
“The days of thinking of time as a river—evenly flow-
ing, always advancing—are over. Time perception, just 
like vision, is a construction of the brain and is shock-
ingly easy to manipulate experimentally.” - David Ea-
gleman 
 

Bye, Bye GE… 
 
The folks who administer the Dow Jones Industrial Av-
erage have taken General Electric, GE, the last of the 
original Dow Jones Industrial Average components out 
of the average. They have a long history of dropping 
stocks at the nadir of bear markets in those stocks, so 
when I saw a bottoming pattern build in GE as the sepa-
ration date approached, my natural impulse was that the 
stock was a contrarian buy. (It is not too late to buy GE, 
our first upside target is a 50% retracement of the de-
cline, call that 22ish.) In a similar vein, inclusion in the 
Dow is usually a top marker for the newly ‘honored’ 
stock. Though the replacement, Walgreens Boots Alli-
ance, WBA, wasn’t a stellar performer prior to inclu-
sion, it’s chart sure looks poorer since the announce-
ment. I suppose these sorts of things are inevitable and 
those who curate averages and indices can’t help but be 
driven by the news cycle. Oddly enough this is a subject 
I know intimately, for I have walked the proverbial mile 
in their shoes. 
 
In the early days of the Financial News Network the 
Chairman, a doctor name Earl Brian, was also involved 
in one of the first electronic exchanges, Intex. In those 
days the shiny new products were stock-index futures 
and options. Dr. Brian wanted an index contract to trade 
on Intex; the Dow was the apple of his eye, but Dow 
Jones would have none of it despite the close association 
between FNN and Dow Jones. Thwarted, he decided to 
create a new, purpose-built index, a modern version of 
the Dow, and as the Chief Market Analyst of FNN the 
task fell to me. 30 is regarded as the statistically signifi-
cant minimum sample size and there were 30 stocks in 
the Dow, so 30 it was. Our universe was highly liquid 
large-cap optionable stocks to facilitate index arbitrage 
and trading in the underlying stocks. The tilt was to be 
towards modern companies, companies with futures 
rather than pasts, and sector diversity was considered 
important. We ended up with an index that overlapped 
the Dow by about half. I no longer remember the con-
stituents, but the proof of the pudding was that the next 

few inclusions to the Dow came from our list of stocks, 
and I can tell you that we danced a jig each time Dow 
Jones was forced to include a stock in their average that 
was already in ours. So for five years or so, until I left 
FNN to found my own firm, I was in the index mainte-
nance business. I can’t recall having to kick out a stock 
because it was a drag on the index, as was the case with 
GE, but there were plenty of mergers, acquisitions, re-
structurings and the like, so there was quite a bit of in-
dex maintenance to do. One thing we tried to avoid like 
the plague was chasing leadership or dumping laggards 
and we were pretty successful in that regard, primarily 
because we were technicians and very aware of the pit-
falls. What we looked for was the ‘logical’ replacement, 
a replacement that added ‘utility’ to the index. In short, 
the problem that plagues index maintainers is a desire to 
eliminate the poorly performing (after their declines can 
no longer be ignored) and add the shiniest stocks (after 
their advances can no longer be ignored). This of course 
leads to poor outcomes, whether it is a 30 stock average 
or a 500 stock index. 
 
The departure of General Electric puts me in mind of 
The Generals. 
 

The Generals 
 
Joe Granville, the analyst who popularized On Balance 
Volume, was one of the first stock-market gurus who 
was able to move markets with his pronouncements. 
There were others: Robert Prechter, Stan Weinstein and 
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Martin Zweig come to mind. I can recall some compet-
ing on Louis Rukeyser’s Wall Street Week by recom-
mending small-cap stocks to see who could get the big-
gest pop in price after a recommendation. (Those bounc-
es were almost always great selling points.) Those were 
interesting days. The newsletter advisory business was 
roaring as investors struggled to gain an edge in a mar-
ket dominated by Wall Street research, institutional in-
vestors and stock brokers. There were letters of every 
stripe from dividend investing to analysis of Elliot’s 
wave theory, to hard money, to mutual-fund investing 
and many, many more… The variety was endless and 

