
















Relative Strength Index (RSI) to more
advanced indicators such as Bollinger Bands,
average true range, moving average conver-
gence/divergence (MACD), and on-balance
volume.

Traders will eventually gravitate to their
own unique set of technical indicators and
ways of researching the market. However, for
those new to technical analysis, you may want
to start with a simple setup like the one shown.
It features the 50-day moving average (green
line), the 200-day MA (blue line), and the 9-
day Relative Strength Index (RSI; red line).

The 200-day moving average offers a
longer-term perspective, while the 50-day MA
gives a shorter view of the price action. In and
of themselves, these trendlines can be viewed
as potential support and resistance zones.
However, they can also be viewed relative to
each other to help gauge trends. In our exam-

ple, we first see the stock cross the 200-day
MA, and then that move is confirmed when
the 50-day MA follows suit. 

The 9-day RSI offers a way to gauge when
short-term moves are possibly becoming
overextended. Oversold readings are often
followed by snapback bounces. Overbought

readings can warn you to be on the
lookout for pullbacks or consolida-
tions. For example, our sample chart
shows the recent bullish shift in
trend, but the RSI has pushed into
overbought territory. Those looking
to go long may want to wait for
either a pullback or for the short-
term MA to catch up to the stock. 

Schaeffer’s Contrarian Stock
Screener
More advanced traders will want to
pay special attention to Steps 2 and 3
of the Schaeffer’s Contrarian Stock
Screener (www.sentiment
.com/stockscreener). You begin
using the stock screener by choosing
whether you are bullish or bearish
(step 1). After that, use step 2 to fil-
ter for stocks based on volume, mov-
ing averages, historical volatility,
annual highs and lows, as well as
stocks that are overbought or over-
sold. Step 3 allows you to see these
indicators and sort the results based

on them. For example, a bullish trader may
screen for stocks with all-around skepticism
that are trading above their 200-day moving
average and then sort the results to reveal the
ones that are the most oversold. This could
help you identify good entry points by showing
you the stocks that are above long-term sup-
port but are pulling back over the near term.
Plus, since we’ve already pre-screened for
stocks on which sentiment is skeptical or even
bearish, there is the added bonus of knowing
that the crowd has yet to jump aboard. (For
more on the Stock Screener, see “Idea Lab,”
SENTIMENT, Spring 2009.)

Of course, the tools on SchaeffersRe-
search.com go well beyond the world of tech-
nical and fundamental data. We have data on
put/call ratios, short interest, analyst ratings,
implied volatility, and more. But that is a dis-
cussion for the next issue of SENTIMENT.

One Stop for Fundamentals
and Technicals

STREAMLINING YOUR EXPECTATIONAL ANALYSIS WITH
JUST THE RIGHT TOOLS.
>> By Nick Perry 

Tools of the Trade26 S E N T I M E N TFALL 2009

STEP 1: Sentimenticians should go straight to the quote page at
SchaeffersResearch.com as your first stop to analyzing stocks
(www.sentiment.com/stockquote).

STEP 2: View the technical picture from our interactive chart-
ing page at www.sentiment.com/stockchart.

SENTIMENTICIANS HAVE A
couple of extra steps to take when
it comes to researching trades,
and the payoff for doing so is a
lower-risk, lower-stress method to

trade the markets. But first you have to cut
through the noise to find just the right infor-
mation. SchaeffersResearch.com offers a vari-
ety of tools to help you explore the world of
Expectational Analysis quickly and effi-
ciently. Here are three you will find useful for
your technical and fundamental analysis. 

Quotes Page
If you are looking for a quick overview of the
data, our quotes page should be your first stop
(see Step 1). With just a glance, you can get a
feel for the price action and see some of the
key fundamental metrics. Along with current
figures related to today’s trading, such as the
last price, change, and volume, there are a
couple of indicators of strength you may want
to study. The “Day’s Range” shows you the
day’s high and low. Likewise, the “52Wk
Range” shows you the annual high and low.
By comparing the last price to these bench-
marks, you can easily gauge the stock’s short-
term and long-term price action. You can also
get a snapshot of fundamental data by looking
at the earnings per share (EPS) and the price
to earnings (P/E) ratio. Information related to
dividends is listed on this page as well.

