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Misplaced fear, precious hedge, bubble joke, overbought indicators, gold breakout, copper surge, bright oil

Inflation is on the lips of many market participants who seem to be expecting a repeat of the 1970’s or that we
will become Venezuela. Their fear is totally misplaced. We look at inflation and compare it to other rounds of
inflation. We also note how inflation negatively impacts currencies and the importance of holding some gold,
an inflation hedge. Our ‘Chart of the Week’ (page 9) looks at the Bitcoin and the new star of the
cryptocurrency market — Dogecoin. We know we are in a bubble when a satire, joke becomes the star crypto.

The stock markets continue to make new all-time highs. Ok not every index. The NASDAQ is diverging still. But
technical indicators are firmly into overbought territory and many fundamental indicators are also at or near
record levels. Caution is advised. But we don’t believe we face a crash. Unless of course we get another
surprise Archegos Capital collapse. We suspect there are potentially more out there.

Gold finally broke above its recent resistance and the gold stocks continue to move higher leading. Silver still
needs to break over its resistance. But copper prices continue to surge and we are now looking at the 2011 all-
time high. Is copper leading? Qil prices are back over $S60 as the outlook is brightening with the U.S. slowly
opening up and vaccines in arms. The opening of the U.S. and the rise of oil prices are likely to benefit Parkland
Corp., which is held in the Canadian Conservative Growth Strategy* and which operates business segments
that include service stations in the U.S. But India is surging as the third wave is now starting to surpass the
peak of the second wave.

The weather is cool but sunny. Get out there and stay safe. 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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“In the absence of a gold standard, there is no way to protect savings from confiscation through inflation.
There is no safe store of value.”
—Alan Greenspan, American economist, 13" Chair of the Federal Reserve 1987-2006, private advisor
Greenspan Associates; b: 1926

“Inflation is taxation without legislation.”
—Mililton Friedman, American economist, 1976 Nobel prize in Economics, university professor University of
Chicago, Chicago School of Economics, advisor to president Ronald Reagan and Prime Minister Margaret
Thatcher; 1912-2006

“To me, a wise and humane policy is occasionally to let inflation rise even when inflation is running above
target.”
—Janet Yellen, American economist, United States Secretary of the Treasury 2021—present, 15" Chair of
the Federal Reserve 2014-2018, professor emerita Haas School of Business at University of California,
Berkley, fellow of the Brookings Institute; b: 1946

“The biggest ‘inflation scare’ in 40 years is coming—what stock market investors need to know.” So
screamed an April 10, 2021 headline of MarketWatch (https://www.marketwatch.com/story/the-biggest-
inflation-scare-in-40-years-is-coming-what-stock-market-investors-need-to-know-11617846712). No, we are
not trying to centre out a MarketWatch opinion piece but we have seen more than a few of these types of
headlines recently. So, is it hype meant to scare the living “bejesus” out of us? Or merely hyperbole, an
exaggeration not meant to be taken literally?

We can only guess that the biggest inflation scare in 40 years is referring back to the 1970s. Except that was
more like 50 years ago. The 1980s were deflationary except for a spike towards the end of the decade that
came nowhere near the levels seen in the 1970s. The 1970s inflation was sparked by a number of events: the
easy monetary policy of the Federal Reserve to generate economic growth and combat growing
unemployment as the 1970s recessions took hold; the abandonment of the gold window in 1971, sparking a
long decline in the value of the U.S. dollar; the 1970s oil crisis, sparked by the Arab oil embargo 1973-1974 and
the Iranian hostage crisis and revolution 1979-1981; the huge expenditures to finance the Vietnam War 1955—
1975; plus, huge public expenditures to create the “Great Society” launched by then-president Lyndon Johnson
1964-1965 designed to combat poverty and racial injustice, reduce crime, and improve the environment. Does
it all sound familiar?

The great inflation of the 1970s ended when Fed Chairman Paul Volker hiked the key lending rate to nearly
20% by 1981. That helped spark the steep recession of 1980-1982, but it also helped spark the stock market
rally that got underway in August 1982, ending 16 years of a stock market bear from 1966-1982. Gold and
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commodities that had benefited from the huge inflationary run-up in the 1970s crashed and burned in the
1980s with gold collapsing from $875 to $250 and oil prices falling from $40 to $10.
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Inflation expectations are rising. And that might be considered normal as we (hopefully) come out of the
COVID recession. But even the most optimistic forecasts suggest it could be years before we return to pre-
COVID economy. Inflation jumped coming out of the 2007—-2009 recession as well but it also quickly petered
out. The Great Recession of 2007—-2009 unleashed quantitative easing on a massive scale in the U.S., the EU,
and Japan. The EU and Japan soon moved to negative interest rates and in the process have effectively wiped
out their bond markets. German 10-year bunds are currently negative 0.30% while Japanese 10-year bonds
(JGBs) are 0.10% and have gone through periods of negative yields. No wonder funds flow to the higher yields
available in the U.S., putting upward pressure on the U.S. dollar.

Despite years of quantitative easing and massive debt growth, inflation has remained largely dormant in the
U.S./Canada (current 2.6% U.S., Canada 1.1%), the EU (current 1.3%), Japan (current negative 0.4%), United
Kingdom (current 0.4%), and Australia (current 0.9%). Those rates are the CPl whereas most central banks
focus primarily on the core inflation rate ex the volatile food and energy components. We are seeing a rise in
commodity prices which is not due to demand but instead to shortages. Many, including ourselves, believe we
are in the early stages of a new commodity cycle.

