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Weekly Update: 
 

 Weekly summary of portfolio performance is outlined on pages 4, 5, and 6.  Highest performing stock 
was XONE (19.33%) over the prior week, weakest was WMT (-2.36%). 

 On a macroeconomic level, the 4 week average of initial unemployment claims was up 0.46%, after 
being down 3.48% in last week’s reading. (full listing of leading, coincident, and lagging indicators on 
pgs 7 and 8) 

 Last week I noted that prices for the S&P total return index (SPXT) were still below its 200 day moving 
average, but gaining momentum.  A change occurred this week as the SPXT rose 3.12% last week, with 
prices slightly surpassing the 200 day MA.  As I use this as my trend filter, I would be inclined to take a 
bullish/more aggressive stance on the market overall.   

 Global market performance: 

  
 Current sector rotation (RRG), relative to the S&P 500 

 

1 Week Performance Futures
S&P (SPX) 3.06% -0.12%
NASDAQ (COMPX) 1.38% -0.08%
Nikkei (NI) 1.14% -0.14%
FTSE (FTSE) 3.10% 0.05%
USD/JPY 0.53% -0.01%
EUR/USD 0.06% 0.05%
WTI (OILSW) 2.92% 0.46%
Brent (OILBR) 0.37% 0.43%
Natural Gas (NG2Spot) -13.97% 0.26%
Copper (HG2Spot) 1.61% 0.39%
Gold (GC2Spot) 0.66% -0.17%
Soybeans (S2Spot) -0.81% 0.03%

Ticker Sector Quadrant
XLU Utilities Improving
XLP Consumer Staples Improving
XLV Healthcare Lagging
XLB Materials Lagging
XLI Industrials Leading
XLRE Real Estate Leading
XLK Technology Leading
XOP E&P Weakening
XLF Financials Weakening
XLY Consumer Disc Weakening
XLE Energy Weakening

 



Weekly Market Note                                           
  

February 5, 2019        2 
 

Thoughts on sector rotation: 
 

 My thoughts last week were that the XOP (Exploration and Production) sector looked poised to move 
into the “weakening” quadrant relative to the S&P 500, which did actually occur.  Consumer Staples as 
well as Utilities also moved from “lagging” to “improving” which is something else that I thought may 
take place.  My stance is the same on this as it was last week, in that I think it signals an air of overall 
caution in the marketplace.  However…the current sector rotation conflicts with what I mentioned 
earlier regarding the SPXT trend filter.  My expectations would normally be for increased caution to 
coincide with falling prices in the SPXT, which is not the current case.  Taking a look at the 
advance/decline line for the S&P 500 shows a recent increase as well, implying that the appetite for 
risk at this time, exceeds levels of concern.  As such, the long idea being presented today is from the 
Tech sector (which leads the S&P 500 as of this writing).  This is also a name that was recommended 
previously, and seen a recent pullback in prices.   

Trade idea (System 3-MA Crossover: description on page 3*, chart on page 9): 
 

 Fortinet (FTNT-$80.14). Potential long candidate (prior long call at $62.87).  
 Previous long that we looked at back on 6/27/18.  As a recap, FTNT provides integrated cybersecurity 

solutions to small, medium, and large businesses.  Focus areas include Network security, Multicloud 
security, Web applications, and email. 

 Initial recommendation came via a system meant to capture a price retracement in a primary uptrend.  
This time however it showed up on a screen looking to capture the 10 period moving average (EMA) 
crossing above the 100 day EMA. 

 Prices reached $92.29 on October 1, 2018, before falling to $76.74 over the next 10 calendar days.  
That decline was in lockstep with price declines on the S&P 500 over the identical time period.  In 
short, I don’t interpret the decline as having anything to do with FTNT on an individual basis, and 
everything to do with a decline in overall markets (with correlations essentially going to, as they often 
do in downturns).   

 There was a subsequent decline to $65.51, which took place on 12/24/18, which has since rebounded 
to its current level. 

 On a technical basis, there is a bullish divergence between the decline in price, and the 14 period RSI 
(which I use as a proxy for momentum), measuring between Oct 11th and Dec 24th. 

 On a fundamental basis, the same traits that attracted us to FTNT back in June, exist now, i.e. revenue 
growth rates in excess of 15%, along with a balance sheet that up to this point holds no debt. 

 Target price for this long is $92 per share, but if conditions indicate that the trend is still in place, would 
likely continue to hold shares.  Should the thesis be incorrect, my exit would be at $76.11 equating to a 
$4.03 per share loss relative to current prices.  The $4.13 is equivalent to 1.5x the current average true 
range (ATR) of $2.685.  

Prior recommendation(s) 
 NWL-Newell Brand: 1/29/19; BUY; Entry = $21.13; Current Price = $21.75; Profit/Loss= +2.93% 
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Entrepreneurship/Venture Capital 
 

 VC investment into Cannibis startups swelled to $881 billion last year.  Everything from product 
tracking software and retail operations, to CBD extraction 

o https://pitchbook.com/news/articles/the-top-vc-fundings-investors-in-cannabis-in-2018 
 Women of color severely underrepresented in VC space. 

o https://www.entrepreneur.com/article/324743 
 

Trade System Descriptions* 
 

 System 1: Momentum ranking while accounting for volatility.  Basket of stocks are ranked based on 
their momentum over the last 90 days (using the exponential regression). That number is annualized 
and then subsequently multiplied by the R2 (coefficient of determination),in order to penalize stocks 
for excessive volatility.  Goal is to locate stocks with strong, steady momentum 

 System 2: Retracement while in a primary trend.  For long ideas, the goal is to identify names that have 
been moving higher, but have recently pulled back slightly.  I look for stocks whose current price likes 
below the 20 day moving average, but above the 50 day moving average, while momentum (14 period 
RSI), is pointing higher as well.  

 System 3: Moving average crossover.  Basic system attempting to capture a stock poised to breakout.  
Can use a 10 day MA crossover above the 100 day MA, 20 above the 50, 50 above the 200, etc… 
depending on risk tolerance. 
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