TSP Trader Technical Report: 22-Feb-13
All of these charts are provided for informational purposes

 only and are not meant to predict future market behavior. 

The Options Expiration Friday Pattern for 2005-2011

 Using the TSP Trader $US Dollar Model: Part Two-2007

Tom’s Daily Comments (1) discussed a second market mystery. It is much like the typical mystery novel. Instead of a who-done-it, it is more of a what-does-it, which logically leads to why-does-it-(happen)? This report uses the TSP Trader $US Dollar model to investigate Tom’s other market mystery. 

(1) 18-Jun-2012
This second investigation is “What if anything could have caused the post-expirations week market reversal of the pre-Options Expiration action for nine consecutive years”. This report will use the Options Expiration Friday data from all six years. It is the last set of reports in the series of eight. This eighth set of reports presents the findings in graphical format for each year. This report is for 2007. The seventh and eighth set of reports covers the same material. The different formats are used solely to enhance comprehension. The recommended reading is the 2009 TekReport as new terminology (jargon) was defined. All of these charts are provided for informational purposes only and are not meant to predict future market behavior. 

A typical Options Expiration pattern Tom identified is shown below with the parts labeled (blue boxes).
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In Part One, the TSP Trader $US Dollar model justified the above colored circles and lines are the expected result of the changes in the value and market direction of the US dollar and the S&P 500 Index. The $US Dollar model did this by comparing the daily value and market direction of the US dollar (NYBOT: DX) to the value and direction of the S&P 500 Index. Percentages were used to equalize the changes in the price of NYBOT: DX and the S&P 500 Index. All of these charts are provided for informational purposes only and are not meant to predict future market behavior. 

 It is always easier to compare long-term market trends by breaking them into smaller pieces. The individual pieces can then be more easily compared. The expectation is if the model is good, most, but not all of the pieces will yield valid comparisons. No model is perfect. If most of the pieces compare well, then the few that do not are assumed affected by background noise. So, the question becomes, “What is the best way to break the overall pattern into smaller pieces?” It takes four steps. 

Step One: Dates are chosen for each part of the Options Expiration Friday pattern. This has been done for a typical year and is shown below. 

	Typical Options Expiration Friday Pattern
	Date 

	Three Weeks Before Options Expiration 
	01-Jun-XX

	Options Expiration Friday
	20-Jun-XX

	One Month After Options Expiration 
	20-Jul-XX


The next three rules for the TSP Trader $US Dollar model and the Summary are defined.

Procedural Disclaimer: These OEF reports use “lookahead”.

Investigation of the Options Expiration Friday pattern:

A typical technical market analysis designation is Options Expiration Friday. The $US Dollar model has no rules referencing specific technical analysis designations, patterns or structures. The use of the $US Dollar model starts on an arbitrary day—in this case the first day of June (01-Jun-XX), continues through Options Expiration Friday (20-Jun-XX), and comes to an arbitrarily end a month later (20-Jul-XX). Knowing if the market is following the $US Dollar model gives the gambler information on the level of market risk during any period of interest.

In the previous six reports in this series (Part One), the one-month period after OEF was analyzed using the TSP Trader $US Dollar model. For this eighth set of reports (Part Two-2013), the three weeks before OEF was modeled using the same methodology. Some commonalities emerged when the $US Dollar model was uniformly applied to each year. All of these charts are provided for informational purposes only and are not meant to predict future market behavior. 

The primary difference between the tabular and graphical approaches (7th and 8th reports) is this report uses the Strength—Weakness chart to organize the data. Tom presented six historical charts showing Options Expiration Friday occurring in late June for 2005, 2007, 2008, 2009, 2010 and 2011. Interestingly enough, each yearly data set fit nicely into one of the quadrants. None required an adjacent quadrant. There was no OEF June data set for the NE quadrant where most gaining trades historically take place. The relevancy to modeling of that observation will be apparent when thirty years of June OEF data has been analyzed. All eight reports are based on six years of OEF June instances—a good starting place. 

Part 1: The 7th and 8th report are based on the results of the first six OEF reports in Part One. Tom’s question was  “What if anything could have caused the post-expirations week market reversal of the pre-Options Expiration action for nine consecutive years”. The conclusions taken from the 7th report answered that question. They are unchanged in this 8th set of reports.  

· Tom’s observation of the market switching direction on OEF is clearly valid for all  six OEF June instances. 

· The reason behind the market switching direction at OEF was the direction of the US dollar in the commodities market reversed no later than the following Thursday’s open (3 days after OEF).

	Year
	EOF

 Date
	Date the

 “Before Red Arrow”

 Ended
	Lag Time

(Days)

	2005
	17-Jun-05
	22-Jun-05
	3

	2007
	15-Jun-07
	18-Jun-07
	1

	2008
	20-Jun-08
	23-Jun-08
	1

	2009
	19-Jun-09
	19-Jun-09
	0

	2010
	18-Jun-10
	23-Jun-10
	3

	2011
	17-Jun-11
	21-Jun-11
	2

	 
	 
	Average:
	1.7


Part 2:  What follows is a demonstration of the graphical investigation used for the $US Dollar model. A graphical investigation initiates all TSP Trader gambling investigations. If deemed fruitful, a relevant physics, chemistry or electrical concept is developed. Then comes the math. The mathematical underpinning of the $US Dollar model is TSP Trader Strength—Weakness chart (Part I, Part II).   

