
“Historically the inversion of the yield curve has been a 
good [sign] of economic downturns [but] this time it 
may not,” because the normal market signals have been 
distorted by, “regulatory changes and quantitative easing 
in other jurisdictions”, he said, speaking with former 
treasury secretaries Hank Paulson and Timothy Geithner 
at an event to discuss lessons from the 2008 financial 
crisis. – “Bernanke warns against reading wrong yield 
curve signal”, Financial Times 
 

The Stock Market 
 
Over the years I have thought, written and talked about a 
classic stock-market timing system that I learned when I 
first started studying technical analysis. I think it is a 
very useful template for some market-timing work. It is 
quite a simple approach, the components are the Dow 
Jones Industrial Average, a 21-day moving average, and 
percentage trading bands—the average shifted up and 
down by four percent. Next are two market-breadth os-
cillators, each 21-days, one of net advancing issues, one 
of net up volume, the data for both coming from the 
NYSE. The rules are simple: If the average touches the 
lower band and either oscillator is positive it is a buy 
alert, if the average touches the upper band and either 
oscillator is negative you have a sell alert. I present a 
version of that approach in my Market Timing Chart 
Pack using a volume indicator, Intraday Intensity, and 
the theoretical Dow. (The Dow calculated using the 
highest high and lowest low for each stock that day ra-
ther than the real-time calculation that is published eve-
rywhere.) That approach, which rarely signals, gave buy 
alerts on November 21st and 23rd. What is even more 
interesting is that it gave another buy signal Friday, 
which looks to me to have been a climax day. We are 
lacking confirmation yet, but the set-up is clear. 

It was Jerry Smith of AIQ Systems fame that alerted me 
to the value of using the theoretical Dow to calculate 
volume indicators like Intraday Intensity and Accumula-
tion Distribution. It is indeed a powerful idea. It was 
thinking about this which led me to combine that old 
system, the theoretical Dow, and Intraday Intensity. 
 
The area in which those first two signals occurred 
marked the completion of a Bollinger Bands set-up, 
Three Pushes to a Low. In the past I have mostly fo-
cused on Three Pushes to a High, a Bollinger Bands 

technique for identifying tops, and rarely talked about 
applying the technique to lows as they are usually faster, 
more urgent affairs, but there is no reason the same logic 
should not work at lows. Let’s step back and look at the 
components, a pair of Ws, and then examine how they 
combine to produce a larger formation. 
 
To start, the Three Pushes to a High Bollinger Bands 
pattern etches out an image of declining, then failing 
momentum. After the initial impulse up, %b must pre-
sent successively lower values on the subsequent price 
peaks. BandWidth should turn down on the second 
peak. The pattern is completed when BBTrend turns 
down in the vicinity of the third peak. A subsequent 
down day is the confirmation signal. 
 
If you think about it for a moment, Three Pushes to a 
High is actually composed of two M tops that share an 
apex. The first M is a strong M, while the second M is a 
weaker version. I tend to look at all patterns as a series 
of Ms and Ws, a technique I learned long ago from the 
late, great Arthur Merrill. I find that sort of analytical 
pattern breakdown helps me to see the underlying pat-
terns in a clearer light. 
 
Looking at the current pattern, the lows of the first W 
occurred on 10/11 and 10/29 with %b at -0.04 and 0.08 
respectively. The first hint that the bottom might be 
more complex than a simple W occurred when Band-
Width, which normally turns down on the left side of a 
W, turned down on the right side of the W. To me Band-
Width turning on the right side of an M or W pattern 
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automatically suggests looking for Three Pushes. Using 
the second low of the first W as the left side of the sec-
ond W, the right side of the latter pattern occurred on 
either the 20th or the 22nd of November, when 
BBTrend turned up and a rally day on the 26th con-
firmed. As I write this a third W is being formed in what 
has become a complex bottoming process with the right 
side of that W set on the 6th of December, and a buy 
alert triggered on the 7th. 
 
