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Stocks – at least the narrow group of leading stocks that power the indices
– continued to press to new highs for the week ending 8/21/20. There are
plenty of voices on the bearish side – mostly those that missed out entirely
or in part on the rally since March. That doesn’t mean the points they are
bringing up are untrue or lack credibility. Right now, indices are
overbought even as many of mid and small cap stocks struggle to keep
up. Resistance levels to watch as the month draws to a close are 3,400
on the S&P futures and 11,275 on the NASDAQ futures. The
corresponding SPY monthly closing resistance is at $335.25, which
will be good the next 8-days.
If we are correct in our short-term topping thesis noted above, the
downside targets at which purchases of stock proxies should be made will
be 2,973 – 3,135 on the S&P futures. That equates to 2,980 – 3,141 on
the S&P cash. The support level to watch for SPY is $300-$320.

We certainly think things are more bullish longer-term and would be
looking to buy dips as they occur – as long as identified supports hold up
and the patterns that developed leading to the test of those supports
indicate bottoms will be made there. We currently see the supports
coming in at 2,973 for the futures, 2,980 for the S&P cash and $300 –
$320 for SPY. Once a pullback to support occurs, we will be looking for at
least a test of the all-time highs and possibly a modest new high.
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Profit Strategies
Ron DeLegge, Founder

"I made my money by selling too soon.” – Bernard Baruch, legendary trader

In a matter of months, stock market conditions have gone from extremely bearish to extremely bullish. In case
you’ve been hibernating, here’s what’s happened: The CNN Fear/Greed index was near zero (very fearful) in
the spring and now it’s 70 (greedy). What’s going on?
From another angle, the stock market appears
to have re-reached a permanently high plateau.
Apologies for stealing words from the late Irving
Fisher, who badly mis-predicted the 1929 crash,
but we couldn’t help ourselves.
Industry sector-wise, 5 out of 11 S&P 500
groups are up for 2020. Leading the pack is the
so-called “FAANG” group and ETFs closely tied
to it like technology (XLK) and
communication services (XLC), which have
both climbed +29.69% and +13.82%
respectively year-to-date (YTD). The worst
performing S&P industry sectors are financials
(XLF), which are down -19.84% and energy
(XLE) -37.86%.
Despite the impressive recovery since March
lows, the stock market’s current run is largely
driven by mega-cap stocks like Apple, Microsoft
and Amazon.com. And dissecting the S&P
1500 tells us this much.
The S&P 1500 consists of the S&P 500, S&P
Mid Cap 400 and the S&P Small Cap 600. While
the SPDR S&P 500 ETF (SPY) is ahead by
+6.56% YTD, mid cap stocks (MDY) are down
by -6.40% while small caps (IJR) are off by 11.49%.
Moreover, the underperformance of the Invesco S&P Equal Weight ETF (RSP) compared to SPY, it’s market
cap weighted peer, illustrates the disconnect between small stocks versus large stocks. RSP has fallen -4.27%
compared to a YTD gain of +6.56% for SPY.
While RSP owns the same 500 stocks within the S&P 500, it weights each company the same – with a 0.20%
weighting. That means the tiniest of S&P 500 components like Under Armour, Gap, and Ralph Lauren have the
same amount of influence on index performance as mega cap stocks like Apple and Amazon.com. Again, the
underperformance by RSP vs. SPY is illustrative of the highly concentrated stock market rally that’s currently
underway. Key takeaway: If smaller stocks can join their larger peers, it’ll confirm the rally. If not, the duration
of the rally could be cut short.
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A 3-Bucket Approach to Investment Management
What are the crucial factors influencing your investment? In this section, let’s examine a framework for better
understanding (and controlling) your investment results.
Rather than viewing your investments as one big bucket, I suggest a better approach that I believe reduces
risk without hampering growth. My approach is to compartmentalize assets by dividing them into three main
buckets: 1) a core, 2) a non-core, and 3) a margin of safety. Before – I repleat before - making any asset
allocation or diversification decisions, priority number one is to first determine what percentage or dollar value
of your money should be put into each of these three buckets.
It’s important to remember that each of these three buckets – the core (1), margin of safety (2), and non-core
(3) – serves a deliberately different purpose from the next. Also, each bucket is purposely designed to
complement the others by eliminating investment strategies that overlap.
Remember: Dividing your money into three sections versus treating it as one big bucket is helpful from many
angles. First, it keeps you disciplined. Second, it contains risk. Third, it limits speculative strategies to your noncore bucket, which should reduce the impact of investment bets that fail or take longer to develop and
blossom.
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Our September 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 September income trade is executed in August.)
Recap from last month: For August, our GLD shares got called away at $180 per share and we booked a
$2,100 short term gain plus another $50 in call premium for a one-month jackpot of $2,150. Likewise, our SPY
shares got called away at $327 per share for a $2,040 short-term gain plus the $2,120 in call premium. In total,
we got for a one-month jackpot of $4,160 from our SPY trade. Below are September’s income trades.

