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

The Santa Claus rally is nowhere to be found this year and relief looks to be minimal as critical
support levels are now being violated, as of this week. For the S&P 500 ($SPX) the short-term
support really needs to be 2,400 which is within spitting distance currently. If this level does not
hold 2,384 is not out of the question. When market fall like they have been, and fear starts to really
pick up, you are left with ‘possible’ support areas that need to be marked out. The remainder of the
time then is sitting and waiting for support levels to either become violated or hold. In the short-term
there is reason to believe we are stretched to the downside, but this does not give precedence to
try and catch a falling knife. A mean reversion trade will likely occur, in which case we need to be
ready for.

Mid-term
(weeks-months)

In the mid-term, we want support for $SPX to hold at the 2,310 level with overhead resistance now
near 2,550 to 2,575. This was previous support that would likely see sellers reappear should we
see a counter trend rally. Momentum in the $SPX is not good, not good at all. Oversold can remain
oversold and does not have to immediately bounce back. What we want to be looking for in our
momentum indicators is positive divergence to signal that the selling pressure is starting to back
off. Breadth is also another area of the market that is not looking healthy, and really hasn’t been
looking healthy since the middle of October. We have not seen breadth in some indicators this bad
since 2008. 2011 is another time frame that compares from a breadth perspective. Sectors that are
looking somewhat constructive are the defensive areas. Utilities (XLU), staples (XLP), and bonds
(SHY) should not be out of the question when looking for places to go for the time being. Cash is
always a nice place to keep the powder dry for when the time is right to be buying again. The storm
needs to pass however.

Long-term
(months-years)

The long-term view is also becoming worrisome for bulls. As we see it, the best-case scenario
situation is that we stagnate in a trading range. In terms of the NASDAQ for example, it would not
be out of the question to see the breakout level of 4,900 off the futures board (2016 breakout) to be
tested on this retest. This breakout level also aligns with the highs from 1999-2000. So, you could
say decent support here, but we are also 18-20% off from those levels right now. Long-term
however, numbers like this cannot be out of the question, and should be made aware to you the
market participant. For the $SPX, if the 2,200 area is breached, we are looking at 2,150-2,100 as
possible support. We will leave with this, the world ending scenarios are only to sell adds. We want
to provide tactical and actionable inflection points for you the market participant to benefit from. Do
things look bad right now? Yes. Can they get worse? Yes. Will there be a point in time down the
road that will scream a loud buy signal, likely, yes. Keep these market moves both up and down in
perspective as we start the new year!
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Profit Strategies
Ron DeLegge, Founder

Individuals with the wrong asset mix should not “stay the course.”

