PROFILE 4

Please study the list of indicators in the diagram below. Insert all indicators and Paint Bar
studies on to a daily chart of the RUSSELL mini futures using the symbol @ER2.D

Format Analysis Technigues & Strategies |

Analysiz Techniques | Strategies

Mame Input ¥ alues Type Statuz | Alert

M S_TSKPA300 Indicator On Mo
P 5_TSKPAutoStop Indicator On Mo
M S_TSEPDynSpriR esizt Indicatar On & [x]
P S _TSKPFast? Indicatar On Ma
M S_TSKPFASTZ Indicator On Mo
M S_T5kPMedium Indicator On Mo
VI S_T5KPScoreCardColor PaintB ar On Mo
M S_TSEPShiTrmTradeRi Indicatar On & [x]
,Hv” S_TSKPTrendBiasB Indicator On MHa

S TSKPA900: Set the color to white and use the second weight. PLOT in sub graph 1.
Becertainitisscaled SAME AXISASUNDERLYING DATA

S AUTOSTOP: Set the color to yellow and use the second weight. PLOT in sub graph
1. Becertainitisscaed SAME AXISASUNDERLYING DATA

S TSKPDYNSPRTRESIS: Set the color of SWNG MEAN to yellow, SWNG SPT to
red and SWNG RES to blue. PLOT in sub graph 1. Be certain it isscaled SAME AXIS
ASUNDERLYING DATA

S TSKPFAST 2: Set the color of Fast2_1 to blue and Fast2_2 to red and use the third
weight for each plot. Plot as a HISTOGRAM. Set the scale to sub graph 3 and scale to
right axis

S TSKPFAST 3: Set the color of Fast3 1 tored and Fast3 2 to blue and use the third
weight for each plot. Plot asa HISTOGRAM . Set the scale to sub graph 2 and scale to
right axis

S TSKPMEDIUM: Set the color of MEDIUM UP to blue, MEDIUM DOWN to red
and MEDIUM MA to yellow. Set the weight of MEDIUM UP and MEDIUM DOWN to
the second thickness and MEDIUM MA to the fourth thickness. Plot asa HISTOGRAM.
Set the scale to sub graph 4 and right axis.

S TSKPSCORECARDCOLORS: This colors the price bars. Do not adjust any of these
settings

S TSKPShrtTrmTradeBias: Set the color of STTB_1tored and STTB_2 to blue.
Scale in subgraph 2 and scale with NO AXIS.

S TSKPTrendBiasB: Leave the colors aone. Set the scale to sub graph 4 NO AXIS and
use the second weight for each plot.



The chart below isadaily chart of the Russell mini futures contract using the settings

above. Match your chart against this one to be certain you have plotted and scaled all

indicators properly.
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In our discussion on setting up PROFILE 1 we talked about A900, Auotstop, the
SCORECARDcolors and FAST3. On this profile we' ve added some additional
indicators. We'll talk briefly about each indicator starting with our dynamic support and
resistance bands S TSKPDYNSPRTRESIS.

These bands are visua tools designed to target the significant pivot high and pivot low.
They adjust automatically as a new pivot forms. Many traders use a variety of simple and
exotic methods in an attempt to ‘predict’ where the next reversal will occur. Gann, Elliot
Wave, Fibonacci ratio’s, and who could forget the SECRET MAGIC FLOOR TRADERS
S1 and R1 targets. All of these methodol ogies are predictive in nature and, while they are
very useful tools, they are not completely reliable due to their subjective interpretation.

They are, on the other hand excellent confirming tools. Y ou see, while the moveis
unfolding everybody is debating which degree of which wave we arein or which Fib
ratio or Gann angle will trigger the reversal. The operative word in that last sentence was
‘debating’. When prices blow right through their predicted reversal point without
hestitaion you get the “Well, that was really a minor threshold and our next real target is
blah, blah, blah.” | can talk to 5 different students of Elliott or Gann and get 5 different
trangations, but, after areversal occurs everybody says that reversal occurred at one of
their key forecast levels. In other words they’re all correct after the fact. Well, you can’t
make money after the fact and if your ‘predications’ on future reversals are not 100%
accurate .. you are still guessing. Guessing is fun, but | wouldn’t want to put real money



on the table based on abet. Like | mentioned earlier, if prices move up to akey Fib,
Gann, or wave point, it’s better to watch what happens at that level before charging in
there attempting to fade the move based on the ‘hope’ that you’ ve guessed correctly.

