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Unique half, millions unemployed, streets riot, election backdrop, narrow high, Godzilla debt, golden limit

It has been a half year like no other. A pandemic; millions unemployed in what appears to be a new
depression; protests, riots on the streets in a polarized America against the backdrop of impending election;
and, a stock market making new all-time highs largely on the backs of a half dozen stocks. Well one index
anyway as the others seem unable to join the party. Can this continue? If someone in 2019 had said this is
what 2020 will be like they’d have thought you were delusional, super pessimistic, or a perma bear. Instead,
here we are. Oh yes, and did we mention the debt lurking in the background like a Godzilla monster.

But there is one thing that has shone. Gold. When in times of trouble, deflationary or inflationary conditions,
geopolitical uncertainty, domestic political uncertainty, or currency devaluation gold holds its value. There is
only so much of it and it acts as a hedge, portfolio insurance. Indeed, dividend-paying Barrick Gold Corp. with
a diversified resource base throughout North and South America, Africa, Asia and Australia is one of the gold
companies held in the Canadian Conservative Growth Strategy* which favors better than average growth,
value, risk, ROE, debt and ability to service debt.

It's summer. The weather is nice so this week’s report is shorter than usual. Enjoy the summer. And stay safe.
DC
* Reference to the Canadian Conservative Growth 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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“The four horsemen of the Investment Apocalypse are fear, greed, hope and ignorance. Only one is not an
emotion —ignorance. These four things have accounted for more losses in the market than any recession or
depression, and they will never change. Even if you correct ignorance, the other three will get you every
time.”

—James P. O’Shaughnessy, American investor, founder, Chairman and CIO O’Shaughnessy Asset
Management, LLC; b. 1960

“Every time everyone’s talking about something, that’s the time to sell.”
—George Lindemann, American businessman, former Chairman and CEO Southern Union, owner 19
Spanish language radio stations; 1936-2018

“What’s money? A man is a success if he gets up in the morning and goes to bed at night and in between
does what he wants to do.”
—Bob Dylan, American singer, songwriter, author, visual artist; b. 1941

It has been quite a half-year. One for the books. We have had a pandemic, a depression. and protests/riots on
the streets or, as we say, 1918, 1929, and 1968 all rolled into one. And the year is only half over. After
recording one of the swiftest declines ever seen in March, the second quarter brought us the best Dow Jones
Industrials (DJI) quarter since 1987. For the NASDAQ, it was the best quarter since 1999. The DJI gained 17.8%
in Q2 2020 vs. a gain of 21.6% in Q1 1987. The TSX Composite gained almost 16% in the quarter, the best
performance in over a decade. But to keep things in perspective, the DJl is still down 10.6% on the year to June
30 and the TSX down 9.1%.

As to the pandemic, well, there are now over 11 million cases and over 500,000 deaths. At current rates we
could have upwards of 45 million cases and 1.3 million deaths by year end. While there have been positive
signs with many places seeing a decrease in the number of cases (EU, Canada, North Eastern U.S.), there have
also been sharp rises in the Southern U.S., South Asia, and Latin America. Overall, the numbers have gone up,
not down. But that could change if the numbers started to dramatically rise in major population centers like
China, India and Africa.

Few have got things under control as they did in Taiwan and South Korea. Taiwan, a country of almost 24
million people, on an island, and one of the most densely populated countries in the world has had fewer than
500 cases and only 7 deaths. That has been thanks to laws, policies, and institutions that were put in place
years ago. They were empowered to act quickly in the event of a pandemic with contact tracing, masks,
temperature taking, quarantines, and travel bans. Plus, this is an island used to adversity because of its
proximity to China and the lingering effects of a long civil war (1927-1950) whereby China still claims Taiwan
as a part of China and vice-versa.

And now comes the threat of another pandemic or at least a mutation of the current pandemic? Another
pathogen with the potential to turn into a pandemic is waiting in the wings according to researchers. Dr.
Anthony Fauci, the U.S.’s top infectious disease expert, has warned that the U.S. could see 100,000 cases in a
day if they don’t change their behaviour. This past week they saw over 50,000 new cases in almost every day.
That works out to about 35 new cases every minute. Dr. Fauci has been largely sidelined by the Trump
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administration in their desire to open up. Except that states that did open up in May are now being forced to
shut down again because of a huge jump in the number of cases. As a response, protests and lawsuits have
sprung up, challenging the government’s orders. In an economy already reeling from the first shutdown and an
estimated 45 million unemployed, a second shutdown could prove deadly. Pick your poison: dead economy or
just dead.

