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CONGRATULATIONS to the buy and hold stock market investor as the S&P 500 made a new all-time this week and posted its highest 
weekly close in history! It has been a fascinating and historic run for the stock market, and we are thrilled that so much wealth has been 
accumulated. Below is a monthly chart of the S&P 500. I went back to the beginning of my investment career 3 decades ago.

 

As a reminder we have seen this type of environment before. The S&P 500 was up 15 consecutive months (Nov 2016 – Jan 2018), set a 
record for the lowest levels of volatility on record in 2017, made a new all-time high in January 2018 and then in February 2018 saw the 
fastest stock market correction in history which was -11% in 3 days. This was then followed by a -20% descent in Q4 of 2018 and 2018 
was the first down year in 10 years. There were plenty of warning signs back then and ironically now that the market has rallied 56%, had 
its best 100 days in history and is at an all- time high, we are now seeing glaring warning signs that the S&P 500 is vulnerable to the 
downside (need confirmation). 

Back in October of 2018 we were grateful for the opportunity and timing for our visit to Bloomberg TV when we also warned investors 
to prepare for a sharp sell-off in stocks. Here is the video link. 

While we are rooting for the stock market to continue its historic ascent, we also know that guaranteed profits when the market rallies 
is not the problem. It is the guaranteed losses when the market falls that is the problem. We all know Defense and Offense is better 
together than apart. It’s logical. You can also think of it another way: What in your portfolio can help you take profits and lock in some of 
these historic stock market gains?   

As a reminder 3D Capital exists to protect the buy and hold stock market investor. 3D Defender’s investment objective is to profit from 
stock market declines and step aside during rallies. 3D Defender views the world as a dynamic global macro flow chart and manages 
equity market risk every day because everyday matters (See glaring chart below).  

Below are some recent warning signs & inputs that 3D Defender uses to identify weakness in the S&P 500 & that appeared this week.  

1. As pointed by Warren Buffet, the Buffet Indicator is “probably the best single measure of where valuations stand from at any 
given moment”.  

a. As of August 21, 2020, the Buffet Indicator is at historical high of 179% and says the stock market is significantly 
overvalued. Based on the historical ratio of total market cap over GDP (currently at 179%), it is likely to return -2.9% 
a year from this valuation, including dividends (See chart below). 

b. The Warren Buffet Indicator says the stock market is more overvalued now than in history. It has also predicted the 
3 largest S&P 500 declines in the last 20 years (-51%, -58% and -36%) when it was reading 139, 107 and 152. It’s now 
179. (See chart below) 

https://www.bloomberg.com/news/videos/2018-10-03/3d-capital-s-dugan-says-investors-should-be-prepared-for-a-sharp-selloff-in-stocks-video
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2. The S&P 500 is now more concentrated in the 5 largest stock than ever and has eclipsed the Dot-Com level which preceded 
three consecutive down years in the S&P 500 (2000, 2001 and 2002) and a -51% decline. In 2000 the 5 largest stocks were 18% 
of S&P 500 market cap. They are now 22% (See chart below). 

3. Weakness in EURJPY, London Gas Oil, Copper and Global Stock Markets (See charts below). 

4. The VIX and the S&P 500 were both up this week: VIX +11.5% and S&P 500 +0.72% 

Risk happens fast and as a reminder 2017 was the quietest year on record and the S&P 500 was up 12 consecutive months. The S&P 500 
was clearly trending higher, made a new all-time high in January 2018 and then 2018 was the market’s first down year in 10 years. 2017-
2020 has seen history in the S&P 500 in both directions and we are clearly in a new volatility regime (see below). 

• 2017 – Quietest year on record and 12 consecutive up months (15 including Nov and Dec 2016 and January 2018) 

• 2018 – First down year in 10 years and fastest stock market correction in history -11% in 3 days (Feb 2, 5, 6) 

• 2018 – Oct 3 high to Dec 26 low: -21% decline  

• Dec 2018 (low) to Feb 2020 (high): +47% rally 

• Feb 2020 (high) to Mar 2020 (low): -36% decline 

• Q1 2020: -25% decline (fastest bear market in history and happened overnight (Q1 Distribution: -25% overnight +5% during the 
day) 

• Mar 2020 (low) to Aug 2020 (high): +56% rally and includes the best 50 day and 100 day rally in history 

MANAGING EQUITY MARKET RISK EVERYDAY MATTERS. THE CHARTS BELOW WILL PUT ALL OF THIS INTO PERSPECTIVE. 

