
“These horizontal formations are very important. They 
not only show the levels at which support and accumula-
tion take place on the down side, but they have a corre-
sponding value in helping us to discover distribution at 
the top of the swings.” Richard D. Wyckoff, “The Rich-
ard D. Wyckoff Method of Trading and Investing in 
Stocks: A Course of Instruction in Stock Market Science 
and Technique”, 1931 
 

Why have I changed my mind? 
 
In past newsletters and weekly updates I have repeatedly 
opined that there was a good chance that this might be 
one of those years that we skip the usual fall madness 
that leads to the typical late-year buying opportunity and 
the best part of the year to own stocks. My main reasons 
were the strong internal condition of the stock market 
and the market’s ability to buck bad news. However 
recently the internal condition of the market has weak-
ened somewhat and though the market is still reacting 
well to news, we now think that the odds slightly favor 
the usual fall pattern of a short- to intermediate-term 
decline leading to an important fall low. Acknowledging 
that, we reduced our allocation for stocks and recom-
mended some specific sales. For more specifics see the 
portfolio section. 
 
Our focus has shifted from how to participate to fielding 
a bit of defense and identifying securities that will lead 
the market higher after the correction. Given the still 
solid technical condition of the market our view is that 
the correction will be relatively mild; we just are not 
seeing the sorts of things that we would expect to see if 
the stock market were making an important top. With a 
recommended allocation of 50% US stocks, more con-
servative accounts might want to reduce exposure even 
more by hedging a bit using an inverse ETF. In the old 
days I would have recommended shorting stock index 
futures, the purchase of stock index puts such as the 
OEX, or other option strategies with hedging character-
istics such as selling call options or bear spreads. Today 
I think that the use of inverse ETFs and leveraged in-
verse ETFs is simpler and easier to understand for the 
average investor. All the transactions can be done in an 
ordinary cash brokerage account; no special accounts, 
rules, conditions, qualifications or margin deposits are 
required. Just add the inverse to the portfolio mix to 
reduce the beta (the portfolio’s reactions to moves in the 

general market) of the portfolio. 
 
The biggest factor is something I have been pointing to 
all along, a relative dearth of new 52-week highs on the 
NYSE which led to a few days during the recent pull-
back where new lows exceeded new highs. Some dis-
miss this suggesting that it’s the impact of deteriorating 
international markets, but I think that is a mistake. New 
highs and lows are a component of several market tim-
ing approaches including Ohama’s Titanic Syndrome 
and Jim Miekka’s Hindenburg Omen. These two naugh-
tily named timing signals have been useful in identify-
ing areas of the market where risk is higher than normal. 
In both cases I have my own twists on the signals. Let’s 
have a look at them. 
 
Bill Ohama was a Japanese American commodity trader 
who lived in Southern California. Besides his interest in 
the commodity markets he was also interested in stock-
market timing. He theorized that if new lows exceeded 
new highs within a few days of an important high in the 
market, the market was in trouble. As the years went by 
he curve fit that original idea with additional rules to 
improve its accuracy. I pared those rules back, being 
more interested in warnings than a “perfect” timing sys-
tem. My version goes like this: If new lows exceed new 
highs within seven days of a 52-week high, I usually use 
the S&P 500, a signal is generated. If the negative plu-
rality comes before the high we are “on board” the Ti-
tanic; if the plurality comes after the Titanic is 
“sinking”. 
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Jim Miekka was a blind market analyst with widely var-
ied interests, including target shooting. Today he is best 
known for his work with Kennedy Gammage on the 
Hindenburg Omen. The logic looks like this. If we are 
in an uptrend, the market is out of gear, and breadth is 
negative, then the Hindenburg is heading towards the 
Naval Air Station at Lakehurst. Miekka’s rules mixed 
daily and weekly data, so I converted them to daily data 
only for ease and clarity of calculation. The trend is up 
if the 50-day moving average of the NYSE composite is 
rising, the market is out of gear if the High Low Logic 
Index is greater than 2.0, and breadth is negative if the 

McClellan Oscillator is negative. Again these are re-
laxed rules designed to alert at times when caution is the 
word of the day. (I plan to dump the McClellan oscilla-
tor in favor of a simpler advance decline tabulation as I 
am not comfortable with the MCO’s lags in this applica-
tion.) 
 
For both of these the indicators the logic can be tight-
ened, constants adjusted and additional rules added to 
improve accuracy, but I like the cleaner, more relaxed 
approaches that alert the user to unusual market condi-
tions rather than the curve fit approaches that have very 
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Value Line Arithmetic — One Year 

Getting into dangerous levels.  

