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Volatile week, tech strength, golden safety, soaring bonds, flattened curve, recession hint, Fed protection
Shortened report this week. Will return with a full report next week.

What a volatile week. In the end the stock markets ended mostly down but some such as the tech FAANG
stocks managed to hang in. The NY FANG Index closed the week up 8.5%. The Canadian technology stock
Thomson Reuters recently reported for its 2022 fiscal year, higher annual revenue, expanded profit, stronger
cash from operations, and an increased dividend, and is held in the Canadian Conservative Growth Strategy.*
And Bitcoin and cryptos soared with Bitcoin up 30%+.

But all the turmoil surrounding the collapse of SVB and Signature plus bail-outs? of Credit Suisse and First
Republic resulted in flights of safety as gold and bonds soared. Gold leaped 5.7% to new highs and the U.S. and
Cdn 10-year soared (price) with yields falling. The inverted yield curve also flattened somewhat. That suggests
to us that we are getting closer to recession, possibly Q2 but more likely Q3.

Borrowings at the Fed discount window have also soared and the Fed's balance sheet also jumped. QE again?
No, just the nervousness and jitters over bank failures and everyone rushing to protect themselves in the event
there are more. Hint, there probably are. No, it is not 2008 at least not yet. But every rising interest rate cycle
eventually ends in a debt crisis to some extent and someone(s) fails. No, this time is not different.

But knowing is better than not knowing. Have a great week!
DC
* Reference to the Canadian Conservative Growth Strategy and its investments, celebrating a 5-year history of

strong growth, 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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“We may face more inflation pressure than currently shows up in the formal data.”
—William Poole, American economist, President of the Federal Reserve Bank of St. Louis 1998-2008,

member of the Federal Reserve Market Committee 2007-2008, Senior Fellow at Cato Institute; b. 1937

“But how do we know when irrational exuberance has unduly escalated asset values, which then become

subject to unexpected and prolonged contractions as they have in Japan over the past decade.”
—Alan Greenspan, American economist, 13" Chairman of the Federal Reserve 1987-2006, consultant

Greenspan Associates LLC, Chairman of the Council of Economic Advisors 1974-1977; b. 1926

“It was never my thinking that made big money for me. It was always sitting. Got that? My sitting tight!
—Jesse Livermore, stock trader, basis for character of Reminiscences of a Stock Operator by Edwin Lefévre,
nicknamed the Wolf of Wall Street, once one of the richest people in the world but who died bankrupt by
suicide; 1877-1940

Double, double toil and trouble;
Fire burn and caldron bubble.
Fillet of a fenny snake,

In the caldron boil and bake;
Eye of newt and toe of frog,
Wool of bat and tongue of dog,
Adder's fork and blind-worm's sting,
Lizard's leg and howlet's wing,
For a charm of powerful trouble,
Like a hell-broth boil and bubble.

Double, double toil and trouble;
Fire burn and caldron bubble.
Cool it with a baboon's blood,

Then the charm is firm and good.

—Macbeth: Act IV, Scene 1, 10-19; 35—-38, William Shakespeare, 1623

If it’s not one bank, it’s another. The collapse of a bank like Silicon Valley Bank (SVB) never ends just with SVB.
Following quickly was Signature Bank. Then First Republic Bank was mentioned as potentially failing. Others
just catch the flu. Then Credit Suisse’s name comes up. As to market cap, the listings are: Credit Suisse (CS) -
$10 billion; SVB (SIVB) - $6 billion but may be nothing now; Signature Bank (SBNY) - $4 billion; First Republic
Bank (FRC) $6 billion. But all those market caps were then; the question is, what are they now? Depending on
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which list you are looking at and at what point in time, SVB was ranked 17, First Republic 23", Signature Bank
37™, and Credit Suisse USA 41°tin the U.S by assets. Credit Suisse Group is ranked 18" in a list of European
banks with assets of €726 billion. Note: these lists were last updated in mid-2022.

What all this has done is thrown a pile of uncertainty into the market. Or, as we said, bubbled up a cauldron of
fenny snake and a whole pile of other unsavoury things. For 14 years, central banks kept interest rates at or
near zero for the most part, and at or below zero in the case of the eurozone and Japan due to the 2008
financial crisis and the 2020 pandemic. Then, when they suddenly raised them to levels not seen since 2007,
someone(s) somewhere was sure to be caught, positioned the wrong way. Yes, there were rate hikes from
roughly 2015 to 2019, but not at the current pace or height. Then came the pandemic and rates plunged to
zero (or below) once again.

