
“Strategy is all about specilization”. 
                                                                   Trout.

This week’s COT numbers come as a bit of a 

surprise. The index number calculated out at 

[-4.6%]. The rally, or bounce, looks increasingly 

like just that rather than another trending leg 

higher on the back of QE.

On this number I would not recommend trades on 

the long side. Rather, I will try and sell strength 

in the index. In a perfect world I would look for a 

short entry at $143.60.

The structure would be a Put bear vertical spread. 

Using the Black Scholes calculator, assuming 

prices reach that level on Monday, this would 

again set up a 1:1 ratio trade.

Entered Trade

Price

Cost

Sell -1 SPY DecWk2 143 Put $0.00 $0.00

Buy 1 SPY DecWk2 144 Put $0.49 $49.00

Current Price:

$142.42

Price Profit / Loss ROI %

106.81 $51.00         104.08%

120.86 $51.00         104.08%

135.64 $51.00         104.08%

143.00 $51.00         104.08%

143.51 $0.00    0.00%

144.00 ($49.00)  -100.00%

150.43 ($49.00) -100.00%

165.21 ($49.00) -100.00%

180.00 ($49.00) -100.00%

Last week the entry didn’t materialise until 

Wednesday. The additional difficulty is that the 

market is very choppy which makes all short 

term trading very difficult. Winning positions are 

so marginal that they can reverse into losing 

positions overnight, not allowing timely exits due 

to gaps.

Technicals

The short term market is still showing in a 10 day 

time frame a bull trend. In the five day trend it is 

once again showing a bull trend. Therein lies the 

difficulty in this market. The COT numbers and 

the technicals can often be contradictory. 

Technical signals and price divergences continue 

to be helpful in this market. The difficulty is that 

they can only be evaluated day-by-day, so it 

requires sitting in front of the live market, not 

something that everyone can, or wants to actually 

do.

Overall, I go with the COT number. The COT 

number suggests that strength in price will be 

met with COT selling. The Put spread limits your 

risk and would allow you to ride out intra-day 

fluctuations against the position. The nature of 

is
s
u
e 

# 51 10.12.2
0
1
2

b
ased on S & P 5

0
0



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.

2/2

the overnight market would however, closer to 

expiration, force a decision.

Macro

The fiscal cliff continues to dominate the newswires 

and blogs. The message is mixed. I myself believe 

that we have seen this movie before. That there 

will be a last minute deal that essentially puts 

the problem off to another day. This has been the 

pattern, delay, and hope that some supervening 

miracle will solve the problem for you.

The market obviously is not overly enamored of 

this non-policy and would like to see a decision 

made. The decision, when it arrives, will be 

inflationary. With Bonds stuck around negative 

real returns, the stock market will continue to 

rise. Longer term, at least until disaster strikes, 

stocks are the best option. The downside is that 

currently they are very choppy and trends difficult 

and frustrating to trade. 

The other issue are earnings. This quarter’s 

earnings have been less than stellar. Corporations 

have cut much of the fat, viz. laid off workers, 

and therefore, what is left to counter the falling 

margins. There is definite truth in this assertion, 

earnings are likely to disappoint going forward 

and that could result in a market break.

This brings me to the methodology of my 

longer term system. Assuming that earnings do 

disappoint and the market swoons, the large cash 

position that has limited returns to the invested 

capital to date will cushion the decline and 

provide the buying power to increase the number 

of shares held and the dividend income as cash-

flow. Additionally I can increase the premium 

cash-flow from selling Options.

The purpose of the longer term methodology is not 

trading, and creating a weekly income, rather it is 

building long term wealth to generate retirement 

income. As such, falling markets, assuming a 

diversified list of common stocks, allows the 

timing, via price, to build profitably this model.

Until next week, jog on
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