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I RECENTLY HAD THE DISTINCT 
pleasure of attending the 27th annual
Options Industry Conference at the Hyatt
Regency Bonaventure near Ft. Lauderdale.
As usual, it was a first-class event in every
respect. Attendance was robust, and the most
important takeaway for me was that the
equity options industry is still “green and
growing” despite the turmoil that we’ve expe-
rienced in the markets. In fact, the chaos in
the derivatives markets was confined to the
unregulated, “over-the-counter” derivatives
contracts, while regulated markets such as
exchange-traded equity options performed
admirably.

Concern was expressed at the conference
about potential restrictions on short selling
activities. Regardless of where you might
stand on the issue of whether short sellers
contribute to downside volatility in the mar-
ket (I happen to feel they are a stabilizing
force, as they tend to sell into rallies and buy
into declines), as an options trader, there’s
something you need to know. Any restrictions
on short selling that would also apply to

options market makers will make it more diffi-
cult and more expensive for you as an options
buyer, particularly on the put side. And speak-
ing of increased costs, legislation that would
tax securities transactions would be particu-
larly onerous for instruments that experience
rapid turnover—such as options. 

This issue of SENTIMENT has a powerful
lineup of feature articles designed to expand
your options trading horizon. Buying option
pairs “the Schaeffer’s way” (page 14) is a great
approach for taking advantage of big sector
moves in either direction while controlling
your risk. The iron butterfly/iron condor
strategy (page 18) allows you to be a net pre-
mium seller without the unfavorable reward-
to-risk ratio that usually accompanies this
activity. And you’ll discover a whole world of
possibilities in trading foreign exchange
options (page 24) right out of your equity
options account.

I’ve been extremely pleased with the posi-
tive feedback we’ve received about our pre-
mier issue of SENTIMENT. This magazine
has been a labor of love for us, with the goal of
producing the best in options-based content
for you and making it an enjoyable read. And
it sure looks like we’re succeeding!

Enjoy!

Bernie Schaeffer
Founder and CEO, 
Schaeffer’s Investment Research

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

>>  Please let us know your thoughts. Send your feed-
back to Sentiment@sir-inc.com.
/ / / / / / / / / / / / / / / / / / / / / / / / / / / / / / / / / / / / / / / / / / / / / / / / / / / / / / / / / / / / / / / / / / / / /

Letter from
Bernie

INVESTORS ARE 
INCREASINGLY LOOKING
TO OPTIONS TO HARVEST
THEIR OWN "GREEN
SHOOTS" AT HOME.

NICK PERRY
Research Analyst for 
Schaeffer’s since 1996, he’s
an expert market senti-
mentician and has been
printed in The Wall Street
Journal, USA Today, Reuters,
Investor's Business Daily,
and SFO Magazine.

ROCKY WHITE 
Senior Quantitative Analyst
and contributor to Monday
Morning Outlook. With a
Master’s Degree in Financial
Engineering, his research is
quoted on Bloomberg TV,
CNBC and Fox Business
News.  

Schaeffer’s
Contributors
to This Issue

TODD SALAMONE
Senior VP of Research 
and author of the Monday
Morning Outlook. His 
market insight is featured
regularly on CNBC,
Bloomberg, The Wall 
Street Journal, and 
Fox Business News. 

At the Open4 www.schaeffersresearch.comISSUE No.2

I
For Bernie’s market
timing insight and 
trading tips, get a 
free copy of Option
Advisor at: 
sentiment.com/
OpAd2
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INVESTORS FLIPPED THE LIGHT SWITCH
“on” and stocks got “turned off”; then they
flipped the light switch “off” and the market
got “turned on.” The light switch represents
the mood of investors, who have proven to be
very wrong at key turning points this year. In
the inaugural issue of SENTIMENT last
spring, our “Sentiment Report” discussed the
widespread hope among investors as we
moved into 2009. These high expectations
led to a series of disappointments, which cul-
minated in a first-quarter decline in the S&P
500 Index (SPX). But market participants
then became pessimistic and flipped their
market outlook “off” ahead of the second
quarter– just in time for a big rally by mid-
June.  Investors had braced for the worst, but
profits came in better than expected; major
additional stimulus plans were announced;
and reports seemed to indicate the economy
was no longer spiraling out of control.

Lights Out
It appears the second-quarter “fear unwind”
that supported stocks was driven primarily by
professionals, who had become very risk
averse and were either short the market or
under invested on the long side. Financial
stocks won a respite after the shorts backed
off, creating a much–needed tailwind for this
group. Risk-averse hedge funds moved back

into risk-taking mode, bidding technology
and commodity stocks higher—favorite
hunting grounds for this group.

With commodity, financial, and technol-
ogy stocks leading the way, the technical
backdrop of the SPX vastly improved (see
Figure 1, next page). The index jumped
above its 80-day moving average in early
April, a trend line that had acted as resist-
ance since June 2008. At the end of April, a
long-term buy signal was generated when the
SPX’s 14-month Relative Strength Index
(RSI)—an oscillator that measures over-

bought and oversold condi-
tions—moved back above 30,
a confirmation that stocks had
moved out of their longer-
term oversold condition. And
in early June, the SPX
achieved another milestone
when it crossed above its 200-
day moving average for the
first time since December
2007.

Lights On?
So, was the move above the
widely publicized 200-day
moving average a breakout or
fakeout? We will find out
soon enough, but our best
advice is to be positioned for
either scenario. Why?

TECHNICAL OUTLOOK
First, as the SPX approached
its 200-day moving average, it
was apparent that a lot of mar-
ket participants had this trend-
line on their radar. A question
we asked internally was, “Will
the move above this level pull

in the last of the buyers?” As it turns out, the
market has had difficulty making a firm break
above its January 2009 highs, located just
above the 200-day moving average.  Should
the SPX comfortably take out these 2009
highs, the next potential resistance area could
be 1,000 on the SPX, marking a 50% rally off
the March lows at 666. Should the 200-day
breakout prove to be a fakeout, a pullback to
the site of the 2002–2003 and November
2008 troughs in the 750–800 area is possible.

Moreover, some of the sentiment-based
indicators we use to quantify the mood of

I Leave the Lights On

AS OUR SENTIMENT INDICATORS REACH 
CRITICAL LEVELS, THE MARKETS TEETER ON
WHAT COULD BE ANOTHER BIG MOVE.  
>> Todd Salamone / PHOTOGRAPH BY FREDRIK BRODÉN
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and, therefore, by technical definition still
in bear mode, the implications of the senti-
ment backdrop become ambiguous.

One indicator we will follow closely in
our weekly Monday Morning Outlook is the
50-day moving average of the buy (to open)
put/call volume ratio on SPX options,
shown in Figure 2. With professional
traders, such as hedge fund  managers,
apparently driving the market higher from
the March bottom, pay close attention to
the activity in these SPX options for clues to
the market’s future direction. 

When hedged players are accumulating
stocks, they will demand more and more
portfolio protection via the purchase of SPX
puts. An increase in put buying relative to
call buying is consistent with hedged players
increasing their net long exposure—the more
bullish they get, the more portfolio protection
they desire, creating higher put/call volume
ratios. The put/call ratio was extremely high
and peaked around the market’s top in 2007.

But as hedge funds
de-leveraged, they
sold stocks, creating
less demand for
portfolio protection,
driving the put/call
ratio lower. In Feb-
ruary and March,
this ratio turned
higher from low lev-
els, a sign that
hedged players were
in accumulation
stage and supporting
the market’s drive
higher. By mid-June,
the put/call ratio
was showing evi-
dence of turning
lower, potentially
indicating that the
professional crowd

was no longer in accumulation phase.

THE TECHNICAL AND SENTIMENT DATA
that we track suggests the market is poised for
another big move. A great way to play this
anticipated volatility is through paired option
trades (as discussed in this issue’s “Hunting
for Hedges” on page 14).  Is the turn lower in
the SPX put/call ratio an indication that
hedged money is no longer in accumulation
phase, or is this only a short pause in a longer-
term accumulation phase? Will retail
investors finally make a big move into stocks,
or will they remain on the sidelines, leaving
fund managers with little in the way of ammu-
nition to accumulate stocks? Was the SPX's
move above its 200-day moving average a
"fakeout" or “breakout?”  Stay tuned, as our
weekly Monday Morning Outlook will be fol-
lowing these and other important develop-
ments. This information should keep you
ahead of the game and keep your light switch
working properly.

investors have moved to levels that have
marked peaks after bear-market rallies over
the past 18 months. In other words, the sec-
ond-quarter rally shifted investors’ mindsets
from one of gloom and doom to one that indi-
cates that there is finally light at the end of the
tunnel. The shift to a more positive tone
among investors (the switch is back “on”) is
something to take note of as we enter a tradi-
tionally weak period for stocks in June
through September. But on the other hand, it
is equally important to note the improved
technical landscape. Since the technical
backdrop is now stronger that it was as we
moved into 2009, optimistic sentiment has
become more justifiable—and is thus less of a
contrarian indicator. 

SENTIMENT OUTLOOK
One difficulty in handicapping the current
market environment is in the interpretation
of the sentiment data, as it is possible that we
are transitioning back into a bull market
environment. And the current level of opti-
mism is far from levels that have historically
defined extremes during bull market periods.
In other words, it takes greater levels of opti-
mism during bull market periods than in
bear market periods to generate contrarian
“sell” signals. 

For instance, each week, Investor’s Intelli-
gence surveys investment advisers on their
market outlook. Since January 2008, a
period in which the SPX trended below its
200-day moving average, each time the per-
centage of bullish advisers moved above
40%, the market ran into trouble. In early
May, the percentage of bulls moved back
above 40% once again, but the market did
not sell off as it had in the past. Instead, the
broad market moved into a consolidation
mode as the percentage bulls grew to 47% by
mid-June. From a glass is “half empty” per-
spective, the highest percentage bullish sen-
timent in 18 months in a bear market
environment is worrisome. From a glass is
“half full” perspective, 47% bullish is rela-
tively low when compared to peak readings
during bull market environments. 

