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This week is options expiration week. 
 
Options expiration week is THE week in 
which Wall Street tends to gun the market 
higher in an effort to insure the most puts (and 
sellers of calls) have their contracts expire 
worthless. 
 
This clear manipulation is funded by the 
Federal Reserve, which juices the market 
almost without exception during these weeks. 
 
This practice occurs even when the Fed is not 
actively engaged in Quantitative Easing or 
QE. 
 
Indeed, despite, all QE programs ending in 
October 2014, the Fed continues to expand its 
balance sheet almost exclusively during 
options expiration weeks. 

Below is a list of the Fed’s balance sheet 
activities by date. Balance sheet expansions 
are in black font. Balance sheet contractions 
are red.  Options expiration weeks are shaded 
gray.  

I find it interesting that the Fed, for some 
reason, feels the need to expand its balance 
sheet by an average of $9.6 BILLION during 
options expiration weeks… while contracting 
its balance sheet by an average of $2.7 billion 
during NON- options expiration weeks.  

Mind you… this is going on during a period 
in which the Fed is NOT engaged in a QE 
program.  
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SHORT-TERM ISSUES 

• The market “kiss” arrives. 
• This rally has not been confirmed. 
• Looks like we’re in a bear market. 

 

INTERMEDIATE-TERM 
ISSUES 

• Global GDP to plunge as 
deleveraging hits. 

• Central Banks to push for Negative 
Rates and possibly cash bans. 

• Central Banks to launch nuclear QE. 
 

LONG-TERM ISSUES 
• Central Banks to lose credibility. 
• Eventual market collapse of 50%+ 

(likely 1-2 years out). 
• A scramble for high-end collateral to 

bring about systemic collapse. 
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Date 
Balance Sheet 
Change 

10/1/15 $13,373 
9/24/15 $9,675 
9/17/15 $9,596 
9/10/15 $2,327 
9/3/15 $781 

8/27/15 $12,103 
8/20/15 $2,042 
8/13/15 $2,921 
8/6/15 $849 

7/30/15 $15,023 
7/23/15 $6,898 
7/16/15 $12,316 
7/9/15 $2,159 
7/2/15 $15,925 

6/25/15 $7,238 
6/18/15 $19,812 
6/11/15 $2,645 
6/4/15 $1,379 

5/28/15 $16,403 
5/21/15 $20,804 
5/14/15 $28,485 
5/7/15 $1,204 

4/30/15 $18,196 
4/23/15 $4,329 
4/16/15 $1,947 
4/9/15 $1,620 
4/2/15 $1,196 

3/26/15 $15,285 
3/19/15 $6,609 
3/12/15 $1,696 
3/5/15 $858 

2/26/15 $10,126 
2/19/15 $4,834 
2/12/15 $1,337 
2/5/15 $284 

1/29/15 $12,872 

3

1/22/15 $3,141 
1/15/15 $16,553 
1/8/15 $1,864 
1/2/15 $11,802 

12/29/14 $7,215 
12/18/14 $13,382 
12/11/14 $2,675 
12/4/14 $259 

11/28/14 $6,828 
11/20/14 $3,864 
11/13/14 $2,310 
11/6/14 $169 

Expiration week 
average $9,608 
Non-expiration 
week average $2,742 

 
As you can see, almost without exception, the Fed 
expands its balance sheet during options expiration 
weeks, providing Wall Street with an average $9.6 
billion in increased liquidity. 
 
Wall Street then uses this money to gun the markets 
higher. So I fully expect this week to see a sharp 
move higher at some point, probably tomorrow. 
 
Having said that, in the big picture, the markets are at 
a critical juncture. 
 
As I’ve mentioned before, a key momentum signal I 
like to watch is the 12-month moving average 
(MMA).  
 
Over the last 20 years, this has been an excellent 
gauge for whether or not the market is in a bull 
market or breaking down. We had a few “false 
breakdowns” in 2010 and 2011. However, those 
signals were negated when the Fed launched QE 2 
and Operation Twist respectively: both policies 
ignited stocks higher. This will not be the case this 
time (more on this later). 
 
As I noted back in early September, Bear Markets do 
not happen all at once. EVERY time a major top has 
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formed and stocks have taken out this line, we’ve had a bounce to “kiss” the line one last time before 
the bear market really took hold. 
 

 
 
Back in September, I forecast that we’d have a serious bounce to “kiss” this line. Having chopped 
sideways for a month, stocks have finally staged that bounce. 
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What comes next is anyone’s guess. However, the fact remains that the last two violations of the 12-
month moving average (2010 and 2011) were reversed by new Fed monetary policies (QE 2 and 
Operation Twist, respectively).  
 
