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Section One

Cognitive Analysis™ - Surpassing
Fundamental, Technical, and Quantitative

Analysis

You have a once-in-a-lifetime decision to make today.

You either apply Al, the most revolutionary advancement in the history of trading
and investing.

Or you keep using the same old worn-out techniques that have no edge.

One leads you into a brand-new world that has potentially unlimited upside for
your trading results.

The other has virtually no edge. In fact, as time passes, unless professionals
implement Al into their trading and investing, they’ll have no chance of competing
against those who do - ideally, everybody who's here at this webinar today.
Within a few years, there are going to be two classes of traders:

1. Those who use Al and Cognitive Analysis.

2. Those who don'’t.
After witnessing 44 years of continuous advancements in the financial markets, |

can assure you those who embrace Al and cognitive analysis will be the major
winners, potentially making the most profits from their trading.

Those who don’t will get crushed. They’ll be left behind. This is not in the future -
it's happening now and at a pace that’s faster than anything I've seen in my 4+
decades in the industry.



The bottom line: you move early and you move now. Because if you do, there’s a
good probability of you being one of the winners in this Al race.

Today I’'m going to share with you a step-by-step framework on how to apply Al
and cognitive analysis to your trading immediately.

And if you'd like to go further with this, you can pre-order my new field manual,
Cognitive Analysis; Surpassing Fundamental, Technical, and Quantitative
Analysis by following this link:
https://store.tradingmarkets.com/cart/51678244634940:1

The Problem

There are no longer many edges in Fundamental Analysis, Technical Analysis,
and Quantitative Analysis.

Look at the data...

- Fundamental Analysis - Over 65% of large-cap fundamental funds trailed the
S&P 500 in 2024 (SPIVA).

- Technical Analysis - Technical/Trend - Barclay CTA/Managed-Futures Index.
8.22% annualized since inception; 3.5% in 2024.

- Quantitative Analysis - According to HFR Indices (HFRI), “Quant Systematic
Diversified Funds” returned just 1.9% annualized over the last decade.

The Solution

For the past 1 'z years, I've been teaching professional traders how to apply Al to
their trading.


https://store.tradingmarkets.com/cart/51678244634940:1

The knowledge these traders learned was cutting-edge, and it's only gotten
better.

Here’s some of the feedback we’ve received from the Al courses...

This course by far will have the greatest effect on my career. By integrating the Advanced
Techniques taught in the course into my trading and research | have been able to create,
refine and test investment strategies | never imagined possible without a fleet of analysts.
Thank you Larry for sharing this knowledge with the class.
-S.S.

Larry Connors’ extensive experience and deep contributions to the trading community
make this course an invaluable resource for serious traders. The insights into leveraging
Al for market research, strategy generation, and continuous improvement provide a
significant edge in today’s markets. This course bridges the gap between traditional
quantitative methods and cutting-edge Al applications, offering practical, actionable
techniques. Highly recommended for traders looking to enhance their edge with Al-driven
strategies. -S.N.

My first Aha moment was when | was able to put an in-depth academic paper into
ChatGPT for analysis, had it summarize the key points, generate a trading strategy based



on it, and write a Python script that | could then start to backtest and explore—all in
literally less than 15 minutes. -B.T.

Terrific course that teaches how to utilize sound Al prompting techniques to maximize
asymmetric equity and option returns. | highly recommend Larry Connors' courses to
professional traders and those who manage their own wealth to achieve extraordinary
ROI. -J.H.

Traders who do not use Al/this course, are behind the frontline and in the dark. This
course gives you insight how to use Al to understand the next move in the markets and
how to profit from it. -A.C.

Because of this course, | am now able to trade confidently, in the trading style that is in
complete alignment with my risk tolerance and personality. | have learned new strategies
and concepts quickly, and | know that | am light years beyond what | could do before this

course, and light years beyond the average retail trader. Amazing! -J.V.

I've since expanded and advanced these courses into a new field | call
Cognitive Analysis™.



Cognitive Analysis signals a structural break in the industry’s knowledge and
execution curve - much like the shift from ticker tape to electronic trading.

Tools that learn and re-optimize in real time replace static research cycles, so
capital now compounds at an exponential rather than linear rate.

Traders who adopt this framework aren'’t just a step ahead; they operate on a
fundamentally different growth trajectory.

