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eSignal, the award-winning market data provider for
tens of thousands of active and professional traders, is
offering you a 30-day, risk-free trial.

See for yourself how eSignal allows you to quickly scan
the markets in real time to find just the best trading
opportunities.Then, analyze those stocks with charts

eSignal Provides You With:

* Real-Time Quotes: Get reliable, award-winning, stock,
options, futures and Forex data from around the world

* Advanced Charting: Maximize your advantage with
technical analysis, customizable indicators and alerts

* Market-Moving News: Access a wealth of respected
sources, including U.S., U.K,, European and Asian news

* Market Depth: Find hidden opportunities with a
more detailed level of data

* Integrated Trading: Trade right from within eSignal
with your choice of brokers

that include a complete library of technical analysis
indicators. Finally, trade from within eSignal with your
choice of brokers.

So, call today to get the free eSignal software plus
eSignal’s reliable service risk-free for 30 days.

Signal

Call today to get your 30-day,
risk-free trial of eSignal!”

800.824.0961

www.esignal.com/offer/tcom

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. x13653

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

Trade like a pro for as little as $8.

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

T w [ e [ w [ e |
N I I N N
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Rates verified as of 6/11/07.

Fidelity gives you more for your trading dollar.

Like powerful tools that let you test and hone %Fideli A

your strategies. Plus more free third-party .
Smart move:

research and dedicated trading specialists to

give you the support you need. It's more than

800.396.9289 | Fidelity.com/switch2

you bargained for. In a good way.

* Eligible households pay $8 flat commissions (Gold Schedule) for online market and limit orders. Eligible household accounts are those which qualify for Active
Trader Services or have $1 million in assets. Some restrictions apply: Directed Trading orders, stocks trading under $1, Extended Hours trades are subject to the $8
base rate up to 1,000 shares plus $0.005 per share thereafter. Online stock trades for others may start at $19.95; see a Fidelity commission schedule for complete
details on all pricing levels.

'Active Trader Services and Wealth-Lab Pro® are available to investors in households annually making 120+ stock, bond, or options trades and maintaining $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.

® Margin trading entails greater risk, including but not limited to risk of loss (losing more funds than you deposit) and incurrence of margin interest debt, and is not
suitable for all investors. Please assess your financial circumstances and risk tolerance prior to trading on margin. Margin rates are not guaranteed and are subject
to change without prior notification. Fidelity margin credit is extended by National Financial Services, Member NYSE, SIPC, a Fidelity Investments company.
Competitor rates and eligibility may vary at higher margin balances, but rates are not less than 7.24%.

¢ Content provided by third parties who are not affiliated with Fidelity.
7 System availability and response time may be subject to market conditions.
Fidelity Brokerage Services, Member NYSE, SIPC 465274

For more information, visit the S&C ad index at Traders.com/reader/
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Candlestick Warning For The NASDAQ
Composite
by Gary Grosschadl

The high-tech index looks vulnerable here. A downturn would
not be a surprise, but what are the targets?
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The Dow Jones Industrial Average is up substantially over the
last few months, and a correction back toward its resistance
breakout is a plausible scenario.

SNYA Returns On Bullish Track?

by Chaitali Mohile
The NYSE Composite Index completed
its black crow formation. What’s next?

N

Another Breakout For The Hang Seng

by Arthur Hill

The Hang Seng Index has been moving higher for five years,
and this trend looks set to continue after another resistance
breakout.

CHART PATTERNS

19

19

20

21

22

23

METALS AND ENERGY

24

25

H H K K I
The S&P 500’s Intraday Ascending Triangle
by David Penn

A pair of 2B tops helps mark the upper boundary of an
ascending triangle.

Predictable Patterns Period

by Austin Passamonte

Since mid-March 2007, big-cap stock index markets seem to
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by David Penn I
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Stop waiting for your web trading platform.
Try web-based trading, without the wait.
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Introducing

DEALBOOK" WEB

J

Fast. Powerful. Easy

GFT

ABOVE ALL, INTEGRITY.

GLOBAL FOREX TRADING, Division of Global Futures & Forex, Ltd.
WORLDWIDE LEADERS IN ONLINE CURRENCY TRADING

DealBook® WEB uses the latest in web trading technologies to deliver an
experience unlike other applications available in the market. With many of
the same trading capabilities of our award-winning desktop platform all
delivered within a streamlined interface, you can access DealBook® WEB
from anywhere — a hotel, your office or even another person’s computer.
And with real-time updates, you won’t have to wait for anything except
your perfect trading opportunity.

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

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

WWW.GFTFOREX.COM

Forex trading involves high risks, with the potential for substantial losses, and is not suitable for all persons.
* Services offered through GFT Global Markets UK Ltd.
© 2007 Global Futures & Forex, Ltd. All rights reserved.

CDO3U.004.060807
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TIMES (Traders International Market Expert
System) — The Award-Winning Comprehensive
Trading Course has Four Big Advantages.

E-Mini's Provide a Great Trading Market

This market offers the trader high average volatility
providing the right conditions for many short term trading
opportunities each day. A fast and liquid market makes
getting into or out of a trade quick, easy, and inexpensive.

TI's Comprehensive Trading Course

Every Tl student is given an easy to follow comprehensive

trading course that covers everything from trading terminol-
ogy and price charts to market psychology and the TIMES
trading method — and all at a comfortable pace.

Award Winning TIMES Trading Method

The TIMES method aims to identify multiple high
probability trading signals each day using a simple but
powerful method that gives you the best chance to succeed.

Live Mentoring Bell to Bell with an
Expert Trader

Become a successful trader in 90 days by learning the
TIMES method. Your mentor both educates you in the
system and informs you of opportunities by calling out the
market signals during your bell-to-bell trading classes.

» Attend a FREE (No obligation) live market
online trading workshop.

(Regular sessions on Tuesdays and Thursdays
at 2 PM EST.) 4

@TRADERS

INTERNATIONAL
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Improve your trading.

Dramatically!

Trade with our high probability signals

and you’ll have the balance of
probabilities on your side.

The freedom of online instruction
that fits your busy schedule.

Please visit our website to
view powerful testimonials
from successful graduates.

Learn a proven system that takes advantage of the high probability trading
opportunities in the E-mini stock index market whether the markets are moving
up or down. We’ve taught thousands of traders how to use the high volatility
and liquidity of the stock index markets to produce long term results with

short term trading.

The award winning and comprehensive Traders International online course will
show you how to improve your chances way beyond 50/50. This easy to learn
system relies on years of experience, a strong trading discipline, careful money
management strategies, and proven pattern recognition methods to provide
consistent profit opportunities.

Our instructors not only explain what to look for and how to read the analysis
that a price chart can provide, but they also call out major signals as they
occur during our live trading room classes. You learn to think and trade on
your own but with the benefit of live instructor guidance. Over time, you will
rely less and less on the instructor as you gain confidence everyday to trade
independently.

This internship program is designed to give our students the best chance of
succeeding, and has earned Traders International the respect and appreciation
of successful traders and industry organizations around the world.

(44 Traders International has been of immense value to me and it is the
best investment I have made in the past 7 years. I am currently trading
successfully and around 80% of trades are profitable using your system. 99

Kenneth B.
(March 16, 2007)

e | Award

Winning There is a risk of loss in trading.
it Training Past performance is not indicative of future results.

For complete information:
www.TraderslInternational.com (800) 670-0834

For more information visit the ad index at Traders.com/reader/
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he subprime blues in the US market have

revealed that when a fiasco occurs in the finan-
cial markets, itisn’t necessarily restricted to that specific
market. The effects spill over to other markets and
throws the supply/demand equilibrium into disorder. In
this specific case, the funds that had backed the subprime
mortgage lenders are trying to cut their losses and run.
So you have a case where there are many who are willing
to sell but few who want to buy. And when there is less
money around with which to do deals, you can expect to
see private equity — the fire behind this rallying market
— walk away. We’re already seeing that several financ-
ing deals have been pulled.

A turmoil in the financial markets is something we see time and time again. Whenever markets get
overheated, it’ll reach a point when a big selloff comes and gives the market the cooling it needs. In
a speculative environment, you should expect this type of volatility. This is exactly what makes the
financial markets what they are. They thrive on irrational behavior, and your choice to be a participant
in the financial markets means you have embraced market volatility.

The articles in this issue of Traders.com are selected to familiarize you with the price actions that
take place in the financial markets. They are not intended to be recommendations but educational tools
to help you analyze the markets. These include articles such as “A Head And Shoulders Top In REITS”
by Technical Writer David Penn, as well as his “Cup With Handle In Transports”; then there is Austin
Passamonte’s “Reversal Warnings” and “Predictable Patterns Period,” and much more.

that is only a fraction of the useful articles you’ll find here and at our online publications,
Traders.com Advantage and Working Money, or even STOCKS & COMMODITIES magazine.
Take a look at our website and see what we have to offer. Check us out — that will enable you to:

* Visit Traders’ Resource, our reference to all things technical analysis

* Check out our Online Store, where you can download PDFs of past S&C articles, from 1982
all the way to the present, for a nominal charge

* Examine our Traders’ Glossary, growing by leaps and bounds

* Visitour Subscribers’ Area, where you’ll find computer code thathas been referenced in S&C
articles; and finally,

* Visit our Message-Boards, where you can share your opinions of trading technical analysis,
and most everything else you can imagine with other traders.

there anything from the charts in this issue’s articles that indicate there would be a selloff in
the markets in the near future? It’s hard to say. If you can identify those signs, you’ll be able
to know when the markets will reverse and determine with confidence when to enter the market again.

S—Qﬁm‘ WS/\ POnr

Jayanthi Gopalakrishnan,

Editor
http://Wwww.Traders.com .........cccceeeeveneeneeneennenne. Home — everything starts here
http://Working-Money.com .......c..cecoeveruerenvenuennns Direct to Working Money
http://Technical. Traders.com ...........ccccceevuereennenne. Trading product information
http://Store. Traders.Com.......cceceverieenerenenennns Order products and articles
http://Message-Boards.Traders.com ..................... Ask and answer questions
http://Search. Traders.com ..........c.cceceeeverenennennns Search our websites
http://www.traders.com/S&C/SiteSearch.html...... Browse or search our websites
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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

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,

and ride the wave UP, UP, UP. Vector- p

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
thana
stock with
an RS rat-
ing of
0.97.1fa
stock’s
price

Y
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.

_/] Objective

7 informa-
tion. Built
on Value,

Safety and
- Timing. With
¢ VectorVest On-
Line you’ll have
7 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.
* The VectorVest Online User’s
Guide.

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

e 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.

]

J

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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Trade BETTER
than YOU ever

IMAGINED!

R.S. of Houston Workshop WILL help
you realize YOUR full Potential as a
Trader! You CAN break into the
Winner’s Circle!

Don’t Take Our Word For It...
LISTEN TO OUR STUDENTS.
Hear Student Success Stories
on our Website

Creating Winning Traders
for over 11 years
See Why
Our AWARD WINNING
Program Just Plain WORKS

TRADE WITH CONFIDENCE

Voted Top Ranked Futures
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

More info: Traders.com/reader/
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A Sgn Of Joring

by James Maccaro

The sage of Omaha reports to his shareholders.

W archismarked by numeroussignsof

\\ ~ the coming of spring: the days get

\ longer, birds head north, and plants

~ begintoshow signsof new life. But

for many market-watchers, themost

eagerly awaited harbinger of theseasonistherelease

of Warren Buffett’ sannual report to shareholdersof
Berkshire Hathaway.

The “sage of Omaha,” the most successful stock
market investor in history and the world's second-
richest man (second only to Bill Gates), providesin
hisletter to sharehol dersaninval uabl eassessment of
business affairs and a discussion of hisinvestment
philosophy. Althoughthisyear’ sletter to sharehol d-
ers, which covers fisca year 2006, is shorter than
usud, it offers many useful insights.

Corporate Americais highly dynamic and com-
petitive, which createsopportunitiesand dangersfor
investors. Buffett noted that of the 10 “non-ail
companies having the largest market capitalization
in 1965 — titans such as Generd Motors, Sears,
DuPont and Eastman K odak — only one made the
2006 list.” However, he added that “in fairness,
we've seen plenty of successes aswell, sometruly
outstanding.” As examples, he cited Kenneth
Chenault of American Express, Jeffrey Immelt of
Genera Electric, and Richard Kovacevich of Wells
Fargo, describingthemas* giant company managers
whom | greatly admire.”

What does it take to identify solid investments?
“Independent thinking, emotiona stability, and a
keen understanding of both human and ingtitutional
behavior arevita tolong-terminvestment success,”
Buffett wrote. “I’ve seen alot of very smart people
who have lacked these virtues.”

Ultimate responsibility for a corporation’s long-
termsuccessbel ongstoitsboard of directors, Buffett
stressed. He dtated that a corporation’s board of
directorsshould“ beowner-oriented, business-savvy,
interested and truly independent.” He added that
“many directors who are now deemed independent
by various authorities and observers are far from
that, relying heavily asthey do on director’ sfeesto
maintain their standard of living.”

For thelast few years, afavorite subject for
Buffett has been the huge pay packages
bestowed on many corporate execu-
tives. Hecriticized thewidespread prac-
tice whereby boards of directors rub-
ber-stamp recommendations made by
outside consultants who in turn are se-
lected by management.

“Compensationreformwill only occur
if thelargestinstitutional shareholders—

itwouldonly takeafew — demandafreshlook at the
wholesystem,” heasserted. “ Theconsultants' present
drill of deftly selecting %91peer’ companies to
comparewiththeir clientswill only perpetuatepresent
excesses.” Hedescribed thisasthe® dl theother kids
have one” rationalefor approval of excessive com-
pensation packages.

Another subject that Buffett returned to is the
proliferation of hedge funds. He questioned the
long-term viability of thetypical hedgefund, which
he described as being run by “the 2-and-20 crowd”
— managerswho charge a2% annual fee plus 20%
of profits. “Its effects bring to mind the old adage:
When someone with experience proposes adedl to
someone with money, too often the fellow with
money ends up with the experience, and the fellow
withtheexperienceendsupwiththemoney.” Buffett
recommended a low-fee index fund as a better
aternative.

When it isreveded that Buffett hasinvested in a
particular stock, theinevitableresultisasharp uptick
inthe priceof that stock. Thisisobvioudy triggered
by theassumptionthat if Buffettisbuying, it must be
a good bet. As a result, he does not discuss his
ongoing investment plans.

Buffett admitted that he recently made purchases
of stock insevera companies, which purchasesnow
have amarket value of $1.9 billion, andisadding to
these positions, but hewould not disclosethe names
of the companies “because we continue to buy
them,” adding that “1 could, of course, tell you their
names. But then | would have to kill you.”

