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Sale, Sale, Sale! 
40% Off, 50% Off, 60% Off, 70% Off, Liquidation! 

Everything is on sale. Or at least that is the way it appears whenever we 
have wandered through the local mall (not buying anything, of course). 
Ok, there may be exceptions. But what struck me is, with all of these 
signs in the windows advertising sales, you wonder if there is really such 
a thing as regular full price. Does it exist? We are sure it exists 
somewhere.  

The reality is, if the economy is doing fine why is everything on sale – all 
of the time, 365 days of the year. No wonder when one looks at a chart 
of retail sales year-over-year it has either flat-lined or is pointed 
downward.  

 

First Canada. Canada’s retail sales picture actually looks somewhat 
better than the US’s retail sales picture. The most recent (to April 2016) 
year-over-year was 4.6%. Strip out auto sales, and it falls further. Since 
the 2008-2009 recession and financial crash, retail sales growth has 
been largely under 5%, and under the average of 4.4% seen from 1992 
to 2016. Current retail sales are more lacklustre, with recessionary times  
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rather than the good times that were seen in the 1990s and even during the first decade of the 2000s. No wonder 
everything is on sale.  

A look at retail sales in the US shows an even weaker picture. Retail sales growth quickly peaked following the 2008-
2009 financial crash and recession, and has since been on a general downward trend. In June 2016, retail sales year-
over-year growth was an anaemic 2.7% — well below the average 4.4% seen from 1993 through 2016. A rising US$ 
has not helped. If retail sales were strong, then consistent growth over 5% should be seen as it was through most of the 
1990s, and briefly from about 2004 to 2006. Current growth is usually more associated with recessions, not strong 
periods of growth. Yet despite the anaemic growth in retail sales, it is reported that job growth has been taking place in 
the sector. More likely it is growth associated with part-time positions — low wages and no benefits. It has been the 
same case in Canada.  

 

Source: www.tradingeconomics.com 

One of the key drivers of retail sales has been auto sales. As the chart below attests, thanks to low interest rates and 
other sales gimmicks, auto sales rose sharply over the past seven years. The uptrend has now been broken. However, it 
has not yet broken down under 16 million units, a level that generally held from the late 1990s to just before the 2008 
financial collapse.   

 

 

http://www.tradingeconomics.com/


3 
 

  
T H E  G R Y P H O N  R E V I E W   

A  G L O B A L  M A R K E T  A N A L Y S I S  

 J U L Y  2 2 ,  2 0 1 6  

 

 

Source: www.tradingeconomics.com 

Sliding auto sales is not positive for retail sales going forward, as it has been the one area that has helped hold retails 
sales up. If things tighten up once again for the US (and Cdn) consumer, one can always keep driving the old car. 
Buying a new one is not a necessity. Of course then you may want to hold some interest in auto service shops.  

Helicopter Money? 

Money dropped from helicopters. Sounds like a great idea. The concept, however, is not new. Taking it literally one can 
imagine money raining down on the populace dropped by – well, a helicopter. Below, everyone is scurrying to grab as 
much money as you can fill your arms with and then some. The image was popular during the Iraq war, where it was 
felt the US was raining money down on the Iraqi people to buy them off following their illegal invasion in 2003. It does 
not appear to have worked.  

The concept of helicopter money originated, some believe, from monetarist Milton Friedman in a 1969 tome entitled 
“The Optimum Quantity of Money.” It literally envisioned money being dropped from helicopters directly to the 
population. The effect is to boost money expansion, increase economic activity and, hopefully, push inflation up. If it is 
a one-off affair, its impact might be limited, but if repeated often enough, the theory goes that the economy will 
eventually improve, as everyone will have more money to spend.  

Friedman’s theory was taken up by others, most notably former Fed Chairman Ben Bernanke, when he along with 
another economist proposed that during an economic slump you cut taxes and allow the central bank to purchase 
government debt in order to prevent interest rates from rising. The theory was that this would stimulate the economy, 
as money would get into the economy. This was a twist on Friedman’s helicopter drop. The purchase of government 
debt by the central bank is what we know as quantitative easing (QE).  

 

http://www.tradingeconomics.com/
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Except the money did not get into the economy, and instead wound up in the stock market and elsewhere, fueling a 
bubble in debt and stocks. As well, the central banks didn’t stop at government debt, but wound up buying up corporate 
debt, mortgage-backed securities (MBS) and even stock market ETFs. The benefits of the helicopter drop went primarily 
to the banks and bankers, while the people it was meant for settled for low-wage part-time jobs in an expanding service 
economy.  

Following years of ZIRP, NIRP and QE, the Western economies in the EU, Japan and Canada/US remain weak and 
underperforming. All that has happened is that government’s borrowing costs have fallen and bank reserves have grown, 
thus relieving the banks of any reserve constraints. Money into the real economy has been small. There has been little in 
the way of the trickle-down effect. The result, not surprisingly, is wealth and income inequality have grown. 

