
“Think deeply about simple things”, Eddie Woo, New 
South Wales mathematics instructor, YouTube.com, 
2014. 
 

xkcd 
 
2018 turned out to be a pretty poor year for investors, 
with negative returns for virtually every asset class. In a 
long term sense there was simply nowhere to hide other 
than cash. Have a look at the map of ETFs from 
finviz.com that depicts their performance over the past 
year on page 12, and that is after the recovery. However, 
in an intermediate-term sense there were lots of opportu-
nities for market timers and swing traders. It is highly 
ironic that at precisely when investors need technical 
analysis the most it seems to be taking a lot of fire. I 
guess that the haters just gotta hate. In general I think 
that the haters actually make our job easier by diverting 
investors and traders to other, less optimal analysis. 
However, I am particularly disturbed by the recent at-
tack by the comic artist Randall Munroe, author of xkcd. 
https://xkcd.com/2101/ Why? Because in large part he 
reaches the audience that needs TA the most, those that 
don’t have access to inside information or quality re-
search—aka the individual investor. 

Technical analysis has long been the democratizer of 
investing and as such has helped many people along the 
road to self-sufficiency and beyond. Why is it so hard 
for people to understand that price is the final arbiter, 
the delineator of profit and loss; that the vast majority of 
information is immediately and efficiently impounded 
into price and that price limns the trail of investment 
survival? Of course there are forms of TA that may 
seem ludicrous to some, especially to those who have 
not studied them and are not aware of the underlying 
rational. But there are other forms that are intuitively 
correct to many, such as the psychological principles of 
trading, trend following and contrary opinion. The most 
disheartening bit is that xkcd's attack comes after a year 
in which TA shined, helping those who were open to its 
application a great deal, identifying correctly an im-
portant market top and a subsequent important bottom 
and, in doing so, helping rescue investors from markets 
that were otherwise inhospitable. 
 
I have followed xkcd over the years and enjoyed the 
comics, so when Munroe’s attack came it seem particu-

larity cruel to me, like an old friend who suddenly and 
inexplicably turns on you. As a result I feel that I have 
been robbed, that I will never be able to read the strip in 
the same way now. Fortunately TA has not let me down 
too. 
 

Signals 
 
The recent stock market bottom was accompanied by a 
large number of significant buy signals, some with short
-term implications and others with longer-term implica-
tions. The first up, Jim Alphier’s Urgent Selling, which 
was earliest and marked the low of the first leg of the 
correction. This signal looks for down days to be 80% or 
more of all days in a 15-day stretch. Jim also created a 
longer-term version of Urgent Selling, which he called 
Prolonged Liquidation and which signaled twice in the 
vicinity of the final low. The day of the low was a capit-
ulation day confirmed by massive spike in volume after 
which the buy signals started to come quickly. One of 
the more interesting ones, Breakaway Momentum, is 
championed by Walter Deemer. It signals when the ten-
day sum of advancing issues is greater than twice the ten
-day sum of declining issues. More details and the his-
torical record can be found here: https://
www.walterdeemer.com/bam.htm. Martin Zweig’s 
Breadth Thrust is of similar stripe. Zweig found another, 
related, signal based on impulsive up volume rather than 
a preponderance of advancing issues. That signal is trig-
gered when daily NYSE up volume is greater than 90% 
of total volume. The trick is that these volume signals 
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are much stronger when two occur in rapid succession, 
which is exactly what happened in the wake of the low. 
On 12/26 up volume was 96.4% of total volume and on 
1/4 up volume ran 95.7% of total NYSE volume. An 
adjusted version of Gilbert Haller’s bottom signal was 
generated when new lows approached half of issues 
traded. Why adjusted? Because Haller gave the level as 
an absolute number of new lows based on the average 
number of issues traded in his time, the 1960s. Bob 
Peirce calculated that level as a percent of issues traded 
in the day to be approximately 50% and 50% is the level 
we use today. The Haller bottom buy signal occurred on 

the bottom day, 12/24. Abe Cohen of Chartcraft fame 
created the High Low Index, which is a ten-day average 
of the number of NYSE new highs divided by the num-
ber of new highs plus new lows. An upswing by six 
percent from below 30% is a buy signal, as is a cross 
from below 30 to above 30, both of which happened in 
the wake of the low. A sentiment signal was generated 
from the Investors Intelligence Survey of Investment 
Advisers when the percent of bullish advisors fell below 
32.7%, a level found significant by Robert Colby in his 
pioneering 1988 book “The Encyclopedia of Technical 
Market Indicators”. Finally there are the seasonals; we 
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The Volatility Index — VIX — One Year 

Equal Weighted S&P 500 ETF— RSP — One Year 

The VIX is still high, indi-
cating that there is a lot of 
fear still left in the system. 