Therefore, we have taken a different tack. We don’t attempt to ‘ predict’ where prices will
reverse, we ‘react’ to the obvious reality that prices are reversing. In other words we et
Mr. Market tells usin arather obvious manner that there has been areversal. What do |
mean by obvious? Well, the price bars and oscillators al turn from BL UE to RED.
That’sfairly obvious .. en? Once the market reverses at a key price level our support and
resistance bands ‘print’ that footprint on our screen so we can seeit forever. Let me
demonstrate what | mean.
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Study that chart careful Iy I've marked afew of the pivots. Pivots are quite easy to

identify with Kwik* POP. The price bars turn from blue to red or from red to blueon a
strong enough price/momentum reversal. When a pivot forms our support and resistance
bands automatically adjust to that new pivot.

Notice on the | eft side of the chart how the bars turned from red to blue and the white
line crossed above the yellow line. That occurrence tells us objectively that Mr. Market
has disclosed a key area of support. | don’t need to guess, | can see the color changes and
| know that is akey support area. Now notice how thered line ( support line) came
straight down and turned horizonta at that first pivot low I’ ve circled. Later on, another
pivot low formed at a higher level and notice how the red line shot up to the low of the
red bars and turned horizontal again. That support lineis targeted to every pivot low that
forms. It adjusts automatically and stays on the price bars. Thered lineis our dynamic
SUPPORT LINE. Study the red line for amoment and seeif you can pick out a
DOWNSIDE BREAKOUT on that chart. ( hint, there are two of them, one on the left of
the chart and one in the middle).

Using our support line a downside breakout is easy to identify. Prices must DROP
BELOW THAT RED LINE. Thereisno guesswork involved as we can clearly see
where there was a downside breakout. We' |l talk about the significance of breakouts a
little later.



The bluelineisour resistance line and it performs in the same manner by identifying the
key pivot highs. Study the blue line for afew moments and notice how it ‘reacts’ and
adjusts to each new pivot high that forms. Again, it plots that price area and moves
sideways until another pivot high forms. These lines plot automatically as a new pivot
forms and they stay on your charts. | tell you this for an important reason. In al of the
textbooks you’ ve read on charting you’ ve been constantly told that ‘OLD RESISTANCE
BECOMES NEW SUPPORT” and “OLD SUPPORT BECOMES NEW RESISTANCE”
after abreakout. Well, the tricky part of that concept is in defining ‘ where we got the
breakout’.

For us, there are two types of breakouts, aminor breakout and amajor breakout. A
minor breakout occurs when the bias of the market shifts from positive to negative or
vice-versawhile trading within arange ( Maor High and Major Low ) established earlier.
Notice the yellow angular line on the chart above. We call that the MEANSWINGLINE.
Think of it asthe ‘LINE IN THE SAND’ between the bulls and the bears. Thereisa
constant ‘tug 0’ war’ going on between the bulls and the bears. At a certain point in the
struggle one side gets the upper hand and we get a minor break out. Prices cross above or
below the yellow angular line ( MEANSWINGLINE) and stay above or below it. Usually
we get a color change ( Pivot ) confirming the minor breakout.
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Again, wecal it aminor breakout because thereisarally or decline occurring within the
boundaries of our major pivot high and major pivot low. Well, how do | know where the
MAJOR PIVOT HIGH and MAJOR PIVOT LOW are? Simple, just look at the red
and blue Dynamic SUPPORT and RESISTANCE lines. When the price bars change
from red to blue and start closing above the MEANSWINGLINE we have a minor
UPSIDE BREAK OUT. It'saMINOR break out because we are still bellow the blue
line. On the downside, when prices change from blue to red and start closing below the
MEANSWINGLINE we have aMINOR DOWNSIDE break out.

