuts and the ramp of a repo program that some are calling QE4 or Modern Monetary 
Theory (MMT). Ostensibly, the Fed’s repo program was to help keep interest rates down and also step in when 
it appeared there was reluctance on the part of the banks to lend to each other. Banks, it seems, no longer 

http://www.stockcharts.com/
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trust banks according to economist Martin Armstrong of Armstrong Economics 
(www.armstrongeconomics.com).  
 
The Fed has been doing roughly $60 billion every day and has stated their intentions to continue this into the 
New Year. The Fed balance sheet has ballooned $271 billion since the end of August when the Fed started the 
latest repo program. Recall the Fed did this in 2007 before the market topped in October 2007 and before the 
financial collapse of 2008.  
 

 
Source: www.stockcharts.com 

 
So, is this QE4? Well, the stock market has gone up almost 9% since an October low or about 8% from the 
August low that was seen right around the time the Fed started its repo program. The proceeds of the repo 
program could be finding their way into the stock market. But one distinction between this repo program and 
earlier QE was that the Fed was buying longer dated bonds and even mortgage backed securities (MBS). Repos 
are a largely an overnight market. However, given that the add is ongoing then the funds do find their way into 
the banking system. Not all would be going into reserves. If any. Total reserve balances maintained with the 
Fed have been falling steadily since July 2014. Those funds ultimately find their way either into loans or into 
the stock market or other asset purchases.  
 
If the funds are finding their way into the stock market, they are buying largely the large cap stocks of the DJI 
and the S&P 500. Many believe the Fed repo program is to stem a potential crisis in the European banking 
system. There are major problems in the European banking system, led by Deutsche Bank. But there are also 
major problems in the Chinese banking system, where the vast majority of loans over the past number of years 

http://www.armstrongeconomics.com/
http://www.stockcharts.com/
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were transacted in U.S. dollars even as the earnings are in yuan. The same phenomenon of U.S. dollar loans is 
being seen in emerging economies and others.  
 
Given the U.S. dollar remains the world’s reserve currency, it falls on the Fed to try and smooth things out. One 
definitely would not want U.S. interest rates to rise as that could negatively impact all the U.S. dollar 
denominated debt out there. That includes both domestic and international debt. The high U.S. dollar also 
hurts international denominated U.S. dollar debt. As the U.S. dollar rises against other currencies the 
borrowers have to pay back their loans in U.S. dollars but their earnings are in the local currency that is 
devaluing.  
 
The Fed isn’t talking, and most people, including heads of state, aren’t aware of what’s going on with the repo 
program, so this leaves it up to the pundits to conjecture. If there is a crisis, it is being kept hush, hush. And the 
gold people are screaming that gold should be rising because the Fed is conducting QE4. Except that gold 
continues to waffle, actually falling 0.3% this past week. But silver rose 0.3% and the gold stocks, as 
represented by the Gold Bugs Index (HUI) and the TSX Gold Index (TGD), rose 0.3% and 0.6% respectively this 
past week. Are they leading?  
 

 
Source: www.stockcharts.com 

 
Gold has been in a steady downtrend since topping in early September. We believe that was only the first 
wave out of what should be at least three waves to the upside. We appear to working on the second wave. But 
it may not be complete. After breaking out of the barrier at $1,350 to $1,370, gold appears to be embarking on 

http://www.stockcharts.com/
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a major up move that could last some time. The breakout we have noted could have minimum targets of 
$1,725. The first wave up rose to $1,566. 
  
It was inevitable that gold would test the breakout zone of $1,350/$1,370. Since gold does have a somewhat 
steady cycle of 11–13 months, a low was expected towards year-end (some have documented lows every 6 
months). Over the past few years alone we saw important lows in December 2015, December 2016, and 
December 2017. The low in 2018 came in August with a higher low seen in November. Nonetheless, lows have 
been consistently higher since the December 2015 low, the definition of an uptrend.  
 
Gold waffled this past week and the U.S. dollar has once again been rising as the US$ Index closed over 98 
again this past week. Gold could be facing another decline that takes us below $1,446 the November low thus 
far. We note that the commercial COT slipped to 28% from 29% this past week as short open interest rose 
roughly 14,000 contracts and long open interest fell about 3,500 contracts. The silver commercial COT also 
slipped to 35% from 36% as long open interest slipped 3,000 contracts and short open interest rose about 
2,000 contracts. The COTs aren’t too bearish but they are not bullish either so we wouldn’t be surprised at 
another thrust to the downside to complete this cycle. The low could be expected in December if it hasn’t 
happened here in November.  
 
Gold has resistance up to $1,500 and then up to $1,520. Over $1,530, gold looks better and new highs could be 
seen once over $1,550. There is considerable support down to around $1,420 and below that $1,400. If gold is 
to remain in the down channel, then $1,420 is more likely than $1,400. But, as we note, this is a test of the 
breakout zone and that could, in theory, take us down to $1,370, although we would be surprised if it did. Any 
decline to $1,400 or lower could see the sentiment indicators plunge to under 10%. That would be a bullish 
sign.  
 
Throughout 2012, gold found considerable support in the $1,525 to $1,550 zone. When it cracked that zone in 
2013, the decline was swift and vicious. Gold fell $350 into June 2013 and by the time it bottomed in 
December 2015, gold was down roughly $875 from its all-time high seen in September 2011. Gold people have 
nightmares over that collapse. The junior mining market has never recovered as the TSX Venture Exchange 
(CDNX), dominated by junior mining exploration stocks, remains down 80% from its 2011 high. The TGD is still 
down 47% from its 2011 high and the HUI is still down 67% from its 2011 high. The sector remains unloved and 
under-owned. A breakout into 2020 could catch a lot of people by surprise and spark a sharper rally. It is a very 
small market so it doesn’t take much to push it higher quickly. The charts remain bullish but another low into 
December would not surprise us to wash out the weak longs.  
 