The year 2006 was a good one for Berkshire
Hathaway’ s coreinsurance companies, which spec-
tacularly bounced back from sharp losses in 2005
caused by HurricaneK atrinaand other natura disas-
ters. Underwriting profitsin 2006 were $3.8 hillion,
compared to ameager $53 millionintheprior year.
Buffett attributed thisturnaround in part to luck, but
whileM other Nature cooperated in 2006, alot of the
credit should be given to disciplined management.
Buffett stressed that hewill not seek market shareat
the cost of profits.

The wide variation in profitability from year-to-
year of Berkshire Hathaway’ sinsurance operations
demongtrates the volatility of the industry and the
degree to which results are dependent on forces
outside our control.

GEIco is probably the Berkshire Hathaway unit
with the highest profile. It spends more on
advertisingthanany otherinsurancecom-
pany. Thecompany’ sadvertising budget
was$631 millionlast year, up from $238
millionin 2003, but it has gotten impres-
siveresults. Salesincreasedto8.1million
polices, from 5.7 millionin 2003, ajump
of more than 40%. Buffett noted that
during the same period, the company’s
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number of employees fell by 3.5%, which he con-
cluded indicatesan increasein productivity of 47%.

Althoughinsuranceoperationsconstitutethelarg-
est part of Berkshire Hathaway, the conglomerate's
holdingsincludedozensof companiesinother fields,
including MidAmerican Energy Holdings, which
owns several eectric utilities in the US and Grest
Britain, as well as natural gas pipelines in the US;
NetJets, which sellsfractiona ownership in corpo-
ratejets; Dairy Queen; Fruit of the Loom underwear
company; and many smaller enterprises, such asa
candy company, regiona furniture and jewelry re-
taillers, and The Buffalo (NY) News. They are di-
verse, but al have superior management.

Buffett repeated an investment credo that he has
uttered many times. Be fearful when others are
greedy, and be greedy when others are fearful.

This contrarian view is applied by Buffett to the
housing sector. Although the conventional wisdom
is that the housing sector is in shambles, Buffett
increased his exposure. Berkshire Hathaway ex-
panded through acquisitions its MiTek subsidiary,
which makes hardware for roof trusses, and aso
expanded HomeServices of America, ared estate
brokerage owned by MidAmerican Energy Hold-
ings. Although profitsfell 50%at thebrokerageunit,
Buffett declared that he was seeking new acquisi-
tions and that “a decade from now, HomeServices
will almost certainly be much larger.” Berkshire
Hathaway aso owns Shaw Industries, the nation’s
largest carpet manufacturer, which Buffett described
as “a powerhouse and a magjor contributor to ...
earnings’; Clayton Homes, a manufacturer of pre-
fabricated houses, the Carefree awnings company;
the Johns Manville insulation company; and the
Acme brink company. Buffett also accumulated a
significant stake in the Lowe’ s home improvement
store chain.

In contrast to his bullish stand on US housing,
Buffett is bearish on the US dollar, declaring, “as
our UStrade problemsworsen, the probability that
the dollar will weaken over time continues to be
high.” In anticipation of a weakening dollar, he
increased his investments in foreign companies
and in US firms that have significant business
oversess. In part, this explains his purchase of an
80% stake in the Israeli metal-cutting equipment
maker ISCAR Metalworking for $4 billion in May
2006. Heal so bought equity in Posco, thedominant
Korean steel manufacturer, and Tesco, the British
retail chain. Inaddition, he purchased stakesin US
firms that derive a significant portion of their
revenue from overseas, such as ConocoPhillips,
Johnson & Johnson, Anheuser-Busch Cos., Procter
& Gamble, Wal-Mart, and UsG Corp.

A major question at Berkshire Hathaway iswhat
will happenwhenWarren Buffett cannolonger run
the corporation. He addressed thisissue by declar-
ing, “Good news: At 76, | feel terrific and, accord-
ing to all measurable indicators, am in excellent
health. It is amazing what Cherry Coke and ham-
burgerswill do for afellow.” His shareholders, as
well astheinvesting public, undoubtedly welcome
this health bulletin.

This article was originally published on 6/1/0707.

This article — and articles like it — can be
found online at www.working-money.com.
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Trade up! Know more.

XPRESSIRADE

ONLINE FUTURES AND FOREX TRADING

Great trades
start with
great ideas.

e

Daily futures newsletters and podcasts
Real-time Dow Jones® commodities news
Market commentary and analysis from the pros
Trade Strategizer™ turns ideas into actual trades

FREE

-REPORTS
-RESEARCH
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Get trading ideas delivered daily, right to your inbox.
Visit www.xpresstrade.com or call 1-866-XTRADE-1.

Futures and forex trading involves risk and may not be suitable for all investors,
This is not an offer or solicitation in any jurisdiction where XPRESSTRADE is not
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Dow Jones® is a registered trademark.
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Intraday 2B Tops
InThe June Emini
S&P 500

by David Penn

“What we have here is a failure to
follow through...”

Tradable: ESM7

Ith apologiesto thecaptain
inCool HandLuke, therally
in the Standard & Poor’'s

500 that began on thefirst of May has
finaly run into its own Cool Hand
Luke moment, astheintraday highsin
the June emini S&P 500 on May 9
were bested by the highs of May 15,
only to have the market reverse and
begin moving sharply lower. SeeFig-
urel.

Wheat isespecially interesting about
thisfailuretofollow throughisnot just
that it took theform of a2B top. If you
look at thesudden collapseonMay 10,
then you can see that a 2B top antici-
pated that correction aswell.

To recap, a 2B top occurs when a
market makesahigh, pullsback, makes

Russell 2000
Gets Cold Feet

by Arthur Hill

The Russell 2000 broke consolida-
tion resistance, but immediately
pulled back, and now, waning
momentum points to a bull trap.

Tradable: $RUT

n the daily chart (Figure 1),
Othe Russdll 2000 advanced

frommid-Marchtomid-April
and then consolidated for five to six
weeks. The index established resis-
tance at 835 and support at 810 (ma-
genta lines). While the Standard &
Poor’s 500 moved to new highs in
May, the Russell 2000 kept turning
back around 835. That seemed to
change with the breakout and close
above 840 (gray ova). The Russl
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FIGURE 1: EMINI STANDARD & POOR’S 500, JUNE FUTURES, HOURLY.
The highs on Friday morning were exceeded by the highs in
the afternoon on the following Wednesday. But the failure of
the market on Wednesday to continue moving higher sig-
naled a short opportunity for reversal traders.

a higher high, then fails to follow
throughtotheupsideinthewakeof the
second higher high. The 2B top be-
comes a confirmed reversal when the
market moves back down below the
low of theinitia high, whichiswhere
traders and speculators are encour-
aged to take their positions.
Inthefirst 2B top— from May 4to
May 9, withthebreakdownonMay 10
— the market was ableto trade above
theMay 4th highand even closeabove
it briefly. But the sdlling in the final

2000 looked poised to play catch-up
but fell back over thelast twodays, and
thisis now looking like a bull trap or
failed breakout.

The breakout just didn't have the
juice, or momentum, to hold, and this
was evident with the negative diver-
gence in the stochastic oscillator. The
indicator pesked in early April and
formed lower highsover thelast six to
seven weeks. The index managed a
higher highabove840recently, butthe
stochastic oscillator did not confirm
and remainswell below its prior high.
The divergence did not mean much
until theindicator dipped below 50, its
lowestlevel snceMarch22. Themove
below 50 is sgnificant because 50
represents the midpoint for this oscil-
lator. The cup is half empty when the
indicator is below 50 and half full
when the indicator is above 50.

Despitethisfailedbreakout, theover-
al uptrend has yet to reverse. The
index established support with two
bounces around 810 in May, and this

trading hour and the gap down the
followingday (seethehighlightedoval
in Figure 1) confirmed that the market
wasnot likely to follow through to the
upside but, instead, wasin the process
of reversing.

Inthesecond 2B top— fromMay 9
to May 15 — the reversa from the
second new high was even swifter
(Figure2). Thecandlestick that formed
thesecond highwasitself suspicioudy
bearish, with a long upper shadow
indicatingwaning buyinginterest over

FIGURE 2: EMINI STANDARD & POOR’S 500, JUNE FUTURES, HOURLY.
The reversal was swift in coming as the bulls were unable to
push the June emini higher on May 15. An hour after the new
“intrahour” high was made, the market was being pushed
significantly lower by the bears.

the course of the session and a close
that was bel ow the open. So perhapsit
was of little surprise when thefollow-
ing session opened down and themar-
ket continuedtomovelower. Thehigh-
lighted area again shows the short en-
try level asthelow of theinitia highis
taken out to the downside.
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his article was first published on 5/16/2007.
See www.Traders.com for more.
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FIGURE 1: RUSSELL 2000, DAILY. $RUT advanced from mid-March to mid-April and then

consolidated for five to six weeks.

level marks key support. In addition,
there are three fan lines extending up
from the mid-March low. The index
brokethe first two and remains above
thethird. A move below thisthird fan
lineandtheMay lowwouldreversethe

medium-termuptrendand| wouldthen
expect acorrective period or extended
decline to make sure. m
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This article was first published on 5/31/2007.
See www.Traders.com for more.
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Volatile NASDAQ
100 Stays In
Range

by Chaitali Mohile

$NDX is volatile and moving in a
20-point range for the last two
weeks. The lower range can dip to
the previous low of the rally.

Tradable: $NDX

nforming adoublebottom at
1710 in mid-March, the
NASDAQ 100index rallied to

its previous highs at about 1850. At
that point, 1850 turned support for the
next bullishraly, creating anew buy-
ingopportunity. Theindex movedver-
ticaly on expanded volume till the
1900leve, offeringa50-point profitto
exigting traders. Theindex now seems
to rest with this advance raly of 50
points. The range-bound consolida
tion seems to have brought a tempo-
rary halt to thisbullish raly.
Thelower range of 1880 isthe sup-
port, while the upper range of 1900 is
resistancefor theexistingbull run(Fig-
ure 1). But the previous low of 1860
cannot beignored. Thevolatilemoves
can whipsaw the traders, retracing to-
ward the previous low. Meanwhile,
the relative strength index (Rs1) (14)
turned marginally overbought. The

At present, the NASDAQ 100
is likely to consolidate and
remain range-bhound for
some time.

overbought RSl can indicate an on-
coming extended bullish raly, but
$NDx lacked theforcefor sucharally,
resulting in a consolidation after the
advance rdly. Traders can note that
such a consolidation is headlthy for
future bullish moves in any stocks/
index/sectors.

The moving average convergence/
divergence (MACD) (12,26,9) isvola
tile. Traders cannot judge the exact
direction of theMAcD (12,26,9) at the
current stage. The averagedirectional
movement index (ADX) (14) is 19,
which again indicatethe possibility of
consolidation. Thepositivedirectional
index (+DI) is tipped down and the
negative directional index (-DI) is
moving with equal force. This points
the lower range to dip at 1860. The
long side force is likely to reduce as
consolidation exceeds. Though the
ADX currently points toward consoli-
dation, above 22 theuptrendwill grow
stronger.

$NDx on Figure2 hasmoved above
its strong resistance on encouraging
volume. Thebullsran from thisresis-
tanceturned support to 1900. Thetwo-
doji candles formed in the last two
weeksindicateindecision. InFigure2,
the ADX (14) is29, indicating adevel -
opinguptrend. Thedoji formedislikely
to reduce buyer interest during a con-
solidation phase. TheMAcD (12,26,9)
has bullish crossover and is positive.

Atpresent,theNAsSDAQ100islikely
to consolidate and remain range-
boundfor sometime. Thebreakout of
the upper range will bring in more
buyers, but till then, traderscan avoid
tradeson thisindex. m
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This article was first published on 5/21/2007. |

See www.Traders.com for more.

“We Forecast Pivots,
Direction and Amplitude!”

WE FORECAST..

MARKET FOLLOWS!

EMINIFORECASTER.NET
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$NDX (Masdag 100 Index) INLX @ StockCharts.com
11-May-2007 Close 1202.70 Volume 69350 Chg +23.50 (+1.26%) &
MRSI(14) 63,60
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FIGURE 1: $NDX, DAILY. The NASDAQ 100 IS undergoing bullish consolidation. This
figure shows the possibility of a lower range to dip toward its previous low.

SNDX (Mazdac 100 Indesx) N0 @ StockCharts.com
11-May-2007 Close 1202.72 Volume 408 Chg +2.09 (+0.16%) &
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FIGURE 2: $NDX, WEEKLY. The heavy volume breakout of a previous high resistance. A
fresh rally above the resistance consolidated instead of moving ahead, but it remains
bullish.
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Candlestick
Warning For
The NASDAQ
Composite

by Gary Grosschadl

The high-tech index looks vulner-
able here. A downturn would not
be a surprise, but what are the
fargets?

Tradable: $COMPQ

fterrisngnear 300 pointsfrom
A abounce of its200-day expo-
nential moving average
(EmMA), acandlestick warning hitsthe
NASDAQ. A bearish engulfing candle-
stick pattern can be a strong reversal
signd after astrong rise, andthisisthe
currentview onthisdaily chart (Figure
1). Note the last downturn was pre-
ceded by adoji candlestick from late
February 2007, another top warning.
There are severa indicators agree-
ing with this bearish candlestick out-
look. | awayslook for multiple nega-
tivedivergenceswheneyeingany pos-
sibleswingfromahighorlow pointon
achart. Both the moving average con-

S&P Seeking
Support

by Austin Passamonte

Measuring support and resistance
zones via Fibonacci and
retracement tools.

Tradable: S& P 500

ollowing a sharp sdlloff on
F February 27thisyear, the Stan-
dard & Poor's 500 led dl in-
dexesupwardinaseemingly straight
ascent. That risebrought priceaction
in the cash market to a handful of
pointsfrom anew record high onthe
close. Threesuccessiveattemptsthis
week failed to make that mark as
price action narrowed and the ascent
tapered off.

With one fell swoop of the seller’s
programbuttons, 14 previoussessions
worth of rally was erased between the
openingandclosingbells. Count back-

vergence/divergence (MACD) and the
relative strength index (Rsl) show a
movelower whiletheNASDAQ popped
higher. When indicators fail to con-
firm anew high (or low), the moveis
oftensuspect. Thestochastic oscillator
shows a dightly overbought condi-
tion, so a downturn from here would
not beasurprise. Previoudy, thisindi-
cator stayed overbought (stuck high)
for an extended time, but this was
when there was a strong and rising
trend via the previousy mentioned
indicators.

Should a downturn ensue, severa
targets are possible. The first nearby
possiblesupportisinthevicinity of the
50-day EMA, currently 2515. Thislevel
alsorelatestoaprevioussupportlevel.
A pause or temporary support hereis
more conceivable than a bounce, but
the market will decide soon enough.
Stronger support liesonce again at the
200-day EmMA, currently 2409. This
level dso relates to the previous sup-
port and the bottom of a very large
black candlestick. Inaddition, near the
2500levd, therearetwopreviousgaps.
Gaps can a'so act as areas of support.

