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Limitations (this is not a 100% solution)



Presenter is not a financial professional

Physicist (not a financial analyst)

These materials are for educational and entertainment purposes only and are neither a
solicitation, nor an offer to buy or sell any financial instrument. All information provided here
is the personal opinion of the author. The author, AAIl, AAll-San Diego Special Interest Group
leaders and members, make no claim that the information in any of these presentations is
correct. Under no circumstances should any of the information in these presentations be taken
as personal or individual trading advice. Past performance and/or hypothetical results of any
trading method are not indicative of future results. Trading and investing in any financial
instrument carries high levels of risk and may not be suitable for all investors. You should be
aware of all the risks associated with trading, and seek advice from a financial professional, if
you have any doubts. The author, AAll, AAll-San Diego Special Interest Group leaders and
members, will not assume any responsibility whatsoever for the actions of the reader nor
financial losses that may result from the use or misuse of the information presented.



I’d like to thank Rob Bernstein for all his work to create Fast
Track plots of much of this data.

| really appreciate his support on our joint efforts, reported
here, to find better signals to reduce investor’s risks.



HY STOCKS?

Growth of a $1 Investment: 1926-2013
(Selected Indices; dividends and capital gains reinvested)

Index Compounded Return
—_— Small Company Stocks 11.7%
—_— S&P 500 Index 10.1%
— Inter mediate Bonds 5.3%
One-Month US Treasury Bills 3.5%

US Consumer Price Index 3.0%

$1 -

$0.5

$16,976

$4.673

Source: DFA Returns Program 2.0. Small Company Stocks = CRSP 6-7-8 Index;
Iintermediate Bonds =5 Year Treasury Notes; other indices are self-explanatory
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http://granitehillcapital.com/blog/historical-growth-investment-charts-meets-eye/
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https://lh3.googleusercontent.com/mRi0RKmcJl_kg4nkKcYtRwR4X4b_xCr0XowWTL0-aOW8N7-lgjdXf4ai1ZoOBQrTQ5JugwKPiBqOf0igjltDvVHG8rFzEWuU4XYrGi_XZGcbhZC3v_0

The Nikkei 225 and Post-Bubble Rallies dehort.com
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https://thenextrecession.files.wordpress.com/2013/04/n225-bubble-since-1984.gif
http://www.stockmarkettiming.com/historic-pe-ratios.jpg
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s it possible to outperform the S&P 5007

Yes

cExample 50D/200D moving average crossing




50Day/200Day moving average crossings

Facebook, Inc. (FB) Daily Chart
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SPY SPDR S&P 500 ETF NYSE ® StockCharts.com
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MONTHLY MOVING AVERAGE (MMA) EXCESS ANN TR WIN % ON ANN TR

e AR vs. X/Y vs. RISK vs. X/Y vs. RISK

U.S. EQUITIES, 1871 - 2015 1.5% 0.5% 100.0% 66.7%

U.S. FACTOR INDICES, 1928 - 2015 0.9% -0.4% 93.3% 23.3%

30 U.S. INDUSTRIES, 1928 - 2015 1.0% -0.2% 83.3% 43.3%

10 U.S. SECTORS, 1928 - 2015 1.1% -0.4% 100.0% 40.0%

FOREIGN EQUITIES USD, 1971 - 2015 2.5% 1.9% 89.6% 74.0%

FOREIGN EQUITIES LOCAL CCY, 1971 - 2015 1.5% 1.4% 77.4% 74.2%

FOREIGN EQUITIES LOCAL CCY, 1901 - 1971 1.7% 0.0% 87.5% 37.5%

GLOBAL CURRENCIES, 1973 - 2015 1.5% 1.6% 90.9% 86.4%

FIXED INCOME, 1928 - 2015 0.4% -0.3% 63.6% 9.1%
COMMODITIES, 1947 - 2015 3.4% 3.2% 100.0% 100.0%

100 LARGEST S&P 500 STOCKS, 1963 - 2015 -3.4% 12.0%

BUBBLE ROADKILL SAMPLE, 1981 - 2015 3.8% 10.3% 71.4% 90.5%

ALL INDICES TESTED 1.6% 0.9% 87.6% 59.0%

ALL SECURITIES & INDICES TESTED 0.9% 0.3% 69.6% 47.6%

Trend Following In Financial Markets:
A Comprehensive Backtest

http://www.philosophicaleconomics.com/2016/01/movingaverage/

market timing paper



http://www.philosophicaleconomics.com/2016/01/movingaverage/

rategy #32
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(7 FastTrack 3.66.1
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“THE INVESTOR'S CHIEF PROBLEM — AND
EVEN HIS WORST ENEMY — IS LIKELY TO
BE HIMSELF” — BEN GRAHAM