It that a double 
top developing? 
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The NYSE advance-decline 
continues to lead stocks higher. 

 

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

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

The persistent strength in 
new lows has me worried. 
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high accuracy rates. 
 
There is a really important message here. In the heyday 
of the newsletter writers the name of the game was to 
call every top and bottom perfectly. Of course that is 
impossible, but the claims sold newsletters and that was 
the real objective. Curve fitting was the rule and track 
records were perfect looking back, but not so looking 
forward. I recall one particularly interesting example, 
“The Sign of the Bear”. This was an indicator designed 
to call a specific top in the market in 1998 using histori-
cal data going back to the 1920s. Using the original cri-

teria it has not signaled since. It has been revised at least 
once that I am aware of to pick off the 2000 top. I may 
not have the ‘final’ version, but last I checked the origi-
nal has been mute since ‘98. Of course there have been 
many important stock-market tops since, but failure go-
ing forward is what you should expect when you curve 
fit. 
 
(One sure sign that you are being served hogwash in-
stead of champagne is when they try to bury you in 
words. Arthur Merrill, arguably one of the greatest tech-
nicians of all time, was amazingly concise. He could 

DAX — Daily—One Year 

Nikkei 225 — Daily — One Year 

 12000

 12500

 13000

 13500

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

Courtesy of Bollinger Capital

  www.BollingerBands.com

At least German stocks 
have stopped going down. 

 20000

 21000

 22000

 23000

 24000

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

Courtesy of Bollinger Capital

  www.BollingerBands.com

Japan is our favorite inter-
national market by far. 



Page 5 Copyright 2018 John Bollinger’s Bollinger Bands Letter 

John Bollinger’s Bollinger Bands Letter 

 

 

convey a concept lucidly in just a few terse sentences. 
Another danger sign is an overly complicated approach; 
many rules and special conditions are a command to 
flee.) 
 
The core concept behind the Sign of the Bear, churning, 
is in fact a very interesting concept, but even an indica-
tor derived directly from the motherlode can have its 
value destroyed by subsequent curve fitting. I prefer a 
different approach, an approach I call ‘first principles’. 
While it can be as precise as the curve-fit models, it is 
usually not so. What first-principle models do is stand 
the test of time and alert you to times when you ought to 
be paying attention. For example, a very useful, non-
curve-fit indicator that also touches the churning con-
cept is the High Low Logic Index which we have dis-
cussed here at length. Another is the Absolute Breadth 
Index, both of which were developed by Norm Fosback 
long before the Sign of the Bear and have stood the test 
of time issuing many timely alerts and some not so time-
ly ones. 
 
First-principle indicators work their magic by touching 
essential market mechanisms, motive forces or the struc-
tural components of markets. These are factors that do 
not change over time as they are essential aspects of all 
markets. They are factors like supply and demand, vola-
tility, momentum, accumulation distribution, trendiness, 
over bought and sold, fear and greed, panic, bubbles and 
so on. They touch the essential market forces created by 
the action of emotional human beings. They are not tem-
poral factors, like changes in rules, the introduction of 

new products, high frequency trading, algorithmic trad-
ing, trading limits, and the like. They are the underlying 
market properties that those things seek to manage or 
exploit. 
 
Many, many people are afraid to invest in stocks these 
days; they think that the high frequency traders, algo-
rithmic traders, index arbitrageurs, etc. have unfair ad-
vantages, that the playing field is no longer level, that 
the data miners and artificial intelligence programs have 
destroyed opportunity. They believe that only the pros 
can do it. In one sense they are right, they can’t compete 
in the very short-term; it is simply too costly, too much 
expertise and concentrated effort is required. The bot-
tom line is that there is too much noise being created by 
the pros for less engaged operators to compete. But step 
back a bit and the advantage can be yours. Forget the 
hyper short-term, it is just too hard to compete down 
there, but move out to hours, days or weeks and the 
game is yours to play. Why? Data mining, the underpin-
ning of most of those techniques, is data intensive! Al-
most all the short term techniques require big data and 
once you move out to hour or longer time frames there 
simply isn’t enough data to crunch for that sort of analy-
sis. Hours, days, weeks and months are the realm in 
which the technical trader has a natural advantage. 
There are other dimensions where technical traders can 
gain an advantage, for example smaller stocks and mar-
kets. Once you get away for the biggest stocks and the 
biggest markets, there just isn’t enough liquidity for the 
big players. Positions can’t be built up to the sizes need-
ed to make an impact on the bottom line. I lecture 

Treasury Rates — One Year 

The bull market for interest 
rates continues. 
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Oil Service Stocks — OSX — One Year 

 

around the world and am always surprised that traders 
want to trade our markets, the hardest markets to trade, 
rather than their home markets which are easier to trade 
and where they have a natural advantage. Likewise eve-
ryone one wants to trade the e-mini contract or the S&P 
500, which may be the hardest futures contract in the 
world to trade. You want to trade futures? Like the lev-
erage? Fine. There are dozens of contracts that are easier 
to trade and offer more than sufficient liquidity for all 
but the largest traders. 
 
