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Market Overview 
 

 
 

 

 

 

 

 

       
  

 

Signals Overview 

Aggregator CBI Reading

Flat 0  
 

 

Tonight’s Research Points  

    

• Opex week in December (and basically the rest of the month) has historically been bullish. 

• The January Effect is about to kick in, where smallcaps tend to outperform largecap stocks. 

• SPY’s breakout on a gap higher could be a short-term positive. 

• The Russell / SPX divergence of late is something that has been followed by strong returns 

for SPX over the intermediate-term. 

 

 

 

 

Short-term Outlook  

The Bottom Line  

The Aggregator is neutral. I am as well. 
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Summary of Recent Active Studies (see Letters from listed dates for details)   

   
 

 

The Evidence 

Friday was mostly higher for the major indices. The SPX rose 0.95%, the NASDAQ gain 0.7%, 

and the Russell 2000 declined 0.4%. Breadth was mixed with the NYSE Up Issues % coming in 

at 47% and the Up Volume % at 55%. NYSE total volume rose a little from Thursday’s level. 

 

As we begin to look towards next week, there is some bullish seasonality that will be in play.  The 

study below looks at opex week in December back to 1984, which was the first year that SPX 

options traded.  It also extends out to 15 days. It was last seen in the 12/14/20 letter and has been 

updated. 

 

 

Study Date Description T im e span Bias

Avg 

Run-up

Avg 

DrawDn

Avg DrawDn 

- 1 Std Dev

Active - Short Term

December 13, 2021 Dec opex bullish 1-5 days Bullish 1.90% -1.20% -2.70%

December 13, 2021 Breakaway  gap 1-5 days Bullish 1.20% -1.10% -2.40%

December 8, 2021 NASDAQ up 3% on 5-low volume 1-5 days Bearish -5.50% 1.70% 3.30%

December 8, 2021 VIX 10% above 10ma to 10% below 1wk 1-8 days Bullish 2.00% -1.20% -2.60%

Active - Long Term

December 13, 2021 Dec opex wk + 2 more weeks bullish 1-15 days Bullish 3.30% -1.80% -4.00%

November 22, 2021 Hindenburg Omen Cluster 1-35 days Bearish -6.90% 3.20% 5.80%

November 8, 2021 QE4 tapering int term Bullish but Weakening

November 4, 2021 SPX 50-day  %b > 100 1-50 days Bullish

November 1 , 2021 Best 6 Months 1-6 months Bullish

July  9, 2020 Golden Cross int term Bullish
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The stats here are very strong.  Below is an equity curve using a 5-day holding period.  

 

 

 

The strong upslope was very impressive until the 2018 December drop. The last couple of years 

the market has earned some of that back. Next let’s look at the 15-day curve. 
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They don’t get much better looking than that. Even the 2018 mini-crash is barely noticeable, and 

the curve got back to a new high in 2019.  

 

In past years I discussed the January Effect, which is a tendency that I believe was first published 

in the Stock Traders Almanac. It suggests that from mid-December into early January smallcap 

stocks tend to outperform largecaps. My past research has looked back to 1988 and used the 

Russell 2000 versus the SPX. I found that the bulk of this tendency was realized in the end of 

December and the 1st day of January. I measured from the 15th of December (or the 1st trading 

day afterwards if the 15th was a weekend) through the 1st trading day in January. Since 1988 we 

have now seen the Russell outperform 24 of 33 years, or 73% of the time. And years of 

outperformance have greatly outsized years when the Russell underperformed. Gains in the years 

of outperformance have totaled 41.12%, while the 9 years of underperformance have only totaled 

7.81% in losses. That’s over 5 to 1. And the only losing years to post a loss of greater than 1% 

were 1991 when the SPX outperformed the Russell by 2.82%, and 2019, when SPX outperformed 

by 1.06%. Below is a table that breaks it all down by year. 
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Dec 15 - 1st Trading Day of Jan