Remember that theme, the MEANSWINGLINE isthe line in the sand between the bulls
and the bears. The MEANSWINGLINE identifies a bias shift in the market, it shows us
when one side ( bulls vs. bears) is gaining an advantage over the other. It shows us the



MINOR BREAK OUTS and it is an intermediate level of SUPPORT and
RESISTANCE.

A MAJOR BREAK OUT occurs when prices punch above the blue line or plunge bel ow
thered line. A MAJOR PRICE BREAKOUT is significant because the market is now
establishing a new trading range or VALUE AREA. Assumptions have changed and
positions are being adjusted to reflect the change in assumptions. The market BREAKS
OUT as changing fundamental s affect the forecast for prices going out 6 months or
longer. Study the chart above where prices BROKE OUT above the blue line or below
thered line. Astraders...we all love BREAK OUTS. Thereisarapid changein price
direction and velocity. When you catch aMAJOR break out you simply sit back and let
em’ rip. ( assuming you're on the right side of the move).

When will the rally or decline end and at what price level? Well, that’s when our Elliot
Wave, Gann and Fib disciples start coming out of the woodwork with their magical
predictions. Sometimes they are right and sometimes they are wrong. On an upside break
out to new highs, if you asked me when and where the rally will end my answer would be
quite smple “1 don’t know!” But, I'll tell you when it’s definitely over!

So how do you squeeze the maximum profits out of a major upside break out when you
arelong? Well, again, you need to be able to objectively identify the reality that a
MAJOR up side break out has occurred and that’ s what that blue lineisfor. Oncel’'m
certain that we have aMAJOR upside break out, then | can use some of the marvelous
tools that are available in these amazing charting platforms.

One of my favoritesisthe ANDREWS PITCHFORK. Thisindicator creates alinear price
channel based on the three significant points that you target. In away it’s aregression
channel based on three reversal points. To eliminate any guessing on which three
significant pointsto use ... we ssimply use our PIVOT POINTS.

(@ER2.D - Daily ChE

B30.00

GE0.00+

G40.00

B20.00

500.00+

580.00

560.00

4000




I’ve marked the pivot points | used for each of these MAJOR break outs. Notice the
channel linesthat are created from linking three pivots. The channel line has amean line
in the middle and that lineis significant as it gives you a visual measure on the strength
of the breakout. On an upside break out, as long as prices remain above the middle of the
channel line we have powerful momentum and the move will probably continue higher.
Notice how, as the bulls got tired, the prices drifted below the middle of the channel and
each attempt to break above the middle of the channel failed. Does that mean you get
out? No!. Who knows what can happen next as it may keep doing that for another week.
So, when do you get out? Well, earlier | told you that | could tell you when the upside
breakout was finished. It’s easy, when prices drop below the lower channel line the fat
lady has sung the final song for the bulls. Y ou place your trailing stop right below the
lower channel line and keep on cheering for the bulls until you get stopped out.

Now, if you're adept at interpreting Gann angles, Fib extensions or Mr. Elliots waves,
perhaps you can target the high point and get out with adlightly greater gain. For me, |
prefer to let Mr. Market tell me when the gig is finished. Once prices break below the
lower channel line ... I’'m outtathar! Notice how prices smashed through the lower
channel line and bounced off the MEANSWINGLINE, which had moved up.

Study the other MAJOR BREAK OUTS on that chart. Now, obviously you can create
other channels using other reference points for amuch tighter fit, but I’ ve just referenced
the significant pivots in constructing the ANDREWS PITCHFORK channels on that
chart.

