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Changing Markets: 
Does Anything Still Work?

• The Challenges We Face Today
– An Investing “New World Order”?

• Does Anything Still Work? 
– Asset Allocation Schemes

• Does Anything Still Work? 
– Stock Screen Examples

• Summary
• Q&A 
• References
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The Challenges We Face Today:

An Investing “New World Order”?
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(Some of )The Challenges We Face Today
• Secular bear market
• Interest rates – 1% or 10%?
• Imploding home prices
• A “Shadow Inventory” of unsold 

homes
• Unemployment rates at level not 

seen for a generation
• Option Arm resets coming due
• Sovereign debt crisis
• Quantitative Easing (printing 

money) by “Helicopter Ben”
• $1T in stimulus (and debt)
• Capacity utilization at recession 

levels – after the recession
• $20T US debt by 2015
• Consumer sentiment at recession 

levels

• Consumer savings rates are up 
– and consumption down

• Competitive currency 
devaluations

• The rise of China – and the US 
as #2 (at best)

• Anti-Austerity protests across 
Europe

• The creation of a 1T euro 
bailout fund

• US states in deep fiscal trouble
• The US middle class is 

disappearing - incomes flat at 
best for 20 years

• Gold is skyrocketing as 
currencies are debased

• And many others….
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2001 recession depth = -2.0%, 
21 months to recover

1990 recession depth = -1.4%, 
20 months to recover 

2007 recession depth = -6.2%, Jan ‘10 
??? months to recover (48+ ??)

1981 recession depth = -3.2%, 
21 months to recover
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Does Anything Still Work? 
Asset Allocation Examples

Or

Did Anything I Talked About in the Last 
Two Seminars Matter?
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QTAA: A Quick Review
(from ‘09 seminar)

There are three parts to this scheme:

• Allocate assets with equal weight to:
– Large Cap US Stocks (SPY, VTI)
– Foreign-EAFE Stocks (EFA, VEU)
– Long Term Government Bonds (TLT, BND)
– Real Estate Investment Trusts (VNQ, IYR)
– Commodity Index (DBC, GCC)

• Market timing (once/month)
– Go long when an asset’s index is above its 

10 month simple moving average (SMA)
– Go to cash when index drops below its 10 

month SMA

• Cash: Commercial paper return
with permission, Michael Begley, informal notes
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QTAA: Asset Class Rotation
(from ‘08 seminar)
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Foreign Stocks: Buying Country Indices
(from ‘09 seminar)

• This algorithm chooses various country indices/ETFs based on: a) their 
being above their 10 month SMA, and b) their recent momentum

• The algorithm:
– Determine if each countries stock index ETF is above its 10 month SMA
– For those above their 10 month SMA, calculate their FundX score

• FundX score = 1 Month + 3 Month + 6 Month + 12 month gains

– Rank countries based on resulting score; Choose top 3-6 countries

• Designed with ETFs in mind, but could substitute equivalent MFs
– Watch for switching penalties on MFs

• Risks: 
– Possibly higher correlation between the Foreign stock and US stock 

portions of your portfolio than you would expect
– May have high correlation between countries chosen
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International bonds kept 
in the mix as possible 
purchases when 
appropriate

Country ETF Scoring
(from ‘09 seminar)

Calculation done 9/24/10.  
Emerging countries continue 
to dominate the rankings

40 country, regional ETFs 
plus 3 world bond ETFs 
and 1 inverse fund are 
available

If all fall below 10M SMA, 
go  to cash

To reduce 
trading costs 
I’ve added 3 
zones (green 
= buy/hold,
Yellow = sell)
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Real Estate & Infrastructure Rotation w/ETFs

• This algorithm chooses various Real Estate and Infrastructure 
indices/ETFs based on: a) their being above their 10 month SMA, and 
b) their recent momentum

• The algorithm:
– Determine if each RE/Infrastructure ETF is above its 10 month SMA
– For those above their 10 month SMA, calculate their FundX score

• FundX score = 1 Month + 3 Month + 6 Month + 12 month gains

– Rank ETFs based on resulting score; Choose top 3-6 ETFs

• Designed with ETFs in mind, but could substitute equivalent MFs
– Watch for switching penalties on MFs

• Risks: 
– May have high correlation between ETFs chosen (e.g., RWX & TAO) 

23



10/9/10 AAII Computerized Investment 
Seminar 

Real Estate & Infrastructure  ETF Scoring

Calculation done 9/24/10.  

