
“I’ve seen melting ice caps with my own eyes and got 
very wet in the process, but it is pointless campaigning 
against climate change or to ‘save the Arctic’ without 
addressing the root cause behind it and virtually every 
other environmental issue we face: our unsustainable 
numbers on this planet. That is the real ‘inconvenient 
truth’.” Adrian Hayes, record-breaking polar explorer 
and adventurer 
 

The Current Market 
 
My biggest concern regarding the US stock market is 
that we are running out of time from a seasonal perspec-
tive. While the internal condition of the market remains 
strong—for example the NYSE advance – decline line 
made a new high last week—it is now the middle of 
August and the usual fall volatility is starting to loom. 
Every once in a while we run right through the fall and 
early winter without ill effect, just as every once in a 
while we overrun the four year, or Presidential cycle, 
leaving everyone looking for a low to buy that never 
materializes, but those occasions are rare. 
 
For me seasonal tendencies are primarily a background 
factor, a hint about the environment we are operating in. 
Normally at this time of the year fielding some defense 
is top of mind, but we see no real signs of technical de-
terioration. Momentum is flat, but signs of distribution 
or an excess of supply are just not evident yet. So I 
watch the numbers and with each down day I ask myself 
if this is the beginning of a correction or a slide into the 
fall lows. Then the advance-decline lines that we track 
make new highs suggesting more upside yet to come. 
 
Of course the complaint that I have had all along about 
this market is still true; I would really like to see more 
new 52-week highs. Other than that the stock market 
looks pretty good, lots of rotation with economically 
sensitive groups like transports coming to the fore. Rota-
tion in style is evident too, with large-cap stocks playing 
catch-up to their smaller brethren, but the emphasis re-
mains on growth which is what you’d expect in a market 
sporting high valuations where one has to justify owning 
stocks at least to some extent. Even the FAANG stocks 
have corrected their overbought condition somewhat. 
They are now trying to establish support after a correc-
tion, with the strongest influencers being Apple, AAPL, 
and Amazon, AMZN. 

 
One thing that bull markets can do is climb a wall of 
worry and there is lots to worry about: A loose cannon 
in the White House, trade tensions, high valuations, low 
unemployment, rising interest rates—the three-month 
Treasury bill is now trading comfortably over two per-
cent, looming elections, a potential bubble in FAANG, 
and so on. To be clear, our outlook for US stocks re-
mains constructive and we continue to look for higher 
prices. The real opportunities appear to be in mid-cap 
and smaller stocks with an emphasis on growth. On the 
group and sector front we favor the economically sensi-
tive groups that are not over extended. To be specific, 
small-cap growth is the apple of our eye, IJT, the small-
cap growth ETF is a good vehicle. 
 
We recommended a trial position in an emerging market 
ETF, VWO, via the August 4th hotline. The Turkish 
debacle triggered some additional selling in the sector 
and VWO is now working on a double bottom in Bol-
linger Band terms. The fund and the idea still look at-
tractive, but we are early. As this sector idea works out 
we’ll use the allocation we had reserved for gold for 
emerging markets and related ideas. 
 

Bollinger Bands 
 
I must admit that I am completely amazed by how ubiq-
uitous Bollinger Bands have become. The most curious 
part is that for all their popularity they haven’t ceased to 
work. My explanation is that they touch upon a first 
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principle of the market and cannot be arbitraged away 
without changing the market, investors and traders in a 
fundamental manner. Certain things like RSI that have 
been around for a long time also continue to work as 
they were designed to. RSI touches on a basic market 
mechanism, the relationship of up days to down days, 
that can’t be arbitraged away. That doesn’t mean that 
these things will always work exactly as they have in 
the past. Some adaptation may be required over time as 
markets morph, but it means that they will work in es-
sentially the same manner uncovering essentially the 
same information. 

 
What’s more interesting is the virtually continuous inno-
vation we see with Bollinger Bands. I recently saw a 
version of Bollinger Bands that created single-period 
limits derived from the percent change between the prior 
opens and closes. The method is to calculate the stand-
ard deviation of the changes and use it to create one, two 
and three standard deviation intervals above and below 
the current period’s open. Curious? Details here: http://
bit.ly/2vTsD8N This is a day trader’s idea that is some-
what akin to the ‘floor trader’s numbers’. 

The Volatility Index — VIX — One Year 
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At low, but not dangerous levels.  

