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DOW BEAR STRATEGY 
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Dear investors and readers,
 

Due to internal reasons, this month's regularly scheduled letter is not being sent out, though a special edition may come out shortly. 

 

As per the past 13 months' market comments, SKC is preparing to identify the peak in the US stock market for clients. The means by which we seek to profit is via a long-term calendar put spread that offers defined and potentially huge leverage (for a highly successful, shorter term version of same, see "selected past comments" within the "previous comments" folder). As always, I will refer to the market in terms of the Dow Jones.
 

As regards, a Dow put-strategy (assuming purely hypothetical prices that are intended here only for instructive purposes, therefore), imagine the hypothetical situation of a 9-month 85 put costing $9, which means Dow 8500, as these are one-hundredth options, while the 6-month 80s are trading for $4.5.
 

For 6 months it is *very (see page two, last paragraph) difficult to lose money in such a case and one can enjoy a decent percent return during that time, with little happening in the market. This is why the idea will be to put on a 200% position and adjust after the short side expires, taking money off the table and rolling the long side out significantly in time, perhaps without even adding capital per option, as the still longer term put would have a lower strike price. This is the most sophisticated approach and strategy of which I am aware, in terms of the combination of risk minimization and the now increased and enormous leverage potential. Such a trade is available and put on rarely and requires very little maintenance (adjustment), as compared to the other available strategies.
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This is a specialized premium game, one where the prices of such spreads even act as indicators, with respect to the timing of the peak in the market itself. This is an extremely specialized field and strategy ("do not try this at home"?). 
Some traders/investors are academics (science), while others take shots on premium (gambling) and still others take their decisions solely on when they feel the market is peaking (gut), thereby buying puts outright. All 3 represent partial and non-integrated knowledge.
 

By sometime in 2006, the Dow should be at 4000, in my opinion, but, remember, our success would not be dependent on that very scenario, as the nature of the above-contemplated strategy allows for far lesser exigencies than a long-put-only strategy, which also tends to push investors/traders out far too soon. 
 

Part of what prevents the latter scenario is initially putting on a 200% position. How and why? The idea is to have a long-only-put after 6 months that is partially or perhaps fully paid for, while not having been exposed to much risk for 6 months anyway (in the above scenario), unless one believes that the secular bull market never ended (a demented thought, in my view) and the Dow is en route to 13,000. 
 

For now, bringing all 3 above-mentioned elements together (italicized paragraph 5), this thing is being timed (the market and spread costs), as has already been the case for 12.5 months. The most efficient use of implied volatility is the ultimate integration of all 3 factors discussed above: premium and implied volatility costs, spread-costs and market timing. 
 

Those interested speculators and investors (hedgers who plan on or who are required to maintain long positions) may indicate interest with a reply email.

 

SKC identified the secular bull market peak (Dow 11,700) within a day and has forecast and targeted virtually every major turning point and swing to the week or even day since. Instead of fearing, isn't it better to accept and anticipate? 
 

Institutions may be offered the most premium efficient means of which I am aware by which to hedge holdings, while retailers or corporate speculators may participate for the purposes of seeking extraordinary gains. 

 

Having expressed all this, one must be read the riot act and be made aware that options represent the risk of the *complete loss of capital, notwithstanding any strategic manipulation that reduces the cost per contract (increases in the number of contracts per dollar).
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Sid Klein
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This newsletter is solely the work of the author for the private information of intended recipients only. Although the author is a registered investment advisor at MCA Securities Inc., this is not an official publication of MCA Securities Inc. The views (including any recommendations) expressed in this newsletter are those of the author alone and are not those of MCA Securities Inc. The information contained in this newsletter is drawn from sources believed to be reliable but the accuracy and completeness of the information is not guaranteed, nor in providing it do the author or MCA Securities Inc. assume any liability. No solicitation to buy or sell securities should be inferred from either the contents of this newsletter, nor its dissemination. Each potential investment decision and its appropriateness must be considered within the context of the entirety of the individual investor's circumstances. This information is given as of the date appearing on this newsletter and neither the author nor MCA Securities Inc. assume any obligation to update the information or advise on further developments relating to the information provided herein. 
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