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Turning Point Analytics utilizes a time-tested, real-world strategy that optimizes the client’s entry and exit points and adds 

alpha.   TPA defines each stock as Trend or Range to identify actionable inflection points. 

 

“In the short run, the market is a voting machine, but in the long run, it is a weighing machine.”  - Benjamin Graham 

WORLD SNAPSHOT – COMMENTS & CHARTS      Tuesday, January 26, 2021 

 

General comments first and macro tables at the bottom.  Links for Explanations of Technical terms at the bottom of the report. 

 

ARE LOTTERY-LIKE FACTORS DRIVING THE STOCK MARKET? 

 

The S&P500 closed yesterday at 3855.36, which is up 72% since the March low close of 2237.40. At the 

same time, COVID-19 still rages, the vaccine rollout is proceeding slower than expected, lockdowns and 

travel bans remain in place, and unemployment, while down from its peak of 14.8% in April 2020 is still 

6.7%, almost twice as high as before the Pandemic. The market, however, remains sanguine, with some 

individual stocks experiencing wildly bullish moves. A recent study in the National Bureau of Economic 

Research and an analysis of Call volumes and on-line sites like Reddit reveal lottery-like buying 

behavior that may be contributing to the bull market’s resilience. 

 

THE STUDY 

Researchers in Germany used data from German banks to analyze trading activity and mobile phone 

use. The study used a sample of over twenty two million transactions by approximately one hundred 

and eighty thousand investors.  

 

Among other conclusions, two were stunning: 

 

1. Low price - First, they found that the introduction of smartphones increased the number of 

“lottery-like” trades, which they define as buying stocks with very low prices (cheap) in the hope 

of outsized returns. “We find that the probability of purchasing risky assets increases in 

smartphone trades compared to non-smartphone ones.”  

 

2. Chasing performance - Second, smartphone trades involve assets with “higher volatility and 

more positive skewness.” In other words, smartphone usage caused investors to chase returns. 

As the researchers put it, an increased “probability of buying assets in the top decile of the past 

performance distribution.” 

 

From the study: “Using transaction-level data from two German banks, we study the effects of 

smartphones on investor behavior. Comparing trades by the same investor in the same month 

https://www.nber.org/papers/w28363
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across different platforms, we find that smartphones increase purchasing of riskier and lottery-

type assets and chasing past returns. …. Smartphone effects are not transitory.” 

https://www.nber.org/papers/w28363  

 

So, the introduction of smartphones increased risky investing behavior or buying stocks either simply 

because the stocks have a low price or simply because they have recently performed well. Neither of 

these is the recommended or proven strategies for good performance in the stock market. 

 

CALL VOLUMES AND REDDIT 

Deutsche Bank has noted that Call volumes began surging last year and are much higher than Put 

volumes. In addition, the Call buying is focusing on short-term, out-of-the-money Call options. Garrett 

DeSimone, head of quantitative research at OptionMetrics, said “What we have seen is a focus on short-

term, out-of-the-money call options because they have these lottery-like payoffs.” Finally, investors 

gather at on-line sites like Reddit, to target stocks with high short interest.  

 

This Call buying focused on low priced, high short interest stocks is to blame for moves we have seen in 

stocks like GME, which is up over 300% in the past 2 weeks. GME short interest days to cover is 6 days 

volume. 

 

So, the strategy involves buying inexpensive Calls, that have little chance to be profitable, in stocks that 

have less than stellar fundamentals – witnessed by the high short interest, and crowdsource investing to 

force short-sellers to cover.  

 

“The bigger concern among some market veterans is the disconnect between price action and market 

fundamentals.” -WSJ/Marketwatch* 

 

Taken together, the evidence of lottery-like activity related to mobile phone use and trading and 

lottery-like activity in the options market is worrisome. Historically, strategies that do not involve 

analysis of underlying securities and the normal rules of risk and return end badly. Two recent 

examples would be the home buying rally of 2004 to 2007 that relied on mispriced Mortgaged-Back 

Securities and the TECH bubble of 1998-2000. 