Trying something new this month, an 
equal-weighted ETF. More representative 
of actual investor holdings.  
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The advance-decline lines 
are stronger than price. 

 

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

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

New highs are 
starting to bloom. 
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are just entering the best part of the year to own stocks 
which should hold through the summer, and the strong-
est part of the four-year Presidential Cycle is just in 
front of us. 

There were other signals as well, but I think that gives a 
pretty good picture of the situation; a correction exacer-
bated by mechanical trading devices that led to a capitu-
lation low and the birth of a new bull market. I suppose I 
could be wrong about the new bull market, but I think 
that the minimum expectation should be for a rally into 

at least the second half of the year. 
 

The Bounce 
 
Needless to say The Bounce worked exceedingly well 
this year, but so did everything else; which is to say the 
entire market bounced. We see that as a broader trend—
the beginning of something, not a January phenomenon. 
 
 

FTSE — Daily—One Year 

Shanghai — Daily — One Year 

Still a Brexit panic. I wish they’d get 
on with it so I could have my favorite 
leading indicator back. 

Perfect double bottom in the 
Shanghai Index. Let’s see if 
they can make something of it.  
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Strategy 
 
I am convinced that the signals the market generated 
during the correction, the subsequent bottoming process, 
and the initial stages of the rally taken together are a 
forecast for a bull market of at least moderate propor-
tions and perhaps much more, and that we ought to par-
ticipate in it to the limit of our comfort. I had expected 
(hoped for) a pullback to make adding exposure easier, 
but the market is just too strong. All we have gotten is a 
three-day hesitation. That pullback may still come, but it 
is time to act, lest this puppy run away on us. As a con-
sequence I am raising the allocation for US stocks from 
60% to 70% at the expense of cash. (The allocation was 
last raised via the weekly update on 11 January—from 
50% to 60 %.) 70% US stocks, 10% international, 10% 
yield and 10% cash is about as fully invested as we ever 
get given our standard guidelines. Investors wanting 
more exposure can go to fully invested—80% US stocks 
and aggressive investors can use levered ETFs to raise 
their commitment consistent with their comfort levels 
and risk/reward preferences. There are a wide variety of 
levered ETFs available, some offering as little as 1.5 
times market exposure all the way up through ETFs 
offering three times market exposure. Your brokerage 
firm may have restrictions on the use of the levered 
ETFs, especially in retirement accounts, so be sure to 
check before you make any decisions. Note also that 
while these levered funds are actually quite good at 
meeting their objectives on a single-day basis, over time 

they can deviate substantially from their objectives, al-
most always not to your benefit. 
 

Strategy Part II 
 
It is possible to consider the use of levered ETFs in a 
synthetic stock portfolio context that offers some defen-
sive characteristics. For example, one could create a 
portfolio consisting of 50% cash and 50% of a 2x lev-
ered S&P 500 based ETF, or a portfolio consisting of 
66% cash and 33% of a 3x ETF. While such an arrange-
ment might not seem all that interesting at a market bot-
tom, its benefits might be clearer near an important mar-
ket top. There has actually been a lot of work done on 
these types of portfolios. For example, at one time the 
founder of AAII was very interested in the idea of a 
portfolio that consisted of mostly cash and some very 
long-term call options. The latter are called LEAPS, 
Long Term Equity Anticipation Security. While one 
doesn’t hear much about LEAPS these days, a quick 
check of the CBOE website revealed many listings for a 
wide variety of equities and indices. They may not be 
the most liquid securities in the world, but there should 
be enough liquidity for an individual investor to con-
struct a useful portfolio using them. The late, great Jim 
Yates was never a fan of LEAPS as he thought that 
changes in implied volatility were larger determinants of 
LEAPS prices than were changes in the prices of the 
underlying securities or indices. He felt that had the po-
tential to generate misunderstandings and could cause 

Treasury Rates — One Year 

The inversion scare is behind 
us, at least for now. 
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Oil Service Index — OSX — One Year 

 

confusion among non-sophisticated investors. As long 
as you are aware of the dynamics of LEAPS you should 
be good to go. (A brush-up on implied volatility is a 
must for this sort of work.) 
 