As long as the SPX trades above its 200-
day moving average, be open to the possibil-
ity that optimism has room to grow, creating
a tailwind for the stock market. But with the
SPX still below its longer-term 20-month,
80-month, and 160-month moving averages

The Sentiment Report8 www.schaeffersresearch.comISSUE No.2

For free weekly market
insight and trading
ideas, sign up for our
Monday Morning 
Outlook at: 
sentiment.com/ 
mmo2

FIGURE 1: S&P 500 with 80-day and 200-day moving averages
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FIGURE 2: 50-day moving average of the S&P 500 put/call buy ratio with 
S&P 500 overlay.  Source: Chicago Board Options Exchange
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FEEDing Frenzy!
Investors have been hog wild for AgFeed calls in recent weeks.
Shares of this Chinese supplier of pig food trade under the
easy-to-remember symbol FEED. The stock rallied from less
than $1 per share in mid-March to almost $8 per share in late
June. The 777% gain is difficult to explain, but it certainly moti-
vated aggressive trading in FEED options, as traders have
noticed the stock’s vertical ascent and started looking to cap-
ture additional upside with bullish calls.  (Note: There's no
swine flu risk from FEEDing on these calls.) 

Break-down.
It’s official: GM stock is roadkill. On the brink of the com-
pany’s bankruptcy, shares were de-listed by the New York
Stock Exchange in the first week of June and now trade
under the symbol GMGMQ in the over-the-counter market
for about $1. Investors can still buy and sell shares—sure, but
there’s a risk. Namely, if the automaker goes through bank-
ruptcy court and a judge declares GM “null and void,” the
shares go to zero.

CALENDAR
OF OPTION
DATES

1
@Schaeffer’s
Research

NEW HIGHS AND LOWS

Monday Morning
Outlook 
>Readers of our popular
weekly e-zine, Monday
Morning Outlook, noticed a
big change at the end of
May. Formerly delivered
each Monday morning, it’s
now being delivered on
Sunday mornings to give
you a head start on the
trading week. Monday
Morning Outlook will con-
tinue to provide insight,
commentary, and analysis
from our top traders and
analysts—now a full day
ahead of the market's
weekly open. (To sign up,
go to sentiment.com/
mmo2)

TV appearances 
>Financial media routinely
turn to Schaeffer's Invest-
ment Research for insights
and analysis on the mar-
kets. Most recently, Bernie
Schaeffer appeared on the
Nightly Business Report,
discussing tips for leverag-
ing the markets with
options (sentiment.com/
NBR). Check our calendar
of media appearances at
SchaeffersResearch.com
(sentiment.com/medap).
Bernie and his team of
analysts are regular guests
on CNBC's Worldwide
Exchange and Closing Bell,
Fox Business Network,
CNN, and Bloomberg TV
and Radio, and can be
read in The Wall Street Jour-
nal, The New York Times,
BusinessWeek, Investor's
Business Daily and USA
Today.

Schaeffers
Research.com
>We’ve redesigned our
Web site to more promi-
nently feature some of
our most popular content
and to make the home
page easier to navigate:
Our Options Center now
has real-time options trad-
ing data and content from
WhatsTrading.com. Click
on the WhatsTrading.com
box in the center of our
home page, right beneath
the blogs, for a sampling. 
>Check out our
revamped Daily Option
Blog, which now focuses
exclusively on options
trading and activity.  
>As always, our editorial
staff ’s news and market
alerts will help guide your
trading in real time, while
our education, tools and
screening filters offers the
opportunity to brush up
on your skills and give
your market research a
huge edge over the
investing herd.
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Iron Condors Now in
Wealthbuilder
Schaeffer's Investment
Research has added the
iron condor strategy to
one of its oldest and most
successful products, the
Wealthbuilder Alert
Service, which has
boasted in an 80% win
rate since its inception in
1993. The service
employs index option
credit spreads to capture
premium on the front
end. (see “Going Verti-
cal” in SENTIMENT,
Spring 2009, for more).
Iron condors use a com-
bination of a bearish call
credit spread and a bull-
ish put credit spread sur-
rounding a desired
trading range [For more,
read “Fortified with
Iron,”page 18]. 

Our first iron condor
trade, recommended on
April 29, was a winner.
With the S&P Deposi-
tary Receipts (SPY) trad-
ing at 87.14, we sold the
May 94/95 call spread
and May 79/78 put
spread for our iron con-
dor. The objective was for
SPY to close between 79
and 94 at May expira-
tion. That day, SPY
closed at 88.71.

JULY

22
Options Expire

(VIX,VXN, RXV)

3
2
NEW PRODUCTS
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Short This. There was a time when short selling was
considered “Un-American”—begging the question,
how can you bet against America’s best companies?
Not any more. Thanks to the development of lever-
aged exchange-traded funds (ETFs), investors are bet-
ting against the market more than ever. 

Not only have fund companies like ProShares and
Direxion created a number of different “short” ETFs,
but going one step further, they’ve juiced them up into
leveraged funds designed to move two and even three
times as fast as the market. 

An example is Direxion’s Daily Financial Bear 3X
Fund, which trades under the ticker symbol FAZ. The
ETF gained popularity in late 2007 and early 2008
because FAZ is designed to move, not just opposite to
the financial sector (the Russell 1000 Financial Serv-
ices Index), but three times (300%) the inverse.
Therefore, if the financials falter, as they did in 2007
and early 2008, FAZ moves up fast! If that’s still not
enough leverage, traders can also buy FAZ calls,
because options are listed on this leveraged fund.
Buyer beware, however: It’s best not to leave positions
in leveraged ETF’s open beyond a few days, because
due to the mathematics of how such funds react to
daily market movement they can seriously under per-
form their benchmarks beyond very short time frames.

Trader Twits. 
Are you tweeting your
options trades? Many
traders are. In fact, not
only are options
traders connecting on
Twitter.com, options
exchanges like the
CBOE, brokerage
firms, options advisors,
and even options
columnists like Bill
Luby (@VIXand-
More) and Barron’s
Steve Sears
(@smsearsBarrons)
are tweeting as well.
By the way, check our
tweets— @Schaeffers.

Best May Ever.
The Chicago Board
Options Exchange
[CBOE] and Interna-
tional Securities
Exchange [ISE]
remain monsters in
the options market,
and business is good.
In fact, according to a
June 1 press release by
the CBOE, daily
turnover on the
exchange averaged 5
million contracts, up
22% from a year ago
and the most active
month of May ever.
The ISE reported  an
even larger percentage
gain in May—up
23.7% from a year ago.

Ready to Buy
Some Fear?
The iPath S&P 500
VIX Short-Term
Futures ETN trades
under the ticker sym-
bol VXX and offers a
way for investors to
play the widely
watched CBOE Volatil-
ity Index (VIX). Cre-
ated by Barclay’s Bank,
this debt security is
designed to track VIX
short-term futures.
Since VIX measures
the expected volatility
of the S&P 500 (priced
in S&P 500 index
options), the volatility
index tends to move
higher in times of panic
and mayhem. For that
reason, VIX is often
called the “fear gauge,”
and VXX rallies during
times of uncertainty. 

4 5MARKET
TRIVIA

Dissecting the Dow.
Out with the old, in
with the new, as they
say. GM and Citi (C)
were both ousted from
the Dow Jones Indus-
trial Average on June 1
and replaced by Cisco
Systems (CSCO) and
Traveler’s (TRV). Of
the 30 stocks in the
Dow, 3 are now NAS-
DAQ-listed stocks
(Microsoft and Intel are
the others). Need a little
more Dow trivia?
1) Only one Dow stock,
General Electric (GE),
is an original member of
the Dow Jones Indus-
trial Average, which was
created in 1896 by
Charles Dow.
2) The Dow Jones
Industrial Average is
not the oldest stock
market average. That
honor goes to the Dow
Jones Transportation
Average, which Charles
Dow created as the Dow
Jones Railroad Average
in 1884—12 years
before the more widely
watched Dow Jones
Industrial Average.

//////////////////////////////////////////////////////
For Bernie Schaeffer’s bend on the
recent reshuffling of the Dow 30,
go to  www.sentiment.com/Dow 
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Since 1982, thousands of professional traders and individual 
investors have looked to OptionVue Systems to help them 
capture that edge. OptionVue System's world-class team of 
software and options experts developed OptionVue 6, the 
industry's most powerful options analysis software, to help you 
make better trading decisions. 

By accurately graphing your potential profit and loss at any date, 
price and volatility, only OptionVue 6 shows your proposed or 
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OptionVue 6 can help you:
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Is there more to an option’s “time pre-
mium” than just time? – Matt
BERNIE: Learning to trade options would be
so much easier if we only had to worry about
time to expiration. But of course it’s not that
simple. There are, in fact, several components
of an option’s time value (extrinsic value); the
three most influential are time to expiration,
volatility, and stock price (relative to the
strike). To a lesser extent, particularly with
short-term options, dividends of the underly-
ing stock and interest rates play a role as well. 

The volatility component is actually
implied volatility, which is essentially the price
of risk. In other words, this is the variable that,
when plugged into an option pricing formula,
will inflate or deflate the time premium
according to the market’s expectation as to
how much the stock will fluctuate going for-
ward. Notice I didn’t say how much it will
move up—or down—but rather the breadth
of its swings. A stock that is expected to make
large moves will have more expensive options
due to the increased volatility. Likewise, a
stock that is expected to make small moves

will have less expensive options.
Imagine two different stocks, priced at $50,

and suppose you’re looking at the 90-day, 50
strike call options. The first option is quoted
at $5, while the second option is $4. What’s
the difference? In a word, volatility. The stock
of the $5 option is clearly more volatile, and
thus, its option prices reflect the additional
“volatility premium.”

Stock price relative to strike price, or
“moneyness” (for lack of a better term), is a
significant factor on time premium as well—
with the at-the-money options carrying the
highest time premium. While in-the-money
and out-of-the-money options most often
exhibit higher levels of implied volatility than
at-the-money options, in pure dollars, the lat-
ter contains more time premium than any
other option in the chain. 