In the current political climate the Fed will be unable to do this. Private Wealth Advisory is not a 
political newsletter, but in a market climate in which Central Bank actions are the primary drivers of 
asset prices, we have to consider politics on occasion, at least in terms of their impact on Central 
Bank decision-making. 
 
With that in mind, I want to note that wealth inequality has become one of the biggest issues for the 
2016 US Presidential election. This topic has ensnared the Federal Reserve as a number of media 
outlets have finally caught on that QE and other Fed policies have in fact exacerbated wealth 
inequality. 
 
With that in mind, it is highly unlikely that the Fed will be able to launch a new QE program or other 
major monetary policy anytime in the next 13 months (the election is November 2016).  
 
The one exception to this would be if the market suffered a complete meltdown with the S&P 
500 collapsing to test its long-term trendline at 1,500 (the green line below). 
 

 
 
Outside of this, stocks are on their own for now. At best, Fed officials will be able to engage in verbal 
intervention. 
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Meanwhile, the underlying fundamentals for the market are worsening. Revenues for 3Q15 were 
down 3.5%. 

 
 

The primary reason for this loss is the collapse in the Energy sector. However, even excluding 
Energy, US corporate revenues are only marginally up (2.25%) and that is largely due to the outlier 
growth in Telecom (14.2%). 
 
Excluding the worst and best sectors (Energy and Telecom), revenues are basically flat at 
0.76%. 
 
From a technical analysis perspective, this rally doesn’t look trustworthy. 
 
First off, this move is not being confirmed by High Yield Bonds. Historically HYG leads the stock 
market. However, during this recent bounce, HYG quickly rolled over and is on its way down. 
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Another “risk on” asset class that is not confirming the move is leveraged loans.   
 

 
 



 

 9 

8

As I wrote before, the August breakdown was so severe that stocks will need to go absolutely vertical 
for us not to be in a bear market.  
 
Indeed, as the below chart from Leuthold Group illustrates, a whopping >40% of NYSE stocks hit 
new 52-week lows during that meltdown. Every time this has occurred in the last 50 years, stocks 
were in or about to enter a bear market. 
 

 
 
 
In simple terms, the market is on very thin ice. And given that this rally in stocks is not being 
confirmed by High Yield Bonds or Leveraged Loans, I believe we’ll see stocks rally to “kiss’ the 12-
month moving average before rolling over. I’ve positioned our portfolio to profit from this. But I 
was a bit early as the bounce hit later than I expected. 
 
Indeed, we are seeing markets around the globe come up at against major resistance. The big movers 
for this bounce were Emerging Markets, particularly in Asia. All of them are now coming up on their 
first REAL line of resistance. 
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Singapore (EWS): 
 

 
 
Malaysia (EWM): 
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China: 
 

 
 
The same is true for Emerging Markets as a whole: 
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Brazil has even broken the downward sloping trendline and cannot regain it. 
 

 
 
In short, the bounce in stocks is about to have its first real test. My feeling is that it will end in failure 
with stocks being rejected at resistance and rolling over. This will present us with the “kiss” I 
mentioned before. Every major collapse follows a similar pattern: 
 

1) Stocks break down in a sell-off. 
2) A sharp bounce brings stocks up to “kiss” former support (now resistance). 
3) Stocks roll over and the REAL collapse begins. 

 
We’ve experienced #1 already. #2 is currently underway (abetted by the Fed juicing the markets for 
options expiration week). Next up is #3. 
 
Indeed, outside of the Emerging Market space, many of the developed world’s market leaders are 
about to take out critical support.  
 
Japan’s Nikkei, fueled by the largest QE program in history is RIGHT on its key trendline: 
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In the US, tech darling Tesla (TSLA) is about to take out its bull market trendline: 
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So is Apple (AAPL) which has formed a Head and Shoulders topping pattern: 
 

 
 
Put simply, this week’s market action is something of a wash as the only driving force for the bulls is 
the usual monthly manipulation during an options expiration week. The rally is not being confirmed 
by other “risk assets,” nor is it occurring on strong market internals. 
 
The best thing to do right this minute is watch and wait. The rally is coming up against its first real 
test at resistance. I have a feeling that we might see a day or more of upwards momentum before the 
markets roll over and retest the lows.   
 
Obviously we were early on this call. I know it’s difficult to sit on paper losses. But I have full 
confidence in our current portfolio allocation. It’s just a matter of waiting. We were early in the first 
half of 2015 too… and we ended up closing out over 10 winners by being patient. 
 
