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Two streets, one coin, polar opposites, market danger, gold poise, vaccine woes, city fires, China tension

So who is right? Wall Street with a stock market up 40% from the March lows. Or Main Street with 43 million
unemployed in the U.S., 2.5 million unemployed here in Canada. Is it two sides of the same coin, or polar
opposites? Both were the recipients of central bank and government funds. Main Street stood still, Wall Street
soared. Next Friday the May employment numbers are released for both Canada and the U.S. They are not
expected to be pretty. The dangers to the stock market grow. Some indicators seen this past week suggest the
market could be at or near a top. But gold could be poised to break out higher.

Our chart of the week (starting at page 7) is actually several charts looking at recent economic numbers. None
were particularly encouraging. But as our main essay says, is this just temporary or potentially more longer
lasting. In any economic environment demand for some essentials such as grocery, snack, beverage, wine, and
beer offerings will persist, and supports cash flow of Alimentation Couche-Tard Inc. which derives revenue
primarily from sales of these and other staples and is held in the Canadian Conservative Growth Strategy.*
Given that it still could be months or more than a year before a vaccine is developed the economic woes could
be more longer lasting. Added to this cauldron is American cities on fire and rising tensions once again with
China.

As they say “we live in interesting times”.
Have a great week. It’s spring and it’s sunny.
DC

* Reference to the Canadian Conservative Growth Strategy, formerly called the Canadian Dividend Strategy,
and its investments is added by Margaret Samuel, President, CEO and Portfolio Manager of Enriched Investing
Incorporated who can be reached at 416-203-3028 or msamuel@enrichedinvesting.com
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“Men make history and not the other way around. In periods where there is no leadership, society stands
still. Progress occurs when courageous, skillful leaders seize the opportunity to change things for the
better.”
—Harry S Truman, 33" President of the United States 1945—1953, Vice President 1945, U.S. Senator 1934—
1945; 1884-1972

“Stock Market up BIG, DOW crosses 25,000. S&P 500 over 3000. States should open up ASAP. The Transition
to Greatness has started, ahead of schedule. There will be ups and downs, but next year will be one of the
best ever!”

—Donald Trump, 45 President of the United States 2016—, businessman, television personality. Tweeted
on May 26, 2020; b. 1946

“Picture the pandemic creating a giant deflationary crater in the middle of the economy. It takes what looks
like inflationary policies to offset that. Basically, we must fill [the crater] with water - liquidity — so that we
can row our boat across it.”

—Stephen Poloz, Governor Bank of Canada 2013-2020, President, Export Development Corporation 2010—
2013, Member Board of Directors Bank for International Settlements; b. 1955

Recession? Depression? Upturn? Boom? Main Street unemployed. Wall Street celebrating. What gives? How
are we supposed to read the tea leaves of where we are going with 43 million unemployed in the U.S., 2.5
million unemployed in Canada, while the stock markets appear poised to soar to new highs? Wall Street says
piffle. Who cares how many are unemployed. The Fed has our back and has poured trillions into the market.
Buy, buy, buy. Meanwhile, everyone else is wondering where their next job will come from, will they have a
job, or will their former employer open up and take them back?

Jamie Dimon, CEO J.P. Morgan Chase, thinks the U.S. will see a fairly rapid recovery in the third quarter. "The
government has been pretty responsive, large companies have the wherewithal, hopefully we're keeping the
small ones alive" and that the “increasingly strong actions” of the Federal Reserve have helped small business.
Nouriel Roubini, Professor of Economics at New York University’s Stern School of Business—sometimes known
as Dr. Doom or is it Dr. Gloom, does it matter—thinks at best it will be a lackluster U-shaped recovery later this
year followed by an L-shaped “Greater Depression” throughout the 2020s. Two sides of the same coin? Or two
opposites?

In 2008, at the height of the financial crisis, J.P. Morgan was bailed out as part of the TARP program to the tune
of $25 billion. There was also a $29 billion backstop provided to assist with J.P. Morgan’s purchase of Bear
Stearns, the company at the heart of the sub-prime collapse that was triggered in July 2007. J.P. Morgan later
paid a $13 billion fine in settlement with the U.S. government on charges that the bank overstated the quality
of mortgages it was selling to investors in the run-up to the financial crisis. Mr. Dimon claimed that J.P.
Morgan'’s actions during the 2008 crisis were done to “support our country.” No bank executives went to jail or
were charged for one of the greatest collapses in banking industry. Executives, including Mr. Dimon, paid
themselves multi-million-dollar bonuses and moved on.
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Dr. Doom, on the other hand, predicted that the world was drifting into a perfect storm of financial, political,
socio-economic, and environmental risks following the 2008 financial crisis. He believed that, rather than
addressing structural problems that the financial collapse and recession revealed, they merely kicked the can
down the road, creating major downside risks that made another crisis inevitable. It has now arrived.

We have read any number who are on the side of Jamie Dimon or on the side of Nouriel Roubini. The
economic and financial divide is not much different than the socio-economic and political polarization that is
with us today.

So, who's right? In looking at the current landscape, they could both be right. Wall Street is soaring. The Dow
Jones Industrials (DJI) is up 40% from the March pandemic panic lows. Still, it remains 13% off the February
highs. Main Street is down on its knees. Yes, Main Street is trying to open up. The question is, how many will
open up? How many will be called back to work? It is estimated, for example, that upwards of 50% of
restaurants may be closed for good. That’s a lot employment not coming back. The bulls, however, remain
steadfast that most of the currently unemployed will soon be back at work.

Many have just dropped out of the work force, probably realizing their search is fruitless with so many out of
work. The category “not in the labour force” has soared to 117 million in the U.S., up from 93 million only two
or three months ago. Not all are retired, disabled, or full-time students. The official unemployment rate for
April in the U.S. was 14.7%. But when one counts short-term discouraged workers the unemployment rate
jumps to 22.8%. Add in long-term discouraged workers as reported by Shadow Stats and the rate leaps to
35.4%. In Canada, the official unemployment rate for April was reported as 13% but it jumps to 17.8% when
one includes those not actively looking because of the frustration of so many who are unemployed. We have
been unable to find a number similar to Shadow Stats that includes long-term discouraged workers.

