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February 2, 2020                      Volume 43: No. 3 
 
 

The Bear is Growling! 

 
 

THE STOCK MARKET 

What a week! In our trading services, Smarte Trader and the Fearless ETF Trader, of Friday January 
24, we recommended a number of short positions and inverse ETFs to get ready for a strong market 
decline the following week.  

Our Special Bulletin, published Sunday night, January 26, stated “the bears will final get their turn.” 

That’s exactly what we saw the following morning when the DJI opened lower by nearly 450 points. 
These are the times that paying for analysis, instead of depending on all the “free” but very expensive 
advice in the media, pays off.  

As we suspected, the increasing negative news and sentiment built up over the weekend and the alarm 
bells went off as the coronavirus spread to other countries. It seemed easy to predict. We were amazed 
by the complacency in the media by analysts who treated it like a flu breakout. 

The number of people infected was escalated drastically, along with a few more confirmed cases here in 
the U.S. This spurred the risk-off action at the start of the week, with loads of selling seen across the 
broader markets. 

At the low on Monday January 27, the DJI plunged roughly 550 points, although it was able to shed a 
small part of those losses to close the day down 473 points (or 1.6%). The S&P 500 was also down 1.6% 
to close at its lowest level in nearly two weeks.  

However, it was the tech-heavy NASDAQ that suffered the biggest losses falling 1.9% after it reached 
an intraday record high the previous Friday (January 24).  
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The VIX (volatility index) soared over 25% higher as it reached18.23. That is the highest level seen on 
the VIX since October 9, 2019. As subscribers know, the VIX rises when the market declines. One week 
prior the VIX was hovering around 12.30. This is a big move in just a few days. 

WTI Crude oil fell another 2.7% to settle around $52.79/bbl. That was Crude’s lowest settlement price 
since October 9, 2019. 

The Treasury Bond ETF, TLT, shot higher with a 1.6% gain, reaching its highest close since October 9, 
2019.  

As you know, we warned in early January that even very experienced money managers are fully 
invested on the theory they will sell when the market finally reverses downward. That is harder to do 
than to say.  

This chart below shows the overwhelming bullishness of money managers in their use of S&P futures 
contracts. When they are all on the same side, the market usually reverses, trapping them on the wrong 
side.  

 

Hedge funds cannot sell big positions into a decline. There are no buyers big enough. So, after a 
surprising plunge, they stay in, hoping for a bounce on which to sell.  

Of course, that means that any bounce will be weak, on low volume, and won’t get as far as those 
who are heavily invested “hope” or wish for. We saw that happen on in the middle of last week as the 
major indices had small rebounds off their Monday lows.  

On Tuesday, the lower volume bounce we expected came as the major indices all closed higher. We 
wrote in our trading services that the bounce would last “1-3 days.” You can’t get more precise than 
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that; it was right on target, then followed by Friday’s big plunge, driving down the DJI to an intraday 
loss of 690 points.   
 
It had simply been a normal bounce designed to squeeze those who went short the prior day. This was 
NOT investment buying! It was on lower volume and the indices mostly just “closed the gaps” of 
Monday’s declines, as seen on the S&P daily chart below (blue arrow), which is normal.  

However, above that gap is “supply,” i.e. eager sellers. Supply typically caps bear market rallies. The 
indicator at the bottom of the graph is on a “sell.” 

 

There were even some bounces in stocks that have more problems than just the Chinese virus. Those 
stocks will be prone to bigger issues than the virus. Even Chinese stocks traded in the U.S. had good 
gains although China stock markets were closed for the big holiday and 60 million people in China had 
already been quarantined, i.e. confined to their cities, and growing. Half of the Starbucks stores in China 
closed down along with many the fast food stores of YUMC.  

The disease continued to spread because countries, including the U.S., were slow in barring visitors 
from China. Typical treatment of a contagious disease is to quarantine and keep it from spreading. The 
faster, the better. Outbreaks of contagious diseases progress geometrically, a doubling every few days. 
Soon that envelops the globe. It’s simple math. 

