
"With federal spending on the loose, are bond vigilantes 
set to make a comeback?", MarketWatch.com headline, 
9 February 2018 
 

The Bad Old Days 

 
Donald Trump heralded a return to the bad old days 
when he complained about the stock market going down 
in the face of strong economic news. He has been 
around long enough to remember the bad old days and is 
intimately familiar with the bond vigilantes, so that turn 
of events should not have come as a surprise to him. 
However, the vast majority of today's traders and inves-
tors were not around in the bad old days and probably 
think that bond vigilantes are some kind of wild west 
outlaws whipping their horses with rolled up sheaves of 
bonds just liberated from the 3:10 to Yuma with the aid 
of a few malappropriated sticks of dynamite. While that 
may have been the case once upon a time, in this issue 
we'll take a look at the realities of the last bear market in 
bonds and the roles of inflation, the bond vigilantes, 
Messrs. Volcker and Greenspan, the gold bugs and wel-
come them all back again. 
 
I came into the market on a full time basis in 1980, in 
the midst of a runaway inflation. A bear market for 
stocks had ended in 1974 and stocks had been churning 
sideways ever since. A bear market for bonds was rag-
ing and the dollar was sagging. The first few years I was 
involved saw the end of the bear market in bonds and 
the birth of powerful bull markets in bonds and stocks. 
(Oddly enough, the bull market in bonds long outlasted 
the bull market in stocks.) In those days the price of the 
long bond, Federal Reserve Board interventions 
(matched sales and coupon passes), the growth rates of 
M1, M2 and M3, gold and oil futures, the Deutsch mark 
and the massively delayed minutes of Fed meetings 
were all prime speculative indicators. It was a time of 
high inflation, high interest rates, high taxes, high unem-
ployment and low growth. There were even some years 
in which high inflation and low growth existed simulta-
neously; such dismal conditions earned the moniker 
stagflation. 
 
Here is the key to understanding the dynamics of that 
era. In non-inflationary times good economic news is 
good for stocks, but in times of inflation good economic 
news is bad for stocks. Why? Because the fear of gov-

ernment intervention in the form of higher interest rates 
and tighter monetary policy far outweighs the positive 
news. In the late '60s and throughout the '70s lax mone-
tary and fiscal policy and a couple of oil shocks created 
a toxic economic environment that no one really knew 
how to address. Economic conditions deteriorated to the 
point where there seemed to be no hope; it seemed like 
America was on the road to becoming a third-world 
republic. Then in mid-1979 Paul Volcker became Chair-
man of the Federal Reserve Board. His mission was to 
break the back of inflation. He didn't care what the col-
lateral damage was; he understood that the long-term 
benefits would far outweigh the short-term pain. In a 
series of three moves that severely tightened monetary 
policy, each of which drove short-term interest rates to 
over 15%, the Fed worked to break the inflationary cy-
cle. The first spike up came in March of 1980, then an-
other in December of the same year and one last squeeze 
in May of '81. In retrospect the beast had been slain, but 
it took a final, lesser push in February of 1982 to inter 
the demon. At the time I was an unpaid apprentice for a 
stock, options and futures trader. We worked in a beauti-
ful office in Marina del Rey. I kept real-time charts of 
the Dow, a couple for breadth indicators, bonds, gold 
and a few more things by hand for him and did some 
technical research when the markets were closed. One 
thing I vividly remember is that he got the birth of the 
bull market in stocks right within a few days after the 
bottom in August of 1982. 
 
From its birth in 1982 the bull market for stocks roared 
for 16 years, notably interrupted by the crash of 1987 
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and capped by a final two year surge, the Internet bub-
ble. Inflation peaked in the spring of 1980 at over 14% 
and trended downward until we experienced a bout of 
deflation in 2009. The bull market for bonds which be-
gan in late 1981 would continue for 35 years. 
 
The lessons learned in the '70s were not soon forgotten. 
As the economy healed and started along a non-
inflationary growth path, good economic news was of-
ten received poorly by stock investors. Bond investors 
and traders were still very nervous and though a multi-
decade bull market for bonds was getting underway they 

were not yet believers; the term bond vigilantes became 
a populist slur for the doubters. Popular pundits like Jim 
Grant kept on hammering the bearish line and any time 
a good economic report showed up the knee-jerk reac-
tion was to sell bonds, which translated immediately 
into selling in the stock market. It would take a decade 
or more before those habits were cast aside and the real-
ity of the markets was accepted. 
 
