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This Week 

Here is an excerpt from "Trend following does not work on stocks" by Andreas Clenow, a 

professional investor. I use all these points and sidestep 4 (most of the time) by using ETFs. 

So what can be done to make trend following work on stocks? 

1. Don’t go short. Kill the short leg of your strategy. Replace it with a short index 

overlay if you have to. 

2. Take the state of the overall markets into account. You can’t keep going long in 

a bear market and expect to gain. 

3. Build a ranking methodology to pick the best stocks. Don’t trade the stocks you 

read about in the news or heard about from your friends. Automatically analyze 

a large number of stocks and have the best ones selected. 

4. Single stock vola can change dramatically over time. Rebalance your position 

sizes. 

5. Trade fewer stocks with larger positions. Yes, that’s right. Counter intuitive isn’t 

it? Don’t be fooled into thinking that you’ve got more diversification with 50 

stocks than with 20. They’re all beta bets and you just need to get the 

individual event risk down to reasonable levels. Beyond that, further 

diversification will worsen your results. Don’t believe me? Run a few hundred 

iterations of your model and tell me what you find. 

6. Expect to have great returns in bull markets and aim to make your strategy lose 

as little as possible in bear markets. 

Religious dogma about a trading methodology is not helping anyone but system 

salesmen. It’s dangerous to view yourself as a trend follower. A much more 

pragmatic way would be to look at yourself as a systematic trader. Investigate 

what works and how it works. Trend following is a great concept but be very aware 

of its limitations. Adapt your rules to reality and overlay satellite strategies where 

needed. Hard work, quantitative modeling, research and pragmatism will get you to 

your goal.  

       —          —          —          —          —          —          —          —          —          — 

I have long been aware of the challenges of trying to use trend following alone. Trend is the 

directional tendency of price over time. Price trend can be rising, falling, or flat. The term 

"non-trending" is a misleading term for flat (when the trend is effectively horizontal). It is a 

fact that for stocks the trend is flat the majority of the time. Trend following works well for 

trading futures and currencies. It is much harder to use trend following alone for trading 

stocks. This is why I use trend following and momentum together. 

In the world of technical analysis, the word "momentum" essentially means the same thing 

as relative strength, in other words, how one security is doing compared to another (or to 

an index). Momentum provides a way to rank securities by how well (or badly) they are 

doing. 

https://www.followingthetrend.com/2014/04/trend-following-does-not-work-on-stocks/


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

All 4 indexes turned up in mid-June but COMPQ was the only one that rallied enough to touch its 

descending trendline. They have since subsided but not made a lower low…yet. 

 

https://trendlinedynamics.com/market_barometer_charts/


A Closer Look 

SPX opened the week just above $3920 and then declined until Thursday. It had a small up day on Friday 

on average volume. NYAD and SPXA50R both did better than price action, ending the week higher than 

they entered it. 

 

 

 

 

       Chart links:  SPX Price, Advances Minus Declines, Stocks Above Their 50-day Averages 

https://schrts.co/SKYVjcgI
https://schrts.co/UYUWYdfx
https://schrts.co/ZmRurDHN


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

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

 

 

 

 

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. 

 (Or at least that was the theory based on previous market  

behavior.  This year's bear is a very different beast.) 

 

 

 

 

https://trendlinedynamics.com/bonds_and_dividends/


Inflation Universe 

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

 

1 UNG 1.6 — all swing trading indicators down except OBV, which is pretty flat 

2 DBC 2.4 — all swing trading indicators down 

https://trendlinedynamics.com/commodities/


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

 

 

SPX Top Sectors: 

1 XLE slope is now at –0.1 

https://trendlinedynamics.com/spx_sector_charts/


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

 

 

VDE slope down to –0.1 

       =        =        =        =        =        =        =        =        =        =        =        = 

Stock Universe Sorted by Slope on June 24th  

1 GTX 6.2 

2 XOM 2.7 

3 IBM 2.5 

4 OXY 1.9 

5 ALB 0.8 

6 FDP 0.6  

All others have flat or falling slopes. 

https://trendlinedynamics.com/auxiliary_sector_charts/
https://trendlinedynamics.com/ats_trader_charts/


This Week's Selections 

Last week's choices was: SHV 100%. 

