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Monthly Commentary from The Formulaic Trending Money Manager

How deeply wrong were “Wall Street’s Top Strategists” in predicting the stock market return for last year?
Was the latest calculation for our patented Recession and Market Score (RAM® Score) positive or negative –
and what does it mean?
How does the “forecast” vs. a thermometer/barometer reading influence our investing?

Mike Walters
Chairman & CEO

Trend Tracking

RAM® Score

Jan 2016

Dec 2015

Nov 2015

-7.56

-0.95

-2.70

RAM Score is our patented trending indicator that is utilized within the
Fundamental Focus Series.

Quite possibly the most important investment truth you should
always, always, always, remember…
Stock predictions are a dangerous game.
For quite some time now, Barron’s has published a segment
titled “Wall Street Forecasts.” In a nutshell, they solicit predictions
from ten individuals, who they describe as “Wall Street’s Top
Strategists.” For 2015, every single strategist predicted a positive
return for the S&P 500, yet the S&P 500 finished the year in the
negative. In fact, four out of ten strategists posted a double-digit
margin of error in predicting the S&P 500 performance.
I’ve always found it interesting to watch the media seemingly
give the perception that there is a grand conspiracy whereby
the Wall Street elite have some secret magic elixir that provides
them success – all while the Main Street investor flounders. In
reality, no one can consistently or accurately predict the stock
market. Period. And it’s a high-stakes, costly game to invest
based upon predictions.
For reference, I've shared the Barron’s list ¹ on the next page.
These same ten individuals have again unanimously predicted a
positive return for 2016 ², yet look how the year has begun, with the
worst first week for the stock market ever recorded… Hmmm…
Stock predictions are a dangerous game.
Which is why we never, ever engage in such tomfoolery.
You see, utilizing formulaic trending is entirely different from
making projections or predictions. Oftentimes, investors will
question me regarding our patented RAM ® Score or Mapper
Score™, thinking these tools generate stock market predictions…

Mapper Scores™
S&P 500 ®

26

26

23

DJIA®

3

2

2

Russell 2000 ®

34

51

49

S&P 100 ®

7

8

8

NASDAQ®

43

55

58

Russell 3000 ®

79

107

97

S&P MidCap 400®

17

28

20

NASDAQ-100 ®

9

8

9

Russell 1000 ®

45

56

48

S&P SmallCap 600®

22

33

36

Mapper Score™ represents the number of stocks within a given index
that have met the criteria for ownership consideration within the Technical
Focus Series.

But this could not be further from the truth… They do not make any
predictions whatsoever.
The analogy I often share is that your local weather forecast is a
“prediction.” However, your thermometer/barometer combination
doesn’t actually predict anything. The thermometer/barometer
combo simply indicates the current weather conditions. This may,
for example, prompt you to dress warmer, or take an umbrella.
Think of RAM® Score as your thermometer and Mapper Score™
as your barometer. They both simply reflect the current market
conditions. This may, for example, prompt you to take action and
adjust your investment holdings. Actually, if you are a client of
Portformulas, we do that monthly on your behalf.
1 December 13, 2014, Barron’s, “Outlook 2015: Stick with the bull”.
2 December 12, 2015, Barron’s, “Stock market outlook 2016”.
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Strategist Name

Entity Name

2015 YE Close
Prediction

2015 YE Return
Prediction

2015 Actual
Return

Margin of
Error

Stephen Auth

Federated Investors

2350

14.14%

-0.73%

(14.87%)

Adam Parker

Morgan Stanley

2275

10.50%

-0.73%

(11.23%)

Dubravko Lakos-Bujas

JPMorgan Chase

2250

9.28%

-0.73%

(10.01%)

John Praveen

Prudential International

2250

9.28%

-0.73%

(10.01%)

Jeffrey Knight

Columbia Management

2200

6.85%

-0.73%

(7.58%)

Tobias Levkovich

Citi Research

2200

6.85%

-0.73%

(7.58%)

Savita Subramanian

Bank of America Merrill Lynch

2200

6.85%

-0.73%

(7.58%)

Russ Koesterich

BlackRock

2160

4.91%

-0.73%

(5.64%)

Jonathan Glionna

Barclays

2100

2.00%

-0.73%

(2.73%)

David Kostin

Goldman Sachs

2100

2.00%

-0.73%

(2.73%)

