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Iffy markets, seminal events, surprising jobs, languishing gold, rising energy

The markets appear to be rolling over. It was noted there have been three seminal events since 2000 - 9/11,
the 2008 financial crisis and the 2020 pandemic. Each one resulted in a changed world both economically and
politically. Each one sparked a stock market crash. Could a fourth turning be coming? But what? Where? A
black swan event like the Moroccan earthquake? We provide our take.

Canada's job numbers surprised to the upside. But it's good news/bad news. Our chart of the week (page 8)
looks once again at the Dow Jones Industrials (DJI)/Gold ratio. The patterns seem to be indicating gold is
preparing to outperform. Another sign of the markets rolling over. We have some bonus charts. We look at the
VIX Volatility Index, the EuroNext 100, Canada's central bank rate (they left it unchanged) and consumer
confidence, the huge household debt in Canada, and China's sinking yuan.

With stock markets rolling over and oil prices rising it's like a double whammy. Sharply rising oil prices have
been behind recessions in the past. Paramount Resources Ltd., which explores for and develops conventional
and unconventional petroleum and natural gas, despite the impact of Alberta wildfires, announced strong
cashflow and sales, declared a dividend, and is held in the Canadian Conservative Growth Strategy.* Gold is
languishing and seems to be rolling over as well. Just not as much as the stock markets. But silver is looking
iffy.

Markets are looking iffy. It's a seasonal thing. But that doesn't mean one can't enjoy the end of summer and
the beginning of autumn. 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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“There is nothing more powerful than a market that has changed its mind.”
—Arthur D. Cashin Jr., legendary NYSE floor trader, director of floor operations, UBS Financial Services,
market commentator; b. 1941

“In times of panic...these odd fellows will be seen in Wall Street, hobbling down on their canes to their
brokers’ offices...The panic usually rages until enough of these cash purchases of stock is made to afford a
big rake in.”

—Henry Clews, British-American financier, author of Fifty Years on Wall Street (1888); 1834-1923

“Any fool can buy. It is the wise man who knows how to sell.”
—Albert W. Thomas, trader, investor, author of Over My Shoulder, If It Doesn’t Go Up, Don’t Buy It; b. 1927

We recently read an interesting article posted by John Maudlin of Maudlin Economics
(www.maudlineconomics.com) from Michael Lewitt who posts on The Credit Strategist
(www.thecreditstrategist.com), titled “This is Later” (September 3, 2023). Mr. Lewitt outlines three seminal
events that have occurred since 2000 that have changed the course of history. They are: the 9/11 attacks, the
2008 financial crisis, and the COVID-19 pandemic of 2020-2021. All black swan events. After each event, not
only did we see things change, but each crisis was met with an historical drop in interest rates and the
provision of huge quantities of liquidity (monetary policy) to the market through quantitative easing (QE).
There was also a huge increase in debt from government (fiscal policy), corporations, and households, the
latter two following an initial decline. We’ve also witnessed a huge shift in politics with the rise of authoritarian
governments and a concurrent rise in corruption and a decline in governance.

The Rise of U.S. Government Debt and All Debt 2000-2023
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We have no doubt that those three events were seminal, unleashing societal change that has had a significant
impact. Add in global warming and the rise in extreme weather events and sometimes we feel like a ship in the
dark during a storm that is perched to crash into the rocks. We summarize those three events in our table on
the next page, outlining what happened and how it impacted the growth of money (U.S. M1), Fed funds (U.S.),
the U.S. 10-year treasury note, the U.S. 30-year mortgage, the U.S. stock market (S&P 500), housing prices
(U.S. Case Shiller), and gold. While the comments pertain to the U.S., the same scenario could be applied to
any of the developed countries, including Canada and the EU. The period also saw the emergence of China and
India as global economic powerhouses and the creation of BRICS (Brazil, Russia, India, China, South Africa) as
an alternative to the G7 (U.S., U.K., Germany, France, ltaly, Canada, Japan). BRICS is in the process of adding
more members. The rise of BRICS was a direct response to U.S. global hegemony and to its military might as a
part of NATO.

Since 2000, M1 has soared an unprecedented 1,544%. At the other extreme, the yield on the 10-year U.S.
treasury note is 33.3% lower than where it was in 2000. Our small table below summarizes the returns for the
table on the next page since 2000.

Return since 2000
Gold 571.3%
S&P 500 202.7%
u.s. M1 1,543.8%
Fed rate 0.57%
U.S. 10-year (33.3%)
U.S. 30-year (10.9%)
mortgage
Case Shiller House 209.1%
20-City Index

Source: www.stockcharts.com

Inflation has been steadily rising throughout and in all is up 80.3% since 2000. That includes a rise of 18%
since 2020. For the record, oil prices are up 242% since 2000. Rising oil prices have been a major
contributor to inflation, along with supply disruptions and droughts, putting significant pressure on food
prices as well. Note how all have outpaced inflation except for yields on mortgages, treasuries, and the
Fed funds rate (bank rate).

