
“Position sizing is the single biggest factor in trading 
and probably the most overlooked” – Ralph Vince 
 

Bollinger Envelopes 
 
As the world’s financial markets become ever more 
globalized and trading spans the 37 time zones currently 
in use the concept of a fixed trading session becomes 
ever more diffuse and the terms open and close become 
ever fuzzier. The market technician who does not want 
to become obsolete must adapt. Here we will focus on 
Bollinger Bands, which are anchored on closing prices 
by default, but another area of concern are the volume 
indicators like On Balance Volume, Accumulation Dis-
tribution, and Intraday Intensity. Volatility indicators 
that are based on range, like Average True Range, which 
is used in Chandelier stops, are being impacted as well. 
In addition, there are other areas that should also be con-
sidered, but those three are our primary concerns. 
 
When I developed Bollinger Bands I initially tried, and 
recommended for a while, the use of the typical price as 
the default input. The typical price comes in many ver-
sions: 
 
1. (High + Low) / 2 
2. (High + Low + Close) / 3 
3. (Open + High + Low + Close) / 4 
4. (2 * Close + High + Low) / 4 
 
The first is often called the midpoint or median, the sec-
ond calculation is what is most often referred to as the 
typical price and number three is a common variation 
that takes into account the open. Number four is most 
often called the weighted close. There is one more cal-
culation, one that candle stick aficionados may like, 
(Open + Close) / 2, which is the midpoint of the body of 
the candle. I initially choose (h + l + c) / 3, but soon 
found that for the type of work I was doing (comparing 
price action to the action of indicators) in the markets 
that I traded (mostly US stocks) using the close worked 
as well and was simpler, and that has been my default 
ever since. I may have been influenced in the use of the 
same version of the typical price in the work of Chester 
Keltner, the 1950’s commodity analyst, but that was 
long ago and I can no longer recall the details. 
 
I got interested in forex trading many years ago after 

hearing multiple reports of success using Bollinger 
Bands in currency trading, often in mean-reversion ap-
proaches. That made sense as forex pairs exhibit a statis-
tical property call stationarity. I won’t bore you with the 
details; let’s just say that pairs trading (of all kinds) and 
Bollinger Bands are a natural combination. (A related 
notion: There are those who say Bollinger Bands should 
be calculated on price changes, but that is another story.) 
In pairs trading, unlike securities trading, we find close 
to 95% of the data inside the Bollinger Bands. The real 
problem with forex trading is that it is nearly a 24 hour a 
day, seven days a week market. Yes, there are periods of 
inactivity, sometimes long ones, but there is no real 
sense of a daily session with an open and a close. For 
the weekly time frame one might imply an open in Asia 
early Monday and the close in California late Friday, but 
even that is not wholly satisfactory. What about the 
Middle East. Have they no impact on the price setting 
mechanism? So without a close, how can we plot Bol-
linger Bands for forex pairs? With a surrogate of some 
sort? The answer is to focus on the highs and lows, for 
they are session independent and stay the same no mat-
ter how you time slice the data, minutes, hours, days, 
etc. We start with a simple moving average of the highs 
and another of the lows. Then we will calculate the 
standard deviation and the highs and then the lows. With 
these series in hand, it is just a short step to Bollinger 
Envelopes. 
 
upperBE = sma(high, n) + m * stddevp(high, n) 
lowerBE = sma(low, n) - m * stddevp(low, n) 
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The defaults are n = 20 and m = 1.7. The value for m 
was chosen to closely approximate the width of Bol-
linger Bands on the same series. Initially I chose 1.5, but 
over time 1.7 has become a better fit. You may have 
noticed a problem with the above calculations; there is 
no middle band. Unlike Bollinger Bands, these enve-
lopes are not built around a central reference, so if we 
want a middle envelope we’ll have to imply one, like so: 
 
middleBE = (upperBE + lowerBE) / 2 
 
So there you have it, a set of Bollinger Bands, well Bol-

linger Envelopes, that are session independent. 
 
There are three flavors of Bollinger Bands, the standard 
workhorse, Exponential Bollinger Bands for those that 
desire greater sensitivity to the most current data, and 
Bollinger Envelopes, which are session independent. 
Each has its uses, its adherents, and its champions. In 
my work I most often use standard Bollinger Bands with 
the defaults of twenty and two. Where sessions are not 
well defined—forex, crypto, some futures—I use Bol-
linger Envelopes with the defaults of 20 and 1.7. Final-
ly, I rarely use Exponential Bollinger Bands. I devel-
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Value Line Arithmetic — VALUA — One Year 

The VIX is getting into dangerously low 
territory, Could stay there for awhile, but 
the wise are on the lookout. 