These portfolios offer characteristics that many consider 
attractive. Think of the notes issued by the big Wall 
Street firms that often offer some guarantee of principle 
coupled with (leveraged) participation in an index. Fi-
nancial engineers can build structures of these types for 
their sales forces quite easily at very advantageous pric-
es. They of course have access to a wide variety of re-

sources that the individual may not, such as swaps and 
institutional options for example. So a firm can make 
money in several different ways when creating and sell-
ing these securities. I used to play at trying to duplicate 
the structures with listed elements when such notes were 
offered to me, an exercise that quickly reveals how 
pricey the notes are in relation to creation value of a 
similar portfolio. 
 
 
 

Crude Oil Futures — CL — One Year 
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...the oil service stocks 
are saying “Not so fast.” 
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Crude oil is trying to etch 
out a bottom, but... These comment balloons are 

the same as last month’s. 
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Bollinger Bands 
 
Most people want to show off their systems when they 
are doing well, I prefer to show off mine in adverse cir-
cumstances. Better to know the downside and let the 
upside take care of itself. The lightning speed and sharp 
downside momentum of the correction presented our Ice 
Breaker system with about the worst environment possi-
ble, a series of buys that were stopped out quickly. The 
complete record is always available on our website; here 
I recap just two of the ETFs we track, SPY, large-cap, 

and IJR, small cap. SPY made four losing trades in a 
row for an average loss of 2.2%, then it made four win-
ning trades in a row—all of which are still open-- for an 
average gain of 9.6%. The average gain for all eight 
trades during the correction was 3.6%. IJR was the 
worst case, the ETF that was hit the hardest in the cor-
rection. It made 12 trades during the correction, seven 
losers and five winners with four positions still open. 
The average loser was 5.3%, the average winner was 
10.6% and the overall average gain was 1.3%. 
 
(Ice Breaker uses Bollinger Envelopes to enter trades in 

 

Gold Futures — GC — One Year 

Utility ETF — XLU—One Year 
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I have a strong feeling that these 
two charts are yesterday’s trades. 
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Commodity ETF — DJP — One Year 

oversold conditions.) 
 

The Yield Curve 
 
One feature of the correction was an entirely erroneous 
yield-curve panic. It seems that we have been in a bull 
market for bonds, a decreasing interest-rate environ-
ment, for so long that today’s overly-eager trigger pull-
ers don’t know what an inverted yield curve actually is, 
what causes it, and what its consequences are. Indeed, it 
has been so long since the last real inversion that most 
traders have never experienced an inversion. 
 
In short, an inverted yield curve is the result of the Fed-
eral Reserve Board driving up short-term interest rates 
so strongly that they rise above long-term interest rates. 
A real inversion is the signature of the Fed implement-
ing tight monetary policy, raising rates, draining re-
serves and the like. In short it is the product of a Fed 
trying to fight inflation, not a Fed trying to encourage 
inflation. What an inverted yield curve is not is the re-
sult of the Fed returning interest rates to equilibrium 
after a long period of extremely easy monetary policy 
and the bond market, sensing lower inflation potential, 
rallying to bring longer-term, market-set interest rates 
down. 
 
The work of Gilbert Haller, which we mentioned earlier, 
is a good example. One of his rules is that in order to get 
a bottom buy signal you have to be on a sell signal first. 
In other words stocks have to have made a top and be 
falling before you can get a buy signal, just as you must 
be in rally mode before you can get top signal. Likewise 

there are economic and monetary conditions that must 
be met for an inverted yield curve to occur and have an 
impact on markets. One of the essential conditions is 
reported inflation rising rapidly, and none of those con-
ditions weret met in the current cycle, not by a long 
shot. 
 

FOREX 
 
It has been almost exactly a year since Bitcoin and the 
other crypto assets peaked out and entered a bear mar-
ket. After an initial drop of nearly 70% the price of a 
Bitcoin versus the US dollar entered a wide trading 
range centered very roughly around $7,000 with support 
at $6,000. That support broke late in the year and we 
have established a new trading range centered around 
$4,000. It feels to me that the cryptos are trying to base 
and set the stage for advances later in the year. 
 
