Tom’s Weekly Newsletter September 02, 2021
We have had some crappy weather in the northeast here and I know that is an
understatement. We are at an elevated place where we stay here in upstate
NY, but the flooding below us may keep us from moving around too much.
Good thing I have this ‘company’ vehicle to help navigate around and see how
things are around us locally.

Tom Gentile
C1P Chief 1-Percenter
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Four Corners of the Market
SPY - SPDR S&P 500 ETF Trust

Tomorrow is when the August jobs report comes out. Traders and Investors
are going to key in on that as it may help ascertain how fast the Federal
Reserve will remove their easy monetary policy.
The trading ranges on the SPY have been very narrow the past three trading
days and even more so today.
This doesn’t surprise me as we are awaiting the jobless report and it doesn’t
seem anyone wants to put too much money to work right now and end up on
the wrongs side of the trade.
That means we wait until tomorrow.
Once the report hits, we will see how that is taken and then we see if and more
importantly ‘where’ people put their money to work.
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TLT - iShares 20+ Year Treasury Bond ETF

As stated in the image above for TLT, what happens with the August jobless
claims report tomorrow morning will have just as much affect on bonds as
equities.
Should the inverse correlation play out if the number is deemed good for
equities they may likely push higher, resulting in the prospect of lower prices
to come in bonds and TLT.
The symmetrical triangle pattern is drawn in.
The way things tend to play out technically with this formation is one can
expect a directional move in the security (in this case, TLT) the amount of the
widest point width of the pattern in the direction of the break, from the price
point of the break.
Right now, I see the width of the triangle is 8-points (difference 144 from
150).
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UUP - Invesco DB US Dollar Index Bullish Fund

The slide in the UUP, the ETF that tracks or tries to track the changes, good or
bad, in the level of the Deutsche Bank Long USD Currency Portfolio Index.
They try to do this by establishing long positions in ICE U.S. Dollar Index
futures contracts.
What I am doing with this is tracking the strength or weakness of the US
Dollar and what tends to happen is if the US Dollar slides that could be a good
thing for stocks (and vice versa), especially for U.S. companies that are multinationals.
UUP has filled the down-side gap and if that doesn’t become a support for it, I
have a couple of other price support areas just below it that may become the
support this security needs.
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USO - United States Oil Fund, LP

If you try to read up on OPEC (and its allies) and what their decision on oil –
ramp up production or scale it back, it seems it isn’t always news you can take
too seriously.
I won’t get in to whether they can be trusted or not – you make your own
decision on that.
What I do know is on September 1, 2021, they said they will increase
production of oil soon at 400,000 barrels a day.
The reason given for this gradual increasing of production is the belief the
global economy and demand for fuel continues to recover from the COVID
pandemic.
Technically, the USO has bounced strong off the August lows, call it short
covering or increased buying because investors felt the selloff was overdone.
My concern is the gravestone doji forming as of today – might stall things a bit.
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GLD - SPDR Gold Shares

You know I am a long-term owner of GLD.
My option trades on GLD when I take any are of the short-term variety,
usually out about 20-30 days.
What I talk about in this Tom’s Newsletter is my technical views from an
options trading perspective.
I see the fact GLD is trading above the 50-day Simple Moving Average (SMA)
as a bullish sign.
The fact is it is trading in a consolidating manner within the large range
bullish candle (OHLC charts call these inside days), or harami-type days is a
bit encouraging for maybe more upside to come.
Don’t let the Darknet S signal fool you as that doesn’t mean sell short. It
means that uptrend on the B or R signal may stop or stall. It could get going
again.
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From the Desk of a CMT - MU Bear Put Spread
I will continue to track some of the potential topping patterns (some possible
descending triangles observed too) but these patterns can take time to
develop and ultimately may fail.
Fed policy is certainly a wildcard for any market action that looks to be
unfolding.
It’s good from the standpoint that it keeps us alert to changes in our premise.
It makes me a bit crazy in other ways, but I’ll refrain from that discussion until
I can share a quantitative view on it.
Back to MU … if you’ve been tracking the original daily Fibonacci chart in
Tom’s Option Tools, you may notice MU moved to the 50% retracement level,
found support, and is now approaching potential resistance at the 38.2%
retracement level (Figure 1).
The 50-day simple moving average (SMA) may also come into play as
resistance.
Two important things to note for the chart displayed:
1.

