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Retail week, negative Barometer, fed bailouts, world risks, gravity defied, silver soar, gold lethargy, toppy oil

It was the week of Reddit, WallStreetBets and GameStop. Retail traders taking down hedge funds. It was the
story of the week and hard to ignore so it is our Chart of the Week (page 7). Have the markets topped? The
markets ended the month down in January so the January Barometer says it could be a negative year. But over
the past decade the January Barometer has faltered half the time. Down January’s were bailed out by the Fed.
QE to infinity. But the world continues to face huge risks with the pandemic, environment/climate change, a
global recession, deep inequality and deep political divisions. We look at these issues. But the markets have
been euphoric seemingly defying gravity. Until this week that is. Is this the start of something? Or is it
temporary? While designed to allocate to cash in the event of a sustained market downturn, the Canadian
Conservative Growth Strategy* focuses on dividend-paying, cash-yielding stocks such as Aecon Group Inc.
which builds infrastructure projects in the civil, transportation, utility, nuclear, and industrial sectors and
generates recurring revenue sustained by a robust backlog.

Silver became a topic on Reddit and put in a good up week. Silver stocks soared. But gold was lethargic. The
Gold/Silver ratio appears poised to break down and that is good for both gold and silver especially silver. Qil
prices were steady but the energy stocks were the worst performers this past week. Is that signaling a top for
oil prices?

We are finally getting a bit of winter. The bay in Lake Ontario outside our condo is finally freezing over. Get out
and walk in a winter wonderland. 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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“Prediction is very difficult, especially if it is about the future.”
—Niels Bohr, Danish physicist, philosopher, promoter of scientific research, Nobel Prize in Physics, 1922;
1885-1962

“If you have to forecast, forecast often.”
—Edgar R. Fiedler, American economist, Vice President The Conference Board, Assistant Secretary of the
Treasury 1971-1975, author The Roots of Stagflation, from the Three R’s of Economic Forecasting —
irrational, irrelevant and irreverent (1977); 1929-2003

“An economist is an expert who will know tomorrow why the things he predicted yesterday didn’t happen
today.”
—Evan Esar, American humourist, author Esar’s Comic Dictionary (1943), Humorous English (1961), 20,000
Quips & Quotes (1968); 1899—-1995

Hard to believe that the first month of 2021 is over. And what has changed? Well, nothing. The pandemic still
rages; climate change and the environment continue to be of grave concern, particularly as they relate to
biodiversity and habitat loss, pollution of the oceans, water scarcity sparking famines, and rapidly collapsing ice
shelves; the world, with some exceptions, is still gripped in the steepest recession since the Great Depression;
deep political divisions and turmoil continue in numerous countries, particularly the U.S.; food insecurity and
famines pose a big threat as the number of people in poverty and experiencing hunger has jumped sharply in
the past year; and the gap between rich and poor countries and wealth and income inequality in individual
countries has grown sharply.

The World Economic Forum (WEC) has listed the areas of highest risk over the next decade. It is no surprise
that four of their top five risks are related to climate change/environment. In order they list as the top risks
over the next decade as 1. Extreme weather, 2. Climate action failure, 3. Human environmental damage, 4.
Infectious diseases, and 5. Biodiversity loss. (Source: World Economic Forum Global Risks Report 2021
www.weforum.com and www.bloomberg.com). Dropped from their list were cyber attacks, data fraud and
theft, and major natural disasters.

As one can expect, besides the pandemic, the economy has been weakened as well by rising debt and
environmental damage. Economic inequality has weakened political systems and has helped spur the rise in
populism. The pandemic itself has now passed 100 million cases and over 2.2 million dead. For the U.S,, it has
passed 26 million cases and 450,000 dead. The number killed by the pandemic in the U.S. has now surpassed
the total U.S. killed in World War Il

Despite a sharp but swift stock market crash in March 2020 triggered by the COVID-19 pandemic, stock
markets around the world enjoyed a banner year. The Dow Jones Industrials (DJI) gained 7.2% and gold was up
24.4%. Big winners in 2020 were high tech (software), internet, basic materials, semi-conductors, and
ecommerce. But not all sectors were winners. Big losers were energy (oil & gas), big banks, real estate, airlines,
and aerospace and defense. Individually, Bitcoin was a huge winner, up just over 300%, but silver was the
leader vs. everyone else as it gained 47%.
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With the first month of the year out of the way we can now look at the January Barometer. The January
Barometer was devised by Yale Hirsch of the Stock Traders Almanac (www.stocktradersalmanac.com) in 1972.
What Hirsch discovered was: as goes the S&P 500 in January, so goes the market for the year. Since 1950 the
indicator has returned only 10 major errors for an 85.7% accuracy ratio. Impacted years were 1966 and 1968
(Vietnam), 1982 (start of a major long-term bull market), 2001 (9/11), 2003 (Iraq war), 2009 (start of a new bull
market), 2010 (saved by QE2), 2014 (saved by QE3), 2016 (growth fears that dissipated), and 2018 (trade
wars). That five of the errors have occurred in the past decade should not, however, be dismissed. Could the
indicator now be failing?