Now word comes that they may be planning the next phase of helicopter money. It would come in the form of perpetual 
bonds. An experiment with perpetual bonds may get its start in Japan. Perpetual bonds are just bonds with no maturity 
date. The proposal would have the government issue the perpetual bonds, and the central bank purchases them. 
Effectively the central bank would hold them forever, because they have no maturity date. The government would then 
take the funds and spend the money through fiscal stimulus.  

Japan may be the starting point for perpetual bonds, as Bernanke has been there providing advice to the Shinzo Abe 
government. Japan’s economy has been moribund for almost three decades, and deflation has been an ongoing 
problem. Just the talks alone helped spur the Japanese stock market to the upside, while the Japanese yen weakened. 
The idea of monetizing some of the Japanese debt has an appeal in some quarters.  

Others have proposed similar methods to get helicopter money into the economy. Here in Canada, and in Switzerland 
and Finland, there have been discussions about a guaranteed basic income. A referendum on a guaranteed basic 
income failed in Switzerland in June, rather overwhelmingly. The problem with a guaranteed basic income as helicopter 
money is that many find it odious that one would give people money for nothing except, as would be expected, the 
helicopter money would be spent on goods and services and serve to stimulate the economy. But it might also 
encourage people to quit their jobs, and then tax revenues would fall as fewer people worked. Since the experiment has 
failed, at least for the moment, we would have to await the next referendum on a guaranteed income plan.  

No matter how one looks at this, helicopter money appears to be coming. The question is, how will it play out? Years of 
ZIRP, NIRP and QE have failed to provide the necessary boost to the economy. Maybe helicopter money will work 
instead. At least that is the hope.  

The Brexit Won’t Go Away 

The Brexit promises to be around for some time. So no, it is not going to go away. Now that the unelected Theresa May 
has assumed power, she immediately created her cabinet. Her Chancellor of the Exchequer (Finance Minister here) is 
Phillip Hammond, having replaced George Osborne who was a very vocal supporter of the ‘remain’ camp. Indeed, much 
of her new cabinet is made up of those Conservatives who were members of the ‘leave’ camp.  

The new person in charge of the Brexit is David Davis, known as a hardliner ‘leave’ proponent. He confidently proclaims 
that the Brexit will be easy, promising a plethora of new free-trade deals over the next couple of years. The proclamation 
that the Brexit will be easy is bizarrely at odds with the statements of Ms. May herself, who proclaimed that Britain will 
be a tough negotiator, and will take its time about it in order to get it right. The EU also proclaimed tough negotiations, 
but are in a hurry to boot Britain out as an outlier.  
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Scotland’s First Minister Nicola Sturgeon has declared that she has a veto on the Brexit. Scotland did quite 
convincingly support the ‘remain’ camp. What Sturgeon is referring to is a pledge from Prime Minister May to seek 
support from all regions of the United Kingdom (Scotland, Northern Ireland, Wales and England) before invoking Article 
50 of the Lisbon Treaty that will trigger the beginning of serious negotiations for the Brexit. Scotland has threatened to 
hold a second referendum on leaving the UK, and Northern Ireland has threatened to join Ireland if they don’t get their 
way. All of this leaves Wales feeling lonely and left out. The Brexit leader David Davis has proclaimed that in no way will 
Sturgeon have any veto power on the Brexit. All of these contradictory statements would seem to add to the confusion 
and uncertainty surrounding the Brexit. Unless there is a UK approach to the Brexit, invoking Article 50 may never 
happen — or at least it appears that could be the case.  

Irrespective legal opinions have stated that the Brexit referendum is non-binding, and that only Parliament can approve 
the Brexit going forward. Even that could prove to be tricky, as the Conservative party was split between the ‘leave’ and 
‘remain’ camp, just like the country. There are currently three law suits working their way through UK courts, 
challenging the authority to invoke Article 50 and the Brexit.  

There are numerous other roadblocks in front of the Brexit as well. The referendum vote was 52% in favour, and 48% 
against. Younger people were, for the most part, very supportive of the EU, and saw it as their future. The Conservative 
government, under PM Cameron and Chancellor of the Exchequer Osborne, imposed considerable austerity on the UK. 
The current PM May and the new Chancellor Hammond are big fans of the austerity programs, and there is little sign 
that that is about to change. The result was numerous street clashes between Britain’s younger people and police over 
austerity and other policies. Add in the Brexit, and the odds are that street demonstrations and clashes could well 
intensify.  

Britain’s economy was already mildly slumping prior to the Brexit vote. It is likely to get worse, not better, going forward. 
The uncertainty surrounding the Brexit and deteriorating terms of trade as a result of the thought of the Brexit are just 
two things Britain has to deal with. This is despite the braggadocio of new trade deals, including one with Canada where 
talks are supposedly already under way. Signing of any new trade deals is dependent on a successful Brexit. That is not 
guaranteed.  