“Stay the course” may go down as the most negligent investment advice ever told. The chief flaw is that it
incorrectly assumes the people who should “stay the course” have a properly built investment portfolio. The
truth is they don’t. How do we know? Because the sad reality is the vast majority have not secured the right
asset mix within their investment and retirement portfolio. In other words, people’s investments aren’t
compatible with their time horizon or risk tolerance. Likewise, market losses often belatedly reveal that most
people have been investing without an adequate cushion or margin of safety.
If any of this describes you, it means you should absolutely not “stay the course,” but rather, re-adjust your
course by fixing the problems that exist within your investment and retirement portfolio. To help you, our online
course titled “How to Fix Hidden Flaws Inside Your Portfolio” is an absolute must. After you enroll, it will
show you how to go on a seek and destroy mission by systematically identifying and eliminating weaknesses
within your portfolio. Immediately removing flaws is the only prudent course for the rational investor to take.
By now, the almost 20% drop from third quarter highs in U.S. stocks and broadly held ETFs like the SPDR
S&P 500 ETF (SPY) and Vanguard Total U.S. Stock Market ETF (VTI), should’ve gotten the public’s
attention. And if it hasn’t yet, then it will when they receive their year-end 401(k) retirement statements.
Hopefully, they’ll awaken from their comatose state and realize what worked before doesn’t work now.
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The First and Second Set of Most Dangerous Words in Investing
It was legendary investor Sir John Templeton who once said “The four most dangerous words in investing are
‘this time it’s different.’” Let it be known that right after “This time it’s different” the very next most dangerous
words in investing are “This time it’s the same.”
Keeping this in mind, we point you to a table posted on Twitter by our colleagues at Bespoke Investments
showing the S&P 500’s performance after posting a quarterly loss of 10% or more going back to the World War
II era. (See table below)
The table shows just four years during the past 74
years (1957, 1973, 2002, and 2008) when the very
next quarter was consecutively down for stocks after
a beat-down of 10% or more during the previous
quarter. It’s most impressive!
Yet, the data presented in this table make it seem
like the odds of a rebound for stocks in Q1 2019 are
high because a similar rebound has almost always
happened in the past. And therein rests a grandiose
caveat. The idea that “this time is the same” as all or
most of the previous years is an awfully dangerous
bias to have. Why? Because no matter what’s
occurred in past years, it’s impossible to calculate
with statistical accuracy what stocks will do
tomorrow, let alone in upcoming quarters.
Preparing for a Counter Rally Trend
While the precise timing of rebound in stocks is not
known, we do know it will happen. And defensiveminded investors should use these moments to
reduce exposure to stocks and or to increase
exposure to inverse ETFs. Also, rather than
attempting to catch a relief rally by trading 2x or 3x
bull ETFs, we’d rather trade in the same bearish or
general direction as the overall market.
Speaking of inverse ETFs, we added a new
position to the Direxion Daily Technology Bear
3x Shares (TECS) @ $27.17 on Dec. 17. Our last
trade in TECS from Oct. 26-29 ended in a +10.6%
gain. Inverse ETFs like TECS that use bearish
leverage perform best when momentum in stocks is sharply trending lower. This latest trade in TECS is
focused on the tech sector because we see more deflationary downside ahead.
We also added the ProShares VIX Short-Term Futures ETF (VIXY) @ $34.73 on Dec. 17 and continue to
hold. Our last trade in VIXY lasted five months and ended on Oct. 26 with a +12.2% gain. Making this trade all
the more remarkable is how at one point in mid-September, our VIXY trade was down 40% on paper! As we
stated in last month’s issue, 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. Remember: 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 – at times – be overcome by SSP. 
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Our January 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 January income trade is executed in December.)
Recap from last month: Our GLD DEC $120 calls expired worthless out of the money and we still own our
100 shares. Meanwhile, our SPY DEC $289 calls also expired worthless out of the money and we still own our
shares. We pocked $235 in total income and now we’re now executing the following trades below.

For our January 2018 Income Trade
we’re executing the following moves:

Income Mix Portfolio
($107,800 hypothetical value)
SPDR S&P 500 (SPY)

SPDR Gold Shares (GLD)

GLD (Own 100 shares @ $126.30)
Sell GLD JAN 2019 $125 calls near $20
per contract. (Calls expire on 1/18/19)
SPY (Own 400 shares @ $292)
Sell SPY JAN 2019 $250 calls near $285
per contract. (Calls expire on 1/18/19)

11%
GLD

Based upon the moves listed above, we’ll
collect around $1,160 in monthly income
from our January trades.

89% SPY

Since inception in Feb. 2012, our Income
Mix Portfolio has generated $48,520 or
$606.50 per month over the past 80 months.
NOTE: For income results that closely mimic our January 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. The CBOE S&P 500 Volatility Index (VIX) has skyrocketed into the
fear 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 to move gold higher. 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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Intermarket Analysis to the Rescue
‘The basic premise of intermarket analysis is that all financial markets are linked in some way’
-John Murphy

The quote above is spot on and timely. John Murphy, a renowned market technician, nails it on the head with
his assessment of intermarket analysis and why it’s important. The general idea is to use this valuable tool to
gain a trading edge.
In the past, we have mentioned these intermarket relationships and highlighted them accordingly. In this
month’s issue we want to place emphasis on the following intermarket ratio spreads as they have and continue
to set the tone for the general market environment overall:
1.
2.
3.
4.

