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FundScreen

Q: What is your investment philos-
ophy?
A: Our core belief is that you have lim-
ited time and limited money to invest, 
so we aim to be in the strongest stocks 
we can find. I developed a theory called 
‘digitized investing’ back in 1992 with 
the idea that there has to be a pattern 
in the strongest stocks. Our strategy is 
entirely computerized, so we basically 
analyze 10,000 to 12,000 U.S. stocks 
every week. 

When I first started, I was looking for 
the elements that compose emotion, 
or the pulses of confidence. It is re-
lated to the Quantum Theory of Max 
Planck, who found out that light came 
in pulses when everybody thought that 
it was a straight line. So I decided to 
look for the pulses of confidences in 
the charts and I’ve digitalized emo-
tions by putting a number on the emo-
tion.

Everything we do is based on perfor-
mance. That’s our philosophy because 
performance is the only reason for hir-
ing someone to do your investment 
work. The objective is to get the best 
return for all our clients.

Q: It is simple to understand but 
hard to achieve.
A: It is hard to achieve but we’ve been 
able to do it. We’ve gone back to 1970 
to test our model and it works. We be-
lieve that in the stock market buying is 

important, while selling is imperative. 
We’ve been able to find out how to dig-
italize the fear factor or the time when 
people want to get out of the market. 

For example, on September 10, 2001, 
the day before the tragedy in New York, 
we sold 23% of our stocks because we 
could see it in the charts. I’m not a 
conspiracy theory person but there 
was so much volatility in the days be-
fore the event, that even though we 
had no idea what was happening, we 
knew we had to get out of the market.

Q: Could you explain the meaning 
of ‘cyclical’ in the fund’s name? 
A: We chose this name because we 
look at the overall market to see when 
it’s time to be long and when it’s time 
to be short. That’s very different from 
long-short funds that are typically long 
and short simultaneously. We have de-
veloped a deductive way of looking at 
the big picture to decide when to be 
long or short. 

I believe that this is the first cyclical 
equity fund in the US. There are cycli-
cal sector funds but no cyclical market 
funds. We didn’t know that when we 
started; but the name describes what 
we do, always changing with the cycles 
of the economy. 

Q: So you primarily look at the cy-
clicality of the market and try to 
benefit from it. Is that correct?
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A: Yes. The cycle has just turned in 
an upward pattern approximately nine 
weeks ago and we moved from being 
60% in cash to buying strongly. Prior 
to that the market was displaying a 
sideways pattern and the formulas 
weren’t pushing out many stocks. 
But now there’s something happening 
and although I don’t know what it is, 
I can tell you the equity market looks 
strong.

Q: Why do you believe that this is a 
better way to manage money?
A: To explain why we believe in this 
approach, I’ll give you an example. If 
you’re buying one hundred shares of 
Bristol Meyer, Gina’s buying a hundred 
shares of Bristol Meyer, and I’m sell-
ing one hundred shares at the same 
time, the price should go up. If on the 
next day you sell Xerox, Gina sells Xe-
rox, and I buy Xerox, the price should 
go down. That’s what technical invest-
ing is. 

Everything I do is watching price and 
volume. It has taken me years to de-
velop the formulas.  With technical in-
vesting there are many indicators and 
I have never relied on the books on 
technical investing. I don’t want to do 
what everyone else is doing.  

Overall, we are looking for the stron-
gest stocks and we’re trying to get rid 
of the randomness. We try to make 
sure that all of our stocks are going 
in the same direction.  In the past, six 
out of ten stocks have been winners. 
We also find that the more diversifica-
tion we have, the less risk we take. 
The diversification of equities falls 
among many sectors. So we’re careful 
about not being concentrated in any 
one area.

The model just happens to work. We 
take losses but they’re small. When 
the indicators come up, we don’t try to 
rethink or question our decision, and 
it works. We stick with this disciplined 
approach. Our historical performance 
numbers speak for itself. The good 
thing about our strategy is that on the 
upside, we almost double the market, 
while on the downside we are lose 
less than the market.

Q: How do you select which stocks 
to buy after deciding whether to be 
long or short?
A: We rely on the inductive way or the 
bottom-up approach. We buy one stock 
at a time and the sector distribution is 
an outcome of that process. We never 
look at sectors when selecting stocks; 
we only look at individual stocks. The 
system that we have picks the stocks 
for us so there are no emotions. We 
let the program run and it picks where 
we need to buy and where we need to 
sell.

For example, we were in about 25% 
in the energy sector over the past two 
years, while today we are only in 2% 
of that sector. That’s because three 
months ago the fear factors started to 
show up and we started to sell off the 
energy stocks when crude oil was still 
hitting new highs. 

The reason behind that is the behavior 
of the investors, the people who own 
and move the stocks. We consider 
them to be our analysts. We just get 
into what people are buying and what 
people are selling. 

Q: Would you override the system 
if it still points in the direction of 
energy, for example? 
A: Definitely not as there is no judg-
ment here.  We have a strict disciplined 
approach.  Following this strategy and 
not over-weighting portfolios in a sec-
tor has saved us a lot of grief and we 
have been able to make money too.    

Q: Do you find any appealing stocks 
in the IPO market? 
A: We don’t look at a stock until it’s 

been around for six months. It has 
to have a good long pattern because 
there’s a lot of volatility in the early 
stages of any company after its re-
lease. 