So, what did January 2021 bring? The S&P 500 closed the month down 1.1%. According to the January
Barometer that bodes poorly for 2021, setting aside the concerns about the poor performance of the indicator
over the past decade. A positive for the indicator is the accuracy ratio in post-presidential election years that
has been 82.3% accurate. However, since the market was down, it has tended to be a signal for either the start
of a bear market or the continuance of one. Well, except for the past decade when down Januarys in 2009,
2010, 2014, and 2016 signaled more the end of any bear move. So, what will save 2021? QE5? We do note that
February tends to be a weak month. Historically February ranks 8" for the DJI and 10* for the S&P 500. Last
year February proved to be the top prior to the March pandemic crash.

It was no surprise that the FOMC (Fed) left policy unchanged. It was expected. The Fed did note that the U.S.
economy has slowed a bit over the past few months and that the pandemic still poses considerable risk,
regardless of the distribution of the vaccine. Any “taper talk” is just that—talk. The Fed will continue its bond
buying program of at least $120 billion per month of U.S. treasuries and mortgage securities and interest rates
will remain at/near zero for the foreseeable future. There is little expectation of potential taper until at least
2022. This will help keep a lid on interest rates and also on inflation. If the stock market cracked we fully
expect the Fed to once again come to the rescue and pump up its bond buying (QE5?).

Speaking of inflation, we can’t help but notice that the number of cases of COVID-19 has tapered off. Is it a
natural occurrence? Or is it because the vaccinations are kicking in? Deaths remain high. Not only has the
number of cases fallen in the U.S. it has fallen globally as well. The 7-day MA of cases globally peaked at
745,000 back on January 11. Now it is at 556,000. In the U.S. it peaked at 254,000, also on January 11. Now it
has fallen to 160,000. Deaths? Globally still high at over 14,000 daily and in the U.S. 3,300 daily. Not only are
cases falling but hospitalizations are also down as well the number in ICUs. But the bodies keep stacking up.
But what of the new variants? Could they once again spark a big spike in cases?

Despite the vaccinations, things will most likely only recover slowly. Society has been scarred by COVID-19 and
caution will be the word. The Great Depression followed by a war scarred an entire generation. The experience
with COVID-19 will likely also scar the current generation. All of this will help keep a lid on inflation. Where
inflation could be experienced is growing shortages of commodities, including food. As well, the current cold
war between the U.S. and China could also create inflation because of the busting of supply chains. So, there
are forces for and against inflation.

However, monetary inflation is something else. Monetary inflation has helped contribute to the huge rise in
the stock market, creating what many believe is a bubble. But, as we have noted, the bubble has shown up not
just in the stock market but also in housing, cryptocurrencies, collectibles, and more. It seems that investors
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are relying on accommodative monetary conditions and zero rates forever. Extreme valuations are the norm.
We have two charts below showing the euphoria that surrounds the market.

First below is a Euphoria/Panic Index from Citi Research. It has gone off the charts. That other big spike was in
late 1999/2000 at the top in the dot.com/high-tech bubble. Oddly, most market tops came when the index just
hit the Euphoria line. Going well over the line is a rarity. The dot.com/high-tech bubble had the index over the
Euphoria line for upwards of three years before the bubble finally burst. So far it hasn’t even been a year. But
then it has never been this high. The second chart shows the Buffett Indicator. It too is in record territory, far
surpassing the high seen once again at the dot.com/high-tech bubble extreme in 2000.

So, what does all this mean? The sharp drop on January 27, 2021 could be the start of a much bigger drop. Or
it may once again peter out so that the drop is merely a correction within the context of a bull market. Not
priced into the market is the potential for a severe lockdown in an attempt to get the pandemic under control.
Given the extreme divisiveness in the country, any lockdown will most likely be accompanied by protests and
violence. The combination of the pandemic—particularly with spreading variants—a lockdown, and extreme
divisiveness could have a negative impact on the economy that could in theory extend into Q2. None of this is
priced into the market. The wide expectation is that Q1 will continue to see negative growth. But then Q4
surprised, recording a 4% GDP gain even as the year ended in the red, down 3.5%, the worst performance
since 1946. The question is; however, will it be enough to break the stock market?

Euphoria and Panic Index

Panic/Euphoria  Model

0.00) 1 Panic

Source: Pinnace Data, Hawver Analytics and Ot Research -US Equity Strategy
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Source: www.privatebank.citibank.com, www.mauldineconomics.com
Just because the market is showing extreme euphoria, the Buffett indicator is in the stratosphere, and
numerous other indicators are screaming “extremes” it does not necessarily translate into a huge market drop.
There would have to be another trigger that sparks a panic. Despite the massive accumulation of debt, there
have been no debt collapse surprises that shocked the markets and threatened a global financial collapse as
we saw in 2008. That does not, however, eliminate the risk. Periodic corrections of up to 10% should be

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

4 of 27


http://www.privatebank.citibank.com/
http://www.mauldineconomics.com/

ENRICHED

I'NVESTING I NCORPORATETD

viewed positively. One of those might be under way right now. Consider it a cleansing that acts to ease the
speculative fever.