Interactive Charting Page
If you want a more detailed technical perspec-
tive, turn to our charting page (see image,
Step 2). There you can explore daily charts
and utilize a wide variety of technical indica-
tors, from simple moving averages and the

S
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Let’s start with a little history.
Leonardo Fibonacci was a
mathematician who was
born around the year 1170.

Fibonacci discovered a relationship between
a sequence of numbers that now bears his
name. The Fibonacci number sequence is a
series of numbers beginning with 1 in which
each successive number is the sum of the two
previous numbers: 1, 1, 2, 3, 5, 8, 13, 21, 34,
55, and so on. What is unique about the
sequence is that any given number (after the
first few very small numbers) is approxi-
mately equal to 1.618 times the preceding
number and approximately 0.618 times the
following number.

There have been studies that show that
Fibonacci relationships exist in nature, such as
in the formation of tree rings. Within the field
of technical analysis, the Fibonacci number

sequence is used primarily
to gauge price move-
ments. The most com-
monly used numbers in
this form of retracement
analysis are 38.2% and its
complement 61.8%, but
more multiples can be
used when needed, such
as 23.6%, 50%, and
76.4%. As prices retrace
following a significant
move in either direction,
the underlying may stall at
support/resistance near
the Fibonacci lines. 

For example, if shares
of XYZ rallied from a
defined bottom of $25 to a
high of $50, a pullback to

the $40.55 region might be the stock’s next
move, retracing 38.2% (or $9.55) of its gain.
All other things being equal, technical analy-
sis would suggest that XYZ could rebound
from this level, with the 38.2% retracement
zone acting as a floor of support. Carrying the
example one step further, let’s assume that
momentum is fading fast on XYZ, and the
shares breach support near $40.55. The result-
ing decline may be halted by a 61.8% retrace-
ment of the stock’s original rally, near $34.55.
Note also that 0.382 and 0.618 are comple-
ments of each other, with their sum equal to
1.000.

Q: What is a “gap,” and how can I take
advantage of these technical formations in
options trading?
A: Gaps are areas on a chart where the price of
a security moves up or down so sharply that it
shows no trading activity in between. As a
result, the equity is left with a “gap,” or a break
in price, in the chart of its price action. These
blank regions are often the result of the mar-
ket’s reaction to a fundamental event, such as
an earnings report, change in management, or

sales data. Technically speaking, gap levels can
act as layers of support or resistance. For
example, if the shares of ABC gap from the 29
level to the 30 level following the company’s
earnings report, the 30 region should provide
support for the security. Conversely, if the
stock gaps from the 35 level to below the 30
level, this region could emerge as technical
resistance.

A gap can also upset a trading range, taking
the shares outside of an established area of
price action. The violation of a defined consol-
idation range can attract more buyers (if the
gap breaches this range to the upside) or sell-
ers (if the gap is to the downside), increasing
volume. Gaps of this nature tend to be more
effective as support (or resistance) and may
not be “filled” for a longer time compared to
gaps occurring amid more volatile price
action. As such, gaps can be used to gauge
entry and exit points in your trading, define
new points of support/resistance, or foretell
increasing volume and demand.

Q: The financial media and many Wall
Street analysts place a heavy emphasis on
price to earnings (P/E) ratios. What impact,
if any, do P/E ratios have on options trading? 
A: P/E ratios are a fundamental tool—a valua-
tion ratio that compares a company’s current
share price to its earnings per share. High
ratios suggest that investors are expecting
higher earnings growth from a company. They
can also suggest that the stock may simply be
overvalued. These ratios are often compared
to other companies within a sector in order to
provide a baseline for industry expectations. 

While P/E ratios provide a glimpse of
investor sentiment, they do so for a much
longer time frame than options traders are
generally concerned with. For example,
LEAPS traders looking for option positions
one to two years out may find P/E ratios useful,
but they would be almost useless to any
investor trading options within a three- to six-
month time frame. Think of it this way. When
was the last time you saw a stock move sharply
simply because it has a high or low P/E ratio?

Expectational
Analysis Q&A

FINE-TUNING YOUR KNOWLEDGE OF FUNDAMENTAL 
AND TECHNICAL ANALYSIS.

Q:
Fibonacci levels and retracements 
are often used in technical analysis. 
So, what are they, anyway?