At this stage of the game, the bottoming pattern in the 
US stock market has morphed from an initial W pattern 

into Three Pushes to a Low, and now into a classic 
Wyckoff Complete with a potential Spring for small-cap 
stocks. I have included a schematic of a Wyckoff base 
that Hank Pruden published in one of his papers as a 
sort of a guide to what is developing in the US stock 
market. 
 

What to Trade? 
 
I travel a few times a year to lecture on Bollinger Bands. 
I usually try to teach some history, Bollinger Bands ba-

The Volatility Index — VIX — One Year 

Value Line Arithmetic — One Year 
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A small divergence and it was 
correction time. 

 

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

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

Climatic? 
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sics, and illustrate a couple of example techniques; 
things like W bottoms and Three Pushes to a High, that 
can serve as templates for Bollinger Bands operations in 
general. I present that our goal when trading is to have 
more winners than losers, the average size of winners 
larger than losers, and so forth. I like to focus on set-ups 
where the risk is clearly defined and the odds of success 
are good. Recently a reader wrote in to ask about one  
 
thing I always try to touch on, what to trade. Most inter-
national traders want to trade the US market, often 

choosing the e-mini S&P futures contract. I suggest that 
they focus on their local markets. First, they have do-
main specific knowledge that can be helpful, but more 
importantly, it is highly likely that their local markets 
are easier to trade than the big markets. Why? Noise. 
The developed markets are much noisier than the small-
er markets. Index futures and options, arbitrage of all 
types, ETF trading, volatility trading, pairs trading, high 
frequency trading, automated market-making, and on  
 
and on and on… All of these operations create transac-

FTSE — Daily—One Year 

Shanghai — Daily — One Year 
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A Brexit panic. I don’t think 
that our favorite leading indica-
tor is telling the market’s story.  
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hai I called for a market 
bottom. Still developing. 
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tions, lots and lots of transactions, very few of which 
have anything to do with supply and demand for the 
securities involved. In smaller markets many of those 
noise generators are simply not present or are vastly 
reduced in importance. Since liquidity in those markets 
is often more than good enough for individual traders, I 
recommend that they stick to trading their local markets 
until they build up their skills and confidence. Why 
make it harder on yourself than it has to be? 
 

Energy 
 
Crude oil and its products remain under selling pressure, 
a lot of selling pressure. While crude and the major oil 
stocks have tried to put in short-term bottoms, the oil 
service stocks have plunged to new lows. We had 
thought that there would be a playable bounce but so far 
the selling pressure has continued unabated. The yields 
of many of the major oil stocks are at convincing levels; 
Royal Dutch and British Petroleum both yield more than 
six percent, and some of the drillers, equipment, pipeline 
and refining stocks are yielding more than 10%. In fact, 
45 of the 540 basic materials stocks, a sector that in-
cludes energy stocks, yield more than 10%. Given the 
pressure on crude many of those dividends will be 
trimmed and some may be cut entirely, but it ought to be 
possible to carve out a nice income portfolio from the 
sector’s better companies with a generous kick from 
capital gains when, and if, a bounce in the sector occurs. 
Of course there are some that say the entire sector is 

doomed, but I think that is fear mongering, not rational 
analysis. This is an excellent sector for Bounce candi-
dates, more on that below. 
 

Commodities 
 
For years we have used DBC, the PowerShares Com-
modity Index Tracking Fund, to track the commodity 
market, but it is far too heavily linked to energy to spin 
off the kind of balanced information we want about the 
commodity markets. We are considering switching to 
the iPath Bloomberg Commodity Index fund, DJP, 
which caps sectors at 35% and individual commodities 
at 15%. As a trial I have replaced the chart of DBC with 
DJP this month. I think that you will agree it is a better 
representation of what is happening with commodities 
than the energy dominated DBC. I will probably switch 
it in our market Timing Chart Pack soon. 
 
Speaking of the Market Timing Chart Pack, it is part of 
your subscription and you should take advantage of it. 
We have put a lot of work into it and are proud of what 
it has become over these last few months. The next addi-
tion will be based on a variant of the McClellan Summa-
tion Index as modified by Jim Miekka. I am not sure 
what we will call it, but it will offer a simple in-and-out 
of the market timing approach similar to our Value Line 
Plan, but with a longer-term outlook. I am still refining 
the calculations and am quite pleased with the results so 
far. More below. 