Panics and serious bear markets happen but not with any regularity. Since 1970, U.S. markets (and by
extension Canada) have seen the 1973-1974 stock market crash, Black Monday 1987, the Friday the 13 mini-
crash in 1989, the Iraq oil crisis of 1990, the 1998 Russian/LTCM mini-crash, the dot.com crash in 2000—-2002,
the 9/11 crash of 2001, the financial crisis of 2008 and 2007—2009 stock market crash, the trade war mini-
panic 2018, and the pandemic March 2020 crash. Could 2021 bring us another one?

ADVISOR M — advisorperspectives.oom
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The Pandemic Rages On!
Sunday January 31, 2021 -17:17 GMT
World

Number of Cases: 103,219,580
Number of Deaths: 2,231,233

U.S.A.

Number of Cases: 26,656,767
Number of Deaths: 450,387

Canada

Number of Cases: 775,048
Number of Deaths: 19,942

Source: www.worldometers.info/coronavirus
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Chart of the Week
GME Gamestop Corp. NYSE @ StockCharts.com
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We're speechless. A week or so ago we had never even heard of Reddit. Now all of a sudden, it’s all the buzz.
GameStop (GME/NY) has become the stock de jour, all the rage. Stunning. 2,600% gain in 20 days. But what
goes up, also goes down. GameStop hasn’t been the only high flyer. Others include bankrupt AMC
Entertainment (AMC/NY) — 925%, 22 days, Canada’s Blackberry (BB/NY/TO) — 337%, 22 days, Express Inc.
(EXPR/NASDAQ) — 1,100%, 7 days, and Naked Brands (NAKD/NASDAQ) — 730%, 3 days. There have been
others. Imagine a company that was under $20 in early January and losing S4/share suddenly soars to almost
$500. But there were more shorts outstanding than there were actually shares outstanding. Naked short
selling?

Traders have piled in. They trade from their living rooms, their home office, their kitchen, and their bathroom.
Some hedge funds who had the misfortune of having shorted these stocks were forced to cover, suffering
multi-million-dollar losses and inadvertently adding to the craze. Short sellers are a target for the Reddit
crowd. Find a stock with a heavy short position and then start buying like crazy. Watch the short-sellers
squirm. David (Reddit users) vs. Goliath (hedge funds). Online brokers are overwhelmed, choking even. Try
getting a real live body to talk to. We know. Difficult. Need to open an account, transfer money, or just make a
switch in your account? Fuhgeddaboudit.

The purveyors of this insanity have included Reddit, Twitter, WallStreetBets, plus other stock chat rooms and
social media forums where stocks are discussed ad nauseum, rumours are rife, and using your head non-
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existent. WallStreetBets has come out of nowhere to number one Coin Market Cap (www.coinmarketcap) as a
cryptocurrency. Suddenly it has a market cap of over $24 billion. Unbelievable! In a pandemic many have
nothing else to do. So, trade they do. 20% unemployment? Who cares? Easy money? Not so fast. Tulip mania,
the Mississippi Bubble, the South Sea Bubble, the Roaring Twenties Bubble, the dot.com Bubble, the Japanese
Bubble Economy, and the Cryptocurrency Bubble and more all collapsed, leaving behind many a bankrupt
investor. Oh, a few always survive and tell everyone else what geniuses they are. Only speculate with what you
can afford to lose. Most don’t.

Now they are caught. Online trading platforms including Robinhood, TDAmeritrade, Interactive Brokers, and
many others are suddenly restricting, or even cutting off entirely, trading in high-flying stocks like GameStop
and AMC. Oops! Tilt! Down we go. Arghhh.........there goes the rent money. Poof!

But it all shows the power of some retail traders that they can even take down giant hedge funds. But brokers
such as Robinhood putting restrictions on trading these high-flying stocks? What? They are siding with the

short sellers? The rising tide of complaints and threats of lawsuits quickly had Robinhood backing down quickly
and pulling the restrictions off. And then once again GameStop took off. A quip from a market participant —

GameStop $1000

HEDGE'FUND MANAGERS STUDYING FINANCE FOR DECADES

JUST TO LOSE 10 BILLION TO/A REDDIT POST

Source: www.armstrongeconomics.com, www.ask-socrates.com.

GameStop closed at $325 on Friday. On January 8 the stock was $17.08. The high? $483. But the damage was
done. The hedge funds? Forget $10 billion. The estimate is now as a high as $70 billion. History repeats itself.
First as tragedy, then as farce.

