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An Options Trading Approach During
“Sell In May and Go Away”

I

am a big fan of seasonality.

I like to find patterns of price behavior in securities that are repeatable and
consistently profitable. I created a patent pending software called Money Calendar
that is predicated on the notion that securities tend to move in repeatable price
patterns over specific date ranges one or more times during a given year. I like to find
those and trade options on those patterns in anticipation of making profitable option trades
off that data.
In this special report, I want to go over a seasonal pattern you will hear spoken about on the
financial news networks and you will read about in financial print.
I want to discuss the Sell in May and Go Away trend that tends to occur each year. I will
explain to you what it is and discuss why it tends to happen. Then I’ll provide an options
trading approach over this period for you to discuss with your financial professionals to see
if this approach is suitable for you.
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Sell in May and Go Away
This is an adage that’s been on Wall Street for a number of years. It speaks to an investment
approach based on the fact that the equities markets does not perform as robustly during
the 6-months’ time period of the first week of May to the last week of October as it does
from the start of November to the end of April.
The Dow Jones Industrial Average (the Dow) in the month of May alone, according to data
from Bespoke Investment Group, has only realized an average gain of 0.05% over the past
century.
May has seen the Dow down 0.23% in the past 20 years
Want to look at a broader index’s results? Take the S&P500. It’s average gain in this 6month window is only 1.5% compared to an average increase of 7.1% from November to
April (according to LPL Financial).
This is why you will hear and or read that a common approach for this situation is to sell
your stocks in May and re-invest come November.
Some firms may have you consider this approach, which is to sell equities in May and then
rotate in to fixed instruments, say treasuries in May. When November comes along, the
tact is to liquidate those treasuries and reallocate those monies back in to equities.
Recent data from Bespoke Investment Group shows differently. Their data indicates that
it would have been better to simply hold onto your equities over the whole year versus
trying to do the on equities/off equities approach that the Sell in May and Go Away approach
suggests.
As paltry as the gains may be during the May to October, they are still gains.
Their research shows that a set dollar amount of money invested the whole time versus
switching in and out would have resulted in better gains.
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Why Sell in May and Go Away Returns are so
Underwhelming?
There really aren’t any truly defining theories written as to why the US equities markets
tend to underperform during these 6-months.
Many believe it is attributed to the low trading volume in the markets during this time
frame. The sense of it all is that people are traveling more, taking their summer vacations
and pursuing other priorities that take them away from their investing or trading.
What month is the worst performing month during a given year for equities? Some would
say October – mostly because they remember or have heard of Black Monday, which
occurred in October of 1987.
Granted the Dow Jones Industrial Average dropped 22.6% that day alone, but the worst
performing month, consistently, is September.
Check out these stats pulled from davemanuel.com. September alone, since 1929, has seen
the Dow decline an average of 1.46%. The NASDAQ has dropped an average of 1.02% in
September since 1971 and since 1950, the S&P500 drops an average of 0.69%.
What is the second worst month of all three primary US Market indexes? May.
Again, I can’t tell you specifically why. Maybe part of the reason is that many mutual funds
have their fiscal year-ends in September and they tend to liquidate their underperforming
holdings then. Maybe it is now more of a self-fulfilling prophecy that folks don’t want to
hold equities in this worst performing month of the year.
I don’t want to get in the habit of fighting the stats or spend countless hours trying to
disprove them.
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As an option trader…
I want to take the statistics for what they are and look at ways to profit from them.
I don’t have to worry about liquidating anything, really. I don’t usually hold on to stocks
long-term and if I do there aren’t that many. Nor am I holding long-term or even LEAPS
options positions outside of what I do for the strategy Dogs of the Dow or Puppies of the
Dow (aka the Flying Five).
I have my online suite of options and analytical tools, (www.TomsOptionTools.com), that
have certain proprietary scanning tools that I use. One scanning tool I have has a pending
utility patent filed on it.
I use these tools to find short- to medium-term technical pattern setups that help me gauge
a potential directional price move, higher or lower – the prospective price move and time it
may take to make it and then search out an option that could benefit the most out of it.
Email my support team at www.TomsOptionTools.com for more information and pricing
for my online software.
Before I go into searching out some stocks to pay attention to over this time period and an
options trading approach on them, let me say this.
The beginning of May to the end of October may not be as robust a period of time for US
equities, but that doesn’t mean all of them will sell off and the market will see a dramatic
decline. I already showed you the data and the percentage returns aren’t saying, at least
not to me, that the markets will sell off over this period and we should all be going long Put
options or piling in to any number of bearish positions.
By the way, I have shown many people who have downloaded my recent 2019 Energy and
Oil Opportunities report there is a sector of the markets that historically performs well
from Mid-Feb to Mid-July and that is Oil. Maybe that industry and equities or ETFs in that
industry is a place to start when looking for option trade ideas.
Here is the S&P500 since the start of the more robust (of the two) time periods being
discussed - to present.
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Price action for S&P 500 Since November 1, 2018 - Present