A:

Q&A
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THE ROOKIES GUIDE TO OPTIONS 

Learn to use options from a 20-year 
veteran of the CBOE! Many people 
dabble in options without understanding 
how they work and how they can be 
used most effectively. This book will give 
you the basic trading tools you need to 

on to more advanced strategies.
$ 3 4 . 9 5  S E N T I M E N T  R E A D E R S  P A Y  $ 2 6 . 2 1

WE’RE ALL SCREWED: HOW TOXIC 

REGULATION WILL CRUSH THE FREE MARKET 

SYSTEM!

It’s just common sense: You do something 

of a few wrongdoers is nonsensical! 

all

to save for retirement and small business owners trying to 

keep the doors open to major corporations upon whom 

enterprise. His plan is better—and you won’t get screwed.

$ 2 8 . 9 5  S E N T I M E N T  R E A D E R S  P A Y  $ 2 1 . 7 1

 TRADE THE 
PATTERNS: THE REVOLUTIONARY WAY OF 
TRADING THE CCI

book chronicling the development Ken 
“Woodie” Wood’s revolutionary way 
of trading the Commodity Channel 

noticed that patterns forming on the CCI reveal how the 

through Woodie’s CCI Club.
$ 5 4 . 9 5  S E N T I M E N T  R E A D E R S  P A Y  $ 4 1 . 2 1

SMARTER INVESTING IN ANY ECONOMY: THE 
DEFINITIVE GUIDE TO RELATIVE STRENGTH 
INVESTING
This book is about letting the little guy 
do what the big guy has always done. 

institutions have always used relative 

yet the methodology has never been presented to 

$ 3 9 . 9 5  S E N T I M E N T  R E A D E R S  P A Y  $ 2 9 . 9 0

S P E C I A L  O F F E R  E X C L U S I V E  T O 
S C H A E F F E R ’ S  S E N T I M E N T  R E A D E R S !

C h o o s e  A N Y  t i t l e  i n  o u r  l i b r a r y  a n d  r e c e i v e  2 5 %  o f f  t o d a y !
H e r e  a r e  s o m e  p o p u l a r  t i t l e s  y o u  w o n ’ t  w a n t  t o  m i s s : 

V i s i t  w w w . w - a p u b l i s h i n g . c o m / S e n t i m e n t  t o d a y  a n d  u s e 
p r o m o  c o d e  !

A C T  N O W !  O F F E R  E X P I R E S 
N O V E M B E R  1 5 T H !
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“The subprime mess is grave, but largely
contained.”
—Ben Bernanke in a speech before the Federal
Reserve Bank of Chicago, May 17, 2007

LOOKING BACK, HOW COULD ONE OF
the most powerful men in the world, someone
with endless amounts of information on the
economy and stock market history, be so
wrong? I’m not pointing this out to take a shot
at the Fed chairman, but to bring home the
fact that everyone makes mistakes. When it
comes to options trading, you will make some
common mistakes in the beginning, but the
key for traders is to learn from those mistakes.
The faster we can do this, the better off our
portfolios will be. 
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The Three Biggest Mistakes
New Traders Make

HOW DOES A ROOKIE BECOME A PRO?
BY LEARNING FROM EARLY MISTAKES.
>> By Ryan Detrick / PHOTOGRAPH BY FREDRIK BRODÉN

ment. It is very tempting as a new trader to
load up on one trade if you have high convic-
tion. I needed to learn that the odds of an
out-of-the-blue event taking my position to a
total loss (and severely depleting my portfo-
lio) are simply too great. Once I had a call
option on a company that was unexpectedly
raided by the Feds, and the shares sank nearly
80% before I could do anything. Needless to
say, my call option was a total loser before I
could blink an eye. That unfortunate experi-
ence reinforced the fact that I should never
load up on any one trade, no matter how cer-
tain I was it was going to work. To avoid this
problem, at Schaeffer’s, we recommend never
putting more than 5% of your option trading
portfolio into any one trade. 

3. Betting against the trend
The final mistake I made as a beginning
trader was betting too often against the
trend. It is tempting to be a hero and try to
pick a bottom or a top, but this isn’t how you
consistently make money. Over time, I
learned that as an options trader, betting
with the trend is a much safer way to profit.
Seriously, who really expected bank stocks to
drop as much as they did last year? Numer-
ous traders (of varying experience levels, I
might add) lost massive amounts of money
trying to catch a falling knife—only to keep
getting cut. There is an old saying that “the
trend is your friend,” and it couldn’t be truer.
Don’t fight it.