Working on a breakout 
to new highs. 
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The NYSE advance-decline 
continues to lead stocks higher. 

h 

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

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

This is the one area in which I 
would really like to see improve-
ment, more new highs.  
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Turkey 
 
Turkey is in crisis, some of which is their making, some 
of which is being driven by global pressures ranging 
from a US pastor to a global trade war with China. Like 
many other crises before—think Greece, Argentina, 
etc—there is undoubtedly opportunity being created. 
The Turkish National 100, a leading index of Turkish 
stock prices, dropped 27% peak to trough with many 
individual Turkish stocks suffering far greater losses and 

the value of the Turkish lira has been halved recently 
after an even worse long-term decline. 
 
The natural impulse is to step up to take advantage of 
the bargains, but we need to exercise a little caution 
rather than plunging ahead. For one, Turkey has a reli-
giously oriented government; Mr. Erdogan, the presi-
dent, recently said “If they have dollars, we have our 
people, we have our right and we have Allah!” This 
clearly introduces a variety of uncertainty we are not 
accustomed to or are comfortable dealing with and that 
has long-term implications. In any case, we will wait for 

FTSE — Daily—One Year 
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This is a cautionary 
note. If it is a Spring, 
OK, if not it could be 
an early alert. Need to 
watch carefully. 

Now China wants to sit down and 
talk trade with the US. This is why. 
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a valid technical bottom to be established and only then 
consider making a commitment. When we think the 
corner has been turned we might consider a position in 
TUR, the Turkish single country ETF, as part of our 
emerging markets commitment. 
 

Foreign Exchange 
 
We were early in taking an initial position in Bitcoin 
and that has hurt. I didn’t anticipate that the market 
would have to go through a complete bear-market cycle 
including a capitulation phase, but there it is. Mr. Mar-
ket can always find a slice of humble pie to serve up. 
 
The crypto currency everyone knows about is called 
Bitcoin; it was the first and is still the best known. How-
ever there are many others. Some of the secondaries that 
I track are Bitcoin Cash, BCH; Ethereum, ETH; Lite-
coin, LTC; Monero, XMR; and Ripple, XRP; and there 
are many, many more. Rounding out the top ten by capi-
talization are Stellar, XLM; EOS, EOS; Cardano, ADA; 
and Tether, USDT. While Bitcoin has a market cap of 
just over $100 billion, the bottom decile of the top 100 
crypto currencies have an average market cap of just 
$55 million. https://coinmarketcap.com lists 1825 cryp-
tos, of which the bottom 400 have no known market 
cap. 

 
With many of the smaller cryptos off 95% or more from 
their highs it is high time to start combing through the 
wreckage for projects with long-term potential. While I 

am certain that some babies are being thrown out with 
the bath water, unfortunately this is exactly like comb-
ing through micro-cap stocks after a bear market look-
ing for survivors, a very hard task. (One example of the 
varied ways in which crypto projects are being put to 
use I stumbled across is one that aims to restructure the 
patent arena.) Do not go too far down the list; after the 
first couple of hundred I am guessing that the chances 
for survival drop off drastically. 
 
One should view this event as a full blown bear market 
with all of its consequences and implications, including 
the extinction of many securities. One important key to 
survival in my view is volume; you want to see enough 
volume to maintain activity and interest. Once volume 
dries up resuscitation is not likely to be easy. Some form 
of sponsorship is probably key to survival, if the backers 
vanish so does hope. One set of vectors that might prove 
interesting is exchange listing and volume, which can be 
easily seen on https://coinmarketcap.com 

 
It is still early to be thinking about this, we are just en-
tering the capitulation phase and there is more pain yet 
to come. Also the period that follows a bear and sets the 
stage for a recovery is likely to be long. That brings me 
to an idea I have been pondering. Richard D. Wyckoff 
started by chalking up prices in the Wall Street board-
rooms as a boy in the late 1800s and went on to become 
one of the most important technical analysts ever. Today 
some no longer think of his work as relevant, but in 
many cases he touched on first principles of the markets, 

Treasury Rates — One Year 

Short-term rates comforta-
bly over two percent. 
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Crude Oil Futures — CL — One Year 
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discovering enduring ideas that have not gone out of 
fashion. Things like Springs, Upthrusts, and The Creek 
are as vital today in the analysis of a trading range as 
they were 100 years ago. The most interesting aspect of 
the crypto markets today is that they are pretty much the 
same as the legacy markets of long ago right down to 
pool operators. The concepts of strong and weak hands, 
of accumulation and distribution, of supply and demand, 
of greed and fear are eternal, and the fact of market ma-
nipulation seems especially relevant in the relatively 
unregulated crypto markets which have a wild west, 
boom and bust character. If you want to trade these mar-

kets do have a look at Wyckoff’s original course, an 
online version of which can be found here: https://
archive.org/details/WyckoffMethodOfTapeReading. It 
would be a very worthwhile investment of your time. 

