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This Week 

Before we dive into position structure, let me again emphasize the importance of good exits. 

Here is an excerpt from Trade Your Way To Financial Freedom by Van Tharp: 

I was doing a seminar with Tom Basso (see his sections in Chapters 3 and 5) in 1991. 

Tom was explaining that the most important part of his system was his exits and his 

position-sizing algorithms. As a result, one member of the audience remarked, "From 

what you are saying it sounds like you could make money consistently with a random 

entry as long as you have good exits and size your positions intelligently." 

Tom responded that he probably could. He promptly returned to his office and tested 

his own system of exits and position sizing with a "coin flip"-type entry. In other words, 

his system simulated trading four different markets and he was always in the market, 

either long or short, based upon a random signal. As soon as he got an exit signal, he’d 

reenter the market again based upon the random signal. Tom’s results showed that he 

made money consistently, even using $100 per contract for slippage and commissions. 

We subsequently duplicated those results with more markets. I published them in one 

of my newsletters and gave several talks on them. Our system was very simple. We 

determined the volatility of the market by a 10-day exponential moving average of the 

true range. Our initial stop was three times that volatility reading. Once entry occurred 

by a coin flip, the same three-times-volatility stop was trailed from the close. However, 

the stop could only move in our favor. Thus, the stop moved closer whenever the 

markets moved in our favor or whenever volatility shrank. We also used a 1 percent risk 

model for our position-sizing system, as described in Chapter 12. 

That’s it! That’s all there was to the system — a random entry, plus a trailing stop that 

was three times the volatility, plus a 1 percent risk algorithm to size positions. We ran it 

on 10 markets. And it was always in each market, either long or short, depending upon 

a coin flip. It’s a good illustration of how simplicity works in system development. 

Whenever you run a random entry system, you get different results. This system made 

money on 80 percent of the runs when it only traded one contract per futures market. 

It made money 100 percent of the time when a simple 1 percent risk money 

management system was added. That’s pretty impressive. The system had a reliability 

level of 38 percent, which is about average for a trend-following system." 

The two most important elements in active investing are good exits and intelligent position size. 

A well-designed, careful exit method gives you two things: a) risk control if your position moves 

against you; and b) reasonably high profit-capture once a position has moved in your favor. 

Conservative position size — how much you risk on each investment — determines your staying 

power when several positions in a row move against you.  You can't control the market. You can 

only control what you are going to do in response to the market. 

The key to increasing investing profits is reducing risk, not taking on more of it. 



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. 

The rebound in the market pushed the SPX back to solid green. It also moved the fast 

average of the VTI half way up, causing it to switch from red to a rarely seen yellow 

(horizontal). COMPQ and IWM remained solid green. 

 

https://trendlinedynamics.com/market_barometer_charts/


A Closer Look 

In hindsight, it looks like the drop the week of the 26th was heavily influenced by short 

sellers who were expecting a market decline this week. But instead of going down this 

week, the market went up, causing a short squeeze . The short squeeze drove prices up 

even more rapidly for several days, but once the shorts were out on Thursday, the SPX 

stalled on Friday. (Notice that the market stopped below the previous high on Oct 12th.) 

 

 

https://www.investopedia.com/terms/s/shortselling.asp#what-is-short-selling
https://www.investopedia.com/terms/s/shortselling.asp#what-is-short-selling
https://www.investopedia.com/terms/s/shortsqueeze.asp


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

The challenge right now is the descending trendline that was confirmed on Thursday (point 

C). The market could bounce down off that trendline or break up through it. (VTI is showing 

the same trendline.) We have to be patient until the market settles down from the election 

volatility and picks a direction. A break above the trendline on good volume would be a big 

help, but if price continues down from the trendline then this market could be in trouble.  

 

That's the market environment we have to keep in mind as we evaluate the Core Universe. 

 

https://trendlinedynamics.com/core_universe_charts/
https://trendlinedynamics.com/core_universe_charts/VTI.html?929075


Last week's choices were: EEM 20% (5% stop $44.00) and SHV 80%. 

 

Sym MTA RelStr Local Trend MACD+ RSI CMF OBV Long Watch For 

IYT ↑ 4.0 ↓ →   ↓ → no close > 210 

IGV ↑ 3.6 ↓ →  ↑   no close > 335 

QQQ ↑ 2.9 ↓   ↑ ↑  no close > 300 

IWM ↑ 2.8 ↓ ↑  ↑ ↑  no close > 170 

EEM ↑ 2.7 → ↑ ↑ ↑ ↑ ↑ 12-Oct-20 close < 45.53 

VTI ↑ 2.0 ↓ →  ↑ → → no close > 180 

SPY ↑ 1.7 → →  ↑ ↓ → no close > 355 

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


For now we will continue to hold EEM 20% (5% stop now $44.53) and SHV 80%. 

         -         -         -         -         -         -         -         -         -         -         -         - 

Last week we closed out IGV, IYT, and QQQ because they all fell below their respective 5% 

stops. This week IWM and GLD are starting to look interesting, but it's better to wait until 

IWM gets above $170 and GLD above $185 before getting involved. That will give them 

time to show more about their trends. It will also give the market as a whole time to settle 

down and reveal where it's going to go. 

         -         -         -         -         -         -         -         -         -         -         -         - 

In the year since I started posting the MTA (Macro-Trend Analyzer), it has proven itself 

under some highly volatile market conditions. In the last major market decline the MTA 

signaled an exit on March 5th at $3386.15. Then it signaled an entry on May 29th at 

$3044.31. That let us avoid the majority of the 34% decline from Feb 19 to Mar 23. 

 

The MTA also kept us in the market through the two sizable downswings in September and 

October. Those downswings ultimately proved to be run-of-the-mill market noise and now 

we are up 15% since the entry signal in late May. 

One of the big features of the MTA is that it is not some proprietary black box. You can 

generate MTA charts for your own securities on StockCharts.com or any of a number of 

other free charting websites. It's just three moving averages. 



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

 

 

This week the top major sectors by RelStr are XRT 4.4, XLY 3.1, XLB 2.8, XLI 2.6, XLK 2.5, 

and XLU 2.2. 

https://trendlinedynamics.com/spx_sector_charts/


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

 

The top Auxiliary Sectors by RelStr are XHB 4.5, SOXX 4.1,  ROBO 3.5, XME 3.3, XBI 2.9, 

and IHI 2.9. 
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