L
Having been in the research department of

Schaeffer’s for nearly six years, time and time
again, I’ve seen customers make the same
three major mistakes that I made when I first
started trading. I’m sharing them with you
now in the hope you can learn from them and
avoid them in your own trading. 

1. Inability to take a loss
Taking losses was very difficult for me to
accept at first. As kids in school, we all learn
that in order to be considered successful, we
need to get 95% of the questions correct and
earn an A. As it turns out, when it comes to
options buying, this isn’t the case. In fact,
with options buying, the percentage of win-
ning trades required to be successful is more
like a baseball batting average. You can have
an extremely profitable options portfolio with
only a 35% winning percentage. 

I had trouble taking even one loser, but
when it comes to options buying, the odds are
high that you can see numerous losers in a row.
In fact, our Quantitative Analysis department
has determined that out of a 50-trade period,
with a 40% win rate, there is a 51.7% chance
of having eight losers in a row (see Table 1). I
don’t care who you are: losing eight times in a
row can do a number on your psyche, espe-
cially if you’re a new trader. But in the bigger

picture, such a streak is not statisti-
cally abnormal. Eventually, I was
able to become more comfortable
with taking losses. I still don’t enjoy
chalking up losing trades, but thanks
to the leverage that buying options
provides, I’ve come to realize that it
only takes a few big winners to more
than make up for my inevitable los-
ing trades and allow me to be prof-
itable over time. 

2. Poor money management
The next mistake I was prone to as a
beginner was poor money manage-

Probability of Seeing At Least X Consecutive 
Losing Trades Within a 50-Trade Period

Win 
Percentage

5%

10%

15%

20%

25%

30%

35%

40%

2

100%

100%

100%

100% 

100%

100%

100%

100%

3

100%

100%

100%

100% 

100%

100%

100%

100%

4

100%

100%

100%

100% 

100%

100%

100%

99.9%

5

100%

100%

100%

100% 

100%

100%

100%

97.6%

6

100%

100%

100%

100% 

100%

99.6%

97.1%

88.4%

7

100%

100%

100%

100% 

99.8%

97.7%

89.0%

71.3%

8

100%

100%

100%

100% 

98.9%

92.2%

75.2%

51.7%

FIGURE 1:A string of losses is not only probable, but expected.
It’s how you deal with it that makes the difference.
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IT’S HARD TO BELIEVE, but
since November 2008,
the Dow Jones Industrial
Average has had a nega-
tive return over the last
10 years! As of August 31,
2009, the index was still
down by about 10% from

10 years ago. Does that
mean we are due to see
the stock market soar
higher? Surprisingly, that’s
not what history tells us.
This table compares the
average return of the
Dow after it posted a 10-

year loss to how the
Dow has typically per-
formed. The market did
not burst higher to make
up for those “lost
decades.” Rather, it sim-
ply moved upward at its
usual pace out to 5 years.
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F YOU’RE FAMILIAR WITH
Schaeffer’s Investment Research, then you
probably have some experience with Schaef-
fer’s put/call open interest ratio (SOIR)—one
of our primary sentiment indicators. SOIR is
the ratio of put open interest to call open
interest among options set to expire within
three months. A high SOIR may indicate pes-
simism among options traders through heavy
bearish put activity; a low SOIR, which indi-
cates heavy call activity, may signal optimism.  

However, open interest is just part of the
picture. Also important is where this open
interest resides relative to the stock price. For
example, a security that has experienced a
sudden violent decline may have considerable

call open interest at strikes far above the cur-
rent stock price. As a result, these deep out-of-
the-money calls may be almost worthless and
have little chance of ever regaining any value.
Largely untradable, these calls have little

effect on the stock
price, and tell us
nothing about the
current sentiment
picture. A high num-
ber of out-of-the-
money calls, resulting
in a low SOIR, could
in fact lead us to
overstate the opti-
mism on a stock, and
there is an analogous
situation on the pes-
simism surrounding
heavy out-of-the-
money puts. So, we
added another layer
to the SOIR: gamma
weighting. 

What is Gamma?
Greek letters
(“greeks”) are used to
describe how sensi-
tive an option price is
to certain variables.
Delta, one such
greek, is simply the
rate of change in the
price of the option
for each point
change in the under-
lying. Gamma, our
primary topic here, is

the rate of change in the delta of an option for
each point change in the price of the underly-
ing stock (or more simply, the acceleration of
change in an option’s price as the underlying
moves). Adding it to the SOIR can be enlight-
ening, as an option’s gamma gives us a good
feel for its proximity to the current stock price.