But before we leave this, we’d like to note that the craze appears to be elevating cryptocurrencies as well. One
of our old favourites, Dogecoin, has leaped over 1,000% since December 31, 2020. It is mindboggling to think
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of a crypto that was started basically as a joke now with a market cap of over $7.6 billion and as the 10t
largest crypto in a universe of over 8,000 different cryptos. What does one use Dogecoin for? Does it matter? It
lists a circulating supply of over 128 billion. Bitcoin by comparison has a circulating supply of only 18.6 million.
To put Dogecoin in perspective with Bitcoin it would translate Dogecoin into a price of $366. That’s still a long
way from Bitcoin’s price of about $37,000. When things get crazy, things get crazy. What next? We are reading
that the Reddit crowd may attack silver. Now for long-suffering gold and silver bugs that would be a sight.

Dogecoin Charts
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Source: www.theverge.com
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MARKETS AND TRENDS
% Gains (Losses) Trends
Close Close Week YTD Daily (Short Weekly Monthly
Dec 31/20 Jan 29/21 Term) (Intermediate) (Long Term)
Stock Market Indices
S&P 500 3,756.07 3,714.24 (new highs) (3.3)% (1.1)% neutral up up
Dow Jones Industrials 30,606.48 29,982.62 (new highs) (3.3)% (2.0)% down up up
Dow Jones Transports 12,506.93 12,087.99 (6.0)% (3.4)% down up up
NASDAQ 12,888.28 13,070.69 (new highs) (3.5)% 1.4% up up up
S&P/TSX Composite 17,433.36 17,337.02 (2.9)% (0.6)% down up up
S&P/TSX Venture (CDNX) 875.36 922.06 (new highs) (2.7)% 5.3% up up up
S&P 600 1,118.93 1,188.71 (new highs) (3.5)% 6.2% up up up
MSCI World Index 2,140.71 2,116.96 (2.9)% (1.1)% down (weak) up up
NYSE Bitcoin Index 28,775.36 37,112.00 3.4% 29.0% up up up
Gold Mining Stock Indices
Gold Bugs Index (HUI) 299.64 283.63 (1.8)% (5.3)% down down up
TSX Gold Index (TGD) 315.29 303.69 (2.3)% (3.7)% down down up
Fixed Income Yields/Spreads
U.S. 10-Year Treasury yield 0.91 1.07% (1.8)% 17.6%
Cdn. 10-Year Bond yield 0.68 0.89% 6.0% 30.9%
Recession Watch Spreads
U.S. 2-year 10-year Treasury 0.79 0.86% (11.3)% 8.9%
spread
Cdn 2-year 10-year CGB 0.48 0.73% 10.6% 52.1%
spread
Currencies
USS Index 89.89 90.57 0.4% 0.8% up (weak) down down
Canadian $ 0.7830 0.7810 (0.6)% (0.3)% down up neutral
Euro 122.39 121.33 (0.3)% (0.9)% down up up
Swiss Franc 113.14 112.24 (0.6)% (0.8)% down up up
British Pound 136.72 137.09 (new highs) 0.1% 0.2% up up up
Japanese Yen 96.87 95.49 (0.9)% (1.4)% down up up
Precious Metals
Gold 1,895.10 1,850.3 (0.3)% (2.4)% neutral neutral up
Silver 26.41 26.91 5.3% 1.9% up up up
Platinum 1,079.20 1,079.20 (2.9)% flat up up up
Base Metals
Palladium 2,453.80 2,208.40 (6.6)% (10.0)% down neutral up
Copper 3.52 3.56 (1.9)% 1.1% neutral up up
Energy
WTI Oil 48.52 52.20 (0.1)% 7.6% up up neutral
Natural Gas 2.54 2.56 4.1% 0.8% neutral up (weak) neutral

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.

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

10 of 27


http://www.stockcharts.com/

ENRICHED

I NV ESTING I NCORPORATETD
$SPX S8P 500 Large Cap Index INDX @ StockCharts.com
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Is this it? The top? Could be! We look back on last year and we note that on February 12 the Dow Jones
Industrials (DJI) topped and four days later the S&P 500 topped. Then came the big drop. 38% for the DJI and
35% for the S&P 500. The pandemic crash of 2020. So, what happened this year? Well, on January 20 the DJI
topped and four days later on January 26 (trading days, not actual days) the S&P 500 topped. Could we be
faced with another March 2020 pandemic crash? While we think not, we do not wish to rule it out.

Markets made all-time highs this past week, then reversed and closed lower. The S&P 500 fell 3.3%, the DJI
was off 3.3%, falling back below 30,000, the Dow Jones transportations (DJT) dropped 6.0%, while the NASDAQ
fell 3.5%. The S&P 500, the DJI, and the NASDAQ all made new all-time highs first. Nobody was spared. The
S&P 600 small cap dropped 3.5%. In Canada the TSX Composite fell 2.9% and the TSX Venture Exchange (CDNX)
dropped 2.7%. In the EU, the London FTSE fell 5.1%, the Paris CAC 40 dropped 3.8%, and the German DAX fell
2.6%. In Asia, China’s Shanghai Index (SSEC) was off 2.3% and the Tokyo Nikkei Dow (TKN) fell 3.0%. The world
MSCI Index fell 2.9%. Was there a winner? Yes, Bitcoin rose 3.4% but remains below its recent all-time high.