Exactlywherepossiblesupportkicks
inremainsto be seen, but thesearethe
areas| ameyeing. Asaways, themar-
ket will havethefinal say. m

@Traders.com ADVANTAGE"

This article was first published on 5/30/2007.
See www.Traders.com for more.

ward that many
daily candles/bars
in Figure 1 and we
seewherepriceac-
tion on May 14
closed right near
today’s ending
value. What goes
upinfitsand starts,
leaving low-vol-
umeair pocketsbhe-
low, usualy cor-
rects itself in far
morerapidfashion.
We've seen it be-
fore many times,

BEPH M - Dty CEOE L2507 51

SCOMPQ (Masdag Composite) IND
23-May-2007
W $COMPG (Daily) 2577.05
—EMA[S] 2514.95

—EMA[200) 240907 -
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doji’

pusmhle gap suppurts
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FIGURE 1: NASDAQ. A bearish engulfing pattern warns of a possible top.
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and another ex-
ample can be seen
here for ustoday.
Countlessthousands of S& P trad-
ersare watching and reacting to this
spot on the chart. Volume of buy-
stopsand sell-stopsclustered nearby
arealready forming. A quick bounce
back up above 1517 and the new-
closing high watch can resume. A
break bel ow 1506 brings 1500, 1490,
and 1475 zones back into play.
Summertime trading is often said

FIGURE 1: S&P 500 FUTURES (ES), DAILY

to bedull. It s quite possible we can
expect anything but that to grace our
charts in 2007. One brief glance at
thechartsof summer 2002 will show
that thesummer market andlow vola-
tility are not always synonymous. =

See www.Traders.com for more.
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This article was first published on 5/30/2007. |

Summertime trading is
often said to be dull. It’s
quite possible we can
expect anything but that to
grace our charts in 2007.
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Correction Targets
ForThe DJIA

by Arthur Hill

The Dow Jones Industrial Average is up
substantially over the last few months, and a
correction back toward its resistance breakout
is a plausible scenario.

Tradable: $INDU

the Dow Jones Industrial Average (DaA),
let’ slook at the current trend and see what
it would taketo forge areversal. The DJA surged
more than 1,500 points from its March low, and
declines have been limited to just afew days since
mid-March. TheMarchtrendline hasbeentouched
three times and marks support around 13400. The
lateMay low also confirmsthissupport level and a
break here would start the correction process.
Once acorrection gets under way, how far can
weexpect it to extend? Looking at Figure 1, | see
two methods to identify a correction target. The
firstisby looking for support levels. Thereareno
rea reaction lows or consolidations from mid-
March to late May, so | am relying on broken
resistance. Broken resistancelevelsturninto sup-

B efore looking at the correction targets for

Dow Jones Industrial Average

September/October 2007
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Trade with confidence

Introducing ELWAVE 8.0 for real-time (and eod) traders
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For a very special, time-limited offer, visit

WWW.ELWAVE.COM/S2409

or call us toll-frea at

Powercharge your trading
and discover what these
people already know:

"I 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., Qhia

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

Wlay

FIGURE 2: DJIA. The Fibonacci retracement levels to watch for are 38% (0.382) and 62% (0.618).

Once a correction gets under
way, how far can we expect it
to extend? Looking at Figure 1,
| see two methods to identify
a correction target.

port, and it is not uncommon to see a pullback to
these levels. The DJA broke resistance at 12800,
and thisis one target for a correction.

Thesecond correctiontargetinvol vesFibonacci
and Dow theory retracement levels. The Fibonacci
retracement levels to watch are 38% (0.382) and
62% (0.618) (Figure 2). Dow theory assertsthat a
50% retracement was often normal and the gray
lines mark these levels. The 50% retracement
jibes with broken resistance around 12800; the
62% retracement is just below and the 38%
retracement is just above. There was a lot of
strength in this advance, and | would opt for the
higher targets by choosing a correction target
zone around 12800-13000. =

@Traders.com ADVANTAGE"

This article was first published on 6/9/2007.
See www.Traders.com for more.

~ Prognosis

software development

866.337.3991

{in Europe, dial +31-15-2123543)
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SNYA Returns On
Bullish Track?

by Chaitali Mohile

The NYSE Composite Index
completed its black crow formation.
What's next?

Tradable; $SNY A

T heenormousthree-day correc-
tion on US stock exchanges
formed a rare formation on
many of its stronger stocks and in-
dexes. Theblack crow candlestick for-
mation is bearish. Three consecutive
fals with each day closes below the
previous day, and each of three highs
below the following day’ shigh forms
ablack crow patternontechnical charts.
TheNy se Compositel ndex hasformed
asimilar candlestick patternonitsdaily
charts (Figure 1). The black crow for-
mation isareversa pattern toward its
prior advance rdly. It's a complete
bearish formation by itself.
Thefourth day isequally important
inthisformation. IfinFigurel, thedoji
or any other bearish candles were
formed on the fourth day, then traders
need to dtay alert as afurther bearish

ENYA (MNYSE Composite Index) IMDX
2-Jun-2007

raly issignaled.

Instead, $NYA formed afull bullish
white candle after ablack crow. What
doesthat indicate? Regainingabullish
trend or forming a bullish counterpart
of ablack crow, known asthree white
soldiers? Thiswhitecandleformedon
Friday, indicating an endtothedeclin-
ing rally. So traders must be watchful
for the next two candles too.

Beforetheautumn, thepriceclimbed
new highs but the stochastic (14, 3, 3)
dipped with aretest of its prior high,
creating a negative divergence on the
raly. The heavy fal in the price chart
made stochasticscloser toitsoversold
territory after a long period of three
months. Meanwhile, themoving aver-
age convergence/divergence (MACD)
(12, 26, 9) was reluctant to stay posi-
tive. The market givessignals, but we
traders sometimesignore such signals
as they appear frequently on indica-
tors. Yes, interest rate change news
proved to be a*hurricane” onthe US
markets.

The Ny se Composite Index cannot
betraded with the anticipation of three
white soldiers. Traders need to watch
the day’s open and world market for
clues about the low-risk and high-op-
portunity tradesontheindex. Stochas-
tic (14, 3, 3) andthe MACD (12, 26, 9)
aredtill inthenegativearea, sobealert
and watchful. m

This article was first published on 6/12/2007.
See www.Traders.com for more.
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FIGURE 1: $NYA, DAILY. After the three black crow formation, the full white candlestick
generated the possibility of the three white soldier pattern if the next candle opens within
the following day’s range and closes near the previous day’s high.
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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+. —S$.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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Another Breakout
For The Hang
Seng

by Arthur Hill

The Hang Seng Index has been
moving higher for five years, and
this trend looks set to continue
after another resistance breakout.

Tradable: $HSI

n the daily chart (Figure 1),
Othe Hang Seng Index ($H1s)

formed an inverse head &
shoulders and broke neckline ress-
tance with a gap. The left shoulder
formed in January—ebruary, the head
in March, and the right shoulder in
April-May. Neckline resistance was
around 21000 and the breakout sig-
nals a continuation of the uptrend.
Head & shoulders patterns can be
reversal or continuation patterns. This
inverse head & shoulders pattern
formed in an uptrend and wasthere-

fore a continuation pattern.
Based on traditional technical
analysis, the upside target is
around 23400. Thedistancefrom
the head to the necklineis added
to the breakout for a target. In
this case, | added 2400 to the
necklinebreakout at 21000. Bro-
ken resistance turnsinto support
and 21000 is the first level to
watchfor signsof weakness. The
right shoulder is essentially one
consolidation with support just
above 20000. A move below the
low of the right shoulder would
totally negate the pattern.
Figure 2 isaweekly chart that
offers some perspective on this
bull market. The index bottomed
in May 2003 and embarked on a
five-year advance. This move is
enteringitssixthyear andarising
pricechannel istaking shape. The
index is trading near the lower
channel line and a move toward
theupper channel linewouldcarry
the index well above the head &
shoulderstarget. m

@Traders.com ADVANTAGE"

This article was first published on 6/22/2007.
See www.Traders.com for more.
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FIGURE 1: HANG SENG, DAILY. This index formed an inverse head & shoulders and broke
neckline resistance with a gap.
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FIGURE 2: HANG SENG, WEEKLY. This chart offers some perspective on the bull market.

Head & shoulders patterns can he
reversal or continuation patterns.
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Trading Systems
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Comprehensive manual and
proprietary software.
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And now — Be A Trend Master! Understand pivots
and trendlines. Intensive and thorough lessons on a
1.20hr CD Never wonder what price is doing, now
you know — all this for $79.00 plus S&H.

“Most excellent book I've ever read on trading,
the author held nothing back.”
“If one wishes to be a traderEADXcellence
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“Serious (traders) will find ADXcellenceEwell
worth the cost.”
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Winning Edge Day And
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The S&P 500’s
Intraday
Ascending
Triangle

by David Penn

A pair of 2B tops helps mark the
upper boundary of an ascending
triangle.

Tradable: $SPX

2B topsinthehourly chart of the

June emini Standard & Poor’s
500 futures contract (“Intraday 2B
Tops In The June Emini S&P 500,”
Traders.com Advantage, May 16,
2007). Breakdowns from the 2B tops
in both instances provided traders
withquality opportunitiesfor ashort-
term bet against a market that had
been rallying since the beginning of
the month.

Increasingly it appears, however, as
if thosetwo tops, rather than antici pat-
ing major reversals, were instead de-
lineating the upper resistance level of
an ascending triangle pattern. While
thispatternislessvivid in the chart of
the emini futures, the triangle — and
its bullish implications — is clear in
the hourly chart of the S& P 500 (Fig-
ure 1). With an upper resistance level

Justyeﬂerday | described apair of

=1 1

Predictable
Patterns Period

by Austin Passamonte

Since mid-March 2007, big-cap
stock index markets seem to have
a constant bid beneath them. Any
intraday selloff that lasts into the
closing bell is immediately re-
versed the next session. Most
other days begin with early weak-
ness before price action begins the
inevitable grind upward into the
afternoon.

QHART PAT
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FIGURE 1: STANDARD & POOR’S 500, HOURLY. An ascending
triangle develops in the middle of May. A successful breakout
should bring higher prices toward the end of the month and
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into June, setting up the possibility of a test of the all-time

closing high at approximately 1527.

a approximately 1514 and a pattern
low of about 1492, a successful
breakout fromthistriangleshouldtake
the S&P 500 to as high as 1536 in a
minimum upside move.
Trianglesneedtobetouched. Tho-
masBulkowski notesin hisEncyclo-
pedia Of Chart Patterns that there
should be a “crossing pattern,” by
which he means “ Price should cross
the chart pattern several times; they
should not leave a vast amount of
white space in the center of the tri-
angle.” Elsewhere, others have sug-
gested three to five touches (or in-
cluding near misses) between the
horizontal resistance line and the

upwardly sloping support line.

In either event, it looks as if the
S&P500iswell onitsway tofilling
out the ascending triangle pattern
insofar as it has aready completed
five distinct touches of those resis-
tance and support lines. That said, it
looksasif the S& P 500 might retreat
to test the support line one moretime
before moving up and out of the pat-
tern. If itistruethat theideal breakout
from an ascending triangle comes
somewhere between 2/, and ¥/, of the
way through the pattern, then just
such aretest may be al the market
needs in order to finish the triangle
and move toward breakouit.
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FIGURE 2: STANDARD & POOR’S 500, MONTHLY. More than four
years after its closing monthly low in late 2002, the S&P 500
has almost completely retraced the 2000—-02 bear market.

It probably should be noted that
the S& P500 istantalizingly closeto
itsall-timehighclosing priceof 1527
from the spring of 2000 (Figure 2).
And asuccessful breakout from this
ascending triangle — *“successful”
meaning a breakout that reaches its
minimum price objective — would
take the S& P 500 straight through
that level with room to spare. m

SUGGESTED READING

Penn, David [2007]. “Intraday 2B
TopsInTheJuneEmini S&P500,”
Traders.com Advantage, May 16.

This article was first published on 5/17/2007.
See www.Traders.com for more.
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Tradable: S& P 500 (ES)

This session from late April
showsadouble-bottom pattern
following a gap down open.
Likeclockwork, priceaction soon per-
sisted in grinding higher from there.
SeeFigure 1.

Even the sideways sessons hold
double-bottom patterns to work their
way upward after testsof support hold.
See Figure 2.

There was another weak open, an-
other doubl e-bottombouncefromearly
lowsfollowed by the stair-step grind-
ing action higher. See Figure 3.

On May 17, there was the same
story: a daily pivot point holds mul-
tiple tests of support as price action
bounces through tradable swings fol-
lowing each test. See Figure 4.

“Buy dips’ will not work forever, of

<4

A Head &
Shoulders Top
In REITs

by David Penn

Has the great REIT rally finally run
out of upside?

Tradable VNQ

or weeks in 2005 | would get
email announcements from
NAREIT, theNational Associa-
tion of Real Estate Investment Trusts.
Likemost email announcementsfrom
such entities, these messageswere ec-
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course. But it isworking now and has  the high-odds nod for success. = “Buy dips” will not work

beenfor quitesometimeaready. Until
the uptrend pattern abates, each buy
signal at or after any test of support has

-

static about the prospects for their in-
dustry. | had written alittle about real
edtate investment trusts way back in
2001 and thought they were an under-
rated sector that deserved more atten-
tion from retail investors.

Email after email would arrive,
making methink, “Y ouknow, | really
ought tofollow upwiththose NAREIT
guys ...” But one thing or another
would alwayscome up to redirect my
attention.

So now it figures that just when the
incredible ReIT raly appears to be
running out of steam that | would mi-
raculoudy “findtime” total k about the
group. Shame on me.

But what can you do when you are
doing recon through the sectors and
stumbleuponatopping patternlikethe
onein Figure 1?

Theconsolidationin

Wanguard Reit B 74.40 028 0.33%

Figure 1 is a head &

.rn'"'\

i, n" 1of g )
| 1, oo, h'

shoulders top, one of
the most common re-
versal chart patterns.
The head & shoulders
top consists of three
distinct peaks: two
outer peaks(shoulders)
and a center peak (the
head) that islarger than
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FIGURE 1: VANGUARD REIT EXCHANGE TRADED FUND (VNQ),
DAILY. REITs peaked in February 2007, but the head
& shoulders top currently hinting at a significant rever-
sal has its origins in the autumn of 2006. The forma-

1200

neckline, a relatively
horizontal linethat con-
nects the trough lows
between the two outer
peaks, is the source of
critical support for the
head & shoulders top.
When the neckline is

@Traders.com ADVANTAGE"

This article was first published on 5/24/2007.
See www.Traders.com for more.

forever, of course. But it
is working now.

