INTRODUCTION

The concepts, methods and systems presented in this book are the result of
many years of study and research in the market, The approach is strictly taechnical
and the results are definitive. The purpose of this book is not to entertain, but
rather to equip the reader with specific concepts, tools and Indexes t¢ use in
trading the markets.

Nothing in this book has been taken from a previous author’s work. What you
are about to read is original. | have trled to present the materlal in such a way that
it will be readily understandable to the beginning trader as well as the seasoned
professional who Is familiar with systems technology. This is a difficult task. |
reallze that the beginner may find himself reading through the text several times
in order to completely comprehend the materiai and the computer whiz kids will
find the Information overly simplified; however, | think the average trader wili find
the material set out in a way that is reasonably easy to follow.

The programmable calculator, due to its relatively inexpensive cost, is
readily becoming an indispensable tool for the technical trader. All of the systems
and indexes in this book can be programmed on most of the programmabie
calculators now on the market, Usually the dealer who sells programmable
calculators also has personnel capable of wriiing programs to be used in the
calculator and it should be easy for this person to program your calculator for any
or all systems in this book.

Following any of these systems with a programmable calculator is extremely
simple. Just punch in the latest price data, push the compute key and the answer
will appear either on a register or on a printout in less than a second.

" Most programmable calculators also have the capacity to store a particular
program and data on a magnetic card; thus, by changing magnetic cards, you can
go from one system to another in a matter of a few seconds.

The systems in this book have been programmed for the SHARP 365-P and
the TEXAS INSTRUMENT Ti-59 programmable calculators. For these units, | can
supply the program on magnetic cards with operating Instructions for any or all
systems in this book for a nominal charge. - - . - o
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DIVISION OF CONCEPTS

This book s divided into ten different sections. The reason for-ihié divi's:icéh-_is. B

tion, except for Section 1.

that each section can be studied independently of any previous or following sec- =

Sectlon | should be read first, as it pertains to certaln basic tools and defini-
tions which apply to all following sectlons. For Instance, if your initial interest Is in
directional movement, you may read Section | first and then skip to Section IV
without having to first read Sections Il and Iil.

However, before beg'lnn'In'g to trade any of these syét_ems_, be sure {0 read

Sections IX and X. The Table of Contents classifies the sections as described
above,

WORK SHEETS

For each index and system presented in this book, a daily work sheet has
been daveloped to facilitate following the__method on a dally basis.

With the exception of the. Relative Strength Index, which Is a chart inter-
pretation technique, all other indexes and systems can be followed using only the

dally work sheets. Itis not necessary to construct charts, although some traders
may want to use charts as visual aids. T . ' :

At the end of each section, an example of the index or system is worked out
using the daily work sheet. If reading through the text does not give you an im-
mediate grasp of the method, then it will alt fall into place when you follow the ex-
ample on the dally work sheet, B

A blank copy of each work sheet is provided in the Appendix so i can be
reproduced on any standard office copier and used in tollowing the particuiar

systern on a dally bass.

| '.'CH.A_RTS -

N :Aitﬁ'oug_h_ it s not hedes_Sary to construct chérts to follow'the 's_ystems=_:_in this

book, most technical traders subscribe to ‘a'g'o_qd'_'t_:hart service. . -

_ 1 prefer the COMMODITY PERSPECTIVE charts because each commodity
~and currency Is printed on a separate sheet 13 inches high and 10 Inches wide. -

. Ample space is provided after the last price bar to up-date the chart for the
~following week. These charts are received each Monday morning and are up- -
dated through the previous Friday. e e

-An example of the COMMODITY PERSPECTIVE chart Is presented with the
. Relatlve Strength Index in Section VI If interested in using this type of ¢chart, a
subscription Is available from:

investor Publishing, Inc.
327 South La Salle
Chicago, lllinois 60604




PARAMETER RANGES
(An infinlte number of systems)

One of the problems in presenting a definitive technical system to a number
of traders Is the fear of the trader that others are frading the same system, caus-
Ing a concentration of orders at the exact same point; thereby resuiting in bad
fills. This problem has been alleviated where possible by giving a range of
parameters. Fach trader can choose his own parameters and constants to use
with the system within the range given. The differences in the end result will be
insignificant,

For an example of this, suppose that a parameter for a hypothetical system

states that a Long trade is 1o be exited on a 30% retracement from a new High to

point P. The constant is then .30. In other words, measure the vertical distance

from hypothetical point P to the highest point reached while in the Long trade. By
taking 30% of that distance and subtracting it from the highest polnt the stop
price is determined.

