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For Technical Scoop enquiries: 416-523-5454

For Enriched Investing™ strategy enquiries and

for Canadian Conservative Growth Strategy enquiries: 416-203-3028

Election heat, pandemic economy, massive tensions, faltering market, Fed balance, 2023 rates, gold falters

With a mere 43 days now before the election things are heating up. Many are suggesting that this election
could end in chaos with no decided winner. How will that impact markets? We look at that plus we look at a
recently released World Bank/WHO paper that has examined the economic impact of the pandemic. Its effects
could be with us for more than a few years. As well the world is faced with massive debt, wealth inequality,
environmental degradation, global warming and growing social unrest and tensions between nations. Yet the
stock market has kept going higher, at least until the past couple of weeks. Now it is showing signs of faltering
and the S&P 500 and NASDAQ closed under the 50 day MA for the first time since April. The last time it closed
under this key MA the March meltdown got underway. Could we be soon facing another one?

Our “chart of the week” (page 9) looks at the relationship between gold and the rise in the Fed’s balance
sheet. This past week was the September FOMC. The next one won’t be until November 4-5 right after the
election. No surprise as Fed is prepared to leave interest rates unchanged into 2023. But the Fed also
disappointed with no further stimulus announcements. Stocks sold off and gold faltered. While still holding
gold stocks, the Canadian Conservative Growth Strategy* is diversified into other sectors including the
technology stock Thomson Reuters Corp. which pays a dividend and provides news and information for
professional markets including Legal, Tax and Accounting, and News.

On September 29 we will be speaking at the Money
Show https://online.moneyshow.com/2020/september/canada-virtual-expo/speaker-listing/. Our topic is “A
reserve currency does not last forever”. Registration is free.

Fall is getting underway but the weather is still great! Have a great week.
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 pandemic’s mandatory lockdown has set in motion an array of economic, political and global
instabilities.”
—Dr. Asa Don Brown, PhD, American physician, author, speaker, advocate, and clinician

“This is a pandemic. | felt it was a pandemic long before it was called a pandemic.”
—Donald Trump, 45" President of the United States of America, businessman, TV personality; b. 1946

“The most disgraceful thing for kings is to disdain learning and be afraid of science.”
—William Rosen, author of “The Third Horseman, Justinian’s Flea,; The First Great Plague and the End of the
Roman Empire”, editor & publisher, Simon & Schuster and the Free Press; 1955-2016

The COVID-19 pandemic has done quite a number on the global economy. There is little doubt of that. A
detailed report on the devastation has been recently released, co-written by the World Bank
(www.worldbank.org) and the World Health Organization (WHO) (www.who.int), titled A World in Disorder
(https://apps.who.int/gpmb/assets/annual report/GPMB_AR 2020 EN.pdf). In a nutshell, the report outlines
that the world’s response to the pandemic was ill-prepared, with inadequate consideration for priorities. The
result was, it showed the fragility of an interconnected economic, social, and environmental world order and
has opened up and exacerbated fissures in societies and even between nations.

While the COVID-19 has resulted in over 30 million cases recorded and now upwards of one million deaths, we
are not remotely in the same league as the Spanish Flu (1918-1920), the Plague of Justinian (541-549 AD), or
the Black Death (1346—-1353). While those plagues were devastating in terms of deaths and they definitely had
a negative economic impact, the world was just not as interconnected economically, socially, or
environmentally as it is today. Nor did those worlds have the population of today. For the record, during the
time of Justinian the world population was estimated at 200 million, during the Black Death 350 million, and at
the time of the Spanish Flu 1.7 billion. Today, the world population is 7.8 billion. As well, back in those periods,
most of the population was rurally situated. Today, the concentration is urban.

