
"I want to let you know that your member organisation 
is thriving. I am tremendously energized because we 
have some incredibly demanding but very, very exciting 
transformational projects in flight that I would like to 
update you on. Our way forward is clear, and the work 
that is in front of us is well thought through. If we exe-
cute well, as I expect us to, we will incontrovertibly 
position CFA Institute as the professional membership 
organisation for the global investment management in-
dustry within the coming two years." – Paul Smith, 
CFA, President CFA Institute, 9 January 2018 
 

Stocks 

 
The US stock market started off the new year with a 
bang that was squarely focused on large-cap growth. 
That sentence might raise a question in the minds of 
some long-term readers: Why do I devote so much focus 
to the balance between large- and small-cap stocks and 
growth and value stocks? It is because these trends seem 
to have remarkable sticking power and you can add 
value over time by focusing on them. Many people are 
searching for easy ways to beat the market and this is 
one path that has worked for years. The most direct ap-
proach is to employ a simple relative-strength measure 
(like a short-term moving average versus a longer-term 
one) to a matrix of four funds, large-cap growth, large-
cap value, small-cap growth and small-cap value and 
own the strongest fund. For the candidates: iShares ex-
amples using funds based on the S&P indices are IVW, 
IVE, IJT and IJS; using the Russell indices we have 
IWF, IWD, IWO and IWN. If you want to get a bit more 
granular, then you can expand to large-, medium- and 
small-cap coupled with growth, balanced and value for a 
three by three matrix of nine funds, which is my pre-
ferred approach. 
 
 Growth Balanced Value 
Large Cap  IVW IVV IVE 
Mid Cap  IJK  IJH  IJJ 
Small Cap IJT IJR IJS 
 
Many people have a 401(k) or a similar retirement plan 
where they are given a choice of funds to invest in and 
are allowed a few switches a year. There are most often 
large-cap growth funds, small-cap value funds, etc. 
available in these programs. With weekly data and a 
small amount of work it is easy to make rational rather 

than emotional decisions about how to manage the 
funds. Here is one simple method: Enter the weekly 
closing prices of several funds in columns of an Excel 
spreadsheet with two empty columns between each 
fund. Place a 26-week moving average in the first empty 
column and a one-period percent rate-of-change of the 
average in the second empty column. When it comes 
time to switch, move into the funds with the highest 
rates of change. If you want to field some defense, only 
hold funds where the rate-of-change is positive. If you 
want more action, shorten the moving average, for ex-
ample try a 13-week average instead of 26. Of course 
there are endless variations possible to suit individual 
users' risk and reward parameters. 
 
There are two general approaches to relative strength, 
upgrade and cast out. Using the upgrade method you 
always own the strongest funds; at each switch period 
you switch into the highest ranked funds. In cast out you 
hold a fund as long as it is above the median rank; at 
each switch opportunity you sell any fund ranked below 
the median rank and replace it with the highest ranked 
fund not already held. For example, assume that you 
were using the three by three matrix, so you had nine 
funds and assume that you have chosen to own three of 
them. In cast-out you start by purchasing the three 
strongest funds, then at each switch period you sell any 
fund that has fallen below the middle rank and replace it 
with the highest ranked fund not held. In upgrade at 
each switching period you sell any fund no longer 
ranked in the top three and replace it with the fund 
ranked in the top three that is not already held. What's 
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the difference? Over time upgrade will out-perform cast 
out with the cost of the additional performance being 
additional turnover and higher volatility. I tend to prefer 
cast out. 
 
The market surge in the first days of 2018 was accompa-
nied by a resurgence of interest in the FAANG stocks. 
In case you missed all the hoopla, the FAANG stocks 
are a sort of modern list of 'nifty fifty' or 'one decision' 
stocks, buy 'em and hold 'em forever. Facebook, Ama-
zon, Apple, Netflix and Google are the poster children. 
(Not sure why Tesla isn't on that list, FATANG.) I con-

structed an index to track the mania and after a period of 
under-performance in late 2017, it surged to a new high 
in the first week of 2018. Clearly investors are comfy 
traveling in packs while clinging to easily understood 
ideas. 
 
We note that some of the bigger names on Wall Street 
are getting bearish, with calls for a correction or worse. 
Taking a look at market internals we just don't see the 
case for a big correction at this time. The advance – 
decline lines are all strong, participation is good, the 
new 52-week highs list is solid, and the market was 

The Volatility Index — VIX — One Year 

Value Line Arithmetic — One Year 

The VIX  remains low, a negative 
signal would be given by a strong 
increase in this index.  