How did the author of this system determine 30% to be the absolute best dis-
tance to use? If he determined the constant using only eight trades on one par-
ticular commodity or stock, he would have found that varying the distance just
slightly could result in one bad trade and his overall result would be decreased
signlificantly. However, if he determined this constant using 400 trades on each of
20 different commodities, he would have found that the results would be virtually
the same If he had used 28% or 31%.There would be very little variation if he had
used 28.4% or 31.6%.By using 27% or 33%, he would begin to see a small
decrease in the overall profit. By using 20% or 40%, he might see a drastic reduc-
tion in his profit.

The results of this hypothetical situation can be compared to a ‘bell curve.'

Range of A B Point A represents the lower
Constants end of the range at 28%;
Point B represents the
higher end of the range at

uses a constapt between
_ 28% and 32%, the resulis

over the long run will be
_-about the same.,

The bell curve' analogy would be appllcable to the range of constants gwen _

. {where possibie) for the systems in this book.

32%. As long as the trader -

L
}..
i
.
;
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BASIC TOOLS

The follawing bar will quickly be recognized
by most traders as that period of time
representing one frading day.

High

Close

Open Low

Fig. 1.1

price at which the stock or commodity was
traded during the day. The low exireme of the
bar represents the lowest price at which the
stock or commodity was traded during the day,
The hash mark on the left side of the bar repre-
senis the opening price; the hash mark on the
right side represents the closing price.

Reference will be made throughout the
book to what s called a LOP and a HIP. LOP s an
abbreviation used for LOW POINT. A LOP is any
time bar which has a time bar Immediately before
it, and immediately after it with a higher low.

LOP  LOP LOP
Fig. 1.2

A HIP signifies a HIGH POINT and is defined
as any time bar which has a time bar immediately
before It, and immediately after it, with a lower
bigh

SECTION 1|

BASICS

The top of the bar represents the highest %

e
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HiP HIP HIP
Fig. 1.3

Another configuration which will be used
constantly Is a SIGNIFICANT POINT which is ab-
breviated SIP. A SIP must be defined as gither a

118lPoralQ S!I;.ﬁ'T\e HI SiP is defined as being
the-highest-ptice reached while in a Long trade.
The LO SIP is defined as the_lowest price
reached while in a Short trade.

LOP
LO SiP

Fig. 1.4
SIC is the abbreviation for SIGNIFICANT
CLOSE. The SIC is defined as the exir
favarable CLOSE made while in the trade. If Long
the 31C is the HIGH SIC which is the highest close

made while in the trade. If Short, the LOW SIC is.
the lowest close made while in the trade. '




is the point at which a Long trade Is exited and a
Short trade is entered, or vice versa. These basic
configurations wiil be referred to repeatedly In
~“the text that follows. '

THE MISSING PART
OF MOST TECHNICAL
TRADING PLANS

Most technical trading plans have two parts;
{1} A technical trading system
(2) A capital management technique

Mast technical trading systems are trend-
~following systems. | belleve a trend-foliowing
. method is the most profitable methed to use In
trending markets. However, a trend-following
method invariably gives back a good part of its
‘profit when the markaet changes to non-
directional sideways movement. - -

An anti-trend, congestion phase system is
- profitable in a sldeways, non-trending market.
However, the profits are smaller, the trades are
mere frequent and the commisslons -become a
significant factor. When the market changestoa
trending mode, the anti-trend system tends to
become unprofitable. . :

In all the years [ have spent developing and
analyzing technical trading methods, | have yet to
See any one system that is conslstently profitable
An all markets.

The answer then is to devise a rating scale

upon which all commeodities of interest to the
“trader can be rated as to whether trending or
" non-trending. This concept is explained in Sec-
tion IV entitled THE DIRECTIONAL MOVEMENT

J——

SAR stands for STOP AND REVERSE. This - ©

. VOLATILITY INDEX,
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- There are several other things to consider
also. The most profitable trending markets are
-usually the volatile trending markets; that is, the
markets that are moving the fastest. This concapt
Is explained in Section Il entitled THE

Also, margin requirements and commission
charges are factors to be considered,

All four of these factors are appropriately
welghted and combined In THE COMMOQDITY
SELECTION SI) explained in Section IX.
THe highest commodities on the CSI scale will be
those which: -

(1) Are high in directional movement,
{2} Are high in volaitlity,

(3) Have reasonable margin requirements
relative to volatility and directional
movement, and

(4) Have reasonable commission rates.

