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Possible top, indicators diverge, Canadian-only taper, commodity pullback, defensive switch, bond warning 
 
I am on a Northern Ontario adventure for the next three weeks (Leave on the 25th) visiting some of Northern 
hƴǘŀǊƛƻΩǎ ŦƛƴŜǎǘ ǇǊƻǾƛƴŎƛŀƭ ǇŀǊƪǎΦ ¢ƘŜǊŜ ƛǎ .Ŝƭƭ ŎƻǾŜǊŀƎŜ ŦƻǊ Ƴƻǎǘ ƻŦ ǘƘŜ ǘǊƛǇ ǎƻ L ǿƛƭƭ ƘŀǾŜ ǎƻme internet but 
ǘƘŜǊŜ ŀǊŜ ȊƻƴŜǎ ƻŦ ŎƻƳǇƭŜǘŜ ōƭŀŎƪƻǳǘΦ ²ŜΩƭƭ ŀǘǘŜƳǇǘ ǘƻ ƎŜǘ ǎƘƻǊǘ ǳǇŘŀǘŜǎ ƻǳǘ ŜǾŜƴ ƴŜȄǘ ǿŜŜƪŜƴŘΦ   
 
Markets may have hit a temporary top that could continue into September. Numerous divergences are 
showing up in indicators that we note. This past week saw some new highs followed by lower closes ς a 
ǊŜǾŜǊǎŀƭΦ ¢ƘŜ ¢{· /ƻƳǇƻǎƛǘŜ ōǊƻƪŜ ǎǳǇǇƻǊǘ ŘŀǘƛƴƎ ŦǊƻƳ ƭŀǎǘ Ŧŀƭƭ ǘƘƛǎ ǿŜŜƪΦ LƴŦƭŀǘƛƻƴ ƛǎ ƻƴ ǘƘŜ ǘƛǇ ƻŦ ŜǾŜǊȅƻƴŜΩǎ 
tongue again but the central banks continue to view it as transitory. Nor will they act irrationally 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 week (page 7) looks at the Commodity cycle once again and one thing we note is that lumber 
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 discretionary to consumer staples. Defensive measures. For example, the second largest grocery 
retailer in Canada, Empire Company Limited, pays a dividend that has grown on average 7% per year since 
2018, has had 214% growth of earnings per share since 2017, and is held in the Canadian Conservative Growth 
Strategy. 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.  
 
IŀǾŜ ŀ ƎǊŜŀǘ ǿŜŜƪ ŀƴŘ ǿŜΩƭƭ be back full time in a month.  

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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άhǳǊ ǿƻǊƭŘ ƛǎ ƛƴŎǊŜŀǎƛƴƎƭȅ ŎƻƳǇƭŜȄΣ ƻŦǘŜƴ ŎƘŀƻǘƛŎΣ ŀƴŘ ŀƭǿŀȅǎ Ŧŀǎǘ-flowing. This makes forecasting 
something between tremendously difficult and actually impossible, with a strong shift toward the latter as 

timescales get lƻƴƎŜǊΦέ 
τAndrew McAfee, principal research scientist at MIT, cofounder and codirector of MIT Initiative on the 

Digital Economy, at MIT School of Management, author of Race Against the Machine (2011), plus others; 
b. 1967 

 
ά¢ƘŜǊŜ ŀǊŜ ǘǿƻ ƪƛƴŘǎ ƻŦ ŦƻǊŜŎŀǎǘŜǊǎΥ ǘƘƻǎŜ ǿƘƻ ŘƻƴΩǘ ƪƴƻǿΣ ŀƴŘ ǘƘƻǎŜ ǿƘƻ ŘƻƴΩǘ ƪƴƻǿ ǘƘŜȅ ŘƻƴΩǘ ƪƴƻǿΦέ 
τJohn Kenneth Galbraith, Canadian-American economist, diplomat, public official, intellectual, author of 

