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For Technical Scoop enquiries: 416-523-5454

For Enriched Investing™ strategy enquiries and

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

Market highs, diverging transports, impending pullback, gold support, strong Dollar

We are off for the next three weeks for a camping adventure in Northern Ontario — North of Superior,
destination Quetico. Hopefully the fires stay under control along with the bears. We might be able to provide
the odd update on an Ad Hoc basis. Depends on internet which seems to be not bad up there via the Bell
Network. We will and can tweet @Davchal2.

Market just continues on higher with more new all-time highs. Risk stocks continue to rise. Even the DJI eked
out a new high but is diverging with the DJT that remains well off its former highs. Expect more chop, chop
market. We see no crash coming but could still see a pullback into August/September. Support points are
noted. While the Canadian Conservative Growth Strategy* is designed to allocate to cash in the event of a
sustained market declined, this strategy’s focus continues to be on stocks of profitable companies, such as
Western Canadian Sedimentary Basin oil and gas exploration and production company Tourmaline Oil Corp,
with strong cash flow and sustainable, increasing dividends.

Gold continues to struggle but so far is holding its support zones. But risk remains to the downside until upside
resistance is taken out. A strong USS isn’t helping.

Have a great week. And we will return full time in August.
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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“Economics is only considered the dismal science because economists are so often called on to clean up
after innumerate politicians.”
- Ted Seay, author, political commentator, arms control consultant, 26-year veteran American Foreign
Service; b. 1958

“Markets weed out inefficient practices, but only when no one has sufficient power to manipulate them.”
- Ha-Joon Chang, South Korean institutional economist, specializing in development economics,
University of Cambridge; b. 1963

“History is not like some individual person, which uses men to achieve its ends. History is nothing but the
actions of men in pursuit of their ends.”
- Karl Marx, German philosopher, economist, historian, sociologist, political theorist, journalist, socialist
revolutionary, author Das Kapital (1867-1883); 1818-1883

S&P 500 and Stock Markets
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It has been a weird choppy week as the S&P 500 quickly lost about 4% then in the next heartbeat gained it
back and closed out the week making new all-time highs once again. All this despite diverging and
deteriorating breadth, the McClellan Summation Index (ratio adjusted) aka RASI falling under 500, a diverging
VIX, falling bullish percent index, falling number of stocks trading over their 200-day MA and quickly rising call
option buying once again. As we have often noted while the divergences are important and are a warning sign,
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they are not a guarantee that a top is in and the market can go higher in the face of many indicators
deteriorating. However, eventually it catches up to them.

When the economy was an agricultural one, August tended to be the best of the month of the year for stocks
1901-1951. Now that agriculture is merely an afterthought in the economy August is now the second worst
month of the year behind September. The Russian crisis of 1998 got underway in August and almost brought
down the financial system. Saddam Hussein triggered a 10% decline in August 1990 when he invaded Kuwait.
Last year saw a top in late August and a bottom in October as the S&P 500 fell 10.5%. And last year the
divergences with the indicators were not as pronounced as they are today.

As to the economy, well it was a surprise to some that initial weekly claims jumped to 419,000 from 368,000
the prior week and a consensus forecast of 350,000. More people were looking for work and more applied for
unemployment following the end of other benefits in a number of states. Housing starts in June were better
than expected but then building permits disappointed and were below consensus. Bond yields have backed up
a bit as the U.S. 10-year is back up to about 1.30% from 1.20% the previous week. The 10-year regaining back
above 1.40% might signal we have made a low. Above 1.60% new high yields are very probable.

Spreads on corporate debt are as low as we’ve ever seen and that makes it cheap for corporations to borrow.
Result companies are borrowing more than ever often just for stock buybacks. Stock buybacks in turn help
push up the stock market. The other result is that the rating agencies are lowering credit ratings when the
world is swimming in BBB credit (lowest investment grade bonds) and lower into the C’s and junk bonds.
Borrowing just to do financial engineering is not a wise use of funds and it sets the market up for a big hiccup
once the credit cycle runs its course. Homeowners too who are leveraging up just buy a house. Eventually the
“party” ends. Just like 2008. Only the leveraging today makes what was seen prior to the 2008 collapse look
like a fairy tale.

The Delta variant of COVID-19 has been leaping so maybe its no surprise that once again the U.S. is leading the
way in cases. This after falling to nearly 10,000/daily it has quickly ramped back up to over 55,000/daily mostly
amongst the unvaccinated (99%) in what one calls red states. How that plays out going forward with threats
once again of lockdowns and its subsequent impact on the economy is difficult to say. Floods in Chinain a
major manufacturing hub of Zhengzhou is going to play more havoc with supply chains on top of the current
problems with supply chains. Rising cases of the Delta variant are already causing problems and shortages in
the U.K. and into the EU even though economic numbers have been decent in the EU of late.

