
“To act on the belief that we possess the knowledge and 
the power which enable us to shape the processes of 
society entirely to our liking, knowledge which in fact 
we do not possess, is likely to make us do much harm.” 
Friedrich August von Hayek 
 

Seasonal Patterns and... 
 
There are several intermediate- to long-term seasonal 
patterns in stock-market prices that seem to persist over 
time. They aren’t precise in timing or magnitude and 
they aren’t regular in shape, all of which frustrates the 
heck out of the cycles crowd, but they are persistent and 
I think useful. The ones I tend to focus on and use as 
background information are the annual seasonal pattern 
and the four-year pattern. 
 
The annual seasonal pattern emerges from a low late in 
the year and trends up through the best time of the year 
to own stocks, the last bit of the old year and the first six 
months of the new year, say November/December 
through June/July. When I started in this business the 
typical pattern was for a low in September followed by a 
rally into the early summer of the next year, a few 
months of the doldrums and then a decline into the fall 
lows. That is still pretty much the case except that over 
the last couple of decades the pattern has been steadily 
moved later into the year, so that now the peak occurs in 
the late summer or early fall and the lows have appeared 
as late as December. This seasonal pattern is thought to 
be driven by fiscal and tax forces, specifically year-end 
selling to establish capital gains and capture losses, the 
need to raise money to pay taxes, or make contributions 
to retirement plans, and so on. In addition, the corporate 
fiscal calendar is thought to be an important factor. No 
one really knows the specifics, but the pattern repeats 
itself irregularly in most years. It is even embedded in 
stock-market lore via the old saying “Sell in May and go 
away”, which in today's markets should be more like 
“Sell in July/August/September and take a short vaca-
tion”. 
 
The four-year pattern, which is often known as the Pres-
idential cycle, consists of three years of positive market 
action, followed by a meaningful decline, which leads to 
a low and the next four-year cycle. It is widely thought 
to be driven by politics, specifically the national election 
cycle. As the prospect of an election draws nearer the 

incumbent party does everything it can to spiff up the 
economy, printing money, deficit spending, pumping up 
popular programs, touting results and so on, all of which 
results in higher stock prices. After the stimulus sags in 
the period after the inauguration, the market usually 
produces sub-par returns for about six quarters or so —
Trump was an exception—and then it starts to improve 
as the mid-terms loom and stimulation picks up and 
does really well right up into the next election. I have 
seen some discussion about the run-up to the mid-term 
elections being a sort of focal point or fulcrum for the 
cycle, which seems like a useful thought experiment. 
 
There are other seasonal patterns of interest that can add 
value. From short to long: The hours of the day, the days 
of the week, and the turn of month. Another interesting 
pattern is the alteration of the trading sessions and peri-
ods when the market is closed. It seems that the price 
formation mechanism isn’t aware of exchange hours, so 
it keeps on working around the clock. For many years 
the bulk of gains occurred overnight resulting in positive 
opening gaps. 
 
So far we are on track with the annual pattern and the 
four-year pattern, both of which are factors in our broad-
market analysis at present. The bottom line that this is a 
rich vein for mining stock-market timing help, but help 
is all it is. I consider it to be background or environmen-
tal information that can add support to primary analysis. 
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… Corrections 
 
“Corrections” are really what the annual and four year 
patterns are about; they provide the shape and focus of 
the patterns. From an analytical perspective such pat-
terns are easiest to identify and focus on via their lows, 
as the lows are the sharpest and most clearly defined 
features of the patterns. (Almost all cycles work is done 
low to low to low...) 
 
Corrections are counter moves against the main trend 

that relieve short-term excesses, over-bought or over-
sold conditions in the parlance. I like to think that they 
occur when the market has gone “too far, too fast”. Cor-
rections assume a certain continuity of trend, whereas 
bear markets are trends in and of themselves. We usual-
ly talk about corrections as being pullbacks in bull mar-
kets; in bear markets the term for corrections is often 
relief rallies. Corrections used to be relatively mild man-
nered affairs, but today they are violent. I suspect this is 
due to high levels of derivatives trading, S&P and VIX 
futures, leveraged ETFs and the like. 
 

The Volatility Index — VIX — One Year 

Value Line Arithmetic — One Year 
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Looking for another surge to 
complete a bottom. 

 5800

 6000

 6200

 6400

 6600

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

Courtesy of Bollinger Capital

  www.BollingerBands.com
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double top. 
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A small divergence and it was 
correction time. 

