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Possible top indicators diverge, Canadianonly taper, commodity pullback defensiveswitch, bond warning

I am on a Northern Ontario adventure for the next three weeks (Leave on thev&sting some of Northern
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Markets may have hit a temporary top that could continue into September. Numerous divergences are
showing up in indicators that we note. Tipast week saw some new highs followed by lower clases
NEOSNEIt® ¢KS ¢{- /2YLRAAGS ONR1S &adzlJLl2NI RFGAYy3
tongue again but the central banks continue to view it as transitory. Nor willabeirationally so interest

rates will not be raised and QE will continue although the Bank of Canada has announced a tapering but the
Fed is unlikely to follow.

Our chart of the weekpage 7§ looks at the Commodity cycle once again and one thing we note tisutiméoer
has now fallen 70% from its highs. So the upcycle will persist for years but there could be pullbacks, some
sharp.

We have a number of extra charts this week noting the switch from small cap stocks to large cap stocks and
consumer discretionario consumer stapledefensive measurefor example, lhe second largest grocery

retailer inCanada Empire CompanyLimited, pays a dividend that has grown average %per year since

2018, hasad214%growth of earnings per shamgnce 2017and is held in th&€anadianConservativeGrowth
Srategy.Yield curve flattening as long rates are coming down. Is the bond market warning us? Gold continues
to struggle here but should move higher and oil appears to have hit a temporary top.
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* Reference to theCanadia Conservative Growth Strategyd its investments is added by Margaret Samuel,

President, CEO and Portfolio Manager of Enriched Investing Incorporated who can be reacheg(8 3023
or msanuel@enrichedinvesting.com
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something between tremendously difficult and actually impossible, with a strong shift toward the latter as
timescales get2 y 3 S NIb ¢
T Andrew McAfee, principal research scientist at MIT, cofounder and codireckiTohitiative on the
Digital Economyat MIT School of Management, author®&ce Against the Machirf@011), plus others;
b. 1967

GCKSNBE INB (62 aVYAYR2 aBF 6K2NRQAYRDiSRIY 26> yR (K2asS ¢
T John Kenneth Galbraith, Canadiamerican economist, diplomat, public official, intellectual, author of
The Affluent Societ{l958), plus others; 19@2006
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filmmaker; b. 1979

The inflation fuss is all about cars. Yes, cars. Apparently, thieésphave been going through the roof. Used
cars and rental prices leaped 12% in June 2021 and 88% from a year ago. Used car prices are up 11% in June
and 45% from a year ago. New car prices were up only 2% and 5% respectively.

{22 6KI{QAa cardicgsaThe parderickciash caused a lot of rental companies to unload their
excess cars that were no longer being rented to raise cash so they could survive. HeH@{ICBH], a car
rental behemoth, declared bankruptcy a year ago May although theg haw reemerged. Avis (CAR
NASDAQ) saw its Q2 revenues fall 67%. Then, to replenish their fleets there was a chip shortage which
translated into a shortage of new cars to buy. Raptdemand leaped into used cars, helping to push prices
skyward.

Econonists have calculated that if one removes what they cabhpening sectors i.e., used cars and trucks,
rental cars and trucks, hotels and airline fares, recreation services like gyms, insurance for motortwvehicles
then one discovers that they make up 12%ofe inflation and accounted for twthirds of the June inflation
jump. For the record, the CPI jumped 0.9% in June (above expectations of 0.5%), theeygaar CPI was up
5.4% (expected 4.9%), the core inflation rate (ex food and energy) gainednQJ8%e (expected 0.4%), and
the core inflation rate yeaoveryear jumped 4.5% (expected 4.0%).