DALBAR -
30 Year Study of
Investor Returns from 1987 - 2016

10.16%

Average Stock Mutual Fund Investor S&P 500

*Source: “Quantitative Analysis of Investor Behavior,” DALBAR, Inc., March 2017. This study was conducted by an independent third

party, DALBAR, Inc. A research firm specializing in financial services, DALBAR is not associated with U.5. Asset Management, Advisory
Services Network or Calton & Assoc. The information herein is believed to be reliable, but accuracy and completeness cannot be
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EMOTIONAL SELLING

50D/200D Timing vs Emotional Selling

1
7/24/1998 - /14/2004 4y 50 7/6/2009 1 3 12/27/2014 9/22/2017 6/18/2020

' Emotional Selling




*But the 50D/200D moving average crossing approach

*has developed a Serious Problem in the Post-Global
Financial Crisis market
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trategy #32 Options: FWPT, SG-DeathX / $CASH Data: Investors FastTrack
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What can we do to fix this?




,ZF stTrack 3.66.
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Recipe

Use the Junk Bond signal to SELL but only
when the Stock Market is fearful

VIX Signal
i > Junk Bond Signal >
Junk Bond Signal >




What is the VIX?

*Chicago Board Options Exchange's CBOE Volatility Index, a
popular measure of the stock market's expectation
of volatility based on S&P 500 index options

*often referred to as the fear index orfear gauge

* the expected annualized change in the S&P 500 index over the
following 30 days

* as computed from options-based theory and current options-market data.

*current VIX didn't begin trading until 1993



https://en.wikipedia.org/wiki/Chicago_Board_Options_Exchange
https://en.wikipedia.org/wiki/Stock_market
https://en.wikipedia.org/wiki/Volatility_(finance)
https://en.wikipedia.org/wiki/S&P_500
https://en.wikipedia.org/wiki/Option_(finance)
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ERED -~/ — cBok volatiity iIndex: vix
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Recipe

Use the Junk Bond signal to SELL but only
when the Stock Market is fearful

VIX Signal
i > Junk Bond Signal >
Junk Bond Signal >
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https://fred.stlouisfed.org/series/BAMLHYH0A0HYM2TRIV

M aJO 1 J un k bo N d Vanguard High Yield Corporate Fund
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https://money.usnews.com/funds/mutual-funds/high-yield-bond/vanguard-high-yield-corporate-fund/vwehx
https://money.usnews.com/funds/mutual-funds/high-yield-bond/pgim-high-yield-fund/pbhax
https://money.usnews.com/funds/mutual-funds/high-yield-bond/blackrock-high-yield-bond-portfolio/bhyax
https://money.usnews.com/funds/mutual-funds/high-yield-bond/pimco-high-yield-fund/phdax
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S&P500 (SPY) and Junk Bond signal
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Tot return
Max= 591.37% |
Min= -2.25% |
BH = 591.37% |
SD= 5.22% |
Cor= 77.24% |
BH = 380.92% |
SD= 3.77% |
Cor= 100.00%

......................

......................

......................

Buy&HoId 17.92%/year

.....................

3708,

S&P 500 Dividend Adjusted Timed with
VIX > 30 and VIX > 25 3/9/2009 12/1/2020

Vix>25 Timed 14.33%/year
Vix>30 Timed 14.66%/year

12009 - 12/02/2020 Wednesday

. 4| SP-DA - S&P 500 Dividend Adjusted
| CP=$7,570.760 (up $14.25/0.19¢
1| BP = 591.37%($6,475.720)

.| Ann=17.92%

5 V25 - Lowest Composite or Yellow L

If| BP = 380.92%($12,405.863)
. i Ann= 14.33%

Calendar Stat
L il MDY = 2956
© i Years= 11.73

il oy = 4286
il cvp = 8128

. | Sig/Trade=DEFAULT/DEFAULT
- | Trnd=DEFAULT

. | CDF=DEFAULT

.| PARAM=DEFAULT
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Why does this work?