The world has gone through a series of financial crises since the gold standard was ended in August 1971
and the Bretton Woods monetary system that was to stabilize the world after World War Il was over by
1973. Since then, besides the three seminal crises we noted, we also went through the following: the
Arab Oil Embargo in 1973-1974, the Iran oil crisis (hostage taking) in 1979, the recession of 1980-1982,
the Latin American debt crisis in the early 1980s, the October 19, 1987 stock market crash, the Savings &
Loan crisis, the Mexican peso crisis 1994, the Asian financial crisis 1997, the Russian financial crisis and
Long-Term Capital Management L.P. (LTCM) collapse 1998, another Latin American debt crisis in the late
1990s, and the dot.com bubble and collapse in 2000. The ones that stand out as game changers and
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qualify as black swan events are the energy crisis of the 1970s, Black Monday, October 19, 1987, and the
Russian financial crisis and LTCM collapse 1998.

Event

9/11 attacks

2008
Financial
Crisis

Pandemic

What happened M1

Growth of M1 +12%
surveillance state; Sept 2001
rising costs; Afghan to Oct
and Iraq wars; 2007
destabilization of

Middle East;

Recession 2001

2002,

unemployment
6.3%, GDP -.3%,
stock market -49%

Unleashing of M1
unprecedented +212%
monetary and fiscal =~ Oct 2007-
policy stimuli; rise Feb 2020
of global debt;

rising regulation;

Recession 2007—-

2009,

unemployment

10.0%, GDP -5.1%,

stock market -57%

Extraordinary M1
unleashing of +377%
monetary and fiscal  Feb 2020-
policy stimuli; Present
unprecedented

financial bubble in
stocks, housing,
and more; global
disruption of
economy; rising
inflation; Recession
2020,
unemployment
14.7%, GDP -19.2%,
stock market -34%

Fed
funds

FF fell
from
3.07%
Sep
2001 to
1.03%
Jun
2004,
rising to
5.26%
Jul 2007

FF fell
from
5.26%
Jul 2007
to
0.07%
Feb
2014,
rising to
2.42%
Jul 2019

FF fell
from
2.42%
Jul 2019
to
0.05%
Apr
2020,
rose to
5.33%
today

U.S. 10-
year
Treasury

10-Y fell
from
4.60% Sep
2001 to
3.37%
May 2003
rising to
5.16% Jun
2006

10-Y fell
from
5.16% Jun
2006 to
1.46% Jul
2016,
rising to
3.15% Oct
2018

10-Y fell
from
3.15% Oct
2018 to
0.55% Jul
2020,
rising to
4.27%
present

30-year
mortgage

30-Y fell
from 6.72%
Sep 2001 to
5.24%

Jul 2003,
rising to
6.78% Jul
2006

30-Y fell
from 6.78%
Jul 2006 to
3.32% Nov
2013, rising
t0 4.86%
Oct 2018

30-Y fell
from 4.86%
Oct 2018 to
2.67%

Dec 2020,
rising to
7.18%
present

Stock
market

SPX fell
from 1155
Sep 2001 to
768 Oct
2002 rising
to 1576 Oct
2007

SPX fell
from 1576
Oct 2007 to
667 Mar
2009, rising
to 3394 Feb
2020

SPX fell
from 3394
Feb 2020 to
2192

Mar 2020,
rising to
4818 Jan
2022
present
4460

Housing
prices
(Case
Shiller)

Case
Shiller
20-Y rose
from 119
Sept 2001
to 207
Apr 2006,
then fell
to 137
Feb 2012

Case
Shiller 20-
Y rose 137
Feb 2012
to 315 Jun
2022,
present
310

Case
Shiller
20-Y 222
in Feb
2020,
rising to
315

Jun 2022
present
310

Gold

Gold rose
from $292
in Sep
2001toa
peak of
$1033
Mar 2008,
then fell
to $681 by
Oct 2008

Gold rose
to $1924
Sep 2011,
then fell
to $1045
Dec 2015,
rising to
$1704
Mar 20

Gold fell
to $1450
Mar 2020,
then rose
to $2089
Aug 2020,
falling to
$1618
Nov 2022
present
$1950

Source: www.stockcharts.com, www.multpl.com, www.maudlineconomics.com
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The three seminal events noted above were major game changers. But other crises have occurred since 2000,
including the energy crisis in the early 2000s as a result of a major surge in demand from Asia, particularly
China, the EU debt crisis that lasted roughly from 2009-2019, and the Russia/Ukraine war in 2014—present.
Stock market crashes included China’s crash in 2008 and again in 2015 and the COVID19 pandemic crash of
March 2020. As well, there was gold’s crash in April 2013. Qil crashed in 2008 and again during the pandemic in
2020.

The next financial crisis is currently brewing. When the financial crisis of 2008 happened, triggered by the
collapse of Lehman Brothers and the sub-prime mortgage market, the world’s central banks and Western
governments scrambled to ensure the system did not collapse. Without their largesse, we’d most likely have
entered a long depression. The same thing happened during COVID. While every country dealt with the
pandemic in different ways, with some countries faring better than others, once again the West’s central
banks and governments came to the rescue with bail-outs, backstops, and money to stench the bleeding and
the rapidly rising unemployment rate. Again, failure to do so most likely would have resulted in a global
depression. To a lesser extent, the same was carried out after the 9/11 attacks.

