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Announcing eSignal 10

High Performance Trading for Greater Profits

eSignal 10 surpasses all other trading platforms, \/ Back test your strategy to find out if it could
offering you advanced tools that can improve the way you help you make better trades

trade — coupled with eSignal’s multiple-award-winning data. ¢ Use eSignal’s seamless integration to trade

Take the lead and trade with the speed, accuracy and with your choice of broker

agility previously reserved for professionals. ¢ Get a cleaner look at which strikes are in and out

Make your moves with confidence: of the money with new Option Chain filters
‘/ Receive award-winning, real-time stock, futures, ‘/ See all price action for the day in a single
options and Forex quotes window with the new Stretch Chart

\/ Use market scanners to pull in your best
opportunities from 1,000s of issues

\/ Let advanced charting with 100+ free and
proprietary technical analysis studies show you Integrated Trading:
when to make your market moves Trade right from within eSignal
with your choice of brokers.

| #signat Page ;.'.i.ﬁ
Be Pmge Wew ook Uges Ohwtlptios Ressarch Scanner Customer Support Symboks  Trade  Windess  Hel

& @ Sli@lolsiE) LInin) 8o @isle) 8|50 B
2 2 = > W B + Market Scanners:
kT Easily search the entire market in seconds to
=1l - f = find just the best trading prospects for you.
o
Dashboard o
b L4
~| 8 *
/ + . oge
ol ! . | H eSignal, Advanced GET Edition
- w N =
"' 1 ..:.l e = | 9
! 2 M My l |
= : MH’II_ uﬂ{"""‘""'i" Advanced Charts i“"" = Now, with the Advanced GET edition of eSignal,
by . By b , f ;
Sl - ey : ' : — Eﬁ H you'll also receive the Advanced GET studies and
a ; A o TR N a Dashboard window." Take your trading to an all-new
{;: - g ! = & level with predictive market indicators not found on
% : ™ |.“ I R R R i SC N U AL i * any other trading system_
" AAFL APPLE BIC Change: 413398 [ETE= Vohmne: 81478 ) " ’ . .
. e pes v e . QuUOtes e il S Plus, you'll have access to our eSignal Learning
& [ lminin  fmsnwn iomcans  nees  mmam | | e | BN piml e e e e @ team, giving you almost 100 hours of live training
?‘ s 750 T s [poclsnie ansba i am s taarmae 1 along with dozens of archived courses.
o 244 | AW | 10 | 03 | 23T | 374 | 104 | 185 | venm 7]
————— G55 wn [ aw [ | wo | ann | aar am [ | g Call today and ask how you can take advantage
W TR " ) 106 | 196 | a7 | 197 | Jesss
o2 RN T S O S XS B R T of these revolutionary trading tools.
= = EY'&
- - == News _ o e $30
P =] o A v =l & e : s 30 ;
V| Servicn | Hasdire A A
cr Time s On Time Waine's Side [TwX)]
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132 e ER DJ Apple (AAPL] Mkt O Closs Buy Imbalance: S S0701
132 einn b 2022 o "M Apple (AAPL] Mkt On Close Buy Imbalance Shes S0701
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Dashboard window The award-winning
available with eSignal, indicators, Dashboard

Advanced GET Edition. window and GET scanner =
found in Advanced GET =
can take your trading to
an all-new level.

Tens of thousands of traders just like you use
and trust eSignal — the best value in financial
market data.

Call today to get a risk-free, 30-day trial
and start accelerating your profits with high
performance trading.

kree eSignal  800.723.8260
1g:

eSignal has been voted “Best Real-Time Data” and
“Best Delayed Data” by the readers of Technical

Analysis of Stocks & Commodities magazine every
year since 1993.

eSignal has been voted “Best Real-Time Data,” “Best
End-of-Day Data,” “Best Software for U.S. End-of-Day

Traders” and “Best Software for U.K. Intra-Day Traders”
by the members of Trade2Win.

Ri

eSignal is a division of Interactive Data Corporation (NYSE: IDC).
*All fees will be refunded to you, minus any taxes and applicable add-on service/exchange fees, if you cancel within the first 30 days of service. Call for details. **The Dashboard window and Advanced GET
studies are available as part of eSignal, Advanced GET Edition. If you are not completely satisfied with the Advanced GET edition software, simply return the software within 30 days, and we will refund your

purchase price in full, minus any taxes and applicable add-on service/exchange fees. x13675
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LONG LIVE
NASDAQ
TOTALVIEW.

4617 500
4617 1000

4619 100
4623 100

BT

LEVEL Il NAsnAq TOTALVIEW®

NEW 7 2 OX EVERY PRICE

Free unlimited access EVERY LEVEL

with Power E*TRADE Pro' the liquidity of Level 112 in the NASDAQ Market Center

E-¢traordinary

getpoweretrade.com | (800) 731-5226
Get started with 100 commission-free stock and options trades?®

1. The Power E*TRADE Pro trading platform is available at no additional charge to active traders who execute at least 30 stock or options trades during a calendar quarter. To continue receiving access to this platform, you must make at least 30
stock or options trades by the end of the following calendar quarter.

2. According to information provided by The Nasdaq Stock Market, Inc. on 6/28/07. This information is deemed to be reliable but has not been verified or confirmed by E*TRADE Securities LLC. NASDAQ and NASDAQ TotalView are registered service
marks of The Nasdaq Stock Market, Inc. Please visit www.nasdagtrader.com/totalview for more information.

3. Commission-free trade offer applles to new Power E*TRADE accounts opened with $1,000 minimum deposit. The new account holder will recelve a maximum of 100 free trade commissions for each stock or options trade executed within 30 days of
the opening of the new qualified account. You will pay the Power EXTRADE commission rate at the time of the trades ($9.99 for stock and options trades— plus an additional 75¢ per options contract). Your account will be credited $9.99 per stock or
options trade within eight weeks of qualifying (excluding options contract fees). Other commission rates apply to customers who trade less than 30 times a quarter or maintain less than $50,000 in linked E*TRADE accounts. Account must be opened by
December 31, 2007.

Securities products and services are offered by E*TRADE Securities LLC, Member NASD/SIPC.

System response and account access times may vary due to a variety of factors, including trading volumes, market conditions, system performance, and other factors.

© 2007 E*TRADE FINANCIAL Corp. All rights reserved.
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FIDELITY ACTIVE TRADER SERVICES

More bang.
Less buck.

Trade like a pro for as little as $8.

Fidelity gives you more for your trading dollar. Like powerful tools that let you test and
hone your strategies. Plus more free third-party research and dedicated trading specialists
to give you the support you need. It's more than you bargained for. In a good way.

Fidelity
Active Trader TD Your Online
Services' Schwab E*Trade Ameritrade Broker

Trades: Online Equity Market
and Limit Orders $9.95° $9.99° $9.99*

s o I I
e e I I I
i o K N N

Rates verified as of 10/03/07.

Call 800.396.9289 or g{% Fidelitv

visit Fidellty.Com/SWitChz INVESTMENTS

Smart move:

! Available to households that place 120+ stock, bond, or option trades in a rolling twelve-month period and $25K in assets across eligible Fidelity
brokerage accounts.

2 Schwab pricing based on making 30+ household trades per quarter or 120+ trades per year.
* E¥Trade pricing based on making 30 to 149 stock or options trades per quarter. More trading may result in lower commission rates.
“TD Ameritrade pricing is for all trading levels.
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T here’' s never adull moment in the markets. The
equity markets seem to have shrugged off the
credit squeeze in the US subprime market. The broader
indexesshow that thel osseshavebeenrecovered and the
markets have entered aparty mood. Not only that, if you
look outsidethe US, especiadly at the emerging markets,
youwill seethat the party iseven livelier. The optimism
inthemarketsisgoing on amid tight money marketsand
therising value of gold.

There are a number of reasons for thisrally. One of
themost obviousisthe Fed rate cuts, which have always
helped bring back liquidity in the markets in times of
crisis. Another is that corporate profits have still been
relatively strong. Then there' s the weakening dollar, which may not sound like a positive factor but
isinactuality an advantagefor multinational corporationsand makesinternational investing attractive.

So it may be a good time to join the party if you haven’t done so already, but how long will the
euphorialast? We can’'t emphasize enough why it isimportant to keep an eye on all markets. In this
issue of Trader s.com wehaveincluded articlesfrom various sectors, aswell asarticleson currencies,
metals, indexes, the energy sector — all markets to keep an eye on in these volatile times. Gary
Grosschadl asks if the NASDAQ is overextended, in “ Three Strikes For The NASDAQ”; Arthur Hill
points out that there' s been a*“Breakdown In the Nikkei” and posits what that may mean; Technical
Writer David Penn keepsan eyeonthe USdollar and pondersitsnext movein“Belt HoldsBolster The
Dollar” and “Dollar Dark Cloud Cover.” And there’'s much more.

that isonly afraction of the useful articlesyou'll find here and at our online publications,
Traders.comAdvantageand Working Money, or even STOCKS& COMMODITIESMagazine.
Take alook at our website and see what we have to offer. Check us out — that will enable you to:

» Vidt Traders Resource, our referenceto all thingstechnical analysis

 Check out our Online Store, where you can download Pbrs of past S& C articles, from 1982
all theway to the present, for anominal charge

e Examineour Traders Glossary, growing by leaps and bounds

 Vidgtour Subscribers Area, whereyou' Il find computer codethat hasbeenreferencedin S& C
articles, and findly,

 Vidtour Message-Boards, where you can share your opinionsof trading technical analysis,
and most everything else you can imagine with other traders.

re we heading for more good times or times of sorrow? It's hard to say. As|’ve mentioned
in Technical Analysisof STocks& CoMMODITIES, currently our confidence seemstobehigh
and we seem to be buoyant until one small misstep seemsto cause us to not just stumble, but tumble
to the ground. But then we pick ourselves up again. Wherever we' re going in the markets, | can only
conclude that we can only get there in small steps — and we have to watch where we' re going.

S;«_«yd‘“‘“" WS/\ POnr

Jayanthi Gopalakrishnan,

Editor
http://Wwww.Traders.com ..........cccceeveveeveeveereeeerenn, Home — everything starts here
http://Working-Money.com Direct to Working Money
http://Technical. Traders.com .................... Trading product information
http://Store. Traders.com...........cccceeevvenenens Order products and articles
http://Message-Boards. Traders.com Ask and answer questions
http://Search.Traders.com ..........cccccevveveevvevereennne. Search our websites

http://www.traders.com/S& C/SiteSearch.html ..... Browse or search our websites
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W NYMEX

NEW YORK MERCANTILE EXCHANGE
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FOR FURTHER INFORMATION, PLEASE CALL 212.299.2301, E-MAIL MARKETING@NYMEX.COM, OR VISIT WWW.NYMEX.COM.

For more information, visit the S&C ad index at Traders.com/reader/
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Trade BETTER
than YOU ever

IMAGINED!
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Winner’s Circle!
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Hear Student Success Stories
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Creating Winning Traders
for over 11 years
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TRADE WITH CONFIDENCE
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Daytrading Course

SIMPLE - TESTED UNDER FIRE
WORKS CONSISTENTLY

LEARN WITH LIVE REAL-TIME
TRADING
DON’T SETTLE FOR LESS —

Trade any market you like.
Stocks, Forex, Futures —
Daytrading To Long Term...

COURSE INFO / CHARTS
REAL TRADING EXPERIENCES

www.RSofHouston.com
Sign up for Free Live Trading

Demo & Lessons - Today
(281) 286-9736
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TRIX Two Ways

Part |

by David Penn

There’s more than one way to trade this classic
momentum indicator.

.. beenalmost 25 yearssincetraders
f\‘ were first introduced to the triple
\J exponentially smoothed oscilla-
tor (TRIX) inthe pages of Techni-
cal Analysis of STocks & COMMODITIES maga-
zine. Whilethere have been anumber of waysthat
technical analysts have modified and tweaked the
TRIX for their own purposes since then, many of
the original ways that Jack Hutson, the publisher
of Stocks & CoMmmOoDITIES and inventor of the
TRIX, and others set out for trading the TRIX
remain valid and valuable methods for traders.
TRIX is found on most charting software pack-
ages, both standalone and web-based. Even o, the
computationof TRIX isstraightforward comparedto
anumber of other momentum indicatorssuch asthe
stochastic. Essentially, TRiX isderived by taking an
initia exponential moving average, then taking an
exponential movingaverage(EMA) of thefirst expo-
nentia movingaverage, andthentakinganexponen-
tial moving average of the second exponential mov-
ing average. Findly, take this third exponentia
moving average and calcul ate a one-day/one-trad-
ing session rate of changeto get the TRIX value.
Because the TRIX oscillates above and below a
zero line, one of the most common ways of trading
using the TRIX isto get long the market when the
TRIX crossesabovethe zero line and to get short the
market when the TRIX crosses below the zero line.

RUSSELL 2000 INDEX 83935 083 0.11%

+
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FIGURE 1: RUSSELL 2000 INDEX, DAILY. The ovals repre-
sent TRIX buy and sell signals in the lower panel. Inthe
upper panel, the ovals represent the confirming closes
(higher closes in the case of buy signals; lower closes
in the case of sell signals) based on those TRIX trading
signals.

PROPHET FINANCIAL

Let' stakealook at how the TRix provided buy and
sdll signalstotheRussell 2000in 2007. Wewill look
to take positions on a confirming close beyond the
sessionwhenthe TRix buy or sell signal wascreated.
If thereisaTRIX buy signal onday 1, wewill look to
get long on the first session to close above the high
of day 1.

For thetime being, | will look only at the entries
provided by the TRiX. Depending on the market —
and theinstruments traded — there are any number
of waysto exit atrade, and it isworth remembering
thereisno commandment that thesametoolsused to
get atrader intoatrademust beusedtoget himor her
out.

Using the Russall 2000 at our test market, we can
see that there were two positive crossesin January.
The first led, a best, to a breskeven trade. The
second, on the other hand, would have seen atrader
long around 798 and well-positioned over thecourse
of February that saw the Russell 2000 advancetothe
830 level before gtdling and reversing. The sl
signa produced by a negative cross, a cross below
the zeroline, cameinlate February and would have
allowed atrader to get short near 791 in advance of
the Russdll 2000 falling as low as 760 a mere two
dayslater.

TRIX trading signals in March and April also
providedfor excellent opportunities. Itisimportant
to note that there were instances— for examplein
late March — where a TRIX signal was given, but
the absence of a confirming close kept the trader
out of a losing trade. While confirming closes
prevent traders from taking positions sooner than
they might want to, waiting for confirming closes
provides the trader with a measure of confidence
that the trade is more likely to be moving in the
anticipated direction.

TRIX trading in May and June tended to be less
profitable, owing largely to the sideways trading
that began in mid-April and continued to charac-
terize the market through the end of June.

THE HOOKSHAVE IT
While this zero-line crossover technique is a com-
mon one with many oscillators, including the TRIX,
thereisanother techniquethat Hutsonrevealedinhis
early TRix articlesthat is dso worth looking at. In
this technique, the focusis not the crossover of the
zeroline, but smply the* hooking” up or down of the
TRIX indicator line. When the Trix is falling and
then develops a small “hook” pointing upward, a
TRIX buy signal is created. Whenthe TRIX isrising
and then develops a small hook pointing down, a
TRiX sall signd is created.

Because Hutson made the point that “the very
best resultsseemto comeby usingthe TRIX subrou-
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tinetotimeyour entry inatrending market,” | have
added a50-day exponential moving average(EMA)
tothepricechartin Figure 2. TRIX buy signalswill
only be taken if they occur in sessions closing
abovethe 50-day EMA. TRiX sell signalswill only
betakenif they occur in sessionsclosing below the
50-day EMA. Thiswill help give the signals some
trend context and, hopefully, weed out ineffective
countertrend signals.

Let's look at the same first four-odd months of
2007 and see what the hook provides by way of
entriescompared tothezero crossover. Thefirst bull
hook comes accompanied by ahammer candlestick
inearly January and was good for aquick three-day
ride higher before pulling back to the breskeven
level. A pair of bull hooksdevelopedinlate January,
both of which would have been solid entriesfor the
rally that began in February.

Interestingly, the hook method would have not
providedany short entry duringtheRussell 2000’ s
collapsein late February. Arguably, the negative
divergenceinthe TRIX would havealerted traders
to, at a minimum, the threat of a correction. But
leaving aside for now theissue of divergences—
which are an excellent strategy for analyzing
potential topsand bottomsinthe TRix and will be
discussed in greater detail in part 2 — the hooks
method provided no short signal during asignifi-
cant and sharp decline in the market.

At the sametime, the hook method did providea
number of profitable trades during May and June,
when the zero crossover method of using the TRIX
failed to make money. Bull hooksin mid- and late
May as well as in mid-June were excellent short-
term opportunities.

The hook method is one limited not to TRIX, but
can befound in other momentum oscillatorssuch as
the stochastic as well. George Lane, writing about
thestochasticinanarticlefor STocks& CoMMODI-
TIES, wrote about how traders could use the “ reduc-
tion in the velocity of movement” in a momentum
oscillator asatradingsignal inand of itself. For Lane,
there were two types of hook: the “hinge’ and the
“warning.” The hinge appeared in the stochastic in
the same way that the hook doesin the TRIX: asa
bending or curving or angling away from the direc-
tionthe oscillator ismoving. In other words, trading
signasare derived from either ahinge/hook upina
downward TRIX or ahinge/hook downin an upward
TRIX. Whilethezero-linecrossover approach hasits
strengths, the hooks approach has much to offer the
short-term, momentum-oriented trader. Aswas the
casewiththe stochasticinthe Boso method (seemy
Working-Money.comarticle®Boso” from October
5, 2005), crossover to the zero line can anticipate
enduring trendsto theupside or downside. Consider
again the chart of the Russell 2000 in Figure 1. The
TRIX crossedinto positiveterritory inthesecond hal f
of January, and did not fall meaningfully back into
negativeterritory until lateFebruary. Inthat time, the
Russell 2000 rallied from near 800 to ashigh as830
and back to below 800.