Not only were interest rates suppressed, but the flood gates opened up and trillions of dollars in the form of
guantitative easing (QE) were lavished on markets and even individuals, and taxpayer bailouts were the modus
operandi of the day. The alternative was potentially worse. The deadly combination of low interest rates and
oodles of monetary stimulus plus fiscal stimulus resulted in massive speculation. Stocks, housing, cryptos—you
name it. It was a speculative frenzy creating the everything bubble. And the attitude was there was nothing to
worry about as the Fed (and other central banks) have your back. We even called it the Fed put. Inevitably, all
the monetary largesse, coupled with a pandemic and then war, sparked the highest level of inflation since the
late 1980s, more akin to the inflation of the 1970s. While the timing is odd, the rate hikes by the Fed (and
others) never really got underway until war broke out in February 2022, a good year after inflation started
rising. War inevitably always brings more inflation.

The word is that the Fed caused SVB to fail as they hiked interest rates. The reality is that SVB failed, most
likely because of mismanagement and a heavy dose of inexperience. And we suspect that many other banks
have similar problems. When interest rates are rising and the yield curve becomes inverted, lending long and
borrowing short no longer work. It’s called duration risk, the difference between long-term and short-term
rates on an investment portfolio. As a former money manager, that is one of the key things you learn when
managing a portfolio of loans and other assets. That, along with how to manage in multi-interest rate
environments.

When depositors get nervous and start bailing and potential inter-bank lenders get nervous and take you off
their credit list, you have a major problem. Even a bank the size of Credit Suisse knows that. SVB inevitably had
to start selling its long-dated assets (Securities that were liquid) to cover the disappearing deposits. Depositors’
money is call-money. It can be here today, gone tomorrow. Inevitably the sale of securities led to huge losses
in their portfolio wiping out their capital. So how many others are there out there? We don’t know. We just
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suspect there are others.

Now the Fed, the Treasury, and the Federal Deposit Insurance Corporation (FDIC) are scrambling to ensure
that $10.5 trillion in uninsured bank deposits don’t fail. A bail-out? Or a bail-in? No losses will be borne by the
taxpayer, so the President has declared. Instead, it will be fees from banks that pay into the Deposit Insurance
Fund (DIF) that covers deposits above the limits of the FDIC. The trouble is, during the 2008 financial crisis the
FDIC had to be bailed out by, you guessed it, the taxpayer. Given that the level of uninsured deposits in
financial institutions far exceeds insured deposits could a bigger problem develop?
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If the losses are substantial, the fees in the DIF will not be enough. Then what? A bail-out of the DIF? Hike
fees? As to shareholders of SVB and others, they will not be protected. Executives and management will be job
hunting. Simply put, SVB (and Signature) while they may had the liquid assets to cover the withdrawals they
couldn’t unload these assets without suffering huge losses. Add in being cut off in the inter-bank market and
the result is bankruptcy. As to the depositors, are they to be bailed again sending the message they have no
risk?
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While SVB and Signature Bank will have their depositors protected (up to a point), nothing yet is in store for
the large money center banks. This is not (yet) a global contagion. Thoughts of the Savings & Loan (S&L) crisis
of the late 1980s come to mind. That led to the early 1990s recession, but it never threatened the global
banking system. The major money center banks are estimated by some to be already suffering losses at over
S600 billion. That far exceeds what they have set aside for loan losses. Losses do not become realized unless
they sell or they have defaults. The money center banks have set aside an estimated $11 billion, although it
could be more. The market cap of the big five money center banks (J.P. Morgan Chase, Bank America, Wells
Fargo, Charles Schwab, and Morgan Stanley) was $1.1 trillion as of December 2022.

As to Credit Suisse? Credit Suisse is in the category of “too big to fail.” Just like JP Morgan Chase, Bank of
America, etc. The result: it was announced that the Swiss National Bank (central bank of Switzerland) is lending
them $74 billion to shore up their capital and ensure depositors that their funds are safe. It’s one thing having
arun on a bank like SVB and another having it on Credit Suisse or any large money center bank. The ink was
barely dry on that loan when along came another save in the form of $30 billion from a consortium of banks
for First Republic Bank of San Francisco in order to shore it up. Seems that everyone is getting in on the deal to
protect the banks. Maybe the Fed breathed a sigh of relief. The S&P 500 reversed course and rose Thursday
after being down. First Republic had been considered next to fail if nothing was done. On Friday, however, the
bank jitters returned and markets fell once again.

Against this backdrop, maybe it is no surprise to discover that there has been a surge of borrowings at the
“discount window” of the Federal Reserve. What is the discount window? It is just a big credit line at the Fed
for depository institutions to access funds in the event of liquidity problems. The borrowings at the discount
window have surged to $142.6 billion as of March 15 from $4.4 billion on March 8. We haven’t seen that level
of borrowing since the financial crisis of 2008. Back then, it hit a peak of over $400 billion. It surged during the
2020 pandemic as well but peaked out at about S50 billion. Is this current round of borrowing underlying the
problem? The Fed is, after all, the lender of last resort.

