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PREFACE

In preparing this work the author has felt the difficulty which arises in a theoretical dissertation on so
practical a subject as speculation.

While trving to describe the action around one kind of trading objective, it is. also. necessary to try to
describe the nearby future ‘play at the same time. since. the entire method is anticipatory and forecast.

This accounts for much of the repetition for in trying to describe the action around a Buying Point. for
instance. we must. also. try to describe the action that precedes and leads up to this point. what action.
should it occur. it forecasts for the next nearby future move.

Though theory and practice are not at variance when combined. yet either without the other proves very
unsatisfactory. Thus. the reader should he start with only the theory, will find himself for some time pretty
much “at sea” when he comes to actual practice.

As. however. he gradually obtains some practical experience. he may find this method of trading some
use to him. So. also. the seasoned trader. who before, entrusted to luck. keenness of observation. intuition
and experience. may find himself in the future much better equipped by acquiring a little theory.

While the statements in the work are predicated upon fundamentals. no reader should accept them as
hard and fast rules. without exceptions. Statements that have been made are based on a long period of
chservations of what generally takes place. around these objectives but a trader must not be so rigid as to
stick to a stubbom theory. Successful speculation is not based on any one set of inflexible rules and a trader
must be ready to change when conditions change, however. the trader who knows how to act when the
expected happens. is in a better position to act when the unexpected happers.

We have included just as much material as we think would be interesting and useful. saving a lot of time
and the trouble of wading through a vast amount of superfiuous and irrelevant matter. so far as trading
with this method is concemed.

George Douglass Taylor
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THE TAYLOR TRADING TECHNIQUE

CHAPTER |

How the Market Trend is Made

The "TAYLOR TRADING TECHNIQUE" a
book kept in tabular form to anticipate and follow
the trend of prices as they appear on the "tape’ and
to point out the important. stopping places. for
buying and selling, wholly concemed with the
technical side of the market for trading in grains.
stocks and other commodities.

The BOOK Method is particularly adapted to the
daily trading in grains—for normally there is more
activity and it does not require so great an invest-
ment—and tc the daily trader who aims to profit by
the rise and fall of the daily movements and who
trades in from One to Twenty Thousand Bushels
or the price equivalent in stocks. These are not
limits but about the average trading orders.

The trader who uses the short term method does
not need to look very far ahead. therefore. the
Book Method. dees not concern itself with com-
modity economics nor speculation in it's broader
sense nor does it require the keeping of daily
charts—itis not a charting system—the reading of or
dependence on daily telegrams, weather reports.
open interest and the mass of other market com-
ment put out each day.

It is concemned entirely with Objective Points for
Buying. Selling and Short Selling one the Minor
Movements of the market and in training a trader
to depend upon his own judgment and from his
book he can and will get his own “tips” on the
movement of prices and in advance of any of the
published ‘chatter’ provided each day for the
traders and he can depend upon them and move
with greater assurance and safery than on the daily
‘dope’ he reads.
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The trader does not reach for the gossip file when
he comes in. his decision has been reached before
the market opening--he is ready to trade or not to
trade--at the opening or shortly after--unincumbered
by comments or opinions from any source.

Of course, a trader should study and know all
about his business the same as in any other line of
endeavor but he must not permit any outside
influence 10 interfere with these Objective Points as
they appear on the tape. forhe will find that. as they
appear and pass that they will have discounted all
the nearby news. and he must not and cannot
ignore the prices as printed on the tape. and these
prices will appear contrary most of the time to the
news he has just read in the ‘daily dope sheets’
around the board room.

A Grain-Stock Trader, Operator. is exactly what
a speculator should be, an operator. manipulater
and a trader and he must understand the fundamen-
tals of manipulation to be a good trader since
manipulation enters into the market at all times.

In other words a good manipulator would be a
good trader but it does not follow thata good trader
would be a good manipulator. however. they would
both be well versed in the manner of how buying
and selling moves prices in the markets.

Before crganized buying or selling. that is. pools.
were prohibited a manipulator working with a stock
or commodity woul" be compelled to trade in
thousands of shares or bushels. as the case may be
in the course of putting up the price and much of
this trading was for his own account. in order to
make money for himself. in addition to the accumu-
lated commodity he hoped to seli at higher prices
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CHAPTER T How the Market Trend is Made

for his associates. however. with ail L“e prohib
tions the action of the market then and now . is just
about the same in it's movements. Prices s:ill
continue to move up and down at reguiar intervais
when individuals are independently working to-
wards the same end.

Now suppose the speculator that understocd th
fundamentals of manipulation wanted to do some
trading. whatwould he look for, well. he wo
look for inside buying or selling and since t
revealed by the tape. thisis just whar he wou!
he would read the tape trying to discerm the bt
and selling and \&hxch way prices were maovin
more apt tc move, in other words the rend—
trader using this method wouid lock for a move-
ment more or less mechanical in it's action for
tactics of manipulation do take on a **“mha.w:L
action after awhile and for the simple reason of the
pattern prices form through repetition.

Let us look at the manipulative side of the market
and what takes place preparatory 1© move in a
stock or commodity and the tape action is the same
for all. grains. stocks and
commaodities.

We will start with a stock during accumulation.
for our trading we are not concemed with wk, it
takes place nor for what purpose but we kncw that
periods of congestion are for accumulation or
distribution but what interests the BO“K TRADER
at these times is the type of trading. the buying and
selling. and the way it moves prices and itis at these
times when the acticn becomes most mechanica
as the bock shows.

Now let us assume that all the preliminary work
has been done. general and special information on
a particular stock or commodity. together with all
other information pertaining to crops. supply and
demand. and earnings and business conditions on
stocks. and you can be sure thar these matters will
be studied and analyzed before any concentrated
buying or seiling takes place—and this is why the
BOOK TRADER need not pay. toc much. atten-
ticn to these matters—he knows that once a trend
starts—Bull or Bear—that it will continue tﬂr atl
indefinite period of time and that either way it will
contain many Trading Areas. raliies and decmes

Now accumulation of grains and other commadi-
ties are for the major part for purposes cther than
speculation, in fact only a smail percent is for
speculative purposes. however. this small percent
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and for some curpose starts it—and here again the
BOOK TRADE rerested in it's starting.
the movement. and not much concerned with

whichway 1 Zces—nowwhar! happens. well. some
day crn the 1ape you see that a particular stock or
Tuture has beccme g strong and active with the
bserve this action for a few
nar it oniy goes up so fa
reacisalitle. something
Tward movemenst and then
ice it goes up a few cents
Lt gces douwn a few cents or
cu analyze the movement from
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maove, you wilinotice that
days on the average. while
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The corrective decline was completed in cne or
oossidly two days.

nis stcc" or future was being
1710 put up the price. just
well, one of the ways and
yed by most manipulators
nt wouid be for him to start
© course thar he already had
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DUyl ng all the stock or
~m<‘ 1orsome littie distance. say.
this stockisthe

ne stock actve. coupled with the
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izmend is filled with the stock

rwas compelied o buy in starting the
move and the demand for the stock caused by this
Tyt nould e more than he was forced 10
e in the eariler stages of the movement.
Dens ne sells it short and this is fust
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do, he would notice the slackening of the rise and
the fact that there was no inside buying and he
would sell it and sell it short.

The market being deprived of the buying power
in starting the move by those making the market
plus the stock fed out from the inside. fills the
demand by the traders and with this demand filled
the stock ceases to advance.

The experienced traders noting the fack of buying
orders and the slowing down or checking of the rise
sell out and take their profits and they. also. sell the
stock short. The weight of this selling starts the
stock or future down and when this happens the
operator starts to support it—he buys back from the
traders the stock or grain he sold them a few cents
or points above the market and he. also. covers the
short sales he put out when the stock was in
demand—This buying back of the long stockand the
covering of the short stock checks the decline.

The operator then follows the same procedure all
over again. he takes all the stock or grain offered on
the way up and the price begins to rise a second
time. He repeats this process of alternately buying
and selling. he buys on the way down and sells on
the way up but always working higher. he supports
the stock at higher levels on the declines and this
may be weekly or monthly. This procedure contin-
ues all the way up to the top of the rise. this buying
and selling keeps the market in check and helps to
stabilize it and the rise and fall of prices causes the
trading market.

This is the reason why the book becomes me-
chanical in it's recordings of the minor trends--it
points out the Main Objectives on the respective
trading days. even though. any one of these ses-
sions may be filled with currents or cross-currents,
smaller rallies and declines.

On the Buying Day Objective we expect support
and we watch the tape to confirm this buying for
support and for a rally to start.

On the Selling Day Objective we expect selling
and we watch the tape for confirmation of this
selling and a reaction to follow.

On a Short Sale Day Objective we expect a
hesitant action of the rise and we watch the tape to
see if the selling is stronger than the buying and if
the buying is being overcome by the selling. in
which case we expect a decline to start when the
action slows down or stops.

Now we understand how a stock or future starts
up when the move is on. then reacts. then starts up

apcBourselr.
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again and as the bottoms are edged higher the tops
have to be broken to go higher. The bottoms are
support levels. temporarily. and on the tape you will
usually see a little trading around a point like this.
the same when a stock gets up to the top of a minor
move. a supply point. here again a little trading
takes place. This is not always the case for at times
the low will have been reached on the down side by
each transaction dropping the price lower until it is
supported.

At times when the way is clear and there are few
or no selling orders for some little distance above
the market. the operator will run the price up fast.
this action creates interest among the traders and
brings in buying. the stock of which in twm is
supplied by the operator and gives him a chance to
sell a little long stock and to put out some short
sales.

With the Book Trading we are concermed. only.
with the Obiective Points and we don't care much
whether the price goes straight up or down to reach
them. Of course. when these Objective Points are
reached by a little trading it gives the trader more
oppoertunity to buy and sell and he can usually get
better executions but. also. when the stock goes
straight up or down to these Objective Points it is
the strongest action for a quick and sure play.

The book trader just simply follows the trend of
prices as they are recorded in his book and the book
more or less records the rhythm of the market for
Buying. Selling and Short Selling and once into this
swing it records it in a very dependable manner.

It is a fact and the records show it. for many vears
back that the market has a definite 1-2-3 rhythm.
varied at times with an extra beat of 1-2-3-1 and at
times 5. these figures represent days. The market
goes up 1-2-3 days and reacts. the 4th and 5th
figure is the variation when it runs that extra day or
two on the way up and on the way down in both Bull
and Bear trends. This beat of the market subject to
these occasional variations occur with surprising
regularity. so it seems that the same methods of
manipulation used in the past are still used today.
that is of buying and then selling every third or
fourth day in an uptrend and reversed for a
downtrend and this action the book records very
faithfully.

We consider 3 days as a trading cycle—the 4th and
5th days are the (Ist) and {2nd) days of a new cycle.
We use the 1st day for buying and the 2nd and 3rd
days for selling. This holds true in our 3 Day
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CHAPTER I How the Market Trend is Made

of time. stocks and all grain futures have shown the
same pattern of movements with little or no varia-
tion, so it is reasonable to suppose. that the action
in the future will continue to follow this same
pattern of the past.

There is enough similarity in the actions of all
stocks and grains to warrant classifying them alto-
gether for this average of recurrence or ‘repeats’ on
the rallies and declines, however true. this may be
of their actions as a whole. some stocks and grain
futures while preserving the same movemenits will
swing wider on the rallies and declines and will make
their highs and lows at different times but the trader
who keeps a book on the movements of a half
dozen or so stocks and grains will be able to "spot’
the active wide swinging ones and confine his
trading to them.

We separate and designate each trading day for
it's own expected action and we eliminate from our
minds all other actions and influences about us, we
concentrate on the stock or future we are trading in
at the time, we try to remember. only. that action
which can take place or happen around the particu-
lar Objective Point that we intend to trade on. as a
Buy. Sale or Short Sale Day.

We don't listen to the "gossip’ nor what the news
on the ticker happens to be at the moment nor do
we pay any attention to the telegrams of what "they’
in Chicago are doing. the results will appear on the
‘tape’ and before their publication.

On a Buying Day. for example:—We observe the
number of points the stock is down from the high—
Short Sale Day—we notice whether the stock or
grain opened up and continued a little higher and
is making the high FIRST or whether the stock
opened down and is declining further. making the
low FIRST. Making the high FIRST we look for
selling at this point and a reaction to follow. Making
the low FIRST we look for support buying and a ratly
to follow. We notice if the price sold under the
previous day and how much. We know the average
the decline can sell down . under at this pointand we
compare this decline to see if it is average. above or
below and we note the activity and kind of trading
at this point.

Making the high FIRST we look for selling here
above the— Short Sale Day High—a reaction usually
starts from here and we observe whether the stock
‘sold off easy” or whether the decline is stubbom
and whether each transaction decline is meeting
with support. that is. being taken easily or the

abcBourselir.
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buying is backing away and if the price is helding
above the previous low—Short Sale Day Low.

We notice if the stock seems to be sort of "bouncy’
above thislow. a decline being made on this kind of
action usually bounces back a little after the low
point is made and considerable trading takes place
above it. From here the rally can and often does
start with each transaction deciine falling short of
the low. in other words. the stock begins to hold
these small gains. From this action we look for and
expect a strong closing and it shows the real trend
as up and this is the trend we trade on. How and
when to buy is covered under the Buying Day
chapter.

The above is pointed out as parts of "tape’ reading
and you can believe the tape at all times. lean to
read it and believe in nothing else for short term
trading.

Tape reading is difficult and requires long expe-
rience and an understanding of the fundamentals of
speculation and the market but the real heart of
‘reading the tape’ is to be able 10 detect concen-
trated buying and selling and to determine the trend
of prices. Observation and memory. coupled with
mental arithmetic of percentages. You have got to
remember what you see and your calculations are
made instantly. not with & pad and pencil bur with
your head.

Fortunately the minor movement with it's habit of
repeating so regularly has given us these Obijective
Points. so called. which point out places around
which we may expect this concentrated buying and
selling. eliminating a lot of hard work. that of
watching each transaction on the tape and the book
keeps these Obijectives in a more or less automatic
way for uswhich further lessens the strain.—at above
or below these Obijectives we expect buying or
selling and knowing about where to look for it. We
eliminate all the smaller trends in between any two
of these Obiective Points.

On a Short Sale Day. for example:

From a low on a Buying Day. there will be
thousands of transactions nn the tape. in between
and before the price reaches the Short Sale Day
Objective—three sessions in the future—assuming
the rally from a Buying Day low 1o the Short Sale
Day High. is one of the many times a stock or future
makes a move of this kind—A strong close on a
Buying Day. 2 high made FIRST with a penetration
of the selling Day Objective. then a reaction and a
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strong close. with an Up opening and a high made
FIRST with a penetration of the Short Sale Day
Objective—the Sale Day high. See (RZ) Chart for
October 13.14.15.

This action is about 50% of the time. usually in an
Uptrend Trading Area. in the Seasonal upswing.
This is the longest unbroken rally the minor trend
can make. for if it closes on the high of Short Sale
Day and opens up on the following day— the Buy
Day—it would be starting another cycle and at
another point at which we can. alsc. make a trade.
We would not put out a short sale when the high was
being made LAST on a Short Sale Day. We would
wait for the high made FIRST on the Buying Day-
-it would be starting ancther cycie and at ancther
point at which we can. alsc. make a trade. We
would not put out a short sale when the high was
being made LAST on a Shert Sale Day. We would
wait for the high made FIRST on the Buying Day.

We are assuming here thar the stock rallied on
one cf these unbrokern swings. asin the abcve case
and we are. Now. at the Short Sale Obijective.

Our Short Sale is made at or through the previous
high and this would be the high of Selling Day-We
have our average of Short Sale Exceeded Points in
the column in our book-now just as the high is
about 1o be penetrated we observe the kind of
trading that takes place. the stock may trade
through this point in an ‘easy manner and appar-
ently seem in no hurry' this kind of action takes the
price through for a little deeper penetration before
it reacts. but also. the penetration may be made oy
one or a few jerky transactions and in fractions of
a point. the stock seems to be in a hurry reaching
up for something beforeitreacts. The decline here
is usually rapid on the down side. The price
generally breaks fast frcm a top of this kind. This
action is further explained under the chapter—A
Short Sale Day.

The trader using the Book Method of trading has
achoice. in that he has an Obiective for each trading
day or he can use the Three Day Method. that of
buying and then seliing every third day.

This Three Day Method is explained in a latter
chapter.
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CHAPTER I How to Make up the Book

CHAPTER II

HOW TO MAKE UP THE BOOK

To make up a book we first head-line it with th
vearly date above the first column. then put in the
name of the stock or commodity. then in the first
column put in the month. starting day and date.

The next four columns are for the entries of the
daily prices. the Opening. High. Low and Close.

These entries are made daily for a period of about

Ten (10) Days cr Three (3) Swings. then go back
and ring them with a circle. taking the lowest price
reached in this period, the first cycle will be in the
third column and this low point we designate as a
Buying Day. The high of the day before in the
second column. ring and make it a Short Sale Day.
the high going back one more day. ring and make
it 2 Selling Day. Then continue this circling in the
same crder back to the starting day of the book.
Now coming back to the Buying Day Low--
195 7/8--we carry forward in the same crder. We
have a book that reads: A Buying Day. A Selling
Day. A Short Sell Day. then. A Buying Day. A
Selling Day. and a Short Sell Day. etc.

We are not concerned with how the book started
cn the first day. whether it was a Buy. Seli or Shert
Sale.

The book is always kept in this crder. never
change the continuity and there are no lines left
open for Sundays or Holidays. the market is
considered as a series of continuous sessicns
without a break.

The Single page Plate on the next page shows
how a trader wouid make up a book starting frem
any date. in the market and continuing forward.

This cut is the actual size of the 'Book' the trader
carries with him and all information and records he
will need in his work will be contained within it.
{Next Page, page 17) These books can be bought
at all stationary stores and come horizontally ruled.

abcBourselir,

so that ail the trader need do is to draw in the lines
forming the columns. then head-it up. Twe grain
options cr stocks can be kept in each book. Th
cut shows how the ' BOOK  will appear when made
up. Observe the markings.

This page shows the trading carried back {18}
days and the two pages together give a broader
picture of the movement.

These reproduced pages show nearly the "whole
of the movement’ the highs and lows made FIRST
and Last, in series and mixed. the penetrations
made FIRST and Last and the failures 1o penetrate
the Objectives. Buying Day Lows Under. Higher
Buying Day Bottoms. and Buying Day Low Vicia-

icns. The pessibilities of the Three Day Trading
Method, the long side. only. or the leng and short
side combined.

This movement is part of an Uptrend Trading
Area—notice the closing price on June 9th and on
July 2ist—a gain 01 {9 5/8 Cents—cbserve the units
in the "D and 'R™ Colurnns in order to accompiis!
this gain.

It is not claimed that a trader would get all these
points but those he did getwouid be in cash anc not
on paper during ail this trading time and his only
commimments wouid be his purchases—a shortsale
covered and a buy “long on July 21st. The ‘long
pull’ trader assuming he held on through all these
ups and downs woult still be confronted with the
question cf when to sell in order to get some part
of these (9 3/8; profit points.

The column marked "D’ is for a decline or the
spread from a Short Sale Day high to the Low on
a Buying Day and shows the number of points the
price sold down. if there are no loss in points. we
put in a Zero.

The small diagonal "\ " mark placed above the unit
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This page is from the actual transaction of the December Wheat Fu ure. during this period. The Book on

(WZ) was started from the low price. 2 Buying Day. January 14th. the lowest price reached (10}

start of trading.
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CHAPTER 1 How to Make up the Book
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in the 'R’ rally column is used only where the Seling Day High exceeded the High of the day before—this is
the High of the Buying Day.

In this same column on the Short Sale Day line. we put in the number of points the Short Sale Exceeded
the Selling Day High. othenuise there ! Fer ready reference and for summation purposes. these
entries can be alternated with di n .

The column marked 'BH mean Day High orth e ngnesL point at which it sold on a Buying Day
and the number of points it soid through the Short Sale Day High Point. if it did not sell above this point. we
put in a Zero.

The column marked 'BU means Buy Underand s the number of points on a Buying Day that the price
sold under the low cf previous day—Shor: Saie Day—if it did not sell under. we put in a Zero.
P Sy

The BU column is. aisc. used for the 'BV me

aning Buying Day Low Violation. we put in the unit with a
check under it when not using an ink of a different colo 1S

column shows the number of points the price
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CHAPTER II How to Make Up the Book

went lower than the Buying Day Low. We make
this entry only when there is a violation.

The wide column is separated on the last day of
the week and the square to the left is the total of the
daily declines of the "D” column and the square to
the right is the total of the daily rallies of the 'R’
column.

The figures running vertically are the loss or gain
points from Saturday to Saturday closing prices.
The number of trading points of the rallies and
declines can be compared with the gain or loss
points at the close of each week.

We do not keep a column of gains or losses of the
daily closing prices for all our interests are centered
in the spreads from highs to lows and lows to highs
during each trading day. We are not concerned
with a gain or loss at the close of the market.

The last column is used for the Three Day
Methed.

The last column shows the spread or number of
points from a Buying Day Low Point te the Short
Sale Day High Point, in points gained and the 'T
means that it exceeded or sold through the Selling
Day High. We put in the number of points and the
T beside it.

We have two marks "X and * * and these marks
point the trend of prices and are the most important
signal marks.

The "X’ means that the Objective for Buying.
Selling or Short Selling was made FIRST.

The * * means that they were made LAST.

These marks are placed inside the Circles on a
Buying. Selling and Short Sale Day. at the close - f
the session and show whether the high or low of the
day was made FIRST or LAST.

We keep the highs and lows of the intermediate
swings by drawing a line along side of the date
column and mark it at each end with an arrow-head,
between these highs and lows are our Trading
Areas. Mark this line Up and Down using Blue and
Red Inks.

abcBourselir 8§ @abCBoUrseNini-) 5 052 /222
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CHAPTER Il Uses for the Columns and Marks

CHAPTER 1l

USES FOR THE COLUMNS AND MARKS

THE ‘D’ COLUMN - DECLINE COLUMN

The "D’ column shows the least and greatest
declines from the high—Short Sale Objective—to the
lsu—Buying Day Obiective—in points and we use
this column to get an average in order to judge this
decline when it occurs. We have the records of the
past and can note the greatest declines that have
OCCU“Ted and from this we can see just what might

be expected at any time in the future.

We get the number of Short Sale opportunities
and total of Short Sale points from this column.

Comparatively low priced markets werk in a
certain narrow range. the spread is narrow, com-
paratively high priced markets. of course. work in
a wider range. the spread is wider. also. in the
niearest future and near the expiration dates, the
technical position at times causes wide spreads and
with stocks after a long upward move with high
prices.

The declines in this column are not always from
true highs but we are not concermed with true or
false highs but with the spread from a Short Sale
Day High to the low on a Buying Day.