Thehook method, onthe other hand, isespecidly
geared toward highlighting trading opportunities as
soon as there is the dightest wiggle of waning
momentum in the oscillator. If you compare the
entry signal fromthezero-linecrossover totheentry
sgna from the hook, you'll see that while the
momentum often runs out quickly after ahook buy
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While both techniques can be ef-
fective, the hook approach ises-
pecialy helpful for short-term,
momentum traders with the dis-
cipline to take whatever profits
the markets provide.

Next time, in the second part
of thisarticle, | will look at two
other ways of using the TRIX:
divergences and with a signal
line to reveal golden crosses,

dead crosses, and other profit- |- i e i) Poaphot Pirgaciyl Syptemy, inc. | Toeng of upe poply
able trading patterns. m oy A -
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FIGURE 2: RUSSELL 2000 INDEX, DAILY. Where the zero-line crossover
method failed the Russell 2000, the hook approach performed much
better, catching swing opportunities as the price action in the Russell 2000
became choppy in May and June.

)

This article —and articles like it —ean be
found online at www.working-money.com.

The hooks approach has
much to offer the short-term,
momentum-oriented trader.

Trade with confidence

Introducing ELWAVE 8.0 for real-time (and eod) traders

For a very special, time-limited offer, visit

WWW.ELWAVE.COM/S2409

or call us toll-free at

866.337.3991

(in Europe, dial +31-15-2123543)

Powercharge your trading
and discover what these
people already know:

"l have been using your product
for several years and have built
my entire trading strategy
around it. | have purchased and
tried most of the major trading
programs. ELWAVE is the only
one that works for me. All of
the rest are just sitting on the
shelf. Thanks for your great
product.”

Gary P, Minnesota

"I'm using ELWAVE as my one
and only trading platform,
although | own several other
related packages. The more |
understand the software, the
more amazed | am."

Doug R., Ohio

Become a more successful trader, get your
trial and see what ELWAVE can do for you!

L+ Prognosis

T software development

For more information, visit the S&C ad index at Traders.com/reader/
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CANDLESTICK CHARTING

Three Strikes For
The NASDAQ?

by Gary Grosschadl

When a stock or index is overex-
tended, it can suddenly correct at
the first candlestick warning or
defy gravity a while longer.

Tradable: $COMPQ

T hisdaily chart of the high-tech
index shows three bearish
candlestick formations(Figure
1). Thefirst bearish engulfing pattern
wasquickly forgiven—call it strike 1.
Thesecondwarning (strike 2) cameas
a doji candlestick; after an extended
rise, dojisoften mark apending rever-
sa. This one only precipitated three
down days.

Now another bearish engulfing
candlestick has appeared, bigger and
uglier than the first one. This third
warning could bestrike3. Threewarn-
ings will not go unnoticed; call me
superstitious, but technical analysisis
rife with patterns involving threes —
triple tops & bottoms, head & shoul-
ders, three white soldiers, three black
crows, and so on.

FLAGS AND PENNANTS

The S&P 100
Index Bounces
Back

by Chaitali Mohile

$OEX has turned positive, leaving
behind some of its resistance.

Tradable: $OEX

T hebullishrally onthe Standard
& Poor's 100 index began at
closingonAugust 16, followed
by a strong opening on August 17 as
the Federal Reserve cameinwith dis-
count cut news. Therally strengthened
as the entire market surged with the
news. The entire advance raly gave
almost $35 to traders. Thereafter,

Multiplenegativedivergences(three
of them) often point a a run being
overextended and duefor acorrection.
The moving average convergence/di-
vergence(MACD), therdativestrength
index (), and the Chaikin money flow
indicator (MF) al show diverging ac-
tion. As the index makes new highs,
these indicators fail to confirm the
bullish priceaction. Thisiscertainly a
bearish indication, but the question
will be: When and how much?

Notethepreviousgoodsupportfrom
the 50-day exponential moving aver-
age (EMA). A close under this level
could be the fina nail in this coffin.
Moving averages often are likened to
natural trendlines. A support trendline
drawn would closely match thisEMA.
Shouldasizablecorrectionoccur, |ook
to the dwaysimportant 200-day EMA
asalikely downsidetarget or test; note
theprevioussuccessful test of the 200-
day EMA last May.

In summary, thisindex has warned
threetimesof apossibletop. Thebulls
are starting to waiver, say the indica-
tors. The umpire is watching the 50-
day EMA, and failure there could be a
run south to stronger support. Time
will tell soon enough. =

This article was first published on 6/27/2007.
See www.Traders.com for more.

@Mders.com ADVANTAGE"

throughout the intraday session, the
index turned sideways in a 10-point
range. This day-and-a-half move
formed aflag & pennant patternonthe
intraday chart (Figure1). Accordingto
the chart, the index closed at the sup-
port of the 50-day moving average
(MA). The firgt and closest intraday
hurdleof the50-day M A wastaken of f
withtheupward swingof theUSfinan-
cial markets.
InFigure2,the200-day MA resis-
tanceturnedinto support by thebull-
ish weekend closing. The long bull-
ish candle closed above the 200-day
MA, with the high made at the $676
level. The smallest notel would like

FIGURE 1: $OEX, HOURLY. The flag
& pennant breakout will see the
minimum level of $710. In be-
tween, the resistance — likely at
200-day moving average and the
previous intraday high at $700
— may get violated.
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THE SECRET
T0 MAKING MONEY IS

FINALLY REVEALED.

IT’S CALLED “LETTING SOMEONE ELSE DO IT FOR YOU”

VectorVest is the high profit,
safety-oriented investment tool
that gives clear Buy, Sell and Hold
recommendations on more than
13,500 stocks every day. It takes
the guesswork out of managing
your portfolio.

Three different mathematical mod-
els measure the Value, Safety and Tim-
ing of over 13,500 U.S., Canadian, and
European stocks stocks and gives you
clear Buy, Sell and Hold recommenda-
tions on each stock, every day.

If the stock, the industry or the sec-
tor gets a mathematical “thumbs-up”in
all three categories, you'll get a clear
BUY signal. If it’s just “so-so” you’ll get
a HOLD signal. If the stock, industry or
sector doesn’t add up in Value, Safety

or Timing you’ll get a clear SELL Signal.

VectorVest mathematically defines
what makes one stock go up in price
while another one goes down.There’s
no guesswork, no hunches, and no
opinions. In short, VectorVest is an
exact equation model that makes a
stock’s price rise or fall predictable.

VectorVest gives you objective rec-
ommendations based on daily market
data.

TIMING IS EVERYTHING.

A lot of people tell you what stock
to buy, but it’s even more important to
know WHEN to buy and WHEN to
sell. VectorVest gives you a BUY sig-
nal with plenty of time to jump in

and ride the wave UP, UP, UP.Vector- x\

Vest will give you a SELL signal
with time get out and/or short
stocks. VectorVest will give you a
HOLD signal when it’s best to do
nothing. |

Safe returns and preservation |
of capital is the name of the
game.Timing is the name of
the game.Value is the name of
the game.

As a subscriber you can
check the recommendations
daily, weekly or use one of our
long-term strategies and make
your decisions monthly.

VectorVest is very easy to use. If
you have any questions you can use
the online guide, watch the CD we
send you or pick up the phone and
our staff will guide you. It’s that easy.

HOW VECTORVEST WORKS

‘We factor into our mathematical
models all kinds of relevant informa-
tion: inflation, interest rates, profitabil-
ity, discounted cash flow, earnings and
earnings-growth.

‘We measure Relative Value and In-
trinsic Value and we measure Safety
compared to AAA corporate bonds.

‘We measure short-term stock price
performance, and much more.Then,

we report our findings to you in a sim-
ple rating system. Our ratings go from
0.00 to 2.00.

If a stock’s Relative Safety (RS)
rating is a 1.54 it
is safer and
more
predictable
than a
stock with
an RS rat-
ing of
0.97.1fa
stock’s
price

per-
formance
looks bad, we
might give it a Relative Timing (RT)
rating of say, 0.94 as opposed to some-
thing above 1.00.If a stock’s Relative
Value (RV) is just a 1.00 or below,
you’d be better off with AAA corporate
bonds.

VectorVest does this for over 13,500
stocks every day.And, if VectorVest can
find the best stocks to buy everyday, it

can also find the stocks to sell-short.
GO TO WWW.VECTORVEST.COM AND

SEE FOR YOURSELF.
When you log on, you'll get

proprietary market-timing indicators.

BUY-SELL-HOLD recommenda-
tions. No guesswork. No
opinion. Just mathe-
matical algo-
rithms.

L\
J

/j Objective
informa-
tion. Built
on Value,

Safety and
- Timing. With
¢ VectorVest On-
Line you’ll have
©access to 10 years
4/ worth of

back-testing data.

Sort, rank and

screen your favorite
stocks, your favorite sec-

tors, your favorite indus-
tries using your favorite
investing style.

You'll quickly and easily get

the BUY, SELL or HOLD signals

you need regardless if you invest
long or short, in blue chip stocks,
penny stocks or options.

You can use one of the 200+ strate-
gies already built into our program. Or
if you don’t see a strategy you like, Vec-
torVest allows you to create your own
investment strategies.You can quickly
and easily set VectorVest to screen,
rank, sort and analyze stocks according
to your investment style.

SIGN UP FOR A $9.95 FIVE-WEEK
TRIAL MEMBERSHIP AND YOU'LL RE-

CEIVE:

* The VectorVest OnLine CD-Rom.

e The VectorVest Online User’s
Guide.

e Our fast and easy instructional Tu-
torials. You can see for yourself
how easy and fun it is to use Vec-
torVest OnLine.

« Stocks, Strategies, & Common
Sense, the classic book by Dr. Bart
DiLiiddo, Ph.D., the creator of
VectorVest.

* A special report: How To
Short Stocks With Confi-
dence And Make Big Money

«.» In Bear Markets where

you’'ll discover strate-
gies that take the guess-
work out of shorting.

* How To Use Options To
Supercharge Your Profits. Op-
tions are the overlooked darling
of investment vehicles. Options

give you better downside protec-
tion. They give you control of stocks

at discounted prices.This report will
show you different option strategies
and how to implement them with
complete confidence.

WE GUARANTEE VECTORVEST IS
THE SMARTEST, FASTEST, EASIEST-
TO-USE STOCK ANALYSIS SYSTEM
YOU'LL EVER FIND.

If you’re not completely convinced
that your $9.95 VectorVest Five-Week
Trial is the best investment you've ever
made, just let us know within 30-days
and we’ll refund your money.You get
to keep all the VectorVest materials
we’ve sent as our way of saying thank
you for giving us a try.

Here’s a claim no other stock
evaluation service can make.“Over the
last eleven years, when you hold our
Top 20 Value-Safety-Timing (VST) rated
stocks for a year or more, you will
make a profit 90% of the time” How
much profit? You would have made a
19% gain each year using VestorVest.
Go to vectorvest.com/tdr to
learn more.

Try the VectorVest Five Week Trial

for only $ 9 9_5

Call 1-888-658-7638 to sign up
or visit www. VectorVest.com/tdr.

t! VectorVest

Before You Invest, Check VectorVest.

©2007 VectorVest, Inc. * Past performance is not a guarantee of future profits.

For more information, visit the S&C ad index at Traders.com/reader/
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to highlight here is that during the
downfall, the $Oex had a moderate
halt in the range of $675-$680 (the
marked circle). And the previous
trading session closed under thesame
resistance levels, so there arises a
possibility of aminor sidewaysmove
onpositiveground. Withall themis-
hapsin past weeks, the smallest pos-
sibility cannot be ignored.
Thestochastic (14, 3, 3) islikely to
open new trading opportunities by
moving abovethe20level. Thejour-
ney from oversold levels (20) can
definitely bebought. TheMAcD (12,
26,9)isstill notinfavor of bulls. The
MACD (12, 26, 9) needsto confirma
bullish crossover to strengthen the
rally. This opposite sign again di-

The Macb is still not in
favor of bulls. The Macp
needs to confirm a
bullish crossover to
strengthen the rally.

The CRBIs
Breaking Down

by Arthur Hill

With a sharp decline over the last
three weeks, the CRB Index broke
the lower trendline of a rising
wedge, and a bigger ABC pattern
points to further downside in the
coming months.

Tradable: $CRB

ntheweekly candlestick chart
O (Figurel),theCRrB Index de-
clinedsharply fromMay 2006
to January 2007 and then bounced
back witharisingwedgethisyear. The
wedge retraced 50% of the previous
declineand met resistancenear broken
support. Thisis a classic setup. The
risngwedgeistypical for countertrend
ralies, and a50% retracement is nor-
mal for such rallies. The index broke
the lower trendline with a sharp de-
cline over the last three weeks, and
further weaknessbel ow the May-June
lows would complete the bearish
trend reversal.
Turningtoalong-termchart (Figure
2), we can get an ideafor adownside
target. First, you can seethat theindex

Ead

verts the mind from the minor side-
ways move at the $676 level. This
minor consolidation may also help
the MACD (12,26,9) turn fully posi-
tive, but theentire picture showsthat
bulls are back in form and ready to
jump over the hurdles on their way.
The 50-day MA is the next resis-
tance of the pullback rally. The pre-
vious high of $720 would act asthe
final target for thismove. Abovethis
level, arally may begin.

Thus, the flag & pennant breakout
can be bought with the target of $710
first as per our caculation and then
look toward $720 as the highest level
to achieveontheraly. m

@Traders.com ADVANTAGE"

This article was first published on 8/24/2007.
See www.Traders.com for more.

November/December 2007

s <=lIlI="" -

FOEX (&P 100 Index) M0 @ StockCharts.com
17-Aug-2007 Open 680.26 High 676.35 Low 680.26 Close 67452 Volume 1.08 Chg +16.23 (+2.47 %) &

—FuII STO %}14"2’%D£&J30 01 1&. 6D/>\

j ------------------------ ik di

W $OER (Dalll,') 574,52
—MA(50) &3
—Ma200) 5?1 20

FE0.26

target for
pullback
rally.

70662 FOF TE

B2 .5E

Bz4aL

19 25 Apr 9 156 23 May 7 14 21 ZoJun 41 18 25 Jul 9 156 23 Augs 13

= MACD(12,26,9) -8, 889, -7.16}_, ! g

19 26 Apr 9 16 23 May 7 14 21 20Jun 11 13 25 Jul 9 16 23 Augs 13

FIGURE 2: $0EX, DAILY. The resistance of the 50-day moving average is crucial for the
bullish rally. Above this hurdle, $720 remains the final target in this upside move.
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brokealong-term trendlinein
2006 and isin the midst of at
least a correction. The index
pretty much doubled with the
run from 183 to 265 (October
2001 to May 2006). This ad-
vanceoccurredwithrelatively
small corrections aong the
way and the current declineis
the first significant sign of
weskness.

CRB Index - Weekly Candles -

ﬂM Il jj ] L “5““;“.'.-—-".‘77!? :
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resistance
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According to Elliott wave
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theory, corrections often take
formasABcdeclines. WaveA
is the initia decline, wave B
represents a bounce after this

FIGURE 1: CRB INDEX, WEEKLY. The CRB index dropped from May 2006 to January 2007 and
then bounced back with a rising wedge.

decline, and wave C isacon-
tinuation of wave A. In addi-
tion, wave C is often equal to
wave A and we can use wave
A to caculate adownsidetar-
get. Wave A declined 21%
and a 21% decline from the
waveChighwouldcarry down
to around 260. This leve is
between the 50% and 62%
retracement marks. The 50%
retracement mark is around

CRE Index - Long Term

B - 3&0
~ 300
Re20% =] 280

Wave A: Down 21% [
Wave B: High=327
Wace C: Target=258

200

275 and thisistoo closeto the

[2002

[2003 [2004 [2008 [2008 [2007 [2008

low of wave A. Therefore, |
would mark my downsidetar-
get zone around 250-260.

@Traders.com ADVANTAGE™

This article was first published on 8/23/2007.
See www.Traders.com for more.

FIGURE 2: CRB INDEX, LONG-TERM. Looking long term, we can get at least an idea for a
downside target.

According to Elliott wave theory, corrections
often take form as ABC declines.
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TheTSX
Composite’s
Monthly View

by Gary Grosschadl

The Toronto Stock Exchange has
outpaced the Dow Jones Industrial
Average since the big runup
started late in 2002.

Tradable: $TSX

or thefirst time, this Canadian
F index surpassedtheDow Jones
Industrial Average (DJA) asit
recently hit apeak just over 14,600 vs
the DJA 14,000. Theextrajuice came
fromtheheavier oil andgasweighting.
Theseindexeswill probably stay neck-
and-neck for awhile unless ail prices
plunge.

A stock or anindex on astrong run
will stay aboveits 20-period exponen-
tial moving average (EMA), and this
was aptly illustrated (Figure 1). Note
the doji candlestick marking the bot-
tom on this chart. Dojis often mark
important turning points. Confirmar
tion of aturnaround came in two fla-
vors. Theindex finally beat overhead
20-day EMA resistance and the direc-
tiona movementindicator at thetop of
the chart flashed a buy signal (direc-
tiond indicators crossed over). Now a
topping formation has appeared on
this chart via a smdl-bodied candle-
stick with a long upper shadow.
Whether you call thisanear doji or a
shootingstar candlestick, thetopwarn-

Russell 2000
Hits Support

by Arthur Hill

The Russell 2000 bore the brunt of
selling pressure over the last two
to three weeks, but the index could
be ripe for a bounce as it becomes
oversold and trades at support.