All of this occurred against the backdrop of the insanity going on with the short squeeze of GameStop and
others. While the DJI was falling 600 points, GameStop was rising 67% in one day. So, what’s going on? Well, if
hedge funds were blowing up and other short sellers were being squeezed with the GameStops’ of this world,
it tells us they may have been unloading other stocks to raise cash and cover margins. As well, stop sells may
have been triggered, adding to the drop. Anybody overleveraged in this market was probably bailing unless
they also happened to hold a pile of Ultra VIX Short-term Futures ETF (UVXY). Since it is a leveraged play on a
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falling stock market it rose about 44% on the week. Last year UVXY rose almost 1200% during the March
pandemic crash.

We also note margin debt was at record levels before this drop, so the market quite simply was over
leveraged. And all this happened despite the introduction of new vaccines from Johnson & Johnson and
Novavax. The market is also worried that the vaccines might not be as effective against the new variants which
seem to be popping up everywhere.

So, what next here? As we note, we don’t believe we are being set up for a crash a la March 2020. But one can
never rule it out. We appear poised to fall through one support line and could then fall to the next good
support near 3,400/3,500. Under 3,400 would take us to 3,200 and under 3,200 a panic could occur. On the
other hand, we have some support here so we could see a rebound rally develop as well. But we put less faith
in that happening right now. If the GameStop crowd turn to bailing on their positions it could spark further
selling on the markets as margin calls occur. All indices right now have potential to go lower. Volatility has shot
up and appears poised to rise further. So far, this is only the first wave down. We'll see how a second wave
rebound develops. Then comes the third wave down. It’s usually the biggest and strongest.
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The NASDAQ fell to support this week near 13,000. Either we bounce from here or, once we break 13,000
again and fall through 12,700, a stronger wave to the downside should get underway. As the chart shows,

longer term support is near the 200-day MA near 11,000. A breakdown under 11,000 could spark a panic. But a

fall to the 12,000 area would be considered a fairly normal correction. Under 12,000 could set up the fall

towards 11,000. Volume was high this past week in keeping with the bear decline. That is not a surprise. It rose
last year before the March panic but this week’s volume was unusually high and that may turn out to be a bad

sign. Only regaining back above 13,500 could alter the bearish scenario.
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Given the down week for the stock market, we were surprised to find the put/call ratio still down at 0.40, not
far from record lows. We’d like to see that rise now and a firm break under 3,700 could spark a dumping of
calls and buying of puts. The put/call ratio is even below the 50-day MA at 0.45. But with all the craziness going
in the markets, maybe a low put/call ratio should not be too surprising.
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It’s no surprise that volatility rose this past week as the VIX volatility indicator broke the downtrend line,
hitting a high of 37.21. The retest saw it fall back to the downtrend line near 30 before rising again on Friday.
We had noted previously that the VIX was slowly rising even as the S&P 500 continued to rise. The VIX moves
inversely to the S&P 500 so if the S&P 500 is rising the VIX is usually falling. When they are rising or falling
together it is a divergence and often signals a potential change in trend. No surprise here the divergence was
signaling a potential fall for the S&P 500 and it happened this past week.
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The TSX Composite joined the U.S. indices to the downside this past week as it fell 2.9%. The TSX closed down
0.6% for January. The TSX Venture Exchange (CDNX) made fresh 52-week highs, then reversed and closed
lower off 2.7%. However, the CDNX remains up 5.3% for the year. The only sub-index sector to rise this past
week was Health Care (THC) as it gained 3.6% and put in a stellar 34.8% gain for the month. All other sectors
lost, led by Energy (TEN) down 5.4%. Metals & Mining (TGM) lost 4.6% while Golds (TGD) fell 2.3%. Consumer
Discretionary (TCD) was also hit, down 4.4% while Information Technology (TKK) dropped 4.0% after it made

new all-time highs.

