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Market Meter (The U.S. Equity Markets at a Glance)
Short-term
(days-weeks)

Range and chop is the definition of this current market structure. Wide swings both up and down
are expected to continue as we try to trade around this volatile market perspective. The $SPX
simply put is grinding back and forth, getting longs sucked in and shorts sucked in until we try to put
together a solidified direction. The short-term environment should expect to see this type of trade
tape among major indices. Price counts on the $SPX in the days and weeks ahead should be as
follows: to the upside we see possible resistance again near 2,800. Unless we can get back above
this level, it remains to be a choppy trade. To the downside we see support immediately near
2,680. This level has so far held this week and will look to hold in the coming weeks ahead. If we
start to trade below, look to our longer-term support levels for further confidence.

Mid-term
(weeks-months)

In the mid-term, we still want to be somewhat cautious trading into the new year, unless we start to
see more of a base form and healthy sectors start to perform better. We want to see relative ratios
like the XLY:XLP start to move up and to the right again. We want to see semiconductors find
buyers and suggest a risk on attitude. Right now, healthcare, and utilities are leading the market on
a YTD basis. Technology and the discretionary sector are holding up yet from a performance
standpoint but certainly have fallen off. Energy, materials and the industrial sectors are the biggest
laggards YTD, really pointing to the effects of struggling economies outside the U.S. Treasury
bonds are probably the most interesting market right now that have market participants scratching
their heads. Yields look exhausted and this could give a relative boost to the bond market for a little
while at least. $SPX support looks to show near 2,620 which correlates well with the corrective
lows earlier this year. To the topside resistance should show up again near 2,800 and above that
we should expect 2,873 to show pressure.

Long-term
(months-years)

The long-term trend in the $SPX suggests if we do trade below the lows from earlier this year, and
even the low made in October, we could be in for a test of the 200-week EMA which is around
2,400. This level should be used as a possibility and can certainly change upon further analysis as
we trade throughout the remainder of the year. Growth vs. Value perspectives remain shaky and
suggests further back and forth, tug and pull from buyers and sellers. To the topside on the $SPX,
we have a lot of work to do. Our best-case scenario we believe is that we stay trading in a 300
point range from 2,600 to 2,900 for a while to allow time to ‘reset’ things. Does this happen? Your
guess is as good as ours, but our job is to define good reward to risk scenarios, for the best
possible return. The world markets should really give us the best snapshot of how we might play
out in the domestic markets. If we can start to see a rebound in the emerging markets space, or
even the developed space, this might bring a spark back to the U.S. from a risk on standpoint. Until
then, we should be patient always willing to take defined risk reward opportunities.
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Profit Strategies
Ron DeLegge, Founder

Multi-national trade wars, no matter how the White House spins it, aren’t
bullish.

The U.S./China trade war time bomb is set to explode on January 1, 2019. And there’s a radical minority that
are eagerly delighted to see it happen just so they can “prove a point.” Who needs diplomacy when you can
spew propaganda peppered with economic death threats? It’s become today’s devolutionary narrative.
And sadly, the yearning hope for a last minute deal between China and the U.S. before the end of the year is
probably unfounded. In reality, the foundation for the next economic recession has already been laid. The
Trump White House overplayed its hand and the damage has already been done. Key S&P 500 industry
sectors like industrials (XLI), energy (XLE), and materials (XLB) are down 3 to 7% year-to-date and they’re not
done sinking. Just wait until Q4 corporate earnings are reported in Q1 2019. The rot will surface!
Looking ahead to December, the stock market has begrudgingly accepted another rate hike by the U.S.
Federal Reserve. And if plus 5% becomes the new normal for 30-year fixed mortgages, and it looks like that’s
what the trend is saying, the U.S. housing market is in for a world of hurt. As indicated in our Weekly Picks
from Oct. 11, we’re short the SPDR S&P Homebuilders ETF (XHB) via the XHB JAN 2020 $34 put options
(XHB200117P00034000). Although homebuilders are beaten up, we see more downside ahead for the group.
And owning XHB put options is our preferred method for capitalizing. We hate homebuilders!
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Stamina, Patience, and Stomach = SSP
Billionaire trader Paul Tudor Jones famously said to “do the trade that makes you puke,” So we decided to
heed his advice. And with glee, we entered the ProShares ST Futures VIX ETF (VIXY) at $30.39 on the final
day of May.
Needless to say, our VIXY trade from the moment we entered it back in May – made us puke. As the chart
below shows, we were down almost 40% by the end of September. Yet, we continued holding VIXY – waiting
for that ever elusive moment that would allow us to escape with a profit. And then, out of nowhere, an October
stock market hurricane arrived.
Because U.S. stocks and the CBOE Volatiilty Index (VIX) are inversely coorelated, falling stock prices were
countered with a skyrocketing VIX (volatility). And the VIXY ETF, being linked to short-term VIX futures
contracts, jumped out of its performance dungeon.
In the end, October’s VIX pop allowed us to exit our VIXY trade with a handsome +12.2% gain. Our gain was
no accident, nor was it due to some mystical intelligentsia that Wall Street wants you to believe exists. Our
Stamina, Patience, and Stomach – or as we like to call it – “SSP” was rewarded. And buried within this trade is
an important lesson: ETF trades that start out bad don’t always end badly. Moreover, buying an asset of
whatever kind at the wrong price and time can indeed be overcome by SSP.
Looking ahead, we expect to have many more trading opportunities in VIXY. Yet, there will be unwelcome
moments when our trades look downright dumb. But in the end, SSP is a winning formula. Practice it!

