Options Trap
(avoided by Murrey Math Lines)

Options traders want to leverage out, their "profit potential," by an exponent of "10" times, beyond what they could have made, if they had owned the option, instead of the stock, during the very same time period, when their stock, is experiencing volatility.

Most "buy and hold" traders don't see the worth of options, for they have a long life, and good sense, and stable stocks to prove them right over the long haul, if they just hold on, long enough.

We know that the stock market moves up, 67 % of the time.
And we also know that the market is only 30 big, safe, slow moving stocks, that big fonds, buy, to hide in, so they will look good, because the other stocks in their portfolio, are drifting sideways, or felling, in price.

We also know, that a rock will fell fester, (124 mph) than it can be thrown up, into the sky.

We also know, that for certain reasons, we choose net to sell a stock, or it is in our I.R.A., or your cost is so low, that you would have to pay enormous capital gains, that selling it is prohibitive, under our current tax laws, or your broker charges you so much, that you have to give him a higher percentage, than you would make, or you bought less than 1,000 share lots, which is not cost effective to trade, in the markets, or you can't make a sell transfer.

But every 30 days, or it is in a trust, and you are obligated, to hold on to it, and enjoy the dividends, but you aren't at liberty, to sell it, or you just heard a hot tip, from a friend, and you just want to gamble a few bucks, or you got some inside information, from a board member, of a local corporation, that their earnings, shall be better, than last quarter, then you need, if you fall into one of these categories, need to understand the true value of options.

Leverage Advantage (may be 10 to 1)

I have a relative, a cousin, who works for a large corporation, that sells shoes, and clothes, and she has

been there for 30 years, and she continues to buy their stock, every month, loyally, and believes in what they are trying to do, and that is to "give the boot," to everyone, that is for a price, you might say.

Her stock, was recently, as last year, was up at $11.00, when I told her to buy a "put" to protect herself against its falling to lower levels, since she was so in love with it, that she couldn't make a rational judgment, since she was walking around with her Company's pride on her smile, and their product, on her feet.

But, she had always bought local stocks, since she feel that one should always buy stocks, that you know are good and stable, and you know the management, who shall have your best interests at heart, when they deal, in the business, they do.
I asked her to consider buying a "put" when it topped out, but my advice, just fell on deaf ears. She told me, that she had heard, from the secretary down the hall, that they were getting orders from haly, (you know who owns the shoe business), and that their sales would increase, from exports, and that would offset the import sales, of lower priced shoes, from Italy, so the stock, would reverse, and rise, as soon as this news hit the papers, within the next 10 days.

The Mutual Fund managers call every day, and wanted to know how sales were going, and the secretary, who told my cousin the good news, heard her boss, tell the Mutual Fund managers, the very same thing, and two days later, the stock was down 75 cents.

Well, we could go on forever, about how this stock moved each day, on news, this past year, but now, after a fell, all the way down to $ 1.50, from a high of $ 11.00, my cousin, finally came to me, and asked me, if there had been some way, that she could have protected herself, against her stock losing so much value.

Especially when she knew, in her heart, that it was a good stock, and that it would come back, just as it did, when it had fallen from $ 32.00 back in the 1960's to $ 1.50, and she had just gone to work there, and she was just out of high school, and just a secretary, and her boss, who was much older, and wiser, told her to "buy

and hold" long term, because every year that 1 nation is civilized, means 100,00 more shoe sales for this company.

She heard the reports of how many plants they had opened, and how many shoe stores, had in so many shopping centers, around the country, and she kept buying more stock, although, the U.S. Congress kept lowering the excise tariff taxes, on foreign goods, which shoes fidl into, and since 70 % of Americans are just "ordinary folk" she figured that "loyal American Women" would continue to "buy American," which meant her company's shoes.
She had miscalculated her female friends. Women own, an average of 30 pairs of shoes, (1/100) of Mrs. Marcos, from the Philippines, so they had to buy "cheap" and trendy, which meant italian shoes.

But, since my cousin, had no attachment to other local stocks, she called me last October,'94, and asked me how she could protect herself against one of her favorite stocks Columbia - H.C.A., which she had also owned since it had opened.

Look at chart # 108. Columbia - H.C.A. She first asked me if it was going down soon, when it dipped below its Sept'94, high of 43. 3/4, back down to 42.

l/4,(see#l.).
I asked her two questions:
1) What is the current interest rate, on the 10 year T Bond, as of October,'94 ?
2) 
3) how much debt to cash flow, do you think they are carrying forward, and are they in any kind of merger, or "buy out ?"
She laughed and said, "Everyone in this city knows that they are in a "buy out" and that the "Hillary Clinton Health Care Scare" bas every kind of medical - related stock jittery."
"But I never thought to consider the current direction, of the bond market, and its relationship to a company's debt." She waited for my reply.