though a majority were utter crap there were some good 
ones, in fact some really good ones. I liked E.S.C. Cop-
pock’s Trendex, Norm Fosaback’s Stock Market Logic, 
Arthur Merrill’s Technical Trends, and Martin Zweig’s 
The Zweig Letter and a few more—all gone now. The 
SEC tried to lean against the trend, but the Supreme 
Court set the advisory business free in the Lowe vs. the 
SEC case (1985). Free to trade, the business boomed 
along with the bull market until the Internet democra-
tized research, drying up subscription revenues and end-
ing the reign of the gurus. Even ancillary services were 
valuable; Mark Hulbert made a good living by ranking 

The Volatility Index — VIX — One Year 

Value Line Arithmetic — One Year 

At low, but not yet dangerous levels.  

With the US stock market at new highs the 
bears are wondering what happened to them; a 
down market was supposed to be a slam dunk. 
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The NYSE advance-decline 
continues to lead stocks higher. 

h 

NYSE Composite and New Highs / New Lows Histogram — Daily — One Year 

NYSE Composite and  Advance - Decline Line — Daily — One Year 

This is the one area in which I 
would like to see improvement, 
more new highs.  
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the gurus and the letters were the heart of Investors In-
telligence’s ever popular survey of advisory opinion. 
 
The letter writers worked hard on their edges, hoping to 
distinguish themselves from the pack. For example Cop-
pock use exponential smoothing to analyze stock, group 
and sector trends while Zweig focused on the Fed and 
tape action. A lot of great ideas died with their letters. 
Some lived on in other forms, but many just disap-
peared. For example, most of Ray Hines’ excellent 
‘priceless indicators’ simply vanished. For the research-
oriented investor the old letters are a veritable treasure 

trove of ideas, many of which have been forgotten by 
today’s investors. However all is not lost as some have 
resurfaced. A variation of one such idea, Joe Granville’s 
The Generals, is known today as FAANG. 
 
Joe thought that just keeping track of the stocks whose 
name started with the word general would keep you on 
the right side of the market. It was a remarkably astute 
idea. General Dynamics, General Electric, General 
Mills, General Motors, & General Re are a few of Joe’s 
Generals that today’s investor might recognize; back in 
the day there were more, a total of ten or twelve as I 

 7000

 7200

 7400

 7600

 7800

8/17 9/17 10/17 11/17 12/17 1/18 2/18 3/18 4/18 5/18 6/18 7/18

Courtesy of Bollinger Capital

  www.BollingerBands.com

FTSE — Daily—One Year 

Nikkei — Daily — One Year 

Working on news highs, 
I expect them soon. 
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recall. The unspoken, at least by anyone I ever heard, 
benefit of this approach is that The Generals were all in 
different industry groups, so following them tended to 
gave one a solid picture of broad market action, sector 
trends and stock-market leadership. 
 
Today the fortunes of most of Joe’s Generals have faded 
and many are simply gone. Today’s Generals are the 
FAANG stocks, Facebook, Amazon, Apple, Netflix and 
Google, or perhaps the FANG+ stocks which add Aliba-
ba, Baidu, NVIDA, Telsa and Twitter. (I understand that 
the original, FANG, was coined by Jim Cramer and was 
without Apple.) We have been keeping a FAANG index 
since the idea became popular as we saw it as a useful 
variation on The Generals and a good leadership gauge. 
There is one major problem with the FAANG approach 
though, an almost total lack of diversification. The Gen-
erals, a far more general and powerful idea, gave one a 
view of what was happening in the market writ large, 
whereas FAANG only portrays a narrow group of high-
tech stocks that are currently Wall Street darlings. 
 

