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TRADERS’ GLOSSARY ) I

A Priori — Known ahead of time.

At-the-Money (ATM) — An option
whose strike price is nearest the
current price of the underlying
deliverable.

Average Directional Movement Index
(ADX) — Indicator developed by J.
Welles Wilder to measure market
trend intensity.

Average True Range — A moving
average of the true range.

Backtesting — A strategy is tested
or optimized on historical data
and then the strategy is applied to
new data to see if the results are
consistent.

Bid and Ask — Highest price and
lowest price that an investor will
pay for a tradable.

Exchange-Traded Funds (ETFs)
— Collections of stocks that are
bought and sold as a package on an
exchange, principally the American
Stock Exchange (AMEX),butalso
the New York Stock Exchange

(NYSE) and the Chicago Board
Options Exchange (CBOE).

Fade — Selling a rising price or buying
a falling price. A trader fading an up
opening would be short, for example.

Greeks — Jargon; a loose term
encapsulating a set of risk variables
used by options traders.

In-the-Money (ITM) — A call option
whose strike price is lower than the
stock or future’s price, or a put option
whose strike price is higher than the
underlying stock or future’s price. For
example, when a commodity price is
$500,a call option with a strike price of
$400 is considered in-the-money.

Long — Establishing ownership of the
responsibilities of abuyer of atradable;
holding securities in anticipation of a
price increase in that security.

Near-the-Money — Anoption with a strike
price close to the current price of the
underlying tradable.

Out-of-the-Money (OTM) — A call
option whose exercise (strike) price is

above the current market price of the
underlying security or futures contract.
For example, if a commodity price is
$500, then a call option purchased for
a strike price of $550 is considered
out-of-the-money.

Pairs Trading — Taking a long position
and a short position on two stocks in
the same sector, creating a hedge.

Relative Strength Index (RSI) — An
indicator invented by J. Welles Wilder
and used to ascertain overbought/
oversold and divergent situations.

S&P E-Mini — Electronically traded,
smaller-sized ($50 times the S&P 500)
contracts of the Standard & Poor’s
500 index.

Stochastics Oscillator — An overbought/
oversold indicator that compares
today’s price to a preset window of
highandlow prices. These data are then
transformed into a range between zero
and 100 and then smoothed.

Whipsaw — Losing money on both sides
of a price swing. S&C|
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