Today we would be analytically well served to focus on 
the dynamics of the '60s and '70s, for we are entering an 
environment that may look quite similar. I do not mean 

The Volatility Index — VIX — One Year 

Value Line Arithmetic — One Year 

The CBOE is out on the street trying 
to deny that trading in the VIX cre-
ates / exacerbates volatility.  Traders 
know better. 

A classic correction out of the 
blue takes the Value Line back 
to its breakout point. 

Lower BB actually dips into 
negative territory. 

50% estimate for 30-day volatil-
ity after a six percent correction! 
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The NYSE advance-decline is 
climbing back along with stocks, 
no negative divergence there. 

S&P 500 and NYSE  New Highs / New Lows Histogram — Daily — One Year 

S&P 500 and NYSE  Advance - Decline Line — Daily — One Year 

New low in price  not con-
firmed by new lows, a classic 
positive divergence. 
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to say that we will see the madness of the '70s repeated, 
but we are in a bear market for bonds, one which I be-
lieve will last for a long time. That's not the end of the 
world; all that is important is that we recognize what's 
happening and adjust our strategy accordingly. I do not 
think that rising interest rates will really start to bite for 
some time yet, but the recent salvo across the stock mar-
ket's bow served notice that for stocks inflation and in-
terest rates must now be a prime concern. 
 
The prime reason for all this is that after years of having 
been lulled, with only the Euro debt crisis to disturb 

their slumber, the bond vigilantes have been reawak-
ened. They have sensed the shift in dynamics, seen the 
surge in stocks, noted rising inflation and falling unem-
ployment, seen the projected deficits and rallied to their 
penultimate cry: "Protect principle!" To wit, just a few 
weeks ago stagnant wage growth was decried as a great 
evil; today the focus has shifted and stronger wage 
growth is being decried as the new evil. 
 
It all comes down to money, specifically the amount of 
money circulating in the system. Too much and you get 
inflation, too little and you get deflation. There is a 

DAX — Daily—One Year 

 

Nikkei 225 — Daily — One Year 

Beautiful re-entry point for 
German stocks, buy EWG. 

The Nikkei joins the rest of 
the world markets in a correc-
tion, but holds on better than 
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sweet spot in in middle where things are in balance and 
that was the focus of Milton Friedman's life’s work. He 
wanted a steady-growth rule of thumb for monetary pol-
icy, say growth of three or four percent, which I still 
think is a great idea. However, the Fed thinks it knows 
better and governs monetary growth with a heavy hand. 
 
So, what has changed? The period after the financial 
crisis saw extreme stimulus, negative interest rates, riot-
ously strong monetary grown, massive bond purchases 
(known as coupon passes in the old days) and so on. All 
that was accompanied by little or no inflation, down-
ward pressures on wages, high unemployment and so 
on. Recently interest rates have started to rise, unem-
ployment has fallen dramatically, wages have started to 
make gains, and inflation has started to rise. So while 
the bond vigilantes napped through most of the expan-
sion, recent conditions have awakened them and they 
don't like what they see. 
 
Bond holders are an unhappy lot by nature; they take on 
huge risks for relatively small gains while insisting that 
they are actually invested in "safe" instruments. The 
truth is that bonds are anything but safe and the bond 
pros know it. So they are forced to assume a perpetually 
defensive stance as they know that the risks they have 
taken can gore them. Frankly the world would be a 
much better place without debt, but that is both a topic 
for another time and a pipe dream. 
 
Shifting gears slightly, Bollinger Bands were created in 
the crucible of financial and economic turmoil of the 
late '70s and early '80s. I needed rigorous trading tools 

to help cope with what was really a very hostile environ-
ment. There are two interesting ideas here. First, Bollin-
ger Bands have stood the test of time; they work today 
much as they worked when created. Oh, trading is 
harder and the markets are noisier, but the tools still 
work well. I ascribe that to the concept that Bollinger 
Bands touch upon a first principles idea and were not 
curve fit to a particular environment. Rather they are in 
tune with a core market mechanism and reflect what is 
actually happening in the market. The second idea is 
potentially more interesting today. If Bollinger Bands 
were forged in the nightmarish conditions of the late 
'70s and early '80s and we are entering another some-
what similar time, then perhaps the efficacy of Bollinger 
Bands and the related tools will actually improve. That 
seems to be correct since we were intermediate-term 
swing traders back in the day, and if things turn out as 
we think they will it'll likely result in an environment 
more conducive to swing trading than buy and hold. 
 