Bureaucrats never want to be truthful in order “not to cause panic.” That included the WHO, which was 
hesitant to declare an emergency. Well, “panic” is sometimes a life saver. That’s why nature gave living 
mammals a panic response. 
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The bulls say, “nothing to worry about” while analysts talk about “multiple expansion” this year as the 
propellant. That means rising P/E ratios causing stock prices to rise although earnings are not rising. But 
that’s what we have seen the past 12 months. Why should it continue when global economic conditions 
turn into recession? 

P/Es expand when interest rates decline. But interest rates have already declined a lot the past several 
months. From here, declining interest rates would probably be due to deteriorating economic conditions, 
hardly a reason to buy stocks.  

The chart below of the S&P 500 vs. VALUE LINE (VALUG) shows how overextended the S&P 500 
became in January.  It was way ahead of the much more important and broader VALUG index because 
the S&P 500 is manipulated by pushing about 10-20 stocks. Note how much weaker the broad market 
(VALUG) has been then the S&P. 

 

The up-trending channel line (blue) could provide some support, but we expect lower levels. Better 
support for the S&P 500 exists in the 3020 area, down a hefty amount from the current 3225 area.  

The T-bond market continues to be strong. We had been negative on this sector until late December. 
However, the technicals have taken on a stronger tone since then. With the virus outbreak, world 
economies are destined to weaken further and even go into recessions. That means a flight to one of the 
safest assets, U.S. T-bonds. Here is the chart of the ETF for those, TLT: Sam
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The Chinese stocks traded in the U.S., which were propelled upward by HFT operations during the short 
mid-week rebound in order to squeeze the shorts, had another big decline the last two days of last week. 
It was easy money for HFT.  

Here is the chart of the FXP, the inverse ETF for the China 25 index. If the index declines, the FXP will 
rise. It is leveraged. Here is the long-term chart of the FXP (weekly) which shows how much room there 
is potentially on the upside if China has another crash as in 2015.  
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In China, the streets in their biggest cities are reportedly empty. Keep in mind that last week was a 
holiday week for China New Year. An increasing number of international airlines are stopping flights to 
and from China.  

For us the complacency of analysts in the media is incomprehensible. Perhaps they want to keep people 
calm. But wouldn’t you rather be protected in your investments than be “calm” as you lose your shirt? 
The economic implications are very significant because they affect everyone, whereas the virus does 
not.  

For new subscribers, we issued a Special Bulletin of our Wellington Letter on Sunday night, January 
26, explaining details of the virus. Here is an excerpt: 

The coronavirus sickness is advancing strongly. Macau’s government says casinos may 
close if the coronavirus outbreak worsens. That would be very negative for the gaming 
companies, especially the ones that rely primarily on Macau for most of the profits. The 
number of deaths keeps rising.  

It is obvious that China’s government is hiding the true effect of this disease. The origin is 
in the city of Wuhan. A lab was established in 2018 to investigate some deadly pathogens, 
such as the SARS virus. According to the Hindustan Times, “the lab was built precisely to 
look into dangerous pathogens like the novel Coronavirus, conduct research on them and 
find a cure for them.” The most dangerous pathogens are classified as BSL-4.  

A “BSL-4” lab like this one researches the most dangerous pathogens and have to 
follow the maximum safety or “bio-containment” levels.  

Could the lab also have had the mission to weaponize such a virus and this is the result of a 
test gone haywire? Or were they testing the effect on the population and now have trouble 
controlling the outbreak? 

Also from our January 26th Special Bulletin: 

Here is an article this weekend that seems to confirm our suspicions. Not reported in the worthless 
U.S. mainstream media, this came from “Great Game India.” Here is an excerpt: 

In March 2019, in a mysterious event a shipment of exceptionally virulent viruses from Canada’s 
NML ended up in China. The event caused a major scandal with Bio-warfare experts questioning why 
Canada was sending lethal viruses to China. Scientists from NML said the highly lethal viruses were 
a potential bio-weapon. 

