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Apple has been extraordinarily active with volatility rising sharply over the past few weeks.  Option pricing theory is inadequate because the price 
change behavior of the stock does not fit the normal distribution.  This situation has created tremendous advantages for buyers of straddles and 
strangles.   



Volatility sellers have consistently lost money since early April when the stock reached a new high around $640.  The mispricing persisted through 
earnings. This chart displays intraday volatility calculated using 5 minute bars.  Thursday’s large post-earnings  $55 spike is not displayed because its 
size completely distorts the scale of the chart (260%).  Pre-earnings inflated volatility raised the price of the weekly straddle to $37 – after earnings 
the price reached $56.  Even the monthly straddle with 3 weeks remaining was mispriced – it climbed from $51 to $60.  



The frequency of strike price crosses has increased dramatically. It is important to remember that at-the-money straddles structured with 
weekly options are usually profitable when the stock moves just slightly more than 1 strike price.  The following table provides timing 
information for strike crosses over the past several days. The average time between strike crosses is 53 minutes across the entire chart.  The 
average is lower during the first 30 minutes of trading when the stock responds to overnight information and often retraces from 
overcorrections (9:30 – 10:00 avg. = 34 minutes).  The table also reveals that the stock is averaging a shocking 7 strike crosses per day. 

1 minute Bars 
Since Prev Cross Cross Date Cross Time Strike 

7 20120417 931 575 

4 20120417 939 580 

27 20120417 944 585 

15 20120417 1012 590 

114 20120417 1028 595 

76 20120417 1223 600 

139 20120417 1340 605 

3 20120417 1600 610 

5 20120418 934 615 

5 20120418 940 620 

88 20120418 946 615 

6 20120418 1115 610 

37 20120418 1122 605 

36 20120418 1200 610 

100 20120418 1237 605 

8 20120418 1418 610 

53 20120418 1427 615 

39 20120418 1521 610 

201 20120419 931 600 

66 20120419 1253 595 

35 20120419 1400 590 

19 20120419 1436 585 

70 20120419 1456 590 

1 minute Bars Since 
Prev Cross Cross Date Cross Time Strike 

16 20120420 937 585 

83 20120420 954 590 

121 20120420 1118 585 

48 20120420 1320 580 

111 20120420 1409 575 

11 20120423 931 570 

21 20120423 943 575 

33 20120423 1005 570 

2 20120423 1039 565 

36 20120423 1042 560 

46 20120423 1119 565 

22 20120423 1206 570 

18 20120423 1229 575 

50 20120423 1248 570 

26 20120423 1339 575 

115 20120423 1406 570 

0 20120424 932 560 

8 20120424 933 565 

22 20120424 942 560 

66 20120424 1005 565 

171 20120424 1112 560 

35 20120424 1404 555 

80 20120424 1440 560 

3 20120425 931 615 

13 20120425 935 610 

63 20120425 949 615 

307 20120425 1053 610 



The phase indicator provides us with a tremendous advantage for 
timing entry points for these trades.  In most cases the breakout 
pattern includes descending peaks on both sides and a relatively noisy 
stock chart.  
 
The pattern does not need to end at a strike price.  Strangles 
purchased with the nearest strike prices are normally profitable if the 
stock crosses a strike and moves to the next. 
 
 
 
 



Very large reversals that are not 
part of a clear trend are also an 
important sign. 
 
The two circled examples on 
this chart preceded large 
profitable moves.   
 
The first occurred between 
strikes at $632.50 just before 
the stock climbed to the $640 
strike.  The complete pattern 
from max low to max high of 
the indicator ended at $634. 
 
The second also occurred 
between strikes ($642) but the 
complete pattern coincided 
with a strike cross ($640).  
 
These changes are helpful 
because  in each case the 
pattern began between strikes 
and the stock took a direction 
that continued after the second 
peak on the phase indicator. 
 
The second move was much 
more profitable and a new 
trade surfaced when the stock – 
once again – reversed at $628 
(arrow). 
 



End of day behavior is very important.  In this example a significant downtrend ended along with a series of large resets in the opposite direction.  The 
pattern was confusing until a significant new phase emerged just before the close.  The large value of this phase associated with a relatively small move of 
the stock was caused by  a relative calculation in the indicator that takes into account the size of the most recent price changes.  This reversal launched a 
tremendous rally the next day.  



These patterns tend to be subtle.  They are easiest to spot in tunings of the phase 
that include more peaks.  In many cases the two sides are slightly offset.   
 
Examples that end with a large new phase in one direction are the most powerful 
because they also represent trend reversals.  When this type of pattern occurs at 
the end of a significant trend it can also be used to trade the short-term direction 
of the stock.  In the example at the right the result was a $6 move in the opposite 
direction of the prevailing trend.   
 



The offset between sides in the pattern can sometimes  be significant.  This strong 
uptrend emerged from a large amount of noise and an overall downtrend.  The new 
uptrend lasted more than $10 and ended with a clear emergence of a new downward 
phase.  
 
The convergence pattern on one version of the indicator dissolves into a reversal on 
the less sensitive tuning (circle).   Looking at different versions of the indicator can be 
very helpful. 
  