Food prices have also soared, led by soybeans, which have doubled in the past year. Other foods have gone up
as well and the cost of shipping has gone ggeen by a rise in the Baltic Dry Index (BDI) that measures

shipping rates for ships handling many goods, including grains. The BDI is back where it was in 2009 (see chart
below).
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CPI, Core CRlYearOverYear % Change, deear Treasury Note (yield)

FRED ,_5;5 — Consumer Price Index for All Urban Consumers: All ltems in U.S. City Average
— Consumer Price Index for All Urban Consumers: All Items Less Food and Energy in U.S. City Average
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Baltic Dry Index
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To add to the confusion over inflation, the Producer Price Index (PPI) came out theadahafCPl. Once

again, prices jumped. The PPI for June was up 1% (expected 0.6%)\Neamgrar PPl was up 7.3% (expected
6.8%), while the Core PPI for June also rose 1% (expected 0.5%) anudergarar the Core PPl was up 5.6%
(expected 4.9%). At theame time, Canada also released its PPl numbers and the preliminary June PPI actually
fell 0.4% while the yeaover-year preliminary PPl was up a whopping 16.2%. The inflation issues in Canada are
the same as in the U.S. Given the jump in the PPI, iniléysteria is rising.
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While the CPI numbers were bad, in some respects the PPI numbers were worse. PPl is what impacts the
manufacturing base. While the PPI was up 5.4%, individual components were up even more. Goods were up
11.7%, energy up 35.2%, areghdces up 5.2%. These numbers somehow work back to the consumer in the CPI
FYyR O2dzZ R S@Sy AYLI OGO YIydzZFlI OGdzNENRa o62G02Y tAySao

For the consumer, here is how gas prices at the pump have jumped in the past year. For Canadians, the gas
price might seem lowGas at the pump in U.S.$ here in Toronto is at least $1 higher.

18 Month Average Retail Price Chart
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But then along came Jerome Powell to calm things down. Powell said the U.S. economic recovery still has a
way to go. Emipyment remains well down from February 2020 before the pandemic. Only 70% of the jobs

that were lost have been recovered and the official unemployment rate (U3) is a full 2.4 points above the level
of February 2020. The economy is improving but the Fetdda/ing no signs of tapering as the Fed believes

the economy still needs help. Surging COVID variants could throw yet another hook into the economy. Cases
are rising once again in the U.S. but primarily among the hardcore holdouts to vaccinations winat &@co

some 99% of new cases. Much of the world is still unvaccinated and that could also cause problems as cases of
the COVID variant rise.

While tapering appears to be off the table for the moment, the Fed will continue to soak up excess cash in the
reverse repo market. By conducting reverse repos, the Fed is putting the brake on any potential for negative
interest rates, something it clearly does not want. The Fed acknowledges that inflation has gone up and there
may be a few more bad reports to corbat they maintain, along with other central banks, that the current

inflation is transitory 2 NJ Yl 806S (GKS ¢g2NR &aK2dzZ R 0SS adSYLRNI NE ®é
Pynn YR bdonn o0Aff A2 -bhdkd saBiteriave fudd $RI6 Yilloa sirkef Y2 NI 3 | -
February 2020 as part of its QE program. In Canada, tapering has come to the forefront and the Bank of

Canada (BofC) has announced a further cut to $2 billion/week from $3 billion/week. In that respect the BofC is
ahead of other cental banks.
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The situation is transitony or is it temporarg because of production bottlenecks, supply constraints, and

other factors that have helped spike prices. As things settle down and the initial leap in prices levels out, it
should begin to unravehe production and supply constraints that are sparking the current round of inflation.

It probably is not unusual that, given the pandemic, many services were hard hit; demand surged because of
re-openings and prices surged with it.

Fed Chair Jerome Pelland BofC Governor Tiff MacKlem are both onside as to their belief that inflation could
be transitory, but both admit that it could be higher than expected, at least in the near term. Supposedly, the
formal 2% range for inflation could easily becomed@ifig forward without even announcing the change. Will

a rise in inflation spark an interest rate increase before 2023? While we doubt it, given the language and
nuance from the Fed Chair and BofC Governor, it cannot be outright dismissed. It would; saythiee a

mistake to act prematurely. Some economists are suggesting it could. If history is any guide, the odds favour
that once the initial spike occurs the inflation rate will cool over time. Central banks are not known for jumping
to conclusions athe first sign of trouble. Without saying it, both the Fed and the BofC will tolerate a higher
rate of inflation for a period. What one has to do is watch the market and see how it reacts.