But easy credit, QE, and massive amounts of bailouts provided by governments resulted in bubbles: housing
2006 and 2020-2022, stocks 2020-2022, cryptocurrencies 2017 and then again in 2021-2022, the uranium
bubble of 2007, meme stocks led by the Redditt bubble of 2021, cannabis stocks, Shanghai Index 2006—2007
and again in 2015. More recently there was the Al stocks bubble, led by Nvidia. There were more. Bubbles
have also occurred in student loans, government debt, bonds, unfunded liabilities of pension funds, M1 and
M2 money supply, and venture capital. It seems the lessons of past bubbles, like the Japanese equity market of
the 1980s or the dot.com bubble of the late 1990s, or for that matter the stock market bubble of the 1920’s
are never really learned. Too much money chasing too few assets, fueled by easy credit and oodles of cash
supplied by central banks and governments. History shows that there has never been a bubble that hasn’t
burst. And some, like the 1920s stock market bubble, end in a global depression and banking collapse. Since
then, central banks and governments have been trying to prevent another one and the resultant social unrest.
But each crisis begets another crisis.

No, this time is not different, just the circumstances. While dangers lie in the banking system, banks are
regulated. The real dangers undoubtedly lie in the shadow banking system of hedge funds, private equity,
insurance companies, pension funds, mortgage lenders, investment banks. Recall how the Bank of England
(BOE) had to bail out the U.K. pension funds in 2022. Hedge funds like Madoff and Archegos are recent
examples of busts in the hedge fund industry. It is estimated that over half of global assets are in shadow
banks, not just in the U.S. but also in Canada, the EU, China, and other Asian countries. Derivatives such as
interest rate swaps, credit default swaps, foreign exchange, futures, options, equity swaps, commodity swaps,
and more are a quadrillion-dollar global market. Not all is at risk as the size is notional, not real like loans and
securities. But the key is that the shadow banking system is largely unregulated. We’ve used these examples
before, but LTCM and AIG Insurance, along with Lehman Brothers, almost brought down the global financial
system in 1998 and 2008.
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The dangers are growing and voices are warning. But are we paying attention? Is a fourth turning coming to
add to 9/11, the financial crisis, and the pandemic? The days of easy credit are over as central banks raise
interest rates, money supply falls, delinquencies and bankruptcies rise, and banks tighten credit. What we just
witnessed was a 5,000-year low in interest rates. The odds of seeing that again are probably nil. Central banks
and governments are running out of bullets if another financial collapse occurs. Remember bail-ins, not bail-
outs. Add in an ongoing war between Russia/Ukraine that could expand, tension between the U.S. and China,
polarizing tension, particularly in the U.S. with a potentially volatile election in 2024, rising oil prices, and
COVID once again rising, along with extreme weather events and we have a witches’ brew that could boil over,
deluging the global economy.

We're tempted to say “fasten your seatbelts; it’s going to be a bumpy night” (Margo Channing, played by Bette
Davis in the film All About Eve, 1950).

Canada Job Numbers
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Source: www.tradingeconomics.com, www.statcan.gc.ca

Surprise, surprise. Canada added jobs in August. They added 39,900 jobs, well above the expected 15,000 and
definitely better than July’s loss of 6,400 jobs. The unemployment rate stayed steady at 5.5%, despite a rise of
some 19,700 unemployed persons and a fall of 6,400 employed persons. The R8 unemployment rate, which
adds in discouraged searchers plus the waiting group of involuntary part-timers, fell to 8.2% from 8.5%. This
was mostly because of an additional 103,000 in the labour force and of that 54,200 looking for work. That in
turn helped push the labour force participation rate to 65.5% in August from 65.6% in July. The employment
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population ratio fell to 61.9% from 62.0%. The population gains are the seventh straight month that the labour
force has grown faster than number of jobs. Full-time employment jumped 32,200 while part-time
employment was up 7,800. Pressure continues on wage increases as average hourly earnings rose 5.2% year-
over-year (y-o-y) vs. 5.0% the previous month.

We suppose we could call this good news/bad news. Good news, a big jump in jobs. Bad news, more people
joined the labour force and are looking for work as employers are winding down their hiring. Construction, we
read, is crying out for workers. Lack of workers is not going to help getting houses built. Add in interest rates
that are higher than what people are used to, growing mortgage delinquencies, banks tightening lending, and
housing prices still in the stratosphere, and we have a growing problem. As we have noted, it is estimated that
the Canadian house prices are still overvalued by at least 30%.

With the economy still creating jobs, plus continued wage gains, this will continue to put pressure on the Bank
of Canada (BofC) as to further interest rate hikes. The two-year Government of Canada bond rose to 4.63%
from 4.61%. A decent report, but the next BofC interest rate decision is not until October 23, so by that time
we'll also have the September labour force statistics.

