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As we head into the home stretch of the US elections, we thought it 
might be interesting to take a look at the record under presidents – or 
what is known as the Presidential Stock Market Cycle. We will also look 
at how stock markets, GDP, debt and gold grew under presidents since 
1950.  

In the US, presidential elections take place every four years. The four-
year cycle of presidential elections fits rather nicely with a four-year 
cycle in the stock market. However, the four-year presidential cycle does 
not necessarily tell us when the low of the four-year stock market cycle 
will occur. Every president since 1950 has seen a four-year cycle low in 
stocks.  

Historically, according to an ongoing study by the Stock Traders Almanac 
(Jeffrey A. Hirsch & Yale Hirsch), published annually, the two weakest 
years for the stock market of the presidential cycle are the post-election 
year and the mid-term year. The two strongest years for the stock market 
are the pre-election year and the election year. So far, in 2016 the 
theory seems to be holding, as the US stock market is up on the year, 
and it is making new highs (Dow Jones Industrials (DJI)).  

Stock Market Action Since 1833 
Annual % Change in Dow Jones Industrial (DJI) Average 

Summary – Stock Traders Almanac 2016 
 

 Post-Election 
Year 

Mid-Term Year Pre-Election 
Year 

Election Year 

Total % Gain 112.6% 194.5% 467.3% 261.8% 
Average & Gain 2.5% 4.2% 10.2% 5.8% 

# Up 21 28 34 30 
# Down 24 18 12 15 

 
Source: Stock Traders Almanac 2016 www.stocktradersalmanac.com 

 

T H E  P R E S I D E N T I A L  S A G A  

http://www.stocktradersalmanac.com/
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The trouble with the presidential cycle theory is that a strong bull market can occur in the first two years, while bear 
markets can occur in the last two years. For example, the first two years of Franklin Roosevelt’s (Democrat) term 1932-
1936 saw huge gains for the stock market in 1933, followed by a further gain in 1934. On the other hand, the last two 
years of Herbert Hoover’s (Republican) term (1931 and 1932) saw devastating drops in the stock market.  

It is rare to see the stock market up four years in a row during one president’s term, but it has occurred four times since 
1833. Gains for four consecutive years were seen under Calvin Coolidge (Republican) 1925-1928, Franklin Roosevelt 
(Democrat) 1933-1936, Ronald Reagan (Republican) 1985-1988 and Bill Clinton (Democrat) 1993-1996. Four 
consecutive losing years has only occurred once under Herbert Hoover (Republican) 1929-1932.  

The biggest one-year gain occurred in 1915, when the market gained an incredible 81.7%. The President at the time 
was Woodrow Wilson (Democrat). The biggest one-year loss occurred in 1931, when the market fell 52.7% under 
Herbert Hoover (Republican).  

Since 1949 the president that saw the largest stock market gain was Bill Clinton (Democrat) 1993-1996 with a 
109.9% gain. The biggest loss was seen under George W. Bush (Republican) 2005-2008 when the stock market fell in 
total 21.4%. The biggest bear market in the last 67 years also occurred during George W. Bush’s (Republican) watch, 
when the DJI fell 53.8% from October 2007 to March 2009. Richard Nixon (Republican) was president during the 
second-biggest bear market from January 1973 to December 1974 that saw the DJI fall 45.1%. Ronald Reagan was 
president during the 1987 stock market crash from August 1987 to October 1987 that saw the DJI fall 36.1%.  

For the record, the longest bull market got underway under George H.W. Bush (Republican) in October 1990, and did 
not end until July 17, 1998 under Bill Clinton (Democrat). There were interruptions along the way, but none more than 
10%. The DJI gained 295% during that period, and it lasted 2,836 days. Only one presidential term did not have a 
bear market exceeding 12%. That occurred under Bill Clinton (Democrat) 1993-1996.  
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Market Action Since 1949 Presidential Cycle 

Elected President Stock Market % 
Gain (Loss) 

GDP % Gain 
(Decline) 

Debt % Gain 
(Decline) 

Debt to GDP 
(End of Term 

%) 

Gold % Gain 
(Loss) 

Four-Year Cycle 
Low  

Recessions 
Duration 

GDP % Decline 

Stock Market Bears 
(Loss%) 

         
Truman (D) 1949-

1952 
50.3 33.8 2.7 70.4 9.6 1949 Nov 1948-Oct 1949  

11 Mths 
(1.7%) 

June 1948-June 
1949  

(16.3%) 
Eisenhower (R) 

1953-1956 
75.5 22.3 5.3 60.6 0.8 1953 July 1953-May 

1954 10 Mths 
(2.6%) 

Jan 1953-Sep 1953  
(13.0%) 

Eisenhower (R) 
1957-1960 

32.4 20.7 5.0 52.7 0.8 1957 Aug 1957-Apr 1958  
8 Mths 
(3.7%) 

Apr 1956-Oct 1957 
(19.4%) 

Jan 1960-Oct 1960 
(17.4%) 

Kennedy (D) 1961-
1964 

41.8 
 

26.3 8.9 45.4 (0.5) 1962 Apr 1960-Feb 1961 
 10 Mths 
(1.6%) 

Dec 1961-Jun 1962 
(27.1%) 

Johnson (D) 1965-
1968 

4.4 37.5 11.5 36.9 10.2 1966  Feb 1966-Oct 1966 
(25.2%) 