Many companies will resist raising prices for as long as they can primarily because demand is weak and,
despite forecasts, strong demand may be slow to return given the damage done by the COVID recession to
expectations. China s an exception to demand. Already shortages of lumber and copper are pushing prices
higher particularly for the housing market. Wages are stagnant as the only real growth in wages is being seen
at the top, mostly accruing to the 1%.

The question, of course, is: will caution continue to dominate or will consumers really go on a spending spree,
sparking further improvements in the unemployment rate and economic growth and by extension an uptick in
inflation? Already the unemployment rate has come down faster than many predicted (peak 14.8%, current
6.0%) but then so has the participation rate (63.4% January 2020 to 61.5% March 2020). The decline in the
labour force participation rate means in the U.S. that upwards of 4 million have dropped out of the labour
force. Many have dropped out not because they don’t want work but because they can’t find work and they
don’t believe there is work there. The current recession and resultant high unemployment have also sparked
another round of technological upgrades that in many cases leads to needing fewer workers.

Consumer spending saw a big jump in March as retail sales leaped 9.8% annualized. That was well above the
expected 5.9%. Year-over-year retail sales were up 27.7% as a result of the plunge in retail sales in March
2020. This was also well above expectations of 7.9%. This may be a one-off spike and will smooth out in future
releases. There were a few large spikes out of the 2007—2009 recession as well that settled down to lower
levels later.

The Fed’s focus is on the core inflation rate ex food and energy (current target 2%). The core inflation did rise
to 1.6% in March from 1.28% in February. But recall that back in February 2020 the core rate had risen to
2.36%. The Fed is on record saying they are willing to allow the core rate to rise to 2.5% before considering any
action. We could get there quickly as many have underestimated recent improvements in unemployment or
even GDP. If the labour market keeps improving it could heat up inflation sooner rather than later. The Biden
administration is prepared to unleash a further package of $1.9 trillion for infrastructure to improve the
employment situation. But that package is not a sure thing, given the opposition in the Senate. The question is
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one of jobs over more debt. The Biden administration has said it will be paid for with corporate and wealth tax
hikes, most likely eliminating some of the huge tax cuts seen under the Trump administration.

We are more concerned about the huge amount of corporate and household debt in both Canada and the U.S.
than the government debt. Government debt can be monetized as the Fed and the BofC purchase the bond
issues of the government. The collapse of Archegos Capital, as we have noted, could be a warning of situations
where the effects are not really seen for months as other problems in hedge funds and other large pools of
funds arise. Debt collapse is ultimately deflationary, not inflationary. Thoughts about raising interest rates are
just that, thoughts. In checking the 30-days Fed Funds futures there appears to be no pricing in of future rate
increases even into 2022.

The Fed is well aware how fragile the economy is and a hike in interest rates could quickly put the economy
back into recession, pandemic or no pandemic. There is a lot of economic uncertainty going forward. That
doesn’t mean there shouldn’t be a concern about inflation, but there are ways to protect oneself. In the 1970s
gold proved itself to be the ultimate inflation hedge.

We have often noted how gold can be a hedge against inflation. As well, gold is a hedge against devaluation of
currencies. We have two charts below, one of which we have shown in the past.

GERMANY WEIMAR HYPERINFLATION
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The Weimar Republic German hyperinflation is no doubt one of the most famous examples of hyperinflation
run amok. Hyperinflation has been a part of history leading to the demise of numerous fiat currencies. A few of
the more recent examples of hyperinflation have been in Zimbabwe, Argentina, and Venezuela. But the
Weimar Republic hyperinflation may be the granddaddy. A loaf of bread in 1922 cost 163 marks. By November
1923 the same loaf of bread cost 200 billion marks. That’s billions, not millions, not thousands, but billions.
Normal life is impossible. Something that was a mark in the morning may have cost thousands of marks in the
afternoon. Money was worthless. But if one held gold marks their purchasing power was protected. Except the
gold standard in Germany ended in August 1914 at the start of the war. Gold and silver coins ceased to
circulate.

Why? Well, to help finance the war the German government had to print money. Lots of it. That came back to
haunt them after the war given the massive reparations Germany was forced to pay as a result of the Treaty of
Versailles 1919. The treaty demanded payment in gold marks as the Allies figured that German marks were
worthless (they were right). Germany took out loans from New York banks to pay and then printed even more
money. The money became increasingly worthless. The collapse of the Weimar Republic led directly to the rise
of the Nazis.
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Even before the Western world embarked on a massive program of quantitative easing after the 2008 financial
collapse, the value of the U.S. dollar priced in gold was declining sharply, especially following the end of the
gold standard in August 1971. The chart above is the opposite of the Weimar Republic chart but then the
Weimar Republic chart is showing the value of one gold mark in German marks whereas the gold/U.S. dollar
chart is showing how many ounces of gold one can buy with $1,000. To put it in the same perspective, in
August 1971 one gold ounce would purchase $42.73 of goods. Today one gold ounce would purchase you
$1,760 or goods, an increase of over 4,000%. The devaluation of the U.S. dollar has been a lot slower than that
of the German mark, having taken 50 years to get there whereas the German mark hit the 4,000% point by
1923, a mere five years later.