The United Kingdom is one of the most heavily indebted nations in the world. The UK national debt is £1.7 trillion, or 
US$2.2 trillion. The UK’s national debt-to-GDP is estimated to be about 89%, but when one includes private sector 
debt, the UK has one of the highest debt-to-GDP ratios in the world, estimated at over 600%. A big part of that debt is 
the UK banking system. Irrespective, the UK has one of the higher current account deficits of any G7 nation, currently 
around 5% (vs. 2.6% for the US and 3.1% for Canada), and its budget balance deficit is estimated at 3.6% of GDP (vs. 
2.5% for the US and 1.7% for Canada).  

The UK’s GDP is expected to grow an anaemic 1.5% in 2016, but then the other G7 nations are also experiencing 
anaemic growth. Sliding economic growth may only make the budget balance deficit worse. And more austerity to bring 
down the deficit could result in bigger demonstrations and clashes on the street, as well as put more strain on the 
budget deficit. It is a downward spiral. The UK used to be one of the world’s largest manufacturers. Not any more. 
Today the economy is 80% services with much of that financial jiggery-pokery, as one pundit declared. If financial 
institutions follow up on their threat to leave as a result of the Brexit, then even financial jiggery-pokery could become 
an endangered species in the UK.  
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The Brexit is creating considerable uncertainty for the estimated 3.3 million of EU nationals currently living in the 
United Kingdom, and for the 1.2 million of British ex-pats living in the EU. The Brexit could put pressure on Britain to 
deport those living in the UK, but ex-pats would most likely be protected under EU laws. Since many EU nationals living 
in the UK are occupying low-rung jobs, if they were expelled it could create additional labour problems. There have 
been no reassurances forthcoming from the May government with regard to the EU nationals living in the UK. London’s 
property market has been one of the hottest in world, but is already starting to cool as a result of the Brexit. Could it 
crash?  

The Brexit is not going to go away, and its very existence will continue to plague the UK with uncertainty and confusion. 
The British pound has already crashed and, following a pop as result of the appointment of Theresa May as PM, it has 
begun to slip again. Even new lows are possible if confusion continues to reign. The UK stock market, as represented by 
the London Financial Times Index (FTSE), also enjoyed a strong rebound following the Brexit vote, but it too could falter 
if uncertainty and confusion become the norm. The likelihood of more confusion and uncertainty regarding the Brexit 
appears more likely going forward than clarification and certainty. And markets hate confusion and uncertainty.  

 

Source: www.stockcharts.com 
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7 
 

  
T H E  G R Y P H O N  R E V I E W   

A  G L O B A L  M A R K E T  A N A L Y S I S  

 J U L Y  2 2 ,  2 0 1 6  

 

 

Source: www.stockcharts.com 

Nice, Turkey and a Divided America 

It has been a rough week. Nice, Turkey and a divided America. The markets yawned. Last Thursday, July 14, 2016, the 
Dow Jones Industrials (DJI) closed at 18,506. On July 20, 2016 the DJI closed at 18,595. Gold closed at $1,335. 
Today it is $1,319. We can only presume that nothing much has happened.  

In Nice a demented, depressed man who had lost his job and wife, and was by all accounts not in the least bit religious 
about anything, ploughed through a crowd on the seaside of Nice, on the Promenade des Anglais, killing at least 86 and 
probably more, while injuring dozens. Immediately he was touted as an Islamic terrorist influenced by ISIS, by no less 
than the French President Francois Hollande. The next day, France resumed bombing in Iraq and Syria.  

France does have one of the largest Muslim populations in Europe, numbering some 6.1 million, or about 10% of 
France’s total population. They mostly originated from former French colonies in North Africa and in the Middle East, 
including Syria and Lebanon.  Many were born in France. In France they are third-class citizens, mostly pushed into 
ghettos, living in poverty with high unemployment, and many subsisting on petty crime and drug dealing. Prior to the 
current rampage, there had been uprisings in the Arab ghettos against their poverty and living conditions. Little has ever 
been done about it.  

France, on the other hand, has one of the largest military contingents in the Middle East and North Africa, with troops 
in Iraq, Syria, Algeria, Mali, Central African Republic, Djibouti, Chad and Nigeria, all mostly former French colonies. In 
1992 France openly assisted the Algerian military to overthrow an elected Islamist government, where hundreds of 
thousands were killed in a bloody civil war. As a result of the Nice attack, France has extended martial law for another 
three months. France, a supposed cradle of democracy, appears to instead slowly becoming a military dictatorship.  

 

http://www.stockcharts.com/
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The markets yawned. France resumed its bombing in Syria and Iraq. Within a few days of the Nice attacks, it was 
reported that French bombing in Syria had killed upwards of 120 civilians.  

In Turkey a military coup got underway on Friday, July 15, 2016. It was short-lived and bloody, with hundreds killed or 
wounded. Either the perpetrators were grossly incompetent and ill-prepared, or it was expected and the countercoup 
immediately got underway, thwarting the coup. Turkey has a long history of military coups.  