The missing part of most technical trading
plans then, is a method far evaluating and de-
termining which commodities to trade when. The
answer presented in this book is THE COM-
MODITY SELECTION INDEX. _ :

‘Before we take up some of the heavier con-
cepis such as Directional Movement, Volatility,
Momentum, etc., I want to present a relatively
simple system which is also very profitable when
used in a moving market. it is one of my favorite
systems because it squeezes more profit out of
an intermediate move (which lasts for two or
three weeks) than any method | know, | call it the
PARABOLIC TIME/PRICE SYSTEM.




“’low of the main swing are not penetrated. When
. the low polnt of 58 was penetrated, the failure
‘swing was completed. On the low of August 15,
-the failure swing carried up to 41 on the RSI
" scale. After several small down swings, this point
; Was penetrated on the Up side on August-ZS

(4) Support and Reslstance: Trend Iines on the
bar chart often show up as support lines on the
RS Notice the support lines made by the low
swing points during October and part of Novem-
ber could be used to confirm trend lines drawn
on the chart. Depending upon who is drawing the
frend line, a breaking of the trend line could have
occurred on November 4; however, this was not
confirmed on the support line drawn on the RSI.

{5) Dlvergence: Although divergence does
not occur at every turning point, it does occur at
most significant turning points. When divergence

usual for the following up swing to be composed -
of several small swings as jong as the high and ~ ~

NEW CONCEPTS I TECHNICAL TRADING SYSTEMS

beglns to. show up after a. good dlrectmnal move; -

‘this Is a very strong indication that a turning point g

is near. Divergence is the single most indicative
characteristic -of the Relative Strength index

‘Note that the top made on-November.9 was
Indlcated by an RS| value above 70 and
- divergence. it 'was confirmed by the fallure

swing, breaking out of the pennant formatlon and _
breaking the support line. :

The ‘Relative Strength Index, used in con-.
junction with a bar chart, can provide a new
dimension of interpretation for the chart reader.
No single tool, method or system is going to
produce the right answers 100% of the time. A
successful trader utilizes several different kinds
of Input into his decislons, Often the problem isin
narrowing this input down to two or three things
that work best for him. In this context, the
Relative Strength Index can be a valuable input
into this declsion—makmg process '




" The Fteactton Trend System is just what the

‘name implies — it Is both.an antl-trend system
and a trend system. The nermal mode of operg-
: OJJ_LMA%E)N MODE [{anti-trend), In.the
"REACTION MODE; We buy on weakness and sell
on Strength. The anti-frend -Mode reverses - at
each buy point and most sell points, The TREND

the market at a trailing stop,

Thls 'system provides plenty of action. It wiil
average making a trade about every two or three
days, This system capitalizes on the kind . of
market most systems perform very poorly in; that
is, those exasperating markets which have
periods of non-directional congestion-type ac-
tion ‘and suddenly spurt to new_highs or new
lows. These markets will ehow up on the lower
end of the Directional Movement Index scale.

Characteristically, this system makes
money in a non-directional market; however,
when the market suddenly becomes directional
and moves rapldly, it will automatically go into its
- TREND MODE and follow the move. When the

trend halts, the system reverts to the antl-trenct
or REACTION. MODE :

lock at the geometry of the system in order toun-
derstand the concept upon which the price ac-
tion points are based. The high, low and close
prices for each day generate FOUR PRICE AC-
TION POINTS for the following day. These points
- are good for the following day only. The four
*_price action points are all based on the average
-of the high, low and close pr!ce fer the day which
'cs demgneted X . . '

'MODE of the system does not re_veree but exlts_

Before we get into the. rules for trading, Iet S .

o th
: eell at poent 8.

MEw_:q_b_MCEPTSIiNI'FE_CHHtCAl_. TRADING BYSTEMS

S THER EACTIN TREND SYSTEM

kﬁy(Nwﬂﬂt. o
The four prlce actlon polnts are
.(1) By (Buy Po!nt) =2 x H

. (2) S4(Seli Point) = 2 XL - : :
-'(_3} HBOP-(High Break Out F’omt)- _

2X—2L+H .
(4) LBOP (Low Break Out Pomt)—'
2)(-——2H+L : . '

[

The geometry for these potnte |s diagrammed ]
-Fig. 7.1 . .

