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Foreword

The year was 1986 and I was the director of research at Tudor Investment
Corporation. With Paul Tudor Jones, we were in a new field of investing
now known as managed futures and hedge fund management. Paul’s job was
to increase client capital by buying and selling the global futures, foreign
exchange, and fixed income markets. My job was to help him make better-
informed trading decisions. I thought, “No problem!” because at the age of
26, I knew I was perfectly equipped for the challenge. My background from
the Federal Reserve Bank of New York provided the foundation for the task
at hand: collect, massage, and interpret data from many markets around the
world. And, I had the latest technology—an IBM PC with two floppy drives
and Lotus 123.

Unfortunately, futures markets were emerging in more countries and
on more markets than my two floppy drives could handle. Developing mod-
els similar to the regression models I had created at the Fed was either
impossible or irrelevant. Given the slow speed of the computer and the vast
amount of data, these models would have taken until 1990 to explain 1986—
not very useful to a money manager whose average holding period was two
weeks. There had to be a better approach to the problem.

Paul based most of his trading on technical analysis. At Tudor, techni-
cal analysis was broadly defined to include all relevant factors that could be
gathered from within a market and which could affect its price, including
volume, open interest, seasonality, spread relationships, and relative perfor-



mance to related markets. One of Paul’s favorite indicators was the “market
analog”—that is, the behavior of a market after the reoccurrence of a previ-
ously observed price pattern—an “outside day,” for example. It bece‘lme very
clear that the only way to gain an edge in these markets was to combine tech-
nology, a disciplined approach, and technical analysis rigorously. The grow-
ing number of markets in multiple time zones required a methodology that
did not depend on human insight alone.

In 1986, as well equipped as I thought I was, I had to learn the whole
new science of technical analysis. My passion for markets led me to read
everything I could get my hands on. The name “DeMark” kept .appearing in
my research. Tom published a newsletter and a chart book. His newsle.tter
was rated number one for profitability. His chart book had the most indica-
tors and cleanest data.

At the time, I was developing a hierarchical approach to market analy-
sis. This approach relies on the multi-stage filtering of data beginn.ing. with
indicator development and ending with specific buy-sell rules. The 1.n.dlcator
development would help Paul make better risk-reward trades. Addln(?nally,
we hoped the buy-sell rules could stand alone as a trading system. To :jud this
effort, I sought consultation from a guru of technical analysis. I decided to
give Tom a call. .

I found Tom DeMark on a visit to his home in Racine, Wisconsin.
Coming from New York, my sense of Racine was that there were only two
things to do—work and sleep. It was the perfect environment for a man vsflth
my passion for markets and the available time to do something about it. I
remember that Tom was incredibly creative and a fountain of ideas. For days
on end we would discuss markets, new trading indicators, and system ideas.
The DeMark Chart Books required Tom to collect and scrub data from every
market around the world. I was computer literate and very quantitative and
Tom had programmers to run the indicators for his newsletter. Our creative
energy overwhelmed the programmers. I was in market heaven. I flew back
to New York full of new ideas and ready for a good meal and a night out. It
was a perfect business match. It was also the beginning of a beautiful friend-
ship.

P Of course, Paul had more ideas than anyone. But before his theories
could be traded, they first needed to be tested. We would rigorously test his
ideas and apply money management and portfolio rules. Ultimately, we
found we could implement a systematic trading approach. From this effort,
Tudor Systems Corporation was born and its success would be greatly
enhanced by the hiring of Tom DeMark. He joined TSC in 1988 as execu-
tive vice president and worked virtually around the clock with me until 1990.

As technology advanced, our work together progressed. I wish I could
have taken a computer cable and downloaded all the market information
contained in Tom’ head. Instead, I settled for many stimulating conversa-

tions and rigorous testing. We examined every conceivable idea, and some
not so conceivable. We began with sequential and ended with the four sys-
tems described in the book. I can categorically state that the systems I trade
today could not have been developed if Tom had not laid the foundation of
systems knowledge for me.

Eleven years after having met Tom, I still have his phone number com-
mitted to memory. There is many a time I have a question about a market or
am using one of his indicators on a real-time quote machine and a thought
pops into my head. We chat a bit about the way we think the market works
and discuss different trading strategies and refinements. After all these years,
"Tom’s work is still original and stimulating. It is a pleasure to speak with him
and learn from him his latest market strategies.

The most wonderful of Tom’s insights are often the most frustrating.
There is no right answer; there are only probabilities. As a result, one can use
‘Tom’s work simply as a discretionary indicator, as the basis for a trading sys-
tem, or in a multidimensional trading model. The choice is up to the user. I
think its extremely important not just to read, but to study Tom’s ideas and
his charts. While each approach may appear to be independent, they build
upon themselves into a harmonious orchestra of technical market instru-
ments. It is worthwhile to take out a pencil and work through what is being
presented. Don’t skip over the difficult material. Trading markets is about
discipline and making money—there are no shortcuts.

It is 5o easy to gossip about the markets—*I think the energy market is
going up because it is cold outside.” This approach is a sure way to part with
your capital. Remember that the objective of trading is to make money—not
to be right. The analyst never gets stopped out of a position on the low tick.
The reality is that traders do. It is essential, therefore, to develop a game plan
and stick with the approach. The trader is quite similar to the coach of a
football team who must constantly remind the players of the little things it
takes to win the game. Prepare for the worst and do not commit mental
errors such as moving a stop lower or taking too large a position.

Technical analysis lets the trader follow the game plan. It provides a
price level from which to initiate a trade; it also provides profit levels and
stop loss levels. The discretionary trader uses technical analysis as an art.
"The systematic trader uses it as a science. Both can be successful. It is up to
the practitioner to choose the method.

The technical analysis of Tom DeMark provides a good framework for
both the systematic and discretionary trader. Tom does not mince words and
he certainly does not gossip. He provides insight found nowhere else in the
technical analysis literature. But, as brilliant and insightful as Tom can be about
markets, he does not make the trading decision. Every trader must develop his
or her own personal strategy. Such a system must include a risk profile, time
frame, and market selection. Tom’s book will help in each of these areas.



One thing is certain: Tom’s work, if studied, will help every trader. No
one can ask for more than this. Even so, it is only a start. Trading encom-
passes a lot more than entry and exit levels. Without them, however, one
would have only a vague idea on how to approach the problem of making
money in the markets.

I consider myself most fortunate to have a friend who cares as passion-
ately about markets as I do. It is indeed very rare to find someone who is still
innovating after so many years. Tom is a good friend and has been a power-
ful mentor. This book belongs in every trader’s toolkit. Use it wisely and
profitably.