This column points out the number of buying
opportunities in any one week and during the life of
a grain option and with stocks they go on until the
spread is 100 narrow to trade in them.

Generally the average of this column of declines
points out the stopping places for buying "Long’
stock but the trading rule is a better check on the
buying point and is summed up in the rule: “Cover
Short Sales and Buy. at or below the low of the
previous day on a Buying Day.”

THE REASON FOR THE DECLINE ZERO

s

The amount of Rally from a Short Sale Day low,
ith the closing price up or on the high for the day.

abcBourselr.
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plus a wide up opening on the Buying Day. This
Decline Zero does not happen so very often but it
can be anticipated by watching the low of Buying
Day and the high of Short Sale Day. when the low
holds at the same or a higher price we can visualize
the Zero in the ‘D’ column and a Decline Zero
generally means nearby higher prices for a day and
many times longer. See the WK and CK Plates and
note the trend after a Zero appears.

We always cover the Short Sale on the same day
when the spread is wide and or within the limits of
about what a decline. normally. should be or has
been, from the Short Sale Day High to the Buying
Day Low. We see this range between the high and
low and reason that if it does not go any lower. we
see this low as our point at which to buy. next day.
on our Buying Day.

We don’t wait for the Buying Day on which to
cover our Short Sale when the action is fast and
‘panicky” and the "sell off” in one session is within
the range or more, the spread frorm Short Sale High
to Buy Day Low, for fast declines many times are
followed by fast rallies.

We cover our Short Sale and wait. We don't buy
Long stock on this low. either. for the reason that
the stock may or may not rally from this low and we
only buy Long stock on a Buying Day or the
Violation of a Buying Day Low made FIRST.

The stock from this low can do one or the other.
close near the low without a rally or rally from this
low andrecover all the loss of the day and more. We
don’t care what it coes for the balance of the
session, we sold it short and covered with a profit
but had we gone "long’ at this low and there were
normally. we would be in a bad way. for the trend
would be indicating further declines and we never
make a trade unless it favors our play.

What we do after covering our Short Sale. is to

sl
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Columns and Marks

aait for the next day where we watch this low and
try 1o DUV A&t oY Deicw it on our Buying Day.

Now supnose me atsck did rally and closed up
rthz top or even higher than the opening of th
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iay in this manner we
AL trer d aﬁd not on one of
ing ahigher Bottom
in a profitand the

IS

ORI

2ws tne least and greatest rally
g Day Low 12 >€me Day High in
k of the decline has
none and from this
! p or down for the next day
or s and sometimes| ;:""e* Onthe Yearly Plafes
n3t1 e T"e R column unit a**era arge D celu

forecas:

.
e
)
=3
)
Q
2V
jort
ot
©
ol

lumn snows the number of selling
s and the total of rally points on th
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Cormparatively low markets work in a narrow
rarlg znd high markers in a wider range. so that

1

N narrow markers the raliies many times just about
trate the Semng Objectives. the

ines. whiie higher markets run
through for much deeper penetrations. either way.

THE DIAGONAL MARK {\;

W the ufnber of Selliing Day
iwe can tally them for the number
1tage of times we get these
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penetrations or sell thru' or the number of times
they fall short or fail 1o penetrate. By studying
them we can get an average out of the total Selling
Obiectives and know about what to expect at this
point for penetrations. Study the Plates and notice
how they penetrate at about the same fractions or
points with occasicnal very deep penetrations.
which when this ’nappens is in the trader’s favor.
We find the average in grain futures of the recent
past years was '56% penerrations on the Selling
Obiective. These penetrations are almost sure
orofits. ,-vu can see the probable profit in the
spread from the low t¢ the high on the Buying Day.
at the close cf the market. plus the amount of
penetration on the Selling Day of this Buying Day
High.
Generally the trading rule covers our Selling
Objectives: "Seil your Long stock at or through the
high of the Drevious day. this high of prewous day

YR TR TN TN A X7t

is the leu reached on the BUYING DAY

THE REASON FOR THE RALLY ZERO

The lack of ra’:iy from a Buying Day Low with a
more or less “tlat’ closing or on the low for the day.
plus a wide down opening on the Selling Day. This
Rally Zerc does not happen so very often but it can
be anticipated by watching the low on Buying Day
and high on Selling Day. when the price holdsator
under the Buy Day low we can visualize the Zero in
the Rally columnn and the Raliy Zero. generally
means nearby icwer prices. Also. see the Plates on
this. The Rally Zerc isa Buy Day Violation and the
viclaticn takes place on the ocpening. however. the
low is usually made FIRST and generally a rally
startsfrem thislow. If the opening isnot too severe.
the raliy many times comes up to and through the
Buy Day Low and then starts to decline again from
around this point. Many times it fails to reach itand
at other times the rally will carry back and penetrate
the Buy Day High. When buying on a Buying Day
Low Viclation. that is why we use the Buying Day
Low as our Selling Objective. instead of the Buying
Day High. Any fast come back through the Buying
Day Low and then on up for a penetration of the
Buying Day Hign is just that much more in favor of
the trader who goes Long on this Viclation.

fter having bought at or near the low on a
Buying Day Low and generally this occurs at the
opening con the Selling Day. We sell and ‘at the

D090 92 |
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market on any rally from this decline. should this
low be violated. at this point we either have a snii+i
loss or a small profit. The profit when made is due
to the rally that carries up through the Buy Day Low.

The price sells lower than the Buy Day Low and
then it generally rallies. not always. for the market
can keep going down from here—this is why we get
out as fast as we can on any rally from this jow—
generally this rally carries up to and through the Buy
Day Low Point.  We sell at or through this point
always. Never hold on and hope for more rally. sell
out here for what you can get. Big declines can start
from here for this could be the continuation of a
decline that had started from the High of Buying
Day made FIRST and particularly sc. if the stock or
future is well into the upswing and prices are high.

When the unit in the "D column is large. the
Buying Day. we act immediately upon seeing th
price go lower than the Buying Day Low and
generally this occurs at the opening on the Selling
Day. We sell and "at the market” on any rally from
this decline. should this low be violated. at this point
we either have a small loss or a small profit. The
profit when rally unit in the 'R’ column is generally
small. there are exceptions but generally this is the
case. In a panicky. severe ‘seli down’ at times the
whole decline and more isrecovered. Thishappens
more often when some favorable news is an-
nounced during the trading session and the market
technically is in a position to act on it. the market
is oversold and the fast rally is caused by short
covering.

THE ‘R’ COLUMN FOR (SSE} SALE DAY
HIGH EXCEEDED

The 'R’ column is. also. used for the Short Sale
Exceeded. meaning the Short Sale Day High ex-
ceeded or sold through the high of Selling Day. We
enter this unit only when it “sells thru” and from
these entries we can get an average of about what
10 expect in the way of penetrations at this point
and an average of how often it repeats this mecve-
ment during the life of a grain future or during the
longer term swing in a stock.

Recent past expired futures in all grains show that
the Sale Day High was penetrated over (50%) of the
time before the future expired.

These penetrations run from fractions 1o poims
but we can judge them by the price range of the
stock. whether it is high. low. or at scme point in

abcBourselr.
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CHAPTER Il Uses for the Columns and Marks

berween. \'ews items at times cause deeper pen-
etrations and the beginning of a rally from the low
point reached in a Downward Trading Area.

This unit is put in cn the same line 2s the Shor
Sale Day Circle and since it is under i
Seliing Day unititmightbewelito ©
ink to separate each cof these unit
cenfusion in tabulation

By studying this penetration and kncwing where
to look for a hesitating action you m iibeable o see.
at times. the seliing that xS taxmg lace at this point.

This is a piace at which you can do a litie ‘tape
reading’ for knowing what 1T expect and arwhich
point 10 lockK for it. you can check it easier to sea if
LOUr expectations are coming rue.

THE /BH) BUY DAY HIGH CCLUMN

The BH column shows the number ¢f times and
the extent of penetraticns of the Short Sale Day
High. when there are no penetrations we put in a
Zero. The(BH!and (BUiZerosdon'thave t"ne same
forecasting significance as the Decline and Rally
Zeros. however. the (BH} Zero when it arp pears
dees show the break and termination of the three
day swingand estabiishesthe hich onthe Shont Sale
Day.

We watch these penetrat:’:ns and trom them we
can get an average of about what to expect at this
point in the way of a "sell thru” and we can tabulate
thern for an average or percent times they pen-
etrate or fail to go thrrugh. This penetration is
place for a quick Short Sale when the price goes
thru FIRST. In order to maxe this point FIRST.
means that the rally must have <Larteu on a Short
Sale Day and closed *fo“g on this day. continuing
to rally up to this DOIPI King a two or more days
of rally and generally thisis encugh 1o exhausttne

inor swing and is in a position for a decline. ¢f
some extent.

At this point YOU can test your !
rally seems to be inan u:ward dead cen
about ready tc rcli over for a deciine. gen
is the act ion at this pozn This B fBug' ’

Low Vloxanon. Tn. Bm1“g Dm Tow
causes the decline to rur one more
downside. therefore. the raily rurs
upside. Generaily the nsvt\aeD
(3) days swing. a viclation d
highto bemade FIRST onth
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CHAPTER III Uses for the Columns and Marks

with exceptions, this high still preserves the (3) day
rally swing.

THE (BU) BUY UNDER COLUMN

The (BU) Column means. buy under. and shows
the unit that the stock sold under the Short Sale Day
Low, on a Buying Day. if there were no declines we
putin a Zero. The (BU) Zero. points out the Higher
Buying Day Bottoms and are all higher support
levels, on the declines. from Short Sale Day rallies.
The spread between these two points is the conces-
sion we try to buy at. We watch this column for an
average and we see that it runs from fractions to
points. Usually in an Uptrend Trading Area, the
heaviest selling takes place on the Short Sale Day
and the decline generally ‘levels off’ on the Buying
Day—at, a little above or below. the low reached on
the Short Sale Day.

Around this point is where we expect support to
come into the market and we watch the tape to
confirm it. Support here would be inside short
covering of stock sold on the last rally and the buying
back of Long stock sold a little above the market to
the outside traders. Those traders who buy at the
top of rallies are buying the Long stock sold on
balance and the short sales put out by the inside
operators.

On the average trading day without inter-session
news, in an Uptrend Trading Area (watch your trend
line) the stock makes this low on the Short Sale Day
and then trades arcund this point and closes fairly
‘flat’ and then opens down. the next day and sells
a little under this low on a Buying Day. the decline
just seems to “level off here and on this "dip’ iswhere
we buy our Long stock. Thelow is made FIRST and
usually a rally starts from here.

When the decline on a Short Sale Day is severe
and the market is active, the stock makes a low and
usually rallies fast and closes up nearer the high of
the day. we can then expect a higher opening on the
Buying Day and whatever reaction that takes place
from this high falls short of the low made on the
Short Sale Day and causes the (BU) Zero. The price
then is being supported at a higher bottom and will
generally start up again from this higher low point.
The stock is then making a higher bottom and
Buying a Higher Bottom is usually profitable.

THE (BV) COLUMN BUYING DAY LOW

abcBourselir,
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VIOLATION

The column marked (BU} is. also. used for the
(BV) meaning Buying Day Low Violation and we
enter this unit directly under the (BU} unit. This
unit shows the spread of the decline. the amount
it sold under the Buying Day Low point.

This decline we consider a “false move™ and
when made FIRST it is usually recovered. even
though, the market may sell down again after this
rally. While it is part of a larger decline and begins
to show up at the starting of a Doun Trend
Trading Area and continues through this area. it
is profitable to trade on this kind of action most of
the time. It takes place from a decline on a Buying
Day and where there was no rally and the close
was heawy and usually right on the low of the day.

This action indicates iower prices and we expect
a down opening on the Selling Day and unless we
are in a market of high prices from which Doun-
ward Limit Days could take place or Downward
Secondary Reactions in stocks. it is. also. a
‘leveling off’ of a two or three days decline.

We watch for support at any place under the
Buying Day Low—check back for two or three
weeks for a recent range on these Viclation
declines, had they been fractions of a point—mocre
or less—and the present price of the stock. When
this decline low is made FIRST and early in the
session, we buy as near this low point as we can.

At this point we are considering the everyday.
average market movement. sc called. surprise
news and scares are treated in ancther chapter.

We are watching the marke: and we see the
price under the Buying Day Low and we note that
his low is being made FIRST and shortly after the
opening and is under a couple of cenrts. For
example:—We note this two cent decline plus the
unit of decline in the "D’ column and the total then
is Six {6) Cents, this is a considerable decline and
normally would cail tor some. raliy at this point.
Now. we are buying on a Selling Day and where
we usually watch the high of Buying Day to be
penetrated as our Selling Day Objective we now
change on account of the Violation and make the
low point of the Buying Day. our Seliing Objec-
tive, for this Long stock we bought.

The market usually rallies from a Viclation de-
cline made FIRST and comes up 10 and through
the Buying Day Low point. We boughrt and we
now see the rally carry up to this low. at this point

il = s


http://abcbourse.ir/

we can sell out with a sure profit. The stock has
recovered all of this ‘false move” and the market at
this point can turn down again and does many times
and it, also, at times continues up. Nowin this latter
case any further rally begins the percent recovery of
the decline unit as shown in the "D’ column. In this
case itis Four {4) Cents, now, each point of recovery
is 25% of this decline and certainly after a rally that
would recover the ‘false move’ or Violation points
and ‘wipe out” One Third to Two Thirds of the Real
decline should be high enough for us. even though.
it may rally too far, we ‘cinch’ our profits and begin
te anticipate our next play for the chances are that
on the next trade will be more room and profit and
our next trade would be a Short Sale on the Short
Sale Day High and would probably be made FIRST.

abcBourselir > @Gabceourselir
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CHAPTER IV The Symbols (X) and () as Trend Indicators

CHAPTER IV

THE SYMBOLS (X) AND (v) AS TREND INDICATORS

We have two marks (X) and (v) these marks point
the trend of prices, they indicate the ending of or con-
tinuation of trends, depending upon the circle they
are placed in and the kind of trading day.

The (X) mark means that the high or low was made
LAST.

The () mark means that the high or low was made
LAST.

These marks are placed in the circles on the
Buying. Selling and Short Sales Days.
An example of the Objective being made FIRST:-

As a supposition the stock reacted from Short
Sales Day High and on the Buying Day made a low
early in the season, then began to rally and traded
the rest of the session between the high and low
with the closing price nearer the high than the low.
We would then put an (X) in the Buying Day Circle
indicating the low as being made FIRST.

In a case of this kind and this is what the trader
likes to see, the opening on the Selling Day would
generally be up and with a penetration of the
Buying Day High. The Selling Objective would be
made FIRST and an (X) placed in this circle. The
trader would sell—at or above this penetration of
Buying Day High—and would be out of the market
without much delay.

The stock having sold through the Selling Day
FIRST there would generally be a reaction from this
high, and even though the trader had sold out he
continues to watch the lowand close of Selling Day.
foran indication, for the stock having reacted would
again rally and close high enough to indicate an Up
opening and another penetration of the Selling Day
High made FIRST. this then would be on the Short
Sale Day and the Short Sale Day Circle would be
marked with an (X). On this penetration we would
have a strong 'spot’ for our Short Sale. since it was

apcBourselr
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made FIRST and usually a reaction would start from
this point which would end again on our Buying Day
with an (X) or ¢/ FIRST or LAST.

An example of the Objective being made LAST:-

When the objective is made LAST the play
consumes more time for the trader must watch the
entire session in order to make a trade.

Suppose the stock had sold down from a Short
Day High and made a low, then begun to rally and
close Up from this low and at the opening was
higher, making the high FIRST on a Buying Day
then begun to ‘sell off" all through the session and
made alow, then began to rally and closed UP from
this low and at the opening was higher, making the
high FIRST on the Buying Day then began to ‘sell
off all through the session and made a low but there
was little or no spread from this low to the closing
price. This then would be making the Buying
Objective LAST and we would put a (v) check in the
Buying Day Circle, this indicates the trend as down, at
the close, even though it may be the end of the de-
cline and is many times, but it also carries the implica-
tions of a Buying Day Low Violation.

Suppose the low was made FIRST on a Buying
Day and the stock then began to rally from this low
and closed up above this low but at the opening—
Selling Day was off a little and traded down lower
but did not break or violate the Buying Day low.
then it began to rally and continued on up for the
balance of the session and closed on the high of the
day. this then would be making the high on Selling
Day LAST —We, of course, would sell our stock
here on the penetration or failure to penetrate our
Selling Objective— the Buy Day High—but it would
require us to wait and watch the entire session in
order to complete our trade.

On a Short Sale Day when the high looks like it

25
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CHAPTER IV The Symbols (X) and () as Trend Indicators

will be made LAST. We wait. never make a trade
unless it favors your play. At this point we check
back in our beok for a Viclation of the previous Buy
Day low. if so. we expect the stock to continue up.
even open up and make the high FIRST on the
Buying Day and we watch for a Short Sale at this
pcint. at or above the Short Sale Day High.

When the high is made FIRST on a Selling Day
and the stock reacts and the reaction continues up
1o the market it will probably carry over to the next
day. the low price would geﬂerally be made on the
opening or after. then a raily would probably start
that would carry the price up making the high LAST
cn a Short Sale Day but we do not put cut short
sales on a high made LAST.

When a stock or future completes it's cycle from
a Buy Day Low to a Short Sale High and all
Objectives are made FIRST—and this is the kind of
moverment we like to see—See Plate on RZ 1943 —
vou can see your profits as the movement unfolds.

During other of these cycles we get a mixed
moverment of the Objectives made FIRST and
LAST and this is caused by the real rend being
nterrupted by the smaller rallies and declines.
currents and cross-currents that go on all through
the trading session but in no way change the
ulimate completion of our trading Objectives that
is whx we must at all times ferret out the Real trend
andw beableto keep track of it. regardless of these
inter-day “Jiggles'. Our Book does this very thing
rorus. aimost au omat*ca v by pointing cut the kind
of trading day and the signal marks show which way
it is most likely 10 go.

Watch the results of some of the plays made by
the traders that go counter 1 the specific trading
days as show“ in yov'r bock.

They buy and sell on rallies and declines during
the day entirely ignorant of the kind of trend. at the
dme. they buy or sell. Once in a while if they trade
often enough the; will "hit” the real trend and make
a profit but the next trade will be nothing mere than
a guess and a wrong cne at that with an ultimate
1012l lcss.

The import of the entire matter here. is that the
insiders. opera*or or the force that is making the
market goright along pushing towards the obiective
1o the other are raae moves and they are the
smaller trends that confuse the traders. Thatis why
we must use the greatest of care in getting the signal
marks correct—and this difficult but the real trend
fzliows these marks.
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CHAPTER IV The Symbols (X) and () as Trend Indicators

This example of a few years back shows part of
the movement at a time when all Objectives were
made FIRST—it shows one Buying Day Low at the
low of previous day—Short Sale Day—on October
13th, and one Buy Day low—under—on Saturday
16th. It shows how the bottoms were just equaled
and exceeded and how the tops were penetrated at
the Selling and Shoert Sale Highs.

Prices during this period were in a narrow range
of four or five points for a period of about nine
weeks.

The ‘D and 'R’ Columns total 8 1/8 points while
the six days gain at the closing prices were 2 1/4
points—the trading opportunities were almost four
times greater.

When the markets are narrow. the moves are
small and the prefits are small.

The recurrence of the Buy and Sell and Short
Sale signals in series are not exceptions for the
market is filled with them at times and the trading
at these times is most mechanical as you can see.

The diagram shows two sets in series—a Short
Sale. a Buy and a Sale—a Short Sale. a Buying and
aSale. AllMade FIRST. At other times the series will
be FIRST and LAST and Mixed.

When the series runs all signals made FIRST
there is no delay. a trader buys and sells just as his
Objectives are reached or penetrated. At other
times when the market action is mixed the trader
must watch the entire session in order to complete
a trader and there will be sessions when it would be
wiser to just stand aside and do nothing at all when
the movement gets 100 narrow.
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CHAPTER V

A BUYING DAY

We buy a stock or future when we think it is on
a bottom dead center and the trend is just about to
turn up and our selling is done on a top dead center
when the trend is just about to tum down.

On a Buying Day when the stock rallies from the
lowand the gain in points is sufficiently large. we sell
out on the same day. The rally may put the price up
to and through the high of the day before—the Short
Sale Day—and the close may be strong and the stock
may even close on the high of the day. however. we
sell out just before the close. for while strong or
higher closing does indicate a higher opening and
a continuance of the rally, this. should it happen.
would only put the price through the Selling Day
Objective. next day. so we don't take chances with
this kind of a move and don't follow the rally to far.
we secure our profits before the close of the market.
An action of this kind is fast and the "‘come back’
rapid or the action may be quiet and slow with firm
reaching up movement making new highs by frac-
tions for several points and then end the move with
a slight relaxation. then a smaller "spurt” to reach
the top or make a new high for the day. however.
no matter how the high is reached it gives us our
profit a day in advance of the Selling Objective by
selling out before the close and we are not con-
cermed with how high it may go on the next day.

The reason we sell out on the same day. is that
the stock may open down and often does. from a
run up of this kind or it may open at the previous
close on the Selling Day and spend the whole
Selling Day and not reach the Selling Day Objec-
tive—the Buying High—after which it can make one
of two moves. close up with an indication that it will
open up and sell through the top—Selling Day
High—for a strong Short Sale Objective or close
down near the low. an indication of failure to
penetrate and a weak Short Sale Objective.

abcBourselir,

¥ @abcBourseliy

By selling out we have secured most of the long
profits from a move of this kind and in many cases
all of them and we got them without waiting for the
Selling Objective—we are trading and take a "lump
sum’ anytime the market gives it to us fast. even
though. it may be a little less than we might get by
waiting .

Having "sold out” and we are out of the market—
on the Buying Day—we prefer to see this rally
continue on the Selling Day for penetration of the
Buying Day High. for we are now anticipating a
future short sale and it would generally be strong
short sale indication should the stock react from this
penetration of Selling Day High for this short sale
and it would be made after Three [3) Days of
rallying.

On a Buying Day. we buy at. a little above or
below the low of previous day—thiswould be the low
reached on the Short Sale Day—we watch thisrange
or spread on a Short Sale Day. the "sell off” from
high to low and at this low we can see. so far. the
price we will have to pay. next day—The Buying
Day—forourlongstock provided the declineends at
or near this low but we can with reasonable cer-
tainty figure whether this low will be our buying
‘spot” or if we may not expect further concessions
to buy on and we get this indication from the way
the stock closes on the Short Sale Day'.

We get this indication by watching the close and
whether prices are up or down. that is down from
the high of day or up from the low of day. weak or
strong. Remember. we are watching the prices on
a Short Sale Day trying to anticipate the coming
point at which we can buy or go "leng’ —You will be
short of the market on this day. too. but this action
is covered under the chapter ona Short Selling Day .

