
Current Return of 552.7% in 2008 Bear Market 
 

Adapting Trading Strategies to Volatile Markets 
 
 
The 2008 bear market has been one of the most difficult markets I have encountered 
in my 24 years of trading. The volatility has frustrated both bulls and bears. But 
traders who are able to adapt their strategies to volatile markets can reap 
substantial profits from market volatility. In the summer of 2007 when market 
volatility started to increase, I started to shift my focus from option purchases to 
option spread trades.  
 
The daily price chart below for Cleveland Cliffs (CLF) stock demonstrates how volatile 
the stock market has been lately. The percent gains and losses for Cleveland Cliffs 
stock over the past 7 weeks are listed below. 
 
28.9% gain followed by a 
33.8% loss followed by a 
41.3% gain followed by a 
24.0% loss followed by a 
33.3% gain  
 

 
 
The net result of these volatile moves was that the price CLF stock was virtually 
unchanged over the 7 week period. A call or put option purchase strategy would 
have produced devastating losses over this period. The value of a put option would 
have decreased almost to zero during the 28.9%, 41.3% and 33.3% gains in CLF 
stock. And the value of a call option would have decreased almost to zero during the 
33.8% and 24.0% losses in CLF stock. I recommended a Cleveland Cliffs option 
spread trade in April to the members of my advisory service. Over this same 7 week 
period, the percent return for this recommended option spread trade never dropped 
below a +500% return. How was this return possible after such volatile price moves? 
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Call option spread trades have several advantages compared to call 
option purchase trades. 
 

1) Increased Profit Potential   
A limited risk call option spread is created by purchasing a call option and selling 
a call option with a higher strike price. The sale of a call option can increase the 
profit potential of an option purchase by 40% to 60% on average.    
 

When you initiate a call option spread trade, the option purchase and sale can be 
done simultaneously or you can ‘leg into’ the spread by purchasing an option first 
and selling an option with a higher strike price at a later date. If you purchase an 
option and the option increases in value, the sale of an option at a later date will 
also increase the profit potential of the spread.   
 
2) The Option Sale Provides Downside Protection 
The sale of a call option results in cash being credited to your brokerage account. 
This reduces the cost basis of the option purchase and provides downside 
protection in the event the price of the underlying stock declines in price. I 
recommended to the members of my advisory service the purchase of the CLF 
50-Strike call option at 19.75 points on April 3rd and the sale of the CLF 65-Strike 
call at 19.45 points two weeks later on April 17th. The sale of the 65-Strike call 
profits if CLF stock declines in price. CLF stock would have to decline more than 
36% at option expiration before a loss would be realized on the spread trade. 
 
3) Reduces Risk Substantially 
Purchasing the CLF 50-Strike call at 19.75 points requires a risk of $1,975. If CLF 
stock closes below 50.0 at option expiration then the full $1,975 would be lost. 
But with the sale of the 65-Strike call at 19.45 points, our maximum risk for the 
spread is limited to the cost of the spread which in this example would be .30 
points or $30 regardless of the price movement of CLF stock. 
 

                                        19.75 Cost of 50-Strike call purchase 
                                       -19.45 Sale of 65-Strike call 
                                            .30 Cost of spread 
 
4) Allows You to Maintain Positions During Volatile Markets 
I use a money management system with my option purchase strategies. This 
money management system requires me to sell losing option trades before they 
develop into large losses. Large losses can devastate a portfolio and can force you 
out of the option investing game completely. Remember that if you incur a 50% 
loss, you must achieve a 100% gain just to break even. Exiting losing trades 
before they develop into large losses is an essential requirement of any successful 
trading strategy. During the recent volatility in CLF stock a call option purchase 
strategy would have forced me to sell CLF call options during the recent 33.8% 
and 24% CLF stock price decreases in order to avoid large losses. But the CLF 
option spread trade maintained a profit during the recent volatility in CLF stock 
and I was not forced to sell the option spread. 
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5) Spreads Can Be Profitable If a Stock Goes Up or Down 
Option spreads can be profitable if the underlying stock price increases, decreases 
or remains flat at option expiration. In the CLF spread example, the spread would 
be profitable if the price of CLF stock increases, remains flat or decreases 35% at 
option expiration. The CLF spread would not turn into a loss unless CLF stock 
decreases more than 36% at option expiration. 
 
The option spread strategy has the best overall risk/reward profile during volatile 
markets. I make option spread recommendations for the members of my advisory 
services. The profit/loss table below lists the open trade profit results as of July 
30th for all of the recommended spread trades. The composite portfolio of all 
spread trades currently has a $130,068 profit and an average return of 552.7% 
demonstrating the powerful profit potential of option spread trading. All of the 
recommended spread trades are profitable with no losing trades. 