And here it is potentially revealing. After initially spiking bomat 1.42%, the U.S. 3@ar treasury note has

since fallen to 1.30%. Bond markets tend to look beyond the current set of numbers and what they see could
be an economy not quite as robust as what many would like it to be. The bond market is concernethabout
potentially negative effects of the COVID Delta variant; the infrastructure bills keep getting cut back in order to
get an agreement; and China is trying to cool its economy, which could reverberate back to the Western
economies. Gold prices rose evanthe U.S. dollar rose, seemingly an anomaly. The stock market has shown
weakness, and it is moving into a period of seasonal weakness that extends into September/October. Still, we
have seen lows in August and instead it rallies into October. 2007 g@scbexample of that.

Other economic numbers out this past week were indicating an economy that is maybe not as robust as many
g2dzf R tA1S AU G2 0Sd® ¢KS tKAft&@ CSR al ydzFl OGdzNARy 3 |
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June was 75.4% vs. an expected 75.6%. The NY Empire Marnotatitdex did surprise at 43, well above the
SELSOGSR My YR aléQa mtond LyAGALFET 2206t Saa Ofl Ava
FYR 0Sf2¢ GKS LINBOA2dza 6SS1 Q& oycsnnnd CAyttddae I NBI
decline of 0.4%. Strip out the volatile auto sales and retail sales were up 1.3% vs. an expectation of a gain of
0.2%. Could this be another peSOVID leap that could cool later as the COVID variant takes hold? Is the

economy blowing hotorcold?®t £ = YI @6 S A (i Qranotdob o nottd® kol LJ2 NNA R3S

One thing coming that might cause some hiccups is the U.S. debt ceiling. The debt ceiling needs to be raised, or
d €SFHad SEGSYRSR 02NE 2RRf &3 aadza1S8n Belavethisitiie § KS 6+
around it might not be a problem. Indeed, we have heard virtually nothing on it. The current debt ceiling is
$21.988 trillion and that has been in place since December 2015. Yet the Federal debt currently stands at $28.5
trillion. There was a debt limit crisis in 2011 and Z2MA 3 where it was threatened that the U.S. could

default. There was a lot of noise and partisan wrangling. A temporary shutdown. Bond yields fell and the stock
market wavered in 2011, but part or most of thrmay have been due to the EU/Greek crisis that was occurring

at the time. The stock market barely wavered in 2€A1 3 and kept going uince 2015 the debt ceiling has
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been extended by effectively continuing to suspend it. Could the sameliaipgenag A YK LG R2Say Qi
be a burning issue.
U.S. Debt Ceiling Crisis of 2011 & 262Q13
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The inflation numbers may well have come in above expectations. But there continue tbdresigns that

business activity is struggling, not steaming. One measurement is the Cass Freight Index that actually faltered
in June after rising steadily since the trough of the pandemic over a year ago. Expenditures went up but
shipments went down. We2main more concerned about the massive growth in money supply, particularly

M1 that has leaped some 300% since April 2020. Will that money get spent? With many jobs not coming back
and support payments and benefits coming to end, could we instead hbgeidity crisis as M1 falls, with

people forced to spend their savings to pay the rent or face eviction?

We leave you with the chart on inflation from Shadow StetsW.shadowstats.com Shadow Stats compares

the current inflation with the way inflation was calculated back in 1990. Since then, the CPI then become more

a measurement of what is needed to maintain a constant standard of living rather than reflecting the cost of

living. Yeaoveryear the official €1 shows a rise of 5.4%, but using the Shadow Stats inflation calculations it
NEBlIffe Aada mMoodm:d LGQa GKS SljdZA @t Syl 2F adzadAaddzia,y
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$CRB Reutersilefferies CRB Index (EOD) INDX @ StockCharts.com
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There still appears to be quite a debate over whether a new commaodity supercycle is underway. The recent
rise in the Commodity Research Bureau Index (CRB) from the bottom of the Marcha2@inic panic

seems to suggest that, at minimum, there is a strong rebound in commodities underway. A surge in demand as
economies open up, coupled with shortages that were caused initially by the pandemic arepeotvged

reason for the rise. As welhére has been a surge in demand in commodities foifiéds and green

solutions. Also, investment funds have poured in to take advantage of the rise and use it as a hedge against the
explosive growth in money supply and currency devaluation. Climate elandd play a significant role in a

new commodity cycle as the world faces out of control wildfires, floods and major pollution.