Addendum: The night after I had finished writing the 

above I watched “Next Gen”, an animated kid’s flick. 
Some of you may recall that I went to film school and 
that my first career was as a cameraman. While in film 
school I did a lot of animation and ever since I have 
enjoyed keeping up with the state of the art. Of course, 
today’s animated pics are nothing like yesterday’s and 
the tools and techniques that I learned are moot; today 
technology reigns and what can be done is simply amaz-
ing. So kid’s pics or not, when new animated pics come 
out I try to give them a viewing. 
 
So, I am sitting in my home theater watching “Next 

Big Oil Stock Index — XOI — One Year 
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This looks like it could 
be  good trade for the 
nimble. 
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Gen” when I hear this line spoken by the creator of the 
next generation robot—the star of the flick—to his crea-
tion: “You’re not perfect, but then perfect is the enemy 
of good.“ I nearly fell off the couch. I had to stop the 
film and take a breath; that was exactly what I had been 
writing about earlier that day. It turns out that is an aph-
orism, generally credited to Voltaire who quoted an Ital-
ian saying: "Le meglio è l'inimico del bene.", "The best 
is the enemy of good." which was exactly what I was 
trying to get at above. Technicians are often driven by 
the desire to create the perfect indicator, the perfect sig-
nal, the perfect system, where a good indicator, signal, 

system would serve them far better. That’s why I strip 
down many of the indicators/signals/systems like the 
Titanic Syndrome, the Hindenburg Omen, or the Sign of 
the Bear to their essentials and use them that way. It is 
the core ideas that are most useful, not the curve-fitted 
‘perfect’ creations that are so often offered up. 
 

What would it take to change my 
mind? 
 
This was my favorite question when I interviewed 

 

Gold Stock Index — XAU — One Year 

Gold Futures — GC — One Year 

Once again gold 
disappoints. 
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Commodity Prices — DBC — One Year 

guests on the Financial News Network, so it seems only 
fair that I hold my own feet to the fire. At least the an-
swer is simple and clear here. If new highs start to ex-
pand, new low contract, and breadth starts to lead price 
then we will be set to overrun the usual fall decline and 
bottom. As it stands I put the odds of a correction here at  
50/50. 
 

Interest rates 
 
The ten-year Treasury bond cracked a three percent 
yield this week, which is just another way of saying that 
the bear market in bonds continues. I think that it is go-
ing to continue for a LONG time. This bear market has 
been running for a bit more than two years, during 
which time a ten-year note has lost about ten percent of 
its value while delivering coupons totaling approximate-
ly 2.6% of the original investment for a net loss of 7.4%. 
We expect that the future returns will be roughly simi-
lar, with capital losses far exceeding income. In short, 
this is anything but an attractive market. If you must be 
in fixed income, think about rolling relatively short-term 
CDs; say a year or less to take advantage of rising rates 
while protecting capital. Hint, one-year CD rates are in 
the 2.6% area, which is a heck of a lot more attractive in 
term of risk/reward than 3.08% for a ten-year Treasury. 
Another option are the short-term bond funds listed in 
our Core Portfolio. 
 

Bollinger Bands 
 
We are officially in a Squeeze for the S&P 500, with 
BandWidth at its lowest value since November of 2017. 

Using the SPY as a surrogate so we can calculate vol-
ume indicators, we find that both 21-day Intraday Inten-
sity and Accumulation Distribution are quite positive, 
suggesting that if a breakout were to occur here it would 
be to the upside. That stands in marked contrast to our 
more cautious approach to the market as a whole, so we 
will be monitoring this set-up quite carefully. The out-
look for smaller stocks is not so bullish, with the S&P 
600 (small stocks) breaking down and the S&P 400 (mid
-cap stocks) trading sideways. In other words this mar-
ket is churning. Bill Ohama, the father of the Titanic 
Syndrome, had a another approach he called his 3D ap-
proach, which might be applicable here. It was a confir-
mation approach. I suspect that it came from his com-
modity work, where he wanted to see all the grains 
move together or all the energy futures. He applied the 
3D idea to stocks using averages; I can’t recall the exact 
details as he must have told me this 30 years ago. In any 
case, I don’t think that it can be a good thing to see larg-
er stocks rallying, while smaller stocks decline. 
 