With savings being crushed given ultra-low interest rates, the money flows into stocks, collectibles, housing,
land, and these days Bitcoin—and maybe even gold will have its run as well. That has largely benefited the few
at the expense of vast majority of society. No wonder we have seen the rise of populous political movements
as inequality grows. The rise of extreme right-wing parties in particular has been prevalent in the EU and the
U.S., and to a lesser extent Canada, U.K., Australia, and Japan.

None of this is to say that the current round of inflation is going to lead to hyperinflation. As we have noted
previously, if massive money printing, a huge rise in government debt, and extremely high government debt to
GDP were a major inflationary problem, then Japan today should be resembling Zimbabwe or Venezuela.
Instead, inflation, if it even exists, is negligible, primarily because the BOJ is purchasing the bulk of debt as is
now the Fed and the BofC.

Inflation is rising, but will it turn into hyperinflation as some expect? Whether it does or not, holding some
gold—physical gold, that is, not paper gold—is probably a wise idea. Greenspan had it right.
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The Pandemic Rages On!

As the third wave rages the numbers are becoming astounding. In the dip following the second wave the 7-day
average fell to just over 366 thousand cases daily. Deaths were an average of about 8,500 daily. Now it is over
738 thousand daily for cases and 11,500 dead daily. For cases that average is now higher than it was at the
peak of the second wave. Deaths still lag but are catching up. Recently we have had days of over 800,000 case.
But the leadership has changed. Before it was the U.S. Now it is India who is averaging well over 200,000 cases
daily and that’s probably undercounted. India has leaped into second place in cases but Brazil still has a strong
hold in second place for deaths. The third wave has seen numbers in most countries soar. Except the U.S.
which led previous waves they have fallen to number 3 behind India and Brazil. Still high but down sharply
from the peak. Canada has seen a huge surge as well but overall Canada’s cases per million (83™) and deaths
per million (62™) put them well down the line. Canada sits 23™ in terms of total cases and 25" in deaths. This
past week the world passed 140 million cases and 3 million deaths. About 2% of the world has contracted the
virus while roughly 2% of the cases end in death. However, the number of cases is most likely being
underreported especially in third world countries. That would translate into deaths also being underreported.
Still, there are variances from country to country. In the U.S. almost 10% of the population has contracted the
disease and 1.8% of the cases has translated into deaths. In Canada only about 3% of the population has
contracted the disease and of that just over 2% of the cases have resulted in deaths.

Sunday April 18, 2021 — 13:40 GMT

World
Number of cases: 141,431,385
Number of deaths: 3,026,506

U.S.A.
Number of cases: 32,361,280
Number of deaths: 580,756

Canada

Number of cases: 1,113,907
Number of deaths: 23,591

Source: www.worldometers.info/coronavirus
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$NYXBT HvSE Bitcoin Index: (EODY INDX ® StockCharts.com

16-Apr2021 Open 51458.14 High 61452.14 Low £1453.14 Close 51455.14 Chyg -1316.62 (-2.10%) v
— ENYRET (Daily) 61468.14 63.255000
Wolume undef (B)? C? | s=0n

Bitcoin * [Grdssa
57500
55000
52500
2

The Bubble 17 0000
47500
45000
42500
40000
37500
35000
32500
30000
27500
25000
22500
18723.82 20000
17500
The Bubble 1280171 15000
959207 The Crash 12500
736234 13:22
Bitcoin takes off-; ;; ¥ .2 703657 5000
23703 393,23 74524 103717 ; B3 sga.34 2500
: ; iy 2513z (A) o

226.35) 216.28 311.?-3 370,89 o146 1
Jul Oct 16 Apr Jul Oct 17 Apr Jul Oct 18 Apr Jul Oct 19 Apr Jul Oct 20 Apr Jul Oct 21 Apr

MRESI(14) 61,68 @
| [ Hﬁ.grﬁ J ‘#&L9~F‘ |

IV o
1

Source: www.stockcharts.com

Up, up and away! My beautiful, my beautiful Bitcoin (BTC). For we can, fly we can fly (with apologies to Jimmy

Webb and The Fifth Dimension). Is this a bubble? Or is this for real? And then there is Dogecoin.

Bitcoin has now soared through $60,000 up 118% on the year and over 1,800% from the low in December

2018. That’s a lot, but it still leaves it well short of former historic bubbles like Bre-X Minerals that rose

13,305% or even the famous tulip bubble in the 1600s that went up 5,900% before it crashed and burned. By
comparison, the Dow Jones Industrials (DJI) bubble of the “Roaring Twenties” went up only 497%. Oh yes, and

the S&P 500 is now surpassing that up from the financial crisis low of March 2009.