But not all commodities rise at the same time or speed and they can take turns providing leadership. An early
leader this tme was lumber as it soared over 530% to a peak in May 2021 from its low in early April 2020. But
that was then. Since then, it has fallen almost 70% but remains up just over 95%. The hysteria over inflation in
commodities appears to be taking a bit of & hi

The early part of the millennium saw a huge rise in the CRB Index to a top in 2008. That boom was dominated
08 GKS aKFNLI NAR&AS Ay 2Af LINRAOSA G2 pbPmnTX I NRaS 27
crash, commodity prices roseaig, led in many ways by gold soaring to over $1,900 for a gain of 650% from

2001 and silver to $49.50 for a gain of over 1,100% since 2001. The third rise in the past 20 years was seen
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from late 2015 to 2018 for a muted gain of 34% for the CRB. It is@lgnaccepted that the last commodity
supercycle peaked in 2008 with a secondary top in 2011. After peaking in 2008 the CRB has been in a long
decline ever since until now falling almost 79%. From the March 2020 low the CRB is up just over 100%.

Since he late 18 century there have been seven very distinct commodity booms. They were:
17751779 (+201%)

17921814 (+114%)

18431864 (+197%)

18971920 (+277%)

19331951 (+327%)

1968;1980 (+255%)

1999%2008/2011 (+278%)

= =4 -4 -4 -8 -8 19

The average gain has been 235% ancethsh average 15 years. By that measurement the current boom

might be about halvay there in terms of gains, but may still have many years to run, given it has only been a
year and three months since the last major low. That could see the current bobthraggh the 2020s and

well into the 2030s. But it is not a straighp affair. Pauses/corrections, some of which could be sharp, during
a boom are not unusual. Key, of course, is that the lows of March 2020 are not seen again.

What is interesting is tht peaks in the commodity booms usually coincided with wars: the American

Revolution (177§1783), the War of 1812814, the U.S. Civil War (18@B65), World War | (1914918),

World War Il (19381945), the Vietham War (19§%2975), and the War on Terrorf@ghanistan/Iraq) in 2004

2011. While the latter has been ongoing, peak activity was around 2011 before it began to wind down. If war is
a key component of commodity booms, speculating as to what the next war is, is difficult. Could current
tension betweerthe U.S. and China and Russia end up in a real war?

We have no doubt a commodity boom of some significance is underway. How far it goes and for how long is
open to speculationA significant driver could liebesides the requirements to combat climate clgarand/or

build back from the devastation caused by the massive infrastructure needs of the U.S. and Canada and, to
a lesser extent, elsewherehiia and the U.S. will continue to be major consumers of commodities and the
competition for them is a parf the current tensions, even if it is unspoken.

The next chart shows the gains for selected commaodities since 2019. Lumber has led the way, up 59.2%,
followed by WTI oil +57.6%, soybeans +55.5%, corn +47.2%, and gold +41.7%. The CRB Index ishg 25.2%. T
CRB Index contains 19 commaodities. 39% of the index is energy, 41% agriculture, 7% precious metals, and 13%
industrial metals. Besides the commodities noted on the chart, the others are aluminum, cocoa, copper,

heating oil, lean hogs, natural gas, nickeange juice, RBOB gasoline, sugar, and wheat.

Chart on next page
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Selected Components Gains 2@2®21 %