The time premium can have a significant
impact on long option positions, so it’s impor-
tant to check volatility levels before entering
trades. Options with greater amounts of
volatility premium built into them may be
more suitable for selling strategies such as
short naked puts or short vertical spreads. But
be careful in such situations, as elevated pre-
miums could be a sign of an impending event
that could blindside premium sellers.

Q: What are the best ways to utilize the
Schaeffer’s Volatility Index to improve my
trading results? –Steve 
BERNIE: As the old saying goes, knowledge is
power. The Schaeffer’s Volatility Index
(SVI) gives you an edge in terms of knowing

whether option prices for a stock have been
rising or falling. Traditionally, implied volatil-
ity is measured against historical volatility to
gauge whether an option is cheap or expen-
sive. The SVI gives you another perspective
by measuring implied volatility relative to
itself and plotting this over time. This can be
useful for identifying trends in the implied
volatility. 

For example, a quick spike in the SVI
while the stock’s price action is calm suggests
option players are suddenly pricing in the
potential for a big move. To put this another
way, it gives you an insight into what option
players are bracing for. 

Checking the SVI before making a trade
can tell you whether the implieds have been
rising, falling, or just holding steady. If the
implied volatility has run up, there could be a
risk of a volatility implosion. Option buyers
should view this as a potential risk, while pre-
mium sellers might welcome that scenario. 
A low SVI suggests option buyers may be get-
ting a relative deal, while premium sellers
may want to look for other opportunities. 

More to Time Than
Meets the Eye

WITH  VOLATILITY INCREASINGLY IN
THE NEWS, TRADERS ARE BEGINNING
TO ASK ALL THE RIGHT QUESTIONS.
>> By Bernie Schaeffer

Bernie Schaeffer is
founder and CEO of
Schaeffer's Investment
Research, Inc., a leading
provider of research and
analysis on the stock and
options market. He
received the Best of the

Best  Award from the
Market Technicians Asso-
ciation for his ground-
breaking work on
sentiment analysis, and
his award-winning 
SchaeffersResearch.com
site is consistently ranked

#1 in the options cate-
gory by Alexa.com. He
appears frequently on
CNBC and The Nightly
Business Report and is reg-
ularly quoted in the Wall
Street Journal, Business-
Week, and USA Today.

10 days to success-
ful options trading. 
Visit 
sentiment.com/
learn

Q:

The Man with
the Answers:
Bernie 
Schaeffer
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BULLISH ON A STOCK, BUT NERVOUS ON 
THE SECTOR? TRADING PAIRS CAN BE AN EFFECTIVE WAY TO HAVE 

YOUR CAKE AND EAT IT,  TOO. 
TRADING OPTIONS ON PAIRS—EVEN BETTER.

Hunting for
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SBy Bernie Schaeffer and Todd Salamone
PHOTOGRAPHS BY FREDRIK BRODÉN

SENTiMENT.cover_feat_hunting_062909.layout:pages.layout  6/30/09  3:00 PM  Page 14



SENTiMENT.cover_feat_hunting_062909.layout:pages.layout  6/30/09  3:00 PM  Page 15



16 www.schaeffersresearch.com

options traders, the option pairs trading
approach can improve your option-buying
win percentage and reduce your average loss
by positioning you to better withstand—or
even profit from—unexpected sector or
market moves.   

Utilizing the option pairs trading strategy
will help you sleep better at night because
(1) you can profit from big moves in either
direction; (2) you are using options as a
leveraged vehicle, with significantly less
money at risk compared to trading stocks;
and (3) your risk is better defined (the most
you can lose is the smaller premiums paid for
the options versus outright stock pairs
trades). 

There are three ways for you to profit
from this option pairs trading strategy:

First, if the underlying stock on which
you buy the call (primary stock) outperforms
the underlying stock on which you purchase
the put, regardless of market or sector direc-
tion. In this scenario, it’s possible that both
stocks will move in the same direction or
diverge.

Second, if there is a huge upside or down-
side move in the sector or in the market,
causing one of the two options in the put
and call pair to more than double in price.
This guarantees you a profit on the options
pair trade.

Third, if the underlying stocks of each
position in the put and call pair move in the
direction you anticipated, allowing you to
profit from both options.

Let’s break down each of the three sce-
narios with a hypothetical example. 

Primary Stock Outperforms Hedge
BOTH STOCKS GO DOWN
As an example of profit scenario number one,
assume you are bullish on Juniper Networks
(JNPR) and buy JNPR call options. Since you
are uncertain where technology stocks are
headed, instead of putting all your eggs in the
JNPR call basket, you hedge your call expo-
sure by purchasing put options on the Nasdaq
100 Trust (QQQQ). Assume you put equal
dollars into these put and call positions and
the options you purchase give you leverage of
about five to one, which means the percentage
gains and losses on the options are about five
times the percentage moves of JNPR and
QQQQ shares. 

To calculate the leverage of an option 
relative to its underlying, you simply use the
formula:

(Stock price X Option delta) ÷ Option price

For example, if JNPR is trading at $24, and an
at-the-money call (typically .50 delta) is $2.40,
then [(24 X .50) ÷ 2.40] = 5.

During your holding period, JNPR declines by
7%, while the QQQQ experiences a 14% set-
back. While you take a loss on the JNPR call
of roughly 35% (5 times 7%), your gain on the
QQQQ put option is about 70% (5 times
14%). Your net profit on this pairs trade,
assuming equal dollars in the call and the put,
is 17.5%. Note that had you purchased only
JNPR calls, you would have lost 35%. But with
the purchase of QQQQ puts to create a pair,
you profited, since JNPR outperformed the
QQQQ. The profit from the put option
exceeded the loss from the call option. 

To recap this pairs trade:
JNPR call -35%
QQQQ put +70%
Net profit +17.5%

PRIMARY STOCK GOES UP, HEDGE
STOCK GOES DOWN
Now let’s suppose you are correct about JNPR,
and the shares advance by 15% as the QQQQ
drifts higher by 5%. Once again assuming five-

TABLE 1: Option pairs
trades are a great way to
leverage less capital and
earn bigger gains from a
number of scenarios, partic-
ularly in uncertain markets.

Option Pairs

CAN YOU PICTURE YOURSELF IN
the following situation? Suppose you love the
potential upside on a certain stock, and you’re
confident about its ability to outperform.
However, you are unsure about the direction
of the next big move in the industry sector—
or, for that matter, in the broader market.
Should you leave money on the table and shy
away from what may prove to be a profitable
trade? Or should you take the trade and risk
being blindsided by an unpredictable event
that could have an extremely adverse effect on
your stock or option position?

The most successful professional traders
are open to the fact that both possibilities
exist, and they take action to both manage risk
and profit from the opportunities that they
identify. So, how can you seize opportunities
while managing your risk in these uncertain
times? 

The answer may lie in a strategy that we at
Schaeffer’s have found extremely powerful
(and profitable) over the past few years known
as option pairs trading. With this strategy, you
buy a call option on a
stock you like and
hedge that call posi-
tion by simultane-
ously buying a put
option on a different
stock within the
same sector. 

The appeal of the
option pairs trading
strategy—compared
to stock trading—is
that you can commit
significantly less
money to the mar-
ket but still retain a
strong profit poten-
tial in both up and
down markets. For
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Long/Short:
Buy JNPR

shares
Short QQQQ

JNPR long=
+50%

QQQQ short=
-30%

+10%
JNPR long=

-40%
QQQQ short=

+30%

-5%

STRATEGY PROFIT/
LOSS

PROFIT/
LOSS

Option pair:
Buy JNPR

calls 
Buy QQQQ

puts

JNPR call=
+250%

QQQQ put=
-100%

+75%
JNPR call=

-100%
QQQQ put=

+150%

+25%

SCENARIO A

JNPR rallies
on explosive

move higher in
tech group;

JNPR
outperforms

QQQQ

SCENARIO B

JNPR and 
tech group 

unexpectedly
plunge: 
JNPR

underperforms
QQQQ
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to-one leverage on the options you purchased,
your JNPR call is up 75%, the QQQQ put is in
the red by 25%, and you have a net profit of
25%. While you didn’t make as much money
in this situation as with simply purchasing the
JNPR call, you took on less risk to achieve the
profit. In other words, you profited from your
bullish view on JNPR regardless of the direc-
tion technology stocks took during your hold-
ing period.

To recap this pairs trade:
JNPR call +75%
QQQQ put -25%
Net profit +25%

Powerful Move in the Sector
Let’s move on to profit scenario number two,
which involves an explosive move (higher or
lower) in the sector you are trading. We have
certainly seen explosive moves in recent
months, from the broader market down to sec-
tors such as the financial and retail groups.
This profit scenario is particularly interesting
in trading option pairs, since you can be wrong
about the direction of a stock or about the
equity’s performance relative to another
equity or index, but still make money. In such
market environments, trading option pairs
gives you a clear advantage over stock traders
employing a long/short strategy. This is
because options buyers can take advantage of
a concept called convexity, which means the
profit potential of a long option position is a
multiple of the maximum risk. 

Table 1 illustrates the advantage of the
option pairs strategy relative to the long/short
stock strategy. Again, the investor is bullish on
JNPR, but is uncertain as to the direction of
the technology sector. The options pair trader
buys JNPR calls and hedges by buying QQQQ
puts. The long/short player buys shares of
JNPR and shorts QQQQ shares.

In scenario A, technology stocks and JNPR
explode higher. The takeaway here is that
huge profits are possible, since options allow
you to make many times your capital commit-
ment—and the most you can lose is what’s
invested in the option. The 75% profit on the
options pair is huge relative to the 10% gain in
the long/short strategy. 

In scenario B, technology stocks take a big
tumble. Note here that with an options pair
trade, you can be wrong about your stock price
forecast, but still make money if volatility is
high. The 40% plunge in JNPR shares amid a

Minor Caveats 
As with any investing
strategy, you will
have losing trades
using option pairs.
The put underlying
may outperform the
call underlying, or
both positions might
move against you.
However, in most
cases the losses will
tend to be small,
since you are hedging
your directional view. 

