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Tom’s Weekly Newsletter December 23, 2020 

 

This may not be the year to ask for everything 

we want, but the year to be grateful for 

everything we have. 

I’ve seen this saying or a variation of it for a little while now and felt it fitting 

to pass along here. 

What will I be doing over my week long Christmas break? 

Reviewing my systems.  Evaluate what worked to reinforce the commitment 

to continue doing those.  Then evaluate what didn’t work as well and backtest 

and try and work out how to fix them. 

Tom Gentile 

C1P Chief 1-Percenter 

Merry 
Christmas! 
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Four Corners of the Market 
 
SPY 

 
 
Be prepared to read about and have to listen to financial news networks 
bringing up discussion on the Santa Claus Rally. 
 
This is a belief the markets, between Christmas and New Year’s tends to trend 
/ rally higher. 
 
There is further discussion by some that tends to forecast how the next year of 
trade will end up based on what this one week does. 
 
I am not one to go that far.  As I see it, whether the markets trend higher or 
not this last week of the year doesn’t affect my outlook. 
 
What I do believe in, is standing aside from new trades this last week of the 
year, for as I see it the only thing that tends to go higher, (wider) is the 
distance between bid / ask spreads in options pricing and that is not a 
favorable situation for options traders. 



Copyright 2020, Tom Gentile, Tom’s Trading Room, LLC, and Optionetics All rights reserved 

TLT 
 

 
 
TLT is in a descending trend channel. 
 
Rather than predicting a directional bias, I will let the chart determine that for 
me.  If it breaks out or breaks down is when we will all gain a better handle on 
where TLT trades. 
 
I will say that the slightly higher low that may be forming would give 
indication that higher prices may ne in the cards in the near future. 
 
From trading day Dec. 4 to present: Once could draw in an ascending and 
descending trend line and see a triangle pattern, but right now I don’t feel 
compelled to trade TLT options or bond related products until a resolution 
out of the trend takes place. 
 
And even then I will likely use what happens to TLT to decide how I trade 
equities options. 
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UUP 
 

 
 
Right now, it looks like 24.40 is an old support price that may become a new 
resistance.  The horizontal lines I have drawn in are what I see as overhead 
resistance lines. 
 
If UUP doesn’t start taking out these overhead resistance levels, UUP is apt for 
more downside if it takes out the most recent pivot low at 24.20 
 
The recent. potentially official stimulus plan is supposed to provide financial 
help to US citizens and businesses, (though it is deemed not enough by many). 
 
This is going to be accomplished in large part by the printing of more money 
and major catalyst for the devaluation of currency is the printing of more 
money. 
 
The stimulus plan was vetoed by the President, but any policy that gets 
approved could provide more pressure on UUP and the US Dollar, 
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USO 
 

 
 
Oil has been on a tremendous bullish run since the October lows. 
 
We’ve seen many Darknet dots signaling and ‘S’ or Stall ‘Stop’ signal was due 
and that happened the first week of December. 
 
That signal doesn’t mean the stock WILL definitely stop or stall out, but that it 
could happen soon.  And the last three trading days shows the rally may have 
indeed ended (at least for now). 
 
The steep ascending support line was broken three trading days ago and I will 
now monitor this line as possible resistance. 
 
If the stock trades up to this ascending resistance It may form a double top 
and stall out again. 
 
I would feel bullish if USO takes out that previous pivot high. 
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GLD 
 

 
 
I am looking at this recent price action as potential consolidation. 
 
The solid descending resistance line is what I see as the extreme resistance 
line and the dotted, descending resistance line is the more consistent 
resistance. 
 
GLD gapped higher five trading days ago and it gapped to that extreme 
resistance.  It traded lower the next 4 consecutive trading days and today had 
a bullish day, but it is still sliding between the two descending resistance lines 
I’ve drawn in. 
 
Not only that, but this price action is that of GLD filling the upside gap. 
 
Typically, when a gap fills it resumes the direction of the gap, (in this case to 
the upside). I am long-term bullish as an investor.  As an option trader I would 
consider a close above the most recent pivot high and extreme resistance line 
a bullish sign. 
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From the Desk of a CMT, CTSH Seasonality 
 
As a sign of the times, I have no idea what exactly I did Friday besides go to 
the office, but I can say I wasn’t able to track the markets. Time is such a 
strange thing in 2020. As a result, the case study data provided below displays 
market closing data  
 
Seasonality 
 
Seasonality is the term used to describe price tendencies for stocks, 
commodities, bonds, … (financial instruments) over a twelve-month period. 
Different drivers impact these moves that are “expected”, that is, they happen 
on average. Yale and Jeffrey Hirsch (The Stock Almanac) are well known 
curators of stock market seasonality studies. Before getting into the tools we 
use, this is a good opportunity to discuss correlation and how it factors into 
seasonality.  
 