One tell that I have been looking at is the price of Lite-
coin versus Bitcoin. Litecoin is essentially a version of 
Bitcoin that was designed to facilitate easy transactions. 
I am not sure why, but LTC-BTC as the Litecoin/
Bitcoin cross is referred to, seems to have leading char-
acteristics much like the FTSE has leading characteris-
tics for the other global stock markets. Recently the 
cross has rallied for 0.007 BTC per LTC (Litecoin 
trades at a much lower price per coin than Bitcoin) to 
0.009, which is to say that LTC now has roughly a third 
more buying power against BTC. I am not sure if this 
will amount to anything, but it definitely bears watch-
ing. 
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Commodities lagging is not 
a forecast for inflation. 
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One potential positive for the crypto currencies is that 
many mining operations have become unprofitable and 
some have been liquidated. That means that the supply 
of new coins is constrained, at least to some extent. 
 

View from the Beach 
 
From the Department of Unintended Consequences: In 
its March issue The Atlantic magazine is calling for the 
impeachment of Donald Trump. The cover of the maga-
zine is royal blue with the word “IMPEACH” embla-
zoned on it in huge crimson letters. They don’t specify 
any impeachable offenses, but instead offer up a long 
litany of things they don’t like about the president while 
suggesting that an impeachment hearing is the proper 
forum to debate his merits. In essence they are saying 
that their opinion is worth more than our democracy and 
that by impeaching him they can hobble him. The scary 
bit is that this is a global trend. In Britain many are try-
ing to undo the Brexit vote rather than following 
through with the will of the people expressed in a na-
tional plebiscite. 
 
I am no fan of Donald Trump, but we elected him and 
he is and should be our President until the next election. 

Here is the irony. If Congress moves to impeach him on 
‘trumped’ up charges, in my view they will almost cer-
tainly be guaranteeing him a second term by super-
energizing his base. If they simply let him continue to 
muddle through we will likely see a change of admin-
istration ushered in by a proper exercise of their fran-
chise by the American people. This is after all a repre-
sentative democracy, not the playground of a liberal 
elite. Didn’t the electorate just deliver an effective mes-
sage as it handed control of the House to the Demo-
crats? Please, let us not forget that we have a working 
representative democracy that is the envy of, and a bea-
con to, much of the rest of the world. 
 

Appearances 
 
TradersEXPO 
March 10-12, 2019 
New York City 
http://bit.ly/2sVwBw1 

 
IG Zurich 
March 13, 2019 
Zurich, Switzerland 
https://www.ig.com/en-ch/swiss-trading-day 

Litecoin Bitcoin Cross Rate 

This is starting to look 
very constructive to me. 
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Dollar Index Futures — Daily — One Year 

Strong despite the 
political chaos. 

ETF Portfolios 

Portfolio Notes 

The battle between growth and value continues with no  
real resolution while smaller stocks are trying to gain 
some traction against larger stocks. There are no chang-
es to the ETF portfolios this week, but two issues are on 
the cusp of being rotated out, EWL and XLV. The Val-
ue Line Program remains in the market. With the Value 
Line Geometric Average at 517.03 the Friday stop 
stands at 504.52. Our FAANG Index experienced a one 
week pullback, which made it almost all the way back to 
its breakout point before turning higher again. This is a 
very strong market. The advance decline lines are lead-

ing the markets higher, with the Russell 1000 ad line 
almost at a new high. I was worried that we might get a 
classic II sell signal, but Intraday Intensity rallied 
enough to dodge the signal. The Shanghai Index made a 
classic Bollinger Band W bottom and has turned higher. 
If you are underinvested, I continue to recommend using 
IJR, SPY and XLI to fill in your portfolios. I have lifted 
the stops due to market volatility. I will take this up in 
the next letter. Please err on the side of being invested; 
if we are lucky the market will stall for a few more days 
to allow us to get our portfolios in order. 

