
“Know your competition, avoid their strength, exploit their weakness”. 
Trout.

COT Analysis

Due to the holiday weekend that occurred last 

weekend, the COT report didn’t appear until 

mid-week. The calculated index put it at [-6.5%] 

which was a higher number than the [-16%] of 

the previous week and markets traded higher.

This week the number is +1%. Once again the 

COT numbers turn positive, albeit, hardly in a 

convincing manner. Nonetheless, it provides 

an indication that the market is again leaning 

towards the bulls.

That the market has been rising on these types of 

numbers is bullish for the future as it has already 

been demonstrated that the bulls have ample 

firepower available should they actually decide to 

use it.

Technical

The technical picture is an interesting one in that 

volume, off of the bottom remained low. Usually 

there is at the bottom a surge of volume. Without 

it we have to consider two possibilities: [i] that 

the bottom is in, sans volume, or, [ii] that the 

current bounce is just that, a bounce, and lower 

prices are in the near future.

I would say that there is a case for either. That the 

COT number does not provide an iron clad case 

with only a +1% number, but, if I was leaning, I 

would lean again to the bulls side.

The difficulty is in short-term trade selection. I 

was looking through trades as the market was 

closing this Friday for potential set-ups. The 

short-term trade that can be placed on Monday in 

the weekly options series assumes a market dip 

to as close to $140.oo as possible. We then place 

a vertical bull spread: 

Entered Trade is based upon calculated prices 

on Monday, assuming a dip to $140.oo based 

upon Black/Scholes option model and implied 

volatilities of 16.7%.

Price

Cost

Buy 1 SPY DecWk1 140 Call $0.42 $42.00

Sell -1 SPY DecWk1 141 Call $0.00 $0.00

Current Price:

$142.16

Price Profit / Loss ROI %

105.00 ($42.00)        -100.00%

118.95 ($42.00)        -100.00%

133.64 ($42.00)        -100.00%

140.00 ($42.00)        -100.00%

140.42 $0.00                 0.00%

141.00 $58.00           138.10%

148.32 $58.00           138.10%

163.01 $58.00           138.10%

177.69 $58.00           138.10%
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Disclaimer:
The information found in this report should not be considered to be investment advice. Any investment decisions you make should 
be based solely on your evaluation of your financial circumstances, investment objectives, risk tolerance, and liquidity needs. 
The author is not a registered investment advisor and does not represent the information in this report as a recommendation for 
readers to buy or sell the securities under discussion. All information contained herein is believed to be accurate at the time the 
information is posted. However, it is possible that errors may exist n this report. The reader should conduct his or her own due 
diligence and not, under any circumstances, rely on any of the information presented on this site. All liability for the content of 
this report, including any omissions, inaccuracies, errors, or misstatements is expressly disclaimed. Always complete your own 
due diligence. The author will disclose positions held in securities under discussion at the time of posting.
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With a positive COT number, trending higher from 

very negative numbers, the COT number should 

provide enough support to keep the market above 

that threshold for our trade.

On Monday, I would expect a small dip to about 

potentially the $140.oo+ area, which would 

provide an excellent entry point, possibly even 

rolling down to the next strike if necessary.

Fiscal Cliff

I watched some market commentary on the fiscal 

cliff. The politicians, as is their want, are doing 

nothing particularly constructive to alleviate 

the issues or problem. We have seen this 

grandstanding nonsense many times previously, 

whether it be the debt ceiling, Greek bailouts, 

etc. The only exception being the non-bailout of 

Lehman’s and that didn’t work out so well. That 

being said we are due choppy volatile markets up 

to the decision, which will be to avoid the fiscal 

cliff.

Avoidance will launch the bulls case and likely 

the market along with it higher. As bad as the 

economy is, as thick-headed politicians, it is not all 

doom and gloom. Inflation, as bad as it is for the 

individual, is somehow grabbed by corporations 

and converted into higher nominal earnings. As 

long as P/E ratio’s don’t go stratospheric, and 

currently they are fairly restrained, this will result 

in higher nominal stock prices. Bonds are dead 

money. Where else, apart from commodities will 

big institutional money invest?

Until next week, jog on, duc