Already they are declaring that not only is the recession over but the depression is over too. Is it really? During
March and April nonfarm payrolls as reported by the Bureau of Labour Statistics (BLS) saw 22.16 million
workers lose their jobs. Cumulative initial claims since the start of the COVID-19 in March now total 48.7
million with another 1,427 thousand added this past week. That was above the expected 1,355 thousand.
Continuing claims still totaled 19,290 thousand, up from the previous week’s 19,231 thousand. Over the past
two months nonfarm payrolls have jumped 7,500,000, recouping one-third of the March and April job losses.
The V recovery people are cheering that the recession is over. The unemployment rate (U3) has fallen to
11.1%, down from the April peak of 14.7%. Both the June nonfarm payrolls and the unemployment rate came
in lower than expected.

It is probably easy for us to say—hold on a sec. Even using the BLS’s numbers the official unemployment rate is
still higher than it was at the worst of the 2007-2009 Great Recession or any other recorded recession since
the Great Depression. The BLS also freely admits to misclassification errors whereby they count people as
employed who say they are currently employed but who are actually not working as they are awaiting an
expected call back to their old job. But what if it doesn’t happen? If they were classified as unemployed
instead, the U3 rate would have been 12.1%, not 11.1%.

However, that is still a lot better than the 19.7% rate reported with misclassifications for the April report. The
U6 unemployment which is the BLS’s highest unemployment category was reported as 18.0% down from
21.2%. U6 unemployment is U3 plus short-term discouraged workers and involuntary part-time workers. The
Shadow Stats unemployment rate which is U6 unemployment plus discouraged workers classified as not in the
labour force and defined away in 1994 fell to 31.2% from 34.0%.

Unemployment Rate - Official (U-3 & U-8) vs ShadowStats Alternate
Monthly SA. Through June 2020 (ShadowStats, BLS)
— Official (lL3) EBroadest (L&) —_— ShadowStats
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Source: www.shadowstats.com
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The unemployment rate was falling because people were called back to work as stores and restaurants and
bars opened. Of the total, 2.1 million workers were in the leisure and hospitality industry. Some factories also
came back online. There are other faults in the report. The survey only covered up to about the middle of June.
So, it has not taken into consideration the surge in COVID-19 cases since then (U.S. recorded over 50,000 cases
onJuly 1, 2020 and over 57,000 cases on July 2, followed by another 55,000 on July 3) nor has it taken into
consideration that after opening up, Texas and Florida (to name two states) were ordered to shut down once
again. If correct, we’d expect a surge in initial claims next week and the July employment report (due out
August 7, 2020) could once again show a surge in job losses.

Some other areas have to be seen as problematic as well. One is the labour force participation rate. That did
rise slightly in June to 61.5%, up from 60.8%. That is well down from the 63.3% reported in January 2020 and
nowhere near the all-time high of 67.3% reported in January 2000. Higher labour force participation rates
translate into higher unemployment, all other things being equal. The current labour force participation rate is
back at levels last seen in the early 1970s before a surge of women came into the labour force. The current
labour force participation rate for women is 56.1%, a level last seen in the mid-1980s. For men, the rate is
67.2% which puts it just up from the all-time low of 66.1% seen in April. The rate for men has been falling
steadily since 1950. In January 1948 the rate was 86.7%. For the record, Canada’s labour force participation
rate is 61.4%, down from its pre-COVID-19 level of 65.5%. Canada reports its June employment numbers next
Friday July 10, 2020. The bottom line is, fewer are participating in the economy. That translates into a lower
unemployment rate. So, what happened to the rest?

Labour Force Participation Rate 1948-2020
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Another number that is concerning is the employment-population ratio. This is a measurement of the number
of people actually working vs. the total working age population. This ratio was reported as 54.6% in June, up
from May’s 52.8% and up from the record low seen in April at 51.3%. What that says is that over 45% of the
working age population is not working. It has never been this low, not even during the 1950s and 1960s, again
before women entered the labour force in large numbers into the 1970s and 1980s. The peak was 64.7% seen
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in April 2000. It has been a long decline. In January 2020 the ratio was 61.2%. It has been estimated the U.S.
would have to create upwards of 30 million jobs to bring it back to that level. So, what is everyone doing? Not
all are in school full time, nor are they full-time caregivers.