May numbers are expected to be worse. The May employment report is due out this coming Friday, June 5,
2020. Consensus forecasts are for nonfarm payrolls to fall 8,250,000, and, an unemployment rate of 19.7%.
Canada is expected to lose at least 500,000 jobs, but some forecasts put as high as 2.6 million. The
unemployment rate is forecast to range from 15% to 17%.

Some see the frustration of seeking jobs and have gone back to school. Many people, particularly in the service
industries, could become permanently unemployed given the number of businesses that are just shutting their
doors for good. Several high-profile retail companies have declared bankruptcy and are shutting down
hundreds of outlets for good. The oil and gas industry is in a depression, hit with the double whammy of the
pandemic and the collapse in oil prices. Bankruptcy statistics are already noting that bankruptcies in 2020 are
rapidly approaching the levels seen at the height of the financial crisis in 2009 with over half the year to go.
These are U.S. Chapter 11 and 7 bankruptcies and do not take into account those who just close their doors
and walk away.

The housing industry on both sides of the border is facing a potential drop as sales plummet and housing starts
stagnate and fall. Prices are sure to follow to the downside. Canada’s CMHC is predicting that housing prices
will fall 9% to 18% with certain areas, particularly in the Western Canada oil patch in Alberta, seeing up to a
25% decline. They are also predicting that housing starts will drop between 50% and 75% in the second half of
2020 and that the overall recovery won’t be seen until at least 2022. The real estate industry disputes these

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

30f38



ENRICHED

I'NVESTING INCORPORATETD

numbers. Immigration is down, mandatory down payments for first time buyers are rising (have gone from 5%
to 10%), distressed mortgages where banks have deferred payments for six months total some 740,000. It is
estimated that between 20% and 40% of these mortgages could be in arrears after the deferral period is up,
potentially putting distressed housing on the market. Investors unable to find renters or Airbnb owners unable
to find long-term renters may find they have to put their houses/condos on the market to meet payments.

Shopping malls are mostly empty, restaurants are limited to take-out. One can’t even watch sports and repeats
on TV of long-ago Stanley Cup finals and World Series just doesn’t cut it. Even Tim and Sid do their TV sports
show from their homes. Thousands are working remotely. But many can’t due to the nature of their jobs. They
are usually lower paid jobs.

Wall Street celebrating the run-up. Main Street unemployed. Champagne corks popping on Wall Street. A
“depression” on Main Street. Yet, underneath, there lurks the potential for major defaults in the corporate
sector or sovereign defaults. Corporate America has raised a mind-numbing $1.2 trillion this year. However, it
is all based on the Fed buying back corporate debt essentially backstopping the market. Over the next two
years some $4 trillion of corporate debt comes due. Much of it is already rated BBB or lower (junk). The
investors believe the Fed is their backstop. But what if the Fed is unable to come through? Bizarrely, CCC-rated
junk bonds were the best performing bonds in May with a return of 5.79%. BB-rated bonds, the highest rated
non-investment grade bond returned 3.76%. Something is amiss. Yet during May there were net withdrawals
of funds from investment grade bonds (down $4.8 billion), junk bonds (down $5.1 billion), and leveraged loans
(down $2.3 billion). Still, it is not surprising to learn that the number of credit default swaps has spiked.

As to sovereign debt, we already have Argentina defaulting on their recent payments as they try to work out a
deal with investors. More sovereign defaults could be seen, given the shaky finances of numerous countries. If
they default, who pays? Investors? The banks? Or does the government (central banks) pony up again?

Then there are the growing geopolitical tensions. U.S./China, China in Hong Kong, Hong Kong losing its special
legal status that gave them a favoured position for trade and travel, the India/China border dispute, and there
remain tensions in the Middle East between Turkey/Syria as well as disputes in Iran, Iraqg, and Libya and the

potential for a major explosion between Israel and Palestine over annexation that could quickly pull in others.

There are also rising domestic tensions. In the U.S,, cities are burning as protests grow over the killing of a
black man George Floyd in Minneapolis by the police. Riots are occurring not only in Minneapolis but have
spread to other cities. The National Guard is being called in, and we understand military police are being called
in. The President, through tweets and orders, is threatening a crackdown and violence against the protestors.
This is all in the lead-up to the 2020 election that has the potential to be the most divisive and potentially
violent election ever seen in the U.S.

Seemingly forgotten are human tragedies with the pandemic pushing an estimated 500 million into absolute
poverty and the growing potential for famine, plus the massive infestation of locusts in East Africa that could
spark another wide-scale famine.

So, who's wrong? Wall Street or Main Street? Or are both right? The stock market looks ahead. The
expectation is that with the ending of the lockdown businesses will slowly open up and if it is not a V recovery
it will be a good U recovery into the fourth quarter. It appears to make no allowance for a second wave. There
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is also great hope on a vaccine. But vaccines take time to develop. On average, it has taken upwards of four
years to develop a vaccine. But the odds of having something before the spring of 2021 are low. As time moves
on and there is no vaccine, or as we say, a magic bullet, the stock market will realize they are wrong and we
could be in for a swift decline.

Then there is the upwards of $3 trillion that the Fed has disbursed to purchase bonds or direct payments for
liquidity into the financial system. Not all of those funds remained with the Fed as bank reserves. The money
goes somewhere and since it was not lent out to Main Street it is highly probable it found its way into the stock
market. Retail alone could not account for the 40%+ move in the stock market since the March lows.

But what if the Fed slows its liquidity pump priming as we go forward? The market can’t rely on stock
buybacks. Earnings are going to be depressed or at least suppressed for some time. Where will the buying
power come from then? As to Main Street, well, they received funds but at best it was to help them “stand in
place” and not go completely under as many would have. But what happens when those funds stop coming
and there are still millions unemployed with no hope of jobs coming back? Homelessness could rise sharply.

So, is the stock market wrong? There is an old adage that the market is not wrong, only those fighting against
whatever the trend is are wrong. If the market is going up, the bears cry that it is being manipulated, that the
fundamentals do not support the advance, or that trillions of Fed money are finding their way into the stock
market to artificially support it, or that the plunge protection team (PPT) is buying the market. They may even
be right. After all, the Fed has made it clear they have more ammo they can use and more tools. But it doesn’t
matter. The market is going up until it isn’t.

