
Here is the moral of all human tales,

Tis but the same rehearsal of the past;

First freedom and then glory; when that fails

Wealth, vice, corruption, barbarism at last,

And history, with all her volumes vast,

           Hath but one page.  “Childe Harold.” Byron.

Therein lies the secret of the stock market, or 

human history; Mark Twain put it another way 

when he wrote “History rhymes.” We do not seem 

to learn the lessons of history, which I suppose 

should not be that surprising as, by the time we 

learn to respect history, we are older and likely 

leadership is passing to a younger generation.

This is good. It means of course, that we can 

exploit them. Outmaneuver them, and pick their 

pockets. In blogoland, their currently is much 

angst over the Facebook fiasco. Quite honestly, 

this should never have been the case, but another 

generation of investors, to date, are taking a bath 

in the stock.

Back to the case in hand. The market, as suggested 

last week, simply will not allow the bears any 

traction. True, the market did not advance a 

great deal, but if you were in the market, long 

the market is where you needed to be.

The breakout from the range, has not yet 

eventuated. What has happened is that the 

market moved against the shorts, but not by 

enough to cause a capitulation, and therefore a 

surge, or breakout. In fact, the short positions 

have dug in their heels, as the COT analysis will 

reveal. Next week could, potentially, catch a few 

people off guard. Volume is low, summer holidays 

are the name of the game in Wall St currently, if 

the market moves, it has a chance to move big.

COT Analysis

This week’s data suggests that there might be 

some fireworks in the offing. Buying pressure on 

behalf of the Commercials has been relentless. It 

measured in at +102% this week. That was high 

enough to shift the rate of change in the index 

to +11%. That is a big jump in a week where we 

are at or near highs. Usually, you would expect 

to see the Commercials starting to lighten up 

their positions. The market didn’t really move 

anywhere.

The Hedge Funds, the algo-boys, this is who 

are fighting the market. Their short position has 

grown, and grown significantly. The question must 

be asked: why are they fighting this market? 

The Federal Reserve this coming week, via 

Operation Twist, will net -$9 billion. That I must 

admit, gives me pause for thought.
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Governments have really only one approach to 

the problem. That is to devalue the currency, 

in order, they hope to increase exports, and 

second, to provide them with additional money 

to both continue their expenditures, and service 

increasing interest accruing on their debt.

The result being that the entire world, is creating 

money/credit, at varying rates, depending 

on whether they have direct control of the 

money supply, China, Japan, UK and the US, or 

indirectly through the ongoing crisis in Europe, of 

governments needing continual, headline making, 

bailouts.

The problems cannot, and will not be solved in 

this manner. This of course is why the financial 

markets are so paranoid, and the bears so 

entrenched. At some point, and no-one really 

knows when, or how, some catalyst will break the 

current impasse.

In the late “70’s it was rising interest rates, and 

a massive Bond bear market ending in 1982 that 

cleared the path for the secular bull market in 

both stocks and bonds, providing tremendous 

investor returns. Until the Keynesian mindset of 

running massive deficits is abandoned, the very 

nervous bull market in both bonds and stocks will 

prevail.

It is however well worth preparing yourself to go 

short. Selling short is not a comfortable strategy. 

However, if the environment, politically, changes, 

which it may should Obama not be re-elected, 

then, it is worth being prepared.

Of course, the duCati system is a long only 

strategy. It does however plan for bear markets. 

The “rule” with the COT data is as always, go 

with the Commercials. Over time, they are far 

more often right than wrong. You will make 

money through aligning yourself with their 

trading positions. Therefore, with such a surge in 

Commercial buying, we will remain bullish going 

into this coming week.

If the Commercials are “right” the Hedge Funds 

will likely fold their tents on the short side, and 

pitch them on the long side. If that does happen, 

the market could run far further, and faster, than 

many expect.

Trade of the Week

Buy 1 PRE Sep12 75 Call $0.95 $95.00

Max Risk $95

Target $77/$78

Reward @ $78 = $206

Macro-analysis

There seems to be a gradual change from 

talking about Europe and their problems, to the 

impending election and domestic US issues and 

policies, the “fiscal cliff” being one that seems to 

pop-up increasingly at the moment.

The obsession with whether there will be another 

round of obvious up front QE, as opposed to the 

very quiet, sub rosa QE of Operation Twist is also 

a topic that is hovering around the markets.

So what is the problem? The problem is that 

nearly every country in the world has a weak 

economy. A weak economy being defined by 

falling production, falling employment, falling tax 

revenues, increased government expenditures, 

increased government debt, increasing producer 

and consumer prices, in a word, stagflation.
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Buying low in a bear market, even though for 

a time, that market goes lower, is a structured 

part of the strategy. For those who don’t want to 

sell short stocks, this is an alternative strategy, 

building positions gradually.

The strategy is not a buy and hold strategy. It is 

a trading, or timing strategy, only it is not at a 

frenetic day trader pace or time frame. It is a very 

slow, easily followed strategy, which is designed to 

limit the emotional gyrations of the stock market, 

and allow sensible decisions.

I mention it, simply because this bear market is 

not yet finished. The final break may still be a 

long time away, politicians pursuing the chimera 

of money printing, can delay any economic 

recovery, which requires the sweeping away of 

the mal-investments, for quite some time yet, 

which will allow the market to rise, against all 

rational argument, confounding the bears who 

while rational, are potentially early to the final 

denouement.

Until next week, jog on, duc