Bitcoin soared over 18,000% from 2013 to the peak in December 2017 before crashing about 83% over the
next year. It was from that low that the current bubble got underway. But is it a bubble? According to some,

no. The argument is that those calling it a bubble don’t understand what Bitcoin is or means. How does

one

value Bitcoin or any of the cryptos for that matter? Bitcoin is in limited supply with only 18,683,231 BTCs
available and the rollout of more supply of Bitcoin is very, very slow. Compare that with the 129,196,123,052
Dogecoin (DOGE) supply. Yes, that’s 129.2 billion Dogecoins. Yet Dogecoin appears to be in its own bubble,

having soared 515% since April 1.
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What you say, Dogecoin? Something that was created, it seems, as a bit of a lark, as a satire about the
proliferation of dubious crypto coins. But it is also billed as a payment system that is instant, fun, and free from
traditional banking fees. Its logo is the face of the Shibu Inu dog, a hunting dog breed from Japan. Its price is
now around 37 cents, up from 6 cents on April 1 giving it a mind-boggling market cap of nearly $48.0 billion.
That’s bigger than many companies. That would rank Dogecoin around 458 of the largest 500 companies in the
U.S., about equivalent to Huntington Bancshares (HBAN). Dogecoin now ranks number 11 out of over 9,000
cryptos listed at Coin Market Cap (www.coinmarketcap.com).

Bitcoin’s market cap is currently around $1.2 trillion, representing about 53% of the entire crypto market. That
would rank Bitcoin number 5 amongst the U.S.’s largest companies by market cap, ahead of luminaries such as
Facebook (FB), Tesla (TSLA), and Berkshire Hathaway (BRK.A). Almost 100 cryptos have a market cap of $1
billion or more. But some say this is not a bubble.
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Whether it is a bubble or not, there is the old adage of what goes up really fast comes down even faster. Some
of the latest wild action in the cryptos seems to have coincided with the introduction of Coinbase (COIN).
Coinbase is the largest Bitcoin exchange in the U.S. and it has introduced a new way to invest in
cryptocurrencies. Its introduction of the IPO created a trading frenzy. Coinbase was introduced at $381 on
April 14 and quickly soared to a peak of $429 before settling down to around $338 by April 16. The Coinbase
exchange has a market cap of currently of around $66 billion, making Coinbase larger than or about the same
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size as the NASDAQ exchange (market cap about $26 billion) and the Intercontinental Exchange (ICE), the
parent of the NYSE (market cap about $67 billion).

Still when oodles of cash are being thrown at something as suspect as Dogecoin, something is amiss. COIN
dropped after the initial flurry and we also learned that Turkey has banned cryptos, citing them as having the
potential for irreparable damage and transaction risks. It doesn’t kill the crypto market in Turkey, but it puts a
huge hole in its market. Could it spread elsewhere? Bubbles just keep going up until suddenly they don’t
anymore. And no one rings a bell at the top.

Note: As we went to press Bitcoin had plunged over 10% to around $55,000 and Dogecoin also plunged seeing
its market cap fall almost $9 billion from $48 billion to $39 billion.

Rest of page blank
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% Gains (Losses) Trends
Close Close Week YTD Daily (Short Weekly Monthly (Long
Dec 31/20 Apr 16/21 Term) (Intermediate) Term)
Stock Market Indices
S&P 500 3,756.07 4,185.47 (new highs) 1.4% 11.4% up up up
Dow Jones Industrials 30,606.48 34,200.67 (new highs) 1.2% 11.7% up up up
Dow Jones 12,506.93 14,919.55 (new highs) flat 19.3% up up up
Transports
NASDAQ 12,888.28 14,052.54 1.1% 9.0% up up up
S&P/TSX Composite 17,433.36 19,351.32 (new highs) 0.6% 11.0% up up up
S&P/TSX Venture (CDNX) 875.36 944.46 (1.6)% 7.9% down up up
S&P 600 1,118.93 1,347.95 1.0% 20.5% up up up
MSCI World Index 2,140.71 2,304.30 (new highs) 1.6% 7.6% up up up
NYSE Bitcoin Index 28,775.36 61,468.14 (new highs) 5.4% 113.6% up up up
Gold Mining Stock Indices
Gold Bugs Index (HUI) 299.64 292.05 3.2% (2.5)% up down up
TSX Gold Index (TGD) 315.29 312.70 3.6% (0.8)% up down up
Fixed Income Yields/Spreads
U.S. 10-Year Treasury Bond yield 0.91 1.66% (0.6)% 82.4%
Cdn. 10-Year Bond CGB yield 0.68 1.50% (0.7)% 120.6%
Recession Watch Spreads
U.S. 2-year 10-year Treasury 0.79 1.50% (0.7)% 89.9%
spread
Cdn 2-year 10-year CGB spread 0.48 1.25% (2.3)% 160.4%
Currencies
USS Index 89.89 91.54 (0.7)% 1.8% neutral neutral down
Canadian $ 0.7830 0.8000 0.2% 2.1% up up up
Euro 122.39 119.82 0.7% (2.1)% up (weak) neutral up
Swiss Franc 113.14 108.71 0.5% (3.9)% up (weak) down up
British Pound 136.72 138.39 1.0% 1.2% down (weak) up up
Japanese Yen 96.87 91.92 0.8% (5.1)% Neutral down down
Precious Metals
Gold 1,895.10 1,780.20 2.0% (6.1)% up down up
Silver 26.41 26.10 3.0% (1.2)% neutral neutral up
Platinum 1,079.20 1,208.70 flat 12.0% neutral up up
Base Metals
Palladium 2,453.80 2,776.80 (new highs) 5.2% 13.2% up up up
Copper 3.52 4.17 3.2% 18.5% up up up
Energy
WTI Oil 48.52 63.19 6.5% 30.2% up up up
Natural Gas 2.54 2.68 5.9% 5.5% neutral neutral 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 and in some cases all-time highs.
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Onward and upward. What else can we say. Another week, another record high. But as we can see, the S&P
500 may be reaching its limit, given it is at the top of its bull channel. As well, the daily RSI is regularly over 70
(current 74.50) and so are the weekly (71.83) and the monthly (73.64). All three time periods are screaming
caution, overbought. But being that way is merely a state as it doesn’t tell us when we will fall nor does it tell
us how steep a fall might be. All it means is it is overbought and prudent investors may wish to take some
profits.