The same is often said of the gold market that it is being manipulated by the central banks and the bullion
banks. While that may be right, the fact remains that the market is what it is. It's a good reason why we use
support/resistance, pattern recognition, and other indicators to advise us about trend changes. One does not
rely upon the pleas of the “gold bugs.” One may have an opinion about the market, but if it is going against you
then you are wrong no matter what you might think. The market does not know you are wrong nor does it
care. In that respect it is unforgiving.

There has been considerable optimism on Wall Street that all will be well with openings and the potential for a
vaccine. But the numbers are not supporting their optimism, at least not yet. Even if there are openings it
appears that physical distancing will remain in place. That is going to make it difficult for many to open up at
the previous capacity. There may also be considerable reluctance to return to restaurants, cinemas, theatres,
sports events, air travel, and more. International travel is in collapse. But domestic travel could rise. Numbers
are sure to remain depressed. In behind, there are too many geopolitical and domestic political conflicts to
warrant the current stock market excitement. But the money has to go somewhere. Consumer confidence has
waned but it has not completely given up hope, yet. Bottoms occur when everything appears the gloomiest.
We are not there yet. Not by a long shot.
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Stock Market Indices
S&P 500

Dow Jones Industrials
Dow Jones Transports
NASDAQ

S&P/TSX Composite
S&P/TSX Venture (CDNX)

S&P 600

MSCI World Index
NYSE Bitcoin Index

Gold Mining Stock Indices
Gold Bugs Index (HUI)
TSX Gold Index (TGD)

Fixed Income Yields/Spreads
U.S. 10-Year Treasury yield
Cdn. 10-Year Bond yield

Recession Watch Spreads

U.S. 2-year 10-year Treasury spread

Cdn 2-year 10-year CGB spread

Currencies

USS Index
Canadian $

Euro
Swiss Franc
British Pound

Japanese Yen

Precious Metals
Gold

Silver
Platinum

Base Metals
Palladium
Copper

Energy
WTI Oil

Natural Gas

Close
Dec 31/19

3,230.78
28,645.26

10,936.70

9,006.62

17,063.53
577.54

1,021.18

2,033.60
7,255.46

241.94
261.30

1.92
1.70

0.34

96.06
0.7710

112.12
103.44
132.59

92.02

1,523.10

17.92
977.80

1,909.30
2.797

61.06
2.19

I NCORPORATETD

MARKETS AND TRENDS

% Gains (Losses)

Close Week
May 29/20
3,044.31 3.0%
25,383.11 3.8%
8,969.79 5.9%
9,489.87 1.8%
15,192.83 1.9%
553.77 3.1%
803.11 3.6%
1,720.85 4.9%
9,436.70 3.1%
273.33 (4.1)%
328.14 (6.6)%
0.65 (1.5)%
0.53 3.9%
0.49 flat
0.22 15.8%
98.34 (1.6)%
0.7260 1.7%
111.01 1.8%
103.98 1.0%
123.56 1.6%
92.75 (0.2)%
1,751.70 0.9%
18.50 4.6%
874.60 (1.3)%
1,972.90 (0.2)%
2.43 1.7%
35.49 6.7%
1.85 (1.6)%

YTD

(5.6)%
(11.1)%

(17.7)%
5.8%
(11.0)%
(4.1)%

(21.4)%

(15.4)%
30.1%

13.0%
25.6%

(66.2)%
(68.8)%

47.1%
2,200.0%

2.4%
(5.7)%

(1.0)%
0.5%
(6.7)%

0.8%

15.0%

3.2%
(10.6)%

3.3%
(13.1)%

(41.9)%
(15.5)%

Daily (Short
Term)

up
up
up
up
up
up
up
up
up

up
up

down
up

up
up
neutral

neutral

up

up
up

neutral
up

up

neutral

Trends

Weekly
(Intermediate)

neutral
down (weak)

down
up
down (weak)
up (weak)

down

down
up

up
up

neutral
down

up (weak)
up
down

up (weak)

up

up
neutral

neutral
down

down

down

Monthly (Long
Term)

up
neutral

down
up

down

down

down

down
up

up
up

up
down

down
up
down

up

up

up
down (weak)

up
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.
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Chart(s) of the Week

U.S. and Canada GDP Annual Growth
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It was a week for economic numbers. First off, both Canada and the U.S. reported Q1 GDP. The U.S. reported
that GDP contracted a revised downward 5% in Q1. Most expect that Q2 will be even worse with predictions of
upwards of a 40% decline. Optimistically, the expectation is for Q3 to rise by over 21%. However, even a gain
that strong would not make up for the decline during the first two quarters. Year over year, U.S. GDP was up a
mere 0.23%. The Q1 plunge was the steepest since an 8.4% decline in Q4 2008.

Canada’s GDP shrunk by 8.2% in Q1. It was the worst quarter since 2009. Besides the pandemic, Canada also

dealt with a rail blockade and the Ontario teachers strike. Year over year, Canada’s economy shrunk 0.9% from
March to March. It was the first year-over-year contraction since Q4 2015.

GDP Annual Growth - Official vs ShadowStats
Annual Change through 2020q1 (ShadowStats, BEA)
— Official (BEA) = SGS Aternate

-10%

T T T T T T T 1
1985 1950 1995 2000 2005 2010 2015 2020
Published: May 10, 2020

Source: www.shadowstats.com
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Shadow Stats (www.shadowstats.com) released their report on U.S. GDP. Their reported GDP showed a year-
over-year contraction of 3.6%. Shadow Stats adjusts for distortions in government inflation plus
methodological changes made back in the 1990s that result in a built-in upside bias to official reporting.
Shadow Stats is also expecting Q2 to be an exceptionally steep decline.

U.S. and Canada Retail Sales Year over Year

— USRETAILBALESYOY  ===* CANADARETAIL SALESYOY
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Source: www.tradingeconomics.com

Retail sales in the U.S. contracted an astounding 21.6% in April over the same month in 2019. It was the largest
drop ever seen in the 73 years the current series has been run. Canada is running a month behind as the last
report showed a year-over-year drop of 8.4% from March a year earlier. Irrespective of this, that was also a
record drop in retail trade. April is expected to be even worse.