Tradable: $RUT

n the daily chart (Figure 1),
Othe Russell 2000 ($RuT) de-
clinedover 10%inthelast 11
days and this is the sharpest decline

since July 2002. The decline carried

R T S
: ,-& N

ing remains the same. Confirmation
comeswith the completion of the Au-
gust candlestick and subsequent abil-
ity to beat the previous high-water
mark.

Two downside targets are consid-
ered on thismonthly chart (Figure 1).
Note how the 20-day EMA and the 50-
day EmMA currently relate to previous
support and resistance levels marked
by horizontal lines. If support holds at
the 20-day EmMA, the strong uptrend is
intact. If that support fails, the 50-day
EMA may come into play, currently
11,000. Should that also fail, amajor
declineislikely under way under the
10,000 level.

Theindicatorsunder thechart show
mixed sentiment. Themoving average
convergence/divergence (MACD) still
shows a strong uptrend, but its histo-
gram does show negative divergence.
This sometimes reveals a coming
change or reversal ahead.

The relative strength index (RS)
shows an overbought condition not
likely to continue much longer. The
stochastic oscillator also reflects this
overbought condition. When the mar-
ketisinastronguptrend, thisoscillator
will stick high, as it's considered a
nontrending indicator.

In summary, an adage comes to
mind: What goesup must comedown.

It' sbeenagrand run. How far down
doesshego?Will thisbeamodest dip
down or abigger correction? Only the
market knowsfor sure, but chartshelp
navigatethewatersandhopefully keep
some of us off the rocks, should a
perfect storm arise. m
@Traders.com ADVANTAGE"

This article was first published on 8/9/2007.
See www.Traders.com for more.

theindex past its Junelowslast month
and past its March lows on Friday.
Technicaly, RuT closed below the
March lows, and this support break is
bearish. However, thebreak isjust one
day old and it could still be an over-
shoot. The Russell 2000 ismade up of
high-beta small-cap stocks and these
are more volétile than large-caps. As
such, we can expect some overshoots
and | find it best to use support or
resistancezones. | am setting asupport
zone around 760 and the index is till
within 5 points of this zone.
Inaddition to asupport zonearound
760, the index is oversold by most
measures and ripe for abounce. Fir,
a 10% decline in 11 days is extreme
and a smple visua chart inspection
shows that this decline is overdone.
Second, therdl ativestrengthindex (Rs1)
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FIGURE 1: TORONTO STOCK EXCHANGE (S&P/TSX COMPOSITE), MONTHLY. How far will she
go? Will this be a modest dip or a bigger correction?
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FIGURE 1: $RUT, DAILY. The Russell 2000 declined over 10% in the last 11 days and
this is the sharpest decline since July 2002.
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dipped below 30for thethird timethis
year. Thefirst timewasin March and
the second in July. The index tried to
bouncelast week but failedandtheRs|
moved back below 30 on Friday. With
the RSl oversold, it istoo late to con-
sider short positionsandtradersshould
be on guard for an oversold bounce.
Look for the RSl to break above last
week’s high to start a bounce in mo-
mentum.

How far might an oversold bounce
extend? There are two methods to
measure upside targets. First, broken
supportlevelsturnintoresistance. $RUT
broke the June lows at 820 and this
break turnsintoresistance. Inaddition,

e

A Breakdown In
The Nikkei

by Arthur Hill

After meeting stiff resistance

from its March high, the Nikkei
gapped down and broke support
to reverse a 12-month uptrend. At
the very least, we can expect a
retracement of this big rally.

Tradable: $N225

ntheweekly chart (Figurel),
Othe Nikkei 225 ($N225) met

resstancefromitsMarchhigh
and gapped downlast week. Theindex
first closed above 18000 in mid-June
andthenstalledwithfivesmall candle-
sticks. These five small candlesticks
showed indecision, andtheindex indi-

the May lows can be incorporated as
broken support at 810 and there is a
broken support zone from 810 to 820.
Second, countertrend rallies usualy
retrace 38-62% of the prior decline
(~860 to ~755); 38% and 62% are
based on Fibonacci numbersand 50%
is based on Dow theory. This range
extends from 795 to 820. | would ex-
pect a 50-62% retracement and this
marks resistance around 807-820.
Takentogether, | wouldtarget anover-
sold bounce to the 805-820 region
(Figure2). m

This article was first published on 8/6/2007.
See www.Traders.com for more.
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cateditsmindwasmadeup, comingup
with a long black candlestick. The
decline featured a gap and broke the
trendlineextending upfrom June2006.
Thisgap should be considered bearish
aslong asit remains unfilled and the
trendline break signals a reversd in
momentum. Look for a move above
the July highsto reversethissignal.

Themomentumreversal isalsocap-
tured by the relative strength index
(Rsl) with its bresk below 50. The
indicator moved above 70 in March
and formed alower highin July. De-
spiteafive-monthadvanceback above
18000, the Rs! did not reach its prior
highand momentumwasnot asstrong.
Basedonweekly closing prices,anega:
tivedivergenceformed andtheindica-
tor went on to break the Junetrendline
aswell. Moreimportant, theRsi moved
bel ow 50, and thisputstheindicator in
the bottom half of its range (zero to
100). Momentumnow favorsthebears
and lower prices are expected.

Books:

The Definitive Guide to Forecasting
Using W.D.Gann's Square of Nine

The Best Trendline Methods of Alan
Andrews and Five New Trendline
Techniques.

MarketWarrior Software

Cycle Forecasts, Siderograph Forecasts, Square of Nine
Planet Lines & Aspects, Candle Patterns, Planet Speed,
Super-Pitchfork, Trend Tracker

www.MikulaForecasting.com
support@mikulaforecasting.com

For more information, visit the S&C ad index at Traders.com/reader/
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FIGURE 2: $RUT, DAILY. How far might an oversold bounce extend?
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FIGURE 1: NIKKEI 225, WEEKLY. The Nikkei met resistance from its March high and

gapped down recently.
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FIGURE 2: NIKKEI 225, WEEKLY. While Figure 1 examined the reversal, Figure 2 looks

at downside targets.

Figure 1 dedt with thereversal, and
now, Figure 2 looks at downside tar-
gets. Thefirst downsidetargetisbased
on the March low around 16500. Itis
also possible that a large double is
formingwiththeMarchand July highs.
A break belowtheMarchlow at 16500
would confirm this top and project
even further weakness.

The next support or target isaround
15500. This is based on the Septem-
ber—December 2006 lows and a 62%
retracement of theentireadvance. The

index bounced off 15500 twice last
year and there is obvioudy a lot of
support here. Thisisfurther reinforced
by the Fibonacci retracement. Correc-
tions are part of the natura ebb and
flow of anuptrend. Theadvancelasted
for ayear and amultimonth correction
is entirely feasible. The index is up
over 25% since last June but a 15%
declinewouldasobequitefeasible. m

This article was first published on 7/31/2007.
See www.Traders.com for more.
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There is an excellent reason why you should trade forex with GFT.
Actually, there are many reasons.

Just look. »

For more information, visit the S&C ad index at Traders.com/reader/
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NEW YORK | CHICAGO | LONDON** | TOKYO | SYDNEY | WORLD HEADQUARTERS: ADA, MICHIGAN, USA

GFT'S WORLDWIDE SERVICES

Having been in the forex dealing business for more than ten years—longer than most of our competitors—we have been able to assemble
some of the most impressive and comprehensive forex solutions available to traders today. With international offices and regulation on
four continents, we provide world-class solutions to traders in over 100 countries.

No matter what you are looking for from a forex dealer, from maximum flexibility to specific trading tools, we probably have it. Just look
at some of the features we offer to suit every trading style and skill level, from novice to experienced professional.

Competitive pricing, instant execution Wide range of markets

Leverage up to 400:1 (among the most flexible in the industry) 60+ currency pairs — more than most companies offering forex

allows you to trade larger positions with less money. trading—provides you with access to the majors and emerging markets.
Without appropriate use of risk management, a high degree of

leverage can lead to large losses as well as gains. Optionsfon spot forex*— not”only the vanilla options, but a wide
Spreads as low as 1-pip wide with GFT|Prime on real-time ElE2 erEGIE ol 2R el

executable rates from multiple banks gives you accurate pricing Forwards on forex*— standardized contracts and pick your own

and anonymous trading. value date contracts.

Up to $20 million in direct, single-click execution lets you get into Futures trading!*— 24-hour trading on global futures markets,

large trades without the fear of widened spreads. including all U.S. electronic and pit-traded futures, with deeply

. . . discounted commissions.

Virtually instant execution speeds—99 percent of orders are .

executed within tenths of a second of order receipt. Trade spot forex, options on forex, forex forwards and all
major global futures markets from one trading platform,

Knowledgeable dealing desk, available 24 hours a day, 5.5 days DealBook® 360, with advanced charting.*

a week to help you with any size order or trading matter. *Available late 2007.

Trade from anywhere with our DealBook® suite of products —

Versatile trading applications whether you are at home, your office, or out on the town.

DealBook® 360: — =
Our flagship downloadable powerhouse B SN e e M =.£

This award-winning software contains more features and flexibility than
nearly anything available on the market today. Years of testing and
virtually nonstop development have led to the creation of a platform that
can really perform for every trader, from novice traders to professionals.

=

e
ISR

= .| DealBook® WEB:
T=rzrtoioz:| Irade from any computer with an internet connection

e Whether you're traveling, at work or using someone else’s computer, you

e can use this streamlined web-based interface to trade your account in

———————— seconds. The latest in Web 2.0 technology gives you fast, real-time
market access from any web browser.

DealBook® Mobile:
The ultimate in live mobile trading

Trade from your PDA, BlackBerry® device or cell phone with our powerful

mobil_e trading solution._Monitqr prices and place and edit orders, all in Award-winning DealBook® 360, our free platform

real-time from your mobile device. that gives you complete customized trading with GFT.
Everything you need is just a right-click away, whether
it's a new order, a new indicator, or a new price chart!

— . T
(2 E LS ST E O3 R D EUE S 20 Sl ] GRS Create your own or modify existing indicators, and apply them to

L o your trading charts.
FIEE CUS) (e e el STE TR Ui g Pre e Automate your trading by creating your own set of trading rules
Work in “offline mode” to back-test your custom strategies that determine when you will get in and out of the market.
without risking your capital before implementing strategies in Chart Studio™ community forum for getting help and sharing
live market conditions. your CTL code and trading systems.

Complete forex solutions for every trading style - especially yours.
RELIABLE EXECUTION | TRADING SOFTWARE | CHARTING & ANALYSIS | EDUCATION

J

GFT

ABOVE ALL, INTEGRITY. IMPORTANT NOTE: Trading foreign exchange on margin carries a high level of risk, and may not be suitable for all
investors. The high degree of leverage can work against you as well as for you. Before deciding to trade foreign
exchange you should carefully consider your investment objectives, level of experience, and risk appetite. The possibility
exists that you could sustain a loss of some or all of your initial investment and therefore you should not invest money
that you cannot afford to lose. You should be aware of all the risks associated with foreign exchange trading, and seek
advice from an independent financial advisor if you have any doubts. Past performance is not necessarily indicative of

future results. © 2007 Global Futures & Forex, Ltd. All rights reserved.
**Services offered through GFT Global Markets UK Ltd. CDO3U.006.081407

For more information, visit the S&C ad index at Traders.com/reader/
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Fast and flexible orders

» Trailing stop orders allow you to automate your trading, so if the

Real-time account monitoring

» Floating P&L monitoring system based on current market

market moves in your direction your stop will follow the price,
reducing your risk exposure and maximizing potential profits.

If/then orders to create dual exit strategies to limit losses and
protect profits.

Slippage-control feature on market orders to enter or exit
volatile markets at your desired price range.

Our exclusive Direct Deal ordering system provides guaranteed
price and execution during almost any market condition,
complete with a slippage-control feature.

Limit orders to help protect your profits by making sure your
trade is executed at your specified price or better.

Trade visually from the charts! Act as you see familiar market
patterns and trade setups.

Parent and contingent orders (if/then) so you can set up your
entire trade while you are away from your trading desk, including
entry, exit and risk management, based on specific market prices.

Single-click ordering and virtually instantaneous execution
speeds give you maximum speed and efficiency so you can
respond to fast-moving markets and make quick trading decisions.

Place and change orders directly from the charts! Save time by
simply dragging your working orders to new positions on a price
chart to replace the order; place or cancel new orders, including

prices to quickly view your overall profit or loss for all of your
open positions in real-time.

» Detailed reports to track your account information at any time.*
All reports are provided in real-time so you can view up-to-the-
second information about your account and positions.

» Early margin warning and auto position close-out system to
help you manage your account equity and to help prevent
margin calls before they happen.

» Carry-trade friendly, with competitive daily swap and interest
roll rates on your open positions.

* May not be available for futures trading customers

Free, amazing charting capabilities

» Trade directly from the charts, so you can stay focused on
market activity.

» Place all types of orders from the charts, including stop orders,
limit orders, market orders and Direct Deal orders, backed by
GFT’s exclusive price and execution guarantee.

» Visually track, edit and cancel orders right from the charts so you
can trade instantly as you see familiar market patterns and trends.

market orders, stop orders and limit orders, right from the chart.
» Quickly change your orders, including stops and limits,
J directly from the charts by simply dragging a working order to a
new position on the chart.

M Is f k Ivsi » Customize nearly any aspect of the charts, from color and fonts
ore tools for market analysis to currency pair and chart display type.

» 85+ indicators provided free with standard-sized accounts, so » Receive e-mail or cell phone alerts when you’re away from your
you can apply the studies you need to analyze the market. computer when the market hits your specified price, whether
you are logged into DealBook® 360 or not.

» 30+ drawing tools, including trendlines, retracements, cycles as
well as support and resistance lines, to view market trends. » Quickly monitor a currency pair’s recent price activity by single-

» Fibonacci followers can apply retracement, projection, cycle and clicking to open a linked chart directly from the quote board.

fan tools; Gann devotees can apply Gann fans and retracements. » More than 85 technical indicators included free with our
standard-sized trading accounts, so you can analyze the

» Proprietary indicator subscriptions to help with entry and exit market by applying studies directly on the charts.

points, including Joe DiNapoli's D-Levels for Fibonacci-based

analysis, one of the few forward-looking indicators available for » 23 available charting timeframes, from tick to weekly or
financial market analysis. monthly, to view long-term or short-term market movements
and trends.

» Subscribe to Pro Commentary, our Elliott Wave-based commen-
tary service, to receive expert daily analysis for the seven major » Choose the chart type that best suits your trading prefer-
currency pairs. ences: bar, candle, line, point-and-figure, Kagi, three-line

» Try Foresight-A.L.™, our exclusive market-timing forecast subscrip- bieallelielkinieht
tion, to view market forecasts for the following day. » Convenient keyboard shortcuts to quickly navigate the currency
pair and timeframe menus.

Tools to give you a world of advantages

» Technical, dealing and customer support available 24 hours/day,
5.5 days a week, via online chat, phone or e-mail to provide you
with assistance when you need it.

Get a free demo trading account to trade in live market
conditions with simulated capital.

Receive free personalized training on our software from a
licensed GFT forex specialist. For more in-depth training,
register for an online course from our sister company, STI.

» New Offline Mode to analyze the markets even when you are not
logged on to test your trading strategies, back-test your indicators
and analyze historical price performance.

Open a standard account for only $2,500 or a mini account
for only $250. Get started now with our easy account-
opening process.

» Create custom pivot levels and high/low zones for historical
pivot monitoring.

» Get the portable power of DealBook® Mobile for BlackBerry®
devices, Windows Mobile® and all internet-enabled cell phones.

Apply online or via mail, and deposit funds in any currency
via credit card, e-check, PayPal®, bank transfer or check.

» Trade with the web-based platform of the future with DealBook®
WEB, which uses the latest in Web 2.0 technology.

» Voice-activated commands to place orders and use many other
features of DealBook® 360, hands-free.

» Use Strategy Runner™ to apply the trading strategies you've

r in third- ms within DealBook® .
created in third-party systems wit ealBook® 360 GLOBAL FOREX TRADING, Division of Global Futures & Forex, Ltd.
» Free streaming news from Dow Jones Newswires and Informa WORLDWIDE LEADERS IN ONLINE CURRENCY TRADING

Global Markets within the platform.

» RSS capabilities so you can add your own news feeds without
leaving the platforgyie Kt NRYHAN Your favorite sources.

» Economic calendar keeps you aware of upcoming economic
events that could affect the market and your order placement.

WWW.GFTFOREX.COM

Have questions? Contact a forex specialist
at 1.800.465.4373 or 1.616.956.9273.

» Daily and weekly commentary for a recap on currency movements
and events that have impacted the markets.

For more information, visit the S&C ad index at Traders.com/reader/
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ATTENTION
Fans of

Jim Sloman!

Jim has something new: Ocean Plus+

Ocean Plus, based on Ocean Theory, is a radical new extension
of the Ocean Standard software. Like Ocean Standard, it is self-
adjusting, close to non-arbitrary, timeframe-neutral, easy to use
and applicable for use in any market. But Ocean Plus adds two
things: The Ultimate Trend and The Ultimate Stop.

“Throw out 99.9% of all your other indicators. Ocean
is more powerful...It’s psychic.” —L.S., Los Angeles

The Ultimate Trend.

The most important thing you can do as a trader is to establish
how much the market is trending, how much kinetic energy it
has. Of course a market has various cross-currents of trends at all
times, but every market also has a true trend that stands out from
the others. If you can establish how much this trend can be relied
upon, you have in your possession the most important piece of
information about that market that you can have.