The markets are sitting at important junctures. A pullback appears to be in the works. But is it the final top that 
the bears have been looking for? Or is it merely time for another pause before yet another run-up gets 
underway? We suspect the latter. There are too many who have a stake in seeing this market continue to do 
well or at least not fall into a collapse. We noted the Trump put and the Fed put. There is also the trade war 
put as the suspicion is some deal will be cobbled together that allows everyone to save face.  
 
The election is still a year away and keeping interest rates low, resolving the U.S./China trade dispute, keeping 
the economy from falling into a recession and the stock market at least elevated is all in Trump’s interest to 
help him get re-elected, impeachment or no impeachment. The global economy is slowing but it is not falling 
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out of bed. While the world is laden with debt and the risk of a debt implosion is real, we understand that is 
one reason the Fed wants to keep a lid on interest rates which they are doing, we suspect, through the repo 
program.  
 
We will soon be moving into December and year-end. It has been a good year with the S&P 500 up 24% thus 
far, the TSX Composite up 18%, and the TSX Gold Index (TGD) up 29%. Gold is up 14% and silver up 9%. The TSX 
Venture Exchange (CDNX) has been the dog, down 4.9% on the year with a month to go. It is also U.S. 
Thanksgiving next Thursday Nov 28 and the markets will be closed. There won’t be much activity on the Friday 
either as that is what is known as Black Friday, launching the Christmas season. Cyber Monday follows.  
 
Markets tend to hold up into Thanksgiving and then tumble after Black Friday. But, overall, with 2019 being a 
good year, money managers are going to want to protect their profits. For that reason alone, we wouldn’t 
expect a big sell-off into December, but we might instead experience some choppiness as some protect profits 
and others position for 2020.  
 
In the interim, we’ll be curious as to how Ray Dalio makes out with his $1.5 billion bet. That’s serious dough.  
 
(Note: Markets and Trends on the next page) 
 
Copyright David Chapman, 2019 
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MARKETS AND TRENDS 
 

 
 

  % Gains (Losses)                        Trends     
 

 Close 
Dec 31/18 

Close 
Nov 22/19 

Week YTD  Daily (Short 
Term) 

Weekly 
(Intermediate) 

Monthly 
(Long Term) 

Stock Market Indices        

S&P 500 2,506.85 3,110.29 (new highs) (0.3)% 24.1% up up  up (topping) 

Dow Jones Industrials 23,327.46 27,875.62 (new highs) (0.5)% 19.5% 
 

up  up up (topping) 

Dow Jones Transports 9,170.40 10,785.15 (0.8)% 17.6% up (weak) up up (weak, 
topping) 

NASDAQ 6,635.28 8,519.88 (new highs) (0.3)% 28.4% up  up up (topping) 

S&P/TSX Composite 14,322.86 16,954.84 (new highs) (0.4)% 18.4% up up  up (topping) 

S&P/TSX Venture (CDNX) 557.20 530.02 (new lows) 0.3% (4.9)% down down  down  

S&P 600 844.94 972.13 (1.1)% 15.1% up (weak) up  up (weak, 
topping) 

MSCI World Index 1,710.88 1,964.86 (0.6)% 14.8% up up up 

NYSE Bitcoin Index  3,769.99 7,012.90 (17.0)% 86.0% down  neutral up (weak) 

        

Gold Mining Stock Indices        

Gold Bugs Index (HUI) 160.58 210.77 0.3% 31.3% up (weak) up up 

TSX Gold Index (TGD) 186.74 240.95 0.6% 29.0% neutral up up  

        

Fixed Income Yields/Spreads         

U.S. 10-Year Treasury yield 2.69 1.77 (3.8)% (34.2)%    

Cdn. 10-Year Bond yield 1.96 1.50 1.4% (23.5)%    

Recession Watch Spreads        

U.S. 2-year 10-year Treasury spread 0.21 0.16 (30.4)% (23.8)%    

Cdn 2-year 10-year CGB spread 0.10 -0.08 (14.3)% (180.0)%    

        

Currencies        

US$ Index 95.73 98.18 0.3% 2.6% neutral up up  

Canadian $ 0.7350 0.7520 (0.5)% 2.3% down  neutral down (weak) 

Euro 114.58 110.25 (0.3)% (3.8)% down (weak) down  down  

Swiss Franc 101.88 100.30 (0.7)% (1.6)% down neutral down (weak) 

British Pound 127.50 128.33 (0.6)% 0.7% up (weak) up (weak) neutral 

Japanese Yen 91.24 92.04 0.1% 0.9% down (weak) neutral up (weak) 

         

Precious Metals        

Gold 1,281.30 1,463.60 (0.3)% 14.2% down up (weak) up  

Silver 15.54 17.00 0.3% 9.4% down up (weak) up (weak) 

Platinum 795.90 892.60 (0.2)% 12.2% neutral up  neutral 

        

Base Metals        

Palladium 1,197.20 1,743.40 3.6% 45.6% up up  up  

Copper 2.63 2.648 0.4% 0.7% neutral down (weak) down (weak) 

         

Energy        

WTI Oil 45.41 57.77 0.1% 27.2% up neutral neutral 

Natural Gas 2.94 2.71 0.7% (7.8)% up up 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. 
 
Copyright David Chapman, 2019  

http://www.stockcharts.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.  
 
 


