
3/10/2015 

AAII SV CI-MI Agenda 

• (6:30 – 7:00) Administrative Items & Since the Last Meeting… 

• (7:00 – 7:30) More on the UIS (Al Z) 

• (7:30 – 8:15) Monthly Momentum on Sector Funds (John N) 

• (8:15  – 8:45) Diagnostics of Folios (Ilya F) 

• (8:45  – 9:00) Informal chats –  must leave by 9:00! 

 

Reference section:  

– Performance Metrics 

AAII SV CIMI Group 1 



Legal Disclaimer And Risk Disclosure 

3/10/2015 

These materials are for educational and entertainment purposes only and are 

neither a solicitation, nor an offer to buy or sell any financial instrument. All 

information provided here is the personal opinion of the authors. The 

authors, AAII, AAII-Silicon Valley, AAII-SV-CI-MI Group leaders and 

members, make no claim that the information in any of these presentations is 

correct. Under no circumstances should any of the information in these 

presentations be taken as personal or individual trading advice. Past 

performance and/or hypothetical results of any trading method are not 

indicative of future results. Trading and investing in any financial instrument 

carries high levels of risk and may not be suitable for all investors. You 

should be aware of all the risks associated with trading, and seek advice from 

a financial professional, if you have any doubts. The authors, AAII, AAII-

Silicon Valley, AAII-SV-CI-MI Group leaders and members,  will not assume 

any responsibility whatsoever for the actions of the reader nor financial losses 

that may result from the use or misuse of the information presented. 
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Administrative Items  
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April Meeting: Sunday 4/19/15 1:30-4:00 

Saratoga Library 

May Meeting: Choices:  
Sunday evening (6-9) 5/3 or 5/10 @ Los Altos Library 

Sunday afternoon or evening 5/24 (Memorial Day) @ Los Altos Library 

Holder’s or other restaurant (will arrange date) 

June Meeting: TBD 

(Can’t reserve library yet) 

CI-MI Meeting Schedule 

3/10/2015 

Saratoga & Campbell Libraries have limited hours and room 

availability. Los Altos Library – only weekends.  We do what we 

can… 
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• AAII – SV: Managing Portfolios in Uncertain Times, March 14th (Saturday!) 

– San Jose Airport Garden Hotel, 1740 N 1st St, San Jose, CA 95112 

– www.eventbrite.com/o/aaii-silicon-valley-chapter-399694412 

• CTAG – Next meeting: Wednesday 3/18/15 (next Wednesday) 

– 1st & 3rd Wednesdays of each month.   

– Holder’s Country Inn, 998 South De Anza Boulevard, SJ 

• SectorSurfer User Group:  Scott Juds,  Monday 3/23/15  

– Holder’s Country Inn, 998 South De Anza Boulevard, SJ 

– Dinner at 6:00, meeting at 6:30 

– Contact: Joe Gruender (SectorSurferJoe@gmail.com) 

– Group site: https://groups.google.com/forum/?fromgroups#!forum/sectorsurfer  

• SV Options Group: Thursday March 12th  6-9 PM (this Thursday!) 

– Further information at http://www.svog.org/ 

– Elks Lodge Sunnyvale: 375 North Pastoria Avenue, Sunnyvale 

 

 

 

Upcoming Events 
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• We are always looking for volunteers for presentation 

– Can be as informal or formal as you like 

• Possibilities to consider – or add your own: 
– Review Dark Liquidity site strategies 

– Tool reviews:  Investors FastTrack, SectorSurfer, VectorVest (various), ETF Replay, FinViz  

– Timers: $NAHL, Vreba, 

– AAII: “Smart Beta” funds (DIY version), CI articles on web-based stock screening, FINVIZ, 

MeanVar optimization spreadsheet, O'Shaughnessy screens, CI: The Ulcer Index and Stock 

Screens, 52-week low screen, AAII CI Portfolio Optimization Program, Even more Logical 

Invest strategies, VizMetrics strategies, Portfolio Monkey 

– Pring-Turner Business Cycle Approach 

– Biotech investing (core & explore, funds, screens, trading algs, etc.)  