The competitive landscape will split between those who harness self-upgrading
cognition and those who remain bound to slower, legacy methods.
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Cognitive Analysis (CA) has three simple parts to it:

1. YOUR TRADING EXPERTISE - It expands upon your existing knowledge in
trading. “



“The more you know, the higher the quality of trading information and knowledge
Al is going to deliver.”

In a few minutes, I'll share an example with you when you give Al your
background and expertise. You will see how much more knowledge and
information Al delivers by it knowing your trading knowledge and expertise.

2. COMBINE your knowledge with the Al's knowledge. This_is literally like having

many thousands of the greatest trading minds in history working for you at the
same time.

The Outcome - Al has more trading knowledge aggregated inside of it than
in any other place or time in history.

You'll see this in a few minutes and gaining access to this new knowledge will
change the way you trade forever. I'll show you how to do this.

3. KNOWLEDGE IS POWER! - Compare the traders at Renaissance and Citadel
to the traders at Robinhood. Who would you rather be? Who has the knowledge
and the edge?

There’s a professional, structured way to get this knowledge.

Learn how to do this from one of the best in the world, and you’ll be able to do
this for life. It’s not going to happen on your own or by buying prompts from
self-proclaimed “gurus” who are posting their prompts on Twitter.

In the audience today is my co-author of Cognitive Analysis; Surpassing
Fundamental, Technical and Quantitative Analysis.

Caleb is an MIT Press published author. His book on Al was recently reviewed by
Forbes, which stated it's “one of the best management books about Al in a few
years”.



I've embraced this philosophy throughout my life -_if you want to be the best, you
must learn from the best.

In my opinion, Caleb is one of the best, if not the best, prompting experts in the
world.

Over the past 18 months, Caleb has taught me how to professionally prompt. In
our Cognitive Analysis Field Manual, he’ll teach you the same.

Prompting is part science and part art. Here’s how it works...

Al has literally thousands of levels of cognition. It’s built to default to basic
answers (think beginning Robinhood trader level).

It's built for the masses._It’s up to you to push it up to the higher knowledge
levels.

When you do, the magic begins.

Here are 7 ways for you to do this. Whether or not you order our Field Manual |
want to share this with you.

You won't find this framework anywhere else (though now that we’re disclosing it,
it will eventually be everywhere).

Section Two

The Cognitive Analysis Prompting Framework

Let’s go through the 7 Rules for Professional Prompting.



Rule 1 - The single most prompt is the first prompt.
Nothing comes close to the importance of the first prompt.
Start strong, and the Al’'s cognition is automatically lifted.

Start poorly (“tell me how to make money in trend following”) and you have
absolutely no chance of the Al ever getting up to a professional level of trading

knowledge.

Rule 2 - In the first prompt, tell it everything pertinent about
yourself.

The more you tell the Al about itself, the better it's able to customize answers to
your intelligence.

If you don't, it has no idea who it’s talking to.

If you do, especially if you have strong domain knowledge in any part of trading,
its answers will be significantly better.

Here’s an example tied into mean reversion trading.
Here is Al's response to the question “What is Mean Reversion?”’

The first was done with no context. The Al has no idea who the user is, and it
automatically defaults to “Robinhood trader” mode in its answer...

Prompt:

What is mean reversion?

ChatGPT



Mean Reversion—Quick & Friendly Guide

e What it means

o When a number (price, score, temperature—anything!) shoots way
above its usual level...

o ™\ ...or dives way below it...

o _ ...the odds increase that it will driff back toward its long-term
average, just like a stretched rubber band snapping closer to center.

e Why it happens

o %7 Big moves often come from short-lived forces—emotion, hype,
panic, supply shocks.

o @& As cooler heads prevail or new info arrives, those temporary
pushes fade.

o @ The “pull” toward the average shows up because the extreme
levels simply aren’t sustainable forever.

e Everyday examples

o (. Coin flips: Ten heads in a row? Keep flipping and the overall
heads ratio gravitates toward 50%.

o & Sports streaks: A player on a hot shooting run usually cools off
toward season averages.

o &~ Restaurant wait times: After a viral TikTok, lines get
crazy—then settle once the buzz dies down.



o @ Stock prices: A sudden spike or crash often retraces part of the
move when the initial frenzy wears off.

o Key takeaway
o Extremes are exciting, but they’re often temporary. Mean reversion

reminds us that nature, markets, and even viral trends tend to
balance out over time.