WANGUARD REIT ETF
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FIGURE 2: VANGUARD REIT EXCHANGE TRADED FUND (VNQ), DAILY. The same REIT ETF
through the lens of the moving average trio, MACD histogram, and BOSO stochastic
is bearish on all counts. The short-term (five day) positive divergence in late May
helped bounce the ETF higher, but resistance looms at the 78 level.

broken to the downside, prices in a
head & shoulderstop tend to move as
far downward fromthe necklineasthe
formation was tall. A head & shoul-
ders top that measures 10 points will
likely see the market fall 10 points
down from the neckline in an initial
downside break.

Aswith many patterns, speculators
need to be wary of pullbacks to the
break level. Whilethese pullbacksare
most often resolved by the market re-

versing again to complete the break
and reach the minimum projected
target, they can serveasshockstothe
system if the trader is not prepared
for them. This meanstraderswho are
not careful can panicthemsealvesout of
awinning position by buying apull-
backinahead & shoulderstop break-
down, only to see prices meet resis-
tance at the neckline (a typical and
guite common case of support be-
coming resistance once broken), re-
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verse, and move downward again.
Figure2showstheVanguard REIT
exchange traded fund (ETF) against
my current favorite set of technical
indicators: the moving average trio
(see my Working-Money.com ar-
ticle,“Moving AverageTrios,” May
25, 2007), the moving average con-
vergence/divergence (MACD) histo-
gram (see my two-part, Working-
Money.com article, “Trading The
MACD Histogram,” December 6 and
9, 2006), and the Boso stochastic
(seemy article“Boso” from the Oc-
tober 5, 2005, issue of Working-

JI..'._'_)’\:,»V l.llu'.' f

Money.com). And per these indica-
tors, the ReITsarestill under signifi-
cant pressure.

There was abearish realignment in
theVNQ onMay 1 that was confirmed
asof thecloseonMay 15at 77.60. The
most recent confirmed MACD histo-
gram signa was a bearish p-P-p pat-
tern that ended on May 15 and was
confirmed asof thecloseonMay 16 &t
76.64. Thistimearound, thelatesignal
camefromthe Boso. VNQ went over-
sold on May 16 and was confirmed on
afollow-through lower close on May

VNQ fell to aclosing low of 74.12
on May 24 and has since bounced
sharply. If youlook carefully, youcan
even see a short-term (for example,
five-day) positive divergencein both
the MACD histogram and the stochas-
tic that telegraphed the bounce. The
guestion now is whether or not this
bounce—whichfindstheVVNQhurtling
towardpotentia resistanceintheform
of the 50-day exponential moving
average and the neckline of the head
& shoulderstop — will scareenough
traders who are reasonably short to
become unreasonably long. =

T

FURTHER READING
Penn, David [2005]. “B0oso,” Work-
ing-Money.com, October 5.

[2006]. “Trading The MACD

Histogram,” parts 1 and 2, Work-
ing-Money.com, December 6 and
9.

[2007]. “Moving Average

Trios,” Working-Money.com,
May 25.

This article was first published on 5/30/2007.
See www.Traders.com for more.
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Reversal
Warnings

by Austin Passamonte

Pure price action can tell us a
great deal about pending market
direction. Intraday emini traders
can see clear reversal signal
patterns almost every session —
fair warning to exit existing trades
and/or get ready for pending
signals going the other way!

Tradable: S&P 500 (ES)

uesday, May 17, saw theemini
S& P500strugglingtobreak a
multiple-top formation after
several attempts. The find tap of that
price zone was sold into what most
likely wasadeliberatestop-run staged
to clear weak shorts out and suck
overzealous longs in while the big-
money playerssoldintothestopped-
out liquidity. Down it went from
there, inaprofitablefashionfor those
who heeded the reversal pattern
warning. See Figure 1.
Two days later — May 17 in the
|ateafternoon— priceaction popped

17 at 75.31.
1

Be it candle or bar charts,
spotting these reversal
patterns at high/low
extremes give savvy
traders a clear heads-up.

from the daily pivot point near
1514.25 and nearly reached 1522.
Buy programslifting to those levels
got sold hard, forming another rever-
sal candle pattern. Shorting below
the lows near 1520 offered several
points' potential profit downside, in
telegraphed fashion.

In addition, we can see a triple-
bottom formation near 1514 where
threedifferent candle/bar seriespopped
to close with long tails, right before
buy programs swung price action
higher. Each of these patterns offered
several points profit potentia per sub-
sequent swing. See Figure 2.

Beit candle or bar charts, spotting
thesereversal patternsat high/low ex-
tremes or multiple tops/bottoms give
savvy tradersaclear heads-up that the
next directional moveislikely toturn,
and soon. =

@Traders.com ADVANTAGE"

This article was first published on 5/24/2007.
See www.Traders.com for more.
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FIGURE 1: $DJUSCH, DAILY. Here’s the ascending triangle in $DJUSCH. The breakout
above 258 will bring a boom in individual stocks in the US Chemical Index, too.
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Comparison between the Stocks

Monthly System (buying the best
performing stocks for each month
of the year) and the S& P 500 has

would expect such a system to
outperform the S&P, but remem-
ber that approximately 80% of
Mutual Funds underperform the
average return of the stock mar-
ket. We have set higher stan-
dards. Our Target is to grow
$10,000 to $10 Million in only 20
years. So far, we are well on
course. Visit us every few
months and check our progress.
Or, become a subscriber and join

© Coljam Consultants Ltd 2005 - 2007
Remember stocks can go down as well

Terms and Conditions.

31-Dec-2006, using the investment
method with the S&P 500 index,
$10,000 would have grown to
$33,831. Using the Stocks Monthly
method of selection, the portfolio
would have grown to $4,028,446.
That is an average return of 49%
per year over a 15 year period.

described as unfair. You

How does the system work?

Using our unique 4-level filter system we
calculate the best performing stocks for
each month of the year. We only hold
the January Stocks for the month of
January, and only hold the February
stocks for the month of February and so
on for each month of the year.

our success now.

Please read our Disclaimer and

www.stocksmonthly. com

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

FIGURE 2: $DJUSCH, WEEKLY. The ascending triangle on the weekly chart reinforces the
breakout. The strong pattern will lead a fresh level of 278.

$DJUSCH Readies
To Break Out From
Ascending Triangle

by Chaitali Mohile

The US Chemical Index has formed
an ascending triangle on daily and
weekly time frames and is now
ready to break out.

Tradable: $DJUSCH
JUSCH is in a strong
uptrend but in late Feb-

D ruary, the index logt its

bullish strength. Within a week it lost
almogt al its 20-point gains, but the 50-
day movingaverage(MA) support held.
In fact, every dip since that one estab-
lished support at the 50-day MA, creat-
ing an ascending triangle. Asatriangle
matures, the volume reduces and ex-
pands on the breakout. In Figure 1, |
identifiedtwolinesof resistance. | prefer
usingthelinethatisthehigher of thetwo.

The price target on an ascending tri-
angleismeasured using thelength of the
triangle. In this case, the length of the
triangle is 257.5 - 237.5 = 20. So by
adding 20 to the breakout level at 258,
you can get atarget level of 278. The
breakout of thisindex will bring agreat

boominindividua chemical stocks,
sokegpaneyeonit.

The relative strength index
(Rs1)(14) in Figure 1 showsranging
but bullish strength in an ongoing
rally. The loss of 20 points in the
price reflected no adverse effect on
the RsI. The indicator marginally
moved below 40, recovering faster.
This shows positive strength in the
rally. The moving average conver-
gence/divergence (MACD) (12,26,9)
moves close to its trigger line but
directionless. The snake move can
break out in any direction. Combin-
ing the MACD (12,26,9) voldtility
with other conditions on the chart’'s
upside breakout of thetrianglelooks
possible.

InFigure2, theascending triangle
isformed. The same pattern on dif-
ferent time frames reinforces the
breakout. The MACD (12,26,9) is
neutrd toitstrigger line. Thebreakout
of the triangle in the upward direc-
tion can give bullish crossover inthe
MACD (12,26,9). The RSl (14) isat
68 but gtill strong and hasmoreroom
for an advanced raly. The Rsl thus
indicates that the breakout of the
pricewill haveastrong bullishforce
to reach the price target mentioned
previoudly.

A breakout on $DJuscH will
bring attractive buying opportuni-
ties in individual equities of the
sameindex. m
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This article was first published on 5/24/2007.
See www.Traders.com for more.
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A Cup With
Handle In
Transports

by David Penn

As crude oil breaks down, the
consolidation in the Dow Jones
transports hints at a move higher.

Tradable: $TRAN, IYT,
AMR

ithall thecommoationabout
gas prices, there has been
less attention paid to the

behavior of both crude oil and trans-
portation stocks. Given the backdrop
of panic asthe summer driving season
begins in earnest, a speculator might
assume that crude oil was in an ad-
vancingmodeandtransportationstocks
werein the retreat.

A check of the two charts revedls,
however, that crudeoil isactudly ina
correctiverather thanadvancingmode.
As for trangportation stocks, the cup
with handle-shaped consolidationthey
have been meandering through since
late February looks ready to resolve
itself with a breakout to the upside.

It could be argued that therearetwo

\

H R B

-

cup with handle patterns in the daily
chartof thetransportationaverage(Fig-
urel). Thelarger patternbeginsinlate
February, completing the cup in late
April, and adding a handle over the
course of May. The smaller pattern
seesanupformationfromlate April to
early May, withasmaller handlefrom
mid-May to the end of the month.

Inany event, thechart suggeststhat
trangportationstocksareabouttomove
significantly higher over the next sev-
eral weeks. I've seen business cycle
maps that posit transportation stocks
at the beginning of an economic ex-
pansion and other maps that show
transportation stocks as getting bids
lateintheearly expansion phase— so
much so as amost be a part of the
middleexpansion during whichinfla-
tionary pressures beginto mount. Re-
gardlessof whichlocationinthebusi-
ness cycle is the most accurate for
transportation stocks, thefact remains
that if those stocks are set to move
higher, thentheeconomy islikely still
on solid ground.

Based onthebehavior of commodi-
ties like gold and crude ail, I'm in-
clinedtoputtransportationintheearly
expansion group and, for the sake of
compromise, I'll say “middle of the
early” expansion.

The basic business cycle game
plan suggests that advancing trans-
portation stocks are asign of amar-
ket thatismovingthroughthe*early
expansion” part of the cycle. This
part of the cycle also tends to augur
well for industrial and basic materi-
alsstocksasthebusinesscyclemoves

Do JOMES TRANSFORTATION
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FIGURE 1: DOW JONES TRANSPORTATION INDEX, DAILY. The highlighted section in late April
and throughout May points out the handle to a relatively tall cup in this cup with handle
consolidation pattern. Follow-through to the upside could take the DJTA to as high as

5700 in an initial move.
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FIGURE 2: AMR CORP., DAILY. A positive divergence over the course of the spring and a
newly overbought market on the bounce suggest the possibility of higher prices for AMR

this summer.

deeper into expansion.

For those who want to trade the
trangportsdirectly, theexchangetraded
fund, 1YT, features virtualy the same
cup with handle pattern that we seein
Figure 1 of thetransportation average.
As for individual components of the
trangports that might disproportion-
ately benefit from a breakout in the
average, one stock that seems worth
watchingisAMR, asoknownasAmeri-
canAirlines(Figure2). Asl will detail
inaseparate article, the airline stocks,

as measured by theindex $XAL, have
beeninabear marketfor virtualy all of
2007 and may be ripe for reversal.
However, AMR has begun to raly in
thewakeof positivedivergencesinthe
moving average convergence/diver-
gence (MACD) histogram. There was
even ashort-term 2B bottom between
the lows on May 1 and May 15 that
suggested higher prices in the near
term. m

This article was first published on 5/31/2007.
See www.Traders.com for more.
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Silver Signals
Higher ... And
Lower

by David Penn

Will the third triangle be the
charm?

Tradable: SI, SIN7

rianglepatternshavebeengood
toslver sncethemetal madea
secular low in 2001.

It wasasymmetricd trianglein the
monthly chart of silver futures that
anticipated a breakout in mid-2003, a
breakout that |ed to silver’ sfirst major
advance in years. Basis continuous
futures, silver brokeout at about $4.80
and rallied to nearly $8.00 in the first
quarter of 2004. (See Figure 1.)

The2003breakoutled, interestingly
enough, to another triangle. This tri-
angle was of the ascending variety,
meaning it featured a flat, horizontal
resistancelevel and an upwardly dop-
ing support trendline. Such ascending
trianglesproducebreakoutswithavery
strong bias to the upside, and in that,
the ascending triangle in silver that
began in 2003 and ended with a

METALS &

TYTE

breakout near the end of 2005 did not
disappoint. Breaking out near the$8.00
level (basiscontinuousfutures), silver
ralliedtomorethan $14in 2006 and—
after a pullback to the $9.60 level —
bested $14 again in early 2007.

Hassilver formed still yet another
triangle? While the price pattern in
2006 is not idedl, it does have the
requisite horizontal resistance and
upwardly sloping support trendline
of a triangle — and an ascending
triangle at that. The size of the tri-
angle is also attention-getting inso-
far as the pattern’s width projects a
minimum runto $20, should therebe
a successful breakout to the upside.
Such pricesfor silver would not rep-
resent a new all-time high (the all-
time high for silver remains north of
$49) but would certainly represent
an awesome achievement for acom-
modity that wastrading for lessthan
$5 only 10 years ago.

For now, silver remains in an
uptrend in the weekly charts (Figure
2). Sinceacorrectionlow inthefirst
half of 2006, silver — basis July
futures — has created a triangular
pattern consisting of higher highs
and higher lows. That higher highs
and higher lows pattern isthe signa-
tureof anadvancingmarketandthere
isnotechnical “indicator” that should
be allowed to override that reality.

That said, the daily chart of silver
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FIGURE 2: SILVER, JULY FUTURES, WEEKLY. A pattern of higher highs and higher lows has
developed in this pattern, one that otherwise resembles an ascending triangle. Failure
to set a new high in the second quarter of 2007, however, is tentatively a bearish sign.
This will be even more so if the lows from the first quarter of 2007 are taken out to the

downside.
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below key mov-
ing averages and
moreover, the
bearish redlign-
ment of key mov-
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outright sell sig-
na — see my
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“olume [Thousands) and Qpen Interest

Average Trios’
formoreonbear-
ish  “realign-
ment” patterns.
As Figure 3
shows, the three
movingaverages
(10-day, 20-day,
and50-day expo-
nential) crossed
inearly May sothat theshortest, fastest
moving averagewasbel ow theinter-
mediate term (the 20-day EmMA), and
theintermediate term was below the
longer term (the 50-day EMA). This
marked the bearish realignment of
the three moving averages as they
switchedfromalargely bullishalign-
ment with the shorter moving aver-
agesabovethelonger onesto abear-
ish one. This bearish realignment
was confirmed the following day
when July silver closed below the
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FIGURE 1: SILVER, CONTINUOUS FUTURES, MONTHLY. Will the third
triangle in silver’s bull market be a charm and propel prices even
higher? Previous triangle setups in silverin 2003 and 200405 led
to major moves, post-breakout.
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low of the session that marked the
realignment. Since then, July silver
has lost 36 cents or approximately
$1,800/per contract.