The Value Line continues to make 
new highs with no real signs of 
divergence evident yet. 
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The NYSE advance-decline now 
solidly confirms price action. 

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

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

Very strong. 
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even able to overcome a short-term overbought condi-
tion and rally. We have come a long way and stocks do 
look pricey, but we still need to wait for cracks in the 
facade to appear before we get bearish. 
 

Bollinger Bands 

 
I got a question on Twitter the other day about why I 
had taken the PatternPower site down. The inquirer 
wanted to know if it was because the approach had 
stopped working or for some other reason. The truth is 

that PatternPower worked well right up to the end and 
still works well today. It was shut, along with our other 
analytic sites, because they were taking up too much of 
my time. Running websites has gotten increasingly com-
plex and demanding, and it had come to the point where 
nearly half my time was spent on web management. So 
we had an outage and rather than work to recover we 
decided to quit. (I chose not to sell them as too much of 
my intellectual property was tied up in them.) I had no 
idea what a big a relief it would be until I actually 
turned them off. After a month or so of shutdown related 
work, things quietened down and I was able to focus 

FTSE — Daily—One Year 

 

Nikkei 225 — Daily — One Year 

Our favorite leading index, the FTSE 
100, has surged out to a new high. 
That’s an all-clear signal for equities. 

The Nikkei, which had 
been consolidating, has 
resumed its advance.  
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more on research, management, trading and the like 
along with a couple of hobbies--in short, on my real 
passions. I miss the sites as much as anyone else, but 
there is nothing to be done. The Googles of the world 
have made running small websites on a profitable basis, 
at least profitable enough to pay for the staff, nearly 
impossible, and I think that trend will only get worse. I 
admire companies like TradeStation and TradingView 
that are putting high-powered analytics in traders' hands 
at very reasonable prices, and we plan to continue to 
work with them to put Bollinger Band Tool Kits and 
Squeeze packages, and systems like Ice Breaker and W 
Bottoms in the hands of users. 
 
Speaking of which, Ice Breaker (a Bollinger Envelope 
system) continues to do well. As of the 10th there were 
ten open positions with an average gain of 15.63%. 
 
MDY 13.96% 
 15.79% 
 16.57% 
IJR    8.91% 
SPY 15.17% 
 15.00% 
 15.48% 
DIA 19.75% 
 20.21% 
QQQ 15.43% 
 
We have talked about Three Pushes to a High at length 
in past issues, in terms of Stochastics, Elliott and Bollin-
ger Bands. It is a very powerful concept that spans a 
number of analytical approaches. It is powerful because 

it describes a basic market mechanism, which is to say 
that it is a first principles approach. Recently Peter 
Brandt, the futures trader, posted a chart of Bitcoin in 
US dollars that he labeled Bump, Hump, Lump, Dump. 
With his permission I have printed it on page 12. This is 
obviously another variation on that universal theme that 
I call Three Pushes to a High, after George Lane's usage. 
In Peter Brandt's idealized depiction he adds a throw-
back rally, which I always consider to be an excellent 
entry point, and a subsequent run-up. So, liberally—and 
shamelessly—taking some license we get Bump (first 
push), Hump (second push), Lump (third push), Dump 
(first leg of decline), Jump (throwback rally), Rump 
(second leg down) and Pump (new rally). In terms of   
%b we get Bump (> 1.0), Hump (1.0), Lump (< 1.0), 
Dump (< 0.5), Jump (0.5), Rump (0.0) and Pump 
(increasing). This model or schematic of price action is 
very robust and useful as it describes the price formation 
mechanism in action as a top is formed. My description 
in terms of %b is how a quantitative analyst might ap-
proach the problem; it is also the basic framework for 
successfully programing pattern recognition of Three 
Pushes to a High. 
 

Bonds 

 
On January 10th, with the yields on the ten-year Treas-
ury breaking out to new highs, The Financial Times sent 
out an email with the headline "Two 'bond kings' pro-
claim new era as Treasuries sell off".* The 'kings' are 
Bill Gross previously of Pimco fame, now at Janus, and 
Jeffery Gundlach of DoubleLine, and they are late to the 
party. You correspondent warned long ago that this was 

10-Year Interest Rate Index — IRX 

Rates have turned up with a 
vengeance. This will become 
a problem for equities.  
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Gold Miners ETF — GDX — One Year 

 

happening, that the great bull market for bonds that 
started in the 1980s was over and that a bear market was 
beginning. Our advice has been for years to avoid bonds 
and will continue to be to avoid bonds for the foresee-
able future. 
 
