
 
 
 “The OEX (S and P 100 index) trading that I teach is that really you are not playing whether the 

market moves up or not, you are really looking at the normal ebb and flow of the market, the 
fact that the market breathes.  So I am using a method to identify whether the market is 

at the end of inhalation or exhalation and use the option or stock that will move 
enough with the inhalation and exhalation to take advantage of it to make a profit.  It 

really doesn't matter if the market is in an up trend, down trend or sideways trend.  Traders 
typically never really trade the trend, and are trading contrarian, and it’s why most lose.  We are 

not.  We are just making money on the respirations of the market, no matter what the overall 
direction.”This may actually seem contrarian 

                                                    Floyd at www.oexoptions.com                                                                         
www.bluechipoptions.com 

 
 
 
 
 
 
What Really Happens to “Joe the Trader” (and what to do about it) 
 
 
 
When traders enter a market here’s what they do: 
 

1. Buy after S/R is breached 
  Your entry orders are placed above or below a S/R and you are asking the market  
  to prove you right before entering.  This is “buying” a signal at a discount to prior  
  day close. 
  This works best when there is either a trend, or in “whipsaw” uncertainty. 
 
  How to Trade: 

a.  Identify the bias 
b. Identify the S/R you want to  “breach” 
c. Put the buy order in at a price outside of the range  
d. Watch the S/R on the reverse of your trade and consider a stop loss at the 

reversing S/R line.  Watch the highs and lows of the competing S/R level, or 
the 5 day moving average, and place your stop loss orders just outside this 
range. 

 



2. Buy after S/R has been proven to hold 
a. This occurs when the trend is clearly established. 
b. When the market honors the resistance, traders here actually buy into the 

trend, and look for tighter profits as the range becomes more extended, and 
close to reversal.  It is both higher risk, and with less reward, and is often 
how most traders actually invest…why 80% lose. 

 
3. Buy before anticipating S/R holding, or not 

a. Identify the bias and place entry to the trend, best at just above/below the 5‐
day moving average of the index.  You are anticipating the trend to continue. 

b. If the resistance then is breached, buy again below the support line of the 
direction that is being breached. 

c. Have reversal stop loss above or below the range of the 5 day moving 
average 

 
4. Anticipate Support/Resistance 

This limits risk exposure.  The goal is to buy the index as close to the first Support or 
Resistance line as possible, anticipating the struggle at the line, and the slight 
reversal. 

  With this technique you are buying against the trend, anticipating reversal. 
a. Enter the market close to Support or Resistance, and immediately have your 

sell orders in place for a tight reversal to the S or R line. 
b. Set tight stop loss mentally if the market continues to trend to the bias, and 

beyond the specific S or R line. 
c. A reversal of this technique is to “buy the trend” as the index approaches the 

first S or R line, sell at the second, and have a stop loss at the first S or R line 
reversing. 

d. To enter a trade: 
1. Entry above/below 5 day moving average for call/put 
2. Average closing price for last 3 days, divide by 3, and buy only at this 

price or below. 
3. Buy only at up to 7% above prior day close for a call, and down to 

7% below prior day close for a put. 
 

5. Be ready to invest in a position if you “pick” wrong.  Selling options for dual 
income; the selling of the option, and the actual buying of the ETF or index if 
the position moves against you.   

a. Sell slightly OTM puts two months out.  If the stock or index rises the put  
               expires worthless.  Remember, this must be an index on the stock, not on  
                          options.   
                          If the index/ETF does not rise you’ll own the index itself/ETF 

b. Conversely one would sell slight OTM calls at the same strike or higher. 
                          With this core income strategy be sure to not over invest.  First calculate  
                          the number of actual shares you would plan to own (if having to buy) as  
                          the unit size for these trades should equal the number of shares of the  
                          underlying stock that you are willing to own. 
 
      Ex:  If you are willing to invest in 500 shares of the OEX the    
      corresponding symbol is the OEF.  You would sell 5 naked puts on  
      the OEF. 



 
 
 CORE  STRATEGIC APPROACHES 
 
There are really only 7 core buy/sell methodologies that can be used in index option 
trading.  No matter what the “system” or approach, simply take a “logic” flow chart as 
we created in the above trend system chart and map it.  If there is not logic to the 
approach, or if it too “complex” it will not flow chart.  These are established methods 
that floor traders use: 
 

1. Bull Market­buy on support, and above resistance 
 

2. Bear market­Sell on resistance and below support 
 

3. Large Trading Range­Buy Support/Sell Resistance 
 

4. Small Trading Range­Buy above Resistance/Sell Below Support 
 

5. Contrarian­ Buy or sell against the prevailing trend 
 

6. Buy at discount to prior day close.  Sell to just above prior day 
close for profits. 

 
7. Buy first signal at discount to prior day close.  Buy second 

position at up to 33% less than first buy. Average costs.  Sell at 
tight profits. 