Table 1: Here’s the trade that made us puke and profit, simultaneously
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Our December ETF Income Trade
Our Income Mix Portfolio is a hypothetical $100,000 unhedged ETF portfolio that began in Feb.2012 and sells
monthly covered calls* to generate high income. It will generally consist of positions in just two ETFs: the
SPDR S&P 500 (SPY) and SPDR Gold Shares (GLD). At times, we may add another ETF if the quoted call
option premium is adequately high enough for us to warrant executing a trade.
The Income Mix Portfolio deliberately invests in ETFs covering distinctly different asset classes. It also
purposely limits the portfolio to 2-3 ETFs for simplicity. Finally, we always execute our monthly income trades
one month in advance. (EX: Our current December income trade is executed in November.)
Recap from last month: Our GLD NOV. $120 calls expired worthless out of the money and we still own our
100 shares. Meanwhile, our SPY NOV. $286 calls also expired worthless out of the money and we still own our
shares. We pocked $410 in total income and now we’re now executing the following trades below.

For our December 2018 Income Trade
we’re executing the following moves:
GLD (Own 100 shares @ $126.30)
Sell GLD DEC 2018 $120 calls
(GLD181221C00120000) near $35 per
contract. (Expires on 12/21/18)
SPY (Buy 400 shares near $292)
Sell SPY DEC 2018 $289 calls
(SPY181221C00289000) near $50 per
contract. (Expires on 12/21/18)
Based upon the moves listed above, we’ll
collect around $235 in monthly income from
our December trades.

Income Mix Portfolio
($122,498 hypothetical value)
SPDR S&P 500 (SPY)

SPDR Gold Shares (GLD)

10%
GLD

90% SPY

Since inception in Feb. 2012, our Income
Mix Portfolio has generated $47,360 or $599.49 per month over the past 79 months.
NOTE: For income results that closely mimic our December income trade, subscribers can execute covered
call options trades within 3 days of our alerts.
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Vital Signs – Snapshot of Key Asset Classes & Sentiment Gauges
Stock prices remain in correction mode, while the CBOE S&P 500 Volatility Index (VIX) is now above its
complacency zone. We still have an open defensive trade via ticker symbol “SH,” which is built to go up
when the S&P 500 declines. Despite falling stock prices and rising fear, gold prices have traded sideways.
The public’s panic level clearly isn’t high enough yet. The euro has sunk to one year lows and looks poised
to make a run toward its 2017 bottom. All the ingredients for a euro bear market are there.
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Can Small Caps Trump this Market?
We are once again heading into a time of year where small caps tend to seasonally perform very well both on
an individual basis and a relative basis. The question for this year will be, can this remain true given the volatile
times we are experiencing? When volatility becomes the trend for the broad market, small caps tend to be the
group that struggles as “risk on” turns into a “risk off” environment. Throughout this piece, we want to highlight
small cap trends, current characteristics, as well as expectations heading into December and even into the first
part 2019, to better prepare you the reader IF and WHEN small caps can offer a boost to your bottom line.
The Seasonal Advantage
Being aware of the seasonal advantage that can take shape throughout the year in certain styles is necessary
when looking for opportunity. Small caps since the year 2000 have performed quite well in the month of
December as highlighted below. We see this on both an individual basis, and slightly from a relative basis.
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We want to focus more on the relative basis versus SPY because that is likely where the outperformance will
come from if small caps do intend to follow the seasonal patterns.
IJR:SPY Relative Strength (Weekly, 10 YRS)