Bonds kept in the mix as possible 
purchases when appropriate

9 RE ETFs and 6 fixed income 
ETFs.  Covers both US and 
RoW.

More ETFs in (and coming) in 
this space  (e.g., BRXX)
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Does Anything Still Work? 
American Customer 

Satisfaction Index Stocks

Or
Do Happy Customers = Good Stocks?
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Customer Satisfaction and Stock Prices
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Customer Satisfaction and Stock Prices

I love it when I find a stock selection methodology that has nothing to 
do with normal market parameters – price, EPS, CFS, SPS, etc.
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ACSI Scores: Top 12 Chosen Stocks 00-09 
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ACSI Stocks: It Can’t Be That Simple…

• This looks very attractive, but it seems way too easy
– Luckily this is easy (actually darn near perfect) to back-test

• To verify this I did the following:
– Developed yearly watch lists of “Top 12” & “Top 24” stocks for ‘99 – ‘09

• I assumed these would be available on 3/31 of the next year – e.g., 2000’s ACSI winner 
list ready on 3/31/2001

– Simulated an “Always Long” Portfolio
• Equal weight in each stock; Rotate top 12/24 stocks each quarter

• Compare to S&P B&H for risk & reward 

– Simulated an “Best 12 of 24” portfolio – where “Best” is based on EPS 
Growth Rate

• Why EPS GRT?  Avoid any (relative) losers, pick a few (relative) winners, overcome a 
value bias (my perception)

• Compared to S&P B&H, Top12 for risk and reward
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ACSI Top12 & Top24  “Always Long” vs. SPY B&H – Sinc e 1/1/01 

Rotated stocks to equal weight quarterly, new  ACSI stocks 
incorporated on 3/31 of each year
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ACSI Top12 & Top24  “Always Long” vs. SPY B&H – Last  2 Years
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ACSI Top12 vs. ACSI Top12/24 GRT Sort 

Rotated stocks to equal weight quarterly, new  ACSI stocks incorporated 
on 3/31 of each year

ACSI24 GRT does better in a 
Bull, worse in a Bear
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• Pick “Best 12 of 24” ACSI stocks by EPS GRT
• Rotate stocks yearly. 
• New  ACSI stocks incorporated on 3/31 of each year. 
• 40w SMA sampled on last Friday of each month

ACSI Top12/24 EPS GRT vs. SPY (40w SMA), 1/1/01 – 10 /1/10 

Note that the CRR (gain) is not 
much greater than B&H – but 
the ride (MDD)  is smoother 
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• Pick “Best 12 of 24” ACSI stocks by EPS GRT
• Rotate stocks yearly. 
• New  ACSI stocks incorporated on 3/31 of each year. 
• 40w SMA sampled on last Friday of each month

ACSI Top12/24 EPS GRT vs. SPY (40w SMA), Last 2 Yea rs
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ACSI Stocks: So What Does All This Mean?

• Amazingly enough - this works!  (Is the market this inefficient??)
– Screen is orthogonal to normal financial metrics (EPS, etc.) - a plus

• Consider using wherever you use SPY – it is a “Better SPY”
– Bid/ask spread should be competitive with SPY, commission costs ??
– ACS Top12 better than many 130/30 Long Only funds I’ve seen
– Among the better “fire and forget” screens I’ve seen
– Low beta portfolio that still provides alpha

• B&H since 1/1/01 beats SPY, MDY and IWM handily

• May be able to add value by selecting the best 12 of 24 top stocks
– Growth related sorts seem  to pick the winners

• Works well with 40 week SMA timing
– Makes sense most all of the ACSI stocks are large cap “SP500” type stocks

• Holding stocks for 1 year each has little impact on performance
– Overall, the stock universe does not change that much either
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Does Anything Still Work? 

“Buy the Biggest” w/GARP

Or
Does Jack Welch Give (Good) Investment 

Advice?
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Buy the Biggest w/GARP
• Welch's public philosophy was that a company should be either #1 

or #2 in a particular industry, or else leave it completely.  Is this 
useful investment advice?
– Theory: A large, dominant company in its industry should be a good investment
– Depending on the database you use, there are 100-200 industries (e.g., Stock 

Investor Pro has some 100+)

• Growth At a Reasonable Price (GARP)
– AAII categorizes these screens as “Growth & Value” – e.g., Value on the Move
– Uses the PE to Growth ratio (PEG) to find reasonably priced growth stocks

• “Deep value” PEGs are ~ 0.5, Levels to 1.0 are typically considered “OK”

• Combining the two concepts:
– Construct a universe of stocks (a watch list) that has the #1 stock by sales 

revenue for each industry.  (Could expand this list to include the #2 stock)
– Select the Top X stocks from the watch list based on lowest PEG ratios
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Buy the Biggest: ‘02 Industry Watch List in ‘10

Caution - Can still get some 
thinly traded stocks 
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Buy the Biggest: Screen, Current Stocks 
GPE is inverse of PEG, EY is inverse of PE