Our problem is the highly interconnected world. And when the world is hit with something like this, the
response varies from country to country and the fissures that divide society open wider. Exacerbating the
problem has been the rise of global inequality in terms of income and wealth. The world’s 2,825 billionaires
have more wealth than 4.6 billion of the world’s population. There is an estimate of only about 47 million
millionaires globally. One of the last figures we saw was that the world’s wealth is estimated at $360 trillion.
The approximately 47 million millionaires control at least 44% of the wealth. The bottom half of wealth holders
accounts for less than 1% of total global wealth. The good news, if any, is that the share of the bottom 90%
now has 18% of the wealth vs. only 11% in 2000. However, these figures are pre-pandemic. It is estimated that
the pandemic alone has pushed upwards of 500 million back into poverty. At the other end, it is telling when
we read that Canada’s billionaires have seen their wealth increase some $37 billion during the pandemic. And
at the other end of the spectrum, more than 2 million workers in Canada remain out of work—primarily low
wage workers, as support services such as CERB are coming to an end with uncertainty as to what will replace
it. Homelessness is also rising. Inequality grows and with it will eventually come more social unrest.
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But global wealth inequality is merely one of the problems. Environmental problems have escalated on an
unsustainable course. Overfishing, destruction of rain and boreal forests, destruction of barrier reefs,
wetlands, farming land, water resources, overpopulation, and more have sparked a collapse in bio-diversity,
resulting in negative impacts on the global population in terms of health, industry, water, and air pollution. All
of it has been negatively impacted by global warming that has resulted in devastating wildfires (and not just in
California), hurricanes, tornadoes, heavy precipitation in some parts of the world (snow and rain), and drought
in others and destruction of species. If the world faced unprecedented volcanic eruptions, we could witness
the return of mini ice-ages and the devastation that would cause with disease and famine resulting in a high
number of deaths globally. Periods of heavy volcanic eruptions were seen during the Plague of Justinian and
the Black Death and into the 17*" century during a period known as the mini ice-age which also saw a sharp rise
in the bubonic plague.

All of this weighs heavily on the social fabric of countries and their population. Conflict between countries rises
and conflict within countries also rises. We see that in the ongoing collapse of the world order as global
institutions such as the UN, WHO, FAOQ, the World Bank, the WTO, the OECD, the G20, the IMF and even NATO
are under attack. Rising tensions between countries result in increased trade wars and sanctions along with
military tensions. Within countries there has been a sharp rise in nationalism and populism that could lead to
civil war or revolutions. We are already seeing all of that daily, particularly as we watch the world’s largest
economy, the U.S., deteriorate with deep divisions as it enters the November election. But that is also being
played out in other countries to a lesser or even greater extent. However, if the U.S. were to degenerate into
civil war, it could have highly negative economic repercussions for the entire world.

It is difficult to get a complete handle on the costs of the pandemic. Lowball estimates are around $11 trillion.
Estimates of how many people were thrown out of work because of the pandemic are at least 200 million
across the globe. Some industries such as tourism and airlines have been devastated. Many may never recover.
It is estimated that the negative effects of the pandemic could linger for more than a few decades. While many
essential workers have no choice but to stay on the job, millions of others were sent to work at home. That has
left thousands of high-rise office towers as ghost towns. A small proportion of workers have returned to the
offices. But there are now lingering questions as to what is going to happen to all of this real estate if the
pandemic persists and those who can, continue to work at home. Many suggest this situation will persist well
into 2021.

Governments have already spent trillions combatting the pandemic. Add in the costs of fighting extreme
weather events and one has to wonder whether even Western governments could go bankrupt. Or the other
extreme is that, with all of the money being printed, does it unleash hyperinflation? With hyperinflation think
Weimer Republic, Germany after World War | or, more recently, Zimbabwe 2007-2009. Get out the
wheelbarrows.

Budget deficits as a percentage of GDP have soared. U.S. — 15.9% or the equivalent of $3.1 trillion, Canada —
11% or $200 billion, U.K. — 18.2% or $515 billion, Germany — 7.2% or $290 billion, Japan — 11.3% or $562
billion, France — 11.3% or $315 billion, China — 6.3% or $850 billion, India — 7.9% or $215 billion. (Note: all
figures are in U.S. dollars). And one should realize that is only part of what is being spent to combat the
negative effects of the pandemic. Actions by central banks, primarily through bond purchases rather than
going into the economy, have largely found their way into financial institutions, then into the stock markets.
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Central bank balance sheets — up; debt — up; money supply — up; stock market — up; gold — up; unemployment
— up; personal savings — up; velocity of money — down; GDP - down; balance of trade — down; government
budget deficit — up.
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Both money supply (M2) and the total assets on the Fed’s balance sheet have soared since the beginning of
the year. M2 is up $3.2 trillion or 21% while the Fed’s balance sheet has exploded upwards by $2.9 trillion or
69%. This tells us that a lot of money is getting into the financial system. But the question is, what good is it
doing? Apparently, not much.

U.S. Federal Debt — U.S. GDP
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U.S. Federal Government debt has also exploded, up $3.3 trillion since Q4 or 12%, but GDP has gone the
opposite way, having fallen almost $2.3 trillion or almost 10% from Q4 2019 to Q2 2020.