Nixon (R) 1969-
1972 

9.7 36.0 22.9 33.3 65.2 1970 Dec 1969-Nov 1970 
11 Mths 
(0.6%) 

Dec 1968-May 
1970  

(35.9%) 
Apr 1971-Nov 1971 

(16.1%) 
Nixon (R) 1973-

1976 
(5.6) 46.5 45.2 33.0 111.7 1974 Nov 1973-Mar 1975 

 1 Yr 4 Mths 
(3.2%) 

Jan 1973-Dec 1974  
(45.1%) 

Carter (D) 1977-
1980 

0.2 52.5 46.3 31.7 337.0 1978 Jan 1980-July 1980 
 6 Mths 
(2.2%) 

Sep 1976-Feb 1978 
(26.9%) 

Sep 1978-Apr 1980 
(16.4%) 

Reagan (R) 1981-
1984 

26.4 41.2 73.2 38.9 (47.8) 1982 Jul 1981-Nov 1982  
1 Yr 4 Mths 

(2.7%) 

Apr 1981-Aug 1982 
(24.1%) 

Reagan (R) 1985-
1988 

82.4 30.0 65.5 49.5 33.2 
 

1987  Nov 1983-Jul 1984 
(15.6%) 

Aug 1987-Oct 1987 
(36.1%) 

Bush 1 (R) 1989-
1992 

45.4 24.5 56.2 62.2 (18.8) 1990 Jul 1990-Mar 1991  
8 Mths 
(1.4%) 

Jul 1990- 
Oct 1990 
(21.2%) 

Clinton (D) 1993-
1996 

109.9 23.9 28.5 64.5 10.8 1994   

Clinton (D) 1997-
2000 

55.0 27.0 8.6 55.2 (26.3) 1998  Jul 1998-Aug 1998 
(19.3%) 

Bush 2 (R) 2001-
2004 

(0.5) 19.4 30.1 60.1 61.0 2002 Mar 2001-Nov 2001  
8 Mths 
(0.3%) 

Jan 2000-Sep 2001 
(29.7%) 

Mar 2002-Oct 2002 
(31.5%) 

Bush 2 (R) 2005-
2008 

(21.4) 19.9 35.9 68.1 102.1 2008 Dec 2007-Jun 2009  
1 Yr 6 Mths 

(4.3%) 

Oct 2007-Mar 2009 
(53.8%) 

Obama (D) 2009-
2012 

64.8 9.8 60.3 99.5 89.6 2011  Apr 2011-Oct 2011 
(16.8%) 

Obama (D) 2013-
2016 * 

36.1 * 
 

11.1 * 20.7 *  108.1 * (21.2) * 2015  May 2015-Aug 
2015 

(16.2%) 
Nov 2015-Jan 2016 

(14.1%) 
Total Gain % 10,160 6,426 7,595  4,065    

 
Source: www.bmgbullion.com 
*   To date 
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GDP growth had its best years under Jimmy Carter (Democrat) 1977-1980, with total GDP growth up 52.5%. It was, 
however, inflation-driven growth. The weakest GDP growth occurred under Barack Obama (Democrat) 2009-2012, with 
total GDP growth of only 9.8%. It followed the worst recession, from 2007 to 2009, since the Great Depression.  

Recessions have occurred under almost every president since 1950. There were, however, periods where no official 
recession occurred under a president. Since 1950 there have been six times where no official recession happened. It 
happened under Lyndon Johnson (Democrat) 1965-1968, Ronald Reagan (Republican) 1985-1988, Bill Clinton 
(Democrat) twice—1993-1996 and 1997-2000, and finally twice so far under Barack Obama (Democrat)—2009-2012 
and 2013-2016.  

The steepest and longest official recession occurred under George W. Bush (Republican) following the 2008 financial 
crash. The recession lasted one year and six months from October 2007 to June 2009, and the economy contracted 
4.3%.  

Debt grew to some extent under every president since Truman (Democrat) 1949-1952. The two biggest percentage 
gains occurred under Ronald Reagan (Republican) 1981-1984 and 1985-1988, with gains of 73.2% and 65.5% 
respectively. Setting aside the post-war years under Truman and Eisenhower where debt growth was low, the lowest 
since occurred under Bill Clinton (Democrat) 1997-2000, where total US debt only grew 8.6%.  

As a result of low debt growth from 1949 onwards, the debt-to-GDP ratio fell until Ronald Reagan (Republican) took 
over as president. Since then the debt-to-GDP ratio has been rising steadily and has seen a big jump under Barack 
Obama (Democrat) as a result of the 2008 financial crisis and crash. While the 2008 financial crisis happened under 
George W. Bush (Republican), it was Barack Obama (Democrat) who reaped the huge jump in debt and resultant jump 
in the debt-to-GDP ratio.  

Gold was largely held at $35/ounce until Richard Nixon (Republican) ended Bretton Woods in August 1971 and took 
the world off the gold standard, setting gold to trade freely. Until Richard Nixon, gold’s gains and losses during any 
four-year presidential period were minimal. Gold’s biggest percentage gains occurred under Jimmy Carter (Democrat) 
1977-1980 that saw gains of 337%. The biggest four-year loss period occurred under the next president, Ronald 
Reagan (Republican) 1981-1984, as gold fell 47.8%. Gold also has seen sharp losses exceeding 20% under Bill 
Clinton (Democrat) 1997-2000 (26.3%) and under Barack Obama (Democrat) 2013-2016 (21.2% to date).  