Peter F. Borish

President, Computer Trading Corporation
Chairman, Futures Industry Institute

New York, New York

May 1997

Acknowledgments

It’s not often that an author involved in a complex project such as this book
is able to receive special assistance, guidance, and attention from so many
people and, at the same time, thoroughly enjoy these individuals’ company
and friendship.

Although I alone have written this book in its entirety, the development
of the indicators and their accompanying graphics, displays, and tables would
not have been possible were it not for the support I received from Tim
Mather, Rick Knox, Ernie Popke, and their exceptional team.

Pamela van Giessen, my editor at John Wiley & Sons, provided
encouragement and direction along the way. She was an effective cheerleader
and director. Ms. Christine Furry at North Market Street Graphics played
an integral part in the editing process.

The fine staff at Futures magazine and Futures Learning Center,
including Joe Bernardo, Ginger Szala, Mark Etzkorn, Ron Michaelsen, and
Wendy Grassley Speckerman, have helped enormously with the dissemina-
tion of my ideas and trading models throughout the years.

I would like to thank those readers of my first book, The New Science of
Technical Analysis, who took the time and made the effort to supply me with
the feedback I needed before I attempted to write this book.

I would also like to thank CQG (800-525-7082 or 970-945-8686),
Duane Davis, DeMark Indicators c/o Futures Learning Center (800-601-



8907 ext. 2590 or 319-277-7892 and fax 319-277-7982), and Bloomberg
(800-448-5678 or 212-318-2000) for their assistance in the production of the
graphics included in this book. Their efforts and contributions have simpli-
fied and enhanced both the discussion and the overall presentation of the
DeMark indicators.

Introduction

Prior to writing my first book, The New Science of Technical Analysis, the sum
total of my entire life’s writing experience was limited to occasional, frantic,
last-minute term papers dealing with topics with which I had a limited
understanding and only a casual interest. Once I had undertaken the assign-
ment to write the book, the rigid schedule and massive demands imposed by
my publisher weighed heavily upon me. Daily, I cursed the project for its
intrusion upon my time, life, and profession. Upon its completion, I was dis-
appointed with and critical of the book’s content and presentation. I vowed
never again to undertake such a major commitment. Despite the fact that I
was pleased with the reviews I received from even some of the industry’s
most staunch and vocal critics, I was determined not to waiver from my deci-
sion to retire from book writing—that is, until now.

What changed my mind? First of all, I was disturbed by the feedback I
received from a handful of readers that some questions they had were left
unanswered in the original book. Although I was satisfied the studies I pre-
sented were fresh, creative and, to some degree, revolutionary, I was frus-
trated that a few individuals misconstrued the correct interpretation and
proper application of some indicators presented in the book due to the indi-
cators’ apparent incompleteness and perceived ambiguity. In addition, I was
concerned that I had limited the book’s scope by failing to address in suffi-
cient detail all the variations and combinations the indicators presented.
Most important, however, is the fact that subsequent to the release of the



book, many authorized electronic quote vendors and research software
providers added a number of these indicators to their databases. As a result
of jointly working with them, I have had the opportunity to review and eval-
uate from a panoramic perspective all these studies in real time, as well as
numerous adaptations and derivations of them. I am now comfortably
equipped to introduce many qualifiers and enhancements to my original set
of indicators. Furthermore, I am also able to provide more explanations and
interpretations, which should improve their efficacy and, at the same time,
your understanding by dispelling any confusion that may have previously
existed due to either partial explanations of the indicators or unintentional
disparities between the text and the accompanying charts. In addition, I am
prepared to disclose for the first time ever many exciting trading indicators
and studies that should challenge your analytical creativity and, hopefully,
inspire you to experiment and develop new methods and indicators of your
own. I assure you that it is not my intention to overwhelm or intimidate you
by showering you with a deluge of new studies. Rather, my goal is to make
this a true learning experience by presenting a number of key indicators, dis-
cussing their composition, and suggesting various alternative settings, appli-
cations, and interpretations. This process should enable you to introduce
improvements and variations of your own, which will serve to improve your
market timing abilities and analytical success.

I realize I have set an ambitious goal by attempting to write a book
sequel and expecting it to have the same impact as my first book. While my
original book may have inadequately dealt with some topics and concerns
regarding indicator interpretation and implementation, I will address these
shortcomings, as well as focus in more detail upon indicator construction
and application. I do not plan to embrace in this book every aspect of the
research I have conducted throughout the years. Limitations of time and
space do not permit such a comprehensive agenda. I am confident, however,
that I am now better prepared to write a book than I was before. The major
technological alliances I forged with many data vendors and research net-
works have allowed me to introduce a more varied and complete presenta-
tion of my trading ideas and concepts. Not only am I able to devote entire
sections of the book to improvements of the techniques discussed in my orig-
inal book, but I am also able to allocate a considerable amount of time and
attention to discussions regarding many other trading strategies I have
developed throughout the years.

Subsequent to reading my first book, many readers expressed a strong
interest in the TD Sequential market timing method. For years this indica-
tor has served as the cornerstone of my trading strategy. Specifically, TD
Sequential has operated as my market timing compass by consistently antic-
ipating shifts in market sentiment and direction. Singularly, TD Sequential
accomplishes the goal of most traders. It objectively and mechanically iden-

tifies low-risk and high-risk price zones. In this book, I introduce a number
of enhancements to this special indicator, as well as present a market timing
relative of TD Sequential, which I call TD Combo. I regard this new indica-
tor as the “mother of all price anticipatory methods” I have developed. For
over 16 years, I have been applying this indicator successfully to various mar-
kets, and it has proven to be an indispensable companion to the TD Sequen-
tial confirmation process. In fact, on many occasions, it has proven to be
more definitive than TD Sequential in the detection of potential price-
reversal levels. More important, however, by combining these two unique
techniques, the potency of the identification process of low-risk and high-
risk price zones is enhanced considerably. Further, I assure you that my
attention to these two indicators will neither diminish nor detract from my
presentation of numerous other trading techniques that I’ll also share with
you. I am confident that, once learned and properly applied, any number of
these indicators will produce a profound impact upon your market timing
research and trading success.

Also, I will present many heretofore proprietary trading techniques I
have created over the years for use by a number of well-known traders. By
sharing these methods with you, I hope to broaden your market timing
awareness to a level enjoyed by them when they profitably and aggressively
applied these techniques. Given the degree of computer horsepower and
software sophistication currently available, I believe the time could never be
better spent for you to experiment with these ideas and to make improve-
ments and adaptations of your own that are compatible with your trading
style. Unfortunately, I was not afforded a similar luxury and opportunity at
the time I began my research career over 25 years ago. Notwithstanding the
significant advances made in computer technology over the past few years,
however, I am disappointed with the dearth of market timing research cur-
rently available to the trading community. I hope this book will help fill this
void, as well as serve as a catalyst inciting you to conduct additional studies
of your own.

