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DISCLAIMER
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report. Armstrong Economics, Ltd. makes no such warrantee regarding its opinions or forecasts in reference to the markets
or economies discussed in this report. Anyone seeking consultation on economic future trends in a personal nature must
do so under written contract.
This is neither a solicitation nor an offer to Buy or Sell any cash or derivative (such as futures, options, swaps, etc.) financial
instrument on any of the described underlying markets. No representation is being made that any financial result will or
is likely to achieve profits or losses similar to those discussed. The past performance of any trading system or methodology
discussed here is not necessarily indicative of future results.
Futures, Options, and Currencies trading all have large potential rewards, but also large potential risk. You must be aware
of the risks and be willing to accept them in order to invest in these complex markets. Don’t trade with money you can’t
afford to lose and NEVER trade anything blindly. You must strive to understand the markets and to act upon your
conviction when well researched.
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necessarily indicative of future results particularly when you understand we are going through an economic evolution
process and that includes the rise and fall of various governments globally on an economic basis.
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trading programs in general are also subject to the fact that they are designed with the benefit of hindsight and back
testing. Such representations in theory could be altered by Acts of God or Sovereign Debt Defaults.
It should not be assumed that the methods, techniques, or indicators presented in this publication will be profitable or
that they will not result in losses since this cannot be a full representation of all considerations and the evolution of
economic and market development. Past results of any individual or trading strategy published are not indicative of
future returns since all things cannot be considered for discussion purposes. In addition, the indicators, strategies, columns,
articles and discussions (collectively, the “Information”) are provided for informational and educational purposes only
and should not be construed as investment advice or a solicitation for money to manage since money management is
not conducted. Therefore, by no means is this publication to be construed as a solicitation of any order to buy or sell.
Accordingly, you should not rely solely on the Information in making any investment. Rather, you should use the
Information only as a starting point for doing additional independent research in order to allow you to form your own
opinion regarding investments. You should always check with your licensed financial advisor and tax advisor to determine
the suitability of any such investment.
Copyright 2017 Armstrong Economics, Ltd. and Martin A. Armstrong All Rights Reserved. Protected by copyright laws of
the United States and international treaties.
This report may NOT be forwarded to any other party and remains the exclusive property of Armstrong Economics, Ltd.
And Martin Armstrong is merely leased to the recipient

3

Contents
The Year-End Share Market Report for 2018/2019 .................................................................... 5
The Dow Jones Industrials ........................................................................................................................ 17
S&P500 ................................................................................................................................................................... 21
NASDAQ .............................................................................................................................................................. 24
The Canadian Share Market ................................................................................................................. 27
Conclusion ......................................................................................................................................................... 29

4

The Year-End Share Market Report for
2018/2019
By Martin Armstrong

A

s we prepare for the closing of 2018 which has been a year of
consolidation that most people would prefer to forget, There remains a
battle between the perpetual bears who keep calling for the end of the
world and those who are optimistic hoping for the Federal Reserve to