U.S. and Canada Housing Starts Month over Month
—— USHOUSINGSTARTS =*==* CANADAHOUSING STARTS
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Housing starts plummetted in both Canada and the U.S. in April 2020. The U.S. fell 30.2% month over month to
an annualized rate of 891 thousand, well below expectations of 927 thousand. It was the lowest reading since
February 2015. Year-on-year housing starts were down 29.7%. Housing starts in the U.S. remain well below the
peak levels seen back in 2006 when it hit a peak of 2,494 thousand. Canada’s housing starts fell 12.4% in April
from March to an annualized 171,265. The good news is that economists had expected it to plunge to 110,000
starts. So this was actually a pleasant surprise. And these numbers don’t include Quebec. Still, it remains well
below the peak seen in 2006 when housing starts hit 291,600.

U.S. and Canada Corporate Profits Quarterly
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U.S. corporate profits plunged 14.2% in Q1 following a 2.1% rise in Q4 2019. It was the sharpest decline since
Q4 2008. Despite the drop in profits, net dividends rose 1.4%. But the rise in dividends may have been because
they were looking back at previous performance. Canada hasn’t yet reported their Q1 profits. However, Q4
corporate profits in Canada were down 2.4% from Q3 2019. The expectation is that Q1 will show a further drop
in corporate profits, especially given the dismal results reported by the banks.

Consumer sentiment in the U.S., as measured by the University of Michigan Consumer Sentiment Index, was
revised down to 72.3 following a first reading of 73.7. However, it remained above April’s reading of 71.8
which was the worst reading in eight years. While unemployment cheques plus other disbursements have
allowed many to effectively “stand in place,” the reality is many are just stunned by what is going on and that,
overall, puts a big damper on everything. You can’t have confidence when unemployment is starting to run up
to Great Depression levels. Even those still employed are feeling the pall. In Canada, the Consumer Confidence
Index also ticked higher in May from April to 38.45 vs. 35.6. The April index was the worst in 25 years of
recording consumer sentiment.
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U.S. and Canada Consumer Confidence
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Latest estimate: -51.2 percent — May 29, 2020

The GDPNow model estimate for real GDP growth (seasonally adjusted annual rate} in the second quarter of 2020 is
-51.2 percent on May 29, down from -40.4 percent on May 28. After this morning's Advance Economic Indicators
report from the U.S. Census Bureau and personal income and outlays release from the U.S. Bureau of Economic
Analysis, the nowcast of second-quarter real personal consumption expenditures growth decreased from -43.3
percent to -56.5 percent and the nowcast of the contribution of change in real net exports to second-quarter real GDP
growth decreased from 2.07 percentage points to 0.73 percentage points.

The next GDPNow update is Monday, June 1. Please see the "Release Dates" tab below for a list of upcoming
releases.
FEDERAL
RESERVE
BANK
| GfATLANTA

- Evolution of Alanta Fed GDPNow real GDP estimate for 2020:
G DP I\ ( )\r\ Quarterly percent change (SAAR) Q2

GDPNow is not an official forecast
of the Atlanta Fed. Rather, it is best
viewed as a running estimate of real
GDP growth based on avallable data

for the current measured quarter. = Range of top 10
There are no subjective adjustments \ and botlon: 10
made to GDPNow—the estimate is 25 SN ponsinse i\ _oworageoieces’s
based solely on the mathematical \
results of the model.
) . -35 - T Aflanta Fed
In particular, it does not capture the \—ij
impact of COVID-19 beyond its
impact on GDP source data and 45
relevant economic reports that have \

already been released, It does not
anticipate the impact of COVID-19on 55

forthcoming economic reports 25Mar  1A0r  8Apr  1SAN 228 20Ax  6May 13May 20May 27-May
beyond the standard internal
dynamics of the model Date of forecast

Sources' Blue Chip Economic Inaicators and Eiue Chip Financial Forecasts
Note The top (boctom) 10 sverage forecsst S an sverage of the highest (lowest) 10 forecasts in the Biue Chip survey.

Source: www.frbatlanta.org
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We found the above chart from the Atlanta Fed rather fascinating. It is not, according to the Atlanta Fed, an
official forecast. It is viewed as a running estimate of real GDP growth based on data that is currently available
for the current quarter that ends June 30, 2020. It doesn’t try to forecast future impact of the COVID-19. The
model suggests that real GDP growth for Q2 could fall 51.2%. Apparently, the Atlanta Fed is constantly
updating their model. We’ll keep an eye on it.

U.S. Personal Spending and Personal Income
= US PERSONALSPENDING =" US PERE0ONAL INCOME
2
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2mz2 2014 26 2ng 2020

Source: www.tradingeconomics.com

Personal spending for April fell a record 13.6% month over month. It followed a downward revision to the
March personal spending to down 6.9%. The market had expected personal spending to fall 12.6%. Personal
income on the other hand leaped 10.5% month over month in April 2020. March was revised upward by 2.2%.
The market had expected a decline of 6.5%. It seems that funds from the federal economic recovery program
helped. So if spending plunged and income leaped where did all the money go? Well, apparently into savings
or paying down debt. The personal savings rate leaped to 33% in April after rising to 13.1% in March. Will this
money come out when restrictions ease? Or will it remain in savings? We’d expect it to fall but it may not fall
back to previous levels. People have been spooked. Saving will take precedence over spending.

Below are three more charts.
Money supply as represented by M2 continues to soar — up $2.5 trillion since the beginning of March.

The Fed’s assets on their balance sheet have soared — up $3.3 trillion since the end of August 2019 and up $2.9
trillion since the beginning of March.

All that money has to go somewhere. Stock market?

Meanwhile the personal savings rate has soared to a record 33% doubling anything seen in the past 60 years.
Although as a percentage of disposable income the rate is 9.6% still below what was seen up until the mid
1970’s but still the highest level in 45 years.
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M2 Money Supply ($15.1 trillion)

FRED ~£4 — M2 Money Stock
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Source: www.stlouisfed.org

Fed Assets ($7.1 trillion)
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Personal Savings Rate (33%)
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$SPX S8P 500 Large Cap Index INDX @ StockChartscom
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What a month. Actually, it has been some two months. The S&P 500 is up 39% from that horrible March low.
Happy days are here again! Okay, not quite. The S&P 500 is still down 5.8% on the year. The stock markets
once again put in a good week. The S&P 500 gained 3.0%, the Dow Jones Industrials (DJI) was up 3.8%, the
Dow Jones Transportations (DJT) gained 5.9% but is still down 17.7% in 2020. The NASDAQ lagged this past
week, up 1.8% but it is the only major index in the black for 2020, up 5.8%. The small cap S&P 600 gained 3.6%
but remains down 21.4% in 2020. Here in Canada the TSX Composite was up 1.9% while the TSX Venture
Exchange (CDNX) continues to move higher, up 3.1%. The CDNX is now outperforming the TSX in 2020, down
4.1% vs. the TSX down 11.0%.