Our expectations into August are that the market can continue higher despite all the warning signs. But this

past week’s hiccup has now set-up the 4,250 zone as support and a break of that level could swiftly lead to a
fall to the next support zone near 4,050 with some interim support at 4,150. Under 4,050 things get dicier as
the next stop could be down to 3,900. Below that the final good support zone is around 3,700 at which time
the S&P 500 would be down roughly 15%. A sharp break under that level could set up a panic.

It’s increasingly difficult to buy this market up here, at least not until we get through the August/October
period of seasonal weakness. No, it doesn’t mean the seasonal weakness is guaranteed but given the growing
negative divergences it is not wise to push them. Failure of the indices to confirm each other is another
negative divergence. The Dow Jones Industrials (DJI) barely eked out a new all-time at the end of the week.
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However, the Dow Jones Transportations (DJT) is still down about 10% from its all-time high. We have noted
that while the S&P 500 was making new highs the S&P 500 Equal Weight Index is still not making new all-time
highs. That suggests to us a narrowing of the leaders taking the indices higher. Again, all these divergences are
warning signs they are not a guarantee of a top.

As to the NASDAQ well, it did make new all-time highs once again. So, it was no surprise that some of the
FAANGs did as well — Facebook, Google and Microsoft joined the party. In looking at Microsoft it clearly has
gone parabolic. Nvidia and Twitter were both up almost 8% on the week. It’s risk on.

As to how high could the market go, well potential targets for the S&P 500 could be up to 4,500/4,550. One
could translate the concern about the markets to the TSX Composite as well even as the TSX did not make new
all-time highs this week. We have noted that the market appears to becoming more defensive with a shift out
of consumer discretionary stocks to consumer staples. While the shift hasn’t happened yet we note that the
TSX Financials Index/TSX Gold Index (TFS/TGD) Ratio appears to be forming a potential top pattern. If correct
that could imply that going forward golds will outperform financials.

July 31 is the deadline for dealing with the debt limit. With the Republicans prepared to block all attempts to
fix the debt limit, the Treasury will be forced into emergency measures in order to ensure the bills are paid. It
is estimated that these measures could take the U.S. into the October/November period before it gets serious
and the risk of the U.S. defaulting becomes a potential reality. If that happened all sorts of mayhem could
erupt on global financial markets.

If the trend is your friend, then the uptrend is where you have to be. But given all the growing negative
divergences some caution is advised and awareness of break points becomes important.

This coming week the FOMC meets and the expectation is that there will be no change in either interest rates
or QE. However, listen carefully to what the Fed has to say for clues about inflation and tapering. The
expectation is that the Fed remains dovish on inflation and tapering for the time being. And they will continue
QE given that they believe the economy is not as strong as some think it is and there is concern about the
rising Delta variant. This week’s claims number was not good and economic numbers remain below peak levels
of February 2020.
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Gold, Metals and Commodities
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Gold can’t get out of the way of itself. Or maybe it just can’t get out of the way of a rising USS Index. For the
second week in a row the USS Index is up and now threatening to break out over 93. That suggests to us that
we could see the USS Index make new highs above the March 2021 high of 93.47. In looking at the pattern,
however, we still view it as a large ABC flat up from the significant low seen in early January at 89.17. The A
wave topped in March at 93.47 while the B wave bottomed in May at 89.52. Many see it as a double bottom.
We see it as a large ABC corrective formation as none of the waves are impulsive (5 waves). The high for the
USS Index so far is 93.20. With the USS Index closing barely up on the week under 93 it is possible that the
USS Index could fail here as well. It needs a weekly close over 93 to suggest new highs.

Result, gold is down for the second week in a row and silver is down for the third week in a row. All-in-all it is
frustrating the gold bugs. That’s the bad news. The good news, at least for the moment, is that gold is holding
above $1,790 and silver generally is holding above $25. Silver tested under $25 but nothing happened and it
rebounded. We've always viewed that when something breaks under an important support zone and nothing
happens that it is positive. But it can only do that so often then the support gives way. It’s like taking a
battering ram to the door. Eventually the door breaks.

If gold breaks down under $1,790 then next up will be a test of the $1,750 low seen in June. A break of that
level would be more dangerous as we would then go down to test the March low of $1,673. Silver support is
$25 but under that level there is the March low near $23.75 and then down to $22 major support. Gold still
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needs to take out $1,820/$1,830 but above $1,850 we could see a test of $1,900. Silver needs to first regain
$26 and $27 to suggest a move to $28. For the gold stocks the TSX Gold Index (TGD) has support at current

levels but under 285 a return to the February low of 267 and probably lower would get underway. The TGD
needs to regain above 315 and 325 to suggest higher levels.