All of the points :are generated by three dis-
tances, D4, Dyand Dy, - :

(1) Dy Is the distance from X to the high
- price of the day. The BUY POINT B, is obtained
by swinglng D1through an 180°arc belowx

(2) Dgzis the distance betweenX and the jow
price of the day. The SELL PQINT, 81, is ob-
tamed by swinging Dy through an 180° above X

(3} Dj isthe distance between the high and
low of the day. The HIGH BREAK QUT POINT,
HBOP, is the distance Ds plus Dp abovex

.The LOW BREAK OUT F‘OINT LBOP, |s the dis-

“tance Dg plus D4 below’X, The X is the base point
for. derivation of the equation of each of the four
price actlon po]nts whlch are shown in Fig. 7.1

Before we dlscuss when to take a position,
let's. look at the price action relative to. the four -
price actlon points, We stated that the normal
mode of operation for the Reaction Trend system .
is the REACTION mode. Wé. also said that the
four price action points generated oh one day are
good for the following day only. 'We are In the .
normal REACTION mode when the prices for the-
‘néxt day stay within thé bounds o the HBOPand
. In this mode, Wé buy at point B1and

—~—




@ s =%+ ®-1) =2% -

2X-2L+H

— | _
Dy=H-X REACTION
l eLic | " MODE
. -X-‘ X: 3 1
D3=H-L ]‘ )
Do=X-L b LoT
Zl \By=2X~H b
FoH*L+C
X o

the price for the ne.xt day shoul'd ‘é'o.
h the HBOP or the LBOP, the system s -
'utornatlcaily in TREND.mode.

fough the HBOP, the tra trailing stop is the lowest .
;‘;’ﬂade for the previous two days. If the prlce

e highest high made for the prevlous two days.)

?_n,ga.ln_lhjs :
odethe-step-becomss the-most-distant price
the previous two s wo days. {If the price should go .

uld go through the LBOP, the tralling stop Is

e :follow the price |n the dlrection of the o

= NEW CONCEPTS IN TEGHNICAL THADING SYSTEMSE

L _ ‘
S _ LBOP 2X-2H+L i

@) HBOP =X - [ - 1)+ (X - L)]=2X - 2L + H | " IREND

4 LBOP=X - [(H = L)+ (H=X)]=2X ~ 2H +1L MODE

“Flg.7.1

breakout with the trailing stop. When the price
" reacts ‘enough after the breakout to trigger the
trailing stop, we exit the market at the trailing
stop, We then go back into the REACTION mode
and remaln untii another breakout occurs :

ThIS system ls based on what appears to be: :
Sa repeﬂtious pecui[arlty of random price move-.
- ment. This is ‘the three-day-up-iwo-day-down.
--_-_'phenomenon Thls phenomenon is ‘most

72




-trending market For some reason, random price
. movement appears to take tonger to increase

move starts with a significant increase in range
on the first day of the move: When this happene,
the breakout points will be exceeded and the
system wttt go into TREND mode and follow the
move until the first reaction occurs — ‘at 'which
time the system automatically reverts to the
REACTION mode.

Now let's discuss the question of WHEN to
enter the market. We look back over the price ac-
tion for the last two or three weeks and select the
significantly lowest price (Fig. 7.2).

’I“”IN”H l,,,l;tllll

|
»

Flg, 7.2

t:o-
t’.n
O

We place a “B” under that day

We place an “O” under the fottowrng day

We place an “S” under the next day

8" (This represents nine days of the sequence. )

.sequenoe until .we get to today

the last two or thres ‘weeks and Iabel the -high

“g, the followmg day, “.0" 'etc
73

prevalent in a non- directtonal market ora Iazlty"- _
“S” Sequence would be at a PHASING change or

“than it does to decrease. This appears to be in- -
dicative of most prtee action; that is, ‘the down .- D
moves are more severe and of shorter duration3'j- ;
than the up moves. ‘Often’ a good . directional -

i Assuming that we have designated our previous

“days as either “B”, “0O”, or “S”, we are ready to .
: begm tradlng the Fteactlon Mode of this system.
L Suppoee, ‘however, that tomorrow is an “Q" day.

We designate all following days in the -
Sequence HBII llo’l IIS" IIB'I llo!] . ‘lSH ”Bll “oll .

We continue to designate ali of the daye in fhis " we calculate the four price action points for the

- foltowmg 48" 'day. On the followrng "g", 'day, we

if the market Isina generat down trend we C

can .pick out the significantly hlghest ‘price for ° ' .touched 31 and we go Shor{(F}g 7 3) Dayz

point “S", The next day of the sequence woutd be - '
o S penetrated the B1 target however we do not

NEW GONCEPTS 1N TECHRICAL TRADING SYSTEMSE

An alternate method to begtn the “B" “0“ _

confirmation (after a breakout) whioh we wltt ex- '_
.plam tater . :

Foltowing are the baslc princtptes for'
tradlng the REAGTION THEND SYSTEM :

For tradmg the FtEACTION MODE

(1) Long (BUY) posltlons are Inltrated.
.~ only on a "B" day. :
(2) Shart (SELL) positions are mrtiated
~only on an “S" day.. - :

{3) NO positions are Initiated on an “Q”
-day except those . Initaited by the
breakout potnte ‘HBOP or LBOP.