With an S&P 500 breakout underway, one wants to con-
sider the possibility of a Head Fake. We'll keep you up 
to date on this possibility via the Weekly Update. 
 

Gold 
 
Of all the markets I have studied gold has always been 
the hardest one for me to forecast. For me gold is like 
that girl you really want to date, but when you do so it 
doesn’t work out, yet you still like her so you go back 
and try again… When I first started in the business a 
young analyst made a spectacular call on gold, a career 
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gains in crude oil.  
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making call of the sort that all newsletter writers prayed 
for. It was inspiring, but of course irreproducible. I sup-
pose that my problem is that gold has different supply/
demand characteristics than stocks and having spent my 
life studying, trading and investing in the stock market 
gold is somewhat beyond my ken. You’d think that a 
tradable is a tradable is a tradable, but that is not the 
case. Take Chinese stocks for example; they trade quite 
differently than US stocks and if you try to trade them 
the same way the results won’t be as expected. That’s 
easy to understand as the markets have different struc-
tures, for example you cannot short a Chinese stock and 
that’s just the tip of the iceberg. Even so gold’s behavior 
in recent years has seemed particularly perverse. I’ve 
always looked on the yellow metal as a hedge, some-
thing to own during times of inflation or volatility, but it 
hasn’t served well in that role for as long as I can re-
member. Those who have sought solace in gold have 
been abused. As an example, gold rallied a bit through 
the beginning of the financial crisis and then started to 
decline as the crisis intensified and went on to more than 
double as the recovery started and markets calmed and 
has turned down since inflation started to gain strength. 
In other words, gold has been doing the opposite of what 
it ‘should’ have been doing. Nor does gold seem to 
demonstrate consistency with Bollinger Band patterns. 
 

Energy 
 
I know that I have been saying for a long while that the 
energy sector should be seen as a source of funds and I 
still think that is correct. However, big oil stocks and the 
oil service stocks are starting to behave better and there 
might be a trade in the sector for the nimble. I’d look to 
an oil services ETF like OIH or XES for this trade. For 
OIH I’d have an initial target of 29/30 with the ETF at 
24 and change now. For XES I’d have an initial goal of 
19.0/19.5 with a current price of 16 and small change. 
Later on we can assess the probability of breakouts. 
 

The Market Timing Chart Pack 
 
Each week as part of your subscription you get access to 
my Market Timing Chart Pack. I’d like to direct your 

attention to the section that I think is most consistently 
useful, chart 19, The Sector Grid. There the performance 
of a basket of sector ETFs and a few indices is displayed 
in three dimensions. The position of an ETF on the x-
axis, left to right, is determined by its six-month perfor-
mance. Its position on the y-axis, top to bottom, is deter-
mined by its one-month performance, and the color of 
its label is determined by its one-week performance. 
ETFs in the upper right corner with green labels are the 
strongest (and likely over bought) and ETFs in the lower 
left corner with red labels are the weakest (and likely 
over sold). There you can see sector rotation writ large, 
with both trend strength and corrective activity plainly 
on display. While this isn’t a replacement for 
GroupPower, it is a very powerful tool. 
 

Reading Rack 
 
I can’t tell you how much I miss some of the greats that 
have gone on: Jim Alphier, ESC Coppock, Mike Ep-
stein, Kennedy Gammage, Sam Hale, Arthur Merrill, 
Jim Miekka and so on. One of those I miss the most is 
the great Wyckoff educator, Hank Pruden. Here is a 
small present from the past, a link to a paper Hank wrote 
with Max von Lichtenstein, whom I do not know. http://
bit.ly/2I2HXoo It is from 2006 and appeared in issue 55 
of the STA’s (the English TS society) Market Techni-
cian. As you know I think that Wyckoff analysis can be 
very helpful. As you read it think about the concept of a 
distribution top; someday we will see one, not yet, but 
someday… 

 

Speaking Engagements 
 
IFTA Annual Conference 
October 26-28, 2018 
Kuala Lampur, Malaysia 
https://kl2018.ifta-conferences.org/ 

 
TradersEXPO  
New York City 
March 10-12, 2019 



Page 10 

John Bollinger’s Bollinger Bands Letter 

 

 

Copyright 2018 John Bollinger’s Bollinger Bands Letter 

The Dollar Index — Daily — One Year 
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ETF Portfolios 