 
*https://www.marketwatch.com/story/a-surge-in-options-trading-is-pushing-around-the-stock-market-and-bringing-back-memories-of-the-

dot-com-bubble-11611618636?mod=home-page 

 

 

TPA MARKETSCOPE EXPLAINED 
Market timing is not a complete investment strategy in and of itself, but should be utilized as a tool for successful investing.  

Knowing when stocks are at extremes can present investors with opportunities and help them to avoid pitfalls.  The TPA 

Marketscope uses a set of carefully watched indicators to assess if the market is at or near extremes.  When the market is 

oversold, risk-return favors buying and not selling and when the market is overbought, risk-return favors selling and not buying. 

 

The seven indicators below were developed after years of observation and the extreme limits used have historically been levels 

that mark short-term and medium-term inflection points.   

https://www.nber.org/papers/w28363
https://www.marketwatch.com/story/a-surge-in-options-trading-is-pushing-around-the-stock-market-and-bringing-back-memories-of-the-dot-com-bubble-11611618636?mod=home-page
https://www.marketwatch.com/story/a-surge-in-options-trading-is-pushing-around-the-stock-market-and-bringing-back-memories-of-the-dot-com-bubble-11611618636?mod=home-page
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Indicators explained: 

➢ Short term market score – is a daily analysis of the S&P500 relative to the normal distribution using the 2 standard deviation 

Bollinger Band. TPA then adjusts the score by the amount of overbought or oversold as measured by RSI.   

➢ Percent stocks above or below the 2 standard deviation Bollinger Band – Bollinger Bands identify ranges using standard 

deviations away from a moving average.  They, therefore, measure volatility (the width of the band) and extremes (using 

normal statistical distributions).  In a normal distribution, 2 standard deviations identifies 96% of all occurrences.  As a stock 

reaches the extreme of the 2 standard deviation Bollinger Band, it becomes more probable that the price will regress back to 

the mean.  TPA has found that historically market reversions are very likely when 40% of stocks are above or 60% of stocks are 

below the 2 standard deviation Bollinger Band.  

➢ Percent stocks above the 50DMA – when a large number of stocks (85%) are trading above their 50DMA, the market is at an 

overbought extreme.  When a small number of stocks (15%) are trading above the 50DMA, the market is oversold. 

➢ Percent stocks RSI above 70 or below 30 – RSI is a measure of the speed and size of a recent move in a stock or index; the 

greater the price move and the quicker that move has taken place, the higher RSI.  TPA has found that historically market 

extremes occur when 30% of stocks are trading above RSI 70 or when 55% of stocks are trading below RSI 30. 

➢ Percent stocks 50DMA>200DMA – This is a longer-term measure of extremes.  An uptrend is defined when short term prices 

consistently trade above longer-term prices.  An example of an uptrend is Last > 20DMA > 50DMA > 200DMA.  Technically, a 

long-term uptrend is defined by the 50DMA trading above the 200DMA.  TPA has found that historic oversold extremes occur 

when 22% or less stocks are trading 50DMA>200DMA.  The overbought extreme has become trickier since it has been declining 

since 2010 as a small number of TECH stocks have garnered an increasingly large percentage weighting in the S&P500.  

Currently, the extreme is approximately 40% to 50% of stocks trading 50DMA > 200DMA.  

TPA notes that not all of these indicators are equally consistent.  Clients should use the “Historical Importance” comments to 

determine the weight they will assign to each alert. 

 

CLICK ON LINKS BELOW FOR TECHNICAL INDICATOR EXPLANATIONS: 

 

ASCENDING - DESCENDING TRIANGLE 

BASING-TOPPING-CONSOLIDATION 

BREAKOUT (Breakdown) 

CHANNEL & RANGE 

DIRECTIONAL MOVEMENT INDEX (DMI) 

DOUBLE BOTTOM or DOUBLE TOP 

MACD-MOVING AVERAGE CONVERGENCE-DIVERGENCE 

MOVING AVERAGES 

RELATIVE STRENGTH & PEER STOCK PERFORMANCE 

REPEATING PATTERNS 

RSI-RELATIVE_STRENGTH 

SUPPORT, RESISTANCE, BREAKOUT, BREAKDOWN 

TREND 

 

 

 

 

 

 