The current president, Recep Tayyip Erdogan, was originally elected as prime minister in 2003. He served as PM until 
2014, when he was able to get elected in the largely ceremonial position of president. Using his power, he has become 
increasingly authoritarian: jailing opponents, cracking down on the press and social media, and being accused of human 
rights violations. Wars have been underway, once again, against Turkey’s large Kurdish population. Turkish military have 
regularly made incursions into Syria and Iraq against Kurds.  

Erdogan had built and lives in a US$600 million palatial palace, supposedly lined in gold, and pays himself about 
US$14 million annually in a country where the average income is estimated at $6,000 annually. Erdogan has been 
accused of trying to bring back the glory of the Ottoman Empire, and he has made notions that he is the next sultan of 
the new Ottoman Empire (existed 1299 to 1922). Erdogan has accused an exiled Islamic cleric living in the US as 
being behind the coup. Turkey has sought extradition. The US has refused so far. Turkey is a key NATO member, an 
aspiring entrant to the EU, and hosts the Incirlik Air Base, which the US uses to launch attacks against ISIS in Iraq and 
Syria, and they previously used to launch attacks against Iraq. The air base holds US nuclear weapons. Questions have 
been raised about their whereabouts.  

The failed coup has led to hundreds of arrests far beyond military personnel, including judges and others who might be 
opponents of Erdogan. It is estimated that 70,000 have been fired or detained, including teachers and university 
professors, along with a further clampdown on the press and journalists, and anyone reporting on the situation in 
Turkey. No wonder the accusation has been that Erdogan himself was behind the coup, in order to consolidate further 
his own power and leave him as the sole dictator. Martial law has been declared, effectively leaving the country under 
the control of Erdogan and the military loyal to him. The only problem with all of this is that Turkey is a key NATO 
member, and supposedly an aspiring member of the EU.  

The markets yawned. Party on.  

The latest headline of The Economist was “Donald Trump and a Divided America” (The Economist – July 16th-22nd, 
2016). The US has a long history of division and violence. It was born in division over 200 years ago in a bloody 
revolution; the country fought a long, bloody civil war from 1860 to 1864; the country has a long history of racial 
division including slavery; the country has a history of conquest and suppression (Mexican War, Indian wars, slave 
uprisings, etc.), and has been involved in war 223 years out of its 240 years of existence (or 93% of the time); and the 
country has a history of populists vying to become president (most recently Ross Perot and Patrick Buchanan). So in 
some respects the latest round of division and polarization that can turn violent is not exactly new in America. It may be 
just the latest iteration, even if the vitriol appears to be reaching new levels.  

The markets yawned. Aren’t we at a record high?  
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It seems that terrorist attacks in France, military coups in Turkey, or deep divisions in America have any impact on 
markets (although the Brexit did). The Turkish stock market plunged and the Turkish lira plummeted, but that was local 
and impacted Turkey more than it did others. But what it does demonstrate is a world that is becoming increasingly 
unstable, and all combined or with others could have a deep impact on markets at some point in the future. Political 
events going on that could have a deep impact on markets if something happened are the tensions between NATO and 
Russia in the Baltics, the Black Sea and all along the Russian border, plus the tensions in the South China Sea, largely 
between the US and China. If something were to erupt on those fronts, markets could react negatively. But oddly, they 
largely fly under the radar.  
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 CURRENT YEAR AGO  CURRENT YEAR AGO 
US YIELDS   CANADA YIELDS   
Fed Rate 0.25%-

0.50% 
0%-0.25% BofC Rate 0.50% 0.75% 

3-month T-Bill 0.32% 0.04% 3-month T-Bill 0.49% 0.40% 
Real Interest Rate (3 mth 

T-Bill-% chg. CPI) 
(0.68%) 0.02% Real Interest Rate (3 mth 

T-Bill-% chg. CPI) 
(1.01%) (0.60%) 

GDP GROWTH   GDP GROWTH   
GDP $18.3 trillion $17.6 trillion GDP $2.0 trillion $2.0 trillion 

USA (official) 2.1% 2.9% Canada (official) 1.1% 1.8% 
USA (Shadow Stats) (1.8%) (1.3%)    
UNEMPLOYMENT   UNEMPLOYMENT   

USA (U3) 4.9% 5.3% Canada (official R4) 6.8% 6.8% 
USA (U6) 9.6% 10.5% Canada (R8) 9.1% 9.3% 

USA (Shadow Stats) 22.9% 23.1%    
US Labour Force 158.6 million 157.4 million Can Labour Force 19.3 million 19.3 million 

USA Part Time Workers 
% 

18.5% 17.5% Can Part Time Workers % 19.0% 18.5% 

USA Labour Force 
Participation Rate 

62.7% 62.6% Can Labour Force 
Participation Rate 

65.5% 65.7% 

Not in Labour Force 95.0 million 93.1 million Not in Labour Force 10.3 million 10.0 million 
DEBT & MONEY (US$)   DEBT & MONEY (CDN$)   