The Current Market 
 
I must admit that I am running out of ways to say that 
the internal condition of the market is strong. We have 
discussed the strength in the advance-decline lines, 
which all made new highs in the past week, the lack of 
obvious divergences and pointed to one area in which 
we’d like to see some improvement, 52-week new 
highs. As summer draws to a close the seasonals will 
turn against us, so I have been on the alert for signs of 

technical deterioration, but I simply haven’t found any 
important ones yet. We remain constructive on the mar-
ket. The big macro idea that we are working on is an 
opportunity developing in emerging market stocks. I am 
going to add an emerging market fund to the Interna-
tional Portfolio as a marker for this idea. 
 
See Portfolio Notes for more. 
 

Why Won’t Stocks Go Down? 
 
I have an oddball political theory about why the market 
is so resilient that has to do with Donald Trump. Like 
him or not, and I have disliked him since the ‘80s, 
Americans, on balance and perhaps more secretly/
guiltily than not, like what he is doing. They like him 
standing up to China, they like him bluntly pointing out 
that many NATO members aren’t anteing up as they 
should be, they like the whole America first thing, 
they’d like their borders secured and those here illegally 
sent home, they are really angry about health care, 
they’d like a Supreme Court that interprets rather than 
makes laws, they’d like to see the Federal bureaucracy 
rolled back, they are tired of being portrayed as miscre-
ants by the media, they are tired of feeling guilty for 
feeling those things, and they’d really like to feel that 
America is great again. Some of these are the sort of 
guilty feelings that many aren’t comfortable owning up 
to as there is often societal approbation attached to 
them. A side effect of this modesty is that this segment 
will be very hard for the pollsters to track. This is also 
the reason that Nate Silver’s 538 service famously 

Treasury Rates — One Year 

Inflation is increasing, expect an 
upturn in longer-term rates. 
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called the election wrong. However, understanding this 
can help explain why stocks aren’t headed lower into the 
teeth of what is looking to be a rather ugly trade war. 
This idea also suggests some things about the House of 
Representatives, The Senate and the mid-term elections. 
It also suggests that the first term for The Donald wasn’t 
a fluke and that a second term is very much in play. 
There you have it, a psychological explanation for why 
stocks are resisting the siren’s song of chaos. How long 
can that last? I have no idea, but what is clear is that the 
end is not in sight yet. I don’t care for politics so I will 
leave that to others more competent in that discipline 

than I am and stick to technical analysis while trying to 
understand the motive forces. 
 

The Chart Pack 
 
I have been hard at work on our weekly Market Timing 
Chart Pack and am quite happy with the overview it has 
come to provide. I recently combined the two interna-
tional charts into a single relative performance chart and 
plan to add a forex chart in position 25. I keep fine-
tuning the charts, trying to make the visualizations of 

iShares Energy ETF — IYE — One Year 
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confirm the strength in crude.  
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the data as easy to absorb as possible. Suggestions most 
welcome: BBands@BollingerBands.com 
 

Towards a Theory of Volatility 
 
A work in progress: Bollinger Bands are driven by vola-
tility and having spent a career thinking about volatility 
I think I have come to understand it in ways that may 
not have occurred to some others. Recently I have been 
thinking about volatility in relation to time. These are 
the basic ideas I have been pondering: 

 Volatility as a function of time. 
 Time as a function of volatility. 
 

Volatility is mostly used in a pejorative sense, but stop 
for a moment and consider the idea that if it weren’t for 
volatility there would be no markets and no investing, 
no returns to earn, just asset exchanges and rents. So, 
let’s start at the beginning: Just what is volatility? 
Interestingly, even after decades of study and research 
on volatility and the launch of multiple volatility prod-
ucts that have attracted billions in assets, volatility itself 
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Gold Futures — GC — One Year 

The stocks are following 
the bullion down. There 
may be some hope yet. 
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Commodity Prices — DBC — One Year 

is still poorly defined and understood. So what, exactly, 
is volatility? The simplest, and most useful, answer is 
that volatility is change in price. (Here we only attempt 
to deal with the volatility of security prices.) If the price 
of a stock were 40 today and 41 tomorrow we might say 
that stock had an instant volatility of one, and if it con-
tinued to change each day by one point, over time we 
would come to have confidence that our initial estimate 
was correct. Using this approach one might average the 
absolute values of price changes to estimate volatility. 
However, if we were long the stock and the one point 
change was positive we might not think of that as vola-
tility at all, but rather as growth. On the other hand, if 
the one point change or the cumulative changes were 
negative, we almost certainly would regard that as vola-
tility. Here one might average the values of the negative 
changes to arrive at a volatility estimate. 
 