Another aspect of the environment we are likely to face 
is the return of the gold bug. In an inflationary environ-
ment the precious metals become very attractive as cur-
rency alternatives, stores of value, hedges and non-
correlated assets in portfolios. Gold is the senior asset 
and silver the junior asset. Platinum is the most sensitive 
to the economic cycle and palladium has scarcity value. 
In addition, certain other "hard" assets may be on the 
gold bugs' list today, rare earths and lithium for exam-
ple, but the biggie is and probably always will be gold. 
In addition there should be wide interest in basic materi-
als, indeed we are already seeing such. There is also 
some talk about the crypto-currencies, specifically Bit-

10-Year Interest Rate Index — TNX 

It is a bear market for bonds, but I 
think the 10-year will have some 
trouble breaking through 3%. 
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Gold Miners ETF — GDX — One Year 

 

coin, becoming a sort of gold for this digital age and I 
suspect there is more than an ounce of truth in that idea. 
And it might not just be Bitcoin; the crypto-currencies 
that emphasize privacy and anonymity could become 
very desirable assets as well. All of which brings us to 
the dollar. But before we get there I am adding an allo-
cation to gold and Bitcoin, five percent each, for a total 
allocation of ten percent at the expense of cash. Details 
on the portfolio page. 
 
In the last go round the defensive currencies of choice 
were the Deutsch mark and the Swiss franc. Today the 

Deutsch mark is known as the Euro and is beset by vi-
cious debt problems. The Swissie is in disrepute after 
the Swiss National Bank was shown to be round heeled 
in January 2105 and I expect that it'll take a decade or 
more to recover its luster. So what will be the safe haven 
currencies today? The Yen? That seems unlikely in light 
of the massive debt load. The RNB? That seems 
unlikely in light of the politics. The Euro? That seems 
unlikely in light of the economic chaos. So it just might 
be a crypto-currency, perhaps one of those designed to 
ensure privacy. Other 'neutral' or 'safe' currencies like 
the Canadian and Australian dollars, or perhaps even the 

Gold Bullion ETF — GLD — One Year 

No leadership from the gold 
stocks yet, but I am thinking 
that there is a rally in the offing.  

Gold is trying to break-
out, but I think that it is 
still early. Even so, it 
seems like time to take 
an initial stake. 
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post-Brexit British pound might also see a bid. 
 
The bottom line is, this isn't the market most investors 
have come to know anymore. We are entering quite a 
different environment, an environment that will require 
substantially different strategies than those that have 
served well for the past 30+ years. The good news is 
that experience suggests what those strategies are and 
we should be able to execute them well. 
 

The Current Markets 

 
The US stock market just experienced a correction that 
ran twelve percent for the S&P 500 peak to trough, but 
only seven percent for the NASDAQ Composite. His-
torically we used to say that a garden-variety correction 
ran four-to-seven percent. More recently I have sug-
gested that today it should be more like seven-to-ten 
percent, but in these 'risk on', 'risk off' days ten-to-
twelve percent may be more like it. In any case, to mark 
the ends of corrections we look for climatic days. One 
way to identify such is to look at the ratio of declining 
issues to total issues traded on the NYSE. Climactic 

 

Crude Oil ETF — USO — One Year 

Oil Stocks — XOP — One Year 

Pullback in the 
Exploration stocks 
sets up nice re-
entry point. 

Pullback to breakout point sets 
up nice reentry point for stocks. 

Pullback in the 
Exploration stocks 
sets up nice re-
entry point. 
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Commodity ETF — DBC — One Year 

days are those where declining issues are 80% of all 
stocks traded or greater. Looking at the current correc-
tion we can see a climatic day followed by a strong day 
followed by another climactic day, a -+- pattern. That is 
a classic bottoming pattern suggesting at least the 50% 
retracement, which we have already seen. But we need a 
bit of confirmation to increase confidence. Another ap-
proach is to look at volume, a subject we have previ-
ously discussed at length. The peak in volume on the 
decline came on the first climax day. The second climax 
day occurred on lower volume as one would expect if 
the correction was ending. Thus we saw a classic mo-
mentum low followed by a final price low. Finally, con-
sulting the Bollinger Bands we see that %b confirmed as 
we made a new low in price that was not a new low in 
relation to the Bollinger Bands. Thus we have a sort of 
trifecta of bottoms. 
 