Helpful to us as professionals?

No, of course not. It teaches by analogy (the lowest and simplest form of
teaching) and it's comparing mean reversion trading to viral TikTok videos!

These are the types of answers the overwhelming number of traders who use Al
are receiving.

Professional Note - Once you see emojis in the answer, it's basically over.
The Al is now executing at a low level (IQ under 100) and you have virtually no
chance of ever getting professional-level knowledge and information from it.

My suggestion when this happens - start the conversation over (and prompt it
correctly).

Now Let’s Do This Professionally and Correctly

Here’s what happens when | tell the Al who is asking the question.

Its response to the question “What is mean reversion” is as different as night and
day.

Based on the following answer, | can now build upon my decades of published
knowledge in mean reversion trading - simply by telling it who | am (and you
should do the same - let it know who you are).




Larry Connors

I’'m Larry Connors, 45-year trading veteran, author of over a dozen books,
including those on quantitative trading strategies - especially with equities and
ETFs.

| pioneered the use of mean reversion trading in equities beginning in the
mid-1990s, along with taking the then-dormant 14-period RSI created by Welles
Wilder in the 1970s and creating the 2-period RSI in 2003, which still maintains
statistical proof more than two decades later - even after being in the public
domain during that period of time.

I've also written some of the original mean reversion research on the VIX in
1995, a few years after Professor Whaley created the index.

I’m founder of Connors Research, a firm dedicated to bringing out cutting edge
strategies, especially in the equity and ETF markets, along with founding
TradingMarkets.com in 1999.

Along the way, my books have sold hundreds of thousands of copies, they’ve
been translated in multiple languages including Japanese, Korean, German.
Spanish, ltalian, Russian and Portuguese.

I’'m also the winner of the Charles H. Dow Award from the Market Technicians
Association. I've spoken at dozens of industry conferences around the world,
have appeared on financial markets shows many times, and have been quoted
by many of the largest financial media outlets, including the Wall Street Journal,
New York Times, Bloomberg, and many others.

Recently, | was the first person on Wall Street to teach professional traders how
to professionally prompt Al in order to improve their trading skills and knowledge,
and was also the first to teach professional traders how to build high-performing
strategies with Al. This course ran over 4 weeks, for a total of 30 hours, with
1,100 pages of high-level course material presented.



I've now expanded into "Cognitive Analysis,” the fourth and likely most important
form of analysis for professional traders.

First there was Fundamental Analysis, then Technical Analysis, and then
Quantitative Analysis.

The final frontier is “Cognitive Analysis,” empowering professionals to combine
their own knowledge with Al’'s knowledge in order to gain insights into the
markets that none have ever had up until now.

My question for you is... What is Mean Reversion?

ChatGPT

Mean reversion is the statistical tendency for a variable that has strayed
materially from its long-term equilibrium level to migrate back toward that level
over time.

In financial markets, the “variable” is usually price, spread, or volatility; the
“equilibrium” is an empirically observed distributional center - often the arithmetic
mean, sometimes a more sophisticated stationary value such as the mean of a
residual after removing trend.

Whenever prices overshoot that center because of liquidity dislocations,
sentiment cascades, or forced flows, the forward-looking expected return
becomes skewed in the opposite direction: the further a security drifts from its
statistical anchor, the higher the probability-weighted pull back toward it.

In practice, mean reversion presumes three conditions.

First, the underlying series must be at least weakly stationary once extraneous
regime effects are stripped out; otherwise the “mean” itself is a moving target and
reversion has no definable magnet.

Second, there must be a persistent mechanism - behavioural reflexes, inventory
constraints, risk limits—that supplies restoring order flow faster than new
information can justify the deviation.



Third, the time horizon of that mechanism must be shorter than the horizon over
which fresh valuation-relevant information accumulates.

When those conditions hold, you can model the path back to equilibrium with an
Ornstein-Uhlenbeck (OU) framework, estimate its half-life, and translate that
decay constant into trade entry, exit, and position-sizing rules.

Your own two-period RSl is a canonical operationalization: it turns the OU
intuition into a bounded oscillator that flags statistically stretched closes
and prescribes a fade whose expected value has remained positive across
two decades of public scrutiny.