It is difficult to make any general statement about the four-year cycle. The markets tend to be weak in the first two 
years of the cycle (post election and mid term), and stronger in the latter two years (pre-election and election). The 
incoming president could be met by a bear market in stocks, although if the four-year stock market cycle holds, the bear 
market shouldn’t hit until later in the incoming president’s term. There has been no official recession since the 2007-
2009 recession. There is no record of being recession-free lasting beyond two presidential terms. Odds would appear to 
favour a recession occurring at some point over the next four years. It won’t matter whether a Republican or a Democrat 
wins the White House.  

GDP growth has been anaemic over the past eight years. There is nothing on the horizon to suggest that is about to 
change. As a result, debt should continue to grow, and the debt-to-GDP ratio should also grow, unless the new president 
is prepared to slash expenditures sharply. However, that would most likely ensure a recession. Gold prices would be 
expected to rise during the next four years. There is no record of gold prices falling for two consecutive presidential 
terms.  

J U L Y  2 9 ,  2 0 1 6  
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Stock markets tend to perform better under Democrat presidents. GDP growth is about equal under either Republican or 
Democrat presidents. Debt grows faster under Republican presidents. Gold prices tend to perform better under 
Democrat presidents; however, it is skewed because of the one very strong period under a Democrat president. 
Otherwise gold tends to perform better under Republican presidents. No matter who wins the presidency in November, 
at least one bear market where the market loses more than 12% is likely to occur. Republican presidents, on the whole, 
have experienced deeper and longer-lasting bear stock markets than Democrat presidents. Recessions have also tended 
to be deeper and longer lasting under Republican presidents than under Democrat presidents.  

Another area worth touching on is the performance of the US$ under presidents. The US$ tends to move in wide 
swings, both up and down. Following the end of the gold standard and Bretton Woods in August 1971, the US$ was set 
free to float against other world currencies. The US$ began a long downward drift, and did not bottom until December 
1979 when Carter (Democrat) was president. For the next six years the US$ rose sharply, topping in February 1985 
when Reagan (Republican) was president. The next bottom came in September 1992 at the end of George H.W. Bush’s 
(Republican) term, and the start of Clinton’s (Democrat).  

The US$ next topped in July 2001 as George W. Bush’s (Republican) term was getting under way. It bottomed in March 
2008 near the end of George W. Bush’s (Republican) term, and just before the start of Obama’s (Democrat) term. After 
rising for eight years, the US$ once again appears to be nearing a top. If there is a general statement to make about the 
US$, it is that it tends to rise under Democrats and fall under Republicans. What does appear more plausible is that the 
US$ has a 16-year cycle (range 13-18 years), with major bottoms in 1979, 1992 (with a double bottom in 1994) and 
2008. Peaks appear to form roughly eight years after a low in 1985 and 2001 (range 6-9 years). If the pattern holds 
and the US$ starts another long decline, then the president is more likely to be Republican.  

Can the presidential saga be used as a predictor as to how markets will perform going forward? The record does show 
tendencies for market weakness during the first two years, and market strength in the latter two years of the president’s 
term. Markets and GDP growth do seem to perform better under Democrat presidents, while steep bear markets, steep 
recessions and high debt growth tend to occur under Republican presidents. But as the disclaimer always says, “past 
performance is not a guarantee of future results.”  

None of this is a statement about the two current main candidates for president. It merely tells us tendencies under 
either a Republican or Democrat president. Since the post-war era, starting with Truman (Democrat) 1949-1952, there 
has only been one occurrence where one party took the White House for three consecutive terms. That happened under 
Reagan (Republican) 1981-1984, 1985-1988 and George H.W. Bush (Republican) 1989-1992.  

Prior to that it was not unusual for one party to hold the presidency for a number of consecutive terms. From 1861, 
starting with Lincoln (Republican) to 1884 ending with Garfield (Republican), the Republicans held the presidency for 
six consecutive terms. It occurred again from 1921 with Harding (Republican), and ending in 1932 with Hoover 
(Republican), where once again Republicans held the presidency for three consecutive terms. The Democrats held the 
presidency for five consecutive terms, starting in 1933 with Roosevelt (Democrat) and ending in 1952 with Truman 
(Democrat).  

Deutsche Bank Again  

It is probably fair to say that one should not ignore the saga of Deutsche Bank AG (DB), the giant German bank. It is not 
being called a “zombie bank” for nothing. Deutsche Bank recently announced it was going to close another 188  
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188 branches across Germany, and let go another 3,000 people. The CEO warned that there could be even more job 
losses and branch closings going forward. The bank has been bleeding red ink, announcing in previous years billions of 
dollars in losses, instituting austerity programs, slashing staff, closing branches, pulling out of ten foreign exchange 
markets, and shutting its investment banking division including, we might add, gold trading. In 2015 DB reported a 
record loss of €6.8 billion.  

If that wasn’t all, DB has failed bank stress tests for two years in a row. Despite that, its CEO declares that DB’s capital 
adequacy “has never been in doubt.” Irrespective, the IMF labeled DB as the most dangerous bank in the world, even 
more so than HSBC. DB has assets of €1.6 trillion against capital estimated at €62.7 billion in 2015. DB’s market cap 
is currently about €17.7 billion. The stock has fallen 89% from its high in 2007. DB is one of the world’s largest 
derivative banks, with an estimated €52 trillion (face value) on its books. Derivatives, however, are not on DB’s balance 
sheet, since derivatives are an off-balance-sheet item.  