The Trading Days in the settings panel needs to be updated to 265
days to capture the full move upwards since August 2020

2. Earnings are estimated in 28 days
This case study will use the Fibonacci retracements and risk management
rules to establish entries and exits…
it is not using any potential pattern projections.
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Figure 1: Daily Stock Chart Fibonacci for MU with 50-day & 200-day SMAs
A break of the relative strength index (RSI) 40 level suggests a bearish trading
range for MU.
Look at RSI levels Thursday, 9/2/2021 after this article posts to see if there’s
any resistance at the 50-level, assuming price is still rising into resistance.
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Figure 2: Daily RSI Chart for MU with Lines at 40 & 60
We have a bearish short-term view for MU, so next we need to note the
implied volatility (IV) environment. Figure 3 displays all IVs, Figure 4 the 30 –
60-day ATM IVs, and Figure 5 the 7 – 20 ATM IVs. Note the cyclic behavior of
the shortest term IV for earnings periods.

Figure 3: All IVs for MU
MU

Figure 4: 30 – 60-day ATM IVs for
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Consider adjusting the y-axis scale by updating the y-Axis High and y-Axis
Low in the settings panel:

Figure 6: Smart Search for MU Bear Put Spreads on 8/31/2021 Ranked by
Percent to Double
Clicking twice on Days allows us to change the rank and quickly navigate to
the preferred expiration time. Figure 7 highlights the case study spread with
the long strike ATM if MU moves back down to its 50% retracement level. An
unimpressive 50th in the ranking but if the case study is valid on Thursday
after this article prints, I’d like to track gamma for the strategy.

Figure 7: Bear Put Spread (debit) for MU on 8/31/2021
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Figures 8 & 9 provide the case study detail and risk graphs, respectively,
which is followed by entry and exit rules. A full day of market activity “+” will
likely bring changes, so we shall see if things materialize.

Figure 8: MU Oct 15 70 – 67.50 Bear Put Spread Bear Put Spread (debit) on
8/31/2021
Open interest was nice for many of these options which typically translates to
narrower Bid – Ask spreads and more affordable entries (aka, “less slippage”).

Figure 9: MU Oct 15 70 – 67.50 Bear Put Spread Bear Put Spread Risk Graph
on 8/31/2021
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This case study uses timed exit filters to avoid brief closes above resistance
and a timed exit that allows some accelerated time decay (< 30 days to
expiration) to capture an expected IV rise ahead of earnings.
Entry
•
MU should be near its 38.2% retracement level (75.37), preferably
below the 50-day SMA
•
The risk reward for the spread should be at 1:2 or better (74:176 or
1:2.4 in Figure 8)
•
Enter the bear put spread case study for a net debit of $74 per spread
($370 for 5 contracts)
o
Buy 5 MU Oct 15 70 puts
o
Sell 5 MU Oct 15 67.50 puts
Exit
•
Exit for an expected loss if there are two closes above the 38.2%
retracement level (75.37)
•
Exit for an expected gain if price reaches the 50% retracement level
(69.13)
•
Include a timed exit prior to the estimated earnings date of 9/28/2021
if price remains within these two retracement levels (before the potential IV
crush, post-earnings)
•
The case study is below our max risk of $500; however, do not leave the
position unmanaged. Exit for a loss prior to the options becoming worthless
Since we seem to be presented with a bearish opportunity, I won’t get too
hung-up on trade psychology around this time of year. We are in a seasonally
bearish period and have had opportunities for the market to respond
negatively to quite a bit of news out there. However, the market does not have
to do anything.
If you find yourself “expecting” certain things to unfold, but it’s not, consider
some inexpensive puts on a broad market index (preferably the weakest one
you track) and allow yourself to get back to “what is” for the markets. Reduce
position size if your plan includes such an approach (always helpful to have
something along those lines in your plan).
Regards, Clare White, CMT
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Thank you, Clare
Tom Gentile
C1P (Chief 1-percenter)
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.
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