When the close is strong on a Short Sale Day. that
is, the closing price is up from the low and nearer
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CHAPTER V' A Buving Day

the high for the day. we expect a higher opening on:
a Buying Day. When this happens. we wait for
generally the price declines from a high made
FIRST on a Buying Day.

The Short Sale Day Low is cur point to watch and
we watch for it to be reached or for the price to sell
under this point. since this is where we buy cur long
stock.

In a strong uptrend the decline may ‘fall short” of
reaching this low and the rally on a Buying Day may
start from a little above this low—this iswhat we call
Buying a Higher Buying Day Bottom and generally
it is profitable. The price may open up and rally
farther. making the high FIRST. then starts tc
decline but the price on the decline gives way
"grudgingly” from each fractional “sell off . the stock
on the rallies seems resilient. it sort of springs back
from each low. By watching the tape closel at this
point, you can see and “feel” the buying for support.
in this case the Decline Column Unitis usually small.

We expect the price to fall short of this low. 1
stop a little above it when the trend is tuming up
from the low of a Trading Area. the bottoms have
got to be progressively higher in an up-trend.

At a little above and below this point—the low of
Short Sale Day—we watch for suppert and we note
the range of prices around this level and the iength
of time the price trades in thisrange. By comparing
the cecline from the Short Sale Day High to the low
as itis being made on the Buying Day. we can judge

from the past declines of the "D’ column iust whar
kind of a decline is taking place at the time and can
f'o"'}ow it while it is happening. you can then note

hether u is greater than average, less or abe .t
li deciine unitis followed
by a farger rally unit in an vptrend Trading Area.

Now, we go back to the close of the Short Sale
Dayandwetfindthatitwasa ‘flat’ closing. then from
this indication we expect a lower cpening on the
Buying Day and so far this would cause the low 10
pe made FIRST and is a stronger indication when
made early in the session that a rally would star:

fromthislowand holdthe gainsfor a strong closing.

vhich in tumn indicates an up opening and a
penetrahon of the Selling Day Objective—the Buy
Day High.

When the high is made FIRST on a Buying Day.
this causes the low. our buying point to be made
LAST and carries with it the possibilities that the
stock may trade down with no indication to rally and
the close may be near the iow of the day. in which
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even *hough it was
ale Day. for here we
ct a B‘,png Day Low
Viclaticn and we would wait for i

When the iow of Buying Day is made LAST but
is holding a higher bottom. that ist elowzs hlgher
than the Shert Sale Day Low. we buy as near this
low as we can. for gererally a rally starts from this
higher bettoem. however. should any gain at the
close be iost on the opening of Seliing Day and this
decline may or may not cause a Buy Day Low
Violaticn. we sell 2n any rally after this decline.

We use the Buy Dav Low as our Selling Objective.
we seli at the best price we can get above this low.
The rally usually carries up 1o and through this low.
even thougni:a: n declines. There are exceptions

timeswhenitiailstc reach this pointand at such
times it means a loss. then again. strong rallies at
times not cnly seil up t¢ and through this iow but
continue up 1o ah" througi: the High of Buying
Day. er,‘gtmg he Primary Seliing Obijective with

a perietration.

The low made on a Buying Day is the iow and has
nothing to do with whether it may be violated. the
nextday. you buy atwhatyou consider 1o be the low
and many times you will actually get it. allowing for
the executions but after buying it may gc a little
iower but your line of thought changes afrer vou
have bought. even though. vou did not get the last
eighth. vou now begin to watch any rally from the
low. made by the stock—not the price vou paid for
it—you are now expecting the stock to rally and
show a gain above this low. at the close. indicating
a higher opening and a furrher uptrend. this shows
vour play is correct so far.

Even 'i”“"fh. your profit wiii be a little less by
reason of the price having sold do\m a little lower
after you bought. the peint to be made here is that.
after having bougn: at what you considered the
cerrect place. reverse vour thinking about further
deciines or “seli off’ and begin to lock forward to th
mafe where vou can sell out with a profit. in case

f a rally this will be somewhere above the high of
Buymg Day. nex: day your Selling Day—unless the
market hands it © yo” in the same sess?“n—the
action we meniioned in the beginning of this
Cl AaDter

Suppose vou bought at or near the low or right
on the low and the stock ralied but began to sell
down again and near ine ciose iost all the gains. this
then would be a "flat’ closing with the probabilities
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of the price going lower the next day.

A ‘flat’ or weak close on a Buying Day shows the
short interest, inside or professional, in no great
hurry to cover. therefore, an indication of a Buying
Day Low Violation.

On an action of this kind, sell out before the close,
for you are in wrong and you must not carry the
stock into a greater loss. if you have a loss at this
point by holding on and hoping for an up-opening
on Selling Day.

After a low is made on a Buying Day and the stock
begins torally, it should hold a small part of the gains
on each rally. each decline or set back should “fall
short” of the last low.

A trader takes losses, he must but he takes them
when they are small, as in a case of having bought.
then a rally. and then to see this gain lost. and the
close at or slightly above the low of the day. He does
not hold on and hope for a rally. he sells out before
the close. takes this small loss and begins to
anticipate buying a Buy Low Violation. Right here
it is well to point out that up-openings do occur from
‘flat’ closings on any of our Objective Days. but in
these cases it is some overnight news that can't be
read on the tape before the close and we don’t trade
on what the market might do but try to trade on
what it actually does and the probable future results.

The trader by taking this small loss will generally
get it back and with a profit besides on the next play
or trade.

NEVER AVERAGE A LOSS, SELL OUT IF
YOU THINK YOU ARE WRONG AND THEN
BUY BACK AGAIN WHEN YOU BELIEVE
YOU ARE RIGHT.

The temptation at this point after having bought
on the low or having the stock go lower after you
have bought and then holding on when the stock
opens down and sells down lower causing a Viola-
tion of the Buy Low, even though. the low is made
FIRST is a strong ‘spot’ to make you want to
average your loss and it looks like it would have been
a ‘cinch’ after the rally sets in but Don't do it.

When prices are comparatively low and the
Trading Area Trend is Up. a trader having bought
at or near the low and to then see the stock close
‘flat’ need not worry. too much. for he can supple-
ment his trade by using the (3} day method, he can
hold on and generally sell his stock or grain at or
through the hxgh of—Sel mg Day—at a profit how—
ever, in
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CHAPTER V A Buving Dar

Viclated the raily may be weak on account of th
violation and fail tc penetrate the Se ling Day .;gh
on the Short Sale Day. The trader using the daily
method of trading should stick to this method and
be willing 1o take a small loss in order to better his
position. rather than to switch to the (3) day method
and then back tc his daily method. for while he can
save—at times—this small less. it is bad medicine.
especially if prices are very high for in the above
case of the Vioiatxowﬁ“* any Viclation—there may
not be a rallv—prices may continue on dowr.
Trading this way might beccme a habit and a trader
should use one or the other methods.

The trader who has been consistently using the
(3) day method can stand a loss. even. if it is
unusually large on account o*' his profits from
previous plays—the summary of the yearly WK and
CKshcow tbe loss day swings run abour (12°5) of the
total and the gain days abour {88%) how ever.
occasionally a loss day swing can be very severe and
the daily trader should not take chances where the
loss could be greater than his greatest daily gain.
The daily trader can trade on a ‘shoe string” but the
3 day trader is prepared to finance himself cver a
‘bump’ of this kind.

The daily trader must at ali times be in complete
command of his cash for use when he needs it.
therefore. he takes smali losses by selling cut the
instant he sees that he is wrong.

In the Uptrend Trading Areas. the low on a
Buying Day is generally made FIRST with the
closing price up from this icw.

The "flat’ or weak closings are usually made in the
Downtrend Areas.

Regardless of the kind of Trading Area—up ¢
down—buving low peintsmade FIRST on a Buyin
Day. are for the most part profitable—exceptin the
precipitous deciine after a steep downtrend get
under way.

Buying on a low peint and then to see the price
go & ttie lower dces not prove you Wrong. "'*'
the price closes “fiat' —that is the low of the day and
closing price is the same.

We do get up-cpenings frem “flat’ closing bu
generally the little lower before the start of a rally.

Buying. tco socn. only means that vou need a
little rnore in timing. in most cases.

Check the Yearly Plates on WK and CK on the
Buying Days—ifor the times the price sold under the
Short Sale Day Low—the times the Buying Day Lo
was Viol ated——a so, the gain and loss day swings of
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CHAPTER V1 Buyving on a Buving Day Low Violation

CHAPTER VI

BUYING ON A BUYING DAY
LOW VIOLATION

The Buying Day Low Violation must be made
FIRST and this would be the result of the Buying
Day Low made LAST with a more or less ‘fiat’
closing.

This action of a “flat” closing favors the probabili-
ties that the opening prices will be down and the
opening is in itself often the start of the Violation
and that the decline will continue until it meets
support. This support is for the most part inside
short covering both for profit and for stabilization
of the market and is some of the long stock sold to
the traders at higher prices.

This decline can stop anywhere under the Buying
Day Low but from cur column in the book we know
the range of declines of past Violations and we
know that they stop within the fractional limits and
are occasionally very severe but knowing the range
and by watching the activity at this point we
generally get an indication cf a2 coming rally.

We watch the market very closely for support
buying and for the decline to slow down and stop
for we. also. want to buy at this point and we dc.

At the turning point the stock makes a low. then
rebounds in fractions or in points—this depends on
the severity of the decline—if severe accompanied
with activity. the churning up and down will be in a
wider range of prices than if the decline was quieter
and more normal. however. vou will notice a
considerable amount of trading at this point for a
brief period. then the activity slows down and the
market becomes comparatively quiet. the market
goes dead but with the prices up a little from the
extreme low reached on the decline. The quiet
market may just penetrate the Buy Day Low frac-
tionally and then trade a fraction above this low until
a rally starts or the market starts 1o recover.

We buy on the above described action and at thie
market and expect the rally to start from this point.
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however. a support point here may only be tempo-
rary and another small decline may take place after
a fractional rally that would establish a new low by
a point or so but had the Violation been fairly deep.
plusthe pointsdecline in the ‘D’ column—the spread
from the Short Sale High to Buy Day Low—the
over-all decline could be considerable and the
chances are the rally would start from either of these
low points and after all this probably would be the
third session of adecline and ‘remember’ we are not
buying on the top of a three days rise. either. as
many traders do.

In the case where these two lows are made and
had we bought at or near the first low. another small
decline should not upset us. even though. it was
against us for a point or so. for after the rally started
and the probabilities would favor a rally from this
last low our loss on paper would generally be only
temporary and would be quickly made up.

After the rally starts it will generally make up all
the Viclation decline and this. then. would bring the
price up to the Buying Day Low Point. now right at
or through this point is our sure profit Selling
Obiective or at least a chance to get off the "hook’
in case you had made a 'too soon’ purchase. From
this Buy Day Low or alittle above it. the decline may
start in again.

From this point—the Buy Day Low—if the rally
continues, it begins tc "wipe out” what we call the
Rea! Decline and this is the units peints shown in the
‘D’ column.

Each eighth above the Violation recovery, recov-
ers a certain percent of the Real Decline. the more
the rally is extended the more of this Real Decline
is recovered and the rally may "wipe out  all of this
decline and continue higher. Many times when the
D’ column unit is sniail the 'R column unit is large.

Should the rally be so strong after it goes through
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the Buying Day Low and many times the activity
picks up at this point and the trading is fast with the
price reaching up to the top of the day and
sometimes for a new high and then a slight "dip"—
then a rally just before the close. Should this kind
of action take place after the penetraticn of the
Buying Day Low. we would then begin to anticipate
the possibilities of the penetration of the Primary
Selling Objective—The Buy Day High—andwe would
not hesitate a minute before selling out on this
penetration before the close.

Remember we are buying on a Selling Day and we
must sell out before the close of the market and a
reasonable level at which to sell our Long stock.
assuming the Violation decline has been recovered.
would be to sell when one third to two thirds of the
amount of the decline in the "D column had been
recovered.

We don’t follow this rally. too far. and are not
trading for the last eighth but for a profit and
position for our next play and the next play would
favor a decline and the next day is a Short Sale Day.

We watch this full rally. even though. we have sold
out lower down—or just after the price went through
the Buy Day Low on the rally-for the amount of
reaction before the close or it may close right on the
top price for the day. however, in any eventa strong
close would indicate a further raily. with an Up
opening for a high made FIRST on Short Sale Day,.
yet, after a rally that would recover a two or three
days decline. in one session may open off. This
should not surprise vou. you must expect it.

The rally from a Buying Day Low Viclation made
FIRST is caused by short covering and the start of
the movement is usually engineered from the in-
side. the large short interest seems to be that part
of the covering movement that carries the price up
to and through the LOW of Buying Day and
exhausts itself around this point. The extended and
over-extended short interest and those traders that
sold short. too near the bottom noting the strength
of the rally after it gets started. are forced to cover
and their buying is usually done in haste. therefore.
the rally is fast, active and the spread between
transaction is wide and this action many times
causes the price to reach up to and through the
HIGH of Buying Day. The extent and activity
depends upon the size and urgency of the outside
short interest.

The "take off’ from a period of accumulation.
also. starts with a 'run in’ of the shorts but usually
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‘they’ try to conserve some part of it—for agood size
short interest is potential strength at any stage of
the move—generally. in the above case. it appears
at times that the intent is tc make all the shorts cover
in the same session.

Buying on a Buying Day Low Viclation made
FIRST is for the most part buying against this short
interest—inside and outside—butyou are generally in
good company when buying at this point in an
Uptrend Trading Area. A rally caused by shor
covering is weak and that is why we don't follow it
too far.

When the demand caused by this short covering
is filled the stock then generally “sells off’ until it
again meets with inside support.

Most of the Violations are found in the Downtrend
Trading Areas. they must of a necessity make lower
bottoms and the Downtrend is usually a session or
two longer.

We watch the spread from the Buying Day Low
to the Low of Violation and note if this spread is
wide enough to make profit--that is. if we bought on
the extreme low of Violation and sold out at or
through the Low of Buying Day. should the stock
rally back this high. When the decline is severe at
this point the rally may not carry back as high as the
Low of Buying Day. the rally would be 'dull’ and the
market quiet and would show the lack of buying by
going 'dead on the top. then the decline would
perhaps start in again from this point. This kind of
action would be an indication of a downtrend of
more than the day to day kind. so in buying on this
wide spread reaction, we would have to take
whatever profits we could get. on whatever rally
took place and the place to take them would be just
as the rally began to hesitate and stopped. Should
the spread be narrowed. more normal. that is
fractionally or a point or so. it would show the price
holding. with covering and support buying. so we
could expect more from any rally from this point.

A big decline takes times to consolidate around
the low point. usually one or two session. before a
good recovery rally sets in. therefore, the 'R™ Rally
Column Units are usually small after a large D
Column decline. unless the technical position of the
market is strong enough to make the shorts cover
in a hurry.

As a rule we don't expect too much of the
immediate rally following a severe decline but when
the market starts to recover and with activity it at
times regains a large part—sometimes all the D’

YRS |



http://abcbourse.ir/

CHAPTER VT Buyving on a Buving Day Low Violation

column loss and at times it sells through for a penetration of the Buying Day High.

The main import we are concerned with here, is to get off the "hook’ without a loss or as little as possible.
for having bought near the low on a Buying Day and then to be caught in a Violation by reason of adown opening
on a Selling Day. we have a loss, at least temporary but usually after a two or three days decline the Violation
will be recovered and with a certain percent of the ‘D’ Column Unit.

We always sell on a recovery that makes up the Violation—of the Buying Day Low—and try to get some part
of the rally above this point but we do not hold on too long. and hope for more rally and we don't let it bother
us should the price go higher after we sell out. With reference to the below Plate—the rally after going through
the 226 1/2—the Buy Day Low—may show signs of exhausting itself and right at or through this point the stock
may start to decline again. We don't follow the rally. too far. for this reason. .

The trading for the three days would have been as follows:

Sell short on the penetration of 234 1/2

Decline is severe for one session—above the average in points.
Cover short—same session—on dullness around any low.

(see Short Sale Day Chapter)

{(wide decline in same session)

Wait for Buying Day to go "long’.

Buy on penetration of 228 1/2 when decline slows down or stops.
Buy Low made FIRST-——closing price up from low of the day—expect up-opening.
Down opening - most of gain lost—sell on next rally.

Violation low made FIRST—expect rally.

Sell “long stock™ at or through the Buy Day Low of 226 1/2.

In the March Soybeans Future—SH—assuming « purchase at 227—on Buying Duy—iiis isone half cent above
the low. the decline is large and above the average for a ‘D’ column decline. with the Buying Day Objective
(2} points under the previous low—the Short Sale Day Low—this point is. also. within our average for buying.

The stock closed up—on Buying Day—and we expected a higher opening on Selling Day. we did not get it.
The stock opened down and declined quickly to 225 1/4 or (1 1/4) points Violation and at this point we would
have had a loss of (1 3/4) points on paper. The Buy Day Low Violation was made first and the Violation was
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1

the third day of & decline. we expected the stock to
it did.

The rally quickly recovered the Violation decline
and we are immediately alert for a place at which o
sell cut our long stock and this is scmewhere at or
through cr above the Buy Day Low of 226 1/2.

After the Violation loss has been recovered. we
keep a record of each transaction above this price-
-The Buy Day Low—-we enter on our Work Sheet,
on a pad with pencil or in our minds. these recovery
prices as they appear on the ‘tape as the stock
raliies.

We note the first price on the tape at 227 or (1/
2) pt.. the first recovery tick thru the 226 1/2--the
Buy Day Low--and any recovery above this price is
figured as a certain percent recovery of the decline
in the D column.

Many times a stock in a movement of this kind. at
this point. will j-u-s-t come up to it or slightly exced
it. so we must seil out at or after it has been
nenetrated.

Should the action at this point be slow. it may just
about reach or penetrate it but should the activity
increase through and above this point the rally may
carry through for a much deeper penetration. it can
and does. at times. even rally far enough to pen-
etrate the Buying Day High. See (SH) Plate—
January Friday 21st.

Attimes. the recovery makes up all the ‘D’ column
unit loss and more.

We watch the transaction on the tape and we sell
atthe market atany point—at through and above the
226 1/2—the market at a point like at this will
generaily prepare you or give you a ‘tip’ on i
coming action by slowing down. hesitating or
stopping before a reversal or the activity will in-
crease and the rally will continue on up but in many
cases. just through this point will be the top for the
raily from a Buying Day Low Viclation. In the case
ot 'SHj the rally stopped above this point—at 229—
and then declined to 227 3/4. at the close of the
marker.

The cclumn of figures at the Left Side of Work
Sheer are the "ticks’ as they appeared in order on
the tape until the top was reached at 229 and at this
price the recovery ¢f the (9] point decline of the ‘D’
column was approximately 27.7% or slightly below
a one third recover—usually considered a mini-
mum-——nct counting the {1 1/4} Points Violati: .
recovery.

The above paragraphs point out more of an “exit’
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from a bad situation and shows that a trader need
not take big losses. if indeed a loss would have been
taken in this case but so long as these situations exist
in speculation a trader must know how to protect
his capital.

This situation—only in reverse—happens about
{(50%) of the time where a trader can make his initial
purchase on a Buying Day Low where no Violation
occurs. The Violations occur about {(35%) of the
time. on an average, taking the total trading swings
during thelife of a grain future or a stock. during it’s
ordinary up and down move with the general
market.
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CHAPTER VI A Seliing Day

CHAPTER VII

A SELLING DAY

When the low is made FIRST on a Buying Day
and the closing price is up from the low and nearer
the high of the day. we look for and expect an up-
opening and a penetration of the Buying Day High
to sell on—on the Selling Day—and these penetra-
tions occur more often in an Up-trend Trading
Area.

On a Selling Day. should you sell out. too soon.
after a penetration you lose some of yvour prebable
profits, so that in an Up-trend Area. vou must
expect not only slight penetrations but "deeper
ones’ for the tops must be broken on the upside and
be progressively higher.

The activity of the market after penetrations is a
good sign to watch. also. after small ‘D" column
decline units.

From a strong closing on a Buying Day when the
opening—of Selling Day—is up and wide—and this
will generally be a penetration of the Buying Day
High—We sell out "at the market’. without waiting
for the next transaction to appear on the tape after
the opening price. The price may go higher after
we sell out and many times it does—so what—the
opening price may be the high and is many times
and a reaction may start from the next transaction
after the opening price that could take the stock
down much lower. We sell and "at the market” and
are not concerned with how high the price may go
after we sell out.

When a purchase is made on a Buying Day Low
and shows a good gain above this low—at the close—
then should this gain be partly lost on the opening
of—Seliing Day—or opens at the Buying Day closing
price—Sell out. "at the market’ without waiting for
the next transaction to appear on the tape. Should
the opening on—Selling Day—be down and declin2
further from the opening price—Sell out on any rally
fromthe low of this decline and this point would be—

apcBourselir

o @abcBourselir :  8805

at. through and above the iow of Buying Day—
should the rally carry back this far—this is now your
Primary Seliing Obiective. instead of the Buying
Day High.

On a stalled opening or where the opening and
previous close are the same. the trader selis "at the
market’ immediately upcn seeing the opening
price—should the following prices after the opening
be up. his order is in and will be executed on a rising
trend and he gets just that much more o of the raliy—
should the following prices be down. his loss will he
much smaller—his order is in—in time ¢ dmx the
real “sell off” and he is out of the market quick and
probably at the very inception ¢cf a aev;rmg trend.
The price he gets for his stock will probao;y De

slightly above or below what he paid for it on the
previous day—the Buying Day.

“Many traders at this point do nothing—if the
stock starts up after the opening they wait 10 see
what will happen—if the stock starts down after the

opening price they wait for arally 1o "getout —n 108t
likely the expected doesn 't happen. either way and
the net resuit is a greater ioss.

For a reaction tc take place irom so shiortar a.‘x—

l

the low of Bugmg Dag—mdma' sa xeak p-trend
and will generally “fail short of a per netrarion of the
Buying Day High—the Selling Objective—evern thcugh
the decline does not violaze the Buying Day Low—
Sell cut. just the same. should the opening be doun
from the Buying Day Cle The stocxk does raily at
times but we shouid ot geL this GID s¢ socn—the
stock or future should Have cpened up and contin-
ued the rally further—if the immediate wend |
higher.

it is the better "pi ag 1 take a smal ioss at inis
point—shouiditbealoss. than to hoid cnachance
a much greater reacucn.

Had you bought v
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near the Buying Day Low, you will probably get out
with a small profit or an even break.

A Buying Day purchase must show a profit—that
is, the spread from the low to the closing price and
not lose it on the opening of—Selling Day—The
above action does not favor your play so get out as
cheap as you can.