Many believe that DB’s derivative position could spell the death knell for the bank. But one has to keep in mind that the 
amount is purely notional and not actual risk, which is considerably less. There is counterparty risk, but compared to 
the outstanding notional value, the actual risk is sharply lower. Financial regulations with regard to derivatives are much 
tighter today than in 2007, prior to the 2008 financial crash.  

Still, DB could pose a risk to the financial system, even as most believe it is not going to be another Lehman Brothers. 
The bank faces very long term, painful restructuring. DB has been at the forefront of calling for a European bank rescue 
fund of at least €150 billion. The banks that are currently most at risk are the Italian banks that need huge cash 
infusions to stay alive, given some €400 billion of non-performing loans on their books.  

 

Source: www.stockcharts.com 

 

 

 

http://www.stockcharts.com/
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It is a favourite to show the demise of Deutsche Bank alongside the collapse of Lehman Brothers. The collapse of 
Lehman Brothers was quick, even if it was painful. Deutsche Bank instead has been in a long, slow decline although, 
like Lehman Brothers, it took a huge hit during the 2008 financial meltdown. DB then recovered, but has once again 
broken down. The trend is down, with no sign of bottom. It would most likely take a black swan event to take DB down 
completely. Otherwise, as noted, DB is going to have to go through a long, painful restructuring that could take years. 
Its stock may have further to fall. No one is liable to take it over, given its weak position and far too much baggage, 
along with its sheer size.  

Nonetheless, being one of the largest banks in the world, along with its importance not only to Germany but to the EU 
and the global banking system, one has to maintain a careful watch on the bank, and be well aware of its troubles and 
its potential negative impact on the global financial system.  

The FOMC Rate Decision 

To hardly anybody’s surprise, the Federal Open Market Committee (FOMC) left interest rates unchanged. Nonetheless, 
they cited that risks to the economy have subsided, while the labour market is getting tighter. Conditions therefore are 
becoming more favourable to hike borrowing costs at some point in the future.  

When? At the September meeting? If not September, the only meetings left after that are November and December. 
September appears to be too close to the election, and the November meeting is just before the election. So neither of 
them are likely, although there are a number of economists suggesting that they could hike in September. December is 
after the election, but do they want to saddle the incoming president with a rate hike? The thinking here is that the Fed 
is actually done for the year, and there will be no further rate hikes, at least not in 2016. If there is, September is the 
most likely date; however, other economists expect the Fed to wait until December. There is no expectation for a rate 
hike in November.  

“Near-term risks to the economy have diminished,” the Fed said in its statement. The overnight rate was left at 0.25% 
to 0.50%. Inflation expectations were little changed recently. The most recent year-over-year inflation numbers are at 
1%. However, the core inflation rate year-over-year is up 1.6%. It is the core inflation rate that the Fed bases its 
decisions on. Core inflation is calculated ex food and energy (as if they are not important). The Fed’s target rate is 2%. 
Nonetheless inflation, even the core rate, has consistently been below the Fed’s 2% target, even as they calmly predict 
that it will get there. The core rate has been below the Fed’s expectations now for over four years.  

The Fed’s hands have been tied because of weak growth in the EU and Japan, the uncertainty caused by the Brexit and 
even financial market volatility. Rather than hike rates, the Fed has sat on its hands. Like the other Western central 
banks (ECB, BOJ, BOE and even the BofC) are trapped, given years of QE, ZIRP and NIRP. Yet still the Western 
economies remain mired in anaemic growth and over-leveraged debt. Monetary policy has not been the panacea, and 
fiscal policy by governments is gripped by the fear of adding to the debt.  

The Fed keeps citing better-than-expected economic data. We can only guess that they mean the economic data is 
better considering the deep hole it is coming out of following the 2008 financial crash, and the steep recession of 
2007-2009. Job growth has been cited, ignoring the fact that much of the job growth is in low-wage and part-time jobs. 
The falling unemployment rate has been cited as near-full employment, but ignoring the fact that the labour-force 
participation rate has also fallen. The unemployment rate peaked at 10% in October 2009, but the labour force 
participation rate was 65% at the time, and today it is at 62.7%. If the labour-force participation rate had held at 65%,  
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and all other things being equal, the unemployment rate (U3) today would be 8.2%, and not the 4.9% officially 
reported.  

The big statistic cited this week that was up sharply was new home sales. June new home sales came in at 592,000, 
well above the expected 555,000 and up 3.5% from May’s new home sales. The reality is, however, that new home 
sales remain down some 57% from the peak seen back in 2005, and largely under levels seen throughout the 1970s, 
the 1980s and 1990s, except for recessionary periods. In other words, the heralded new home sales are consistent with 
previous recessions in the early 1980s and early 1990s. New home sales today are 30% below the worst of the early 
2000s recession.  

 

Source: www.stlouisfed.org  

Possibly the real question that should be asked is why is the home ownership rate falling when, if anything, it should be 
rising if the economy was so good.  

 

Source: www.stlouisfed.org  

 

http://www.stlouisfed.org/
http://www.stlouisfed.org/
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Finally, it might pay to look at the level of new housing starts. Here the story is the same. New housing starts are at 
levels usually associated with recessions in prior periods. Housing starts remain down some 44% from their peak level 
in 2006.  

