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Thoughts Before the  Charts  

There are a few ke y elements that drive us that are not related to our technical analysis 

and options metrics:  

1. North Korea claimed that the US declared war via President Trumpõs tweets last 

week, but as of this weekend, there may be an open table for dialogue 

according to Secretary of State Tillerson  

2. Tax Reform is driving some bullish money flow  

3. The 4th quarter beg ins this week ð those looking for quarterly clean -up did so last 

week  and new allocations start on Monday  

4. CNBCõs Fear and Greed metric has reached a very frothy level of 85: 

http://money.cnn.com/dat a/fear -and -greed/  

The Macro Indexes  

SPY ð SPDR S&P 500 

 

New all -time highs are not bearish.  Without a break of the 10 Day Moving Average or a 

bearish MACD cross, the trade will need to be on  the long side.  Can we repeat a 

February -style move?  If so, the trade is the cheap calls!  October 18 th $254 calls for 

$0.38 are an interesting play with IV at 6%.

 

http://money.cnn.com/data/fear-and-greed/
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QQQ  ð PowerShares QQQ Trust  

 

The Tech sector has lagged, but is showing signs of playing catch -up after bouncing off 

the 100 Day Moving Average.  This is the sector that  we  can see the biggest desire for 

in-flows as FANG names ha ve fallen out of favor, but that historically has been a 

temporary phenomenon .  Implied Volatility is not as cheap as in other sectors, so we will 

look at a bullish calendar  here to reduce our long Vega: October 13 th/October 6 th $148 

call calendar for $0. 18. 

 

IWM ð iShares Russell 2000 
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The small-caps have run away with big money flow.  Money flow spiked on Wednesday 

with the announcemen t of a US Tax Reform plan, and we  expect to see a bit of 

consolidation now in order to get the Moving Averages to catch up to the move.  This is 

still bullish, but with consolidation, we want to be short gamma and thus will look at call 

calendars here: October 20 th/October 13th $150 call calendar for $0. 32. 

 

DIA ð SPDR DOW JONES INDUSTRIAL AVERAGE 

 

The Dow Jones Industrial average is trading in a tight range, and until it breaks out 

above $224 or breaks down below $222, there is no reason to force a trade here.  
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The Sector Indexes  

GLD ð SPDR Gold Shares 

 

Our trade in gold ha s been focused on USD/JPY: 

 

Since USD/JPY continues to hold above the 10 Day Moving Average, we will continue 

our bearish bias in Gold.  But, Implied Volatility is roughly in the middle of its normal 

range and the te rm structure of volatility is in backwardation:  
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Screenshots from LiveVol  

With this in mind, our trade is a bearish diagonal, buying November 3 rd options and 

selling October 20 th.  In this way, we can play for a move toward the 200 Day Moving 

Average ov er the coming weeks while selling more expensive Implied Volatility than we 

purchase:  the  November 3 rd $120.50/ October 13th $120 put  diagonal  for $0.64. 

 

GDX ð VanEck Vectors Gold Miners  

 