This past week the S&P 500 gained 1.4%, the Dow Jones Industrials (DJI) was up 1.2%, and the Dow Jones
Transportations (DJT) was flat while the NASDAQ rose 1.1%. The NASDAQ did not make new all-time highs but
the DJI and the DJT did. A divergence. The S&P 600 small cap gained 1.0% but did not make new all-time highs.
The S&P 500 equal weight index also made new all-time highs, up 1.4%.

In Canada the TSX Composite made new all-time highs, up 0.6% but the TSX Venture Exchange (CDNX) lost
1.6%. The MSCI World Index gained 1.6% to new all-time highs and Bitcoin was up 5.4% to, again, new all-time
highs. In the EU the London FTSE gained 0.4%, the Paris CAC 40 jumped 1.9%, and the German DAX was up
1.5%. Both the CAC and the DAX made new all-time highs. In Asia China’s Shanghai Index (SSEC) was down
0.7% while the Tokyo Nikkei Dow (TKN) lost 0.3%.

Banks reported big profits. Morgan Stanley lost something like $900 million as a result of Archegos Capital but
still reported record profits and a gain of 150% in quarterly profits. Others such as Goldman, JP Morgan Chase,
and Bank of America also reported stellar profits. It is the fourth straight week of gains for the major indices.
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Upbeat economic data also helped. Vaccines are getting into arms and restrictions are being eased. Even
baseball games have real fans in the stands. Not cardboard ones. Will the malls be packed again? March saw a
big jump in retail sales.

As well, dovish statements from the Fed helped and pledges to keep interest rates low into 2022 and even
2023 helped as well. Nothing it seems, can stop the train—not even high PEs and other fundamental indicators
nor warning signs of the VIX, put/call ratios, and overbought technicals. Still, we’d be cautious from here as the
market is getting a little frothy. We could still make a top here in April and pullback into May/June before a
summer rally and possibly even more all-time highs. A pullback now would ease some of the overbought
signals. Selective profit-taking or caution on buying could be the word.

Unless, of course, we see a technical breakdown. We could fall back to 3,950 and still remain in an uptrend.
Major support is down to 3,600 and even if we pull back, we don’t believe we’ll fall that low. Unless there is a
shock, say, like an even bigger Archegos. As we saw in 2008 or even March 2020 it is the shocks that change
the dial and spark a potential panic. All we can do is to suggest caution. That is what the market is telling us.
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Is the NASDAQ our canary in the coal mine? The NASDAQ continues its recent run of no new all-time highs
even as the S&P 500, the DJI, and DJT continue to set new all-time highs. A significant divergence. This past
week the NASDAQ gained 1.1% but no new all-time high. The FAANGs and a few others were a mixed bag this
week. Facebook fell 2% but Apple was up 0.9% and Amazon gained 0.8%. Then Netflix fell 1.6% but Google
gained 0.5%. Amazon and Google made new all-time highs. As to others, Microsoft was up 1.9% to new all-
time highs, Tesla gained 9.3% but no new all-time highs, while Twitter was down 1.5%. The value giant
Berkshire Hathaway did make new all-time highs, gaining 2.3%. Value reigns, it seems. The NASDAQ continues
to rise in its bull channel but it remains short of the top of the channel, up near 15,000. The all-time high was
14,175 and the NASDAQ is now only about 1% below that level. If the rally continues, we could be there next
week and the NASDAQ's divergence with the other indices would end. Support is down to 13,000 with interim
support at 13,500.
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$CPCE CBOE Options Equity PutiCal Ratio (EOD) INDX
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Onward and upward means optimism reigns for option traders. This past week the CBOE options put/call ratio
fell to 0.44. That is still above the low we saw in December at 0.39, but we confess we never seen such a
prolonged period of the put/call ratio remaining under 50. Oh, it has had an occasional foray above 0.50 but
mostly it is below since June/July 2020. It is another sign of complacency in the market. But it doesn’t tell us
when the market will top. It is an indicator to follow; it suggests caution but it doesn’t say we have topped.
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The VIX Volatility indicator continues its downward trend, falling this past week to 16.25. That is still above the
lows seen in late 2019 when it hit just under 12.0. Still, it is signaling considerable optimism in the market and
suggests that there is little fear in the current stock market. The VIX is a measurement of fear and greed, and
right now it is suggesting greed. No, it is not a suggestion that the market is about to crack. It is a warning sign
only. The VIX can stay low for some time before a correction or a crash occurs. The trend of the VIX is down so
we don’t have a bottom. And it can have sudden turnups only to turn down once again. Note the action in
2019 where we fell to 12.07 in July then spiked to 24.59 in August followed by another decline to 11.54 in
November. The VIX moves inversely to the stock market.
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China GDP Annual Growth Rate
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China’s growth surged in the latest quarter from March 2020 to March 2021 from 6.5% in Q4 2020 to 18.3%
through Q1. The consensus was 19% so this was close. It was the strongest period of growth since 1992. Grant
you, it was coming out of the hole that was Q1 2020 that saw China’s economy contract by 6.8%. So, it is
coloured by that. The sharp growth was attributed to China’s strict shutdown for the COVID. To date China has
seen just over 90 thousand cases and recorded 4,600 deaths. Most of that occurred in Q1 2020. After the strict
lockdowns, the numbers plummeted. China continues strict quarantine measures to this day.