I can say unequivocally that you and Pat have created
a masterpiece in Ocean Plus+. —8.C. Virginia

The Ultimate Trend, or BTX (Bounded Trend Index) does that.
It is a revolutionary new way to establish how much trendiness a
market has at this time. It is self-adjusting; however, that quality
arises out of the equations themselves and is not arbitrarily deter-
mined. What the BTX does is establish, with the highest proba-
bility, the degree of trend in the market and measures it. Knowing
that, you know the most fundamental thing you need to know
about a market.

“BTX is brilliant! The information in it is profound.

The power of the natural order is far more evident.”
—C.C., Los Angeles

The Ultimate Stop

Also known as the STX (Stop Index), The Ultimate Stop is
truly amazing to see. You only have to look at charts of the
STX in operation to see how beautiful it is. It takes won-
derful shapes, turning and curving in incredible ways, fol-
lowing markets with a faithful high fidelity that represents
the greatest-probability optimum stop placement for that
market at that time.

“I find the STX quite amazing. Its uncanny ability is,

to say the least, quite impressive...intuitive...
powerful...valuable.” —D.B., New York

The Ultimate Stop is constantly molting itself, self-adjusting in
various twists and turns arising out of its algorithms. The code is
quite complex, yet also elegant and natural. The various parts of
the STX are continually talking to each other until they reach a
kind of consensus.

For more information please visit
mayyoubehappy.com
and click on the Ocean button at left.

For more information, visit the S&C ad index at Traders.com/reader/
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A Long-Term
Analysis Of The
DJIA

by Koos van der Merwe

Are the events of the week ended
July 27 the start of a major correc-
tion in the Dow Jones Industrial
Average? A look at the chart
presents conflicting evidence.

Tradable: DWIX

igure 1 is a yearly semiloga
rithmic chart of the Dow Jones
Industrid Average(DJaA) from

1890. Theindicatorsonthechart are
as follows:

E A Fisher transform cal culation of
the moving aver age conver gence/
divergence (MAcD) of the highs.
Thisindicatorissuperimposed onthe
pricechartandclearly showsthehigh
of 1929, thelow of 1944 followed by
thehigh of 1965, and thelow of 1982
leadingtothehigh of 2006. Notehow
thebubble of 2000 appearsasasmall
correctioncomparedtothemeltdown
of the 1930s. Thisisbecause asemi-
logarithmic chart measures price
movement relative to the movement
at that time. Theindicator issuggest-
ing a correction should occur in the
near future. Onthechart thedegreeof
the future correction could be minor,
but the percentage correction as we
know could be painful.

m Thesecond indicator inanindi-
cator window istherapid Rsl. This
indicator called the high of 1929 as
it broke above the 70 line. It then
fell to the 30 line suggesting that
the correction could possibly have
ended, and that a new long-term

November/December 2007
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bull market wasstarting. However,
in1951 it crossed abovethe 70line
once again suggesting caution, but
the signal was too early, as the
correction only occurred in 1965.
Theindicator only broke bel ow the
70linegiving asell signal in 1966,
as shown by the two arrows. The
start of the 1975 bull market was
not suggested at all by the indica-
tor, which only broke and then
moved abovethe50line. Using the
indicator purely asasell indicator,
wecan seethat itiscurrently above
the 70line, and asell signal hasnot
been given — yet.

My fina indicator isastochastic
Rs with an 8 parameter. | use this
indicator as a buy indicator. Its sdll
sideisfar too early, which iswhy |
prefertherapidRs asasdll indicator.
Asyou can see, itissuggesting abuy
signd at the moment, and with the
rapid RS not givingasell signal, and
the Fisher transform of the MACD
highsstill inasidewaysmovement, |
wouldbeinclinedtobelievethatthere
is gtill some srength in the DJA
beforeamajor correctionoccurs. The
pattern at point A does suggest that
althoughthestochastic Rs hasgiven
abuy signal, the other two indicators
aand b abovehavegivendefinitesdll
signds, and the index then moved
sideways before drifting down. This
could well occur now, but only when
a sl has been given.

To conclude, the DJA, on ayearly
chart, hasnot givenasell signal ... yet.
A buy signal hasbeen given, suggest-
ing that the trend for the year is still
up, but indications of an overbought
position are present and could turnto
a sl at any time. To fine-tune the
trend, aweekly and daily chart should
belooked at. m
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This article was first published on 8/2/2007.
See www.Traders.com for more.
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FIGURE 1: DOW JONES INDUSTRIAL AVERAGE, 1890 TO 2007. The start of a major

correction? Or not?
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RSI: Platinum’s
Failure Swing

by David Penn

Using the relative strength index to
spot potential turns in the market.

Tradable: PLN7

relative strength index (RSI). It's

nothing persond; it's just that |
aways found oscillators like the sto-
chastic and the moving average con-
vergence/divergence histogram
(MACDH) and the TRIX to be more
hel pful for thekind of technical analy-
sis| do.

Oneof thethings| havefoundinter-
esting about the RS, though, wasthe
idea of the failure swing. The falure
swing in the RSl occurs when the

I have never been ahugefan of the

G

WA Y \ )

indicator reaches an extreme, either
overbought or oversold, andthen pulls
back out of extremeterritory. Traders
then look to see if the market makes
another move toward the extreme —
only this time failing to enter over-
bought or oversold territory.

If the market movesback below the
low between the two peaks (in the
example of an uptrend) or back up
abovethehighbetweenthetwotroughs
(in the example of adowntrend), then
the market has made what J. Welles
Wilder cdled a “falure swing.” As
such, the market is increasingly vul-
nerableto reversal.

The chart of platinum futures in
Figure 1 provides an example of a
failure swing in action. Note how the
market made a high in April, pulled
back, and made ahigher highin May.
At thesametime, therelative strength
index madeahighin April and alower
high in May. This in and of itself
created abearish, negativedivergence
that should have alerted traders to the

=
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vulnerability of the platinum mar-
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ket to correction.
Failureswingscanappear withor
without being a part of a diver-
gence. Here, the failure swing ap-
pears as part of a divergence. Re-
gardless, however, we can see how

it

the failure swing develops. Note |Pn
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how the second, lower high does |
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not penetrate into the overbought
zone, andinstead, movesdownand,

I =

by the middle of May, has passed

0
iy . =

below the low point between the
two peaks. Themoment the market
doessoonaclosingbasis, thetrader
can consider making a bet against
the market.

Using the example in Figure 1,
the trader would have gotten the
signal on May 17 with a close of
1317.90. Going short the following
open, the trader would have a short
entry at approximately 1314. Although
themarket moved higher ontheday of
entry — rallying as high as 1328 —
within days the platinum market was

FIGURE 1: PLATINUM, JULY FUTURES DAILY.
At the same time that July platinum was
developing a negative or bearish diver-
gence in the spring, a failure swing was
setting up. The failure swing was confirmed
by mid-May, when the RSI fell below the
low point between the April and May peaks.

infull retreat. Five daysafter the short
entry, July platinum was trading at
1277.80 and still moving lower. m
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This article was first published on 6/28/2007.
See www.Traders.com for more.
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The DJIA’s
Double Top Test

by Gary Grosschadl

The Dow Jones Industrial Average
is currently trying to find support
from its 50-day moving average.
This coincides with a possible
double-top formation.

Tradable: $INDU

igurel, adaily chart, hintsat a

F possiblebounceoff the50-day

exponential moving average

(EmMA), whichrelatesto previoussup-

port. Thisalso servesasadouble-top

test asthe symmetry looks good and
the trendline is established.

If the bounce is good and the bulls
have enough stamina, atripletopviaa
third pesk isapossibility. If instead it
falters and closes below the trendline
a about 13250, then the double top
looks good and the compl etion target
would be at about 12800.

The completion target for this pat-
ternisthedistancefromthepeak tothe
trendline, as applied to a downside
break below the trendline. Note that
the ever-important 200-day EMA cur-
rently looms 200 points below that

bearish tone. At the top of the
chart, the average directiona
movement index (ADX) shows
a somewhat rare pattern. It's
not often we seeadoubl etop of
theADXx line. That clearlyledto
abearishcrossof itsDI lines, or
directiona indicators. In sm-
pler terms, the previoushbullish
trend isover.

Below the chart the moving
average convergence/diver-
gence (MACD) and therelative
strength index (Rs1) are show-
ing pronounced negativediver-
gences to recent price action.
Thisforetoldtheensuingtest of
the previous support of the
double top trendline.

Butisitredly over? That is
the real question. Renewed
downside is something to be
wary of, especialy when con-
sidering the Chaikin money
flow indicator (CMF). TheCMF
showsasevereerosion of bull-
ish buying power. If the bulls
have left the party, who will
drivethisindextonew heights?

All things considered, | will
be surprised if athird pesk en-
suesbeforefurther downsideis
explored. Keepyour eyeonthe
trendline; a close below spells
trouble. Asalways, the market
hasthefinal say. m
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If the bounce is good

and the bulls have

enough stamina, a

triple top via a third

peak is a possibility. —_—

14 21 z29Jun 11 18 25

STOCKCHARTS.COM
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FIGURE 1: DJIA, DAILY. There’s a possible double top for the Dow Jones Industrial Average
if the trendline fails on this chart.
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SoWhat Is The True
Elliott Wave Count?

by Koos van der Merwe
We should stick to the rules.

Tradable: SPX and DWIX

T he most important rule of Elliott wave
anaysisis“ The wave structure must look
right.” It isbecause of thisrule— onethat
| ignored when | believed the Standard & Poor’s
500wasin aB-waveupward—that | changed my
outlook about the wave count. In Figure 1, | have
shown my origind wave count in red with a
question mark. My new wave count suggests that
what | believed was a B-wave could be the begin-
ningsof awaveV.
To recap the basic wave rules:

E The wave pattern must look right. By
this | mean that wave 3 should be equal to or
greater than wave 1. That waves 1 and 5
should be equal in length, and that wave 4
shouldfall to the fourth wave of lesser degree
and beacomplicatedwaveif wave2issimple,
and vice versa.

E In time, an ABC correction should be
38.2% of theriseof wavelto5. Thisrulehas
been more successful in analyzing gold, but
nevertheless it can be used as a guideline in
determining when we can see an end to the
devastating C wave.

E Finally, in amajor A-B-C waveretrace-
ment — that is, at the end of a long-term
bull cycle, theA and C wavesshouldretrace
in a five-impulse wave and could retrace
further than the fourth wave of lesser de-
gree. Thequestion arisesastowhether therise
from 1974 to July 2000 is a major long-term
bull cycle.

To answer thisquestion, let uslook at achart
of the Dow Jones Industrial Average (DJA)
from 1890.

Figure 2 isasemilog chart and clearly shows
thewave | and wave |l correction of the 1930s.
Note how the relative strength index (RsI) be-
came oversold and gave abuy signal. The only
other time a buy signal was given was in Sep-
tember 1974. It is because of this that | have
| abel ed the correction of March 2000 to Decem-
ber 2002 as a minor fourth-wave correction,
rather than amajor one.

Do note the trendline drawn from the low of
wavell in1932tothelow of wave4. A paralld line
(semilog) shows that the DJA penetrated it in
March 1966 but thenusedthelineassupportfor the
wave-iv correction. The trendline also suggests
that thewave V top could bein the 18000 region.
This will be confirmed if the RS completes a
divergence top.

So athoughinmy first chart | am showing an
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FIGURE 1: S&P 500. This shows possible cyclical turning points.
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FIGURE 2: DJIA. Here’s the ultra long-term DJIA semilog chart.

S& P 500 chart with awave count, the long-term
chart of the DJA is suggesting that the S& P 500
has still some way up to go, possibly to the level
of 1684 as suggested by the MoB line of Ad-
vanced GET. Whereasthe MoB lineis suggesting
adate of December 2010 as a top, the Fibonacci
time lineis suggesting April 2010.

Returning to the chart of the S& P 500, it is now
obviousthat the 2000 correction isawave 4 correc-
tion, and becauseof itsdepth, a50% correction of the
risefrom 1974 to 2000, the fifth wave should not be
very high. Wavel, infact, wasonly 260 points(321-
61=260). WaveV hasfar exceededthislength. Does
the wave count meet the first rule of Elliott —
namely, it must look right? Yes, in my opinion it

Whereas the MOB line is
suggesting a date of

Decemb

does. The chart also suggests that the major ABC
correction, when it occurs, should retrace to some-
where between the high of 1966 and the low of
1974, the dates of the fourth wave of lesser degree
shown on the long-term DJA chart. m

This article was first published on 6/26/2007.
See www.Traders.com for more.
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¢¢ Before TradeStation, | felt like 66 | used to stare at my screen €6 | used to think my discount

| was guessing when | got in all day and still miss the broker was saving me

and out of the market. Now move sometimes. NOW money. Now with

| back-test different TradeStation does TradeStation | can
strategies before | the monitoring for  trade for as little
trade...talk about a me—and helps as $1 per trade.”

confidence booster.?? me react instantly.

matization

* GAIN Capital Group, Inc. acts as the counterparty for each forex transaction and as a liquidity provider to clients using its access to the inter-bank market. In doing so, GAIN Capital
Group, Inc. assumes the risk associated with each transaction. A portion of GAIN Capital Group, Inc. and TradeStation Securities’ profitability may be the difference between the bid
and the offer provided to the client, as well as GAIN Capital Group, Inc.’s ability to offset any risk transferred to GAIN Capital Group, Inc. by clients.

Ratings and awards are hased on: (1) for Stocks & Commaodities, in each award category, the company that receives the highest number of votes cast by the magazine’s
subscribers over a fixed time period that ends shortly before announcement of the awards; (2) for Barron’s, a hands-on review of each company’s online brokerage products and

services by a Barron’s journalist, in several categories, after which numerical scores are assigned per category and aggregated to determine overall numerical score and star rating. -
You may contact TradeStation if you are interested in learning more about these ratings and awards. Barron’s is a registered trademark of Dow Jones. . ey .

For more information, visit the S&C ad index at Traders.com/reader/
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The QQQQ’s
Intraday Head &
Shoulders Top

by David Penn

The rally in the NASDAQ 100
lasted almost a month before a
head & shoulders pattern sig-
naled a correction.

Tradable: QQQQ

HEAD & SHOULDERS TOP
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Advance Block
In QQQAQA

by Chaitali Mohile

The bullish rally is blocked with an
advance block candlestick pattern
in PowerShares QQQ Trust.

Tradable: QQQQ

n advance block is a bearish
A reversal candlestick pattern

that appears in an uptrend.
This pattern is a derivation of three
white soldiers. InFigure 1, Qoo was
attempting abullishrally fromthe $47
level, whichisbel ow the50-day expo-
nential moving average (EMA). The
first candleinthecircleisvery bullish
with asmaller upper shadow; the sec-
ond and third candles were bullish as
well, but the upper shadows are much
longer, showing weaknessintherally.
Thisaction makesthe pattern differ-
ent from the three white soldiers.
The basic difference in the two pat-
ternsisthat advanceblock appearsin
anuptrend, whilethesoldierspattern
appearsin adowntrend. In addition,
in three white soldiers al the three
candlesendclosetotheir days highs,
whereas here the second and third
candles fail to close near a high,
indicating nervous participants.

many of the traditional chart pat-

ternssuch astriangles, diamonds,
andhead & shouldersinintraday charts
compared to daily or weekly charts. It
would be one thing if | were smply
canvassing al of the intraday price
actionin al the stocks of the Wilshire
5000 for chart patterns. But many of
the patterns | find are in exchange
traded funds— even exchange traded
index funds — which are afar more
restrictive survey sample.

Thehead & shoulderspatterninthe
QooQwasasclosetoided asyou are
likely to find. Developing over the
days between July 13 and 24, the pat-
tern has the requisite shape of two
peaks (“shoulders’) separated by a
higher peak (“ head”). Theactual breek-
down from this pattern occurred early
in the afternoon of July 24, with the
QQQQ falling nearly 60 cents in an
hour. The market bounced — or,
rather, moved sideways — for afew
days before resuming the decline.

I 've had much better luck finding

In Figure 1, QQQQ started a down-
ward move at $50.66. This negative
momentum came up with the entire
market slump; otherwise, the uptrend
inthe stock was sustained. Thelossof
$4ontherally doesnot turnanuptrend
to down, and the QQQQ beganitsbull-
ish move, violating the 50-day EMA
resistance. Overall weaknesses in the
entire market followed by global tur-
bulenceweakened thefirst pullback in
the stock. QQQQ started a second up-
ward raly from the same support of
$46.98 with good bullish strength ini-
tialy, but the second day and the third
witnessed some profit-taking near the
the extremes of two trading sessions.
The profit-taking action showslosing
bullish power.

Advanceblock hasalready shown
its effect. Leaving behind a 50-day
EMA support, QQQQ dipped below
$46.98. To identify the future direc-
tion, refer to the moving average
convergence/divergence (MACD)
(12, 26, 9) and the stochastic (14, 3,
3). The MACD (12, 26, 9) is highly
negative after its bearish crossover
at the end of July. Currently, the
indicator has aso moved below its
zero line, pouring weaknessinto the
rally. The histogram has continued
below the zero line.

The stochastic (14,3,3) was over-
bought when the price was hovering
near the$50level. Thepricenosedived,
carrying thestochastic (14, 3, 3) tothe
oversold area. Theadvanceblock pat-
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Given the size of the
head & shoulders pat-

QQOo-[OTC) 4328 007 -0.14%4

tern, about $1.00, and
a breakdown leve at
about 49.64, we can
project a minimum
move to the 48.60—
48.50 area. Note that
this coincides with
potentia supportatthe
morninglowfromJuly
11 just south of 48.50.