Once the break out is finished, again, everybody wants to know where is the next key
turning point? That’s when we look back down the ladder.
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Earlier we talked about using prior support and resistance lines as new targetsin a
reversal. Each time our dynamic support/resistance lines turn horizontal they are
referencing akey inflection point. There was a SIGNIFICANT reaction at those price
levels. The buyers over ran the sellers or the sellers swamped the buyers, but, something



significant happened at those price points. As the market starts back down we observe
how it reacts at key reversal points established on the way up. In essence we are looking
back down at each rung on the ladder. If prices hit alevel and we get a color change on
the price bars ...we have identified akey areafor areversal. If prices drop right through
that area without a color change then we target the next lower level. Earlier | mentioned
that Fib, Gann and Wave analysis were useful confirming tools. Let me demonstrate what
| mean. Let’s take the entire length of that upside breakout on the left side of the chart
and use our Fib retracement tool. I'll start where our support line went horizontal off that
pivot low and use the pivot high at the end of the move as my other reference point. Y ou
can see the two points I’ ve targeted on the chart below.
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I’ve marked the 38.2 retracement ratio as a key area because that’ s where we got a match
with our support line. Notice how prices hit the 38.2 Fib level which was right off the
MEANSWINGLINE, bounced up on yellow bars, dropped back down to the 38.2 level a
second time and then turned up with blue bars. Asthe bars turned blue, notice how our
support line shot up to that low and turned horizontal right at the 38.2 level. When we get
apivot low at a Fib number and our support line turns up to confirm it ... we have a key
support area. | say key because the second time prices bounced back up we got a color

change on the bars from red to blue. Remember the significance of that color change. It
tells us there has been a good momentum reversal supporting that bounce.
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So how do you use al of thisinformation in atrading strategy? Do you just buy at each
Fib level and hope the market turns back up? Well, that would be quite expensive. If you
bought at the 23.6 Fib level you got trashed for aloss. If you then bought again at the Fib
38.2 level, the market turned back up ... briefly. THEN IT TURNED BACK DOWN
AGAIN. Now bereal here, after getting a good haircut on your buy at the 23.6 Fib level
and now watching the prices turn back down towards the 38.2 level after aminor bounce
... wouldn’t you cut bait and take a small loss? Y ou know you would, if you're being
honest with yourself because there was no way to know whether prices would keep
plunging below that 38.2 level and after getting burned on one buying attempt you would
be quick to bail out on a pattern like that. | know | would.



Naturally, as soon as you bail out, the market turns on a dime and shoots straight up like
arocket. It couldn’t turn back up until it scared you out with aloss ... right? Well,
sometimes it just seems that way. Now if you change your style of trading ( bottom
fishing .. hoping to buy the low ) and instead use a little common sense and some tools
that identify strength or weakness you'll find that trading becomes much less stressful
and much more productive. Don't EVER, EVER try to sell the top or buy the bottom.
Only take a trade when the move is established and you have a preponderance of
evidence supporting your trade.

||”||'

That pattern on the reaction off the Fib 38.2 level gave us two good buy signals worth 5
index points each and it also gave two good short trades worth 5 index points each. 5
index points on the Russell is $500 per contract. If you bought and shorted 5 contracts on
the signals marked above and targeted 5 index points per trade, you made $10,000.00 on
four trades. More importantly, you took no heat and spent most of the time on the
sidelines waiting patiently for the next signal to set up. Of even greater significanceisthe
fact that there was alogic to your trades and you traded with a high degree of confidence.

Again, NEVER, NEVER, attempt to pick the tops or bottoms of a move. Target the easy
trades ... the NO BRAINERS! So, why did | mark those bars to buy or short sell on?

On the chart below, examine that bounce at the 38.2 Fib level. Notice how, on the first
bounce the price bars went from red to yellow and back to red again. Then, on the second
bounce the bars went from red to yellow to BLUE. That BLUE price bar confirmed the
pivot low and gave us the go ahead to buy. Notice how the oscillators in the lower sub
graphs all turned up together to confirm the buy.
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Too many times anew trader thinks they can guess were the low will form and they get
beat up by Mr. Market. Why try to catch falling daggers? It is safer to wait until you get
visible signs that the bulls have regained control of the market. How do we know when
there are more buyers than sellers? When everything turns blue on our chart. When there
are more buyers than sellers prices tend to advance higher. | want to buy when thereisa
strong probability that prices will advance higher ... NOT WHEN THERE ARE MORE
SELLERS THAN BUYERS. How do we know when there are more sellers than buyers?
When everything turns red on our chart. When you look at the chart above keep that
simple rule in mind. Bottom fishers and top pickers don’t survive too long.