Rest of page is blank
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Chart of the Week
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The Dow/Gold ratio has long been followed by market technicians. The ratio tells us when one should own
equities and when one should own gold (and, by extension, gold stocks). The index is also a measure of paper
claims on productive hard assets. When the ratio is high, it reflects a boom in equities. At highs, equities are
expensive and gold is cheap. It is the opposite when the ratio is at its lows. It’s a bust, where equities are cheap
and gold expensive.

The last peak for the Dow/Gold was 1999 when the ratio hit the lofty level of 39.61. While the markets didn’t
actually peak until early 2000, it proved to be the top of the great dot.com/high-tech bubble. It was a long
period of excessive liquidity, excessive credit, and huge overvaluations of equities—everyone, even the stock
room person and the taxi driver, were pouring into equities. Week after week it was another tech stock with
no assets hitting huge P/E multiples. It was a heady period. Then it blew up.
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The dot.com crash of 2000—2002 was later followed by a housing bubble, then the financial crisis in 2008 when
it all came tumbling down. But the Dow/Gold ratio never hit the depths of 1980. In 1980 it was the opposite—
no one, it seemed, wanted to own stocks, interest rates were high, the Fed, tightening to combat inflation,
sucked liquidity out of the market, banks clammed up on credit, and valuations were the lowest seen since the
Great Depression. Gold soared to $875/ounce. On an inflation-adjusted basis, gold has never reached that
height since.

After the financial crisis of 2008, gold did soar. The growing liquidity and easing of credit helped lead to a big
rise in gold, but it topped out in 2011. Gold has never had it so good since. The markets roared back and,
despite a setback when the pandemic hit in 2020, excess liquidity and easy credit led to not only an equities
boom but another very overvalued stock market, led by the Al tech stocks. While the markets set new highs,
the Dow/Gold ratio did not—a divergence. Gold struggled and crashed in 2013, leading to a low in 2015 down
46% from the 2011 high. Since then, gold has been rising but the Dow/Gold ratio has not fallen to the levels
seen in 1980, let alone the levels seen in 1932.

The Fed has been tightening, liquidity is not what it was going into the high of 2022, valuations have fallen but
have not crashed, and many remain in the stock market, believing that once again it will rise to unheard-of
heights. Probably not.

Our second chart of the Dow/Gold over the past ten years shows the ratio is rolling over. It failed to reach the
levels of 2019 when we saw the last peak just before the pandemic hit. And since the pandemic, despite
excessive liquidity, easy credit, and Al stocks hitting extreme valuations, the Dow/Gold ratio has never reached
previous heights. The ratio is trying to tell us something. The current growing crisis is still not resolved and our
expectations are that the Dow/Gold ratio has a lot further to fall before nobody wants to even hear the word
stock and valuations are trading around rock bottom. Or, conversely, gold soars to unheard-of levels.

We can’t help but notice that P/E levels remain higher today than they were in at the time of the financial crisis
of 2008. Margin debt is down, but remains at lofty levels. And while banks are tightening, delinquencies and
defaults have still not become a rush.

We appear to be forming some sort of descending triangle. If the ratio breaks under 15.5, the decline could be
to targets near 10.9. Holding gold steady at $1,950, it could imply the Dow Jones Industrials (DJI) falling to
21,250 zone, a fall of 38% from current levels. Only new highs above 20.0 could negate this trend.

We have two charts below. One shows the Dow/Gold ratio over the past ten years while the second chart,
which we found on Gold Eagle (www.gold-eagle.com), shows how gold performs during market crashes. Note
that this refers to the metal, not the gold stocks, which can often fall with the stock market. Hence, why it pays
to hold some gold in one’s portfolio. Even central banks continue to buy and hold some 35,175 metric tonnes.
Amongst the biggest central bank buyers have been China and Russia, the leaders of the BRICS. That amount of
gold is about 20% of all the gold ever mined. Curiously, the Bank of Canada sold all of its gold back in 2016.
The World Gold Council (www.gold.org) maintains excellent statistics on gold.
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It might pay to own a bit of gold (the commodity, not the gold stocks) in one’s portfolios.
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GOLD PRICES “OX< GOLD-EAGLE

DURING STOCK MARKET CRASHES

How has gold performed during the biggest stock market declines since 19707 Is gold a safe-haven asset

that can protect your portfolio? Here’s what the data says:
JAN. ‘22-OCT. ’22

MAY ‘11-OCT. 11 GOLD -7%
_259
GOLD & 9% S&P 500 25%

GOLD PRICE S&P 500 -19% S&P 500

PER OUNCE : FEB. ‘20-MARCH 20 P
$2,000 S GoLD 7% 2000

JULY ‘90-OCT. '90 OCT. ‘07-MARCH *09 S&P 500 - -34%
. o 0 \
NOV. ‘80-AUG. '82 GOLD A 7% Sgg';?)o ‘gi; .,/,: .
GOLD  -46% S&P 500  -20% :
S&P 500  -27% \

\
\
.