cut rates. There has been endless news about how bad Trump has been from
building walls to creating trade wars. The prevailing view has been to foster the
growing fears that a bear market that lies just around the corner.
Nevertheless, while so many people place all bets on
what the Federal Reserve does, it is fascinating just
how the vast majority always talks the same game that
lower rates are good for the stocks and higher rates
are bearish. Still, the U.S. stocks have stumbled like
someone who drank too much at a company party
and cannot find the door. The market seems to be
staggering back and forth after pulling off two
corrections in 2018 and the market just might be
moving into its first yearly loss since 2015 on a closing
basis.
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The question is exactly what are we going to see? A bright road ahead? Or will
be it filled with just doom and gloom? There is no down that many technicians
see only a dark cloud over the road ahead while the optimists base everything
on a rate cut from the Fed. The real interesting question is rather simple. If the
majority must always be wrong, then are we in for a wild ride in both directions?
There are strategists, predominantly from investment banks and assetmanagement firms who must always try to talk the market up to generate
business, have been suggesting that the Fed will lower rates and that will
produce a rally in the 10-15% range for 2019. This group tends to forecast a bull
market resumption that will be less than the 2017’s near 20% gain. The usually
attributed the consolidation in 2018 to the rising rates by the Fed.
With the rising rates in 2018, many see this as a signal that next year’s earnings
will be moderate. They attribute the rise in earnings to Trump’s tax cuts which will
not help in 2019 creating any such surge. Then there is the divergence between
those who see a robust trade surge betting on an optimistic outcome for the U.S.
and China issue early in 2019. They are forecasting that many companies will
see their share prices after that dispute is resolved.
It has been the rising interest rates that many
blame for trimming the sails of the stock market.
They blame the Federal Reserve has raised the
federal-funds rate three times in 2018. Many are
counting on the Fed will end its rate hikes given
the Fed Chairman Jerome Powell’s signal recently
that rates are “just below” the neutral rate that
doesn’t influence economic activity.
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We see that the overall market volatility will resume next year going into 2020.
When we look at the internal rate of volatility on a quarterly basis, we can see
that we have been in a downtrend since the major high made back in 1987.
Not even the collapse of 2007-2009 reached the volatility levels witnessed during
the 1987 Crash.
This year 2018 has been the consolidation year whereas normally a major high
would form after an 8-year rally. Given the fact that the market did not even
reach a Monthly Bearish Reversal indicates it has been consolidation rather than
a major correction.
It took just two quarters from the high in 2007 to elect the first Quarterly Bearish
Reversal. It took 3 months to elect the first Monthly Bearish Reversal from the 2007
high. The bulk of critical support lies in the 21000 to 23000 level in the Dow Jones
Industrial Index.
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Those who look to interest rates and the U.S. and China trade dispute as the
alpha & omega to future performance of the US share market seem to be
oblivious to the political turmoil that exists around the world. Global investors are
increasingly anxious about the various political crises in their particular corner of
the world from Europe and Asia to North and South America. Normally, there is
some place to run and hide. From a political standpoint, there is no place on
Earth that seems to have their act together.
Then there is the technician group that see the
potential recession and bear market, as well,
given that the current U.S. expansion and bull
market are already a decade old. They look at
their charts and say it just has to fall. This has led
to the market being perhaps the most hated
bull market in history. Obviously, they simply
have vertigo and keep predicting the crash
since they missed the last one. It just seems as
though this group keeps forecasting the last
event will repeat without any objectivity of
global understanding.
Nevertheless, as we move into the closing of 2018, there are a number of trends
that are emerging as we come to a conclusion for the notorious year of
consolidation. Normally, the US share market would crash after an 8-year rally.
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Yet

there

is

something

much

more

profound going on behind the curtain than
meets the eye. We have the real Game of
Thrones in 2019 to decide who will get the
mess left behind by Mario Draghi. Picking
the new head of the European Central
Bank (ECB) when Draghi leaves office on
October 21st, 2019 is a real crisis in the
making. The replacement of Draghi means
that the real crisis in Europe will bubble to
the surface.
The various EU member state governments are planning to submit their entries
for what people are calling the ECB derby of 2019. Nobody really knows what
will happen between now and the summer of 2019. That interval is truly a political
lifetime. The favorite behind the curtain seems to be Jens Weidmann, who is the
current head of Germany’s Bundesbank. You can see that this becomes a huge
crisis in and of itself. Will the ECB suddenly shift to become a harbinger of austerity
or will it have no choice but to flood the
economy with a never-ending supply of
Euro?
The economy in Europe is as different as night
and day between north and south. But the
riots in France has Macron looking to raise the
deficit limits to allow spending to keep the
peace. So, the position at the ECB will
become truly a Game of Thrones where
many will find it difficult to figure out who
makes it to the next episode.
It has been the Quantitative Easing of Draghi
which has kept the member states on life-support. The negative interest rates
have NOT stimulated Europe, but instead, it has sent capital fleeing from Europe
seeking higher yield. The capital that rushed into Turkey and other emerging
markets now threatens another whole new crisis to be address in Europe.
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The Bank of Japan (BOJ) has also engaged in Quotative Easing (QE) to the point
of absolute insanity. This entire experiment of QE has created a monumental
crisis that is still hiding beneath the covers. This practice by the ECB and the BOJ
has destroyed their respective government bond markets and produced a huge
shift in debt market dynamics. The BOJ proudly made boasts that it had bought
97% of a government debt auction. The BOJ’s balance sheet has become the
worst in history of any central bank crossing into uncharted economic territory.
The balance sheet of the BOJ’s holdings of government debt is now larger than
the country’s annual General Domestic Product (GDP) or their total national
economic output. It reached a staggering 553.6 trillion yen ($4.9 trillion) in
November 2018. If we compared this unbelievable number with the nominal
GDP of 552.8 trillion yen at the end of June, we can see that the BOJ holds more
debt that the entire GDP of the nation.
By the end of September 2018, the
European Central