Following investigation, the incident was traced to Chinese agents working at NML. Four months 
later in July 2019, a group of Chinese virologists were forcibly dispatched from the Canadian 
National Microbiology Laboratory (NML). The NML is Canada’s only level-4 facility and one of only 
a few in North America equipped to handle the world’s deadliest diseases, including Ebola, SARS, 
Coronavirus, etc. 
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The NML scientist who was escorted out of the Canadian lab along with her husband, another 
biologist, and members of her research team is believed to be a Chinese Bio-Warfare agent Xiangguo 
Qiu. Qiu was the head of the Vaccine Development and Antiviral Therapies Section in the Special 
Pathogens Program at Canada’s NML. 
 
This weekend, our worst fears are being fulfilled. Over 2300 medics (increased to over 6,000 
since then) have been rushed to Wuhan in China.  

The virus has now mutated into a more contagious form, making the spreading via human contact 
easier. The entire globe will soon feel the effect. We don’t want to ring alarm bells, but investors 
would be foolish to be complacent. 

It seems possible that since that time the virus was weaponized, i. e. made more contagious, and it got 
loose. If that is correct it would explain the rapid spread. We heard that in Thailand hospitals are 
overwhelmed.  

This Saturday eve (February 1) the number of cases increased to close to 15,000, up from just 11,000 the 
prior day. This is getting to be an epidemic. People should build up their immune systems. I take 5000 
mg Vitamin C, quercetin, Beta Glucan, probiotics, and about 20 others. Better than prescription drugs. 
They don’t kill viri, they just allow your immune system to be stronger to do the job.  

The usual reaction of traders is to buy on such corrections in the belief that the crises are over soon. This 
one could be different. We would not go bargain hunting at this time. There is lots of selling to be done 
by others. Our subscribers, if following our advice, are safe and profiting.  

Here is a tweet we posted on Twitter (@bertdohmen) last week about the problem:  

How did coronavirus epidemic start? Official theory is that someone ate bat soup at a 
Wuhan seafood and animal market...In fact, the Wuhan biolab's Dr. Zhou has worked for 
years on bats and why bats have the virus but don't get sick. Food markets are filthy. 

If you want to lose your appetite, see this photo. 
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Last week, the World Health Organization (WHO) finally announced that the coronavirus outbreak was 
a “global health emergency.” Yet, they also stated they were not recommending trade or travel 
restrictions, which of course would have impacted the global economies.  

However, we believe no reliance should be placed on the WHO statement. Their track record is 
despicable.  

 
THE BEAR IS GROWLING:  Friday (January 31) was the day we had been looking for. The DJI 
plunged over 200 points at the start of trading today, those index losses escalated throughout the day to a 
loss of 690 points at its low. By the close, the DJI was the worst-hit of the major indices, suffering a 
603-point decline, a near 2.1% loss on the day. That’s not seen very often.  

The Russell 2000 was not far behind, also closing lower by nearly 2.1%. The S&P 500 and NASDAQ 
fell 1.8% and 1.6% respectively. These are the biggest one-day losses among the major averages since 
August 23, 2019 when the trade tension between the U.S. and China were at its peak. 

Volume surged higher, which is of course bearish on a big down-day. The internals were all heavily 
negative as well with declining volume was a huge 6.8x heavier than advancing volume on the NYSE 
and 3.3x heavier on the NASDAQ. We are on the way to a selling climax. 
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The sector performance was further evidence of Friday’s bearishness as 10 of the 11 S&P sectors closed 
in the red, 6 of which suffered a loss of 2% or more. That’s a big one-day moves for sectors. The Energy 
sector alone plunged by 3.2%.  

That was largely due to WTI Crude oil, which continued to tumble lower and is now trading around 
$51.55/oz. From its high at the start of this year Crude has plunged over 21%!  

Many of the oil sector stocks, especially frackers, will be struggling to stay alive. They may get a brief 
reprise when OPEC meets and decides on a cosmetic production cut.  The chart for oil is now near 
support, which suggests that a bounce early next week is likely. Shorts in this sector may want to reduce 
or eliminate positions in these stocks.  

 

After a bounce, we expect the current support level to be broken. The 42 area would be the next good 
support on the chart.  