In addition, note
how thehead & shoul-

| | I i|||

MHFI

ders pattern coincides e
with the 1-2-3 trend
reversal (Figure 1).
TheQoqghbrokedown
below the trendline
that supportedtherally
from late June on the
morning of July 24 toformthe“1” of
the1-2-3trendreversa,andthebounce
hourslater represented stage 2. Stage 3
of thereversal followed shortly there-
after asthelow from stage 1 of the 1-

QQQQ (PowerShares Q0 Trust) Nasdag Gk
A0-Aug-2007

= MACD(1Z,26,9) -0,187, -0.001, -0.186

FIGURE 1: NASDAQ 100 UNIT TRUST (QQQQ), HOURLY. This
head & shoulders top emerged at the end of a nearly
month-long advance inthe NASDAQ 100. Note also how
the head & shoulders pattern — and its breakdown —
also complete a 1-2-3 trend reversal.

) TiE0

T2 e THE

2-3trend reversal wastaken out to the
downside. m

This article was first published on 7/27/2007.
See www.Traders.com for more.
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back to its low pivot.

tern stopped thisupward trip from the
oversoldpositionandtheindicator had
toturn back. So currently, bothindica-
tors have abearish indication.

With the bearish scenario on the
chart, Power SharesQQQ Trustislikely
to see more downside. Support levels
like $46 and the 200-day EMA should
be observed.

Augs

FIGURE 1: QQQQ, DAILY. Due to the advance block in the uptrend, the bullish retraced

:
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This article was first published on 8/17/2007.
See www.Traders.com for more.
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Cup With Handle
Becomes

Diamond @

by David Penn
A failed breakout sets up a

diamond consolidation in the
Dow transports.

Tradable: $TRAN
ack in late May, | wrote an
articlefor Traders.comAdvan-

tage that suggested that a
large cup with handle pattern in the
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FIGURE 1: DOW JONES TRANSPORTATION AVERAGE, DAILY. The
breakout from the cup with handle pattern failed in the first few
days of June. A lower low was created in June vis-a-vis May,
warning of the potential for further weakness going forward.

FIGURE 2: DOW JONES TRANSPORTATION AVERAGE, WEEKLY. The
long lower shadows on the weekly candlestick lines in June
suggest weakness on the part of sellers trying to push the
market lower in the wake of the failed breakout in late May.

Dow transportswasabullishsignfor

the group — and perhaps for stocks

in general (“A Cup With Handle In Transports,”
May 31, 2007).

Thetrangportsindeed brokeout of aconsolidation
range in late May. However, sdllers quickly over-
whel med the breakout, sending themarket tumbling
back into the consolidation range by mid-June. See
Figure 1.

But theweekly chart reflected underlying weak-
ness on the part of the sellers when it came to
pushing the market lower, rather than merely stop-
pingthemovehigher onthefirst attempt (Figure?2).
Weekly candlestick lines in the first half of June
featured|onglower shadows, suggesting aninabil-
ity onthepart of sellerstoclosethemarket at or near
thelowsgivenkey opportunities. Theseopportuni-
ties revealed themselves in the first, second, and
third weeks of June, yet buyers, who had been
beaten on the breakout, stepped up to prevent the
market from breaking down.

This weakness in the weekly candlestick lines
helped suggest that while the transports may not
have been ready to break out, they werenot yet in
any mood to break down, either.

The failed breakout, pullback, and resumption
in the Dow transports invalidated the cup with
handlepattern, butit al so seemedto createanother
consolidation pattern: adiamond (Figure 3). Dia-

DO JOKES TRANSFORTATION  S413.02 4334 0.51%
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FIGURE 3: DOW JONES TRANSPORTATION AVERAGE, DAILY.
The failed breakout and pullback in the Dow trans-
ports contributed toward the development of this dia-
mond pattern. A breakout to the upside in early July
ledto new all-time highsin the transports by midmonth.

mond patterns, liketheir cousinsthe symmetrical
triangle, serve as both continuation and reversal
patterns. However, in the context of the previous
cup with handle pattern (which was bullish) and
thefailure of thefailed breakout toresultin atrue
reversal (also bullish), technicians had reason to
hope if not believe that the diamond in the Dow
transportswould resultinabreakout totheupside.

That breakout to the upside did in fact occur.
How far might it go? The width of the diamond

pattern is approximately 325 points. With a
breakout at approximately 5,215, thissuggestsan
upside target near 5,540. m

SUGGESTED READING
Penn, David[2007].“ A CupWithHandleInTrans-
ports,” Traders.com Advantage, May 31.

This article was first published on 7/16/2007.
See www.Traders.com for more.
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The Dow Jones
Pitchfork View

by Gary Grosschadl

The Dow Jones Industrial Average
has declined some 800 points from
its 14,000 high. What is the next
likely move?

Tradable: $DJIA

T he daily chart of this most-
watched index shows a mag-
nificent run from the low on
this chart of 12,000 to agiddy 14,000
high(Figurel). Onelesscommonway
of showing possiblesupportandresis-
tance comes from the Andrews line
method, also known as the Andrews
pitchfork tool. With thismethod, three
turning pointsare chosen (inthiscase,
turningpointsy, 2, 3) andthenthechart
software automatically plots the me-
dian lines representing likely support
andresistancelevels.Oneof the“rules’
of pitchfork theory maintains that a
move off either the upper median line
or the lower median line eventually
reaches the center median line.

Here we have the perfect example.
Remember that this can be plotted in
advance— after theturnstartsat 14000.
Here we see aperfect bounce attempt
a thismedian line.

Wheat arethe possibilitiesgoing for-
wardfromhere?Let’ signorethemov-
ing average lines for the moment and
just consider thepitchfork itself. If this
median line holds, then a bullish bias
persistsasthispitchfork pointsup. The
continued rise will tend to stay be-
tween the median line and the upper
median line until one of those linesis
violated. Should a future test of this

center median linefail, then therewill
beapull towardthelower medianline.
The bigger picture saysthe uptrend is
intact aslong asthelower medianline
isnot violated. Traders, being traders,
will often play the anticipated moves
between the three median lines.

Now let’s factor in those moving
averagelines. The50-day exponential
moving average (EMA), themore sen-
sitivesister of thesmplemoving aver-
age, held support duringthemajor part
of thisrise. Withit now being violated
to the downside, it should be consid-
ered important overhead resistance. If
thisbounceoff themedian lineisto be
sustainable vs. short-lived, then the
index must close above the 50-day
EMA. Failure at thisEMA would result
in another median line test but in my
mind most likely would bring about a
testof theever-important 200-day EMA
currently at 12,800. Under bearish-
enough conditions, should the 200-
day EMA give way, then the lower
median line near 12,200 could be a
trading target.

Severa indicators are considered.
At thetop of the chart, the directional
movement indicator shows a bearish
stancewitharisingaveragedirectional
index (ADX) between bearishly poised
DIs(directional movementindicators).
Below the chart, the moving average
convergence/divergence (MACD)
shows a sdll signal occurring several
trading daysago. Therelativestrength
index (Rsl) shows a decline from the
70leve, whichfell belowthe501evd.
Watch this 50 level asapossible key
resistance going forward.

Finally, the stochastic oscillator re-
minds traders that thisis an oversold
conditionwithabounceattempt likely
under way.

In summary, a bounce attempt is
being made with the immediate up-
sidetest being the 50-day EMA. Fail-
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FIGURE 1: $INDU, DAILY. This Andrews pitchfork shows a perfect bounce (so far) at

the median line.

ure there could bring a swing down
to test the 200-day EMA. Should that
occur, keep an eye on those median
linesfor further guidance of support
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and resistance. =
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Oil Service Stocks
Test Support Of
Trend Channel

by David Penn

As the advance in oil prices stalls,
oil service stocks move to the low
end of a trend channel that has
contained prices for months.

Tradable: OIH, CLU7
y previouslook at oil and
M oil stocks considered the
challenge that crude oil
would have in making new highs.
This was in the wake of the late
spring correction that saw crude oil
dlip from 68 to 61 (basis June).
Interestingly, oil service stocks
were breaking out of an old trend
channel at precisely the same time
that crude oil was in a correction
mode (that is, April into early May).
Generally, when commodity stocks
are moving higher while the com-
modity iscorrecting, traderstakethat

forabullishsignal. Trad-

Oil Swe Holdrs Tr 17312 348 -1.37%

[CLUT-Crude Qil (Sep 2007) 6820 -157 -Z2%h

ers expect the commod-
ity to catch up with the
bullishness of the com-
modity stocks.

Inaway, crudeoil fu-
tures did catch up. By
late May it looked in-
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crude, and by mid-June,
crude oil was back test-
ing year-to-date highs. 24

But that test remains
to be passed insofar as
crude oil set new year-
to-datehighsonly topull
back, failing to follow
through to the upside.
When this happens, it
often signals significant
weakness on the part of the bulls.
Opportunities for reversal often ap-
pear in just these situations.

With crude oil finding trouble
moving higher, itisof little surprise
toseeoil servicestocksmovingback
down toward the lower end of its
morerecenttrend channel. Thistrend
channel began when oil service
stocksbrokeoutinthespringand has
contained pricesinthe OIH ever since.

i

FIGURE 1: OIL SERVICE HOLDRS TRUST, DAILY.
OIH developed a more aggressive uptrend in
the spring of 2007 as it broke free from an
initial, three-month trend channel. The new
trend channel has contained OIH prices but is
being tested for support late in June.
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FIGURE 2: CRUDE OIL, SEPTEMBER
DAILY. Crude oil futures bottomed in May, just
as shares of oil service companies were accel-
erating to the upside. But crude oil’s failure to
follow through after making new year-to-date
highs combines with a pullback in oil service
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stocks to paint an intermediate-term bearish
picture for oil and oil stocks.

The lower boundary of this trend
channel wastested onceinearly June
and now appearsto betested again at
the end of the month.

There are two main ways to trade
atest of trendline. The first is pro-
trend. Buy themarket and either place
astop below the trendline or decide
to exit on the first close below the
lower boundary of thetrend channel.
The second approach is to play the

potential breakdown. Inthisscenario,
youwould short thefirst closebelow
thelower boundary of thetrend chan-
nel. Withachannel height just shy of
14, a breakdown below the trend
channel could takethe OiH to aslow
as 155.
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This article was first published on 6/27/2007.
See www.Traders.com for more.

Gold & Silver
Index Move In
Narrower Range

by Chaitali Mohile

The symmetrical triangle on the
$XAU chart is likely to contract the
Index range.

Tradable: $XAU

he Gold & Silver Index

I ($XAU) has been undergo-
ing ahighly volatile session

since May 2006 with a high of 170.
The downward journey of the index
began with the negative divergence
on the relative strength index (Rsl)
(14) against the higher high madeon
the price chart. The lowermost and
strongest support was around 125
level, and this support was tested
many timesduring thevolatilerally.

The lower highs and higher lows
further narrowedtherally, forminga
symmetrical triangle on the weekly
chart (Figure 1). As the triangle
reachesthe maturity level, the upper
resistancelineand thelower support
will movecloser, tighteningtherally
further. In Figure 1, the 145 level is
theresistance and 135 isthe support
level to be observed. Tradesmay get
trapped in this 10-point range. Be-
low 135, the 125 level will be the
major support.

Themoving averageconvergence/
divergence (MACD) (12, 26, 9) is
also showing avolatile run. Thein-
dicator has been moving very close
toitstrigger line, but the fact that it
has sustained abovethe zerolineisa
positivesign. TheRslI (14) isindicat-
ing bullish strength with a support
level of 50.

In Figure 2, the 134-135 level is
seen asmajor support throughout the
raly. The index in its range-bound
moveof 134-144 established thesup-
port level at the 200-day moving
average and the 50-day moving av-
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FIGURE 1: $XAU, WEEKLY. The symmetrical triangle formed can narrow the index

movement further.
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g g so some kind of bullish rally , , .
The symmetrical triangle on - can beexpected. Theultimate gzxﬂlnjztﬁgﬂu?lda 'O 13205 Hi 14025 Lo 137 54 C1 1517 Ch) 575 (0.80%v
Figure 1 and the trendline upper resistance of 145inthe [BMRSI(14) 51.26 | 1 - '

resistance on Figure2are  weckly chart can be marked | - ' : : 70
indicating a narrow range in  during the bullish rally. TSL : :
the Gold & Silver Index. Thus, the symmetrical tri-

angle on Figure 1 and the L e e e
erage. Currently, $XAu stands on  trendlineresistanceonFigure i ﬂﬁ:&% (Daily) 139:17
the 50-day moving average support  2areindicatinganarrow range |—=marz00) 127.19
andisready tomovetowarditsupper in the Gold & Silver Index. i

resistance, as indicated by drawing Themaximum 10-point range
thetrendline. Onthedaily chart(Fig- is a high-risk trade, though
ure 2), the levels to be watched are  both indicators on the charts
142 (resistance), the 200-day mov- arebullish. m

ing average asfirst support, and 134 -
asfinal support. The MACD (12, 26, @T’Tﬁiﬁifﬁs‘?ﬂ?pﬁ‘bﬂﬁ‘ﬂl%gﬁ
9) iS ShOWl ng a pOS| tive divergence’ See www. Traders.com for more.
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FIGURE 2: $XAU, DAILY. The positive divergence in the MACD (12, 26, 9) may result in a
marginal bullish rally.

TAKE CoONTROL OF YOUR FINANCIAL FUTURE!

The Profitunity Trading Group offers over 40 years of trading experience to our clients. Our methodology works
in both stocks and commodities, and can be utilized in day trading as well as long term trading successfully. Join

the winning team and take control of your financial future. No one will take care of your money better than you/

We offer a wide range of services: We don’t just teach... We trade!
* NEW 8-Week Home Study Course

e 2-Day Private Tutorials

Indicators Compatible with:
* CQG™ * eSignal™ o

* Free Ongoing Technical S
rec Longoing lechinical SUpport MetaStock™ ® TradeStation™

e Psychological Assistance

e Free Indicators Included in Course " I started out with $23,500 in my account.

* Designed for Commodities & Stocks As of today I have over $50,000 in cash and
open contracts. In less than six months I have

P ro f I t url I [ Y over doubled my account” -D. Todd

TRADING GROUP For more information call: 760-436-8054
The holistic approach to trading and investing. '@ P e Or email: traders@profitunity.com

Visit us at: WWW.PROFITUNITY.COM

Testimonials were sent to Profitunity Trading Group from actual investors trading the Profitunity Trading Group system. There is a risk of loss in trading commodities.

For more information, visit the S&C ad index at Traders.com/reader/



November/December 2007

Is It TimeTo
Nibble At Gold?

by Koos van der Merwe

The XAU i-Share is close to
thinking so.

Tradable: XAU-T

igure 1 shows the XAuU with
F Donchianchannels.(20,0). The
blueandredarrowsonthechart
aresuggestedbuy and sdll positions. In
all cases| have suggested abuy when
the Donchian lower bar has been
reached and the stochastic oscillator
(8,10) is below the 20 horizontal line
and has given a buy signd. A sl
signd is when the upper Donchian
channd is reached and the stochastic
(8,10) is oversold and given a sl
signd. At the moment, the i-Share
does appear to be touching the lower
Donchian channel, but the stochastic
oscillatorisnot quiteoversoldathough
it does appear to be touching the 20
level. We could wait for alower level
before buying.

Figure 2 suggests that although a
buy signd is closg, it has not been
triggered yet. My indicators used are
asfollows:

[EN Superimposed on the index is a
Fisher transform of the MACD of
the highs. This indicator is till
suggesting weakness.

A Rapid Rsi modified. Although
the indicator is playing with the
lower level, it has not yet sug-
gested abuy signal.

[T
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FIGURE 1: XAU I-SHARE WITH DONCHIAN CHANNELS. The blue and red arrows are suggested buy and sell positions.

Thestochastic Rsi isstill falling.

Although the XAuU i-Share looks
promising, a buy signal has not been
givenasof yet, butitisworthwatching
because asignal could betriggered in
the near future. Isit time to nibble at
gold?Not yet, but you couldtasteit. m

This article was first published on 8/24/2007.
See www.Traders.com for more.
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) . Not a buy signal yet i
but it's close to
beingone

FIGURE 2: XAU I-SHARE WITH VARIOUS OSCILLATORS. A buy signal may be close, but not

just yet.

Energy Select
Sector May
Undergo Some
More Correction

by Chaitali Mohile

XLE has moved into the over-
bought area, and the daily price
chart has formed a rising wedge.
The sector is likely to witness a
correction during the uptrend.

Tradable: XLE

igure 1 shows the energy sec-

F tor in a strong uptrend begin-
ning its bullish rally from as

low as $60 up to $74. The 50-day
exponential moving average (EMA)
shows the upward path of the sector.
Thissupport wastested once at the 67
level. In addition, price retraced more
thanonceatthislevel, formingastrong
support, though ahigher highwasalso
made. The raly that began from the
50-day EMA support formed a rising
wedge. A rising wedge in an uptrend

can bring atemporary fal inthe price.
Sometimes, this formation can be a
continuation pattern as well. In the
daily chart in Figure 1, the sector has
already begun its down journey, con-
firming theformationto beareversal.
Asaresult, thepriceislikely toretrace
to itslow pivot. The volume shows a
more volatile move than the price
throughout the rally.

The stochastic (14, 3, 3) isin an
overbought area, which has added
pressureonthepricecorrection. This
indicator can move flat at the over-
bought level and carry on thebullish
rally. But on the daily chart, the

stochastic (14, 3, 3) failed to move
flat, thusindicating the weaknessin
the bullish rally. The moving aver-
ageconvergence/divergence(MACD)
(12, 26, 9) hastipped down, soit may
retracetoitstrigger linesupport. The
averagedirectional movementindex
(ADX) (14) indicates a developing
uptrend with reducing bullish pres-
sureand aweak bearish pressure. As
a result, the uptrend could sustain,
eventhough price may witnesssome
correction.