Figure 1 shows how an option’s gamma
behaves relative to the underlying stock's
price. As you can see, an option that is at the
money has a very high gamma, and is the most
sensitive to changes in price of the underlying.

I

TURNING 
TRADITIONAL

MARKET
R&D ON ITS

HEAD

FIGURE 1:Viewing the rate of change in gamma as its underlying moves either way.

AFTER A
DECADE
OF DECA-
DENCE

GAUGING TOPS & 
BOTTOMS WITH GAMMA
IF YOU’RE NOT WATCHING
YOUR GREEKS, YOU SHOULD BE.

idea #1

F Y I

Dow Returns After a Negative 10-Year Return

It is not until 10 years
later that you see some
significant outperfor-
mance.

FIGURE 2: Comparing the 21-day moving average of the gamma SOIR 
against the S&P 500 Index has been a good indicator of market peaks and bottoms.
Are we at another top? 

1-Year 3-Year 5-Year 10-Year

Occurrences 21 21 21 21

Average Gain 10% 17% 42% 112%

Percent Positive 71% 71% 71% 100%

Typical Dow Returns 7% 22% 38% 86%
Since 1900
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The farther the strike price is from the current
stock price, the smaller the gamma. By multi-
plying an option's open interest by its gamma,
we get a gamma-weighted open interest figure.
Then we divide the gamma-weighted put
open interest by the gamma-weighted call
open interest in order to arrive at a gamma-
weighted SOIR. The result puts higher impor-
tance on near-the-money open interest, while
effectively disregarding open interest that is
deep in the money or deep out of the money. 

The Secret Sauce
Now let's explore one way to utilize the
gamma-weighted SOIR. Compiling all the
stocks in our database, we summed the
gamma-weighted puts and calls and created a
market-wide gamma-weighted SOIR. A
chart of the 21-day moving average of this
indicator is shown in Figure 2, alongside a
price chart of the S&P 500 Index (SPX).
Notice that peaks in the gamma-weighted
SOIR coincide with short-term market bot-
toms. When it hits a low and turns higher, it
has been a bad sign for the market. 

In late March and into April of this year,
the gamma-weighted SOIR declined dramati-
cally, reaching its lowest level since July 2007.
The ratio has remained near this low, which is
not an encouraging sign, as it reveals a sudden
increase in call open interest surrounding cur-
rent stock prices—which is not good news for
contrarians. Furthermore, since a buildup of
call options above a stock price can act as
resistance, the gamma-weighted SOIR may be
signaling intense headwinds for many stocks. 

However, there is good news to be gleaned
from this chart. First, the market still main-
tains considerable upward momentum. Sec-
ond, a very slight market pause beginning in
late June resulted in a surge of the market-
wide gamma-weighted SOIR, meaning that
put buyers are on the sidelines and are pre-
pared to jump in on any market weakness.

The gamma-weighted SOIR is also a great
indicator for screening individual stocks for
potential call or put plays. We show this indi-
cator on a stock-by-stock basis  at
www.SchaeffersResearch.com—just click on
the “Quotes & Tools” tab.    

/ / / / / / / / / / / / / / / / / / / / / / / / / / / / / / / / / / / / / / / / / / / / / / / / / / / / / / / / / / / / / / / / / / / / /

>> Rocky White Senior Quantitative Analyst, Schaef-
fer's Investment Research
/ / / / / / / / / / / / / / / / / / / / / / / / / / / / / / / / / / / / / / / / / / / / / / / / / / / / / / / / / / / / / / / / / / / / /

Q: Where do 
you find big trading
opportunities?
A: Follow the money,
of course. Nowhere is
that statement more
true than in the options market. And nobody tracks the information deep within the options market bet-
ter than Schaeffer’s Research. Each day, our team of analysts pores over endless data and scans the uni-
verse of optionable stocks, looking where others don’t, to unveil opportunities where the big money is
coming and going. 