(4) Long posttrons may be closed out on :

. an “0” day orreversed on an “S” day. -

i _.(5) Short posrtlons are revereed ona "B
~day.: '

: (6) The terget and reverse pomt for a
“position initiated atBy Isalways S IS

(7) The target and.reverse point for a_-
posrtlon mJtlated at 81 ls always B 1 2

For tradlng the THEND MODE

1) Breakout pomts HBOP and LBOP
are.stop “and reversal poEnts for “open -
" positions In the Fteac:t[on Mode. Theyare
also entry points for a new posltlon Any-
position nitlated at HBOP or LBOP Is '
taken on any day it occurs
(2) Thestop for any Trend Mode posntlon
- Is_always the trailing stop Thrs Traﬂmgﬁ
) _Stop Is not a reverse. : .

Now tet’s discuss how these rules are used

We cannot tnltlate a posltion on an "O" day,’'so

can only go ‘Short, and then on[y it the prlce_
touches the Sy sell polnt Assume’ that the prtce

On Day 2 : the prtce went down and




‘0 s B O S B O s B

w -
oM~

o .Flg. 7.3

,:_ake profits on day of entry. We must wait for the touched; therefore we exit the market an the_ _
‘followmg “B" day to take proflts and reverse at ~ close of Day 6.

On Day 7, an “0" day, we cannot initiate a

new position unless the price penetrates one of

- the breakout points; in which case, we would in-

. ltiate a, positlon enacting the Trend Mode and
L using the tralling stop “This_ "did. not “acour:

On Day 4, the price continued .up,’ went'i-_.f'._ therefore we continue in the Reaction Mode
ough the Sy point and we. took profits at S

scause Sq Is a target only on an “0” day. We . .
.annot reverse and/or inltlate a new position on .. :
) V"O" day. whlie in the Reaction Mode '

On Day 3, a "B” day, the price came down,
uched the By buy polnt and we reversed to -
_ong because we can only buy ona 'B" day

On Day 8 an “S" day, the -price opened '
_ above the Sy point, so we went Short on the
" open. The price then went directly- down through :
: - the B, point and closed on the low. Since. we do -
On Day5 an “S"day. _we go Short atS1 not exit a trade on the day it is Initiated (unless.i-

: the price penetrates one of the breakout polnts),_; -
On Day 6, a “B” day. the B4 prlce as not we remaln In the trade on Day 8 :

 NEW c:bﬁcﬂ'*ffs; IN TEGHNICAL TRADING SYSTENS




_ On Day 9 the price opens below Bi;
therefore, we went Long on the open, reverslng
. the previous Short position. The price continues

o drop, goes through the LBOP and we go Short.
- We are now in Trend Mode and will follow th|s
Short trade with the traihng stop

On the day of the breakout we ‘use. the S

highest high of the two previous days as. the
trailing stop. After the market closes, we com-
pare the high made today and the high made
yesterday The higher of the two will be thetrail-
ing stop to use for tomorrow.

On Day 10 and Day 11, we rerhain in the
Short trade. The trailing stop was not touched.

On Day 12, the price reacts and we exit the
market at the trailing stop (which was the high
made on Day 11). We do not reverse. We are now
back in the Reaction Mode (Anti-trend). -

PHASING TECHNIQUE

(For use only after a Trend Mode Trade)

Now we come to a very important part of this
system which has not yet been explained. This
part Is the PHASING TECHNIQUE, and here is
the rule:

(1) The day on which the lowest price was

reached while in a Short TREND MODE

trade (initiated by .LBOP} is designated as a
- “B" day; or

(2) The day on which the highest price was
reached while in a Long TREND. ‘MODE

trade (m:tlated by HBOP) is dee:gnated as

an usn day

Notice that the lowest price reached whilein
the Short Trend Mode trade was made on. Day
10; therefore, Day 10 (which was prewously an
"O” day) is redesignated as a “B” day. Maintain-

: fng the same. sequence, Day 11 IS then
: demgnated as.an "O” day, etc .

