
“Every work of art adheres to some system of morality. But if it really be a work 
of art, it must contain the essential criticism of the morality to which it adheres.”  
                     D.H.Lawrence, Study of Thomas Hardy 1936.

COT Analysis

Last week’s tremendous buying pressure did keep 

the market up, and it closed higher by 0.48%. 

This week the buying pressure, while still high 

at 93% on my index, relative to previous buying 

power, slips, to [-0.9%].

This is significant. The market, under tremendous 

buying support, inched back to essentially 

unchanged, this week, the buying power is falling, 

which is hardly surprising, given the volume of 

money that it has taken just to hold the market 

unchanged.

With gaps higher, price declines finding support, 

the market, as usual, has provided a myriad of 

failed technical signals. In blogoland, traders 

are for the most part talking hindsight, what 

happened, with close to none calling the market 

as to where its heading.

The COT provides the best, although never 

infallible, signal. This week, if once again we 

review where we have been:

July 20 :  +3%

July 27 :  +3.2%

August 3:  [-0.9%]

The market, on price, essentially unchanged. This 

is not a market that you want to be long. Not 

with any new trading positions. Neither however 

is there an overwhelming case to be short. If 

however, I were to pick one: I would choose to 

be short. The problem is this: when the buying 

pressure from the commercials remains this 

high, it indicates that being long is a very risky 

trade, but, that the volume of buying is still high 

enough to prevent any short trades from gaining 

too much traction.

Therefore, if we are to swing trade this week we 

need to find a trade that is grossly overextended 

to the upside technically, that will decline with 

only a nudge. Here again we encounter the lack 

of any trades that have set-up technically. This 

does occur from time to time, and when it does, 

it is best to avoid trading, as often there is a 

warning in there.

For example, one stock, GPS, which technically 

has a reasonable set-up, and good pricing in 

the $34/$33 Put spread, which could probably 

be rolled into the $34/$35 spread if Friday’s 

momentum prevailed into Monday, has traded 

higher on positive same-store-sales, but, and 
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which is why we are continuing to grind in this 

wide range. It is frustrating numerous traders, 

and making swing-trades particularly difficult.

This is essentially why long trades off of a support 

level, with buying support from the commercials, 

is a reasonable trade to take, but short sales, 

even at resistance, meet with difficult conditions. 

The next two weeks might see better conditions 

for the bears, as, Friday sees some large sales 

from the Federal Reserve, with additional early 

week sales into the following week.

China seems to have gone off of the radar just 

recently. The problem with China is that obtaining 

data from China is difficult. China becomes very 

hard to analyze with any accuracy at all.

duCati Long Term Methodology

The long term trading, timing strategy, continues 

to take no trades. It is currently returning 13% 

for the year, with one trade taken. It holds plenty 

of cash, and in the event of a market decline, will 

have the ability to take advantage of lower prices.

In addition, the sale of Calls/Puts, creates a cash 

flow that increases the yield on the portfolio. The 

cash position provides the margin required for 

naked Put sales, the common stock the stock to 

cover sold Calls.

These trades allow participation, and profit to 

be taken from the market on a regular basis, 

with very low risk. This cash flow can either be 

withdrawn as a cash dividend, or added to the 

cash balance, or, used to acquire more stock.

Until next week, jog on,

duc

this “but” is important, reports earnings on the 

16 August AMC. So, it is entirely possible that the 

stock holds this level, or even trades higher into 

that earnings expectation.

Recommendation, again, stand aside. There is no 

point in taking trades that are simply not there. 

This is the primary way in which traders churn 

and burn their accounts.

Open Market Treasury Operations see strong 

purchases early in the week, Monday and Tuesday 

in particular, with heavy sales on Friday. Thus 

we might expect the early part of the week, into 

Wednesday, to maintain Friday’s momentum, with 

Thursday and Friday weakening.

The Macro picture

Remains, for the most part unchanged. Europe is 

still a mess, and the ECB continues to promise/

threaten much, but deliver little. However, it is, 

or should be clear that the powers that be, will 

not let the euro die without a fight. Therefore, 

although economic laws cannot be gainsaid, and 

Europe will reap what it has sown, that will not 

happen without the ECB and various governments 

fighting it tooth and nail. It is best to avoid all 

forms of sovereign debt. Ultimately it is doomed, 

but we’ll probably go bust before making any 

money betting against it.

Bernanke continues to hold out hope to the 

markets of another QE program. I would expect 

this to happen closer to the election. November 

is slated as the election month, so circa the end 

of September might see Bernanke do, whatever 

it is he has planned. Operation Twist continues 

through August with a $44 billion purchase $38 

billion sale, for a net $6 billion. Operation Twist is 

preventing an outright collapse, but, it is too small 

to push the market to a break-out and new highs, 
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