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Monthly Commentary from The Formulaic Trending Money Manager

For the first time in the history of the Trending Report, I’m going to leverage a Hollywood storyline in order to tie a movie
review into an important discussion for investors. I hope you enjoy.
t Movie Review: “The Big Short” is a highly entertaining and educational movie for all investors.1

t Their Big Miss: Our government mandated the housing bubble domino effect, but it was ignored in the movie.
t Our Big Tool: RAM® Score is designed specifically to help avoid such debacles as portrayed in the movie.
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RAM Score is our patented trending indicator that is utilized within the
Fundamental Focus Series.

Let me explain.
Since this five-time, Academy Award–nominated movie debuted
(and it won for best writing), it seems that I keep getting peppered
with questions about it. People continually ask my opinion
regarding two main issues:
● How accurate is the movie’s portrayal of the credit and
housing bubble collapse of the mid-2000s?
● Is the housing bubble about to happen again?
Please do not expect a typical movie review from me – as that’s
not my job. Although I did find the movie to be wildly entertaining
with superior acting loaded with recognizable Hollywood talent, it
was told in a manner that would keep most every adult intrigued
and engaged with its storyline (rated R, primarily for profanity).
That said, I will keep my focus on the two questions above and
what it may mean for investors.
How accurate is the movie’s portrayal of the credit and
housing bubble collapse of the mid-2000s?
First off, I believe the movie did a fantastic job at taking very
complex topics and making them understandable and interesting
for most every viewer, literally taking pit-stops to explain things in
layman’s terms with intriguing and comical analogies. Creating
such an elaborate knowledge base for moviegoers, all in one
sitting, in order to understand the basic structure of the housing
market, mortgage market, stock market and economy is no easy
task – yet they pulled it off wonderfully. (I had my son, who is a
college student, watch the movie for this reason alone.)
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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 alas, it is still Hollywood, so you can’t realistically expect them
to cover every crucial issue and/or be 100% accurate.
Many would argue that the movie over-simplified the financial
crisis as being the singular result of a cataclysmic housing bubble.
I agree with this, but there is no doubt that the housing bubble
was a primary catalyst for much of the domino effect that occurred
throughout our economy. Given that we are discussing a two-hour
movie (not a miniseries or extended documentary), I think they did
a commendable job in their story focus.

1 “The Big Short,” Paramount Pictures, released December 2015, and based on the 2010
nonfiction book by Michael Lewis.
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As such, I would boil down the inaccuracies to two main offenses:
1. The movie portrays that just a handful of Wall Street outsiders
(the movie’s main characters) were concerned that, and/or
predicted that, the housing market would collapse. As they each
investigate the underpinnings of the mortgage market, they all
simultaneously conclude that a housing bubble exists, having
gone undetected, and is now near its end – soon to send our
entire economy plummeting on the heels of an unprecedented
rise in housing values during the mid-2000s. In reality, you may
recall that this was front-page news at the time. Many were
debating the merits of skyrocketing housing values during this
exact timeframe. In fact, according to Google Trends, in August
2005 the number of Google searches for the term “housing
bubble” hit its peak, (over two years before the financial crisis
began) with more than 1,600 articles being written in 2005 from
major world publications referring to the term “housing bubble.” 2
There was much more public awareness than the movie let on.
2. In my opinion, the United States government set this whole
debacle in motion many years prior to the housing bubble,
beginning with the Community Reinvestment Act (CRA) of
1977. In a nutshell, the CRA evolved from a relatively hands-off
law focused initially on “the loan process” into a hands-on law
focused on “the loan outcome,” promoting the idea of mortgage
and home availability by the 1990s.3 By loosening qualifications
and even eliminating down payments, banks were forced into
making undesirable loans in poor communities, often to those
who would not otherwise have qualified for mortgages.4 Then,
as interest rates kept declining and the general population
began to realize how easy it was to get mortgages, the
lending process began to pick up more and more momentum,
essentially spinning out of control. Not to mention that Fannie
Mae and Freddie Mac stood ready to buy bundles of subprime
loans, again in the name of promoting home ownership.
Therefore, my main contention with the movie is not that it made
the bankers “the bad guys” as many earned that label, but that
they did not equally position the government as the bumbling and
corrupt ringleader who all but forced them down such a path of
devastation … only to then bail them out … which really means we,
the taxpayers, bailed them out.
Is the housing bubble about to happen again?
Well, that seems to be a legitimate question. But if we are seeing
the next bubble, I would contend that it is not for the same reasons
as before.
I think most all of us are quite aware that money has “tightened
up” — meaning that it is much more difficult to secure a loan today
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compared to 10 years ago as the banks’ lending requirements
have become significantly more strict than they were in the past
decade. However, interest rates have remained at historic lows,
so for those with good credit, both refinancing and first mortgages
are still extremely appealing. At the same time, housing values
have rebounded significantly, potentially even to new highs in
certain areas of the country, which leads to the new current round
of “bubble talk.”
What I believe is more concerning, is the stock market valuations
and overall economy. For years now, the U.S. has led the
economic rebound, while the rest of the world has lagged behind.
This definitely takes its toll upon the U.S. as it creates a drag
on our economy to continually fend off the slower international
economic rebound and/or bad news that is indirectly levied upon
us in today’s global economy.
The stock market (measured by the S&P 500), on the other hand,
began hitting all new highs back in early 2013.

In the chart, you can easily see how today’s market is running
significantly higher than in 2007. But what concerns many is the
“stalling out” that the market has experienced since early 2015.
The BLUE HIGHLIGHTED BARS represent an overlay of our
patented RAM Score calculated upon the S&P 500. Specifically,
the BLUE BARS represent the timeframe in which RAM Score
would have triggered investors out of individual equities during the
financial crisis, December 2007–August 2008 … and then most
2 Neil Irwin, “What ‘The Big Short’ Gets Right, and Wrong, About the Housing Bubble,” The
New York Times, December 22, 2015.
3 John Carney, “Here’s How the Community Reinvestment Act Led to the Housing Bubble’s
Lax Lending,” Business Insider, June 27, 2009.
4 Yaron Brook, “The Government Did It,” Forbes, July 18, 2008.
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recently, triggering out of individual equities September 2015 to the
present. You can see even more detail on the subsequent page
titled “RAM Score Overview.”
Does the current triggering of RAM Score signify that we are at
the beginning of the next bubble-burst?
Honestly, only God knows. But we do believe it reveals that the
market is in a precarious position, struggling to identify itself with
either a bull-market trend or bear-market trend moving forward.
As such, most all Portformulas® investment models utilizing RAM
Score are currently out of individual equities.

Arguably, this is exactly the time in which investors may need
RAM Score the most … when the stock market is struggling to
identify itself. If you are currently invested in one or more of the
Fundamental or Technical Focus Series investment strategies,
please speak with your financial advisor to determine if adding the
optional RAM Score feature is something that makes sense for
your portfolio.
As always, thank you for your continued confidence in Portformulas!

This is a very important statement!
As you may remember, we expanded the availability of RAM Score
to include our Technical Focus Series of strategies as we believe it
is a highly beneficial tool for investors. Plus, we now calculate RAM
Score against the full array of indexes as they are utilized within the
Technical Focus Series. This now includes running our monthly
RAM Score calculations upon the following indexes:
Dow Jones 30
Nasdaq
Nasdaq 100
Russell 1000
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Russell 2000
Russell 3000
S&P 100
S&P 500
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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 that 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.

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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