US National Debt $19.3 trillion $18.2 trillion Canada National Debt 
(Federal only) 

$1.05 trillion $1.05 trillion 

US Total Debt $65.8 trillion $61.8 trillion Canada Total Debt (Federal 
Provincial Business & 

Household) 

$5.2 trillion  

Debt per family $805,546     
Savings per family $9,926     

Unfunded Liabilities $102.8 
trillion 

    

Liability per taxpayer $858,861     
US M2 Money Supply $12.8 trillion $12.0 trillion Canada M2 Money Supply $1.4 trillion $1.3 trillion 

US Monetary Base $3.8 trillion $3.9 trillion    
US Debt to GDP 105.5% 102.8% Government Debt to GDP 

(All) 
91.5% 86.2% 

US Total Debt to GDP 358.5% 351.1% Canada Total Debt to GDP 274%  
INFLATION   INFLATION   

US Inflation (official) 1.0% .02 Cdn Inflation 1.5% 1.0% 
Shadow Stats Inflation 8.7% 7.6%    

OTHER   OTHER   
Baltic Dry Index 746 1086    

US Living in Poverty 46.9 million 45.3 million 
 

   

Food Stamp Recipients 43.8 million     
US Recession 
Probabilities 

15.7% 7.9%    

 

USA CANADA 

Source: www.research.stlouisfed.org, www.bankofcanada.ca, www.shadowstats.com , www.statcan.gc.ca 
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W E E K L Y  M A R K E T  R E V I E W  

 S T O C K  M A R K E T S  

 

 
Source: www.stockcharts.com  

On numerous occasions over the past number of months, we mused about the potential for a triple top. We also noted 
that triple tops were actually rare, and that it might not be a triple top. So while on one hand it was a surprise when, in 
the post-Brexit frenzy, the stock markets actually did leap to new highs, in other respects it wasn’t a surprise at all. That 
a degree of bearishness had permeated the market for months was undeniable. That no real breakdown had actually 
occurred over the past two years was also undeniable.  

So the question always begs, why has the market broken out, and where do we go from here? No doubt post-Brexit 
central bank intervention helped. If there is one thing that the central bankers fear it is that the markets actually do fall 
sharply, as it might be an admission that something is amiss. As long as the central bankers and pundits can point to a 
rising market, they can say without cracking a smile that “all is well.” As we noted earlier in a discussion on helicopter 
money, all the market needs is a hint that the Fed has their back, and the market moves higher. In the wake of the 
Brexit, central banks provided the wind to the back of the stock markets to help push them higher.  

 

 

http://www.stockcharts.com/
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So don’t worry about the background noise of the Brexit, weak economic numbers, attacks in Nice, military coups in 
Turkey or cops being killed on the streets of America. And don’t worry about NATO encroaching on Russia in the 
Baltics or on the Black Sea as, after all, Russia is the bad guy, invading countries (Crimea) and threatening their 
neighbours. And don’t worry about China in the South China Seas, as the courts say they shouldn’t be there and the 
US navy is on patrol. It’s all just noise. The markets climb a “wall of worry.”  

As we noted in the July 15, 2016 issue of the “Gryphon Report,” the odds now favour that the corrective lows seen in 
August 2015 and again in February 2016 were most likely the most recent 4-year and 6.5-year cycle lows, coming as 
they did within the prescribed time frame. The only thing missing was a correction that actually took the markets down 
20% or more. It would have been nice, but in the end it isn’t essential. Looming, however, is a potentially more 
devastating long-term cycle that could drop the markets 50% or more in the form of what may be a 90-year cycle. If 
the contention that the August 2015 and February 2016 lows were indeed the 4-year and 6.5-year cycle low, then the 
next ones are not due until 2018 to 2020, and 2020 to 2024 respectively. The last possible 90-year cycle low 
occurred in 1932 and, prior to that, was a major low in 1837. Both occurred during or prior to major economic 
depressions.  

 

Source: www.stockcharts.com  
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The leap to new highs has a number of non-confirmations. Non-confirmations can occur early on, but could later be 
confirmed, so they bear watching. A key tenet of Dow Theory is that the averages must confirm each other. While the 
Dow Jones Industrials (DJI) and the S&P 500 have made new all-time highs, the Dow Jones Transportations (DJT) has 
not. The DJT is currently 14% below its all-time high seen in December 2014. Also awaiting confirmation is the 
NASDAQ that remains about 2.5% below its all-time highs. Numerous other indices, including small-cap indices, have 
also not confirmed the new highs by the DJI and the S&P 500. The breakout to all-time highs for both the DJI and the 
S&P 500 has occurred on declining volume. While high volume is not necessarily required, it helps confirm the 
breakout.  