 
 

TRADER TIPS  
 

• With any index or commodity there is a form of a seasonal cycle.  This is where S/R 
can be a leading indicator because reversal can be anticipated, and support and 
resistance lines predetermined before the move. 

 
• If a market has been trading one direction, with a major correction, for 

approximately 100 trading days a 50% reversal is likely.   
 

• Simple trend review like this can show larger moves.  Each index or commodity also 
has clear and established S/R lines that move it in stages.  With the OEX, for 
example, it’s a typical 350 range during “whipsaw”.  

 
• The best traders are “mechanical” and use discretionary rules.  The rules are there, 

and market conditions should be monitored, and “reads” by the trader established. 
 

• Utilizing the Moving Averages of the Index:  Take the pivot point for a defined period 
of time and create a pivot point moving average. 

 



• RISK:  Entry Price minus Exit Price.  Multiply by point value of index.  This 
equals the dollar amount of your risk. 

 
• Using moving averages can be key to the study of supply and demand, and 

support/resistance.  Exponential averages vs. simple have more validity with less 
complexity.   Moving averages can be great profit targets around S/R, because there  
will likely be reaction from the general marketplace. 

 
 
 
 
 
 
 
www.oexoptions.com/www.bluechipoptions.com and parent corporatoin TEGLLC do not act as 
professional investment advisors.  Officers, directors, employees and associated individuals 
may own or have positions (long or short) in the securities discussed in our regular 
newsletters, updates, and on our website, and we may sell or add to these positions. 
 www.oexoptions.com <http://www.oexoptions.com> or at 
www.bluechipoptions.com and TEGLLC provides investing information as an educational 
service only.  We think the data we review and comment on is reliable; however, the reliability 
cannot be guaranteed. 
TEGLLC et al does not provide individual investment advice, or individually recommended 
purchases or sales of investments. You should consult with your investment advisor about the 
educational information provided, and fully understanding the inherent risk in option 
investing.   
  
DISCLAIMER: Stock and Options trading is very risky. One may lose a great deal of money (maybe all), 
trading stocks and/or options! Before you proceed, you must agree and fully understand that this site and its 
contents are not meant and were not  developed to be viewed as Trading Advice or Recommendations. You 
agree by viewing the contents of this site that you do so at your own discretion and that you will not hold 
accountable anyone affiliated with this site or OEX Options or BlueChipOptions.Com for any losses or 
interpretations one may have. If you trade, you ALWAYS do at your own risk. Past performance is no 
guarantee of future results. We encourage traders to view the material provided on our site and we hope 
that you will find it educational. 
  
HYPOTHETICAL PERFORMANCE RESULTS HAVE MANY INHERENT LIMITATIONS, SOME OF WHICH 
ARE DESCRIBED BELOW. NO REPRESENTATION IS BEING MADE THAT ANY ACCOUNT WILL OR IS 
LIKELY TO ACHIEVE PROFITS OR LOSSES SIMILAR TO THOSE SHOWN; IN FACT, THERE ARE 
FREQUENTLY SHARP DIFFERENCES BETWEEN HYPOTHETICAL PERFORMANCE RESULTS AND 
THE ACTUAL RESULTS SUBSEQUENTLY ACHIEVED BY ANY PARTICULAR TRADING PROGRAM. 
ONE OF THE LIMITATIONS OF HYPOTHETICAL PERFORMANCE RESULTS IS THAT THEY ARE 
GENERALLY PREPARED WITH THE BENEFIT OF HINDSIGHT. IN ADDITION, HYPOTHETICAL 
TRADING DOES NOT INVOLVE FINANCIAL RISK, AND NO HYPOTHETICAL TRADING RECORD CAN 
COMPLETELY ACCOUNT FOR THE IMPACT OF FINANCIAL RISK OF ACTUAL TRADING. FOR 
EXAMPLE, THE ABILITY TO WITHSTAND LOSSES OR TO ADHERE TO A PARTICULAR TRADING 
PROGRAM IN SPITE OF TRADING LOSSES ARE MATERIAL POINTS WHICH CAN ALSO ADVERSELY 
AFFECT ACTUAL TRADING RESULTS. THERE ARE NUMEROUS OTHER FACTORS RELATED TO THE 
MARKETS IN GENERAL OR TO THE IMPLEMENTATION OF ANY SPECIFIC TRADING PROGRAM 
WHICH CANNOT BE FULLY ACCOUNTED FOR IN THE PREPARATION OF HYPOTHETICAL 
PERFORMANCE RESULTS AND ALL WHICH CAN ADVERSELY AFFECT TRADING RESULTS. 
  
S&P 100 ® and S&P 500® are registered trademarks of the McGraw-Hill Companies, Inc., and 
are licensed for use by the Chicago Board Options Exchange, Inc. OEX® is a registered 
trademark of the Chicago Board Options Exchange, Inc. 
 