China’s success was premised on strong domestic and global demand along with continued fiscal and
monetary support for the economy. Overall, China expects the economy to grow 6% in 2021 which would be in
line with previous periods of growth. The 2020 growth rate was 2.3% as China was one of the few countries in
the world that actually recorded GDP growth in 2020. For China though, it was the slowest in more than four
decades.

It hasn’t done much for China’s main stock index, the Shanghai Composite Stock Market (SSEC). Its all-time
high was seen back in October 2007 at 6124. Today it is at 3426 some 44% below its highs.
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Another week, another all-time high for the TSX Composite. This past week the TSX jumped 0.6%. The TSX
continues to climb higher in what appears to be an ascending wedge triangle. It even appears that it might
break out, thus negating the bearish pattern. But that remains to be seen. The small cap TSX Venture Exchange
(CDNX) didn’t fare as well as it fell 1.6% this past week. Last week we noted what might be a head and
shoulders top for the junior exchange. That observation hasn’t changed.

Eight of the 14 sub-indices were up on the week. The leaders were Metals & Mining (TGM) +5.0%, Golds (TGD)
+3.6%, and Materials (TMT) +3.4%. Of the six losers, the biggest was Health Care (THC) -6.0%. For most of the
other losers—Income Trusts (TCM), Consumer Staples (TCS), Industrials (TIN), Information Technology (TKK),
and Utilities (TUT)—the losses were small, under 0.5%. Four indices made new all-time highs: Income Trusts
(TCM), Consumer Discretionary (TCD), Financials (TFS), and Real Estate (TRE).

As we note, the TSX appears to be rising in an ascending wedge pattern which is bearish. The bands are getting
narrower so a resolution is coming soon, possibly as early as this coming week. A breakdown under 19,000
could, in theory, find the TSX falling eventually to targets down at 17,300 and even down to 17,000. There are
areas of support along the way at 18,700, 18,100/18,200, and 17,700. Investors shouldn’t be too complacent in
here. But like the U.S. markets, we don’t see a huge collapse coming even if May promises to be flat to down.
The bullish surprise would be to see the TSX push up through 19,500; however, given the bearish-looking
pattern, we are not optimistic that will happen at this time.
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U.S. 10-year Treasury Bond/Canadian 10-year Government Bond (CGB)
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Have bond yields topped? We don’t believe that is the case, but the U.S. 10-year treasury note fell 7 bp on the
week or 4.2% down to 1.59%. The Canadian 10-year Government of Canada bond (CGB) rose 4 bp to 1.54 or
2.7%. Spreads narrowed. Both the U.S. 10-year and the CGB rolled over this past week. All this came against
the backdrop of some decent economic numbers suggesting the U.S. economy is improving. Consumer
inflation expectations rose 3.2% in March, the highest level since 2014. The March CPI rose 0.6% and the year-
over-year rate rose 2.6%. Ex the volatile food and energy, the core CPl rose 0.3% in March and year-over-year
the core inflation rate was up 1.6%. While up, the core inflation rate remains well below the Fed target of
2.0%. They have indicated a willingness to see it rise to 2.5% before they might consider any action. Overall,
the Fed remains dovish and, with bond yields falling, gold rose this past week despite the good economic
numbers. Retail sales for March jumped 9.8% as things opened up, restrictions were eased, and vaccines went
into arms. The market had expected a rise of 5.9%. Year-over-year retails sales were up 27.7%, but remember
March 2020 numbers showed a contraction of about 20%. So, they were coming from a deep hole. That
number will smooth out and fall as we go forward.