The Affluent Society (1958), plus others; 1908ς2006  
 

ά²ŜŀǘƘŜǊƳŀƴ ǎŀȅǎΣϦ YŜǾ ǎŎƻŦŦŜŘΦ ϦL ǿƻǳƭŘƴϥǘ ǘǊǳǎǘ ǘƘŀǘ ǎƛƭƭȅ ōǳƎƎŜǊ ǘƻ ƪƴƻǿ ƛǘϥǎ ǊŀƛƴƛƴƎ ƴƻǿΦέ 
τŦǊƻƳ wŀƴǎƻƳ wƛƎƎǎΩ ōƻƻƪ aƛǎǎ tŜǊŜƎǊƛƴŜΩǎ IƻƳŜ ŦƻǊ tŜŎǳƭƛŀǊ /ƘƛƭŘǊŜƴ ςRiggs is an American writer and 

filmmaker; b. 1979 
 

The inflation fuss is all about cars. Yes, cars. Apparently, their prices have 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.  
 
{ƻΣ ǿƘŀǘΩǎ ƎƻƛƴƎ ƻƴΚ ²Ƙȅ car prices? The pandemic crash caused a lot of rental companies to unload their 
excess cars that were no longer being rented to raise cash so they could survive. Hertz (HTZZ-OTCBB), a car-
rental behemoth, declared bankruptcy a year ago May although they have now re-emerged. 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. Pent-up demand leaped into used cars, helping to push prices 
skyward.  
 
Economists have calculated that if one removes what they call re-opening sectorsτi.e., used cars and trucks, 
rental cars and trucks, hotels and airline fares, recreation services like gyms, insurance for motor vehiclesτ
then one discovers that they make up 12% of core inflation and accounted for two-thirds of the June inflation 
jump. For the record, the CPI jumped 0.9% in June (above expectations of 0.5%), the year-over-year CPI was up 
5.4% (expected 4.9%), the core inflation rate (ex food and energy) gained 0.9% in June (expected 0.4%), and 
the core inflation rate year-over-year 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 up as seen 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 CPI ς Year-Over-Year % Change, 10-year Treasury Note (yield) 
 

 
Source: www.stlouisfed.org  

 
Baltic Dry Index  

 
Source: www.stockcharts.com  

 
To add to the confusion over inflation, the Producer Price Index (PPI) came out the day after the CPI. Once 
again, prices jumped. The PPI for June was up 1% (expected 0.6%), year-over-year PPI was up 7.3% (expected 
6.8%), while the Core PPI for June also rose 1% (expected 0.5%) and year-over-year the Core PPI was up 5.6% 
(expected 4.9%). At the same time, Canada also released its PPI numbers and the preliminary June PPI actually 
fell 0.4% while the year-over-year preliminary PPI 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, inflation hysteria is rising.  
 

http://www.stlouisfed.org/
http://www.stockcharts.com/
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While the CPI numbers were bad, in some respects the PPI numbers were worse. PPI 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%, and services up 5.2%. These numbers somehow work back to the consumer in the CPI 
ŀƴŘ ŎƻǳƭŘ ŜǾŜƴ ƛƳǇŀŎǘ ƳŀƴǳŦŀŎǘǳǊŜǊΩǎ ōƻǘǘƻƳ ƭƛƴŜǎΦ  
 
For the consumer, here is how gas prices at the pump have jumped in the past year. For Canadians, the gas 
price might seem low. Gas at the pump in U.S.$ here in Toronto is at least $1 higher.  
 

 
Source: www.gasbuddy.com  

 
But then along came Jerome Powell to calm things down. Powell said the U.S. economic recovery still has a 
way to go. Employment 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 Fed is showing 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 who account for 
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 come but they maintain, along with other central banks, that the current 
inflation is transitoryτƻǊ ƳŀȅōŜ ǘƘŜ ǿƻǊŘ ǎƘƻǳƭŘ ōŜ άǘŜƳǇƻǊŀǊȅΦέ 5ŀƛƭȅ ǊŜǾŜǊǎŜ ǊŜǇƻǎ ŎƻƴǘƛƴǳŜ ǘƻ ōŜ ōŜǘǿŜŜƴ 
Ϸулл ŀƴŘ Ϸфлл ōƛƭƭƛƻΦ ¢ƘŜ CŜŘΩǎ ƘƻƭŘƛƴƎǎ ƻŦ ƳƻǊǘƎŀƎŜ-backed securities have jumped $395 billion since 
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 central banks.  
 

http://www.gasbuddy.com/
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The situation is transitoryτor is it temporaryτbecause 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 unravel the 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 Powell and 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 become 3% going 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, as they say, be 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 at the 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 to about 1.42%, the U.S. 10-year 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 concerned about the 
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 even as the 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 was a good example of that. 
 
