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BUILDING A
RELIABLE INCOME
STREAM WITH
CREDIT SPREADS
ON SPY

Imagine an investment
approach that offers
the potential for
consistent, monthly
income without
requiring you to predict
whether the market
will go up or down. For
many traders and

retirees, this is the holy
grail of investing. While
no strategy is without
risk, selling credit
spreads on the SPY ETF
using a total market
strategy has emerged
as a powerful method
for generating what
some practitioners call
"income for life." This
article explores how
you can apply this
approach to create a
steady cash flow while
managing risk in a
disciplined manner.

The core idea behind
generating Credit


https://www.remodelicious.com/

OprEREDIfcome For
Life Using Spy The
Total Market
Strategy is to harness
the natural movement
and stability of the S&P
500. SPY, the ETF that
tracks the S&P 500, is
one of the most liquid
and widely traded
securities in the world.
This liquidity provides
tight bid-ask spreads,
making it ideal for
options trading
strategies that rely on
precision and
efficiency. By selling
credit spreads on SPY,
you can collect
premium income with a
defined risk profile,
offering a compelling
alternative to
traditional income-
generating assets like
bonds or dividend
stocks.

UNDERSTANDING
THE MECHANICS

SPREADS

A credit spread is an
options strategy where
you sell one option and
buy another option of
the same type (either
both calls or both puts)
on the same
underlying asset, with
the same expiration
date, but at different
strike prices. The
premium you receive
from the sold option is
higher than the cost of
the purchased option,
resulting in a net credit
to your account. Your
maximum  profit s
limited to that net
credit, and your risk is
defined and limited to
the difference between
the strike prices minus
the credit received.

Bull Put
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Spreads

vS. Bear

Call

Spreads

There are two primary
types of credit spreads:

e Bull Put
Spreads: You
sell a put option
at a higher strike
price and buy a
put option at a
lower strike
price. This
strategy profits
when the
underlying asset
stays above the
higher strike
price. It is
considered a
bullish to neutral
strategy.

e Bear Call
Spreads: You
sell a call option

at a lower strike
price and buy a
call option at a
higher strike
price. This
strategy profits
when the
underlying asset
stays below the
lower strike
price. It is
considered a
bearish to
neutral strategy.

By combining both
types of spreads or
using them selectively
based on market
conditions, you can
create a versatile
income engine. The
key advantage of
credit spreads is that
time decay works in
your favor. As each day
passes, the options
lose value, bringing
you closer to keeping
the full premium if the
price remains within
your chosen range.



WHY SPY IS THE
IDEAL VEHICLE
FOR THIS
STRATEGY

SPY offers several
uniqgue advantages
that make it the
preferred choice for
traders aiming for
consistent income:

1. Exceptional
Liquidity: SPY is
one of the most
heavily traded
ETFs globally.
This translates to
tight bid-ask
spreads, which
reduces
transaction costs
and slippage.
When you are
selling spreads,
tight spreads are
crucial for
getting good fills
and preserving
your premium.

2. Diversification:
SPY represents

the 500 largest
publicly traded
companies in the
United States. By
trading options
on SPY, you are
essentially
trading the entire
U.S. stock
market. This
diversification
reduces the
idiosyncratic risk
associated with
individual stocks.

. Predictable

Volatility: The
volatility of SPY
tends to be more
stable and mean-
reverting
compared to
individual stocks.
While it can spike
during market
turmoil, it
generally
behaves in a
more predictable
manner, allowing
for better risk
assessment and
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position sizing.
4. Weekly and
Monthly
Expirations:
SPY offers a wide
range of
expiration dates,
including weekly
options. This
flexibility allows
you to tailor your
strategy to your
desired time
horizon, from
collecting
premium every
week to
targeting
monthly income.

THE TOTAL
MARKET
STRATEGY: A
FRAMEWORK FOR
CONSISTENT
INCOME

When we talk about
Credit Spreads
Income For Life
Using Spy The Total
Market Strategy, we

are referring to a
systematic approach
that goes beyond
simply selling spreads.
It involves a holistic
view of the market and
your portfolio. The total
market strategy
recognizes that the
market moves in cycles
and that no single
directional bias works
all the time. Instead, it
adapts to prevailing
conditions while always
maintaining a focus on
income generation.

Core
Principles
of the
Total
Market



Strategy

e Neutral to
Directional
Bias: You do not
need to be a
market timer.
The strategy is
designed to
profit in sideways
markets,
moderate up
trends, and
moderate down
trends. You avoid
betting heavily
on extreme
moves.

Position Sizing
is Everything:
The most critical
element of long-
term success is
how much risk
you take on each
trade. A common
rule is to risk no
more than 1-2%
of your account
on any single
credit spread.

This ensures that
even a series of
losses does not
deplete your
capital.
Diversify by
Expiration and
Strike: You do
not put all your
eggs in one
basket. Instead
of selling one
large spread, you
sell multiple
smaller spreads
with different
strike prices and
expiration dates.
This creates a
portfolio of
premiums that
smooths out
returns.

Adapt to
Volatility: When
implied volatility
is high (such as
during market
fear), you can
sell spreads
further out of the
money and
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collect higher
premiums. When
volatility is low,
you may need to
move closer to
the current price
to achieve your
desired return,
but you also
reduce your risk.

STEP-BY-STEP
IMPLEMENTATION:
HOW TO
GENERATE
MONTHLY INCOME

Let us walk through a
practical example of
how you might
implement this
strategy in your own
portfolio. Assume you
have a trading account
of $100,000 and your
goal is to generate a
steady monthly income
of $1,000 to $2,000,
representing a 12% to
24% annualized return
on your capital.