Treasury yields continued their descent on Friday as the 2-year yield fell to 1.32% and the 10-year yield 
fell to 1.52%, its lowest level since October 4, 2019. This led to long-term T-bond prices soaring higher 
for its 3rd day in a row as the TLT ETF closed at a near 4-month high. 

The precious metals stocks had gains, but not as much as would have been expected.  Gold was up more 
than $15 today to close at its highest level since April 2013 around $1589/oz. Silver was up about 1% to 
settle around $18/oz. The sector is bullish, but there is something to watch out for. The one potential 
short-to-medium-term problem we see for this sector is that if the selling of all stocks gets even worse, 
margin calls for more cash will trigger the selling of anything that has a bid, including gold and silver. 
We would rather buy on such a decline. It happened during the crisis in late 2008.  
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THE FED 

The two-day Fed meeting last week ended with virtually no changes. The only thing we noted with a 
small change was in the IOER, which is the interest the Fed pays on ‘excess reserves’ of banks, of 0.05 
percentage points. However, the statement was so mild that it seems the Fed is preparing for a soft 
economy and potentially more rate cuts.  

The Fed Chair said it plans to buy short-term Treasury bills at least into the second quarter. That 
suggests more liquidity until that time, a continuation of what started last October. Here is the chart of 
the Fed’s buying spree since late September. The blue bars are T-bill holdings by the Fed. 

 

 
In his statement, Fed chair Powell referred to the impact of the coronavirus. He is right, it will affect 
global growth. China was considered the ‘locomotive’ of the global economies. Now the locomotive has 
a broken engine.  

Remember, in early October 2019 we turned bullish because of the big Fed liquidity injections, which 
most analysts ignored at the time. It seems logical when that stops, the stock market rally will lose the 
fuel. The latest chart shows that the Fed injections have slowed and the chart has flattened (Fed balance 
sheet). 

Although Powell said the Fed would continue to buy T-bills until the second quarter, so far it is not 
reflected in the chart.  

The important thing is that in spite of all the T-bill purchases by the Fed, the balance sheet growth since 
January 1, 2020 has been flat to down. The recent correction in stocks seems to be reflecting that. 

Sam
ple

 Is
su

e



Bert Dohmen’s 

  Wellington LetterTM
 

 
 

 

 Bert Dohmen’s Wellington Letter, P.O. Box 49-2433, Los Angeles, CA 90049 

Phone: (310) 476-6933 Website:  www.dohmencapital.com E-mail: client@dohmencapital.com 
© Copyright 2019 

 
11 

 

 

We hear analysts saying that current Fed policy is favorable for the stock market. Normally that would 
be true. But when economies shut down because of an epidemic which will only get worse, even 
“free” or cheap money is not a propellant for stocks. 

The Fed may even welcome a stock market correction because the speculation was getting to wild, 
especially in the credit markets where the derivative plays with huge leverage dominate. The Fed will 
eventually come in with the big guns and try to stop a plunge from turning into a crash. But that won’t 
happen until the bulls have incurred big losses.  

 

THE COMING WEEK 

Stocks are now returning to reality. That means the 12-20 or so stocks that were used to manipulate the 
S&P 500 higher over the past several months are now are being sold along with other stocks. The bubble 
is blowing up.  

Look at the difference on the charts between the VALUG index, which gives an equal weight to each 
stock, and the S&P 500. The S&P (thin blue line) has far outperformed because the calculations of its 
underlying constituents don’t make sense; the change in a stock is weighted by the number of shares that 
exist for the stock. That has no significance to the average investor’s portfolio.  

Whereas the S&P 500’s decline so far doesn’t seem alarming, the chart of the VALUG looks very poor. 
On Friday, January 31, 2020, it broke very important support (horizontal red line). Sam
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The VALUG has now reached another minor support level as it now sits right at its 200-day moving 
average, as seen in the chart below (pink line). Longer term, it should get back to the 490 level (red 
dotted line). That’s another 7% from here. For many stocks, the losses would be double or triple that.  
Then we will have to see.  