In order to trade successfully, most traders rely upon trend-following
techniques. This practice is emotionally satisfying and pragmatically straight-
forward since it serves to reinforce one’s predisposed trading instincts to buy
strength and to sell weakness. So widespread among traders is the practice of
using trend-following techniques that it is not uncommon to hear a trader
remark that “the trend is a trader’s friend.” I believe, however, that this
expression must be qualified to include the phrase “unless the trend is about
to end,” and at that time it becomes a trader’s worst enemy. By their very con-
struction, trend-following techniques ensure entry only after price tops and
bottoms have been completed. To counteract this shortcoming, two basic
themes permeate most trading indicators I have developed—namely, market
rhythm and price exhaustion. By design, most of my trading concepts contra-



dict the conventional trading wisdom and style employed by the trend-
following community, since both approaches evaluate price patterns and
relationships that unfold as a market moves up or down, attempting to iden-
tify those price periods commonly associated with the culmination of a trend
and the inception of a price reversal. Specifically, my extensive market
research indicates that price bottoms develop not because smart buyers or
groups of buyers operate in concert, but rather, figuratively speaking, the last
seller sells, supply diminishes, and, by default, price advances. Furthermore,
my studies suggest that market tops are not made because omniscient top
pickers or informed trading syndicates with massive financial resources coor-
dinate their selling campaigns; rather a diminution in buying occurs at that
particular point in time and price declines of its own weight. The following
example should illustrate this phenomenon more clearly. In early 1980 I
served as a consultant to a large metals’ trader. I instructed him in the basics
of my TD Sequential indicator, and I explained to him that I had designed
this market timing tool to anticipate high-risk price zones and that a trader
should be prepared to sell into market strength at that time since demand is
plentiful. Throughout the month of January, I prepared him for the ultimate
high in the precious metals’ markets. Each day I reported the indicator’s sta-
tus untl the completion of Countdown day 13 occurred and the andcipated
zone of high risk approached. As the market rallied, the release of funda-
mental news became decidedly more positive, and most analysts enthusiasti-
cally forecast the continuation of the upside move indefinitely. Just prior to
recording the thirteenth Countdown day, I had an extended discussion with
the trader, and the outcome of this conversation influenced my analytical
career forever. By means of numerous historical examples, I demonstrated to
him the vulnerability of the market to decline once a 13 high-risk TD
Sequential Countdown was recorded. He understood, but when pressed by
me to liquidate, he chose to postpone selling until he was confident price had
in fact peaked. Repeatedly, I urged him to sell. Once the market price accel-
erated downside, he countered my exhortation to sell by responding, “Sell?
Sell to whom?” These words ring true to my ears to this day. His description
of the market environment was unknowingly insightful, and at the same
time, its implications held dire consequences for his portfolio. The market
had rallied for an extended period of time. All those individuals who were
positively disposed toward the market were fully invested and their subse-
quent lip service and hopes alone were insufficient to move price higher, let
alone support it. The trend followers were positioned in the market. My
warning to exit the market had been insistent and repetitive and, at the same
time, totally ignored by my client. He was confronted with a dilemma—the
trend-following sellers were now in control, and it was too late for him to
attract sufficient bids for his sizable position in the market. My theory of

price exhaustion had been applied to a real-time market experience, and my
expectations were fulfilled.

Subsequently, I researched and improved my trend-reversal detection
process by developing additional market timing models and techniques that
also anticipate and confirm exhaustion tops and bottoms. My goal has been
to avoid the competition and pitfalls generally associated with traditional
trend-following approaches by developing contratrend trading indicators.
Early on, I realized that by researching and creating trend-following tech-
niques, like so many other analysts, I merely invited unwanted trading risks
such as slippage, price vacuums, gaps, and unfilled orders. I noted that few, if
any, stock specialists or futures or options market makers ever file for bank-
ruptcy. What distinguishes their trading styles from those of the typical
trader? I concluded that they operate against the prevailing trend—in other
words, they provide supply as price moves up and they furnish demand as
price moves down. To illustrate this phenomenon further, I cite an observa-
tion made while commuting daily to work from the suburbs into the city in
dense, early-morning traffic, competing with other drivers and frustrated by
delays and gridlock. I became envious of those drivers who were leaving the
city to work in the suburbs, unimpeded and traveling at their own pace. I find
this situation analogous to trading against the flow or the consensus of mar-
ket trend followers. By doing so, the trading benefits derived are obvious.
They include positive price slippage on market orders (price fills, regardless
of size, at levels often better than the price limit entered), minimal market
impact, and enhanced trading performance results. Consequently, the thrust
of my research tends to avoid techniques that can be described as trend fol-
lowing and that are designed to buy strength and sell weakness.

Despite the fact that many of the indicators presented in this book were
created many years ago, I am confident that these ideas are still applicable to
current markets. Unfortunately, at the time I conducted my research and
development, I did not possess the technology, data, information, and
resources available to market analysts today. My work evolved over time as a
result of rigorous manual calculations, inspection, and trial and error. In
recent years, sophisticated software and technology have been developed to
simply and effectively apply these research methodologies to intraday, daily,
weekly, and monthly time intervals. Consequently, research regarding opti-
mal price and time interrelationships can be conducted more easily and pro-
ductively, and conclusions can be reached much quicker than ever before.

Hopefully, gone are the days when market timers have to hide their
chart books in a bottom desk drawer, lest others perceive them as practicing
voodoo analysis or using occult powers to formulate their market forecasts.
Market timing has become acceptable, even fashionable, and is a major com-
ponent in the decision-making process of many highly regarded financial



institutions. I recall my own experience many years ago when my fundamen-
tal research boss assigned me to write a report evaluating General Motors.
He gave me four weeks to prepare and present the fundamental outlook for
this company. Once I had completed my research report on the company, he
stood at my desk, looking over my shoulder, awaiting my interpretation of
the market timing outlook for the company’s stock. Obviously, he had no
appreciation for the time and information required to complete a technical
appraisal of the stock. Whereas fundamental forecasts are typically couched
in vague “buy,” “sell,” or “hold” recommendations and most lack specific
entry price and exit levels, the role expected of market timers or technicians
by the uninformed is to operate and produce forecasts on short notice with
little preparation or forethought. Depending upon both the level and degree
of analytical sophistication of the market technician and the availability and
application of computer software and resources, a technical forecast gener-
ally requires more than a quick perusal of price charts. Certainly, this process
is not a casual, matter-of-fact exercise; rather it requires concentration,
proper tools, and market timing expertise to execute effectively. I can’t
emphasize enough the fact that success in any endeavor, and especially one as
challenging as trading, which attracts some of the brightest individuals and
minds in the world, requires many years of training and experience.