MARCH 2000-OCT. ’'02
SEPT. ‘76-MARCH 78 GOLD A 12%
GOLD & 55% S&P 500 -49%

S&P 500 -19% X
AUG. ‘87-DEC. '87 =

. GOLD A 6%
S&P 500 -34%

JAN. ‘73-OCT. 74
750 GOLD A 137%
S&P 500 = -48%

X
-

Source: www.gold-eagle.com
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S&P 500
Dow Jones Industrials

Dow Jones Transport
NASDAQ
S&P/TSX Composite
S&P/TSX Venture (CDNX)
S&P 600 (small)

MSCI World
Bitcoin

Gold Mining Stock Indices
Gold Bugs Index (HUI)
TSX Gold Index (TGD)

%
U.S. 10-Year Treasury Bond yield
Cdn. 10-Year Bond CGB yield

Recession Watch Spreads

U.S. 2-year 10-year Treasury
spread
Cdn 2-year 10-year CGB spread

Currencies
USS Index
Canadian $
Euro

Swiss Franc
British Pound

Japanese Yen

Precious Metals
Gold

Silver

Platinum

Base Metals

Palladium
Copper

Energy
WTI Oil
Nat Gas

Close
Dec 31/22

3,839.50
33,147.25
13,391.91
10,466.48
19,384.92

570.27

1,157.53

1,977.74
16,531.31

229.75
277.68

3.88%
3.29%

(0.55)%

(0.76)%

103.27
73.92
107.04
108.15
120.96

76.27

1,826.20
24.04
1,082.90

1,798.00
3.81

80.26
4.48
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Markets & Trends

Close
Sep 8, 2023

4,457.49
34,576.69
15,208.43
13,761.53
20,074.65

581.13

1,185.50

2,093.87
25,864.81

218.96
268.22
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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.
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It was truly a lousy week, unless you were long oil. We had trouble finding anyone or anything that was up this
past week. Except for oil prices. The S&P 500 fell 1.3%, the Dow Jones Industrials (DJI) was down 0.8%, the
Dow Jones Transportations (DJT) was worse, down 4.0% (rising oil prices?), while the NASDAQ fell 1.9%. The
S&P 400 (Mid) dropped 3.6% while the S&P 600 (Small) fell 4.3% and is turning quite negative. As we noted in
our main essay, we are worried something is amiss.

In Canada, the TSX Composite fell 2.3% and the TSX Venture Exchange (CDNX) dropped 1.8%. In the EU, the
London FTSE was down 0.3%, the EuroNext fell 1.1%, the Paris CAC 40 dropped 1.6%, and the German DAX was
off 0.6%. In Asia, China’s Shanghai Index (SSEC) fell 0.5%, the Tokyo Nikkei Dow (TKN) dropped 0.3%, while
Hong Kong’s Hang Seng (HSI) fell 1.0%. The MSCI World Index fell 1.5%. Bitcoin was a winner, up 1.1%, but
remained under $26,000 and is still pointed down.

Indicators we follow are turning negative and the sentiment is bearish at worst, neutral at best. The S&P 500
fell under the 50-day MA this past week. Next good support is at 4,440 but if that breaks, we could fall swiftly
to 4,300. Once under 4,300 we could be starting a bear market. The failure to see new highs above 4,607 could
be termed just that—a failure. Potential targets, once we see new lows below 4,355 and definitely under
4,335, could target down to 4,100, a drop of 7-8% from current levels. That’s a minimum target. We see
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support near 4,050. The 200-day MA is near 4,170.

September is notorious for being the worst month, with the lows usually coming in October or as late as
November. October starts the best six months. And then shortly after that it’s buy when it snows, sell when it
goes.