Thesector hasaready moved down
$2 from the $74 level. Therefore, the
50-day exponential moving average

ADVANCEDGET
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(EmA) will be an important support
level for thiscorrection. A seriouscor-
rection is not expected on this forma-
tion, but the lowest support of $67
should be observed.

In 2007, the Energy Select Sector
SPDR (XLE) bottomed out in therange
of 54-60. The 54 level was a support
level andthe60level wasavery strong
resistance, which pulled the price as
low as$50in 2006. Asaresult, viol at-
ing thisresistance required heavy vol-
ume and strong indicator support. Ac-
cordingly, the stochastic (14, 3, 3) of-
fered good buying opportunity at the
20 level. The MACD (12, 26, 9) dso
had a bullish crossover, and the aver-
agedirectional movementindex (ADX)
(14) pulled up, with the positivedirec-
tiona index (+DI) gaining the trend
strength. Thereafter, the Abx (14)
moved steeply upward, indicating a
good devel oping uptrend.

The upward raly from 60 gave a
handsome profit of $14 to traders. As
atrader, | would be more watchful at
thiscurrent level, astheextended raly
from $68 to $74 ismore volatile than
the previous one. In addition, the sto-
chastic (14, 3, 3) ishighly overbought

| -

Barrick Gold’s
2B Top

by David Penn

Look, Ma, no indicators! How
resistance, new highs, and a
failure to follow through helped
traders trade the top in ABX.

Tradable: ABX

helpful things a trader can do is
spend some time looking at price
charts without technical indicators. |
love my technical indicators as much
asthenext market technician. But itis
often refreshing to be reminded that
technical indicators are tools to assist
the analysis, not to replaceit.
| waslistening theother day to Peter
Schiff of Euro Pacific Capital make
the casefor gold, if not gold stocks. In
noting that some gold stocks had held
up relatively well, Schiff pointed to
Barrick Gold (ABX) as an example of
agold stock that wasmaking “ new 52-
week highs as recently as last week.”
Not having paid much attention to
Barrick Gold, | decided to takealook.
That excursion into 52-week-high

I ’vesaidbeforethat oneof themost

-
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FIGURE 1: XLE, DAILY. The rising wedge can make price
retrace to its low pivot, but the existing uptrend will

FIGURE 2: XLE, WEEKLY. The flat stochastic is likely to
take a dip for creating space for a bullish rally. As a
result, the price may undergo some correction.

a 91 level and has moved flat for a
longer period, so theindicator can cor-
rect to creste some space for the up-
ward raly (Figure 2). The other two
indicators are very positive and sup-

territory providedanexcellentexample
of oneof my favoritetechnical trading
setups: the 2B. Found hereasamarket
is making a top, the 2B is, as trader
Victor Sperandeo wrote, one of the
best waysto catch achangeintrend—
or even a profitable correction — as
early in the change as possible.

Note how Barrick Gold (ABX) ral-
lied from late Juneinto early July ina
near-vertica path en route to new 52-
week highs(Figurel). Thestock pulled
back sharply before vaulting higher
again in late July going into August.
The second advance notched an
intraday new high, but by theclose, the
market had falen back. This crested
the opportunity for a 2B top. If the
market for Barrick Gold failed to con-
tinue moving higher and, instead, re-
versed and closed below thelow of the
2B pattern (whichincludesthelowsof
both the initia and the second new
high), thena2B topwould bein effect.
Traderswho had beenlong goinginto
the 2B would have the warning they
need to reduce their exposure. More
aggressive traders would now have
their signal to get short.

The confirmation came swiftly as
the market following the second new
high closed below the lows of the
previoustwo new-highssessions. That
close was a confirming close for the
shorts, who would have been able to

port the upgoing rally.
To conclude, | expect a smaller

correctioninthe XLE with respect to Traders.com ADVANTAGE"
therisi ng WEdge and indicators on @ 'Is'his anicle_lv_vas:jfirst publisfhed on 7/23/2007. |
both t|mefrarnes - ee wWww. [ raders.com for more.

FER
td(e pos“ons wa nst Ba'nck Barrick Gold Cp  33.02
Goldasof theend of day onthat
session (August 13 at 33.59).

| liketo look at these trades
through the lens of an option
buyer sincel do not trade com-
mon stock. As of the close on
August 13, the September 32.50
callsweretrading at about 1.00,

Fhya, “”*T'h**”;
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while the September 30 calls

Velume [Millions )

weretradingat 0.35(althoughit
is often not recommended, |
still tend toward out-of-the-

Jun Jyl Sl Ssp

money options). The32.50level
represented an area | believed
ABXx hadtofall toif the 2B top
was legitimate. The 30 level
represented an area | believed
Barrick Gold couldfall tobased
onthedistancefromthetop near 35to
the mid-July, intrapeak low just south
of 32.

Barrick Gold fell apart almost im-
mediately. By themorning of thethird
day after the confirmed short on Au-
gust 13, thestock wasinfreefdl. This
day turned out to be a selling climax
(note the volume), and the long lower
shadow on the candlestick line on
August 16 showsthat the bearish mo-
mentum was evaporating as the mar-
ket moved into the close.

Thiskind of candlestick patternisa
loud signal for tradersontheshort side
to begin reducing exposure. Sure

FIGURE 1: BARRICK GOLD, DAILY. A month-on-
month 2B top in ABX signaled a sharp correc-
tion in mid-August. The highlighted oval repre-
sents the confirming close for those taking
short positions.

enough, withindaysBarrick Goldwas
moving almost verticaly back up as
short-side traderswho had overstayed
their welcome rushed to cover.

How did the optionsplaysturn out?
As of the close on August 16, the
September 32.50 cdlls had gone from
1.00to 3.00, with an intraday print on
the 16th as high as 3.80. The Septem-
ber cals had gone from 0.35 to 1.60,
with anintraday print on August 16 as
highas2.00. m

@Traders.com ADVANTAGE"

This article was first published on 8/27/2007.
See www.Traders.com for more.
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Negative Ence for trwers o_n the hourly Chart The TYU?-Ten-Year US Treasury Note Futures, Sep-2007 105408 0203 0.19%
ottom was anticipated by a positive di-
Diver en C es AI’I d vergence, and the massive size of the_ his— Evp. Mo, fwg, (20) Last=105 2636
g togram that develops after the positive
The Bond Bounce di_vergens:e is a strong _signaJ that prices =
will continue to move higher. IS
That initial “massive” histogram peak 105.6
by David Penn itself featured a very short-term negative (0=
divergence from the beginning of the peak -
Lower peaks in the MACD histo- toitslater stages. Themarket was sensitive 1043
gram accompany the advance in tothisdivergenceaswell, asthe September 1045
the September Treasury note. T-note dipped below the 20-period expo- .
nential moving average(EMA) beforemov- 104
Tradable: TYU7 ing higher and resuming therally. 1033
But the negaIive divergences in the = 1092-2006 Prophet Financial Systems, Ine. | Terms of uze apply. s
MACD histogram continueto mount, which MACD Hist. [12,26,3] -
he specter of rising long-term  makestherally more susceptibleto rever- M\"\ -
I interest rates reached an apo-  sal or, at aminimum, sidewayscorrection. lll ol .|||||_IIII ||||||||||||H “H““"""II. | ||||||||.,,|I|II|.I 7
geeinthefirst half of June, as The critical support level is at 104.5. A [l 'H"””"' ! "|||||||H||' ”””"l 005
theyield onthe 10-year Treasury note  closebel ow thislevel would createal ower 04
surged fromlessthan 4.6tomorethan  low, signifying if not a new downtrend, £l =il S £i20 L2

B5.25inamonth. That wrgeisreﬂ&tw then at | east the conclusion of the uptrend FIGURE 1: US TREASURY NOTE, SEPTEMBER FUTURES, HOURLY. The bounce in

; ; ; bonds that began in the first half of June is increasingly characterized by
September .

in the hourly chart of .the . ¢ for the time being shorter and shorter peaks in the MACD histogram. This suggests that the

10-year Treasury notein Figure 1.

] Traders.com ADVANTAGE"® move higher is losing momentum to the upside and is ripe for correction.
The movi ng avel'ageCOHVefgenCG' @ This article was first published on 6/29/2007.

divergence (MACD) hIStogram haS See www.Traders.com for more.
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Long-Term Rates
Run Into
Resistance

by Arthur Hill

Long-term rates have been rising
for four and a half years, but that
may be about to change as major
resistance comes into play and a
large double top takes shape.

Tradable: $TNX

T he long-term chart shows the
10-year Treasury note yield
($TNX) over the last 30 years
(Figurel). Beforegettingintotheanaly-
sis, remember that bonds move oppo-
steof interest rates, and thereverse of
this analysis can be applied to bonds.
Thebigtrendisclearly downfor rates
with alarge faling price channel that
extends back to 1981. The advance
over the lagt few years carried rates
from the lower trendline to the upper
one. In fact, TNX pierced the upper
trendlinetwiceover thelast 12 months
but failed to hold above and complete

1A

a breakout. This upper channedl line
represents resistance and a big
downtrend.

In addition to the upper channel
trendline, weal sohaveresistancefrom
broken supportaround5.25% (52.50n
the chart). TNX hit support here in
September 2003 and December 1995.
After the breakdown, the 10-year T-
note yield hit resistance in this area
three times (March 2002, July 2006,
and June 2007). Taken together, there
is stiff resistance around 5.25-5.50%
(52.5-55) and a break above 5.50% is
needed to reassert the uptrend.

Turningtoashorter timeframe(eight
years), wecanseearis ngwedgeevolv-
ing over the last four and a half years
(Figure 2). The advanceretraced 62%
of the prior decline and met resistance
below 5.5% twice. The decline over
thelast few weeks carried the 10-year
T-noteyiedtotrendlinesupport,anda
big test is a hand. A trendline break
and move below the December 2006
low (red arrow) would reverse this
uptrend and call for a continuation
lower.

Inadditiontotherisingwedge, there
is also a double top brewing over the
last 18 months. Yes, these are big
patterns that relate to the big picture.
Double-topsupportisat 4.4%(44) and
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FIGURE 1: 10-YEAR TREASURY NOTE YIELD, LONG-TERM. The big trend is clearly down
for rates with a large falling price channel that extends back to 1981.
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FIGURE 2: 10-YEAR TREASURY NOTE YIELD, 1999-2007. Here's a rising wedge evolving

over the last four and a half years.

abreak below thislevel would confirm
the pattern. The downside projection
would beto around 3.5%. The length
of the pattern is subtracted from the
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Transports Stall
Near Support
Break

by Arthur Hill

After breaking support with the
sharp decline, the Dow transports
stalled over the last seven days,

0J-20 " Syrc €2 oIl 1 Howr
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and it looks like a continuation
pattern is forming.

Tradable: $DJT

n the daily chart (Figure 1),
Othe Dow transports surged to
a new high in mid-July but
came down just as fast with a sharp
decline at end of the month. The de-

cline broke support from the May-

[i.:T.Chan
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FIGURE 1: DJTA, DAILY. The Dow transports surged to a new high in mid-July, but

-15E 42

came down just as fast with a sharp decline at the end of the month.

June lows and the average stalled
around this support break. There is
also support around 4950 from the
200-day moving average.

Despite the ability to firm around
support, the technical damage has a-
ready beendone. Theaverageforgeda
lower low in August and the 50-day
movingaverageturneddown. A rising
or flat moving averagewould indicate

break for atarget. m

See www.Traders.com for more.
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This article was first published on 8/23/2007. |
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acurrent uptrend. However, afalling
moving average suggests that a
downtrend has started and thisfavors
further downside.

Turning to the 60-minute chart,
we can focus on the current consoli-
dation for the next signal (Figure 2).
The average formed a triangle over
the last seven days with support at
4870 and resistance at 5050. This
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pattern would look like apennant on
thedaily chart. Trianglesare neutral
patterns and pennants are continua-
tion patterns. | am looking for atri-
angle break for the next signal. A
move above 5050 would break tri-
angle resistance and keep the bulls
alive. A move below 4870 would
break triangle support and argue for
a continuation of the July-August
decline. The downside target would
be support from the March lows.

| am also showing moving average
convergence/divergence (MACD) on
the 60-minute chart and momentumis
turning lower. Theindicator formed a
lower high thisweek and moved back
into negative territory on Tuesday.

ISy

Divergences And
The Dow Jones
Utilities Index

by David Penn
Positive divergences in the second

half of July helped create a bottom
in the falling DJUA.

Tradable: DJUA, $UTIL

he Dow Jones Utilities Aver-
age(DuA) toppedinthespring

of 2007 near 535. From that

SAIA

Short-term momentum is breaking
down again and thisalso favorsasup-
port bresk at 4870. m

@Traders.com ADVANTAGE"

This article was first published on 8/16/2007.
See www.Traders.com for more.
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high in mid-May, the DJuA fell to
about 485 by the second half of June
before bouncing to ahigh just north of
520 by mid-July.

Since then, the DJUA has dipped
back into correction mode, creating a
new low for the decline asit failed to
take out the May high and, instead,
took out the June lows in ferocious
fashioninthesecond half of July (Fig-
urel).

The utilities have been in rally
mode ever since, moving higherina
nearly vertical advancethat asof this
writing has retraced just short of
50% of the late July decline. The
bottom that made the rally possible
wastelegraphed fairly clearly by the
moving average convergence/diver-
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FIGURE 2: DJTA, HOURLY. The DJTA formed a triangle over the last seven days with

support at 4870 and resistance at 5050.

gence histogram (MACDH). But you
had to belooking at the hourly charts
in order to spot it. See Figure 2.
TheMACDH began making aseries
of higher lowsin the hourly chartson
July 26 and did so again on July 30
whiletheDJuA wascontinuingtomove
lower. The hourly charts also reved
the key moment when momentum to
the downsideran out for the bearsand
gave bulls an opening to push prices
back up. That moment wasamorning
star candlestick pattern on July 30,
whichcoincided perfectly withthesec-
ond higher low in the MACDH and a
clear positive divergence. Confirma-

Y . .

Since reversing, the DJUA has re-
traced nearly 50% of its decline from
the highs of mid-July. In doing so, the
index has begun creating new diver-
gencesat thehourly level. Thesediver-
gences, in contrast to the earlier ones,
are negative or bearish divergences.
Note how as the DJUA advances, the
pesks in the MACDH grow smaler.
While this is often the case in newly
advancing markets, the shrinking
MACDH is a warning to traders that
momentum to the upside is waning
and that the chances of a correction to
thisbounce areincreasing. =
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FIGURE 1: DOW JONES UTILITIES INDEX, HOURLY. Divergences early in the second half
of July helped traders anticipate this bottom in the utilities average. Note also the
morning star pattern that appears at precisely the moment when the market
reverses.

FIGURE 2: DOW JONES UTILITIES INDEX, HOURLY. As the utilities average climbs toward
a 50% retracement of its late July correction, negative divergences begin to appear
in the MACD histogram. While the DJUA is likely to continue moving higher in the
near term, momentum to the upside is clearly growing weaker.
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Dow Jones Basic
Materials Hits
Support

by Arthur Hill

The Dow Jones Basic Materials
Index led the market lower last
week, but traders should be on
guard for a bounce as the index
is now oversold and at support.

Tradable: $DJUSBM

n the daily chart (Figure 1),
OtheDow JonesBasic Materi-

aslndex ($DaussMm) declined
around 6% in the last six days and
has become oversold for the first
time since March. My oversold as-
sessment is based on the stochastic
oscillator, which moved below 20
for the first time since March. The
index also suffered asharpdeclinein
late February and bottomed in the
first half of March. The indicator
should be considered both oversold
and bearish as long as it remains
below itssignal line (magentaline).
The signal lineis called %D and it
represents a three-period exponen-
tial moving average (EMA) of the
stochastic oscillator, whichiscalled
%K. A break above %D would sig-
nal the first upturn in the indicator.

In addition to being
oversold, the index is
trading near a support
zone that extends back
to early May.
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In addition to being oversold, the
index istrading near a support zone
that extends back to early May.
DJiusem bounced off support at 270
at least four times in the last three
months and the index is once again
testing this support level. A break
bel ow thissupport zonewouldforge
alower low and reversethemedium-
term uptrend. For now, the support
zone is holding and traders should
prepare for an oversold bounce.

While an oversold bounceis pos-
sible at support, | am turning to the
60-minute chart for some evidence
of strength and ashort-term breakout
(Figure2). Theindexisclearly trend-
ing lower on this chart and remains
below the trendline extending down
from July 24. In addition, the sto-
chastic oscillator is fluctuating be-
tween zeroand 20, whichisoversold
territory. | amlooking for abreakout
in both the stochastic oscillator and
the price. A move above 277 would
break the trendline, forge a higher
high, and reverse the downtrend on
the price chart. | would also confirm
this with a momentum breakout in
the stochastic oscillator. Theindica-
tor hit resistance at 45 last week and
a move back above 50 would turn
short-term momentum bullish.

The initial upside target would be
broken support around 285. Onthe60-
minute chart, the index broke support
at 285 last week (red circle). Thisarea
now turnsintoresi stanceandanupside
target zone. On the daily chart, this
target areaa so correspondswithresis-
tance from the June highs. The index
was turned back at this level in early
and mid-June. =

This article was first published on 7/30/2007.
See www.Traders.com for more.
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FIGURE 1: DJ BASIC MATERIALS, DAILY. The index declined around 6% the last six days
and has become oversold for the first time since March.
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FIGURE 2: DJ BASIC MATERIALS, 60-MINUTE. Some evidence of strength and a short-
term breakout can be seen.
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December Bonds
Drive Into
Resistance

by David Penn

Negative divergences develop as
the 10-year Treasury nears con-
tract highs.

