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Bear rally, hikdikely, pausepossibk, recession indiators, Dollar history, stock divergengesnergy wobble

The stock market rally continues. However, we warn this is a bear market rally even as we could return to the
2022 high. Big week ahead with the FOMC and ECB rate hikes along witls tartiary jobs report on

Friday. Expectation now is 25 bp for the Fed and 50 bp for theB&DBfiting from higher inflation aneetail
companies such as Metro Inahichdedared an increased dividenis held in the Canadian Conservative

Growth Strategy andwhichannouncedits strong salesvere due mainlyto higher inflation Watch for hints

that the Fed will pause after maybe one more hike. Jobs are expected to be reported lower.

Canada hiked 25 bp this past week and the BofC amedia pause. We look at our two favourite indicators
for predicting a recession. We also examine the time between Fed Funds peak and the start of a recession
along with how the stock market bear trough lines up with the end of the recession. We alsat fadling PE
ratios and housing prices along with the still bull market for commodities.

Our chart of the weekpage 9)Jooks at the US$ Index over the past 50 years. Stock markets are still rising but
there are some divergences. Oil prices wobbled this paskvaee natural gas keeps falling. Precious metals
were mixed.

Markets may still be rising but storm clouds remain. Just like the growing winter storm outside. 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 reache?0& 416
3028 or msamuel@enrichedinvesting.com
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GAnybody who plays the stock market not as an insider is like a man buying cows in the mooslight
T Daniel Drew, American businessman, steamship and railroad devefm@acierwho made a fortune
andlost a fortune; 17921879

OWe had a booming stock market in 1929 and then went into the world's greatest depression. We have a
booming stock market in 1999. Will the bubble somehow burst, and then we enter depression?, Wathe
things are not differente
T Jeffery Sachs, American economist, academic, public policy analyst, director of The Earth Institute and
The Center for Sustainable Development at Columbia University; b. 1954

OEven from the very beginning, | didnfut any money in the stock market.
T Trey Parker, American actor, animator, flmmaker, composecreator ofSouth Parland The Book of
Mormonwith Matt Stone; b. 1969
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As wasxpected by manythe Bank of Canada (BofC) hiked its bank rate 25 bp to 4.5%. If there was a surprise
it was the BofC indicating that they expect to hold off on further rate hikes. That makes Canada the first to
signal that they may be ending rate hikes and preicigdny further monetary tightening. At 4.5%is the

highest level since 2007 but it alleaves the bank raté.8% below themost recentrate of inflation. Note how
during the 1970s the bank rate was hiked above the rate of inflation in order to bring it down. Aftetitbat
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rate of inflation remained below the bank rate until the 200@ser since then the rate of inflation hderthe
most part exceeded the bank rate.

The bank, along with many economists, expect the economy to only stall 23, 20though many expect

housing prices to fall further. A recession, yes, but only a omiéd That expectation is prevalent in the U.S.

YR St aSogKSNBE |a ¢Sttt o . dzii shlitofbé deterinined.Thete Arbfecoutse YA £ R 1
some who are expecting a deeper recession. The wide expectation is also that Canadian inflatimderate

to about 3%As we noted, in the 1970s it took a bank rate above the rate of inflasilmmg with a steep

recessionto eventuallybring down the inflation rateWe are not there yet. This is closer to how they

responded to firstound of inflation in the 1978. They hiked rates but not above the rate of inflation. Yes,

inflation came down. Byffter a respitginflation surged again to even higher levgisompting the Vatker

response that brought down the rate of inflation baiso triggered the deepest recessib®80;1983 since the

Great Depression.

That a recession is coming is not in doubt. The questjdmig steep will it b& Due to our limited ability to
research statisticour main sources of information are readilycaessiblesourcedike the Federal Reserve, the
Bank of Canadatatistics Canadand Trading Economicg/e approach things more as an observer &inch

our experience in markets over a-§y8arplus career in theecuritiesndustry. In terms of predictma
recessionthere are two main indicators we look at. Both have historidadignexcellent indicators in terms of
predicting a recession, but not necessarily in determining how deep it will be. Two excellent indicators are the
/| 2y FSNBYyOS . 21 NRQa [ (SHpRditheFHeasul) isfespfdads hie 35/Rak t@asingvil)

the 10-year treasury and th8-month treasury bill vs. the 1§ear treasury.
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Treasury Yield Spreads2-yr vs 10 yr and 3nth vs 10 yr

$UST10Y-SUST2Y 10-vear US Treasury Yield (EQD)-2-Year US Treasury Yield (EOD) INDX @ StockCharts.com
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Onething we note for both chartssthat the signals that the economy could enter a recessiorgereerally
seen long beforarecession actually gets underwanly the very unexpected pandemic recession of 2020
saw the LEI mostly coincide with the start of the recession. As for the interest rate spreadscession des
not get underway until the yieldurvebegnsto normalize. The trough for the spreads generally occuard
average since the late 197@mnaverage of almost 12 months before the recession was officially underway.
The range was 3 months to 24 months. By that definjtiorecession could officially be underway by March
2023, as late as December 2024 or on average by December 2023.