Employment-Population Ratio 1948-2020

FRED ~/4 — Employment-Population Ratio
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There are 102.3 million reported as not in labour force. Back in January 2020 that number was 94.9 million.
There are 54.9 million retirees and 9.9 million on disability and presumably not working nor looking for work.
As well, full-time students and those acting as family caregivers would not be counted as a part of the labour
force. Still, there are reported to be at least 5.7 million who would like to work but are discouraged or have
been out of work for over a year and therefore not counted any longer. The result of all of this is that they
report 21.5 million as unemployed, but the actual unemployed is more like 33.3 million and the reality is could
even be higher. Interesting that 36 million people (11% of the population including children) are considered to
be living in poverty while 28.3 million have no medical insurance and 35.9 million are on food stamps. That’s
almost double the number of millionaires in the U.S. No wonder they have a Gini coefficient of 50%, as
disparity of wealth and income in the U.S. fits more with Latin American countries and a number of African
countries. Canada’s Gini coefficient was 32.4% in 2019. The U.S.’s Gini coefficient is the highest of all the OECD
countries.

The protests, riots, and unrest currently seen in the U.S. are possibly without precedence. And the U.S. has a
long history of violent civil strife. The trigger was the alleged assault causing death/murder of George Floyd.
But the tensions were already there with a deeply polarized population, the massive rise in unemployment due
to the COVID-19, the huge wealth and income inequality, and failure to adequately deal with pervasive racism
and police brutality. The polarization covers numerous issues including politics, LGBQT rights, racism, abortion,
gun rights, war, women’s rights, religion, globalization, and more. Protests and riots vary but have flared to
date in some 400 U.S. cities and all 50 U.S. states. As well, protests have flared in a number of other countries.
Protests, riots, looting, vandalism, and deaths have occurred. Accusations have been leveled at both alt-left
groups such as Antifa and alt-right groups such as various white nationalist groups, and heavily armed militia
members. The picture of riot-clad police vs. protestors has become a staple in American cities along with
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clashes between both alt-left and alt-right groups. Some are describing it as a new U.S. civil war. The
grievances of a long-ago American Civil War (1860—1865) have, it seems, never gone away.

With an election coming on November 3, 2020 there is a real danger that the violence could get worse. Many
political pundits are already noting that the election could end in law suits and violence with both sides
claiming victory. There is little in the way of middle ground and neutrality is appearing to be less and less of an
option. A contested election decision accompanied by violence could tear the U.S. apart and could trigger a
real civil war. So far, the protests and the violence on the streets don’t appear to be impacting the stock
market. But that could change. The risk is there.

And then there is the debt. Yes, the government debt both in the U.S. and in Canada and elsewhere is
exploding as a result of the COVID-19. But with central bank purchases, they are effectively monetizing the
debt. The real danger is the corporate bond market, household debt, and thousands of small businesses
closing their doors or going bankrupt because of the shutdowns. Yes, the U.S. corporate bond market raised
over $1 trillion in the first half of the year, but a lot of that is premised on the Fed continuing to make bond
purchases and a continuance of exceptionally record low interest rates. Given the largest category of
corporate debt is BBB-rated (upwards of 60%) which is the lowest investment grade, many are being
downgraded to junk. Who will buy their debt? Many companies are becoming zombie companies, meaning
they are really bankrupt but because of QE and other government lifelines they are being kept artificially alive.

U.S. nonfinancial corporate debt (Q1 total - $10.5 trillion, but add in the debt of small/medium sized business,
family businesses, and others and the total is almost $16.0 trillion or a debt to GDP ratio of 74%) has exploded
over the past few years. It is up $4.4 trillion since a trough was seen in Q4 2010. It has grown from 38% of GDP
to over 55% of GDP during that period. But that debt is only a part of it. Add in financial debt plus other
business debt and the total comes to $29.7 trillion for a debt to GDP ratio of 148%. U.S. government debt to
GDP is 132% and household debt to GDP is 102%.

Growth of Corporate Debt to GDP 1980-2020
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Canada is doing no better. And the debt bomb is becoming noticed by the mainstream press witness an article
in the Toronto Star business section on Saturday July 4, 2020 titled There’s a corporate debt bomb ticking
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under possible recovery - https://www.thestar.com/business/2020/07/04/how-canadas-corporate-debt-
bomb-is-undermining-the-recovery-from-covid-19.html. Canada’s corporations have $2.7 trillion of debt or
118% of GDP, up from 85% in 2008. That rate is actually higher than the U.S. without counting the U.S.’s
financial corporation debt. It is the third highest debt to GDP ratio of the G20 countries exceeded only by China
and France. And 11" highest in the world. The article notes the bankrupt Cirque de Soleil with $900 million in
debt and Bombardier with $9 billion in debt. There are cries to bail out Cirque de Soleil and Bombardier is
already what we would call a zombie company existing purely because of the government support. Economists
may be worried about the growing government debt burdens but they are really worried about the huge
corporate debt burdens.