Technically, the TSX doesn’t look good here as it appears to be breaking the uptrend line from a low in

October. It also broke under the 50-day MA. Next target could be 16,700 to 16,900. Major support is seen at
16,250 to 16,300. Under 16,000 a more serious bear market could get underway. Regaining back above 18,000

would signal that new highs were possible. If all goes well here, the major uptrend line from that April

consolidation should hold. However, like the S&P 500, a major break of 16,000 could spark a panic. Falling to

16,250 would be a fairly normal 10% correction.
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U.S. 10-year Treasury Bond/Canadian 10-year Government Bond (CGB)

— US GOVERMMENT BOND 10 ==»= CAMADA GOVERNMENT BOND 10Y = Trend

1.8 L a

(A

1.6%

1.4

“WAR] ANCE

1.2

0.8

0.6

0.4

Apr 2020 Jul 2020 Oct 2020 Jan 2021

Source: www.tradingeconomics.com

Since breaking above 1.00% in early January, follow-through has been lethargic. The peak for the U.S. 10-year
treasury note was seen at 1.15% and it has since settled back, closing this week at 1.07%. The Canadian 10-
year bond (CGB) closed up at 0.89%, a gain of about 6%. Spreads to the 2-year remain high at 86 bp for the 2—
10 U.S. and 73 bp for the Canadian 2—-10. That’s great for banks. Economic numbers on the week were a mixed
bag. The Chicago Fed index came in at 0.52 which was positive given it was up from the November reading of
0.31; the Case-Shiller home price in November rose 1% and year-over-year up 11%; but the Richmond Fed fell
to a reading of 14 for January, down from 19 and indicating some slowing. Durable goods for December were
up 0.2% but ex-transportation was up 0.7%. The Q4 advance GDP was 4% which was roughly as expected but
sharply below the 33.4% Q3 number. Year-over-year GDP was down 3.5%. Personal income in December was
up 0.6% but personal spending fell 0.2%. The Chicago PMI for January was strong at 63.8 vs. 58.7 in December
and an expectation of 58.5. The Michigan Consumer Sentiment Index was at 79 down from 80.7 but about as
expected. Initial jobless claims were 847,000, about as expected. The number of Americans receiving
unemployment benefits jumped to 18.28 million, a rise of 2.29 million in the past week. In Canada some 1.8
million are listed as unemployed.

This coming week is a big one with the ISM manufacturing numbers and the really big one on Friday, the
nonfarm payroll and employment numbers. Nonfarm payrolls are expected to rise by 20-30,000 after falling
140,000 in December. The unemployment rate (U3) is expected to be 6.8% vs. 6.7%. Canada is expected to
lose upwards of 55 thousand jobs and the unemployment rate could rise to 8.9%.

The Fed, as expected, left rates unchanged this past week and they will continue their bond buying program.
With Janet Yellen at Treasury and Jerome Powell at the Fed expect a high degree of co-operation between the
two.
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As long as rates hold above 1% our expectations are that they could go slightly higher. We did hit a target at
1.15%.

$USD US Dollar Index: - Cash Settle (EOD) ICE @ StockCharts.com
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The USS Index continues to rise, gaining 0.4% this past week. The rally has now taken us to the 50-day MA and
the downtrend line from the top way back in March 2020 at 103.96. The question now is, does the USS Index
break out and rise to next resistance at 92 or does it fail here and begin its decent once again. It is interesting
to note that the new/old Treasury Secretary Janet Yellen is not married to a strong dollar. During the Yellen
years as chair of the Federal Reserve the USS Index rose from 80.73 to 90.33, a gain of about 12%. Janet Yellen
was the first female head of the Fed and is now the first female head of the Treasury. Ms. Yellen is also a
proponent of opening the spigots to get as much help out into the economy as possible. Given the Fed is
purchasing a lot of the U.S. debt, it is basically a wash as the U.S. is borrowing from itself and paying itself back.
She is also a proponent of infrastructure projects which would have a positive GDP impact. The question is, has
the U.S. dollar bottomed? The low thus far of 89.17 is short of targets of at least 88. It is possible that the USS
Index did complete a 5-wave decline from May 2020. However, as we know from this week’s Fed meeting,
they are maintaining their dovish stance with zero percent interest rates and continuing their bond-buying
program. Inflation remains low. Biden and Yellen appear set to find a way to get their stimulus program of $1.9
trillion through.

This past week the euro fell 0.3%, the Swiss franc was off 0.6%, but the pound sterling was up 0.1% and made
new highs. The Japanese yen was off 0.9% while the CdnS dropped 0.6%. As noted, the USS Index is at
resistance so either we go through or we pull back once again. The rally from the 89.17 can be described as
lethargic at best.
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Gold didn’t quite benefit from the run-up in silver prices as gold ended the week down 0.3% and is now down
2.4% on the year, putting in a down month to start the year. Gold did rally on Friday with silver hitting a high of
$1,879 before pulling back sharply and closing up 0.5% or $9 to $1,850. Silver was the big winner this past
week, pushed by the Reddit traders and gaining 5.3%. Platinum fell 2.9% and palladium took a hit down 6.6%.
Copper followed as well off 1.9% but finished the month up 1.1%. The gold stock indices also fell on the week
along with the broader indices. Gold was helped by a weaker dollar on Friday although the dollar was overall a
bit stronger on the week.