 

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

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

All along the lack of new 
highs bothered me. 
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Though every bear market starts out as a correction, not 
every correction turns into a bear market; the differenti-
ation is a matter of time and scale. Here is where the 
distinction gets tough. For a short-term trader a correc-
tion may seem like a raging bear market while for a long
-term investor the same correction is barely a blip on the 
radar screen. Since I am an intermediate-term trader/
investor that strives for trades that run for months or 
longer, corrections are declines that run seven-to-ten 
percent and run weeks to several months. Longer-term 
declines of greater magnitudes are bear markets, while 

shorter-term pullbacks are just blips. Ian McAvity, a 
bear by heart, often said that the transition to a bear mar-
ket occurs when “buy the dips” becomes “sell the blips”. 
 
On the next page is a table a table from a recent Weekly 
Update that presented the down side targets for four-, 
seven- and ten-percent corrections for some of the im-
portant indices from their most recent peaks. I have add-
ed two peak to trough rows to update it. 
 

FTSE — Daily—One Year 

DAX — Daily — One Year 
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Interest rates 
 
The bear market in bonds continues unabated with 
Treasuries of all maturities making new highs in yield 
and new lows in price. We believe that we are in a long-
term bear market 
for bonds that 
will last many 
years and that as 
a consequence 
bonds that are 
interest-rate sen-
sitive are unat-
tractive. Yes, 
there are some 
fixed income 
vehicles that are 
not sensitive to 
interest rates. 
CDs, some floating rate notes and some structured prod-
ucts for example, but the vast majority of notes and 
bonds are interest-rate sensitive and will suffer. Some 
are very sensitive to changes in rates, such as long-term 
zero coupon bonds. Unfortunately these are often used 
in target funds, so there may be some unpleasant sur-
prises in store in that sector. The standard measure of 
rate sensitivity is call duration; the larger the number the 
more sensitive. I’d stay away from bonds with a dura-
tion of greater than two or three. 
 
There are a very interesting pair of anomalies that de-
serve consideration here. The yields of short-term cor-

porate paper are in some cases trading lower than Treas-
ury paper of the same maturity. In addition, the corpo-
rate curve is quite a bit steeper; longer rates are progres-
sively higher when compared to the Treasury curve. The 
relationship between debt of various maturities is called 
the yield curve. In normal times it is positively sloped 

with longer ma-
turities having 
higher yields and 
the corporate 
curve trading 
above the Treas-
ury curve. I see 
one aspect of the 
steeper corporate 
curve as an uncer-
tainty premium; 
another is that it 
is an inflation 

forecast. Let’s take the two parts separately. 
 
Short-term corporate rates at or slightly below the 
Treasury rates of similar maturity suggests to me that 
the Treasury rates are at or near equilibrium. The idea is 
that the Federal Reserve Board and the Treasury set 
short-term rates, while the market sets corporate rates. 
Of course the Treasury has an influence on corporates as 
well, but short-term corporate paper is as close to a mar-
ket-set rate as we get these days. So when Treasury rates 
catch up to or even surpass corporate rates, especially in 
a strong economy where corporate demand for credit is 
strong, it seems to me that Treasury rates are at or may 

Treasury Rates — One Year 

The bull market for interest 
rates continues. 

 
 S&P 500 S&P 600 DOW NYA COMP 

Peak    2,939.86     1,099.45     26,951.81     13,261.77     8,107.38  

-4%    2,822.27     1,055.47     25,873.74     12,731.30     7,783.08  

-7%    2,734.07     1,022.49     25,065.18     12,333.45     7,539.86  

-10%    2,645.87        989.51     24,256.63     11,935.59     7,296.64  

Current     2,885.57     1,020.67     26,447.05     12,991.95     7,788.45  

Correct -1.8% -7.2% -1.9% -2.0% -3.9% 

Trough    2,710.51        956.02     24,899.77     12,299.05     7,274.04  

Correct -7.8% -13.0% -7.6% -7.3% -10.3% 
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Crude Oil Futures — CL — One Year 

 

have exceeded supply/demand equilibrium. I think that 
is now the case, which suggests that the Fed should be 
stepping back from rate increases. 
 
The longer-term portion of the corporate yield curve, 
which is much steeper than the Treasury curve is anoth-
er story altogether. I think that is primarily an inflation 
forecast, but there is a part of it that must be attributed to 
uncertainty, especially in the light of the uncertainties 
over trade policy. This is a relationship that demands 
more study in coming years. 
 