SPY:TLT
SPY:ACWX
IWF:IWV
RCD:RHS

In general, these spreads in and of themselves are not the end all be all indicator for execution, but what they
can allow for is trend identification among various types of assets.
Stocks or Bonds? Long-term: SPY; Short-term: TLT
Right off the bat we face the music with the question of stocks or bonds? Below shows a long-term perspective
of SPY and TLT. Fairly basic, right? We want to be asking ourselves what looks to be in favor here?
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With not much surprise, over the years stocks (signified by SPY) of course look to be the ‘in favor’ asset class
over bonds as represented by TLT. More recently however this has not been the case, and to a degree this
trend is on the brink of breaking previous support levels that in all reality should hold up in a bull or up trending
market. Another note of interest, bonds more recently have come off record short positions from managed
funds and with the shaky outside markets, this creates a perfect storm for this uptrend in this ratio to be tested.

Domestic or Foreign? Long-term: SPY; Short-term: ACWX
Next on the list is the comparison of the domestic market in SPY or the world market ex-US in ACWX. ACWX
is made up predominantly of companies within Japan, UK, Hong Kong, France, and Canada with a few others
of lesser weightings.

The major trend here is that the domestic market has been in favor since the lows of 2008. Sure, there are
periods of underperformance when compared to ACWX, but this is clearly up and to the right. Looking at the
PPO indicator below, we are currently in a worsening situation for the domestic market. The histogram
suggests there is increasing outperformance of ACWX relative to SPY as this is making larger negative
readings by the week.
It may take some time for the PPO to flatten out again above the zero line, and we would think that this ratio
holds the most recent highs from the late 2016 run. This would suggest a 5.6 reading on the right axis if the 50
period EMA does not hold. It will be important to watch this relationship as we head into 2019 because this
relationship tends to go in spurts of underperformance and overperformance, giving a market participant a nice
edge relative to the entire investing space available.
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Growth or Value? Long-term: Growth; Short-term: Value
Treading into more specific intermarket relationships, we find ourselves with the growth or value environment.
Within the Russell iShares we currently have a great growth story taking place over the long-term. More
recently however momentum has given way toward the value style outperforming. The oversold bounce from
growth has some making up to do but momentum is looking to reverse near the zero line. We hold a stance
where the best-case scenario is that we start to form more of a consolidation around this area allowing the 200
period EMA to play catch up.

No, we do not want to be using the 200 period EMA as a buy or sell zone, but more as a slope of trend. We
can also use this as a reversion to the mean type of situation. Earlier this summer this ratio was having
troubles making new highs and really stalling out, essentially too far stretched. Once the PPO rolls over and
settles in this may suggest the value side is a stretched and growth can start to outperform. However, as
mentioned above, the best scenario here for the growth side is that we trend sideways, as time might be the
best medicine.

Consumer Discretionary or Staples? Long-term: Staples; Short-term: Staples
Another great intermarket relationship is consumer discretionary and the consumer staples sector. Generally
speaking, the discretionary sector is made up of higher beta names that tend to perform well in aggressive
uptrends. On the opposite side, staples usually lag but still try to keep up as sectors rotate in and out. Currently
however, we are seeing the staples sector completely take over the discretionary sector. Below we show the
equal weight versions of each as this gives straight forward comparison of performance. You can see since
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earlier this summer, staples have taken over the lead by a solid margin. The trend here is currently broken, and
we do not expect this trend to be fixed immediately. Notice how we broke trend in 2015 and it took until the
middle of 2016 to reverse this defensive trend.