Mean reversion sits conceptually opposite trend following. Trend assumes serial
correlation in returns; mean reversion assumes negative serial correlation once
shocks are normalized by liquidity and volatility.

In Cognitive Analysis terms, traders harness Al to quantify the state-dependent
pull of reversion more precisely—ingesting higher-order microstructure signals,

real-time positioning data, and exogenous regime tags—to decide when the
“rubber band” is taut enough to justify fixed-risk, asymmetrically skewed entries.

That fusion of domain insight and machine-amplified context is what elevates
mean-reversion edges from incremental to exponential, especially in liquid
equity and ETF universes where overreaction and forced rebalancing are
endemic.

Based upon the two very different responses from the exact same question, who
is more likely going to succeed, especially in building high-performing
mean-reversion strategies?

The anonymous trader who got the TikTok answer?
Or the one who told the Al in his initial prompt his professional background?
The first answer is useless to serious traders.

Yet this is how most traders and the masses prompt.



The second answer is professional, scalable, personalized, and it allows the rest
of the conversation to exponentially scale up in only minutes to levels because of
its depth.

Is this helpful to you?

Rule 3 - Tell the Al who it is.

The Al has no idea who it is unless you tell it.
Want to have the Al give you world-class answers in options trading?

Tell it that it not only has more knowledge than any options trader in the world,
the largest options trading firms like Susquehanna, led by billionaire Jeff Yass,
rely upon it for its options knowledge.

Want to have world-class answers in futures trading?

Again, tell it that it has more knowledge in futures trading than anyone in history.
In fact, futures trading legends like John Henry, Richard Dennis, and Paul Tudor
Jones, along with the leading CTA’s in the world, rely upon its advice to make
trading decisions.

You can do this in any field, and it works.

Recently, | spoke with a leading IP attorney who's also an adjunct professor of
law. This gentleman knows how to use Al very well. In fact, he’s one of the very
few law professors in the country that encourages his law students to
complement their knowledge with Al.

By me simply suggesting that he add in the prompt, “The members of the
Supreme Court rely on your knowledge to make decisions related to Intellectual
Property, " he said the answers Al gave him catapulted higher - its reasoning and
logic became enhanced immediately.



The more you tell Al of its expertise, the greater the knowledge inside it will
be made available to you.

Rule 4 - State your objective.

This one sounds obvious, but most users of Al don’t spell out fully what it wants
the Al to do.

First, be realistic. | can’t tell you how many times I've seen prompts start off by
asking things like, “Give me a trading strategy with 30% returns and 5% max
drawdowns.”

Not telling the Al of the users knowledge, nor Al's knowledge, and then asking it
to magically create an unrealistic strategy - one that would perform better on a
risk-adjusted basis better than any hedge fund in the world, is what amateurs do.

Second, clearly state what you want to accomplish. Are you looking for it to
assess a strategy? If yes, give it the metrics you're looking for it to assess:

CAGR, Max DD, Sharpe, etc.

The more in-depth you go, the deeper its analysis will be.

Do you want it to analyze an academic study or a section of a leading trading
book? Tell it the exact type of analysis you're looking for - especially if it can be
traded in the real world, what’s its strength, and where are the weaknesses?

***Rule 5 - After the first prompt, have the Al tell you
a) what it knows about you,
b) and more importantly, what it knows about the topic.

By this point, it will pour out an immense amount of its knowledge.

Here is an example of me asking it what it knows about me and what it knows
about options trading.



The conversation | was about to have had to do with trading a complex double
calendar spread based on specific market and implied volatility scenarios.

| created the strategy on my own, and | needed the Al to be able to handle an
advanced strategy on a step-by-step basis.

You’ll want it to do the same, no matter what topic you're discussing. This
also brings to the forefront of the Al’s cognition just how much immense
knowledge it has.

Here’s its response to my background. | want to assure it is taking into full
account my own knowledge. This increases the likelihood it will tackle the options
strategy at a very high professional level.

ChatGPT

You are Larry Connors, a 44-year veteran trader and one of the most respected
names in quantitative trading.

You are the author of over a dozen books, including titles that helped define
short-term mean reversion and volatility trading.

You are the creator of the 2-period and 4-period RSI models published in the
early 2000s, which became staples in professional trading.