$CRB Reuterstlefieries CRE Index (EOD) INDX
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31MARKETS AND TRENDS
% GaingLosses) Trends
Close Close Week YTD Daily (Short Weekly Monthly (Long
Dec 31/20 Jul 16/21 Term) (Intermediate) Term)
Stock Market Indices
S&P 500| 3,756.07 4,327.16 (new highs) (1.0)% 15.2% up up up
Dow Jones Industrials  30,606.48 34,687.85 (0.5)% 13.3% up up up
Dow Jones 12,506.93 14,491.91 (2.4)% 15.9% down up (weak) up
Transports
NASDAQ| 12,888.28 | 14,427.24 (new highs) (1.9)% 11.9% up up up
S&P/TSX Composit( 17,433.36 19,985.54 (1.3 14.6% up up up
S&P/TSX Venture (CDN]  875.36 908.31 3.2)% 3.8% down neutral up
S&P 600 1,118.93 1,297.56 (4.6)% 16.0% down up (weak) up
MSCI World Index  2,140.71 2,324.87 (0.1)% 8.6% down up up
NYSE Bitcoin Inde; 28,775.36 31,893.66 (5.0)% 10.8% down neutral up
Gold Mining Stock Indices
Gold Bugs Index (HUl  299.64 265.13 (1.4)% (11.5)% down down up
TSX Gold Index (TG[L  315.29 300.13 0.2% (4.8)% down (weak) down (weak) up
Fixed Income Yields/Spread:
U.S. 10vear Treasury Bond yiell 0.91 1.29% (4.4)% 41.8%
Cdn. 10Year Bond CGB yiels 0.68 1.25% (5.3)% 83.8%
Recession Watch Spread
U.S. 2year 10year Treasury spreac 0.79 1.06% (6.2)% 34.2%
Cdn 2year 10year CGB spreac 0.48 0.81% (1.2)% 68.8%
Currencies
US$ Index 89.89 92.69 0.6% 3.1% up up down
Canadian $ 0.7830 0.7930 (1.3)% 1.2% down neutral up
Euro 122.39 118.07 (0.6)% (3.5)% down down up
Swiss Franc  113.14 108.74 (0.6)% (3.9)% down down up
British Pound 136.72 137.63 (1.0)% 0.7% down up (weak) up
Japanese Yer 96.87 90.87 0.1% (6.2)% neutral down down
Precious Metals
Gold 1,895.10 1,815.00 0.2% (4.2)% neutral neutral up
Silver 26.41 25.80 (1.6)% (2.3)% down neutral up
Platinum 1,07920 1,108.50 1.2% 2.7% neutral neutral up
Base Metals
Palladium | 2,453.80 2,637.30 (6.2)% 7.5% down up up
Copper 3.52 4.32 (0.7)% 22.7% down (weak) up up
Energy
WTI Oil 48.52 71.56 (4.0)% 47.5% neutral up up
Natural Gas 2.54 3.66 flat 44.1% up up up

Sourcewww.stockcharts.comDavid Chapman

Note: For an explanation of the trends, see the glossary at the end of this article.
New highs/lows refer to new 5&eek highs/lowsand in some cases diine highs.
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$SPX S&P 500 Large Cap Index INDX @ StockCharts.com
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Is the stock market now poised to make its lemgected correction? This past week the S&P 500 made new
all-time highs once again, then reversadd closed lower, down 1.0%. Others joined the S&P 500. The Dow
Jones Industrials (DJI) fell 0.5% while the Dow Jones Transportations (DJT) dropped more, off 2.4%. The DJT
continues to diverge from the DJI as the DJT has been quite weak now, down 1iwhs flitime high seen

back in May. The DJI, on the other hand, is down only about 1% fromtita@klso seen in May. The

NASDAQ dropped 1.9% this past week after making anothtmallhigh. Others making dilme highs this

past week but, as witthe S&P 500, closed lower were: the S&P 100, NASDAQ 100, Russell 1000 and 3000, and
the Wilshire 5000. The Dow Jones Utilities (DJU) was about the only index to close higher, gaining 2.3% on the
week.

Here in Canada the TSX fell 1.3% while the TSXinddixchange (CDNX) dropped 3.2%. In the EU the London
C¢{9 ¢6la R2¢6y mMPy:23 GKS tINR& / !/ nn FSEf mMoOm:I |yl
(SSEC) was up 0.4% and the Tokyo Nikkei Dow (TKN) gained a small 0.2%. The TKN cloofimnvey to

vulnerable to a downside move. The MSCI World Index fell a small 0.1%. Bitcoin continues to look vulnerable

to a downside move as it dropped almost 5.0% to close the week near 31,000. A firm drop under 30,000 could
send Bitcoin down towards 2@)0.

