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Weekly Update: 
 

 Weekly summary of portfolio performance is outlined on pages 5, 6, and 7.  Highest performing stock 
was TGTX, up 12.44% over the prior week.  Weakest performer was ELY, down 7.44% 

 Prices are slightly below our trend filter (200 day MA on the SPXT), after moving above it last week.  In 
general that would cause me to be hesitant as it relates to recommending additional long positions.  I 
still think some opportunities exist, but I believe that the entry into new positions should be done at 
levels that coincide with increased momentum in the overall market.  As such, today’s idea is 
contingent on going long if prices for the security reach a particular level. 

 Additionally, if the trend in the SPXT pushes downward, my attention will shift to identifying short 
ideas.  As it stands, prices appear to be fairly range bound, with little conviction in either direction.    

 Global market performance: 

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

  

1 Week Performance Futures
S&P (SPX) -0.55% 0.52%
NASDAQ (COMPX) 0.47% 0.60%
Nikkei (NI) -0.11% 1.74%
FTSE (FTSE) 0.73% 0.44%
USD/JPY 0.46% 0.07%
EUR/USD -1.40% 0.05%
WTI (OILSW) -4.60% 0.84%
Brent (OILBR) 0.37% 0.89%
Natural Gas (NG2Spot) -5.52% 0.68%
Copper (HG2Spot) 1.35% 0.11%
Gold (GC2Spot) -0.27% 0.02%
Soybeans (S2Spot) -0.35% 0.41%

Ticker Sector Quadrant
XLU Utilities Improving
XLP Consumer Staples Improving
XOP E&P Lagging
XLY Consumer Discretionary Lagging
XLV Healthcare Lagging
XLB Materials Lagging
XLF Financials Lagging
XLE Energy Lagging
XLRE Real Estate Leading
XLK Technology Leading
XLI Industrials Leading
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Thoughts on sector rotation: 
 

 The majority of sectors are lagging the S&P 500 at the moment (pg 11), with the exception of Real 
Estate, Technology, and Industrials.  Utilities and Consumer Staples have been improving relative to the 
S&P 500, but in candor I don’t really draw a ton from this week’s sector positioning.  My biggest 
takeaway is that Utilities and Consumer Staples settling into the “improving” quadrant, lends itself to 
caution more so than growth.  In general, I still think the market is a bit uncertain, and given the global 
macro questions (specifically around trade and tariffs) wouldn’t be surprised to equities trade flat in 
the short term. 

Trade idea (System 3-MA Crossover: description on page 4*, chart on page 10): 
 

 51Job Inc (JOBS-$69.14). Potential long candidate  
 Integrated Human Resources firm based in China.  Provides print and online recruitment advertising 

services (along with mobile application access for job seekers), business process outsourcing, payroll 
processing, etc…in the Chinese market. 

 This is a partial play on the growth of employment markets in China, and the extent to which 
technology will play a role for job seekers. 

 Of note is that the Chinese Unemployment rate (currently 3.82%) has been in decline. 
 JOBS showed up while running the “System 3” screen, which (as described on page 4) is a moving 

average crossover system, whereby the goal is to identify a stock which appears poised to move higher. 
 The 10 day MA crossed above the 100 day MA on 1/31/2019, on above average volume, with the 14 

period RSI showing bullish confirmation. 
 Prices bottomed on 10/24/18 at $52.19, and have since rebounded to current levels.  Prior high was 

$114 on 6/6/18. 
 Volume at price came in the strongest at $65 for share, and I expect that JOBS would see a good 

amount of support at those levels 
 Ironically, I think the conservative approach would be to go long above $78 even though we are lower 

than that level currently, and theoretically, buying at a higher price doesn’t go hand and hand with 
safety.  Still…there’s a reversal pattern in place that I anticipate could trigger a lot of long positions at 
that level.  I generally hesitate to initiate any position based on “patterns” given their subjective 
nature, but I think this one warrants attention.  At the very least, I would look to slowly build a position 
in JOBS as it approaches the $78 level. 

 On a fundamental basis, revenue growth has been solid, with a 5 yr CAGR of 15%.   
 Balance sheet metrics are well within my level of comfort as well, with debt to equity and debt to 

capital ratios below 30%. 
 Should the thesis be incorrect, (and were a long to be initiated at current prices), I would recommend 

exiting the trade below $64.85, which equates to 1.5x its Average True Range (ATR) of 2.861.   

Prior recommendation(s) 
 FTNT-Fortinet: 02/05/19; BUY; Entry = $80.14; Current Price = $81.69; Profit/Loss =1.93% 
 NWL-Newell Brand: 1/29/19; BUY; Entry = $21.13; Current Price = $21.36; Profit/Loss= 1.09% 
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Entrepreneurship/Venture Capital 
 

 Noticed some interesting deal flow last week, specifically Aurora Automation getting a $530 million 
investment from Sequoia Capital (backed in part by Amazon.com and T.Rowe Price). 

 The investment brings an implied valuation of $2.5 billion to the firm, which has a focus on self-driving 
vehicles. 

 Similar announcement came on Monday 2/11/19, with Softbank’s “Vision Fund” investing $940 million 
in Nuro (another autonomous driving start up).  The investment gives Nuro a $2.7B valuation, which by 
my math implies that Softbank acquired a 35% stake in the firm. 
https://venturebeat.com/2019/02/11/nuro-raises-940-million-for-robot-car-deliveries/view-all/ 

 My biggest takeaway in looking at some of last week’s transactions is the extent to which AI (artificial 
intelligence) funding, appears to be growing across the Venture Capital landscape. According to the 
Price Waterhouse Coopers/CB Insights Q4 2018 report, AI investing increased 72% in 2018 

 It’s also worth noting the Monday 2/11/19 announcement that the Trump administration is expected 
to sign an order directing the U.S. Government to prioritize artificial intelligence in its research and 
development spending. 

 This follows a meeting in May of 2018 where tech leaders (including representatives from Google, 
Facebook, and Goldman Sachs), were informed that the administration plans to take a “hands off” 
regulatory approach to AI development. 

 What this means (from my vantage point) is that over time, we’re going to see substantial money flow 
into AI technology, with limited government restraint, across numerous industries.  I expect that this 
will take place in late stage as well as early seed investing. 

 And given that the current administration is motivated at least in part by China’s moves in the AI space, 
I expect that this trend will occur on a global basis. 

 As I see it, it also gives insight into where investment opportunities may present themselves in the 
public equity space as well. i.e. locate the stocks that are either adjacent to or provide goods and/or 
services to AI firms, and we may uncover potential long ideas. 

 Additional AI investment launches last week include Facebook’s (FB) acquisition of GrokStyle (viral 
shopping and artificial intelligence firm) 

o GrokStyle’s technology essentially allows a user to take a photo of an item, and the AI then 
matches it to similar products that can be purchased.  

 And finally, IBM announced the allocation of $2 Billion to an Artificial Intelligence research hub in NY, a 
further sign of the direction of future investment in my view. 
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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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