We all know how important it is to stay invested in the stock market. 

Missing the best days matters; Missing the worst days matters more. 

 

3D Defender manages the worst days and because we manage equity market risk one day at a time, we have a long track record of 
profiting from stock market declines and stepping aside during market rallies. More specifically 3D Defender has been profitable 75% of 
the time the S&P 500 has been down on the month and has beaten the S&P 500 95% of the time the S&P 500 has been down on the 
month. We also take great pride that 3D Defender has profitably shorted the longest bull market and fastest bear market in history. Our 
expertise is profiting from stock market declines. We are encouraging you to stay long to avoid missing any of the best days, BUT also 
stay protected to actively manage the worst days. 
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You may ask how is it possible to profitably short the longest bull market in history, fastest bear market in history, and not get decimated 
by a 56% rally and the greatest 50 and 100 day rally in the history of the stock market. The answer is simple. We manage risk one day at 
a time. Now we all know as simple as something may sound, that it’s much more than that. The bottom line is it takes unrelenting 
diligence, discipline, and persistence. After all, how many of us know what needs to be done to be healthy and fit, i.e. nutrition and 
exercise, and how many of us do it? 

The Warren Buffet Indicator is saying the stock market is more overvalued now than in history. The current reading is 179. 

1. The Warren Buffet Indicator has predicted the 3 largest S&P 500 declines in the last 20 years.  

• 2000 = 139 then S&P 500 -51%  

• 2007 = 107 then S&P 500 -58% 

• Q1 2020 = 152 then S&P 500 -36% 

• Aug 21, 2020 = 179 and the S&P 500 is at an all-time high 

 

The S&P 500 is now more concentrated in the 5 largest stocks than ever and has eclipsed the Dot-Com level which preceded three consecutive down years 
in the S&P 500 (2000, 2001 and 2002) and a -50% decline. In 2000 the 5 largest stocks were 18% of S&P 500 market cap. They are now 22%. 
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As of August 21, 2020, there are warning signs the S&P 500 is vulnerable to the downside (need confirmation). 

Below are some of the markets 3D Defender uses to identify weakness in the S&P 500 and that appeared this week. 

 

Now that the fundamentals and decades of statistically significant data are all saying the S&P 500 is vulnerable to the downside (need confirmation), let’s 
take a look at what happened this week. I have included all trading hours so you can see how volatility increased as the week progressed. The boxes 
represent regular trading hours (9:30 AM – 4:15 EST PM). 

 

As you can clearly see from the chart the market became more “fragile” as the week went on. This makes sense given the market’s recent historic +56% 
rally to a new all-time high and that the fundamentals and statistically significant data that is logical symmetrical and persistent are both saying the S&P 
500 is vulnerable to the downside (need confirmation). 

The S&P tested lower and saw confirmation multiple times throughout the week. As the week went on you can clearly see the descents were larger and 
in excess of -1% in a matter of minutes, i.e. risk happens fast.  
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3D Defender was short multiple times throughout the week and covered the positions when the market retraced too far off its low. This week and historic 
+56% rally to a new all-time high is a perfect example of why 3D Capital manages equity market risk one day at a time.  

The S&P 500 finished the week +0.72% and 3D Defender finished the week -0.36% (25% funded and gross of fees). 

The bottom line is that the market goes up more than it goes down AND RISK HAPPENS FAST. This chart reminds us to be prepared.   

 

We are rooting for the stock market to continue its historic ascent and can help you prepare for when it does not. 

If you are interested in learning more about how we can help you profit from stock market declines I encourage you to reach out NOW. 

Have a nice weekend and best wishes and health to you and your families. 


