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This Week 

What's the difference between investing and trading? According to financial expert Dr. Stan Davis, in the 

final analysis: 

Investing is the exposure of capital to risk in the pursuit of profit, 

& trading is the exposure of capital to risk in the pursuit of profit. 

Some investors hear this and say "YEAH, BUT…" and then they sputter about details. I think it's because 

the wording hits too close to home. They are not comfortable openly saying they are only in it for the 

money, even though that is how they should be thinking about investing. 

Tom Basso is described as "Mr. Serenity" in Jack Schwager's second book The New Market Wizards. In 

this excerpt from the excellent book Trade Your Way To Financial Freedom (2
nd

 Edition, page 253) by 

psychologist and investing trainer, Dr. Van Tharp describes a study Tom did: 

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 average 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 I added a simple 1% risk money management rule.  

Despite using random entries, this simple, mechanical system made money by paying attention to the two 

most important aspects of investing: 1) rigorous exit discipline; and 2) small position sizes. 



Market Barometers       ← Use this link to see all the market barometer charts 

I will be first to admit that charts do NOT forecast price – they show path of least  

resistance and provide an excellent risk management tool.  —  Peter Brandt 

All four indexes declined for a second week; however, the MTA averages for all four indexes 

are still climbing (although IWM's fast MTA average is barely advancing at this point). 

 

https://trendlinedynamics.com/market_barometer_charts/


A Closer Look 

The SPX broke down through a 44-week rising trendline this week but stopped very close to its 50-day 

moving average. Since the SPX closed last week at $4458.58 and it ended this week at $4432.99, it didn't 

really decline much — little more than one half of a percent. The advance-decline line only dropped a 

little, confirming the small decline in price. However, the number of securities above their 50-day 

averages declined to a little under 44%. 

 

 

 
 



Bullish Universe       ← Use this link to get to the live summary table  

These are ETFs that are likely to do well during bull markets. 

 

 

 

I added COMPQ, DIA, and SPX to the Bullish Universe this week. My objective was not to suggest they 

be considered for investment, it was simply to make a full set of charts available for all 4 of the major 

indexes so we could do a more detailed analysis of them each week.  

If the background color in the description column is a strong light blue — COMPQ, DIA, SPX — then 

that entry is there for informational purposes, not investment. I suppose you could trade DIA if you 

were so inclined, but be aware that most of the time DIA is strongly correlated to VTI, so holding both 

of them at the same time reduces your diversification. 

When there is a pale light blue in the "Instr" column — IWM, IYT, VTI, DIA — it indicates an ETF that 

tracks an index. 

DIA and IYT can be used for Dow Theory Analysis. VTI, SPX, COMPQ, and IWM charts provide detailed 

insight into the 4 major indexes that the longer-term MTA charts don't show. The bottom three — 

COMPQ, DIA, and SPX — will not included in the weekly top-10 analysis because they are not really 

part of the Bullish Universe. 

 

https://trendlinedynamics.com/core_universe_charts/


Last week's choices were: IBB 17%, IGV 17%, QQQ 17%, USMV 17%, VNQ 17%, and SHV 

(cash) 15%. 

Top 10 ETFs from the Bullish and Bearish Universes 

Sym MTA RelStr Long High-15% High-7.5% Last Div Notes 

IGV ↑ 3.4 ↓ yes $363.77 $395.87 $417.07 — down a tiny bit 

QQQ ↑ 2.8 → yes $324.79 $353.45 $373.83 — down a little 

IBB ↑ 2.7 ↓ yes $149.78 $162.99 $173.61 — up a smidge 

VNQ ↑ 1.9 ↓ yes $94.28 $102.60 $106.40 2.3% up 4% 

USMV ↑ 1.7 ↓ yes $66.54 $72.41 $75.89 1.5% down a little 

VTI ↑ 1.5 ↓ no $199.21 $216.79 $229.04 1.3% down $1 

TLT ↑ 1.5 → no $128.74 $140.10 $149.17 1.5% $151.25 seems far off 

DBC ↑ 0.9 ↑ no $16.85 $18.33 $19.52 — up $0.16 <yawn> 

VGK ↑ 0.8 ↓ no $60.01 $65.30 $68.04 2.5% down $0.90 

EFA ↑ 0.7 → no $69.81 $75.97 $80.50 2.3% down $0.66 

Legend: Up: ↑, Down: ↓, Flat/Stable: → 



IGV is on the centerline of a 76-week rising channel. QQQ is still within the upper half of a 

44-week rising channel. IBB bounced off psych support at $170 this week and its CMF 

crossed well above zero. VNQ found historic support at $106. USMV peaked on September 

2nd and so far it has declined ~3.1%. 

VTI peaked on Sep-2 and has declined 2.3%, just touching its 50-day moving on Friday. 

TLT got above $151.25 for a few minutes on Tuesday morning then ended the week near 

$149. The interesting thing is that TLT's relative strength is now equal to VTI's. This is not 

just because of the strength of TLT, it's also because the market as a whole is pretty weak. 

DBC is up 44% since the MTA turned green on 10-Nov-21. This week it got within 10 cents 

of the $20 level on Wednesday. VGK closed below its fast MTA average on Friday. EFA lost 

some ground this week but remains above psychological support at $80. 

This week's choices are still: IBB 17%, IGV 17%, QQQ 17%, USMV 17%, VNQ 17%, and the 

SHV (cash) 15%. 



Bearish Universe       ← Use this link to get to the live summary table 

These are ETFs that are likely to do well during bear markets. 

 

 

Only TLT is doing as well as VTI this week. 

https://trendlinedynamics.com/bonds_and_dividends/


Sector Universe       ← Use this link to get to the live summary table 

 

 

SPX Sectors with slopes better than or equal to the VTI Index are the same this week: 

1 XLK 2.8 

2 XLRE 2.4 

3 XLV 2.3 

4 XLU 1.9 

5 XLC 1.9 

https://trendlinedynamics.com/spx_sector_charts/


Auxiliary Universe       ← Use this link to get to the live summary table 

 

Auxiliary Sector ETFs with slopes better than the VTI Index: 

1 LIT 5.4 

2 HACK 2.3 

3 SOXX 2.2 

4 SRVR 2.0 

5 XHB 1.6 
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