To allow us to get an easy handle on those climax days 
we have just added another breadth chart to our market-
timing chart pack. It is labeled Breadth Thrust after the 
late Martin Zweig's nomenclature. For each day the 
green bar is the ratio of advancing issues to total issues 
traded on the NYSE and the red bar is the ratio of de-
clining issues to total issues traded. It is chart number 
nine in the pack. This chart is quite useful for identify-
ing selling climaxes and breadth thrusts. The classic 
definition may be +/- 90%, but and we have included +/- 
80% reference lines, which we find more useful. I'll 
have to leave breadth thrusts, which are days where ad-
vances are 90% or more of total issues traded, for an-
other day. If you are curious about breadth thrusts I 
highly recommend Martin Zweig's two Warner books, 

"Winning on Wall Street" and "Winning with New 
IRAs". Both are available for less than four bucks each 
with free shipping from www.AbeBooks.com. Hint: 
Martin found that two +90% days in a short span were 
quite bullish. 

 
Between issues we also added the VIX volatility pre-
mium ratio to the chart pack. This is essentially a senti-
ment indicator that tracks the relationship between the 
VIX, which is a 30-day volatility estimate for the S&P 
500 and a 90-day version of the same thing (VXV). 
When sort-term volatility estimates exceed long term 
estimates fear is overdone and market psychology is too 
bearish. When the long-term measure exceeds the short-
term VIX by a wide margin complacency is the ruling 
emotion. (This is akin to a Bollinger Band Squeeze.) 
 
So there you have it, two additional timing approaches  
for you in our market-timing chart pack, one oldie but 
goody and one new age. We post the chart pack at least 
once a week, usually on a Saturday when we post the 
Weekly Update. Commentary on the charts appears 
when appropriate in the Weekly Update or in the news-
letter. Enjoy. 
 
We remain constructive on stocks, expecting higher 
prices over the intermediate term. We acknowledge the 
risks always present in an aging bull market where 
valuations have achieved very high levels, but when we 
look at the markets objectively we still do not see the 
sorts of distribution patterns, divergences and internal 
weaknesses that we would expect to see at an important 

Still bullish on the sector. 
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market top. There can and will be corrections, pullbacks 
and volatility and we expect to see a good deal of group 
and sector rotation. There is little doubt that the bull 
market will end and that it'll be interest rates that slay it, 
but that still seems to be a ways off. In the meanwhile 
there will be good returns to be earned in stocks. 
 
I think that commodities, basic materials, the precious 
metals, and related assets will continue to do well, per-
haps very well, and should be regarded as add-to assets; 
in the street parlance that would be overweight. ETFs 
for those who don't want to pick stocks, but for those 
that do I think that there will be terrific opportunities, 
take Rio Tinto, RIO, as an example. There are lots more 
basic materials plays out there. 

Appearances 

 
I'll be giving two talks at TradersEXPO, one on trading 
The Squeeze on TradeStation for free and a paid Bollin-
ger Bands tutorial: 
 
TradersEXPO, New York City 
 
Trading the Bollinger Band Squeeze 
February 26, 2018 11:15 - 12:00 pm 
 
The Practical Application of Bollinger Bands 
February 27, 2018 9:00 am - 12:00 pm 
Details here: http://bit.ly/2sCCCQI 

Bitcoin — Daily — One Year 

I think that Bitcoin’s 
correction is over. 

ETF Portfolios Symbol Date Purchase Current Dividends Return Rank

Selected Price Price

Style (# in 21)

Core Growth IUSG 4/24/2017 46.87 56.17 0.19 20.25% 2

Russell 1000 Growth IWF 2/10/2017 111.06 140.29 1.48 27.66% 1

Russell 1000 IWB 1/27/2017 126.69 151.93 2.44 21.85% 5

International (# in 24)

Austria EWO 1/20/2017 17.26 25.30 0.50 49.48% 10

Japan EWJ 12/12/2017 60.19 61.60 0.00 2.34% 7

Malaysia EWM 2/16/2018 35.57 35.57 0.00 0.00% 1

Sector (# in 27)

Technology XLK 11/10/2017 63.41 67.18 0.24 6.33% 6

Financials IXG 12/8/2017 69.07 72.63 0.65 6.11% 2

Consumer, Disc. XLY 12/1/2017 97.96 104.79 0.33 7.31% 1
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John Bollinger’s Bollinger Bands Letter is published monthly by Bollinger Capital Management, Inc., P.O. Box 3358, Manhattan Beach, CA 
90266.; Phone: (310)798-8855 Website: www.BollingerBands.com E-mail: BBands@BollingerBands.com  Subscription rates: $39/month, $419 
a year This newsletter contains information obtained from sources we fully believe to be reliable; however we do not guarantee accuracy. Al-
though opinions expressed herein are based on sound judgment and research, no warranty  is given or implied as to their true reliability. The 
responsibility for decisions made from information contained in this newsletter lies solely with the individual making those decisions. It should 
not be assumed that recommendations made in the future will be as profitable or equal the performance of the securities in this list. Officers of 
Bollinger Capital Management, Inc. may at times have positions in securities mentioned. 
Entire contents copyright 2018, Reproduction of any kind, including photocopying, reposting or redistributing without express prior permission 
from Bollinger Capital Management, Inc. is unlawful and strictly forbidden. 