While some breadth indicators are in sync with the new highs for the DJI and the S&P 500, many others are not. One 
key breadth indicator in sync is the NYSE advance-decline line. Others, such as the new highs-new lows and up-down 
volume, are not. One that is not in sync is the percent of stocks above their 200-day MA Index. The chart is shown 
above. The peak actually occurred back in 2009 during the first big move to the upside, following the low of March 
2009. After that the percent above index has been slowly declining on each peak, suggesting that the rallies are 
increasingly narrow in scope. This is not unusual for an end-of-cycle, whereas if this were truly a new cycle, then the 
advance would be considerably broader-based, and the stocks above their 200-day MA would more likely be reaching 
new highs themselves.  

Based on the breakout to new highs, the S&P 500 does have potential objectives to at least the top of what may be a 
large wedge triangle. The top is currently near 2235 to 2250. A measured move objective is also at 2250. It is amazing 
what central banks suggesting that they have the market’s back can do. The DJI and the S&P 500 may be moving to new 
highs but little else is, and the confirmations are almost non-existent. Buyer beware! 
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Source: www.stockcharts.com  

The US$ Index has jumped over 97, and appears now to be on its way to test the downtrend line from the high back 
in December 2015. The line is currently near 97.50. A firm breakout over that level could send the US$ Index to 
potential objectives near 106-107. That area had been a long-held potential objective for the US$ Index.  

So what is driving the US$ Index higher? Certainly helping it is a story that appeared in the Wall Street Journal on 

July 19, 2016 entitled “Fed Officials Gain Confidence They Can Raise Rates This Year” 
http://www.wsj.com/articles/fed-officials-gain-confidence-they-can-raise-rates-this-year-1468922401. 

While the story certainly helped to push the US$ higher (and gold lower), it clearly had little impact on the stock 
market that moved to new highs.  

Naturally we are baffled as to what might cause the Fed to hike rates again this year, when the economic numbers 
coming in are showing a slowly deteriorating situation and not a robust economy. While the exception may be the 
jobs numbers, as we have often noted, the numbers can’t be trusted. But rise the US$ did.  

If the US$ is going up others are going down, and naturally the euro, the yen, the Cdn$ and the British pound all 
fell. The ECB is not going to fight the euro falling, and Japan’s export-driven economy would prefer that the yen also 
fell. Talk of helicopter money is helping the yen fall as well. Gold, which is the US$’s alter ego, also fell. It’s 
discussed under Gold and Precious Metals.  

 

 

C U R R E N C I E S  

 

http://www.stockcharts.com/
http://www.wsj.com/articles/fed-officials-gain-confidence-they-can-raise-rates-this-year-1468922401
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One currency that does go up with the US$ is the Chinese yuan, except the Chinese do not particularly want the yuan 
to rise as their export-driven economy has been faltering of late. Some believe that if the Chinese economy falters it 
negatively impacts the rest of the world. While the Chinese are not likely close to doing anything right away, if the US$ 
rise persists, the Chinese may once again devalue as they have done couple of times in the past two years. A Chinese 
yuan devaluation might be good for China, but it most likely would not be good for the US stock market.  

The Chinese carried out devaluations back in August 2015, and again in December 2015. Each time the Chinese 
devalued, the US stock market fell sharply. As the US$ rises, the pressure shifts onto the Chinese to devalue in order to 
protect their position. As the chart below shows, the Chinese yuan continues to fall against the US$ (or in the case of 
this chart, US$1 purchases more Chinese yuan). If the US$ keeps rising, the pressure will be on for the Chinese to 
devalue once again.  

 

Source: www.ycharts.com  

 

 

 

 

 

 

 

http://www.ycharts.com/
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  Percentage Gains                                     Trends     
 

Stock Market Indexes Close 
Dec 31 

Close 
Jul 13 

Week YTD Daily Weekly Monthly 

        
S&P 500 2,043.94 2,173.02 

(new highs) 
1.0 6.3 up  up  up (topping) 

Dow Jones Industrials 17,425.03 18,595.03 
(new highs) 

1.2 6.7 up up  up (topping) 

Dow Jones Transports 7,508.71 7,962.33 0.4 6.0 up up neutral 
NASDAQ 5007.41 5,089.93 1.7 1.7 up up up (topping) 

S&P/TSX Composite 13,009.95 14,533.57 
(new highs) 

1.9 
 

11.4 up up up (weak) 

S&P/TSX Venture (CDNX) 525.59 754.76 (0.4) 43.6 up  up  neutral 
(bottoming) 

Russell 2000 1,135.89 1,209.74 
(new highs) 

0.7 6.5 up up  up  

MSCI World Index 1,693.06 1,657.56 0.5 (2.1) up (weak) neutral down 
        

Fixed Income Yields        
        

U.S. 10-Year Treasury 2.27 1.59 7.4 (30.0)    
Cdn. 10-Year Bond 1.39 1.08 9.1 (22.3)    

