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Weekly Update: 
 

 Weekly summary of portfolio performance is outlined on pages 5, 6, and 7.  Highest performing stock 
this week was  Oisix, up 14.56% over the prior week.  Weakest performer was NWL, down 16.67%. 

 Prices for the S&P 500 Total Return Index (SPXT) are currently above the 200 day Moving Average 
(MA), which as indicated in prior notes is used as a trend filter.  As such, I interpret this as the market 
currently being in an uptrend, and would be looking to initiate new long positons. 

 Macroeconomic data shows a 4.51% increase in the 4 week moving average of initial unemployment 
claims, but also shows an increase in the labor force participation rate.  Non-farm payroll data was up 
.20% from the prior month, and up 1.83% year over year.    

 Global market performance: 

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

  

 

1 Week Performance Futures
S&P (SPX) 2.50% -0.08%
NASDAQ (COMPX) 2.39% 0.24%
Nikkei (NI) 1.87% 0.09%
FTSE (FTSE) 2.34% 0.58%
USD/JPY 0.65% -0.03%
EUR/USD -0.28% 0.14%
WTI (OILSW) 5.44% 0.83%
Brent (OILBR) 6.68% -0.05%
Natural Gas (NG2Spot) 1.63% 0.19%
Copper (HG2Spot) -0.43% 1.32%
Gold (GC2Spot) 0.27% 0.54%
Soybeans (S2Spot) -0.77% 0.47%

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

 Last week I noticed that Utilities and Consumer Staples were situated in the “Improving” sector, 
relative to the S&P 500, and the same holds true this week (with Healthcare joining them).  The 2 
sectors leading the S&P 500 at this time are Technology and Industrials. Looking at that in conjunction 
with current levels of the SPXT, indicates that investors still have an appetite for risk, in my view.  
Additionally, breadth measures continue to show an increasing “advance/decline” line within the S&P 
500, while the percentage of stocks within 20% of their 52 week high (NYSE), has been moving higher 
as well.       

Trade idea (System 2-Retracement in an uptrend: description on page 4*, chart on page 10): 
 

 Vertex Pharmaceuticals (VRTX-$188.07). Potential long candidate 
 Pharma/Biotech firm that develops and markets pharmaceutical products for the treatment of a 

number of illnesses (bulk of pipeline appears to be focused on Cystic Fibrosis). 
 From a top down vantage point, as mentioned above, the Healthcare sector is currently in the 

“improving quadrant”, which is where I generally like to hunt for long ideas. 
 VRTX showed up on a screen that I ran looking to find companies whose prices had fallen between the 

10 and 100 day moving averages, while momentum was still moving higher. 
 I noticed this on 2/13/2019, where prices fell within the “buy zone”, although the condition first 

presented itself on 2/8/19 at $179 per share.  
 In terms of momentum I measured from the high of $184.65 on Dec 3,2018 to the next high in January 

of 2019 $194.70, and saw that RSI moved higher as well (which I view as indicating bullish 
confirmation). 

 Of note is that VRTX declined 2% on Feb 6 after opening 3% higher, following the release of its year end 
2018 earnings.  This occurred on slightly higher than normal volume. 

 On a fundamental basis, VRTX has a 20.3% 5 yr CAGR for revenue, along with 33% and 44% 3yr and 2 yr 
CAGR’s respectively. 

 The balance sheet is in good shape in my view, with virtually no debt on the books ($30 million) and 
significantly more cash ($3.2 billion) 

 Additionally, VRTX doesn’t show many instances of outspending its operating cash flows, with the last 
instance occurring in 2015. 