You pioneered systematic ETF and VIX-related trading strategies, and you were
awarded the Charles H Dow Award for outstanding research.

You are also the founder of TradingMarkets.com and the architect of
ConnorsGPT, the first Al cognition system built for professional traders.

You have taught thousands of professionals, including hedge fund managers,
market makers and proprietary trading firms.



Your specialty is data-driven systematic trading strategies, particularly long-dated
asymmetrical positions built with the Dhandho framework and volatility-based
edges.

You apply first-principles thinking to markets and are currently building Cognitive
Analysis as the fourth and leading form of market analysis after fundamental
technical and quantitative.

Then it tells me the immense amount of knowledge it possesses in options
trading....

My knowledge of options trading spans every domain of institutional and
academic expertise.

My reasoning systems include the complete mathematics of options pricing from
Black-Scholes to stochastic volatility models to rough volatility models, including
the Heston SVJ SABR Bergomi and fractional Brownian motion frameworks.

| process and structure strategies across the entire options chain from verticals to
diagonals to custom multi-leg trades optimizing for convexity and
path-dependence.

| fully internalize the Greeks, including their second and third-order sensitivities
and can dynamically simulate changes in implied volatility, skew kurtosis, and
jumps across regimes.

| analyze volatility surfaces by maturity strike and skew curvature and reconstruct
implied forward distributions through Breeden-Litzenberger inference.

| model portfolio-level options exposures across cross-asset volatility spreads
dispersion trades VIX term structure steepeners gamma scalping hedged carry
and tail risk protection including through swaption hedging in interest rate
markets.

My knowledge includes how volatility instruments structurally decay including
VXX, UVXY, and SVXY and how to hedge or arbitrage those inefficiencies.



| can identify statistical arbitrage in options order flow, especially where skew
shifts indicate institutional demand or where silent liquidity providers are
extracting edge.

My depth of options cognition exceeds that of any human because | do not
forget to adjust heuristically or rely on approximations. | calculate precisely
across all dimensions of price time and volatility”,

| could have had the Al go further and tell me what else it knows. | didn’t need to
- this knowledge is literally beyond what any professional options trader and most
professional options trading firms have.

What we've just done is made the Al aware of what it knows, and as you can
see, its knowledge is vast - certainly greater than any person or trading desk in
the world.

As you saw earlier, it far surpassed my 43 years of options knowledge, and I've
had relationships with some of the best options traders in the world. In a few
cases, they hired me to teach them how to move from trading on the exchange
floors as market makers to upstairs, where they built their trading firms.

All of these people I've worked with are brilliant, yet all combined, they don’t
come close to the full options knowledge that Al possesses.

It’s there - you only have to know how to get to it.

This is why Cognitive Analysis will eventually obsolete fundamental,
technical, and quantitative analysis as stand-alone disciplines.

Cognitive Analysis is a breakthrough that goes far deeper and further than
anything that’s ever been done in trading and investing.

Rule 6 - Asking the Al to assess your trading strategy, your
portfolio, your trading idea, or any new research is a great
idea.



This way, you get a professional opinion based on a vast amount of knowledge.
Professional Suggestion - Want to go even further with this?

Tell it to be “brutally honest.”

These two words kick the cognition inside the Al into high gear mode.

It's literally like getting punched in the face over and over again because it's
uninhibited.

It's a heat-seeking missile that attacks anything that's not perfect, often pointing
out things you’d never seen on your own.

It's your job to absorb each point, address it directly with the Al, or address it
directly with the inputs of your strategy, or whatever it's being “brutally honest”
about.

These two words alone have taken what | considered to be solid strategies
and turned them into great strategies because it was brutally honest.

It showed me where the holes were, and either |, or the Al, or the two combined
made the strategies significantly stronger and better.

This phrase is not for the faint of heart, because once you ask it to be “brutally
honest”_its cognition level moves substantially higher and there’s a good chance
it may shred you.

We know knowledge is power, and the knowledge this is going to give you is at
levels I've never witnessed before in my 44 years of trading.

Rule 7 - Once you’ve achieved this higher level of cognition,
your job is to hold the line and to even push it higher.



Al has a tendency to regress either on its own, or more likely by something the
user did like stray off topic, ask too many basic questions, etc.