Look at chart # 130. tl.S. 10 Year T Bond Market. I faxed her a copy of this chart, when the interest rates

were setting just above 7. %. And the stock was on a high, up at 43. 3/4, which was a 50 % line, between 37.50 and 50.00, which is a major 50 % Line, between zero and 100.00.

Look at chart # 108. Columbia - H.C.A. I also faxed her a copy of this chart, when it had fallen down to (1) on an intraday trading basis, when it touched 42. 1/4, then it reversed that day, and closed back up at 43. 1/4. (this is when she called).
She looked at both charts, and decided, that if, the interest rates went up, from 7.%, and this stock was already on a high, then it would reverse, and fall back for support, for it had to go down, if the interest rates moved up faster than they could do business, and either pay down their loans, or call in loans, and issue new ones, (which you do only in falling interest rates conditions, which, currently, is not the case).

So her assumption was, since she had no loyalty to this stock, was to ask the obvious question, "what is an option, and how much additional leverage do I get, versus the risk, of losing what I invest, against just holding on to the stock, and going to work each day, and praying that it will go back up, since it always had, in the past, so I just guess it would go up one more time.
Before I answered her questions called a local broker and asked him the current price of a 40.00 Jan.'95, "put."

He said that 1 contract was currently priced at 1. 3/8, (that is $ 138.00 per 100 shares), so one should always buy options in 1,000 share lots, her cost per share would be $ 1,380.00, per 1,000 shares.

I called her and told her that, since she owned 10,000 shares, she should invest $ 2,760.00 for a "put option" to exercise 2,000 shares, at its current price, as of January,'95.

She thought about it, and then asked me, "what would happen, if it didn't go down, but reversed, and went up to $ 50.00, instead of going down, in reverse, to the inverse direction of the interest rates?"

I asked her if she could multiply 7 x 10,000 ?

She replied "$ 70,000.00 !"

I asked her if she would invest $ 2,760.00 to make $ 70,000.00 ?

"Every day of the week, if I had a guarantee," she yelled back through the phone.

Then I said, "well what if it goes nowhere for the next 3 months, would pay $ 2,760.00 to make it stay at the same level, and not go back down to its old low of 34.
1/2 ?"

She hedged her answer, and said, "well maybe if it is not going to fall, Fil just do nothing, because, the tirae it fell $ 10.00, it came back six months later, so I really haven't lost anything yet, but time, and I had plenty of that!"

I asked her how old she was, and she said, reluctantly, "54 years young !"

"Did you know that you may die 5, or 10 years from now, than it is likely, that you will die 20 years from now, which would have been how long you would have to wait, using your trading philosophy, back in 1929, when the U.S. and England, ran out of customers, and the world went into a world depression, for the same problem we are in today.

Which is poor fiscal policy, high national debts, high exports, low bond market values, and a weak currency, and add to that, that the asset value, behind all the outstanding long term debt, can't be paid off, if it was to be called in, on an increasing rate, to bring up balance sheets," I waited for her reply.

That's just a scare tactic to get me to protect myself against some global catastrophic, when l'm just a smalltime trader, trying to protect my stock investment, against it falling too far." She breathed a sigh of relief.

I said, "you will never know how to play "options" for you never sell with a profit, so if you won't sell one stock, you surely won't protect yourself, for when I mentioned the fact that you could make $70,000.00, if it runs up to 50.00," I sighed and knew that I had lost another "buy and hold" trader to a lifetime of prayer, and false hope.

She was willing to lose 50 %, or $ 21,000.00, if it went down, but she wasn't willing to buy an insurance policy, to protect herself, for the next 3 months. (common sense says that if a stock won't go down, for 3 months, then it bas to move up, for it has nowhere else to go; no matter what interest rates do).
We talked about her children, who were in college, and she said that this stock, was intended, to make sure that they were able to make it 4 years of college.

I asked her what would happen if her stock fell back to $ 23.00" She was still up at $ 50.00, per share, in her mind, so I had lost her: it was too late.

Look what happened to (COL) ! It fell all the way back down to 34. 1/2, when the interest rates ran up to 8.15

(I forgot to tell her, at the time, since she didn't really want to know anymore, about what anyone thought about this stock, but out of some 4,000 stocks on the N.Y.S.E., it was one of the top 10 shorted stocks, by more than 10,000,000 shares against it, every time it went up.