The Trading Floor Blog is no exception (www.sentiment.com/blog). With at least eight posts each day,
Schaeffer’s Research analyst Nick Perry provides plenty of food for thought for any hungry investor look-
ing for real-time market updates and new trading ideas. For starters, the Trading Floor Blog begins each
day with a premarket futures update to give you a sense of where the market will open, and shortly
thereafter, follows up with posts that provide potential new trade candidates based on some of our
favorite sentiment indicators—stocks with unusual volume, stocks advancing amid short interest (“climb-
ing the wall of worry”), and stocks with option skews that are biased toward heavier put or call activity. 

Just before the lunch hour is over, the Trading Floor Blog delivers the “Midday Market Check,” provid-
ing a rundown of where the major market indices are planted mid-session, along with a convenient sec-
tor graph to update you on the daily P&L of each major industry index (including sector ETFs).  

Perhaps the most anticipated gem of the day comes after lunch, when Elizabeth Harrow steps in and
dishes out at least two stock candidates that are showing noteworthy option activity. Complete with sen-
timent and technical analysis updates, Elizabeth’s posts accelerate your due diligence, so you can spend
less time researching and more time trading. 

In case you’re one of those busy traders who forgets to hit “refresh” for the latest updates, the Trading
Floor Blog refreshes automatically. And you can always get your Trading Floor posts emailed to your PDA!

Q

TRADING
FLOOR BLOG
TIMELY MARKET
UPDATES 
AND FOOD FOR
THOUGHT FOR
THE HUNGRY
TRADER.

idea #2

:
FIGURE 1: Our research analysts dig deeper so you don’t have to. Multiple times
per day, the Trading Floor Blog brings you timely market updates, option data news,
and new trading ideas in real time (see www.sentiment.com/blog).
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WHO SHOULD TUNE IN? Similar to the
straddle and strangle, the long guts strategy is
best suited for traders anticipating a dramatic
price swing in the stock price. The strategist
is neutral on the underlying equity, as the
position can make money if the shares make
a monster move in either direction. 
HOW DOES IT WORK? While the long
straddle typically centers on a single at-the-
money strike, and the long strangle usually
centers on two out-of-the-money strikes, the
long guts position focuses on two in-the-

money strikes. More specifically, the investor would simulta-
neously purchase one in-the-money call and one
in-the-money put with the same expiration. 
For more on the Long Guts strategy, go to: www.sentiment.com/LongGuts

DAILY Q&A: 
AFTER-HOURS
ACTIVITY
Important company
news announce-
ments that occur
after the closing bell
can be catalysts for
some big moves in
the stocks of these
firms. But how do
these “after-hours”
changes affect the
prices of options?

—
WHEN IS A STOCK
OVERBOUGHT?
Hindsight is always
20/20 when looking
at the past. But with
your eyes on the
future, there are a
few indicators you
can use to help
determine if buyers
are getting tired and
a reversal is near.
—
To view these videos
and more, go to   
sentiment.com/
videos

INDICATOR OF THE WEEK: The 
American Association of Individual
Investors (AAII) Poll INVESTOR SURVEYS
ARE GREAT FOR THOSE OF US WHO
PUT CONSIDERABLE EMPHASIS ON
MARKET SENTIMENT. THE POLL CON-
DUCTED BY THE AAII IS A GREAT WAY
TO GET AN IDEA OF HOW INDIVIDUAL
RETAIL INVESTORS FEEL TOWARD THE
MARKET. AS WITH MOST SENTIMENT
POLLS, SCHAEFFER'S HAS A CONTRAR-
IAN TAKE ON THE SURVEY RESULTS. IN
OTHER WORDS, WE GROW CAUTIOUS
WHEN POLL RESULTS ARE OVER-
WHELMINGLY BULLISH,AND SEE SIGNS
OF A SHORT-TERM MARKET BOTTOM
WHEN POLL RESULTS ARE HEAVILY
BEARISH. From Monday Morning Outlook,
8/29/09. Listen to the podcast or subscribe free at
www.sentiment.com/mmo

> THE OPTION COACH:
Short Condor
Examining the pros and
cons: To cash in on a
stock that is ready to
explode but you’re not
sure by how much, try
this strategy on for size. 

> SO YOU WANT TO
TRADE OPTIONS:
Four Ways to Hedge
Your Bets
Options are for more
than just speculation.
They’re also an agile form
of “insurance” for any
investment strategy.

> OPTIONS 101:
Trading Options is
Like Fantasy Football
Despite the obvious dif-
ferences between trading
and fantasy football, the
keys to a winning strategy
are fundamentally similar. 