This concludes this Weekly Market Update. I’m watching the markets closely and will issue updates 
as needed. Barring any new developments, you’ll next hear from me next week in our regular weekly 
market update of Private Wealth Advisory. 

Until then… 

Editor 
Private Wealth Advisory 

Best Regards, 
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OPEN POSITIONS 

Prices as of market’s close on 10/14/15 
Prices include dividends 
 

US DOLLAR CARRY TRADE IMPLOSION PORTFOLIO 

POSITION SYMBOL BUY 
DATE 

BUY 
PRICE 

CURRENT 
PRICE 

GAIN/ 
LOSS 

Ultra Bullish Dollar ETF UUP 5/23/11 $21.79  $24.43 12% 

UltraShort Euro EUO 4/10/15 $27.68  $23.06  -17% 

UltraShort Yen ETF  YCS 5/27/15 $94.48  $85.96  -9% 

UltraShort Gold ETF GLL 7/29/15 $112.00  $93.71  -16% 

Banco De Chile (Short) BCH 8/18/15 $61.89  $64.44  -4% 

Singapore ETF (SHORT) EWS 9/22/15 $10.31  $11.21  -9% 

Malaysia ETF (SHORT) EWM 9/22/15 $9.90  $10.99  -11% 
 

RELATIVE US STRENGTH PORTFOLIO 

POSITION SYMBOL BUY 
DATE 

BUY 
PRICE 

 
CURRENT 

PRICE 
 

GAIN/ 
LOSS 

Nuveen Muni. Fund NIO 1/2/14 
$13.12  

$14.08  20% 
Wal-Mart WMT 7/30/14 $74.78  $60.03  -16% 
Exxon XOM 9/24/14 $95.82  $80.16  -13% 
ProShares Ultra 7-10 
Yr Treasury ETF UST 11/26/14 $55.54  $58.93  8% 

20+ Yr Treasury ETF TLT 7/15/15 $116.89  $124.50  7% 
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Prices as of market’s close on 10/14/15 
 

ASIA SLOWDOWN PORTFOLIO 

POSITION SYMBOL BUY 
DATE 

BUY 
PRICE 

 
CURRENT 

PRICE 
 

GAIN/ 
LOSS 

UltraShort Nikkei EWV 1/6/15 $67.46  $52.97  -21% 
 
TECH BUBBLE 2.0 PORTFOLIO 

POSITION SYMBOL BUY 
DATE 

BUY 
PRICE 

 
CURRENT 

PRICE 
 

GAIN/ 
LOSS 

Tesla (SHORT) TSLA 2/25/15 $203.76  $216.88  -6% 
Amazon (SHORT) AMZN 2/25/15 $385.37  $544.83  -41% 
 

SYSTEMIC RISK/ BLACK SWAN PORTFOLIO  

POSITION SYMBOL BUY 
DATE 

BUY 
PRICE 

CURRENT 
PRICE 

GAIN/ 
LOSS 

Gold  
3/17/10 

$1,120  
$1,185.00 6% 

Silver  
3/17/10 

$17.50  
$16.13 -8% 

Gold Miners ETF GDX 5/13/15 $20.78  $16.90  -19% 
 

MARKET HEDGE PORTFOLIO 

POSITION SYMBOL BUY 
DATE 

BUY 
PRICE 

 
CURRENT 

PRICE 
 

GAIN/ 
LOSS 

UltraShort S&P 500 SDS 9/18/15 $22.33 $21.47 -4% 

UltraShort Financials SKF 9/18/15 $52.39 $50.85  -3% 

France ETF (SHORT) EWQ 9/30/15 $24.07 $25.56  -6% 
Spain ETF (SHORT) EWP 9/30/15 $29.66 $32.16  -8% 
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POSITION SYMBOL BUY 
DATE 

BUY 
PRICE 

 
SELL 
DATE 

 