=]

A professional trader is always looking for an edge or way to improve the odds of
success. Guessing at tops or bottoms is out right gambling and ultimately diminishes the
average returns. It is better to be patient and only target trades were thereisahigh
probability of success. Y ou may not make as much per trade ... but you usually MAKE
something. Whenever there are more buyers than sellers the odds are quite strong that
prices will advance. If the herd is buying then grab on to their tail and go along for the
ride. If they are selling, you with your tiny account cannot turn the market around by
buying in adecline. You will be crushed like an ant in an elephant stampede.

The Kwik* POP charts are designed to highlight periods when there are more buyers than
sellers or more sellers than buyers. The colors of the price bars and indicators reflect
those shiftsin sentiment. Blue is bullish and red is bearish. Believe it or not, to me, that
chart isalittle stripped down. My charts look alittle more like the one below.
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That chart aboveisalittle cluttered at first glance, but we're going to break it down and
go step by step as we explain how to use the Kwik* POP indicators for targeting trades.

Kwik* POP dynamic support and resistance bands are atool that allows a trader to
reference key reversal pointsin targeting entry and exit levels on trades. A trader does not
need to be well versed in Fib, Gann and Wave theory as our dynamic support/resistance
bands make the task much easier to understand and many times they are more reliable
levels than some of the conventional tools. Obviously, if you are well versed in using Fib,
Gann and wave theory, our bands compliment that type of anaysis when looking for a
confluence to target key price regions.

Another indicator on the chart below is something we call TRENDBIAS. Again, the
name is describing the market bias ( bullish or bearish ) asit relates to the intermediate
term trend. This indicator measures a specific ratio between TSKPTRIGGERLINE and
the median price looking back at varying intervals. It is quite easy to use as the plot looks
quite similar to aMACD. The difference between TRENDBIAS and MACD istwofold.
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First is the tighter response ratio. TRENDBIAS turns faster than MACD becauseit is
measuring one of our custom indicators ( TSKPTRIGGERLINE ) derived from price as
opposed to the closing prices used in MACD. It isan indicator that istied to the key
pivots our other indicators identify. Second isthe ‘universal fit'. By that | mean, the
settings work on any security and any time frame. Many times with MACD you need to
adjust the inputs in order to get a better match on the volatility of a particular security or
time frame. That means you are always tweaking the settings so it’s not too hot or not too
cold. With TRENDBIAS we are measuring aratio derived from a second derivative of
price and that indicator is also used in the algorithms that color the price bars. Essentidly,
this makes TRENDBIAS islinked to our pivot pattern structure ( bar colors and
crossovers). TRENDBIAS is double smoothed so as to key off major pivots. In other
words, it takes a significant move to get it to cross. The indicator does not need to be
adjusted as it keys off major pivotsin all time frames and al securities.

There are two plots with TRENDBIAS. The white line ( TRENDBIAS ) and the black
line (an 18 period variable moving average of TRENDBIAS). The variable moving
average was developed by a brilliant man, Tushar Chande. The average is weighted, or
adjusts, using a measure of volatility which makesit avery unique moving average. | use
variable moving averages in the construction of many of my indicators. Trendbiasis quite
easy to read asit only gives aone dimensional profile of the market. The BIASis bullish
when the white line is above the black line. It's even ‘more’ bullish when the distance
between the two widens out. The market BIAS is bearish when the white line drops
below the black line.

All too often traders are tempted to FADE THE TREND. They think that they can
outsmart the market and pick off the critical high or low in amove. All too often those
type of traders ‘fade away’ quickly as Mr. Market punishes them for their arrogance.



