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Topics Today
• Markets

– Recent Market Actions
– Dealing with Volatility
– Leveraged ETFs 

• Pros and Cons
• Backtest Results
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Can You Handle Volatility in the Markets?

“When the Music Plays too Fast to Dance,   
it’s Time to Sit It Out.”  



S&P 500 – Bounce from Dec Drop
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17% drop



What Happened in Dec?

• Too Many Worries for Market to Handle
– China Trade War No Progress Impacting US Companies
– Fear of Global Economic Slowdown and Recession
– Slowdown in Earnings Growth ( from 22% last year to 8%)
– Uncertainty of BREXIT Impact on EU Economy
– Fed Rate Increases Taking Liquidity From Markets

• 10 Year Bull Market Overdue for Correction
– Valuations Too High for New Positions

• Volatility in Equities Take Away Easy Profits
– Many Investors Seek Shelter in Cash & Bonds Rather than Play the Market
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Too Much Bad News
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Drawdowns of Major Indexes

Jan 2019 Market Review 6



Simple Analysis Tool for Long Term Trends
SP500 Ribbon in 2008-2011
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Concept from:  Ciovacco Capital Management 



SP500 Weekly Ribbon in 2008-2019
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Ribbon Twisted shows how long term 
trend changes over 10 yr period. Also 
shows periods of low and high volatility.

When Price stays above Ribbon (50 EMA)
Market in a strong uptrend and profits to be made.

When Price below Ribbon(200 EMA) Market in
Downtrend and risk of losses need to
be addressed.



SP500 Daily with Ribbons
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Price Crosses  50 ma, 
And 50 crosses 200 ma



SP500 Daily with Ribbons
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Retracement in Jan to above 50% indicates a 
likely reversal soon and retest of lows.
We are still in a Down Trend (lower lows and 
lower highs) but experiencing a Counter Trend 
Rally.



SP500 Ribbon Didn’t Deteriorate Until Dec

Jan 2019 Market Review 11

Best Opportunity to Sell was February, 
Notice How Far Price is Above 50 MA
- maybe that a signal to take some profits.



What’s Next – Bullish?
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Analysis by Chris Ciovacco, Ciovacco Capital Management  

COMPARE CURRENT WITH 
PAST BULLISH CASES

Similar or Not?



What’s Next – Bearish?
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Analysis by Chris Ciovacco, Ciovacco Capital Management  

COMPARE CURRENT WITH 
PAST BEARISH CASES

Similar or Not?



Fear Of Missing Out (FOMO) – Bad Choice
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Analysis by Chris Ciovacco, Ciovacco Capital Management  



Fear Of Missing Out (FOMO) – Bad Choice
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Analysis by Chris Ciovacco, Ciovacco Capital Management  



Fear Of Missing Out (FOMO) – Bad Choice
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Analysis by Chris Ciovacco, Ciovacco Capital Management  



Patterns Safe for Re-Entry
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Analysis by Chris Ciovacco, Ciovacco Capital Management  



Patterns Safe for Re-Entry
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Analysis by Chris Ciovacco, Ciovacco Capital Management  

Wait for Ribbon to Turn Around and Incrementally Phase 
Back In. If Ribbon Begins to Turn, You’re Only Partially 
Committed
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When Is The Next Bottom



Conclusions from Ribbon Charts

• Analysis of Ribbon Patterns helpful to compare with past situations and 
how those situations turned into Bullish Trends or Bearish Trends.
– It appears right now, that the Market could go either way over the next few 

months.
– SP500 has retraced over 50% from Oct High Drop to Dec Bottom which usually 

means next week or two, it will reverse and maybe retest the Dec Lows.
– The next 4 – 8 weeks will give us a better sense of what direction the market will 

take, and which of the patterns will become the one to follow.

• It’s time to sharpen out plans for any asset reallocation, rebalancing, or 
risk reduction (hedging).
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NYSE AD Line – Rising Since 2019
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What Does It Take to  Recover?
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According to Tom McClellan - Above 500, Market is Immune to Bear 
Mkt.  Up move on RASI can mean Recovery (above 500), a go/no-go  for 
a sustained uptrend. Falling short of 500 means market has liquidity 
problems and stock rallies are under-funded.

RASI = NYSE Ratio Adjusted Summation Index 
based on MCO of Advances and Declines



S&P 500  %Bullish Major 1 Month Recovery
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Dow Retraced above 50%
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Crossed 50 EMA, Close to 62% Retracement
Ready for a pullback (maybe retest low)



Dow Weekly – Consolidation, Now Down
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NASDAQ Weekly– In Downtrend
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Russell 1000 Weekly – Shows A Downtrend
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FAANG Stocks (composite) at 50% Recovery
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FAANG Stocks (composite) at 50% Recovery
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Comparison of Asset Classes
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Comparison of Sectors
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Comparison of World Market Performance
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Dollar Strong and Consolidating
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30 Yr Treasury Prices Down with Market
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Uptrend as Investors seek safety from 
equities market.