The primary difference in these two tools is this…
● RAM ® Score is a patented “trending” tool that takes into
account several dynamic U.S. market and economic indicators.
It features a core baseline which allows for correlation between
these multiple indicators so that they may be combined together
for an overall RAM® Score. As a trending tool, we believe that
a positive RAM® Score means odds are stacked in favor of
individual stock investments, while a negative RAM ® Score
suggests we ought to seek options that are not individual stock
investments. Fundamental Focus Series investment strategies
use RAM® Score plus qualitative and quantitative qualification
criteria to select targeted holdings across multiple indexes.
Investing Note: We believe there are significant seasonal
trends that historically occur in the market. The RAM® Score
identifies what we view as the trends or “changing seasons.”
The Fundamental Focus Series seeks to act upon such trends
and only own the stocks that meet our qualification criteria
when RAM® Score is positive. When RAM Score is negative,
or not enough stocks qualify, a money market or qualifying ETF
alternatives will replace the individual stocks.
● Mapper Score™ is a proprietary “trending” tool that takes
into account several dynamic components of the underlying
stocks represented within an index. It identifies certain
strengths of individual stocks contained within an index and
tracks how many meet minimum requirements. As a trending
tool, we believe that the higher the percentage of qualifying
stocks, the greater the strength of the overall index. Technical
Focus Series investment strategies use Mapper Score™
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plus momentum and technical qualification criteria to select
targeted holdings within a single index. Investing Note: We
do not believe that all stocks within an index are automatically
worthy of ownership. The Mapper Score™ illustrates how
many stocks we view as “worthy of consideration” within each
index. The Technical Focus Series seeks to only own the
stocks that meet our qualification criteria. When not enough
stocks qualify, then qualifying ETF alternatives are purchased
and/or the Technical Focus Series defaults to a money market.
Taking into account our two other investment series, the Strategic
Focus Series and Tactical Focus Series, you may even further
diversify your approach to risk management. I believe this is an
important distinction you may not find elsewhere… The ability to
diversify according to risk management rather than simply diversify
by asset class!
As always, I encourage you to meet with your advisor regularly
to make sure your plan is on track.
The following page is the overall graph for RAM® Score. Notice
that RAM® Score turned negative in September 2015, and has
remained negative through the current month of January 2016.
Does this mean we are on the cusp of the next crisis? Or is it
more akin to the 2011-12 Euro Zone scare? Either way, as a
result, our Fundamental Focus Series portfolios are no longer
invested in individual stocks. (See the complete RAM ® Score
page for greater detail.)
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RAM® Score:

Furthermore, below is a graphic for all ten Mapper Scores™. Here you can visualize the “declining convergence” of the trend lines
since mid-2013 (this chart is illustrated beginning in mid-2013 for your ease of viewing). Depending upon the size and scope of the
starting index (i.e., the DJIA contains only 30 stocks, while the Russell 2000 contains 2000 stocks), certain Technical Focus Series
may result in not being fully populated by individual stocks as they “feather out” due to smaller numbers of qualifying stocks. (See
the complete Mapper Score™ page for greater detail.)
Mapper Score™:

800.869.5994
USA Financial Portformulas ®

www.portformulas.com
Page 3

USA Financial Trending Report
January 2016

In summary, I encourage you to remember the analogy of the
weather forecast vs. the thermometer/barometer…

So, if you take false-comfort in “bold predictions and/or loose
interpretations,” who or which do you follow?

The forecast is making a prediction (and we all know how accurate
a weather forecast can be) while the thermometer/barometer is
simply revealing the current conditions. At Portformulas, we rely
strictly on the current, true-to-life-conditions, and act accordingly –
never making predictions.

The answer is, “There is no good answer when
following predictions!”

One really cannot over-stress the importance of such a
distinction. Taking actions only upon true-to-life conditions
eliminates the guess work, but may also subdue your emotions,
frustration, and fretting.

Obviously, no one can ever guarantee what the market will do
next – not even Barron’s list of Wall Street’s (so-called) Top
Strategists. However, we built Portformulas specifically so that
we can guarantee that highly detailed processes and criteria
will be executed each and every month, exactly as published,
with full and complete transparency… Eliminating any question
of how your investments at Portformulas will be handled and/or
what risk management procedures are in place on your behalf.

Relying on predictions and/or your interpretations of others’
actions can introduce its own set of challenges.
For example, on January 14, 2016, within one-hour of each
other, Business Insider published two articles that could easily
invite confusion amongst investors.

This is why we adhere to hard-and-fast risk management
processes and criteria to eliminate such a quandary.

Best of Investing,
Mike Walters, CEO

1. The first lead article cited that Warren Buffett was buying
up oil stocks at record pace. While oil prices plunged to
an astounding 12-year low (and correspondingly oil stocks
have declined dramatically), Warren Buffett has disclosed
his purchases totaling 5 million shares in Phillips 66 within
the past few days, increasing his stake in Phillips 66 to $5
billion.³ What does this suggest about the famed investor’s
feelings toward the stock market? Should we interpret it
to believe that the worst is over and the stock market is
about to increase?
2. One hour later, the lead article stated that January 13th
marked the second time in the past six-months that the
market experienced a “correction,” meaning the market fell
10% from its recent high. The article went on to share that
this has only happened three other times in history: 1929,
2000, and 2008. The first time led to the Great Depression,
the next began the popping of the Tech Bubble, and the
last ushered in the Financial Crisis.4 Was this attempting to
predict that the worst is yet to come and the stock market
is about to decrease dramatically?