Overseas, there were some good returns. The London FTSE gained 1.5%, the Paris CAC 40 steamed ahead
5.6%, while the German DAX jumped 4.6%. In Asia, China’s Shanghai Index (SSEC) was up 1.4% while the Tokyo
Nikkei Dow (TKN) leaped 6.6%. In under-siege Hong Kong, the Hang Seng Index actually gained a small 0.1%
but was down 6.8% for the month and is down 18.5% in 2020. We cover the Hang Seng later.

The S&P 500 has now surpassed the 200-day MA, joining the NASDAQ as the only major indices over that
benchmark. Others that have surpassed the 200-day MA include the S&P 100, the NASDAQ 100, and the
Wilshire 5000. So does that mean they are now in a bull market? Well no, not quite yet. It is not unusual that
bear markets rebound to the 200-day MA or even surpass it for a short period of time. If the S&P 500 is still
above the 200-day MA at the end of June and others have taken out that key benchmark, then no doubt we
could declare the bear is over and the bull has returned.

The FAANGs (Facebook, Apple, Amazon, Netflix, Google (Alphabet)) have led this market up. They now
constitute upwards of 20% of the index. All are up on the year. But they faltered this past week which explains
why the NASDAQ underperformed. Other areas helped the S&P 500 this past week. Three out of the five
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FAANGs fell on the week with FB down 4.2%, AAPL off 0.3%, and NFLX down 2.2%. AMZN gained a small 0.2%
while GOOG was up 1.3%. Both still underperformed the S&P 500. For the record, Twitter (TWTR) the subject
of the President’s ire, fell a sharp 5.1% this past week. The bottom line is, if the FAANGSs start to falter and fall,
then the S&P 500 will fall too. So in some respects it is best to watch the FAANGs as they could hold the fate of
the market.

Technically, momentum is slowing; however, we are not as yet seeing any significant divergences in the daily
indicators. None are particularly overbought at this level. All that bodes well for the market going forward. The
past three days of trading did leave some potentially bearish Japanese candlesticks on the charts. Wednesday
and Friday appear as hanging men while Thursday’s appears as a potential evening star. The evening star is a
little body seen at potential tops. Some might interpret Thusday’s action as leaving instead a shooting star
because of the slightly longer tail at the top than the evening star usually leaves. The hanging man pattern is
also seen at potential tops. It looks just like it sounds, with a long tail at the lower end and small white or black
head at the top. Naturally, for the patterns to be confirmed we must now or very soon begin a decline.

Our first good support is at 2,915 and the top of the gap left on the charts on May 18. If that falls, the gap
could be filled. The gap goes down to 2,870. The breakdown point is seen at 2,800. If that falls, then there is a
good chance the rally is over. Finally, under 2,700, another bear decline should be under way. The bulls’ hope
is that the next resistance level at 3,150 falls. If that falls, then the odds increase substantially that new highs
above 3,393, the February 2020 high will be seen.

The market has had quite a run. But so far, the run-up has been what we’d call a typical bear market rally. Note
that the rebound from the 1929 stock market crash took the DJI up 48%. A 48% gain for the S&P 500 from the
March low would be at 3,243. However, the collapse before the recovery saw the DJI fall 48% before
recovering. This time the S&P 500 fell only 35.3% with the rebound being 40% so far. Another comparison
might be with the NASDAQ of 2000-2002. The initial collapse of the NASDAQ was 40.7% in 2000. The first good
rebound rally regained just under 41%. So far, it all fits.

June is not usually a good month for stock markets. It ranks number 11 for the DJI and number 10 for the S&P
500. The NASDAQ hangs in as it ranks number 8. Since 1950 the DJI has recorded 32 up months and 37 down
months. Overall, the performance has seen June as a losing month although during an election year it is
normally a winning month.

Given the growing violence on the streets of America, could that help turn June into a losing month? 2008 is
noteworthy for being an election year against the backdrop of growing trouble in the stock markets. In 2008
the stock market fell into a March low, then rallied into a May high. The next move, however, was down as the
S&P 500 fell into a low in July before rebounding into August. September was lights out as Lehman Brothers
collapsed.