Yes, the economy is strengthening, but it is coming out of a deep hole. It remains well below levels seen not only at 
previous peaks, but is barely treading water at levels usually associated with previous recessionary periods.  

 

Source: www.stlouisfed.org  

For the record, existing home sales also are well below pre-2007 levels by 23%. Existing home sales have been better 
than new home sales, but they too remain in stagnation and weak recovery levels. All of this is something to keep in 
mind when the Fed tells everyone that things are looking up. But then we can only guess the need to retain optimism 
when you are looking up from the bottom of a well trying to figure out how you are going to get out. 

http://www.stlouisfed.org/
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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 0.31% 0.05% 3-month T-Bill 0.51% 0.42% 
Real Interest Rate (3 mth 

T-Bill-% chg. CPI) 
(0.69%) 0.03% Real Interest Rate (3 mth 

T-Bill-% chg. CPI) 
(0.99%) (0.58%) 

GDP GROWTH   GDP GROWTH   
GDP $18.3 trillion $17.6 trillion GDP $1.8 trillion $1.8 trillion 

USA (official) 2.1% 2.9% Canada (official) 1.1% 2.0% 
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 157.0 million Can Labour Force 19.4 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% 65.8% 

Not in Labour Force 95.0 million 93.7 million Not in Labour Force 10.2 million 9.9 million 
DEBT & MONEY (US$)   DEBT & MONEY (CDN$)   

US National Debt $19.4 trillion $18.2 trillion Canada National Debt 
(Federal only) 

$1.05 trillion $1.05 trillion 

US Total Debt $65.9 trillion $61.8 trillion Canada Total Debt (Federal 
Provincial Business & 

Household) 

$5.2 trillion  

Debt per family $806,100     
Savings per family $9,959     

Unfunded Liabilities $103.0 
trillion 

    

Liability per taxpayer $859,413     
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 696 1131    

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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http://www.research.stlouisfed.org/
http://www.bankofcanada.ca/
http://www.shadowstats.com/
http://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  

The stock market is a wonder to behold. Defying all predictions of a coming bear market, it instead burst out to new all-
time highs. Well, at least the Dow Jones Industrials (DJI) and the S&P 500 did. Yes, a host of other indices did join the 
two big-cap indices to make new all-time highs. Many of them just barely, to date. Others joining the party included the 
Dow Jones Utilities (DJU), the Russell 1000, the Russell 3000, the OEX 100, the S&P MidCap 400, and the S&P 
SmallCap 600.  

Notable among those not making new highs are the NASDAQ, the NYSE Composite, the AMEX, the Dow Jones Composite 
(DJC) (just short of new highs), the Dow Jones Transportations (DJT) (not even close), the NASDAQ 100, and the Russell 
2000. The Wilshire 5000 is very close to making new highs. The most significant among those not making new highs is 
the DJT.  

 

http://www.stockcharts.com/
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The DJI and the DJT are the two key indices when it comes to Dow Theory, and the tenet that the averages must 
confirm each other. Whenever the DJI and the DJT are out of sync, it pays to watch closely. In an uptrend, such as the 
market has been experiencing, if one is making new highs but the other is not, it is important to pay attention. 
Similarly, in a downtrend, if one is making new lows while the other is not, again it is important to pay attention. 
History has proven that, when they are out of sync at new highs or new lows, it usually marks a turning point. Since 
2000, the divergence was seen at the highs in 2000, the lows in 2002, the highs in 2007, and the lows in 2009. 
There are numerous other key market turning points where the DJI and the DJT did not confirm each other.  

Nonetheless the S&P 500 has made new highs, but volume is lagging. Numerous indicators are negatively diverging 
across a number of timeframes. In a strong bull market, indicators diverging negatively can be an ongoing 
characteristic. Diverging indicators are not a sign of an impending market top, but they are a sign of growing weakness 
in the market with non-confirmations. It takes other indicators to tell us that the trend has changed. A climbing market 
on low volume is not a sustainable market, as rising volume is needed to confirm the rise.   

A breakdown would not be confirmed until the S&P 500 breaks under 1,990. That level would confirm a breakdown on 
the daily, weekly and monthly charts. A major breakdown would only be confirmed under the February 2016 low of 
1,810. Significant resistance is seen up near 2,500 and 2,700. Potential objectives are 2,250. The high thus far was 
seen at 2,175.  

 

Source: www.stockcharts.com  

 

http://www.stockcharts.com/
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We have noted the propensity for the US stock markets to follow cycles of 4-year and 6.5-year lows. The range on the 4-
year cycle low is 3-5 years, and the range on the 6.5-year cycle low is 5-8 years. The 1982 stock market low was a very 
important one, as it proved to be the last major low before the stock market embarked on an 18-year rise. There was both 
a 4-year and a 6.5-year cycle low in 1982.  

On the 4-year cycle, important lows were seen from 1982 in 1987 (5 years), 1990 (3 years), 1994 (4 years), 1998 (4 
years), 2002 (4 years), 2006 (4 years – although it was shallow and largely in retrospect), 2009 (3 years), 2011 
(nominally 2, but the 2009 low was in March and the 2011 low was in November so closer to 3 years), and 2016 (4 
years, one in August 2015 and again in February 2016). The next 4-year cycle low is due anywhere from 2018 to 2020.  

