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The phrase "all quiet

on the Western Front" has become a colloquial expression meaning stagnation, or lack of
meaningful change, in any context. Many financial markets ended 2018 with considerable volatility.
The stock market, as measured by the S&P 500 index, fell from its peak in early October to a
December 26th low by over 21%. The WTI crude oil market fell from an October peak over $77/bbl
to a December 24th low near $42/bbl, a 45% decline. The natural gas market spiked considerably
in November, only to fade significantly in December. At least one hedge fund, optionsellers.com,
was forced to shutter from these extreme moves in price. Since the beginning of 2019, stock
market volatility has been subdued (at least in comparison to the fourth quarter). The average
trading ranges for the S&P 500 index has diminished considerably, at least for now. In hindsight,
we might view some of the large market moves in late 2018 to have been end-of-year positioning
and/or profit taking, with January as a mean-reversion month. January has largely been ?quiet on
the Midwestern front.? ?Midwestern? is used here because the most influential options markets
are conducted on Chicago exchanges ?CME Group and the CBOE. Many readers may be
surprised to learn that some options markets actually have more value at risk than the futures and
cash markets themselves. In some cases and on certain days, the options market can
become the tail that wags the dog of the underlying markets.

Op-ex Price Magnets

Over the last several years, we have developed a trading indicator that relies on mean-reverting
behavior in about a dozen markets. The Op-ex Price Magnet is our proprietary tool which shows
where options markets have priced in an ?ideal? option expiration price, the value at which total
market delta is neutral. We can demonstrate mean-reversion behavior towards market delta



neutral in many different markets and exemplified by the graph below. This tool can be considered
SPX Options trade futures or even

Market Value vs. Nearby Op-ex Price Magnet shows Wherg the market
‘kets. Here is a sample

2,925

i

2,825
.
t

2,725

www.viking-analytics.com
2,625 B b T
2,525 - Sgttlement Value
--- Delta = Zero
2,425 ———— Gﬂl"ﬁmﬂ = ZBI'D
® Final Price Magnet
2,325

1faf18 81218 G218 10/2/18 11727148 13/3/18 172418 202715

There are two important

dynamics to consider in the graph above. First, the price (the green line) will often mean-revert
back to the point of delta neutral (the red line). This dynamic can be attributed to order flow and
market maker positioning into options expiration. The other dynamic ? seen in late December ?
shows where gamma can spike, resulting in a 72gamma covering? event. We believe that the sharp
declines in and around Christmas can be attributed in part to forced selling by the market makers to
bring their gamma back in line by covering their options losses. A similar dynamic happened in the
natural gas market in and around the time that optionsellers.com was forced to liquidate. This is a
relatively complicated topic, so we encourage readers to visit our website or send us an e-mail if
you have specific questions on this methodology. As a practical consideration, our published
articles on trading the S&P 500 index during 2018 resulted in successful trades more than 80% of
the time (verifiable through Seeking Alpha). Friday, January 18t was the first monthly expiration for
S&P 500 (SPX) options, stocks and ETFs. This week there is a monthly expiration for grains and
US Treasury futures. Next week, there is a monthly expiration for both gold and natural gas. We
don?t currently see high probability mean-reversion trades in any of these key markets, but
that could change quickly. The following table is an example of the summary data that is
included in our daily reports.



Futures Opex Price Price Upper Lower

Contract Date 1/23/19 Magnet Boundary Boundary

SPX Options 21519 |$ 2639 |$ 2627 |§ 2742 | § 2512
VIX Futures VWXG19 21319 | % 1973 |$ 1838 | § 2249 | § 1427
GoldFutures | GCG19 | 1/28M19 [ § 12B4 [§ 1265 (% 1281 | % 1249
WTI Crude CLH19 | 21419 | § 5262 | § 5476 | § 5960 | § 4982
MaturalGas | NGG19 | 1/28M19 (% 2980 (% 3249 |§ 3522 | $ 2976
Cormn ZCH18 1/25M19 | $ 37BB |§ 37BB | % 333 | § 3742
Wheat ZWH18 | 1/25/19 | $ 5260 |$ 5176 |$ 5261 | § 508.0
Soybeans Z5H149 1/2519 | $ 9150 | % 9077 |$ 9182 | § 8972
EURUSD GEH19 2/8/19 $ 1144 | § 1147 | % 1168 | § 1126
10-Year UST | ZNH18 /2519 | % 1214 | % 1213 | & 1218 | % 1208

Option Expiration is less than 7 days away
The Futures Price is more than one standard deviation below the Op-ex Price Magnet
The Futures Price is more than hal-way to the Lower Boundary
The Futures Price is in the same range as the Price Magnet
The Futures Price more than half-way to the Upper Boundary
The Futures Price is more than one standard deviation above the Op-ex Price Magnet

Thank you for reading our

work and we look forward to providing more guidance on markets that have strong Price Magnets
into option expiration.