Gold — S&P 500
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With all that money sloshing around, it is probably no surprise that both gold and stocks are up. Gold has
gained almost 30% thus far in 2020, while the stock market (S&P 500) is up roughly 2.7%. Gold has been the
main beneficiary, but when you isolate the six big tech stocks that have dominated the market (FAANGs +
Microsoft) you discover that they have gained on average almost 35% to date. They make up some 25% of the
S&P 500. Some two-thirds of S&P 500 stocks are actually down on the year.

Personal Savings Rate — Velocity of Money
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So, what’s happening to the money? Well, two things: it is going into the stock market and gold and it is being
saved, as witnessed by the rise in the personal savings rate that has gone from 7.2% in December 2019 to
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17.8% today with a recent peak of 33.7% in April. That suggests to us that money is being hoarded and it has
also been used to pay down debt. The velocity of money (M2), a measurement of how fast money is turning
over in the economy, just keeps on falling from a rate of 1.427 back in Q4 2019 to a rate of 1.102 in Q2 2020.
We wouldn’t be surprised to see that ratio fall further. Fewer and fewer transactions are occurring in the
economy.

U.S. Retail Sales — U.S. Balance of Trade
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With the velocity of money falling, it is no surprise to find that retail sales have fallen. On a year-over-year
basis, retail sales are up 2.6% but in April they had plunged almost 20% on a year-over-year basis. What is a
surprise is that the balance of trade has fallen to the lowest level in years at $63.6 billion in July 2020.
Considering all the trade wars/sanctions, etc., one would think the trade deficit would improve. Instead, it has
steepened. And it can’t all be blamed on China. Both exports and imports have plunged, but exports have
plunged a lot faster than imports.

U.S. Government Budget — Unemployment Rate
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Both the U.S. government budget deficit and unemployment have soared. The budget deficit, conservatively
now to be estimated at 15.9% of GDP, is the highest seen since the war years 1943-1945. If the COVID-19
continues in 2021, then the deficit as a percentage of GDP could again be higher than at almost anytime over
the past 100 years. Total federal debt has increased some $6.8 trillion in the past four years. However, it is not
the highest percentage increase seen under a president. That honour still belongs to President Franklin
Roosevelt coping with the Great Depression and World War II.

As to the unemployment rate, it is the highest since the Great Depression even if it is down from the peak seen
in April at 14.7% vs. the current rate of 8.4%. But that is just the core unemployment rate known as U3. When
one includes discouraged workers unemployed less than one year, the BLS’s U6 unemployment rate is 14.2%.
As we report monthly, Shadow Stats adds back in discouraged workers for more than one year and the
unemployment rate is 28%. Thus, the importance of the stimulus packages which are currently tied up in
Congress. Rising and high unemployment leads to more homelessness and social unrest as well as widening
inequality.

So, what is the most important thing to watch for going forward? Most likely it is the upcoming election, a
mere 43 days away. For investors, the question is, will the outcome of the election impact the markets, or as
some say, their pocketbook? The answer is probably yes. What we don’t know is how. What we do know is,
generally speaking, Wall Street and the corporations are indifferent as to who becomes president on
November 3, even if the reasons for either one of them vary. A reminder that the stock markets rose to
records under Trump/Pence and under Obama/Biden. As well, interest rates were held at or near zero for
most of the Obama/Biden presidency and more recently under the Trump/Pence presidency. Gold also rose
under both presidencies.

However, given this election is probably the most contentious one in U.S. history, the potential for chaos
looms. Given Trump’s constant harping on potential fraud because of mail-in voting during the COVID-19,
there is a real risk no winner will be declared on November 3. And, given the high number of potential mail-in
ballots plus absentee ballots, counting could go on for days and even weeks. Initially Trump may appear as the
winner, but as the mail-in vote gets counted the tide could shift. Couple that with potential lawsuits,
particularly in closely fought states, and the “hanging chad” controversy in Florida in 2000 might look like a
walk in the park by comparison.

Numerous analysts have been looking at potential outcomes and comments and opinions have appeared in a
number of media publications. A landslide by one candidate or the other might have the other concede. But all
other scenarios looked at ended in chaos and violence and a constitutional crisis. There are many on both sides
who will not, under any circumstances, accept the other candidate. The political and cultural divide in the U.S.
is that entrenched. There are many now talking openly about the potential for civil war. Not between armies
but between many different groups on both sides that results in bombings, kidnappings, assassinations,
ambushes, and more. Police may even choose sides. The U.S. has one of the most heavily armed civilian
populations in the world. All that points to chaos. All the other problems such as climate change and tensions
between nations may fade by comparison.