TheSO2y2Ye (SyRa (2 &a4ftARS Ayd2 I NBOSaaizy a2YSGAYS
whether the Fed follows the lead of the BofC with only a 25 bp hike in the Fedndta hint that they may
pause Markets tend to act positively to a pae in rate hikes. But the actual trough of the stock market
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Sourcewww.stlouisfed.orgfor Fed Fundswww.wickpedia.orgfor recessionsywww.stockcharts.confor stock market

Do we have any sign of a recession? Yes, some indicators are slowing but key indicators like unemployment

and the GDP are holding uphe most recent advand@DPQ4 saw the U.S. economy grow at a rate of 2.9%
annualized. That was aboviea expected 2.6% growth ratelowever, looking underneath the numbeegsbig

chunk of it was inventory buildup. With retail sales weakening, will that inventory b& €sldould we face a

weak Q1 2023Rlote in the chart below that GDP growth tends to bottom late in the recession and the

dzy SYLX 228 YSyd NI GS GSyRa G2 LISF]T FFGSNI GKS NBEOSaana2,y
the recession is underway. While GDP growth is slowing béfiereecession starts.
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By many measurements the stock market is still overvalued. The Shiller PE Ratio at 29.29 is still well above its
long-term mean of 17. That suggests that the PE ratio may hatieer to fall. That huge spikevas thepeak in
December 1999 before the onslaught of the dot.com crash. The Ipefake the 200%2009 financial crisis

crash was well below the dot.com peak. Thestn@cent peak was still below the dot.com peak tmais the
secondhighest on record. Depending on the steepness of the recessioould fall below the mean. But if the
predictions of a shallow recession hgilden it may not reach the mean. Even theF5800 PE ratj@urrently

at 20.97 is above its longerm mean of 15.99. That PE ratio hit its peak in May 2009 before falling sharply.

Shiller PE Ratio 18¢2023
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The result of all of this jsve believethe current rebound underway is a beararket rally or what some
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recession is declared ovand, given the recession is not yet officially underwidypuggests we have months
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Rosenbergwww.rosenbergresearch.coymotes that on averagetl KS a4 G2 01 YI NJ SG GNP dzaK
16 months after the Fed starts to pauge.other wordsthe stock marketnaynot start a more sustained rally

until the economy is swinging into recoveafter the end of the recession. As wdhe normalization of the

yield curve would also be well underway.

All of this suggests that we have yet to see the worst effects oktfeT f G A2y YR NI GS KAT1S
major defaults. Yet there are numerous sovereigns that are either bankrupt or on the verge of default and
bankruptcy. Some thirteen countries have an S&P rating of(JQGICstatus)r lower orarenot even raéed.

Familiar names are Argentina, Ethiopia, Pakistan, Republic of Congo, Ukraine, Vehebaslarand Russia

(already forced into defauktven astey could easily payMany otherstoo numerous to list or coungre

rated below investment grade of BBBumerous corporations are rated below BBB and a large number are
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rated BBB and could fall further if a recession hits. We have noted the zombie companies of Japan and China in
its property sector(Zombie comparsarethose still functioninghat should have been declared bankrupt

long ago) Thehousing indexor both Canada and the U lsas been falling for months. The worst, many
suspectisstillto comein what was a very overvalued housing market partidylar Canada. As they say,

everything eventually reverts to the mean. We are still well above that. In the U.S. a downturn in the housing
market is just getting underway.