On the 6.5-year cycle, important lows were seen from 1982 to 1987 (5 years), 1994 (7 years), 2002 (8 years), 2009 (7 
years) and 2016 (7 years). The next 6.5-year cycle low is due from 2021 to 2024. The 4-year cycle and the 6.5-year 
cycle often intertwine, giving rise to considerable complexity when it comes to figuring out cycles.  

Longer-term cycles are more difficult, largely because of the lack of data and observations. Merriman 
www.mmacycles.com has noted a potential 75-year cycle. Its half cycles would be 37.5 years and 18.75 years (note: the 
6.5-year cycle is basically the 18.75-year cycle in thirds). The last observation of the 75-year cycle would have been the 
Great Depression low of 1932. Seventy-five years later takes us to the 2008 financial crash, and the low of March 2009. 
The half-cycle low (37.5 years) was seen in 1974, although it is important to note that a big low was made in 1970 as 
well. If one wishes to assume that the 1970 low was the 37.5-year cycle low instead of the steeper 1974 low, then go 
forward 18.75 years, and we come to the 1987 stock-market crash. Move forward another 18.75 years and, while 
nominally it was 2006, the crash came in 2008, so again very close. If the 2009 low was an important 18.75 year, 37.5 
year and 75-year cycle low, then in theory at least the stock markets could be embarking on a new, grand up cycle.  

The one nagging cycle that could throw a big wrench into the works is a possible 90-year cycle. We note that cycle as 
there was a very deep depression in the US from 1837 to 1848. The worst part of the depression occurred from 1839 to 
1843, with an effective 34% decline in GDP. The depression culminated in the Mexican-American War. Fast-forward 90 
years, and the US is in the midst of the Great Depression that effectively lasted from 1929 to 1938, with the worst part 
seen from 1929 to 1933, and a 27% decline in GDP. The depression culminated in WW2. Ninety years later brings us 
to 2022 (using the 1932 stock-market low as the depths of the Great Depression). These cycles don’t break exactly at 
90 years, so while 2022 might centre the cycle, the occurrence could be ten years either side. The previous depressions 
effectively lasted at least ten years.  

If such a cycle does exist, then the worst could be yet come. It is noteworthy that the depressions of 1837-1848 and 
1929-1938 were preceded by a series of milder recessions of increasing intensity and concern. The recessions of 2001-
2002 and 2007-2009 may just be a warning sign of something larger to come, and not the big one that many believe 
has already happened. Certainly the problems of the steep 2007-2009 recession have not been resolved. Debt has grown 
sharply since 2008, particularly sovereign and corporate debt, especially in China, and Western governments are, instead 
of getting inflation, fighting deflation. Deflation was at the heart of the previous depressions. Significantly, it took wars in 
both instances to pull the country out of the depression.  

The US stock markets were off mildly this past week. There is no sign as yet that the markets have topped. Given the 
recent rise, a pause might have been expected. The first sign of possible trouble is a break for the S&P 500 back under 
2,150, and definitely under 2,120—a previous high. After that there is considerable support down to 2,040.  

http://www.mmacycles.com/
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Below 2,040, odds increase that a breakdown under 1,990 should occur. August and September are traditionally 
seasonally weak months, with the bottom usually coming in October. But in 2007, the markets rebounded from an 
initial sell-off and rallied into October. Of course, we all know what happened afterwards: the most devastating bear 
market since the Great Depression.  

The best-performing stock market continues to be the TSX Venture Exchange (CDNX) that is dominated by junior 
gold-mining venture companies, and other venture companies in oil, gas, computer services, and even health care. 
Leading the way have been the junior gold-mining companies. It is, however, a highly speculative market for 
speculators that know what they are doing and understand the risks. The CDNX is up 48.7% year-to-date, with many 
junior gold-mining companies already having posted doubles, triples and more. Still, by comparison to previous levels 
of the CDNX, the sector remains exceptionally undervalued.  

 

 

Source: www.stockcharts.com  

Nothing has changed for the US$ Index in the past week. The US$ Index has stalled at the potential breakout line 
under 98. A firm breakout over that level could suggest a move for the US$ Index to the 106/107 zone, for what 
could be completion of large wave to the upside from the 2008 low. The US$ Index has support down to 96.50, and 
below at 96.00. More major support would be seen down to 95.00.  

The US$ Index fell following the release of the FOMC decision. The US$ Index is looking at a rate hike in order to 
pull it higher to the potential upside targets. At this stage, the US$ Index would only begin to show further weakness 
under 95. The uptrend line from May 2016 comes in just under 94.  

If the US$ Index was down, it probably means the euro was up. The euro improved somewhat, largely because of 
some easing of fears of the Brexit. While the British pound closed down on the week the loss was small, and it did  

 

C U R R E N C I E S  
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bounce back largely because of some dispelling of Brexit fears. As we have noted here, the Brexit is likely to be more 
drawn out than one might think or believe. Given the splits in the United Kingdom, it may even not happen.  

The other beneficiary of a weaker US$ Index was the Japanese yen. It is surprising in some respects to see the yen and 
the euro do well, especially against the background of negative interest rates in both the EU and Japan. Japan, 
however, has been embarking on further rounds of QE, and has even announced a fiscal stimulus program to go along 
with the monetary action. All of this has helped strengthen the yen, something we are sure the Japanese officials do not 
want, given their export-driven economy.  