But one thing has stood out against the pandemic, the depression, the protests, and the debt. Gold has been
the best-performing asset in 2020. To July 2, 2020 gold is up 17.5%. The S&P 500 is down 3.1% and the TSX
Composite is down 8.5%. Gold stocks, as measured by the TSX Gold Index (TGD), have gained 30.4%. Only the
NASDAQ, dominated by the FAANGs and Microsoft, can claim a victory as it is up 13.8% and continues to surge
to new all-time highs seemingly impervious to what is going on around them.

There are now signs that the stock markets may have topped. No other index to date has joined the NASDAQ
in making new all-time highs. It is a major divergence as the markets should confirm each other. But it until
they break down complete with the non confirmations, there is hope held out that the other indices could
follow to new all-time highs. Our breakdown points for the S&P 500 remain at 3,000 and 2,900. Only new highs
could change that scenario.

As for gold, it is now threatening to break above $1,800. But it is facing a tough fight as there are many
interests that would prefer gold to remain under $1,800. While gold has printed fresh 52-week highs it has, so
far, failed to fully break above $1,800. However, we note that every time it is pushed back, buying comes in
that takes it back up. The suggestion is that it will eventually bust through $1,800 and target up to $1,950. But
maybe the real sign of a breakthrough is the junior gold mining market where the TSX Venture Exchange
(CDNX) has soared almost 90% from its March lows. We have noted many doubles already in junior gold
mining stocks. This is a small market that, once the speculators decide they have to get in it, could cause the
CDNX and many gold miners to double again. The last time there was a bit of rush in the junior gold miners
was 2016 and before that the 2009-2011 bull market. So, its return is healthy sign. But a reminder that the
markets can be volatile and an unexpected correction can set in at any time especially if the market becomes
too frothy.

From a market watcher viewpoint, it has already been a fascinating year, one for the history books. And the
year is only half over and the pandemic, the depression, and the protests are all sure to continue. And dare we
mention once again—is the Fed taking away the punch bowl? This past week Fed assets fell another $73
billion. Since peaking on June 10, 2020 Fed assets are down $160 billion. Interesting. The stock market topped
June 8. The big gap down occurred on June 11. Since then only the NASDAQ has made new all-time highs.
None of the other indices have been able to successfully fill the gap left on June 11. A reckoning is coming.

(see final chart on next page)
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Performance 2020 to July 2, 2020

@ StockCharts.com
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MARKETS AND TRENDS
% Gains (Losses)
Close Close Week
Dec 31/19 Jul 3/20
Stock Market Indices
S&P 500 3,230.78 3,130.01 4.0%
Dow Jones Industrials 28,645.26 25,827.36 3.3%
Dow Jones Transports 10,936.70 9,235.70 4.9%
NASDAQ 9,006.62 10,207.63 (new 4.6%
highs)
S&P/TSX Composite 17,063.53 15,596.75 2.7%
S&P/TSX Venture (CDNX) 577.54 633.02 5.7%
S&P 600 1,021.18 823.95 4.5%
MSCI World Index 2,033.60 1,802.23 1.8%
NYSE Bitcoin Index 7,255.46 9,223.59 1.7%
Gold Mining Stock Indices
Gold Bugs Index (HUI) 241.94 291.59 4.1%
TSX Gold Index (TGD) 261.30 339.82 1.7%
Fixed Income Yields/Spreads
U.S. 10-Year Treasury yield 1.92 0.67 4.7%
Cdn. 10-Year Bond yield 1.70 0.55 7.8%
Recession Watch Spreads
U.S. 2-year 10-year Treasury spread 0.34 0.52 10.6%
Cdn 2-year 10-year CGB spread 0 0.24 9.1%
Currencies
USS Index 96.06 97.30 (0.1)%
Canadian $ 0.7710 0.7360 0.6%
Euro 112.12 112.40 0.1%
Swiss Franc 103.44 105.79 0.2%
British Pound 132.59 124.66 1.1%
Japanese Yen 92.02 92.99 (0.3)%
Precious Metals
Gold 1,523.10 1,790.0 (new highs) 0.5%
Silver 17.92 18.32 1.6%
Platinum 977.80 831.60 1.5%
Base Metals
Palladium 1,909.30 1,927.60 1.8%
Copper 2.797 2.68 flat
Energy
WTI Oil 61.06 40.65 5.6%
Natural Gas 2.19 1.73 12.3%

(21.0)%
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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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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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