U.S. Case Shiller Home Price, Canada New Housing Price (857
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It is also unlikely that commodity prices have toppBihce starting to rise out of the depths of the pandemic
recession in 202@he CRB Index has nearly tripled. The recent pause is a correction within the context of a
new bull market in commodities. This is not dissimilar to what we saw in the inflationary 1970s and the
emergence of China and the commodities boom of the 2080far, we believe the first leg up is complete
and the current pullback is the correction. A third wave or C wave up is to come. This shgolubfer gold

in particularas it peaked in 1980 during the inflationary boom and again in 2011 after the cortynpedik of
2008.
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CRB Index 1952023
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There are wildcards as wellwo in particular climaterelated disasterswhich caused over $300 billion in
insured damagein 2022and displaced milliongnd the potential foMVorld War llbetween the U.S./NATO

and Russia that would no doubt draim many other playerdncluding ChinaThere are some interesting hot
spots worth keeping an eye on as anyone of them of could erupt into something broader. Ones we see are
Serbia/Kosovdgyes, the Balkans again where WW1 starféderbaijatArmenia/NagorneKarabakh, and
Iran/Israel as well as the growing Israeli/Palestinian confli live in difficult times.
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$USD US Dollar - Cash Settle (ECD) ICE
26-Jan-2023
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Ever since the world came off the gold standard in August 1971, originally set by the 1944 Bretton Woods
agreement of gold at $35/ouncand unleashed the world of fiat currencies (currencies with no value except
what governments say they are worth) in 19¥& havewitnessedwild gyrations not just in the U.S. dollar
but in a wide range of currencies. Our chart of the US$ Index (bBD¥9the wild gyrations seen over the

0S5

past fifty-plus years. If you used the word rolenaster@ 2 dz ¢ 2 dzf Ry Qi

GNRY I P

In looking at the chart abovéwo things stand out. Firstvhenthe USDX topghe downward swing is swift
and persistent. A spike tapr somethingclose to one appears normal. Secohdttoms take years to form.

That first bottomlasted from roughlypecember 1987 to December 1996. The second long bottom lasted from
j dzSaGA2y 2y SHBSNBEIDXBOPEI?YAYR Y25

November 2004 to May 2014.K S
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Rising inflation and the Fed embarking on interest rate hikes wererime reason for the sharp rise in the
USDX from the low in June 2021. The Fed embarked on hikingnatesch 2022. Since then, they have hiked
the rate seven times from effectively zero to the current 4.5%. Now the Fed is expected to slow the rate of
increase. This coming week is the FQOM®Berethe Fed is expected to raise rates only 25Will they hint at a
slowing or pausingf rate hikes as did the BofC this past week?

Inflation, which hit a low of 0.2% at the height of the pandemic in RI280 rose steadily to a peak of nearly

9% in June 2022. Since then, it has slowed to 6.4% in December. Supply disruptions because of COVID, the
outbreak of war in Ukraine in February 2022, lockdowns in China over Caddifbod supply disruptions
sparkedby droughts in numerous cregrowing countries were largely behind tirdlation and the subsequent

rise in interest rates.

But with the suspicion that the Fed is nearing the end of its rate hikes and signs that the U.S. economy could be
slowing(despie still strong employment and GDP repgrttie USDX has most likely topped out. The looming

debt limit crisis is also playing a role in weakerimgUSDXTheUSDX tends to top out before the Fed pauses.
There is no thought at this time that the Fed wabalut interest rates. That is not expected in 2023.

Gold andhe USDX have a largely inverse relation with each other. Despite the gold standard ending nearly 52
years agothere remains a strong tie between gold atiet USDXNote how gold appears to poas the USDX
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September. Gold made a series of lows during September, O¢tateNovember 2022 oinciding with highs

in the USDX.
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12.6%
10.5%

9.5%
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@7.0%

(5.3)%
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1.5%
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1.0%

5.7%
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Daily (Short
Term)
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up
up
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up
up
down
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up

up
down

Trends

Weekly
(Intermediate)

Monthly
(Long Term)

up up (weak)

up up

up up (weak)
neutral down (weak)

up up (weak)
neutral down

up up (weak)

up neutral
neutral down (weak)

up neutral

up neutral
down up

down (weak) down

up down

up neutral

up down

up down

up up

up up (weak)

up up
down down

up up (weak)
down up (weak)
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Stock markets continued their winning ways in January. Given we only have two days left in thebamirb

an utter disaster stock markets appear to be headed for an up month. According to the January barometer

thai 02RSa ¢Sttt TFT2NJ GKS &8SINW® 2SS y20S GKIFd GKS ¢2NR
bought, with Bitcoin and the NASDAQ (FAANGS) leading the way. But not to dat tdeead of ourselvesve

also noted in earlier writaips that while the January barometer has an excellent track record since 1950,

since 2000 the barometer has seen its accuracy of predicting the year drop from 83% to 60%. Most of the
YAdaasSa KIFE@S 200d2NNBR aAyOS wnnnd { 23 oudShaig&andtheRy Qi
NAala NS GKSNB yR (Yy26y® | 26SOSNE SOSY 6S 1y26 |
CSOoNXzZE NE A& 1y26y & GKScNoSmbiertd Apyl.|As they sayi BugwhémitS & G & A |
snows, sell when it goes.