Blogs from the Pros
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MUST
KNOW
EDUCATION
A sampling of our 
best option content that
you’ll find at  
SchaeffersResearch.com

commentary

E TRADE CALL VOLUME REVEALS UNUSUAL SPREAD ACTIVITY

> Call activity has gained momentum on E Trade Financial Corp. lately.
[Recently], I detailed a sizable block of what appeared to be purchased Sep-
tember 2 calls. Today , we have an equally bullish trade crossing on ETFC,
this time at the stock's April 2 and 3 call strikes.
> Specifically, 35,000 contracts traded on the April 2 call at about 11:10
a.m. Eastern time for the ask price of $0.40, or $40 per contract. At the
same time, 4,464 contracts traded on ETFC's April 3 call for the bid price
of $0.20, or $20 per contract. This appears to be a long ratio spread of
some sort. While the ratio isn't exact, there are nearly eight April 2 calls
purchased for every one April 3 call sold.
> Regardless of the ratio, the trader paid $1,310,720 to enter the trade.
Furthermore, the maximum profit is realized if ETFC rallies to $3 per
share by the time these options expire in April 2010.
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Must Hear
Podcast

MUST SEE
VIDEOCAST

MUST-
READ
ARTICLE

ADVANCED
OPTIONS:
EXPLOITING
VOLATILITY
WITH LONG
GUTS
Analyzing a unique
way to profit from 
monster moves on
the charts

To find articles and com-
mentary at Schaeffer’s,
use our Google-pow-
ered “KEYWORD” search,
located at the top of 
any page at:
www.schaeffers
research.com
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Joseph Hargett
Schaeffer’s Daily
Option Blog  
Finding opportunities
where others can’t

To visit Schaeffer’s Daily Option Blog, go to: www.sentiment.com/DailyOptionBlog
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money options. Such
behavior exhibits classic
inflexibility. Near earn-
ings reports, buying verti-
cal spreads might be
appropriate. Between
reports, perhaps iron
condors would work,
and maybe the cross of a
moving average indicates
a change of direction. At
any given time, why not
have both long and short
option positions? That’s
being flexible.

3 / Keep two journals,
one for “stock events”
and another for “trade
positions.” The first will
help you know your
stocks. The second will
help you vary your
strategies. 

4 / Flexibility can be
learned, but only
through hard work.
This is a bummer for
those who approach
trading as an entertaining
diversion from their day
job. Traders should mas-
ter several strategies (an
advantage of options)
and be able to recognize
when each is appropri-
ate. During each expira-
tion cycle, make sure to
use several strategies.

Trading is part art and
part science. Only by
“doing the science”
(knowing your stocks,
varying your strategies,
and changing your direc-
tional bias) can you mas-
ter the art. It’s all about
being flexible. 

/
James Bittman
teaches at The Options 
Institute at CBOE and is 
the author of four books
on options trading.

Pro Pearls

JAMES BITTMAN, OPTIONS EDUCATOR AND AUTHOR,
REFLECTS ON WHAT IT MEANS TO BE FLEXIBLE, WHY SOME
TRADERS AREN’T, AND HOW THEY MIGHT GET THERE.
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The word “flexible”
comes from the Latin
word flexibilis, which
means “willing to yield to
the influence of others.”
In a trading context, we
might expand “others”
to include market condi-
tions. The result: “Willing
to yield to the influence
of market conditions.”

The spring/summer
rally of 2009 was
unprecedented in the
experience of most of us
trading today. The “flexi-
ble trader” would have
seen that the market was
simply climbing a wall of
worry. Well, that’s easy to
say, but not so easy to do.

Why did many of us

hold so tenaciously to
the bearish view? (Yes, I
include myself in this mis-
directed group.)
Undoubtedly it was
inflexibility? But the
more important ques-
tion is, “How can we
learn to be flexible next
time?” Here are four
thoughts.

1 / Know your stocks.
For each stock you fol-
low, do you know the 20-
day and 50-day moving
averages and the next
earnings release date?
For option traders, do
you know which strike
has the largest open
interest? If several of
your stocks cross their
averages, maybe they—
and the market—are
changing direction.

2 / Vary your strate-
gies. I know traders
who only sell options
and others who only
trade iron condors.
Some traders only make
bullish trades, and others
only buy out-of-the-
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