Volatility is usually measured with the calculation be-
hind the standard deviation framework, root mean 
squared deviation. See the sidebar for an explanation. It 
turns out that this calculation is really useful in a factory 
for quality control, or in trading for setting the width of 
trading bands, but it is not really a useful definition of 
volatility for investors. For example, it treats upside and 
downside price movement the same, that’s what the 
‘squared’ part is about, but investors don’t think of, or 
treat, up- and down-side volatility alike at all. Most in-
vestors like up-side volatility and hate down-side vola-
tility. When I created EquityTrader.com one of the first 
things I did was to dis-aggregate up- and down-side 
price action and compute stats for both separately, al-
lowing investors and traders to see how their stocks be-

haved in up and down markets via positive and negative 
alphas and betas. Analyzing the upside and downside 
separately wasn’t an innovation or unique to me, the 
idea has been around for a long time. E.S.C. Coppock 
famously wrote a pamphlet in the 1970’s entitled 
“Down is Faster”. It is just that such discrete analysis 
wasn’t, and still isn’t, widely accepted. So, is it still 
true? Is down still faster? Yes. A recent example: In 
2007 and 2008 it took the S&P 500 17 months to fall 
58%. That’s a decline of 4.97% per month. It subse-
quently took the market 49 months to recover the losses, 
a period nearly three times as long. That’s a recovery 
rate of 1.78% per month. So far we have two axes for 
volatility, a psychological axis where up is better then 
down, and a time axis where down is faster. 
 
Understanding that the root of volatility is price change 
and that there are many useful definitions and calcula-
tions is a good start. Then killing off a few of the shib-
boleths about volatility is next. No, security prices do 
not follow a normal distribution, nor do they follow a 
log-normal distribution, so models based on those as-
sumptions are flawed from the get-go. Markets follow 
their own, psychologically driven, distribution, a distri-
bution that is best measured empirically. Upside and 
downside volatility are entirely different creatures and 
average volatility isn’t really very useful at all. Implied 
volatility, that is the volatility that is used to estimate 
option prices, is a very useful psychological quantity 
while historical volatility is a quantitative measure and, 
at best, the two are only loosely linked. 
 
Perhaps the greatest misunderstanding involves the 
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basic character of volatility; it is said to be mean revert-
ing, but it is not. Mean reversion suggests that over time 
a series will tend to hone in on its mean. That if it gets 
too far above or too far below its average it will return 
to its average over time, like one of those dolls with a 
weight installed in its base so that when it is knocked 
over it rights itself. Volatility is not mean reverting, it is 
extreme seeking. Average volatility is nothing more 
than a point on the way to an extreme. Low values do 
not suggest a return to the mean, they suggest a trip 
straight through it to high values. And high values in 
turn do not suggest a return to the mean, but rather a 
descent to low values. All of which goes to state an aca-
demic heresy; volatility is not mean reverting, it is ex-
treme seeking. 
 
The piece I am working on now is the juncture of vola-
tility and time. Somewhere, lurking nearby, is a compre-
hensive wrapper, a theory of volatility. It is so close that 
I can sense it. Perhaps if I had some time to reflect... 
 
Sidebar: Calculating root mean squared deviation 
Select a group of data points and average them. Now 
create a list of deviations by subtracting the average 
from each of the data points. If you sum these deviations 
the result will be zero, so in order to calculate a mean-
ingful result square each deviation to get rid of the nega-
tive signs. Now average the squared deviations and take 
the square root of the result. Voila. The squaring makes 
this calculation very sensitive to outliers, which is exact-
ly what we want to keep trading bands germane to the 
price structure, and the reason Bollinger Bands work so 
well. 
 