– Review of algorithmic trading platform sites, motif investing, Gerstein screening papers 

– Wealth Index strategies, DIY FYLD equivalent with ADRs 

– Scott Burns’ Graham Value Scree 

User Presentations??? 
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Yahoo! Group 

• Yahoo Group is the point of contact, information 

– Name: AAII-SV-CI-MI-Group 

– Link: https://groups.yahoo.com/neo/groups/AAII-SV-CI-MI-Group/info 

– Alternative: Go to Yahoo! Groups home page and search for “aaii sv” 

– Also listed in monthly AAII mailers (tinyurl provided) 

• Admin points 

– Email sign-ups: Go to the Yahoo! Group and sign-up  - you’ll get full posting 

access to everything (after I approve your membership request) 

– Feel free to post emails to the group (currently unmoderated), hold conversations 

outside meetings 

– If you want to post a file, provide a link, etc., email Al or the group 

• Al_zmyslowski@yahoo.com 

– Files will be posted at Dropbox (in read-only mode) – use link in Link section 

• To save space on larger files they may be zipped with 7zip (open source tool).  Links to 7zip are also 

in the links section at the Yahoo! Group 

• New??: I can give you a B-card with critical info 
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Since the Last Meeting… 
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• New Tracking Folios (see next sides for detail) 

– Managed Futures Tracking Folio – HFXCX (#796)  

– UIS 1x & 3x Tracking Folios  

– Global Market & VizMetrics Max Sharpe Tracking Folios (#799) 

•  SV Chapter -- Robust Portfolio Diversification (#798,799) 

– Standard diversification approach + managed futures 

• Fed Monetary Policy Update – FCO (#800-803) 

• Meb Faber’s Free Book Offer (#804-806, 809, 810) 

• Tracking Folio Updates for February (#807) 

• Big Issue for IWM (#811-813, 815, 816) 

– IWM rotation issue???  Measuring different indices?? 

• Initial Unemployment Claims Timer (#817, 819, 822, 824-826, 828)  

– See next slides 

• $46B in Buybacks (#820) 

 

Since the Last Meeting… 
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Market Health Indicators 
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Universal Investment Strategy 1x & 3x  
• Basic Alg 

– Buy Rules 1x Weight : SPY-TLT using MinVar alg with 0.63% SD volatility 
limit 

• Calculate Standard Deviation (SD), daily volatility, over the trailing 63 days.  

• Find minimum variance (lowest volatility) by mixing SPY & TLT in 5% increments 

• If SD is > 0.63% on a daily basis then add cash to meet 0.63% SD target 

• See Jan. ‘15 presentation for details 

– Buy Rules 3x weight: SPXL-TMF using MS-MV alg with 3% SD volatility limit 

• Calculate Standard Deviation (SD), daily volatility, gain, Sharpe over trailing 63 days 

• Find Max Sharpe (MS)  ratio by mixing SPXL & TMF in 5% increments 

– If Max Sharpe is negative use MinVar (MV) alg to set weights 

• If SD is >  3% on a daily basis then add cash to meet 3% SD target 

• See Jan. ‘15 presentation for details 

– Sell Rules: None.  Algs determine mix of SPY, TLT (for 1x) or SPXL, TMF (for 
3x) and cash. 

• Timing: None (only volatility control) 

• Trades: Monthly 

• Implementation comments: 

– Started January ‘15 
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CI-Mini-Dipper - Holdings 
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Catalyst Hedged Futures Strategy Fund (HFXCX) 

• Basic Alg 

– Buy Rules: “Buy & Hold” subject to Sell Rules 

• See Feb. ‘15 folder at Dropbox for details 

– Sell Rules: Consider selling if the following rules are violated 

• > 20% MDD at any time; DD period (“flat time”) > 252 trading days (1 year) 

• MPT stats: beta > 0.3, alpha < 0%, R-squared > 0.3, SD > 12% (since fund inception) 

• CAGR <  2% (since fund inception) 

• Timing: None  

• Trades: None – status tracked monthly -- see sell rules 

• Implementation comments: 

– Started February ’15 

 

• Note: Sell rules to be revised each year based on additional data.  Next 

revision due in Feb. ‘16 
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CWM Global Market: Background 
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CWM Global Market: Background 
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CWM Global Market: Background 
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CWM Global Market 

• Basic Alg 

– Buy and hold the “Global Market” 

– Sell Rules: None.  Intended to be a long term holding. 