Bank (ECB)

and

national central banks (NCBs) held a
total

of

€2.532

trillion

under

the

expanded asset purchase programme
(APP). €2.076 trillion of these assets were
bonds acquired under the ECB’s public
sector purchase programme (PSPP).
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Holdings under the asset-backed securities purchase programme (ABSPP)
reached €27 billion by the end of September, while assets bought under the third
covered bond purchase programme (CBPP3) amounted to €259. Starting in June
2016, the ECB also added a corporate sector purchase programme (CSPP),
which now stands at €170 billion. The total GDP of the Eurozone is €15.5 trillion
bringing it QE holdings to nearly 20%. The ECB own 18% of the total national debt
of Italy.

The total GDP of the United States was $20.66 trillion (Q3 2018) with the Fed’s
balance sheet about $4 trillion or about 20% of GDP, but the actual holdings of
government debt stands at only $2.240 trillion of 10% of GDP. We can see that
as far as the QE program, the Federal Reserve is by far the lowest holder of
government debt from the entire QE experiment. With the ECB at about 20% and
the BOJ over 100%, exactly where the crisis will form is outside the USA not within.
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Meanwhile, the Japanese banks rushed to buy one-third of the new loans that
were based on the very same scheme as the Mortgage Backed securities of the
2007 bubble. This time instead of mortgages, the New York Bankers were using
highly indebted U.S. companies issuing debt and bundling them into CLOs Collateralized Loan Obligations. This market has now exceeded $1 trillion is depth.
It has been the years of low yields under Quantitative Easing that has driven
investors into high risk investments from 3rd World to 3rd Rate leveraged loans
which merely extended credit to companies with the weakest balance sheets.
The bankers used the same pitch as they did with the mortgages but with a twist
– these were better situated as a hedge against the prospect of rising interest
rates.
We are beginning to see the same stress fractures in the CLO market as we did
in the mortgages. Wells Fargo withdrew $2.53 billion out of the CLO market and
Barclays Plc withdrew a $415 million deal from the market.
It has been the Japanese banks who have been buying the top-rated AAA
pieces of CLOs because they have higher yields. This has provided higher yields
compared to sovereign debt.
Emmanuel Jean-Michel Frédéric Macron, President of
France, is pushing for the position of a European Finance
Minister to raise money by selling EU bonds and then
distribute the money to the 19-member Eurozone.
France is very heavily indebted and here once again
we have simply the goal to raise more money rather
than reform. Because of the Yellow Vest riots in France,
Macron is trying to get the EU to fund France. They want
to call this the European Monetary Fund and it would
be pitched as stabilizing the Eurozone, but in reality, it is
circumventing the austerity principles and budget constraints.
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Jean-Claude Juncker who is serving as
the