Q: Are there certain guidelines 
that you follow in your research 
process?
A: Basically, we say our strategy is  the 
slope, not in the hope. The stocks and 
the indicators have to be in that slope, 
yet we have limits on the downside 
and the upside, so we’re not buying 
stocks with tremendous volatility. Our 
patterns are very tight and it’s been 
designed that way. Trading Expert Pro 
is software from a company called AIQ 
Systems. This software is typically 
used for short term trading purpos-
es but I have found ways to use this 
software to find long term investment 
patterns, so the formulas are very 
unique.

Once I developed these formulas, I 
kept on testing it with data back to 
1970. If it didn’t work, I’d go back and 
tweak it again, and test it again and 
again. I probably have tried our over 
1,000 formulas to get to model that 
we have now. 

In our Monday meetings we look at the 
fundamental factors of the economy 
so that we know what’s happening 
to retail sales, personal income, con-
struction spending, etc. But we don’t 
use that in our analysis of buying and 
selling stocks. We just built a funda-
mental picture of what’s happening to 
the economy. 

Q: What’s your approach to portfo-
lio construction? 
A: Currently we’re entirely in long posi-
tions and we’ll stay that way until the 
indicators tell us to turn around. It’s 
a multi-cap product, so from a diver-
sification point of view, it covers the 
entire universe of the United States 
equities. A year ago we were mostly 
micro-cap stocks, while today we’re 
almost 60% in large-cap stocks. It is 
the market that determines the con-
struction of the portfolio, not us. This 

“Buying is important, while 
selling is imperative…” 
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is what people are buying and where 
their confidence and their money go. 

Last year at this time we had about 
150 to 170 stocks and right now we’ve 
got about 140 stocks. The turnover 
also depends on the economic cycle. 
From 1990 through 1998 the turnover 
was maybe 10% a year. Since 1998 
through 2004 it was 100% a year, 
while right now it is about 50%.

Q: Do you measure yourself against 
any index?
A: We use both the S&P 500 and the 
Wilshire 5000 indices. If you compare 
the Dow Jones with its 30 stocks to 
the Wiltshire 5000 index, over the last 
20 years they are within 0.18% of one 
another. Those 30 stocks are a really 
good indicator of the market.  

Q: Overall, you have instant and 
frequent communication with the 
market charts and you’re leverag-
ing to your benefit what the market 
is telling you through the charts. Is 
my understanding correct?
A: Yes, that’s a great analogy. As a 
result of that strategy, we don’t need 
analysts. We only rely on the way the 
formulas are structured. We digitize 
the market and that’s all we’re look-
ing at. If the numbers say to be long, 
we’re going that way. We’re watching 
the way investors vote and they vote 
with their emotions or their confidence 
on the way up and fear or uncertainty 
on the way down. All I do is count con-
fidence pulses or digitized pulses.  

Q: So you’re buying stocks, not 
companies?
A: Have you heard that a financial 
statement is a picture of manage-
ment? I say that a chart is also a 
picture of management so we end up 
buying great companies. People find 
out what’s happening before it actu-
ally hits the newspapers. We sold off 
most of our energy stocks about three 
months ago. When the obvious is upon 
you, it is too late. When we were buy-
ing all of the energy and utility stocks 
two and a half years ago, clients were 
asking us why we were doing that and 

now they can see it’s made a lot of 
money for them.

Usually it takes four to six months 
for the stocks we buy to perform. In-
vestors have a way of knowing what 
stocks are going to work about four to 
six months in advance and that’s what 
our model is based on. 

Another example is that we have a 
lot of consumer discretionary stocks 
because people last year anticipated 
the growth in personal income and, re-
spectively, in retail stocks. There are 
a lot of smart people around who do 
that kind of research. So we’re watch-
ing the numbers and we can leverage 
it just by looking at the patterns of 
the chart. We end up buying compa-
nies that we’ve never heard of until we 
looked at the patterns. No one individ-
ual is smarter than all of us.

Q: What in the mindset of funda-
mental investing, or the ‘buy and 
hold’ strategy, doesn’t appeal to 
you?
A: No one wants to lose money but I 
think that with the ‘buy and hold’ con-
cept, you can really be hurt in the long 
run if you hold the stocks for too long. 
It’s really tough to make sell decisions 
and that’s where we have a very strong 
discipline.   

Q: What kind of risks do you mea-
sure and how do you mitigate 
them? Is the price you pay a form 
of risk control?
A: Diversification is one way to mini-
mize risk. Regarding the price, we 
usually won’t buy any stocks under 
$5. Every stock should have a mini-
mum share volume traded per week. 
When it’s time to sell, you need the 
volume to support it. Of these 10,000 
to 12,000 stocks that we follow, right 
now only about 5,000 to 7,000 are in 
the volume area that we will consider 
buying. As I said earlier, buying is im-
portant but selling is imperative. If you 
don’t know how to sell why buy in the 
first place.
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Ticker staff searches for mutual funds 
for their consistency in performance 
and durability of investment style. 

Our interview covers investment phi-
losophy and strategy, research pro-
cess, portfolio construction and risk 
control for funds. Through an inter-
view we uncover long-term strategies 
and processes that help to generate 
long-term returns.

You can read more on this and other 
funds at Ticker.com
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