The advantages
clearly outweigh the
disadvantages in
option pairs trading.
The advantages
include profiting
from relative
strength trends
within sectors; profit-
ing from surges in
volatility; the possi-
bility of profiting on
both the put and the
call; and sleeping
better at night, with

less worry about unexpected market scenarios.
The major disadvantage of option pairs trad-
ing is that you are "double long" option pre-
mium, and thus your position has heightened
vulnerability to time decay. Should the com-
ponent stocks underlying your pair remain
flat, your option pair trade will experience
time decay loss.

Note that the option pairs strategy in
itself will not make you money. You have to
be equipped to identify stocks that can out-
perform or underperform and have the skills
to find potentially volatile situations. We
invite you to view our accompanying video
on this topic, as we’ll give you some tips that
can increase your chances of profiting with
this approach. And remember, “good things
come in pairs!”

30% decline in the QQQQ resulted in a net
25% profit in the options pair because risk to
the option buyer is truncated, while potential
profits are not. Note that the long/short stock
player lost money in this situation. What is
there not to like about this type of profit possi-
bility? Call it the “oops, but I made money any-
way!” profit. You were wrong on direction, but
right on volatility. And one of the few ways
you can profit in such situations is by trading
option pairs. 

Primary Stock Goes Up, Hedge Stock
Goes Down—the Best of Both Worlds.
The third and final profit scenario occurs when
you profit from both your call and your put
positions. In other words, the underlying stock
on which you purchased the put moves suffi-
ciently lower, while the underlying stock on
which you bought the call moves sufficiently
higher. Using our JNPR call/QQQQ put exam-
ple, the JNPR call would be profitable and the
QQQQ put would be profitable, as JNPR ral-
lies amid broader technology weakness. In this
scenario, your stock forecast was perfect and
you are rewarded accordingly.

www.schaeffersresearch.com ISSUE No.2 17

Learn more about
trading option pairs
with our Hedge
Hunter service at:
sentiment.com/
HedgeHunter

For an extended
discussion on option
pairs trading,
go to:
sentiment.com/
pairs
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MARKETS CAN SPEND AS MUCH OR 
MORE OF THEIR TIME TRADING SIDEWAYS AS

THEY DO UP AND DOWN. FOR 
THE SAVVY OPTIONS TRADER, IRON 

BUTTERFLIES AND CONDORS PROVIDE
A UNIQUE OPPORTUNITY 

TO PROFIT FROM  
ALL THREE SITUATIONS.

Fortified with

By Kevin Lund
PHOTOGRAPHS BY FREDRIK BRODÉN
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of the beautiful things about trading options
is the ability to construct an abundance of
different strategies to take advantage of a
multitude of market conditions. For example,
if you’re very bullish, you could simply buy
calls. But if market volatility is high and
option premiums are too rich for long pur-
chases, you could sell puts that profit from
rapid time decay. And if you fear a market
collapse will sink your bullish stock, you
could always hedge that short put with a long
put, further out-of-the-money, to create a
short put vertical spread. 

Short verticals are a great way to trade up,
down, and sideways markets (see “Going Ver-
tical” in SENTIMENT, Spring 2009). But
once you’ve grasped the basic concepts of ver-
ticals, in many situations, with just one extra
step, you can get a lot more bang for your
buck with something even better—iron but-
terflies and condors. Iron spreads such as
these are ideal for stocks that are trading in a
short-term range, typically during periods in
which stocks are taking a breather and soak-
ing up the gains from a large run-up in price,
or basing after a sell-off.  Since they’re short
strategies, they benefit from the stock not
really doing anything. And if the stock is not
expected to do much other than trade in a
range, how about placing two verticals for less
than the price of one? This is exactly what
we’re doing with an iron butterfly or condor. 

Though selling iron but-
terflies and condors is
most commonly associ-
ated with a neutral stock
view, these strategies can
also be employed when
you have a directional
bias—and consequently a

price target that coin-
cides with out-of-the-
money option strikes.
This approach becomes
especially attractive
when you’re looking for
favorable reward to risk,
where a long option

Schaeffer’s
Take: Trading
Directionally
with Iron
Spreads

strategy may not per-
form as well when premi-
ums are relatively high.
It’s important to note
that there is a bit of a
trade-off in that your
probability of profit
declines when the “sweet

spot” profit levels
increase.The highest
probability prices for any
equity on option expira-
tion day are in the imme-
diate vicinity of today’s
price, and these probabili-
ties decline as your 
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A QUICK WORD ABOUT TIME
There aren’t many guarantees that traders
can count on, but one absolute is that time
will pass. This works to the benefit of the
option seller, because with each passing day,
time decay erodes an option’s extrinsic (time)
value, which is any of the premium that is not
considered “in-the-money” (its intrinsic
value). Though there are several other inputs
that make up time value (see “Ask Bernie,”
page 13), what’s important to understand is
that all things being equal, the option you buy
today will be cheaper tomorrow. Short strate-
gies that benefit from this phenomenon, such
as the iron butterfly and condor, are said to
have positive time decay. That basically
means that time passing produces a profit for
the option seller and a loss for the buyer.

GETTING YOUR IRON FIX
Despite their exotic-sounding names, the iron
butterfly and condor are simply combinations
of two short vertical spreads—one short put
vertical and one short call vertical— stacked
on top of one another. To recap, a short verti-
cal is a defined-risk strategy composed of an
equal number of short options at one strike,
and cheaper, long options at a different strike
with the same expiration, as a hedge (the
strikes are usually adjacent to one another).
The result is a net credit to the trader’s
account at the onset of the trade, and it’s
profitable when the entire spread can be
bought back for a debit that is smaller than
the initial credit taken. 

If the concept of short spread trading is
foreign to you, what’s important to under-
stand is that eventually, all time premium
decays to zero—at expiration. Options with
greater time value will decay faster than
those with a lesser time value of the same
maturity, such as those farther out-of-the-
money. This is the case with the short verti-
cals within the iron spreads. The short option
that you sell with greater time premium
decays more quickly than the time premium

verticals within the iron spreads give these
strategies a double whammy.

The difference between the iron butterfly
and condor has to do with the positioning of
the short strikes. The iron butterfly shares
the same short strikes, while the short strikes
of the iron condor are different (usually adja-
cent). While there are several reasons you
may wish to choose one over the other, some-
thing to consider is that while the iron but-
terfly has a better reward-to-risk ratio, the
iron condor has a higher probability of suc-
cess due to the fact that it will profit over a
greater range of stock prices. It’s a trade-off of
probability versus profit. You decide.

CREATING THE IRON SPREAD
Let’s look at constructing both an iron but-
terfly and condor trade around the hypothet-
ical example XYZ at $50. 

THE IRON BUTTERFLY
Suppose the stock has just come off of a deep
sell-off in the last two months, and after some
wild swings, has been forming a base, trading
in a range between $47 and $53 for the better
part of two weeks on declining volume. 

With XYZ at $50, an iron butterfly can be
constructed by simultaneously shorting the
45/50 put vertical for $2 and the 50/55 call
vertical for $1.75 (see Figure 1), entered as a
single spread for a net credit of $3.75. Since
there is $5 between strikes for each of the
verticals, and the stock can’t finish in two
places at once, your risk is only the distance
between the strikes of one of the verticals
minus the total credit received for both, or
$1.25 ($5 – $3.75).

Essentially, the two verticals share the
same strike because you sell the “body” of the
butterfly at the 50 strike (short 50 put/ short
50 call) and buy the “wings” at the two ends
(buy 45 put/ buy 55 call). When the two ver-
ticals are stacked on top of one another, your
risk curve of the 45/50/55 iron butterfly looks
like Figure 1. 

in the cheaper, long option. The result is that
as time marches on, the spread at some point
becomes cheaper, thus rendering a profit
since you are a net seller of premium. It’s
essentially turning the concept of “buy low,
sell high” upside down by selling high first,
then buying back low later. The compounded

expiration day strike
price target diverges from
the current share price.

At Schaeffer’s, in
order to increase the
probabilities back in our
favor, we use a combina-
tion of technical analysis

and analysis of the open
interest at various key
option strike prices to
determine the strikes at
which a stock might
“land” at option expira-
tion. For example, on
March 24 auto-parts

retailer AutoZone
(AZO), in the midst of a
strong uptrend, was trad-
ing at $158.05 (see chart,
page 22). Option specula-
tors and short sellers
were betting against the
stock, and we believed an

unwinding of this pes-
simism could help push
the shares higher.  At the
same time, there wasn’t a
visible catalyst on the
immediate horizon to
drive the shares substan-
tially higher, and we saw

the potential for resist-
ance around $170, which
was double the Novem-
ber low of $85 and the
site of heavy call open
interest. 

We’ve found that
heavy call open interest

tends to act as resistance
for stock prices, while
heavy put open interest
at a strike can be sup-
portive. Based on AZO’s
open interest at various
key April strikes, we 
(continued next page)
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FIGURE 1(top):You make a profit on this iron but-
terfly so long as stock XYZ finishes between $46.25
and $53.75 at expiration, providing a $7.50 wide
“airstrip” for XYZ to “land” on. Maximum profit is
achieved at $50.

FIGURE 2 (bottom): The airstrip for which you can
make a profit on this iron condor is $10.80—between
$47.10 and $57.90. Even better, instead of a single
point in the stock's price, the maximum profit is
reached between $50 and $55. Less risk equals less
reward: the maximum profit of the iron condor is
$2.90 versus $3.75 for the iron butterfly.
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As long as the stock finishes somewhere
between the breakeven marks of $46.25 and
$53.75 at expiration, you make a profit, with
the maximum profit realized if the stock is at
$50. Essentially, this is a $7.50 wide “airstrip”
for XYZ (which is trading in a $3–$4 range)
to “land” on. 

THE IRON CONDOR
Suppose XYZ is trading in a bit wider range
than in the prior example, rather than hover-
ing around $50 in a tight range. Volatility
remains relatively high, and while you feel
uncertain about the stock finishing right
about $50, your analysis shows a high proba-
bility of the stock staying within the range of
$50 to $55. 