The success and recognition I've enjoyed in developing and applying
market timing techniques have instilled in me a high degree of confidence
and comfort. All of the indicators discussed throughout this book are pre-
sented in the context of a market timing tool kit, as a package, rather than as
a series of complete and separate systems. This is intentional, since I prefer
to have you integrate these methods into a research amalgam specifically
adapted to your trading style. In my first book, I described three distinct lev-
els of market timing analysis that can be employed to predict price behavior:

1. Casual chart inspection. Since this method requires nothing more than
the subjective interpretation of price patterns (in other words, “gut feel”),
by definition, it is vague and general, lacks consistency, and is deficient to
the extent that “beauty is definitely in the eyes of the beholder” and that
which is perceived as positive or negative by one analyst may, in fact, be
totally contradicted by another analyst or even the same individual at a
different time. In other words, I often refer to the fact that I have broken
down the word chartist into what I believe to be the proper description of
this type of market timer—namely, a “chart artist.”

2. Indicator construction and interpretation. This technique is a significant
improvement over item 1, since the approach is defined and prescriptive;
however, the necessary structure required to generate buy and sell signals
is lacking. More important, however, the link between this level and
actual systemization is but a minor one.

3. System creation and implementation. This level is totally objective and
mechanical, and the benefit derived from this type of analytical approach
is the development of real-time systematic buy and sell generators. The
description of this type of market timer can be aptly described as a “chart
scientist.”

Intentionally, I have restricted this book’s content to a discussion of a series
of market timing indicators. Although I have worked on these techniques for
many years, the technology and software required to test and determine their
ideal composition is ongoing. Hopefully, your inquisitiveness will enable you
to craft improvements to these methods, thereby affording you the opportu-
nity to build them into workable market timing models that will serve to
enhance your potential of trading success.

I'have often described my role in the educational training process as the
supplier of the fuel and the road map necessary for a student trader’s analyt-
ical journey. At the same time, I have repeatedly emphasized my unwilling-
ness to chauffeur his or her car. I am a firm believer that independent
thinking is critical to trading success. I'm certain that after devoting time and
effort to the mastery of the basic indicator concepts I present, you will appre-
ciate this fact. In any case, at the conclusion of each indicator discussion, I
will present the generic default settings I currently use in my own trading
and consulting operations. Please note that I have expanded the variability of
the indicator parameter settings to introduce you to both the numerous pos-
sible selections, as well as the comprehensive composition and nature of each
indicator. Had I not discussed these various options, I believe my assignment
as an instructor would be incomplete. Merely presenting a fixed series of set-
tings would suggest that the systemization process was rigid, when in reality
it is dynamic and fluid, since a myriad of combinations and permutations
exist that can produce respectable trading performance results. Unfortu-
nately, my quest for the selection of both the optimal composition of the
indicators, as well as the ideal matrix for the interrelationships between the
various indicators, has not been completed at this time.

I learned at an early age that anything worthwhile is attainable with
effort and determination and then only with a lot of luck. I caution you that
the application of the research material I am sharing is somewhat complex,
unorthodox, and its vernacular may initially appear foreign and confusing.
Don’t be intimidated or discouraged. As with learning any new methodol-
ogy, it requires a period of time to both understand and then apply the con-
cepts successfully. It took me over 25 years to develop these indicators. It
should take you considerably less time to become proficient at the use of
these techniques once you review the text and examples presented. I will
share the observations I have made as a result of the extensive market timing
research I have conducted throughout this long development process.



Ultimately, nothing would be more gratifying to me than for you to
acquire a similar appetite to research, develop, customize, and successfully
apply variations of these indicators to your own trading activities. While I
know that these indicators are effective, they alone are not the answer. In
short, successful trading requires much more than just a set of solid indica-
tors. Fortitude, conviction, discipline, and money management are each
important components of trading success and are often overlooked by the
apprentice trader. Without consideration of these additional factors, trading
tends to become an exercise in gambling and futlity.

A common denominator existing among most all of the indicators and
the ideas presented throughout this book is the readers’ ability to apply them
mechanically and to interpret them objectively. Technical analysis has
evolved from its simple and humble beginnings to complex market timing
models incorporating neural networks, optimization techniques, chaos the-
ory, artificial intelligence, and, ultimately, full circle back to basic, meat-and-
potatoes methodologies from whence my research began over 25 years ago.
Despite the fact that the approaches may superficially appear homogeneous,
however, there exists an obvious distinction between this reincarnated ver-
sion of technical analysis and its former composition. In a significant regard
they are different—I have replaced the subjectivity and the vagueness that
characterized the usage and application of these basic techniques historically
with mechanical, systematic, and objective rules and methodologies, which
when applied properly serve to eliminate guesswork. Unfortunately, from
my perspective, I have witnessed no meaningful, value-added improvements
as a result of the increased technology, software, formulas, and theories
developed to decode market price activity by those complex, sophisticated,
computer-driven techniques employed by some market timing rocket scien-
tists. There is, however, a definite coordinated effort to revert back to the
technical basics. In any case, I have concluded that in order to be successful,
a trader must study market price behavior and then develop simple, basic,
and mechanical models designed to anticipate price movements, and no bet-
ter starting place exists, I believe, than applying variations of the objective
techniques and market timing approaches presented in this book.

Profitable trading is a combination of three distinct and unrelated
factors, the leastimportant of which is a good market timing indicator or sys-
tem. 'Two more critical elements are money management skills and self-
discipline. With the exception of one chapter in this book devoted to general
money management principles, the discussion of these two topics will be
incidental to this book’s primary focus, which is market timing techniques.
My goal in writing this book is to provide an introduction to a series of new
and exciting market timing approaches, as well as fresh and original perspec-
tives for a trader to view and operate within the markets. In the process, I
hope to dispel any misconceptions or misperceptions regarding many widely

used market timing methods. In conclusion, I strongly suggest that before
you implement any of the indicators presented in this book, you conduct an
inventory of your money management methodology, as well as develop a
thorough psychological trading profile of yourself. To ignore either would
be akin to a carpenter building a house with tools but no plans. Certainly, an
accomplished journeyman will be able to construct a respectable structure by
using only equipment; however, by following a set of architectural plans and
drawings, the task is simplified immensely and the potential for success is
enhanced considerably as well. Once again, I emphasize the fact that suc-
cessful trading requires a similar combination of activities and abilides: a
strict adherence to a trading philosophy and methodology, an appreciation of
sound money management principles, an awareness of your trading emo-
tions, and a recognition of your trading limitations.