Currencies / Forex 
 
Gradually Bitcoin and its kindred crypto currencies are 
fading from the headlines. Blockchain, the underlying 
enabling technology, is still getting some buzz, but the 
cryptos are slipping from the market’s mind. For the 
crypto currency bulls that is a good thing. Bitcoin 
peaked in December of 2017, so we are roughly 10 
months into a bear market that has cut the price of 
Bitcoin by two-thirds. The low was established in June 
and we are three plus months into a consolidation that 
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Big Oil Stock Index — XOI — One Year 
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These charts smack of 
distribution. 
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has featured steadily decreasing volatility, which is ex-
actly what we would expect to see if a bear market were 
ending. What we would expect to see next are some 
signs that Bitcoin is under accumulation. Then we’d 
start to look for some constructive price action. We 
aren’t there yet, but the stage for a potential bull run is 
being set. I council patience. (The Wyckoff accumula-
tion model should be of help here. Here is Hank Pru-
den's take on that. https://bit.ly/2NK5n3q) 
 
In an intermediate-term sense the dollar as measured by 
the Fed’s trade-weighted dollar index is in the midst of a 

four-year trading range. With the Dollar Index at 95.77 
as of this writing, the range is roughly 88 to 104. In a 
longer-term sense we are in the midst of a much larger 
trading range, call it 70 to 120. One of the traders I 
worked with when I came into the business, a woman by 
the name of Holly, called such a situation “giant side-
ways” and so it is. Frankly, unlike the bond market, 
which we expect will have large impacts on stocks go-
ing forward, we aren’t expecting much of anything from 
the dollar in terms of larger impacts in the immediate 
future. All that is actually quite puzzling in light of the 
trade conflicts we are seeing. I do note that the Chinese 

 

Gold Futures — GC — One Year 

Silver Futures — SI — One Year 
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I think that we are moving 
into an accumulation phase.  
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Little in the way of 
solace from gold. 
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Commodity Prices — DBC — One Year 

were recently warned about competitive devaluations 
and those thoughts can’t be far from the minds of some 
of our other trading partners. So forex could develop as 
an issue, but for now I just don’t think it is much of a 
factor for US stocks, or, for that matter, international 
stocks. 
 

Energy 
 
I know that I have said this before, but it should be reit-
erated. In the light of the current rally in the price of oil 
and the oil stocks, which may have just ended, I view 
the traditional energy sector as a source of funds. That 
excludes things like dividend plays in major oil, the roy-
alty trusts, partnerships and the like. Evidence of this is 
the re-invigoration of the oil patch in light of higher 
prices for crude which will quickly bring on supply put-
ting pressure on prices. Then of course there is the long-
er-term push to move away from carbon-based energy 
which is gathering steam rapidly. The bottom line is that 
this ain’t your father’s energy sector anymore. My wife 
heard an interview with BP’s CEO in which he said that 
big oil companies know that oil is a thing of the past and 
are trying to morph into energy companies. We shall 
see... 
 

The Current Market 
 
I told an old friend with deep experience in money man-
agement that I was expecting a correction and had raised 
30% cash in anticipation. He commented with tongue 
firmly in cheek, “That’s a career decision.” And so it is, 
but the decision runs deeper than 30% cash, much deep-

er. It starts with the idea that active management can add 
value, that the markets are efficient only in the sense 
that they impound data quickly, that defense can be as 
important as offense, that there is no free lunch, that the 
benefits of diversification are elusive—especially when 
you need them the most, that emotions rule everything, 
that investing is hard work and not some mystical pro-
cess that you can participate in passively and reap rich 
rewards… I could go on, but I think that the point is 
clear. Raising 30% cash is a career decision only in the 
sense that you have to decide on a career in which it is 
possible to raise 30% or more when your analysis says 
that it is prudent to do so. 
 

Bollinger Bands 
 
We’ve talked about the lead up to the current correction. 
As the evidence increased that a fall correction was ac-
tually in the cards we moved slowly from a situation in 
which we thought the usual fall debacle might be by-
passed to a forecast for a correction. Now, with the cor-
rection underway our focus is on building a shopping 
list for a subsequent buyable low. What we haven’t dis-
cussed much is the Bollinger Band Squeeze in the S&P 
500 out of which the correction emerged. 
 
