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This Week 

Breaking the 90-90-90 Rule 

90% of the people who open a brokerage account will lose 90% of their money in the first 90 days. 

The root cause of the dismal 90-90-90 Rule is that most people open brokerage accounts and then wander 

aimlessly into the market with no preparation, no training, and no investing plan. And your broker doesn't care. 

Your broker makes money every time you buy or sell, so s/he doesn't care if you make money or not. 

If you want to drive a car, you have to get one, practice with it, study driving laws, and pass your driver's 

license test to prove you have some idea of what you are doing. Investing is far more complex than driving, but 

anybody with a couple of hundred dollars can open a brokerage account and go up against people who are 

trained, experienced, and have far more capital than newcomers do. (See why investing capital matters in 

Weekly Analysis 16-Oct-20) 

If you want to stand good a chance of making money, you need an investing plan with at least has five steps: 

1. What to buy 

2. Why you think this investment has potential 

3. What to do if the investment goes against you 

4. What to do if the investment goes for you 

5. How much to risk (This step was also explained in Weekly Analysis 16-Oct-20) 

But wait, there's more! There is Probability of Winning, and there is Position Structure. 

If you are using an explicit system, then it's pretty easy to determine your probability of winning after you have 

been using the system for a couple of years. Count the wins, count the total number of investments, and: 

Probability of Winning = Number of Wins / Number of Investments Made 

Position Structure is pretty simple, also. It is just a 50₵ term for the relationship between the entry point of the 

position, the profit taking exit, and the damage control exit. This tells you how much you can expect to win 

versus how much you expect to lose, and it is the basis of your expected reward-to-risk ratio.  

Here's a short-term example. Apple fell for most of September, but the decline was orderly, creating a clear 3-

point trendline. After price crossed above the trendline on the 22
nd

, it continued down some more, riding  along 

the top of the trendline. On the 24
th
 AAPL had an up-day which opened higher than the last low on the 21

st
.  

 

http://www.trendlinedynamics.com/weekly_analysis_archive/Weekly_Market_Analysis_2020_10_16.pdf
http://www.trendlinedynamics.com/weekly_analysis_archive/Weekly_Market_Analysis_2020_10_16.pdf


When you see this, Step 1 in your plan (what to buy) becomes: You decide to buy some AAPL.  

Step 2 (reason) : You think these signs (an up day above the trendline and a higher low than the 21
st
)  are 

credible indications of an upturn in the trend.  

Step 3 (damage control exit) : You decide that if price goes below $100, it's time to get out.  

Step 4 (profit taking exit), As an experienced technical analyst, you know there is a good probability that price 

will retrace 50% of the previous decline. The highest close on Sep 1
st
 was $134.18. The lowest close on Sep 

23
rd

 was $107.12. That makes the 50% retracement level $120.65. So that's your price target. 

If you get in at the open the next day at $108.43, that makes your Position Structure look like this — Entry: 

$108.43, Profit Taking Exit: $120.65, Damage Control Exit: $100.00. From this we know that your expected 

reward will be  $120.65 - $108.43 = $12.22 and your expected risk is $108.43 - $100.00 = $8.43. From those 

two numbers you know that your expected Reward-to-Risk Ratio is $12.22 / $8.43 = 1.45. 

If the 24
th
 is, indeed, the turning point, then there is about a 65% chance of price making it back up the midpoint 

of the preceding decline. Your reward-to-risk ratio is 1.45. Since your odds of reaching your target price are 

near 65% and your reward-to-risk ratio is good, this position makes a lot of sense. 

On October 12
th
 price opened just below $120 and then rose nicely above the target level, allowing an exit that 

was even better than our expectation. 

 

 

It doesn't matter if you're using fundamental analysis or technical analysis. And it doesn't matter if you're in the 

market for the short-term or the long term. You still need a plan. Without a plan, you are just gambling. That will 

make your broker happy, and it will make the market professionals happy as they take your money. 

If you're in the market for excitement, I guess it will make you happy, too. But if you're in the market to make 

money, then you should get a plan. 



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 have returned to solid green. VTI, SPX, and even IWM made new  

all-time highs. COMPQ did not do quite as well, but it is not far behind. 

 

https://trendlinedynamics.com/market_barometer_charts/


A Closer Look 

Last week I said that a break above the trendline on good volume would be a big help. On 

Monday we got a break above the trendline on huge volume,  and on Friday the SPX made a 

new all-time high. The advance-decline line (NYAD) broke out to a new high, confirming 

price action. And the number of stocks above their 50-day averages reached almost 85%, a 

very positive sign. 

 

 
 

Interestingly, the Titans of Tech (go to the market barometers page and scroll down) did not do so well. 

GOOG is still climbing but the other four have stalled. 

https://trendlinedynamics.com/market_barometer_charts/


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

 

Last week's choices were: EEM 20% (5% stop $44.53) and SHV 80%. 

Sym MTA RelStr Local Trend MACD+ RSI CMF OBV Long Events/Alerts 

IYT ↑ 3.8 ↓ ↑ (NH) ↑ ↑ ↓ → buy close at 213.40 

IWM ↑ 3.2 ↓ ↑ (NH) ↑ ↑ → ↑ buy close at 173.50 

EEM ↑ 3.0 ↑ ↑ ↑ ↑ ↑ ↑ yes close if < 45.91 

IGV ↑ 2.8 ↓ → → → ↓ ↓ no close > 335 

QQQ ↑ 2.5 ↓ → ↑ ↑ → ↑ no close > 305 

VTI ↑ 2.1 ↑ ↑ (NH) ↑ ↑ → ↑ buy close @ 183.32 

SPY ↑ 1.8 ↑  ↑ (NH) ↑ ↑ ↓ ↑ no close is > 355 

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

This week we will continue to hold EEM 20% (5% stop now $45.91) and add 20% IYT (5% 

stop at 202.73), 20% IWM (5% stop at $164.83), and 20% VTI (5% stop at $174.15). That 

will reduce SHV to 20%. 

I started using the 5% stop a few months ago because volatility was running quite high. 

Now that market volatility is dropping again, the 5% stop becomes more of a judgment call 

and the MTA should once again become our primary guide. 

https://trendlinedynamics.com/core_universe_charts/


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

 

 

The best sectors by RelStr are now XRT 4.0, XLB 3.1, XLI 2.9, XLY 2.8, XLU 2.4, XLC 2.3, 

and XLK 2.1. 

If you have been following this page for a few months, you've probably noticed that there 

aren't a lot of changes in the list. From week to week the sectors will move around inside 

the list, but there aren't many sectors on the list being replaced by ones that weren't there 

before. 

https://trendlinedynamics.com/spx_sector_charts/


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

 

The top 7 Auxiliary Sectors by RelStr are ARKW 6.6, ARKQ 5.2, SOXX 4.0, XME 3.8, XHB 

3.7, IHI 2.9, and XBI 2.8. 

I replaced ROBO with ARKQ because in a point-by-point comparison ROBO got beaten out 

by both ARKQ and BOTZ. I picked ARKQ over the bigger BOTZ because I was impressed 

with ARKQ's transparency, active management approach, and dividend yield which beat 

BOTZ' yield by an order of magnitude. 
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