Above we display a long-term chart of the relative ratio IJR vs. SPY. This is given on a weekly closing basis to
identify intermediate trends. The vertical lines are placed on the first week of December for each year given
below. The color of each line represents whether IJR outperformed SPY immediately following the start of
December. For most of these dates, there seems to be an important turn, either up or down for the relative
ratio. With 6 of the vertical lines showing that SPY outperformed IJR during that month of December (red
lines). The current situation is intriguing (dotted black) because small caps are coming off a period of severe
underperformance the past 4-5 months. This may have been an issue of reversion back to the mean, marked
by the 200 period EMA in blue. When we look to RSI, we did not see an oversold touch, but we are also not
seeing any sort of positive divergence to suggest we should get a nice rally in momentum to small caps. If we
were to take anything away from just this chart, we could argue that we are essentially sitting in a range for
now, with the awareness that large caps tend to lead during volatile ‘risk off’ periods.
Small Cap Breadth
We have hammered home the point on breadth a few times in our article write-ups. And guess what? Breadth
measures remain very important, to the point that we want to mention the current situation in small cap
breadth. Below you will notice the S&P 600 Small Cap Index dating back three years and on a daily scale.
From a simple perspective, you’ll notice small caps in a constructive uptrend, right? A few bumps and setbacks
along the way, but the trend is higher highs and higher lows (for now). When we look under the surface at a
couple of the breadth readings, we tend to witness a different story.
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$SML S&P 600 Small Cap Index

Taking a glance at the advance-decline percent reading, we see right off the bat that the small cap index is at a
negative reading. We recently shot extremely lower creating a negative breadth thrust in early October. When
a characteristic like this occurs, it can take the index time to consolidate and should be noted as bearish for the
price of $SML. What can negate this is a thrust back above +30, which would give ADP a ‘reset’ and help
create a positive breadth signal. The other note we want to look for is what we saw in mid-October and that is a
lower low in price relative to the previous low, which created a higher low in ADP. This is another form of
divergence that the bulls can try to latch on to that allows for a decent characteristic for entries, with measured
risk. You will also notice the % of small caps in the index above the 200-day EMA. Currently reading only 35%
and trying to recover off the lows. A move above 60% would also create a breadth thrust and give reason to
believe this bull market can continue. Until this happens, we must understand the health of the market in small
caps, may not be up to par for a continued advance higher. Being aware of this characteristic can help an
individual become comfortable with new trends that might be occurring both to the downside and the upside.
Small Cap Sector Analysis
To wrap up our analysis, and another way to judge the health of not just the market, but also small caps and
even specific sectors, is to look at individual industries and create our own thesis. The two we want to highlight
are currently the sector leaders in YTD performance among small caps. So, when corrective phases occur
similar to what we are currently seeing, we want to see how these leaders are reacting to support or previous
trends. The healthcare sector is a prominent leader, and the below chart shows that we are currently at a very
important inflection point. If we hold and rally here, we believe this sector can start to lead once again to the
topside. If not, look out below.
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Next, we look at the second best performing small cap sector YTD. Consumer staples remain a defensive
natured arena. So far, we are seeing prices hold above the 200-day EMA. Momentum marked by RSI is
looking better, and buyers are starting to show up here. The key inflection point here would be a close below
the low from early October, if we see this occur, the consumer staples market would be starting a new
downtrend. 
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(Podcast) How to Cut your 2018 Tax Bill
Despite just a modest yearly increase in broad stock market ETFs,
many individual stocks are trading in losing territory near their 52week lows. Ex-blue chips like General Electric (GE) are even on the
verge of becoming penny stocks!
In his latest podcast episode, Ron DeLegge talks about tax tips for
selling your losers and keeping your winners. And by making a few
year-end adjustments, you could reduce the tax bite.
Have you subscribed yet? Since launching our YouTube channel,
ETFguide has amassed over 1,800 subscribers and 300,000 views.
Your free video subscription ensures that you never miss an episode.
Click here to subscribe and watch. 

Your ETF Tools
If you haven’t done so already, be sure to sure to sign up for
ETFguide’s suite of investor guides.
Due to the sheer number of ETFs being launched, we’ve
built tools to help you stay ahead of the fast moving market.
Here’s what we now offer:






Active ETF Guide tracks actively managed funds
ETP Commodities Guide follows commodity linked
products
Long/Short ETF Guide gives a quick snapshot of
inverse and leveraged tickers organized by asset
class.
First Look ETF provides a monthly view of the
newest ETF launches and latest trends.