Note that throughout this book, unless stated otherwise, for purposes of dis-
cussion and illustration, I will generally refer to daily charts and data, when
in fact any other time period can be easily substituted as well. My reasons for
selecting daily information are threefold:

1. Itis the most readily available data and has been the most widely followed
time period for decades.

2. It not only relieves the trader of the necessity of constantly following the
market on an intraday basis, but it also reduces the risk of price revisions
from the various exchanges, such as those that historically have plagued
intraday databases.

3. Itincreases the chance that when market indications are generated based
on this information, the trader can be confident the trades will in actual-
ity be executed.



Chapter

Oscillators

Observation: In late summer 1982 the stock market registered one of its
steepest advances in history. At that time, many market commentators and
analysts were quick to report the extreme overbought levels recorded by
most conventional market timing oscillators. Incorrectly, they associated
severely overbought, extremely stretched indicator readings with the expec-
tation of an imminent market collapse or at least a sharp downside correc-
tion. A similar but reverse situation occurred in October 1987 during the
stock market crash. Few market timers were aware in either instance that
such exaggerated and unrelenting oscillator movements over an extended
period of time are generally associated with a continuation of a price trend
rather than its termination. Extensive research suggests that a clear distinc-
tion exists between what can be described as either a severe or a modest over-
bought or oversold indicator reading. For example, extreme market oscillator
readings are like patients who are suffering from potentially fatal illnesses or
who are involved in life-threatening accidents. Although in rare instances
recovery can be miraculous and immediate, in most cases it is gradual and
beset with numerous setbacks. Only after the condition has been upgraded
from critical or guarded to stable is the patient able to commence recovery in
earnest. So, too, only when an oscillator level is mildly, as opposed to
severely, overbought or oversold is a price reversal likely to occur. However,
to distinguish correctly one market condition from the other can be a diffi-
cult diagnostic process. It requires the successful development and applica-
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tion of an effective market timing oscillator. Furthermore, subsequent to 2
determination of the overall market environment, there must be a trigger
mechanism or device installed, sufficiently sensitive to identify when poten-
tial trend reversals are imminent. In other words, the steps required to eval-
uate and implement a trade as a result of an overbought/oversold oscillator
reading are as follows: (1) The overall condition or environment of the mar-
ket must be defined as either overbought or oversold. (2) The extent, level,
or degree of overbought or oversold must be measured temporally (in terms
of time) in order to classify the oscillator as either mildly or severely over-
bought or oversold. (3) A set of prescribed conditions and rules must be
defined and then fulfilled in order to establish whether the existing price
trend is about to reverse or the current market movement is more likely to
continue or even intensify.

You should be skeptical of many conventional market timing oscillators.
For a number of reasons, the widespread acceptance and use of a few of them
is surprising. In particular, the apparent lack of understanding and awareness
of, as well as concern for, the derivation, construction, and proper application
of two of the most commonly used oscillators (i.e., the Relative Strength
Index (RSI) and Stochastics) are greatly disturbing. These two indicators
were introduced to the charting and trading communites in the late 1970s
and were featured at that time in two popular weekly chart publications, as
well as on the first real-time electronic chart and quote service. Due to their
widespread exposure to trading audiences, these indicators became instantly
popular and have been widely used even to this day. Surprisingly, it appears
that the momentum generated by their auspicious beginnings has been suffi-
cient to propel interest in and use of these indicators to levels far greater than
anyone’s most optimistic expectations. At that time, I was a subscriber to both
these services. However, most of the providers and other users, when ques-
tioned regarding the formulas, the indicators, and their proper interpretation,
were unable to explain their composition and supportive logic and to provide
a consistent and objective approach to their correct application and proper
interpretation. Particularly annoying, however, is the fact that traders have
neither objected to these perceived shortcomings nor even questioned basic
facts, such as the indicators’ monikers, since both are obviously misnamed—
the RST is not a true relative strength indicator, and Stochastics is not a sto-
chastic process by any stretch of the imagination. Furthermore, the label
“Stochastics” was not acquired until many years after the originator of the
indicator, Ralph Dystant, had died. For reference purposes, he had called the
oscillators %D and %K. According to Rick Redmont, a cofounder of Com-
putrac, the name Stochastics arose from a description of the indicators pre-
pared by Mr. Dystant for his subscribers. When Computrac first included this
indicator in its database in 1978, the company selected this name because of
its simplicity rather than its suitability and appropriateness. In order to con-

firm my belief that most traders have a tendency to be gullible, when deliver-
ing speeches I occasionally quiz audiences regarding the formulas for both
RSI and Stochastics. On only one occasion has an individual been able to cor-
rectly recite the formula for one indicator, and in no instance has anyone been
able to provide both. Given the degree of reliance upon these and other
widely used market timing oscillators by many traders, as well as the size of
the market positions some traders assume based upon their casual interpreta-
tion of these indicators, this lack of understanding is mind-boggling. For ref-
erence purposes, the formulas for the RST and Stochastics indicators can be
found in most books on technical analysis.

In addition to the general lack of understanding of the construction and
composition of many popular market timing indicators, as well as their mis-
labeling, another criticism that can be leveled against most conventional,
widely followed overbought/oversold oscillators is the methodology used to
derive them. Most indicator values are calculated using a series of exponen-
tial formulas. Consequently, extraordinary events, such as a presidential
assassination, an electrical or computer failure, a declaration of war, or a sus-
pension of trading, introduce aberrant price data that may distort an oscilla-
tors value. Although the impact of these market-unrelated events may
diminish over time, the influence exerted upon an indicator by these calami-
ties nevertheless affects an exponential oscillator until the underlying secu-
rity’s trading activity is either suspended or terminated. Of most concern is
that this fatal flaw is inherent in all exponential mathematical formulas, and
it is impossible to eradicate the oscillator distortions they might cause. On
the other hand, by applying a simple arithmetic formula to calculate an indi-
cator value, the problems caused by these external developments are system-
atically and mathematically eliminated over a period of time. Furthermore,
these arithmetic oscillators appear to be more sensitive to short-term price
swings than those exponentially derived, which tend to mute volatility. As a
result, all of the overbought/oversold oscillators you will find in this book
have been arithmetically derived.

There are as many interpretations assigned to an indicator as there are
traders using it. Most traders who use oscillators to arrive at trading deci-
sions, however, apply a form of divergence analysis. For example, (1) at a sus-
pected market low, they compare the price of a security with the indicator
value at a comparable point in time and then relate both these values to the
price and the indicator level at a subsequent lower price level, and (2) at a
suspected market high, they compare the price of a security with the indica-
tor value at a comparable point in time and then relate both these values to
the price and the indicator level at a subsequent higher price level. Specifi-
cally, in the first instance, if price declines to a lower level and the indicator
fails to confirm this weakness and records a higher low, then they argue this
price-indicator divergence that is recorded implies an imminent upside price



reversal; in the second case, if price advances to a higher level and the indi-
cator fails to confirm this strength and records a lower high, then they
maintain this price-indicator divergence that is recorded implies an immi-
nent downside price reversal. My research suggests this widely followed
practice of divergence analysis is merely a symptom of a condition that may
appear at impending market tops or bottoms, and duration, or the amount of
time an indicator exceeds a defined oscillator band, is the cause and is con-
sequently more important. Therefore, in the following discussion, the util-
ity of conventional divergence analysis techniques will be challenged. As an
alternative, traders will benefit by applying a concept called TD Duration
Analysis™.