This @st week the S&P 500 gained 2.5%, the Dow Jones Industrials (DJI) was, inutltB&dDow Jones
Transportations (DJT) divergddilling a small 0.4%. The NASDAQ was up,4h@2big winner on the week.

The S&P 400 (MID) was up 2.4% while the S&P 600 (SMALL) was up 2.1%. Both are up almost 8% thus far in
January vs. the S&P 500 up only 6%. RisBitecoin, the ultimatedrisk oré gained 8.8% and is now up 39.2%

so far in 2023Risk on!
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In Canadgthe TSX rose 1.0% but the TSX Venture Exchange (CDNX) was off 0.3%. Over tineh®&ddn

FTSE was off a small 0.1%, EuroNext gained 1.3%, the Paris CAC 40 madeewnhifhsgaining 1.5%

while the German DAX was uB%. InAsid KAyl Q&8 { KIy3aKI A LyRQBarNevlexi 0 61
| 26 SASNE (KFG RARY QG aSSY (2 AYLI QH2 yiX Sy 2y23 erRA RYAQ (i ¢
attention either, as the Hang Seng (HSI) was up 2.8%. Speaking of the HSI, it is up 55% since its October 2022
low and is now very overbought. The MSCI World Index was up 1.8% this past week.

We continue to believe we are embarking on a corrective bear market rakyndtt ithe start of a new bull

market. The big down wave of 2022 was a-naeve declinetelling us we are in a major bear market. The low

in October signified the end of Wave A down of a bigger ABC corrective pattern that should play itself out over
the next few years. If that was the A wave, we are now on the B wave up, a wave that could last several

months. With the S&P 500 breaking out over its downtrend, iveemay be on our next phase up. This wave

could carry up to around 4,300/4,400. In a big mave could even return to the 2022 high of 4,818.

Naturally, that would drag in all the bulls and the bears would then spring the ffapreremaintoo many
yS3ALGAPSa 2dzi GKSNB (2 O2y@AyOS dza ¢S | NRllyatFHted 2y |
and we noted that stock markets have a tendency to make their final bottom towards the end of the regcession
y20 G GKS 0S3IAYyYyAy3Id . dzi 6SFENI YFEN]J SO NrfttasSa OFy ¢
appear until we break b&ounder 3,800. If we did, the rally is most likely over.
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37-Jan-2023
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The NASDAQ had struggled since collapsing in 2022. But it now appears to be breakingtdeast trying

to. In 2022the NASDAQ was the big loser of the major North American indicéest oo d®M: & { 2
the big winnerup 11.0% tKS 2f R a523a 2F (GKS 52¢¢ (GKS2NE GKI
winner. With the NASDAQ leading the waguld it dso be we are seeing a return to risk as8éds, as we say

& NJA a?Bitc@n/up a big 39.2% sofarinJanyads NE 2 YA FAS& GNRa]l 2yéd ¢KS
week again leading the way. The NY FANG Indexwas upl9.3% Ay S YLK ly&Exl A\KS dMNIEaC! 2
winnerwas Tesl@ dzZY LAY 3 oo ®o: oOadza]l Ydzald 0SS 2dzYLIAy3d gAGK 22
the richest man in the world). Nvidia was up 14.2%, while Meta jumped 8.9%. Maybe news that Donald Trump
could be back on Facebobklped. The only FAANG loser was Alibabavn 1.3%. The NASDAQ is now testing
the 206day MA and the downtrend line from the highs seen in late 2021. We noted the likelihood of five wave
downs from that high bottoming in October at 10,088. If all thatogrect,thenwe are in the ABC correction
that could last a few months. It is possible waves A and B are complete and we are now embarking on the C

wave up.
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Sourcewww.stockcharts.com

This may turn out to mean nothingut we noted this week that the DJI was diverging with the NASDAQ 100
Ob5- 0 LG Aa faz2 RAOGSNAAY3I gAGK GKS ONBFRSNI b! {51!\
highs but so far, we appear to be seeing the NDX break out. The DJI has already brgk®rt @it slowing

now in relation to the NDX? Normaltivergencesre compared between the DJI and the Dddcording to
Dow Theory. But we thought it was at leastrsgthing to note.
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