 
One of the key factors in the crypto market over the last 
month has been a flight to quality. The secondaries have 
been sold off nearly relentlessly to the benefit of the 
original crypto currency, Bitcoin. The alts, as secondar-
ies are called in the crypto world, are usually priced two 
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Big Oil Stock Index — XOI — One Year 

New high for crude, but 
not for the stocks leads to 
a decline for both. The 
sector should be a source 
of funds for other more 
productive investments. 

Ugly. 
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ways, in dollars as traditional investors might expect, 
and in terms of Bitcoin, as crypto investors prefer. In-
deed, it seems like most of the trading in the alts is in 
terms of Bitcoin, so in most cases to sell an alt is to buy 
Bitcoin. That means that the continuing declines that we 
have seen in the alts actually support Bitcoin, In my 
opinion, that’s why Bitcoin has been able to hold just 
above its immediately prior lows, while the alts have 
plunged to new lows. (We have seen this same mecha-
nism, albeit to a lesser extent, in the stock market at 
certain times.) 
 

Formula Plans 
 
If you have been reading this letter for some years you 
know that I am a fan of the “formula plans” created in 
the post-WWII era. The most popular plans involved 
some form of dollar cost averaging; contribute n$ a 
month and each month buy however many shares of 
XYZ the contribution allows. That meant you bought 
fewer shares after price rises and more shares after de-
clines, hence the averaging part of the moniker. There 
were many variations on dollar cost averaging in use as 

 

Gold Stock Fund — GDX — One Year 
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Gold Futures — GC — One Year 
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Once again gold 
disappoints. 
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Commodity Prices — DBC — One Year 

well as other popular automatic strategies. Some ap-
proaches were even adopted by institutional investors 
like endowments. Garfield Dew documents a bit of the 
era in: “New Methods for Profit in the Stock Market 
with a critical Analysis of Established Systems”, 1954. 
 
I recently uncovered an interesting formula plan story. It 
seems that the formula plans worked very well for a 
long time, but they met their doom in the 1973/’74 bear 
market. From what I can gather, many plan adherents 
saw substantial destruction of portfolio value, some with 
the gains of decades being erased in months. One of the 
losers was an investor named Ray Lichello; he was a 
biographer by profession. His response to the debacle 
was to stick his nose to the grindstone and create an 
improved formula plan, an approach he called AIM, 
Automatic Investment Machine, dropping any reference 
to formula plans. The idea was simple, put half your 
money in the market and use filters to time buys and 
sells, buying into weakness and selling into strength 
with a couple of allocation helper rules. The basic ap-
proach worked well enough, but it had a fatal flaw; in a 
protracted rally it raised too much cash, way too much 
in a real bull run. I fear that he learned the lessons that 
were taught him in the crucible of the ‘73/’74 bear mar-
ket too well. An excess of caution and risk avoidance 
was an effect of the great Depression, and the early ‘70s 
bear market was no different in impact. (In part it was 
mutual fund losses in the ‘70s bear market that pushed 
my mother to seek my help with her retirement funds 
and got me started on a career in finance.) 
 
If you take AIM and strip back all the cruft what you are 

left with is a first principles idea, Shannon’s Demon. 
Claude Shannon, the father of information theory, pro-
posed in a lecture at MIT that if you took a sufficiently 
volatile security, and continuously rebalanced a portfo-
lio consisting of 50% cash and 50% security, you would 
receive the investing equivalent of a free lunch. He 
averred that it wasn’t doable due to trading costs, which 
was true at the time, but it is currently quite doable with 
today’s low commissions, narrow spreads and capacious 
liquidity. I became very interested in Shannon’s Demon, 
and a variation of it using Bollinger Bands, and have 
traded it with volatility derivatives and crypto curren-
cies. 
 
I have always wondered why the formula plans faded 
from the stage. The ‘73/’74 debacle certainly played a 
role, but so did their promulgators’ excess of hyperbole. 
Ray Lichello’s book, “How to Make $1,000,000 in the 
Stock Market Automatically” (I have the fourth edition) 
presents some very interesting ideas but overall is main-
ly a bombastic sales pitch from one end to the other that 
mostly presents supportive data. It can be an infuriating 
read, you have to plow through mounds of fluff to get to 
the core ideas, but at least there are core ideas, and im-
portant ones at that. The only thing I can think of that is 
worse are those misleading headlines that Motley Fool 
prints that lead to page after page of required reading to 
get to the core idea. I understand the mechanism; make 
the reader feel that they have invested so much time that 
they can’t turn back, all the while peddling like mad 
whatever it is that can’t stand the light of day before the 
final reveal. I recall a headline of theirs that touted a 
fantastic growth stock that ‘everyone in Silicon used’. 