All of this could result in an extremely volatile stock market and a rush to safe havens such as gold and the U.S
dollar. But if a loss of confidence in the U.S. political system develops than only gold (precious metals) might
benefit. To quote the famous line said by Bette Davis in the film All About Eve, “Fasten your seatbelts, it’s
going to be a bumpy night”.
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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
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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

N CORPORATED

MARKETS AND TRENDS

Close
Sep 18/20

3,319.46
27,657.42

11,431.92

10,793.28

16,197.78
745.37

870.57

1,907.23
10,943.15

341.38
380.67

0.69
0.58

0.55

0.33

92.95
0.7580

118.47
109.79
129.25

95.62

1962.10

27.13
938.50

2,380.80

3.12 (new
highs)

41.32
2.05

% Gains (Losses)

Week YTD
(0.6)% 2.7%
flat (3.1)%
1.3% 4.9%
(0.6)% 20.3%
(0.2)% (5.1)%
1.6% 29.1%
1.0% (14.8)%
0.7% (6.2)%
6.3% 50.8%
0.5% 41.1%
2.2% 45.7%
(1.4)% (64.1)%
5.5% (65.9)%
1.9% 61.8%
10.0% 3,300.0%
(0.4)% (3.2)%
flat (1.6)%
flat 5.6%
(0.2)% 6.1%
1.0% (2.4)%
1.4% 3.9%
0.7% 28.8%
1.0% 51.4%
(0.1)% (4.0)%
2.2% 24.7%
2.6% 11.6%
10.7% (32.3)%
(9.7)% (6.4)%

Daily (Short
Term)

down (weak)
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up
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up
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down (weak)
up (weak)

up (weak)
neutral
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down

Trends

Weekly

(Intermediate)

up
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up
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up (weak)
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down
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up

up
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up
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Monthly (Long
Term)

up
up

up
up
up
up

up

neutral
up

up
up

down
up

up
up
up

up

up

up
up

up
up

down

up

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 of the Week
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Is there a relationship between gold prices and the rise in the Fed’s balance sheet? This was a hypothesis
recently of Tom McClellan of The McClellan Market Report (www.mcoscillator.com). We looked at it ourselves
and draw the same conclusions. Yes, there is a relationship but it doesn’t always work.

As the repo program got underway in September 2019 and QE4 went into overdrive in 2020, coinciding with
the COVID-19 collapse in March, gold prices certainly rose. Since September 2019, the Fed’s balance sheet has
exploded upward by $3.3 trillion. Since the onset of the COVID-19 at the end of February 2020, the Fed’s
balance sheet has leaped $2.9 trillion, accounting for the bulk of the rise since September. Gold has gone up
$407 since the beginning of September 2019 and is up $301 since the end of February. And that includes the
shakedown in March 2020 when gold fell $209. The Fed’s balance sheet is up roughly $54 in the past week
while gold is effectively flat. We can’t help but notice that the upward rise in the Fed’s balance sheet began to
pause in June 2020, but gold did not make its most recent high until the first week of August. With the Fed
seemingly starting to ramp up its balance sheet again, will gold follow?

Gold started a good rise in 2008 when the Fed brought in QE1. QE1 was underway in late September and gold
bottomed in October 2008. Gold quickly rose to back over $1,000 at the time. Under QE2 gold rose even
further eventually peaking at $1923 in September 2011. The Fed started QE3 in September 2012 but, oddly,
that coincided with a top for gold. Possibly in anticipation of the coming Fed “taper”, gold collapsed in April
2013. In June 2013 the Fed announced the taper program which continued through 2014. When the Fed
announced a rate hike in December 2015 that coincided with gold’s low at $1,045, gold began to rise again.
During the period of 2018 through 2019 the Fed was also trying to reduce its balance sheet and gold faltered
during that period.

So, the correlation wasn’t perfect. But, generally speaking, QE is good for gold. As long as we see the Fed

expanding its balance sheet and the money supply growing along with the U.S. debt, gold prices seem to have
only one way to go and that is up. But, beware: whenever they pause QE or the money supply stops growing,
gold tends to falter. So far, we see few signs of that happening but there will be periods where they do pause.