Although all of our investor guides are complimentary, email
sign up is required to receive future updates.
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Mega Investment Theme Report
For ETFguide members new to our “Mega Investment Theme Report” (MITR) here’s how it works: We identify
and rank major investment themes by order of importance. We also include associated ETF ticker symbols.
Our theme rankings are adjusted (up or down) by their immediate impact and order of importance.
We include relevant ETF ticker symbols that are associated with and impacted by each related theme. Rather
than providing simply a generic market signal, we believe linking related ETF tickers to themes is far more
practical. Why? Because it will help you to make specific investment decisions related to a certain theme.

Lastly, we added a final row – with a star icon – that focuses on other less important investment
themes that didn’t make the top five, but are nevertheless on our radar screen. Related ETF tickers
are only provided once a particular theme graduates into the top five rankings. 

Rank

Theme

ETF Tickers

1 

Stock Market Volatility: The CBOE S&P 500 Volatility Index (VIX) finally
spiked in October. And after 4-months of sitting on VIXY with nothing to show,
we banged out a +12.2% gain on 10/26. Lest we remind you, we hit the jackpot
with a +69% gain in VIXY from Feb. 1 to 6. It’s been a good year for VIXY
traders and we’ll be back for more!
Rising Yields: Rising U.S. interest rates spells trouble for rate sensitive sectors
and the housing market. The Fed will hike rates again in December. And
financial pressure will mount on low rated debt (junk bonds) and industries like
homebuilders and real estate. We’re short these selected areas.
Innovative Sectors: Unlike most sector ETFs that focus on just one industry
group, the ALPS Disruptive Technology ETF (DTEC) takes a multi-sector
approach. It owns stocks in some of the most innovative areas like cloud
computing and cyber-security. We got stopped out of DTEC for a small gain,
but may soon add a new trade. Stay tuned.
U.S. Stocks Leading: Just 2 global regions are up since the start of 2018
while the vast majority of countries are flat or modestly down. (See our map on
the next page.) We are selectively bearish on Chinese stocks, with our latest
CHAD trade. We’re still holding small positions in VIXY and SH just in case.
Commodities: After a strong yearly start, commodity prices have fallen hard.
Leading the declines have been a collapse in oil and industrial metals like
copper. Precious metals like gold and silver have been weak too. Tariffs and
trade wars between the U.S. and rivals has been a leading contributor to the
fall. Only a trade truce can provide temporary relief.
Other investment themes we’re monitoring: The falling euro, cloud
computing, AI/Robotics, FinTech and Cyber-security are all important themes.
So is the emergence of crypto-currencies, even though they are stuck in a bear
market.
Seasonal themes: The small cap effect of when small caps tend to outperform
runs from mid-December until February. We’re long TNA, which aims for 3x
exposure to small cap stocks. If we don’t get a bounce higher in small caps,
we’re out of TNA. For now, we’re still long.

VIXY, SH

2 

SRS, SJB,
XHB put options

3 

DTEC

4 

SCHB

5 

NO OPEN
TRADES

BOTZ, HACK,
SKYY, ROBO,
ROBT, SOCL,
TNA
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ETP Performance Trends
Global stocks are down this year and most regions have modest losses. The U.S. (VTI) has been
outperforming the rest of the globe all year long and that trend continues. The only other market with a year-todate gain is Brazil (EWZ), which has made an incredible reversal. In mid-September, EWZ was down more
than 22%, but has rallied over 20% since then. What a run!
The worst stock market performers are Africa (AFK) and China (GXC), with each region sinking almost in the
double digit teens. Meanwhile, commodity dependent regions like Latin America (ILF) and Russia (RSX)
have modest declines despite crashing oil prices. If the deteriorating trend in commodities persists, it’s hard to
see how stocks in these regions won’t follow.
Clearly, the trade war between China and the U.S. is already taking its toll. Bullish sentiment toward stocks is
waning and key sectors like semiconductor stocks, industrials, energy, and materials are getting hit.
Even if trade deal before the end of 2018 between China and the U.S. gets hammered out, it may be too little
too late. Corporate earnings are already suffering. And lackluster results will be reflected in Q1-Q2 2019.
Nevertheless, U.S. stocks may have one final rally left, which should happen now and run until mid-February. If
stocks can’t find their groove right now, it’s doubtful they’ll find their groove later. 
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