You guessed it ! It fell back down from 43. 3/4, to 34. 1/2, which was a loss of 9.00 points, or $90,000. just as the law of nature would have it, she didn't call me for three reasons:

1) people only call to brag on stocks that go up,
2) people get sick, for days, when a stock tanks.
3) she knew just enough to know that she could have
made money, off a "put option" although it she still
didn't understand them.
4) 
(she didn't understand that the only reason you "gamble" on the stock market, is that is just that).

Finally the obvious answer: the "put option" increased in value, from $ 1. 3/8 to $ 20.00.

That's right. She would have made $ 40,000.00 in the same amount of time that she lost $ 90,000,00.

She could have paid for a cheap insurance policy, but since I was her cousin, and a mathematician, who doesn't wear a suit and tie, and don't work on 4th and Church, and have one of the "top 5" on my letter head, or she had already conditioned herself this way, for 30 years, that she enjoyed the mental anguish and indecision, as much as she did, the fact that she wanted to protect her two children, to grow up, to learn from her, how to "buy and hold" and not buy an insurance policy, against your investment, so they too, could lose $ 90,000.00, when they met this same trading dilemma, later in life for them, so, me more things change, the more they stay the same.

Isn't it ironic, and funny, that the Japanese had the same problem with me bucolic rice farmers, who couldn't read or write, and who, had it written into their constitution, that if, a farmer passee on his farm to a direct descendant, he would perpetually, be able to farm his land, at the very same, low tax rates, that he had always paid, even if a 50 story office complex, existed, just 1 mile away, so Mlineshia Homma, devised an intra day, charting scheme, that called each day's activity a candlestick, and drew each day's activity, to have a body, and a wick, at me top, and the bottom, so that these pure fundamentalists, (farmers), who believe that it will rain enough, next year, for their basic philosophy, to be fulfilled, only if they lived just long enough to ont guess the rain clouds.
He recognized, and charted, over 700 different Japanese Candlesticks, that would signal us changes in me moving momentum, as the price of rice fluctuated, against the rains, and supply and demand: they were smarter than us, when signers of the Declaration of Independence, were trying to eut down trees, to ploy up the virgin soil, so they could plant 'tobacci" so they could swap it for slaves or mm.

One of his easiest candlesticks to recognize, and trade against, or with, on major highs or lows, and that is the "rickshaw" "doji."

Look at the bold black stick at the high and low, for this stock, (the same signal at me high = "sell" and the same daily activity signal = buy on the low)

Mlineshia Homma really used only 64 different candies, to trade his rice futures, on a daily basis.

He was confronted, each day, by fundamentalist, rice farmers, who were loyal, and faithful, to the winds, and whims, of the rains, off the ocean, as they swirled toward Seattle, Washington, some weeks later, so they (the farmers) just as my cousin, needed more than the conversation, of a young man, who did nothing more than just look at what was going on, and recognized the obvious, long enough times, to see it as a law of nature. I have marked it on the top, and bottom of this chart. That one candlestick, on its high, on this stock, was worth $20,000. profit, whether or not you owned this stock. Plus, this stock got the very same "buy signal" on its low, so you would have closed out your "put option" and bought a "call option" that meant you wanted it to move up, and it did, and this time, you made only $ 12,000, since stocks will always, want to take a profit, on the way up, and sell ofis tend to want to fall vertically.

My cousin didn't do either trade, just as those Japanese farmers refused to buy insurance against, the unknown winds, or rains, so they just passed on their ability to work hard, and lean over, and place rice plants, into the terraced paddies, and taught their sons, to procreate more sons, and to have small beautifully cultured daughters, whose mothers, would bind their small daughter's feet, and waists, to assist them, to look petite, and hopefully, they either sell them, or marry them off to businessmen, who must already know how to trade "puts" or "calls" since they are marrying into a farmer's family, and taking a wife, without knowing any more about her, than my cousin knows about the trading momentum of her stocks.

Now let's get down to the mathematical reasons why, and how, one may guess correctly, the direction of their stock, but, they don't ever know why or how, they either made or lost money, from their option position.

Premise:

a) this stock is trading at 43.75 a fall, so we purchase a "put option,"
c)	we should either: 

1) purchase a 45, "put" which is in the money, and would cost additional premium, based on the time out ahead, before it expires, and how much deeper, it is (into the money): which means, if you are trading down at 43.75, which is 1.25 points, into the money, which means that you must pay the time premium, which is whatever you must pay to gamble against a future fall in price, 

or 2) purchase a 40 "put option" that is down -3.75 out of the money, which is trading at a lower price, than the in the money option, since we need to get somewhere, into the future, and the it is 3.75 above it, so it costs less, to purchase, 

or, 3) we could purchase a 35 put option, that will probably cost us less than the 40 put option, for it is 5 more points ont of the money, but you have less, of a chance, that it will ever get back down to 35,

d) or we could just go to work, then go home and feed your family, and say your prayers, and pray that your stock moves up, but any "deity" is also listening, to the prayers of the wives of those 10,000,000 "short sellers" who wanted their husbands to drive this stock back down, so they could go shopping, and their husbands could go out and buy a "Harley Davidson" or new fishing' boat, for no more effort, than to put up $ 2,760, to gamble on making $ 40.000.