3 January 14, 2016, Business Insider, “While prices were crashing, Warren Buffett kept
increasing his bet on oil.”
4 January 14, 2016, Business Insider, “The stock market just did something it’s done only 3
other times in the past 100 years – and it’s not good”.
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RAM® Score
Overview

This data is used within the
Fundamental Focus Series
investment strategies.

u RAM® Score is a patented “trending” tool that takes into account several dynamic U.S. market and economic indicators. It features a core baseline which allows for
correlation between these multiple indicators so that they may be combined together for an overall RAM® Score. As a trending tool, we believe that a positive RAM®
Score means odds are stacked in favor of equity investments while a negative RAM® Score means odds are stacked against equity investments.
v Fundamental Focus Series investment strategies use RAM® Score plus qualitative & quantitative qualification criteria to select targeted holdings across multiple
indexes. Investing Note: We believe there are significant seasonal trends that historically occur in the market. The RAM® Score identifies what we view as the trends
or “changing seasons”. And then the Fundamental Focus Series seeks to act upon such trends and only own the stocks that meet our qualification criteria.
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Mapper Score
Overview

This data is used within
the Technical Focus Series
investment strategies.
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w Mapper Score™ is a proprietary “trending” tool that takes into account several dynamic components of the underlying stocks represented within an index.
It identifies certain strengths of individual stocks contained within an index and tracks how many meet minimum requirements. As a trending tool, we believe
that the higher the percentage of qualifying stocks, the greater the strength of the overall index.
x Technical Focus Series investment strategies use Mapper Score™ plus momentum & technical qualification criteria to select targeted holdings within
a single index. Investing Note: We do not believe that all stocks within an index are automatically worthy of ownership. The Mapper Score™ illustrates
how many stocks we view as “worthy of consideration” within each index. And then the Technical Focus Series seeks to only own the stocks that meet our
qualification criteria.
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y Portformula® investment strategies & scoring mechanisms do not guarantee that the markets will increase when scores are strong or decrease when the
scores are weak. But we believe the long term correlation may be valuable for investing… Combining the trending features of RAM ® Score & Mapper Score™
with our intricate Fundamental & Technical Focus Formulaic Investing™ Strategies results in a uniquely logical approach to investing that is exclusively
available through Portformulas ®.

Please note that there are a number of important disclosures that must be considered before investing in Portformulas. Please read the
information and disclosures contained in Portformulas’ hypothetical carefully before investing. Any performance figures referenced herein are
hypothetical and are not indicative of future results. Purchases and sales of securities within Portformulas’ various strategies may be made
without regard to how long you have been invested which could result in tax implications.
RAM Score and Mapper Score General Disclosures
The RAM Score and Mapper Score illustrations do not represent any particular Portformula strategy nor are they intended to recommend any
Portformula strategy or the RAM Score feature. The information contained herein simply attempts to illustrate how our firm’s RAM Score feature
and Mapper Score operate. The RAM Score feature can be applied to many Portformula models at no additional cost. The Mapper Score is
simply an analytical informational tool.
RAM Score was not developed until January 2010. Prior to January 2010, clients were utilizing RAM Score’s predecessor, RAM. Clients
utilizing RAM may have had different results than those reflected above. RAM Score movement prior to 2010 is hypothetical and based on
retroactive application of RAM Score’s indicators to market and economic conditions existing at the time. Portformulas was not managing
assets prior to 2007.
It is important to understand that RAM Score is only a tool designed to assist our firm’s management of your account. RAM Score does not
guarantee any specific results or performance and even with RAM Score on your account, it is possible that your account will lose value.
RAM Score moves assets into or out of the market based on various economic and market indicators. It is possible that the market will move
positively while you are not invested or negatively while you are invested, resulting in losses. Any Portformula strategy may underperform or
produce negative results.
Just because Portformulas maps a stock does not mean that the stock will be held in a model. Client accounts may hold fewer stocks than
those referenced in the Mapper Score illustration. Mapper Score has no impact on performance.
The RAM Score illustration utilizes the S&P 500 index because it is a well‐known index and provides a recognizable frame of reference. The
Mapper Score analysis uses the referenced indices because they are relevant comparisons across certain Portformula models. The indices
referenced herein are not publicly available investment vehicles and cannot be purchased. Furthermore, none of the indices referenced herein
have endorsed Portformulas in any way.
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