Gold is clinging to an uptrend but a breakdown under $1,828 could signal another test of $1,800. A breakdown
under $1,800 would ensure a test of the November 30 low of $1,767 and possibly new lows. Major long-term
support is seen at $1,700. If that ever broke (not expected), it would signal the end of the gold bull. Nothing
much has changed here for gold. Gold needs to regain first $1,900/51,915, then take out $1,925 and recent
highs at $1,950/51,960. Once that occurs, we should go on to make new highs above $2,089. New highs are
highly probable over $2,015. Gold has been underperforming silver and, as we note with a chart of the
gold/silver ratio, a break of the ratio under 68 would set up a bigger rally for both gold and silver. We continue
to have unfulfilled possible targets for gold up to $2,200/52,400. Others have even higher targets but that is as
high as we can see for now. We remain in a period of positive seasonals for gold that do extend into early
March. The rally at the end of the week was welcomed, but the reality is gold still has work to do here. We’'d
also like to see the gold stocks start to lead once again as well. That would be another positive sign. So far,
they have been sluggish.
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The commercial COT for gold slipped to 19% this past week from 20%. Short open interest rose roughly 7,000
contracts while long open interest fell about 4,500 contracts. The large speculators COT (hedge funds,
managed futures, etc.) rose to 85% from 83% as they added roughly 6,000 longs and cut their shorts by about
5,000 contracts. Overall open interest was down roughly 7,000 contracts during a down week. That suggests to
us that the drop in gold prices was corrective and not setting up a bigger drop. Still, the COT remains a bit too
bearish so it should be noted.
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$SILVER Silver - Continuous Contract (EQD) CME ® StockCharts.com
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Silver enjoyed a banner week, outperforming all the other metals as it gained 5.3% and is now up 1.9% on the
year. The rally got underway on Thursday when rumours circulated that Reddit traders were circling silver
shorts, particularly as related to the iShares Silver Trust (SLV). SLV rose 5.6% on the week. The rise in silver
rubbed off on gold as it jumped as well but not enough to pull gold into the black for the week. A softer dollar
helped as well. Volumes rose for both the SLV and silver stocks. We should be reminded, however, that the
silver market is not GameStop. The market is far bigger and deeper than the stocks that were being targeted
by the Reddit traders, making it a lot harder to manipulate. Silver now sits potentially on the cusp of a
breakout if this continues into the coming week. The breakout point is at $28, just above Friday’s high of
$27.77. Silver closed Friday at $26.91 after being as low as $24.72 on Wednesday. A breakout above $28 and
especially above $29 would signal new highs above $29.92 with potential targets up to $36 with a range from
$33 to $36. A minimum objective would be at least the former high, but we suspect that would fall if got that
far. Ultimate targets for silver could be $45, $55, and even as high as $65 if a powerful breakout got underway.
However, we don’t want to jump the gun when first we have to clear $28 and $29 to even suggest new highs
above $30. Any move now back under $26 would put this current rally in doubt, so we’ll want to see new highs
above $27.97 soon and not a break back under $26. The recent low was seen at $21.96 so a breakdown under
$22 would be very negative and suggest that the silver bull is over. Merriman of Merriman Cycles
(www.mmacycles.com) suspects that the March 2020 low was a half-cycle low (7-11 years) of the 18-year
cycle last seen in 2008. He felt it fit characteristics of that, given it was sharp and sudden but short-lived. The
next cycle low might not be due until later this year so the belief is that the current up cycle still has more legs
before it crests. The bigger 18-year cycle is not due to bottom until 2026—2028. And if the Reddit traders do
have their way, they could push silver to much higher prices. We just warn them that the silver market is not
GameStop.
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The silver commercial COT slipped this past week to 26% from 27%. Short open interest rose about 3,000
contracts while long open interest was relatively flat. The large speculators COT rose to 74% from 72%. The
numbers this week do not yet reflect the rally that took place in silver in the latter part of the week. Overall,
the COT remains bearish for silver.
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2Q-Jan-2021 Open 5557 High 5951 Low 65.41 Close 65.75 Volume 1 Chg-2.23(-:3.21%) v
W) $GOLD: $SILVER (Daily) 68,75