A Squeeze is a narrowing of the Bollinger Bands and a 
forecast for increased volatility, but how narrow is nar-
row enough? We tried various levels, 5% and so on, all 
of which proved unreliable, then we tried time, which 
worked like a charm. Today we define a Squeeze as the 
lowest value of BandWidth in the past 125 periods. It 
turns out that 125 is a very robust number, so anything 
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Energy drags the com-
modity index down. 
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between 100 and 150 will do. One thing that doesn’t 
help is length; a Squeeze that persists for a long period 
is not any better than one that exists for only a single 
period. In fact what I prefer is a short one—Squeeze and 
go. We have found that the absolute value of the 
Squeeze isn’t important: Two-year low, all-time low, ho 
hum. 125-period low, well, that is a Squeeze. 
For the S&P the current Squeeze lasted a bit more than a 
month during which the technical condition of the mar-
ket deteriorated as we have documented. I am always 
asked how to tell which way the breakout will occur, in 
this case it was easy; the deteriorating internals clearly 
pointed the way. 
 
A squeeze can be said to have four phases. For a classic 
resolution they look like this: 
1. Squeeze 
2. Breakout and volatility expansion 
3. Trending market with flat volatility 
4. Volatility decline and end of trend 
 
A Squeeze that involves a Head Fake adds a minor 
phase: 
1. Squeeze 
2a. Initial breakout and reversal 
2b. Breakout and volatility expansion 
3. Trending market with flat volatility 
4. Volatility decline and end of trend 
 
For the S&P 500 we are in phase 2 (no Head fake). A lot 
of people are trying to call a bottom here; we plan to be 
patient and wait for a bottom to actually form and com-
plete. I note that a couple of pundits have turned bearish 
in a very public way. Clearly they are hoping for fame 
from calling the next big debacle. We see all that as a 
positive development from a contrarian perspective. It is 
really important to remember that being successful in 
the market means paying attention to what the markets 
are actually doing. For the record, I am not bearish or 
bullish. At the moment the evidence suggests a correc-

tion within the context of a bull market so that's my 
opinion. 
 

View from the Beach 
 
With the stock-market correction in full swing, Donald 
Trump, a veteran stock-market cheerleader, has been 
excoriating the Federal Reserve Board’s policy making. 
If this kind of heat gets the Fed to step back a bit and 
lets the markets do their thing, then I am all for it. We 
supposedly live in a free-market economy, but we have 
seen precious little in the way of free-market policies 
lately. It’s tariff this, quota that, intervene in the other... 
It is true that in America there seems to be less of that 
sort of thing than in the rest of the world, but even here 
the trend towards more government control and inter-
vention is clear, but it is the global trend toward more 
government control of everything that really worries me. 
It ossifies the system, muddies or obscures economic 
and market signals, creates distortion of all kinds and 
dislocations across the board. I know that in the com-
munist-, socialist-, authoritarian-world that we are 
emerging into laissez faire has become a dirty phrase, 
yet to me it remains a lofty goal to be sought after. I 
visited a friend last Saturday afternoon and found him 
sitting on his patio sipping a Fat Tire Belgium White 
and reading Friedrich August von Hayek’s “The Road to 
Serfdom”. If you haven’t read it, let me encourage you 
to do so; it is a remarkably good antidote for today’s 
group think and global-big-government mania. (Did you 
know that von Hayek received the Presidential Medal of 
Freedom in 1991 from President George H. W. Bush?) 
 

Speaking Engagements 
 
IFTA Annual Conference 
October 26-28, 2018 
Kuala Lampur, Malaysia 
https://kl2018.ifta-conferences.org/ 
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The Dollar Index — Daily — One Year 
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Dead in the middle of a six-month, 
six-year and 20-year trading range... 

ETF Portfolios 

Portfolio Notes: The Value Line Plan exited the market 
last Friday as the correction started. It remains out of the 
market with a Friday buy stop of 550.28 for the Geo-
metric Average. As you might expect the recent decline 
first closed out all open Ice Breaker positions and the 
decline has now opened new ones: DIA, 2; QQQ, 2; 
SPY, 2; IJR, 3; and MDY, 2. These entries may prove to 
be early, we shall have to wait and see. There is one 
change to the International ETF portfolio this week, sell 
EWA and buy EWZ. That is a switch from Australia to 
Brazil. I had thought that in this decline there would not 
be a positively ranked ETF to switch into, but in fact 

there were two, Brazil and Russia. Apparently diversifi-
cation has not been completely destroyed. 
 