Whereas at perceived market bottoms and tops most traders focus
upon the interrelationship between successive price levels and indicator val-
ues at comparable points in time, TD Duration Analysis avoids such a com-
parison and concentrates solely upon the length of time an indicator remains
in an oversold or an overbought zone. In other words, TD Duration Analy-
sis counts the number of consecutive trading days in which an indicator is
either below or above an indicator band and makes a distinction between
“mild” and “severe” oversold or overbought readings dependent upon the
length of this series of trading days. The advantage of this form of analysis is
that it precludes stubborn adherence to an unprofitable trading position
merely because successive indicator and price readings indicate a price/indi-
cator divergence and imply market action. Such interpretive shortcomings
have proven to be the bane of conventional indicator analysis and are partic-
ularly pronounced in the case of an uninterrupted series of oscillator read-
ings at successively higher low levels or lower high levels outside the
oscillator band, with price activity simultaneously failing to confirm by
recording divergences. Rather than resisting participation in the prevailing
market trend whenever an oscillator records a “severe” reading by exceeding
either the upper or the lower indicator band for more than five consecutive
trading days, for example, because of an apparent divergence, TD Duration
Analysis, on the other hand, forces a trader to either accede to the market
trend or to step aside and do nothing. Conversely, on those occasions when
an indicator records a “mild” reading by remaining in either an overbought
or an oversold zone for less than six consecutive trading days, for example,
TD Duration Analysis forewarns of potential price reversals provided they
are perfected or qualified (see discussion of TD Price Oscillator Qualifier™
later in this chapter). The examples should demonstrate more clearly the
tendencies of market price activity to behave in a manner consistent with my
concept of TD Duration Analysis rather than conforming to the tenets of the
widely followed and popular approach of divergence analysis. Note in Figure
1.1 how the price of IBM continued lower despite the fact that the TD
Range Expansion Index™ (TD REI) low in June 1995, was above the indi-
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Figure 1.1 In this example, a higher indicator low in late june versus late May did not
translate into a meaningful advance and definitely did not approach the price level of late
May. The fact that the TD REl indicator remained oversold in June for more than the TD
Duration limitation of five days implied inherent weakness. Note that between the late May
and June oversold oscillator readings, the highest level the indicator reached was 0.
Although its usage is not recommended, for those traders who apply divergence analysis,
the fact that the oscillator did not record an intervening overbought reading permits this
comparison. Note the TD REl indicator reading on july 24. It was followed by an up close.
This suggested the potential for an imminent rally.

cator low a month earlier in May. Fortunately, TD REI is sufficiently sensi-
tive that it was able to record an overbought reading coincident with the
early July peak that preceded the subsequent price decline. Furthermore,
Figure 1.2 illustrates a price/indicator divergence that was not resolved to
the downside as divergence analysis practitioners might suggest should have
occurred. In any case, once again TD Duration Analysis implies that the
amount of time the TD REI indicator remains outside its indicator band is
excessive and, consequently, the trend is expected to continue untl this
extreme indicator reading dissipates, retreats into the neutral zone, and then
records a modest—Iless than six days—overbought reading. Furthermore, if
you are inclined to apply divergence analysis, you should introduce a filter
that will improve this technique’s accuracy and efficacy. In particular, before
you act upon a perceived price-indicator divergence, the price move should

be confirmed by the TD Price Oscillator Qualifier (TDPOQ), which is
described later in this chapter.
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Figure 1.2 Lower indicator highs and complementary higher price highs in September
were accompanied by TD Duration of six or more days. This suggested internal price
strength and the likely continuation of the price advance despite this indicator divergence.
Although its usage is not recommended, if you are inclined to apply divergence analysis, the
fact that the successive overbought and oversold levels are preceded by an oversold and an
overbought reading precludes the application of divergence analysis and the introduction
of indicator comparisons.

One major difference exists between Figures 1.1 and 1.2, and this
applies specifically to the interpretation assigned by those traders using
divergence analysis to arrive at their market forecasts. Please review the indi-
cator levels displayed on the two charts. Other than the fact that the extreme
indicator level for Figure 1.1 reads oversold on two occasions for a period of
at least six days each and for Figure 1.2 the indicator levels display over-
bought on two occasions for a period of at least six days each, thereby both
exceeding the maximum allowable time to expect a potential trend reversal
according to my oscillator interpretation discipline (TD Duration Analysis
applied to the TD REI indicator), there is one noteworthy distinction
between the two examples. Whereas in both Figures 1.1 and 1.2 the two
extreme readings occur approximately one month apart, it is what occurs
between these two periods that is significant. In example 1, the indicator
level between these two extreme oversold readings fails to exceed 0 upside,
and in this instance divergence analysis could be applied, although it is not
necessarily recommended. On the other hand, in example 2, the oscillator
activity behaves quite differently since between the two extreme overbought

hadde g d bbb d R g

readings, the indicator moved into the oversold zone. Because this interven-
ing extreme oscillator movement occurred, no reasonable basis exists for the
application of divergence analysis, since the intermediate oversold reading
effectively nullified any reasonable connection between the two overbought
indicator levels. In other words, if you were interested in applying diver-
gence analysis and relating a series of comparable indicator and price levels
to draw conclusions regarding a market’s price activity, then the period
between two successive oversold readings should not include a recording of
overbought, and, conversely, the period between two successive overbought
readings should not include a recording of oversold. Once again, although
the practice of divergence analysis is not recommended, a similar interpreta-
tion to the one just described will enable a user of this approach to operate
more effectively and profitably.