Top 10 ETFs By Slope  

Sym MTA Slope Long High-15% High-7.5% Last Div 1 Wk Chg 

KWEB ↓ 8.4 ↑↑ no $28.66 $31.18 $33.18 0.44% –0.7% 

DBC ↑ 2.4 ↓↓ no $25.82 $28.09 $26.77 — –3.4% 

VICI ↑   1.9 — no $27.87 $30.33 $30.72 4.69% +1.3% 

UNG ↑ 1.6 ↓↓ no $26.80 $29.16 $19.31 — –9.3% 

LIT ↓   1.1 ↑↑ no $64.78 $70.49 $71.75 0.05% –5.3% 

SHV — –0.1 – yes $93.67 $101.93 $110.02 0.98% 0.0% 

VDE ↑ -0.1 ↓↓ no $109.50 $119.16 $100.69 2.31% +1.1% 

MUB ↓ –0.9 ↑ no    2.79% +0.6% 

KRBN ↑ –1.0 – no    — +3.3% 

DBA ↓ –1.7 ↓↓ no    — –3.8% 

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

During the Week 

90% of the 142 securities on the All TLD Charts page have a negative MTA. (was 85% last week) 

Analysis 

KWEB is in the upper half of a 14-week gradually rising channel. MTA is still down (green-green-red) but 

improving, and all 6 short-term indicators are rising. KWEB broke up through an 11-month, confirmed 

trendline and it has been making higher lows since March 14
th
. Average volume is over 20M shares/day.  

DBC continues downward. VICI is showing signs of recovering, but it is very volatile and I won't consider 

it until it gets above $31. UNG continues downward. 

LIT looks like it is trying to recover but it has been chopping sideways for 6 weeks and its MTA is still 

down.  

SHV is stable. VDE bounced off psychological support at $100 and fell back and hit it again. MUB looks 

like it may have built a double bottom around $105. KRBN seems to be stuck under $50. DBA  settled 

around $20 on Friday.  

My Decisions 

My pick for my retirement account this week remains: SHV 100%. (In my trading account, I 

did take a small position in KWEB this week. The detailed analysis, reasoning, and how to 

structure a low-risk position are described on Page 10.) 
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I would not normally invest in a security when its MTA is still down. Bucking a negative MTA 

is not something I do very often; however, KRBN has a number of things going for it. First 

and foremost, it just broke up through a confirmed (3-touch) trendline while making higher 

lows. In addition, both the CMF and the OBV are showing positive money flow into it. 

A relatively safe way to buy KWEB is to take a 10% position using a close below $30.85 as a 

principal protection exit level. This results in about a 1% risk to capital. Here's how it works. 

First, there is position size. Taking a 10% position absolutely fixes risk at no more than 

10%, even if KWEB suddenly vanishes from the market (which is highly unlikely). 

Second, using an appropriate exit. Before getting into a trade, it is important to decide 

where to get out if things aren't working out for you. Some people call it a "loss-control 

exit", a "principal-protection exit", a "contingency plan", an "emergency exit", or a "bailout 

point". No matter what it's called, don't open a position without figuring one out first. 

A 7% bailout point is wide enough to give a security some room to swing up and down, but 

tight enough to protect most of your capital. It would be nice to think that a 7% exit level 

would get you out with 93% of your money, but that's pretty optimistic. Especially if you 

don't intend to exit until price closes below that level. 

A close below a 7% loss-control level will generally get you out with about 90-92 percent of 

the original investment. In other words, a 7% principal-protection exit level really equates 

to about 10% risk. So if you limit your position size to 10% of your account, and your 

contingency plan is set to get you out with about a 10% loss is something goes wrong, then 

your overall risk on the position is 10% of 10%, which is 1%. 

Today's close at $33.18 minus 7% is right about $30.85, so that's what I would use. 

CAVEATS: I don't know my reader's risk tolerances, nor their ability to choose whatever 

securities they like, nor their investing goals. So this is not a recommendation to buy or sell 

anything. It is only a description of how I analyzed KWEB and how I could structure a 

position in a retirement account. (Since KWEB invests in the Chinese Internet, additional 

risks in this position are the USD/CNY currency exchange rate and the fact that the 

somewhat unpredictable Chinese Communist Party controls all businesses in China.)  

I opened a long position in KWEB this week, but that doesn't mean anyone else should. As 

always, study all the information you can find and make your own decisions. 


