
 
 
 
 
 
 

 

Not Stupid 

Trading Wisdom 
 

It is important to come to the table with the goal of mastering yourself, not just the game. 
In many ways, this is more important than mastering the game. The reason is simple: 
For the most part, you already know the game. This mastering of yourself, however, is 
the work of a lifetime. 
…  
Years of experience eventually teach you that your main battle, always, is with yourself 
— your propensity for errors, for rationalizing marginal hands into good hands, lack of 
concentration, misreading other players, emotional eruptions, impatience, and so on. 
Your opponents are merely dim outlines that come and go. Few of them ever reach the 
exalted heights of damage that you can inflict on yourself. ~ Zen and The Art of Poker 

 
Charlie Munger once said, “It is remarkable how much long-term advantage people like us have 
gotten by trying to be not stupid instead of trying to be very intelligent.” I’ve seen so many 
“smart” people get blown out of markets because they thought they knew more than they did. 
They were too smart by half…  
 
Like poker, much of this game is about not making unforced errors. Not taking subpar trades 
because you want the action… not oversizing because you want the thrill… and not thinking that 
you know more than you do.  
 
The markets have a way of humbling you. Those who embrace this humility and use it to make 
their approaches more robust, tend to survive. And those who don’t, never last long. 
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Markets and Macro 
 
The S&P 500 finished on a strong note last week, closing near its highs and right below the “all 
clear” 2750 level that we pointed out. All our breadth indicators are showing strength which 
suggests we’ll likely see the S&P clear this level and move higher in the coming week.  
 

 
 
There’s been some interesting news out this past week.  
 

● Chinese authorities assumed control of Anbang, the country’s second largest insurance 
company and owner of the NYC Waldorf-Astoria, in order to stave off a “potential AIG 
moment” for China. It’s believed that the company is sitting on a large pile of toxic paper. 
And considering the company’s assets are equivalent to “a staggering 3.4 percent of 
China’s GDP,” as noted by Bloomberg, it’s probably a good thing that the government 
took action. The important question is, how many other Anbangs are out there in the 
Chinese economy? You can read more about it here.  Also, news just came out that 
President Xi is clearing the path to become China’s permanent ruler (link here). 

● Apparently, Chinese regulators are looking into efforts to allow its citizens to trade US 
listed shares of Chinese companies (think BABA and JD). It’ll be awhile before 
something comes of this, if anything at all. But it would certainly be bullish for our JD 
investment. Here’s a link for more info.  

● Abe’s government is considering allowing the BoJ to buy foreign bonds. Despite the 
official reasons given, this would be a direct effort to devalue the yen. Japan is an export 
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https://www.bloomberg.com/gadfly/articles/2018-02-23/anbang-out-with-a-whimper
https://www.bloomberg.com/news/articles/2018-02-25/china-s-xi-follows-putin-in-laying-ground-to-rule-for-decades?cmpid=BBD022618_MKT&utm_medium=email&utm_source=newsletter&utm_term=180226&utm_campaign=marketsasia
http://www.scmp.com/business/companies/article/2131745/china-wants-local-investors-have-share-success-its-us-listed-tech
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dependent economy so a weaker yen helps boost their nominal growth. It’s to be seen 
whether they’ll be able to do this but there’s speculation of a potential Abe-Trump 
agreement where the US will allow the currency manipulation in exchange for helping to 
fund the US deficit (ie, buy US bonds). Here’s a link for more info.  

 
Nordea’s FX Weekly put out some interesting charts. The piece is worth a read, here’s the link.  
 
The Nordea shop is expecting a dramatic decline in liquidity in the coming year and a 
subsequent rise in credit spreads — a belief that we hold as well.  
 

 
 
Which should begin to be reflected in a slowdown in the economic data. Indicators such as the 
ISM are likely to see some coming weakness.  
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https://www.reuters.com/article/us-japan-economy-boj-hamada/japan-pms-adviser-says-boj-should-consider-buying-foreign-bonds-idUSKCN1G602X?il=0
https://e-markets.nordea.com/#!/article/43105/fx-weekly-will-the-market-neglect-the-clutch-of-canaries
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And they point out the interesting correlation between the momentum in Canadian home prices 
and the USDCAD pair. Housing prices in Canada fell in the fourth quarter which is the first 
decline in over 5 years.  
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All of this makes me wonder whether the dollar’s slide is close to over.  
 
Draining liquidity, widening credit spreads, and Asian governments looking to put a ceiling on 
their currency appreciation should at the least place a floor under the dollar. That doesn’t 
necessarily mean though that it’s time to be a US dollar bull. The dollar could just as well chop 
around for a while and frustrate traders.  
 
The market though doesn’t seemed to be concerned about draining liquidity. Our basket of 
FAANG stocks closed at new all-time weekly highs. 
 

 
 
It’s quite possible we’re entering a period similar to 99’-00’ where we’ll see both deteriorating 
liquidity and a pick up in positive equity momentum as sentiment takes over as the primary 
driving force.  
 
The relative equity momentum of the tech sector (XLK) versus the market supports this idea. 
Below is a monthly chart. Momentum tends to build on itself in a snowball fashion. I wouldn’t be 
surprised if we see positive range expansion in the bars below as investors pile into the tech 
sector.  
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If so, Micron Technologies (MU) should perform very well. We held off entering a position last 
week because we wanted to see the market give us more confidence that a bottom was in 
place. Now I think we have that and we’ll be buying DOTM calls on MU on Monday morning.  
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Crude oil continues to look good. There’s still an overhang of long spec positioning shown in the 
COT data but overall market sentiment towards it appears to be mixed to slightly negative, 
which is good.  
 

 
 
Now may be a good time to add to our long energy theme. And because we expect greater 
equity volatility across the board over the next year, it makes sense to get this exposure through 
our DOTM call strategy.  
 
Diamond Offshore (DO) is a company we covered in a couple of weeks ago in our weekly 
Musings (link here). Despite its collapse in revenues from lower oil prices, the company still 
produces substantial free cash flow ($360m on a TTM basis). It trades at only 4x these cash 
flows, has a strong balance sheet with no debt due for another 5 years, and is trading at 
historically all-time low valuation multiples.  
 
The DOTM calls on DO are reasonably priced and offer us great optionality on playing a further 
recovery in oil. We’ll put a position on early Monday.  
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Lastly, I want to share this chart below. It shows utilities (XLU) relative to the S&P. XLU is 
trading at its lowest levels relative to the market since 2000.  
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Utilities essentially trade as a bond proxy.  And both appear to be oversold. Not only that but 
short positioning is extremely stretched in bond futures which sets up the potential for a strong 
snapback rally. The chart below shows speculators holding record short positions in 10yr notes.  
 

 
 

The XLU chart (shown here on a weekly) looks like it’s put in a bottom. This may be good swing 
trade opportunity for us.  
 

 

 
macro-ops.com                                                                                                          9 



 

 
February 25, 2018 

 

This week we have a plenty of interesting macro data releases. There’s the Euro-area flash 
inflation print on Wednesday, and the US core PCE deflator and ISM manufacturing on 
Thursday. And JD puts out earnings on Friday, so let’s cross our fingers for a strong beat on 
that one.  
 
I’m still working on digs into Purple Innovations (PRPL) and Fairfax India Holdings (FIHu.TO) 
and hope to put those out this week. One of the problems with digging into smaller less known 
stocks like these two is that information and data can be scarce and they often have little to no 
IR department to reach out to. But that’s also why they have little coverage and are mispriced in 
the first place.  
 
That’s all I’ve got for this week. Hope you had a good weekend and I’ll see you in the CC! 
 

- Alex 
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