Highs and/or lows are not unusual in May. May 2012 saw a low and the stock market rallied into October that
year, also an election year. 2016 saw a low in May as well with a rally into June before the brief but sharp
Brexit drop. For the bulls, June tends to be a good month for the S&P 500 in election years. In looking at
election years over the past 40 years we do note that a high in May led to a low in June while a low in May led
to a high in June. Does the pattern continue?
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Could the VIX Volatility Index be signaling a decline in the market? Okay, it is not clear just yet and maybe
there has not been enough time yet. But over the past few weeks as the S&P 500 has gone up the VIX has
flatlined, a divergence. We note the divergences that were quite visible in July/September 2018 and in
December 2019/February 2020 as the S&P 500 rose while the VIX fell. The divergence was eventually resolved
in favour of the VIX as the stock market eventually fell.
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$NYAD NYSE - Advance-Decling lssues INDX @ StockCharts.com
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The bulls’ great hope remains the NYSE advance-decline line. The AD line continues to rise along with the
market and the bulls would say that shows the market is going to continue to go higher. The S&P 500,
however, does appear to be forming a potential wedge triangle. There is a breakdown at 2,900; however, as
we noted earlier, we prefer to use our breakdown point at 2,800.
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The Put/Call ratio is favouring calls over puts. This is not unusual in a rising market as the market remains in
firm bull mode. But if one really wants the market to go higher, it would be better to see more puts than calls.
A high preponderance of calls is usually seen at tops while a high preponderance of puts is usually seen at
market lows. The 50-day MA of the put/calls is at 0.95, so a rise over that level would probably signal that the
market is falling.
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The percentage of stocks trading over the 200-day MA is still not particularly bullish. It is now up about 45%. A
continued push by the S&P 500 to stay over the 200-day MA should drag more stocks over their 200-day MA
and push the market into a more bullish mode. Returning to the 50% mark in a bear market rally is not
unusual. You can see in the 2008 decline that the index returned twice to the 50% level or at least close to that
level before turning down once again. It only rose above the 50% in 2009 and then stayed that as the bull
market was underway. So far, this is not signaling we are in a bull market.
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$NY'SI MYSE MeClellan Summation Index (Ratio Adjusted) (EOD) INDX @ StockCharts.com
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Our favourite McClellan Summation Index (ratio-adjusted), known as the RASI, is now up to 400. Yet the
market is up 40%. The RASI is not yet signaling that we are in a bull market but that we have merely crawled
back to neutral. Over 500 signals a bull market. The current level is at 445. Another good upward push would
get us over 500.
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$COMPQ Nasdag Composite INDX @ StockCharts.com
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The NASDAQ has been the best performer of the major indices. But keep in mind that the NASDAQ as with the
S&P 500 has been led by the FAANGs. The FAANGs make up more than 20% of the NASDAQ. As the FAANGs go
up, so do the indices it seems. The NADAQ's 200-day MA is currently at 8,525. A pullback where that level
holds would be positive for the NASDAQ. We’d consider the NASDAQ as breaking down under 8,200. One thing
we did notice is that following the December 2018 low, both the S&P 500 and the DJI led the NASDAQ to the
upside. This time it is the NASDAQ leading while the other two lag. Could it be a sign of weakness overall?
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$BPCOMPQ Masday Composite Bullish Percent Index INDX @ StockCharts.com
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Above is the NASDAQ Composite Bullish Percent Index and the NASDAQ. Note the divergences that developed
on the NASDAQ Composite Bullish Percent Index prior to each fall. Once again, we have the NASDAQ
Composite Bullish Percent Index making lower highs even as the NASDAQ continues to new highs. A
divergence. Each divergence resulted in a fall. The indicator doesn’t tell us when it will fall just that it will fall
and we are now closer to it falling. The NASDAQ breaks around 9,250 and under 8,500 the bear could be back
in force.
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$TSX TS Composite Index TSE @ StockCharts.com
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The TSX Composite rose 1.9% this past week, lagging generally behind the U.S. indices. The banks were
reporting and they announced they were setting aside a staggering $11 billion for potential loan losses. Rather
than punish the banks by sending their stocks lower, they actually rallied. The motto seemed to be that the
banks were being smart to make those provisions. The Financials (TFS) sub-index was up 6.7% this past week
leading the way for the TSX. The TFS seemed to be making up for the weakness in materials as the Materials
(TMT) sub-index was down 4.1%, the Metals & Mining (TGM) was off 2.5%, and Golds (TGD) dropped 6.6%.
Materials, led by gold, have had a good run this year and all three remain up on the year with Golds leading
the way, up 25.8%. Financials, on the other hand, are still down 20.9% in 2020 despite the good week.

As to the rest, well, overall, eight of the sub-indices were up and six were down. Most noteworthy was
Information Technology (TTK) that made new highs for the move reversed and closed lower down 3.3% on the
week. That is a poor sign as IT has been a key leader on the way up. Other losers were Health Care (THC), down
4.6% and Energy (TEN), off 1.2%. The most noteworthy winners were Telecommunications (TTS), up 5.1% and
Consumer Discretionary (TCD), gaining 4.8%.

Technically, the TSX appears to be forming a wedge triangle. The breakdown point is seen at 15,000. The TSX
left a small hanging man pattern on the charts on Friday. And, like the S&P 500, a possible evening star was
made on Thursday and another hanging man on Wednesday. However, we need the break under 15,000 to
confirm a potential breakdown. Confirmation would come with a break under 14,200. Volume was pretty high
on Friday on what was, overall, a small down day. That indicates to us that there was considerable selling even
as buyers stepped in (churning?) and the market went nowhere, off a small 0.5% on the day.
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Hong Kong has been in the news with President Trump pulling the plug on Hong Kong’s favoured status. We
are not yet sure how this will be played out on the Hang Seng. Hong Kong is a major global financial center and
is considered the gateway to China. If targeted tariffs and sanctions are imposed it could have a considerable
negative impact. Trump is caught on Hong Kong and China because it is not in his interest to tear up the trade
agreement. That would reverberate back on U.S. companies. Imposing more sanctions and trade restrictions
would also be counterproductive as again U.S. companies could also pay a steep price. The U.S. has a trade
surplus with Hong Kong totalling $31.1 billion in 2018. Despite the potential for a crackdown on freedoms in
Hong Kong, it should be noted that Trump has actually shown little interest in the fate of the people and little
concern for human rights. His focus is the business side and trade. On that note there are an estimated 1,300
American companies in Hong Kong and at least 85,000 ex-pat Americans in the city. There are also upwards of
300,000 expat Canadians in Hong Kong as Hong Kong and Canada have a long relation. Could there be an exit?
Given the chaos on the streets of Hong Kong and the importance of Hong Kong as a major business and
financial center, pressure could also be emanating from the business and financial sector for a quelling of the

chaos on the street. The Hang Seng topped back in January 2018 but the decline has been slow, off only 36.8%
at the recent low in March.
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Daily confirmed COVID-19 cases and deaths, World

The confirmed counts shown here are lower than the total counts. The main reason for this is limited testing ap
challenges in the attribution of the cause of death.
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The number of COVID-19 cases just keeps on rising globally. But it is not the U.S. leading the way any more.
Brazil has taken over that honour. Brazil now stands at number 2 behind the U.S. with over 500,000 cases. Also
helping to push up the numbers are Russia, Pakistan, Bangladesh and Mexico. Others are also reporting
elevated numbers. And in many of those developing countries the number of cases is most likely considerably

understated. Best hope is maybe an ascending wedge pattern is forming. That could eventually result in a
downside break.