Other economic numbers out this past week were indicating an economy that is maybe not as robust as many 
ǿƻǳƭŘ ƭƛƪŜ ƛǘ ǘƻ ōŜΦ ¢ƘŜ tƘƛƭƭȅ CŜŘ aŀƴǳŦŀŎǘǳǊƛƴƎ LƴŘŜȄ ŎŀƳŜ ƛƴ ŀǘ нмΦф ǾǎΦ ŀƴ ŜȄǇŜŎǘŀǘƛƻƴ ƻŦ ну ŀƴŘ WǳƴŜΩǎ 
30.7. Industrial prƻŘǳŎǘƛƻƴ ŦƻǊ WǳƴŜ ǿŀǎ ҌлΦп҈ ǾǎΦ ŀƴ ŜȄǇŜŎǘŀǘƛƻƴ ƻŦ ҌлΦс҈ ŀƴŘ aŀȅΩǎ лΦт҈Φ ¸ŜŀǊ-over-year 
ƛƴŘǳǎǘǊƛŀƭ ǇǊƻŘǳŎǘƛƻƴ ŘƛǎŀǇǇƻƛƴǘŜŘ ŀǘ ҌфΦу҈ ǾǎΦ ŀƴ ŜȄǇŜŎǘŜŘ мнΦн҈ ŀƴŘ aŀȅΩǎ ҌмсΦм҈Φ /ŀǇŀŎƛǘȅ ¦ǘƛƭƛȊŀǘƛƻƴ ŦƻǊ 
June was 75.4% vs. an expected 75.6%. The NY Empire Manufacturing Index did surprise at 43, well above the 
ŜȄǇŜŎǘŜŘ му ŀƴŘ aŀȅΩǎ мтΦпΦ Lƴƛǘƛŀƭ ƧƻōƭŜǎǎ ŎƭŀƛƳǎ ǘƘƛǎ Ǉŀǎǘ ǿŜŜƪ ǿŜǊŜ ослΣллл ǿƘƛŎƘ ǿŀǎ ŀōƻǳǘ ƻƴ ŎƻƴǎŜƴǎǳǎ 
ŀƴŘ ōŜƭƻǿ ǘƘŜ ǇǊŜǾƛƻǳǎ ǿŜŜƪΩǎ оусΣлллΦ CƛƴŀƭƭȅΣ ǊŜǘŀƛƭ ǎŀƭŜǎ ƧǳƳǇŜŘ лΦс҈ ƛƴ WǳƴŜ ǿƘŜƴ ǘƘŜ ƳŀǊƪŜǘ ŜȄǇŜcted a 
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 post-COVID leap that could cool later as the COVID variant takes hold? Is the 
economy blowing hot or cold? WŜƭƭΣ ƳŀȅōŜ ƛǘΩǎ ōŀōȅ ōŜŀǊ ǇƻǊǊƛŘƎŜτnot too hot, not too cold.  
 
One thing coming that might cause some hiccups is the U.S. debt ceiling. The debt ceiling needs to be raised, or 
ŀǘ ƭŜŀǎǘ ŜȄǘŜƴŘŜŘ όƻǊΣ ƻŘŘƭȅΣ άǎǳǎǇŜƴŘŜŘέ ŀǎ ǘƘŜ ǿƻǊŘ Ƙŀǎ ōŜŜƴύ ōȅ !ǳƎǳǎǘ мΣ нл21. Some believe this time 
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 2012ς2013 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 that may have been due to the EU/Greek crisis that was occurring 
at the time. The stock market barely wavered in 2012ς2013 and kept going up. Since 2015 the debt ceiling has 
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been extended by effectively continuing to suspend it. Could the same thing happen agŀƛƴΚ Lǘ ŘƻŜǎƴΩǘ ǎŜŜƳ ǘƻ 
be a burning issue.  