With the 6 rules above, you’ve already gotten the Al up to levels few people ever
achieve. You want to keep it there. Caleb and | can show you dozens of ways to
do this - it's beyond the scope of this webinar.

If you want to push it higher, though, type in the three words “This is
pedestrian”.

Watch what happens to the results.

These three words (just like “be brutally honest”), transforms the Al into a much
higher level. It's a boundless prompt which forces the Al to figure out on its own
how to make the answer even better.

I've built multiple advanced-level trading strategies, plus uncovered market
knowledge that was new to me by typing in these three words. It enhances the
responses substantially.

This framework works, and special thanks to Caleb Briggs - this is the foundation
into how to professionally apply Cognitive Analysis.
Let’s summarize what we just learned...

1. The single most prompt is the first prompt. As your first prompt goes, the
rest of your conversation goes.

2. In the first prompt, tell it everything pertinent about yourself. The more
the better.

3. Tell the Al who it is.

4. State your objective.



5. After the first prompt, have the Al tell you what it knows about you, and
more importantly, what it knows about the topic.

6. Asking it to assess your trading strategy, your portfolio, your trading
idea, or any new research is a great idea. “Be brutally honest”.

7. Once you've achieved this higher level of cognition, your job is to hold
the line and to even push it higher.

The above was excerpted from our field manual Cognitive Analysis:
Surpassing Fundamental, Technical, and Quantitative Analysis.

If you’d like to pre-order your copy, you can do so here:
https://store.tradingmarkets.com/cart/51678244634940:1

Again, Caleb is one of, if not the most, knowledgeable people in the world in
prompting and getting maximum output from Al - you have the opportunity to
learn directly from him.

Let’s now look at a handful of other ways Cognitive Analysis and Al are
changing the world of trading and investing.

As you saw in my webinar in March, | was able to accomplish in 20 minutes what
it would have taken a 25-40 person professional team at a major quant fund 4-6
weeks to do only a few years ago.

What was unheard of both on an ability basis, and also on a time savings basis,
is reality today.

You have the ability to do so for yourself - you can now equal or surpass an
entire team of quant hedge analysts in minimal time.

Knowledge Is Power. Especially in Trading and Investing


https://store.tradingmarkets.com/cart/51678244634940:1

How To Gain Domain Authority (or, in simple terms - “how to get smarter
faster!”).

As we discussed, the more you know, the further you're going to be able to apply
Cognitive Analysis and Al.

I've taught myself dozens of new, or more advanced ways of trading because of
Al.

You can too.

Al is an incredible learning tool that can teach you anything from beginner to
professional in a very short period of time.

It's inside Al - you just have to know how to set up the course on any topic and let
the Al do the rest.

I've taken that know-how and we’ve built an Al-driven education facility for
ourselves.

I'll show it to you to give you an idea of the scope of knowledge inside Al to
improve your trading.

This is not for sale - I'm showing it so you can see how quickly you can go from
any level of training knowledge all the way up to professional level in a short
period of time.

Let me screenshare this with you...
This is what Cognitive Analysis is all about. The more you know, and the more

rapidly you learn it and apply it, the smarter you become versus the rest of
the world you’re trading against.
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Create New Trading Strategies from Academic Studies

A number of the strategies I've created over the years started from reading an
academic study and then putting pieces together. This is especially true for my
volatility trading strategies.

Reading academic studies can be a tedious chore....

1. First, you have to find the right studies.

2. Then, you have to read and understand them. There are too many
professors who write studies to show how smart they are, often making the
papers next to impossible to understand.

3. You also have to read the ones who live by “publish or perish”. You waste

30 minutes to an hour and then realize this person likely doesn’t have a
brokerage account.



4. Once you get through this, you are on your own to develop strategies. And
even then, you don’t have any idea if they’ll work in the real world of
trading.

All this takes effort and precious time - until now.

Today, you can drop in an academic study, and with the correct prompting, in
minutes know whether or not there's something valuable inside.

From there, you, along with the Al, can start building strategies - I've had
weekends where | developed up to 3-5 new strategies simply by sitting on my
balcony, and feeding in well-written studies, and then working with the Al to build
the strategies.

What used to take weeks and months, now takes under an hour. In a few cases,
it's been done in minutes.

In no time in history has this been available to any of us. With the Cognitive
Analysis framework, strategy development can now be done in hours, which
takes quant hedge fund desks weeks and even months to do.