President

of

the

European

Commission since 2014, wants the EU
Finance Minister to chair a body of
European Finance Ministers from each
member state. This EU Finance Minister
would also then become the Vice
President of the European Union.
Juncker is seeking to use the European
debt crisis that is brewing as the means to the ends resulting in the final
federalization of Europe. If the EU raises the money and hands it out like welfare
to the states, then they become addicted and totally dependent upon Brussels
and thus eventually all sovereignty is surrendered. It is a very clever move to use
the perpetual state of indebtedness to forge a federalized Europe.
This new European Monetary Fund would then incorporate the European Stability
Mechanism (ESM) which is a Luxembourg-based fund that lends money to states
in crisis. They lent money to Cypris, Greece, Ireland, Spain, and Portugal. They
were issuing their own debt but were not an EU entity. The ESM capitalization
was guaranteed by the euro countries. Therefore, the proposal is really a
takeover and it would be a way to funnel money to states such as France.
Falling yields on German government debt some argue is the sign of a classic
“risk-off” mentality illustrating that fear is growing over the fate of the economy
and investors are running to quality. The crisis in Europe is just everywhere you
look from French revolutions, BREXIT, Italy, to Merkel losing the head of the CDU.
The Quantity Theory of Money (QTM) that an increase in supply should result in a
decrease in its purchasing power (inflation) is being seriously questioned behind
the curtain. The simplistic idea is starting to be exposed as an ancient myth.
Despite the fact that 10 years of Quantitative Easing by Draghi has failed to
produce inflation in Europe, there is just no other theory available for central
banks to manage the economy.
The QTM has ruled everything from the goldbugs and hyperinflation that never
materialized to central bankers desperately trying to stimulate the economy. Up
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to now, all we have seen is countless forecasts become completely bogus up
there with Al Core who said in 2008 that there would be no ice in the Artic within
5 years.

The entire Keynesian philosophy of increasing the money supply was based upon
the practice whereby private money was being created during each crash
since 1857. It worked perfectly. Here is a Depression Scrip for $1 from the Panic
of 1907 to supplement the money supply during that financial crisis. When money
was being hoarded, the sheer shortage of cash creates massive deflation. There
was just not enough money to enable even bona fide transactions. There was
nothing wrong with this concept of increasing the money supply when there was
a shortage preventing commerce from taking place.
The original design of the
Federal Reserve in 1913
was brilliant and it drew
upon a track record in the
private

sector

that

prevailed since the Panic
of 1857. Even when there
were shortages of coins,
we find stores issuing their
own tokens to be able to
make change. During the American Civil War when coinage vanished, the
began using postage stands as coins.
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The Federal Reserve "stimulated" the
economy in a crisis when money was
being hoarded and banks would not
lend. By purchasing corporate short-term
paper that would expire in 90 days, the
Federal Reserve which created an elastic
money

supply.

The

paper

naturally

matured and thus the money supply
contracted when the crisis subsided, and
money returned to circulation.
Section 13 of the Federal Reserve rules,
allowed the Fed to use discount notes,
drafts, and bills of exchange arising out of
only

actual

commercial

transactions

which may or may not be secured by
staple agricultural products or other
goods, wares, or merchandise. Hence,
this was a direct stimulation to aid the
economy. The previous law excluded
notes, drafts, or bills of exchange drawn
for the purpose of carrying were trading
in stocks, bonds, or other investment
securities. Therefore, this was amended to
allow

loans

on

federal

government

bonds.
When Congress usurped the Fed in World
War I, the board issued new rules on
September 7th, 1916 which allowed the
Fed to buy US government debt from
member banks. That revision was NEVER
reversed and thus the Fed to this day
switched to government debt. Therein lies
the problem ever since. The Fed lost the
direct stimulus structure.
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Changing the structure of the Federal
Reserve has altered everything. Now
the Fed only "stimulates" by purchasing
government debt EXCLUSIVELY! It buys
in that debt it THINKS from the banks,
but foreign governments were selling it
to them as well - particularly China.
Therefore, the money NEVER made it
directly into the economy. The banks
complained to the Fed they had no
place to stash funds, so the Fed then created excess reserves DEFEATING the
very Quantitative Easing. I was yelling in Washington about this, so they began
to buy the mortgaged backed securities which only helped the banks and failed
to inject more money into the system. The banks in turn deposited the money
back at the Fed in excess reserves. Honestly, you really cannot make up this stuff.
Therefore, the structural alteration of the Federal Reserve in 1916 for World War I
transformed the theory of Quantitative Easing into an INDIRECT stimulus rather
than DIRECT. They "hoped" the banks would lend but NEVER did. Interest rates
did not decline on credit cards and consumer loans in proportion to the Fed’s
reduction in rates. All they did was create a bigger profit margin for the banks.
The entire stimulation theory fails BECAUSE the Fed does not act directly with the
economy and relies on the banks. This indirect structure is what will collapse
because rates are already too low and then there are proposals to cancel the
currency, more to state created cryptocurrency, and then move rates to
negative -4% to -5%. There are completely insane and cannot comprehend
what they are doing any more.
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The Dow Jones Industrials