Gold and silver are off their lows but risks remain to the downside until we start clearing levels above.
Seasonally we have seen lows in August before a strong rally gets underway. But key remains the USS Index
that still looks higher in the short-term. The potential 31-month cycle low was made in March but the window
for that low ranged from November 2020 to September 2021. We are still in that window but nearing its end.
Lows in July or August have been seen before so we would not be surprised to see the start of a significant rally
that could carry into October or later get underway. However, all of this is contingent on clearing the
resistance zones. And of course, not breakdown in the interim. Until we clear the resistance hurdles the risk at
the moment remains to the downside.

As to other commodities, oil has rebounded from last week’s sell-off. However, we continue to view the recent
high as a potential top and this is the rebound. Note that the energy stocks remain weak as the ARCA Qil & Gas
Index (XOI) fell on the week while the TSX Energy Index (TEN) was flat. We’d be surprised if new highs were
seen for oil. However, natural gas (NG) did make new highs this past week. This period tends to be soft
seasonally for both oil and gas.

Continues on next page
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Bitcoin Gold Ratio
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Both Bitcoin and the Bitcoin/Gold ratio appear to have formed a somewhat complex head and shoulders top.
Following the first plunge, both Bitcoin and the Bitcoin/Gold ratio both formed what appears to be a
descending triangle which is bearish. Bitcoin breaks down under 27,500 and projects down to 16,800 while the
Bitcoin/Gold ratio breaks down under 16.45 and targets down to 9.6. Both are bullish for gold in relation to

Bitcoin. It may well be that it is bullish for gold overall as well.
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% Gains (Losses) Trends
Close Close Week YTD Daily (Short Weekly Monthly
Dec 31/20 Jul 23/21 Term) (Intermediate) (Long Term)
Stock Market Indices
S&P 500 3,756.07 4,411.79 (new highs) 2.0% 17.5% up up up
Dow Jones Industrials 30,606.48 35,061.55 (new highs) 1.1% 14.6% up up up
Dow Jones 12,506.93 14,756.07 2.8% 18.0% down up (weak) up
Transports
NASDAQ 12,888.28 14,836.99 (new highs) 2.8% 15.1% up up up
S&P/TSX Composite 17,433.36 20,188.43 1.0% 15.8% up up up
S&P/TSX Venture (CDNX) 875.36 902.56 (0.6)% 3.1% down neutral up
S&P 600 1,118.93 1,318.56 1.6% 17.8% down up (weak) up
MSCI World Index 2,140.71 2,299.39 (0.6)% 7.4% down up up
NYSE Bitcoin Index 28,775.36 32,490.39 1.9% 12.9% down down (weak) up
Gold Mining Stock Indices
Gold Bugs Index (HUI) 299.64 258.93 (2.3)% (13.6)% down down up
TSX Gold Index (TGD) 315.29 293.28 (2.3)% (7.0)% down down up
Fixed Income Yields/Spreads
U.S. 10-Year Treasury Bond yield 0.91 1.28% (0.8)% 40.7%
Cdn. 10-Year Bond CGB yield 0.68 1.23% (1.6)% 80.9%
Recession Watch Spreads
U.S. 2-year 10-year Treasury spread 0.79 1.08% 1.9% 36.7%
Cdn 2-year 10-year CGB spread 0.48 0.76% (6.2)% 58.3%
Currencies
USS Index 89.89 92.93 0.3% 3.4% up up down
Canadian $ 0.7830 0.7950 0.3% 1.5% down neutral up
Euro 122.39 117.76 (0.3)% (3.8)% down down up
Swiss Franc 113.14 108.76 flat (3.9)% down down up
British Pound 136.72 137.51 (0.1)% 0.6% down up (weak) up
Japanese Yen 96.87 90.46 (0.5)% (6.6)% down down down
Precious Metals
Gold 1,895.10 1,801.80 (0.7)% (4.9)% down (weak) neutral up
Silver 26.41 25.23 (2.2)% (4.5)% down down (weak) up
Platinum 1,079.20 1,061.40 (4.3) (1.7)% down down (weak) up
Base Metals
Palladium 2,453.80 2,662.40 1.0% 8.5% down (weak) up up
Copper 3.52 4.40 1.9% 25.0% neutral up up
Energy
WTI Qil 48.52 72.07 0.7% 48.5% neutral up up
Natural Gas 2.54 4.03 (new highs) 10.1% 58.7% up up up

Source: www.stockcharts.com, David Chapman

Note: For an explanation of the trends, see the glossary at the end of this article.
New highs/lows refer to new 52-week highs/lows and in some cases all-time highs.

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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