FURTHER READING

Penn, David [2007]. “Moving Aver-
age Trios,” Working-Money.com,
May 25.

This article was first published on 5/15/2007.
See www.Traders.com for more.
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FIGURE 3: SILVER, JULY FUTURES, DAILY. With all three moving averages moving into
bearish alignment (the 10-day EMA below the 20-day EMA and the 20-day EMA below
the 50-day EMA), the sell signal was confirmed as soon as the market closed below the
low of the session when the alignment occurred.
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XAU Lags And
Drags

by Arthur Hill

The Philadelphia Gold & Silver
Index ($XAU) has been stuck in a
rut the last 15 months, and relative
weakness remains a serious drag.
Here are the levels to watch.

Tradable: $XAU

ntheweekly chart (Figure 1),
Olhei ndex surged above 150in

February 2006 and then em-
barked on along trading range. There
was another surge above 170, but the
index then met resistance a 150 no
fewer than six times in the last 12
months. Thisistheleve to beat, and a
breakout triggering a major bullish
signal.

Two patterns are evolving, a tri-
angle that extends back to September
2006 (blue lines) and atrading range
that extends back to June 2006. The
triangle shows that the trading range

hasactually narrowedover thelast
few months. Assuch, | would set
key support at 125 and key resis-
tance at 150. The direction of the
next break will have long-term
implicationsfor thisindexandpre-
cious metals.

Figure2showstheperformance
of XAurelativetothe GSPrecious
Metals Index ($GPx). The index
outperformed from March 2005
to June 2006 and underperformed
from July 2006 to May 2007. The
price relative remains below the
red trendline and XAuU continues
to underperform. Infact, theprice
relativebroketonew lowsin Janu-
ary and relative weaknessin XAuU
remains a red drag on precious
metals.

Inadditiontoanupsidebreakout
at 150 in the index, | would also
look for the pricerelativeto break
above 155. This would forge a
trendlinebreak and signal thestart
of anoutperformanceperiod. XAU
does best when it leads gold and
precious metals. m
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This article was first published on 5/30/2007.
See www.Traders.com for more.
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FIGURE 1: XAU, WEEKLY. The index surged above 150 in February 2006 and then embarked

on a long trading range.
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FIGURE 2: XAU, RELATIVE TO GOLDMAN SACHS PRECIOUS METALS INDEX. The index outperformed
from March 2005 to June 2006 and underperformed from July 2006 to May 2007.
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The Golden Bounce

by David Penn

Hourly charts of gold and gold stocks under-
score the turnaround in late May.

Tradable: GCQ7, $HUI
y last look at gold in Traders.com Ad-
vantage (“Gold Meets Resistance,”

April 25, 2007) underscored the pos-
sibility that gold was not yet ready to break free
from the consolidation rangethat ensnared it back

in the summer of 2006. See Figures 1 and 2.

Atthetime, theunhedged gold stocksrepresented
by the $HuI were trading a about 348 (Figure 2).
Over the past few months, the $Hui hasfallento as
low as 318. Y et this drop only lowered the index to
themiddleareaof itsrange. Andtherearesignsinthe
gold market itself that this decline may aready be
complete.

In April | looked at the gold stocks to get clues
aboutgold. Thistime, | will dotheoppositeandfocus
on the bouncein gold futures, which seemsto augur
bullish for the stocks.

Note how the troughs in the moving average
convergence/divergence(MACD) histogrambecome
moreand moreshallow asthedeclineingold futures
continued (Figure 1). This suggested waning mo-
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mentumtothedownside
the lower the price of

goldfel. Thehistogram
was the primary techni-
ca indicatortofollowin
terms of looking for a
potentia low and a po-
tential bounce.

As gold futures did
indeed bounce, two
other technical indica-
tors became increas-
ingly helpful. Thefirst
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breaking out into over-
boughtterritory,thesto-
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market was in a mas-
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market near itshighsre-
peatedly in recent ses-

sons. | liketothink of a
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market that becomes
overbought like a base-
ball teamthat just began
awinning streak: Sure,
that streak might end to-
morrow, but betting
againg it isaloser’s proposition over time.
Another bullish indication comes from the re-
alignment of the three exponential moving aver-
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FIGURE 1: GOLD, AUGUST FUTURES, HOURLY. Negative divergences in the MACD
histogram had been building since mid-May, as this hourly chart of August gold
reveals. The breakout in the stochastic (that is, the stochastic becoming over-
bought) followed by a bullish realignment of the 10-, 20-, and 50-period exponential
moving average provide further bullish signals.

ages. As | wrote in an article for Working-
Money.com (“Moving Average Trios,” May 25,
2007), momentum traders can use crossovers of
multiple moving averagesto catch the sweet spot
when amarket istruly ready to run. The fact that
moving averagesareused to generatethemomen-
tum signal also makesit lesslikely that the surge
in momentum will be a fakeout.

GOLD BUGS INDEX 34230 005 0.02%

f26 42 419 4ME 4723 4720 57 514 5i21 Eid

FIGURE 2: GOLD BUGS INDEX ($HUI), HOURLY. The bounce
in the precious metals sector has the gold BUGS index
retracing fully 50% of its decline from the mid-April top.
Note that the next resistance level —the 350-352 area
from the countertrend bounce in late April — also
matches up as a key Fibonacci retracement level.

REFERENCES
Penn, David [2007]. “Gold Meets Resistance,”
Traders.com Advantage, April 25.
[2007]. “Moving Average Trios,” Working-
Money.com, May 25.
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This article was first published on 6/4/2007.
See www.Traders.com for more.
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FIGURE 1: GDX, DAILY. This exchange traded fund has been locked in a trading range
for a while.

GDX Approaches
Support

by Arthur Hill

The Gold Miners ETF has been
range-bound since November, and
traders should prepare for a
bounce as the exchange traded
fund nears range support.

Tradable: GDX

July Copper:
SupportTo
Resistance

by David Penn

The support that kept copper high
in the spring threatens to become
resistance in summer.

Tradable: HGN7

f themany basi ctenetsof tech-
Otechnical analysis, theconcept
of support & resistanceisnear
thetop of thelist. Theidea of support
& resistance goesright to the heart of
the battle between those betting on

higher pricesandthosebettingonlower
ones. It also speaksto theideathat the

he Gold Miners ETF (GDX)
I has been locked in a trading
range bound by 43 and 36.
Theexchangetraded fund established
resistance with three reaction highs
and support withthreereactionlows.
The swingswithin the trading range
have been greater than 10%, but it
would haverequired somenifty trad-
ing to catch the reversals and turn a
profit. With the ETF once again ap-
proaching support, it istime to start
looking for reversal indications. See
Figure 1.
Figure2focusesonthecurrentdown-
swing. The ETF pesked in April and
hasbeen channeling lower thelast two
months. There were two promising
surges, but both failed and lower lows
soon followed (red arrows). The last

market, far from being random, has a
memory, andthat memory will allow a
market to revisit old challenges.

Oneexampleof thisistheway that
support, once broken, can become
resistance. | liketothink of support as
the region where bearish momentum
is weak and resistance as the region
where bullish momentum is weak.
Thisweaknessis also often revealed
incandlestick chartsby thenumber of
shadows that touch the support or
resistance area; thefailure to close at
or beyond those areas is further evi-
dence of weakness.

July copper has begun a series of
higher highsand higher lows (Figure
1). Asof thismoment, theJunelowis
higher thantheMay low, and withthe
mid-June high exceeding the early
June high (albeit only on an
intrasession basis), the case for a
breakout above the new resistance
level and higher pricesfor copper has

RT 2007

TELECHA

ﬂuwntrend

FIGURE 2: GDX, DAILY. A move above 40.50 could start a new upswing.

Theindicator became oversoldin late
May and brokethered trendlinewhen
GDx surged above 40 in early June.
Thissurge did not hold, but the Rsl is
dill above its late May low and a
positive divergenceisworking (green
arrow). | amlooking for abreak above
50 to fully reverse the downtrend in
momentumandturnbullishontheRsl.
This would likely happen before a
breakout in GDx and could beused for
an earlier signal. m
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surgefailed after two gapsand the ETF
met resistance at the 50-day moving
average. It would take a move above
resistance at 40.50 to break the upper
channel trendline, exceed the 50-day,
and forge a higher high. This would
fully reverse the downtrend and call
for another assault onrangeresi stance.

While a move above 40.50 would
start anew upswing, | am tuning into
the relative strength index (Rsl) for a
breakout that could provide an earlier
signal. This momentum indicator
peaked twoweeksbefore GDx and has
been trending lower sinceearly April.

This article was first published on 6/13/2007.
See www.Traders.com for more.
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some legs. How-
ever, any failure
tocloseabovethe
$3.50, aswell as
the lack of fol-
low-through to
theupside, would DUL
likely convince

copper traders fg
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FIGURE 1: COPPER, JULY FUTURES, DAILY. July copper futures
tested support near the $3.50 level repeatedly in April and
again in mid-May. A break below that level shortly thereaf-
terand a subsequent bounce finds those futures struggling
to rally above the same $3.50 level.

inJune. m

This article was first published on 6/22/2007.
See www.Traders.com for more.
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A Crude Pause

by David Penn

A pause in the crude oil bounce as
oll stocks test historic highs.

Tradable: CLM7, OIH

tax-deductible in the same way

that economists deduct “volatile
food and energy prices’ fromtheCon-
sumer Price Index.

While" soaringgasprices’ (now one
word) have gotten everyone's atten-
tion (and just as the term “summer
driving season begins!” must some-
how be included in every statement
with “soaringgasprices’), there are
some interesting developmentsin the
chartsof crudeoil and crudeoil stocks
that could present a surprise in the
form of milder prices going forward.

Crudeail, forexample, toppedinthe
summer of 2006 and spent the next
half-year falling in a bear market that
saw the commodity lose some 30% of
itsvalue(basiscontinuousfutures). By
January, crude was showing signs of
putting in a bottom, and the commod-
ity began to move higher. Looking at
near-term contracts, we can see that
this advance ran into resistance near
the area of the consolidation highs
from the autumn of 2006. (I wrote
about this resistance for Traders.com
Advantage earlier this spring; see my
“June Crude Rdlly Retreats At Resis-

I t' stoo bad that thecost of fuel isn’t

tance,” March 16, 2007.)

Crude oil failed at resistance. But
while crude set anew low in May vis-
avisApril (Figure 1), thefact thet the
March lows held open the possibility
that the commodity would find sup-
port near 61 (basis June) and resume
therally that began in January.

That possibility remains open. But
over the past few days, crude oil has
shownthesort of wearinessthat begets
further correction. This weakness
comes not only as crude triesto raly
above the April highs, but also as oil
stocks — as measured by the oil ser-
vice stock HOLDRs or OIH — make a
major test of their al-time highs. See
Figure 2.

Let’ stakeacloser |ook at themove
in crude. Crude bottomed in January
andtoppedinlateMarch (basisJune).
Since the March top, crude broke
down below its January-March
trendline in mid-April, rallied back
above that trendline in the second
half of the month, and broke down
again in early May. In doing so,
crude oil hasbegunto setupal-2-3
trendlinereversal pattern. Sofar, step
1, the breaking of the trendline, has
been completed. Step 2 appearsto be
under way right now as crude oil
attempts to resume the January-
March uptrend. Step 3, if it occurs,
would have crude oil failing to set a
new high and, instead, reversing and
taking out the low established at the
end of step 1.

The “end of step 1" — the low
point of the correction that began in
April — represents an almost 50%
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FIGURE 2: OIL SERVICE HOLDRS (OIH), WEEKLY. Oil service stocks have been in rally
mode since the beginning of 2007. A test of the 2006 highs — all-time highs — could
lead to an overdue correction to this group.
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FIGURE 1: CRUDE OIL, JUNE FUTURES, DAILY. A breakdown beneath a two-month
trendline finds support near the 50% retracement level. The new low set during the
correction, however, suggests trouble for the bounce higher in the immediate term.

retracement of the January-March
advance. This means that one argu-
ment occasionally made about cor-
rections — that they have not “cor-
rected enough” — does not apply
here. However, any failure to set a
new high vis-a-vis April will likely
confirm the bearishness of lower
month-to-month lows in crude.

| mentioned oil servicestocks. The
OIH is moving above 170, alevel at
which the HOLDRs last tested back in
May 2006. Thistopinoil stocksserved
asanexcellent warning for theunder-
lying commodity, which topped out
weeks late. As such, it will be worth
watching to seeif OIH showsfollow-
through to the upside after breaking

out to new al-timehighsinlate May.
Failure in this would open the door
for adoubletopintheoil stocks (and
levels in the OIH not seen since the
first half of 2005). It would also open
up the 50% retracement trap door in
crude oil, likely setting up a move
below theMarch, if not the February,
lows. m

SUGGESTED READING

Penn, David [2007]. “June Crude
Rally Retreats At Resistance,”
Traders.comAdvantage, March 16.
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Oil OnThe Verge
Of A Breakout

by Arthur Hill

The US Oil Fund ETF (USO)
surged off support over the last
few days, and the exchange traded
fund is on the verge of a breakout
that would signal a continuation of
the prior advance.

Tradable;: USO

eforemovingtothepotentialy
Bbullish setup, let's get some
perspective with the weekly
chart (Figure 1) andthecurrent bearish
pattern. The US Qil Fund ETF (UsO)
broke support at 60 with a sharp de-
cline in 2006 and then rallied back
above 50in 2007. Therally formed a
risingwedgeandtheexchangetraded
fund (ETF) brokearising wedge sup-
port with a decline in early May.
Thisbreak isbearishand it hasyet to
be proven otherwise. Aslong asthis
break remains, atest of the January
lowsisin order.

Despite that bearish prognosis, a
bullish pattern is emerging on the
daily charts, and thiscould negatethe
weekly chart pattern (Figure 2). For
reference, the gray trendlines show
therising wedge on theweekly chart.
The ETF found support around 47.50
inMay and surged to resistance at 51
over the last few days. This surge
reinforces support and we must now
pay heed to thefalling price channel.
The decline also retraced 62% of the
prior advance. Both the pattern and
the retracement are typical for cor-
rections, and we should be on guard
for a breakout.