With the stock at $50, you can place a
45/50/55/60 iron condor at both ends by
shorting the 45/50 put vertical for $2 and
shorting the 55/60 call vertical for $0.90 (see
Figure 2). The distance between the two short
verticals here is $5, and while the $2.10 risk in
this trade is greater than the $1.25 risk of the
iron butterfly, the range for which the stock
will profit is $10.80 ($3.30 more than the iron
butterfly).  What’s more, the maximum profit
is achievable between $50 and $55, versus a
maximum profit in the iron butterfly at only
the exact price of $50. 

SETTING UP THE TRADE
Since it’s far easier to assess a stock’s range in
the short term, it’s a good idea to try to place

your iron spreads with two to eight weeks to
expiration. Not only is there a greater chance
the stock will finish where you want it to, but
you’ll also be taking advantage of the greatest
amount of time decay (which occurs in the
final weeks before expiration). 

The question you may also be asking is,
how much credit should you expect to take
in? This has more to do with reward-to-risk in
the trade than the actual dollars received.
Depending on the stock you choose, there are
many different strike combinations. You could
be working with strikes as little as $1 apart, as
in the case of QQQQ or SPY, or as far apart as
$10, as with  GOOG. Assuming volatility is
working in your favor, typically, you’ll want to
look for trades that have at least a 1-to-1
reward to risk on your iron condors, and an
even higher probability for the iron butterfly.

What this means is that you should be able to
make at least $1 by risking $1. You can assess
this by simply dividing the distance between
the strikes of just one of the verticals by the
total credit taken in for both verticals. For
example, the iron butterfly we created earlier
(Figure 1) would have a 3-to-1 reward-to-risk
ratio ($3.75 credit, divided by $1.25 risk).

A COUPLE OF FINAL THOUGHTS
Keep in mind that while we have been talking
about trading iron spreads on stocks in a
range, by no means is that “range” limited to a
sideways pattern. As discussed in the sidebar,
there are plenty of opportunities when you
may want to use iron spreads as directional
trades on stocks that are trending up or down.
But no matter what trend the underlying has
taken on, the point is that if you’re able to pre-

dict with high proba-
bility where it will
likely end up at expi-
ration, you can use
iron butterflies and
condors to create
very efficient trades
with extremely high
reward-to-risk ratios.
In fact, this golden
combination of posi-
tive time decay, lim-
ited risk and the
potential for a reward
to risk ratio greater
than 1 to 1 is what
makes the iron
spread strategy so
unique.

and still be in a position
to profit should a some-
what smaller or greater
advance occur.   

If we sold an April
160/165/170 iron butter-
fly for a $3.85 net credit,
a close by AZO between

$161.15 and $168.85 at
April expiration would
result in a profit. This was
consistent with our mod-
estly bullish view of the
stock.And given we saw
the potential for a move
up to the 170 strike, we

believed AZO would
close above the put-
heavy 155 strike, but
below the call-heavy 170
strike at April expiration
expiration (see graph,
right). Believing that AZO
had significantly more

upside potential than
downside risk, we struc-
tured the iron butterfly
with a bullish bias by cen-
tering (selling the body )
at the 165 strike.We
would achieve maximum
profit potential at $165

found the 160-165-170
strikes more appealing
than other combinations
of strikes.  When AZO
closed at $166.38, since
we sold the 165-strike
calls, we were on the
hook for $1.38, so our

net profit was $2.47 (the
$3.85 credit received less
$1.38). Since our risk was
only $1.15 on the trade,
our return investment
was 215%.
Todd Salamone
Schaeffer’s Investment Research

IRON SPREADS ARE IDEAL 
FOR STOCKS TAKING A BREATHER
AFTER A LARGE RUN-UP IN 
PRICE, OR BASING AFTER A SELL-OFF.
SINCE THEY’RE SHORT STRATEGIES,
THEY BENEFIT FROM THE STOCK 
NOT REALLY DOING ANYTHING.

For more on this 
strategy, go to:
sentiment.com/
iron

A Bullish Case for Iron
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FIGURE 1: Bullish price chart of AutoZone (AZO).

FIGURE 2: Open interest graph supporting a bullish case for AZO.

(continued from page 21)
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IN LIGHT OF THE WILD SWINGS WE’VE SEEN 
IN THE LAST TWO YEARS, EQUITY TRADERS HAVE
BEEN LOOKING TO TAKE THEIR TECHNICAL 

SKILLS AND EXPLORE NEW FRONTIERS. 
NOT ONLY MIGHT FOREIGN CURRENCY OPTIONS

BE JUST THE TICKET, BUT PERHAPS THEY'RE 
NOT AS “FOREIGN” AS YOU  THINK. 

Currency Options:
Trading an Old Friend 
in a New World

By Steve Meizinger

he currency markets have experienced significant move-
ment recently. Why should equity options
investors pay attention? The foreign exchange
(FX) market is one of the largest and most liq-
uid financial markets in the world. Whether
you’re running an import/export business,
traveling the globe, or you're just an investor
looking to profit from currency fluctuations,
everyone is affected by foreign exchange.
Though historically dominated by large
financial institutions, the FX market has
evolved into a much more dynamic and
transparent structure that provides retail
investors with direct access through a variety
of trading venues. Individual investors are
continuing to flock to the currency markets to
take advantage of opportunities in market
volatility, as well as alternatives for diversifying
their portfolios.

The importance of the currency market
cannot be overstated. The relative value of a
currency determines our actual buying power.
This is something that we deal with on a daily
basis, whether we’re conscious of it or not. For
instance, how much does a gallon of gas cost in
the United States? As a commodity, the cost of
oil is priced in U.S. dollars (USD) and is based
on global supply and demand. In addition to
supply and demand, the relative value of the
USD also plays a critical role in the price of oil,

ILLUSTRATIONS BY JOE MORSE
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U.S. dollar/Canadian dollar (USD/CAD)
quote of 1.16, which means every $1 USD
converts to $1.16 CAD. This is termed USD
relative—the value of the USD relative to the
CAD. Figure 1 summarizes the rate modifier
for each available pair. 

So, what is a dollar really worth? It’s impor-
tant to understand the underlying trading
instrument prior to implementing any options
transaction. The trading convention (cur-
rency pair) was created to allow investors to
intuitively implement their view of the U.S.
dollar (USD). The pair values are multiplied
by 100 to create ISE pair values; the one
exception is the USD/JPY pair value, which is
not modified at all. Given a USD/CAD (ISE
symbol: CDD) quote of 1.16, ISE would dis-
seminate option quotations based on a 116
CDD value. 

The best way to understand ISE FX Options
is to view them as a U.S. dollar index product.
The structure of these products is based on U.S.
dollar strength. Option investors can employ
the same core trading and hedging strategies
used with stocks, exchange-traded funds
(ETFs), and indexes with ISE FX Options. So,
you can trade calls or puts in a very similar fash-
ion to IBM, or any other equity option that is
available for trading at the ISE. For example, if
you are bullish on the USD, you could buy calls
on any one of the six pairs available. Likewise, if
you’re bearish on the USD, you could simply
buy puts. And unlike spot currency or currency
futures markets, ISE FX Options trades can be
entered directly from your existing equity
options account.

and, ultimately, how much you pay for a gal-
lon of gas. 

How does the FX market structure differ
from the equities market? Investors often con-
sider relative performance between their port-
folio and a given index benchmark, such as
the S&P 500, but the FX market is based on
relative performance between the buying
power for goods and services created by each
currency. As such, the FX market is tasked
with quantifying this relative value in each
local currency. 

Why FX Options?
ISE FX Options® were launched in April 2007
by the International Securities Exchange, an
SEC-regulated exchange, to provide investors
with a low-risk alternative to hedging or spec-
ulating on currency moves. Just as with equity
options, these exchange-listed securities are
centrally cleared by the Options Clearing
Corporation (OCC), which offers increased
transparency and accessibility for investors.
ISE FX Options are also cash-settled in USD,
allowing investors to trade these options with-
out having to hold the underlying currency or
needing to take delivery of another currency
at expiration. Whether you want to trade a
view on the U.S. dollar or you are looking to
hedge against currency exposure, ISE FX
Options provide a unique way to meet your
financial objectives without the open-ended
risk normally associated with trading spot or
futures markets. 

ISE FX Options are very similar to equity
options, with just a few subtle differences.
Let’s look at how the ISE FX Options market
works and how ISE FX Options can comple-
ment your equity options portfolio.

What’s a Dollar Worth?
Unlike equities, FX is traded in currency pairs.
These pair values are created to facilitate the
exchange of one currency for another across
the globe. For example, if you were traveling
from the U.S. to Canada, you would need to
exchange your U.S. dollars for Canadian dol-
lars in order to purchase goods or services in

Canada. ISE FX Options are constructed to
have the USD as the base (or relative) cur-
rency for all six currency options pairs that are
currently available. Spot prices are based on
exchange rates reported by Reuters. Each cur-
rency pair uses a standardized quoting con-
vention of rates with USD as the base
currency (for example, USD/Canadian dol-
lar). The rates are modified, as shown in Fig-
ure 1, so the underlying value reflects a price
level similar to that of a stock or index. Since
the currencies trade in pairs, you might view a

In late May, international
investment guru Marc
Faber told Bloomberg
Television in Hong Kong:
“The U.S. economy will
enter ‘hyperinflation’
approaching the levels in
Zimbabwe because the

Schaeffer’s
Take: The 
Perfect Pair

WHILE GLOBALIZATION HAS 
CREATED SOME AMAZING 
OPPORTUNITIES FOR U.S. INVESTORS,
IT HAS ALSO CREATED SOME 
CHALLENGES. INVESTORS 
SHOULD LOOK TO THE CURRENCY 
MARKETS TO HELP PROTECT 
AND DIVERSIFY THEIR PORTFOLIOS. 
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Federal Reserve will be
reluctant to raise interest
rates.” And according to
the London-based Daily
Mail: “Zimbabwe's dollar
has been rendered
almost completely
worthless after years of
record-breaking hyperin-
flation. In February the
government started pay-
ing soldiers and other
government workers in
U.S. dollars after inflation
hit more than 10 billion
trillion percent.”