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

9of 27


http://www.stlouisfed.org/
http://www.mcoscillator.com/

ENRICHED

I NV ESTING I NCORPORATETD
$SPX S&P 500 Large Cap Index INDX @ StockCharts.com
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Despite attempts to rise this past week, the S&P 500 and the stock indices succumbed to selling and the S&P
500 dropped 0.6% on the week after falling 1.1% on Friday. The trigger was disappointment from the Fed that
they didn’t provide further stimulus. Sure, the Fed, as expected, left rates unchanged and even said they won’t
be touching them until at least 2023, but that was about it and the market was disappointed. There were also
some weaker than expected economic numbers such as retail sales, weekly jobless claims, and housing starts,
while better than expected consumer sentiment failed to offset the other numbers. Elsewhere, the Dow Jones
Industrials (DJI) didn’t quite keep pace as it was largely unchanged on the week, the NASDAQ lost 0.6% while
the Dow Jones Transportations (DJT) was a surprise, gaining 1.3%. The small cap S&P 600 was also a surprise,
up 1.0%.

Elsewhere, the TSX Composite was off about 0.2% but the TSX Venture Exchange (CDNX) gained 1.6%. The
MSCI World Index was up 0.7% while Bitcoin gained 6.3%. Overseas in the EU, the London FTSE lost 0.6%, the
Paris CAC 40 was down 1.1%, while the German DAX fell 0.7%. In Asia, China’s Shanghai Index (SSEC) was a
gainer, up 2.4% but the Tokyo Nikkei Dow (TKN) lost 0.6%.

The S&P 500 is still up on the year by 2.7% but is down 7.5% from the recent top. With the close below the 50-
day MA the focus shifts to the next levels of support. Key is the 200-day MA near 3,100, only about 200 points
away. Major support remains at 3,000 and a firm break of that level could spark a mini-panic.
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Other things negative for the market include the failure of Congress to agree with the Senate on another
stimulus package, while the continuing divisiveness in the country leading up to the election is beginning to get
noticed and investors are becoming wary. Of course, the plug could be pulled by the big players at any time
and that in turn could spark a mini-panic. We just passed the quadruple witching hour on Friday and the fall
solstice is on Tuesday. That period often sparks volatility in markets so we would not be surprised to see an
uptick in that. And if there is an uptick in volatility it is more likely to be to the downside then the upside.
Caution going forward is advised and maybe some puts. We note that the put/call ratio was still favouring
calls, but that could change quickly.
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Unlike the S&P 500 and the NASDAQ, the DJI did not close under the 50-day MA and did not see new lows for
the move down this past week. Overall, the DJI was effectively flat on the week, off a mere 0.03%. The DJI
closed near its 50-day MA. In another divergence, the DJT actually gained on the week. So, these divergences
give some hope to the bulls that the market could quickly recover. While the DJI hung in, most of the DJI stocks
actually fell on the week. On Friday, only four closed the day higher while 26 fell. Regaining above 28,200
would be positive and suggest further gains. A firm break under 27,400 would see the DJI fall further towards
significant support around 26,300. A break and close under 26,000 could trigger a sharper sell-off. We are still
in September, the weakest month that often sees sell-offs into October/November. Just because the DJI
diverged with the other indices doesn’t tell us that we are about to rally. We are more likely to fall than to rise.
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The NASDAQ dipped to a new low this past week for the current down move, falling and closing below the 50-
day MA. This is a negative development. The NASDAQ lost 0.6% on the week. The big high-tech stocks that
dominate the NASDAQ all fell this past week. Leading the downward march was Facebook, off 5.3%. Amazon
dropped 5.2%, Apple 4.6%, Google 4.0%, Netflix 2.5%, and Microsoft 1.8%. Tesla surprised to the upside,
gaining 18.6%. Buffet’s Berkshire Hathaway showed up the high-tech stocks, gaining a small 0.2%. With the
NASDAQ breaking the 50-day MA it is potentially set up now to test all the way down to the 200-day MA.
That’s down near 9,500, another 12% away. The NASDAQ is down so far 10.6%, so a drop to the 200-day MA
would qualify as an official bear market given that, combined, it would be over 20%. There would be interim
support near 10,000 and 10,500. Regaining above 11,500 might help prevent a drop. Above 11,700 a test of
the highs and even new highs is possible.
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It was no surprise that breadth was negative this week in keeping with the decline in the market. The S&P 500
made new lows for the move but the advance/decline line was just short of new lows. The direction, though, is
down and we expect that to continue. The AD line is hugging the 50-day MA, but the S&P 500 broke its 50-day
MA. Once the AD line breaks its 50-day MA, the decline could accelerate.
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We were surprised to see the put/call ratio still favouring calls, even as the market fell this past week. Yes, it is
only slightly into bull territory, but still. It is definitely not in bear territory. So this complacency, as measured
by the put/call ratio, still dominates as the market is nowhere near bearish enough to suggest a low might be
in.
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Are we seeing a bit of a divergence between the VIX volatility indicator and the S&P 500? The S&P 500 broke
under its 50-day MA this past week, losing 0.6% on the week. But the VIX actually rose very marginally. The VIX
cracked its 50-day MA sometime ago, but this week it was testing it. We expect it to fail but we can’t help but
note that, while the S&P 500 made new lows for the move down, the VIX did not—a divergence. The bulls
might jump on this as a sign that the sell-off is nearing an end. Maybe it is. But, as we note under our S&P 500
commentary, we need to regain 3,500 to suggest another test of the highs.
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The TSX Composite fell about 0.2% this past week. The TSX Venture Exchange (CDNX) rose 1.6%, making it one
of the better performing indices this past week. Seven of the fourteen sub-indices gained on the week, one
was flat, and six fell. Leading the way to the upside was Health Care (THC), up 4.4%. Income Trusts (TCM) fared
well, gaining 3.6%. Real Estate (TRE) was up 2.0%. Leading the downside was Telecommunications (TTS), losing
1.7%. Information Technology (TKK) lost 1.4% and Golds (TGD) fell 1.1%. Like some of the U.S. indices the TSX
Composite fell under its 50-day MA this past week. Looming below are the 100- and 200-day MAs, currently
near 15,800. A firm breakdown under 15,650 could, in theory, trigger a mini-crash. The decline thus far is
indicating that further losses should be expected. Only regaining back above 16,750 might change this growing
negative scenario. Golds, Metals, and Materials continue to be the best-looking sectors to be in.
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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 and
challenges in the attribution of the cause of death.
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The number of cases of COVID-19 keeps on creeping higher. We are now starting to see over 300,000 cases
daily and roughly 5,500 dead every day. At current rates, we could see another 31 million cases by year end
and another 600,000 dead. The U.S. continues to lead the way, but India is now rapidly gaining with over 5.2
million cases. The U.S. leads the dead with over 200 thousand. Brazil is well behind with around 135 thousand.
Despite the high cases in India, deaths so far (at least official deaths) are around 84 thousand. That still makes
them third in deaths. A surprise number 4 is Mexico with over 70 thousand deaths so far. Mexico is only
number 7 in cases. Globally, the death rate ratio remains at around 3.1%, but that can vary from country to
country. The U.S. is at 2.9% but Canada, surprisingly, is at 6.4%. However, for Canada the bulk of those took
place early on at long term care homes. That has fallen sharply now. In looking at the chart above, the
encouraging news is that it could be forming an ascending wedge triangle. That’s potentially bullish, but we’d
have to start printing under 250 thousand or fewer new cases daily to confirm that. We could also argue that a
rising triangle is forming and that’s bearish for the number of cases.