Your Selling Objective, would be. at or through
the High of Buying Day on a Selling Day but when
this decline occurs with or without a Buying Day
Low Violation, instead of a continuation of the
rally—we change the Selling Objective and now
make it—at or through the Low of Buying Day.

Should the decline stop within a fraction or a
point or so and should the rally start with the activity
picking up as the price sells through the Low of
Buying Day and shows no hesitancy just above this
Low, the rally may carry further—even penetrate the
High of Buying Day—and it does. at times. We
would then switch back to our Primary Selling
Objective, that of selling—at or through the Buying
Day High. We would sell out on this penetration
before the close.

The Yearly Tables, show approximately (66)
penetrations on—CK May Com—and (55) penetra-
tions cn WK May Wheat—out of a total of (100)
Selling Objectives. See (SH) Plate for failures to
penetrate and selling through Buying Day Low
points, also, selling stock bought on Buying Day
Low Viclations.

Knowing how to trade on these kinds of plays are
our only concern, for they are the trouble "spots’
and we have no way to anticipate their happening—
except news that is announced after the market
closing.

The more regular action of strong closings on
Buying Days—with up-openings and penetrations
of Selling Day Objectives are clear sailing and take
care of themnselves.

In this case—WK—made the high FIRST at 214 1/
2 but part of the gain at close of Buying Day was lost
on the opening of Selling Day. We sell our long
stock on any rally following a decline at a point like
this—at. through and above the Low of Buying Day.

The stock if going higher should have opened up
and continued the rally but we are not concemed
with what it should do. we try to act on what it
actually does—we follow the market and never trno t5
make it.

The stock opened at 214 and rallied {1/2} point
above the opening and our "play’ is to sell on any
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rally from a decline or down opening on a Selling
Day—and "at the market’.

After this (1/2) point rally the stock began to sell
down and made the Buying Day Low Viclation
LAST and closed almost “flat’.

Had your purchase been made near the Buying
Day Low. your loss would not have been very much.
even had you paid (214) for it but in helding on and
hoping for more rally it could have been much
more.

The recovery of the "D’ column unit decline of (6]
points was (1 1/2) points—shown in 'R’ column or
25%—therecovery rally.

In the case of-——SH—it opened at 227 but declined
FIRST and rallied LAST but with—WK—it rallied
FIRST and declined LAST. See (SH) Plate Saturday
19th.

This is the reason why the signals have got to be
watched carefully and these signal marks X' FIRST
and "Y' LAST make the difference between being
right or wrong on the trend.
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CHAPTER VIII

A SHORT SALE DAY

Let us assume the close on a Selling Day was
strong. which in tum would indicate an up-opening
and a continuation of the up-trend. the stock or
future opens up and penetrates the Short Sale
Objective—the Selling Day High—after the penetra-
tion we watch for a slowing down of the move. we
are watching to detect if the price is meeting with
resistance. if the selling at this point is overcoming
the buying.

The selling we are looking for at this point is
inside short selling and it gradually overcomes the
unwise long buying by the traders at the top of this
rally—or it stops the rally abruptly and the decline
starts right in many times from the opening prices.

Many times at the top of a Short Sale Day. one
or two futures or stocks will be made to appear
strong by ‘putting” them up a little higher while the
others seem to resist further buying. Youwill notice
when "they’ are rallying one future or stock that all
the others will just "hold or sell off” a little—this is
done to create an air of strength and to test the
buying power of the public and to put out short sales
in all the others under the cover of strength in the
ones they are ‘putting” higher.

When it is clear that there is no further buying
power the reaction starts—under the weight of
these sales and short sales. The intent of "those’
making the market not to put the price higher
makes the stock—the best kind of a short sale.

This same action takes place on a Buying Day.
only in reverse. all futures and with stocks—uwill
make low prices—then one or two are "putdown’ for
a new low while all the others hold—when there is
no more selling coming into the market. the rally
starts. including those that were used to influence
the market.

We make our Short Sale—at through and above
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the High of Selling Day—on a Shert Sale Day.

Had the high of Short Day been reached after a
rally from the last Buying Day Low Point a reaction
would probably be in order. since it would be the
(3rd) day up.

We try to make all short sales on the high made
FIRST on penetrations of—Selling Day Highs— This
is the most favorable action for your play’ —we
would not "put out’ a short sale where the stock or
future opened down and declined future. without a
rally. for this action would carry the implications
that rally. should it start later in the session. may
cause the closing price to be up near the high of the
day and this would be making the high LAST on a
Short Sale Day. indicating a 46 future rally. and an
up-opening but where the stock opened at the same
price as the previous close and declined early in the
session and then rallied higher than the opening
price or for a penetration of the Selling Day High—
we would ‘put out’ a short sale just as this rally began
to exhaust itself after the penetration. This action
is not as favorable to our trade as the above.

When a reaction takes place after a penetration of
the Selling Day High and the movement is in ‘no
hurry’ and the stock just trades down. we stay short
anticipating our covering point, next day. on the
Buying Day. We can cover the short sale when we
buy our ‘long’” stock or perhaps a little before—to
trade in this way gives you a little more time to
concentrate on your Buying Day Objective—this
point for both covering your short and your pur-
chase willi be—at a little above or below the low of
previous day—the Low of Short Sale Day.

Should the "sell off” be severe and with activity—
during the Short Sale Day session we cover our
short sale on dullness. near the low of this reaction
or if and when we have a profit. We are then out of

41
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the market and we stay out. we don't buy any long
stock on the reaction. We wait for our next play
which is that Buying Day Objective. no matter what
the market does after we "cover’ and get out.

The stock or future can in this case raily fast—from
the severe decline—and close strong and this would
indicate that a high would be made FIRST on the
next day—the Buying Day and would be ancther
chance for a short sale. for a high made FIRST on
a Buying Day. generaliy has scmekind of a “sell otf".

By taking our profits on this fast decline it
strengthens our position. in case. the decline from
this rally does not go as low on the next day. our
Buying Day and we may have to buy at a Higher
Bottom.

By this is meant that any profits made on the
short sale can be used to reduce the cost of Buying
a Higher Bottom-- this is averaging but it is carried
out in two separate trades.

Should you seli short, too scon. after penetration
and it happens to be one of those occasional times
when the price goes through for a more than
average penetraticn, the trade will be against you.
temporarily. however. a rally so active and streng
that would cause a penetration of this kind would no
doubt meet with profit taking and higher up short
selling. both inside and professional which wouid
cause the stock or future to react or decline low
enough for you to ‘cover with a small loss. profit.
or even break before the close.

These more than average penetrations are usu-
ally the {ast rallies back iollowing a severe decline
and widen the trading swings both up and down for
afew sessions. then the movement siows down and
continues it's trend. up or down. depending on
which way is 1o be the future movement.

After a sharp decline {cilowed by a rally the stock
usually declines again 1o the iow point reached on
the tirst decline and it may hold above this point cr
go lower. Thisisthe reascon after covering our Short
Sale—on the Short Sale Day--why we let the long
side’ of the market alone and wait for the second
decline which generally occurs on the Buying Day.

This second decline may fall short of reaching
the low point made cn the first decline. we then buy
at this Higher Bottom and it is generally profitable-
-ior if the stock is being supported and is not going
iower. it will go higher—and generally where the
stocks hold a Higher Bottom on a Buying Day. the
price railies high enough 1o make a profit.

When a Short Sale is made on a Short Sale Day-
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-even on a penetration--of the Selling Day High-
then declines form this high but at the low peint of
this decline the market becomes quiet and dull {with
perhaps a few transactions at the same low price)
then begins to rally--Cover your short sale. and just
as the rally starts. the indication then. is for a strong
close and the stock may even make a new high for
the day. Had the short sale been put out” through
and above the penetration. it can be covered with
little loss and perhaps with a small profit. The trade
doesnotfavor your play. so buy back your stock and
stay out of the market. To continue to hold on could
eventually cause a big loss. The rally starting from
this low that would make up all the decline and a
new high would be a quick 'run in" of the shorts and
while holding the top price at the close. could be the
end of the rally. with a down opening the next day.
however. the rally is an indication of a further up-
trend and a higher opening. but with no way to
anticipate this move. better trade is to cover and
stay out. A higher opening and a further advance
would be a high made FIRST on a Buying Day. with
the probabilities of a joint at which the short sale
could be "put out” again—or just wait and watch for
a ‘sell off” of a buying “spot” to go ‘long’.

A trader begins to anticipate a short sale after the
close of a Selling Day session—First note the closing
price andit’s relation to the high andlow of the day—
and if the close is up from the low and nearer the
high orif the close is down from the high and nearer
the low. The high closing indicates an up-opening
and these up-cpening generally occur in the Up-
trend Areas. except, where the trend is being
reversed from up to down. The low closing indicates
a down-opening on the Short Sale Day. in the
down-trend Areas. and where the trend is begin-
ning to change from down to up. Nextnote if there
was a Violation of buying Day Low—that is, if the
low is under the previous low. if so. the rally starting
from the low cof Selling Day may not carry high
enough on the—Short Sale Day—10 penetrate the
Selling Day High. it may come up near it by—first
opening down and declining further. then rally later
inthe session for a strong closing—then many times
the high of the raily—from Selling Day Low—is made
FIRST on the next Buying Day, when preceded by
the Violation andthis is generally the {3rd) day of the
rally and in a position for some sort of a decline.

There will always be reversals at the openings—at
times—fromwhat we expect. due to news given out
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between sessions. however. it is seldom important
enough to cause a reversal of the "enc after it has
been established-—after a trend has been running for
some time with the price up or down. then a down-
opening from a streng close or an up -opening from
a \&eax close may be the begir ning =f the change

f trend either way.

An up-ciosing on the Selling
Trend Area—indicatesan:t ‘-;roper*'
Sale Day—and thisactionistherally atmay cause
the Dere*rambncrme—Se ling Day Highand FIRST
and isthe rally wel use for cur short sale—we ‘putout’
the "short’ atand hroug‘“ this He"”’ra*lm—gen
aily the stock or futurewillreact irom this high *radc

FIRST—but in the case where this Mo;auc*‘ cf
Buying Day occurs. the stock many times rallies.
from this decline and closes up. mamng the high
LAST indicating a further up-trend, and a high
made FIRST on the Buying Davy.

This action explains the reascni—uwhen we ‘putout’
ashortsale. evenwhen there isno penetration—we
”ove* the >r~0ft sale near the iow of this decline.

shouid the tock or furure show any railying tenden-

cies—and the first signs would be a decrease in the
activity near the low. with 2 hesitating action. guiet
nd duliness for a short periosd—then the act".zr,

an
ricks up nd ea c}“ several transactions begins ¢
A -

L

hisis a umer movement {rom the rally that
from the Low on a Buying Dayv—uwithout this

ricn—and proceeds in themorencrmalway. to

ahignc aShert Saie Day. See‘RZi Plate—Octeber

13. 14, i5th

The ‘D column units compared with the 'R

lumn units show the wend continuing up or

)
down. reversing itself or forming a wrad e rause

Check back over the "D’ column units and note
the spreads of the recent past saveul weeks and
noteif the s:reads have been running wide enough
10 make a fit had you scid au"’”’ —if not. wait

eekl Cciumn

ting dep line
~ g ~ ~y o I
Cr ’,,:zf‘;z dv\\“ on a ShC"I
o~ T
Sale Dayandde

1 e o3 + 3
KNowing whnat i
play. n your daily

Qe“*ﬂ: spots made ,
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CHAPTER VIII A Short Sale Day

days and in most cases we are not selling at bottom
prices or at lows of reactions because the stock or
future locks so weak at these times.

Check the Yearly Plates and study the action that
precedes and follows the penetrations and failures
to penetrate Selling Day Highs. on Short Sale Days.
See (SH) Plate for Short Sale Days when preceded
by Buying Day Low Viclations.
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CHAPTER IX

A SHORT SALE AT HIGH OF BUYING DAY MADE FIRST

A Short Sale ‘put out” at the high of Buying Day
made FIRST on the penetration of the Short Sale
Day High, should be covered on the reaction.
whenever it sells down enough for a profit or on the
first indications of dullness around the reaction low,
for short selling on the Buying Day High made
FIRST generally is a weak short sale—when prices
are relatively low—especially in an Uptrend Trading
Area—for the decline is of short duration when the
trend is just starting up from the low point of the last
Downtrend Area.

A Short Sale made on the high of Buying Day
when it is made FIRST should always be covered
during the Buying Day session, no matter how
much lower the stock might look and because you
should not short of a stock. ata point, where in most
cases. it is wiser to be long and generally it is the
better trade to be long on a Buying Day. in an
Uptrend Area.

In this case the stock or commodity future opens
up and goes a little higher. it may or may not
penetrate the High of Short Sale Day. then gener-
ally it reacts and around this reaction low we "cover’
should the market become quiet and dull. We then
watch the market but need not be in too great a
hurry to buy or go ‘long’ since. so far. the low is
being made LAST on a Buying Day, with the
possibilities that the stock may trade down lower
with the indications of a "flat’ closing. in which case
WE DO NOT BUY AT ALL. even though this low
is under the previous low—the Low of Short Sale
Day—which would ordinarily be our Buying Objec-
tive.

In this latter case of the low being made LAST we
are anticipating a buying point on a Buying Day
Low Violation—made FIRST—next day. when prices
get within the range for Violations as shown in
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Violation Column in our book.

We cover a short sale quick on a Buying Day.
when the stock acts "tight” and resists an "easy sell
off" and we look ahead for a point on this day to go
‘long’” of the stock.

Never sell a stock or future short on a Buying Day.
when it makes the low FIRST—by opening down—
even though it is the third or fourth day of the rally.
There is not enough spread and you can not make
a profit with a reasonable certainty.

Don’t let it bother you because you covered your
short sale and after that the price went lower and is
closing on the low for the day you have a profit and
that is what you are trading for—quick small profits—
Now. begin to look forward for a chance to buy a
Buying Day Low Violation. next day. and this would
generally be a strong buying point for the Violation
would usually be made FIRST and early in the
session and generally the rally from this low is
profitable.

Usually in a strong Uptrend the stock will make
the High FIRST on a Buying Day—about 35% of the
time on an average—it then declines. thenrallies and
holds the gains for a strong closing.

A trader sees the up-opening and a penetration
or failure to penetrate the Short Sale Day High and
notes the activity at or through this point. just as it
slackens and stops. he sends in his order to sell—he
then watches whatever reaction that takes place
from this high and the activity around the low—if the
stock shows no indication to rally but he waits
before going "long’. From this decline low the stock
often rallies—in an Uptrend—and should it make a
new top after this decline. by going higher than the
opening price or the high of the first rally. he buys
on any set back from this high. before the close of
the market. He covers the short sale earlier as
insurance. because he must anticipate just such a
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rally as might occur here.

In buying at this higher price on the set back
before the close. he isnot "chasing’ the price up. for
he has a short sale profit to average the cost down.

although each is considered an independent trade.
This action indicates a strong close on the Buying
Day and a strong Selling Objective. for this "long’
stock. next day.

We watch the spread between the Buying Day
High and the price we paid for our "long’ stock an d
sincewe bought above the lowcf thed day—wed don’
expect tco much, since we are only trading ror
some part of this move and we must be ready to sell
out in case of a higher opening on Selling Day or
on the penetration of the Buy Day High.

The beginning of Downtrends. many times. start
from a Buy Day High made FIRST and particularly
so when prices are comparatively high. The high
is made FIRST (a high made FIRST on any day is
usually an up-opening from the previous close and
this may establish it or the price may raily furth.:.
after the opening) then the decline starts but so long
as the rallies from any low point fall short” the high
has been registered for the session—this may sound
silly but carefully watch the days when this action
takes place—youwill observe many attempts to rally
the stock and some of them will appear pretty
strong but with the few exceptions. the high prices
made early usually stand.

With the above after the decline starts. the activity
ison the down side—the stock makes faint artempts
torally but doesn 't seem tc get very far—the activity
dries up at the top of these rallies and the market
becomes dull and quiet. then the decline starts in
again from these lower tops. On an action of this
kind we don't even think about the long side” of th.e
market. even though it is a Buying Day. Had we
gone short higher up. we watch the market but we
“cover our short sale before the close.

A weak closing on a Shoert Sale Day. may
indicate a lower opening on the Buying Day—and
we get set to buy on the low made FIRST— yet. the
opening may be up. on account cf some news
announcement between the sessions causing the
high to be made FIRST—on BJymg Day—perhaps
alittle short covering—then a decline may start frorn
this high—a short sale made at this top is covered on
this first decline with a smaller profit. for from this
low or lower a short covering move could start that
would carry the price up for anew high and end the
session with a strong close. this rally would th-
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cause the high 1o be made LAST—in this case the
‘insiders’ might think the news was worth a little
further disccunting than at the opening or higher
prices—having covered—we warich the prices around

this extreme low fora feu‘ transactions at about the
same price and if. at this icw. prices were under the
Low of Shert Sale Day or holding a Higher Bot-
tom—if the latter. sc much the better. it shows
higt e*su,@ort—u&mg onthis gulerspot’ —any ias:

abtn«, rally tharmightrake place fremthisiow would

be short covering started from the “inside’ and a
—~ I A~ e PR pa
skrvng raiy from here up *e the ciose would

generaliy beaweak *al"z: so.seiloutbeforethe close
to protect your profits. for there is always the
possibiiity tha: Dn:@a r*“ag. be down ar the opening.
nextday. the Selling Day. Had vou bought and this
rally did net take place—sell out before thecl iose. for
the indications would de 1or lower prices—the iow
was made LAST on a Buying Day.

A high made FIRST may be established by
opening doxm onaid uyir;:- Uay but would be of no
interestto usiorshicrtseil r5~t iis would be causing
the low 10 be made L AST~—the probabilities would
faver arally fromthislow before tne close. torin this
case the steck would be selling off from a previous
high price—our Buying Dav Obiective is based on a
decline of one or two days. from higher prices. Any
rally from this low thar would make a rew 1op. after

this decline. wouid reverse the high made FIRST—
it would then't be made LAST—and this t*we“ would

- Low to be made FIRST &
ion tor the 'iong sde and
wreng. an indicaticn

s
biective. next day. for the

Ce"efm,' wnere yoigel a wide pread rom :3'.
10 Ciose. alier ih has soid
prices. vou are g’ttirg your profit in the sarne
session. so take it
enar YI'l" market aga1 1 \1“ the same stock or IULUT@}
until the Shert Sale Day. no matter what the stock
does in the intervai.

The reascn tor short selling on the Buying Day
high made FIRST. is that had the rally been in

ogressirom 'ﬂc xast Buyng Day Low. it wouid be

:ne »41“' day urpandtherally wod‘:a be inthe process
of exhausting the upswing and in many cases the
stock makes the high on the Buying Day—when
preceded by a Buying Day Low Violation. itis being
made after ‘3! days of raily.
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CHAPTER X

FAILURES TO PENETRATE

We will start with a stock or commeodity future at
ornearthe top of an Uptrend Trading Area, assume
the upu“er‘lu had been under way for a week or two
or more and the price gains were Five Cents or
Points or more from the low reached on the
previous Downward Trading Area. Now. should
the top be in process of being reached the extreme
high would generally be made on a relatively fast.
active. wide move with volume—in the case of
stocks—on the commodity "tape’ we have no vol-
ume, so we watch the comparative activity of the
market. After the extreme high is established the
price would probably break back under the high
peint and the trading for the remainder of the
session and the closing price would generally be
slightly under this top. This action is caused by
‘inside” selling. by ‘those who think the price is high
enough. at least temporary. Enough selling takes
place to stop the rise but not enough to break the
price wide open. however. at times. this does
happen.

On a run up of this kind it attracts a foi"\m‘ﬂg of
‘outside long” buying and this demand is filled
during the trading that takes place under this low
and at the opening, the next moming. Many times
the supply is more than the demand at the higher
price and the stock opens down and declines
further. however. a rally follows from this low but
this rally is accomplished on a quieter market with
decreased activity and volume in the stock—activity
in the commodity—the rally fails to reach the ex-
treme high, then the decline starts again from this
failure.

When this is the top, the Uptrend Trading Area
is now changing to a Downtrend Area and low
points as they are made will be penetrated after
rallies and the rallies will progressively fail to reach
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former highs.
At the bottom Trading Areas. when the tren
v ey
I

uiur

changing from Down to up. the stock o
makesa low on the same kind of marketaction. only
in reverse. the extreme low is usually made on
relatively heavy volume and activity. then the sto
rallies from this low. with light or heawy volume but
the decline takes place on greatly decreased volume
and activity—the heavy buying at this low for sup-
pert and other purpeses is held. therefore. the
pressure on this decline is not so great and the stock
fails to go as low. or it may penetrate the first
established low poeint fractionally.

Failures to penetrate the immediate previcus
highs and lows. do occur beth up and down in an
Up or Down Trading Area. These are usually
arrested moves due at times to the news of the
moment but in most cases we get a forecast of them
by watching the closing prices—compared to the
highs and lows of the day—weak or ‘flat’ closings
forecast lower prices with the results that rallies
from these declines many times fail to penetrate the
Selling Obtiectives—on the Selling and Shert Sale
Days.

In the case of the Higher Buying Day Low point.
the failure to penetrate on the down side—the Short
Saie Day Low—the stock shows suppor* and the
chances of recovery of a good part and perhaps all

the 'D" Cclumn Units. the stock is receiving only
stabilizing suppoert and can go lower. after a rally.

Many times the close will be up from the low on
a Buying Day but the opening price—on Selling
Day—uwiil be the same as the closing price. with a
failure on any rally from here to penetrate the
Selling Day Objective—the High of Buying Day—
then the decline starts from this failure and the stock
makes a Violation of the Buying Day Low LAST.
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1t is this kind of an opening on Selling Day—at the
Buying Day closing price—that causes us to sell on
any rally or even on the next transaction on the
tape. after the opening and we use the Buying Day
Low. as our Selling Objective.

The Violation of a Buying Day Low. in most
cases. forecasts the failure of the rally to penetrate
the High of Buying Day—on the Selling Day—at
times. rallies do come up to and through the Buy
Day High. but in many cases the rally fails after
reaching up to and through the Buy Day Low. It
takes rally to recover all the ‘D’ Column Units and
to then rally high enough to penetrate the High of
Buying Day. The Vioclation is. in itself. generally a
three days or more decline and it seems to require
a session or two to build up a rally that will penetrate
the tops of selling days—the Selling and Short Sale
Day—then the high in most cases ismade FIRST or
LAST on the next Buying Day.

Perhaps the best forecast of a failure to penetrate
on the Selling Day would be revealed by the "D’
Column. in the severity of the decline. as shown by
the size of this unit.

On a Short Sale Day. we can see the range of the
‘sell off " as it is taking place by watching the spread
from the high to the low. This spread gives yvou part
and scmetimes all of the range in advance of the
Buying Day. A rally from this low with a higher
closing price. indicates a failure to go lower—on the
Buying Day—and this is what causes Higher Buy
Day Bottoms and the Zero in the (BU) Column
points them out. You can visualize and anticipate
this Zero. so longas the price holds above—the Low
of Short Sale Day—and where this Zero appears. it
generally forecasts nearby higher prices.

