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This Week — Synopsis of System Testing Principles 

There are two basic kinds of trading systems. 1) In a fully automated system, the computer 

generates signals and it also places the trades. 2) In a hybrid system, the computer 

generates signals and a person places the trades. In addition, there are 4 kinds of system 

testing, and these 4 can be divided into two categories: back testing and forward testing. 

Back testing is significantly more meaningful for fully automated systems because there 

aren't any human beings delaying or derailing the entries and exits. For a fully automated 

system, back testing can be effective IF you: 

 use a large, diverse collection of securities 

 avoid curve fitting (tuning the parameters to improve the system's performance) 

 test all securities across a variety of market conditions, for example: quiet rising, 

noisy rising, quiet flat, noisy flat, quiet falling, noisy falling 

 also use out-of-sample testing 

For hybrid systems, back-testing tells you clearly what doesn't work, but it doesn't really tell 

you what does work. If the system signals don't work, they don't work. But even when the 

signals work, if the person running the system won't act on them in a timely fashion, then 

the accuracy of the signals is a moot point. For example, what if: 

 the entry or exit signals are so bizarre that a human trader won't act on them? 

 the signals are so far apart that the human trader gets distracted and misses them? 

 the signals are right, but the trades return so little that the trader loses interest? 

There are three basic kinds forward testing: paper trading, small money trading, and full-

sized position trading. They work for fully automated systems so we'll talk about hybrids. 

To be frank, paper trading a hybrid system is seldom useful. It doesn't work because people 

fudge the results. It's too easy to look back at a failed trade and think, "Oh, of course, I 

should have done this or that." Without putting some money on the table, it's too easy to 

talk yourself into the notion that a marginal system works better than it really does. 

Small money trading — taking very small positions — tells you a lot more than paper 

trading. Even if you're trading $10 positions, it changes everything. Now the winning and 

losing become real. You feel the risk, and your emotions start interfering with your 

judgment. Once there's even a small amount of money on the line, there's no backing up 

and calling for a do-over based on hindsight. The performance of your system is limited to 

trading on the hard right edge of the chart. 

Full-sized positions add more stress, but not too much. Small-money trading is real trading. 

But how can we call full-sized position trading "testing"? You are keeping a trader's log, 

aren't you? You do go back at the end of each week and review your trades, don't you? 

Reviewing your trades shows you if your signals are working. It shows you how well you're 

executing your signals — where you did well and where you flubbed, and what you need to 

work on. Every trade is a test. Good execution earns you a 'A'.  The money will follow. 



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

You can all click on the link at the top of this page and see the regular market barometer 

charts. They still look awful. This week a lot of people are optimistic because they're 

thinking, "Whew, the market is coming back up! It's safe to jump in again." We're going to 

examine those sentiments in three different ways by looking at recent action in the VTI, 

which represents the market as a whole. 

We've seen the market come up to the midpoint of the range several times this year and 

stop. So there's a good chance we'll see it again next week. 

 

Arthur Merrill's Wave Phase shows the top of the D segment in this "W" is below the top of 

the A segment. D is more positive than B, but this W is still pretty weak. 

 

We have broken through the top of this declining channel, but it is a very short and steep 

channel, so this breakout isn't anything to write home about, at least not yet. 

 

https://trendlinedynamics.com/market_barometer_charts/
https://docs.google.com/file/d/0B7Ymh70hBs32TDc5Z05VRmpJRlE/edit?resourcekey=0-Aj9myVSr1T0HLjso_BkElw


A Closer Look 

Although this was a strongly rising week, the 50-day average crossed below the 200-day average. There 

is nothing mathematically special about those two averages. The only reason they are special is because 

lots of people think they are special. However, technical analysis is largely about gauging market 

sentiment, so those averages do have special significance. (Clear as mud? I try not to think about it too 

much because it gives me a headache.) Anyway, this week was up, and all three indicators agree. 

 

 



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

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

 

 

Why are all the MTAs and RelStrs down, and all the CMFs are up? MTAs and RelStrs are long period 

indicators and CMF is a short-term indicator, so CMF is reacting to a short-term advance in the middle 

of a long-term decline. 

https://trendlinedynamics.com/core_universe_charts/


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

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

 

 

GLD and SLV are up. 

 

https://trendlinedynamics.com/bonds_and_dividends/


Inflation Universe 

These are ETFs that are likely to do well during strong inflation. 

 

The best Inflation Universe ETFs are: 

1 GDX 8.0 

2 DBC 7.7 

3 COPX 5.5 

4 DBB 4.9 

5 UNG 4.1 

6 DBA 3.6 

7 CPER 1.9 

8 INFL 1.8 

9 URA 0.8 

https://trendlinedynamics.com/commodities/


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

 

 

SPX Top Sectors by slope: 

1 XLE 8.7 

2 XAR 1.5 

3 XLU 0.7 

 

https://trendlinedynamics.com/spx_sector_charts/


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

 

 

XME's slope has risen to 11.0 

https://trendlinedynamics.com/auxiliary_sector_charts/


This Week's Selections 

Last week's choices were: COPX 15%, DBA 15%, DBB 15%, DBC 15%, GDX 15%, XME 

15%, and SHV 10%. 

Top 10 ETFs By Slope 

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

XME ↑ 11.0 ↑↑ yes $49.71 $54.10 $58.56 0.7%  

VDE ↑ 8.5 ↑ no $91.03 $99.06 $103.01 3.3%  

GDX ↑ 8.0 ↑↑ yes $32.78 $35.67 $37.22 0.6%  

DBC ↑ 7.7 ↓ yes $23.65 $25.73 $25.67 —  

COPX ↑ 5.5 ↓ yes $37.85 $41.19 $43.91 1.3%  

DBB ↑ 4.9 ↓↓ yes $22.81 $24.82 $24.91 —  

SLV ↑ 4.2 ↑↑ no $20.60 $22.42 23.02 —  

UNG ↑ 4.1 ↓ no $14.66 $15.96 $17.22 —  

DBA ↑ 3.6 — yes $18.86 $20.52 $21.63 —  

GLD ↑ 3.4 — no $160.97 $175.17 $179.30 —  

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

Analysis 

XME was pushed back down by the $60 level but recovered to above $58 as money flow remains strong. 

VDE fell from $110 but found support at $100. Its CMF has been positive since late December. GDX 

showed same pattern as VDE. DBC is now 6 cents below its 7.5% stop despite strong money flow. COPX 

dropped 10% but recovered most of it even though its money flow is somewhat erratic. 

DBB dropped below $25 this week. If it doesn't get back above $25 within a few days, I'll sell it.  SLV is 

down for a second week and its daily volume has fallen to the 6-month average. UNG seems to be stuck 

under $17.50 and it has very high volatility. DBA pulled back again on fading money flow. GLD fell again, 

ending the week below $180, despite above average volume and positive money flow. 

Decisions 

XME is in a normal consolidation after a big run up from Feb 1st. GDX also looks all right, 

although a close below $36 would call for monitoring. DBC did well on Thursday and Friday, 

but warrants watching. COPX advanced Tuesday-Friday but also bears watching. I'm 

inclined to put a hard stop on DBB at $23.80 based on historical support. I'm also thinking 

that a hard stop for DBA at $20.80 makes sense. 

This week's picks again remain: COPX 15%, DBA 15%, DBB 15%, DBC 15%, GDX 15%, 

XME 15%, and SHV 10%. But do daily monitoring of all positions. This market is jumpy. 
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