September 20, 2020 12:27 GMT
Number of cases: 31,035,726
Number of deaths: 962,188
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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 U.S. continues to lead the world in cases and deaths. The number of cases is now bouncing around
between 30,000 and 50,000. That is, thankfully, down from the 50,000 to 75,000 that prevailed earlier. That's
daily by the way. California leads the way, but Texas and Florida are not that far behind. In terms of deaths,
New York remains well in front but most of them occurred earlier in the cycle. New Jersey and Texas are just
behind and Florida is gaining. The U.S. is still getting roughly 1,000 deaths every day, give or take. Quite
tellingly, the U.S. has now reported over 200 thousand dead and is rapidly approaching 7 million cases. Both
are number one in the world. At current rates, the U.S. could see another 4 million plus cases by year end and
over 100 thousand additional deaths.

September 20, 2020 12:27 GMT
Number of cases: 6,969,917
Number of deaths: 203,851
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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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Canadian cases of the COVID-19 are on a slow rise. That is prompting provinces to once again announce
restrictions. If things deteriorate further, could another lockdown be far behind? Given the economic
devastation that has already occurred, we don’t expect another lockdown to be greeted by balloons and
streamers, but instead by shouting and screaming. Canada is drifting back towards upwards of 1,000 cases
daily. That's the bad news. The good news is that deaths are remaining low. Recall last time that the bulk of
deaths (upwards of 80%?) were occurring in long term care homes. That seems to be a bit under control and
this time the number of cases is rising with younger people. But, given better health, the survival rate is also
higher. So, cases up, but deaths flatlining. Canada ranks 26" globally in cases but number 20 in deaths. To
demonstrate the deadliness of COVID-19, Erin O’Toole, the leader of the opposition Conservative Party, and
Yves Blanchett, the leader of the Bloc Québécois, have tested positive for COVID-19.