On an Elliott wave basis, it looks like we had minor wave 1 bottom at 4,335 and minor wave 2 topped at 4,541.
If that’s correct, we are now starting the third wave down. The third wave tends to be the biggest. We are
seeing similar patterns on other U.S. indices. The DJT continues to look quite negative. Rising oil prices are
negatively impacting the DJT.
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The NASDAQ, like the S&P 500, is rolling over, having failed to make new highs above 14,446. We call these a
failure and, once new lows are below 13,162, the recent low potential targets become 12,100/12,200, a
decline of over 12% from current levels. Other key points are 11,100 where, below that level, new lows below
the October 2022 low become possible. Support is seen around 13,500 and then down to 12,400 and the 200-
day MA. The short-term trend has turned down but is still weak. Another down week would turn the index
firmly down. Numerous sell signals are being seen. The NY FANG Index, which is a component of the NASDAQ,
was down only 0.6% this past week, thanks to a number of the components actually being up small on the
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week. Snowflake was the best, up 5.7%, but we note Apple gapped down this week and was off on the week
by 6.0%. If Apple goes, the rest could follow. It is not out of the question that the NASDAQ could recoup here
and move above the recent high of 14,150. But we gapped down small on Thursday, so we suspect our top is
in. A break of 13,300 would confirm the top.
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We continue to note the negative divergence with the VIX volatility index. We note the VIX made new lows but
the S&P 500 did not make new highs, a divergence. This has potentially negative ramifications for the market.
But, as we have noted, we need to break certain levels to confirm a breakdown is under way. For the record,
there are VIX futures with the 2X Long VIX Futures UVIX. On a breakdown the VIX might rise to 30/35 from the
current 13.84.
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Is this a rounding top we see? The EuroNext 100 is the EU’s blue-chip index, comparable to the S&P 100 (OEX).
This pattern has been forming over the past year. Similar patterns are being seen for the Paris CAC 40 and the
German DAX. Rolling over patterns are also being seen for the London’s FTSE 100. The RSI topped back in late
2022 and, despite a series of higher prices for the index, the RSI has been in a downtrend ever since. Friday’s
action saw the EuroNext hit the support line or neckline of this rounding pattern before it bounced. Is it
another save, or just a hook before it breaks support near 1320? A break of 1320 could imply at least a 10-11%
decline. Another warning sign for the top indices.
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Just when we thought the TSX might bust through that upper channel line, we turned down once again. We
said triple tops are rare, but a fourth top? Or even a fifth, if we want to count that lower top seen last
November 20227 The whole thing now might be construed as a huge topping pattern with its neckline near
19,400. It was a poor week as the TSX Composite fell 2.3%. The TSX Venture Exchange (CDNX) continues its
misery, down 1.8%. Only one sub-index was up on the week, Energy, and that was a feeble 0.3%. Leading the
downers was Metals & Mining (TGM), down 3.9%. Following were Telecommunications (TTS) and Information
Technology, both down 3.5%. Consumer Discretionary (TCD) was the next closest, down 2.9%. An unpleasant
week.

If we want to assume the worst here that is indeed a huge topping pattern, then a firm break of 19,400 could
get things rolling to the downside with potential targets down to 17,750, a 12% decline from current levels.
Only new highs above 20,600 could save this. We are not expecting that to happen now and would prepare for
a downside move. First good support is seen at 19,900, but under that level we are headed for the neckline
near 19,400.
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Canada Bank of Canada Rate, Consumer Confidence 2013-2023
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Source: www.tradingeconomics.com, www.bankofcanada.ca, www.ipsos.com

The BofC left the key bank rate unchanged last month at 5%. This was widely expected. The next interest rate
decision is October 23, and by that time we’ll have the September job numbers. Still, at this time at least, the
wide expectation is that the BofC will leave rates unchanged. We can’t help but notice that as interest rates
rose, consumer confidence fell. Consumers have been used to very low interest rates which in turn has
encouraged massive borrowing, especially for mortgages to buy houses. But over 40% of mortgages are
floating rate, which is putting a lot of people in a bind as their costs rise. Delinquencies are rising as well and it
is expected that bankruptcies could follow. While interest rates are really just normalizing, it highlights the folly
of low interest rates for too long, coupled with easy lending terms. Worse, interest rates are expected to stay
elevated for some time.

Canada’s household debt to GDP and to income is amongst the highest in the world. Canada, as last reported,

has the world’s fourth highest household debt to GDP and the world’s second highest household debt to
income. Governments, it seems, are not the only proliferators of debt.

Chart on next page
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Canada Household Debt to GDP and Income 2013-2023
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U.S. 10-year Treasury Bond/Canadian 10-year Government Bond (CGB)
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Bond yields keep rising and thoughts that the Fed could still hike rates again remains in the market. Nothing is
expected for the FOMC’s September 19-20 meeting and possibly nothing for the October 31-November 1
meeting. (Scary, that’s Halloween.) The real potential lies with the December 12—-13 meeting where some still
expect a rate hike. Rising oil prices could be culprit as the Fed has expressed concern. The 10-year U.S. treasury
note rose to 4.26% this past week from 4.18%. Canada’s Government of Canada 10-year bond (CGB) rose to
3.65% from 3.57%. The 2—10 spreads stayed about even, well off their lows with the U.S. at negative 73 bp up
from negative 69 bp and Canada at negative 99 bp, up from negative 98 bp. The trend is up and we don’t see
anything yet to suggest that rates might fall.

The big day is Wednesday when the August inflation numbers are released. Month-over-month the CPl is
expected to be up 0.2% and y-o-y up 3.4%, which is up from July’s 3.2%. All thanks to oil prices. The core
inflation rate is expected to be y-0-y 4.5%, down from July’s 4.7%. PPl and retail sales are out Thursday. Retail
sales are expected to be up a feeble 0.2%. Friday sees industrial production, consumer confidence, and the NY
Empire State manufacturing index. A busy week.
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U.S. Dollar to Chinese Yuan, China’s Exports 2013-2023
= CHINESE YUA&N  +e=e=- CHINAEXPORTS = Trend
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The Chinese yuan has sunk to its lowest level in a decade. The chart above shows the number of yuan that $1
U.S. dollar could purchase. Currently that rate is USS = 7.36 yuan. In January 2023 it was USS = 6.69 yuan. At
the same time, China’s exports are falling. Exports are down y-o-y by 8.8% to August 2023. That was after a
14.5% plunge in July. So, what’s going on? China manages its currency. They set a price daily and only limited
trading is allowed. Many believe the falling yuan reflects China’s weakening economy. China is the world’s
second largest economy and we can’t recall the last time China fell into an official recession. Okay, they had
negative growth during the COVID-19 recession Q1, but they never fell into an official recession with two
consecutive negative growth quarters. In Q2 2023 they reported GDP growth of 6.3%.