 

Also, on Friday, Goldman Sachs announced their forecast that CHINA GDP would be lowered by a 
mere 0.4% because of the virtual shutdown of the country due to the coronavirus. Anyone who believes 
that and China GDP numbers must be careful about someone selling them the Brooklyn Bridge.  
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On Monday, China reopens its markets after the extended Chinese New Year holiday. But will anyone 
be trading? It may be on very low volume, making it ripe for manipulation by the Bank of China to 
squeeze the shorts. That’s a possibility. It would be part of their agenda to downplay the effects of the 
virus.  

It was reported that 195 Americans were just evacuated from China, mostly diplomats and professionals 
in Wuhan. They will now be quarantined in California for two weeks. It is the first such quarantine order 
in 50 years. Yet, financial TV has pretended over the last two weeks that the virus is “no big deal.” 

The number of “official” infections is above 12,000 and climbing around 20% each day. We and others 
suspect the actual number is at least twice that.  

That doesn’t sound like a “minor” problem. The economic repercussions worldwide are as serious as the 
illness.  

If you watch financial TV, you will hear analysts talking about their stock holdings. It’s clear they are 
invested up to their eyeballs. There is a lot of selling still to be done.  

Here is the chart of potential downside targets (horizontal red lines) unless a big surprise from central 
banks occur, which we don’t expect for some time. The lower red line is the 50% Fibonacci 
retracement of the rise from the Trump Election in 2016 to this year’s January high.  

 

Strategy: What to do if you are caught on the wrong side of the market? My many decades of trading 
have taught us, “the first loss is the best loss.” Don’t procrastinate. Get rid of the losers before losses get 
bigger.  
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Ask, would you buy the stock now if you had the cash instead of the stock? If you would quickly find a 
more attractive home for your cash, “SELL.” 

 

THE VERY LONG-TERM CYCLES 

We believe in cycles caused by human emotions. Everything goes in cycles, such as from joy to despair. 
In fact, in the markets, when you feel joyous about the great profits, that alone is often a good “sell” 
signal.  

But there are even longer term cycles. Climate is one, and that is now being used to promote trillions of 
dollars of wasteful spending under the slogan of being caused by people and carbon. It’s ridiculous. The 
“global warming” promoters don’t even know that the changes in the sun energy output is cause of 
warming or cooling. Humankind is insignificant. 

It has been calculated that each day the energy from the sun to the earth is 6,000 times greater than 
human beings use in a year. The sun energy cycles are documented going back even millions of years.  

Getting back to the present, we should remember the 1930’s. Global depressions, food shortages 
because of climate, the “dust bowl” years, ruthless dictatorships, China, Russia, Germany, Italy, etc. 
Unemployment at record highs, people living in the streets and parks. 

Notice how the globe is now plagued by continuing disasters, just like the 1930’s. Today we heard about 
the locust plague in Africa, worst in decades. They ravage all plants, resulting in famines. The mental 
epidemic in U.S. major media and Congress, was unimaginable a decade ago.  

We might say a period like the 1930’s has already started; The homeless crisis, crazy political agenda 
with proposals for devasting high taxes, socialism agendas, and riots in the streets in many countries of 
the world. Then there’s China having one crisis after another including SARS, now the coronavirus, and 
the “pig ebola” which wiped out 300 million pigs, which is the primary meat in China. This weekend, an 
outbreak of the bird flu was reported.  

We don’t remember so many disastrous trends globally and simultaneously. For 43 years we heard so-
called “gloom and doomers” predicting the “end of civilization. We always took the other side. 
However, now perhaps the time has come. We see some ominous signs development. Start being 
cautious and have a nest egg just in case of bad times.  

 

CONCLUSION 

We remind our readers that the psychology of the markets is now much more important than 
earnings and all the metrics used by 90% of analysts.  
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The usual reaction of traders is to buy such corrections in the belief that the crises are over soon. This 
one could be different. We would not go bargain hunting at this time. There is lots of selling to be done 
by others. Our clients, if following our advice, are safe and profiting.  

While all this is happening, the Dems are trying to impeach the most effective president in a century. 
Even the impeachment articles from the House don’t contain any reason sufficient for impeachment. It is 
clear that the goal is ruining the person’s reputation.  