Breakout! 

The Volatility Index — VIX — One Year 
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The ‘internals’ don’t get 
much stronger than this. 

 

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

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

I would be much more comfortable 
if there were more new highs. 
(This chart is the first place to look 
for signs of trouble.)  
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oped them by request; some users love them, but I have 
not found applications that require them. 
 
Finally, please note that not only do the Bollinger Bands 
helper indicators, %b and BandWidth, work with all 
three versions of Bollinger Bands, they work with all 
types of trading bands in general. 
 
 
 

Stocks 
 
The US stock market remains in very good condition, 
which is interesting in light of the massive Lyft initial 
public stock offering, which will be followed almost 
immediately by an even more massive offering by Uber. 
While it is true that these offerings are not massive in 
relation to the size of the stock market as a whole, the 
market operates at the margins and cash has to be raised 
to invest in these offerings. This means that other stocks 
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Shanghai Composite — Daily—One Year 

Coming up on a logi-
cal reentry place.  

Strength pretty 
much everywhere.  

World Stocks — Daily—One Year 
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are likely sources of funds for these offerings. In the 
short-term the market is a closed system, it roughly 
equals out. Stepping back a bit there are buffers like 
short-term bond funds and money-market funds that can 
absorb or provide cash flows, and stepping back further 
there are capital flows into and out of the market as a 
whole. In any case, rallies and declines are driven by 
activity at the margins and largely the results of inflows 
and outflows. In short, supply and demand rules in the 
stock market just like it does everywhere else. Oh, I am 
not so naive as to believe that is an absolute relationship, 
there are distortions of all sorts, but overall supply and 
demand is the name of the game and the better handle 
you have on the balance the better off you will be. Sup-
ply and demand can be quantified in some aspects re-
sulting in very useful metrics. An example of this from 
my early days as an analyst that has stuck with me is 
mutual fund cash flows, which have a very strong corre-
lation with subsequent market action. 
 
Stock market internals remain strong despite the reduced 
momentum and choppy character of the trading action. 
Divergences appear and then are over run, which is what 
a bull market does. Wyckoff had it right when he called 
his topping schematic a distribution top. And that’s what 
we need to look for now, signs of distribution. The point 
is that there really aren’t any at present. The two series 
that we like to look to first are both breadth indicators, 
the advance-decline line and new 52-week highs and 
lows. These charts always appear on page three of the 
letter. The a-d line is going great guns, the NYSE ver-

sion is at new highs by a wide margin, well ahead of 
price action, and is confirmed by the Russell a-d lines, 
which are not polluted by weird ETFs, preferred stocks 
and so on. New lows are quiescent, which is what we 
want to see. New highs however are not anywhere near 
as vibrant as we would like. The other worrisome bit is 
the relative under-performance of mid-cap and smaller 
stocks. We would like to see more participation on the 
part of these stocks, which can be seen as representing 
the future more than the present. Along those lines a 
positive factor is the improving performance of emerg-
ing market stocks, which we have recommended here. 
In fact, EEM, still looks quite attractive. 
 
The charts on page two are the Value Line Arithmetic 
Average, a democratic measure of stock-market price 
action, and the CBOE Volatility Index, the VIX, a meas-
ure of the implied volatility of S&P 500 options that is 
known as the market’s fear gauge. Together with the 
charts on page three, which we discussed above, these 
four charts are a very good and quick take of the mar-
ket’s condition. 
 
I note the worries about global growth, but action of the 
world’s stock markets suggests that those concerns are 
overblown. One after another the world’s markets have 
recovered and have extended their rallies. Our favorite 
leading market, the FTSE 100, is doing well despite 
Brexit madness and the Shanghai composite, an emerg-
ing economy barometer, is doing well despite the trade-
talk madness. The fact that these markets are doing well 

Treasury Rates — One Year 

It is an actual yield-curve inversion, albeit 
a strange one. Perhaps the strangest your 
correspondent has ever seen. (Repeat 
from last month.) 
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Oil Stock Index — XOI — One Year 
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despite bad news is highly significant in our view. I am 
actually inclined to increase our international commit-
ment as I feel that there is a good chance that not only 
will the international markets play catch up, they may 
well out-perform. 
 

The Squeeze and The Bulge 
 
Last month I wrote about the Squeeze and the Bulge and 
mentioned that we would be implementing lists of quali-
fying stocks. Well they are ready now. Each day, several 

hours after the close to ensure accurate prices, we calcu-
late Squeezes and Bulges using daily data and the de-
fault Bollinger Band parameters of 20 and 2.0 for all US 
stocks and post the lists on the site in the subscriber ar-
ea. To fully appreciate the value of these lists, recall that 
Squeezes mark beginnings and Bulges mark endings. 
 