 Should the thesis prove incorrect, I would be looking to exit any long positions at $181.07, which 
equates to 1.2x the current ATR of 5.171.  Given the most recent closing price of $188.07, this would 
equate to a 3.2% loss in VRTX shares. 
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Prior 2019 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;  2/15/19; Exit = $18.68, Current Price = $17.16; 

Profit/Loss= -12% 
o Following the 2/14/19 release of its full year 2018 earnings, NWL sold off substantially, and 

would have caused us to exit our positions at the pre-determined level of $18.68. Original exit 
criteria was 2.5x the ATR at the time of $0.92.  Better risk management would have been to 
adjust our exit criteria to 2.5x the current ATR as opposed to the ATR at the time of the call.  
Doing so would have resulted in exiting the trade at $19.98 on 2/15/19, resulting in a loss of 
5% as opposed to 12%.  Additionally, given that the recommendation was made within a few 
weeks of its earnings announcement, it would’ve been more prudent to use a lower ATR figure 
than 2.5x. 

 JOBS- 51Jobs Inc: 02/12/19; BUY; Entry = $69.14; Current Price = $72.07; Profit/Loss= 4.2% 

Recommendations on 2018 Positions 
 

 BF.B- Brown-Forman Corp; Exit Short; Entry $52.38; Current Price $48.93; Profit/Loss = 6.59% (BF.B’s 
10 day MA crossed above the 100 day MA on 2/14/19.  I viewed that as a signal to exit the short)  
 

Entrepreneurship/Venture Capital 
 

 Took a read through the most recent iteration of the National Federation of Independent Business 
(NFIB) Survey, and came away with the following highlights 

 The headline is that the Small Business Optimism Index, declined 3.2 points to 101.2 (lowest reading 
since Nov of 2016). 

 The decline seems to be driven in large measure by political uncertainty, with the 35 day government 
shutdown figuring heavily in the decrease. 

 Looking a bit further, I saw that of the 10 components of the index, 7 declined, while 3 moved higher.  
The largest decline of 10 points came via the “Expects Economy To Improve” component, while the 
largest increase came via the “Earnings Trends” component (more specifically, the frequency of reports 
of positive profit trends) 

 The survey indicates that the net percent of small business owners reporting an inventory increase rose 
4 points, while the percent of owners planning to expand inventory stocks fell 7 points. 

 Additionally, the survey reported a 7 point decline in owners expecting higher real sales volumes. 
 Expectations to make capital outlays increased by a point, while plans to increase employment 

declined 5 points from the prior month. 
 My interpretation of the report is that I certainly wouldn’t describe it as positive.  But by the same 

token, given the number of traditionally unusual circumstances in January (i.e. the gov’t shutdown), I 
would be curious to see whether there is a continuation of the trend in the upcoming month, before 
concluding that small business is in decline.   

 The most concerning part of the report from my vantage point was the reported increase in inventory 
levels, as it could be signaling a decline in overall consumer demand. 
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 On the Artificial Intelligence front, it was announced on 2/14/19 that Ford and VW are looking to 
potentially team up to invest in Argo AI (autonomous driving start-up backed in part by Ford).  The 
reported valuation being attributed to Argo is $4 billion. 

 In my view this is just the latest in what will be continue to be additional flows of capital to the AI 
sector. 

 On the IPO front, 3 issues within Asian markets are expected to price on 2/18/19 
o Wecon Holdings; Engineering and Construction; $19.12 million 
o Ricksoft Co; Computer Services, $9.37 million 
o Tokai Soft Co Ltd; Software, $8.22 million 

 The next North American IPO’s on the docket (per Bloomberg) are Acamar Partners Acquisition Group, 
and Greenfields Petroleum Corp, scheduled for 2/23/19 and 2/28/19 respectively. 

 Acamar appears to be a Specialty Purpose Acquisition Corp (SPAC), with a $300 million dollar offering, 
while Greenfields operates in the Oil and Gas sector and is looking to raise $60 million in the offering.   
 
 

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. 

 
     
es 

 



  Weekly Market Note                     

February 19, 2019  5 
 

ddd 
  

 
 



  Weekly Market Note                     

February 19, 2019  6 
 

  
 

 



  Weekly Market Note                     

February 19, 2019  7 
 

 
 

 



  Weekly Market Note                     

February 19, 2019  8 
 

 

 



  Weekly Market Note                     

February 19, 2019  9 
 

 



  Weekly Market Note                     

February 19, 2019  10 
 

  

 
 



  Weekly Market Note                     

February 19, 2019  11 
 

 

 