World May 31, 2020 15:41 GMT

# of cases — 6,203,610
# of deaths — 371,855
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Daily confirmed COVID-19 cases and deaths, United States

The confirmed counts shown here are lower than the total counts. The main reason for this is limited testing and
challenges in the attribution of the cause of death.
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The number of cases in the U.S. remains on a downward trajectory. But it could also be poised to break out of

that triangular descent. On the other hand, maybe it’s a descending triangle and they break to the downside.
Let’s hope so.

U.S. May 31, 2020 15:41 GMT

# of cases — 1,819,807
# of deaths — 105,634
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Daily confirmed COVID-19 cases and deaths, Canada

The confirmed counts shown here are lower than the total counts. The main reason for this is limited testing and
challenges in the attribution of the cause of death.
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Canada is definitely on a downward trajectory. But we hope this isn’t a descending wedge (bullish) otherwise it
could break soon to the upside. That wouldn’t be good.

Canada May 31, 2020 15:41 GMT

# of cases — 90,190
# of deaths — 7,073
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US 10 Year Note Bond Yield
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Interest rates continue to drag along at or near record lows. There was little movement in either the U.S. 10-
year treasury note or the Government of Canada 10-year bond (CGB) this past week. The U.S. note closed at
0.65% off 1 bp on the week while the Cdn 10 year was up 2 bp to 0.53%. The economic numbers that we have
already featured were dismal. Interest rates are not going anywhere, although they probably won’t fall much
from here. There remain many who believe they will eventually go negative.
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Corporate Spreads to U.S. 10-year Treasury Notes — Aaa, BBB, BB, CCC

FRED ~£} — ICE BofA BBB US Corporate Index Option-Adjusted Spread
— Moody's Seasoned Aaa Corporate Bond Yield Relative to Yield on 10-Year Treasury Constant Maturity
— ICE BofA BB US High Yield Index Option-Adjusted Spread
— ICE BofA CCC & Lower US High Yield Index Option-Adjusted Spread
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Given the largesse of the Fed backstopping the buying of corporate bonds as a part of its program, it is no
surprise that spreads came in after initially rising sharply. We added in CCC-rated corporate bonds. They are
the junkiest of the junk bonds. The spread on the CCC-rated bond rose to 19.47% over U.S. 10-year treasury
notes at the recent peak but is now back down to 16.64% over. BB-rated bonds are the highest rating for non-
investment grade corporate bonds and they are currently at 4.62% over, down from 8.37%. BBB bonds are the

lowest rated investment grade and they are 2.48% over down from 4.88% over. Finally, Aaa bonds (the best)
are 1.72% over, down from 3.20% over.
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$USD US Dollar Index - Cash Settle (EOD) ICE § StockCharts.com
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Is the breakdown of the U.S. dollar underway? The USS Index fell 1.6% this past week as there seemed to be
some fund flows out of U.S. dollars into currencies. Could it be repatriation of funds from the stock market?
The euro rose 1.8%, the Swiss franc was up 1.0%, and the pound sterling gained 1.6%; however, the Japanese
yen slipped 0.2%. The Canadian dollar gained 1.7% on the week thanks to higher energy prices. We continue to
show what appears to be a large diamond formation on the USS Index. The USS Index fell to the 200-day MA
this past week, penetrating just below it on Friday, and then rebounded back to close at the key MA. It left a
hammer on the charts. The hammer Japanese candlestick indicator is the opposite of the hanging man we
discussed earlier. It could be indicating at least a temporary bottom for the USS Index. Follow-through to the
upside this week would be key. With resistance up at 100, the USS Index would need to surpass that level and
move above 100.50 to suggest to us the diamond pattern is busting and that an upward move would be
underway. A move above 102.50 could suggest new highs above 104. However, if the USS Index returned to
the downside and broke and closed under 98, then a further downward move would most likely be underway.

It would take a move under 96.80 to suggest to us that the March low at 94.61 could fall. The USS Index is at a
crossroad here.
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$GOLD Gold - Cartinuous Cortract (EOD) CME
29-May-2020
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Given the growing potential for new trade conflicts or sanctions against China, gold rose this past week gaining
0.9%. Silver was a stellar performer up 4.6%. However, not confirming was platinum, down 1.3%, the gold
miners with the Gold Bugs Index (HUI) down 4.1%, and the TSX Gold Index (TGD) down 6.6%. However, the
bulk of the drop in the gold miners was seen earlier in the week and the two indices put in strong up days on
Thursday and Friday. That silver made new highs for its current move and gold did not is another divergence
we can note.

Gold has been in a trading range since hitting a high of $1,788 back on April 14. Since then we have making
what appeared to be a bull pennant but now that is looking more like a symmetrical triangle. The low has been
$1,676 while highs have been increasingly lower and lows increasingly higher. The question now is, which way
will the triangle break? A symmetrical triangle can be either a consolidation formation or it can be topping
formation. Key to the upside remains at $1,800. A firm breakout over that level could target to our head and
shoulders pattern targets of $1,935-51,950. A breakdown below $1,700 could target instead down to
$1,585/51,590. We note that the 200-day MA is currently at $1,570 and the 165-day EMA is at $1,598. A move
down that far would also throw what appeared to be a head and shoulders bottom out. A breakdown under
$1,575 could send gold lower and under $1,450 the March low it would be terminal and a bear market would
be underway.

Fundamentally there is little reason for gold to fall, given the deteriorating economic situation, the threat of a
resumption in the trade wars, the potential deterioration on the streets of the U.S. under protests, the huge
amounts of money being thrown out by the Fed and Treasury to combat the negative economic effects of the
COVID-19, and deteriorating global geopolitics. But logic sometimes is not a part of the equation. Gold is
anathema to the central banks, even if they hold collectively some 34,000 metric tonnes as a part of their
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reserves. A rising gold price is not in their interest. On the positive side, recent pullbacks for gold have been
met with strong buying. The fundamentals say gold should eventually break above $1,800, but one should be