In the beginning it might be well to study these
failures to penetrate and the results of them before
buying or short selling but you have got to recognize
this action and trade on it. for while it is a most
difficult "play’. at the same time many of the most
profitable moves take place from failures to pen-
etrate at both tops and bottoms.

The failures to penetrate Buying or Selling Objec-
tives are not exceptions to our method of trading.
for alittle study of the past movements of stocks and
commodity futures will reveal that this action takes
place approximately 40% of the time on an aver-
age. at either of these points. therefore, this move-
ment is a very definite part of the method as a
whole.

The failures to penetrate the tops are usually
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found in the Downtrend Areas and when the trend
is changing at the top and in most cases are forecast
by weak or “flat’ closings on the Buying. Selling and
Shoert Sale Days. At the bottoms. rallies before the
close that hold. forecast up-openings and failures to
go lower.

When a stock makes a high FIRST on a Selling
Day with a penetration of the Buying Day High.
then reacts and is seliing nearer the low of the day
at the close. the indications are for a lower opening
on the Short Sale Day. Should the lower opening
occur. after the decline the stock or future will make
an attempt to rally. in most cases. and this rally will
penetrate the—High of Selling Day—if the immedi-
ate trend is higher. however. should the rally fail to
reach this Objective and at the top of this rally the
activity dies out and the trading narrows down to a
few transactions at about the same price. then
begins to “sell off . we would "put out” a short sale
on this declining trend and J-U-S-T as it starts. This
would be the better play when prices are compara-
tively high for near the bottom of an Uptrend Area.
there may not be enough room in the spread to
make a profit.

Should you sell on this rally and the stock react
and near this decline low. the stock show signs of
"tightness’ by going quiet and the trading sort of
"bumps arcund at the same price” without making
new lows—cover your sale and take your loss or
profit on the first indications of this kind of action.

At times the open wiil be down-—on a Short Sale
Day—and will continue down without any rally and
not give you a chance for a trade. Should this kind
of action take place. there isn't a thing you can do
that would favor your play. except let it alone. You
can look through your books for a more favorable
trading Objective. Youwould probably have a book
on a stock or future that would be a Buying
Objective on this same day . if so. this would be the
Objective to trade one. for it. too. would generally
be down and wouid be making the low FIRST on a
Buying Day. Any rally from this lowwould generally
be profitable.

When the price fails to make a Short Sale
Objective—the penetration of a Selling Day High—
by a relatively severe dechine at the opening. it is
better to pass up the session and not try to “put out’
a short sale on the rally. should a rally take place.
from this decline—the trade does not favoryour play
and there is always the possibility that any rally from
this decline may hold. thereby. causing the high to
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be made LAST . with the indications of the continu-
ance of the uptrend.

The amount of rally from a Short Sale Day Low.
plus a higher opening causes a Higher Bottom and
a failure to sell lower on the Buying Day.

The failure to sell as low on the Buying Day.
reduces the decline unit in the "D Column—this
shows the rally starting from the low of Short Sale
Day—uwhile the Buying Day Low Under—Short Sale
Day Low—increases this decline unit.

The reduction of the unit in the ‘D’ Column is
caused by and means a rally and the failure to sell
as low. forecasting a probable penetration of the
Selling Day Objective—the Buying Day High—while
the increase in the unit in the ‘D" Column means a
decline and penetration with a forecast of a prob-
able failure to penetrate the Selling Day Objective.
That is why in buying a Higher Bottom it is
profitable most of the time. for you are buying just
after the rally started—from the low of Short Sale
Day—while buying a Buying Day Under—under
Short Sale Day Low—ou are trying to catch a
probable temporary low. before the rally starts.

On Violations of Buying Day Lows made FIRST.
the rally from this low fails—not always but in most
cases—t0 penetrate the Selling Day Objective—the
Buying Day High—that is why we use the Buying
Day Low as our Selling Obijective.

In the case of the Higher Buying Day Low. the
stock or future shows support causing a rally and a
strong close on the Short Sale Day—the decline
from this rally. next day. on the Buying Day. fails to
sell down through the previcus low—the Short Sale
Day Low—this rally on the Short Sale Day. is an
indication of a Higher Buy Day Bettom and the
failure tc penetrate this low—low of Short Sale Day—
reduces the decline unit in the ‘D" Column and the
forecast is for a larger unit in the 'R’ Column. two
days in advance.

Weak closings forecast failures to penetrate ‘top
side’ on the rallies after declines. while strong
closings forecast failures to penetrate 'down side’
on the declines after rallies.
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CHAPTER XI The Trend Line and Trading Areas

CHAPTER Xl

THE TREND LINE AND TRADING AREAS

The line running along side of the Date Column,
we use for the trend line of the market and while we
don’t use it's primary term possibilities for our
method of trading, we do use it's implications for
Bull and Bear intermediate swings and we always
keep the Seasonal Trends in mind.

This longer term line is broken up into the shorter
swings and these are our Trading Areas and are
moves of Five Cents or Points or more and there
can be any number of these areas in the longer term
or Seasonal Trends of the market.

We watch the highs and lows of these areas and
the number of points move up or down and the time
consumed in each move and particularly after a
move of Two or Three Weeks in either direction.

In the Seasonal Trend Upward Swing we expect
penetrations at --the tops of these Trading Areas
and we watch for support and the progressive lifting
of the bottoms after declines. We note the kind of
Objective Day we are trading on, as the price nears
or--is at the top of a previous area, since we can
expect wider moves on the day of ‘break thru or
penetrations. The same at the bottom of these
areas in the Seasonal Downward swing.

One of the several kinds of our trading Objectives
must end a move at the tops and bottoms, a Sale.
Short Sale or a high made FIRST on a Buying Day.
at the tops and a Buying Day Objective or a
Violation of it. at the bottoms.

By concentrating all our attention on these
smaller areas. we eliminate a lot of confusion. since
there is no need to watch other than the highs and
lows of the previous Trading Area.

When the High of the Area we are trading in. in
the Up Seasonal Trend approaches the high of the
previous Area. we look for a penetration of this top.
when prices are comparatively low or failure to
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‘break thru” when prices are comparatively high. In
other words we look for supply at the tops and
support at the bottoms or penetrations at either end
with volume and activity.

We watch the kind of Trading Objective Day.
when these penetrations are made for they gener-
ally are wide moves and at these points we can
expect more and can hold on for deeper penetra-
tions when prices are moving in our favor.

We watch for rallies to start from Buying Objec-
tives and declines to start from Selling Objectives or
from failures to penetrate at tops or bottoms.

Trading Areas vary in length of time and in
number of points and there is no way of knowing
in advance how long they will run. up or down. nor
are we much concemed, however, the failure to
penetrate the last high or low of a selling or buying
Objective. especially after a move of two or three
weeks. up or down. may be the changing of one
trend to another.

We buy. sell and sell short in the Up and Down
Trading Areas. generally. and in the Up Trends we
can expect the Selling Objectives to be reached and
penetrated and in the Down Trends we look for
Buying Day Under moves—under Short Sale Day
Low—and Buying Day Low Viclations—this is the
low under the Buying Day.

In the Down Trend Area. we can expect not only
two decline sessions—the low of Short Sale Day and
the Buying Day Low Under—to complete a move
but we can expect Buying Day Low Violations
before these rallies start

In the Up Trend Areas. we can expect the
corrective decline to be completed in one and
perhaps the same session—this is the low made on
a Short Sale Day. from a fast decline. with an active
fast rally from this low up to the close—uwith the
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results that we get Higher Buy Day Bottoms and
penetrated Selling Obiectives. “This is the reason
why we ‘cover’ a short sale when the decline is
severe in the same session and equals the average
of an crdinary decline that would require the time
censumed in the movement from a High on Short
Sale Day to the Low con a Buying Day”

We always keep in mind the immediate previous
typeof Trading Area—the Up Trend Area. made on
wide daily rame> anddeclines are in most cases likely
to maintain the same characteristics on the reaction
or Dcumrenu_ Thefastand almost vertical Upward
moverments will generally show the same kind of
action. cnly in reverse. the decline is severe and the
drop precipitcus with little orno spread onthe daily
rallies from the lows. untilit nears the bottom of the
decline.

On the fast Upward Movement compare the ‘D’
and 'R" Column Units—note the penetration mark
over the 'R’ Column Unit. also. the absence of the
lossunitinthe (3) day column—we do getloss swings
in the Uptrend but ﬂe“era‘dy the loss unit is frac-
tional. Ncte: When the 'D” Column Unit is small
the 'R* Colurmn Unit is generally large.

On the fast Downward Movement the ‘D" and 'R’
Columns reverse themselves and the loss swing
begins to show up in the (3} Day Column.

The very narrow “line” Trading Area—see Chart
on X for 1944—is without movement enough to
trade for a profirand nsthing can be done about it.
the market just doesn’t have anything to give.

This pericd shows. perhaps the narrowest range
a Leader Stock car reach and still show up daily. on
the ‘tape’.

The Industrial Average fluctu nabouta(16)
point range during the entire yea of 1944,

These "patches’ are but parts of these several
kinds of rends—and are taken from both Bull and
Bear Primary Markets. bur are highly representative
of the whole trend of which they are part.

Wedo find. regardless of the kind of trend—Up or
Douwn—or the year in which they take place—the
movements maintain the same daily trading charac-
teristics.

Stocks do not have the same velocity of move-
ment as grains and other c"bmﬂdmes They trade
around hgha ard lows and spend more time in
reachingadaily high orlow. so thatmost of the time
it is possible 1o buy and sell within an eighth or
quarter of a peint. A trader must not become <n
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accustomed to the wider movements in commodi-
ties. as to expect the same movements in stocks.
While using U.S. Steel as an example—all other
stocks exhibit the same pattern of movement and
many others are better trading vehicles. their move-
ment is wider and they have a broad daily trading
range. [t isnot the intent 1o suggest any stock for
trading purposes—the trader must select his oun
stocks and will be in: a berter position if he will make

up a bock on therm and study it Many stocks have
‘set’ habits and "quirks’ that a trader ll 1eam ©
recognize after he gets acquain:

T

ments. it s surprising. too. iust how or ena sLock
will move as expected.

By studying the Seascnal Trends on the charts.
next pages. we can get a fairly reliable picture of the
months of the year when grains. normally. sell a
their highest and lowest prices. Stocks have ne
seasorn.

The Trend Line should be aitermated with ditfer
ent color inks. marking the Upt re; 1d Line with Blue
and the Downtrend Line with Red  This wil
separate them and you can get a complete picture
of the whole area ar a glance.

THE TREND LINE FOR THE
DILETTANTE SPECULATOR

Those traders who can not attend the marke:
sessions daily. can also trade at their convenience.
Suppose some other business came up as it does
occasio naug and it was not powble to come to the
rket place. well need nct affect the trader,
SO ‘ar as keeping 12 on the mamet and a trend
for him to trade on. at the time he decides to re-
enter the marke:. even though. he has been absen:
for a week cr a month.

Just so long as he kept his book in order he would
alwavs have a check on the market. so far as trading
with this method is concerned.

It may be that he weuld find himself in some
remote place and there were no papers cr quota-
tions available. he would not have to fill in the daily
price entries. just so long as he kept the circles in his
book in continuity.

Upon his retum he would then only have to refer
to the newspaper ¢f the day before for prices and
on the day he decided to start trading he would
know at once whether it would be wiser to buy or
sell short. he could not use » Selling Day in this case
for he would not have any iong’ stock to sell.
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MARKET TRENDS

“Market” represents the correlation of opinions
of buyers and sellers which results in sales. "Mar-
ket” phases are used in market reports to indicate
comparisons with conditions which prevailed on
the previous day. or conditions expected on the day
following, or both. Comparison of the present
price level with past and future levels creates the
"Market Tone™.

Terminclogy - On market reports "market”
phases are used in the following sense:

"MARKET STRONGER" represents a condition
of actual and general price advances.

"MARKET STRONG™ indicates an upward trend
with a bullish market sentiment that anticipates
further advances. May also be used 10 describe a
situation where prices are at high levels and no
immediate decline seems in prospect.

"MARKET FIRM" indicates a condition of in-
creasing confidence on the part of most sellers.
Prices are either holding at the level of the day
before or are a shade higher.

"MARKET STEADY" represents a condition
where there are no appreciable price changes or
trends in either direction and no definite sentiment
that any immediate market changes are in pros-
pect.

"MARKET DULL" represents a period cf reia-
tive market inactivity but no definite tendency
toward market cha“ge;

"MARKET UNSETTLED" indicates a condition
of market uncertainty. mthalack rag'eement on
the part of the trade as to whether there isa stronger
or weaker tendency to the market. It may also
represent a waiting attitude pending the develop-
ment or outcome of factors which might affect the
market such as stocrm damage. labor troubles.
weather conditions. legislation. etc.

"MARKET WEAKER " represents a condition of
actual and general price declines.

"MARKET WEAK" indicates a douwnward trend
with a market sentiment that anticipates lower
prices.

"MARKET DEMORALIZED" is us ed only in
unusual cases. [t describes a condition wherein the
market is oversupplied and sales cannct be made
except at very low prices.

The above market phrases may be quaiified as 1o
degree bg, terms such as =1g“d> strong ‘. “slightly
weaker’ i
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“quiet firm”. etc.

The trader who will commit these market phrases
to memory will have a better understanding of the
changing market sentiment and can use them tc
advantage in his buying and selling. Try to deduce
from them what effect. if any. they could have on
the next market session and on his present market
position. and for their forecast of the nearby market:
trends. The newspapers usually head-up their
columns with these phases.
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(A} Buy Day - market opened off - 249 1/2
high made FIRST on sluggish rally - failed to
penetrate Short Sale high - Sell Short - cover
ondecline on penetration of 246 Sat. 8th low
-Buy Under is 1 1/4 points from S. Sale High
- Buy around 244 3/4 - market has time to
rally - if no rally sell before close - rallied and
closed strong - expect up opening and further
rally tomorrow.

(B) Opened at previous close to down 1/4 -
nextimmediate transactions are on the upside
- watch the 249 1/4 as the selling Objective
for your long stock - sell on the penetration
thru and above - 254 1/2 high being made
LAST - close at high for the day - expect up-
opening tomorrow for a short sale on pen-
etration of today's high.

(C) Opened up with a penetration of 254 1/7?
- high being made FIRST - sell short - thisis the
3rd day up from Monday -market active and
declining at 247 1/2 is off 4 1/2 points -fairly
severe reaction - market trading around this
low - cover short - decline can continue or can
rally - being out, stay out - middle closing
between high and low - tomorrow is a Buy Day
-watch 247 1/2 at or below for a chance to buy
- on an up-opening and further rally tomorrow
try 1o get out a short sale.

(D) Market opened down and declining - no
chance for a short -geod action for a buy low
being made FIRST at 245 1/2 the Buy Under
is 2 cents - this is about the average unit in t:\2
Buy Under Column - Buy at the market - don't
expect a big rally following a big D Column unit
decline - market not rallying -looks like a flat
closing - sell out before the close - expect down
opening tomorrow with a chance to buy a Buy
Day Low Violation made FIRST.

(E) Opening down and declining - 242 1/2 is
now a 3 cents Violation being made FIRST -
Buy at the market - sell out on any rally before
the close - watch the 245 1/2 price - thisis the
selling Objective - at thru and above - thisis the
3rd day down from 254 3/4 - the strong
closing and on high for the day is short covering
and could be the end of the rally - on accouut
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of the Violation the price may fail to go as high
tomoerrow - Many times the High is made on
the next Buying Day.

(F) Market opened dewn - too much conces-
sion from previous close for a short sale - low
is being made FIRST on a Short Sale Day - let
it alone - market can rally before the close and
make the high LAST - an uptrend indication -
on account of Buy Day Viclation at 242 1/2
yesterday we might get a high for a short sale
made FIRST tomorrow - this would be the 3rd
day up-market closed strong - expect further
uptrend on Monday 17th.

(G) Opened down 1/4 cent but market is
rallying FIRST on Buy Day - Sell Short on the
penetration of 246 - cover sale at thru or above
242 1/2 or if and when you get a profit - watch
242 1/2 as your buying point - marker is quiet
and is trading at 243 1/4 - the low is being
made LAST but is holding a 3/4 cent Higher
Bottom - buy around this price - market is
closing up from the low - support is higher than
yesterday - expect a further rally tomorrow.

(H) Opened down at 243 3/4 - Sell on any
rally where Buy Day close gains are lost on
Seliing Day opening - the Selling Point to
watch it at. thru and above the 243 1/4 the
Buy Day Low -thru and above this point watch
for the activity to dry up and the rally te stop -
from this point and slightly above the decline
can start again - Sell above this point if the
market hesitates or stop» - Violation at 240 1/
2 made LAST of no use for trading - indicates
weak Short Sale tomorrow - Expect high to be
made on next Buy Day.

{I) Opened up then sold down - no short sale
the low is being made FIRST - stay out - the
chances favor a rally later in the session with
high made LAST - this day is like Sat. 15th on
account of Violation of last Buy Day Low - the
highis beingmade LAST - the closingisup -an
up-opening tomorrow would be a penetration
and a short sale above - also the 3rd day up
from 240 1/2 - on down opening the low
would be in process of being made FIRST -
watch foraBuyingpco <o above or below 242
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3/4 - strong closing at high - indications for
further uptrend.

() Opened up with penetration of 245 1/2 -
sell short above the penetration - cover the sale
on any decline around the 242 3/4 point the
Short Sale Day low - wait for a chance to go
long--the market is not rallying and low is
being made LAST but is holding a Higher
Bottom - buy before the close-buying a Higher
Bottom is usually profitable -expect a further
rally tomorrow - today's action is the same as
Mon. 17th.

(K) Opened down made Violation FIRST at
243 - market began to rally from here - this
decline at opening catches us with ‘long Stock’
bought yesterday at close - on any rally from
243 we must watch for a place to sell out - the
point is the Buy Day low 243 1/2 - at or just
above this point the activity slows down and the
rally stops or it gains in momentum - the price
having sold thru this point and with the activity
picking up you now watch the 246 3/4 point,
Buy Day High to be reached -sell at. or thru this
point - Don't follow the rally further.
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CHAPTER XI The Trend Line and Trading Areas
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CHAPTER X1 The Trend Line and Trading Areas

SEASONAL TREND OF WHEAT PRICES

SEASONAL TREND OF WHEAT PRICES
BASED ON AVERAGE FARM PRICES FOR THE 20 YEAR

PERIOD 1522-41 N T=

A S O N D J F M A M J

CROZ YEAR JULY - JUNE

The seasonal trend of wheat, as shown in the above chart shows the traditional pattern. Easy prices
prevail at harvest time. but once the pressure of the harvest is over. the price level starts to work higher
until it is again time for the new crop to be received.

The downturn usually occurs about one month prior to the harvest. While this pattern has not
necessarily held true during recent years of high loans and high prices. it could become more active
when the loan may become effective in diminishing free supplies.

Here is a pattern that can be relied upon by both the and the speculator - the speculator who is
familiar with seasonal movements can take advantage of these trading opportunities.

nox SEASONAL TREND OF COTTON PRICES
BASED ON AVERAGE FARM PRICES FOR
THE 20 YEAR PERIOD 1922-41. INTHE L. S.
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CHAPTER XI The Trend Line and Trading Areas

SEASONAL TREND OF CORN PRICES

SEASONAL TREND OF CORN PRICES

BASED ON AVERAGE FARM PR
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Historically. corn values follow a distinct seasonal pattern. From alow in November--the peak of the
harvest movement--farm prices move higher each month until they reach their peak about the
following August when remaining supplies of the old crop are scarce.

After August. prices generally ease in anticipation of new crop supplies.

While the seasonal longer up-trend is from the low in November to a high in August. this line is
broken into numerous trading rallies and declines and these are the short term Trading Areas.
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CHAPTER XI The Trend Line and Trading Areas

SEASONAL TREND OF SOYBEAN PRICES
BASED ON AVERAGE FARM PRICES FOR
1937-41
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Look at the accompanying Seasonal Trend Chart, depicting the normal trend of scybean prices
during a crop year, based on the years 1937/41. By about May or June. when their price declines
again. most crushers'needs have been satisfied and a fairly accurate idea of the remaining crop-year’s
needs have been formed. In anticipation of next year's crop. the price index begins to decline but
befcre harvest time it levels off slightly. Ther: comes the weight of the ha:ivest that forces prices stil]
lower. Crushers. in order tc ensure *‘*emseweQ oh an adequate year round SUﬂplg purchase abcur
50% of the crop before December 31. The price lev accorumg v moves steadily and sharp v upward
from the October lows as the demand for beans is being filled. Both the trade and the speculator
should take advantage of these seascnal price savings

62 Tne Tayior Trading Technigue
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CHAPTER XII

LIMIT DAY MGVES

The beginning of a series of Downward Limit
Moves must start from a comparatively high range
of prices.

We have Three (3) Seliing Days. the Seiling Day
Objective, the Short Sale Obijective and the high
made FIRST on a Buying Day. but only two of these
objectives could be used The Short Sale Day. and
the Buying Day High made FIRST. in a downward
movement.

The Beginning of this movement must start from
one of these three tops. therefore. shouid this
decline take place from a Selling Day Obiective. we
of course, would be cut of the market by virtue of
having sold our iong stock at this point. In thiscase
we would be without an indication to reenter the
market. with the result that we would miss the
move, however, being out of the market at this time
carries it's own compensation by reason of conserv-
ing our resources and the anticipation of the
increased buying power at much lower prices.

This in itself is one of the fundamentals c¢f
specuiation—to be able to protect your capital and
be in a positicn to act on a more faverable oppor-
tunity when it comes along.

A movement of this kind starting frcm a Shor
Sale Objective weuld put us in and being a limit
move., we would stay in. first because we are
speculators and secondly. “because we may not be
able to get out™.

The movement starting from the high made
FIRST on a Buying Day. is also. generally a Short
Sale Objective and were we in such a move it would
become apparent. at once. for it would reach and
run through the ShortSale Day Low—thelowcf the
day before—a Buying Day Obiective but the appar-
ent lack of rally here would prove the move as out
of the ordinary and one ¢f cur rules would come

apcBourselr.
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into piay "On a Buying Day when a stock or future
shows no tendency to rally and locks like it will close
‘flat’. that is. the low and close at the same price. it
usually goes lower™. In a move of this kind the
closing prices are generaliy right on the bottom
eighth, we do not buy long stock. for when the Low
is made LAST the Buying Day Circle would have a
check /] in it. indicating a lower trend.

The starting of a series of Upward Limit Moves
muststart frorma comparatively low range—perhaps
restricted prices—or be the culminating move after
a long slow rising market.