13141

Gold Expensive
Silver Cheap

—

k‘w.?s
.&E' Silver Expensive

Gold Cheap
& 35

3152
2009 2010 2011 201z 2013 2014 2015 2016 2017

30
2000 2001 200z 2003 2004 2005 2006 2007 2003

2018 2018 z20z0 2021

Source: www.stockcharts.com

The gold/silver ratio is signalling to us that a breakdown is ahead as silver continues to lead the way. A firm
break under 68 for the gold/silver ratio would signal a potential decline towards next major support near 50.
Silver is the leader both in bear and bull markets. Bear markets occur when silver underperforms gold and bull
markets occur when silver outperforms gold. Since peaking back in March 2020 at 131, silver has been
generally leading the way. This week’s rally in silver even as gold faltered is another example of silver leading,
irrespective of the reasons why silver did rally in the first place. But right now, a firm breakdown under 68
would signal to us that things could get interesting for both gold and silver.
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The gold stocks continue to struggle. An exception was seen this week with the silver stocks that rallied on the
back of the 5%+ jump in silver prices as rumours flew that the Reddit crowd were targeting the silver shorts.
Still, the TSX Gold Index (TGD) ended the week down 2.3% while the Gold Bugs Index (HUI) was off 1.8%. On
Friday, after the gold stocks opened strong, they later came under pressure as the broader stock market sold
off, resulting in a 600-point loss for the DJI. At the end of the week the only bright spot was the silver stocks as
First Majestic (FR) ended the week up 29.6%, Fortuna Silver (FVI) gained 8.7%, Pan American Silver (PAAS) up
7.7%, Silvercorp Metals (SVM) up 8.1%, Endeavour Silver (EDR) jumped 10.1%, and Mag Silver (MAG) was up
6.7%. Overall, it was the gold stocks that pulled the indices down.

The TGD remains firmly in a downtrend although it has not collapsed, sitting as it is down 27% from the August
top. Gold stocks, because of their thin market, can be volatile both up and down. A reminder that in the March
2020 panic the TGD fell 41% then rallied 140% into the August 2020 top. So far, the low has been 296,
representing about a 50% correction of the entire March/August rally. We continue to suspect this is a B-wave
correction with a big C wave to come that should at least equal the length of the A wave of about 243 points. A
June pullback low was seen at 290 so, ideally, we would like to see that level hold. Under 230 for the TGD
would signal a complete reversal and possibly new lows. The TGD appears to be forming a wedge triangle here.
A break above 330 would signal at least a rise back to 380. Above 380 would signal the start of a bigger rally
that could have potential targets as high as 535.

The TGD appears to us to have fallen in an abcde-type corrective pattern. But again, we emphasize that we
would like to see 290 hold. Below that would signal a deeper correction, possibly to around 260/270.
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WTI oil started the month off jumping to its highest levels since a year ago March. The peak came on January
13 at $53.93. Since then, WTI oil has been trading in a relatively flat range. This past week WTI oil closed down
a small 0.1% but remains up 7.6% on the year as it recorded a solid month to the upside. Natural gas (NG)
which had been weak for most of the month jumped 4.1% this past week and is now up 0.8% on the year. The
energy stocks, however, didn’t fare as well as the ARCA Oil & Gas Index (XOlI) lost 7.1% while the TSX Energy
Index (TEN) was off 5.4%. Are the energy stocks signaling that a high might be in?

Oil prices did take some solace from the roll-out of the vaccines. This past week Johnson & Johnson and
Novavax added to the vaccines, raising hopes for even more supply. All of this is giving some buoyancy to the
energy market to make up for what was a lost year in 2020. Still, the fact that oil and NG prices held up this
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past week but the stocks did not should be of some concern. If anything, the stocks often portend the direction
of the commodity.

Production levels, after falling sharply in the first six months of 2020 did pick up a bit in the latter part of the
year. As was widely expected, one of President Biden’s first acts was to cancel the Keystone pipeline project,
one that former President Trump had pumped back to life. Biden also put the clamps on drilling on Federal
lands, including the Alaska north shore, but again this was not something that was unexpected. The ban may
also impact the Gulf of Mexico’s output. Altogether it is estimated it might cost the U.S. some 200,000 barrels
of oil/day but untouched is still 11 million barrels/day of production. As many point out, the need for more oil
coming through pipelines like Keystone is just not needed. The Gulf ban is logical given much of it is
government owned. Overall, it is expected to have only minimal impact on the oil and gas industry.

Companies are still piling up losses as Chevron (CVX) reported a Q4 loss of $665 million. Chevron lost $5.5
billion in 2020. More results are expected into February. That’s not stopping the credit rating companies from
putting oil companies on credit watch. Downgrades could be coming for a host of them, including Exxon
(XOM), Shell (RDS.A), Chevron (CVX), and Total (TOT). Oil companies are also being pressured by shareholders
and boards to get on board sustainability and the smart ones are shifting to greener pastures.

Technically, WTI oil has pulled back to an uptrend line A break of $51.75 could send WTI oil back to the rising
50-day MA near $48.40. A break of $46 would signal the end of the current rally. The XOlI has broken down
under its rising trend line, signaling a possible drop as well to its 50-day MA near 745. A breakdown under 712
would signal the end of the stock rally. The TEN is already under its 50-day MA at 93.10 and appears headed to
major support between 80 and 85. The topping action on the TEN is clearer. The TEN could also be in the
process of forming a potential head and shoulders top. Any rebound here that fails to rise above 98.50 could
signal the formation of the right shoulder.

Energy prices are usually positive in the early part of the year through to about June. But last year was
negatively impacted by the pandemic. If the variants take hold and pump up the numbers again resulting in
more shutdowns, the oil rally could soon be over. The question is, are the energy stocks signaling that
possibility?

Copyright David Chapman, 2021
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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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