It is hard to date the transition from bull market to bear 
market precisely, but it came during the era of negative 
interest rates and took a number of years. Our best esti-
mate is that the momentum low occurred in the middle 
of 2012 and the final, or price low came in the first half 
of 2016. Remember we are talking about very long 

trends, the bull market for bonds that was born in 1981 
and ran 35 years. One problem is the various maturities 
have differing chart patterns. For overall long-term 
analysis I tend to prefer a chart of the constant-maturity 
five-year Treasury, which is a nice balance between 
short and long maturities. I get my data from the St 
Louis Fed's website, https://fred.stlouisfed.org/ I've put a 
few charts on pages 13 and 14 so you can get a feel for 
the long-term trends that are in play. 

 

Gold Bullion ETF — GLD — One Year 

No leadership from the 
gold stocks 

The more I think about it, the 
more convinced I am becoming 
that there is a strong relation-
ship between gold and Bitcoin 
developing.  
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Our long-term outlook is and has been for much higher 
interest rates. Of course that means higher inflation, 
higher commodity prices and more. It also means in-
come for passive investors, a delight that they have done 
without for nearly ten years. It means lots more as well, 
but we will have more than ample time to explore all 
that in future issues. For now you should be thinking 
about reducing bond exposure, shortening duration and 
defense. 
 
* Full article here. http://on.ft.com/2Fo40UZ 

Foreign Exchange 

 
There is so much interest in the crypto currencies being 
generated that companies can't keep up with it. Binance, 
a popular trader's exchange, closed itself to new mem-
bers; Coinbase, an exchange popular with new entrants, 
is continually having problems; Bitfinex announced 
severe curtailment of services to US customers; a Kra-
ken update recently collapsed taking the exchange off-
line… I could go on but the point is clear--demand for 
the crypto currencies is far outstripping capabilities. 

 

Crude Oil ETF — USO — One Year 

Oil Stocks — XOI — One Year 

...and the stocks are 
starting to lead. 

Oil continues to  
work its way higher... 
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Commodity ETF — DBC — One Year 

Bitcoin, the original and still the largest crypto currency 
has been going through its own teething pains with 
transaction demand outstripping its technology, generat-
ing a series of wars over how to fix it. Further confusing 
new entrants is the proliferation of alternative coins, of 
which there are now many. All of this clearly has as-
pects of being a bubble, but I suspect that there is more 
to it than just a speculative bubble. I think that the 
crypto currencies are here to stay, that governments will 
make a huge press to regulate them, that derivatives of 
all sorts will appear and that there will be ETFs that 
allow an even wider audience to get involved. In short, I 
think that the crypto currencies are here to stay though 
they face substantial uncertainty. I have started trading 
some of them for myself. They seem to be excellent 
technical analysis vehicles, though I imagine that trad-
ing will get tougher as adoption gets wider. In the mean-
while the basic Bollinger Band trading ideas we have 
discussed here work quite well. I will report back on 
how the trading I am doing for myself goes. 
 
I saw this on Twitter the other day from a trader with the 
handle Wall Street Je$us and it makes sense: "This 
"should" get the attention of the riff-raff crowd who left 
boring "old man" stocks for the exciting bitcoin.. once 
they officially come back we'll likely take a breather." 
'This' was Friday's monster rally and I agree that a lot of 
speculative attention has been diverted into the crypto 
currency arena. As usual, these things have a way of 
sorting themselves out, which is what I think that WSJ 
was alluding to. 
 
 

Commodities 

 
A client asked the other day about increasing exposure 
to commodities. We have tracked and recommended 
DBC, a commodity fund, in the past will will continue 
to do so. One way of seeing this trend is to look at lum-
ber futures, which are strong across the maturity spec-
trum. Another way is to note that energy prices are quite 
firm. If you think, as we do, that the recently passed tax 
package will be stimulative, this is a good way to play 
that idea. More on that below. 
 

Taxes 

 
The Trump administration just passed a massive tax cut. 
From my perspective tax cuts are always a good thing, 
the bigger the better. Simply put, capital is better off, 
more productive, in the private sector than it is in the 
government sector. A friend, a die-hard liberal who 
hates this tax cut, asked me the other day what he should 
monitor it to assess the benefits, if any, of the tax cut. I 
suggested increased growth in GDP, but I wondered 
how else one might assess the impact. I certainly didn't 
expect anything immediate and dramatic, but that is 
what we got in an announcement from Walmart on 
January 11th. They said that they would immediately 
increase starting wages for new employees and give 
bonuses to all employees with the cash flow generated 
by the cut in corporate taxes. I expected this tax cut to 
be stimulative, perhaps very much so, but I didn't think 
that we would be able to see its effects so clearly. Cali-
fornia and the other high-tax states ought to take note. 
(It just struck me that Walmart is a condensation of 

Pullback to a breakout 
level and the resumption 
of the rally, classic techni-
cal analysis.  
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Walton and market.) 
 