We’ll start with correlation does not mean causation. You may have positive 
correlations (i.e., snowfall rates in January and positive stock price moves in 
January) but it doesn’t mean stocks go up because it’s snowing. Bullish 
seasonality in January tends to get attributed to year-end bonuses that are put 
into the market via 401K accounts. A snow – stock market correlation is 
referred to as a “spurious” relationship and understanding that correlation is 
just a math formula is helpful when you use it in trading. Statistics are quite 
fuzzy so always be thoughtful when you apply them. 
 
The Money Calendar provides bullish to bearish indications using a group of 
stocks displaying seasonality using a straight-forward count of total bullish 
and total bearish stocks. It’s pretty cool … the time period for the different 
stocks listed varies so it’s a historic snapshot for that day. 
 
The Money Holidays tool uses seasonality around a specific holiday to identify 
price returns over different holding periods, along with the percent of time a 
bullish or bearish move was profitable. It provides the same data and concept 
as the Money Calendar in a slightly different way. As mentioned last week, the 
seasonal opportunities for CTSH in Money Holidays was not confirming the 
Money Calendar result, it simply presented it differently. 
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Case Study Update 
 
Here are the two CTSH Money Holidays results from last week when using 10-
days prior and 20 days after the Christmas holiday. Figure 3 also repeats last 
week’s view of the ten-year history for the selected holding period and price 
movement for 2019 – 2020. 
 

 
Figure 1: Money Holiday for CTSH (10 days before, 20 days after) 
 
Click the accuracy column twice to re-sort the data. 

 
Figure 2: Re-sort Money Holiday Results by Accuracy 
 
Select the line to see result detail by year: 

 
Figure 3: Select the 5-20 Day Combination, Weakest Result (Enter 2019, Exit 
2020) 
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2020 – 2021 Dates 
 
Entry: Fri, Dec 18, 2020 
Exit: Tue, Jan 26, 2021  
 
After reviewing the implied volatility (IV) environment for CTSH (relatively 
low), a long call with 94 days to expiration was selected. Since our seasonal 
tools provide us with price movement for the underlying, we have to minimize 
time decay impact by going further out in time and/or deeper in the money.  
When the article was written, CTSH closed at $80.53, The Mar 19 2021 75 call 
was used for the case study at a premium of $8.20 per contract.  
 
The remainder of this article will use updated option pricing information for 
Friday, December 18th. Remember step 1 requires a view of IV. Figure 4 
provides 30 – 60-day IV since the 60 – 90-day interval tends not to be 
continuous. IV is still relatively low allowing a long premium strategy to be 
used. 
 
CTSH closed slightly higher on 12/18/2 at $81.02, keeping the 75 strike 
sufficiently in-the-money (ITM). Figure 5 reflects the updated risk graph for 
the long call with an updated price of $8.60. Please see last week’s article for 
navigation details on this review. 
 

 
Figure 4: CTSH 30 – 60-day IV on 12/18/20 
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Figure 5: Case Study & Risk Graph Data for CTSH Mar 19 75 Call (12/18/20) 
 
The higher premium means we need to move our option exit price higher to 
appropriately manage risk.  
 
Once again we’ll calculate max risk in a couple of different ways. At an entry of 
$1,720 ($8.60 for 2 contracts, without commissions or slippage), our $500 
max risk can be calculated as follows: 
 
1. $500 / (2 x 100) = $2.50 
$8.60 – 2.50 = $6.10 
 
2. $1,720 – 500 = $1,220 
$1,220 / (2 x 100) = $6.10  
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At $6.10 per contract the max loss is reached so the risk managed exit targets 
this value.  
 
Last week chart technicals displayed some sideways movement in CTSH 
which can be rough on a long premium strategy. For that reason, a technical 
exit was added to this case study even though it is based on a timed approach. 
Specifically, a move below the 50-day SMA was provided as an exit parameter. 
 