The classic 200D/50D moving average approach is slow

° It can only protect from slow market declines
> 50Days or longer timeframes

VIX JB is fast
o VIX is instantaneous

°JB is available daily
> Daily(1D) crossing the 50D

> Protects on a few days time-scale
> JB holders need to react to move the JB signal




What are |

ts limitations?

This approac

n doe not yet solve the Black Monday

1987 problem
°20% drop in one day

°Studied this problem many years ago and did not find a
solution other than hold on and take the hit

> Any intra-day reaction | tested (e.g. if the market drops by
X% intra-day, then sell) led to losses compare to holding
through the daily loss



What is going on?
Why is the stock market different?

FRED ﬁ — Assets: Total Assets: Total Assets (Less Eliminations from Consolidation): Wednesday Level https://fred.stlouisfed.org/series/WALCL
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https://fred.stlouisfed.org/series/WALCL

Piketty’s Inequality

httos://www.newvorker.com/news/iohn-cassidy/pikettys-inequality-story-in-six-charts
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https://www.newyorker.com/news/john-cassidy/pikettys-inequality-story-in-six-charts

Productivity and
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https://economics.stackexchange.com/questions/15558/productivity-vs-real-earnings-in-the-us-what-happened-ca-1974

USA Debt Levels

180 . :
e Government Debt Greatpipression Greatpecession
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https://twitter.com/ProfSteveKeen/status/789702317482381312/photo/1

Nommalised Federal Reserve & Census Data



https://twitter.com/ProfSteveKeen/status/789702317482381312/photo/1

Summary

Carl Richards cartoon



Questions?

randallbolsen@gmail.com




Prof. Steve Keen



http://www.debtdeflation.com/blogs/debunking-economics/

Black Monday (1987)

S&P 500 index around the time of the crash

5-minute intervals 20% drop in 1 day 350

Commerce report 1:09 News report | 8:41 (line at 9:30)
on trade deficit of SEC Chairman’s | Federal Reserve 395
comments | announcement He
9:30 NYSE | 14
m;?fg?éj;; C?BEJ;IE suspends trading
stale 300
12:15
CME suspends trading
eight markets declined by 20 o 575
to 29%, three by 30 to 39% CBOE & CME reopen
(Malaysia, Mexico and New et
Zealand), and three by more
than 40% (Hong Kong,
- ’ 225
Australia and Singapore) j
VIX would have reached into the 140's
200
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AFTER TAX RATE OF RETURN VS. GROWTH RATE
AT THE WORLD LEVEL, FROM ANTIQUITY UNTIL 2100
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https://www.newyorker.com/news/john-cassidy/pikettys-inequality-story-in-six-charts
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Late buys




Return (CAGR= compound annual growth rate(%/yr))

Gain
Net after Costs (advisor fees, mutual fund fees, taxes....)
Greed 4

Risk (Beta= standard deviation of return)
Long term loss of money

Draw down or maximum draw down(%)
Time lost (Years)

Fear

Y axis

X axis

Effort
Personal effort (accounting, self education....)
Time spent managing portfolio and communicating with others (e.g. spouse)



\> MONEY DISTORTED INFORMATION ABOUT INVESTING /

MAKES FIGURING OUT THE TRUTH MUCH HARDER THAN /
PHYSICS |

FINANCIAL-INDUSTRY PROFITS
AS A SHARE OF U.S. BUSINESS PROFITS
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https://baselinescenario.files.wordpress.com/2012/02/screen-shot-2012-02-29-at-4-05-05-pm.png
http://thinkbynumbers.org/government-spending/corporate-welfare/financial-sector-costs-us-more-than-all/
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== Strategy -1.65% Total.
= S&P 500 21.4% Total.

FWPT, SG-DeathX | $CASH
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VIX(=2

Z Faback 3800

Vanguard Prime M
= $1.0

Calendar Stat

MDY = 4991

Years= 19.81

oY = 7232

| | $iid Lol ! ! | : | : : | | CMD = 5580
jiiiliizl | 4 | Sig/Trade=DEFAULT/VIXTM
'ad) return | Trnd=DEFAULT
COF=DEFAULT
PARAM=DEFAULT
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