September 20, 2020 12:27 GMT
Number of cases: 142,774
Number of deaths: 9,211
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US 10-Year Treasury Note, Canada 10-Year Government Bond (CGB)
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Interest rates continue to do nothing much. The Fed did as we expected and announced that ZIRP interest
rates are with us until at least 2023. The U.S. 10-year treasury note was at 0.69% vs. 0.70% while the 10-year
Government of Canada bond (CGB) was at 0.58% vs. 0.55%. The narrow range is such that recent U.S. treasury
issues saw very narrow spreads. Low volatility is also a characteristic of the current bond market, reflecting
investor uncertainty as to what is going on and also complacency that not much is about to change. All we can
say is that complacency has a way of coming back to haunt us as low volatility suddenly gives way to high
volatility in unexpected ways. Of the economic numbers this past week, retail sales surprised to the downside.
The market had expected a 1% rise but instead got only a 0.6% rise. Year over year they show a gain of 2.6%
which is effectively flat when one strips out inflation and population growth. Housing starts for August were
1.416 million, but they expected 1.478 million. July was at 1.492 million. Month over month housing starts
were down 5.1% while building permits fell 0.9%. Initial jobless claims came in at 860 thousand, but that was
above the expected 850 thousand. Still, it was down from the previous week’s 893 thousand. Continuing
jobless claims were 12,628 thousand vs. 13,544 thousand. In Canada, August retail sales came in at +0.6%, but
when you strip out autos it actually fell 0.4%. The U.S. current account balance was a deficit of $170.5 billion
vs. an expectation of $157.9 billion. A weaker current account balance should weigh on GDP. The Michigan
Consumer Sentiment Index preliminary for September was 78.9 vs. an expectation of 75. Hard to believe that
the consumer expectations are improving.
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$USD US Dollar Index - Cash Settle (EOD) ICE @ StockCharts.com
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It was a pretty quiet week for the currencies with little in the way of movement. The USS Index fell 0.4%, the
euro was effectively flat on the week with a miniscule 0.04% rise, the pound sterling bounced back from last
week’s debacle, gaining 1.0%, while the Swiss franc lost a small 0.2%. The best performer on the week was the
Japanese yen as it gained 1.4%. Surprisingly, Japan is beginning to be seen as a safe haven. The Cdn$ was
absolutely flat on the week. The U.S. dollar softened following the higher than expected weekly jobless claims.
The U.S. dollar also was responding to signs of economic weakness and coronavirus numbers creeping higher.
The ongoing deep divisions in the U.S. leading into the election are not helping. The USS Index challenged the
breakout line to the upside but failed. High on the week was at 93.63, just shy of the 93.64 level seen on
September 9. That’s two failures at that level. Still, the upside breakout level remains at 93.65 while the
downside breakdown level is at 91.75. A downside break could see the USS Index fall to 88 while an upside
break could send the USS Index up to 96. We continue favour a downside break. However, the pattern could
be interpreted as a forming head and shoulders bottom. So, we can’t ignore the upside.
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It was a decidedly mixed week for the precious metals. Gold did manage to gain 0.7% while silver was up 1.0%.
Platinum, however, fell 0.1%. Of the metals with some precious metal’s characteristics, palladium gained 2.1%
while copper was up 2.6% and made new 52-week highs. Gold was pleased that the Fed will keep interest rates
low to nil for the next few years, but gold, like the market, wanted more stimulus from the Fed and that wasn’t
forthcoming. Gold managed to gain as the U.S. dollar was softer on the week and the coronavirus continues to
ravage with threats of more lockdowns. The somewhat higher jobless claims also helped a bit. But, overall, the
week was kind of flat and the triangle that has been forming continued. But we should soon be seeing some
sort of conclusion. The triangle appears poised to break out to the upside. However, we still need to see a
move over first $2,000 then over $2,040 to suggest new highs above $2089. Potential targets are up to $2,200
with some potential to rise to $2,300. The downside break comes at around $1,940 with confirmation below
$1,910. We could see gold fall to $1,725. Given everything that is going on, we highly doubt that scenario but it
should be noted. Canadian Maple Leaf 1-ounce coins trade at roughly $180 over spot Cdn$. We didn’t receive
our usual COT report this week but we went on to the CFTC’s website and picked up the numbers. We just find
their reports a little harder to read than the one we usually show. Commercials showed a rise of 8,770 long
contracts and a rise of 18,107 short contracts. The large speculators (managed futures, hedge funds, etc.)
showed a rise of 13,611 long contracts and a rise of 4,421 short contracts. Total open interest rose 33,866