Tradable: TYZ7
ate in July, | wrote about the
reversal patterns— including
“dark cloud cover” — that

were gppearing in the charts of the
September 10-year Treasury bond fu-
turescontract (“ Dark CloudCover Caps
Bond Raly,” July 30, 2007). “Dark
cloud cover” isaJapanese candlestick
pattern that develops during uptrends
and signals waning momentum to the
upside (Figure 1). After a series of
rising candlestick lines, amarket will
openup but closedown, sofar downin
fact that it penetrates 50% or more of
the real body of the previous candle-
stick line. That phenomenoniis called
“dark cloud cover.”

Atleastinitialy, dark cloud cover
ismoreawarningtobullsthanitisan
opportunity for the bears. All the
dark cloud cover pattern reflects is
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simply waning bullish momentum.
Only when the market actualy re-
verses by closing below the low of
both the dark cloud cover session
and the session that is being “cov-
ered” can traders consider the dark
cloud cover pattern confirmed as a
reversal pattern and suitablefor trad-
ing to the short side.

Thisrule, unfortunately, would not
have kept traders out of the clearest,
dark cloud cover short trade in Sep-
tember T-notefutures, thedark cloud
cover of August 6 that was con-
firmed as shortable on August 8.
September futures reacted strongly
to the market’s test of the 50-day
exponential moving average (EMA),
with buyers stepping in to bid prices
higher andturningadark cloud cover
short into apivot low at support. The
move from that test of support
brought September T-note futures

.

Breakout In
Computer
Technology Index

by Chaitali Mohile

The Computer Technology Index
surged above resistance, targeting
its old highs.

Tradable: $XCI

he Computer Technology In-
I dex ($XcI) has been under-
performing the last three to
four years. Since mid-2006, some
slow recovery has been seen, offer-
ing sometrading opportunitiesinthe
short term. The index follows along
with the pullback rally in the entire
market. $ XcI made a high of 925
beforethe plummet infinancial mar-
ketson credit issues. Now, theindex
has turned positive on a short-term
basis. The hourly chart (Figure 1)
has already moved ahead of the 200-
day exponential moving average
(EMA) with the bullish support of
indicators. The relative strength in-
dex (Rsl) (14) isoverbought at the 75
level. Thisindicator canremainover-
bought for longer periods. Thus, the
Rsl (14) at the present level indicates
abullish rally ahead.
Theaveragedirectional movement
index (ADX) (14) isat 29, indicating
a developed uptrend. The uptrend
can continue as the indicator is con-

/oA

fromjust above 107 tomorethan 109
in less than 10 days.
Theadvanceinbonds, however, has
brought that market right up to what
appears to be a significant resistance
level at 109. This potential resistance
level coincides with the March 2007
highs in T-note futures and, under-
standably, themarket hasstarted show-
ingthesort of fatiguethat oftenaccom-
paniestestsof new highs. Inparticular,
while the market for T-note futures
remainsoverbought (basisDecember),
reflecting an abundance of buyingin-
terest, themarket hasbeguntodevel op
negativedivergencesinboththeMACD
histogram and the stochastic.
Aswasthecasewiththecandlestick
reversal patterns, divergences serve
first as a warning to those who were
followingthetrendthat thedivergence
appears to chalenge. So again, these
divergencesareforemost awarning to

AT

T-note bulls to reduce
their exposuretothemar-
ket. However, should the
marketinfactreverseand
close lower, particularly
below 107.75 or o, then
T-note bears may once
again have an opportu-
nity to make reasonable
bets that bonds will be
priced lower in the near
term. m
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Penn, David [2007].
“Dark Cloud Cover
Caps Bond Rally,”
Traders.com Advan-
tage, July 30.
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FIGURE 1: 10-YEAR TREASURY NOTE, DECEMBER FUTURES,
DAILY. Negative divergences in both the MACD histo-
gram and the stochastic serve as a warning of waning
momentum to the upside just as December T-note
futures test resistance at the March highs.
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FIGURE 1: $XCI, HOURLY. The breakout here has first
resistance of a previous high at the 895 level. This
resistance will be the firstintraday target on this breakout.

sidered overheated only above 40.
The moving average convergence/di-
vergence(MACD) (12,26,9) ispositive
aswell. Inaddition, the50-day EMA is
ready for an upside journey and the
200-day EMA istippeddownward. The
moving averages may have a bullish
crossover but this crossover is yet to
happen. Hence, traders can just watch
this crossover and trade according to
the confirmed indication. Thus on an
intraday basis, traderscangolongwith
atarget of 895, whichisthefirgintraday
resistanceabovethe200-day EMA with
astop-loss of a200-day EMA support.
InFigure2,thebullishrally beganat

the 840 level. The candles with long
shadows moved below the 200-day
EmMA support but closed at 840. The
upside rally had gained about $42 by
closing above the 50-day EMA. Now
this moving average will be strong
support for this upward move. The
rally would have afirst target of $900
andthenthehighest pivot of 925would
bethefina target onthislevel accord-
ing to Figure 2.

The Rsl (14) at 55 shows fresh
buying opportunity and indicates
bullishstrengthintherally. The ADX
(14) at 24 indicates a developing
uptrend with the possibility of an

FIGURE 2: $XCI, DAILY. The 50-day EMA has offered strong
support to the breakout on the daily chart. The breakout
is on its way to previous high resistances.

increase in buying pressure in the
coming session while sellers' pres-
sure is diminishing. The MACD
(12,26,9) is striving for a bullish
crossover (with confirmation neces-
sary) in the negative area, but the
histogramisgiving an advance bull-
ish indication by moving above its
zeroline.

Hence, traderscan get agood long
trade with a breakout above the 50-
day EMA with a target of previous
highs. m

This article was first published on 8/28/2007.
See www.Traders.com for more.
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REVERSAL

USD/CHF: Positive
Divergences And
Hammer Candlestick
Lines

by David Penn

“m not dead yet!” cried the greenback, as
divergences and reversal patterns hint at a
bottom.

Tradable: USDCHF

arket technicians like me who have
M been looking for a bottom in the US
dollar have resembled little more than
those who, as early as 1998, began looking for a
secular top in the stock market.
Perhapslikethose seersof thelate 1990s, dollar
bulls will be proven “late but correct.” While
some of the smartest people around like Peter
Schiff of Euro Pacific Capital (and author of
Crash Proof: How To Profit From The Coming
Economic Collapse) believe the dollar could col-
lapse any day, other no-less-bright minds such as
Tim Wood of Cycles, News and Views suggest
that the support the dollar has found near the 80
level inthe US Dollar Index should provide some
caution for those who believe the ultimate break-
down in the dollar isimminent.
Most recently, the US dollar/Swiss franc cur-

SIGNIFICANT CANDLESTICK PATTERNS

rency pair seems to have sided with
Wood. | say thisbecause anumber of
bullish— or at least “ counterbearish”

Traders.com ¢ page 39

— developments have appeared in
the daily charts of the UsD/CHF.

Whether these developments
embolden greenback bulls or merely
warn greenback bears remains to be

seen. But it does appear that the Usb/

CHF pair has become worth watching
— again.

First up isthe growing positive di-
vergence, now in evidenceinboththe
moving average convergence/diver-
gence histogram (MAcDH) aswell as
the stochastic (Figure 1). The low
point of the MACDH came in early
July, at atimewhen the Usb/CHF still
had at |east another 200 points' worth
of downside. The low point in the
stochastic arrived a little later, but

Copyright © 2006 & Zignal.

alsointhefirst half of themonthwhen
the currency pair was still making
lower lows.

These positive divergences have
been hel ped tremendously by the ap-
pearance of ahammer candlestick in

CD{12,26,9,C)

early August. While the positive di-
vergence reflects waning downside

18 25 2 9

16 23 30 6
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momentum, the hammer candlestick  FIGURE 1: US DOLLAR/SWISS FRANC (USD/CHF), DAILY. Positive diver-
not only underscores that weakness gences in the MACDH and the stochastic combine with a hammer

on the part of bears, but also reveals
through the pattern of its rea body
and shadow of the session when that
weaknessbecameclear toall observers. All thatis
required to confirm the hammer candlestick asa
reversal pattern is a close above the high of the
pattern. The fact that the MACDH isticking up in

abullish PpP patternis

] HAMMER & INVERTED HAMMER

further supportivetothe
bull case. m
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See www.Traders.com for more.

candlestick line to suggest an opportunity to the upside in the
greenback/swissy pair.

§E
g%
e
=
= =
=2

) This article was first published on 8/8/2007. |
A bottom reversal pattern characterized by a

long lower shadow and a small body. The body
can be either color, but white bodies are consid-
ered more significant.

[

Hammer Inverted
Hammer

HANGING MAN & SHOOTING STAR
These bearish counterparts of the bullish ham-
mer formations occur in uptrends and forecast
a reversal. They are the same formation, only

Hanging Shooting  appearing near the top of an upward trend.

man Star
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SPINNING TOP

This is considered a neutral pattern that occurs during
a consolidation period. The significance is in the small
body ratherthan the length of either shadow. Why even
bring it up? Because it confirms the continuation of the
trading range and perhaps serves as a summation of
the day’s trading activities.

For more information, visit the S&C ad index at Traders.com/reader/

—Sharon Yamanaka
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Belt Holds
Bolster The Dollar

by David Penn

A pair of bullish belt hold patterns
in the greenback suggest near-
term strength.

Tradable: DXU7

en | first saw thereversal

pattern developing in the

September US doallar, |

wanted desperately for the pattern to
be amorning star.

But the first leg of a morning star
pattern needsto beadown candlestick
line. The market needs to fal into a
morning star, with a bearish session
leading to agap down neutral session,
which is then followed by a clearly
bullish session. Unfortunately for me,

The bullish belt hold pattern
occurs when a market opens
at or very near the lows and
finishes near the highs of

the session. &

Dollar Dark
Cloud Cover

by David Penn

A classic bearish reversal pattern
in the second half of June put an
end to the rally in the September
greenback.

Tradable: DXU7

ou will find few technicians
Y who have been as desperate
for abottominthedollar than
yourstruly. And, if truth betold, I till
think there is as much a chance of the

dollar making a bear market rally

Ve S i

theinitial candlestick lineof thewoul d-
be morning star was bullish, rather
than bearish, as the market gapped
down but finished significantly higher
during that session.

So even though the rest of the pat-
tern, the other two-thirds, very much
resembled amorning star reversal pat-
tern, | wasforced tolook el sewherefor
the proper descriptor of thisobvioudy
significant — and potentially signifi-
cantly bullish — development.

Fortunately, there aren’t too many
candl estick patternsthat haveescaped
theanaysisof Steve Nison, author of
JapaneseCandlestick Charting Tech-
niques and Beyond Candlesticks. On
closer observation, and afew minutes
of consultation with Nison’s first
book, | realized that the bottoming
pattern in the September dollar actu-
ally consisted of anumber of patterns.
And two of those patterns were the
less-often-discussed bullishbelt hold.
(SeeFigurel))

The bullish belt hold pattern occurs
whenamarket opensat or very near the
lowsand finishesnear the highs of the
session. In addition, bullish belt hold
patterns are long lines and reflect an
impressive range as buyers bid prices
higher over the course of the session.

As is the case with all Japanese
candlestick patterns, contextiscritical .

(especially if interest rates rise) as
thereis of the dollar collapsing.

But you have to know when to fold
‘em, and for dollar bulls— abattered
lot, to be sure— folding time camein
the second half of June.

Thespringrally inthedollar brought
themarket from 81 to 82.5 (basis Sep-
tember) from the low in late April to
the high in mid-June. In doing so, the
dollar retraced just over 50% of its
decline from the year-to-date highsin
January near 84.5.

In mid-June, the dollar was nearing
a source of potentia resistance just
north of 82.5, resistancel eft over from
ashort-term bounce in late March.

The market opened up well above
the resistance level, suggesting ini-
tialy that buyerswereready totakethe
market higher. But sdlers immedi-
ately overwhelmed the market, driv-
ing it lower by the close to the point
where the lows of the previous day
were almost taken out.

Thisreaction on the part of sellers
created what Japanese candlestick
chartistscall “dark cloud cover” (Fig-
ure 1). When, in a rally, a market
opens higher but then closes lower,

A bullish belt hold pattern
appears as a reversal pat-
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ternonly whenithassome- J
thingto reverse, suchasa
mature downtrend or a
short-termcorrectioninan
overall uptrend.

Here, the bullish belt
holdsdevel op at theend of
amaturedowntrendinthe
September greenback. The
first one is what | had
wished would be the ini-
tia legof themorning star.
Thesecond, alarger, argu-
ably moreconvincingbull-
ish belt hold appesars two
dayslater and athird, two
days later till.

U7 -US POLLAR INDEX FUTURES,D) DynSBWi)
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positions as soon asthere
isaconfirming close. By
aconfirming close—and,
moreover, a bullish con-
firming close in this case
— | mean aclose that is
abovethe high of the highest point in
thepattern. Inthecaseof abullishbelt
hold, that would mean a close above
the high point of that single candle-
stick line. m
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This article was first published on 8/2/2007.
See www.Traders.com for more.

FIGURE 1: US DOLLARINDEX, SEPTEMBER FUTURES, DAILY.
Three bullish belt hold patterns appear in the second
half of June, stemming the dollars descent and
signaling higher prices in the near term.
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penetrating the range of

the previousday by 50%

DXUT-U.S. § Index [Sep 2007) 8045 000 0.00%

or more, that market is
called “dark cloud
cover.” It suggests that
themomentumtotheup-
sidehasbeen exhausted,
and that the market is
increasingly vulnerable
to reversal.

The key is wulnerable
toreversal. Theonly guar-
antee with dark cloud
cover is that upside mo-
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mentumhasstalled. Only Nov  Dee
when the market in fact
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FIGURE 1: US DOLLAR INDEX, SEPTEMBER FUTURES,

reverses, closing below
thelow of thedark cloud
cover pattern, is the re-
versal confirmedandthe
market safe for selling.
By “dark cloud cover pattern,” |
mean both the “dark cloud” candle-
stick andthecandlestick thatisbeing
“overshadowed.” The dark cloud
cover developed in the September
dollar as of the third week of June.
That was the warning to the bulls.
Thefourth week of Junerepresented
confirmation for those looking to

WEEKLY. The follow-through to the downside helps
turn this dark cloud cover pattern in the second half
of June into a true reversal pattern.

sell the dollar that the seven-week
bounce from mid-April was over.

Two weeks later, the dollar broke
downto new lowson aweekly clos-
ing basis. m
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his article was first published on 7/13/2007.
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TRIX Two Ways

Part 11

by David Penn

Trading divergences, golden crosses, and
falls with the classic momentum indicator.
Installment 2 of two.

last discussiononthe TRIX or
triple-smoothed exponentia
oscillator covered two of its
popular applications. bullish
and bearish crossoversinvolving the zero line, and
“hooks’ when the TRIx curled up or down. Cross-
overs, generaly speaking, provideparticularly val u-
ablesignasontheintermediatelevel. Hookstend to
be mogt effective for catching short-term shiftsin
market momentum.

There aretwo other important waysthat momen-
tum traders can use the TRiX. The first involves
positive and negative divergences, whilethe second
involves using a second line, asignal linethat isa
derivative of the TRIX, in order to spot key patterns
that signal growing or waning momentum.

Divergences are afairly common topic, so let's
beginwith TRIX divergences. Aswithdivergencesin
other momentumindicatorslikethereativestrength
index (Rsl), stochastics, or the moving average
convergence/divergence histogram (MAcCDH), di-
vergencesinthe TRIX occur whentheindicator fails
to track price action when higher highs and lower
lowsaremade. Specifically, whenamarket makesa
higher high and the TRIX makesalower high, thena
divergence, a negative divergence, has occurred.
When a market makes a lower low and the TRIX
makes a higher low, then a positive divergence has
occurred.

There are other divergence patterns, many of
which | described in an article for Working-
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FIGURE 1: CRUDE OIL, SEPTEMBER FUTURES, DAILY. A
month-to-month negative divergence in the TRIX from
early July to early August signaled waning upside
momentum as crude oil soared higher in midsummer.
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Money.com last year (“Diad %91D’ For Diver-
gences,” Working-Money.com, March 8, 2006).
But for now, let's stick with the basic, most com-
mon, positive and negative divergence scenarios.

Notethechart of September crudeoil futuresin
the summer of 2007 in Figure 1. After sideways
trading for much of the spring, crude oil futures
brokeoutinearly July, rallying $8 per barrel from
thebeginning of themonthtotheend. Asanaside,
theconsolidation patterninthe spring, from April
to late June, measured approximately $7 at its
widest point. Breaking out at approximately $70,
September crude did an excellent job of reaching
its price projection based on the width of the
consolidation that preceded the breakout.

Inany event, as September cruderallied higherin
July, the TRiX indicator beganto lag, creating lower
highs at the same time that crude oil was creating
higher highs. Thisisthe pattern of anegative diver-
genceinthe TRIX.

I’ve cometo believe that these sort of negative
divergences at the tops of markets are more news
for bullsthan they are for bears. Advancing mar-
ketsoften makeanumber of negativedivergences
before they reach their ultimate peak. Negative
divergences serve most effectively as warnings
that upside momentum iswaning. That is not the
same thing as a sell signal, though many traders
will treat it as such.

That doesn’'t mean that negative divergences
cannot be sold. It ssimply means that a negative
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divergence in and of itself is not necessarily the
best reason to take a new position against that
particular market. Itis, however, agoodreasonfor
someone who is long a market that develops a
negative divergence to consider taking profits or
reducing risk exposure in the event that the nega-
tive divergence does turn out to mark a larger
correction or even outright reversal.