Curiously, the Fed’s balance sheet has also taken a jump. Since March 8, the Fed’s assets have jumped $297
billion. Grant you, part of it is most likely the discount window borrowings, although overall it’s larger. What it
isn’t is another round of QE. But between this and the discount window borrowings, it is clear that the banking
system needed funds and in a hurry. Maybe the Fed put is alive and well after all.

Charts on next page
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Borrowings at the Federal Reserve’s Discount Window 2020-2023
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None of this has stopped banks from being at the center of attention and suffering a sell-off. Nobody, it seems,
has been spared. Since the markets peaked in early January 2022, all six major money center banks have fallen,
with Charles Schwab leading the way, down 32%. We added Credit Suisse for comparison’s sake. It’s down a
whopping 79%. The best-performing bank has been Bank of America, but even it has lost about 1%.

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

6 of 12


http://www.stockcharts.com/
http://www.stockcharts.com/

ENRICHED

INVESTING INCORPORATETD

Down, Down, Down We Go — Money Center Banks and Credit Suisse Performance 2022-2023

JPM J P Morgan Chaze & Co. NYSE ®StockCharts.com
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Yes, inflation is cooling. The February CPl came in up 0.4%, right on consensus. Year-over-year (y-o-y), the CPI
is up 6.0%. The PPI for February came in down 0.1% which was a surprise as it was expected to be up 0.3%. Y-
o-y it was at 4.6%, well below consensus of 5.4%. Retail sales fell 0.4% in February but were still up 5.4% y-o-y.
But as population grows, retail sales can grow as well. However, housing starts remain strong at 1.45 million,
well above the expected 1.31 million. Weekly jobless claims fell back below 200,000 again, coming in at
192,000, well below the expected 205,000. All are signs that the economy remains relatively strong. But the
Philly Fed was negative 23.2%, well below the expected negative 15.6% but continuing with last month’s
negative 24.3. Then, on Friday, industrial production came in below consensus while the Michigan Consumer
Sentiment Index fell from the previous month and below consensus.

EU inflation remains high, last reported at 8.5% y-o-y. Despite jitters in the banking sector, especially with
Credit Suisse, that didn’t stop the European Central Bank (ECB) from hiking the bank rate once again 50 bp to
3.5%. That remains below the Fed rate of 4.75%. The 50 bp was expected and the fact that the ECB hiked
despite all the problems continues to suggest to us that the Fed will hike a further 25 bp at next week’s FOMC
March 21-22. For the Fed, what’s key is that inflation is coming down, but there is little sign of a recession
because economic numbers remain relatively good. But could the Fed surprise us and do nothing?
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CPI, PPI, Fed Funds — 2001-2023
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Note how the PPl annual rate of change has fallen below both the CPI and the Fed rate. That is usually a good
sign and could signal the ending of Fed rate hikes. While the expectation is still for another 25 bp in March,
could it be the last? Or will the Fed do nothing as some expect? The straight line denotes when the Fed started
hiking interest rates. Well after inflation was underway.

The stock market has wobbled. Volatility has picked up. Breadth has not been impressive. Fear is gripping the
market. But word of the loan to Credit Suisse, plus the save for First Republic, coupled with some good
economic numbers, sparked a rebound in the stock market, at least initially. The stock market is wobbling but
it is not collapsing, yet. What's key is that December low at 3,764 holds. A breakdown under that level would
negate the positive January and suggest that 2023 could be a negative year. If we are truly making a corrective
pattern to the decline from January 2022 to that low in October 2022, it is a not unusual to witness a large ABC
pattern that unfolds as an A wave abc, a B wave of abc, and a five-wave advance for the C wave. However, we
note that the recent down wave has fallen in five waves, indicating that a bigger wave to the downside could
be underway. Ergo, why that December low has become important. We note that the 50-day MA appears to
be in the process of crossing over to the upside. Will it succeed? Or give off a false signal?

As depositors’ funds are pulled from banks, they flee to the safe havens of gold and treasuries. It is no surprise
therefore that the U.S. 10-year treasury bond has fallen recently from a peak of 4.07% to a recent 3.44%. The
3-month treasury bill has dropped from a peak of 5.04% to 4.45% and the closely followed 2—10 spread has
fallen to 42 bp from 90 bp. Normalization of the yield curve? Gold has gone from a low of recent low of $1,810
to $1,974, a jump of 9.1%. Gold stocks, as measured by the Gold Bugs Index (HUI), have jumped about 15%.
But in a surprising move Bitcoin and cryptos have surged. Bitcoin gained 32% this past week. Bitcoin as a safe

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

8 of 12


http://www.stlouisfed.org/

ENRICHED

INVESTING INCORPORATETD

hav

en? Hardly. Meanwhile, the S&P 500 has fallen about 7% from its recent highs and WTI oil has dropped