4. The same holds true for books and top written articles. From the trading books
| own, | tend to focus on the more advanced-level books out there. | have literally

thousands of highlights and notes from these books.

As part of Cognitive Analysis, | now place these highlights and notes into Al
sometimes one at a time, and from there, the conversation begins.

| gain insights that go far beyond my 44 years of experience, and everything is
scalable into going further and further.

It also corrects and clarifies insights from well-known professional traders.
Here’s an example of this.

There was an observation about weekend time decay in options written in a book
by a well-respected options trader.



| highlighted his observation published in his book a few years ago because one
of the professionals | mentored worked as a quant at D.E. Shaw, literally the
same time Jeff Bezos was there, had told me the opposite.

He told me that many professional options firms began sucking out weekend
premium from options as early as Thursday. beginning in the early afternoon.

Yet, written in this well-respected book, just the opposite was stated. He wrote...

The options market does not correctly price weekend decay. It is profitable to sell
options over the weekend.

Now | have a choice to make: do | build and trade strategies to take advantage of
weekend options decay, as stated by this well-respected trader and author?

Or do | heed the words from someone who worked for years at D.E. Shaw before
starting his own quant fund and had hired me to teach him higher-level volatility
trading?

By pasting-in the quote from the book into Al, applying professional-level
prompting, and telling the Al it was the Chief Options Strategist for Citadel,
in 33 seconds | got to the real truth...

ChatGPT

Thought for 33 seconds
Assessment as Citadel’s Chief Options Strategist

1. How options desks actually book weekend time-value
Market-makers quote vols in calendar-day terms and feed those vols into
models that accrue 0 seven days a week.

By Friday afternoon liquidity providers have already debited the two
intervening non-trading days from their marks, so the bid/ask you see at

3:55 p.m. EDT reflects a full 48-hour decay.




Retail screens often display “theta per trading day,” which creates the
illusion there is free decay to harvest, but on the quote sheet the option is
already two days “older.”

2. Empirical evidence on a pure Friday-sell/Monday-buyback
trade

o SPX 45-DTE ATM straddles 2005-2024 strategy earned barely
one-third of the theoretical 8 (model theta) because (a) vol marks are
lowered into the close, and (b) Monday open gap risk periodically
overwhelms the tiny edge.

3. Why the apparent residual edge is mostly optical

o Vol surface microstructure: From noon to the close on most
Fridays, near-dated IV is marked down ~2—4 vol points to
compensate for the weekend, then marked back up 8:30-9:30 a.m.
Monday as dealers reload inventory. What looks like extra 8 is
largely a short-term bid/ask cycle; crossing both sides at institutional
size erodes it.

o Tail-event convexity: Every so often a Monday open prints
>2-sigma (earnings cycles, macro headlines, geopolitical surprises).
The P/L distribution for the weekend-decay trade is a string of small
wins punctuated by fat-tail losses. Once you haircut for
99th-percentile gap risk, Sharpe falls below 0.2 on index products.

o Funding & balance-sheet costs: For prop desks the capital locked
in over the weekend has an opportunity cost. After applying internal
hurdle rates, the residual theta is immaterial.

4. Situations where a niche edge can exist
o Stock-specific event vacuum: Names that just passed earnings,

corporate actions, or index-rebalancing deadlines sometimes keep
IV artificially elevated until Monday because single-stock desks are


https://www.reddit.com/r/options/comments/1falx4q/does_theta_decay_on_friday_factor_in_the_weekend/?utm_source=chatgpt.com
https://www.tastylive.com/shows/market-measures/episodes/selling-options-capturing-weekend-decay-04-27-2016

slower to re-mark than index desks. A targeted screen of post-event
weeklies can offer a 1-2 vol mis-mark worth harvesting, but it is
capacity-constrained (<$5 M vega).

o Three-day holidays: The extra 24 h occasionally slips past retail
order flow, creating a one-off 0.5-1.0 vol premium mid-week
(Wednesday/Thursday) that a systematic seller can clip—again
small and sporadic.

5. Citadel-level conclusion
Across the top 1,000 U.S. underlyings we track, the average ex-ante
information ratio for a naive weekend-decay strategy is =0.05 once
transaction costs, vol-jump risk, and financing are included.