Portfolio Notes:  Last week's rebound accrued to stocks of all sizes equally. If there was an emphasis, it was to 
large-cap growth. To wit, the FAANG stocks corrected with the rest of the market, but are now almost back to a 
new high. Comparing that to the market,  which is about halfway back, suggests that the mania for large-cap 
growth is still in fill force. There was one change to the ETF portfolios on Friday, sell EWN and buy EWM, which 
is a switch from the Netherlands to Malaysia. The Value Line Plan switched back into the market on Friday. With 
the Value Line Geometric Average at 559.73, the Friday sell stop stands at 546.72. We are cutting the allocation 
for cash by one third and adding an allocation to Gold and Bitcoin. We recommend the purchase of EWG, which 
is an ETF of German stocks. We recommend the purchase of XLB, a basic materials ETF. As per our Weekly Up-
date, XIV was indeed liquidated this week by Credit Swiss. We fully expect this to be litigated. We recommend 
the sale of IXP and IYZ, two Telecomm ETFs and plan to move VOX, the strongest of our three holdings in the 
sector to the core portfolio. 

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      273.11      10.55    39.6% 253.00 Hold

2 Russell 2000 IWM 11/02/15 118.21      153.34      4.28      33.3% 142.00 1/2

3 S&P MidCap MDY 04/18/16 267.64      345.82      18.91    36.3% 320.00 1/2

4 Finance XLF 10/08/16 19.75        28.98        0.52      49.4% 26.50 Hold

5 Russell 1000 (Equal) EQAL 12/05/16 26.81        31.08        0.54      17.9% 28.50 1/2

6 Healthcare ETF IYH 01/14/17 147.28      180.53      1.46      23.6% 167.00 Hold

7 Global Telecomm ETF IXP 01/14/17 60.09        58.73        2.06      1.2% 56.50 Sell

8 S&P Small Cap IJR 03/17/17 69.35        77.33        0.72      12.5% 72.00 1/2

9 S&P 500 Growth IVW 03/17/17 131.81      159.83      1.22      22.2% 145.00 Hold

10 Royal Dutch A RDS.A 05/26/17 54.63        63.89        1.78      20.2% 58.00 Hold

11 Apple AAPL 10/23/17 156.25      172.43      1.26      11.2% 152.00 Hold

12 Basic Materials XLB 02/17/18 60.48        60.48        0.0% Buy

Core Portfolio - International

1 Japan EWJ 12/14/12 44.99        61.60        1.81      41.0% Hold

2 World VEU 10/19/15 45.53        55.85        2.48      28.1% Hold

3 Int'l Property ETF WPS 05/26/17 37.43        38.85        1.22      7.1% Hold

4 Germany EWG 02/17/18 33.28        33.28        -       0.0% Hold

Core Portfolio - Bounce

1 Telecomm IYZ 12/09/17 29.42        28.42        0.27      -2.5% 26.50 Sell

2 Telecomm VOX 12/09/17 86.39        89.20        1.09      4.5% 83.00 Hold

Core Portfolio - Gold+

1 Gold Miners GDX 02/17/18 22.51        22.51        -       0.0% Hold

2 Bitcoin BTC 02/17/18 10,925.99 10,925.99 -       0.0% Hold

Core Portfolio - Yield

1 Barclays High Yield JNK 02/20/09 29.17        36.32        22.69    102.3% Hold

2 iShares High Yield HYG 02/20/09 69.98        86.45        45.71    88.9% Hold

3 PS Finan. Preferred PGF 03/13/09 8.35          18.34        12.09    264.5% Hold

Cash

1 Doubleline Low DurationDBLSX 09/15/17 10.09        9.99          0.12      0.2% Hold

2 Vangaurd Short Term VCSH 09/15/17 79.79        78.52        0.77      -0.6% Hold
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A long bear market for rates ended in 
1980 ushering in a long bull market. I 
think the a new bear market is underway. 

Inflation (CPI annual rate of change) — Long Term 

3-Month Treasury Bill Yield — Long Term 

The deflationary cycle is 
over and a new inflation-
ary cycle is underway. 