ETF Portfolios Symbol Date Purchase Current Dividends Return Rank

Selected Price Price

Style (# in 21)

S&P 500 IVV 9/21/2018 293.09 267.50 1.59 -8.19% 8

Russell 1000 Value IWD 11/30/2018 124.39 117.93 0.83 -4.53% 10

Russell MidCap GrowthIWP 1/11/2019 158.84 124.71 0.00 -21.49% 1

International (# in 24)

Russia RSX 11/2/2018 21.35 20.74 0.97 1.67% 3

Switzerland EWL 8/3/2018 34.42 33.05 0.00 -3.97% 12

Brazil EWZ 10/12/2018 37.10 43.82 0.57 19.68% 1

Sector (# in 27)

Healthcare XLV 11/2/2018 89.92 88.92 0.38 -0.68% 14

Utilities XLU 10/19/2018 54.39 53.32 0.46 -1.12% 10

Software PSJ 1/11/2019 77.64 81.78 0.00 5.33% 2
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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      187.30      3.90      29.8% Hold

2 S&P 500 SPY 75.76        1.44      Filler

3 Microcap IWC 11/17/18 92.71        90.38        0.20      -2.3% Hold

4 Home Depot HD 11/17/18 174.55      180.40      1.03      3.9% Hold

Core Portfolio - International

1 Japan EWJ 12/14/12 44.99        53.92        2.22      24.8% Hold

2 World VEU 10/19/15 45.53        48.52        3.36      13.9% Hold

3 Int'l Property ETF WPS 05/26/17 37.43        37.09        2.28      5.2% Hold

4 Emerging Markets EEM 11/17/18 40.46        42.20        0.58      5.7% Hold

5 Emerging Markets VWO 08/04/18 43.01        41.00        0.73      -3.0% Hold

Energy Trials

1 British Petroleum BP 11/17/18 40.77        40.11        -       -1.6% Hold

2 Royal Dutch B RDS.B 11/17/18 63.42        59.17        -       -6.7% Hold

3 Exxon Mobile XOM 11/17/18 78.90        71.72        -       -9.1% Hold

Core Portfolio - Dividend

1 General Mills GIS 05/11/18 42.58        43.29        1.47      5.1% Hold

2 IBM IBM 05/11/18 144.63      133.97      1.57      -6.3% Hold

3 Sanofi-Aventis SNY 05/11/18 38.58        41.77        -       8.3% Hold

4 Verizon VZ 05/11/18 48.59        56.40        1.80      19.8% Hold

Bounce Cndidates

1 IBM IBM 12/29/18 113.38      133.97      -       18.2% Hold

2 Apple AAPL 12/29/18 157.92      157.76      -       -0.1% Hold

3 Beckin Dickinson BDX 12/29/18 225.86      243.06      -       7.6% Hold

4 Schlumberger SLB 12/29/18 36.04        45.00        -       24.9% Hold

5 Amazon AMZN 12/29/18 1,503.88   1,670.57   -       11.1% Hold

6 PCAR PCAR 12/29/18 57.12        62.69        -       9.8% Hold

7 MMM MMM 12/29/18 190.08      195.90      -       3.1% Hold

8 Citi C 12/29/18 52.03        64.02        -       23.0% Hold

9 B fo A BAC 12/29/18 24.67        29.58        -       19.9% Hold

10 Ford F 12/29/18 7.68          8.86          -       15.4% Hold

11 LGI Homes LGIH 12/29/18 45.25        57.94        -       28.1% Hold

12 Micro Cap IWC 12/29/18 81.85        90.38        -       10.4% Hold

13 Small Cap IJR 12/29/18 68.82        75.76        -       10.1% Hold

Core Portfolio - Yield

1 Barclays High Yield JNK 02/20/09 29.17        35.05        24.49    104.1% Hold

2 iShares High Yield HYG 02/20/09 69.98        84.41        49.52    91.4% Hold

3 PS Finan. Preferred PGF 03/13/09 8.35          17.97        13.65    278.7% Hold

Cash

1 Doubleline Low DurationDBLSX 09/15/17 10.09        9.93          0.35      1.9% Hold

2 Vanguard Short Term VCSH 09/15/17 79.79        78.55        2.48      1.6% Hold
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Sector Grid 

2018 Was an Ugly Year — ETFs — Trailing One Year Returns 

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

Last month everything 
was below or to the left of 
the zero lines. What a dif-
ference a month makes.  

These guys must have jumped out the back window. 