As Speaker Pelosi said, the label of ‘impeached president’ will be with him forever. Yes, sadly even 
when the Senate votes insufficient cause. As one person who was found innocent in court said, “Where 
do I go to get my reputation back?” 

OUR ANNIVERSARY:  January was the start of our 44th year in business. It is hard to believe. We still 
enjoy putting our thoughts in writing and sharing with our loyal subscribers what we learned these many 
years in the markets. Getting happy thank you notes and tweets on Twitter (@bertdohmen) about the 
nice profits made, is by itself the ultimate reward.  

The average subscriber has been with us for well over 20 years, and some even 40 years. That’s amazing 
in this business! We thank you all very much.  

Wishing you successful investing, 

Bert Dohmen and team 
Dohmen Capital Research Group 
“Now celebrating the start our 44th year of excellence” 
 

 

 
Be sure to Follow Bert Dohmen on Twitter:  https://twitter.com/BertDohmen. We post several 
items of interest each day. Some have links to interviews, charts, etc. It takes less than a minute to 
register with Twitter and you can get my short messages during the market day. 

 

BOOKS BY BERT DOHMEN: 

 

PRELUDE TO MELTDOWN ($15) 

The truth behind the global financial crisis of 2008 REVEALED! This book may save you a fortune! 
Bert Dohmen, who warned at the beginning of 2008, that starting in September ’08 the global financial 
markets would teeter on the brink. (go to http://dohmencapital.com/PreludetoMeltdown.html)  

 

HOW TO CONTACT US: 

The best way to contact us is via e-mail. Your e-mail will be answered within 24 
hours. office@dohmencapital.com 

If for any reason you need to call our office, please leave a short but clear message 
with your name and telephone number. 
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COPYRIGHT NOTICE 

 
We respectfully remind you that all FEDERAL copyright laws still apply with e-mail delivery and that the 
newsletter, interim reports and attached articles cannot be re-transmitted, duplicated or copied, in full or in part, 
without our prior written consent. The unauthorized disclosure or interception of email is a federal crime. This 
document is intended only for the use of those to whom it is addressed. Bert Dohmen’s WELLINGTON LETTER 
and the computer file which contains it are protected by US copyright laws and international copyright agreements. 
All rights are reserved. The service and its content are for personal use of the subscriber only. Copying or 
retransmission of this report, except with written permission, is strictly prohibited. You may not, under any 
conditions, retransmit or send this report or any portion thereof, by any means, to any other location within 
or outside your company. Financial planners or investment professionals who wish to transmit the service to their 
clients may be able to obtain multiple subscription discounts… All commentary is provided for educational 
purposes only.  Information contained in this service is NOT a solicitation to buy any security.  This material is 
based upon information we consider reliable. However, accuracy is not guaranteed. Subscribers should always do 
their own investigation before investing in any security.  

 

AN EASY NEW WAY TO RENEW YOUR SUBSCRIPTION: If you have had problems renewing 
your subscription on the subscribers’ page, NOW you can renew by going to our website’s HOME 
PAGE and clicking on the “RENEW NOW” button at the left of the navigation menu. 
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You may schedule an appointment for a consultation with Mr. Dohmen (not related to specific 
securities). Payment must be made in advance with credit card. (Soft dollar arrangement can be 
accommodated.) Consultations are in 15-minute increments at the rate of $600 per 15 minutes, or 
$2400 per hour. 

 

THIS NEWSLETTER MAY NOT BE REPRODUCED EXCEPT BY PRIOR WRITTEN PERMISSION. This 
newsletter has been compiled from sources believed to be reliable, but we do not guarantee it as to accuracy, 
completeness, or in any other way. It is solely for information purposes and is not to be deemed a prospectus of 
solicitation for stocks or commodities mentioned herein. Past results are not necessarily a guarantee for equivalent future 
results. The firms, individuals connected therewith, and the investment portfolio managed by the firm or affiliates will, in 
most cases, have positions in the investments mentioned in the newsletter. In other words, we put into practice the 
investment philosophy developed by Bert Dohmen’s WELLINGTON LETTER. Subscription cancellations or refunds 
may be accepted at the discretion of the publisher. 
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