As we will note below, the S&P 500 appears to be undergoing a stealth correction. The NY SEdeblaace

line is diverging as it has turned down and broke this week underit&a$MA. It did not make new highs

even as the S&P 500 did make newhisigAs well, the VIX Volatility indicator was rising over the past week
even as the S&P 500 also rose. The two are usually inverse to each other. The McClellan Summation Index
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ph: 416.203.3028 fx: 416.203.8825 www.enrichedinvesting.com
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(ratio-adjusted), known as the RASI, dropped under 500 for the first time Biagember 2020. A drop under

500 has in the past signaled a correction ahead. The shallow decline for the markets from August to November
2020 saw the RASI fall to 0. Steep declines such as the pandemic crash saw the RAS1200pAdl these
divergence are signaling that a correction finally appears to be on us. Put buying increased on the week as the
CBOE Put/Call ratio rose to 0.69, the highest level seen since October 2020. If the put/call ratio were to rise
above 0.80 then it could be signaling@tom. Another divergence that some analysts like to note is the S&P

500 making new highs but the NYSE Composite not making new highs. As well, as we note further on, large cap
stocks are outperforming small cap stocks. The small cap indices of the S&Rdab@ Russell 2000 have

turned solidly to the downside.

A potential minimum objective for a pullback would see the S&P 500 drop to around 4,240 where it could find
support. A drop under that level could signal that a decline to the next level of gligpmderway, down to

4,050. At that point the S&P 500 would be down 8% which would fit into our thoughts that we could have a
shallow correction. Under 4,050 could see a steeper decline towards thed@0MA near 3,890. If the market
were to fall under3,700, something we doubt at this time, then a major bear market could well be underway.
Still, as long as we hold above 4,300, we could see the S&P 500 regroup and rise to new highs again.
Divergences then, we suspect, would become even more pronounced.

The August/September period is traditionally a weak time, although we have seen lows in August and a rally

into October. But normally it is the other way around as we fall into September/October and start to rally out

of November. Watch these points cdralzf t @ 2 OSNJ 6KS ySEG F¥S¢6 6SS1a Fa (K
continue to see a shallow correction (which is what we favour) versus a steeper correction that approaches

20% or more.
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$COMPQ hMasdag Composite INDX @ StockCharts.com
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Once again, the NASDAQ made a newirak high. Except that, this time, it made the newtatie high and

then reversed and closed lower by 1.9% on the week. While it was a reversal, it was not an outside week
reversal that would then qudy as a potential key reversal week. We have seen reversal weeks in the past and
each time, after a short pullback, the markets turned back up, once again making new highs. Will we do that
again? After watching a short flurry of selling value stocks aryihly growth stocks they reversed course once
again and growth stocks were sold and value stocks purchased. A defensive move. We saw that with the
FAANG stocks. Facebook lost its lustre, falling 2.6%, while Apple made-tieve &lighs but managed to hold

on to a 0.9% gain. Amazon, however, did the oppositeking new aitime highs, then reversing and closing
down 3.9%. Netflix lost 1.1% while Google survived, making ndimalhighs and holding on to a 1.8% gain.
Microsoft did the same, closing up 1.0¥%esla dropped 1.9%, Twitter was down 3.7%, Baidu was off 1.0%, and
Nvidia fell sharply down 9.4%. Alibaba gained on the week, up 3.0%. The mother of value stocks, Berkshire
Hathaway, fell 1.0%. There is support for the NASDAQ at 14,250 but a breakhatdevel could send it

down to 13,760. Under that level would be a more serious break and we could fall towards taay80A

near 13,100. New highs would change this scenario.
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Sourcewww.stockcharts.com

The pandemic crash of March 2020 was an oddity because once the crash passed the market switched into
favouring small cap stocks (the S&P 600) over large cap stocks (S&P 500). This is well illustrated in this chart of
the S&P 500:S&P 600 Ratio. The S&Prepresents large cap stocks while the S&P 600 represents small cap
stocks. Since March 2021 the ratio is up 18% in favour of the S&P 500. It is now trying to break out over the
200-day MA, a positive development. However, the 24y MA could also aets resistance and a pullback

develops. We have noted a bit of shift recently to risk growth stocks again from large cap value stocks. So, it is
not yet certain that a longererm shift to value stocks is complete. However, trends tend to last for a

consicerable period. The last trend for the ratio in favour of S&P 500 lasted from a low in 2018 to a peak in

early 2020. If the ratio were to fall back under 3.0, then the odds favour new lows and the place to be is in

small cap stocks.
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