SELL 
PRICE 

 
GAIN/ 

LOSS 

Apple AAPL 4/2/14 $77.51  9/29/14 $98.84  28% 

European Financials 
(SHORT) EUFN 4/15/14 $24.89  10/10/14 $22.47  11% 

UltraShort Russell 2000 TWM 4/15/14 $49.46  10/10/14 $52.28  6% 

UltraShort Brazil BZQ 10/15/14 $62.00  10/21/14 $71.92  16% 

UltraShort Gold GLL 10/24/14 $94.15  11/14/14 $104.21  11% 

UltraShort Silver ZSL 10/24/14 $104.89  11/14/14 $122.00  17% 

Enduro Royalty Trust NDRO 5/22/13 12.05 11/28/14 $7.06  -26% 

UltraShort Euro EOU 1/20/15 $23.49  3/5/15 $26.51  13% 

UltraShort Brazil BZQ 1/6/15 $91.07  3/6/15 $100.74  11% 

Target TGT 5/28/14 $55.34  4/1/15 $82.13  52% 

Pfizer PFE 7/30/14 $29.26  4/1/15 $34.56  20% 

General Electric GE 2/5/14 $24.57  4/13/15 $27.89  18% 

BP Prudhoe Bay Royalty 
Trust BPT 1/2/14 

$76.77  
5/20/15 $66.70  5% 

Conoco Phillips COP 3/5/14 
$66.30  

5/20/15 $65.27  4% 

Russia ETF TRF 
4/9/15 $10.62  5/20/15 $11.36  

7% 

 

RECENTLY CLOSED POSITIONS 
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POSITION SYMBOL BUY 
DATE 

BUY 
PRICE 

 
SELL 
DATE 

 

SELL 
PRICE 

 
GAIN/ 

LOSS 

UtraShort Oil ETF SCO 5/27/15 $61.08  
7/6/15 $70.30  15% 

UltraShort Gold ETF GLL 2/25/15 $95.49  
7/7/15 $101.75  7% 

Copper (SHORT) JJC 3/10/15 $31.35  
7/7/15 $28.78  8% 

UltraShort Brazil ETF BZQ 5/27/15 $85.70  
7/7/15 $92.02  7% 

Industrial Metals ETF UBM 3/25/15 $15.24  
7/7/15 $13.56  11% 

UltraShort China ETF 
(half) FXP 3/10/15 $36.45  

7/8/15 $41.93  15% 
UltraShort Oil ETF 
(half) 

SCO 7/21/15 $76.19  
7/23/15 $82.14  8% 

UltraShort Brazil ETF 
(half) 

BZQ 7/21/15 $91.39  
7/23/15 $102.36  12% 

UltraShort Brazil ETF 
(second half) 

BZQ 7/21/15 $91.39  
7/24/15 $109.60  20% 

UltraShort Oil ETF 
(second half) 

SCO 7/21/15 $76.19  
7/27/15 $87.36  15% 

LinkedIn (SHORT) 
LNKD 6/17/15 $215.45  

8/4/15 $194.96  10% 

Australia ETF (SHORT) 
EWA 1/6/15 $21.97  

8/11/15 $19.85  11% 
Ultra Short Emerging 
Mkts ETF 

EEV 1/20/15 $19.48  
8/11/15 $21.56  11% 

 

RECENTLY CLOSED POSITIONS CONTINUED 
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POSITION SYMBOL BUY 
DATE 

BUY 
PRICE 

 
SELL 
DATE 

 

SELL 
PRICE 

 
GAIN/ 

LOSS 

UltraShort China ETF FXP 3/10/15 $36.45  
8/19/15 $41.59  14% 

China Real Estate ETF 
(SHORT) TAO 6/11/13 $20.11  8/24/15 $17.21  14% 
South Korea ETF 
(SHORT) EWY 8/18/15 $48.17  

8/24/15 $43.82  10% 

India ETF (SHORT) INP 8/18/15 $70.18  
8/24/15 $59.38  18% 

Santander (SHORT) SAN 8/13/15 $6.63  
8/24/15 $5.99 10% 

Spain ETF (SHORT) EWP 8/13/15 $34.08  
8/24/15 $31.38 8% 

Australian Dollar ETF 
(SHORT) 

FXA 5/27/15 $77.36  
8/26/15 $70.99  8% 

UltraShort Silver ETF 
ZSL 7/29/15 $120.84  

8/26/15 $132.02  9% 

UltraLong S&P 500 SSO 9/2/15 $56.12  
9/9/15 $59.37  6% 

UltraLong Russell 200 UWM 9/2/15 
$79.20  9/9/15 $83.75  6% 

Canada Dollar ETF 
(SHORT) 

FXC 5/27/15 $79.81  
9/23/15 $74.47  7% 

Canon (SHORT) CAJ 7/31/13 $30.84  
9/23/15 $29.12  6% 

UltraShort 
Semiconductors 

SSG 
9/18/15 

$54.00 9/24/15 $60.20  
11% 

UltraShort Brazil ETF 
BZQ 9/22/15 $172.16  

9/24/15 $199.00  16% 
 

RECENTLY CLOSED POSITIONS CONTINUED 