U.S. Debt Ceiling Crisis of 2011 & 2012ς2013 
 

 
Source: www.stockcharts.com  

 
The inflation numbers may well have come in above expectations. But there continue to be other signs 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. We remain 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 have a liquidity 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 Stats (www.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. Year-over-year the official CPI shows a rise of 5.4%, but using the Shadow Stats inflation calculations it 
ǊŜŀƭƭȅ ƛǎ моΦп҈Φ LǘΩǎ ǘƘŜ ŜǉǳƛǾŀƭŜƴǘ ƻŦ ǎǳōǎǘƛǘǳǘƛƴƎ ƘŀƳōǳǊƎŜǊ ŦƻǊ ǎǘŜŀƪΦ  
 

 
Source: www.shadowstats.com  

http://www.stockcharts.com/
http://www.shadowstats.com/
http://www.shadowstats.com/
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Chart of the Week 

 

 
Source: www.stockcharts.com  

 
There still appears to be quite a debate over whether a new commodity supercycle is underway. The recent 
rise in the Commodity Research Bureau Index (CRB) from the bottom of the March 2020 pandemic 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 are a two-pronged 
reason for the rise. As well, there has been a surge in demand in commodities for bio-fuels 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 change could 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 time 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 a hit.  
 
The early part of the millennium saw a huge rise in the CRB Index to a top in 2008. That boom was dominated 
ōȅ ǘƘŜ ǎƘŀǊǇ ǊƛǎŜ ƛƴ ƻƛƭ ǇǊƛŎŜǎ ǘƻ ϷмптΣ ŀ ǊƛǎŜ ƻŦ ŀƭƳƻǎǘ мΣолл҈ ŦǊƻƳ ǘƘŜ ƭŀǘŜ мффлΩǎΦ !ŦǘŜǊ ǘƘŜ нллу ŦƛƴŀƴŎƛŀƭ 
crash, commodity prices rose again, 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 

http://www.stockcharts.com/
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from late 2015 to 2018 for a muted gain of 34% for the CRB. It is generally accepted 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 the late 18th century there have been seven very distinct commodity booms. They were: 

¶ 1775ς1779 (+201%) 

¶ 1792ς1814 (+114%) 

¶ 1843ς1864 (+197%) 

¶ 1897ς1920 (+277%) 

¶ 1933ς1951 (+327%) 

¶ 1968ς1980 (+255%) 

¶ 1999ς2008/2011 (+278%) 
 
The average gain has been 235% and lasted on average 15 years. By that measurement the current boom 
might be about half-way 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 boom last through the 2020s and 
well into the 2030s. But it is not a straight-up 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 that peaks in the commodity booms usually coincided with wars: the American 
Revolution (1775ς1783), the War of 1812ς1814, the U.S. Civil War (1861ς1865), World War I (1914ς1918), 
World War II (1939ς1945), the Vietnam War (1955ς1975), and the War on Terror (Afghanistan/Iraq) in 2001ς
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 between the 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 speculation. A significant driver could beτbesides the requirements to combat climate change and/or 
build back from the devastation caused by itτthe massive infrastructure needs of the U.S. and Canada and, to 
a lesser extent, elsewhere. China and the U.S. will continue to be major consumers of commodities and the 
competition for them is a part of the current tensions, even if it is unspoken.  
 
The next chart shows the gains for selected commodities 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 is up 25.2%. The 
CRB Index contains 19 commodities. 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, nickel, orange juice, RBOB gasoline, sugar, and wheat.  