 

https://docs.wixstatic.com/ugd/eb4ead_f18de46082314e0e9627eabea8457628.pdf
https://docs.wixstatic.com/ugd/eb4ead_fd53e8d5e1da4226b02a05d6f608f7af.pdf
https://docs.wixstatic.com/ugd/eb4ead_a322c293085c4b729de9bcc37429b7b2.pdf
https://docs.wixstatic.com/ugd/eb4ead_5a74d4137b3d45dea18c33a7d631d8f2.pdf
https://docs.wixstatic.com/ugd/eb4ead_a770c01c33574d46a95cd6be46f10723.pdf
https://docs.wixstatic.com/ugd/eb4ead_d4b3a260322d4fa9af6899b663ea025e.pdf
https://docs.wixstatic.com/ugd/eb4ead_67bbc64b4e5a4308a1e30a4a4dbefb78.pdf
https://docs.wixstatic.com/ugd/eb4ead_9962277ade65403c983060b8ed3ed6d0.pdf
https://docs.wixstatic.com/ugd/eb4ead_5ef1ec245a4e4f16bf8e93715ba88ab1.pdf
https://docs.wixstatic.com/ugd/eb4ead_b3e5c9df530b47c8a264cbff4006b851.pdf
https://docs.wixstatic.com/ugd/eb4ead_ec5528be278f48d5941c099986d49dc5.pdf
https://docs.wixstatic.com/ugd/eb4ead_0c4bb98d26744610963797c1a6b2e09f.pdf
https://docs.wixstatic.com/ugd/eb4ead_38e37d04385b4c54903317793012c645.pdf
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ALWAYS REMEMBER: No strategy exists in a vacuum – always evaluate the relevant sector & market. 
Over 80% of portfolio performance is determined by sector and market forces (Ibbotson & Kaplan study – January/Febuary2000) 

 

 

Turning Point Analytics Disclaimer 

Turning Point Analytics (TPA) is only one of many tools that an investor should use to make a final 

investment decision.  TPA is an overlay on top of a client’s good fundamental or macro analysis.  TPA 

does not create or provide fundamental analysis. The information in this communication may include 

technical analysis.  Technical analysis is a discipline that studies the past trading history of a security 

while trying to forecast future price action.  Technical analysis does not consider the underlying 

fundamentals of the security in question and it does not provide information reasonably sufficient upon 

which to base an investment decision.  Investors should not rely on technical analysis alone while making 

an investment decision.  Before making an investment decision, investors should consider reviewing all 

publicly available information regarding the security in question, including, but not limited to, the 

underlying fundamentals of the security and other information which is available in filings with the 

Securities and Exchange Commission.  The information and analysis contained in reports provided by TPA 

are copyrighted and may not be duplicated or redistributed for any reason without the express written 

consent of TPA. The information in this communication is for institutional or sophisticated investors only.  

By accepting this communication, the recipient agrees not to forward, and/or copy the information to 

any other person, except as permitted, or required by law. TPA does not guarantee accuracy or 

completeness. TPA is a publisher of technical research and has no investment banking or advisory 

relationship with any company mentioned in any report.  Reports are neither a solicitation to buy nor an 

offer to sell securities. Past performance is in no way indicative of future results. Opinions expressed are 

subject to change without notice.  TPA will provide, upon request, the details of any past 

recommendations. TPA’s analysis and recommendations should not be used as the sole reason to buy or 

sell any security. TPA may compensate brokers and intermediaries for sales and marketing services. You 

understand and acknowledge that there is a very high degree of risk involved in trading securities and/or 

currencies. The Company, the authors, the publisher, and all affiliates of Company assume no 

responsibility or liability for your trading and investment results.  It should not be assumed that the 

methods, techniques, or indicators presented will be profitable or that they will not result in losses. 

Statements, data, and analysis made by TPA or in its publications, are made as of the date stated and 

are subject to change without notice. TPA and/or its officers and employees may, from time to time 

acquire, hold, or sell a position in the securities mentioned herein. Upon request, TPA will furnish specific 

information in this regard. TPA will not be held liable for losses caused by conditions and/or events that 

are beyond TPA’s control, including, but not limited to, war, strikes, natural disasters, new government 

restrictions, market fluctuations, and communications disruptions. 
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