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I have been researching and developing trading systems and managing money for 3 decades and one thing I’d like to share is that nothing surprises me. 
That said this year’s pandemic, “Black Swan event” and subsequent S&P 500 price action is certainly one for the ages. The S&P 500 just closed the month 
of July 2020 up over +1% on the year. This is its highest monthly close in 7 months and since December 2019. The S&P 500 has rallied +50% in 4 months, 
has been up 4 consecutive months, has had its largest 50-day rally in history and is now less than 4% from its all time high. Since a picture is worth a 
thousand words here is a monthly S&P 500 chart back to the start of my investment career in 1993.  

 

The current historic stock market rally has taken place during some of the worst US economic data in history. The most recent example was Thursday’s 

GDP data which was the worst on record. According to CNBC here are some key points and a chart that put it into perspective.  

• The U.S. economy suffered its worst period ever in the second quarter, with GDP falling a historic 32.9%. 

• Economists surveyed by Dow Jones were looking for a decline of 34.7%. 

• Neither the Great Depression nor the Great Recession nor any other slump over the past two centuries have ever caused such a sharp drain on 
the economy. 
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The last week of July 2020 in the chart below shows us the up-trend was still intact this week and those buying the dip were rewarded. As the week 
progressed the sell offs and subsequent rallies were greater. This corresponded with larger daily trading ranges and an increase in the VIX.   

 

This week is a textbook example of why 3D Defender “Defends” and manages risk one day at a time. It is also a reminder of how important it is to manage 
risk with stringent risk parameters and to implement a system with unwavering discipline and persistence. This week, month and two historic +50% rallies 
in the S&P 500 in the last 19 months have been a true test for our 3D Defender Program, how we manage risk and why you will often here me say you 
cannot profit from weakness in the S&P 500 if you can’t identify strength.  

Yes 3D Defender has a long history of protecting our clients, generating positive uncorrelated returns, beating the S&P 500 and outperforming our peers, 
but I take even more pride with how our 3D Defender Program has managed the risk and performed during the last 6 months which has seen a “Black 
Swan event”, historic “overnight” bear market (not the norm) and historic +50% rally. This S&P 500 price action has never been seen in stock market 
history and 3D Defender has done its job and protected our clients when they have needed it not when they don’t. 

The S&P 500 finished the last week of July 2020 +1.7% and the month of July +5.5%. 3D Defender finished the last week and month of July -1% (25% 
funded and gross of fees). The last week and month of July 2020 is an example of why we made enhancements to 3D Defender in 2013. The enhancements 
included tighter risk controls and stricter trade selection criteria when the S&P 500 is trending higher, which it has clearly done the last 4 months. Below 
is 3D Defender “Defense” net performance since those enhancements were made and through July 2020. I’ve included the S&P 500 so you can see what 
adding Defense can do for your Buy and Hold S&P 500 Offense.   

 

Everyone works really hard and spends decades saving for retirement, for our children, grandchildren and our legacies. As investment professionals it is 
our responsibility to protect our clients and their families. This means helping to educate them and encouraging them to ask questions. I recently posted 
10 questions on LinkedIn (LINK) that every stock market investor should ask their Fiduciary, Financial Advisor or Consultant.  

Here are two of the questions:   

1. What is your solution for helping me profit from stock market declines and can you show me the performance of that solution during the last 43 
down months in the stock market?  

 

https://www.linkedin.com/posts/eric-dugan-3b703ba_stock-market-investors-deserve-answers-to-activity-6694333701788090369-tOmu/
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2. Since 2000 there has been two -50% declines and multiple declines in excess of -20%. Are you doing anything differently to help me profit from 
stock market declines and what do you believe I should do right now given the Warren Buffet Indicator is saying the stock market is more 
overvalued now than it was before the 3 largest stock market declines in the last 20 years (-51%,-58%,-36%)? 

We know the stock market is going to move up and down forever. We also know buy-and-hold stock market investments are necessary to achieve 
competitive long-term performance, but in the short-term they are guaranteed to lose money when the stock market declines. Stock market declines 
represent risk. Investment professionals get paid to manage risk. I founded 3D Capital and assembled our team with over 100 years of experience to do 
one thing: protect the buy and hold stock market investor by seeking profits when the market declines and stepping aside during market rallies. We 
manage stock market risk every day because everyday matters. 

3D’s clients are prepared because they have stock market offense and stock market defense. Our solution to stock market declines is 3D Defender and we 
take great pride in our track record below.  

 

When I share that I am concerned about the stock market it is based on statistically significant data that 3D Defender uses to identify and profit from 
intraday stock market weakness. Below is some of that data and why I am concerned that as of now the S&P 500 is vulnerable (need confirmation).  

• Despite closing July 2020 on a new multi-month high the S&P 500 up-trend has deteriorated and is no longer intact. This means that those that 
have been buying dips over the last few months will likely accentuate the move lower when there is no subsequent bounce. As a reminder the 
S&P 500 rallied 12 consecutive months in 2017 and 1 month in 2018 (13 consecutive), before dropping -11% in 3 days in February 2018. This multi 
month rally in 2017 into 2018 also preceded the S&P 500’s first down year in 10 years and multiple -10% corrections and a -20% correction in 
2018.  

• Global stock market weakness in Pacific Rim and European Stock Markets this week. (Global Relay Race – See 3dcapitalamangement.com) 

• The S&P 500 and VIX both moved higher to finish the week (Wed close to Fri close). 

• Weakness in Crude and Copper this week (Global Relay Race – See 3dcapitalamangement.com) 

• The Warren Buffet Indicator (below) is at an all time high and is saying the stock market is move overvalued now that it was prior to the 3 largest 
declines in the last 20 years (-51%, -58%, -36%). 

 

The stock market grinds higher and sells off sharply or simply put RISK HAPPENS FAST. This is why 3D Defender manages risk every day. 

Understandably it’s August and you may be in vacation mode but as a reminder in August of 2011 and 2015 it only took two weeks for the S&P 500 to 
drop -17% and -13% respectively. While we are not hoping this happens, 3D’s clients are prepared and we can help you too.  

Thank you for your participation and interest in 3D Defender. Have a wonderful weekend and best wishes and health to you and your families.  