Currencies 
 
Bitcoin and the other crypto currencies have been in 
severe bear markets for some time. Recently the pres-
sure of the declines has abated somewhat and there has 
been some consolidation. Besides the idea that we may 
be starting to set the stage for the next phase, there is the 
side benefit of the recent market action; we can discover 
equilibrium values for many of the crypto pairs, like 
Bitcoin versus Ethereum, Litecoin, Monero, Bitcash, 
Ripple and so on. A nice tool in this regard is the linear 
regression trend line and its volatility expansions, a tool 
that used to be quite popular on MetaStock but which I 
haven’t heard mentioned for quite some time. In fact a 
guy wrote a whole book on it, Raff as I recall. It is actu-
ally quite easy to use this tool. What you do is select an 

area where you think a stable relationship in a pair has 
existed and snap a linear regression line to it. Then using 
standard error you plot intervals above and below the 
line to give a sense of over bought and over sold levels. 
Today’s software makes this quite simple, you just drag 
the tool into place and the machine does the rest for you. 
All of the major crypto pairs that I have looked at seem 
to be tracking relatively stable relationships against 
Bitcoin, which creates solid opportunities for astute 
traders. 
 
I have often pointed out that Bollinger Bands and other 
sorts of trading bands are particularity useful with pairs. 
Pairs are examples of what is known as stationary series. 
Such series have statistical properties that make them 
particularly suitable for analysis with trading bands and 
mean reversion strategies. 
 

View from the Beach 
 
A bit more on time: I drove to see my daughter for lunch 
the other day,. The trip from my office to hers usually 
takes about an hour during the day. A for-pay high-
speed lane is available along part of the journey and I 
have a device that allows me access. I was using Waze 
to navigate the fastest route so I had an estimate of my 
arrival time. Traffic on the freeway seemed dodgy, so I 
decided to take advantage of the ‘go fast’ lanes. As I 
returned to my regular route along the freeway I noted 
that I had shaved six minutes off my ETA for a charge 
of 80 cents. In essence, I had just purchased six minutes 
at a rate of eight dollars an hour. Being of a certain age, 
the idea of buying hours at eight dollars per has a certain 
attraction. 
 

Speaking Engagements 
 
TradersEXPO, Chicago, IL 
July 22 - 24, 2018 
http://bit.ly/2IfUQLo 
 
The annual IFTA conference will be in Kuala Lumpur 
this fall. I’ve spoken with the hosts and they are going 
all out to make this a great conference. Hope to see you 
there. 
 
IFTA Annual Conference 
October 26-28, 2018 
Kuala Lumpur, Malaysia 
https://kl2018.ifta-conferences.org/ 
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US Dollar Index — Daily — One Year 

The dollar faded after the election 
and is coming back. Can it be say-
ing that it likes the trade wars? 

ETF Portfolios 

Portfolio Notes: Larger stocks are making a bit of a 
comeback but we think that it just a reaction move and 
that smaller stocks will again move into the leadership. 
Growth is maintaining a slight edge over value. With 
the Value Line Geometric Average at 582.10 the Friday 
sell stop for our Value Line program is 568.83. I haven't 
forgotten about a replacement for this valuable market 
timing aid, I just haven't come up with a better answer 
yet that has anywhere near the level of convenience that 
VLP has. We recommend the purchase of GE with an 

initial target of 22. We recommend the sale of XLF for 
under performance. There were no changes to the ETF 
program this week. Our FAANG Index sports a short-
term double top, which should hold up progress for a 
while. There are 10 Ice Breaker trades open with the 
ones in IJR having the best gains. We recommend the 
emerging market ETF, EEM, as a marker for a pending 
commitment to that sector. Aggressive accounts should 
have 10% less cash and 10% more US Stocks. 