This movement would generally start from a
Buving Day Objective or from a Viclation of a
Buying Day Low made FIRST or from a lew on a
Short Sale Day. froman active. severe “sell off from
the Short Sale Day High. When this happens the
deciine is more or less panicky with each price
change going lower until it reaches a bottom and
then the tum about is abrupt and the rally is verv
active and fast with the gains usually held but
sometimes followed by a decline from this rally and
while the firsticwmay nctbe reached—the nextday.
the Buying Day—the real start of the upward move
would take piace from the Higher Betiom on the
Buying Day.

This rally would start when the market had the
appearance of going lower and with a general
bearish atmespnere. Some specific news usually
causes the start of this move and the technical
position of the market is ready to be influenced by
‘t. The manipulator would only start thismove after
z swrong technical position had been built up
through 100 many unwise short positions and the

P
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is to make it ook weak and have the traders sel! it
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We have no way of knowing when a move of this
kind might start but we have two chances to get
aboard in the Upward move—the Buying Day Low
and the Violation of the Buying Day Low made
FIRST—should the turn come on either of these
days. In the Downward move we have the Short
Sale Day and the Buying Day High made FIRST.

64 The Tavior Trading Technique
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CHAPTER XIII The Three Day Trading Method

CHAPTER X1l

The Three Day Trading Method

This method of trading is applicable of both-
Grains. Commodities and Stock on the ‘Big Board™.
however. in applying this method to stocks. select
only those stocks that appear on the tape every day
and with large volume. relative to the daily transac-
tions of the whole market and which are the public
trading favorites. the bid and ask is not so wide and
they are easier to buy and sell.

Low priced stocks will not do for they do not have
wide enough fluctuations.

Many of the stocks that made up the Dow-Jones
Averages are good fluctuating stocks and they move
over a two or three points or more range, during
this swing. Of course. there are many cthers and
they can be found in the Forty to Seventy Five
Dollar price range that are applicable to this method.

First select a few stocks and make up a book on
them—you can usually get the back number news-
papers at the public libraries.

Start your book from the low point of any
Secondary Reaction in the market or at least go
back a few months. so that you will have some of
the past action of the stock to study. then study the
stocks you decide to trade in. observe the way they
rally and decline and the number of points in the
spreads from highs to lows to highs. study them for
regularity and continuity of their movements. All
this information you can get from your beok after
you make it up.

All stock have certain characteristics of their own.,
in the way they move. some rally ahead of the
market. some with the market. while others fluctu-
ate 'Up and Down and Up and Down in a series of
rallies and declines’ they just seern to ‘plug’ their
way along. This last type is good for our trading
purpese. if they. also. trade with a spread wide
enough for buying and selling with profit.

After vou have found a good trading stock. stay

apcBourselr.
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with it and forget about the others and what they are
doing.

This method is purely mechanical. in it's strictest
sense. but you must develop a certain confidence in
it’s movermnents, for knowing how it has recorded
the movement in the past. you can feel reasonably
certain that it will preserve this same movement in
the future and used in this sense. you need not
invoke the finer points of trading. as you wouid do
in using the daily trading method.

This method is based on the greater percentage
of gains over losses. for you will have loss swings.
but the records show that generally. but with few
exceptions. the loss swings in points are small and
the profit swings. with a few exceptions. are large.
but the profit swings in points must of a necessity
outnumber the loss points in an up trend. therefore.
when consistently following this simpler method of
trading—that of Buying and Selling as advanta-
geously as possible. as the Buying and Selling
Objectives appear. the method is profitable in the
long run—your profits are made on balance.

The above is well for the long side of the market
but we want to take advantage of the shortside. too.
for this is half the profits, however, selling short.
stocks on the ‘Big Board' is a little different matter
than when selling short on the Commodity Mar-
kets. on account of a Stock Exchange ruling which
restricts short sales t¢ some extent. Both with the
Three Day Method and the Daily Trading. we many
times hit the top price, when selling. even to the top
eighth, so in this case with stocks. we may not be
able to "get off" a short sale as we could do with a
commodity, where there are no restrictions on
short selling.

After a stock gets up to a high or where distribu-
tion starts it enters another trading range. the same
as near the low point. only that this range will be

r Trading Techrigue 65
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[t might be well to point out here that a trader
must take iosses but he takes them when they are
small and he tries to stop them as quickly as possible
when he sees that he is wrong and in taking ther
he is not losing anything at ail but is playing fer
position and a more favorable charice to trade tha
he knows will soon appear.

The Vioiaticn of the Buying Day Low does ne:
change vour Selling Objective as it does when using
the dai! 3. method—youde your bu; ingon a Buui
Dav andholden. even L“oufn thislowisviolated—
you ride through this reaction and wait for you
Selling Obiective which is the penetration or failure
tc penetrate the Selling Day High on a Short Sake
Day.

You are using this method as a purely mechanica
way of *radmg——;\,u buy and seli and figure your
prefits on balance of greater gains over losses. over
the longer term swing in stocks and during the lite
cof a grain or commodity future.

A trader using this three day method fo or grai
futures wili find that during the life of any of ther
he has approximately One Hundred Opportu nities

r trading swings on the }ong side. plus an equa
amount on the short side from the starting 1o the
expiration dates and that the past records show thz:
over {50%; of the Buying and Seliing Objectives
were accomplished on penetrations at these points.

The trends in the markers vary from vear 1o year
in that some Bull and Bear Markets will be achieve?
by a series of wide trading mcves both in the
Drirnar*,' swings and in the Secondaries. whiie i

other years the swings will be a series of narrou
persistent upward and downward movements. Lock
at the charts on stocks of the past years and the:
make up a book of their movements during t}“e~<
different kinds of trends.

A trader has a fairly reliable guide on the kind :"
reaction trend to expect by ncing the *;pe o
upward movement that preceded it. Had thi
uptrend been accompilished bv a fast a“xc aimos:
vertical climb. he would expect the reac
be of the same nature. perhaps a preci pnc_,
decline. Had the trader been using the Three Day
Method he wouid ferego buying on the Buying
Objective and would wait for the Short Sate Day—
then sell short—covering the sale on the Buying
Day—and again selling on the Short Sale Day . unt

fter the urgency of the decline was cver and the
stock began to receive support cf the kind from
which trading rallies began 1o take place. after the
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CHAPTER XIII The Three Day Trading Method

declines. He would then begin to use his Buying
Day Objective again and buy and sell as he did
before.

Since the intent of the reaction is to get the price
down. buying long stock at any stage is going
against the trend but few reactions have ever been
completed in one straight drop. therefore. we have
found that at certain stages of the reaction it is
profitable to buck the trend and play both sides of
the market and this stage of the reaction is after the
heat of the selling is over and the stock begins to
trade around the low point.

The same can be said of the fast upward move-
ment for when prices are low—in a period of
congestion or accumulation—the movement may
start with a fast mark up of prices and this action
usually takes place from some kind of restricted
trading area—the intent then is to get the price
higher. without a following. so that any reaction of
the daily kind will be small in most cases. too small,
and fast to trade both ways. The trader then would
use the Buying Day Objective and let the short side
alone. He would buy on the Buying Days and held
on until the Short Sale Day. then sell and buy back
again on the Buying Day. After the stock or
commodity began to show trading declines from
the higher prices he would then begin to use his
Short Sale Objective.

The Up or Down Movement made on wide daily
rallies and declines should be traded both ways.

The consistent buying and selling through trends
of all kinds does work out in favor of the trader over
the longer term. yet a trader need not make his
plays this way and it is not advised that he do so. at
ieast not if he expects the market to run into one of
these fast moves. either way.

These loss day swings can be very severe and they
lock more formidable while they are happening and
it takes more courage than most traders have to
‘ride out these moves, even though, the greater
part of the loss may be on paper and only temporary
but it does require considerable more money to
finance them.
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CHAPTER XIV

THE INVESTOR AND SWING TRADER

The Investor and Swing Trader. has a means of
accumulation and distribution in the use of the
Three Day Method.

In buying for accumulation it is not wise to try to
buy a full line all at one time. The same for selling—
even. though each would like to liquidate all at
once—there are times when it can't be done, the
market is not technically strong enough to take the
selling and by trying to do so. he may get a price far
less than weuld suit him.

By applying the Buying Day Objective to his
accumulation and the Selling Day Objectives to his
distribution. he could save himself many points—
and dollars.

The Investor or Swing Trader is in no different
position than the Daily trader—he too. should make
up a bock on the stocks he intends to buy and sell.

Both would first determine the kind of market—
Bull or Bear—and the price position of the stock. in
relation to the market as a whole and either buying
or selling would have to be initiated on the minor
trend-—the daily price fluctuations—regardless of the
longer term trend—and both would try to buy as
advantageously as possible consistent with a Bull
Movement.

Suppose the line was to be 500 shares or more—
each would use the Buying Day—observing the
conditions around the Buying Day Objective—an
order would be placed for part. say. 100 shares.
after getting them he would then wait until the next
Buying Day and place an order for another ic:.
continuing in this manner until he had bought his
full line. This procedure would be a higher average
cost but each lot would be more apt to show a profit
and the trader would have some assurance that he
was following a rising trend.

Had he started his buying during a comparatively
low 13 ) . " , .
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not likely that he would be forced to carry a heawy
load at a loss. in case of a sudden decline in the
whole market.

At the determined time for selling. he would use
the same procedure. he would sell only on a Selling
Objective—the Short Sale Day and the Buying Day
High made FIRST. In this manner he wouid be
liquidating his stock on a rising trend.

In either case, the trader would have some
assurance that he was getting or trying to get. the
best prices at the time of his buying or selling.

Trading technique. is simply the ability through
study, observation and experience. to detect the
manipulation that takes place in the markets at all
times, and to recognize the signals in each. of the
several phases. of the market movement. The most
important consideration for speculation. even ahead
of eamings and dividends. is the technical position
of the stock in relation to the market as a whole—
leading or trailing—its position within its own group—
leading or trading—and the group attention in the
news—at this writing it is television.

Swing traders and semi-investors are more con-
cemed with price appreciation. therefore. selection
of a stock is of the utmost importance. Most of the
stocks that make up the back-bone of the market
are in the conservative class and trading profits
should be figured on a percentage basis and not on
points. The trader who will do a little retrospective
research will find that many stocks he may have in
mind are not suitable f=r hi- style of rading. Getthe
highs and lows of the one or more sustained swings
that a stock makes each year and then figure the
percentage gains and losses of the rally and decline
swings. from lows to highs and highs to lows. The
Market Averages may show great gains and losses
up and down. in points. with the per cent gain or
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CHAPTER XIV The Investor and Swing Trader

A trader buying stocks around any low point,
Bear Bottoms or Secondary Reactions in a Bull
Market (here he should use the 3 day rule for
accurmnulation) should carefully check the percent-
age rise of his stock as the price moves up from the
low point but most important: a stock that is going
up will do so with but small and normal set-backs
until it reaches the high of the move. regardless of
percentages. so the trader must be constantly on
the alert for the day when his stock will make top—
in many cases this top will be made quite unexpect-
edly but not without warning. Watch the build-up
of the volume for a few days prior to the top and the
greatly reduced volume the next and for a few days
after or the volume might remain large for a few
days before and after the high is made. The
decrease in volume is caused by a let-up in the selling
pressure for technically the stock may not be able to
withstand further heawy selling without breaking the
price, too much. Many times a trading range is
formed between the high and the low of the break-
back and the stock will trade in this range indefi-
nitely, weeksand months, depending on the strength
orweakness of the general market—further distribu-
tion takes place in this range and on the way down,
if. the general market is headed that way. This
phenomenon of the action of individual stocks is a
feature of the market prior to bull market endings—
with one stock after another refusing to participate
in any further rise in the market, while the general
market continues to advance—this same action
takes place in a lesser degree before severe interme-
diate declines. This may not be the action of low
priced late movers, that move up fast, make a top
and start to decline, seldom going back to their
highs a second time. Being behind. they must
hustle to catch up with the general market which is
plainly showing a decliningtendency. This sudden
reaching of a top on greatly increased volume
compared with the previous daily totals, then, a
slight break of several percent of price from the high
while the volume continues large, is the results of
heaw selling, mixed with public buying and inside
short selling. caused perhaps by advance informa-
tion adversely affecting the stock—sufficient to cause
large profit taking or the price is deemed high
enough to begin distribution of the stock. Regard-
less of the reason, this action definitely wams the
trader that the intent is not to put the price higher,
at least not for the present—and is his signal to
unload—the market is broad enough at these times

abcBourselir,
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to take the selling and is the oppoertune time to tum
paper profits into cash.

The low points of Bull Market Secondary Reac-
tions are just the reverse of the top action. the low
many times is made on relatively heawy volume.
then a rally for a day or two and a further decline
on very light volume with the price holding above
the last low point. with trading duli (established
points at either highs or lows may be penetrated
slightly by the trading that takes place but are not
sufficient reason to withhold selling or buying a
these points). The short seller on this trend must
be on the alert for this same big day. only on the
downside: for then the stock is in suppiy for
covering short sales and is the long stock bought at
higher prices. now. being sold at the bottom.

The market action for a swing trading is identi-
cally the same as that used for the 3 day method.
only on an enlarged scale. The minor movemen:
receives the same support on the declines and is
subjected to the same pressure on the rallies.
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SUPPLEMENT SHEET TO PAGE NO. 65

With the selection cf the stock. it is only good
iudgment 1o get a report on the comparny. its past
and future probabilities—but unless the market

ction of the stock confirms the report a trader
should let it alone—watch butdon’t buy. The time
for buving should be based solely on the technical
indications and the present market position. in
relation to the low and high for the vear. It could
e selling so near to a top {Temporarily. per naps\

‘“ : by waiting a short time it can be bought at a
xx.de oncession. Most all Bull markets show at
least one or more important declines during the
vear that are buying opportunities. but the most
mportant part is: starting at exactly the right time.
A deciine in a stock. due to a general decline in the
market as a whole. is not of great concern but the
way, it acts on the rally. and the preparations for a
new move is important. A trader should look for
ing in a stock around the lows of important
Lﬂe<—af ter the market stabilizes [t takes con-
s‘c'er hle | ou,mg to start a stock up and continuous
tuying to keep it going up. Many good stocks lack
trading appeal. sponscrship. cr due to other
conditions. move with such sluggish action that
y are unattractive to the more active traders.

Stocks with a good future potential should be
watched but a trader should not wait until "they
make the news’ before buying—at this time they
might be a berter sale. Buying in a stock shows. in
the way the stock acts. He should follow the
progress of a stock at bottoms or where it begins
1o formawell defined horizontal trend—confinedto
a narrow trading rame—a“ﬁ trades on a fair
amount of volume and activity. with some fair size
iots of stock. He then waits for a day of unusual
activity and volume and gets ready to buy at the
very inception of the "break-out’ ¢f thisrange. top
side. He willbuy partof hisstock at this peint—then
wait for a reaction to see how ir acts on this decline
and o confirm his judgment. whether he was right
in buying the first lot. He then buys more after th
stock raliies and iust as it makes a new high. His
guy*.ng is done in this manner. Because: At times.
the stocx may turn and go in the opposite direc-
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CHAPTER XIV The Investor and Swing Trader

higher prices, with the smaller transactions on the
downside. (This same action can be seen in the
smallest daily—in the broader and longer move-
ments—and in the Market Averages.)

Many stocks make two tops—the Real and Ac-
tual—the Real Top is where the first heawy liquida-
tion takes place after long advances:; then, after a
decline of a week or more, a rally or continuation
of the advance, many times. will exceed the first
high making the Actual Top on a volume as large—
more orless. A trader should be on the alert to begin
his selling the instant he detects this inside selling.
(The point here is: he must sell when he has a
market. if his holdings are large.) Experienced
traders take their profits at this point and do not try
to anticipate an Actual Top. (Which may or may
not happen.) The high made on this kind of action
may be one and the same—the Real and Actual.
When this does happen the stock makes a new high
and has a tendency to make the ordinary traders
intensely bullish—they continue to ‘hold on’ or
‘come in’ as new buyers—to take the stock at.
perhaps, top prices. (And this is just what is
expected of them.)

The Real Top. is generally one or several days of
advancing prices after along move up, culminating
with a quick. sharp. upward thrust on abnormally
large volume and activity, compared to previous
trading. The stock makes a high then resists all
further buying—the supply and demand comes into
balance—with the trading very active and sustained—
but the stock makes little or no progress either way.
The heawy selling at this point is. temporarily
discontinued, but the *selling sources’ continue to
force a little more stock on the market than can be
absorbed. without loss. causing this sagging de-
cline, on greatly reduced daily volume. Near or at
the low of this decline there is a noticeable increase
in the volume for a day or more—the stock must be
bought in large enough quantities to absorb all
selling and tumn the stock up. The day of heaviest
support is the Real Bottom, then, many times after
ashort sub-normal rally or series of rallies. the stock
will sell just a little lower on a negligible amount of
volume—making the Actual Bottom—before the
rally or uptrend is resumed. (A new high has a
bullish effect and causes buying. A new low has a
bearish effect and causes traders to sell out at
bottoms. or at least, refrain from buying.)

A trader will repurchase a small part of his stock
‘as a trading lot” on this decline in anticipation of a

72 Fas
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rally or on the assumption that an uptrend will
extend far enough to make a new and Actual Top.
(But. with the firm resolve to re-sell at. thru. and
above on thisnew high—or to "get out quick —if after
arally. the reaction breaks the last or support low |

There are other stocks that make one top—the
Real and Actual—and on comparatively light vol-
ume, with no signs indicating that a top has been
reached. The long decline starts with a series of
small reactions and rallies but with a definite down-
ward tendency. These tops are difficult to recog-
nize. {If. in fact, they can be.) A trader should
understand the characteristics of these stocks or at
least have some idea of the percentage apprecia-
tion or number of points in the swings of the past
years, as a guide to the future—and he should be
satisfied to sell. if and when, past results as good or
better can be attained. In this case a stock that fails
to make a new high in a reasonable period of time
should be sold. particularly so. if other stocks in the
market are showing the heawy top action. (The
trader who can recognize these diverse movements
in the market can use them as confirmation of the
weakened technical condition of the market as a
whole.

A trader who will start right—buy and sell accord-
ing to these "age old" tenets—uill find little need for
many of these ‘new discoveries” and other "weari-
some’ statistical market indices.
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CHAPTER XV

PERTINENT POINTS

The rallies and declines of the past movements in
stocks. commodities and grains—meet support and
supply at or near these Objectives. study them aiid
watch the price action on the ‘tape’.

Do some paper trading—try buying and selling for
about Ten (10) Days. until you get the ‘feel” of the
market. Youarenot day dreaming by doing this nor
are you reading the prices after the close of the
market, with exultations or recriminations of what
might have been, had you done this or that.

Take a pad and pencil with you to market. then
buy and sell by using these Objectives. Check
yourself with the record after a couple of weeks of
this kind of practice.

This trading practice will teach self control. curb
impetuous buying and selling. controlyour patienc
and cause you to keep in mind all the actions that
can take place at these Buying and Selling Objective
Points.

Never try to anticipate the market farther ahead
than vour signals. "cinch’ your profits as the market
gives them to you. don't hold on past a signal
because a trend looks strong or you think the price
will go higher or lower, it may do exactly as you think
and does many times but your "play’ is to take what
the market offers you and at the exact time of this
offering.

Don't think about any cther Objective. only the
immediate one. that is. if you are looking for a
Buying Objective, think only about the acticn that
can happen around this peint.

Never make a trade unless it favors your "play . it
is better to pass up the entire trading session than
10 buy or sell on a guess that it will tum out ali right.
wait. until you are reasonably sure and the market
many times makes it very plain. when to buy or sell.

The best practice you can get is to go to the public
library and get the past quotations of the daily

transactions on a cormmodity or stock and while
making up a book on them. observe the repetitious
action of the daily price changes and you will get the
‘swing and feeling’ of the regular rhythm of this
action and note the similarity of movement in all of
them—past and present.

Watch the low and close of each day and how and
where they closed. near the high for the day or near
or at the low for the day and for what action and
forecast for the next day. Be prepared for wide
openings up or down. particularly if pricesare up or
down ({10} points or more, which could be the top
or bottom of a Trading Area. Many times the
opening price will be your Buying or Selling Objec-
tive on a penetration or failure to penetrate.

The commodities markets being seasonal affairs
have and will continue to have broad swings with
activity and deeper penetrations at the Obiectives.
in the Trading Areas and these are the profit
making moves.

Forget about a trade after you have made it. if you
didn’t get the last eighth or if the price went higher
after you sold or lower after you covered your short
sale.

Keep in mind the tactics used arcund the impor-
tant tuming points—Objectives—and keep looking
forward to your next trade. Remember, you are
trading for quick. small but sure profits and this is
exactly how a floor trader locks at the business.
Take what the market offers you at the time and
don’t hold on for what you think the market should
do. trade the market on what it does. In daily
trading you will have enough opportunities to keep
you busy and should you find it. too. trying use the
Three Day Method for a change.

A trader should make up a book on several of the
grain options and on a few stocks. then study them
for their movements. After deciding on the one he
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intends 1o trade in. take only that book 1o market
with him. orat most twe bocks. one foraShort Sale
Obiective and the cther for Buying Cbiective. Inthe
beginning this eliminates a lor of cenfusion by
watching or trying to watch them all. for as one
opticn moves. the others will usually be in line.

After making up several bocks on the grains ?'m'
stocks. he will find that scme of them will differ.
that one may be at a B'uying Obiective whlle
another a Sale or Short Saie but this is the continu-
ity so follow them that way.

There is nothing inconsistent with this so far as
the trader is concerned. as an example: A trader
may have a book on two Wheat Furures. Com cr
So;beans~the same with stocks—ocne a buy an
cneashortsaleonthesame c@ Now. onthissame
day and before the opening. if the trader has not

already done so, he wiil review the market of the
previous day on both the Buy and Short Sale
Options and will note the signal mark for the
possible trend in each.

He then expects an Lp or down cpening he
watches for either. On the up opening he watches
for the Short Sale option tc reach the Shor: Sale
Objective—that of selling through the Sale Day
High—if so. thiswould be the trade to make  a shornt
sale—for it would be happening first. On an action
of this kind his Buy Day Option or stock wiil
probably be in line with ai th othefa and it. toc.
would probably be up—we know that a reaction
generally takes place from a n.gb made FIRST on
a Buying Day. sc he would w atcn it but would not
buy it for awhile. Now. should the opening be
down. it would be making the low FIRST for his
Buying Option. so thiswould be the rrade tc receive
first attention.

On a Buying Day. buy at or below the low of the
previous day. unless the market iocks like it might
close on the low for the day. Failure to rally from
a ‘sell off".

When the low and close are about the same on
a Short Sale Day, we usually get our (BU) B
Under. the price goes lower. next day.