17.3% on recession fears. Oil, however, is near the bottom of a channel but could still tick lower towards $63.
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ile the S&P 500 has given up most of its earlier gains the Dow Jones Industrials (DJI) is now down on the
r as are the S&P 400 (Mid) and the S&P 600 (Small). Are they leading the way?
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Chart follows on next page
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Meanwhile, gold needs to take out the previous high of $1,975 to suggest higher prices. (Note: April gold
closed at $1,973 but pushed to a high of $1,993 in after-hours trading). Above $2,000, new highs are quite
possible. Targets could then be easily up to $2,300/52,500. To the downside, $1,875 remains important and
below $1,700 new lows are probable. We remind ourselves that we have had no confirmation of our long-
dated cycle lows of 7.83 years and 23.5 years. Only new highs above $2,100 will confirm that. Note how
volume has picked up on the recent run-up for gold. That’s a positive sign. Gold is just starting to get a little
overbought according to the RSI. But it can stay that way for a time. And while bullish sentiment is rising, it is
not as yet at extremes. Gold stocks, especially the junior mining stocks, remain grossly undervalued. Silver and
other precious metals are somewhat lagging. But they could soon catch up.

Previous lessons it appears are never learned. Countries should never grow complacent about the risk of a
financial disaster according to economists Carmen and Vincent Reinhart. Carmen Reinhart also co-authored
with economist Kenneth Rogoff This Time is Different, Eight Centuries of Financial Folly. No, this time is not
different. Only the players are different. But they keep making the same mistakes again and again.

Maybe we should let the last word come from Dr. Doom, economist Nouriel Roubini of the Stern School of
Business of New York University. To quote: “The bloodbath has just begun. We are in the beginning of a debt
crisis in the U.S., we are only in the first few innings.” We could echo those sentiments.

Copyright David Chapman 2023
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Markets & Trends

Close Close
Dec 31/22 Mar 17/23
Stock Market Indices
S&P 500 3,839.50 3,916.64
Dow Jones Industrials 33,147.25 31,861.98
Dow Jones Transport 13,391.91 13,773.46
NASDAQ 10,466.48 11,630.51
S&P/TSX Composite 19,384.92 19,387.72
S&P/TSX Venture (CDNX) 570.27 605.08
S&P 600 (small) 1,157.53 1,133.88
MSCI World Index 1,977.74 1,986.01
Bitcoin | 16,535.23 19,944.06
Gold Mining Stock Indices
Gold Bugs Index (HUI) 229.75 242.00
TSX Gold Index (TGD) 277.68 298.11
%
U.S. 10-Year Treasury Bond yield 3.88% 3.44%
Cdn. 10-Year Bond CGB yield 3.29% 2.78%
Recession Watch Spreads
U.S. 2-year 10-year Treasury (0.55)% (0.42)%
spread
Cdn 2-year 10-year CGB spread (0.76)% (0.77)%
Currencies
USS Index 103.27 104.15
Canadian $ 73.92 73.02
Euro 107.04 106.63
Swiss Franc 108.15 107.89
British Pound 120.96 121.74
Japanese Yen 76.27 75.76
Precious Metals
Gold 1,826.20 1,973.50
Silver 24.04 22.46
Platinum 1,082.90 978.60
Base Metals
Palladium 1,798.00 1,386.10
Copper 3.81 4.89
Energy
WTI Oil 80.26 66.93
Nat Gas 4.48 2.34

% Gains (Losses)

Week

1.4%
(0.2)%
(3.1)%

4.4%
(2.0)%
(1.1)%
(3.3)%
(4.4)%

(10.8)%

13.2%
12.2%

(6.8)%
(7.0)%

52.8%

22.2%

(0.3)%
0.8%
0.2%

(0.6)%
1.2%

2.2%

5.7%
9.5%
1.7%

1.8%
(3.5)%

(12.7)%
(3.7)%

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.

YTD
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Weekly Monthly
(Intermediate) (Long Term)
neutral neutral
neutral neutral
neutral up
neutral neutral
neutral up
neutral down (weak)
down neutral
up (weak) neutral
neutral up
up down
up down
down (weak) up
down down
up down
up neutral
down down
neutral down
up up
up (weak) neutral
up (weak) up
down down
up up (weak)
down neutral
down down (weak)

Source: www.stockcharts.com
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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) nor a licensed
financial advisor. He does not and cannot give
individualised market advice. David Chapman has
worked in the financial industry for over 40 years
including large financial corporations, banks, and
investment dealers. 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. Every
effort is made to provide accurate and complete
information. However, we cannot guarantee that there
will be no errors. We make no claims, promises or
guarantees about the accuracy, completeness, or
adequacy of the contents of this commentary and
expressly disclaim liability for errors and omissions in the
contents of this commentary. David Chapman will
always use his best efforts to ensure the accuracy and
timeliness of all information. 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. David Chapman may own
shares in companies mentioned 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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