Weekly initial claims unexpectedly fell, coming in at 576,000 when the market expected 700,000. Last week
initial claims were 769,000. The Philly Fed (manufacturing) Index 50.2% well above market expectations of
42%. Anything above 50% suggests expansion. Industrial production for March was up 1% but the market
expected a contraction of 1.4%. Housing starts for March came in 1.739 million, well above the expected 1.613
million. The Michigan Consumer Sentiment Index preliminary for April was 86.5, but that was below
expectations of 89.6. In February 2020 the index was above 100 but it is well above the 72-low recorded in
April 2020.
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If the interest rates are a harbinger, then falling yields suggest the bond market is not as optimistic about the
economy going forward. But this is just one week. We'll see if this decline has legs. As we note below, our
breakdown point is at 1.40%.
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We thought we’d take a more technical look at the U.S. 10-year treasury note. The 10-year appears to have
formed a bull channel, up from the all-time lows at 0.52% seen last August 2020. It has been a steady rise ever
since. Since peaking at 1.74% back on March 31, the 10-year has turned down and is now slightly below 1.60%.
The chart shows good support down to about 1.40. A breakdown would occur under 1.40% and tell us that the
current rise in interest rates is most likely over. Confirmation would come under 1.20% and especially under
1.00%. Right now, we’d say the odds of even breaking 1.40% are low, given the 10-year remains in a solid
uptrend. Major resistance doesn’t come until that band, up between 1.90% and 2.10%. That, we believe, is our
ultimate destination. A major breakout over 2.10% would, however, suggest we are on our way to 3%. At this
stage we don’t see that happening. For now, however, focus is below given we have turned down from the
1.70% area. Note the 1.70% to 1.90% area is a zone of congestion, given the trading seen back in August 2019
through December 2019 and even into January 2020.
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Has the USS index topped? This week the USS Index fell 0.7%. All the major currencies improved against the
U.S. dollar as the euro was up 0.7%, the Swiss franc gained 0.5%, the pound sterling was up almost 1.0%, and
the Japanese yen gained 0.8%. The Canadian dollar gained 0.2%, closing at 80 cents. The USS Index’s next
support is the March low of 91.29. The pattern forming could be a part of a potential head and shoulders top
pattern so we’ll monitor that. If that’s correct, then the right shoulder needs to form and that could start this
coming week. Resistance is up to 92.40 and, ideally, if a right shoulder is to form, we wouldn’t want to see the
USS Index rise above the left shoulder high of 92.53. Still, we can’t get too bearish on the U.S. dollar just yet.

The March low of 91.29 needs to fall, we need to get below 91, and especially we would need to break down
under 90 which is now major support.
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A lower USS Index and lower bond yields helped propel gold prices higher by about 2.0% this past week,
despite some good economic numbers. Gold put in its best week since December 2020. There was also a
report that China was importing more gold. We know they have been surreptitiously increasing their central
bank reserves. However, China usually remains “mum” about how much and analysts are left to speculate
based on import/export numbers. Gold appears to have made a double bottom at $1,673 and $1,677 in
March. This week we broke what may be the neckline of the double bottom at $1,755 on a rise in volume. The
potential double bottom projects up to at least $1,835/51,850. Gold broke above our $1,750/51760 resistance
zone as a result and that sets us on course for the next band of resistance between $1,800 and $1,825, with
some interim resistance at $1,780. Support is down to $1,730 but we’d prefer we remain above $1,750 now.
The daily RSl is at 60 so we have room to move higher before we become overbought. Still, following the
breakout we’d wouldn’t be surprised at a bit of consolidation this coming week. Major resistance is up to
$1,880 but above that level we firmly break the downtrend from the August 2020 high of $2,089. Above
$1,900 and especially above $2,000 new highs are probable. We note that the pullback that took us to that low
at $1,677 failed to pull the MACD down again and that was a positive sign. The weekly MACD is turning up but
has not yet crossed to the upside. Ditto the monthly MACD remains down and is now just flattening out. We
are encouraged by the action this week but remain cautious that this could be a countertrend rally. What’s key
will be gold’s ability to regain above the 200-day MA ($1,856) and the downtrend line from August 2020
(currently near $1,880). A failure in our next resistance band between $1,800/51,825 would not be the end of
the world as we suspect it would set up a test of the lows in May or even June before a stronger rally gets
underway in the second half of the year. Seasonals are still dampening into May/June which is another reason
we don’t want to get too bullish just yet.

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

23 of 31


http://www.stockcharts.com/

ENRICHED

I NCORPORATETD

I'NVESTING

(GC,comex-cec) Gold Ny

Net Commitments of Futures Traders

300
250 §
200
150
100

50

0O LargeSpec O Small Spec m Commercial — Open Interest

Thousands ki

D F
-50 —
-100 -
-150 —
200 [

250 [

-300 |

—-—— Large Speculators

#
03416421 339
03/23/21 328
03430421 305
0d/08/21 318
od/13/21 327

Long
206,237
262,774
263,493
275,703
269,513

Shart
76,041
88,707
895,923
86,194
68,639

Bullish
TTE
TEE
T3
TEH
THE

—-—— Commercial --——

# Laong
112 115,396
113 116,781
104 112,072
105 95,196
103 100,227

Shaort Bullish

324,871
318,584
303,798
312,993
303,013

268
27
278
247
248

-- Small Speculators ——

Long
S0576
G057
45250
46301
45173

Short Bullish

21,297
22,321
22,782
21,011
20,259

701
69%
<124
69%
FL

Open
Intrest
476,467
485,457
467,321
463,353
460,733

580

540

480

460

Source: www.cotpricecharts.com

The gold commercial COT (bullion companies, bullion banks) was flat this past week at 24%. However, once
again there was some optimism in the numbers. Long open interest rose about 2,000 contracts while short
open interest fell almost 4,000 contracts. Despite that, it failed to move the dial on the overall %. Overall open
interest was off about 2,600 contracts. That’s disappointing since gold was up 2.0% on the week and we prefer
to see gold and open interest rising together. The large speculators COT (hedge funds, managed futures, etc.)
slipped slightly to 75% as they shed over 6,000 longs while their short open interest rose about 2,400
contracts. Overall, however, we are pleased with this week’s COT if we wish to maintain our bullish stance. But

it is still low under 25% and still down from just three weeks ago when it rose to 27%.
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$SILVER Silver - Cortinuous Cortract (EOD) CME @ StockCharts.com
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Silver prices surged this past week 3.0%, outpacing gold and doing almost as well as the gold stocks. Silver has
now hit the 50-day MA ($26.13) which could prove to be the last major hurdle before a more significant
breakout occurs. Support just under $25 held. The low on April 13 was $24.68 but no further significant selling
developed and the market rallied. The daily MACD indicator has turned positive although the weekly remains
negative. The monthly MACD has been generally pointed up since early 2016 and, while it wavered a few times
in 2018/2019, it has turned solidly to the upside once again. Still, until we firmly break above the spike high
seen February at $30.35, we are cautious. Silver breaks out further above $26.50/526.75. Above that level sets
us on a course towards $28/528.50. Support, as noted, is now $24.75/525.00. We would not want to see a
breakdown under that level. An uptrend has been established. Trendline support can be found down to