China has a lot of tools to stop the yuan from falling—for example, sell more foreign exchange reserves. And
they have, to some extent, as their holdings of U.S. securities fell to $835.4 billion in June 2023, down from
$846.7 billion in May. Over the past year (June to June), China’s holdings of U.S. treasuries have fallen $103.4
billion. Given the current state of U.S./China relations, it is not surprising. China wants to rid itself of exposure
to the U.S. At one point China was the largest foreign holder of U.S. debt. Not anymore. Japan is the largest,
picking up some of the slack as China backs off. If war broke out between China and the U.S. over Taiwan, then
China would not to be wanting to hold U.S. debt.

A lower yuan could also help slow the drop in exports as their exports become cheaper. For China, that would
be positive.
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The USS Index continues to chug higher. Easy to understand as, of all the G7 countries, the U.S. maintains the
best economy. The EU, led by Germany, is falling into recession, Japan is in a constant recession, and Canada
recorded negative growth in Q2. As well, with continued pressure on interest rates as the U.S. 10-year rose
again this past week, the interest rate differentials continue to favour the U.S. and hence a stronger dollar.
Also, as we noted, the Chinese yuan is also under pressure. It is not a component of the USS Index but is a part
of the trade-weighted dollar index. That index covers the euro area plus 26 other countries. The pattern is
somewhat the same as the narrower USS Index above. If there is good news, it is the RSI, which is now
overbought over 70. But overbought is just an indication that we are getting high. It doesn’t necessarily mean
we've topped. We also appear to be breaking out and approaching the March high of 105.87. New highs are
possible. A drop back under 104 could signal a top, but we’d rather see a drop under 103 to confirm a top.
Surprisingly, the death cross seen back in January 2023 is intact but getting closer to a golden cross.
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Gold struggled this past week, falling 1.2%. That’s actually the good news as everything else was worse. Silver
fell 5.7% and platinum was crushed, down 7.6%. Not even the near precious metals were spared as palladium
dropped 2.9% and copper was off 3.4%. The gold stock indices joined the down party with the Gold Bugs Index
(HUI) off 3.0% and the TSX Gold Index (TGD) down 2.3%. Gold continues to be the best performer as it is the
only one in positive territory in 2023, up 6.4%. While the short-term trend has turned negative (however weak
so far) the intermediate trend is now neutral. Another down week could turn the intermediate trend down.
For silver and platinum, it is their worst week since June 2023.

So, what’s the problem? The USS Index rose, bond yields rose, and, while talk of another rate hike has eased
and the expectations are the Fed will stand pat in October, many believe that the Fed could hike again before
year end. The Fed has expressed concern about rising oil prices and their potential negative impact on
inflation. Still, gold has solid demand and China in particular keeps adding to its gold reserves. China is also a
major gold producer, the world’s largest. So, they can add without even importing. Russia is the world’s second
largest producer with Australia. Canada is a distant fourth and the U.S. a more distant fifth.

Still, it’s the same old story. A rising dollar, bond yields, and fear of another Fed hike. As long as those elements
remain, gold could continue to exhibit weakness. But gold remains the best performer and, as our chart of the
week shows, gold is slowly outperforming the DJI. That is positive going forward.
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The COTs from our usual source came out late. When they did it wasn’t particularly good news as the
commercial COT (bullion companies and banks) fell to 29% from 31%. Longs dropped almost 7,000 contracts
while shorts rose about 11,000 contracts. The large speculators COT (hedge funds, managed futures etc.) rose
to 71% from 68% as their longs were steady but their shorts dropped about 15,000 contracts. Open interest
fell roughly 4,000 contracts on a down week for gold. Overall, not a great report and is somewhat negative.

All this puts gold in a better place to fall to $1,800/51,825 rather than bust through $1,980/$2,000. We closed
under support at $1,950 this past week, so the next targets appear to be down to $1,925. A break under
$1,925 could set up a decline to $1,900 and a break of the 200-day MA. Our low was seen last November at
$1,618. We'd have to break under $1,730 to suggest a serious test of that level. We are not expecting that. But
the reality is, the effects of our long-term cycle lows are still hanging around. We don’t expect to see any
meaningful up move until December. There is an FOMC September 19-20 followed by one on October 31—
November 1, with the final one on December 12—-13. That December meeting could be key, coinciding nicely
with the December 2015 meeting that launched a powerful gold rally in 2016. And also fit nicely with our 7.83-
year cycle lows.

As it stands now, we need to regain above $1,950 and especially above $1,980/$2,000 to suggest higher prices.
Right now, we don’t see that happening so our focus is on the downside and next good support at $1,925.

