
Diamonds and VXX 

Trade:  We buy 2 DIA Oct 286-300 CS paying $5.70 AND 

Trade:  Buy to open 1 VXX Sep 27-37 call spread pay $1.62 

There is an old saying: you can’t fight the Fed.  I might have to create a new one:  you can’t fight Robin 
Hood.    If you look at the top stocks you’ll notice two things: 

1. Almost unilaterally the stocks are names these kids use, or these kids think are cool. 
2. They  are all in the NDX 

This is causing the NDX to wildly out perform the SPX and the DJX…not to mention the RUT. 

 

 

The splash of tech in SPX relative to the DOW is causing the SPX to have its best outperforms relative to 
DJX possibly ever! 

While I do think this eventually falls apart for the NDX, I am not going to trade on that until it actually 
starts to happen. 

In the meantime,  I think it's hard not to be long.  But I want to be long in a way that is less likely to be 
torn to shreds when the rug gets pulled. 

This leads me to the Diamonds. 



DIA is the ETF for the DJIA.  It is long tech, long industrials, long financials, long retail.  AAPL was its 
biggest component until the split.  It now makes up about 3% of the index.  MSFT is also in the ETF.  NOT 
in the ETF:  FB, GOOGL, TSLA, and AMZN. 

What is interesting about its behavior beyond its underperformance and now gigantic tracking split to 
the S&P is the non-correlation of its IV.   You can see the VIX of the Dow (the VXD)  below: 

 

Unlike the SPX and NDX,  which have seen their IV’s rally as they have rallied,  DIA has seen the more 
traditional action in its premium.  The vol tends to rally on sell offs and sell off on rallies.  

While I think the rug will get pulled out from the NDX at some point, the price action of DIA and its lack 
of tech exposure leads me to believe that it could run higher even as the SPX and NDX fall off. 

DIA is going to have a break higher, it's the only index that has not: 



 

I think DIA will touch an all time high by the time any real selling begins in the other names to the effect 
it can pull money out of the whole market. 

In the meantime I would look for outperformance on money flows. 

The IV is just off the lowest price we have seen in 6 months: 

 

I like owning calls. 

Looking at skew one can see upside is bid in DIA 



 

We would be call spread buyers in October:  the Oct 287-300 call spread costs less than 5 dollars.  I think 
it will pay out nicely as DIA rallies 

Trade:  We buy 2 DIA Oct 287-300 CS paying $4.98 

 

As you can see, this spread produces a nice delta that does well if the trend of market up and vol up 
pollutes the DJIA and we know IV will rally if the underlying drops 



 

At the same time, it is hard to ignore what is happening in the VIX complex.  VIX is running hot, and so 
are the indexes. 

This points toward some sort of serious sell off in those names. 

 

We think a call or two in VXX vs this DIA position could pay twice.  

VIX futures just want to keep rallying.   And like DIA the call skew in VXX is crazy high 



 

I like owning a VXX call spread against our 2 DIA calls. 

The VXX Sep 28-37 call spread costs about $1.25, I would buy 1 of these against my DIA long.  I would 
even consider 2 but I would like to keep the hedging costs down. 

Trade:  Buy to open 1 VXX Sep 28-37 call spread pay $1.28 



 

Our goal is to make 100-200 bucks on this spread and at least 500 on the DIA spread. 

Your Only Option, 

Mark 

A quick message on our current trades.  We chose longer dated trades because we have seen the 
‘disconnect’  form.  While we have had some losers in a row,  with several losers will come several big 
winners at a certain point.  We will tend to win between 60-70% of the time,  but the winners and losers 
can be ‘chunky’  unfortunately. 

Your Only Option 

Mark 

 

 