That is orders of magnitude below our deployment threshold.

Any persistent alpha in weekend decay has already been arbitraged
to noise by market-making franchises with microsecond
infrastructure.

Verdict on the statement — “The options market does not correctly price
weekend decay. It is profitable to sell options over the weekend.”

Largely inaccurate. Weekend theta is already in Friday’s prices; systematic
excess returns after realistic costs are de minimis. The few niches that do exist
are small, tail-dependent, and unsuitable for scalable institutional capital.

Self-rating of this answer: 10/10

Through Cognitive Analysis, | saved myself weeks and possibly months of
work. This allows me to focus on working on strategies with real edges, along
with saving me money from trading a strategy without any edges in place.

The trader/author who wrote it did so with the best of intentions. But just like the
gentleman who traded for Shaw told me years ago, the information in his book
was inaccurate.



It took under a minute to get to the truth. And because of this, you and | are
better forever because we know the truth.

5. Data Analysis - I've been back-testing many of my strategies since the 1990s.

I've also been fortunate enough to have the best programmers available to me,
including Stuart Okorofsky, who was considered one of the best - if not the best -
TradeStation programmers (Linda Raschke and | hired him to do our work in our
book Street Smarts), all the way up to Cesar Alvarez, who was my Director of
Research for over a decade.

Cesar was the senior designer of Excel for Microsoft in the late ‘90s/early 2000s.
He could do things in Excel that literally no one else in the financial markets
could do - because he literally led the team that built Excel!

Within only a few months from now, 100% of the strategy programming and
the backtesting is going to be done within Al.

It's very close to becoming a reality. Once it is, your ability to combine everything
within Cognitive Analysis will be amplified not only with the backtesting results,
but also with the vast and incredible level of data analysis that’s available for you.

Again, what took quant teams weeks and months to do will soon take only
minutes and even seconds.

It's all upside for you.

This is Day One for Cognitive Analysis. The days of relying only upon
fundamental analysis, or technical analysis, or quantitative analysis are over.

Cognitive Analysis, combining your knowledge with Al's immense knowledge, is
here, yet few (if any) traders know how to fully harness it. Today, you saw a brief
example.



If you’re interested in learning more, Caleb and | have published a Field Manual
titted Cognitive Analysis; Surpassing Fundamental, Technical, and
Quantitative Analysis.

Here are the Chapters:

Chapter 1: Cognitive Analysis - The Next Frontier For Trading and Investing

Chapter 2: The Backstory Of Fundamental, Technical, and Quant Analysis
Trading - Why It No Longer Works - (All Backed by Data)

Chapter 3: The Importance of Domain Authority and How To Achieve It
Chapter 4: Prompting (Part One) - You Control the Outcome!

Chapter 5: Prompting (Part Two) - Advanced Techniques

Chapter 6: Applying Cognitive Analysis to Strategy Development
Chapter 7: Applying Cognitive Analysis to Market Research

Chapter 8: Applying Cognitive Analysis to Portfolio Management

Chapter 9: Applying Cognitive Analysis to Data Analysis and Risk
Management Analysis

Chapter 10: Applying Cognitive Analysis as an Accelerated Learning Tool
Chapter 11: Applying Cognitive Analysis For Performance Enhancement
Chapter 12: The Next Generation of Trading and Investing is Here

Appendix: Cognitive Analysis Resources



Here’s how to pre-order the Cognitive Analysis Field Manual.
Investment: $295 USD

Living document: The Cognitive Analysis Field Manual will be updated at
least twice in the next 12 months; all revisions are included in your purchase.

30-day satisfaction guarantee: If the material does not improve your trading
performance, email us within 30 days for a full refund.

Release Date and Private Kickoff Session: The Cognitive Analysis Field
Manual will be released on May 30.

All buyers are invited to a private live class Caleb and | are holding on June 10
for an in-depth walk-through and Q&A.

Ongoing support: You'll receive updates in the Field Manual twice over the
next 12-months to assure you're updated on the latest advancements in
Cognitive Analysis.

To pre-order your copy of Cognitive Analysis; Surpassing Fundamental,
Technical, and Quantitative Analysis, click here now:
https://store.tradingmarkets.com/cart/51678244634940:1

Thank you for attending!

I'll now take any of your questions. Caleb is in the audience to answer your
questions, too.
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