For our September 2020 Income Trade
we’re executing the following moves:
GLD (Buy 100 shares @ $182.05)
Sell GLD SEP 2020 $193 calls near $150
per contract. (Calls expire on 9/18/20)
SPY (Buy 400 shares @ $339.45)
Sell SPY SEP 2020 $351 calls near $130 per
contract. (Calls expire on 9/18/20)

Income Mix Portfolio
($153,800 hypothetical value)
SPDR S&P 500 (SPY)

SPDR Gold Shares (GLD)

12%
GLD

Based upon the moves listed above, we’ll
collect around $670 in monthly income from
our September trades.

88% SPY

Since inception in Feb. 2012, our Income Mix
Portfolio has generated $66,076 or $660.76
per month over the past 100 months.
*NOTE: For income results that closely mimic our September 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
The snapshot of the markets provided by the charts below shows us that there is at least a short-term
bounce in the US Dollar and corresponding pullback in both gold and the Euro currency. Meanwhile, we
see that stocks continue to rally and complacency measures are starting to sound some alarms – although
the VIX is not yet at historical complacency readings. The Put / Call ratio definitely is, though.
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Why Owning Tomorrow’s Growth is Better vs.
Today’s Growth
“Be greedy when others are fearful and fearful when others are greedy." - Warren Buffett

Never before has Mr. Buffett’s famous axiom been truer than over the last six months.

Back in March, when
everyone’s portfolios were getting bludgeoned by the COVID shutdown headlines, it would certainly have
qualified as a time “when others are fearful”. In hindsight it seems quite obvious that the thing to do in midMarch was buy FAANG, MSFT, TSLA and all of the go-go shop-at-home / work-at-home beneficiary
companies (Shopify, Zoom and the like). Now, we’re up triple digits for many of those names, we’re watching
AAPL and TSLA basically go parabolic and we’re seeing twenty-somethings walk around with with
overconfidence and complacency oozing from every pore. It would certainly seem that now would qualify as a
time “when others are greedy”.
What we want to do today is identify what has led convincingly since the lows (in ETF land) and to try to
identify good entry points for new long positions – as now is clearly not that time if one were to use Mr. Buffett’s
famous words as a guide.
What has led?
It’s easy to point to Facebook, Apple, Amazon, Netflix, Google, Microsoft and Tesla as the group of stocks that
have led the markets higher. The large caps rightly grab all of the headlines as they affect the most people /
TV viewers. Not only do they grab the headlines for the “meaning in people’s lives” reason, they actually
HAVE LED virtually everything higher (NASDAQ futures are up over 74% while the S&P is up 51% and the
Russell 2000 is up 63%). But what if we dig a bit deeper to see which components of the NASDAQ have led?
Let’s take a look at some lesser known ETFs to see what we can find…
WisdomTree Cloud Computing Fund (WCLD) vs QQQ:
Fastly, Zoom, ZScaler and DocuSign all show up on the Top Holdings of the WisdomTree Cloud Computing
Fund (WCLD). This fund peaked on August 5th and has been struggling to make new highs since then even as
the NASDAQ has continue to press higher. However, even with the recent laggy action, WCLD is far
outpacing QQQ since March’s lows. So, where is the best entry for aspiring longs? Based on the chart on the
right here, we would say around $34.02 (from $41.55 at the close on Friday).
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ARK ETF Trust Innovation ETF (ARKK) vs QQQ
The ARK family of ETFs is worthy of everyone’s attention as they are “bringing it” in terms of offering investors
ways to gain exposure to the next crop of sector and stock leaders. The ARK Innovation ETF (ARKK) sports
names like Tesla, Square, Invitae and Crisper Therapeutics among others. With TSLA making up 10% of the
fund, you should not be surprised to find out this ETF is up nearly 160% since mid-March. Where to buy? We
would say that either $77.27 or $69.13 would be interesting entry points (from $89.83 currently).

