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This Week 

Probability Versus Risk 

Most people think the terms "probability" and "risk" are synonymous. Many articles on the 

internet use the words interchangeably. The terms are related but significantly different.  

PROBABILITY is the chance of something happening. RISK has two parts: one is the chance 

of something happening; the other is what it will cost if it does (or doesn't) happen. 

When you get into your car and drive to the store, the probability of getting into a serious 

accident is quite small, less than 1 in 1,000. However, if you do get into a serious accident, 

the risk is that you could lose a limb, your vision, or even your life. Even though the odds of 

having a major accident are very small, the risks are so high that states throughout the US 

have passed laws that require measures — liability insurance, seat belts, and air bags — in 

order to mitigate the risks associated with serious automotive collisions. 

Chances of Predicting Directional Movement 

When you buy shares of some security, your hopes are that it will go to the moon, although 

there is also the chance that it will go to zero. Unless you are clairvoyant, you cannot know 

what will happen.  

The initial probabilities when you buy a security are basically 50:50. There's a 50% chance 

it will go up and a 50% chance it will go down. By doing some research about the company 

and what the stock has done lately, you may be able to shift the probabilities a few points. 

But don't ever assume you're going to move them much more than a few percent in your 

favor.  

55:45 is about as good as it ever gets. When somebody tries to sell you a system that is 

right 70% or 80% of the time, they are lying. Think about it. If they had a system that was 

right even 60% of the time, they'd be making money trading it rather than trying to sell it 

to you. 

There is only so much you can do about probabilities in the market. And don't ever forget 

that even if there is a 60% chance a stock will go up, there is still a 40% chance it will go 

down. This is why risk management is essential to investing success. 

Since predicting price direction is a hit or miss business, additional tools need to be 

employed in order to minimize losses and maximize our chances of profit. In the coming 

weeks we will discuss:  

1. Position Size, 

2. Active Position Management, and 

3. Trade Structure 



Long-Term Trends       ← Use this link to see all the market barometer charts 

Markets do not change course overnight. Speculating about the future is a waste of time, but 

markets trend and understanding what is happening now tells us what is most likely to happen next. 

All four major indexes are on the rise. SPX is up 7.4% since it slow on Sep 23rd. VTI is up 

7.7%. COMPQ is up 8.9%. But the surprise winner is IWM (Russell 2000) which climbed 

12.9% since its Sep 23rd low. 

 

 

http://www.trendlinedynamics.com/long_term_charts/


A Closer Look 

The SPX rose rapidly on Wednesday, Thursday, and Friday, but on very low volume. The 

NYAD also rose rapidly, finishing the week above its Aug 12th high for the first time. The 

number of stocks above their respective 50-day averages rose to 75%.   

 

 

 



Core Universe       ← Use this link to get to the live Core Universe Table and column descriptions 

 

Last week's choices were: IYT 20% (5% stop 194.78), SHV 80%. 

Sym MTA RelStr LocalTrend MACD+ RSI CMF OBV Watch For 

IYT ↑ 5.1 → ↑ ↑ ↑ → ↑ Close < 5% Stop 

IGV ↑ 3.5  ↑ ↑ ↑ ↑ ↑ Close < 310.19 

QQQ ↑ 2.9 → ↑ ↑ ↑ ↑ ↑ Close < $271.42 

EEM ↑ 2.1 → ↑ ↑ ↑ ↑ ↑ Close < $43.38 

VTI ↑ 1.9  ↑ ↑ ↑ ↑ ↑ Close > $180 

IWM ↑ 1.7  ↑ ↑ ↑ ↑ ↑ Higher RelStr 

SPY ↑ 1.6 → ↑ ↑ ↑ ↑ ↑ Higher than VTI 

GLD ↑ 1.4 ↓  ? → → ↑ → Turn up 

IBB ↑ 1.3  ↑ ↑ ↑ ↑ ↑ Close > $145 

EFA ↑ 1.1 → → → ↑ ↑  Close > $66 

Legend: Up: ↑, Down: ↓, Flat/Stable: →, Mixed: ↕, Turn Up: , Turn Down: 

http://trendlinedynamics.com/cu_charts


IYT made a new all-time high. IGV closed above our alert level of $320 and all indicators are 

up. QQQ closed above $280 and EEM close above $45. Both had all indicators up. VTI's 

trend shifted from mixed to rising. IWM isn't quite dazzling, but it did make a 32-week new 

high. VTI beats SPY. GLD is still looking flat. IBB and EFA aren't quite ready yet. 

This week's picks are the top four by Relative Strength:  IYT 20% (5% stop 199.38), IGV 

20% (5% stop $310.19), QQQ 20% (5% stop $271.42), EEM 20% (5% stop $43.38), and 

SHV 20%. 

 

          -          -          -          -          -          -          -          -          -          -          - 

 

By the way, this week I was reading The Ivy Portfolio, Mebane Faber's book about how to 

invest like the Ivy League college endowment funds and minimize the negative effects of 

bear markets. In Chapter 7, "Winning by Not Losing" (pages 135-170) there is a description 

of the system they use to invest huge sums of endowment money. The active management 

system they employ sounds remarkably like Dynamic Asset Allocation. 

https://www.amazon.com/Ivy-Portfolio-Invest-Endowments-Markets/dp/1118008855/ref=sr_1_1?crid=8MYUAF8MULHG&dchild=1&keywords=the+ivy+portfolio&qid=1602463335&s=books&sprefix=The+Ivy+Portfolio%2Caps%2C305&sr=1-1


Sector Universe       ← Use this link to get to the live Sector Universe Table and column descriptions 

 

 

The top sectors by RelStr are still XRT, XLY, XLB, XLK, XLI, and XLC. 

http://www.trendlinedynamics.com/sector_charts/


Auxiliary Universe       ← Use this link to get to the live Auxiliary Universe Table 

 

 

XHB made a new all-time high this week and surpassed SLV on RelStr. 
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http://www.trendlinedynamics.com/auxiliary_charts/

