
“Crowds think in images, and these images succeed each other without any 

connecting link. The popular imagination has always been the power of statesmen.”

Financial markets, particularly now that 

computers are so ubiquitous, and the charts of 

any financial instrument can be instantly called 

up and studied, correlated to another, in seconds, 

by even the most pedestrian amateur, creates our 

cyber crowd in the financial markets.

I watched this week a short documentary on 

Paul Tudor Jones, titled “Trader.” Definitely worth 

watching. In this documentary, he and his partner 

are correlating the run up in the Dow Jones in 1928 

with the [then current] run up in the 1986 Dow 

Jones. The partner, an economist, has to gather 

data points, run a regression, then a correlation, 

and then finally, they can print out their chart. It 

probably has taken a day or two. The result is, 

that they believe that they have seen something, 

that other market participants have missed. With 

the benefit of hindsight, the trade they put on, and 

then take off, would, according to their analysis, 

have worked out pretty well.

My point is this: charts show where the crowd 

have been. Those that study these tracks, and 

that is probably everyone, whether they admit 

to it or not, are to a greater or lesser extent, 

influenced by the charts that they view, which, 

can, endow the chart with mystical properties 

that can become self-fulfilling.

The purpose of the COT report that I analyse each 

week, is that it puts some internal numbers into 

the chart, in this case, the S&amp;P 500. Last 

week the numbers indicated that essentially, it 

was a good week to stand aside, and pretty much 

it was.

I would say that based on the COT number last 

week, I would have expected a slight decline, 

which, we didn’t see. However the move higher 

was not significant either. The market has, 

reached a resistance point.

I have been seeing a lot of Dow Theory analysis 

this week. The Transports are the sticking point. 

While the Industrials, like the S&amp;P500 are 

at a resistance point, the Trannies are not. There 

are a number of interpretations out there in 

blogoland. This is the land of the “Crowd.”

COT Analysis

The COT number this week is +0.2%. That is on 

the back of last week’s [-0.9%], which, I thought 

might see some weakness in the index. That 
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for the market. I have in the past used high short 

interest individual stocks as trading opportunities, 

looking for that potential short squeeze. The idea 

here is for aggregate short interest across the 

market, is at an inflection point. 

The data obviously refers to stocks that are 

Optionable. I’m going to start tracking the data, 

and see if it is helpful. The SPY, has a short interest 

ratio of 1.4 days. As this is a new variable that 

I haven’t tracked, this number currently has no 

context, and I include it just as a point of interest.

As the index is at this major inflection point, 

something is likely to happen, and the crowd 

will jump on the final move, and create a bit of 

momentum...right? Well, not necessarily. There 

was a line in the film Trader that resonated, and 

essentially this is what was said:

Jones: so what’s going to happen with Bonds and 

Stocks? Answer [unnamed source] They’re going 

higher, both of ‘em, but before they do, there’ll 

be a false move lower, to shake out as many 

positions as possible.

Unfortunately, Jones in this instance didn’t listen, 

and got shaken out by a false move. Today, with 

so many watching this 1400 level in the market, 

will there be a shakeout before the real move gets 

underway? The only question is will the first move 

be a shakeout, or will they go for it from the off? 

We have had just recently in the past, a few false 

moves, so I’m thinking, hey, double fake-out, go 

for the real move straight off the bat. 

So the COT numbers indicate continued support 

for the market. The market is at a critical point, 

with all eyes watching. There will be someone, 

who is right, and someone who is wrong. The 

“wrongs” may well jump to the side that wins, 

weakness did not eventuate, even with the series 

of three consecutive weakening numbers. 

So will, assuming that the Commercials keep 

buying at their current levels, the COT numbers 

show slight increases, or decreases? The next 

two weeks, show that the past index numbers are 

lower than they have been than the last two weeks 

that we have already traded through. Therefore, 

assuming continued buying, the increases, at 

least for the next two weeks indicate that the 

Commercials continue to support the market, and 

push it higher through the resistance point this 

week. 

The Federal Reserve Open Market Operation Twist, 

will have a net +$1 billion on their operations this 

week. $1 billion is still a significant amount of 

money in a week, and therefore I’m guessing that 

the Commercials will be able to sustain their buying 

pressure high enough to register a slight increase 

in the numbers next week, which may allow that 

break out through the resistance at 1400. That 

this week, again, the Commercials were able to 

increase, an already high commitment, speaks to 

just how adamant the Federal Reserve is to at 

least holding the market.

The Futures market is still in Backwardation, as it 

has been since virtually the onset in 2008 of the 

active intervention of the Federal Reserve into the 

financial markets. This simply means of course 

that the risk free rate is essentially zero nominally, 

and probably negative in real terms, hence there 

is no cost in holding current contracts, which 

again, provides a reason for that buying support 

of the commercials.

Short Interest

I was reading a post that appeared in blogoland, 

with regards to “Short Interest” and ramifications 
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adding some more fuel to the fire, which could 

provide some legs to a breakout if it comes. This 

is not a market that you want to be short. That is 

the important point. You may not want to be long 

at a decision/inflection point, but you definitely, 

based on the COT numbers do not want to be 

short.

Trade of the Week

I have a trade this week, to the long side. NOG. 

You can choose the more aggressive trade, long 

a Call, or more conservative, Long a Call Vertical 

spread. I’ll detail the spread version.

Price

Cost

Buy 1 NOG Sep12 17 Call $0.80 $80.00

Sell -1 NOG Sep12 19 Call $0.00 $0.00

Max Risk = $0.80 @ $17.oo

Max Reward = $1.20 @ $19.oo

Break-even = $17.80

Current Price = $16.78

Now, for this individual stock, the short interest 

ratio is 11.4 days. So, on current volumes, should 

a short squeeze develop, it would take 11.4 days 

for the shorts to cover their positions. This I think 

is pretty good. Now the trend has changed, the 

fairly long downtrend, is no longer in place, and 

a new uptrend has the potential to squeeze some 

short positions.

Update in duCati System

Just an update on results to date.

Current return = 14%

Trades = 1 [opening trade]

The system is doing exactly as it was designed to 

do - trade only at meaningful price levels. Should 

the market break higher, the system will have a 

sell order, that was actually placed about three or 

four months ago, to sell at $154.oo some shares.

I don’t expect this to happen, not this week 

anyway, but the sell order, as a GTC, is sitting 

there waiting to be executed if and when, that 

price trades. This will lock in a profit, which, will 

recycle itself back into the market at some point, 

at lower prices, thus gradually building profits, 

but more importantly, the number of shares 

held, which will throw off a dividend stream, but 

also allow increased use of the selling of Options 

against the position, which can further increase 

returns. Currently I have sold Options, both Calls 

and Puts open in the September expiry. These will 

come into play possibly before their expiration, 

and I will detail exactly what happens, as it 

happens, should it happen. Otherwise we just 

book the profits. Incidentally we are guaranteed 

a profit, we can’t actually lose on these positions.

In summary: the market, based on a number of 

factors, is not a market that you want to be short. 

The difficulty is this: if you have no position, it will 

be difficult in many cases to take a comfortable 

position long, as of course the market has traded 

higher off of the recent lows.

Do not, look at the “potential” resistance in 

the charts, and think short. There is simply no 

evidence to support a short entry at this point.

Until next week, jog on, duc