• Timing: None (only volatility control) 

• Trades: Very infrequently 

• Implementation comments: 

– Started February ‘15 
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CI-Mini-Dipper - Holdings 
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VizMetrics Max Sharpe: Background 
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VizMetrics Max Sharpe: Background 
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VizMetrics Max Sharpe: Background 
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VizMetrics Max Sharpe 

• Basic Alg 

– Buy and follow the trades at FFN for this folio 

• Essentially this performs a Max Sharpe calculation over the following 8 

ETFs:  SPY, IWM, QQQ, IYR, TLT, EEM, EFA, GLD 

– Sell Rules: None.  Intended to be a long term holding. 

• ETFS will be should when they achieve a negative Sharpe ratio.  For example 

at 1st buy (2/22/15) only 3 of 8 ETFs are held 

• Timing: None – incorporated in strategy 

• Trades: monthly 

• Implementation comments: 

– Started February ‘15 
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CI-Mini-Dipper - Holdings 
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Initial Unemployment Claims Timer  

• Basic Alg 

– Buy and Sell Rules 

• Form a 22 week simple moving average of the Seasonally Adjusted (SA) Initial 

Unemployment Claims.   

– These reports come out Thursday 8:30 AM Eastern time.  You can get the 

historical data and the official announcements from the DoL 

at: www.workforcesecurity.doleta.gov/unemploy/data.asp 

– There is a one week time delay in reporting this data -- so you have to line up 

your backtest dates correctly, 

– Each week's report may revise the previous week's numbers.  The historical data 

includes all revisions but you have to adjust for new revisions in real-time.   

• If the current SA Claims number is below 97% of the 22 week SMA then go long.  (If 

unemployment is falling go long.) 

• If the current SA Claims number is above 112% of the 22 week SMA go to cash. (If 

unemployment is beginning to surge upwards go to cash.) 

• If neither of the above are true then remain in the state you're in (i.e., stay long or flat) 

• Trades: Weekly 

• Implementation comments: Started March ‘15 
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Initial Unemployment Claims Timer  

• General Info 

– I modeled trading at end of day Friday  - but you could model earlier 

entrances/exits 

– The author's back test of the system split history into 2 segments: The 

first half ('67 - '89) to optimize the parameters and the second half ('89-

'14) as the out-of-sample test period. 

– If you vary the buy and sell ratios over the entire '67-'14 time period 

you'll find that there is a stable region of 93%-97% for the buy ratio and 

110-120% for the sell ratio that produces CAGRs in the 7.7%-8.0% range 

and Sharpes in the 0.59-0.63 range. 

– The IUClaims timer is in the market more often -- 79% of the time vs 

69% for the 210 day SMA -- which hurts its SD 
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CI-Mini-Dipper - Holdings 

34 



3/10/2015 

More on the UIS  
(Al Z) 

 

• Backtest to 1988 

• Varan’s Variation 

• Other Indices (NAESX, QQQ, XLB) 
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UIS Backtest to 1988 

• One of my action items from the January meeting was to look at a longer 
back test of the UIS alg employing mutual funds.   
– I used Vustx and Vfinx to go back to 1988.  I used a simple 3x multiplier on daily 

gains for both these funds for the leveraged approach.   

• The first slide shows the 1x MinVar approach -- the results are consistent 
with what was seen in the shorter 2002-2015 period. 

• The second slide shows the 3x Max Sharpe approach -- again results are 
consistent with what was seen in the shorter 2002-2015 period. 

• Be forewarned that Vustx is a better instrument to trade than TLT/TMF -- 
e.g., it experienced less dramatic gains/losses during the 2008-2009 
crisis.  However, trading it would be difficult due to Vanguard mutual fund 
trading restrictions.  See slide 3. 