Let’s look at an example of a positive TRIX
divergence (Figure 2).

Here we have a market in bearish mode, with
lower lows going into and through June. How-
ever, as August gold was making lower lows in
late June, the TRIX was making higher lows. This
isaclassic positive, or bullish, divergence. Note

also how the TRIX crosses above the zero line
shortly after the positive divergence, a bullish
sign that further supports the case for higher
pricesin gold. After a brief, post-positive diver-
gence pullback in the first few days of July,
August gold is on the move higher, rallying from
alate Junelow near 644 to alate July high of more
than 684.

I'll say again that | tend to look at divergences
initially asawarningtothosewith positionsinthe
direction of thetrend that hasjust been challenged
by the divergence. For those who trade diver-
gences as reversals, however, there are some
helpful rulesto make the most out of such trades.
First, thelow point of apositivedivergenceor the
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FIGURE 2: GOLD, AUGUST FUTURES, DAILY. The failure of
the TRIX to make a lowerlow in the second half of June
when August gold did was a sign that bearish momen-
tum was waning and that an opportunity to the upside
existed for August gold.

high point of anegativedivergenceneedstobethe
Amityville Horror “Get Out!” point. As | men-
tioned, trending markets will create multiple di-
vergences en route to their ultimate tops or bot-
toms. One way to avoid getting killed trying to
fade these trends by betting on the divergencesis
to make sure that there is a clear tap-out point.

As such, trading divergences means giving mar-
kets a great deal of wiggle room — at least in the
beginning. Note how the gold market in Figure 2
bounced immediately after the positive divergence
tonorthof 660, but then pulled back to aslow as648.
A stop that was too tight would have prevented a
trader from exploiting the true value of the positive
divergence, whichwasthelarger movethat unfol ded
overthecourseof July. Again, whendivergencesare
successful, they are often intermediate-term devel-
opments (that is, a month or more on the daily
charts). A wider than usual stop, particularly in the
beginning, can help atrader take maximum advan-
tage of this.

CROSSESAND FALLS

The last technique | want to show involving the
TRIX includes the use of asignal line. This par-
ticular implementation of the TRIX comes cour-
tesy of Tim Knight, founder of Prophet Financial
Systemsand author of Chart Your Way To Profits.
Theideaof asignal linewiththe TRIX isthe same
as signal lines with other momentum indicators
such as the stochastic and the moving average
convergence/divergence (MAcD). Signal lines
provide an additional rate of change indication,
which can help overcomethelag often associated
with moving average-based indicatorssuch asthe
TRIX.

In the same way that Japanese traders have en-
hanced our ability to read price chartswith theuse of
Japanese candlestick charting, so have Japanese
tradersimproved upon the notion of indicators and
signa lines to spot certain patterns that can help
tradersanticipatethe sort of crossesbetweenindica
tors and signd lines that often result in significant
pricemoves. Thecombination of signal linesandthe
patterns | will discussis aparticularly winning one
that traders who use crossover-based trading sys-
tems should consider.

With the crossing of the TRiX (or any indicator)



November/December 2007

—y g

g

ESUT-E-mini $&F 500 Index Futures, Sep-2007 ETH - 141125 -3.25 -0.23%

Exp. hiow. Auwg. (500 Last=1435.20

143
1475
1473
1455
1464
1450
1455
1453
1445
AE==
1440
1435
1433

i

'ﬂnﬁww*‘-

& 1998-2006 Prophet Financial Systems, Inc. | Terms of use apply.
TRIY (2 lines] (2]

0.4

oz
T . N

. 0.2

+ _'_'_,_,_,_'—'—1‘

W b=} 10 11 1 1 T

* * + A *

-0.4

b=} 1011

H—1n1111

FIGURE 3: S&P 500 INDEX, SEPTEMBER FUTURES, 15-
MINUTE. The two highlighted ovals on the left side of the
chart reveal sell/short signals based on falls where the
TRIX (inblue) rolled or hooked downward. The rightmost
highlighted oval reflects a golden cross buy signal. The
highlighted oval in the center shows a golden cross buy
signal following a TRIX positive divergence.

anditssignal line, there are four main patterns, two
of which trigger trader action. These patterns are
called golden crosses, dead crosses, bounces, and
falls.

Golden crosses occur when the TRIX moves
through the signal line heading upward in a bullish
direction. Dead crosses, by contrast, occur whenthe
TRIX moves through the signd line heading down-
wardin abearish direction. Bouncesoccur whenthe
TRIX hooks upward after a least one downward
session. Fallsoccur whenthe TRix hooksdownward
after at least one upward session.

Trading with these patterns, athough applicable
to intermediate-term trading, is especially geared
toward shorter-term, momentum-oriented trading.
As such, while traders are encouraged to take posi-
tions on golden crosses with the TRIX breaking out
abovethesignal line, tradersared so encouraged not
to wait around for a dead cross in order to exit.
Rather, exiting on the fdl after a golden cross is
recommended instead. Traded in the short term, a
position could lose substantial value if atrader kept
the position long enough for the TRIX to actualy
cross below thesignd line. The shift in momentum
displayed by thefall issufficient for profit-taking or,
a aminimum, reducing exposure.

One of the nice things about Prophet Financia

ot

System’ simplementation of the TRIX withtwolines
isthatitdrawsgreenandredarrowstoindicatewhere
golden crosses and falls (respectively) appear. This
isn't necessary; eyebal lingthechartissufficient. But
having the arrows in place not only helps traders
learn how to spot these patterns in any crossover
stuation whether or not the TRIX itsalf isused, but it
also makesit easy to see buy and sell opportunities
with asingle glance.

The chart of the September emini Standard &
Poor’ s 500 futures contract in Figure 3 gives us a
number of thingsto look at. | have included a 50-
period exponential moving average (EMA) to put a
bit of afilter onthe TRIX trades; nolongtradesbelow
the 50-period EMA and no short trades above it —
unless there is a negative or postive divergence.
Generdly, when | am using this setup, | require
divergence confirmation from the moving average
convergence/divergence histogram instead of rely-
ing solely on TRIX divergences. But that isjust my
personal preference.

| have been following this emini S&P 500
daytrading system on and off for the past year or so,
andregularly sinceJune. | havebeenimpressedwith
itsresults. Because the system involves some strict
money management — and because | suspect that
money management hasbeencritical tothesystem'’s
success— | won't spend alot of timeon the system
per se, savefor using it to show how buying golden
crosses and selling falls can be part of a winning
technical trading method.

Ontheleft sdeof thechart we havetwo sell/short
signds. In both instances, a TRIX that was rising,
however temporarily, turned or hooked down. Be-
cause the market was trading under the 50-period
EmA, both instances represented sell/short opportu-
nities. On the far right side of the chart, we see a
highlighted oval that representsagolden crossand a
buying opportunity. Remember that golden crosses
developwhenthe TRiX ralliesand crossesabovethe
signd line.

Finally, | want to point out the highlighted ova in
thecenter. Herewehaveabuy signal —asshown by
the green arrow that indicates a golden cross has
occurred— however, themarketistradingbel owthe
50-period EMA. No trade? Au contraire, mon frere!
Notethat just beforethe TRIX madeitsgolden cross,
theindicator devel oped apositive divergence, mak-
ing ahigher low at the sametimethat themarket was
making alower low. Thisis one of the few times|
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Certain TRIX techniques, such as
zero line crossovers and divergences,
seemed to indicate bhest over the
intermediate term. By contrast, TRIX
techniques like the hook were good
fits for short-term trading.

wouldbetinfavor of amarket that wastrading bel ow
the 50-period EMA: when a positive divergence
signals waning momentum to the downside. The
samewouldbetrueinthecaseof sellingamarket that
was trading above the 50-period EMA: no diver-
gence, no trade.

| mentioned that certain TRIX techniques, such
as zero line crossovers and divergences, seemed
to indicate best over the intermediate term. By
contrast, TRIX techniqueslikethehook weregood
fitsfor short-term trading. | would put the golden
cross/fall methodology in the short-term trading
camp as well. Although the entries provided by
this method, as those with the hooks, can be used
by longer-term traders and even trend traders to
initiate positions, my own experience has found
thehooksdiscussedinpart | of thistwo-part series
and the golden crosg/fall technique shown hereto
do asgood ajob asany other indicator or method
in spotting short-term shifts in momentum that
may or may not result in larger moves, but cer-
tainly, in the short term, are often replete with
opportunity for the nimble trader.

Thisarticle was originally published on 8/24/2007.
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TRADERS’ GLOSSARY ) D) |

Andrews Method or Pitchfork — Technique
whereby a technician will pick an extreme low
or high and draw a line from this point that
bisects a line drawn through the next correc-
tive phase. Lines parallel to the line are drawn
through the high and low points of the correc-
tive phase. The parallel lines define the resis-
tance and support levels for the price channel.

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

Bollinger Bands — Developed by John Bollinger.
Bollinger Bands widen during increased vola-
tility and contract in decreased volatility, and
when broken, are an indication that the trend is
powerful and may continue in that direction.

Breakout — The point when the market price moves
out of the trend channel.

Buy and Hold — The acquisition of a tradable for
the long term rather than quick turnover.

Convergence — When futures prices and spot
prices come together at the futures expiration.

Divergence — When two or more averages or
indices fail to show confirming trends.

Directional Movement Index (DMI) — Devel-
oped by J. Welles Wilder, DMI measures mar-
ket trend.

Elliott Wave Theory — A pattern-recognition
technique published by Ralph Nelson Elliott in
1939, which holds that the stock market fol-
lows a rhythm or pattern of five waves up and
three waves down to form a complete cycle of
eight waves. The three waves down are re-
ferred to as a “correction” of the preceding five
waves up. Fibonacci ratios are applied to the
price spans and price targets may be projected.

Exponential Moving Average — A variation of
the moving average, the EMA places more
weight on the most recent closing price. The
formula for calculating EMA is: EMA =
(Today’s closing price * k) + (Yesterday’s
moving average * (1-k)), where k = 2/(n+1); n
= no. of periods.

Fade — Selling a rising price or buying a falling
price. For example, a trader who faded an up
opening would be short.

Flag — Sideways market price action that has a
slight drift in price counter to the direction of
the main trend; a consolidation phase.

Head and Shoulders — When the middle price
peak of a given tradable is higher than those
around it.

Lag — The number of datapoints that a filter, such
as amoving average, follows or trails the input
price data. Also, in trading and time series
analysis, lag refers to the time difference be-
tween one value and another. Though lag spe-
cifically refers to one value being behind or
later than another, generic use of the term
includes values that may be before or after the
reference value.

Moving Average Convergence/ Divergence
(MACD)— The crossing of two exponentially
smoothed moving averages that are plotted
above and below a zero line. The crossover,
movement through the zero line, and divergences
generate buy and sell signals.

Overbought — Market prices that have risen too
steeply and too fast.

Overbought/Oversold Indicator — An indicator
that attempts to define when prices have moved
too far and too fast in either direction and thus
are vulnerable to a reaction.

Oversold — Market prices that have declined too
steeply and too fast.

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

Relative Strength — A comparison of the price
performance of a stock to a market index such
as the Standard & Poor’s 500 stock index.

Resistance — A price level at which rising prices
have stopped rising and either moved side-
ways or reversed direction; usually seen as a
price chart pattern.

Retracement— A price movement in the opposite
direction of the previous trend

Simple Moving Average — The arithmetic mean
or average of a series of prices over a period of
time. The longer the period of time studied
(that is, the larger the denominator of the aver-
age), the less effect an individual data point has

on the average.

Smoothing — Simply, a mathematical technique
thatremoves excess data variability while main-
taining a correct appraisal of the underlying
trend.

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

Support — A historical price level at which fall-
ing prices have stopped falling and either moved
sideways or reversed direction; usually seen as
a price chart pattern.

Swing Chart — A chart that has a straight line
drawn from each price extreme to the next
price extreme based on a set criteria such as
percentages or number of days. For example,
percentage price changes of less than 5% will
not be measured in the swing chart.

Trading Range — The difference between the
high and low prices traded during a period of
time; in commodities, the high/low price limit
established by the exchange for a specific
commodity for any one day’s trading.

Trend Channel — A parallel probable price range
centered about the most likely price line. His-
torically, this term has been used to denote the
area between the base trendline and the reac-
tion trendline defined by price moves against
the prevailing trend.

Trendline — A line drawn that connects either a
series of highs or lows in a trend. The trendline
can represent either support as in an uptrend
line or resistance as in a downtrend line. Con-
solidations are marked by horizontal trendlines.

Triangle — A pattern that exhibits a series of
narrower price fluctuations over time; top and
bottom boundaries need not be of equal length.

Volatility — A measure of a stock’s tendency to
move up and down in price, based on its daily
price history over the last 12 months.

Underlying Security — In options, a stock subject
to purchase upon exercise of the option.

Log onto our website at Traders.com
for our comprehensive Traders’ Glossary. |
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% Plus, 30 days of TeleChart
to try what you learn!

FREE Video Offer expires

Nov. 30™!

Peter Worden's original video hest-seller'

Thousands of traders paid $39 to get Peter Worden’s
all-time best-selling CD-ROM video “Winning Stock
Selection Simplified.” Now you can get yours FREE
when you start a 30-day FREE trial to TeleChart, the
stock analysis software chosen #1 by the readers of
Stocks & Commodities Magazine for 15 straight years.

All you have to do is call 1-800-776-4940 or order online
BEFORE November 30, 2007. This zero-cost and
zero-risk offer will not be available come December.

As you watch Peter, you feel like you’re sitting next to
him — narrowing a universe of candidates and hammering
through the charts. You’ll learn his method of comparison
that emphasizes the importance of multiple time frames.
In the process, you’'ll gain incredible perspective and be
more confident in the charts that pass your scrutiny.

There’s nothing magic about it ... chart reading takes
work, but Peter shares his personal strategies for
simplifying the task, including the exact formulas he
uses in his TeleChart software.

Best of all, when you finish watching his video,
you won’t be left alone in the dark. Join him each
evening by reading his daily notes and viewing his
favorite LIVE charts of the day. You do this all
right inside your TeleChart software!

There’s never been a better learning combination

You get the video which outlines the most important
rules of chart reading — the daily service which shows you
the techniques in real-life market conditions — and the
software which allows you to practice the methods

and apply your own ideas.

You could easily spend hundreds, even thousands of
dollars, for an equivalent education. This one is FREE
courtesy of Peter Worden.

I created the CD-ROM video “Winning
Stock Selection Simplified” in 2003. Since
its release, tens of thousands of investors
and traders have learned from the simple
30-minute daily routine I demonstrate.
Until now, the video has sold for $39 - as

it will again after November 30th. I hope you enjoy it!

f, rd

Learn my “Nine Rules Every Chartist Should Obey”
1. Don’t waste your time - focus on “Tradable” stocks

2. It is imperative that you look at a lot of charts - but a
reasonable effort must be made to keep the number
manageable

3. Use sub-lists to weed out cats and dogs

4. Sort by various criteria to effectively narrow your
search while still coming up with a healthy number
of interesting charts

9. Understand the tradeoff in setting your moving average
parameters - smoothed effect versus sensitivity

6. Get a better feel by bouncing between time frames -
it's important that a stock looks good in multiple periods

7. Qualify indicators historically

8. Don’t get bogged down in complex indicator templates
- keep it simple

9. Most charts are ambiguous - don’t dwell,
push the spacebar and move on

?hei; ?(I)Ir FREE

Reg. Price

3 M 4% Winning Stock Selection Simplified $39

b
= all 43 30 Days of TeleChart Gold Service. $29%

Put what you learn into practice
with 30 Days of TeleChart
Gold Service — ALSO FREE!

TeleChart 2007

World's Favorite Stock Analysis Software

TeleChart is a registered trademark of Worden Brothers, Inc. 30-day FREE Trial
for new users requires monthly service activation. Eligibility rules apply.

FYNN

Total Package Value $68" -!;rf- e !
Plus FREE SHIPPING!

Call 1-800-776-4940 or order
online at www.Worden.com

Offer Expires November 30"
TD20 »wVUWORDEN

For more information visit the ad index at Traders.com/reader/
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Better software for
better trading decisions.

NEW! OptionVue 5 Daily Volatility Charts, &
expanded scanning, and integrated news! N

H'\. =
NEW! Daily Volatility Charts are here! Overlay daily price and . S
volatility to identify correlation patterns and market moves. Add Learn from Professional Traders
technical indicators and view put/call volume data, and you have DiscoverOptions Mentoring

the MOST POWERFUL options charting at your fingertips.

What are the probabilities of
trading options successfully
after attending a 2-day seminar?

NEW! Earnings Search to find big moves! Quickly scan for
stocks scheduled to announce earnings after the close of the
current trading day or before market opens in the morning.

Did you leam your job in 2 days?
NEW! Now get Company News in OptionVue 5! Access company y your] Y

news directly from the Quotes Display. Learn from professional

traders during this
exclusive SIX MONTH
mentorship program:

With OptionVue 5, you also get accurate risk graphs show P/L
over any range of prices, dates or volatilities. Plus, there’s no
limit on analyzing any strategy! Identify higher probability trades

that provide a better return on your capital. - Personalized, one-on-one instruction with Steve
) ) ) ) Lentz, trader, author, and educator

Add OptionVue 5’s customized scanners, integrated portfolio and - Online classes and training

risk management tools, and BackTrader™ strategy testing module, - 6 month access to OptionVue 5

and you have the most advanced options analysis software to - ONE YEAR of continuing education

fully manage your risk and profitability. - -
www.discoveroptions.com

Test drive OptionVue 5 for 30-days. 1-800-733-6610

OPTIONVUE

www.optionvue.com
Systems International, Inc.

For more information visit the ad index at Traders.com/reader/