Treasury Rates — One Year 

Bond vigilantes to Fed: 
Stop raising rates! 
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Oil Service Index — OSX — One Year 

 

The Yield Curve 
 
Last week’s talk about an inverted yield curve simply 
amazed me. Those who foresaw doom in a couple of 
basis point inversion in the middle of the curve simply 
have no sense of market history; to put it plainly they 
are willfully ignorant fear mongers. Let’s start with an 
explanation of the yield curve, what it is, how it works, 
and what it means. 
 
The term structure of interest rates is the proper name 

for the yield curve. In ‘normal times’, though I can’t 
actually remember any of those times, short-term rates 
are relatively low and as maturities increase yields rise 
in concert, producing an upward sloping curve when 
yields are charted on the y-axis and maturities on the x 
axis, hence “the yield curve”. For much of modern his-
tory the curve peaked out at about 20 years or so and 
sloped mildly downward towards thirty years, which 
was thought to be a reflection of insurance companies 
and the like needing long dated assets to match liabili-
ties. 
 

Crude Oil Futures — CL — One Year 
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...the oil service stocks 
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An analyst I knew long ago, Kurt Kyhl, used a line 
drawn from the y-axis on a yield-curve chart that 
touched the yield curve. The point at which the line 
kissed—was tangent to—the yield curve was said to be 
the sweet spot in terms of average maturity for a risk/
reward trade-off for a bond portfolio. I can’t recall what 
the anchor point was, but I did track the system for 
many years and was very pleased with the results. (My 
first technical analysis product was an interest-rate letter 
for bond investors.) 
 
An inversion of the yield curve occurs when short-term 

interest rates, say two years and less, are higher, usually 
markedly so, than longer term interest rates, say 10 to 20 
years. One common measure known as twos versus tens, 
is simply the 10-year yield minus the two-year yield, the 
spread we chart in our Market Timing Chart Pack. In-
versions are engineered phenomena; they are driven by 
the implementation of the Federal Reserve Board’s 
Open Market Committee policy. I feel obliged to point 
out that the “Open Market” Committee is neither ‘open’ 
nor ‘market’ driven. Generally what happens is a period 
of strong economic activity, usually described as exces-
sive, is accompanied by more inflation than is desired at 

 

Commodity ETF — DJP — One Year 

Commodity ETF — DBC — One Year 
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This is our candidate for a com-
modity ETF to replace DBC. 
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Gold Bullion ETF — GLD — One Year 

the moment. The Fed steps in and raises short term in-
terest rates dramatically, inverting the curve in doing so, 
to staunch loan demand, cool the economy, and tame 
inflation. I also feel the need to point out that none of 
this is happening at present. Economic growth is nor-
mal, stated inflation is below the Fed’s target and no one 
is talking about economic excesses. What is happening 
is that the Fed having erred too long with ultra-easy 
monetary policy is trying to return its monetary policy to 
neutral and falling longer-term interest rates are suggest-
ing that they have gone too far in raising rates. So this is 
not in any sense a classical inversion of the sort the mar-
ket ought to fear. 
 

The Bounce 
 
As the year draws to an end and the new year looms it is 
time to consider The Bounce. I originally learned of this 
phenomenon from Steve Leuthold who loved the idea 
and considered it each year in his institutional service. 
After having studied the bounce for years, seeing it 
work in some years and not in others I have a few 
thoughts on it. First and foremost I think that it is driven 
by tax-selling and that it will in general be strongest 
when we come into year-end well off the year’s highs, 
as we are this year. Strongly linked with the bounce is 
the January Effect, which is the tendency of small stocks 
to do better than large stocks in January. I believe the 
Bounce and the January Effect are closely linked and I 
am thinking that both of these factors will be in play this 
year. The main reason is that there are a lot of stocks, 
small stocks especially, making new lows coming into 
year-end after having been much higher earlier on. The 

potential shopping list of stocks that were dramatically 
higher and made new lows coming into year-end is le-
gion this year. To give you a hint of the dynamics in 
today’s market, I checked on the number of stocks out 
of the finviz.com universe of 7500 that are within 10% 
of their 52-week highs, about 1,600 or about 20%. How-
ever there are approximately 3500 stocks within 10% of 
their 52-week lows, about 47%. It is this latter group 
from which we will select our Bounce candidates. Some 
of you no doubt will prefer to play this with ETFs. 
 