Rest of page is blank
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Silver had a miserable week, falling 5.7%. Silver, once again, is now down on the year by 3.6%. The fact that
silver led everyone is not a good sign. Silver has a tendency to lead in both up and down markets. The only
good news is that we are fast approaching uptrend line support near $22.50. However, if that breaks, then we
are going lower, possibly for a test of the September 2022 low of $17.40. A drop below $19.50 would likely
ensure the test of $17.40 and even new lows. The other significant low was the March 2023 low of $19.94. A
drop under $21.50 suggests that the $19.94 low could fall. To the upside, we need to regain above $24 and
especially above $25 to suggest a move higher. Silver’s underperformance is not helpful for the precious
metals. The chart appears bearish, but could find support near $22.50. If doesn’t, look out below.

The silver commercial COT fell to 34% from 35%. Longs dropped about 2,000 contracts while shorts were off
about 1,000. The large speculators COT rose to 65% from 64% as they shed about 4,000 longs and about 4,000
shorts. Open interest fell about 6,000 contracts on a down week.

We don’t like the shape of silver’s pattern as it appears to be suggesting a descending triangle with lower highs
and a relatively flat bottom. Hence, a break of $22.50 could prove fatal and target down to $18. On the other
hand, the pattern since the $26.43 high could just be an ABCDE-type correction and this is the E wave down.
Only a move above $25.50 would confirm that a low is in.
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No joy for the gold stocks. The recent string of losses for gold stocks continued this past week as the TSX Gold
Index (TGD) fell 2.3%, while the Gold Bugs Index (HUI) dropped 3.0%. The losses followed a two-week up
move. The TGD and HUI are in bear market territory as the TGD is down 22% from the high seen in early May.
All trends are down: daily (short-term), weekly (intermediate), and monthly (long-term). The Gold Miners
Bullish Percent Index (BPGDM) is last at 14.29, the lowest seen since September 2022 and the bottom of last
October/November. Volume has been tepid. Support is seen down to about 250, but a breakout is elusive.
Above 275 we could get something going, but we’d really need to see the TGD above 290/300 to change the
current trend. If one thinks the TGD and the gold stocks are bad, the junior mining market has fared even
worse. It's been in a depression, with many junior gold miners trading basically for cash in the bank or even
lower, forget about their resources. Still, we’ve seen no junior gold miner suddenly announce they are getting
out of gold mining and moving into Al. We actually saw that at the major bottom in 2000/2001 where we had
junior gold miners suddenly becoming a dot.com company. That, of course, was the bottom. The junior TSX
Venture Exchange (CDNX), made up of at least 50% miners, is trading at multi-week lows, just above its last
low seen in December 2022.

The TGD appears to be fast approaching a possible support line near 250 and, as well, a rising trend line from
the October/November low of 2022. If all goes well, 250 should hold. If it breaks, then below 245 new lows
below the October 2022 low of 217 become possible.
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s probably no surprise that Saudi Arabia/Russia extended production cuts and export cuts. Oil is a weapon

of war. But it’s the tightening of U.S. supplies with falling oil and gas inventories that is a significant driver. U.S.
crude oil stocks have fallen from 456.8 million barrels on July 21 to the recent 416.6 million barrels. Gasoline
stocks have been in a steady downward trend, but not as dramatically as crude oil, which has fallen from 217.6

million barrels on July 21 to last reported at 214.7 million barrels. Both are crawling around the bottom of the
5-year average range.
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As a result, WTI oil rose almost $2 this past week or 2.3%. Brent crude was up 3.6%. However, natural gas (NG)
floundered, falling 5.8% at the Henry Hub and at the EU Dutch Hub falling only 3.1%. While oil continues to
move higher, NG has backed off. It hasn’t stopped the energy stocks, however, as the ARCA Oil & Gas Index
(XOl) rose 2.2% to fresh 52-week highs while the TSX Energy Index (TEN) was only up 0.3% and remains short
of fresh 52-week highs.

WTI oil continues to barrel higher towards potential targets at $90 and $95. Some are calling for $120 oil. High
sustained oil prices have been at the heart of recessions in 1980-1982, 1990, and even 2008. Oil had also
jumped before the pandemic but collapsed during it, likely making a multi-year low that won’t be seen again.
Short-term WTI is overbought, so we might have a pullback. Support is that rising channel line currently near
$80, although we’d be surprised it pulled back that far. So far, this is a sustained rise.

NG, on the other hand, continues to languish, forming that huge rounding bottom. We'd still need to see NG
through $3 to suggest we are breaking out. It’ll happen, but we just don’t know when. Possibly into Q4. In the
interim, the energy stocks continue higher.

Another reason why oil might rise further is a lawsuit winding its way through the European Court of Human
Rights. It is being brought by six young people against 32 governments over climate change. If they win, it
could force the countries involved to slash emissions further and phase out fossil fuels. Even pressure is
growing in Canada to phase out oil and gas subsidies which are in the billions. While the lawsuit is primarily
European-based, it could also impact here as well. Of course, none of this is guaranteed.

We continue to view oil and gas a buy and, by extension, the oil and gas stocks.

Copyright David Chapman 2023
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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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