Now that we have the basic system setup, we could do 
more of this sort of thing if that would be helpful. Let us 
know what would be most useful to you. 
bbands@bollingerbands.com 
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Crude Oil Futures — CL — One Year 

The stocks are really lagging 
the crude, which suggests that 
this sector is a source of funds. 
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The Value Line Plan 
 
Perhaps I have over thought this? The original Value 
Line Plan was not created by me, it was the child of 
John Cookson, a money manager who lived and worked 
in San Diego at the time. The approach was simple. 
Keep the Value Line Geometric Index—the arithmetic 
version wasn’t introduced until 1988, so it didn’t exist 
when Cookson did his work—on a weekly basis. When 
it falls more than 8% from its most recent peak value 
you have a sell signal. When its rallies more than 4% 

above its most recent trough value you have a buy sig-
nal. I tried, and succeeded admirably for a long time, in 
improving it by reducing the filtered swings a bit and 
employing Macaulay’s square root rule, which I have 
written about extensively in the past. However, changes 
in the market are now making the original rules look 
increasingly more inviting. It is still a good risk indica-
tor, but not too many years ago it was better. I plan to 
test the original parameters in modern markets and re-
port back next month. Frankly, it would be a great relief 
to get the VLP stable again as it serves a very useful 
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Gold Bullion Futures — GC — One Year 
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Gold Stock Index — HUI — One Year 

This looks very toppy to me. 
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Commodity ETF — DJP — One Year 

purpose as a risk index. It would be highly ironic if we 
revert to Cookson’s original parameters. I guess that we 
are coming around full circle in this aspect of the mar-
ket. That’s highly interesting with everybody asserting 
how different things are today! In any case, the Value 
Line Plan as currently constituted remains in the market, 
as does the original version. With the Value Line Geo-
metric Average standing at 550.75 the Friday sell stop 
stands at 537.84. Using the original parameters the sell 
stop would be 509.95. 
 

Portfolio Notes 
 
Growth versus value remains a tussle and smaller stocks 
are still not playing catch-up with their larger brethren. 
It is an usual market in that regard. In my experience 
there is almost always leadership in these areas, for ex-
ample a tilt towards large stocks or a tilt towards value. 
We are getting tilts in this market, but they just aren’t 
lasting. With the outflows to support IPOs, sentiment is 
getting awfully high, see page 12. With the VIX plumb-
ing the depths I am surprised that the market is making 
any headway at all, but it is, and that is EXACTLY what 
a bull market does. So hang in there, the sailing may not 
be smooth and there could well be a correction in the 
offing, but prices are going higher. There are no changes 
to the ETF portfolios this week and we only have one 
change for the BBL portfolios, trim the Schlumberger 
position. 
 

View from the Beach 
 
I just got back from Bologna, Italy. I was there to give a 

keynote talk at a new investor/trader conference that a 
friend is launching. As far as trading is concerned Bolo-
gna is a small town. It is a beautiful town, with deep 
history, and in those aspects it is huge, but when it 
comes to markets Milan or Rome are far larger. I say 
this because some 400+ people attended this conference, 
an amazing turnout for Bologna, which suggests there is 
a powerful thirst for knowledge. A few weeks earlier I 
spoke at the TradersEXPO in NYC. Again huge turnouts 
and deep interest. Clearly there is a deep desire for 
knowledge that is not being slaked by the available re-
sources. If I wanted to, which I don’t, I could teach 24/7 
without denting demand deep into the future. But four 
talks a year is more than enough for me. 
 

Reading Rack 
 
One of the questions I get time and again when I teach is 
“How can I calculate the proper position size given my 
trading stats?” This is a very important question, as our 
opening quote suggests, and the answer is not simple. 
Too small a position size and you waste your edge. Too 
large? Returns slip and the risk of ruin looms. Ralph 
Vince has done more work on this subject than anyone 
else and I would commend you to his most recent book, 
“Risk-Opportunity Analysis”. It is not an easy read, as it 
is not an easy subject, but traders will be far better off 
for having read it even if they do not follow Ralph’s 
approach exactly. By-the-by, Ralph is one the great guys 
in this business. If you ever get a chance to meet him, do 
chat him up. Here is a link to a podcast/interview with 
Ralph. There are a lot of related resources on that site. 
 
http://bettersystemtrader.com/011-ralph-vince/ 
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(Another repeat from last month.) 
I can’t help but wonder if the Fed 
isn’t getting more concerned about 
deflation than inflation? 
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Dollar Index Futures — Daily — One Year 
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Despite all the !NEWS! the dollar 
continues to march sideways, un-
changed from August last year.  