Among the many other arithmetic oscillators I have developed over the
years, five key indicators are particularly helpful in the identification of both
price tops and bottoms, as well as in the establishment of the overall trend of
markets: TD Rate of Change™ (TD ROC I, TD ROC II), TD Range
Expansion Index (TD REI—alternate and standard), TD DeMarker I and II,
and TD Plurality. In addition to these original trading indicators, this book
will reveal additional proprietary techniques, including trading devices that
serve not only to confirm price reversals, but also to define the inception of
a price trend after one of these oscillators has generated a potential low-risk
entry indication. The features of the indicators presented here, as well as the
confirmation techniques that accompany them, are both the objective and
the mechanistic processes that should be installed to facilitate their applica-
tion and interpretation. In this regard, these methods do not possess the
handicaps and shortcomings commonly identified or associated with many
widely followed conventional indicators, such as the following:

1. The exponential distortions caused by non-market-related influences

2. 'The arbitrary reliance upon closing prices rather than other meaningful
price data

3. The subjective interpretations assigned to oscillator movements
4. The inclusion of irrelevant price activity and price relationships

5. The improper focus upon day-to-day price activity rather than other
time period relationships

6. The application of divergence analysis rather than TD Duration Analysis

Furthermore, providing a checklist of procedures to follow will allow the
process of indicator application, implementation, and interpretation to
become a more simplified, logical, practical, and rewarding experience for
both analysts and traders alike.



TD ROC I™ and TD ROC II™

TD ROC |

Observation: Itis not uncommon for traders to calculate the rate of change of
price movement in order to formulate conclusions regarding future market
price behavior. Two common methods used to compute momentum-based
oscillators can be employed to accomplish this goal. One approach calculates
the ratio between the market’s current price and that same price x days,
weeks, months, and so forth, earlier. The other technique determines the
difference between the market’s current closing price and the closing price x
days earlier. The former method is preferable, and my uniquely constructed
and interpreted oscillator is called TD Rate of Change (TD ROC). Typically,
the time span used by most market timers between the comparative refer-
ence prices to calculate the rate of change is a long period of time, such as
month-to-month or year-to-year. The specific process performed and the
time period selected to arrive at the rate of change values, however, may vary
from one analyst or trader to another. Many years ago, while conducting
momentum research and calculating ratios to illustrate graphically the rate
of change of month-end closing prices for various markets compared with
the same markets’ month-end closes one year earlier, I inadvertently com-
pared the daily closing prices 12 days apart instead of my intended selection
of 12 months. Quite by accident, I uncovered a rate-of-change indicator that
possesses remarkable predictive value in identifying prospective price-
reversal levels. In particular, when applying this methodology to high-priced
markets, such as Treasury bond futures, government securities, S&P futures,
and stock market indices, this specific version of rate-of-change analysis (TD
ROC I) typically fluctuated within a wide band defined by 102.5 and 97.5
percent of the closing price 12 trading days earlier. Further research indi-
cated that coincident with the TD ROC I indicator value exceeding either
the upper or the lower band for 15 or fewer price periods (price bars), a
potential price top or bottom was identified. Whereas in most instances in
which my concept of TD Duration Analysis is applied to market timing indi-
cators, a meter of five or fewer price periods is assigned to distinguish
between a mild and a severe indicator reading, in the case of TD ROCT and
TD ROCII, 15 or fewer price bars are used, and for the TD DeMarker indi-
cator (see following), a duration of 8 price bars or fewer are applied to qual-
ify as a mild reading. For example, in those instances in which TD ROC 1
remains above or below the upper or the lower band for 16 or more price
bars, there is a tendency for price to continue its trend until this severe over-
bought/oversold condition is dissipated, TD ROC I returns to neutral (the
zone between the two bands), and another attempt to record a “mild over-
bought/oversold reading” (a period of less than 16 price bars) is realized.
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With one exception (see following discussion regarding TD Alternative
Oscillator™ method), this conclusion is consistent with my theory of TD
Duration Analysis of oscillator behavior. Figure 1.3 illustrates how price for
the S&P December futures contract and the TD ROC I indicator align
themselves at prospective trend reversal levels. There was only one instance
in which the oscillator remained above the overbought threshold for more
than 15 trading days (see the late January through mid-February period on
the chart). All other observations were for less than 15 trading days and all,
with the exception of late September 1996, coincided with price reversals.
Furthermore, whereas the early May price low was not identified by TD
ROCT, it was correctly accomplished by applying TD ROC II (compare the
two TD ROC oscillator charts of the S&P that appear in Figure 1.6), and
that is why you should use both.

TD ROC Indicator Band Settings: Extensive research showed that the
trading band for TD ROC I can be adapted to accommodate the vagaries
associated with different types of markets and time periods by simply intro-
ducing minor adjustments to the basic TD ROC settings, such as expanding
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Figure 1.3 TD ROC | indicator readings in overbought and oversold zones for more than
15 days (big X) constitute a severe or an extreme intensity of buying or selling pressure, and
Fhe indicator must therefore recycle by moving back into the neutral zone and then return-
ing into the overbought or the oversold zone for a shorter period of time, thereby record-
ing a mild oscillator indication, which is more consistent with a market top or bottom.



or contracting the trading band parameters. Just such an adaptation will
serve you well for both lower-priced securities and less volatile markets, as
well as for intraday analysis and trading. For example, both short-term inter-
est rate futures, such as Eurodollars, T-bills, short sterling, Euroyen and
Euromarks, and intraday trading, such as 1-, 5-, and 10-minute intervals,
often require a narrower oscillator band be constructed and applied in order
to produce effective results. In these instances, the tighter band is created by
multiplying the standard parameter settings of plus and minus 2.5 percent
(102.5 and 97.5 percent) by 10 percent each, thereby reducing the band
width to 100.25 and 99.75 percent. This revised oscillator band is more sen-
sitive and exact when applied to markets operating within a trading environ-
ment characterized by similar circumstances and conditions. By using a
computer, this adjustment, as well as many other variations, can be simply
tested, manipulated, and applied. Figure 1.4 demonstrates how this variation
can be introduced to a daily chart of the German mark December 1996
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Figure 1.4 When the TD ROC | level is in an overbought or oversold zone for more than
15 days, a severe or extreme reading is recorded and the indicator must recycle by moving
back into the neutral area and then back into overbought or oversold for a shorter period
of time to register a modest reading. Intraday, inactive, and markets trading in decimals can
use an adapted version of TD ROC with settings 10% of the standard parameter settings. In
other words, 100.25% and 99.75% can be substituted for the standard 102.5% and
97.5%. In this example, the deutsche mark future can be expressed either way, but as you
can see, the smaller band generates more overbought and oversold indications and the
wider oscillator band is exceeded upside in late July and downside in December (large Xs).

futures contract. Due to the fact that the deutsche mark is priced in decimals
and it is a relatively volatile market, a dichotomy exists. It is possible to apply
the standard TD ROC I oscillator thresholds of 102.5 and 97.5 percent, as
well as the adjusted and contracted band of 100.25 and 99.75 percent, even
though a daily chart and not a short-term intraday chart is displayed. Once
again, a duration of 15 days is installed for this narrower band to delineate
between extreme (or severe) and mild overbought and oversold readings for
TD ROC L. Furthermore, by applying the TD Price Oscillator Qualifier
(TDPOQ) described next, the entry level can be refined and defined farther.