contracts which is positive, given that gold prices rose on the week. Overall, we remain bullish on gold but we
need to soon see a conclusion to the triangle that has been forming. We believe the breakout should be to the
upside.
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Silver managed to gain 1.0% this past week. It was a difficult week in some respects so a gain is nothing to be
sneezed at. Silver, like gold, continues to make what appears to be an expanding consolidation triangle. Our
breakout level is at $29, although a move above $30 would confirm the breakout. Potential targets are up to
$35, possibly $36. A downside break is possible, but really all it seems to be doing is potentially expanding the
triangle. We’d be concerned, however, if silver were to break down under $24.50/$25. That could imply that
new lows below $23.58 could be seen. Potential downside targets could then become $18.50. We doubt that
scenario but we should be aware of it. Sales of silver at the top mints (U.S. Mint, Royal Canadian Mint, Perth
Mint) saw 58 million ounces sold in the first half of the year. The Royal Canadian Mint led the way. Silver
Eagles, Canadian Maples, and Kookaburras and Koalas were the most popular. Canadian 2020 Maple Leafs
trade at an almost $9 premium to spot. As we noted with gold, the COT report, which is usually updated
weekly, was not updated, but we did see the CFTC numbers. We note commercials long positions fell by 2,285
contracts this past week while shorts rose 4,665 contracts. For the large speculators, longs rose by 4,109
contracts while shorts fell 593 contracts. Total open interest rose 4,029 contracts on a week that silver prices
were up.
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It was a decidedly mixed week for the precious metal stocks. The Gold Bugs Index (HUI) rose 0.4% but the TSX
Gold Index (TGD) fell 1.1%. So, it wasn’t really a bad week—it was just a “marking time” week. The TGD
remains poised to either break down from current levels or rise. The TGD breaks out above 400 and could
project up to 460. The breakdown is just below at 370 and it could see the TGD fall to 310. That, coincidently, is
the current 200-day MA. Rising to 460 would bring the TGD back to the 2011 highs (455). It has taken nine
years, but the TGD may be prepared to go full circle. From 2011 to 2015 the TGD fell 75%. Since that low in
2015 the TGD is up 230%. More importantly, the TGD is up 117% from the March 2020 low. Gold stocks have
been one of the top performers since the pandemic meltdown. The Gold Miners Bullish Percent Index is
currently just under 83. That’s high but it is not yet extreme. It is definitely in super-bullish territory, so thatis a
concern. If the market gets too bullish it sets itself for a pullback, sometimes a sharp one. Generally, the gold
stocks, as measured by the Gold/HUI ratio and the TGD/TSX ratio, are in somewhat neutral territory—not
extremely undervalued nor extremely overvalued in relation to gold. Still, they lean towards undervalued. That
implies that the gold stocks could continue to outperform gold and silver, or they could fail colossally here. We
lean towards the former. The pattern forming on the TGD still appears to be an expanding consolidation
triangle that should break to the upside. When the break comes, it should be on volume. But until it does and
makes new highs above 417, one has to be aware of the potential for a downside break instead.
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Just when we thought that oil prices might suddenly collapse, they rebounded. So, what happened? Hurricane
Sally helped as offshore platforms shut down. So did an unexpected drawdown in storage. But then OPEC
helped as well, showing a level of cooperation on cuts that belies their usual testy relationships.

It didn’t help natural gas (NG), though, as NG prices fell 9.7% this past week even as oil prices rose 10.7%. So
where did that leave the energy stocks? Well, the TSX Energy Index (TEN) was flat on the week but the ARCA

Oil & Gas Index (XOl) rose 2.3%. Both were underwhelming and the bearish position of the energy stocks
remains.
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So which way now? Instead of breaking down, WTI oil might just be trying to expand its trading range to $36 to
$43. That leaves the question as to which way it will break—up or down? Goldman Sachs thinks “up” as they
are calling for a price of $49 by year end for Brent Oil (currently $43.68). That would put WTI Oil around $47. A
firm breakout to new highs above $43.78, the most recent high, potentially projects up to $49/551. But the
lackadaisical trading for the energy stocks suggests that any gains might be minimal at best. The energy stocks
are sending the signal that they don’t expect much in the way of any rise in oil prices nor in NG prices, either.
Weak seasonals carry into November before one might start to see a rise in prices.

Overall, the sector remains uninspiring and one for investors to avoid.

Copyright David Chapman, 2020
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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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