Watch how the Objectives are made—FIRST or
LAST—Obiectives made FIRST are the surest and
quickest for profits.

Watch the close tc determine the extent of raily
w’neﬁ Buying Day Low is being made LAST—a 'flar’
closing generally means a Violation—next: dag——am
when made FIRST are usually good buying ‘spots’
for a quick profit

(). .‘
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A purchase on a Buying Day mus: show a profit
in the spread. from low 1o closing price—when the
iow and close is about the same price or where the

gain at close is lost on the opening of Selling Day.
seli out on any rally towards your Buying Day Low
peint.

Watch the range fromhigh to low cna Short Sale
Day. to determine the possible low peint at which
to buy. next day~tﬁe Buying Day.

Having ‘putout’ a short sale on a Shert Saie Day.
then if the stock reacts and the spread is verv wide—
cover your sale the same day—this prefit wiil help
reduce the costs. in case. the nex: day. being a2
Bugmg Day you may have to buy at a Higher
Bottom. This is caused by a ra'lg. before tF“e close
of the Short Sale Day awd maxcs the Buyving Day
Low. higher. Buying a Higher Bottom :5 usually
profitable.

When the Buying Day Low is Violated. the high
for the movement is usually made on the next
Buying Day—3 day swing—itisusu ‘aL‘v safer to pass

pthe Short Sale Day. if it locks ike the high might

be made LAST and try tc sell shert on the high ¢f
Buying Day made FIRST. but "cover your sale the
same day. This _Q,Aves vou both a short sale and 2
buy, but “cover’ the short when yvou have a profit
and wait for the best chance to ‘go ieng’. This
action usually happens in an L:) rend Trading
Area—Downtrend Areas. give you lower tops and
oottems.

Tne amount of rally from a Bu;ihg Day Low tc
the close. determnines the action for the Selling
Objective. as weak or s,runs unless it be one of
those days where you get all the range on the same
day. then the opening on the Seliing Day. is liable
1o be down.

The decline from a Selling Day High. may cause
the price to go under the previcuslow—DBuying Day
Low—uwhich will show the Short Sale Objective as
heing weak. if the High on Selling Day was made
FIRST and the close is somewhere near the low of
the day.

Ona Buy”g Day. atter a decline. should the rally
from the low be active and strong and the price
carry up t¢ and through the previous high—Shert
Sale Day—sel! cut your stock before the close. for
many times this will be the high and the cpening ¢f
Selling Day may be down—thisis the reverse of th
wide decline on the Short Sale Day. \&here Lou
‘cover’ in the same sesyop on a wide decline. In
i ing vou a ao od profit

cplen = s


http://abcbourse.ir/

without much delay—why take chances on losing
part of it?

in the Downtrend Areas. both the Sale and Short
Sale Objectives. generally ‘fall short” of penetra-
tions—the Buying Day Low is usually Violated.

When the Decline unit is small. the Rally unit i
usually large.

When the Decline unit is large. the Rally unit i
usually small.

When the low on a Buying Day is higher than the
high of the previous day—Shoert Sale Day—ou have
a Decline Zero and a forecast of a raily.

When the Decline Zero appears the rally is usually
profitable.

The amount of rally from a Short Sale Day Low.
plus a higher opening on a Buying Day causes the
Decline Zero.

The lack of rally from a Buying Day Low. pius a
dewn opening on a Selling Day causes the Raily
Zero and a forecast of nearby lower prices.

The Rally Zero always violates the Buying Day
Low.

There seems to be about two swings a week. one
Upward and one Downward. In the Bull move-
ment. the one downward will be longer and is the
swing that causes the failures to penetrate the
Selling Objectives and the cause of Buying Day Low
Violations.

When trading on the Three Day Method—buy on
a Buying Day and sell out on a Short Sale Dav—
when the previous Buying Day Low is nor violated
expectgreater gains—when this violation occurs the
gains are usually small and may even show aloss for
the swing. Having bought on the Buying Day. yvou
must hold on through this violation bur. alsc. you
must sell cut on the Short Saie Day . but expect your
profits to be smail on account of a failure to
penetrate your Selling Obiective. Railies don't
always fail to reach the Selling Objective but gener-
ally they do so. Don't hold on toc long. when you
getaprofit take it and don’texpecttoo much. in this
case.

Use the Three Day Method for the accumulation
of stocks and commuodities but don't buy vour full
line all at one time—buy part of ycur line only on a
Buying Day and then another part cn the next
Buying Day. etc. Wherea Buying Day Low may be
Violated—don't buy at all. but having bought (here
voumay have boughton thelow for the day and the
stock rallied but began to sell off near the ciose) and
the stock looks like it may close on the low for the
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day—sell out your last purchase before the close and
let the market alone until your next Buying Day.
Thereascning here s, that Viclations begin to show
up in dewnrtrends and downtrends are not the king
for accumulation.

In selling out a line at higher prices use only the
Seliing Days—preferably the Short Sale and the
Buying Day High made FIRST—in the case of the
Violation of last Buying Day. it is reasonable to look
for a high of the swing on the next Buying Day—
many times this high will be made LAST . in this case
it is a strong “spot’ for selling long stock.

Since all trends in commedities are seascnal
watch the poesiticn of your furure and whether it is
up or down and in what month. The months when
they normailly sell at their highest and lowest points.

At times. during the last few days before an option
expires. the technical position of the market may
cause several wide rallies and declines. during the
same session—take vour profit at the first opportu-
niry—complete your trade. depending on the kind ot

trading Objective you are using—then stay cut ot the
market—don 't try to trade these raliies and declines—
they are aimless whip-saw movement and they
don't favor your play.

The price you pay at the time of buying and selling
has nothing to do with it—the point is to determine
the correct place for buying or selling. In the
Uptrend you continue to buy and sell on a rising
range of prices. In the Dountrend you do the same
on a declining range of prices.

When accumuiation is taking place in a stock.
considerable buying would be done around a iow
point for a considerable period of time. then when
the floating supply is about bought up in and around
this range of low prices. the price wili move up w©
a higher range for further buying—when accumuia-
tion is completed at the lower and higher ranges—
then the stock is in positicn for it's upward move.
for a top and distribution.

Professional traders usually cover around oid icus
and seil out arcund the highs. At the lows the sicck
isin supply and it gives them a chance to cover short
sales. Attheopsthe stockisin demandand it gives
them a market for long stock and short sales.

Until a trader gains in experience. he should buy
and sell just as his Objectives are reached—put
vour order to buy or sell just as socon as the price
appears on the tape and many times your buying o7
selling "spot” will be at cr shortly after the opening.

Those traders who use charts in their work may
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find them of use in conjunction with this method of
trading. if so. well and good—those traders who go
in for astrology and statistics to a point where they
can tell you “the rate of growth on a com stalk in
one night's pull of the moon™. might. also. ask
themselves. if the "boy” on the floor who makes the
market understands these theories. Perhaps not.
and cares less. however. he does understand how
the markets of the past were made and how well
they worked and is not losing much sleep trying to
alter or devise a new way—not so much that it can
be noticed over the past 100 years.

A trader with any method cr system of trading
must develop and have a certain amount of confi-
dence in it—with this means of trading he must
believe in the occurrence and recurrence of the past
pattern of movements. The intenthas been to keep
the method as simple as possible and to rely on the
fact that at these trading Obiectives. a trader can
buy and sell with a profit. Use it in it's most
mechanical form and stay away from production
and marketing statistics. if possible. for in short
term trading. the trader is concerned. only. with the
day to day price changes—the spreads between the
Buying and Selling Objectives.

Soybeans have a very promising future as a
trading vehicle—they are a useful and minority
crop—and it would be an astonishing revelation to
the trader who will go back and make up a book and
a record of the fluctuations for the years 1948-49-
50.

It is not within the scope of this book te cover in
detail all commodities—it is sufficient to point out
that the "tape’ action. the rise and fall of prices i
the market. is the same for all. A book is made up
and traded in exactly the same way by those traders
who want to trade in cotton. fats and oils or any
other commodity that has a continuocus daily price
change on the ‘tape’ or frequently posted price
changes.

End
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Deciire Pts. (Short Sales)
Rally Pts. (Long Sales)

No. of times Saie Day soid thru (BH}

Long Sales

i "

Short Sales ...
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losing Prices May 23, 1947 1T n n» n» BU Buy Day Low under
csing Prices May 21, 1048 244 % (Short Sale Low) .. 49
» » BV Buy Day Low was Violated ... 34
ng Pull Position (Gain Pts)) i 26% Three (3) Day Swing Method
e and Rally Column Pts. . \umbe" 0f 3day SWINES . oo 100
stal FluetUations 9127, " Gain Day SwWIngs . ..o £9
DAILY TRADING q%x'nolr?aqya;sewbnag: that sold thru 54
Approximately 35 times the Long Pull Position " " Loss Day Swings .. )
BOOK TRADING " Gain Day Points '
ot Declires (Buving Days) .ooriiicons 100 . . Loss D:-" Po“'}‘f
" Rallies (Selling Days) ..o 100 Short Sale Points

Net Total Long Points oot 503%2
Short Sale Points ..o 456
Total Long and Short Pts. ... 9591,

D952 1he

No summary is made of the short sale points made
from the short sale on Buying Day High made First
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CHAPTER XV Pertinent Points
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SUMMARY
Closing Prices May 23, 1947 . ... 143 »oon " Buy Day low under
Closing Prices May 21, 1948 ... 233 (Short Sale Low) ... .42
B o ) » " BV Buy Day Low was Violated . 29
Lorng Pull Positicn (Gainy Pis. ... $0 Three (3) Day Swing Method
Dec.ine and Rally Column Pts. Number of 3 day swings ...
Total Fluctuations e 8955 " ” Gain day swings ...
DAILY TRADING " " Galn day swings that
. , . . T’ on Sale Day
Approximately 10 timmes the Long Pull Positien " " Loss day swings
. . » " Gain day points ...
. . BOO}\ TRADI\G ” " 1,0ss day pOiRtS ........ 36,
0. 77 Declines (Buyirg Days) ... 100 ” " gh Qal Coee 4165,
No. of Raliles (Seiling Davs) oo . 100 Ot S8:@ POINIS o v
Deciire Pts. (Short Sales) ... ... 416% Net Total Long Points
Rally Points (Long Sales) ... ... 482 Short Sale POINLS oo 416
No. of times Sale Day sold thru (BH)
Long Sales ... 66 Total Long and Short Points ... 947 %
" " " SSE exceeded (Sale Day HAg‘*)
Short Sales ... ... 53 No summary is made of the short sale points made
” " BH exceeded (Short Sale) ... 50 from the short sale on Buving Day High made First

abcBourse!ir 0 @abcBourse!iriG-05) sl e

==



http://abcbourse.ir/

THIS PORTFOLIO

Contains a revised, reprint from copyrighted
TAYLOR TRADING TECHNIQUE
FOR TRADING IN STOCKS

abcBourselir o @abcBourselir


http://abcbourse.ir/

This illustration is from a trading-book started after an 8 point decline in the RR: Averages - DI. and worke:
forward from the low of the stock (51 3/8): the lowest point reached during the first 10 days of trading.
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ABBREVIATIONS USED IN TRADING
CD—<closed down on day or previous close TR—trend reversal (stpplementary rule)
CU~—closed up on day or previous close X—up-trading area
NH-—new hjgg, since last trend high XX~—down-trading area
NL—new low, since last trend low V—volume; represents all factors combined;
HB—higher (support) bottom, or last trend low movement; price changes; news, etc., modi-
MU—mark-up, big support buying (comparative) fied as large VL, or small VS (used com-
MD-—mark-down, big selling (comparative) partively to previous daily volume)
RH—real hii};, on greater or less volume VLX-—increasing on rally
AH-—actual high, on greater or less volume VSX.—decreasing on rally
RL—real low, on greater or less volume VLXX—increasing on decline
Al—actual low, on greater or less volume VSXX-—decreasing on deciine

Used daily the symbols form an important concise record of the movement. At places of abnormal increasec
volume, important — trend change may be near. MU/MD shows big buying. immediately reversed at high intc
big selling, as shown by closing price of day. MU first big selling. then big buying. as shown at close.

PLACE THIS SHEET ALONGSIDE PAGES FOR READY REFERENCE
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The records of the past. for many years. show the
market to have a definite 1-2-3 rhythm. varied at
times with an extra beat of 1-2-3-4 and at times 5.
These figures represent days. The marker goes up
1-2-3 days. then reacts: the 4th and Sth figure isthe
variation when it runs that extra day or two on the
way up or down. in both bull and bear trends. This
1-2-3 beat of the market subject 1o these occasional
variations (usuaily caused by internal market condi-
tions and news announcements—alsc, atthe climax
of extended trends up or down} occur with surpris-
ing regularity. So it would seem that the same
methods of manipulation used in the past—in start-
ing and continuing a trend—are still used today. That
is buying and then seliing. every third or fourth day
in an up-trend and reversed in a downtrend. Thiee
days are Vor‘.s1dered as a trading cycle for active
traders: whoe will be guided by the action around
their buying and selling objectives. Those who are
using the longer term trends will take their cue from
the signs present at the trend change points—ex-
plained in the latter pages. Can be recorded in an
ordinary 5 3/4" x 3 3/4 .7 ruied note book by
drawing the perpendmu ar lines 1o form the cob-

umns. The example. opposite page. is a record of
the actual trading in this stock. Observe the mark-
ings!

TO MAKE-UP TRADING BOOK

First head-line itwith the year. above first column,
then in the first column put in the month. starting
day and date.

The next four columns are for Volume. High.
Low. and Closing Prices.

These entries are recorded daily for a period of
Ten (10} Days: then the lowes: price reac uedd ring
this period is ringed. and termed a Buying Day

Working backward or forward from this ] low: the
wo ringed prices under the "r " are termed 1st and
2nd Seliing days. The 1st foilows a Buying Day. and
the 2nd precedes it.

A trading book started from any date should
always be made-up in the above manner. so ‘that it
reads: A Buying Day. 1st Selling Day. 2nd Selling
Day. then a Buying Day. 1st Selling Day. 2nd
Seliing Day: then a buying Day. etc

The book is always kept in this same order: never
change the continuity from the way it was
started. No lines are ieft open for "Sundays or
Holidays: the market is censidered a series of
continuous trading sessions. without a break.

abcBourselir,

¥ @abcBourseliy

THE (D) COLUMN—DECLINE COLUMN

This column shows the unit of deciine from the
high of previous day (Z2nd Selling Day) ¢ low of
Buying Day. (See Oct. 27-31. etc.).

When no decline occurs: put in a Zero.

The zero does not occur often. but when it does
it shows higher support above the low of previous
day. and it generally means nearby higher prices.
foraday. and at times longer {See Dec. 5. Feb. 8).

When the decline unit is large: the rally unit is
generall;. small. {See Oct. 27-29. Dec. 8-10. Feb.
2-6).

THE R} COLUMN—RALLY COLUMN

This column shows the extent of the rally from
low of Buyiqg to the high of 1st Selling Day. and the
amount of decline in "D” column. recovered. (See

t.29. Nov. 1l.etc.

When no rally oceurs: put in a Zero.

The zero does not occur often. but when it does
it shows lower support. under the low of previous
day. and it generally means nearby lower prices. for
a day. and at times longer.

When the decline unir is small: the ral ; u :s
generally large. (See Nov. ©6-17. Dec. 16-1
2>-6. Mar. 27-28).

(The "D" and "R’ columns are used by the tape-
reading traders. Using the low of Buying Day and
high of 1st Selling Day. as their buying and seiling
obiectives.

THE (3 DR} COLUMN—THREE DAY RALLY
COLUMN
This column shows the extent of the rally from
low of Buying Day to high of 2nd Seliing day.
When the swing shows a loss: put in the loss unit
with the "L beside it. {(See Jan. 31. April 2).
When the rally shows a gain: put in the gain unit
only. When the rally show< a gain. exceeding the
high of 1st Seliing Daw. .« in the gain unitand the
“T alongside—-—meaqmg "sold through™ the high
cr previous day. These are strong raliies, in most
cases. but when the unit is comparatively large. it
shows a comparative big interest and voiume in the
stock: and many times it occurs, at. or prior 1o the

"' T P ey e}
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start or reversal or an uprend. (Nov. 27. Feb. 7
March 29).

The Trend Line of the stock is drawn alongside
the Date column. Use a Blue line for an uptrend
and Red for downtrend. This line peints out the
actual highs and lows of Trading Areas. Between
the arrcw-heads "U" means up. "D down.

The action around 1ops and bottoms of trading
areas. intermediate and primary swings are ex-
plained in the latter pages: the following is
supplementary rule tc Lhis action. and can gener-
ally be seen near the trend change points. usually
the day after high or low: has been made:

So long as the pnce on the rally continues tc
make a new high. with the price on the reaction
hiclding aoove the last lc,x with the price ¢n the

nextrally goinghigher thant neAastnAgh—t“e trend
is LP Failure of the price on therally tc make a new
high. with the price on the reaction going lower
than the last low—would reverse the rrend to Down
See \fw 2-14-17-23. Dec. 3-7. Feb. 4-11. Mar.

Aii extended trends are interrupted by trad ng
id rallies. and they . also. show this "rule’
acion at tl‘“e reversais—a trader expects them. but
does not ty o capitalize al! of them. not if he is
trading the lo ﬂge* SWW*‘ He knows theyare of a
temporary nature. if in the early stages of the main
movement. These minor movements. Show the
same general characteristics and pattern. but they.
aiso. have a distinguishing action. They show 1‘; a
iess pronounced degree: increased volume. at the
tops and bottoms. compared 1o the previous daiiv
trading

anadd i
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rrice changes (see units in the 2 day coumn)
vc‘,'"o—are lacking.

These factors are ncticeably absent after the
mincr wrend changes and as the decline continues.
and atthe Iow. the volume may or may not increase
pefore the trend again changes. bur {generaly it
does. After the trend changes the volume shows a
progressive increase as the rise is resumed—when

the maior movement is 1o be continued. Durin
these corrective pericds he trend is contained
oenween the last important high and lo .and can
gc either way. up or down. but in the early stages
malor movement it can be assu .)ed as. up.

‘he price of necessity tails 1o make new highs with

abcBourselr.
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the lows going lower during this period. and the low
may again approach or equal the low made at the
iast trend decline. but so long as this low holds. and
isnot broken, the major trend is. up. Aithough. *hi*
intervening minor trend is dewn. (See the pericd
between Nov. 2-8. Nov. 9-21). A trader should use
as his guide: the points. percentage move from las:
iow. and the length of time the trend has beer
1§ '*mh.g since the last important high or low—then
be on the alert for the trend change signals.

When a major trend has been extended: with an
active market. high prices. big price changes. with

.greatly increased volume: with a prcbable run of 1-

2-3 days or more, with successive new hlghs then
those who sell at the sign of the "TR" rule *h net
get the top eighth. neither will they have cause for
regrets. (See Mar. 27-28-29. Dec. 4—:)—64/,‘ The
first heawy selling sinks the price: explained in latter
pages. (A graphic or picture chart can be made from
the trading-book and may help show this action
better. however, the tabular form is more attention
compeliing for comparing volume. price changes.
and the interpretation: of the daily movement.)

When the zero or loss unit occurs. the result is 2
loss on the trade: to be consistent a trader is

compelled to sell. in anticipation of an mmmev'
“ev’me from high of 2nd Seliing Day. to ov&
Buyving Day. (See Mar 31 low 10 Apr. 2 hig

The Zerc and 'L swings generally appear in
downtrends: but when thev occur in uptrends the
loss is generally less than one-point. Out of each
100 successive {decline railyj 3 day swings exam-
ined: the loss swings occurred 12 times on an
average. Of the tomal swing points. the lcss points
were about 3% cf the gains.

This column will show the fluctuations in a stock.
and wnether the stock selected or trading the 3 day
swings. has wide encugh movement. Try other
stocks.

jep!

1

m

X; {1 ARE TREND INDICATORS

The "X means the trading obiective high or low
was made FIRST.

The " " means the trading obiective high or low
was made LAST,

These marks point the probable trend. prices. wi.
take between the trading sessions-—-and are placed
in the circles of a Buying Day and both Selling Days.
at the close of the market.

The mostimportant part of active trading: buying

)51 90 1 £2)s
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or selling. or buying stocks for trend trading (when
buying you fee:” your way into the market: at tops
vou sell in bulk—if you canj isto determine the trend
of prices

The Rea; Trend is the trend between the lows of
huying days and the highs of selling days. and the
trend to be determined. as distinguished from the
many currents. smaller rallies and declines—for
instance the low of day may be 50 and the
established high 53. with the price trading be-
ween the two points as, 51 3/4. After these
deviations the price will swing back tc the real
trend. *hrough either 50 or 53. dependmg on the
way the trend is headed. These fractional or point
trends mtenere and confuse a trader but do not
change the ultimate d directicn of price toward the
highs or lows the trading objectives.

(The uninformed trader buys into the market on
areaction or low point and by luck he hits the real
trend just as the price starts to rally: then he sells
with a few points profit. but on his next trade he
buys or sells one of these cross-currents and the
‘va4e pmmpm shows a loss: not om. of the

capiral. " and after a few trades of :*xs kind he has
a losing average. |

Example of Objectives made FIRST:

Suppose the price reacted from the high or 2nd
Selling Day. then con the Buying Day made a low
early in the sessicn: then began to rally and traded
the remainder of the session between the high and
iow. with the closing price nearer the high. than -
the low. The "X would be placed in the Buving
Davycircle indicat*ng thelowwasmadeFIRST. The
trend at the close would be considered as. up. {See
Oct. 30-31;

The opening of 1st Selling Day would generally
be up and continue higher. with a probable pen-
erration c¢f the high or previous d r‘?g Then a
decline. with a rally fal mg 1o reach the last high.

with the close nearer the low. The selling objective

would be made FIRST and an "X" piaced in .the
lst beumg Day circie. A trader would sell—at. and
above the high of previcus day—Buving Day—and
woul idbecut of tbe market. if he was using the 1st
Seliing Day as his obiective. (See No

T i : isAritiae i 1 Q7T
Zxample of Oblectives made LAST:

apcBourselr
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Suppose the price declined form high of 2nd
Seliing Day. made a low. then began 1o raily and
closed up from this low. and at the opening. next
day. was higher: making the high first on Buying
Day: then declined during the remainder of the
session with the close nearer the low of the day.
The buying objective would be made LAST and a
" placed in the Buying Day circle. The trend at
the close would be considered as, down. (See April
2-3-4).

Suppose the low was made first on Buying Day.
then rallied. with the close nearer the high of the
day. Thetrend at the close would be considered as.
up: at times the opening. next day. is down cr
opens at the previcus closing price—this is due in
partto a preponderance of bunched selling. cver
suying orders put in before the opening. After the
opening the price holds or sells-off a littie then
rallies and makes the high of day. The =~ would
be piaced in the 1st Selling Day circle indicating
thar the high was made LAST. A trader wouid seil
at this "high on the penetramon——m this case—or
failure to penetrate the high of previous day. (See
Mar. 27-28

When the buying and seiling cbiectives are made
FIRST. a trader is in-and-out wi:hout much delay.
butwhen they aremade LAST the move consumes
more time and he must watch Lhe entire trading
session in order 10 compl ete the trade.