T

he US share market is still trying to figure which way to move next. As I
have stated number times, ideally after 8 years up into 2018, there
should be a correction. The formation of the high in 2018 was not
indicative of a bubble top since the NASDAQ peaked in August, the

S&P500 in September, and the Dow Jones Industrial Index in October. No major
bubble high has ever formed with such a disparity.
The bulk of the forecasts keep calling for a major crash among independent
analysts while the brokerage/investment bankers are calling for a 14% rally on
average in 2019. Then the majority also call for a crash in the dollar. These
forecasts tend to be extremely myopic focused exclusively on the United States
to the exclusion of the entire world. For the dollar to crash implies everywhere
else must look better than the USA. European stock markets have already
penetrated their respective 2017 low so we have a significant difference here.
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The interesting timing target seem to be January/February and March/April
rather early in 2019. While the Democrats are going to do their best to really hurt
the country and the economy just to win the Presidential election in 2020, our
greatest concern is that this effort will seriously undermine the confidence in
government as a whole – federal, state, and local. The nonsense of Trump paying
money to the two women for silence is really a highly questionable violation of
the campaign limitations. They also charged Cohen
with tax evasion and no doubt offered less time if he
pled to try to implicate Trump. The judge gave him 3
years which is really a sentence only for the tax
evasion reflecting that the request for a 5-year term
was rejected by the judge. Under this theory of
paying off women to keep silent, there are countless
politicians with the same skeletons in the closet
around

the

United

States

at

every

government.
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level

of

Even when we look at
the

Quarterly

Timing

Array, it looks choppy for
the early part and it
builds into a trend going
into the January turning
point in 2020 on the
ECM.

Note

that

the

strongest turning point
appears
when

off

we

Monetary

in

2021

have
Crisis

the

Cycle

starting to kick in.

It certainly appears to be crazy going into 2022. We do not enter a consistent
trend until 2023 into 2026. This can be a major trend and this is when we expect
to see inflation rise as part of a decline in the purchasing power of all currencies.
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The 2017 closing was 24719.22 and the 2017 high was 24876.07. A lower closing
for 2018 will warn that the market is entering 2019 weak. We do have a Monthly
Bearish Reversal at 23344 followed by 21600. The Quarterly Bearish Reversal lies
at 22416 followed by 20378. While there remains a risk of a retest of support
going into January 2019, the scope of this decline will hinge on the Monthly and
Quarterly Bearish Reversals. If these Reversals hold, then they may become the
target for support in 2019. Yearly support in 2019 seems to be lining up at 22600.
Technically speaking, a 2018
close BELOW 23165 will be a
warning that we may see a
sharp correction and then the
rally that will make your nose
bleed will really be 2022-2026.
The

main

Monthly

Bearish

Reversals are 22415 and 21600.
A

Year-end

closing

below

22415 would signal a PANIC sell
off probably into a Jan/Feb low.
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S&P500

The S&P500 cash peaked during September rather than October as was the
case in the Dow. The 2017 high was 269497 and the closing for the first week of
December was 263308. The Quarterly Bearish Reversal on the cash remains at
240760. We need a closing below that at year-end to signal a sharp correction
is possible whereas a closing above 269500 will be a broader indication that the
longer term is still holding.
The Monthly Bearish Reversals lie at 268230 and 259460. Electing the first will imply
a further marginal decline into early 2019 whereas which need a closing below
both to imply a test of the 240400-24525 level. Keep in mind that the Major
Monthly Bearish Reversals lie at 244650 and 235250.
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The interesting timing target seems also to be January/February and March/April
rather early in 2019. While January shows up as a Directional Change in both the
Dow and the S&P500, note that here we also have a Panic Cycle in February
which does not appear in the Dow.
A closing below the Minor Monthly
Bearish Reversals at 259460 will suggest
a drop back to retest the Major Monthly
Bearish Reversals down at 244650 and
235250. Where a close even below
268230 will imply a Jan/Feb low, a
closing below 259460 will raise the
potential for a brief Panic. When we
turn to the Quarterly Array, we see the
same patter. The strongest targets are
in 2021.
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Here we see a turning point is due in 2019, which is followed by 2021, 2022, 2024,
and then 2025. This clearly raises the possibility that a short correct into Jan/Feb
in 2019 can become a BEAR TRAP and then flip to the upside going into 2021.
Therefore, a February low would bring us into a 5-month correction low. That
would be normal. If we count from October, then a 3-month correction would
bring us into late January.
Therefore, this immediate correction into a Jan/Feb 2019 low would imply a rally
thereafter. This would be enough to flip the majority back to a major bear market
forecast and then they will fight it once again probably until mid-2020. A normal
technical projection for support going into February would point to the 248380
area.
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NASDAQ