With oil prices down a sharp 8.4% this past week, the Cdn$ lost considerable ground, and closed on Wednesday July 
27, 2016 at 75.73. The Cdn$ is closely correlated with oil prices, so it is not a surprise to see the Cdn$ down. As well, 
there is a perception that, overall, the Cdn economy is weaker than the US economy.  
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  Percentage Gains                                     Trends     
 

Stock Market Indexes Close 
Dec 31 

Close 
Jul 27 

Week YTD Daily Weekly Monthly 

        
S&P 500 2,043.94 2,166.58  (0.3) 6.0 up  up  up (topping) 

Dow Jones Industrials 17,425.03 18,472.17  (0.7) 6.0 up up  up (topping) 
Dow Jones Transports 7,508.71 7,861.45 (1.3) 4.7 up up neutral 

NASDAQ 5007.41 5,139.81 1.0 2.6 up up up (topping) 
S&P/TSX Composite 13,009.95 14,546.54  0.1 

 
11.8 up up up (weak) 

S&P/TSX Venture (CDNX) 525.59 781.71 (new 
highs) 

3.6 48.7 up  up  neutral 
(bottoming) 

Russell 2000 1,135.89 1,218.93  0.8 7.3 up up  up  
MSCI World Index 1,693.06 1,661.40 0.2 (1.9) up neutral down 

        
Fixed Income Yields        

        
U.S. 10-Year Treasury 2.27 1.52 (4.4) (33.0)    

Cdn. 10-Year Bond 1.39 1.11 1.7 (20.1)    
        

Currencies        
        

US$ Index 98.75 97.04 (0.2) (1.7) up neutral up (topping?) 
Canadian $ 0.7233 0.7573 (1.1) 4.7 down  neutral down 

Euro 108.59 110.62 0.7 1.9 down neutral down  
British Pound 147.37 132.24 (0.2) (10.3) down down down 
Japanese Yen 83.12 94.91 1.7 

 
14.2 neutral up up (weak) 

        
Precious Metals        

        
Gold 1,060.50 1,326.70 0.6 25.1 up (weak) up  up  

Silver 13.82 20.00 2.0 44.7 up  up up  
Platinum 892.90 1,128.20 

(new highs) 
3.4 26.4 

 
up up down (weak 

bottoming) 
Palladium 562.00 703.90 (new 

highs) 
4.1 

 
25.3 up up down (weak) 

Copper 2.135 2.185 (3.1) 2.3 up  up down 
Gold Bugs Index (HUI) 111.18 269.46 7.5 142.4 up  up  up  
TSX Gold Index (TGD) 129.30 271.00 7.6 109.6 

 
up up  up  

        
Energy        

        
WTI Oil 37.07 41.92 (8.4) 13.1 down neutral down 

Natural Gas 2.35 2.66 flat 13.2 neutral up  down (weak) 
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the year, the year as a whole tends to be bullish. Since 2001, through the bull market of the 2000s to 2012, there was 
only one year where gold made its annual low after June, and that was during the financial crash of 2008. That year, 
gold made its low in October. It wasn’t until 2013 that gold started making its low late in the year. From 2013 through 
to 2015, gold made its low in either November or December.  

Gold is up 25% through July 27, 2016. The low was seen in January 2016. This suggests that gold should close higher 
in 2016 over 2015. How much higher still needs to be determined, but seasonally gold is approaching one of its 
strongest periods of the year. Since gold started freely trading in the early 1970s, its strongest seasonals appear from 
July through to early October. Gold then often exhibits weakness through until November or early December, before 
embarking on another strong period into February. Following a pause that can take gold into March or April, it once 
again exhibits some strength into May before showing weakness through June and into July, where it starts the cycle all 
over again.  

During the bear market of the past five years, gold continued to show strength from December into February, and again 
from July into September. Weakness was exhibited from February through June and into July, and especially from 
September to December.   

If past seasonals are a good measure of how gold performs, gold could be soon embarking on strong upward move that 
carries it into September. The seasonal averages chart is shown below, with a 5-, 10-, 20- and 45-year average. It is the 
past five years of a gold bear where gold has not exhibited the same strength as it has shown over a longer period of 
time. Despite the weakness over the past five years, there were still strong rallies from December to February, and July 
to September.  

 

After trading quietly back and forth in a range for the 
past week, gold, silver, platinum and palladium all 
rallied strongly following the FOMC of July 27, 2016. 
The catalyst was the Fed leaving rates unchanged 
and, even though the Fed cited improvement in the 
economy, gold’s rally suggested that the Fed was done 
for this year.  

As we noted earlier in our discussion of the FOMC 
decision, the Fed only has three meetings left in 
2016 – September, November and December. While 
some believe they could hike in September, we would 
put the odds of that happening as quite low, because 
of proximity to the election. November is out, as it is 
right before the election. That leaves only December, 
where many economists believe the Fed could hike. 
Given the contentiousness of the election this year, if 
the actual election itself turns out to be contentious, 
then the odds of a December hike would also melt 
away.  