Step 1:
Assess
Market
Context

Before placing any
trades, look at the
overall trend of SPY. Is
it in a clear uptrend,
downtrend, or trading
sideways? You can use
simple moving
averages, such as the
50-day and 200-day, to
gauge this. If SPY is
above both moving
averages, the trend is
bullish, and you may
favor bull put spreads.
If it is below, you may
favor bear call spreads.
If it is mixed, you might
sell both types of
spreads in a balanced
manner.



Step 2:

Step 3:

SelectChoose

Your

Your

ExpiraBtrikes

n

For consistent income,
many traders prefer
weekly expirations (7
to 10 days) because
time decay accelerates
rapidly in the final
week. However,
monthly expirations
(30 to 45 days) offer
more time for the trade
to work out and often
provide a better risk-
to-reward ratio. A
balanced approach is
to use weekly for a
portion of your capital
and monthly for the
rest.

A common rule for
selling credit spreads is
to sell options with a
delta of around 0.20 to
0.30. This gives you
approximately a 70%
to 80% probability of
success. For a bull put
spread, you might sell
the put at a strike
where the delta is 0.25
and buy the put 10 to
20 points lower to
define your risk. The
credit received should
typically be around
one-third of the width
of the spread. For
example, if the spread
is $10 wide, you would
aim for a credit of
$3.00 to $3.50.
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Step 4:
Execute
and
Manage

Once you enter the
trade, set a profit
target of 50% to 75%
of the maximum credit.
Many traders close the
trade early once this
target is hit, freeing up
capital for the next
trade. If the trade
moves against you, do
not panic. Because the
risk is defined, you
know your maximum
loss upfront. Some
traders choose to roll
the spread out in time
to give it more room to
recover, while others
accept the loss and
move on.

MANAGEMENT:
THE KEY TO
LIFETIME INCOME

No discussion of
Credit Spreads
Income For Life
Using Spy The Total
Market Strategy
would be complete
without a thorough
examination of risk
management. The
"income for life" part of
the equation depends
entirely on your ability
to avoid catastrophic
losses. Here are the
essential risk
management rules:

Never
Over-
Leverage

It can be tempting to
sell many spreads to
maximize premium



collection, but this is a
fast track to disaster.
The market can and
will move sharply
against you at times.
By keeping your
position size small
relative to your
account, you ensure
that you can survive
these drawdowns and
continue trading.

Diversify
Your
Expiratio
ns

Do not put all your
trades into the same
expiration week. If you
have ten spreads all
expiring on the same
Friday, one bad market
move could wipe out
weeks of gains.
Instead, stagger your
expirations so that you

10

have trades expiring
every week. This
creates a continuous
income stream and
reduces the impact of
any single event.

Understa
nd Tail
Risk

Credit spreads are
vulnerable to black
swan events—sudden,
unexpected market
crashes. While SPY is
diversified, it can still
drop 30% or more in a
severe bear market. To
protect against this,
consider buying a long-
term put option on SPY
as insurance, or simply
reduce your position
size during periods of
elevated risk. Another
approach is to avoid
selling spreads during
major economic

10
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FOR LONGIEERM or
Federal Reserve SUCCESS
meetings.
Once you have
Keep a mastered the basics of
Credit Spreads

Trading
Journal

Track every trade you
make, including the
reason for entry, the
exit, and the profit or
loss. Over time,
patterns will emerge.
You may find that
certain market
conditions, such as low
volatility, lead to better
results, while others,
such as high volatility,
are more challenging.
A journal helps you
refine your approach
and avoid repeating
mistakes.

ADVANCED
CONSIDERATIONS

11

Income For Life
Using Spy The Total
Market Strategy, you
can explore advanced
techniques to enhance
your returns and
reduce risk further.

Using the
VIX as a
Timing
Indicator

The CBOE Volatility
Index (VIX) measures
implied volatility on
S&P 500 options. When
the VIX is high (above
30), option premiums
are expensive, making
it a great time to sell
credit spreads. When



the VIX is low (below
15), premiums are
cheap, and you may
want to be more
selective or reduce
position size. By paying
attention to the VIX,
you can sell premium
when it is most
lucrative.

Combinin
g with
The
Wheel
Strategy

Some traders combine
credit spreads with the
wheel strategy, where
they sell cash-secured
puts on SPY and, if
assigned, then sell
covered calls. This
allows them to
generate income in
multiple ways and

12

provides a natural
hedge against
assignment risk.
However, the wheel
strategy requires more

capital and has
unlimited risk on the
call side if not

managed properly.

Tax
Considera
tions

Options trading
generates short-term
capital gains in most
cases, which are taxed
at your ordinary
income rate. If you are
using this strategy in a
tax-advantaged

account like an IRA or
401(k), you can defer
or avoid taxes on the
gains. Be sure to
consult with a tax
professional to
understand how

12
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options trading fits into
your overall tax
situation.

COMMON PITFALLS
TO AVOID

Even experienced
traders can fall into
traps. Here are the
most common pitfalls
when pursuing credit
spreads income on
SPY:

e Chasing
Premiums:
Selling spreads
that are too close
to the current
price to collect a
larger premium
may result in
frequent losses.
Stick to the 0.20
to 0.30 delta
range.

e Ignoring

Assignment
Risk: While early
assignment is
rare on credit
spreads, it can

happen,
especially on the
short leg if it

goes deep in the
money. Monitor
your positions,
especially near
expiration.
Holding to
Expiration:
Many traders let
their spreads
expire worthless
to collect the full
premium.
However, this
exposes you to
gamma risk in
the final hours. It
is often better to
close the trade
early once you