TRENBIAS is another one of those ‘linein the sand’ indicators that basically tells you
that ... UNTIL WE CROSS THAT BLACK LINE THE TREND REMAINS INTACT.
In other words, don’t fight the trend. Wait until TRENDBIAS crosses before you really
load up. Other than the obvious characteristics ... thereisnot much else | can tell you
about TRENBIAS. Study that chart above asit more or less ... speaks for itself.

TSKPFAST2: Fast 2 isabinary oscillator in that it only has 2 values; +1 and —1. It turns
blueat +1 and red at —1. Obviously blueisbullish and red isbearish. FAST 2is
constructed differently than FAST3 and uses a slightly longer ook back period than
FAST 3. Think of it thisway; FAST3 isalittle hyperactive and FAST2is alittle more ...
chilled out. FAST2 is afilter for FAST3. There will be times when FAST3 turnsa
different color and FAST2 remains the same color. FAST2 filters out FAST3 and it’s best
to have them both change colors. It' s called FAST 2 because there are only 2 values.
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As | menti oned, Fast 2 filters some of the coI or changesin Fast 3. Study the chart below
for amoment. Notice how Fast 3 changed colors and Fast 2 didn’t at the areas I’ ve
marked
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F%ST 2




The blue, red and yellow indicator on the bottom of the chart below is TSKPMEDIUM.
Thisistheonel call SLO-MO. This one looks back at price action over a considerably
longer period and is smoothed, doubled smoothed and smoothed again. It takes forever to
get this one to turn from red to blue or vice-versa, but when it changes, we have a
significant change in market sentiment.



There are three plots on thisindicator. Medium UP is blue. Medium DOWN isred and
Medium moving averageis yellow. Significant shifts occur when the indicator changes
colors from blue to red or red to blue. As upside or downside momentum begins to decay
you’'ll see Medium UP ( blue) or Medium DOWN ( red ) move behind MediumMA the
yellow vertical bars. Due to the nature of it’s construction, this indicator will also flash
warnings before turning points as we can observe rather obvious bullish or bearish
divergence. You'll notice that I’ ve placed Trendbias in the same sub graph as Medium.
Our indicator grid istiered in this order...fast, less fast and slow. When looking from top
to bottom we are always looking for ALIGNMENT.

We want to see blue price bars, blue indicator oscillators and Trendbias aboveit's
moving average when we are long. When short we want to seered price bars, red
oscillators and Trendbias should be below it’s moving average. Don’t worry about the
value of theindicators asthat isirrelevant. Everything is color coded. Think of thisasa
heads up display in ajet fighter. At a glance we can make a quick determination on the
relative strength of a move up or down just by looking for ALIGNMENT in the colors.
Bluefor buying and red for going short.

Many newer customers get intimidated by all of the indicators until they’ ve studied them
for afew days. They quickly realize that the absolute value of each indicator is of little
concern because when everything turns the same color at the same time ... something
significant usually happens.

Many other people seem to believe they only need one momentum indicator to trade
with. That's an easy concept to buy in to asit keeps things very ssimple. Thereisawhole
army of disciplesthat preach the gospel of the CCI ( Commodity Channel Index ) asthe
holy grail for trading. To them, that’s al you need. In fact, many of them tell you to
ignore the price bars and just trade off the indicator itself. To me, that’s taking
foolishness and arrogance to an extreme.

The market is much too complex and if only one indicator could do the job it would have
been programmed into an automatic trading format and produced wealth beyond your
wildest dreams. | really wish | could find just one indicator that gave the perfect signals
al thetime. But, I’ ve learned over the years that there is no Santa Claus. CCl isagreat
tool, but it isonly atool. Dueto it’s construction, it only looks at price action one way no
matter how you adjust the inputs. Like all tools, it requiresinterpretation and hasit’s
flaws. Combine it with other tools looking at price action a different way and then, when
everything tells you the same thing at the sametime ... you’' ve got something.