Uso broke the upper channel
trendlineandisonthevergeof aresis-
tance break at 51. A close above this
level would be bullish and target a
move to the upper 50s. This target
stems from a measured move tech-
nique. Thefirst advancewas 11 points
(4310 54) and asimilar advance from
the May lowswould extend to around
59 (48 + 11 =59). Should the ETF fall
at resstance, look for a move below
key support to trigger a bearish signal
and target a move toward support
around 43. m
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FIGURE 1: US0O, WEEKLY. The USO broke support at 60 with a sharp decline in 2006

and then rallied back above 50 in 2007.
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FIGURE 2: USO, DAILY. A bullish pattern in emerging on the daily chart and this could

negate the weekly chart pattern.

See www.Traders.com for more.
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Measured Moves
In Housing

by David Penn

How far will the bounce in housing
stocks go?

Tradable: $HGX

move patterns for both

Traders.com Advantage (“Mea
sured Moves In The Swiss Franc,”
March 7, 2007) and Working-
Money.com (“Measures And Half
Mesasures,” May 4, 2007). With mar-
kets across the board moving toward
new highs, | went searching for mar-
kets that were taking advantage of
market strength to rally from signifi-
cantlows. Unsurprisingly, thehousing
market was one of the first places |
looked.

What | saw in theindex of housing
stocks (the Philadel phiaHousing Sec-
tor Index, or $HGX) wasamarket that
had topped in earliest February 2007,
and corrected more than 15% before
making alow inmid-April (Figure1).
Thismid-April low wasaccompanied
by apositivedivergenceinthemoving
average convergence/divergence
(MAcD) histogram, whichhel pediden-

I "ve written lately about measured

Fhlx Housing Sector Index 23266 0639

SECTORS

tify the low as a significant bottom.
The $Hcx rallied over the balance of
April, breaking back abovethe 20-day
exponential moving average (EMA)
and moving almost verticaly by the
end of the month.

Since that bounce, $HGX has re-
traced mildly to successfully test the
20-day EMA for support and is cur-
rently en route to taking out the April
high just north of 235. (See Figure 2.)

Treating the bounce and success-
ful test of the 20-day exponential
moving average (EMA) asapotential
ABCD pattern alows us to use the
same sort of rules that can effec-
tively project the upside (or down-
side, in the case of a breakdown) of
a measured move. Here we have a
point A (the April low) at 214, point
B (theApril high) at 237, and point C
(the low of the 20-day EMA test) at
225. If the advance in $HGX is a
successful ABcb/measured move
pattern, then the market should rally
to AB + C, the distance between
points A and B added to the value at
point C. Thissuggests an upsidetar-
get near 248.

As | note in “Measures And Half
Measures,” onestrategy for determin-
ing whether the odds are good that a
market will reach point D iswhether or
not the market can first reach a point
halfway between C and D. This half-
way pointisthesameas1/2D AB +C,
and here is approximately 235. This
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FIGURE 2: PHILADELPHIA HOUSING SECTOR INDEX, DAILY. As a measured move pattern,
the rally from the April lows projects an upside to 248 if the $HGX can first clear the
1/2 AB + C point near the April highs.
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FIGURE 1: PHILADELPHIA HOUSING SECTOR INDEX, DAILY. A month-on-month positive
divergence in the MACD histogram signaled an end to the correction in housing

stocks that began in February.
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level also representsthe April high, so
thereis likely to be some measure of
resistance asthe market makesitstest.
But a strong move through the 235
level inthe $HGX islikely to trandate
into higher highsfor housing stocksin
the near term. m

SUGGESTED READING
Penn, David[2007].“MeasuredMoves
In The Swiss Franc,” Traders.com
Advantage, March 7.
[2007]. “Measures And Half
Measures,” Working-Money.com,
May 4.
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US Paper Index
Beats Rock And
Scissors

by Gary Grosschadl

This Dow Jones index is in a
breakout pattern. So what is the
upside target?

Tradable: $DJUSPP

igurel, thisweekly chart, shows
Fthe Dow JonesUS Paper | ndex
in abreskout formation viaan
ascending triangle breakout. The as-
cending triangleisabullish formation
that usually formsduringanuptrendas
a continuation pattern and suggests
accumulation.

Several technical indicatorsarewor-
thy of comment. Atthetop of thechart,
the three components of the direc-
tional movementindicator show abull-
ish setup. A rising average directional
movementindex (ADX) lineabove 20,
in between bullishly poised DI lines

September/October 2007

~ LA JANS

(positive and negative directional in-
dexes), showsastrongandrisingtrend.

Below the chart, the moving aver-
age convergence/divergence (MACD)
and the relative strength index (Rs1)
show bullishrisingtrends. Meanwhile,
thestochasticoscillator isinoverbought
territory, which is a cautionary note.
However, when a strong trend is in
place, this indicator can “stick high”
for aperiod of time.

The upside target for this triangle
break is 202, which is the measure-
ment of thewidest part of thetriangle,
applied to the move above the upper
trendline (breakout point). This is a
guideline only as the move can fadll
short or be exceeded, depending on
emotiona drivers behind market per-
ceptions.

With this index showing a bullish
development, traders may want to tar-
get bullish-looking stock playsin this
Sector. m

@Traders.com ADVANTAGE"

This article was first published on 5/31/2007.
See www.Traders.com for more.
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FIGURE 1: DOW JONES US PAPER INDEX, WEEKLY. A breakout is showing in this index.

TAKE CoNTROL OF YOUR FINANCIAL FUTURE!

STOCKCHARTS.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.

The holistic approach to trading and investing.

We offer a wide range of services:

e NEW 8-Week Home Study Course
e 2-Day Private Tutorials

* Free Ongoing Technical Support

e Psychological Assistance

* Free Indicators Included in Course

* Designed for Commodities & Stocks

Profitunity

TRADING GROUP

®o_ .o
®o

We don’t just teach... We trade!

Indicators Compatible with:
e CQG™ * eSignal ™ o
MetaStock™ © TradeStation™

" [ started out with $23,500 in my account.
As of today I have over $50,000 in cash and

open contracts. In less than six months I have

over doubled my account” -D. Todd

For more information call: 760-436-8054
Or email: traders@profitunity.com

Visit us at: WWW.PROFITUNITY.COM

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!

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



September/October 2007

L wence FormaTions Il IRV

Biotechnology
Index Completes
Reaction Move

by Chaitali Mohile

By forming a bullish wedge, the
biotechnology index gets ready to
continue the bull run.

Tradable: $BTK

T he 200-day moving average of
fered support to a 120-point
rally from 720to 840. $BTK at
840 retested its al-time high but then
lost around 40 points. The reaction
beganwithrange-bound consolidation
initially, thereafterlosing previoussup-
port. A bullishfalling wedgeisabull-
ish formation in an uptrend. The

Traders.com ¢ page 35

breakout from this formation restarts
the bullish raly. In Figure 1, the bio-
technology index hasformed abullish
wedge during its reaction move. This
showsthat thereactioniscompleteand
bulls may regain the rally. The index
has broken out of a bullish wedge,
moving 20 points from the breakout
level.

Themethodtocal culatethebreakout
level isby measuring thelength of the
wedge. The length of the wedge in
$BTK is (830 - 800). By adding 30 to
the breakout level of 800, we get the
target of 830; 840 asthelifetime high
of theindex can aso be considered to
be the next target. As the index gets
closertoitstargetandall-timehigh, the
individua stock may aso offer good
buying. | wouldrecommendstrict profit
booking around 830 and 840, consid-
ering the importance of those levels.

Let's examine what the relative
strength index (Rsl) and the moving
average convergence/divergence

AT
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FIGURE 1: BTK, DAILY. The bullish wedge and the reaction move and breakout gives
birth to a new upside rally; 840 remains the final target for this rally, with strict profit

possible.
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(MACcD) indicates. Atthe840 level on
the index, the Rs was highly over-
bought. TheRsl canremainoverbought
for alonger period, butinFigure 1, the
trader can notethat theindicator made
alower low and established support at
the 50 level. So the RSl till has the
bullish strength to carry the price to-
warditsprevioushigh. TheMAcD (12,
26, 9) gave abearish crossover during
the reaction move but has remained
aboveits zero line, which isthe posi-
tive outlook for thisindicator.

On Figure 2, 750 proved to be the
strong support level during the con-
solidation at the 775 level. Thebullish
raly with the support of 50-period
moving average also moved strongly
abovethe 750 support level. In Figure

2, thesimilar falling wedge isformed
in the daily time frame. Though the
price has yet to break out, the target
will remain the same. The Rsl (14) is
overbought at 62 and indicates more
space for the bullish raly. The MACD
(12, 26, 9) is positive throughout the
raly of 120 points.

Withthisbreakout of abullishwedge,
traders should look for the individual
equitiesfor morebuying opportunities
andbewatchful forthe840level onthe
biotechnology index. Strict profit book-
ing isadvised and also individual bio-
technology stocks around this same
level. m

This article was first published on 6/4/2007.
See www.Traders.com for more.
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FIGURE 2: BTK, WEEKLY. The bullish wedge on this chart has yet to break out.
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Health Care Select
Sector Awaits The
Breakout

by Chaitali Mohile

Examining different charts of the
same sector suggests various
technical resistances.

Tradable: XLV

igure 1, an intraday chart (60-

F minute) of XLv, shows the

double-top effect formed on

May 23 and 24. The sector corrected

snarply al throughout the session

throughout the week, giving up al its
gain on prior advance ralies.

An immediate pullback on June 30
occurredondiscouragingvolume. The
two consecutive sessons on May 31
and June1 established support on 50%
retracement level, creating anintraday
high at 36.80 that is above the 61%
retracement level.

Thestockisonedgetorecover fully
above36.93, another retracementleve,
but as resistance thistime.

The relative strength index (RS)
(14) and the moving average conver-
gence/divergence (MACD) (12, 26, 9)
both indicate postive strength in a
pullback raly. This creates the possi-
bility of an upside breskout through
the two major intraday resistances:

a) Double top
Retracement level.

In Figure 2, which shows the daily
timeframe, we seethat asymmetrical
trianglehasbeenformed. Varioussmall
candlesshow anexhaustedraly. Inthe
form of a symmetrica triangle, the
direction of the bregkout isdifficult to
judge. Whether the upper trendline
resistanceiscrossed or the lower sup-
port trendlineisviolated isdifficult to
determine ahead of time.

AgaininFigure2, thetwo indicator
positions are quite different from that
inFigure 1. Thedaily chart showsthe
Rs at 64, indicating a bullish raly
ahead. ButtheMACD (12, 26, 0) istill
inthenegativezone, evenif theMACD
histogram continued below its zero
line. Such conditions create trading
confusion, and traders can only wait
for actua breakout.

Withasymmetrical trianglel would
avoid giving any targets for trading.
Theusua way to measureaminimum
level isby cal culating thelength of the
triangle. So on adirectiond breakout,
the triangle length can be considered.

The advance raly that geared up
with the support of 20-period moving
averageconsolidated ahead, forminga
flag & pennant. This formation is a
continuationpatternof apreviousrally
—precisely, abullishralyinFigure3,
whichgivesmoreof apositiveoutlook
than Figures 1 and 2. The Rsi (14) is
marginaly overbought, andtheMACD
(12, 26, 9) with bullish crossover in
April remained positive thereafter.
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FIGURE 1: XLV, 60-MINUTE. The double top and highest retracement level is the next

resistance for intraday rally.

Thisencouragesmeto calculatethe
new level onthebreakout of theflag &
pennant formation. The length of the
advance rally (34-36) is two points.
The consolidation range is 36-37, O
whenyouadd2totheposs blebreakout
level at 37, the new level is 39. This
target should be considered only with
aconfirmed breakout.

Thus, three different charts show
different formationsbut leaveusunde-
cided about abreakout. Only Figure3,

theweekly chart, indicates some posi-
tiveview for thebreakout, whichisthe
most awaited. If theretracement resis-
tance in Figure 1, the symmetrica
triangleinFigure2,andthebullishflag
& pennantinFigure 3, givesan upside
breakout, afresh bull run is expected,
but until then, traders are left in ano-
trading zone. m

® Traders.com ADVANTAGE"
This article was first published on 6/6/2007. |
See www.Traders.com for more.
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FIGURE 2: XLV, DAILY. The upper trendline of a triangle is the resistance for a bullish move.
A small doji within the triangle suggests indecision about the breakout direction.

FIGURE 3: XLV, WEEKLY. The flag & pennant breakout direction is up. An actual low-
risk trade is possible only with a confirmed breakout.
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by David Penn |

The measured move in the housing index takes
a hit as interest rates spike higher.

232
Tradable: $HGX 228
2249
220
nterest ratesand inventories... that isthefunda- 246
I mental story of the housing market in the i
United States. (@ 1993-2006 Prophet Financial Svstems, Ing. | Terms of uze apply.
Housing QOCkS, as measured bythe Phll&ddphla MACD Hist. [12,28,3)
Housing Sector Index ($HGx), bottomed in April =
just aslong-term interest rates, as measured by the . . ..||”I“I”||IIII||. . NI 0
10-year Treasury note yield index, made a short- I|||”||||“|||| e I
term peak. But the resumption of the bull market in _4
long-term rates in mid-May led to wesknessin the M ar Apr May Jun
housing stocksjust asthe group was moving above Stochastic, Slow (20,20) 2
its April high. ' : 100]g
A month ago, | wrote that a measured move 2
patterninthe$HGx waslikely totakehousing stocks N T / S0 5
higher inthe near term. | projected atarget of about T . %

248 and noted that “a strong move through the 235

level” Id be n g-n rder t g th FIGURE 1: PHILADELPHIA HOUSING SECTOR INDEX, DAILY. A breakdown below the 10-, 20-, and 50-day
_ev wou ecmy In order to pov_ver_ e exponential moving averages follows a negative divergence in both the MACD histogram and the
index past those April highs. Theactua April highs stochastic.

were at 237.

Therewas aclose above 237 on May 22. How-
ever, follow-through to the upside was hard to
come by. That May 22nd close was followed by
two shooting star sessions— shooting starsbeing
a candlestick pattern that warns of waning mo-
mentum. The market continued to move sideway
into June. But while the market was above the
April highs, both the moving average conver-
gence/divergence (MACD) histogram and the sto-
chastic remained below their respective April
highs (Figure 1). This divergence between the
higher highsin $HGx and thelower highsin both
theMACD histogramandthestochasticonly added
to the warning that the current uptrend in $HGXx
was under pressure.

That pressure becameoverwhelming on June6,
as $HGx broke down not only below its uptrend
line, but al so below the 50-day exponential mov-
ing average. So far, this has led only to more
selling, asthe $HGX is now testing the May lows

for support. If support is not found here and the
$HGX continuesto movelower, the next source of
support will be the year-to-date lows made in

April a the 213 level. m GRAPHICS
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sales@aspenres.com
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Airline Index
Underperforming

by Chaitali Mohile

$XAL has formed multiple bearish flag &
pennant formations.