Drawdowns of Bonds  vs SP500
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Treasury Yields & Spreads
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10 yr crossed 3.2 this week

Inversion of 2yr and 5yr on Friday
Cause turmoil in markets



Top 20 ETFs (ranked by ETFReplay.com)
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Reducing Risk in a Volatile Market

• High Volatility Markets are Trendless and Require More Work
– When Market Bounces Around in a Trading Range / Consolidation

• Active Investors Need to Become Traders 
• Future Long Term Direction Unknown – Poor time to add new money to Market

• Main Choices When Expecting Lower Markets ( Breakout to Down side)
– Switch to Lower Volatile Positions ( From Individual Stocks to ETFs / Funds)
– Switch to Alternative Asset Classes ( Equities to Bonds, REITs )
– Sell Most Volatile Positions, go to Cash
– Apply a Hedging Technique

• Sell Short – requires experience and margin account, introduces high risk
• Buy Puts  - requires options experience
• Use ETFs with Negative Correlations ( Short or Inverse ETFs)
• Use a Long/Short Fund or ETF that is close to market neutral
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Using Short ETFs for Avoiding Risk 
• Hedging with Short ETFs

– Designed for very short-term due to decay of returns over time 
– Optimally designed for day trading. 
– Benefits include quick and cheap trading
– Opportunity to benefit from declining stock prices.
– Can be tailored to specific types of stocks/sectors, bonds, currencies.
– Can be used in most IRAs where shorting is not allowed.
– Lower costs and fees than using put options or short selling.
– Avoid Capital Gains by hedging position rather than selling it

• Limited Risk
– Risk is limited because the most money you can lose is your cost of the 

ETF.
• Performance Choices

– Use of Leverage (1x, 2x, 3x, 4x) offers greater returns depending on 
volatility. 

• Hedging vs Speculation
– Some Investors Use Leverage and Inverse ETFs to add to portfolio 

performance, anticipating market behavior.
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Inverse ETFs

• Inverse Equity ETFs aim to return the opposite, or inverse, of an equity 
index or a specific stock market sector, such as financials, biotechs, REITs or 
MLPs.

• There are dozens of equity inverse ETFs that have been created to hedge or 
speculate against equity exposure in all corners of the global investment 
spectrum.

Sample Categories ( taken from inverse-etfs.com )
Each category has several ETFs to choose from. See website.
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From  inverse-etfs.com



Hedging the SP500 
• Hedging stocks with the ‘Short S&P 500’ (SH), an inverse 

ETF no leverage, which better represents the broader 
stock market. 

• It is market cap-weighted and has more financial products 
tied to its performance than any other. 

• It is the the largest inverse stock ETF at over $1.6 billion in 
assets under management and it trades millions of shares 
per day. 

• It is a single inverse ETF -1X (no leverage) and aims to 
return the inverse of the Standard & Poor’s 500 Index on a 
daily basis.
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Drawdowns of  SP500 vs Inverse 
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Backtests of Hedging the SPY ETF
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Case0:  Buy & Hold.  Don’t use Bailout Signal ( EMA 50 cross EMA 200)
From 10/2/2008 – 1/18/2019   Total Return 294.5% 



Backtests of Hedging the SPY ETF
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Case1:  No Hedge.  Go to Cash When Bailout Signal (50/200) Sells.
From 10/2/2015 – 1/18/2019, Two Sell Signals & Re-Entries.   Total Return 248.8% 



Backtests of Hedging the SPY ETF
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Case2:  Hedge.  Go to SH ( -1X SPY) When Bailout Signal (50/200) Sells.
From 10/2/2008 – 1/18/2019, 5 Signals & Re-Entries.   Total Return 164.7 % 



Backtests of Hedging the SPY ETF
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Case3:  Hedge.  Go to SDS ( -2X SPY) When Bailout Signal (50/200) Sells.
From 10/2/2015, Two Sell Signals & Re-Entries.   Total Return 103.6 % 



Summary of Results
For period from 10/2/2015 thru 1/18/2019
• Buy & Hold Total Return 294.5%
• Bailout to Cash (50/200) Total Return 248.8%
• Switch to SH (-1x) at  signal Total Return 164.7%
• Switch to SDS(-2x) at signal Total Return  103.6%

These back tests are not fine tuned and do not explore many other ideas 
such a partial hedge positions (less than 100%), but they do illustrate two 
important points.

1. During Low Volatility Periods, Buy and Hold is a good, simple strategy.
2. Over Long Periods, Highly Leveraged ETFs perform poorly.
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ETF General Information – ETF.com
• ETF.com is an authority on exchange-traded funds, and has delivered clear, 

independent news, analysis and education about ETFs online and in print since 
2001. 

• ETF.com also has a print publication, ETF Report.
• ETF.com is a fully owned, editorially independent subsidiary of Cboe Global 

Markets.

The following are a few screen shots of the website to give you a feeling of what 
information is available and things you can learn from it.
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ETF General Information – ETF.com
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ETF General Information – ETF.com
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ETF General Information – ETF.com
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ETF Flows – ETF.com
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Which ETFs hold Which Stocks
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Tutorials on ETFs
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Tutorials on ETFs
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•
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Walnut Village Investor Meeting
Monday, Jan 21st,  2:30 – 4 PM 

• Markets
– Recent Market Actions
– Dealing with Volatility
– Leveraged ETFs 

• Pros and Cons

• A Review of ETFs for Your 
Portfolio/Investing Can You Handle Volatility in the Markets?

“When the Music Plays too Fast to Dance,   
it’s Time to Sit It Out.”  
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