We must introduce Murrey Math Lines into the equation:

1) 100.0 divided by 8 = 12.50,
2) then we multiply 12.5 x 4 = 50.00.

3) and then we subtract 12.50 from 50.00 = 37.50.

4) then we divide 12.50 x 8 = 1.5625,

5) now, we know that all stocks want to reverse at the 25, 50, and 75 % Lines, within the difference of the low of 37.50 and 50.00, which is 40.62 (25%), or 43.75 (50%), or 46. 7/8 (75%), which just happens to be exactly where it stalled out, on the upside move, off its last low,

6) so we know that it will want to reverse, when it gets down to 40. 5/8 th, so we must make a big decision right here,

7) do we want to buy a put option, in the money, up at 45.00, and pay more premium, or do we buy a 40.00 put, when we know that it will want to reverse, above where we have our put set down 5/8 ths below our strike price, then we must have it move down below 40.00, and into the money, or even further below 40.00 to even make a profit, from entering this short position,

8) but you must realize, here right now, that if a stock moves down, fast, on a vertical fall, to our strike price, and then below it, it will make you a tremendous profit, for one simple reason, and that is common sense says: if a stock falls to your strike price, and below, in 10 % of the time left in your option, you must expect to make a profit of at least 100, 200 or 300%, for your efforts, so do you sell it before it gets to 40. 5/8 ths, or wait until it gets down to 40. 5/8 th (25%) Line ?

Look at (3), on the chart, and you will see that it finished the day, right on the (2/8ths) Line, and then the next day, and the next day, it gapped up, and then closed the day below the Line, and the next day, at (4), it formed a "morning star" and reversed right on a (minor 50 % Line), after a 32% (- 2 1/2 ths) loss off a high of 43.3/4?

(look at Quick Reference Sheet % Runs) where I have already told you what the odds were that it would reverse, after a $ 3.90 fall, (-32%) or -2.5/8ths, which were between 80 and 85 %, and it reversed right on the Line, on a "morning star," and that was right on our strike price, so common sense tells us to sell, which we did, and it ran back up to 42.125, (3/8ths), at (5), then it stalled on the Line, with a "spinning top," so we shorted the market again, with another "put option" option, which again was a 40 put, and again, we made money, for it went down and stalled at (7) and it formed another small "rickshaw" "doji" so we closed it out again, and waited for k to go back up, which it did.

Then it reversed at (8) with another "rickshaw" "doji" and we purchased another put, and it fell back down to (9) which was the 1/8 th Line, and it formed a "morning star" but this time it couldn't reverse, this 4th time up, simply because it was always forming lower highs, each time it went up.

Common sense is more proof than "praying" for it to reverse, for the stock "deity" did answer their prayers 4 times in a row, so my cousin could get out, but she either, didn't hear the answer, or didn't believe in prayer, for she kept in her stock, although it kept on falling, till it stopped again on a (l/8th) Line, at (10), down at 35.875 then it got prayed back up to the 37. 1/2, and closed just 39 cents above the line, and the next day it tanked hard and fast at (10A), with a dual "tweeter top" and it tanked hard.

Then at (12) it reversed on the same "rickshaw" "doji" that had signaled its fall, back up on its high.

We have finally made it down to where, if she had just bought the put and gone to sleep, at night, with or without her prayers, or trading her option, off my predetermined Murrey Math Lines, she would have still made more than 700 %, but just think what she would have made if she had just kept her stock, and traded the option, the 7 times it reversed, on its way down to its final low at 34. 3/8 ths in December,'94.

Look back to chart # 130. U.S. 10 Year T Bond.

[image: ]

It shows that the interest rates reversed off a high of 8.1 %, and this stock reversed inversely, the very same day the interest rates stalled out.

There now, we see that fundamentals don't work, or traders don't watch the price action direction, of the interest rates, as they affected this stock, or my cousin couldn't accept the fact that her prayers were only good enough for a 3 point reverse, in her stock, or no one wanted to read a newspaper, and find out how many "short sellers" were working this stock lower, every time it moved up, or more simply, they failed to read the Murrey Math Trading System, or just look at Quick Reference Sheet % Runs and they would have already seen the answer setting there, waiting to be traded with or against, depending upon the direction, of your stock.

Well, my cousin could have made almost 20 times her money, which to me is almost 720 % profit in just 3 months.
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