The Kwik* POP indicators are a combination of diverse measures of price action. Each
one looks at the market a different way using different look back periods. At a certain
point each metric tells you the same thing. They all turn blue or red. That type of
momentum confluence is significant. It tells us that based upon a number disparate
measurements everything is pointing in the same direction. In essence, we have an
overwhelming preponderance of evidence supporting the assumption that prices will
move higher or lower based upon the various alignments of the indicators. | don’t know



about you, but before | put some long green on thetable ... | want the odds stacked in my
favor.

Now, since | am apparently writing amini novel with all of these PDF updates | might
just aswell cover afew other topics here before we move on ... to the next ‘ chapter’.

Y ou hear Richard and myself constantly talking about pivot patterns. Thereisusually a
little confusion over what we mean by a pivot pattern and the term as used by othersin
the business. As | mentioned several paragraphs earlier, we don’t attempt to predict price
levels where there may or may not be areversal. We prefer to let the market tell us
DEFINITIVELY where those levels are. That way there is no guess work because | hate
guessing after I’ ve put money on the game board. | always seem to ‘guess' wrong and
that gets pretty expensive.

I’ve marked the pivots on the chart below. Please remember that, for Kwik* POP, a pivot
high is the highest high price withaBLUE PRICE BAR ... before the price bars turned
red. Now read that last sentence over again very carefully and think it through. We don’t
know where the key inflection point will be ...UNTIL AFTER WE GET A COLOR
CHANGE.

A PIVOT LOW isthe lowest low price while the bars are red. We don’t know where the
pivot low isuntil the price bars TURN BL UE. Study that chart and pay close attention to
the color changes on the price bars. Y ellow is neutral and means nothing, but when prices
change from bluetored or red to blue ... that is significant. In fact, many times the bars
will change from blue to yellow and then to red. Or, from red to yellow and then to blue.
In other words, yellow bars are like the caution light at an intersection on the road.



Remember, we don’t know where the pivot high or pivot low will appear ... until after
we get a significant color change on the price bars from blueto red or red to blue. The
color change of the price bars represents a significant short term momentum reversal.
Note | said short term momentum reversal. When the price bars change color and al of
the other momentum oscillators change color we have amore significant shift in
sentiment

That chart above is quite a bit more messy, but we' Il explain what everything means. I've
connected the pivots to create price channels and I’ ve marked the areas where we had
momentum ALIGNMENT supporting abuy or short sell trade. We'll come back to this
chart in abit, but let’ s talk briefly about concept.

Now many people reading thiswill observe that we don’t identify each pivot until after
there has been a visible reversal and they will say “Well geez Wayne, if | don’t know
where the market will turn down or turn up ... how will | know when to get out?’ | want
you to analyze that question very carefully. Are you saying that you can’t trade if you
don’'t have a crystal ball that ‘predicts where the next market turn will occur? If that’s
what you are looking for ... go on the internet and you'll find many crystal balls that are
for sale.

They all work perfect 100% of the time and the peddler is only selling them to you for a
ridicules price because ... they like helping people make the incredible fortune that
they’ ve made from their amazing crystal ball. How did Barnum phrase it? ‘ There'sa
sucker born every minute’. Quite frankly, if | had the amazing crystal ball that worked
100% of thetime | certainly wouldn’t sell it to you. I’d be so filthy rich that I'd own a
small island in the pacific ocean somewhereand I'd be ... KING!



Alas, | sit here typing up an explanation on pivot patterns, so obviously, | DON’'T HAVE
THE MAGICAL CRYSTAL BALL. What | do haveisthis. | can guarantee you that
when the number of buyers overwhelm the number of sellers at any point intime ...
prices will advance HIGHER. Y ou can take that to the bank. | have also learned this over
many years. If | BUY when prices are advancing higher ... | CAN MAKE SOME
MONEY. If | SELL SHORT when prices are advancing I'll LOSE MONEY .

There, now you have the benefit of my 20 years studying the market. I’ ve just given you
the ‘secret’ to successin the market. Naturally, | realize that the last statement sounds,
well, lame but if you reflect on that for amoment or two you'll discover that it’s actually
quite profound. It addresses the reality of market dynamics. The market is arather
sophisticated auction and while the underlying fundamental s are important over the long
term, over the short term prices are driven by two emotions ... FEAR and GREED.