cognizant of the downside just in case things go awry.
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The gold commercial COT improved somewhat to 25% this past week from 24%. Long open interest however
fell about 2,000 contracts while short open interest dropped almost 18,000 contracts. Overall, open interest
was down. The fall in short open interest suggests short covering as opposed to fresh buying. The large
speculators COT (hedge funds, managed futures, etc.) slipped to 85% from 87% as their long open interest
dropped over 7,000 contracts and short open interest rose almost 7,000 contracts. The report is mildly bullish
given the turn around on the commercial COT and the large speculators COT. But we wouldn’t exactly call this
a really bullish report.
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$SILVER sSilver - Continuous Contract (EOD) CME @ StockCharts.com
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Silver enjoyed a strong week with a gain of 4.6%. Silver is now in the black for 2020, up 3.2%. Silver has been
gaining some traction over the 200-day MA which is a positive development. Silver’s trends are all now pointed
up, another positive development. A negative is the RSl is overbought at 72; however, overbought can remain
in place for some in a strong up market. Silver now sits on the cusp of either failing here or breaking out to the
upside. A move above $18.60 could suggest that silver will attempt new highs over $18.90 and over $19.75.
Ultimate targets could be up to $26; however, we have to take that one step at a time and break through the
other levels first. As well, there remains the 2016 high at $21.23. Looking even further back the 2013 high was
at $25.12. The gold/silver ratio has now fallen under 100 down to 94.70. That is down from the all-time high at
131.40 seen at the silver low in March 2020. When the gold/silver ratio is falling we usually see a bull market in
the metals. A rising gold/silver ratio is usually seen in bear markets. Friday’s upside thrust was quite positive.
We expect we could see new highs above $19 shortly. Trouble would appear on a break under $17 and silver
would break down under $14.75.
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We suppose the silver commercial COT falling after silver rose this past week should not be a surprise. The
silver commercial COT slipped to 36% from 37% this past week. Long open interest was down less than 500
contracts but short open interest rose over 5,000 contracts. The large speculators COT rose to 72% from 70%
as they added over 7,000 contracts to long open interest but also about 1,000 contracts to short open interest.
Overall, open interest rose as silver rose which is a bullish sign. We are friendly to silver going forward.
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$SPTGD S&PTEX Global Gold Index TSE ® StockCharts.com
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The gold mining stocks are diverging with both gold and silver and that has us a little concerned. Grant you,
most of the damage was done early in the week when gold took one of its patented $20 plus drops and
investors leaped in to take profits on their stocks. The Gold Bugs Index (HUI) dropped 4.1% this past week
while the TSX Gold Index (TGD) was off 6.6%. They have been strong performers so even a 10% to 15%
correction is not unusual for them in a rising market. The action this past week might be wave 4 up from that
low seen in March 2020. The advance has been strong with the TGD, up 114% at the recent high in the space
of two months. So with those kind of gains a pause should not be surprising. The question is, have we seen a
low? Wednesday’s upside move was a positive development. Overall, the TGD fell 15.4% from its recent high,
which, as we noted is fairly normal for the gold miners in a rising market. We saw more than a few corrections
of that nature as the TGD gained almost 200% from October 2008 to September 2011. With a 100% plus move
from the March low, a 15% correction appears normal. Key, of course, is that the rebound seen in the latter
part of the week carries forward into the coming week. A break of 314 the low this past week could see the
TGD fall further toward major support of the 200-day MA near 265. We’d consider a break under 300 as
negative. To the upside there is resistance from 340 to the recent high of 371. The TGD achieved most of the
target of 385 from the 173 low. A firm break over 400 would, however, project the TGD next up to 450/455.
That is interesting as the all-time high in 2011 was 455.
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WTI oil prices rebounded strongly on Friday, gaining 5.3% on the day and saving the week from what might

have been a down week. Qil rose 6.7% on the week and was up a record 88.4% on the month. Record supply

cuts helped the record month after oil prices rebounded from sub-zero back in April. The energy stocks were
not so good as the Arca Oil & Gas Index (XOIl) rose a small 0.3% on the week while the TSX Energy Index (TEN)
dropped 1.2%. Oil rallied strongly on Friday after Trump spoke and he didn’t tear up the U.S./China trade

agreement as some were suspecting. It’s actually not in his interest to do so. Still, a potential purchase of $52

billion of energy sales over a 2-year period as a part of the trade agreement remains in doubt.

Oil prices are now running into a band of resistance that goes from $35 up to $45. No more supply cuts are

going to come. But demand is not about to leap, although with the official start of what is known as the driving

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

36 of 38


http://www.stockcharts.com/

ENRICHED

I'NVESTING I NCORPORATETD

season now under way, there could be some rise in demand. But, typically, oil’s bullish period runs from
December to June and then the summer doldrums start. An active hurricane season might help get prices to
rise during a normally quiet time for oil and natural gas (NG). NG was down 1.6% this past week. Despite the
big rally for oil it remains down on the year by 41.9%. Qil has support down to $30, but a drop back under $30
could see prices fall to better support near $24. Under $21 would could start to see some of the chaos we saw
earlier when oil prices were falling from $65 to sub-zero from January to April.
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GLOSSARY
Trends

Daily — Short-term trend (For swing traders)
Weekly — Intermediate-term trend (For long-
term trend followers)

Monthly — Long-term secular trend (For long-
term trend followers)

Up — The trend is up.

Down — The trend is down

Neutral — Indicators are mostly neutral. A trend
change might be in the offing.

Weak — The trend is still up or down but it is
weakening. It is also a sign that the trend might
change.

Topping — Indicators are suggesting that while
the trend remains up there are considerable
signs that suggest that the market is topping.
Bottoming — Indicators are suggesting that
while the trend is down there are considerable

signs that suggest that the market is bottoming.

Disclaimer

David Chapman is not a registered advisory service
and is not an exempt market dealer (EMD). He does
not and cannot give individualised market advice. The
information in this newsletter is intended only for
informational and educational purposes. It should not
be construed as an offer, a solicitation of an offer or
sale of any security. The reader assumes all risk when
trading in securities and David Chapman advises
consulting a licensed professional financial advisor or
portfolio manager such as Enriched Investing
Incorporated before proceeding with any trade or idea
presented in this newsletter. Before making an
investment, prospective investors should review each
security’s offering documents which summarize the
objectives, fees, expenses and associated risks. David
Chapman shares his ideas and opinions for
informational and educational purposes only and
expects the reader to perform due diligence before
considering a position in any security. That includes
consulting with your own licensed professional
financial advisor such as Enriched Investing
Incorporated. Performance is not guaranteed, values
change frequently, and past performance may not be
repeated.
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