Initial Bounce candidates: IWC, micro-cap ETF, IJR, 
small-cap ETF, XBI, biotech ETF, IBM, AAPL, AMZN 
and SLB. More to come via the Weekly Update. 
 

Indicators 
 
Many years ago Sherman and Marian McClellan had the 
idea of using exponential averages to smooth the NYSE 
advance-decline data and construct a market-breadth 
oscillator, which is known today as the McClellan Oscil-
lator. In essence it was a more complicated version of 
the plurality indexes that were popular at the time—
Alan Shaw was a big proponent—and continue to be 
popular to this day. There are two plurality indices in 
our Market Timing Chart Pack, Charts 9 & 10, 10-day 
and 21-Day Advance-Decline Oscillators. (I believe that 
Alan preferred a 25-day version.) In any case, the 
McClellan Oscillator became quite popular, largely due 
to its exposure on KWHY, and remains so to this day. 
There is a companion tool to the MCO, a Summation 
Index that is a running sum of the value of the oscillator. 
Greg Morris thinks highly of this Summation as a mar-

 112

 114

 116

 118

 120

 122

 124

 126

 128

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

Courtesy of Bollinger Capital

  www.BollingerBands.com

Gold is getting some interest, 
but the stocks are lagging. 
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ket-timing guide. The late Jim Miekka, a very smart 
market technician and author of The Sudbury Bull & 
Bear Report, took a look at the McClellan’s work, made 
some modifications, and suggested a market-timing ap-
proach using his version of the Summation Index as an 
intermediate to long-term market-timing tool. We agree 
with Miekka’s approach and will present our own ver-
sion of this idea next month in this letter. It may be that 
this will prove to be the tool that we have been seeking 
to replace Value Line Plan, or it may prove to be a com-
plement to it. 

View from the Beach 
 
America is an amazing place. A few blocks from my 
office is a tiny hole-in-the-wall Mexican greasy spoon. 
It is run by two people, a man and a woman, of Hispanic 
origin who work long hours six days a week. She tends 
the front of the house, seven small tables, he tends the 
kitchen. It is the sort of place gringos rarely go, which is 
a shame for though the food is simple, it is very good. 
About once a week I have a taco there for lunch. This 
last week there were two late-middle aged gringos sit-
ting at the front table finishing their meal when I ar-
rived. Just them and myself in the place, so it was hard 
not to overhear their conversation. He was dressed in 
suit pants and red tie sans jacket, she in a nice gray work 
dress. A first I couldn’t quite believe my ears, but they 
were discussing conspiracy theories. He was opining 
something about the real cause of 9/11. He cited a book, 
“Where did the Towers Go?” and endorsed the bona 
fides of its author whom I later found to be a Dr. Judy 
Wood. 
 

Such wonderful serendipity, so many bits and pieces 
coming together in one small spot: A tiny hole in the 
wall that should no longer have been there as the neigh-
borhood gentrified. Two Hispanics living the American 
Dream forging a future for their children. Two well-to-
do Anglos sunk deeply into an alternative reality in 
which the government takes down the World Trade 
Center with energy beams, and they are free to entertain 
whatever ideas they like, with no thought police to re-
strain them. Having just returned from a trip to China, 
the land of Internet censorship, I was taking a break 
from this letter, looking out at the brand new Lexus ser-
vice center across the street, highlighting the rapid eco-
nomic expansion. Outside the door a stunningly beauti-
ful sunny day just before a major rain storm prepares to 
sweep through California that will cause huge amounts 
of damage across the recently fire-scarred countryside—
queue global warning debate, also without thought po-
lice. Perhaps there are other places where such multi-
dimensional freedoms reign, but this place seems very 
special and I am happy to be here. Happy Holidays from 
my family and I to you and yours. May 2019 offer you 
all health, wealth and happiness! 
 