 
 

Open Trade Profit Results as of July 30th 
 

Option Spread Entry Quantity Last Gain Percent 

Portfolio Price  Price  Gain 

Basic Matrls Co Jan 09 50 call $25.10 4 $33.05  $3,180 31.7% 

Basic Matrls Co Jan 09 80 call $25.25 -4 $15.05  $4,080 40.4% 

Oil Drilling Co Sep 08 30 call $14.00 8 $30.95  $13,560 121.1% 

Oil Drilling Co Sep 08 55 call $12.60 -8 $10.45  $1,720 17.1% 

Oil Service Co Sep 08 50 call $11.50 9 $6.30  -$4,680 -45.2% 

Oil Service Co Sep 08 60 call $10.50 -9 $1.60  $8,010 84.8% 

Steel Co Oct 08 50 call  $19.75 6 $65.85  $27,660 233.4% 

Steel Co Oct 08 65 call $19.45 -6 $51.65  -$19,320 -165.6% 

Inds Metals  Jan 09 45 call $21.40 5 $46.65  $12,625 118.0% 

Inds Metals Jan 09 70 call $13.80 -5 $28.85  -$7,525 -109.1% 

Oil Explor Jan 09 105 call $25.50 4 $45.85  $8,140 79.8% 

Oil Explor Jan 09 140 call $24.90 -4 $22.30  $1,040 10.4% 

Computer Co Jan 09 130 call $44.40 3 $38.50  -$1,770 -13.3% 

Computer Co Jan 09 160 call $40.00 -3 $20.45  $5,865 48.9% 

Genomics Co Jan 09 65 call $21.50 5 $59.40  $18,950 176.3% 

Genomics CoJan 09 90 call $18.50 -5 $37.95  -$9,725 -105.1% 

Oil Srvs Co Jan 09 60 call $25.10 4 $26.45  $540 5.4% 

Oil Srvs Co Jan 09 80 call $19.10 -4 $13.85  $2,100 27.5% 
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Open Trade Profit Results as of July 30th Continued 
 

Option Spread Entry Quantity Last Gain Percent 

Portfolio Price  Price  Gain 
Steel Co Sep 08 15 call $6.20 16 $7.05 $1,360 13.7% 

Steel Co Sep 08 22.5 call $4.63 -16 $1.40 $5,168 69.8% 

Oil Srvs Co Jan 09 25 call $11.10 9 $13.75 $2,385 23.9% 

Oil Srvs Co Jan 09 40 call $8.75 -9 $3.70 $4,545 57.7% 

Ag Co Jan 09 70 call $42.30 3 $65.20 $6,870 54.1% 

Ag Co Jan 09 100 call $33.60 -3 $41.95 -$2,505 -24.9% 

Fncl Servs Co Jan 09 140 call $43.80 3 $134.00 $27,060 205.9% 

Fncl Servs Co Jan 09 180 call $40.00 -3 $99.00 -$17,700 -147.5% 

Drug Store Co Jan 09 40 call $9.50 6 $9.95 $270 4.7% 

Drug Store Co  Jan 09 50 call $7.65 -6 $3.70 $2,370 51.6% 

Comm Co Jan 09 80 call $33.30 3 $43.42 $3,036 30.4% 

Comm Co Jan 09 110 call $32.60 -3 $22.77 $2,949 30.2% 

Defense Co Sep 08 55 call $11.00 4 $24.10 $5,240 119.1% 

Defense Co Sep 08 65 call  $11.10 -4 $13.90 -$1,120 -25.2% 

Basic Matrls Co Jan 09 40 call  $12.90 8 $18.50 $4,480 43.4% 

Basic Matrls Co Jan 09 55 call  $13.80 -8 $10.15 $2,920 26.4% 

Coal Co Jan 09 40 call  $18.60 6 $47.30 $17,220 154.3% 

Coal Co Jan 09 50 call $18.20 -6 $39.25 -$12,630 -115.7% 

Oil Srvs Co Jan 09 35 call  $15.10 7 $23.00 $5,530 52.3% 

Oil Srvs Co Jan 09 45 call $13.60 -7 $15.20 -$1,120 -11.8% 

Fertilizer Co Jan 09 30 call  $15.80 7 $23.35 $5,285 47.8% 

Fertilizer Co Jan 09 55 call $11.40 -7 $8.10 $2,310 28.9% 

Credit Card Co Jan 09 155 Call  $37.40 3 $112.00 $22,380 199.5% 

Credit Card Co Jan 09 185 call $37.70 -3 $86.65 -$14,685 -129.8% 

Total Profit / Average Gain    $136,068.00 552.7% 
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$811,307.68 In Actual Profits 
 
Copies of my brokerage account statements that follow show $811,307.68 in actual 
open and closed trade profits from option spread trading. 
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