Trading would be easy if all FIRSTS and L.AS
of the 3 day cycle were made, each in sequenc
with penetrations. Unfortunately we get c;ue> of
mixed symbols "X” and with faiiures ©
penetrate at highs and lows of cbiective points.
andthese are caused by the cross-currents—detour
trends—carry ing over from one trading session
into the next. Since a trader cannot make t
market in a stock: thisis the iob of the bpeuax.
inastock] 'he tries 1o follow it. and to anticipate the
buying and seliing--when and where--by the Spe-
cialist. on the trading floor of the Exchange.

(/)

A BUYING DAY EXAMPLE:

At the opening of the market. notice whether
the price was up and continued higher making the
high FIRST. cr whether it opened down and is
declining further. making low FIRST. Making the
high FIRST expect selling from this point and a
reaction to follow on an up-opening. wait. D~ not
buy. Tape-traders don't buy on “buiges’. they

s gelfee
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know a rally is limited and perhaps in the 3rd or 4th
day up. from the last Buying Day low or under it.)
On a down-opening observe the spread from high
of previous day. to low of present decline. and at
thislow. if the price is under the low of previous day.
By checking back over the units in the "D” column
a comparison can be made to determine the extent
of this present decline. and gauged as a normal
trading decline. or a severe reaction—perhaps fol-
lowing a change of trend.

The normal trading decline will generally stop:
at, alittie above or below the low of previous day—
the low of 2nd Selling Day. The “buying spot” is
around this low point when the activity quiets down
and the trading becomes listless and dull. At times.
the trading may be sort of "bouncy™ above this low.
Then again the decline may be precipitous. make a
low. with a fast rally. then a slower decline falling
short of the last low. From this low the rally often
starts with each transaction decline failing to reach
the last low. in other words. the price holds these
small rally gains. From either of these kinds of lows.
expect the rally to continue. which would show the
real trend as. up.

The severe decline from high of previous day
may continue throughout the Buying Day session.
with little or no rally. with the closing price very near
oronthelowof day. Thisisa "flat” closing and the
indications are for nearby further decline. in most
cases. only occasionally is it profitable for the one
day trader to buy a low made Last. Wait for the next
Buying Day. Never start a trade in any case unless
it favors your “play”. {This is not so with the 3 day
trader. who buys. then holds on through the
intervening action. rallies and declines until his
objective is reached--the high of 2nd Selling Day--
where he sells with a profit. or oss.)

A SELLING DAY EXAMPLE.

When the low is made FIRST on a Buying Day.
with the closing price nearer the high of the day:
expect an up-opening. or higher prices. with a
penetration of the high of previous day. Sellat-the-
market--at. through and above this high. When
using the 1st Selling Days the objective. {See Oct.
31 to Nov. 1).

(On either Selling Day. 1st or 2nd;. should you sell
100 soon after a penetration you lose some of your
probable profits. Expect not only slight but deeper
penetrations of the highs. because the ‘tops” must

92 The T
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be broken and be progressively higher in uptren
trading areas.

The activity of the market in the stock is a good
sign to watch—-whether increasing or decreasing on
the rise. after penetration. also. after small D
column decline units.)

From a high closing en Buying Day. when the
opening next day is up. and with a wide gain: sell
at-the-market. without waiting for the next transac-
tion to appear on the tape. after the opening price.
The price may go higher after you sell. Sc what?
The opening price may be the high and is many
times. and a decline may start from this high tha:
could be the beginning of a down trend. By sc
doing you get a profit and perhaps the major part
of the rally.} {See Neov. 20 to 21)

From a high close of Buving Day: then should this
gain at the close. be partly lost by a down-opening
next day. or opens at the ciocsing price of previcus
day: sell at-the-market without waiting for the nex:
transactions on the tape. (See Dec. 5-6. Here 67
was made first: 70 1/2 LAST. Also March 27-28.
here the low 88 7/8 was made first. at the opening.
at the same price as previous close: 94 1/4 was
made LAST). December 5 and March 27. were big
intrasession rallies and experienced traders sell on
an action of this kind. before the close: others put
their ordersin before the opening. nextday. hoping
to catch the top of the rally on a higher opening.
Generally the price opens dewn or at the previous
ciose, then rallies. when headed higher.

On wide up, or stalled openings. a trader ac:s
immediately upon seeing th eupemng pr‘ e. Should
the following prices be up. his crderis in” and wil
be execured on the rising trend. and he gets a littie

more of the rally. Should the following prices be
down he loses only part ¢ h is gain--his orderis 'in"-
-in time to "duck the real sell-off ", and he wili be our
of the stock. and ; rooab‘g at t}“e very inception &:
a declining trend. {Many traders at this point d:
nothing--if the price starts up after the opening
they wait to see what will happen: if it starts de
they wait for a rally to “get-out --most likely the
expected doesnthappen, either way, and the resul
is a greater loss ]

From the low of Buying Day there will be thou-
sands of transactions on the tape between and
before the price reaches the high of 2“”‘ Seliing
Day--three sessions in the future—a trader using the
3 day swing. \mne interested in this a”‘“", wﬂ
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Buying Days and the highs of 2nd Selling Days.
‘This is a more or less mechanical method of
rrading. but. the records show it to be profitable and
a trader can win on balance. but the lot of the active
trader is hard... the big money is in the big swings.)

Northern Pacific Ry—{N\P)--is used as an example.
throughout. because it is representative of all the
features required in a stock for active. intermediate.
and primary trend trading--price appreciation. The
iliustrations show only the approach to highs and
lows of the swings. that is. a few days prior to and
after they have been made. The places of majorand
minor trend changes. Recerds can be obtained
from back-number newspapers at any of the public
libraries and a fill-in can be made of the entire
movement in this stock.

The longer record will show the swings of a week
cr more. and where the pressure was applied. in a
more or less degree. at tops. and support at
hottoms. of these smaller movements. The trading
characteristics remain the same. it's only a matter of
extent of the movemeni--big or little.

abcBourselir o @abcBourselir
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The sole pu'pose Is to point out a trading m
selections and he will find many

lethod—no “tip”

s intended: a trader must make his cun

Stocks that are accepianle. if he will make- up a book on them and study it
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TREND TRADERS

The Investor-Speculator. Intermediary and Pri-
mary trend traders have a means of buying or
buying for accumulation: through the use cf the
Buying Day (observing the conditions around this
point). In this way their buying is done around the
low points of declines and not attops of raliies, thus.
saving many points—dollars. They wouldfirst deter-
mine the kind of market—bull or bear—and the price
position of the stock in relation to the market as a
whole.

It is not wise to try 1o buy a full line of stocks. all
at once. Suppose the line was to be 100 or 500
shares or more—an order would be placed for part.
say. 25 or 50 shares, atatime. in odd lots. to fill the
former order and in rcund lcts in proportion to the
quantity wanted in the latter. After getting them he
would wait until the next Buying Day: then place an
order for another lot: continuing in this manner
until completion of the full line.

This procedure would be a higher average cost.
hut each lot would be more apt to show a profitand
he would have some assurance that he was follow-
ing a rising trend.

Had he started his buying at a comparatively low
range of prices and was in a rising market. it is not
likely that he would be forced to carry a heawy load
at a loss: in case of a sudden decline in the whole
market.

At the determined time for selling he would be on
the alert for the danger signals (explained next
page). and in addition wou?d have the use of the
Seliing Days (1st and 2nd)

Trading technique: is sm“Dl‘ the ability through
study. observation and experience, 1o detect the
manipulation that takes place in the markets at ail
times. and to recognize the signals in each. of the
several phases. of the marker movement. The most

mportant consideration for speculation. even ahead
of eammgs and dividends. is the rechnical position
C’ the S’OCK in relation to the mamet as a \NHOAQ“
Aeadmg or trailing--its position within its own group-
-leading or trailing—and the group attention in the
news--at this writing it is electronics.

Swing traders and semi-investors are more ¢on-
cerned with price appreciation. therefore. selection
of a stock is of the utmest importance. Most of the
stocks that make up the back-bone of the market
are in the conservative class and trading profits
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should be Agued ona pefcer\tcge basis and noton
points. The traderwho willdo a l.tﬂo retrospective
research will find that many stocm he may have in
mind are not suitabie for hisstyle of trading. Gettt
highs and lows of the one or mere sustained swin Aj\
that a stock makes each year and then figure th
percentage gains and losses of the rally and devnne
swings. from lows to highs and highs to lows. The
Market Averages may show great gains and losses
up and down. in points. with a percentage gain or
icss of an individual stock disappointingly smatl.
A trader buying stocks around any low point.
Bear B”t* oms or Seccndary Reacticns in a B”‘Li
Market lhere he should use the 3 day rule
accumulation! should carefully check the perce
agerise of h‘s 1OCK as the price moves up from
low point but most *mpor.anr a stock thaL is gu. Z
t t-bac

ig

up will dc SO 4 but smau and normal se
until it reaches e }“ gh of the move. regﬂ'dAeS“ o)
percentages. so ader musi be constant
the alert for the day when his stock will make ©
-inmany cases this top will be made quite u ev\e::f
ediy but not without warning. Watch the butid-u
ofthewvolu me@'afev& days prioriothetopandhe
greatly reduced volume the nextand forafew da,v
after or the volume migh: remain large for a few
days before and after the high is made. The
decreasein volumeiscaused by alet-upin the seuing
pressure for technically the stock may not be abie
to withstand further heavy selling without breaxing

KS
o)

Iate)
i

‘f‘

the prices. too much. Many times a trading range
is formed between the high and the low of the

break-back and the stock will trade in this ran
indefinitely. weeks and months. depending on :i
strength or weakness of the general market-- fur-
ther distribution takes pla e inthisrangeandconths
way doxm. if. the general market is headed that
way. This phenomenon of the action of individua.
stocks is a feature of th ‘e market pricrto bulim
endings—-with cne stock after another refusi
participate in any further rise in the market. while
the ege nera AaY‘KQu\,CA't nJuesto awance——ms same
acticn takes place in a lesser degree before sever

rmediate declines. This may not be the acticn
flow rriced late movers. that move up fast. maxe
atwopandsianio cechne.se:domg ing back o their
highs a seccond time. Being behind. me) muc
hustle o :au“ up with the general market which is
plainly showing a dec mmg tendency.

his sudden reaching of the top on grea
increased volume compared with the previous da”'
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totals. then. a slight break of several percent of
price from the high while the volume continues
large. is the results of heawy seiling. mixed with
public buying and inside short selling. caused
perhaps by advance in informaticn adversely af-
fecting the stock:—sufficient to cause large profit
taking or the price is deemed high encugh to begin
distribution or the stock. Regardless of the reason.
this action definitely wamns the trader that the
intent is not to put the price higher. at least not for
the present-andis his signal to —the marketis broad
enough at these. times to take the selling and is the
opportune time to tum paper profits into cash.
The lows points of Bull Market Secondary Reac-
tions are just the reverse of the top action: the low
many times is made on relatively heavy volume.
then a rally for a day or two. and a further decline
on very tight volume with the price holding above
the last low point. with trading dull. {established
points at either highs or lows may be penetrated
slightly by the trading that takes place but are not
sufficient reason to withhold seliing or buying at
these points. The short seller on this trend must be
on the alert or this same big day. only on the
downside: for then the stock is in supply or
covering short sales. and is the long stock bought
at higher prices. now. being sold at the bottom.
The market action for swing trading is identically
the same as that used for the 3 day method. only
on an enlarged scale. The minor movement re-
ceives the same support on the declines and is
subjected to the same pressure on the rallies.
With the selection of the stock. it is only good
judgment to get a report on the company. its past
and future probabilities—but. unless the market
action of the stock confirms the report a trader
should let it alone—watch but don't buy. The time
for buying should be based solely on the technical
indications and the present market position. in
relation to the low and high for the vear. It could
be selling so near to a top (temporarily. perhaps;.
that by waiting a short time it can be bought at a
wide concession. Most all Bull markets show at
least one or more important declines during the
year that buying opportunities. but the most impor-
tant part is: starting at exactly the right tima. A
decline in a stock. due to a generai decline in th
market as a whole. is not of great concem but the
way it acts on the rally. and the preparations for a
new move is important. A trader should iock for
buying in a stock around the lows of important
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declines—after the market stabilizes. It takes consid-
erable buying to start a stock up and continuous
buying to keep it going up. Many good stocks lack
trading appea!. sponsorship. or due to other con-
ditions. move with such sluggish action thatthey are
unattractive to the more active traders.)

Stocks with a good future potential should be
watched but a trader sheuld not wait until “they
make the news” before buying——at this time they
might be a better sale. Buying in a stock shows. in
the way the stock acts. He should follow the
progress of a stock: at bottoms or where it begins
to form a well defined horizontal trend—confined to
anarrow trading range—and trades on a fair amount
of volume and activity. with some fair size lots or
stock. He thenwaits fora day of unusual activity and
volume and gets ready tc buy at the very inception
of the “break out” of this range. top side. He will
buy part of his stock at this point—then wait for a
reaction to see how it acts on this decline and to
confirm his judgment. whether. he was right in
buying the first lot. He then buys more after the
stock rallies and just as it makes a new high. His
buying is dene in this manner. because. at times.
the stock may tum and go in the opposite direction.
and may “dip” low enough 1o break the line of lows
a the bottom of this range. An action of this kind
“cleans up all the stops” below the line of bottom
prices and “shakes off " a following before the real
move gets under way.) Having acquired his stock
he holds on for the move: an indefinite period
perhaps three to six months or longer. or until he
recognizes the described action around tops.

In some years there are no well defined lines at
bottoms.  Stocks begin their advance from other
trading ranges. Bottoms of long declines may be
reached by a particular violent downward thrust--
establish a low--generally followed by an immediate
sharp rally and a subseguent slower decline on a
greatly reduced volume and activity--stopping short
of the last low. A trader does not try to buy long
stock on this fast decline—-he waits for the "quiet-
spot” on the reaction after the rally--and when the
market becomes "dull”. He will buy part of his line
at this peint (with the intent to sell-out should the
stock make a new low): then add to it where the
stock begins to make new highs. in series. In case
he is forced to sell. he starts over again from a new
low--using this same action. {The manner of buying
at bettoms--shows why--he should notexpect to get
less than a 10% average above extreme lows.)
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A stock that trades in listless manner cn a very
small volume: with intermittent small transactions.
with absent days of trading. shows neglect: and no
immediate interest, and should net be bought until
it shows a more active participation in the market.
A rader recognizing this action in a stock should
lock 1o the company report for the reason. A stock
mus: be traded in fair size icts and volume in order
12 accumulate it
ienced "a lers and tape readers. can gener-
allv distiﬂg h a rally from a change in trend by
f how farastock shou!d come back. allowing
that a normal rally is from one-half to two-thirds of
the decline. In the case the decline is not over. the
raliy wiil fall shert. The large transactions will be on
the downside and the smaller lots on the upsxde

The volume is light and the activity "fades-away”
with e rally "dying out” at the t’*p Where the
is 1o continue the trading shows a steady rise
on increasing volume and demand for the stock.
w;d vhere tl”ere is an urgent demand for stock for
nortcovering  the pace will be accelerated. The
ﬂbaC{‘Cﬂb are on the upside and are taken
gx er prices. with the smaller transactions

ownside. {This same action can be seen in
maliest daily--in the broader and longer move-
nents—-and in the Market Averages.
Many stocks make two :ooa——kne Realand Actual-
the Real Top is where the first mau,, liquidation
takes place afteriong advances: then. aftera decline

a2 week or more. a rally or continuation of the
a:'r:ce. many times, wili exceed the first high
 the Actual Top on a volume as large--more
. Atrader should be ,n the alert to begin his
“ng .h instanth deLec* thisinside selling. (The
noint here is: he must sel .xl"en he has a market. if
ot ‘Id ings are large» Experienced traders take
profits at this pointand de net tryto anticipate
a“.‘:\\“ual Topiwhichmay ormaynot! happen). The
Rizt made on this kind of action may be one and

the same~ the Real and Actual When this does
hapren the stock makes a new high aM has a
1cy t¢ make the ordinary traders intensely
they continue to hoid on” or “come in"as
: v:"ers——h take the stock at. perhaps. top
nd this is just what is expected of Lhem J
1 Top.is gene*ag one or seve*aA dag.s

2
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with a qum( s}“afp upward thrust on abnor-
iy large volume and activity. compared to previ-
fing. The stock: makesa high then resists all
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further buying—the supply and demand comes into
balance—uwith the trading very active d sustained—
but the stock makes little or no progress either way.
The heawy selling at this point is, temporarily
discontinued. but the “selling sources” continue to
force a little more stock on the market than can be
absorbed. causing this sagging decline. on greatly
reduced daily volume. Near or at the low of this
decline there is a noticeable increase in the volume
for aday ormore—the stock must be boughtin large
enough quantities to absorb all selling and tum the
stock up. The day of heaviest support is the Real
Bottom. then. many times after a short sub-normal
rally or series of rallies. the stock may sell just a little
lower on a negligible amount of volume—making
the Actual Bottom —before the rally or uptrend is
resumed. (A new high has a bullish effect and causes
buying. A new low has a bearish effect and causes
traders to sell out at bottoms. or at least. refrain
from buying.)

A trader will repurchase a small part of his stock
“as a trading lot” near this first decline low in
anticipation of a rally or on the assumption that an
uptrend will extend far enough to make a new and
Actual Top. (But, with the firm resolve to re-sell at.
through. and above this new- high—or tc get-cut-
quick™—if after a rally. the reaction breaks the last
or support low )

There are other stocks that make one top—the
Real and actual—and on comparatively light vei-
ume. with no signs indicating that a top has been
reached. The long decline starts with a series of
small reactions and rallies but with a definite down-
ward tendency These topsare difficult to recognize.
(If. in fact. they can be.) A trader should understand
the characteristics of these stocks or at least have
some idea of the percentage appreciation or num-
ber of points in the swings of the past years, as a
guide to the future—and he should be satisfied to
sell. if and when. past results as good or better can
be attained. In this case a stock that fails to make a
new high in a reasonable period of time should be
sold. particularly so. if other stocks in the market are
showing the heawy top action. (The trader who can
recognize these diverse movements in the market
can use them as confirmation of this weakened
technical condition of the market as a whole )

A trader who will start right—buy and sell accord-
ing to these "age old” tenets—will find little need for
many of these “new discoveries™ and other “wea-
risome” statistical market indices. END
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Reprinted with permission from Club 3000
News, a publication of Club 3000 (from issue
#93.19, December 30, 1993).

We heartily recommend Club 3000 to any
readers who are interested in joining a "Futures
Traders Network," whose members share infor-
mation with each other on such topics as books,
software, system design, testing, development and
implementation, and many o ther areas of inter-
est through a periodic newsletter.

Contact: B.A. ("Bo") Thunman
Club 3000
4550 N 38th St.
Augusta, MI 49012
Phone and Fax (616) 713-5600

Taylor's Swing Trading method -
Linda Bradford Raschke

! have organized much of my trading methodol-
cgy and philosophy around short-term techniques,
as defined by George Douglass Taylor and thus
have recommended his book The Taylor Trading
Technique. as one wellworth studying. However,
Taylor was definitely a better trader than author!
Here are some pointers from which to approach
the book:

First, read the chapter "Pertinent Points” two or
three times: this makes a much better introduction

o the subject matter. Skip chapters 2.3. and 4
completely. 1 do not make up a "book™ as Taylor
does. nor do I recommend doing so. | do write
down the open, high, low and close and underline
the 310 4 day swing lows and swing highs. It helps
to keep some type of log by hand. it keeps trading
‘systematic’.

Where Taylor discusses various Buy Day or Sel!
Day concepts. | find it useful to diagram examples
in the margin. using candlesticks. [ also find it
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helpful to read his book with a yellow highlighter
handy. Infact, | have gone through several copies
because they keep getting so marked up.

Think in terms of concepts instead of specifics.
These concepts, include: Trading within a 2 to 3
day time frame: price action around the previous
day’'s high/low: the length of the upswing relative
to the downswing: ignoring all news and funda-
mentals - concentrating strictly on what tape or
price action is telling you. That is the only "truth”
in short-term trading.

Keep in mind that Taylor’s particular labels for
each day were just his way of staying systematic,
simple and consistent. If you read between the
lines, youll see his specific rules for shorting on
"buy” days and buying on “sell short” days - it really
has to do with how many days up/down the market
is from the previous swing low/high.

Though trading on a 1 to 2-day basis. be
conscious of the bigger picture - even Taylor said
to skip the first "buy” trade when breaking down out
of a congestion area. In other words, wait five to
six days before looking to buy. instead of two or
three. He also emphasized the importance of
overall long-term and seasonal trends. Under-
standing markets includes recognizing when price
is discounted and when marked up and watching
for signs of support by interests larger than our-
selves.

[ have found that some of the most successful
mechanical systems/price patterns/methodologies
work because they use the concept of “in one day.
out the next’. Examples include Larry Williams'
pattemns, Bob Buran's methodology and Toby
Crabel's studies. Enter on a trigger or pivot, exit
on the next day's opening or close.

[ test patterns on a close-to-close basis - enter on
a close, exit on a close one or two days later. My
systems have no more than two parameters. They
are crude models that highlight a market's ten-
dency. Forinstance. “selling a higher opening after
two higher closes illustrates a market's tendency to
pull back at that point.

My market models indicate whether the odds
favor being a buyer or a seller for the day. Ithen
use Taylors “rules” to trade as if it isa "buy day” or
a ‘sellshort”day. lhold the trade overnight and exit
according to his guidelines. Don't carry losing
positions overnight. it is better to exit with the
intention of re-entering at a better trade location
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the next trading day.

I first came across Taylor's name in George
Angell's book, Winning in the Futures Market,
specifically the chapter referring to the LSS
Method”

After studying Taylor's book for a more com-
prehensive understanding of his guidelines. 1 first
adapted his techniques for S&P trading. Taylor
emphatically teaches students of his techniques
that they must never average down. [ have yet to
come across a consistent. winning trader who
practices this most destructive of habits. One may
get away with averaging a loser. but doing so will
add much more volatility to your bottom line and,
sooner or later. be your undoing. lt is very difficult
to be in the proper frame of mind for trading when
carrying losing positions on a daily statement.
Many of Taylor's rules are. in fact, defensive in
nature -- for example. exiting on the first reaction
when a market does not act “correctly”.

Following Taylor's guidelines diligently should
develop within you the best possible trading "hab-
its". Ultimately. it is one's trading habits which
govern one's success.
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