ETF Portfolios 

ETF Portfolios Symbol Date Purchase Current Dividends Return Rank

Selected Price Price

Style (# in 21)

Large Cap Growth IVW 3/8/2019 166.94 176.34 0.59 5.98% 3

Russell MidCap IWR 2/1/2019 51.73 55.74 0.19 8.12% 4

Russell MidCap GrowthIWP 1/11/2019 122.15 140.61 0.23 15.31% 1

International (# in 24)

Hong Kong EWH 3/4/2019 25.90 26.77 0.00 3.38% 1

Switzerland EWL 8/3/2018 34.42 35.61 0.00 3.47% 5

Italy EWI 3/22/2019 27.62 28.43 0.57 5.03% 6

Sector (# in 27)

Clean Energy PBW 3/4/2019 28.15 28.17 0.00 0.07% 8

Networking IGN 4/5/2019 58.34 59.90 0.00 2.67% 1

Software PSJ 1/11/2019 77.64 93.48 0.00 20.40% 11
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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      189.75      4.42      31.8% Hold

2 S&P 500 SPY 79.69        Filler

3 Microcap IWC 11/17/18 92.71        94.92        0.44      2.9% Hold

4 Home Depot HD 11/17/18 174.55      203.85      2.39      18.2% Hold

Core Portfolio - International

1 Japan EWJ 12/14/12 44.99        55.06        2.22      27.3% Hold

2 World VEU 10/19/15 45.53        51.51        3.54      20.9% Hold

3 Int'l Property ETF WPS 05/26/17 37.43        38.37        2.54      9.3% Hold

4 Emerging Markets EEM 11/17/18 40.46        44.36        0.58      11.1% Hold

5 Emerging Markets VWO 08/04/18 43.01        43.73        0.82      3.6% Hold

Core Portfolio - Dividend

1 General Mills GIS 05/11/18 42.58        51.58        1.96      25.7% Hold

2 IBM IBM 05/11/18 144.63      144.35      4.71      3.1% Hold

3 Sanofi-Aventis SNY 05/11/18 38.58        42.61        -       10.5% Hold

4 Verizon VZ 05/11/18 48.59        58.74        2.40      25.8% Hold

Bounce Candidates

1 IBM IBM 12/29/18 113.38      144.35      0.82      28.0% Hold

2 Apple AAPL 12/29/18 157.92      198.87      0.73      26.4% Hold

3 Beckin Dickinson BDX 12/29/18 225.86      246.71      0.77      9.6% Hold

4 Schlumberger SLB 12/29/18 36.04        45.65        0.50      28.1% Trim

5 Amazon AMZN 12/29/18 1,503.88   1,843.06   -       22.6% Hold

6 PCAR PCAR 12/29/18 57.12        70.50        0.32      24.0% Hold

7 MMM MMM 12/29/18 190.08      217.42      1.44      15.1% Hold

8 Citi C 12/29/18 52.03        67.42        0.45      30.4% Hold

9 B fo A BAC 12/29/18 24.67        30.17        0.15      22.9% Hold

10 Ford F 12/29/18 7.68          9.45          0.30      27.0% Hold

11 LGI Homes LGIH 12/29/18 45.25        66.84        -       47.7% Hold

12 Micro Cap IWC 12/29/18 81.85        94.92        0.24      16.3% Hold

13 Small Cap IJR 12/29/18 68.82        79.69        0.26      16.2% Hold

Core Portfolio - Yield

1 Barclays High Yield JNK 02/20/09 29.17        36.22        24.99    109.9% Hold

2 iShares High Yield HYG 02/20/09 69.98        86.96        50.67    96.7% Hold

3 PS Finan. Preferred PGF 03/13/09 8.35          18.43        14.00    288.3% Hold

Cash

1 Doubleline Low DurationDBLSX 09/15/17 10.09        9.99          0.43      3.3% Hold

2 Vanguard Short Term VCSH 09/15/17 79.79        79.47        3.04      3.4% Hold
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Urgent Selling and Prolonged Liquidation 

Sector Grid 
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Investors Intelligence Advisory Sentiment  — Daily — One Year 

Both of the sentiment sur-
veys are starting to get into 
dangerous territory.  

AAII Sentiment Survey  — Daily — One Year 
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British Pound / Japanese Yen — Bollinger Envelopes 
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British Pound / Japanese Yen — Bollinger Bands 

These two charts may look the same, but they 
are not and that is the point. The upper chart 
is based on the closes, but lower chart makes 
no reference to the closes at all, only the 
highs and lows and so is session independent.  


