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2017 was a terrific year for Real Investment Advice as we were fortunate to add on some great
contributers such as:

Dan Nevins, CFA, 
Vitaliy Katesenelson, CFA, 
Doug Kass, J.
Brett Freeze, CFA, and;
Peter Cook, CFA. 

The quantity, and quality, of content you will find at Real Investment Advice continues to grow
every day. But we aren't done yet. 2018 promises to take Real Investment Advice to a whole new
level with new tools, services and content to help you be a better investor, trader and navigator of
the financial markets in the years to come. We will also be announcing the rollout of a new video
news service, new team members and a suite of new tools for advisors. But, while Michael
Lebowitz, CFA, Richard Rosso, CFP, CIMA and Danny Ratliff, CFP and I are thrilled with how the
site has grown and where it is heading; we could have ONLY done it because of YOU. So...

"THANK YOU." 

We also want to give a huge "THANK YOU" to those who regularly post our content. We
encourage you to make their sites regular destinations as well such as Seeking Alpha, Zero Hedge,
Advisor Perspectives, Harvest, Talk Markets and many others.

Lastly, from all of us at Real Investment Advice, Real Investment News, and
Clarity Financial, we want to wish you all a happy, prosperous, and profitable,
New Year. 

Happy New Year See you in 2018.
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It's A Record

In just the past year, the markets set a record by going 12-straight months without a loss.
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That liquidity driven surge was accompanied by extremely low volatility as noted last week by Dana
Lyons:

"Specifically, the average daily closing price of the VIX in 2017 was 11.10 (through
12/26/17). That is the lowest of any year ? by more than one and a half points ? since
the VIX inception in 1986 (by comparison, the 'average yearly average' is over 20)."

Of course, with very little volatility, there were very few draw downs along the way as markets
continued their advance higher.

"Accordingly, we took a look at the amount of losses incurred by the stock market
during the year as a measure of adversity faced along the way to its solid full-year
gains. Specifically, we tabulated the amount of losses incurred during every down day
in the market. We used the  Dow Jones Industrial Average (DJIA) as it has a longer
history than the S&P 500. And based on these calculations, the stock market
enjoyed less adversity in 2017 than any other year in history going back over 100
years (our daily DJIA data begins in 1915)."

 Not surprisingly, with record
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low volatility, few losses and a flood of liquidity being pumped into the financial markets - the
"bears" finally threw in the towel and capitulated as noted by Sven Henrich (@NorthmanTrader)

"Rydex Bull/Bear ratio at 0.041 the lowest on record. Never have people been more
long markets than now."
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Indeed. 2017 was a record year which tied the 1990's bull market for the most number of
consecutive up years in a row as shown in the chart below.

All that exuberance has got Wall Street already prognosticating that next year could be as good, or
better, than 2017.

"'I would expect 2018 to be an almost repeat of 2017,' said Saut, chief investment
strategist at Raymond James. 'People are still way underinvested. Earnings are starting
to come in better than expected. And with the tax reform, and especially the corporate
tax cuts, I think earnings are going to continue to surprise on the upside. The
professional investors are all in for the most part but the individual investor is not
all in.'"

Maybe. But there is more than sufficient evidence that not only professional investors, but 
individuals, are "all in."
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And, not only are they "all in," they are all in with leverage as I noted previously:

"While investors have been chasing returns in the ?can?t lose? market, they have also
been piling on leverage in order to increase their return."

We are currently seeing records every where. Record low volatility, record
advances, record leverage, record confidence, etc.

Here is the point I want you to understand. Records are records for a reason. Record levels of
anything are records for a reason. It is where the point where previous limits were reached.
Therefore, when a ?record level? is reached it is NOT THE BEGINNING, but rather an indication
of the MATURITY of a cycle. While the media has focused on employment, record stock market
levels, etc. as a sign of an ongoing economic recovery, history suggests caution. All good things do
eventually come to an end, and generally when they are least expected to do so.
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The point here for individuals trying to save for their retirement is that ?getting back to even
is not an investment strategy.?  While the media continues to tout every advance to a previous
level as the coming of the next great bull market ? keep in mind that this has nothing to do with
your money or investing. So, with this in mind. Let's add to our "Rules For The Road" list from last
week.