• Slide 4 shows a new twist using the 210d (10 month) SMA 
– We use the 210 day SMA on the 3x Vfinx to time and switch between a 3x Vustx 

and a 3x Vfinx.   

– This results in very nice gains but nasty MDDs.   

– If you reduce leverage to approx. 1.2x -- in this case by using a 60% weight of 
Vfisx each month -- you get a result with a 19% CAGR, a 1.19 Ssharpe and a 
21% MDD.   

– Very nice -- but you are exposed to how well your timer performs and you have 
no coverage for "event risk" when you are long the Vfinx. 
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Vfinx-Vustx, 210d/10M SMA Timing, 

Monthly, 3x and ~ 1.2x versions 
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Varan’s UIS Variation: Naïve Graham 

• From Varan’s Seeking Alpha post (pointed out by MJB) 

– http://seekingalpha.com/instablog/709762-varan/2990923-naive-graham-passive-

investing-according-to-the-master 

– “In a 1963 lecture on the subject of Securities in an Insecure World, Benjamin 

Graham, … asserted that diversification between stocks and bonds was the true 

source of excess returns compared to the market. Specifically, he advised that the 

relative allocation to stocks and bonds should be between 25% and 75% 

…depending on the current state of the markets…” 

– Yes, this was 52 years ago…  cutting edge stuff 

 

• From Varan: The Method for Two Fund Baskets 

– Applies to a basket of two funds, one a stock fund, and the other a bond fund  

– On the first trading day of every quarter, rank the two funds on the basis of their 

total return during the prior quarter 

– Allocate 75% of the portfolio to the top ranked ETF and 25% to the other 
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Varan’s UIS Variation: Naïve Graham 

 
 

 

 

 

 

 

 

 

 

 

 

 

 

• I put together a quick backtest of Varan’s 75%-25% 3 Month Gain alg 
– Results are shown in the next slides 

– I used Vustx for TLT and Vfinx for Spy to get a back test period back to '88 

– Also I switched monthly not quarterly.  Per Varan, this makes little difference -- 
but I prefer monthly to respond to the market more quickly. 
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Varan’s UIS Variation: Naïve Graham 

• Varan: The Method for Six Fund Baskets 
– Applies to a basket of six funds, half being stock funds, and the rest bond funds. 

– On the first trading day of every quarter, rank the six funds on the basis of their 
total return during the prior quarter. 

– Allocate the following percentages of the portfolio to the various funds according 
to their ranks: 

 

 

 

 

 

 

• The following equity ETFs were used in the various baskets: 

– Guggenheim Value: RPV RFV RZV 

– Guggenheim Growth: RPG RFG RZG 

– Vanguard Value: VTV VOE VBR 

– Vanguard Growth: VUG VOT VBK 
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Varan’s UIS Variation: Naïve Graham 

• The main advantage of this strategy is that the allocation is determined 

without any complex computations, in sharp contrast to the other methods 

such as risk parity or the maximum diversified portfolio algorithm, and yet 

the returns are quite satisfactory.  

• As an example, the equity growth curve and the allocation diagram for the 

Guggenheim Growth basket are shown in the following figures. 
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Other Indices: 

NAESX 
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Varan’s UIS Variation: Naïve Graham 
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Varan’s UIS Variation: Naïve Graham 
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Varan’s UIS Variation: Naïve Graham 
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Varan’s UIS Variation: Naïve Graham 
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Other Indices: 

QQQ 
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Other Indices: 

XLB 
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 Monthly Momentum on Sector Funds 

 

(John N) 
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Portfolio Diagnostics 

 

(Ilya F) 
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Reference Material 

• Performance Metrics 
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Performance Metrics 

with permission, Michael Begley, informal notes 
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Performance Metrics: Examples 

Drawdown 1 

(MaxDD) 

Drawdown 2 

Equity 

Curve 

Draw-Down 

Curve 

Ulcer Index 

(UI) is the 

RMS of the 

data points in 

the draw-

down curve. 

with permission, Michael Begley, informal notes 
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