We continue to search for 
a commodity indicator 
that is not as overweighed 
in energy as DBC. 
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The company? Wait for it. Drum roll. Oh by the way 
why not subscribe? A lot more cruft. About us. And still 
more cruft… The company, ta da!, Oh, and by the by, 
we are really good folks. And the stock is (drum roll) 
Linkedin... Reprehensible marketing. The true reveal is 
that Motley Fool thinks it’s readers are fools. (After 
things didn’t go so well for Linkedin Microsoft stepped 
in and bought the whole company for less than the Mot-
ley Fool recommended price.) 
 

Gold and Energy 
 
I have this sinking feeling that I can’t shake regarding 
petroleum and the poor performance of the stocks rein-
forces it. I think that the traditional energy sectors, the 
drillers, producers and the like should be sources of 
funds. There are some logical plays in the sector, but 
those need to be treated as special situations, not as en-
ergy plays. For example, some of the majors like BP can 
be useful sources of dividend income and a bit of diver-
sification, but I think that the classic sector as we know 
it is history. There will continue to be lots of energy 
plays, but they will primarily be those that are assem-
bling futures not living in legacy economy. For exam-
ple, isn’t Tesla, TSLA, really just a battery factory play? 
 
The gold stocks have broken support and we see no rea-
son to maintain our commitment to gold in the face of 
lower stock prices. We’ll wait for a bottom to form be-
fore we revisit this sector, but we may be done with gold 
as a hedge vehicle. This failure in the face of burgeoning 
inflation and international tensions once again highlights 
that gold no longer serves well in its traditional role as a 
portfolio hedge vehicle. The cost of this insurance is 
simply too high and the protection too erratic. 
 
I do think that there is some linkage between these two 
sectors, which is why I have bundled them together, but 
I am not exactly sure what it is; perhaps something 
about yesterday. 
 

View from the Beach 
 
I continue to be amazed by the absolute refusal of most 
environmentalists to discuss the 300 pound gorilla sit-
ting in the corner nomming their lunch--population. To 
the extent that global warming is being caused by man-
kind, it is first, foremost and always a result of popula-
tion growth. Global population has tripled in my life-
time; to put it another way there are more than three 
people alive today for every person alive when I was 
born. It is not rational to have a discussion about carbon 
dioxide production without asking about the real genera-
tor of the production, which no matter how you try to 
weasel out of it, is people. To put it succinctly, if you 
are serious about doing something to improve the envi-
ronment, then you have to be serious about reducing 
population. Of course no one wants to talk about that, 
but there it is... So next time someone asks you what 
you are doing to stop global warming, ask them what 
they are doing to reduce and reverse population growth. 
 

Speaking Engagements 
 
Keynote video from Chicago TradersEXPO 
How to Become a Market Technician 
https://www.moneyshow.com/
video/1caf12448329474c9beb0e162b37ecc51/what-are-
bollinger-bands/?scode=045118 

 
Interview from Chicago TradersEXPO 
Bollinger Bands and Systematic Investing 
https://www.youtube.com/watch?v=knOoxxCX3_s 

 
IFTA Annual Conference 
October 26-28, 2018 
Kuala Lampur, Malaysia 
https://kl2018.ifta-conferences.org/ 
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Bitcoin — Daily — One Year 

Bitcoin resting on very important 
support while the alts crater. 

ETF Portfolios 

Portfolio Notes: Ending the gold allocation in favor of 
US stocks and with it we are also going to let go of the 
Bitcoin position to revisit at a later day. The new alloca-
tions are 60% US stocks, 10% International stocks, 10% 
Yield, and 20 % cash. More aggressive accounts should 
tilt towards 70% US Stocks, 10% Cash. Recommending 
an initial trial commitment to emerging markets via 
VWO, an emerging market ETF. We are selling our 
Royal Dutch position and replacing it with IJT, a small-
cap growth ETF. Several of the mental stops have been 

raised. We remain constructive on the US equity mar-
kets with our eyes open looking for trouble. However, 
the technical condition of the market is solid with no 
real signs of worry on the horizon. Negative factors are 
a paucity of new 52-week highs, steadily rising interest 
rates and the downturn in the FTSE 100. A big plus is 
the rotation up though the sector structure of the heavily 
economically sensitive transportation sector. Be sure to 
have a good long look at our new sector table, there is a 
lot of good info there. 