If Faber’s predictions
for U.S. inflation turn out
to be anywhere close to
accurate, the implications
for the U.S. dollar will
almost certainly be dire.
And if you agree with

Faber’s view, you might
consider taking a bearish
U.S. dollar position, either
as a hedge to preserve
your capital or as specu-
lation. Foreign currency
(or foreign exchange)
options are a viable tool
for implementing such a
strategy.And if you’re a
trader with a funded
equity options account,
you can trade ISE FX
Options directly out of
that account.

Another attractive
feature of FX Options for
equity options traders is
the modest volatility of
the underlying currency
pairs, which provides
opportunities for
enhanced profits for
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Going Global to Diversify Your Portfolio
So why should investors look to the currency
markets to help protect and diversify their
portfolios? As the trading world has become
more global, the financial markets are adapt-
ing to these trends. Globalization has created
some amazing opportunities for U.S.
investors, but it has also created some chal-
lenges. As U.S. investors continue to invest
in overseas markets, the relative value of the
foreign exchange market is becoming
increasingly important. Why? Anytime you
invest in foreign markets, you are actually
exchanging USD for another currency. If you
choose to sell that foreign investment, you
will likely repatriate the money back to
USD—another foreign exchange transaction
(a reversal of the initial FX transaction). In
essence, as trading opportunities become
more global, foreign exchange trading
becomes more important for investors who
want to monitor their foreign exchange risks. 

ISE FX Options are an excellent way  to
trade the currency markets without having to
hold the actual currencies or get involved
with the leverage required to trade the FX
spot market. ISE FX Options provide
investors with tremendous versatility in
terms of strike prices, expiration months, and
countless trading strategies to choose from.
Not only can equity options traders use their
existing brokerage accounts to implement
their FX Options forecasts, but also, an exist-
ing familiarity with options will make a new
medium like foreign exchange feel less, well,
foreign. 

Finally, ISE FX Options help protect your
portfolio from correlation risk. So whether
you have a compelling analysis of the U.S.
dollar you’d like to try, or you are simply look-
ing to hedge your currency exposure, ISE FX
Options can provide you with a unique way
to meet your financial objectives. 

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

>> Steve Meizinger is Director of Education at the
International Securities Exchange (ISE) and a leading
expert in forex, equity, and index options trading.
/ / / / / / / / / / / / / / / / / / / / / / / / / / / / / / / / / / / / / / / / / / / / / / / / / / / / / / / / / / / / / / / / / / / / /

A Free Lunch? Reducing Your 
Correlation Risk
All options are based on the concept of prob-
abilities and risk versus reward. Trading FX
Options is no different. You might be won-
dering how the ISE FX pairs move in relation
to the S&P 500, your favorite ETF, or spe-
cific equities. The answer to your question is
called correlation, or how one asset class
moves in relation to another. High correla-
tion means a high-percentage movement
from one asset class to another. Negative
correlation is the reverse percentage move-
ment from one asset class to another. For
example, if you own all airline stocks or all
oil stocks, you are subjecting your portfolio
to additional industry-specific risk, thereby
increasing correlation risk. ISE FX Option
pairs have historically lower correlations to
the S&P 500. Some ISE FX pairs even offer
negative correlations, which many investors
are currently seeking to hedge their overall
portfolios. The theory of portfolio diversifi-
cation states that in addition to assets that
seem attractively priced, investors might
want to consider assets that do not increase
overall correlation risk. Diversification
reduces the risk that an entire portfolio will
be diminished by a single investment’s loss.
It is popularly referred to as the “only free
lunch in finance.”

How are FX Options Exercised?
ISE FX Options are European style, meaning
that you cannot exercise the options prior to
expiration. This does not mean that you must
hold them until expiration, however. As with
any other option, you can close out of your
position anytime the ISE market is open. If an
investor chooses to hold an option to expira-
tion instead of closing it out, the option will be
USD cash-settled. For example, assuming the
USD/CAD closes at 116, the expiring CDD
115 calls (the right to buy USD/CAD) would
settle at $1.00 (116–115), or $100 per CDD
call contract. Using CDD puts as an example
of settlement, the 122 puts (the right to sell
USD/CAD) would settle at $6 (122–116) or
$600 per CDD put contract. Of course, not all
options will settle into cash. Those that are
out-of-the-money will expire worthless.

option buyers. For exam-
ple, the ISE Euro FX (EUI)
underlying has been trad-
ing at about half the
volatility of the S&P 500,
which means that EUI
options are about half as
expensive as those on
the S&P.  Assuming you
buy at-the-money S&P
options with five-to-one
leverage and you cor-
rectly identify a 10%
move in the S&P in the
proper time frame, your
profit on an S&P options
trade would be about
50%. But a 10% move in
ISE Euro FX could yield a
100% gain for you in
comparably situated EUI
options. 

While lower historical

volatility can often mean
that opportunities to
realize big moves in the
underlying are limited,
consider that the ISE
Euro FX recently
declined by 10% in less
than six weeks—from
April 20 to June 4, 2009.
Put another way, the U.S.
dollar declined by 10%
compared to the euro
over this relatively short
time frame. Price trends
in the currencies can be
persistent and powerful,
while the pricing of cur-
rency options tends to be
well below that of equi-
ties. That’s quite a power-
ful “pair”!
Bernie Schaeffer
Schaeffer’s Investment Research

FIGURE 1: ISE FX Options are offered on six major currency pairs. The underlying rate of each = Rate x Rate
modifier.

www.schaeffersresearch.com ISSUE No.2 Forex Options 27

USD/AUD Australian Dollar AUX 100 131.80 (1.3180 x 100)

USD/GBD British Pound BPX 100 66.15 (0.6615 x 100)

USD/CAD Canadian Dollar CDD 100 116.70 (1.1670 x 100)

USD/EUR Euro EUI 100 73.62 (0.7362 x 100)

USD/CHF Swiss Franc SFC 100 110.95 (1.1095x100)

USD/JPY Japanese Yen YUK 1 97.48 (97.48 x 1)

Currency Pair
(Convention)

Description ISE FX
Symbol

Rate Modifier ISE Underlying Price Examples

For more forex options
insights from Steve
Meizinger go to:
sentiment.com/fx
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THE RISK OF TRADING FUTURES, OPTIONS AND FOREIGN EXCHANGE CAN BE SUBSTANTIAL. EACH INVESTOR MUST CONSIDER WHETHER THIS IS A SUITABLE INVESTMENT.

FREE 30-DAY BESTTEST SIMULATED TRADING ACCOUNT 

This is an outstanding opportunity for you to test before you trade!  

Practice your skills with a mock $50,000 simulated account before  

taking the plunge with a live account.

E-GUIDE TO FUTURES TRADING

Learn what futures trading is all about. PFGBEST’s E-Guide to Futures  

Trading CD will help increase your knowledge of futures trading to more 

profitably compete in this fast-paced arena. 

FUTURES OR FUTURES OPTIONS BOOKLET 

This is the essential primer for those who are just getting involved  

in futures or options,  or for those who need to brush up on the  

essentials. 

MANAGED FUTURES INVESTMENT KIT

Leave the research up to the professionals. Includes Top Trading Systems  

e-newsletter and a trio of e-brochures geared to answer any questions you 

have regarding managed futures.

PFGBEST WEBINARS 

Whether you’re new to futures, forex and options trading or an old hand, every-

one can benefit from attending one of PFGBEST’s webinars. Just taking away 

one key concept or strategy could lead you to a better trading experience.  

FOREX BASIC BROCHURE

Foreign exchange is the largest market in the world, with volume that far 

exceeds commodities, financial futures and stocks. The Forex Basic Brochure  

is a great introduction to this exciting market!

THE NEW & IMPROVED INVESTOR’S  TOOLKIT

To sign-up for your free Investor’s Toolkit, logon to pfgbest.com/musthavekit

Check out our ongoing trader’s webinars and archives at pfgbest.com/tw
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NE OF THE MOST 
commonly used sentiment indicators, by
equity and option traders alike, is the CBOE
Volatility Index (VIX). More fondly referred
to as the market’s "fear gauge", it is somewhat
akin to a mood ring for the market. It can not
only help traders develop preliminary conclu-
sions about market sentiment overall, but
also assist them in determining what kind of
strategy to use—whether a hedge or simply a
speculative trade. 

There is an old adage among traders:
“When the VIX is high, it’s time to buy. When
the VIX is low, it’s time to go.” The easiest way
to view the VIX is to look at it as a number
that represents the overall expected volatility
of the S&P 500 index. When the VIX meas-
ures high readings (and “high” is very rela-
tive), it indicates overall fear in the market
during bearish and turbulent times. Lower
readings indicate investor complacency—or
even apathy, to some degree—when markets
are bullish.  

Without getting deep into complex formu-
las, essentially, the VIX derives its value by
looking at the implied volatilities of near-term
options on the S&P 500 for the two closest
maturities (with at least one week to expira-
tion). This volatility depends on the volume
of activity in the options on the S&P 500 as
traders increase or unwind their hedges.

There are a couple of things to take note of
when studying VIX readings. First, when the
VIX trades at extremes relative to the market,
it becomes a contrarian indicator of sorts that
can give you clues to the market’s next move.
For example, take the market we saw between
2004 and 2007. Like clockwork, it seemed
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Looking for a VIX-like
reading on your favorite
stock? Type a ticker sym-
bol in the “get quote”
section at the top of
www.Schaeffers
Research.com and six
charts will appear. One
of these charts displays
the historical readings of
the Schaeffer’s Volatility
Index (SVI) for the stock
being queried. By averag-
ing the implied volatili-
ties of short-term
options whose strikes
immediately surround
the stock price, the SVI

indicates the level of
short-term volatility that
the market is expecting
for that stock—just as
the VIX reflects this
volatility level for the
S&P 500. This volatility
expectation is a major
component of options
pricing.  A rising SVI
means option traders
are raising their expecta-
tions for volatility in the
near term for that stock,
which results in higher

option premiums.You
can utilize the SVI graphs
to determine if the
options on a particular
stock are relatively
expensive or cheap,
using past data points for
a reference. More
expensive options
require a bigger move in
the stock to attain your
option profit objectives,
so this should be a factor
in your options trading
decision process. 