Tradable: $XAL

earishflag & pennantsarebearishindicators

in adowntrend. Certainly, the airlineindex
hasformed morethan oneflag & pennant
on its weekly chart (Figure 1). This formation
indicates more downside in the index. The con-

tinuation pattern suggests the previous decline

rally will continuewith every breakout of theflag
& pennant formation.

The airline index

has formed more 3
than one flag &
pennant on its s
weekly chart. This A
formation indicates 4
more downside in :
the index.

~ LA

TN

Figure 1 shows the
genuinedeclining rally
with a high at 64. The
first downward rally
consolidated at 60 and
its breakout gave birth
to another bearish flag
formation and then an-
other, so amost three
bearish flags have been
formed since early
January 2007. The cur-
rent consolidationrange
is50-52, andtheflagis
most likely heading for
abreakout butinabear-
ish direction only. The
rangeisunder theresis-
tancelevel of a200-day
moving average and a
50-day movingaverage
too, even if the index
triesto break out on the
upside as amoving av-
erage resistance.

Stochastic (14, 3, 3)
isat 20, which could be
a buying position for

September/October 2007
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FIGURE 1: $XAL, WEEKLY. The multiple flag & pennant formation indicates more downside.

new traders. But the bearish flag & pennant for-
mation do not suggest any reliable buying oppor-
tunities. Themoving average convergence/diver-
gence (MACD) (12, 26, 9) is negative so no fresh

Goal: $500-$1,000+/Day!
Learn to MAKE MONEY
in Up or Down Markets!

Learn a SIMPLE, yet POWERFUL Trading Methodology
that will help you become a professional trader!
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(800) 664-3343

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

FREE
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Charts &
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Course Demo!
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buying is possible.

The daily chart also gives a bearish signal
(Figure 2). The two doji candles formed on May
31 and June 1 clearly indicate indecision, and the
50-day moving averageresistance confirmsmore
downside. Stochastic (14, 3, 3) hasaready reached
the overbought area so hardly any upside in
downtrend can be expected. TheMACD (12, 26, 9)
is moving higher but below its zero line.

Thus, looking at multiple bearish flags formed
on Figure 1 and doji candles under the 50-day
moving average resistance level, traders may see
more downside and the airlines index will con-
tinuetounderperform. A short positionispossible
with abreakout at 50 with prior low pivot of 48 as
thefirst target. m

$XAL ¢ Lirline Index - AMEX]) INDX @ StockChartscom
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FIGURE 2: $XAL, DAILY. The price is under moving average
resistance.
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Semiconductor
Index May Get
Churned

by Chaitali Mohile

The Philadelphia Semiconductor
Index is in a strong support/
resistance zone.

Tradable: $SOX

T he Philadelphia Semiconduc-
tor Index ($Sox) witnessed a
hugecorrectionfromearly May
2006 to mid-July 2006. Onitsreverse
journey onthebullsside, theindex had
various support/resistance zones of
moving averages. In this article, the
support/resistanceisin the context of
moving averages and not trendlines.
The pullback rally gained bullish
strength with a200-day moving aver-
age support but faced the resistance of
a 50-day moving average. This re-
stricted its upward journey.

The consolidation near the 50-day
moving average sustained for about
four to five months, losing upside
momentum before finally forming a
triangle formation. Meanwhile, the
20-day moving average also trav-
eledto support the price breakout for
the triangle. The price followed the
20-day moving average support and
seems to have achieved its breakout

The RSI (14) is at 50 and
ready to hounce, so
buying can he expected.

/ i

target. Figure 1 showsthat theindex
recently dipped to its low pivot but
stood on support of the 20-day mov-
ing average. But the previous high
pivot may lead to a narrow range-
bound move.

In Figure 1, the moving average
convergencel/divergence (MACD)
(12, 26, 9) gave a bullish crossover
back in April 2006 along with apull-
back rally. Sincethen, it hasremained
positive. But as the price consoli-
dated, forming atriangle, the MACD
was volatile but still positive. The
relative strength index (Rsl) (14)
moved with its 50 level support, in-
dicating more upsiderally. Both in-
dicators are moving closeto its sup-
portline, whichmostlikely will leave
itsimpact on pricemovement aswell.

InFigure 2, $Sox ison the 50-day
moving average support level and
facing the resistance of the 20-day
moving average at 495. The narrow
range is likely to churn the further
bullish path for sometime. But trad-
ers need to stay aert, as the index
holdsstronger supportthantheresis-
tance. Asaresult, any breakout above
500 will lead a new raly upward.
Resistancesaremeant to beviol ated.
InFigure2, however, theMACD (12,
26, 9) has positioned for a bullish
crossover. The Rsl (14) isat 50 and
ready to bounce, so buying can be
expected. The buyer can look for
510 at its first target and carry on
with the stop-loss of 495.

As the move begins with support
(purplearrow), thepricewasunableto
cross the moving average resistance,
leading to consolidation till the fina
breakout on April 18. m

See www.Traders.com for more.
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FIGURE 1: $S0X, WEEKLY. Two previous weekly candles stand on support of the 20-
day moving average. The prior high pivot may act as resistance to the bullish
breakout.
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US Dollar Index
Firms At Support

by Arthur Hill

The US Dollar Index remains in a
clear downtrend, but the index is
firming near oversold territory
and looks ripe for at least a
bounce.

Tradable: $USD

ntheweekly chart (Figurel),
Othe US dollar traced out a

massive head & shoulders
pattern from 1990 to 2007. The left
shoulder peakedin 1993-94, thehead
peaked in 2001, and the right shoul-
der peaked in 2005. The index de-
clined to neckline support over the
last 18 months, and now, a big test
awaits. A break below neckline sup-
port would seal thedollar’ sfatefor a
long time to come.

Support isholding for now, and the
head & shoulders remains a poten-
tially bearish pattern. These patterns
require confirmation, and the index

Go WithThe Flow

by Koos van der Merwe

The maxim “Trade what you see,
not what you think you see”
applies to all charts, but some-
times pure common sense
carries greater weight.

Tradable: $UDX
heEconomist (April 28,2007)
I has an article titled “Button-
wood: Saleof theCentury.” In
the article the writer suggests that the
reason for the Dow Jones Industria
Average’ srecent strengthisthat com-
panies are buying back their own
shares at arecord rate, and investors
are then lured into buying shares of
those companies regardless.

If thisistrue—andthereisnoreason
to doubt it — we must question why.
Why are companies buying their own
shares rather than using their surplus

needs to close below 80 to start the
confirmation process. Aslong as sup-
port holds, there is a chance for a
bounceoff thislevel andtradersshould
also prepare for some upside.

Onthedaily chart (Figure2),theUS
dollar remains in a clear downtrend,
but became oversold at the end of
April. Two items point to oversold
conditions. Therelativestrengthindex
(RS!) moved below 70 for the fifth
time since 2004 and the index moved
outside thefalling price channdl (gray
oval). Both show that the decline has
reached an extreme and we should
prepare for an oversold bounce.

In addition to oversold conditions,
theindex managed tofirmover thelast
ninedays. Therewereacoupleof raly
attemptsbut each fell short, and the 82
level marksthefirst line of resistance.
A break above this level would be
positiveand start theoversold bounce.
A correction rally could retrace 50—
62%of theprior decline, andthiswould
targetamovetoaround83.4-84. There
is aso resistance in this area from
broken support. =

See www.Traders.com for more.
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FIGURE 1: US DOLLAR INDEX, WEEKLY. Here, the dollar traced out a massive head &

shoulders patter from 1990 to 2007.
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FIGURE 2: US DOLLAR INDEX, DAILY. The dollar remains in a clear downtrend, but it

became oversold at the end of April.
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FIGURE 1: US DOLLAR, MONTHLY. Here’s a drop in the US dollar, and the further slide expected.

cash — profits— to expand and grow
their companies, or for that matter, in-
creasethedividendsdigtributed totheir
shareholders?Wecandsoask whereis
themoney comingfrom,increasedsales
or reduced expenditure?

If companies are buying their own
shares, why then are pundits seeing a
recession in the US on the horizon?

And therein lays the answer: The
fear of arecessionintheUnited States.
Persondly, | believethat BenBernanke,

the chairman of the US Federa Re-
serve, isagreat deal smarter than most
people believe himto be. | believe he
is alowing the US dallar to weaken
dramatically, and will continue to do
sofor afew yearstocome, or until such

METASTOCK

ADVANCED GET
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timeasthe USdeficit (money that was
borrowed with a strong dollar) is re-
paid with a far weaker dollar. This
makes common sense, and brings me
tomy first chart, the US Dollar Index
($UDX).

Figurelisamonthly chartof theUS
Dollar Index, which shows how the
index collapsed from ahigh of 121.25
onJuly 31, 2001, toitspresent level of
81.67, a fdl of 32.64% ((121.25 -
81.67)/121.25).

Wait... lightsareflashing; 32.6%is
not close to a Fibonacci number, a
number not to be ignored. Does this
not suggest that the dollar could have
bottomed and is now going to
strengthen?

Thisscenario doeslook probable. A
look at the chart doesshow what could
be a double bottom, but thiswill only
be confirmed should the index Start
moving up and break the 92.83 levdl.
The moving average convergence/di-
vergence (MAcCD) indicator is still
weak, andthewaveanalysissuggested
by the program, Advanced GET, is
suggesting the possibility of a fifth
wave down move as a 73% (73 PTi)
probability to atarget of 67.94.

Thisleads me to Figure 2.

Figure 2 is a consolidated chart of
the euro, British pound, Australian

Should You Buy
The Dollar?

by David Penn

Positive divergences, bullish
moving average alignments, and
overbought conditions combine to
make the greenback attractive.

dollar,and New Zedland dollar. | have
not included theyen or yuan. Y ou can
see that al the currencies chosen are
floating and have strengthened against
the dollar. This means that merchan-
dise manufactured in these countries
have become more expensive to the
consumer intheUnited Statesandvice
versa. However, my next chart of the
yen againgt the euro, Figure 3, tellsa
different story.

And then, of course, there is the
yuan (renmimbi), not shown on the
chart. We al know that the yuan is
fixedtotheUSdollar, adjusted asand
when?Thisisaboneof contentionfor
the United States, which complains
that Chinese merchandise is far too
cheap. The yen, on the other hand,
when compared to the euro, started
off tracking the US dollar, but ap-
pears to have started leaning more
towardtheyuan/USdollar fromabout
October 2006.

SoiftheUSdollaris*Dead... dead...
dead,” to quote Peter Grandich from
his May 7th Grandich newsletter,
wheredoyouasaninvestor placeyour
money? You may say GOLD, or any
other metal out there, for that matter.
Molybdenum is becoming the current
flavor, and uranium, well, need | say
more? Then, of course, you could ook

Tradable: DX, DXM7

ull disclosure: You'll find no
F one who has been more inter-
mittently bullish on the dollar
than| havebeen. Whilel’ vespenttime
chronicling and anticipating dollar
movesinbothdirectionsforyears, I’ ve
alwaysmaintained an underlying sus-
picion that the dollar would sooner or
later catch those who were betting
heavily against it by surprise.
After all, most of the big-

DEIG00-U.5. § Index - Continuous]Non Adjustad)

gestfinancia caamitieshave
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come as a result of traders
w4 and speculators becoming
complacentwith*can’t-lose”
= betssuch astherelationship
betweenshort- andlong-term
«| ol pricesinthe early 1990s
.| or Russian debt spreads in

the late 1990s. As such, the

collapse in the US dallar,

Wolume [Thoussnds] and Open inferest

widely takenfor granted, has
been on my contrarian radar
foralongtime. SeeFigure 1.

FIGURE 1: US DOLLAR INDEX, CONTINUOUS FUTURES,
MONTHLY. The most recent decline in the dollar,
which beganin late 2005, finds the market testing

multiyear lows in the summer of 2007.

Weare again seeing signs
of amove higher in the dol-
lar. First, the evidence of a
significant low comes from
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FIGURE 2: EURO, POUND, AUSSIE DOLLAR, KIWI DOLLAR. This chart shows how certain
currencies have moved in sync.
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FIGURE 3: YEN VS. EURO. Here’s how the yen has moved against the US dollar as
compared to the movement of the euro.

for those US companies buying back
their own shares, and you could go
with theflow. m
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his article was first published on 5/14/2007.
See www.Traders.com for more.
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FIGURE 2: US DOLLAR INDEX, JUNE FUTURES, DAILY. All that remains from a complete,
“all clear” to the upside in the June dollar is a bullish realignment of the moving
averages that puts the shortest moving average on top of both the intermediate- and
longer-term moving averages.
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the positive divergence in the moving
average convergence/divergence
(MAcD) histogram (Figure 2). This
divergenceisbetweenthelowsof mid-
February andthelowsof mid-April.In
addition, the size of the MACD histo-
gram asthedollar (basisJune) bounce
inMay wasthelargestithadbeensince
thegreenback toppedoutinearly Janu-
ary — another bullish sign.

The June dollar has aso become
overbought. Contrary to conventional
wisdom, overbought markets can of-
ten be successfully and profitably
traded to thelong side (see my Work-
ing Money.com article “Boso” from
October 5, 2005). After al, an over-
bought stochastic smply means the
buyersareon awin stregk, forcing the
market to close at the upper end of its

The USDJPY
Breakout Stalls
AtTarget

by David Penn

Bulls exit as a swing rule projection
from a recent breakout in the
greenback/yen is reached.

Tradable: USDJPY

T heUSdollar—Japaneseyenpair
has been in an uptrend since
March 2007. That month, the
Usp/Jpy finished a sharp correction
brought onby apanicover thehealth of
the carry trade.

If the concerns over the carry trade
caused the selloff, then the resulting
rally, which has more than retraced
theentirecorrection, suggeststhat the
carry tradeisaliveandwell. Thecarry
traderefersto the purchase of higher-
interest rate currencies (in this case,
the US dollar) and the sale (or bor-
rowing) of lower-interest rate curren-
cies (in this case, the yen). Specula-
torstake advantage of thedisparity in
interest rates to secure low-cost fi-
nancing from one source and higher
rates of return from another.

When amarket isin an uptrend, the
goal of short-termtradersistotradethe
swings. Thismeansbuying thedipsor
thebreakoutstonew highs. Thiscanbe
oneandthesame, aswill bethecasein
theexampleprovidedinFigure1l. One
of my favorite sayings about swing
trading comesfrom Oliver Velez Jr. of

range sesson after session after ses-
sion. While this will not last forever,
fadingastreak (asany gamblerwill tell
you) can be an expensive proposition.
Sincefirst becoming overbought on
May 14, theJunedollar reentered over-
bought territory on the 18th. It isim-
portant to notethere havebeenfollow-
through closes above the high of the
overbought sessions on the 14th and
18th. This provides confirmation for
the overbought trade (aBoso long), a
position that generaly can be held
until thereversehappens— themarket
dipsfrombeingoverbought and shows
follow-through with lower closes.
The last factor has yet to fully de-
velop—and may not. However, given
the positive divergences, the new
MACD histogram peak, and the over-

Pristine.com, who told an audience of
traders: Y our missionasatraderisnot
tobuy someof thedips, nottobuy most
of the dips, but to buy al of the dips.
The only question iswhen.”