Rules For The Road - Part II

Click Here For Part I No one knows with certainty what the future holds which is why we must
manage portfolio risk accordingly and be prepared to react when conditions change. While I am
often tagged as ?bearish? due to my analysis of economic and fundamental data for ?what
it is? rather than ?what I hope it to be,? I am actually neither bullish or bearish. I follow a very
simple set of rules which are the core of my portfolio management philosophy which focus on
capital preservation and long-term ?risk-adjusted? returns. As such, let me remind you of the 15-
Risk Management Rules I have learned over the last 30-years:

1. Cut losers short and let winner?s run. (Be a scale-up buyer into strength.)
2. Set goals and be actionable. (Without specific goals, trades become arbitrary and increase

overall portfolio risk.)
3. Emotionally driven decisions void the investment process.  (Buy high/sell low)
4. Follow the trend. (80% of portfolio performance is determined by the long-term, monthly,

trend. While a ?rising tide lifts all boats,? the opposite is also true.)
5. Never let a ?trading opportunity? turn into a long-term investment. (Refer to rule #1. All

initial purchases are ?trades,? until your investment thesis is proved correct.)
6. An investment discipline does not work if it is not followed.
7. ?Losing money? is part of the investment process. (If you are not prepared to take losses

when they occur, you should not be investing.)
8. The odds of success improve greatly when the fundamental analysis is confirmed by

the technical price action. (This applies to both bull and bear markets)
9. Never, under any circumstances, add to a losing position. (As Paul Tudor Jones once

quipped: ?Only losers add to losers.?)
10. Market are either ?bullish? or ?bearish.? During a ?bull market? be only long or

neutral. During a ?bear market?be only neutral or short. (Bull and Bear markets are
determined by their long-term trend as shown in the chart below.)

11. When markets are trading at, or near, extremes do the opposite of the ?herd.?
12. Do more of what works and less of what doesn?t. (Traditional rebalancing takes money

from winners and adds it to losers. Rebalance by reducing losers and adding to winners.)
13. ?Buy? and ?Sell? signals are only useful if they are implemented. (Managing a portfolio

without a ?buy/sell? discipline is designed to fail.)
14. Strive to be a .700 ?at bat? player. (No strategy works 100% of the time. However, being

consistent, controlling errors, and capitalizing on opportunity is what wins games.)
15. Manage risk and volatility. (Controlling the variables that lead to investment mistakes is

what generates returns as a byproduct.)
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The current market advance both looks, and feels, like the last leg of a market ?melt up? as we
previously witnessed at the end of 1999. How long it can last is anyone?s guess. However,
importantly, it should be remembered that all good things do come to an end. Sometimes,
those endings can be very disastrous to long-term investing objectives.This is why focusing
on ?risk controls? in the short-term, and avoiding subsequent major draw-downs, the long-term
returns tend to take care of themselves.
Everyone approaches money management differently. This is just the way I do it. All I am
suggesting is that you do ?something? as the alternative will be much less beneficial.

Portfolio Update

Over the last couple of weeks, I have discussed looking for the right setup to add some hedges to
our current long-equity portfolios. That setup occurred last week, and as discussed previously, we
have implemented the following:

Rebalanced overweight positions back to target portfolio weights.
Added exposure to bonds, utilities and REIT?s bringing allocations up to portfolio weight or
slightly overweight.
Add a tactical trade of a short S&P 500 position to hedge risk. 
Move up stops on all positions to current support levels. 

We remain invested but are becoming highly concerned about the underlying risk. Our main
goal remains capital preservation.  Happy New Year (The full newsletter will return next week.)
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