Three different exit points to manage: 
 
• Max Loss at $500, or 6.10 per contract for 2 contracts1 
• Exit the next day if price closes below the 50-day SMA2 
• Timed exit near the close on Tue, Jan 26 
 
1 Remember that stop loss orders work differently for options than stocks.  
 
2 Yikes, two notes. If you want to be less conservative, consider an exit after 
two closes below the 50-day SMA. Both the 1-day and 2-day rule are referred 
to as trading filters. 
 
The term max loss is a bit of a misnomer in options trading because it’s 
difficult to achieve an exit at an exact option price since they have wider bid-
ask spreads. There is also the potential for an overnight gap. Make the 
adjustments you need to make if $500 is a hard risk point for you. Have a plan 
that prominently features money management and risk management, and, 
over time you will develop skills to best manage risk in a manner that suits 
your style.  
 
I hope the repeated language in some sections is not too annoying for 
experienced traders. Executing a max risk exit price for options is just tougher 
than stocks and it takes a little bit of time to get accustomed to it. I haven’t 
discussed filters too much in this article series and will take it up as a topic in 
2021. 
 
Figure 6 ends this last article of the year with the risk graph for the case study 
on Tuesday 12/22/20. The long holding period will allow us to take another 
look at it in early January. The case study is showing a loss of $30 which 
remains well within our max risk. 
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CTSH closed on 12/22 at the same price as 12/18 so the loss reflects a slight 
decline in IV along with time decay for the option. 
 

 
Figure 6: Case Study & Risk Graph Data for CTSH Mar 19 75 Call (12/22/20) 
 
In 2020 it bears repeating … may joy find you this holiday season. 
 
Regards, Clare White, CMT 
 
Thanks for all your contributions to our subscribers this year – truly great to 
have you on board with our community – Merry Christmas, Clare! 
 
Tom Gentile 
C1P (Chief 1-percenter) 
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Disclaimers 
 
Stock and options trading has large potential rewards, but also large potential risk. 
 
You must be aware of the risks and be willing to accept them in order to invest in the stock and 
options market.  Do not trade with money you cannot afford to lose. 
 
This is neither an offer to buy/sell/ or recommend a particular stock or option. 
 
Hypothetical or simulated performance results have certain inherent limitations.  Unlike an actual 
performance record, simulated results do not represent actual trading. 
 
Also, since the trades have not been actually executed, the results may have under or 
overcompensated for the impact, if any, of certain market factors, such as lack of liquidity.  
Simulated trading programs in general are also subject to the fact that they are designed with 
hindsight. 
 
No representation is being made that any account will or is likely to achieve profits or losses similar 
to those shown. 
Disclaimer of Warranties and Liabilities Tom Gentile and TomsTradingRoom, LLC including 
employees, consultants, and editors ("Publisher") cannot and do not warrant the completeness or 
accuracy of the content found in our areas, or its usefulness for any particular purpose. 
 
Tom Gentile and TomsTradingRoom, LLC also make no promises that our content or the service 
itself will be delivered to you uninterrupted, timely, secure, or error-free.  Under no circumstances 
will Tom Gentile and TomsTradingRoom, LLC be liable for direct, indirect, incidental, or any other 
type of damages resulting from your use or downloading of any content on our site. 
 
This includes, but is in no way limited to, loss or injury caused in whole or in part by our negligence 
or by anything beyond our control in creating or delivering any portion of Tom Gentile and 
TomsTradingRoom, LLC. 
 
You are agreeing that you bear responsibility for your own investment research and investment 
decisions.  You also agree that Tom Gentile and TomsTradingRoom, LLC will not be liable for any 
investment decision made or action taken by you or others based upon reliance on news, 
information, or any other material published by Tom Gentile and TomsTradingRoom, LLC. 
 
Tom Gentile and TomsTradingRoom, LLC relies on various sources of information that we believe 
to be accurate and reliable. However, we make no claims or representations as to the accuracy, 
completeness, or truth of any material contained on our site. 
 
Tom Gentile and TomsTradingRoom, LLC are educational portals, providing content for educational 
and informational purposes only.  Neither Tom Gentile nor TomsTradingRoom, LLC are a 
broker/dealer. 
 
Investors need a broker to trade stocks and options and must meet certain requirements.  All 
securities, futures, and investments data and ideas are offered to self-directed investors.  All prices 
in USD unless noted otherwise. 
 
A full disclaimer can be found here:  http://www.tomgentile.com/legal_disclaimers.html 