The PPO is showing issue as there is nothing bullish here for the discretionary sector with the zero line being
violated with no real hesitation. We truly believe for this ratio to reverse we need to see something like the
reversal in 2016. The PPO printed a higher low while the ratio made a lower low, otherwise known as positive
divergence. Where we stand today, it looks as if we are sometime yet from seeing this, if we see it at all. This
is one of the ratios that makes us very cautious with the current market environment.
In the end, we’ll continue to monitor intermarket relationships and keep you posted on the crucial messages
they’re communicating. Currently, most if not all suggest taking caution here as we enter 2019. Many are still
within massive uptrends, but the second we take out previous lows, it allows for a whole new market scenario
to present itself. Intermarket ratios allow us to take a step back and piece together a much bigger financial
puzzle as these relationships remain in constant flux. 

Your One-Stop Place for Inverse & Leveraged ETFs
Our quarterly produced Long/Short ETF Guide gives you quick snapshot of all
inverse and leveraged ETF tickers organized by asset class. To receive future
updates via email, sign up for ETFguide’s suite of investor guides.
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Making Money in Market Turmoil
All premium members @ ETFguide are invited to enroll in a new online class created by Founder Ron
DeLegge titled “Profit During Crashing Markets: A Step-by-Step Guide.”
The class teaches you how to make
money when markets are crashing.
Among the curriculum topics are the
following:






Bear-proofing your portfolio
Strategies for offense and defense
Making volatility your friend
Trading rules for leveraged funds
Familiarizing you with bear terms

The online class can be taken at
anywhere via your mobile phone,
tablet, or computer.
The purpose of this course is to
provide you the required skills to be a
successful investor when market conditions are not favorable.
This course is exclusively available to premium ETFguide members at a discounted rate.
PREMIUM members should use promo code BIGBEAR to receive a 20% discount off the course. 

(Podcast) What’s Your Bear Market Plan?
Even discerning investors can be caught off guard by a sinking stock
market. What about you?
It’s been said if you fail to plan, you should plan to fail. In his latest
podcast episode, Ron DeLegge shares important steps for bear
market preparation.
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. 
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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 

VIXY, SH

2 

SRS, SJB,
XHB put options

3 

TECS, SH

4 
5 

Stock Market Volatility: The CBOE S&P 500 Volatility Index (VIX) spiked in
October and for the first time in a while has sustained a high level. We hit the
VIX jackpot two times this year with a +12.2% gain on 10/26 and a +69% gain
in VIXY from Feb. 1 to 6. It’s been a good year for VIXY traders and we’re once
again long VIXY with an open trade looking to repeat our past success.
Rising Yields: Rising U.S. interest rates spells trouble for rate sensitive sectors
and the housing market. The Fed went against the market’s wishes and hiked
rates again in December. Financial pressure will mount on low rated debt (junk
bonds) and industries like homebuilders and real estate. We’re short these
selected areas.
Inverse ETFs Jump to Life: Inverse ETFs are designed to increase in value
when their underlying assets fall. Right now, the correction in stocks is leading
to big gains in inverse ETFs. We’re holding TECS along with SH and may add
more inverse or short ETFs down the line.
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.
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 in
Q3. We’re waiting for lower prices before jumping back in.
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 like the small cap effect and Santa Claus rally are not
playing out in 2018. For now, it’s safest and smartest to trade price trends vs.
seasonal trends.

No open trades

DTEC

BOTZ, HACK,
SKYY, ROBO,
ROBT, SOCL,
TNA
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ETP Performance Trends
The once modest losses for global stocks have deepened over the past month. Moreover, all regions are now
infected with negative performance in 2018.
Just last month, only the U.S. (VTI) and Brazil (EWZ) we’re in positive territory. Now, both regions have been
dragged down by the rest of the world.
The worst stock market performers are Africa (AFK) and China (GXC), with each region in the midst of a
firmly established bear market. 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.
While many stock investors see hope in a resolution of the trade war between China and the U.S., the
economic toll is already being felt. Key sectors like semiconductor stocks, industrials, energy, and materials
are signaling the worst is not over yet.
As we’ve written before in these pages, even if China and the U.S. hammer out a trade deal, the economic
damage has been already inflicted. And the bearish momentum trade wars have fomented will likely be
irreversible in 2019. 
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