Appearances 
 
TradersEXPO 
New York City 
March 10-12, 2019 
http://bit.ly/2E8JBVJ 

 

From Bloonberg: The most bullish headline I can recall seeing in many years. 
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Dollar Index Futures — Daily — One Year 
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Strong despite the trade chaos. 

ETF Portfolios 

ETF Portfolios Symbol Date Purchase Current Dividends Return Rank

Selected Price Price

Style (# in 21)

S&P 500 IVV 9/21/2018 293.09 265.60 1.27 -8.95% 4

Russell 1000 Value IWD 11/30/2018 124.39 118.29 0.00 -4.90% 1

S&P 500 Value IVE 11/30/2018 113.17 107.56 0.00 -4.95% 6

International (# in 24)

Russia RSX 11/2/2018 21.35 20.71 0.00 -3.00% 2

Switzerland EWL 8/3/2018 34.42 32.24 0.00 -6.32% 7

Brazil EWZ 10/12/2018 37.10 38.66 0.00 4.22% 1

Sector (# in 27)

Healthcare XLV 11/2/2018 89.92 90.56 0.00 0.72% 5

Utilities XLU 10/19/2018 54.39 56.46 0.00 3.81% 1

Consumer Staples XLP 10/19/2018 54.49 54.72 0.00 0.42% 4

Portfolio Notes —Continued on next page 

Smaller stocks remain under pressure while growth and 
value swing back and forth into and out of favor as insti-
tutions try to pick out a path forward amidst all the un-
certainty. As of Friday the Value Line Plan is out of the 
market with a Friday buy stop of 513.95. There are no 
changes to the ETF portfolios this week. I am contem-
plating an increase in our allocation to US stocks by 10 
or 20 percent as soon as we have further evidence that 
the bottom in the stock market is behind us. The bear 
market in the crypto currencies continues with every 
potential bottom set-up breaking as it is formed. The 

dollar remains firm, which is interesting in light of all 
the trade war madness. Gold has seen a bit of strength, 
but nothing to write home about in light of the wreckage 
around it. I have added two sentiment charts to our Mar-
ket Timing Chart Pack, the AAII and Investors Intelli-
gence surveys. Details in the Guidelines file. I am doing 
something I never do, lowering a stop. IWC's mental 
stop was hit on Friday's close. I am dropping it a little 
less than 2% to 88, a point below Friday's low, in order 
to maintain an important position in what feels like a 
Wyckoff Spring. We had six trials in energy position, I 
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am cutting the three worst performing and upgrading the 
remaining three to holds. I am also planning to add a 

couple of stocks to the Dividend portfolio as the selling 
abates. Happy Holidays! 