        
Currencies        

        
US$ Index 98.75 97.26 1.0 (1.5) up neutral up (topping?) 
Canadian $ 0.7233 0.7658 (0.7) 5.9 down  up (weak) down 

Euro 108.59 109.91 (1.0) 1.2 down neutral down  
British Pound 147.37 132.46 0.8 (10.1) down down down 
Japanese Yen 83.12 93.32 (2.6) 

 
12.3 down up up (weak) 

        
Precious Metals        

        
Gold 1,060.50 1,319.30 (1.8) 24.4 up up  up  

Silver 13.82 20.41 (3.9) 41.9 up  up up (weak) 
Platinum 892.90 1,091.50 (0.8) 22.2 

 
up up down (weak 

bottoming) 
Palladium 562.00 676.00 (new 

highs) 
4.9 

 
20.3 up up down (weak) 

Copper 2.135 2.254 0.6 5.6 up  up down 
Gold Bugs Index (HUI) 111.18 250.60 (7.3) 125.4 up  up  up  
TSX Gold Index (TGD) 129.30 251.90 (6.9) 94.8 

 
up up  up  

        
Energy        

        
WTI Oil 37.07 45.11 2.2 23.4 down up  down 

Natural Gas 2.35 2.66 (2.9) 13.2 neutral up  down (weak) 
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S E E  G LO S S A R Y A T  E N D  F OR  A N  E XP L A N A T IO N  O F  T H E  T R E N D S  
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• Gold, silver, platinum and palladium have all made new 52-week highs on the current up move. It is the first 
time that has occurred since the highs of 2011/2012. Silver has broken out above the downtrend line from the 
2011 top, but gold has not. Gold’s comparable trendline down from the 2011 top is currently near $1,400. 
This stresses the importance of the entire range from $1,380 and even up to $1,430, the 2013 reaction high. 

• The gold stocks as represented by the Gold Bugs Index (HUI) and the TSX Gold Index (TGD) have also made 
new 52-week highs. Further, they have broken out above the downtrend line from the 2011 top.  

• Gold, silver and the gold stocks (HUI, TGD) short-term (daily), intermediate (weekly) and long-term (monthly) 
trends are pointed up. This has not been seen since at least 2012.  

The conclusion we gather from this is that gold and silver and the gold stocks have potentially entered a new bull 
market phase. A number of analysts are also touting that gold is entering a new bull market phase, including many bank 
analysts that had previously been in the bear camp. Even notorious bear Goldman Sachs is considerably more cautious, 
and nowhere near as bearish. Nonetheless, it is not surprising to find those that remain in the bear camp and believe 
the current rebound is merely a corrective to the four-year decline 2011-2015. Until gold regains the 2013 breakdown 
near $1,525 that remains a possibility, and shouldn’t be dismissed.  

In many respects, one doesn’t want to see the long side get too crowded right away. This is why corrections are healthy 
for the longer-term strength of the market. The question is, are we entering a corrective phase, or is there more to the 
upside before a more substantial correction gets underway? 

 

If the US$ is up and the Japanese yen is down, then 
it usually follows that gold is most likely down. The 
Wall Street Journal story noted under Currencies 
above was the trigger for the US$ to rise, the yen to 
fall and gold to fall. Most of the decline took place on 
July 20, 2016, as gold fell roughly $16. Silver 
followed gold lower, losing roughly $0.50.  

Gold is now off about $58 from the recent top at 
$1,377.50. Resistance, as was expected, was seen in 
the $1,380 to $1,400 zone. Gold touched the bottom 
of that zone. Silver had potential objectives up to at 
least $20, and did hit a high at $21.23 before 
succumbing to some profit taking.  

Are gold and silver now in for a more substantial 
correction? While that is possible, it also pays to keep 
a few things in mind as follows: 

 

G O L D  A N D  P R E C I O U S  M E T A L S  

 
GOLD INDICATORS 

 CURRENT 
 (Jul 6, 2016) 

YEAR AGO 

Gold in US$ $1,319.30 $1,100.20 
Gold in Cdn$ $1,722.77 $1,425.31 
Gold in Euros €1,198.00 €1,006.00 
Gold in British Pounds £1,000.00 £707.00 
Gold in Japanese Yen ¥141,000 ¥136,300 
Dow Jones/Gold ratio 14.10 16.29 
Gold Volatility Index 17.21 19.56 
Gold/Oil ratio 28.84 21.74 
Gold/HUI ratio 5.26 9.47 
Gold/Silver ratio 67.27 74.91 
Gold Sentiment Index 152.75 70.00 
PERFORMANCE 
(2000-Present) 

  

Dow Jones Industrials 
(DJI) 

61.7%  

S&P 500 47.9%  
Gold 355.6%  
Silver 259.7%  
WTI Oil 78.7%  
DJI REITS 218.6%  
   
Source: Bullion Management Group Inc.  
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Source: www.stockcharts.com 

Gold may have formed an awkward-looking head-and-shoulders bottom pattern. The breakout on high volume was 
seen on the Brexit of June 24, 2016. The current pullback could be the test of the breakout near $1,300. The 
potential H&S pattern has objectives to $1,560. This objective could only be realized once gold breaks out over the 
$1,380 to $1,400 zone, and especially above $1,430. The current back test could pull back to the uptrend line, 
currently near $1,260. A breakdown under the pre-Brexit low near $1,250 would put the breakout pattern in doubt. 
A breakdown under $1,200 would negate the pattern and potentially set up a test of the December 2015 low.  