FIGURE 1: Between 2004 and 2007, the VIX spiking
near 20 meant a market rally was imminent. Readings
of 10 meant a sell-off was near.
Source: Schaeffer’s Investment Research

Schaeffer’s
Take

The VIX

OPTION TRADERS LOOK TO 
THIS MARKET “FEAR GAUGE” IN 
HOPES OF GLEANING CLUES 
ABOUT THE FUTURE.
>> PHOTOGRAPH BY FREDRIK BRODÉN

that whenever the VIX would
spike to levels near 20, we saw ral-
lies ensue soon afterward (see Fig-
ure 1). Likewise, when the VIX
touched readings of 10, small sell-
offs would occur (even if only for
a short while). 

As market fundamentals
began to shift in early 2007, and
the global credit crisis surfaced,
the S&P 500 continued to rise–
but interestingly, so did the VIX.
When the VIX pierced through
20 in mid-2007, it was an early
clue that the market didn’t like
what it was seeing. While the
markets continued to hold up
through most of the year, traders
were increasing their hedges
going into 2008, and VIX read-
ings continued to rise well above
20—on up into the 30s. We all
know what happened next. 

Aside from mere sentiment, a high VIX
translates into a higher “fear premium” for
other equity options in general—which can
be helpful in assessing what type of option
strategy to put on. During periods when the
VIX is trending higher, you might consider
switching from buying strategies to selling
strategies that take advantage of the higher
fear premiums priced into options—short
vertical spreads, short naked puts, covered
calls, and so on. 

Once you’ve determined the overall mar-
ket volatility per the VIX, it would behoove
you to determine the volatility of the individ-
ual stocks you’re considering trades on. Use
the Schaeffer Volatility Index (see “Schaef-
fer’s Take,” sidebar below) to help you decide
your next move.
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THE FOURTH QUARTER OF

2008 marked five
straight negative quar-
ters for the Dow Jones
Industrial Average, with
this ignominious streak
finally coming to an end
in the first quarter of

2009.    That is only the
sixth time in 100-plus
years the DJIA has had
such a long streak of
futility, and the last time
it occurred was 30 years
ago.  This table summa-
rizes what happened in

the past following those
streaks of five consecu-
tive negative quarters.
The returns are awfully
bullish! In fact, if we
reach the average one-
year return of 43.4%,
that would put the Dow

IdeaLab30 www.schaeffersresearch.comISSUE No.2

ARLY THIS YEAR, 
the market appeared to be in a free fall with
no end in sight. Then in March, a strong
market rally seemed to come out of
nowhere. But two of our favorite indica-
tors—in different time frames—had actually
showed early signs that this consistently
bearish environment was about to change. 

Short-Term Put/Call Buy Ratio
The first indicator is the 50-day put/call buy
ratio of options purchased on the S&P 500
index (SPX). It’s unique in that it’s based on a
feed of “buy to open” data that we at Schaef-

fer’s receive from the Chicago Board Options
Exchange (CBOE), which excludes trades ini-
tiated by option sellers. We’ve found that
option buying on the SPX is predominantly
hedge-related. Therefore, as investors buy
stocks and increase the size of their portfolios,
they purchase SPX put options to guard their
growing long positions against large losses in

the case of a market
decline. This results
in an increase in the
put/call ratio. When
they are selling
stocks, they have less
need to buy put
options as hedges, so
we see a decrease in
the ratio. This runs
counterintuitive to
traditional put/call
ratios that measure
the aggregate of all
put and call buy/sell
activity. Thus, a ris-
ing SPX put/call buy
ratio indicates bullish
accumulation of
shares, while a
declining put/call buy
ratio indicates bear-
ish liquidation of
shares. 

Figure 1 shows the
trend of the SPX
put/call buy ratio
alongside the SPX
index’s daily closing
price. Notice that the
lines seem to trend in
the same direction.

Why? Because a rising put/call buy ratio indi-
cates buyers getting into the market. We
decided that an upward turn in this indicator
might be a sign that the S&P 500 was about to
bottom, too. Still, as with any chart, it’s impor-
tant to be cautious not to mistake a false signal
for a new, real trend.

Higher highs and higher lows are a com-
mon trait of an upward trend (see points A
through D on the chart in Figure 1, above).
Notice that in late January (point A), the
put/call ratio bottomed and momentarily
headed upward—as it had many times before
during the downtrend. It retested this low in

E

TURNING 
TRADITIONAL

MARKET 
R&D ON ITS

HEAD

FIGURE 1:The confirmed uptrend in the S&P 500's put/call buy ratio in March gave
an early signal that the market rally was going to run much farther. 
Source: Schaeffer’s Investment Research

BULLISH
BEAR

THE LONG AND
SHORT OF IT
TWO INDICATORS,
TWO TIME FRAMES—
ONE CONCLUSION

idea #1

F Y I

FIGURE 2: If history repeats, the major RSI crossover the Dow saw in April of this
year could mean the index sees 10,000 by next spring. 
Source: Schaeffer’s Investment Research

above 12,500 by the end
of this year. Not too
shabby! But be cau-
tious—past returns are
not always a good 
predictor of future
results, particularly with
so few data points. 

1-Month 3-Month 6-Month 12-Month

14-month RSI Crosses Back 
Above 30 (8 signals)

-1.15% 0.21% 7.33% 22.82%

Typical Returns 
Since 1901

0.51% 1.56% 3.20% 6.95%

Average Dow Returns

Dow Returns Following 5 Straight Negative Quarters

Occurrences 6 5 5

Average Gain 11.5% 14.1% 43.4%

Percent Positive 67% 60% 100%

Following
Quarter
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mid-February (point B), but this time it once
again turned upward. This was the first sign
we had seen that the put/call ratio was stabi-
lizing, indicating a respite in the selling pres-
sure. We watched closely as the ratio topped
out again and fell to point C in mid-March.
When it turned up from that point (which is
above point B), we had a higher low. Line D
on the chart marks the previous high. Once
the put/call ratio rose above this point, we
had our higher high. This confirmation of the
put/call ratio’s new uptrend marked a great
buy signal relatively early in the ensuing
strong market rally. 

Long Term RSI
Another indicator flashed a buy signal, but
this one had longer-term implications. At the
end of April, Wilder’s Relative Strength Index
(RSI) on a monthly chart for the Dow gave a
buy signal that has been very accurate in the
past at calling long-term bull markets. The
RSI is a technical analysis tool that considers
index gains and losses over the last 14 months;
it is an overbought/oversold oscillator that
ranges between zero and 100. Oversold mar-
kets can be ripe for a major rebound, as they
are often accompanied by an exhaustion of
selling pressure.

When the RSI dips below 30, then the
market is considered oversold. We’ve seen
that an oversold market can stay that way for a
long time, so we wait for the RSI to rise back
above the 30 mark before we call it an official
buy signal. 

Buy signals from this indicator are rare. The
last signal was in 1974, and before that, 1942.
There have only been eight signals for the
Dow since 1900. Figure 2 shows the Dow
returns following a signal; for comparison, it
also shows typical Dow returns. The RSI
crossing above 30 does not show impressive
returns in the short term. However, the longer
you go out in time, the more impressive the
returns become. Twelve months following a
signal, seven out of eight times the market was
positive and the average return was 22.82%. If
that average return is realized again, it would
mean the Dow will be over 10,000 in April of
next year.  

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

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

O YOU KNOW when one of your stock holdings is seeing a sudden influx of call buy-
ing that warns the enthusiasm is getting overdone? Do you know which options are seeing unusu-
ally heavy volume, suggesting some traders think a large move is coming? Do you know how the
big-money players are positioning themselves? 

If you answered "no" to any of these questions, stop whatever you are doing and visit our
newly redesigned Options Center at SchaeffersResearch.com.Your portfolio will thank you for it. 

Options data can be sliced up many different ways, but it takes tremendous resources to
organize and analyze the onslaught of data. That's why we designed our improved Options
Center to help you get the most out of the information that is constantly streaming in from the
options market. And we’ve teamed up with WhatsTrading.com to provide you with additional
fresh intraday data and commentary. This adds to the existing tools and commentary on our
website that tens of thousands of traders have utilized over the years.

Consider the Option Flow table. Updated throughout the day, this filter shows the percent-
age of option volume crossing at the ask price, which suggests the trades may be purchases.
The data is broken down by calls and puts, so you can quickly see how the crowd is betting.

Need trading ideas? Check out the Schaeffer's Daily Option Blog.This is where our team of
analysts scours the market for the most noteworthy option activity. Like you, the big players on
the Street know that options offer not only leverage, but also a way to tailor risk. In-depth
tracking of the option market can reveal the tell-tale paper trail. Every day our analysts are fol-
lowing this trail and marrying the activity to the big picture for you.

For example, a recent blog entry noted a particular put strike had traded more than 3,000
contracts on open interest of only 442 contracts. This indicated that the bulk of activity repre-
sented new positions. Furthermore, it was pointed out that the preference for puts ran
counter to the stock's recent trend. In this case, skepticism was building even though the stock
was moving higher. This is a bullish indicator to us contrarians. 

Of course, this is just a sampling of what you will find in our Options Center—data, com-
mentary, tools, filters, and education. It's all in one place at SchaeffersResearch.com. You can
access all of this simply by clicking on the Options Flow Recap box located front and center on
our homepage, or by clicking the Options Center tab under the Market Centers tab in the
main navigation.

FIGURE 1: Our newly improved Options Center is designed to give you greater
access to real time market information, with better tools for measuring true senti-
ment directly from the option markets. 