You can see things did not start off well the first couple of months for the broader index.
The S&P500 did end up bottoming out at the end of December, and has been on a steady
incline from the beginning of 2019 until now.
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What Now?
First, let me show you another seasonal view of what typically happens in May.
The Money Calendar is my patent pending scanning tool. It has a group of stocks and ETFs
with tight liquidity, meaning options that have tight bid ask spreads on their options.
It then runs its algorithm scanning millions of data points to find stocks or ETFs that have
moved higher or lower 9 out of the last 10 years. It will also calculate their average profit or
price move over those 10 years.
It is another means I use to help assess first and foremost if I am supposed to have a bullish
or bearish directional bias.
Each day is color coded to show levels of bullishness or bearishness. It shows the total
number of candidates for each day and the percentage bullish to bearish stock and ETFs.
The higher the number bullish candidates the Greener the day and the higher number of
bearish candidates the Redder the day.
Money Calendar Month Map for May 2019
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You can see that out of every day in the month of May the directional sentiment is
overwhelmingly neutral. There isn’t a truly bearish day, but there are only a handful of
green/bullish days the entire month. Yes, some days there are slightly more bearish than
bullish setups, but nothing so dramatic that the day is clearly red.
This tells me that even though May historically is the worst performing month of the year,
it isn’t calling for a full scale sell off.
I may not want to or have to pile into bearish option trades. If the markets are sluggish over
this 6-month period that covers the summer months (sometimes referred to as the summer
doldrums), where do I go for stocks to entertain and research for bullish option trades?
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52-week Highs
The process of investing or for me, considering bullish, longer-term option ideas over this
historically sluggish period for equities, I look for stocks at or near their 52-week high.
By longer-term options expirations I am talking about options with 6 months to expiration
or even LEAPS options. I mentioned earlier I trade shorter-term options than this most of
the time, but a longer-term approach here is what is necessary. It doesn’t hurt to diversify
with a bit longer options expiries once in a while.
This idea of investing/trading stock at 52-week highs comes from the teachings of William
J. O’Neil, founder of the Investor’s Business Daily. The premise is stocks at 52-week highs
tend to trade higher from there. Consider it strength begetting more strength.
Stocks at their 52-week High

These stocks are trading at 52-week highs for a reason. They are doing something or
multiple things right in the eyes of investors and those same investors aren’t afraid to put
more money to work in the stock of those companies. That increased buying tends to push
stock prices higher, which bullish option traders need from stocks they are trading call
options on.

10

An Options Approach To Sell In May And Go Away

The image is from my analytics tools www.TomsOptionTools.com. It shows 20 of the stocks
out of the S&P500 that at the time of this report were trading at their 52-week high, (100%
of the 52-week high)
In the image above, I highlighted the column showing the percentage of the 52-week high
these stocks are at.
One can consider going long call options on either the one they are familiar with, or the one
whose chart they favor over the others. One can research further those which have the
tighter liquidity, or whose options have the lowest percent to double. Both of which can be
researched with my tools.
I wouldn’t consider any option expiration that expires prior to the standard week of
expiration for third week of October since the Sell in May and Go Away period ends the last
week of October.
Talk this scenario out with your financial professional(s) as to the suitability of trading call
options on this strategy. Maybe consider a less risky, but less potential profit strategy like
a Call Debit Spread aka Bull Call Spread on one or more of these. The bullish option strategy
one chooses is ultimately their decision.
I will reiterate that I am not expecting a full scale drop or recession type price action over
this period of time.
I know the markets are notoriously less rewarding over this time frame. Instead of
expecting major drops or quick, exciting pops in the market, slow and steady seems like the
approach that will win out.
That’s an approach I am taking over the Sell in May and Go Away time period and I anticipate
going away from this period of time with some profits.

C1-P, Chief 1-Percenter and
CEO Optionetics, Inc. and Tom’s Trading Room, LLC

11