Portfolio Notes 

ETF Portfolios Symbol Date Purchase Current Dividends Return Rank

Selected Price Price

Style (# in 21)

Small Cap Growth IJT 5/18/2018 186.25 202.19 0.00 8.56% 1

Russell 1000 Growth IWF 2/10/2017 111.06 150.78 1.88 37.46% 8

Large Cap Growth IVW 7/27/2108 167.83 171.36 0.00 2.10% 6

International (# in 24)

France EWQ 6/15/2018 30.27 30.27 0.00 0.00% 8

Switzerland EWL 8/3/2018 34.42 34.00 0.00 -1.21% 2

Australia EWA 7/6/2018 23.12 23.00 0.00 -0.50% 1

Sector (# in 27)

Technology XLK 11/10/2017 63.41 73.15 0.71 16.49% 9

Software PSJ 5/11/2018 74.86 81.54 0.00 8.93% 8

Consumer, Disc. XLY 12/1/2017 97.96 112.51 0.94 15.81% 7
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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      285.06      12.90    46.6% 264.00 Hold

2 Russell 2000 IWM 11/02/15 118.21      168.35      4.64      46.3% 159.00 1/2

3 S&P MidCap MDY 04/18/16 267.64      366.22      20.78    44.6% 349.00 1/2

4 Russell 1000 (Equal) EQAL 12/05/16 26.81        32.80        0.61      24.6% 31.00 Add

5 Healthcare ETF IYH 01/14/17 147.28      194.41      1.96      33.3% 183.00 Hold

6 S&P Small Cap IJR 03/17/17 69.35        88.19        0.95      28.5% 80.00 Add

7 S&P 500 Growth IVW 03/17/17 131.81      171.36      1.68      31.3% 157.00 Hold

8 Royal Dutch A RDS.A 05/26/17 54.63        63.19        3.69      22.4% Sell

9 Basic Materials XLB 02/17/18 60.10        58.43        0.51      -1.9% 56.00 Hold

10 Telecomm VOX 12/09/17 86.39        86.06        1.87      1.8% 82.00 Hold

11 General Electic GE 06/24/18 12.90        12.30        -       -4.6% Hold

12 Small Cap Growth ETF IJT 08/17/18 202.19      202.19      -       0.0% 186.00 Buy

Core Portfolio - International

1 Japan EWJ 12/14/12 44.99        57.19        1.81      31.2% Hold

2 World VEU 10/19/15 45.53        51.24        2.64      18.3% Hold

3 Int'l Property ETF WPS 05/26/17 37.43        37.57        1.43      4.2% Hold

4 Germany EWG 02/17/18 33.02        29.42        -       -10.9% Hold

5 Emerging Markets EEM 07/14/18 43.48        42.21        -       -2.9% Marker

6 Emerging Markets VWO 08/04/18 43.01        41.34        -       -3.9% Trial 

Core Portfolio - Dividend

1 General Mills GIS 05/11/18 42.58        47.21        0.49      12.0% Buy

2 IBM IBM 05/11/18 144.63      146.06      1.57      2.1% Buy

3 Sanofi-Aventis SNY 05/11/18 38.58        42.04        -       9.0% Buy

4 UBS UBS 05/11/18 16.31        15.47        -       -5.1% Buy

5 Verizon VZ 05/11/18 48.59        54.79        0.59      14.0% Buy

Core Portfolio - Yield

1 Barclays High Yield JNK 02/20/09 29.17        35.86        23.64    104.0% Hold

2 iShares High Yield HYG 02/20/09 69.98        86.04        47.89    91.4% Hold

3 PS Finan. Preferred PGF 03/13/09 8.35          18.43        13.31    280.1% Hold

Cash

1 Doubleline Low DurationDBLSX 09/15/17 10.09        9.96          0.22      0.9% Hold

2 Vanguard Short Term VCSH 09/15/17 79.79        78.36        1.56      0.2% Hold
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Sector Grid 

 FAANG — One Year 

Created with AmiBroker - advanced charting and technical analysis sof tware. http://www.amibroker.com
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 6,500~FAANG - Daily 8/17/2018 Open 5218.59, Hi 5285.29, Lo 5131.1, Close 5196.18 (-1.1%) BBTop(Close,20,2) = 5,769.83, BBMid(Close,20,2) = 5,473.87, BBBot(Close,20,2) = 5,177.92

 5,196.18 

 5,177.92 

 5,473.87 

 5,769.83 

  0.0

  0.5

  1.0

~FAANG - %b = 0.03

 0.0308462 

    5

   10

   15

   20

   25

   30
~FAANG - BandWidth = 10.81

 10.8134 

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