Despite some improvement this past week, the commercial COT remains bearish at 22%. This past week the 
commercial COT short open-interest position fell by roughly 15,000 contracts. The large speculators COT (hedge 
funds, managed futures etc.) also fell to 82%, taking away some of the bullishness from that group. Their long 
open-interest fell by roughly 11,000 contracts, while their short open-interest jumped by about 7,000 contracts. 
The next COT report is out late PM on Friday July 22, 2016.  

The silver commercial COT slipped slightly this past week to 26% from 27%, while the silver large speculators COT 
was unchanged at 81%. Silver has been overall more positive than gold, but it too has pulled back from its recent 
highs. Silver, like gold, also formed what appears as a complex bottom pattern. The breakout occurred above $18 
and has potential objectives up to $22.90. This remains unfulfilled, with a high thus far of $21.23. Silver is also 
pulling back, and could be in the process of testing the $18 breakout zone. Silver’s uptrend line currently comes in 
near $16.70. A breakdown under $15.80 could set up a test of the December 2015 low near $13.60.  

The silver chart appears to have more bullish potential. A breakout above $21.50 would set up a run to the 
potential objective of $22.90, and could set up a run to $26 to $27 and the breakdown zone from 2013. Further 
encouraging signs are seen with both platinum and palladium, which have been making new 52-week highs of late. 
Both metals, however, have lagged gold and silver, and their long-term trend has not as yet turned up. Platinum 
remains undervalued compared to gold.  

 

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

 

Source: www.cotpricecharts.com  
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The gold stocks remain especially encouraging. In a bull market one wants to see the gold stocks lead the way, and 
thus far they have done that in spades, with gains for the HUI of over 150% from its January 2016 low, and for the 
TGD gains of over 120% from its September 2015 low. With gains of this nature, it would not be unusual to see 
corrective pullbacks of 10% and even 20% from its recent highs, yet still remain in a bull uptrend.  

Especially encouraging for the bulls has been the action of the junior exploration miners that trade on the TSX Venture 
Exchange (CDNX). While the CDNX itself is only up about 45% from its lows, there are numerous junior exploration 
miners that have already seen gains of 100% to 300%. Yet the CDNX remains far below its potential and levels seen 
back in 2011. A number of these companies are potential takeover targets for larger gold miners. As well, many have 
had no problem raising funds of late, a healthy sign that the sector is getting back on its feet following a long bear 
market that saw many fall 90% from their highs.  

A chart of the TGD is shown below. The TGD appears to have good support down to 200-210. Initial trendline support 
is here at 250. Given the gains to date, it would not be surprising to see that momentum slow somewhat, even if gold 
were to continue to rise towards $1,500.  

 

Source: www.stockcharts.com 
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David has worked in the financial industry for over 40 years. He spent most of his career on the trading desks of a 
few large Canadian financial institutions where he was a manager and dealer in money markets, foreign exchange and 
financial derivative portfolios. These included Export Development Corporation (EDC), Canadian Imperial Bank of 
Commerce (CIBC) and Confederation Treasury Services Ltd. (CTSL), the treasury arm of Confederation Life Insurance 
Co. (CLIC). David moved into the brokerage industry in 1995, where he applied his experience in financial markets 
and technical analysis to writing market commentaries and articles as well as acting as an investment advisor. David 
spent several years writing columns for Investor’s Digest of Canada, as well as institutional and retail clients, and 
appearing as a guest market analyst on the Business News Network (BNN). David is a Fellow of the Canadian 
Securities Institute (FCSI) and a Canadian Investment Manager (CIM). 
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DAILY – Short-term trend 
WEEKLY – Intermediate-term trend 
MONTHLY – Long-term secular trend 
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 suggest that, while the trend is down, 
there are considerable signs that the market is bottoming.  
 
* - Indicates that the trend has changed.   
 
 
 

 

Disclaimer 
This report is provided by BMG and Bullion Marketing Services Inc. It is for informational and educational services 
only as of the date of writing, and may not be appropriate for other purposes. BMG and Bullion Marketing Services 
Inc. may include information obtained from sources believed to be reliable and accurate as of the date of this 
publication, but no independent verification has been made to ensure its accuracy or completeness.  Opinions 
expressed are subject to change without notice.  This letter is not intended as investment advice, and its use in any 
respect is entirely the responsibility of the user.  Past performance is never a guarantee of future results. 
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