THE OPTIONS
CENTER
GET YOUR
ACTIONABLE
OPTION IDEAS IN
REAL TIME—
STRAIGHT UP,
WITH A TWIST.

idea #2

D
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Use the SOIR changes filter to keep an eye
on open interest levels for calls and puts,
and it’s easy to see exactly which direction
options players are moving on a particular
equity. For example, a large increase in call
open interest relative to put open interest
could push a SOIR sharply lower. That
could indicate that expectations are high on
the equity, since investors are speculating

(via call options) that the stock will make a large advance.
Conversely, a sizable increase in put open interest relative
to call open interest could send a SOIR suddenly higher,
suggesting skepticism as investors speculate (via put
options) that the stock will post a significant decline.
For more on this tool, visit Joseph Hargett’s 6/4/09 column, “Schaeffer’s Tool Box.” 
For the tool itself, go to: sentiment.com/tools

DAILY Q&A: 
WHAT IS IMPLIED
VOLATILITY?
What does the mar-
ket think your stock
will do? The action in
the options market is
as close to a crystal
ball as you’ll get. Pay-
ing attention to this
number could speak
volumes about
future moves, big or
small.

—
TEN DAYS TO SUC-
CESSFUL OPTIONS
TRADING
Learn the funda-
mentals of trading
options and dive
deeper into the
concepts that could
make all the differ-
ence—from the
“moneyness” of
options, to special
order types, to 
the importance of 
allocation.
—
To view these videos
and more, go to   
sentiment.com/
videos

MONDAY MORNING OUT-
LOOK: “WAS LAST WEEK THE CALM
BEFORE THE STORM AS WE ENTER
TRIPLE-WITCHING JUNE EXPIRATION
WEEK? THE SPX'S LACK OF HEADWAY
SINCE THE CROSS BACK ABOVE ITS
200-DAY MOVING AVERAGE DOESN'T
COME AS A HUGE SURPRISE, GIVEN
THE STUDY I SHARED WITH YOU LAST
WEEK. OUR RESEARCH INDICATES
THAT THE AVERAGE MOVE AFTER AN
SPX CROSS ABOVE ITS 200-DAY MOV-
ING AVERAGE IS ONLY 0.23% DURING
THE TWO WEEKS FOLLOWING THIS
SIGNAL, AND ONLY 0.25% ONE
MONTH AFTER THE CROSS.”
Listen to the “Monday Morning Outlook” podcast or
subscribe free at www.sentiment.com/mmo

> THE OPTION COACH:
Protective Puts If driv-
ing with insurance is sen-
sible, investing without
insurance is senseless.
Learn how to properly
assess the put protection
you need to insure your
stock or portfolio.

> OPTIONS 101: 
The Significance of
Time Decay Have you
ever bought a call option,
only to watch your stock
go up over time while the
call declines in value? To
beat the clock, it’s critical
to understand time decay.

> SO YOU WANT TO
TRADE OPTIONS?:
Options 5 WaysWith
volatility here to stay,
traders are flocking to
options. Learn how to
speculate on markets,
insure your portfolio, or
simply “rent” your stocks.

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

A DAY IN THE LIFE: Headlines from a typical day on the Trading Floor Blog

> A 107-Point Loss for the Dow Jones Industrial Average
> Advanced Micro Devices Call Volume Escalates Despite a 

Breakdown in Technical Support
> Call Traders Prefer Out-of-the-Money Strikes on DryShips Inc.
> Put Traders Jump on Matrixx Initiatives Inc After Plunge, 

FDA Letter
> Midday Market Check—The Dow Jones Industrial Average

Drops 75 Points

To visit the Trading Floor, go to: 
sentiment.com/blog
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Must Hear
Podcast

MUST SEE
VIDEOCAST

MUST USE 
TOOL

Schaeffer’s
Open
Interest
Ratio
Changes
Filter

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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Nick Perry
The Trading Floor  
Real-time tips that 
put you ahead of 
the curve
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A wise Yogi once said,
“When you get to the
fork in the road, take it.” 

Now that exchange-
traded funds (ETFs) rep-
resent everything under
the sun, paper traders
are donning their com-
modities caps: gold, silver,
energy—even platinum
in Europe. I am way long
on all of them.

Still, with hard assets,
debate rages on about
how to own ’em. Emper-
ors and Hong Kong
tycoons favor platinum
wristbands. The Japanese
accumulate gold and
platinum bars.A friend
one town over has a
basement full of silver
coins and 1,000-ounce
silver bars.

Here’s the curveball:
as commodities of all
stripes shrink in supply,
exploratory miners and
drillers are starting to
look golden.Aside from
options and futures, min-
ing stocks offer life-alter-
ing returns—for good
and bad.

Actual bullion versus
bullion miners? In trou-
bling times, owning “the
physical” and mining
stocks is what an invest-
ment yogi might advise.
At Mr. Berra’s fork in the
road, I present my per-
sonal sentiment indica-
tors.

How high or low?
Premiums levied on
recently minted gold
coins are icing on the
cake. More than 6% indi-
cates brisk retail
demand. More than 10 to
12%: bubble-trouble. See
Kitco.com, Monex.com, and
GoldMoney.com  

Electronic demand.
Central Fund of Canada
(CEF in USA and CEF.A
in Canada) is a 48-year-
old repository for gold
and silver. The shares are
a $2.2 billion closed-end
fund with a premium
above the net asset value
of its vaulted-bullion.At
11% in late May, the pre-
mium has gone as high as
32%. See www.centralfund.
com/Nav%20Form.htm

Bernie (Schaeffer)
sees an Armageddon
trade—absolutely not a
positive sentiment sign.
Investors, he says, are too
eager to pay thick premi-
ums for call options on
the leading gold ETF
(GLD on NYSE). Plus,
folks are opening way,
way out-of-the-money
call options on January
2010 GLD contracts
(strike price $150). See
www.sentiment.
com/Interview.

Market Vane.
The 45-year-old service
rounds up experts’ senti-
ment on investment
classes, including gold
futures. Charting afi-
cionado Ian McAvity of
Deliberations newsletter
tells me he worries when
the bullish consensus
from Market Vane
reaches 90%. It was about
76% of surveyed gold
futures traders in May.
See www.MarketVane.net

Alerts.
Set a Google search
engine alert for terms
“gold standard” and

Pro Pearls

THOM CALANDRA MUSES ON PRECIOUS
METALS, MINING SHARES, AND SENTIMENT
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Schaeffer’s Investment Research
MAIN OFFICE: 513.589.3800
MAIN FAX: 513.589.3810
CUSTOMER SERVICE:
800.327.8833 prompt #2
E-MAIL: service@sir-inc.com
SALES: 800.448.2080 prompt #4

5151 Pfeif fer Road, Suite 250
Cincinnati, OH 45242
www.SchaeffersResearch.com

SENTIMENT is published quarterly by Schaeffer’s Investment Research, Inc. (SIR).  SIR is not a registered investment adviser. SIR relies upon the publishers exclusion from the definition of investment adviser under Section
202(a)(11) of the Investment Advisers Act of 1940 and corresponding state securities laws.  As such, SIR does not offer or provide personalized advice.  We publish information about companies in which we believe our
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“Nixon.” Besides learn-
ing about currencies,
gold, and how President
Nixon abolished the
gold-dollar link, you will
discover what econo-
mists and government
policy makers really
think about currency
issuance and gold. See
www.google.com/alerts

Stockhouse.com
features discussions from
Canada, a country that
hosts thousands of small
and large mining compa-
nies and more geologists
and mineralogists per
capita than any earth
nation. 

Sentiment
Mining companies go
through more money
than perhaps any indus-
try but life sciences. Thus,
they issue shares when-

ever there is bullish sen-
timent. Mr. McAvity, a
Canadian, has been
warning me of “this orgy
of paper issuance” since
at least late 2003. Since
then, physical gold has
outpaced gains in many
mining stocks. Dozens 
of social media outlets
track share placements
among miners. Let your
search engine run free.

/

Thom Calandra
of www.tickertrax.com 
helps his audience find value
in a haystack of investment
choices. Thom co-founded
CBS MarketWatch and 
MarketWatch.com. As the
voice of Thom Calandra's
StockWatch and The 
Calandra Report, Thom
pegged $260-ounce gold as 
a cheap investment in 1999.
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THE VECTORVEST 
APPROACH TO 
INVESTING.

The high profit, safety-oriented, investment tool that gives clear Buy, Sell and 

Hold recommendations on more than 13,500 stocks every day. Try it for yourself. 

A five week trial is just $9.95. 1-888-658-7638 www.vectorvest.com/Sentiment

VectorVest®

BEFORE YOU INVEST, CHECK VECTORVEST.
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FX OPTIONS TRADE ALERTS
Get Complimentary Options Trading 
Ideas on the Major Currencies 

USD/EUR EUI
USD/JPY YUK
USD/GBP BPX
USD/CHF SFC
USD/CAD CDD
USD/AUD AUX

Convention ISE Symbol

Learn more about FX Options. View exchange rates, options 

quotes, educational articles, and weekly webinars and podcasts. 

www.ise.com/fx-sentiment 
ISE FX OptionsTM, Trade SmarterTM, the ISE globe logo, International Securities Exchange® and ISE are trademarks of the International Securities Exchange, LLC. Options involve risk and are not 

suitable for all investors. Prior to buying or selling an option, a person must receive a copy of Characteristics and Risk of Standardized Options. Copies of the document may be obtained 

from your broker or from the International Securities Exchange by calling (212) 943-2400 or by writing the Exchange at 60 Broad Street, New York, NY 10004. © 2009, International Securities 

Exchange, LLC. All rights reserved.

 
 

 

 
 

 

 
 

 

 
 

 

 
 

 

 
 

 

 
 

 

 
 

 

 
 

 

 
 

 

 
 

 

 
 

 

 
 

 

 
 

 

 
 

 

 
 

 

 
 

 

 
 

 

 
 

 

 
 

 

 
 

 

 
 

 

 
 

 

 
 

 

 
 

 

 
 

 

 
 

 

 
 

 

 
 

 

 
 

 

 
 

 

 
 

 

 
 

 

 
 

 

 
 

 

 
 

 

 
 

 

 
 

 

 
 

 

 
 

 

 
 

 

 
 

 

 
 

 

 
 

 

 
 

 

 
 

 

 
 

 

 
 

 

We proudly print this magazine entirely on Forest 
Stewardship Council certified paper, which 
contains fiber from well-managed and responsibly 
harvested forests that meet strict environmental 
and socioeconomic standards.
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Cincinnati, OH  45242
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