SPX Rut RUT - SPX

Year % Return % Return % Difference

1988 0.38% 2.53% 2.15%

1989 2.73% 2.08% -0.65%

1990 0.13% 1.96% 1.83%

1991 8.53% 5.71% -2.82%

1992 0.65% 2.83% 2.18%

1993 0.78% 2.68% 1.90%

1994 0.83% 2.50% 1.67%

1995 0.71% 2.06% 1.35%

1996 2.22% 2.42% 0.20%

1997 1.21% 3.75% 2.54%

1998 5.61% 8.60% 2.99%

1999 2.96% 7.61% 4.65%

2000 -2.21% 0.97% 3.18%

2001 1.79% 1.51% -0.28%

2002 -0.15% -0.59% -0.44%

2003 3.79% 4.78% 0.99%

2004 -0.30% -1.26% -0.96%

2005 -0.17% -0.10% 0.07%

2006 -0.74% -0.68% 0.06%

2007 0.09% 1.94% 1.85%

2008 7.28% 11.65% 4.37%

2009 2.26% 5.53% 3.27%

2010 2.97% 3.89% 0.92%

2011 5.04% 5.08% 0.04%

2012 2.24% 4.60% 2.36%

2013 2.54% 2.76% 0.22%

2014 3.45% 5.13% 1.68%

2015 -1.50% -2.03% -0.53%

2016 -0.19% -0.07% 0.12%

2017 0.75% 1.28% 0.53%

2018 -1.41% -1.61% -0.20%

2019 2.08% 1.02% -1.06%

2020 0.16% -0.71% -0.87%

Total 54.51% 87.82% 35.24%  

 

The years that are highlighted in blue are years in which the RUT came into the period lagging the 

SPX. (To determine this I created a RUT/SPX relative strength indicator like the one we use for 

the NASDAQ/SPX pair.) I did not find the lead/lag status to have a real impact, but figured I’d 
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share it anyway. Overall, the last few years is starting to stand out and look different. Three years 

in a row, and 4 of the last 6 years, the Russell has underperformed. So perhaps the outperformance 

is not as reliable as it once appeared. Still, I think it is worth some consideration. Going forward I 

may consider using IWM (the Russell 2000 etf) instead of SPY for some long index trades to take 

advantage of the probable Russell outperformance. 

 

Next is a study I last showed in the 12/14/20 subscriber letter that looks at buying the Russell 2000 

on opex Thursday in December and holding for up to 2 weeks. 

 

 

 

Results here are outstanding.  But a look at the max loss column shows you that it has not been 

without risk.  Below is an equity curve that assumes a 9-day exit strategy. 
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That is a strong looking curve.  I’ll re-post this study again Thursday night when it actually triggers. 

 

 

SPY broke out to close at a new high for the first time in a few weeks. Its breakout action provided 

some bullish evidence.  This is because the breakout came with an unfilled gap up.  I last showed 

the importance of an unfilled gap in the 6/7/21 subscriber letter.  I have updated that research 

below. 

 

 
 

Results here are strong across the board.  Below is an equity curve using a 5-day holding period. 
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The strong move from lower left to upper right is impressive. 

 

Technicians will often use the term “breakaway gap”.  This suggests the gap occurs on the same 

day as a base breakout.  The idea is that the new high causes excitement and the gap leaves a good 

amount of people sidelined or stuck short.  When it doesn’t immediately fill, it leads these people 

to chase and helps to propel the market even higher. 

 

Now let’s look at instances where the 50-day high breakout was not accompanied by an unfilled 

gap.  Interestingly, the number of instances was a bit lower here.  This study also appeared in the 

6/7/21 letter. 
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Moves to new highs that don’t start with an unfilled gap are much less reliable.  I have been 

showing this study for 13 years or so, and I still find it amazing how more breakouts occur with 

an unfilled gap up than without one. 

 

Another thing to note is that while the SPX closed at a new high, RUT closed down near the bottom 

of its 20-day range. This triggered the study below, which looked at times SPX closed high in its 

20-day range while RUT closed low in its range. It is updated from the 9/20/18 letter. 

 

 
 

It appears the lagging RUT in similar circumstances has not been a drag going forward, and that 

SPX has continued to flourish. Below is a look at a profit curve with a 40-day holding period.  
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That is a solid looking curve. I also checked to see how the Russell 2000 did going forward.  

 

 
 

Results still lean bullish over the intermediate-term, but not to the degree that we see with the SPX. 

This suggests the leading SPX has a good chance to rally, and over the intermediate-term, continue 

to outperform the RUT.  
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I have updated the Aggregator chart below.   

 

 
 

 

With this weekend’s evidence considered, the green Aggregator Line moved back above zero. 

Positive readings mean net expectations are for upside over the next few days.  Meanwhile the 

black Differential Line remained below zero. The negative Differential Line reading means that 

SPX is overbought versus recent expectations. So expectations are positive but SPX is overbought.  

This is considered a neutral configuration. Neutral configurations are visible on the chart whenever 

both lines close on opposite sides of zero. Therefore, the Aggregator formation turned flat at the 

close.  

 

Based on the current list of active studies, expectations are set to remain bullish on Monday. This 

could change if compelling new bearish evidence emerges. Meanwhile, the Differential Pivot will 

be 4697.59 on Monday. That is 0.3% below Friday’s close. So SPX will need to close down at 

least 0.3% on Monday in order to flip from overbought to oversold versus recent expectations.  

