
“In every one of us the deepest emotions are constantly caused by some 
absurdly trivial thing, or by nothing at all. Conversely, the great things in 
our lives - the true occasions for wrath, anguish, rapture, what not - very 
often leave us quite calm. We never can depend on any right adjustment of 
emotion to circumstance.” Max Beerbohm, Yet Again, 1909.

COT Analysis

Last week, a weakening COT signaled some 

potential weakness, which eventuated Friday, 

after small gains all week. This week’s data, which 

is +3%, indicates that the weakness signaled 

on Friday, is unlikely to continue into this week. 

While the change in the index is far from strong 

enough to signal any strong bullish moves, it is 

strong enough to eliminate any bearish, or short 

trades this week. The buying pressure is large. It 

is large in the terms of that the change of +3% 

indicates that the buying continues to register 

small positive changes relative to previous large 

scale buying. That in of itself is important, not 

that the +3% provides a significant increase, 

simply that the buying is sustained, at already 

high levels. It would seem, that the powers that 

be, simply do not want a decline in the market 

currently.

Contango/Backwardation

The futures remain in Backwardation, which is a 

bullish stance, largely driven by monetary policy 

and interest rates. The current reading is -6.83, 

which, historically, has been consistent with 

bullish moves.

Put/Call Ratio

The Put/Call ratio is neutral currently. Therefore, 

conceivably, the market can go either way.

Technicals

Observing the charts in the context of the COT 

analysis, there are some observations worth 

considering: that across all but the shortest time 

frames, the charts indicate an uptrend, which is 

confirmed through higher highs [just] and higher 

lows. We have a rising, or bullish moving average, 

which in this case is the VWAP. 

Support appears around the $135 area, which 

is consistent with some opening weakness on 

Monday, to encourage the shorts to lean the 

wrong way, before reversing the market higher.
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The trade: Week 4 July Expiry. Buy Call @ $67.50 

Sell Call @ $70 for a debit of circa $1.24 or better 

if possible. 

Risk = $1.24/contract

Reward = $1.26/contract

Ratio = 1:1

Breakeven = $68.74

Max Loss = $67.50 or below

Max Reward = $70 or higher

These numbers will vary if the position can be 

opened into a pullback, and once again, into a 

pullback the lower spread may very well be the 

better, and more attractive trade, currently, it 

simply is not.

The Macro-environment.

Bernanke was in the news last week indicating 

that the economy was weakening. Blogoland 

picked up on this as validation for the thesis 

that further and more overt QE is on the way. I 

would agree that QE will be announced at some 

point, we already have a QE program currently 

running, so of course, further QE will at some 

point be a fact. The reason being that the Federal 

Reserve and government have no other response 

than continued inflation to keep interest rates 

suppressed, and nominal prices of other financial 

assets rising.

Europe continues to deteriorate. At some point, 

Spain will collapse, creating a run on probably 

Italy, and France, under the Socialism of the new 

chap, will fast deteriorate, until it too, collapses. 

The US, through allowing Municipalities to declare 

bankruptcy, are actually setting the stage for a 

recovery. The pain is now. This shall pass. The 

resulting outcome will however favorably position 

the new Municipality going forward, until they 

repeat the previous errors; but, we should see a 

bull market before the next bear.

Volume analysis

There is no significant volume metrics that would 

create a reason for caution here.

In summary the internal metrics suggest that the 

correct posture this week would be to reverse the 

bear stance that was adopted last week, into a 

conservative bull stance. It can be observed that 

market prices overshoot the VWAP regularly to 

both sides. Further, we have a statistical support 

at circa $132.80.

Trade of the Week

There are currently no attractive set-ups within 

the index itself, therefore, I will go to a major 

corporation that should trade more or less in 

lockstep with the index barring any particularly 

corporate specific news. JNJ is our stock for this 

week.

JNJ released earnings last week, thus the first 

major news hurdle is out of our path. There are no 

presentations listed, so again, no particular news 

flow that could potentially impact the stock. That 

should leave only the overall market movement 

to contend with.

I am half expecting Monday to display opening 

weakness, before a tepid reversal into the 

remainder of the week. Therefore this trade 

should be opened preferably into that pull-back, 

should it actually eventuate. JNJ is in a current 

uptrend, which matches our stance this week. 
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The effect of Europe and Japan, which is fast 

running out of internal savings to fund their 

deficits, will see increased inflation relative to that 

of the US. This will at some point, in the future 

result in a stronger dollar relative to the other 

fiat currencies. Not really an issue with which we 

need to contend this week, but worth putting on 

the back burner.

The duCati System continues to signal...do 

nothing. The market continues fluctuating in this 

quite significant range, being driven largely by 

fiscal and monetary policy, with various news 

events thrown in for good measure, just to trigger 

our emotional response to trade. 

We have a big earnings week ahead of us. The 

market, does not seem on aggregate, overly 

concerned with the aggregate earnings outcomes. 

Individual stocks, will however still register 

volatile moves with disappointments, Chipotle 

being the prime example last week.

jog on, duc