View from the Beach 

 
As I get older—I am now of an age that many people 
retire though I have no plans to do so—I find that it is 
quite easy to become disaffected. For example, the prod-
ucts that I wish to purchase are often no longer available 
or on the bottom shelf. Most often they have been re-
placed by other 'value added', fancier, more costly, and 
from my point of view, less desirable products. The 
toothbrush I prefer is no longer stocked and the tooth-
paste I like is a bottom-shelf item. The razor I prefer is 
also no longer stocked and the shaving cream I like is 
another bottom-shelf item. I could go on, but I think the 
point is clear; if we are not careful and present, change 
can marginalize us. The last thing I want to be is a 
grumpy old man complaining about today while pining 
for yesterday. The cure is of course to keep up with the 
times, accept change, and embrace the future not the 
past. I try, but sometimes it is hard; witness my profes-
sional organizations. 
 
In 2004 the Association for Investment Management 
and Research, AIMR—originally the Institute for Char-
ter Financial Analysts, ICFA—changed its name to the 
CFA Institute, CFAI. Last year, the Market Technicians 
Association (MTA) changed its name to the CMT Asso-
ciation. Together they have become founding members 
of the burgeoning 'credentialing industry' to quote Paul 
Smith from the fifth paragraph of the letter quoted at the 
head of this letter.* The original purposes of these or-
ganizations have long been forgone on the road to be-

coming huge cash-flow machines dispensing and main-
taining credentials for their members while building up 
huge bureaucracies studded with very highly-paid staff. 
Members are now seen as instruments of cash flow, not 
analysts facing tough markets, and organizational goals 
are how many and how big, not how good. 
 
I am CFA #9,951, CMT #13 and I was the first person 
to hold both charters. Today there are over 142,000 
CFAs and there are 1,387 CMTs, several hundred of 
which hold both charters. The early days of these or-
ganizations were all about camaraderie and mutual help. 
The get togethers focused on how to do what we do, 
investing skills, servicing clients and beating the market. 
There was an air of mutual respect, of common goals. 
No longer. 
 
I miss the local Financial Analyst Federation meetings 
where one could meet interesting people and exchange 
ideas. I miss the local technical analysis society (TASC 
and then MASC) we founded and ran for many years, 
which passed into other hands who failed to tend it 
properly. I miss the old MTA meetings and seminars, 
which were fantastic places to meet and get to know 
other technicians and above all, learn. And I miss the 
Markets list, which was a stunning resource, beloved by 
all its members. 
 
Around 1990 Kurt Kyhl started up the $tock Market 
BBS (bulletin board system) which ultimately became 
the MTA email list, a fantastic resource where the best 
and the brightest got together to share ideas about mar-
ket analysis. During one of the MTA's reorganizations 
they decided that they no longer wanted to host the list 

Bitcoin — Daily — One Year 

Astonishing performance on the part 
of Bitcoin has the “fear of missing 
out” meme going strong. 
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ETF Portfolio Holdings 

and abruptly shut it down. I immediately moved to pro-
vide an alternative list, The Markets List, and ran it for 
ten years. At its peak it was a magnificent resource for 
technical traders and investors. After 10 years of admin-
istering it I tired of the task and passed it into the hands 
of others. Unfortunately the new operators mishandled it 
and it faded away. 
 
Enough pining for the way things were, I plan to create 
a new version of the Markets list, a community devoted 
to furthering technical analysis. The address will be 
markets@markettechnician.com. The topic will be tech-
nical analysis. The purpose will be the discussion of 
markets and the interchange of ideas. The focus will be 
on "how we do what we do, not what we do". The list 
will fully moderated. As we go along we will explore 
modern technology and apps and see what might fit. But 
the focus will always be first and foremost on commu-
nity. We are looking back in order to be able to step 
forward, no disaffection here, but about that razor... 