•GPE range 3.0-5.8; (PEG range: 0.17-0.33)
•EPS GRT range: 26 – 42;
•EY range: 8.4 – 19.3; (PE range: 5.2 – 12)
•Sales range: $1.6B – $51.5B
•Mkt. Cap. range: $700M – $108B
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BTB w/GARP: “Always Long” vs. SPY B&H – Since 1/1/01  

• Rotated stocks to equal weight 
quarterly or yearly

• Pick the top 12 of ~200 based on low
PEG rate (value)

A “slight” 
problem in 

the last 
bear…

Quarterly 
rotation  

seems to 
help

42



10/9/10 AAII Computerized Investment 
Seminar 

BTB w/GARP: “Always Long” vs. SPY B&H – Last 2 Years

“Biggest”  quarterly 
competitive with SPY but 

NOT a clear winner
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• Pick “Best 12” “Biggest” stocks by PEG rate
• Rotate stocks yearly. 
• New  “Biggest” stocks incorporated on 12/31 every year. 
• 40w SMA sampled on last Friday of each month

BTB w/GARP vs. SPY B&H(40w SMA), 1/1/01 – 10/1/10 

Note that the CRR (gain) IS 
much greater than B&H – AND 

the ride (MDD)  is smoother 
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BTB w/GARP vs. SPY B&H(40w SMA), Last 2 Years

• Pick “Best 12” “Biggest” stocks by PEG rate
• Rotate stocks yearly
• New  “Biggest” stocks incorporated on 12/31 every year 
• 40w SMA sampled on last Friday of each month

“Biggest”  yearly now 
competitive with SPY but 

NOT a clear winner
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BTB w/GARP: So What Does All This Mean?

• A higher risk/reward situation than the ACSI 
approach
– Have a ”High Beta” portfolio – with the beta getting higher in bears!  Also 

has negative alpha in recent past 

• B&H since 1/1/01 beats SPY, MDY and IWM 
handily – but few could stomach the draw-downs

• GARP adds value (no surprise there)
• Works “well” with 40 week SMA timing

– Makes sense most all of the “Biggest” stocks are large cap 
“SP500” type stocks

• Bigger universe (100-200 stocks) allows more 
stocks in a portfolio if you so choose
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Changing Markets:
Does Anything Still Work?

• Individual investors do face a challenging “New World 
Order” 
– Take your pick of the challenges we discussed earlier – or add 

your own

– It’s not the 80’s and 90’s anymore (or even the early ‘00s)

– You still have to invest (stuffing it in a mattress doesn’t count)

– Don’t Despair!

• Does Anything Still Work? 
– Investing in multiple uncorrelated asset classes still works

– You now have a few approaches to boost return via ETFs/MFs 
and stock selection

– Be careful out there!
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Q & A

Appendices: 
Asset Classes: B&H and Timed

References, 
Performance Metrics
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25+ years
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Customer Satisfaction and Stock Prices

Low rankers: 
airlines, 

newspapers, 
cable & wireless 

providers, 
government

High rankers: 
express delivery, 

food mfg., pet 
food, soft drinks, 

breweries, 
personal care

http://www.theacsi.org/
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ACSI Scores: Stocks Not Chosen 00-09 
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Appendix: References - Books

• Rogoff & Reinhart’s This Time Is Different: Eight Centuries of 
Financial Folly is an excellent book on financial & debt crises  (and 
may cause you some sleepless nights)

• Mebane Faber’s The Ivy Portfolio is the basis for the QTAA approach

• James P. O’Shaugnessy’s What Works on Wall Street can form the 
basis of many passive screening portfolios

• Bill Matson’s Data Driven Investing performs studies similar to 
O’Shaugnessy’s

• Tom Stridsman’s Trading Systems that Work is an excellent trading 
system development text covering a number of topics

• Ralph Vince’s The Mathematics of Money Management: Risk 
Analysis Techniques for Traders is a good general text on money 
management techniques
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Appendix: References – Web Sites/URLs

URLs specific to the Faber/QTAA scheme:

• URL for Faber’s blog: http://www.mebanefaber.com/
• URL for Faber Asset Allocation paper

– http://trendfollowing.com/whitepaper/CMT-Simple.pdf

ACSI URL: http://www.theacsi.org/

Good sites for general information, tools.  As always, take discussions on 
general bulleting boards with caution!

• URL for SIPro information: http://www.aaii.com/stockinvestor/
• URL for Keelix back testing tool: http://keelix.com/
• URL for Vector Vest (a back testing tool): http://www.vectorvest.com/
• URL for portfolio123 (another back testing tool/advisory firm): 

http://www.portfolio123.com/
• URL for Foliofn (an inexpensive way to buy large baskets of stocks): 

http://www.foliofn.com/index.jsp
• URL for Motley Fool Mechanical Investing board 

http://boards.fool.com/Messages.asp?bid=100093
• URL for No Load FundX site: http://www.noloadfundx.com/
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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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