$25.15. We appear to have the making of a bottom, but we would like to see silver close above that
$26.50/$26.75 to give us our confirmation that a low is in place.
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The silver commercial COT is giving off mixed signals here. The commercial COT slipped to 32% this past week,
down from 33%. Short open interest rose roughly 7,000 contracts but long open interest was also up about
2,000 contracts. Still, shorts outstripped longs. The large speculators COT rose to 68% from 66%. Overall, open
interest rose just under 10,000 contracts on a week that silver prices rose 3.0%. Rising open interest and rising
prices means they are aligned despite the drop in the silver commercial COT. We remain encouraged but
would prefer to see the commercial COT continue to improve to the 40% range to make us fell more bullish.

Although it is not surprising that as prices, the commercials seem to get shorter.
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We are showing this chart to highlight how well copper has done since the pandemic crash of March 2020.
Since March 2020 copper has led the way for the metals, up 64.1%. Silver follows at 58.6%, platinum is up
about 40.0%, while gold +13.6% and palladium +11.5% lag the pack. This is having a significant impact on
copper stocks. An example is Freeport McMoran (FCX), the world’s premier copper company who is up 424%
from the March 2020 lows. Of late we have noted that juniors with copper projects are beginning to break
out. Copper prices are now up to $4.17. The all-time high was $4.58 seen back in 2011. The prime reason for
the rise is supply deficit not increased demand although demand is expected to rise by 5% in 2021 but supply is
expected to rise only 2.3%. That differential could see copper move into supply deficits of some 200,000 metric
tonnes in 2021. Surging demand in China is helping to push up prices. And warehouse supplies are low. If
demand picks up outside China, copper prices could easily surpass the highs of 2011.
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With gold stocks rising, seemingly outpacing gold itself, the market appears poised to move higher. This past
week the TSX Gold Index (TGD) gained 3.6% while the Gold Bugs Index (HUI) was up 3.2%. This compares to
gold’s rise of 2.0% and silver’s rise of 3.0%. If we are to have a bull market it is important that the gold stocks
lead. The TGD is now up about 17% from the low seen in early March. The HUl is up 17.8%. Meanwhile, gold is
up just over 6% from its low and silver is up about 10%. The TGD appears to be establishing an uptrend defined
by higher highs and higher lows. Support is now down to 295 and 290. A break under 290 would be negative
and a break under 280 would spell the end of the uptrend. However, the TGD hit an area of resistance around
310/312 this week so we might see a bit of consolidation going into this week. As long as we hold above 295,
the uptrend should continue. Above 313 and especially above 318 we should start a move towards the 200-
day MA currently at 335. Above 340 a more significant uptrend should be underway. The most recent high was
in August 2020 at 416.84. That remains distant.

We are encouraged by the action of the gold stocks and we are reminded that, overall, the gold stocks remain
cheap compared to gold. The Gold/HUI ratio is at 6.10, below recent highs at 7.09 but well above all-time lows
seen at 1.6-2.0. The all-time high was seen at the lows of December 2015 when the ratio hit 10.90. Even
during the March 2020 meltdown, the ratio leaped to 9.76 but came off quickly and has been generally falling
ever since. The next key level to break is 5.30 as under that level an acceleration to the downside could get
underway.

Gold mining companies have been reporting record revenues, earnings, and cash flow. Yet the stocks remain
low compared to earlier periods. That suggests to us that we could see the gold stocks surge higher at some
point if gold prices were to go over $2,000 once again.
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Surprisingly oil demand has picked up despite the recent rise in global COVID cases and despite travel
restrictions remaining mostly in place. This past week WTI oil rose 6.5% while natural gas (NG) was up 5.9%.
The energy indices were up but nothing to get excited about as the ARCA Oil & Gas Index (XOI) was up 0.4%
and the TSX Energy Index (TEN) did a little better, up 1.3%.

The IEA raised its oil demand forecast for 2021 by 230,000 bpd. The IEA cited the rising vaccinations in the U.S.

plus the big drop in cases in the U.S. along with the potential for huge stimulus packages in the U.S. as reasons
for the upward revision.

Both WTI oil and the XOlI appear poised to turn back up within their respective bull channels. Qil’s next
challenge would be to take out $65/566. Above that level regaining up to S70 probable. The XOlI put in a small
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double bottom but stayed within the channel. It needs to regain above 1050 to convince us we are going
higher. WTI oil now has support but a breakdown under $60 and especially under $59 would send prices
tumbling towards better support near $52. The uptrend remains in place following this pullback, but we need
to continue to hold support levels to be able to move higher.
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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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