 

So the Aggregator is now neutral. With SPX at a new high and the Differential Line below zero 

the market is short-term overbought. But seasonality is strong and the breakaway gap in SPY 

Friday was encouraging. So further upside over the next several days would be expected. A 

http://quantifiableedges.com/how-the-quantifiable-edges-aggregator-uses-expectations-and-riskreward-analysis-to-establish-a-reliable-market-bias/
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wildcard this week could be the Fed announcement on Wednesday. There appears to be a good 

chance they will begin tapering QE purchases at a higher rate in order to remove the stimulus 

faster. Any comments they have on inflation could also elicit a market reaction. At this point, I am 

content to remain sidelined. If we do get a pullback in the next few days, it very well may be 

buyable – and I may look to trade it with IWM instead of SPY if the setup looks good. For 

now…watch and wait. 

 

 

Intermediate-term Outlook (2 weeks – 2 months) – updated 12/13 – somewhat bullish 

Combo #1 Combo #2 Combo #3

Long Long Flat  
Above is the status of the different Combination Signals from the Quantifiable Edges Market 

Timing Course.  Signals are long-term in nature.  All 3 can be either flat or long.  None of them 

look to short.  More information on these signals can be found in the Quantifiable Edges Market 

Timing Course, which is included with all annual subscriptions.  Detailed descriptions of these 

combination approaches can be found in Lesson 8.  Subscribers may also download detailed 

hypothetical historical performance reports covering 12/31/71 – 3/7/14 in Lesson 11, Course 

Downloads.  (You must go through the course first in order to access the Downloads.)  This week 

there were no changes to the Combo Systems.  

 

This was a big bounce-back week for the market. The SPX rallied 3.8%, the NASDAQ rose 3.6%, 

and the Russell 2000 gained 2.4%. With the SPX at a new closing high, the uptrend remains intact 

there. But the NASDAQ still has a ways to go, and the Russell remains closer to a 6-month low 

than a 6-month high. So not everything is in a clear uptrend. 

 

The Fed posted the latest update to the SOMA holdings after the close on Thursday. It can be 

found below. 

 

http://quantifiableedges.com/module-1/intro/
http://quantifiableedges.com/module-1/intro/
http://quantifiableedges.com/module-4/combining-price-seasonality/
http://quantifiableedges.com/module-4/market-timing-course-downloads/
http://quantifiableedges.com/module-4/market-timing-course-downloads/
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This past week saw the SOMA rise by $11 billion. That is typical for what we would expect at this 

time of the month with the current QE schedule. We should see further SOMA increases over the 

next few weeks. Below is an updated SOMA/SPX chart from 2008 – present. 
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The SOMA is in the midst of the largest expansion in history, but the pace of the expansion is now 

slowing. It is not yet visible on the chart, but the blue line is going to start to flatten. There is also 

some talk now that the pace of tapering may be accelerated. This is something we will find out in 

at the conclusion of the December meeting on Wednesday. QE has provided incredible support, 

and the market has flourished. As QE goes away, it will likely become more and more difficult for 

the gains to continue. A lack of liquidity could also mean increased volatility. We have seen that 

some the last few weeks, and could very well see it more in 2022.  

 

With seasonality looking good over the next 2-3 weeks, the SPX back at new highs, and the 

SPX/Russell relative strength study that was introduced above, I decided to move my market bias 

back to “somewhat bullish”. We still also are in the “Best 6 months”. The bears do have some 

things to point to, though. The NASDAQ is still lagging. Tapering has begun, and the pace could 

be increased at the next Fed meeting. The Hindenburg Omen cluster that triggered a few weeks 

ago could still be a problem. And volatility has certainly increased, which increases risk. So while 

I will lean bullish, perhaps for the next few weeks, I will not be doing so aggressively. 
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Catapult and Capitulative Breadth Statistics 

HCatapult & CBI Presentation Link 

 

Open Catapult Triggers 

None 

 

Broad Market Large Cap CBI – 0 

 

 

Additional New Trade Ideas 

A full listing of system triggers can be found at the numbered systems page each night.  I will 

cherry pick some of my favorite setups from the S&P 100 and ETF lists along with occasional 

other trade ideas to track below. 

 

 

None tonight. 

 

 

Current Open Trade Ideas 

Symbol Entry Date Entry Price Current Price % Gain/Loss Notes
QQQ(1/4)(S) 12/9/2021 $399.61 $395.40 1.05% covered @ limit per note
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