 
 
 

Chart on next page  
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Selected Components Gains 2019ς2021 % 
 

 
 

Source: www.stockcharts.com 
  

http://www.stockcharts.com/
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31MARKETS AND TRENDS 
 

 
 

  % Gains (Losses)                                 Trends 
   

 Close 
Dec 31/20 

Close 
Jul 16/21 

Week YTD  Daily (Short 
Term) 

Weekly 
(Intermediate) 

Monthly (Long 
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  
                    Transports           

12,506.93 14,491.91 (2.4)% 15.9% down up (weak) up  

NASDAQ 12,888.28 14,427.24 (new highs) (1.9)% 11.9% up up up 

S&P/TSX Composite 17,433.36 19,985.54 (1.3)% 14.6% up up up 

S&P/TSX Venture (CDNX) 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 Index  28,775.36 31,893.66 (5.0)% 10.8% down neutral up 

        

Gold Mining Stock Indices        

Gold Bugs Index (HUI) 299.64 265.13 (1.4)% (11.5)% down down up  

TSX Gold Index (TGD) 315.29 300.13 0.2% (4.8)% down (weak) down (weak) up  

        

Fixed Income Yields/Spreads         

U.S. 10-Year Treasury Bond yield 0.91 1.29% (4.4)% 41.8%    

Cdn. 10-Year Bond CGB yield 0.68 1.25% (5.3)% 83.8%    

Recession Watch Spreads        
 

U.S. 2-year 10-year Treasury spread 0.79 1.06% (6.2)% 34.2%    

Cdn 2-year 10-year CGB spread 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 Yen 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 1,079.20 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 

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.  

http://www.stockcharts.com/
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Is the stock market now poised to make its long-expected correction? This past week the S&P 500 made new 
all-time highs once again, then reversed and 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 10.4% from its all-time high seen 
back in May. The DJI, on the other hand, is down only about 1% from its all-time also seen in May. The 
NASDAQ dropped 1.9% this past week after making another all-time high. Others making all-time highs this 
past week but, as with the 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 TSX Venture Exchange (CDNX) dropped 3.2%. In the EU the London 
C¢{9 ǿŀǎ Řƻǿƴ мΦу҈Σ ǘƘŜ tŀǊƛǎ /!/ пл ŦŜƭƭ мΦм҈Σ ŀƴŘ ǘƘŜ DŜǊƳŀƴ 5!· ŦŜƭƭ лΦф҈Φ Lƴ !ǎƛŀΣ /ƘƛƴŀΩǎ {ƘŀƴƎƘŀƛ LƴŘŜȄ 
(SSEC) was up 0.4% and the Tokyo Nikkei Dow (TKN) gained a small 0.2%. The TKN continues to look very 
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 20,000.  
 
As we will note below, the S&P 500 appears to be undergoing a stealth correction. The NYSE advance-decline 
line is diverging as it has turned down and broke this week under its 50-day MA. It did not make new highs 
even as the S&P 500 did make new highs. As 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 

http://www.stockcharts.com/
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(ratio-adjusted), known as the RASI, dropped under 500 for the first time since November 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 RASI drop to -1200. All these 
divergences 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 a bottom. 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&P 600 and the 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 support is underway, 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 the 200-day MA near 3,890. If the market 
were to fall under 3,700, 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 careŦǳƭƭȅ ƻǾŜǊ ǘƘŜ ƴŜȄǘ ŦŜǿ ǿŜŜƪǎ ŀǎ ǘƘŜȅ ǿƛƭƭ ƘŜƭǇ ŘŜǘŜǊƳƛƴŜ ǿƘŜǘƘŜǊ ǿŜΩƭƭ 
continue to see a shallow correction (which is what we favour) versus a steeper correction that approaches 
20% or more.   
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Source: www.stockcharts.com  
 
Once again, the NASDAQ made a new all-time high. Except that, this time, it made the new all-time 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 qualify 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 and buying 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 new all-time highs but managed to hold 
on to a 0.9% gain. Amazon, however, did the oppositeτmaking new all-time highs, then reversing and closing 
down 3.9%. Netflix lost 1.1% while Google survived, making new all-time highs and holding on to a 1.8% gain. 
Microsoft did the same, closing up 1.0%. Tesla 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 break under that level could send it 
down to 13,760. Under that level would be a more serious break and we could fall towards the 200-day MA 
near 13,100. New highs would change this scenario.  
 
  

http://www.stockcharts.com/
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Source: www.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&P 500 represents 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 200-day MA could also act as 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 longer-term shift to value stocks is complete. However, trends tend to last for a 
considerable 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.  
 
 
  

http://www.stockcharts.com/