Portfolio Notes: Larger stocks have taken the lead 
while smaller stocks are undergoing a correction. 
Growth is still leading value, but value is picking up 
interest. The Value Line Plan has been in the market for 
26 weeks. With the Value Line Geometric at 589.79 the 
Friday stop stands at 577.81. There is one change to the 
ETF portfolios this week, a rotation away from smaller 
stocks to the S&P 500, sell IJT and buy IVV. The 
FAANG stocks remain stalled in the midst of the four 
month range first tagged in the first week of June. We 

are at a delicate balance point for the stock market, with 
some indices making new highs while the broad list 
looks on. The only advance – decline line to make a 
new high is the Russell 1000. Instead of breadth leading 
the market it is now lagging, new highs have yet to ex-
pand and new lows exceeded new highs the first four 
days of last week and on eight of the last 13 days. We 
are comfortable with our prior sales and reduced alloca-
tion for stocks for now. Inverse ETFs for hedging: SH, 
S&P 500, RWM, Russell 2000, PSQ, NASDAQ 100. 

Portfolio Notes 

ETF Portfolios Symbol Date Purchase Current Dividends Return Rank

Selected Price Price

Style (# in 21)

S&P 500 IVV 9/21/2018 295.36 295.36 0.00 0.00% 1

Russell 1000 Growth IWF 2/10/2017 111.06 155.37 1.88 41.60% 9

Large Cap Growth IVW 7/27/2108 167.83 176.69 0.00 5.28% 7

International (# in 24)

France EWQ 6/15/2018 31.68 31.79 0.00 0.36% 4

Switzerland EWL 8/3/2018 34.42 35.26 0.00 2.46% 1

Australia EWA 7/6/2018 23.12 22.30 0.00 -3.53% 11

Sector (# in 27)

Technology XLK 11/10/2017 63.41 74.61 0.71 18.79% 10

Software PSJ 5/11/2018 74.86 85.15 0.00 13.75% 9

Consumer, Disc. XLY 12/1/2017 97.96 116.92 0.94 20.31% 4
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Slot Name Symbol Entry Entry Current Divid. Total Mental Action

Date Price Price Return Stop

Core Portfolio - US Equities

1 S&P 500 SPY 10/19/15 203.20      291.99      12.90    50.0% 276.00 Hold

2 Russell 2000 IWM 11/02/15 118.21      170.40      4.64      48.1% 163.00 1/2

3 S&P MidCap MDY 04/18/16 267.64      370.95      20.78    46.4% 355.00 1/2

4 Russell 1000 (Equal) EQAL 12/05/16 26.81        33.62        0.61      27.7% 32.00 Hold

5 Healthcare ETF IYH 01/14/17 147.28      201.55      1.96      38.2% 190.00 Hold

6 S&P Small Cap IJR 03/17/17 69.35        88.44        0.95      28.9% 84.50 Hold

7 S&P 500 Growth IVW 03/17/17 131.81      176.69      1.68      35.3% 165.00 Hold

8 Small Cap Growth ETF IJT 08/17/18 201.20      204.01      -       1.4% 191.00 Hold

Core Portfolio - International

1 Japan EWJ 12/14/12 44.99        60.04        1.81      37.5% Hold

2 World VEU 10/19/15 45.53        52.75        2.64      21.7% Hold

3 Int'l Property ETF WPS 05/26/17 37.43        37.62        1.43      4.3% Hold

4 Emerging Markets EEM 07/14/18 43.48        43.23        -       -0.6% Marker

5 Emerging Markets VWO 08/04/18 43.01        41.80        -       -2.8% Trial 

Core Portfolio - Dividend

1 General Mills GIS 05/11/18 42.58        44.46        0.49      5.6% Hold

2 IBM IBM 05/11/18 144.63      151.35      1.57      5.7% Hold

3 Sanofi-Aventis SNY 05/11/18 38.58        43.55        -       12.9% Hold

4 Verizon VZ 05/11/18 48.59        54.42        0.59      13.2% Hold

Core Portfolio - Yield

1 Barclays High Yield JNK 02/20/09 29.17        35.98        23.81    105.0% Hold

2 iShares High Yield HYG 02/20/09 69.98        86.24        48.26    92.2% Hold

3 PS Finan. Preferred PGF 03/13/09 8.35          18.23        13.39    278.7% Hold

Cash

1 Doubleline Low DurationDBLSX 09/15/17 10.09        9.95          0.25      1.1% Hold

2 Vanguard Short Term VCSH 09/15/17 79.79        78.05        1.73      0.0% Hold
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Sector Grid 

 FAANG — One Year 

This is setting up a 
potential W bottom in 
Bollinger Band terms. 

HLLI is at its highest level in 
a year and I don’t like it. 