Japanese candlesticks provide one
way for traders to “know when.” By
spotting basiccandlestick reversal pat-
ternsat potentia support levelsduring
correctionsin atrend, traders can find
excellentlow-cost entrieswhiletaking
advantageof thepower of theunderly-
ing trend to move pricesin the antici-
pated direction.

Consider the pullback inthe Usb/
JrPy inearly June. Themarket rallied
into themonth but stalled soon after-
ward and began a four-day correc-
tionlower. Onthefifthday, asizable
bullish engulfing pattern appeared
suggesting that the correction might
be over.

Thebullish engulfing patternisone
in which a single bullish candlestick
line appears at the end of adowntrend
withahigh and alow that both exceed
that of the previous bearish line (or
lines). In order for the pattern to pro-
videardiablesignd, thepatternshould
beconfirmed by someadditional tech-
nica factor, such as support.

Defined as the place where bear-
ish momentum grew weak, support
for this bullish engulfing pattern
comes from the long lower candle-
stick shadow from late May. This,
along with the lows of the bullish
engulfing candlestickitself, provides
aclear “Get Out!” level for traders
lookingtobuy thedipintheUsb/Jpy
uptrend by buying the opening ses-
sion following the close of the en-
gulfing session.

Another optionwould beto buy any

September/October 2007

bought reading in the stochadtic, it is
likely that this last factor — abullish
realignment of the short-, intermedi-
ate-, andlonger-termmovingaverages
—will alsomanifestitself. Right now,
the shortest exponential moving aver-
age, the 10-day, has crossed abovethe
20-day. But both of those moving av-
eragesremain below the 50-day EMA.
A bullish realignment will occur as
soonashboththe10-day and 20-day are
above the 50-day, with the 10-day
remaining above the 20-day.

The June greenback is advancing
toward asourceof potential resistance
near 82.5. Thisresistancelingersfrom
the lows of the second half of March.
Given that the June greenback has
moveda most without correctionfrom
its low near 81.25 to dmost 82.5, a

el L

Contrary to conventional
wisdom, overhought
markets can often he
successfully and profitably
traded to the long side.

. a
pullback asres stanceisenjoinedwould
not be surprising in the least. If that
pullback occurs, however, keepaneye
on the stochastic. As long as the sto-
chastic does not lose its overbought
gtatus and confirm that with lower
closing lows, the advance in the June
greenback will remain intact. m

This article was first published on 5/31/2007.
See www.Traders.com for more.
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breakouttoanew
high. Two dojis
followthebullish
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engulfing day,
and after that
UsD/JPY surges
higher, takingout
the highs set on
June 1. A trader
could buy the
close of that
breakout and use
the level of the
breakout asasup-
port point.

What sort of
profittarget might
a trader buying
thisbreakoutlook
for? Since there
are no previous
peaks to use at

price targets, an- Copyright @ 2006 tSignal.
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other optionisthe 7 14 21
swing rule. The

% 1
Jun

swing rule calls
fortraderstomea
sure the distance
fromatroughlow
tothetop, andto
add that amount
tothevalueatthe
top. In the case
of the early June
correction in the Usb/Jpy, we get a
swingthat projectsto123.51. A trader
buying the breakout session’s close
would belong at 122.59, setting the
stage for a 90-odd pip trade. With a
stop at the level of the breakout, the
trade has roughly 45 pips of risk. A
2-to-1 reward/risk ratio makes this
breakout worth buying.

Three days after the breakout, the

breakout.

FIGURE 1: US DOLLAR/JAPANESE YEN (USD/JPY), DAILY. The end
of this pullback in the uptrend of the USDJPY was signaled by
abullish engulfing pattern. The lowermost horizontal blue line
represents the breakout resistance level and the vertical blue
line represents the price target based on a swing rule projec-
tion from the four-day correction. The higher horizontal blue
line represents the current support level for traders who did
not exit when the target was reached three days after the

Usp/Jpy closes at 123.61, afew pips
beyond thetarget. And asthespinning
tops that have developed since attet,
the gtaled rally appearsto provide an
excellent opportunity for traders to
take profits. m

his article was first published on 6/22/2007.
See www.Traders.com for more.

@Mders.com ADVANTAGE"
L

| &
-y

eSIGNAL



September/October 2007

Traders.com ¢ page 47

MACD DivergencesAnd
Market Direction

by Jack Steiman

Learn what divergences in the moving average
convergence/divergence (MAcCD) can tell you
about which way the market is going.

echnicians use an array of technical
tools to help them make decisions
about why the market isdoing what it
isdoing and what they think the mar-
ket will donext. They will rundowna
list of methodsandindicatorsall theway from Elliott
wave to stochastics and be able to make a case for
each and every one of those methodsand indicators.

APPLYING INDICATORS
Thereisnoquestionthat everything hasitsplace. All
of these gpproaches are usable and quite valuable.
However, when talking to folks who take my semi-
nar, they tell me how they’ d loveto apply what they
hear from other traders, but they just can’t seem to
understand what it is they’re looking for when
dedlingwithaparticular technical indicator or method.
Whenthey hear about stochasticsor relativestrength
index (Rgl), it al sounds great. But what they want
toknowis: How dol apply it? Anindicator or trading
method may sound grest, but if tradershavetrouble
applying it, then what's the use? Aspiring traders
know thereisvalueinthosetechnical tools, but they
cannot quite figure them out — and that is what
frustrates them.

Having been in the business of both trading and
educating traders and investors, | must admit | use
many technical tool stodeterminemy short-termand
long-termapproachtoplayingthisgame. | definitely
usetriangle setups asthey are quite powerful. With
ascending, symmetrical and descending triangles,
each paints its own picture of possibilities, and all
should beanalyzed by every trader. Thereare meth-
ods and setups such as the 50-day test, doji candle-
stick patterns, and“insidedays.” Finally, stochastics
andthe Rsl areinvaluablein understanding when
to buy, sdl, or stay pat. Again, dl of thesetoolsare
worthwhilefor traders.

THE MACD
However, asfar as| am concerned, there are only
two true indicatorsin this game: (1) the combina-

As far as | am concerned, there are
only two true indicators in this game:
(1) the combination of price/volume
trends and (2) my favorite, MACD
divergences.

tion of price/volume trends and (2) my favorite,
MAcD divergences. Thesearethetruerulersof the
market and | have used them and taught othersto

use them successfully for many years. (The key to
using these approachesisinkeepingit simplesoas
to actually be able to use thistool, and so thiswill
be my mission for all of you today.)
BeforefocusingonMAcD divergences, | should
say there are many different time frames | have
found to be useful. The best are the 60-minute or
hourly, the daily and the weekly charts, all of
which can reveal important divergences between
the action of the indicator and the action of the
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| can say without exaggeration that
MACD divergences work, if read
properly, more than 75% of the time.
But again, you need to read — and
trade — them appropriately.

market. Divergences in the 60-minute chart can
alert you to changes in market direction that are
about to occur within one to two days in most
cases. Divergences in the daily chart tend to tell
their tale within one to as many asfive days, and
divergencesin the weekly chart can take from as
little as three daysto as long as two weeks when
anticipating changes in market direction.

Nothing is exact, but these are general guide-
lines. The key is learning to trust these diver-
gences when they occur and not lose patience
when they do not work instantaneously. Unfortu-
nately, many tradersmakejust thismistake. Trad-
ing is an emational game, and you need to trust
that these divergences will work given a little
leeway and time. | can say without exaggeration
that MACD divergences work, if read properly,
morethan 75% of thetime. But again, you need to
read — and trade — them appropriately. | will
teach you how to do just that, and | will give you
some charts to look at as well.

Now that we understand the time frames that
arebest to refer to, let’ stalk about the parameters
you should use when setting up your MACD. You
should use the standard or default settings of 12,
26, 9. These numbers stand for the lengths of
various moving averages. a 12-period moving
average, a26-period moving average, and anine-
period moving average. Understanding the rela-
tionship between these moving averages is key.
Remember that a healthy, uptrending market is
one in which the shortest-duration moving aver-
age is the highest. Markets are bullish when the
20-period moving average is higher than the 50-
period moving average, and when the 50-period
moving average is higher than the 200-period
moving average. The same is true to the down-
side. A healthy, downtrending market will feature
the shortest moving average as the lowest, fol-
lowed by longer-term moving averages (that is,
intermediate-term below longer-term).

Therearetwo waystoread theMACD. Thefirst
method is called the MACD crossover. If you are
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FIGURE 1: MACD DIVERGENCE AT WORK, HOURLY. On this chart of Apple, you can see that AAPL made a low on April
13 and a lower low on April 18. The MACD was forming higher highs, which indicates a positive divergence.

trading the MACD crossover, thenyou arefocused
on which moving average line is the highest
(using the bullish example) and when that “ cross-
over” occurred. You know you have a bullish
market if the 12-period moving averageisover or
crossing over the 26-period moving average. Con-
versely, you have a bearish market if the 12-
period moving averageisbel ow or crossing bel ow
the 26-period moving average. This is the first
step in learning how to recognize a market when
it is about to switch direction from bullish to
bearish or viceversa. Believeit or not, thisishow
you can outperform a market. By following the
MACD, you are catching the turn in the market
beforeit takesplace. Y ou are positioning yoursel f
ahead of the masses.

DIVERGENCES

But what about “divergences’? The first step is
simply watching price. What you want to do is
comparethe most recent highsor lowsintermsof
price. For example, let’ ssay astock inadowntrend
makes a low at $50. The stock rises some
(“bounces’) and then comesback down and makes
an equa or, better yet, alower low. Let’ssay two
weeks after hitting the low of $50 and bouncing,
the stock came down and put in alow at $49.25.
This would mean two lows in price, the second
low lower than the first — divergences to work
with equal lows (that is, if the stock had bounced

and come back to make a second low at $50), but
lower lows are best.

Thenext stepistoexaminetheMACD. First, look
at the position of the MACD when the stock made
thefirst low at $50, and then look at the position of
the MACD when the stock made its second, lower
low at $49.25. Y ou havepricesmaking lower lows,
but — and here’ sthe key — if the MACD is higher
at $49.25 than it was at $50, then the MACD is
creating a positive divergence.

The smple way to think abouit it is this: there
wasn't as much selling pressure on the lower low.
TheMACD isdiverging at the lower low in price by
being higher versus itsdf a $50. The MACD is
higher, even though the price of the stock is lower.
Thisisthe placeto be buying.

From a negative or bearish perspective, let's
say astock isin an uptrend and makes a high of
$70. The stock comes down and then three weeks
later rises back up, thistime to $72. If the MACD
on the second high of $72 is lower than it was
when the stock was at $70, you have a negative
divergence. A negativedivergencetellstradersto
think about selling long positions and possibly
even going short.

Remember, you're comparing the most recent
lowsor highsto themselves. Again, themost recent!
Y ou are hot comparing highs or lows from three or
four highs or lows ago. Thetimeframe on the daily
or weekly charts should never be more than six
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weeks apart when comparing the most recent highs
or lowsto themselves. On the 60-minute charts, the
space between the highs or lows should never be
more than three weeks.

Let’s look at an example of a MAcD diver-
gence. This example will feature a 60-minute
chart asopposed to adaily chart and will include
awell-known and well-loved stock, Apple, Inc.
(Figure 1).

Sharesof Apple(AAPL) fell intoafallingwedge
pattern late in March 2007. The stock had been
moving higher over much of themonth, but latein
March reached a peak just shy of 97 and began a
pattern of lower highsand lower lowsthroughout
thebalance of themonth and thefirst half of April.
For most of this decline, the MACD moved in
tandem, rising when the price of AAPL rose and
falling when the price of AAPL fell.

However, near themiddleof April thisrelation-
ship between AAPL and MACD changed. While
the price continued to decline, the MACD began
moving higher. AAPL madealow intheafternoon
of April 13 and a lower low in the morning of
April 18. Atthesametimethat AAPL wasforming
lower lows, the MACD was forming higher highs
— gpecifically, theMAcD was higher on April 18
thanitwason April 13. Thismeant that therewas
apositive divergencein the hourly chart of AAPL
andastrong possibility of higher pricesinthevery
near future.

A week after that lower low in AAPL at about 89,
the stock was closing above 95.

DIVERGENCES FOR ALL

MAcCD divergenceswork in all markets— stocks,
forex, futures. Not only isit a powerful, primary
tool for trading, it is also what | use most in
deciding which side of the market to be on and
what stocks to buy or short for my investment/
trading newsletter service. MACD divergences
have been successful throughout the years, and |
would encourage traders to take the timeto learn
asmuch as possi ble about how they work. Paper-
trade them first to get yourself comfortable with
them, and don’ t get too complicated. Comparethe
most recent higher highs or lower lows to them-
selvesand look at the position of the MACD when
those higher highs and lower lows are made, and
you'll be on your way. m

This article was originally published on 6/21/2007.

This article — and articles like it — can be
found online at www.working-money.com.
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Average Directional Movement Index (ADX) —
Indicator developed by J. Welles Wilder to mea-
sure market trend intensity.

Bollinger Bands — Developed by John Bollinger.
Bollinger Bands widen during increased volatil-
ity and contract in decreased volatility, and when
broken, are an indication that the trend is power-
ful 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 indi-
ces fail to show confirming trends.

Directional Movement Index (DMI) — Developed
by J. Welles Wilder, DMI measures market trend.

Elliott Wave Theory — A pattern-recognition tech-
nique published by Ralph Nelson Elliott in 1939,
which holds that the stock market follows 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 referred to as a
“correction” of the preceding five waves up.
Fibonacciratios 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.

price. Forexample, 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 a moving average, follows or trails the input
price data. Also, in trading and time series analy-
sis, lag refers to the time difference between one
value and another. Though lag specifically 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 be-
low 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, creating
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 sideways
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 average), the less
effect an individual data point has on the average.

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

Stochastics Oscillator — An overbought/oversold

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 falling
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 ex-
treme based on a set criteria such as percentages
or number of days. For example, percentage
price changes of less than 5% will not be mea-
sured 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 estab-
lished 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. Histori-
cally, this term has been used to denote the area
between the base trendline and the reaction
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. Consolida-
tions are marked by horizontal trendlines.

Triangle — A pattern that exhibits a series of nar-
rower price fluctuations over time; top and bot-
tom 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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