The 2017 high in the NASDAQ Composite was 700389 and the closing was
690339. The closing for the first week of December 2018 came in at 696925,
which was still above the 2017 close.
The Quarterly Bearish Reversal lies at 648410 whereas back in 2000, the Quarter
Bearish Reversal had been elected by the year-end of 2000. Therefore, a 2018
closing BELOW 648410 will also imply that the market should decline into early
2019. The next Quarterly Bearish Reversal resides at 580500. Technically, even a
closing below the low of the 3rd quarter, 744310, would be a sign of weakness.
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The Monthly Bearish Reversals lie at 699110 and 690100. Obviously, this 690100 is
a very critical number to watch for the closing of 2018. If elected, we should see
a sharp decline further into January/February, whereas even a close for 2018
below 699110 will signal a decline is underway but perhaps not a panic.
Our projected target for February technically would be at the 652830 area. We
do have a gap between the 690100 level and 608000. This warns that there can
be a sharp panic at that time if 2018 closed below 690100. We do have some
Minor Monthly Bearish Reversals within that range at 663000 and 648400 areas.
These would also be capable of providing support. It is really government by
TIME more so than price.

Keep in mind that the NASDAQ peaked first in August. This is showing that
January could be the primary target for a low. That would also be 5 months.
Therefore, if we see the Dow and S&P500 make lower lows in February and the
NASDAQ holds, this will also be an indication that we are looking at an early low
in 2019 with perhaps a rally thereafter in the summer.
The Quarterly Array also shows 2021 and the yearly array tends to imply a trend
between 2019 and 2020. This raises the potential of a retest of support in Jan/Feb
that scares everyone and then the market rallies thereafter.
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The Canadian Share Market

The closing for the TSE at the end of the first week of December was 147951. The
2017 high was 162322 and the closing was 162091. The high in 2018 was formed
in July during the week of the 9th, and we did elect ONE Monthly Bearish from
that high.
The Monthly Bearish Reversals lie at 149910 and 147855. Once again, a closing
below 147855 will confirm a decline into 2019 is underway. That opens the door
to a correction perhaps back to retest the 140450 area of a worst-case scenario
to the 135300 zone.
The Quarterly Bearish Reversals lies at 150780 and 149150. A close below the first
will imply we should retest support into the first half of 2019. We need a year-end
closing ABOVE 157930 to suggest that the market will hold as we can see an
early breakout to the upside.
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Here we can see that January is the main target. Since we have a July high, we
should see a January low hold during February. If we get this type of pattern,
then indeed we may see a reversal to the upside.
We clearly have back-to-back
Directional Changes in 2018
and 2019, which also tends to
suggest that an early correction
into 2019 may be just a BEAR
TRAP.
The Quarterly Array shows
pretty much the same as the US
markets with the strongest
targets off into 2021.
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Conclusion

I

t certainly appears that 2019 can produce a retest of the lows creating a
BEAR TRAP. The reversals and array will guide us coming out of such an event
for this can be the GREATEST TRADE of our life time (assuming you missed the

1985 event). As I have stated many times, this has been the MOST hated bull
market in history. It is just impossible to see such a forecast which is always put
out in total ignorance of what is taking place on a global scale. But this is how
BEAR TRAPS are formed – with overwhelming conviction that the only direction is
down.
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