Portfolio Notes 

ETF Portfolios Symbol Date Purchase Current Dividends Return Rank

Selected Price Price

Style (# in 21)

Small Cap Growth IJT 5/18/2018 186.25 195.35 0.00 4.89% 1

Russell 1000 Growth IWF 2/10/2017 111.06 149.31 1.88 36.14% 2

Russell 2000 Growth IWO 3/23/2018 191.64 211.21 0.00 10.21% 6

International (# in 24)

France EWQ 6/15/2018 31.37 31.37 0.00 0.00% 6

United Kingdom EWU 5/18/2018 37.27 35.05 0.00 -5.96% 5

Australia EWA 7/6/2018 23.12 22.83 0.00 -1.23% 1

Sector (# in 27)

Technology XLK 11/10/2017 63.41 72.54 0.71 15.53% 6

Software PSJ 5/11/2018 74.86 81.01 0.00 8.22% 5

Consumer, Disc. XLY 12/1/2017 97.96 112.59 0.94 15.89% 3
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Slot Name Symbol Entry Entry Current Divid. Total Mental Action

Date Price Price Return Stop

Core Portfolio - US Equities

1 S&P 500 SPY 10/19/15 203.20      279.59      12.90    43.9% 257.00 Hold

2 Russell 2000 IWM 11/02/15 118.21      167.42      4.64      45.6% 159.00 1/2

3 S&P MidCap MDY 04/18/16 267.64      363.08      20.78    43.4% 349.00 1/2

4 Finance XLF 10/08/16 19.75        26.98        0.74      40.4% 26.50 Sell

5 Russell 1000 (Equal) EQAL 12/05/16 26.81        32.53        0.61      23.6% 30.00 Add

6 Healthcare ETF IYH 01/14/17 147.28      186.86      1.96      28.2% 171.00 Hold

7 S&P Small Cap IJR 03/17/17 69.35        85.85        0.95      25.2% 80.00 Add

8 S&P 500 Growth IVW 03/17/17 131.81      169.14      1.68      29.6% 157.00 Hold

9 Royal Dutch A RDS.A 05/26/17 54.63        70.00        2.72      33.1% 66.00 Hold

10 Basic Materials XLB 02/17/18 60.10        58.58        0.51      -1.7% 56.00 Add

11 Telecomm VOX 12/09/17 86.39        87.89        1.87      3.9% 82.00 Hold

12 General Electic GE 06/24/18 12.90        13.89        -       7.7% Buy

Core Portfolio - International

1 Japan EWJ 12/14/12 44.99        57.56        1.81      32.0% Hold

2 World VEU 10/19/15 45.53        52.46        2.64      21.0% Hold

3 Int'l Property ETF WPS 05/26/17 37.43        38.22        1.43      5.9% Hold

4 Germany EWG 02/17/18 33.02        30.63        -       -7.2% Hold

5 Emerging Markets EEM 07/14/18 43.85        43.85        -       0.0% Marker

Core Portfolio - Gold+

1 Gold Miners GDX 02/17/18 22.07        21.96        -       -0.5% Hold

2 Bitcoin BTC 02/17/18 10,380.04 6,271.00   -       -39.6% Add

Core Portfolio - Dividend

1 General Mills GIS 05/11/18 42.58        44.91        0.49      6.6% Buy

2 IBM IBM 05/11/18 144.63      145.90      -       0.9% Buy

3 Sanofi-Aventis SNY 05/11/18 38.58        41.93        -       8.7% Buy

4 UBS UBS 05/11/18 16.31        15.00        -       -8.0% Buy

5 Verizon VZ 05/11/18 48.59        51.41        0.59      7.0% Buy

Core Portfolio - Yield

1 Barclays High Yield JNK 02/20/09 29.17        35.69        23.47    102.9% Hold

2 iShares High Yield HYG 02/20/09 69.98        85.61        47.52    90.3% Hold

3 PS Finan. Preferred PGF 03/13/09 8.35          18.55        13.23    280.6% Hold

Cash

1 Doubleline Low DurationDBLSX 09/15/17 10.09        9.95          0.20      0.6% Hold

2 Vanguard Short Term VCSH 09/15/17 79.79        78.11        1.38      -0.4% Hold
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The regression channels are 
drawn for calendar year 2018 
and are +/- two standard errors.  