Here is another tmportant pomt Suppese_‘ L
on Day 11 the price had continued to go upand -

have put us in the Trend Mode Our traillng stop

for Day 11 would have been the Iow onDay10. 1

- Is therefore posslble to go from the Short Trend
© Mode to the Long Trend Mode and ¥lce versa

wllhoul inltlating a trade in the Reactlon Mode.

| Day 12 is an "S" day. We go Short at Sy
however, the price continued to go against our.

. position and broke through the HBOP. We rever-
-sed and went Long at the HBOP. We are now
‘back in Trend Mode and foiiowmg the price up

W|th the trailing stop

Let’s say that the price continues 1o go up
for two more days, reacts, and we exit the market
at the trailing stop. We are now back in the Reac-
tion Mode. We must, at this point, ascertain that
our phasing Is correct. The day upon which the
highest price was reached will be an “8" day. It it
happens to be an “S" day under the previous
phasing, then no change is made; however, fitis
not an “S” day under the previous phaeing, then
ft must be de5|gnated as an "8” day and the
phasing continued in the sequence “B" “or, s,
HBH HOII HSI! etc

One other important thmg Cana Reactlon
Mode trade be initiated on the same day that a
Trend Mode is stopped out? The answer Is
YES .. .If there is at least one day between the
Iowest or highest day, and the day the Aeaction
Mode trads Is initiated,

If we are stopped out of a Short Trend Mode
trade, the lowest day will be a “B” day and the
following day must be an “O" day, which means
that a Reaction Mode trade cannot be Inltlated
until the following “S" day. Conversely, If we are

' etopped out of a Long Trend Mode trade, the

highest day will be an “S” day and .the following
day will be a “B" ‘day. However, no posltlon can

- be taken -on the “B” day because It cannot be

ascertained untll the close that the prevloue day
was, 1n fact the hlghest day

Now that we have a basic understandlng of :

the system, we will set out the complete rules.

Study these rules in light of the previous discus- -
sion and then we will récap the procedure, cover

‘the. mathematics and ‘work through an example

on the work sheet

'had broken through the HBOP, In this case, we . -

wouid have gone Long at the HBOP which woutd e

1§ TECHNICAL TRADING SYSTEMSE
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Before we exp_lain the mathematics for this system, let's review the options we have for each day:

'On the “B” day, let's assume we went Long at B4. On this day, we do not exit atthe § 4 brlc_e action

| point. We will exit on the “B" day only if the price goes against us enough to cross the LBOP, at which

_point we will reverse 10 Short. Let's say that the price moved in our favor on the "B" day. When the market
closes, we take the high, low and close price and generate the price action points for the following day,
which is an "0” day. - e S ' o B

.On the “O” day, we have two options. If the price moves far enough in our favor o touch S qwe will
take our profits and get out of the market — we will not reverse. If the price goes through a breakout
point, we will enter the Trend Mode and follow the price with the trailing stop. If the price does not reach
Sy on the “O" day nor does it go through a breakout point, then no action Is taken on the “O" day. When
the market closes, we calculate the price action points for the following "S" day. ' K

On the “8" day, we must exit the Long position one way or another. On the “S” day, there are three
options avaitable to us. If the price continues to go in our favor and touches the S 4 selt point, we will
reverse our position at that point. If the price crosses a breakout poini, we will follow the Trend Mode, i
the price does neither of these, we wilt exit on the close, but wili not reverse. Inthis case, we will plan to go
Long the following “B* day at B . (If the price does not go down enough on the “B” day to trigger B 4, we
will stay out of the market.) ' : : ER o T :

‘Now let's say that on the "S” day we are reversed at $'y. As s00n as we are reversed, our stop isthe
HBOP which is a reverse to put us Long in the Trend Mode. if the price drops down and crosses B 4 on
the “S” day, we do not exlt but stay with the position. Let's say that when the market closes on the "S"
day, we are stili Short. We calculate the price action points for the following “B" day.

On the “B” day we must exit the Short position one way or the other. If, onthe “B” day, the price goes
down and touches B4, we wil reverse from Short to Long. If this happens, the stop will be the LBOP which
is also a reverse to put us in the Trend Mode with a Short position. However, if the price on the "B day
does not go low enough o reverse our open Short position at B 4 and does not go high enough to reverse
into the Trend Mode at HBOP, then we will exit the market on the close. If this happens, we could not take
a new position on the following “O” day but would wait and try to take a Short position on the “§" day at
S; . Ifthe price never reaches Sy on the “S” day, we will stilt be out of the market and would attemptio en-
ter Longat By on the following "B” day. ' ' :

On any day that the price crosses either the HBOP or the LBOP, we are automatically in Trend Mode
and follow only the Trend Mode rutes until stopped out by the trailing stop.