Portfolio Notes Continued 

Slot Name Symbol Entry Entry Current Divid. Total Mental Action

Date Price Price Return Stop

Core Portfolio - US Equities

1 Healthcare ETF IYH 01/14/17 147.28      191.16      2.47      31.5% 185.00 Hold

2 S&P 500 SPY 74.48        -       260.00 Filler

3 Microcap IWC 11/17/18 92.71        89.65        -       -3.3% 88.00 Hold

4 Home Depot HD 11/17/18 174.55      172.79      1.03      -0.4% 166.00 Hold

Core Portfolio - International

1 Japan EWJ 12/14/12 44.99        53.54        1.81      23.0% Hold

2 World VEU 10/19/15 45.53        46.94        2.91      9.5% Hold

3 Int'l Property ETF WPS 05/26/17 37.43        36.02        1.70      0.8% Hold

4 Emerging Markets EEM 11/17/18 40.46        39.88        -       -1.4% Hold

5 Emerging Markets VWO 08/04/18 43.01        38.62        0.48      -9.1% Hold

Energy Trials

1 British Petroleum BP 11/17/18 40.77        39.51        -       -3.1% Hold

2 Royal Dutch B RDS.B 11/17/18 63.42        59.31        -       -6.5% Hold

3 Exxon Mobile XOM 11/17/18 78.90        77.64        -       -1.6% Hold

Core Portfolio - Dividend

1 General Mills GIS 05/11/18 42.58        38.48        0.98      -7.3% Hold

2 IBM IBM 05/11/18 144.63      119.34      1.57      -16.4% Hold

3 Sanofi-Aventis SNY 05/11/18 38.58        43.48        -       12.7% Hold

4 Verizon VZ 05/11/18 48.59        57.68        1.19      21.2% Hold

Core Portfolio - Yield

1 Barclays High Yield JNK 02/20/09 29.17        34.45        24.31    101.5% Hold

2 iShares High Yield HYG 02/20/09 69.98        82.83        49.13    88.6% Hold

3 PS Finan. Preferred PGF 03/13/09 8.35          17.45        13.55    271.3% Hold

Cash

1 Doubleline Low DurationDBLSX 09/15/17 10.09        9.90          0.33      1.3% Hold

2 Vanguard Short Term VCSH 09/15/17 79.79        77.57        2.28      0.1% Hold
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Sector Grid 

 FAANG — One Year 

FAANG is back retesting 
its lows; looks like a suc-
cessful retest so far. 

When they raid the 
brothel they take the 
piano player too. 

These guys must have jumped out the back window. 
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Micro-cap ETF — IWC — One year 

 Home Deport — HD — One Year 

 90

 95

 100

 105

 110 Courtesy of Bollinger Capital
  www.BollingerBands.com

0.00

0.25

0.50

0.75

1.00 %b

 2

 4

 6

 8

10

12

14

16

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

BandWidth

Two years out, you’re 
gonna love this. 
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We presented these two bot-
toming patterns last month and 
still like both a lot, though IWC 
is clearly the problem child.  
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Investors Intelligence Advisor Sentiment—One Year 

AAII Sentiment Survey—One Year 

Two sentiment surveys added to our 
Market Timing Chart Pack. AAII is 
the shorter term tool while II has a 
longer forecast horizon.  
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While this basic Wyckoff model for accumulation is not a schematic for all the possible variations within the anat-
omy of a TR, it does provide a representation of the important Wyckoff principles that are often evident in an area 
of accumulation, and it also represents the identifiable phases used to guide our analysis through the TR toward 
our taking a speculative position. 
Phases A through E are phases through which the trading range passes as conceptualized by the Wyckoff method 
and explained in the text. Lines A and B define support of the trading range, while lines C and D define resistance. 
The abbreviations used are as follows: 
PS—preliminary support, where substantial buying begins to provide pronounced support after a prolonged down-
move. Volume and spread widen and provide a signal that the down-move may be approaching its end. 
SC—selling climax, the point at which widening spread and selling pressure usually climaxes and heavy or pan-
icky selling by the public is being absorbed by larger professional interests at prices near a bottom. 
AR—automatic rally, where selling pressure has been pretty much exhausted. A wave of buying can now easily 
push up prices, which is further fueled by short covering. The high of this rally will help define the top of the trad-
ing range. 
ST—secondary test, revisiting the area of the selling climax to test the supply/demand balance at these price lev-
els. If a bottom is to be confirmed, significant supply should not resurface, and volume and price spread should be 
significantly diminished as the market approaches support in the area of the SC. 
The “creek,” referring to the analogy described elsewhere in Chapter 6, is a wavy line of resistance drawn loosely 
across rally peaks within the trading range. There are, of course, minor lines of resistance and more significant 
ones that will have to be crossed before the market’s journey can continue onward and upward. 
“Jump”—continuing the creek analogy, the point at which price jumps through the resistance line; a good sign if 
done on increasing spread and volume. 
SOS—sign of strength, an advance on increasing spread and volume. 
LPS—last point of support, the ending point of a reaction or pullback at which support was met. Backing up to an 
LPS means a pullback to support that was formerly resistance, on diminished spread and volume after an SOS. 
This is a good place to initiate long positions or to add to profitable ones. 
Source: Pruden, Hank. The Three Skills of Top Trading; (c) 2007. 