Our Core Portfolio was entirely stopped out with the 
exception of IYH, a healthcare ETF that is seen as a 
defensive position. Details on the portfolio page. We 
will start rebuilding once there is a sustainable bottom in 
place. 
 
There have been a lot of minor changes to our Market 
Timing Chart Pack, mostly to improve readability. You 
can see the correction writ large there. 

Portfolio Notes 

ETF Portfolios Symbol Date Purchase Current Dividends Return Rank

Selected Price Price

Style (# in 21)

S&P 500 IVV 9/21/2018 293.09 278.03 1.27 -4.71% 4

Russell 1000 Growth IWF 2/10/2017 111.06 146.17 2.32 33.70% 3

Large Cap Growth IVW 7/27/2108 167.83 166.74 0.47 -0.37% 1

International (# in 24)

France EWQ 6/15/2018 31.68 29.19 0.00 -7.85% 11

Switzerland EWL 8/3/2018 34.42 32.50 0.00 -5.56% 10

Brazil EWZ 10/12/2018 38.61 38.61 0.00 0.00% 1

Sector (# in 27)

Technology XLK 11/10/2017 63.41 70.83 0.97 13.23% 4

Software PSJ 5/11/2018 74.86 77.70 0.00 3.80% 9

Consumer, Disc. XLY 12/1/2017 97.96 108.48 1.29 12.05% 10
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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      275.95      14.22    42.8% 276.00 Stopped

2 Russell 2000 IWM 11/02/15 118.21      153.60      5.09      34.2% 163.00 Stopped

3 S&P MidCap MDY 04/18/16 267.64      340.23      21.83    35.3% 355.00 Stopped

4 Russell 1000 (Equal) EQAL 12/05/16 26.81        31.22        0.75      19.3% 32.00 Stopped

5 Healthcare ETF IYH 01/14/17 147.28      193.72      2.47      33.2% 190.00 Hold

6 S&P Small Cap IJR 03/17/17 69.35        79.30        1.24      16.1% 84.50 Stopped

7 S&P 500 Growth IVW 03/17/17 131.81      166.74      2.15      28.1% 165.00 Stopped

8 Small Cap Growth ETF IJT 08/17/18 201.20      181.22      0.30      -9.8% 191.00 Stopped

Core Portfolio - International

1 Japan EWJ 12/14/12 44.99        56.73        1.81      30.1% Hold

2 World VEU 10/19/15 45.53        48.94        2.91      13.9% Hold

3 Int'l Property ETF WPS 05/26/17 37.43        34.98        1.70      -2.0% Hold

4 Emerging Markets EEM 07/14/18 43.48        40.29        -       -7.3% Marker

5 Emerging Markets VWO 08/04/18 43.01        38.72        0.48      -8.9% Trial 

Core Portfolio - Dividend

1 General Mills GIS 05/11/18 42.58        43.10        0.98      3.5% Hold

2 IBM IBM 05/11/18 144.63      140.85      1.57      -1.5% Hold

3 Sanofi-Aventis SNY 05/11/18 38.58        42.89        -       11.2% Hold

4 Verizon VZ 05/11/18 48.59        53.73        1.19      13.0% Hold

Core Portfolio - Yield

1 Barclays High Yield JNK 02/20/09 29.17        35.50        23.98    103.9% Hold

2 iShares High Yield HYG 02/20/09 69.98        85.15        48.34    90.8% Hold

3 PS Finan. Preferred PGF 03/13/09 8.35          17.76        13.39    273.1% Hold

Cash

1 Doubleline Low DurationDBLSX 09/15/17 10.09        9.94          0.27      1.2% Hold

2 Vanguard Short Term VCSH 09/15/17 79.79        77.84        1.91      0.0% Hold
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Sector Grid 

 FAANG — One Year 

Is that a Wyckoff Spring? 

Defense to the fore. 
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Wyckoff 

Bitcoin— One Year 
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Compare this chart to 
the accumulation 
schematic below.  

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



Page 14 

John Bollinger’s Bollinger Bands Letter 

 

 

Copyright 2018 John Bollinger’s Bollinger Bands Letter 

 

Russell 200 Advance—Decline Line — One Year 

 High Low Index — One Year 

Severely oversold. 

A LOT of damage 
done here. 