Normally, we would enter Trend Mode on a reversal or new entry from the Reaclion Mode trade;
however, it is possible, if we are not in the market while the system is in Reaction Mode, that the _price
could open above the HBOP or below the LBOP, In this case, we would enter either Long or Short as ap-

plicable. This is the only way we could enter the Trend Mode without reversing from the Reaction Mode if
we were not in an open position.

Now let's look at a hypothetical example illustrated on. the following chart and work sheet,
_The prices for Day 1 are as follows:
© Migh: 5150 - - ..  Low 5050 - . . Close: 5050

' The priceg for Day 1 are u_s_e_d to calculate the price action points for Day 2. .
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() By = 2% —H:
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= 101,66 — 51.50 = 50.16
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= 2 (50.83) ~— 2(50.50) + 51.50
= 101.66 — 101.00 + 51.50
= 52,16
4 LBOP = 2% —2H -+ L
S = 2 (50.83) - 2(51.50) + 50.50
= . 101.66 = — 103.00 + 5050
= 4916 BRI

min MEW CONCEPTS [N TECHHIC AL TRAD NG SYSTEMS i




~ Now that we have calculated the four price action points for Day 2, we insert them in the appropriate
columns on the line for Day 2. For this example, we will assume we have determined that Day 1 is an “S”
day and therefore, Day 2 is a "B” day. Lo e ' '

Since Day 2 is a “B” day, we are concerned with only three of the four price action points; {.e., B %
LBOP, and HBOP. On the following “B” day, we will attempt 1o go Long at 50.16, The stop and
reverse is the LBOP at 49.16 .

On Day 2, the price touches B and we go Long in the market at 50,16, After the market closes this
day, we calculate the four price action points for Day 3, which is an 0" day. On the Q" day, we will
attempt to exit the market at S4 if reached.

On Day 3, the high was 51.20 so we did not reach the S tlarget of 51.34. We calculate the four price
action points for Day 4 and note thatthe S sfor Day 41 51.30.

Gn Day 4, the price hit 8 ; and we reversed our position to Short at 51.30. We also gave the broker our
stop and reverse point, the HBOP at 52.00. :

Day § is a “B” day and we reverse the Short position to tong at B4 §0.16, The stop and reverse
peint after taking the Long position is the LBOP at 49.16.

On Day 8, the price falls out of bed and dives through the LBOP at 49.50, We go Short at this point
and are now in Trend Mode. We immaediately give the broker the stop for today of 51.50, which is the
higher high of the two previous days. :g €O

o B

Our tralling stop for Day 7 is 51.00. : 96

. q e

On Day 8, the traiiing stop is 50.50, On Day 8, the trailing stop is Afs%g On Day 10, we are slopped out
at the trailing stop at 48.50. Since this is a Trend Mode trade, we do not reverse but simply exit the market
at the stop. The first thing we must do after being stopped out of a Trend Mode trade is to chack the phas-
ing to see if it needs to be adjusted. The lowest day while in the Trend Mode trade was Day 9, which was
an "0Q” day according to the original phasing. After the market closed on Day 10, we can recognize Day 9
as being the lowest day while in the Short Trend Mode trade, We therefore designate Day 9 as a “B” day,
Day 10 as an “0" day, and Day 11 as an “S” day, etc.

Having just exited the Trend Mode, we are automatically back in Reaction Mode. Day 10 Is an “Q”
day; therefore, we initiate no trades on the "O" day unless, of course, the price penetrates the HBOP or
LBOP.

On Day 11, the price hits Syat 50.10 and we 0o Short at this price,

Day 12isa "B"iday and we want to cover the Short position at B which Is 48.64. However, the
price does not get that low, so we exit the market on the close that day. We do not take a Long
position unless the B price is touched. B ' '

Day 13 is an “O” day and since we are not in the tnarkef, we must remain neutral until the following
'3” day unless the price goes through the HBOP or LBQP‘ '

~ OnDay 14, wego Short atS 1at 50.64.

' . On Da_y 15, the following “B” day, we reverse our Short position at B yand go Long at 49.34,
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Day 16 is an "O" day and we hold our position because the S ytarget was not reached. (Notice that S
for Day 17, the “S" day, is \ower Yhan for Day 16. This is bacause the move on Day 16 did not carry throug
and therefore produced a lower target for Day 17.)