 

* You can read all of Paul Smith's letter here: http://
bit.ly/2CO35vr 

 

Appearances 

 
Online Traders Summit 
January 27, 2018, 1:00 Eastern 
How to Use Bollinger Bands to Best Capture Trading 
Opportunities 
http://bit.ly/2Fv7xB3 

 
TradersEXPO 
New York City, February 27, 2018 
The Practical Application of Bollinger Bands 
http://bit.ly/2j81QCu 

ETF Portfolios Symbol Date Purchase Current Dividends Return Rank

Selected Price Price

Style (# in 21)

Core Growth IUSG 4/24/2017 46.87 56.24 0.19 20.40% 6

Russell 1000 Growth IWF 2/10/2017 111.06 141.21 1.48 28.48% 9

Russell 1000 IWB 1/27/2017 126.69 154.67 2.44 24.01% 1

International (# in 24)

Austria EWO 1/20/2017 17.26 26.39 0.50 55.80% 1

Japan EWJ 12/12/2017 60.19 63.46 0.00 5.43% 2

Netherlands EWN 5/6/2017 28.91 32.84 0.53 15.46% 12

Sector (# in 27)

Technology XLK 11/10/2017 63.41 66.81 0.24 5.75% 6

Financials IXG 12/8/2017 73.55 73.55 0.65 0.89% 2

Consumer, Disc. XLY 12/1/2017 97.96 105.03 0.33 7.56% 1
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Portfolio Notes: There is still not much difference in performance for large or small stocks, while there is a slight 
tilt towards growth. With the Value Line Geometric Average at 582.89, the Value Line Plan is in the market with a 
Friday sell top of 569.61. There are no changes to the ETF portfolios this week. The mania is back in full force and 
our FAANG Index is soaring. There is only one chart out of 18 in our Market Timing chart pack that isn't strong, 
and it is merely neutral. All told the rally is still very well confirmed. Keep calm and carry on. 

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    277.92     10.55    42.0% 253.00 Hold

2 Russell 2000 IWM 11/02/15 118.21    158.16     4.28      37.4% 1/2

3 S&P MidCap MDY 04/18/16 267.64    357.20     18.91    40.5% 1/2

4 Finance XLF 10/08/16 19.75      29.23       0.52      50.6% 25.50 Hold

5 Russell 1000 (Equal) EQAL 12/05/16 26.81      32.17       0.54      22.0% 1/2

6 Healthcare ETF IYH 01/14/17 147.28    182.52     1.46      24.9% 160.00 Hold

7 Global Telecomm ETF IXP 01/14/17 60.09      60.42       2.06      4.0% 56.50 Add

8 S&P Small Cap IJR 03/17/17 69.35      79.56       0.72      15.8% 1/2

9 S&P 500 Growth IVW 03/17/17 131.81    159.90     1.22      22.2% 145.00 Hold

10 Royal Dutch A RDS.A 05/26/17 54.63      70.88       1.78      33.0% 58.00 Hold

11 Apple AAPL 10/23/17 156.25    177.09     0.63      13.7% 152.00 Add

Core Portfolio - International

1 Japan EWJ 12/14/12 44.99      63.46       1.81      45.1% Hold

2 World VEU 10/19/15 45.53      57.17       2.48      31.0% Hold

3 Int'l Property ETF WPS 05/26/17 37.43      40.61       1.22      11.8% Hold

Core Portfolio - Bounce

1 Telecomm IYZ 12/09/17 29.55      29.55       0.27      0.9% Buy

2 Telecomm VOX 12/09/17 91.02      91.02       1.09      1.2% Buy

Core Portfolio - Yield

1 Barclays High Yield JNK 02/20/09 29.17      36.86       22.53    103.6% Hold

2 iShares High Yield HYG 02/20/09 69.98      87.58       45.34    90.0% Hold

3 PS Finan. Preferred PGF 03/13/09 8.35        18.76       11.37    260.9% Hold

Core Portfolio - Speculation

1 VIX Inverse XIV 10/06/15 27.29      144.75     -       430.5% Hold

Cash

1 Doubleline Low DurationDBLSX 09/15/17 10.09      10.03       0.09      0.3% Hold

2 Vangaurd Short Term VCSH 09/15/17 79.79      79.26       0.63      0.1% Hold
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Here is a chart with the three tools I use 
to analyze Three Pushes to a High. 

Bitcoin — Daily — One Year 

Peter Brandt — Bitcoin — Daily — One Year 
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These four charts depict the long-term 
bull market for bonds in which rates fell 
from historic highs to historic lows. The 
left line marks the momentum peak, the 
right line marks the final yield low.   

5 Year Treasury Yield — Monthly 

1 Year Treasury Yield — Monthly 
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20 Year Treasury Yield — Monthly 

10 Year Treasury Yield — Monthly 

Missing data due to cur-
tailment of issuance. 