ARK ETF Trust Genomic Revolution ETF (ARKG) vs QQQ
Virus cures, virus vaccines and more! You would think they are heavily featured in the ARK Genomic
Revolution ETF. That may at least be part of the reason investors are flocking to this fund. In any case, the
newest areas of disease prevention and treatment are absolutely featured within the holdings of ARKG. This
fund has shot up over 150% since the March lows – dwarfing the QQQ’s returns. So, where do we jump on
this rocket ship? The first level that would be a consideration for most technicians would seem to be $53.68 –
about 15% below Friday’s close. A deeper pullback could bring ARKG down to the next key support area at
around $42 - $43.
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AdvisorShares Trust Pure Cannabis ETF (YOLO) vs QQQ
Not all marijuana ETFs are created equal. The AdvisorShares’ representative in the space, YOLO, far
outperforms MJ and other well-known “weed” ETFs and have nearly doubled-up the return of QQQ since the
March lows (below left). We can clearly see that YOLO investors have been taking some profits over the last
three or four session, though. So, at what price would YOLO seem to be a great entry for aspiring longs? The
chart on the right below shows a combination of horizontal line support and Fibonacci retracement (38.2%)
support coming in right around $10 – so that would be our answer.

A portfolio that had large cap representation in the form of QQQ combined with some nice higher-yielding lowdebt carrying Dow stocks along with smaller, emerging growth stocks like those held by WCLD, ARKK, ARKG
and YOLO would seem to be a winner for the long-term. Key #1 is being in and staying in for the long-term.
Key#2 is enhancing your return by starting or adding to longs when the proverbial “blood is in the street” like it
was in March and like it will almost certainly be again the (near) future. 
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(Podcast) John Bogle + Avoiding Retirement Mistakes
In his latest podcast episode, Ron DeLegge shares an archived
interview with investing great John Bogle. Although he passed away
in 2019, Bogle’s words of wisdom live on!
Also on the show: Ron shares common retirement planning mistakes
you should avoid making. Listen to the weekly Index Investing Show
at iTunes, Google Podcasts and Spotify.
Have you subscribed yet? Since launching ETFguide TV, we’ve
amassed almost 2,800 subscribers and over 395,000 views. Your
free video subscription ensures that you never miss an episode.
Subscribe and watch. 

Q3 2020 ETF Guides
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:





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

Technology stocks lead rally. The stock market’s recovery from March lows
has been led by companies like Apple, Alphabet, NVIDIA, Tesla and Zoom.
Other important sectors like financials, energy and real estate are lagging.
Overweight what’s working, underweight or avoid what’s not.

1 

TQQQ, QQQ

Bullish Treasury ETFs Jump: The U.S. trend in lower interest rates full tact
and so is safe-having buying. Treasury ETFs like TLT along with 3x leveraged
ETFs like TMF have been and continue to be a good trade and we’re long.

2 

TMF, TLT

3 

GLD, RING

4 

VIXY, UVXY

5

Gold keeps rolling. We’ve talked repeatedly about central bankers with loose
monetary keeping precious metals prices firm and nothing has changed. With
governments and central bankers, no price is too high to defeat Coronavirus.
This is very supportive of gold.
Diminishing volatility: Stock market volatility (VIX) had skyrocketed over
+500% in March, but is up just 63% YTD. While VIX ETFs like VIXY and UVXY
have sharply corrected, another round of higher volatility is ahead. Why?
Because it’s happened in the past and will happen again in the future. Be
ready.
Inverse ETFs struggle. ETFs that deliver opposite exposure to stocks have
been falling since the March bear rally. Many 2x and 3x inverse ETFs that
jumped significantly before are now down. Translation: Another buying
opportunity for bears and contrarian traders.
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. We’re monitoring all of these tickers.

SH, EDZ, TZA,
SPXS

GBTC, BOTZ,
HACK, SKYY,
ROBO, ROBT,
SOCL
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ETP Performance Trends
A picture is worth a thousand words. And the latest portrait of our global equity map is telling. As we’ve
alerted, the Coronavirus outbreak has created a massive imbalance in global stock prices.
After sharp losses during March, we’re in the midst of a recovery phase. Nonetheless, most country ETFs –
even after the bounce – are sustaining losses. Among the 13 global ETFs we track, 11 have negative year-todate (YTD) performance.
Despite depression-like economic readings in the U.S., we observe that U.S. stocks (VTI) are in an upswing.
Likewise, Chinese stocks (GXC), the epicenter of the Coronavirus, are the best relative performing stock
market around the globe. Will the resurgence in Chinese and U.S. stocks spread to other markets? If so, it
would give more credence and strength to the concentrated rally in these two countries.
Most emerging markets are negative with a few like Latin America (ILF) and Brazil (EWZ) still stuck in bear
market territory.
Stock market volatility has edged lower, which could be a precursor of higher volatility ahead. It’s happened in
the past and will happen again ahead. 
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