The price on Day 17 stilt did not hit the reduced target, so we exited on the close that day.
On Day 18, a "B” day, the price touches B sand we go Long.

On Day 19, the following “O" day, the 5 4 target of 49.64 is reached and we exit the market at thal
point. We do not reverse.

On Day 20, we go Short at Sat 49.66.

On Day 21, the B4 of 48.84 Is not reached, s0 we exit the Short position on the ¢lose at 49.20. Notice
that this system often produces a profit aven when the B, or 8 ypoints are notreached,

Day 22 is an Q" day, S0 no new positions are initialed since the price did not cross the HBOP of
LBOP.

Now, Just for fun, let's see what happens when we have an absolute sideways market; that is, the,
high, low and close price for each day is Identical. Since Day 22 is an “O” day, the first posltlon we can
iake is on Day 23,

We go Short at S, at 50.00. The following day, we reverse at B jat 49.00. On Day 25, an "O” day, we
take our profits at 50.00 and are out of the market. OnDay 26, an “S” day, we go Short at 50,00. On Day 27/
we go Long at B4, 49.00.0nDay 28, an *0" day, wae exit the market at 50.00, which is S4. This hypothetical,
example shows the inherent characteristics of this system which enable it to be profitable in a very low
directional non-trending type of market. Often this type of market Is the “lull before the storm,” that is, it
precedes a dramatic breakout one way or the other. If you are In the market with the system when the
breakout does occur, there is no way you can miss it.

For simplicity in the preceding example, we entered the market at the breakout price and exited at
the trailing stop price. However, when trading this system in the actuat market, always Increase the dig.’
tance of these points by several ticks, These points are:

(1) HBOP
(2) LBOP
{3) TRAILING STOP

Even though it may take several readings,| hope this Systemhas been presented so it Is under-
standable to the reader.

Foliowing Is a chart of May 1977 Soybean Meal which shows the system trading in this type of
market. | think you will agree that this system is worth the effort it may take to master it.
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Reaction Trend System — May 1977 Soybean Mesl. -
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Recap: Reacﬂon Tmnd System
(May 7 Soybaan Meal)
Trades: = - - 36 protit {64%)
S 20loss (36%)
setom
Profts: - 174.70 polnls rofit
R ‘75, 50points loss
9920 poinis totel profit . -
84
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One of the smartest technicians ! know put
statement:

"Somewhere amidst the maze of Open, -
High, Low and Close prices is a phan-
tom line that is the REAL market, This
line is. aiso Indicative of the REAL
swings the market Is making.” L

After some study, | concluded that if each
day’s action could be evaluated defiritively,
within constant parameters, the phantom line
could be revealed. The problem was to compare
each day's action within the day and with that of
the previous day and relate thls action to an

' absoiute

The problem is compounded by the fact that
there are no less than 28 points of evaluation
within a two day period, The 16 following poinis
can be compared between the two days. The

is for the second day

1204

HzHy  Haly 0,C4
Loby - Ha04 L€y CpHy
0201 =~ H2Cy  OzHy  Cyly
Cgcfg - .LzH_-; ’ 02L1_ . CQO,

The followlng six points can be compared
wllhin each day. :

E 1.,0, : L202 3

H101 o Hzoz
Hybg 0 4G, Haby o oChp
_ "’202

HyGy 0404 0202 X

me on the trait of this method with the foﬂowing_ .

subscript "“1".is for the first day, the subscript "2

NEW‘C,ONCEP‘I'S IN TECHKNICAL TRADING SYSTEMSe

* THE SWING INDEX

After devlsing and lesting innumerable ap-

_-proaches the lollowing lactors were isolated as
- the most indicative S

" For an UP day. the most lndicative PLUS

- -factors are as follows

(1) Close today above previous close
{2) Close today above open loday.

(3) High today above previous close.

(4) Low today above previous close.

(5) _Pr_evious close above previous open.

For a DOWN day, these same facfors wouid
have a MiNUS value .

These factors were then weighted and
evaluated retative to the highest or lowest possi-
ble value and defined on a scale with absolute
lfmits

(1) The highest value for a day would be
- LIMIT UP from a LIMIT UP day.

(2} The lowesl value for a day would be
LIMIT DOWN from a LIM!T DOWN day.

(3) A zero value would be a NO CHANGE
~ day from a NO CHANGE ~day. '

{(4) The absolu!e iimits would be +100 and
—100. SR _ .

“The followlng ‘equation was - derived to

_ saﬂsry these prerequisnes. _

_Sl= 50[‘:2 °1 + 5(02— Oa) + asm, _o,,]




