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Risks with Stocks

Recent market challenges… especially the fast crash of Covid

Review of Junk Bond signal

What is the VIX?    Volatility index = Fear Gauge

Recipe for how to do this

Results

Why does this work?  

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, AAII, AAII-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, AAII, AAII-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. 

Legal Disclaimer And Risk Disclosure 



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

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



WHY STOCKS?
HTTP://GRANITEHILLCAPITAL.COM/BLOG/HISTORICAL-GROWTH-INVESTMENT-CHARTS-MEETS-EYE/

http://granitehillcapital.com/blog/historical-growth-investment-charts-meets-eye/


BUT STOCKS HAVE RISK

WHY I CAN’T DO BUY & HOLD



HTTPS://LH3.GOOGLEUSERCONTENT.COM/MRI0RKMCJL_KG4NKKCYTRWR4X4B_XCR0XOWWTL0-AOW8N7-
LGJDXF4AI1ZOOBQRTQ5JUGWKPIBQOF0IGJLTDVVHG8RFZEWUU4XYRGI_XZGCBHZC3V_0
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to recover 

lost money

-90%

https://lh3.googleusercontent.com/mRi0RKmcJl_kg4nkKcYtRwR4X4b_xCr0XowWTL0-aOW8N7-lgjdXf4ai1ZoOBQrTQ5JugwKPiBqOf0igjltDvVHG8rFzEWuU4XYrGi_XZGcbhZC3v_0


• https://thenextrecession.files.wordpress.com/2013/04/n225-bubble-since-

1984.gif

HTTP://WWW.STOCKMARKETTIMING.COM/HISTO
RIC-PE-RATIOS.JPG

Twenty Five Years

41 years 

to recover 

lost money

https://thenextrecession.files.wordpress.com/2013/04/n225-bubble-since-1984.gif
http://www.stockmarkettiming.com/historic-pe-ratios.jpg


NASDAQ 

https://en.wikipedia.org/wiki/Dot-com_bubble

14 years to 
recover 
lost money-78%



Is it possible to outperform the S&P 500?

Yes
◦Example 50D/200D moving average crossing



50Day/200Day moving average crossings

Golden
Cross



Old (8 months after peak)
Death Cross

2000



Old (5 months after peak)
Death Cross

5% off-set
Death Cross

2007



Trend Following In Financial Markets: 
A Comprehensive Backtest

Performance is excellent in all categories except the individual S&P stock category

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

market timing paper

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


Timed 7.08%/year

buy&hold -0.3%/year

S&P 500



50D/200D MA CROSS

Return Description MDD

4.57 S&P500 DA - Buy and Hold 55.31

7.24 S&P500 DA - 50/200 MA Cross 18.09

Timed 7.24%/year

buy&hold 4.57%/year







EMOTIONAL SELLING

Emotional Selling



•But the 50D/200D moving average crossing approach
•has developed a Serious Problem in the Post-Global 
Financial Crisis market



10 years

Under performance of 7.7%/year

S&P 500



5 years

Under performance of 11.4%/year

S&P 500



2 years

Under performance of 23.5%/year

S&P 500



1 year

Yikes!2020

Under performance of 29.7%/year

S&P 500



What can we do to fix this?



MLHY Timed with 50-Day Moving Average

Junk Bonds Timed w/ Junk Bonds signal

Timed 10.67%/year

buy&hold 6.88%/year



S&P 500 Timed with MLHY 50-Day Moving Average 

S&P500 Dividend Adjusted Timed w/Junk Bonds signal

Timed 6.24%/year

buy&hold 6.37%/year



Borrow a technique from Physics: Coincident Detection



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

Junk Bond Signal

VIX Signal

IF the VIX Signal is 
large enough, use the 
Junk Bond signal

IF NOT, ignore the 
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 or fear 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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Recipe
Use the Junk Bond signal to SELL but only 
when the Stock Market is fearful

Junk Bond Signal

VIX Signal

IF the VIX Signal is 
large enough, use the 
Junk Bond signal

IF NOT, ignore the 
Junk Bond signal

Junk Bond Signal



https://fred.stlouisfed.org/series/BAMLHYH0A0HYM2TRIV

FRED Merrill lynch    
Junk Bond Data

https://fred.stlouisfed.org/series/BAMLHYH0A0HYM2TRIV


major junk bond 
mutual funds
Vanguard High Yield Corporate Fund

VWEHX    $27Billion https://money.usnews.com/funds/mutual-
funds/high-yield-bond/vanguard-high-yield-corporate-fund/vwehx

PGIM

PBHAX   $19 Billion 
https://money.usnews.com/funds/mutual-funds/high-yield-
bond/pgim-high-yield-fund/pbhax

Blackrock

BHYAX    26B https://money.usnews.com/funds/mutual-
funds/high-yield-bond/blackrock-high-yield-bond-portfolio/bhyax

Pimco

PHDAX   10B https://money.usnews.com/funds/mutual-
funds/high-yield-bond/pimco-high-yield-fund/phdax

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


Junk Bond
ML-50DMLsma

-VIX



Junk Bond
ML-50DMLsma

S&P500(SPY)



Junk Bond
ML-50DMLsma

S&P500(SPY)



S&P500 Dividend Adjusted Timed J B & VIX signal

Vix>25 Timed 10.30%/year
Vix>30 Timed 9.99%/year

Buy&Hold 6.52%/year



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

Buy&Hold 17.92%/year



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
◦ 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 its limitations?
This approach 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 I 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?

2002
2020

3 Trillion $
Fed Balance Sheet

https://fred.stlouisfed.org/series/WALCL

https://fred.stlouisfed.org/series/WALCL


Piketty’s Inequality
https://www.newyorker.com/news/john-cassidy/pikettys-inequality-story-in-six-charts

Capital

Capital
Labor

Stag-
flation

Mark Blyth (Brown University)

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


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

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


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

Massive private debt is the 
problem, even more so than 
the government debt

The trend was unsustainable

The crash occurred when 
private creation of money 
contracted

Prof. Steve Keen

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


Carl Richards cartoon

Summary



QUESTIONS?

Questions?

randallbolsen@gmail.com



OVERHAULING ECONOMIC THEORY 
HTTP://WWW.DEBTDEFLATION.COM/BLOGS/DEBUNKING-ECONOMICS/

• Mainstream Economic Theory

• Static (Equilibrium)

• Does not understand that bank loans 

create money (e.g. home equity loans)

• Does not predict economic cycles 

(booms and busts)

• Steve Keen’s Theory

• Dynamic

• Does understand that banks 
create money

• Predicts economic cycles

Prof. Steve Keen

Predicted the Crash before it happened, 2005

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


Black Monday (1987)
20% drop in 1 day

eight markets declined by 20 
to 29%, three by 30 to 39% 
(Malaysia, Mexico and New 
Zealand), and three by more 
than 40% (Hong Kong, 
Australia and Singapore)
VIX would have reached into the 140's



Piketty’s Inequality
https://www.newyorker.com/news/john-cassidy/pikettys-inequality-story-in-six-charts

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


Late buys

BUT THE APPROACH HAS PROBLEMS
…………OR AT LEAST ROOM FOR IMPROVEMENT



Return (CAGR= compound annual growth rate(%/yr))
Gain
Net after Costs (advisor fees, mutual fund fees, taxes….)

Greed
Risk (Beta= standard deviation of return)
Long term loss of money
Draw down or maximum draw down(%)
Time lost (Years)

Fear

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

• 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/

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/


1 year

Yikes!
1998



VIX(=40) SIGNAL ALONE     DOES NOT WORK

May 27 2020