Gold’s low in 2016 was made on January 14, 2016, 
at $1,071. When gold makes its yearly low early in  

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$ $1,326.70 $1,094.30 
Gold in Cdn$ $1,751.88 $1,414.74 
Gold in Euros €1,199.00 €989.00 
Gold in British Pounds £1,003.00 £701.00 
Gold in Japanese Yen ¥139,700 ¥135,300 
Dow Jones/Gold ratio 13.92 16.11 
Gold Volatility Index 16.93 18.40 
Gold/Oil ratio 31.65 22.91 
Gold/HUI ratio 4.92 9.69 
Gold/Silver ratio 66.35 74.67 
Gold Sentiment Index 147.64 70.00 
PERFORMANCE 
(2000-Present) 

  

Dow Jones Industrials 
(DJI) 

60.7%  

S&P 500 47.5%  
Gold 358.1%  
Silver 266.7%  
WTI Oil 63.8%  
DJI REITS 217.2%  
   
Source: Bullion Management Group Inc.  
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Source: www.stockchartsrus.com 

If the seasonal strength appears as it should, then what should one watch for?  

 

Source: www.stockcharts.com  

 

http://www.stockchartsrus.com/
http://www.stockcharts.com/
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The weekly chart gives us our clues. Gold is currently above the 4-year moving average (MA) for the first time since the 
breakdown in 2013. The 13-week MA has crossed over both the 40-week MA and the 65-week exponential MA, but is 
not yet over the 4-year MA. Gold has support down to $1,300 and down to the rising up trend line, currently near 
$1,260. Only a breakdown under $1,250 could change the potentially bullish scenario.  

Key resistance is first seen at $1,380 to$1,400, and again at $1,430/$1,435. Above that level, a move to $1,500 to 
$1,550 and the 2013 breakdown zone should get underway. At that point, a more substantial corrective period could 
well get under way, given the length and strength of the move to date, and the consolidation that would be required 
before gold could make a firm assault above $1,550 towards $1,600 and higher. Note that the rally to date has been 
accompanied by high volume, a positive sign supporting the strength of the move. All the precious metals are in sync 
with gold, with silver, platinum and palladium all making new 52-week highs, even if they don’t do it together.  

 

Source: www.stockcharts.com  

Silver has also hit into a key zone of resistance between support down to $18.60 and resistance up to $22. A firm 
breakout above $22 would most likely send silver to its next resistance level at $24, and even up to the 2013 
breakdown zone near $26. Key is that the support zone down to $18.60 holds. As with gold, the 13- and 40-week 
MAs have turned up, as well as the 65-week exponential MA. Silver is currently testing the 4-year MA for the first time 
since 2013.  The 4-year MA could prove to be a strong resistance but silver, as with gold, is exhibiting considerable 
strength on rising volume.  

The commercial COT for gold has improved somewhat over the past week. It remains at 22%, even as short open 
interest has fallen by roughly 14,000 contracts, offsetting a fall of 4,000 long open interest contracts. The large 
speculators COT (hedge funds, managed futures, etc.) remains at 82%, although long open interest fell by roughly 
12,000 contracts this past week, suggesting that the large specs were taking positions off the table by covering longs.  

The commercial COT for silver is slightly more bearish, having fallen to 24% this past week from 26% the previous  
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week. The large speculators COT rose to 82% from 81%. That might make us more wary of silver going forward, but 
silver tends to lead gold, and the gold/silver ratio continues to fall in favour of silver.   

 

Source: www.cotpricecharts.com 

 

Source: www.stockcharts.com  

 

 

 

 

http://www.cotpricecharts.com/
http://www.stockcharts.com/
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The steep rise for the gold stocks might make many wary. The reality is that rising gold and silver prices are quite 
positive for the gold miners. Some are even beginning to report positive results for the first time in years. The gold 
stocks fell hard from the 2011 top, with the S&P TSX Gold Index (TGD) losing some 75%. The Gold Bugs Index (HUI) 
lost even more (85%). So the recent gains that have now hit 110% for the TGD and 140% for the HUI are not out of 
line with the losses experienced. The TGD continues to look quite positive going forward. There is some nice symmetry 
here, with the top that formed from 2009 to 2011 seeing three consecutive higher highs, and the lows from 2013 to 
2015 making three consecutive lower lows. The TGD is at a zone of resistance, but it could burst upward again to the 
top of the resistance zone near 290 to 320. At that point, the overhead resistance could spark a more substantial 
corrective period.  

The precious metals have enjoyed a strong year thus far. They are now approaching their period of strong seasonal 
strength. A break above $1,400 could set the stage for a move for gold to $1,500, and even up to $1,550 before a 
more substantial correction sets in. The caveat is that gold should hold support at $1,300, and especially not fall back 
under $1,250/$1,260. 

Gold’s jump on July 27, 2016 may have been sparked by the somewhat dovish Fed, and against the background of a 
poor durable goods number, but the real story is gold is building a nascent bull market sparked by concern over trade 
wars, never-ending real wars, the Brexit, social breakdown in the EU and the US, and dysfunctional politics, especially 
the growing vitriol in the US election that has become too close to call, and ultimately a loss of confidence in fiat 
currencies.  

Gold, unlike fiat currencies, is money and has no liability. Fiat currencies of the US$, British pounds, euros, Japanese 
yen and even Cdn$ and Australian $ are burdened by debt, austerity programs and endless rounds of QE, along with 
ZIRP and NIRP, that have done little to boost the Western world’s anaemic economies. Couple that with a slowing in 
China and Asia, and the world’s superpowers (US, Russia, China) playing cat and mouse military games along the 
Russian border and in the South China Sea, and you have all the makings of a potentially strong gold rally. Gold is 
money and is non-correlated to traditional assets such as stocks, bonds and cash. No wonder gold is up 25% in 2016. 
It may only be the beginning.  

 

 

 

 

 

 

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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