Four charts are presented below for 2007. The underlying chart for three of them is the Strength—Weakness chart (Part I, Part II). The red dots are NYBOT: DX data points for the Cartesian coordinates: (Loss—Gain, Strength—Weakness). The blue line is a chronological connection from one red dot to the next. In the $US Dollar model, if the red arrow is going left to right, it means the US dollar is typically gaining in value (:===>>>). When the red arrow in the model is going from right to left, the US dollar is typically decreasing in value (<<<===:).

In the SE and SW quadrants of a Strength—Weakness chart, downward movement of the red dots and blue line means increased dollar Weakness. Upward movement means a decrease in dollar Weakness. The dollar’s Weakness is quantified with a negative scale axis. There is no Strength in the SE and SW quadrants, only Weakness.

Part 3: Tom mentioned the first week after Options Expiration Friday was important in technical market analysis. The six annual US dollar Strength—Weakness charts show he was correct. In every case, the direction of the US dollar market changed during the week following OEF. 

2007 Strength—Weakness charts: In the chart below, the black line starts at the green diamond and goes from red dot to red dot until the red diamond is reached. The black line has a horizontal (Loss—Gain) direction. The blue star is Options Expiration Friday (OEF). 
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The above chart starts on 06-Jun-07 (green diamond) and goes to 16-Jun-07. The right pointing red arrow means the US dollar outperformed the S&P 500 Index from 06-Jun-07 to 18-Jun-07: US dollar @ +1.00%, S&P 500 Index @ +0.90%. The green arrow illustrates the change in US dollar direction that occurred in the commodities market by Tuesday’s open (table above). The left pointing red arrow means the S&P 500 Index outperformed the US dollar from 18-Jun-07 to 16-Jul-07: S&P 500 Index @ +1.21%, US dollar @ -2.66%.
In the chart below, the blue line piece for each red arrow is enclosed in a separate outlined black box or shape. The “OEF Corner” is when the direction of the US dollar reversed in the commodities market. In this case, it was on the first day following OEF (first red dot is just barely visible).

· A black outlined box means the model was followed.
· A blue outlined box means the model was not followed. 

· A green box means the S&P 500 Index increased.

· A purple box means the S&P 500 Index decreased.  

(CONTINUED ON NEXT PAGE)
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The chart below shows all red arrows through July starting with the “before red arrow”. The blue line piece for each red arrow is enclosed in a separate outlined black box or shape. The blue star is Options Expiration Friday
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The Strength—Weakness chart above and trend chart below show the same % S&P 500 Index and % US dollar (% NYBOT: DX) information from 06-Jun-07 to 16-Jul-07. The green box is the same as the after red arrow. The only difference between the two is the graphical format (vector vs. scalar).

(CONTINUED ON NEXT PAGE)
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The above three Parts were an in-depth exposition of using the TSP Trader $US Dollar model on OEF for 2007. No conclusion or summary is required under that format. Future reports will use the above outline for describing the application of the $US Dollar model to Options Expiration Friday for 2008, 2009, 2010 and 2011. Future reports will have only minor changes related to the different years. All of these charts are provided for informational purposes only and are not meant to predict future market behavior. 

Disclaimer:

(Reading carefully at least once is recommended, as is the case with all small print one regularly encounters).  

All information is provided "as is" for informational purposes only and is not intended for trading purposes or advice. TSP Talk.com and Trader Fred are not liable for any informational errors, incompleteness, or delays, or for any actions, you take in reliance on the information contained herein. The user of the information contained in the TSP Talk.com and Trader Fred sites assumes the entire risk of any use made of the information and data. None of the information on TSP Talk.com and Trader Fred sites is a recommendation to buy or sell any TSP fund or the endorsement of any particular trading strategy. The information on the TSP Talk.com and Trader Fred sites is not intended to constitute investment advice or be a recommendation to make or not make any investment decision. None of the information the TSP Talk.com and Trader Fred sites should be used for trading purposes at any time under any circumstances. 

There are no assurances any TSP fund will achieve its objectives and/or strategy. Historical data and back testing behavior or future individual retirement account gains or losses. All TSP Funds involve investment risks, including the possible loss of the principal amount invested. There are no guarantees in the stock or bond market. TSP Talk.com and Trader Fred do not imply guarantees or assurances of future market or TSP Fund performance in their daily updates. 

TSP Talk.com or Trader Fred will have no liability to any person or group for any damages with respect to your use or misuse of the information on the TSP Talk.com or Trader Fred sites. You agree to hold harmless TSP Talk.com and Trader Fred from any and all (1) claims, (2) costs, (3) damages, (4) economic losses, (5) expenses, (6) liabilities, (7) losses,  (8) lost profits,  (9) lost revenues and (10) similar. Further, you agree to promptly pay without further litigation 100 percent of all reasonable attorney and expert fees. You agree to defend and indemnify TSP Talk.com or Trader Fred for the foregoing items (1) to (10) at your own expense whether (1) consequential, (2) direct, (3) incidental, (4) indirect, (5) punitive, (6) special, and/or if you have received (7) prior notification and/or online advisement, such as this Disclaimer, of the possibility for such damages. And finally, you shall not assist by any means any third party in order to legally avoid the foregoing items: (1) to (10) and (1) to (7). By accessing the TSP Talk.com and/or Trader Fred sites, you agree not to redistribute the information found on them. Your membership payments to TSP Talk.com are the automatic and voluntary monetary proof of your complete agreement with, to and for all the terms stated in this Disclaimer.   
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