
  
 

      TRADING SPY AND OTHER RELATED EXCHANGE TRADES FUNDS 
 
Staring some 15 years ago I chose to not buy any more individual stocks but rather 
decided to put all my stock and bond holdings into Exchange Traded Funds (ETFs). 
These funds , now extremely popular with the public, mimic the stock averages such as 
the S&P500 , have very low commissions and service charges (unlike mutual funds) plus 
are very liquid, being tradable like normal stocks. Such funds are typically made up of 
hundreds of individual stocks so that they are not subjected to rapid up and down price 
swings such as can occur for individual stocks. It is true that their returns reflect the 
underlying stock averages and thus cannot have spectacular gains such as possible with 
individual stocks. However, they make up for this shortcoming by being much safer and 
cheaper for individual investors to trade and own. With proper application such funds can 
return a net of 7 to 10 percent on ones capital per annum. This is quite a bit better then 
what the average stock market investor can show over any extended period of time. The 
investment strategy for such ETFs is to hold them long during bull markets and short 
their equivalents during bear markets. The type of market one is in is determined by 
looking at a long term price history of any broad stock average and compare it with a 
corresponding lag curve. It is the purpose of this article to show how one can successfully 
trade ETFs.  
 
Let us begin with the first important rule of working with ETFs. It is to identify the type 
of market one finds oneself in at the moment. The simplest way to tell whether we are in 
a bull or bear phase of the market is to look at a long term record (25years) of a market 
average relative to a hand drawn lag curve. I have found over the years that the best 
market average to use for this purpose is the S&P500 Stock Index. Unlike the Dow Jones 
Industrial Average, it measures a much broader package of individual stocks and thus is 
most often a better indicator of what is happening in the market. A 25 year price history 
of this average looks as follows- 



  
 

    
 
You will notice the buy (B) and sell (S) points. These points are determined by drawing 
in by eye a red lag curve() approximately 15 percent above or below the price P(t) of the 
S&P500 Index at any given date. We find ourselves in a- 
 
        Bull Market when P(t)>(t)    and a  Bear Market when  P(t)<(t) 
 
The cross-over point in going from a bear market to a bull market or visa versa occurs 
when P(t) first becomes equal to (t). We designate these points by small purple circles. 
It is at these points that new ETF transactions should first be made. A reversal of a trend ( 
which appears to be happening at the moment ) from a bull to bear phase suggests one get 
out of long ETFs  and purchase  ETFs especially designed for bear markets. We will 
explain the details of this shorting procedure later on below.  
 
The best ETFs to consider in bull markets are those which have large price-volume 
values. These can best be spotted from the following table- 
 



  
 

        
We see here that the ETFs SPY and QQQ are the highest price-volume leaders and hence 
are the most liquid and thus ideal for trading. Daily swings in price of these two  ETFs do 
not generally exceed one percent, I have been using them exclusively since 2016 during 
the markets bull phase . The SPY mimics almost exactly one-tenth of the S&P500 Index 
while the QQQ  correlates with the Nasdaq100 Index. 
 
When the market enters a bear phase one does not want to be long but rather make use of 
those ETFs designed to short either the SPY or QQQ ETFS. This is accomplished by 
making use of the following table I constructed several years ago-   

    
The gains in both the QQQ and SPY during the prior three months in this table clearly 
indicate that one has been in a bull market. To short SPY one should purchase the 3x 
leveraged SPXU , a short on SPY. It has a good VxP value and so should be fairly liquid. 
The 3x leveraged QQQ short is SQQQ.  Although such shorting can be carried out, I 
myself tend to stay away from such shorts especially when they have high leverage. 
Rather, I most often choose to sit out a bear phase by parking my funds in the highest 
yielding certificates of deposit or short term bonds offered by my broker .  



  
 

 
Finally let me make a few general observations concerning stock markets in the rest of 
the world. The above approach will work as well for them provided one’s analysis is 
based on their local stock average. Most of the time these markets run pretty much in 
unison so that a major bull market in the US usually will correlate well with one in Japan 
(NKY225) and  Germany (DAXI). However departures often exist requiring one to use 
the local stock index and lag curve to determine the type of market the country finds itself 
in. The most important rule to keep in mind is to never be invested long when P(t)<(t) 
and never be short when P(t)>(t).  There will be plenty of opportunities in time when 
the conditions are ripe for taking a long(B) or short(S) position in an ETF. 
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