Again, when there are more buyers than sellers, for whatever reason, PRICES WILL
ADVANCE. Obviously, when there are more sellers than buyers, for whatever reason,
PRICES WILL DECLINE. So hereis how you use that secret information. If you BUY
when there are more buyersthan sellers ... YOU MAKE SOME MONEY'! If you short
sell when there are more sellers than buyers ... YOU MAKE SOME MONEY'!

Armed with those incredible insights all we have to do now is figure out WHEN THERE
ARE MORE BUYERS THAN SELLERS or WHEN THERE ARE MORE SELLERS
THAN BUY ERS. Areyou still with me up to this point? OK. We've now established a
belief in avery basic reality about the market. It only goes in two directions ... UP or
DOWN. In other words ... “If it ain't goin any higher then it’sfixin to go lower.”
Conversdly, “If it ain't goin lower then it’sfixin to go higher.” Go ahead and say those
last two sentences out loud. Go ahead ... nobody is listening to you. “1f it ain’t goin any
higher then it'sfixin to go lower.” , “If it ain’t goin lower then it’sfixin to go higher.”

WEell arighty then, we are starting to look at the market alittle differently now. We're not
as concerned with discovering some mystical indicator that tells us where the market will
turn up or down next. We have narrowed our focus to determining when there are more
buyers than sellers or when there are more sellers than buyers as the basis for our
decisionto BUY or SHORT SELL.

Now here is another stumbling block we must work around. When there are more buyers
than sellersand we buy ... WE DON’'T REALLY KNOW HOW HIGH PRICES WILL
MOVE. Prices may really take off and rally a huge distance or they might just move up a
little and then fall back again. The real question isthis. If we can identify those times
when there are more buyers than sellers, we know prices will advance, but we don’t how
far they' |l advance. Isit better to take a smaller fixed gain, or should we hold on for
more? If we hold on for more and prices drop back down again we give up the sure gain,
on the other hand, if we get out with asmall gain we give up the chance for the big score.

Let’s address those issues with an old Wall Street saying. “Bulls charge, Bears retreat and
PIGS GET SLAUGHTERED”. I'll ad another obvious redlity to that ... “There will



always be another trade.” In order to become a successful trader you must always be
willing to take the sure thing. There will aways be another trading opportunity, but you
may not have money laying on the table in front of you on that next trade. Always take
the sure thing. Now, that doesn’t imply that you can’t participate in those really big
moves. Thereisaway to have your cake and eat it too. That gets into how you manage
the trade once you have afixed gain. The objective isto lock down the fixed gain on the
majority of your total position and leave afew open positionson ... just in case things
really take off. We'll go over that in another update. For now study this chart carefully
and think about the most obvious conditions we need to buy or sell. When are there more
buyers than sellers and when are there more sellers than buyers? Study the colors of the
price bars and oscillators.

I’ve marked the areas where there was complete alignment. Each trade was based upon
chart patterns, momentum alignment and the rel ationship of price bars to our support and
resistance bands. In other words, we are using the tools to define the trend and targeting
trades in the direction of the trend. In essence, we areaways ... RUNNING WITH THE
HERD.

Now remember, thisisadaily chart of Russell mini futures going al the way back to
February 2005. These same patterns appear on any security ( Futures, stocks, bonds,
Forex ) and on any time frame. Therefore, the trading guidelines are the same no matter
what you trade. Intra-day, swing trading or long term position trading.

The chart below is aweekly chart of the Russell mini futures. Study that for a moment or
two and you'll see the same patterns and the same set ups. In fact, it all looks the same
after awhile, intra-day, daily, weekly and monthly. Same rules ... different time frame.



On each PDF update we'll discuss one trading guideline and apply that technique to a
particular set up and trade. We suggest that you print out these updates for future
reference and yes ... there will be atest! So do your homework.

Regards,

Wayne Harrison
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