TD Price Oscillator Qualifier (TDPOQ)

and TD Alternative Oscillator Method

Although this discussion of the TD Price Oscillator Qualifier (TDPOQ) and
the TD Alternative Oscillator method relates specifically to TD ROC, they
are equally applicable to the other indicators presented in this book. Fur-
thermore, don’t be surprised if both techniques have application to various
indicators you may currently be using as well. Both will be presented at this
time.

Extensive research has identified a price pattern that generally develops
subsequent to, or coincident with, an overbought or oversold condition and
that serves as a simple and conservative method to confirm the inception of
a potential trend reversal. An effective technique, called the TD Price Oscil-
lator Qualifier (TDPOQ), has been designed specifically to evaluate the
price behavior of the underlying security once a market oscillator has indi-
cated a potential low-risk entry opportunity at a suspected market bottom or
top. The movement of this market oscillator relates only to the price behav-
ior of the underlying security once an indicator has recorded an oversold or
an overbought reading. To apply TDPOQ to confirm an anticipated upside
move, you should make certain that the oscillator’s current position is, or
most recently has been, below the lower oscillator band and not above the
upper band. Conversely, to apply TDPOQ to confirm an anticipated down-
side move, you should make certain that the oscillator’s current position is, or
most recently has been, above the upper oscillator band and not below the
lower band. In each instance, it is important that the indicator not remain
below the lower band for more than the prescribed number of days at a price
bottom in order to conform to the requirements of TD Duration Analysis or
above the upper band for more than the prescribed number of days at a mar-
ket top in order to conform to the requirements of TD Duration Analysis—
the TD Alternative Oscillator method notwithstanding. However, this time
requirement can be adjusted depending upon the indicator and the band
thresholds selected. Furthermore, the TDPOQ opportunity extinguishes
itself upside once the oscillator advances above a specified level and down-
side once the oscillator declines below a predetermined level: for example, in



the case of TD REI plus 10 for an upside move and minus 10 for a downside
move; in the case of TD DeMarker I, 50 for an upside move and 50 for a
downside move; and in the case of TD ROC I and II, 101.0 for an upside
move and 99.0 for a downside move. In those instances in which the nar-
rower price band for TD ROC is applied, for example, the upside cancella-
tion becomes 100.10, and the downside cancellation level is 99.90.

Here are the required steps for a low-risk buy entry:

1. A mild oversold condition.

2. A closing price that is greater than the previous trading day’s closing
price.

3. The opening price on the trading day immediately following the up close
day is less than or equal to the previous trading day’s high (the up close
day’s high).

4. The high that same trading day must exceed upside the previous trading
day’s true high (a true bigh is the trading day’s high or the previous day’s
close, whichever is greater).

Conversely, the required sequence of events for a low-risk sell entry is:

1. A mild overbought condition.
2. A closing price that is less than the previous trading day’s closing price.

3. The opening price on the trading day immediately following the down
close day is greater than or equal to the previous trading day’s low (the
down close day’s low).

4. The low that same trading day must exceed downside the previous trad-
ing day’s true low (a true low is the trading day’s low or the previous day’s
close, whichever is less).

This evaluation is ongoing until the indicator moves from the oversold zone
and exceeds an oscillator level approaching overbought for an upside move
or until the indicator moves from the overbought zone and exceeds an oscil-
lator level approaching oversold for a downside move. If this pattern fails to
occur at a prospective bottom or top, then a trigger mechanism crucial to the
confirmation process of the breakout is lacking. The requirement that the
opening price on the day after the up close or down close day be contained
by the previous day’ price range is a critical component since it indicates a
degree of trading skepticism regarding the prospects for a breakout. This
methodology does present an element of risk since the indicator can remain
within the overbought or oversold zone for a period of time exceeding the
maximum allowable limit defined under TD Duration Analysis to be accept-
able to classify the indicator reading as mild or modest oversold or over-

bought, and when that occurs, trading prudence dictates that the position be
exited or, at a minimum, a close stop loss be installed. The only exception
would be if the TD Alternative Oscillator method applies to that specific
indicator activity (see following).

Advanced TDPOQ: Other enhancements to the basic TDPOQ process
can be simply introduced. However, each additional condition serves to
reduce the frequency of trend-reversal confirmations. Figure 1.5 illustrates
the standard TDPOQ and the TD Alternative Oscillator Method (see fol-
lowing). One enhancement to TDPOQ that has been applied with a high
degree of success requires that from an oversold indicator reading, the first
up close day must be preceded the previous trading day by a low that is less
than the low one trading day earlier, and an oversold indicator reading must
be recorded either prior to or on that same day. Conversely, from an over-
bought condition, the first down close day must be preceded the previous
trading day by a high that is greater than the high one trading day earlier, and
an overbought indicator reading must be recorded either prior to or on that
same day. Furthermore, you should be warned that the following can occur
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Figure 1.5 if the TD Alternative Oscillator is applied to the Dow Jones Industrial Average
in August 1987, despite the fact that the TD ROC [ was extremely overbought since it
remained above 102.5 for more than 15 days (large X), the indication of a market top was
confirmed once TD ROC I declined below 102.5 and the close the same day was above the
close two trading days earlier (a and o on chart). Note the other mild overbought and over-
sold trend-reversal indications generated by TDPOQ, which are marked with a small x.



bottom. In those instances, you should apply an interpretation called Fhe
TD Alternative Oscillator method to the oscillator and to the ur.ldel"lymg
security price. Specifically, this technique refers to the price and indicator
relationship that may exist just after the indicator has recordt?d an extreme
or severe reading for a period of over 15 trading days. This relat.es pri-
marily to the TD ROC I, TD ROC II, and TD DeMarker I and II indica-
tors. For example, once the TD ROC I indicator has recorded. an extreme
or severe indicator reading, if the closing price of the ul?derlylng security
on the first day the TD ROC I indicator advances above its lower oversold
band into “neutral” territory, after being below the ba.nd for. 16 or more
days, is less than the close two trading days earlier,' or if the 1nt.raday low
that same day is less than the intraday low two trefdlng days earlier, thfen a
low-risk buy entry exists, provided the TD Price Oscillator Quayﬁc.:r
(TDPOQ) subsequently confirms. Conversely, once the‘ TD. ROCI ln.dl~
cator has recorded an extreme or severe indicator reading, if thfe c1'031ng
price of the underlying security on the first day the TD ROC I indicator
declines below its upper overbought band into “neutral” territory, after
being above the band for 16 or more days, is greater than. the close two
trading days earlier, or if the intraday high that same ‘day is greater t.han
the intraday high two trading days earlier, then a low-risk sell entry exists,
provided once again the TD Price Oscillator Qualifier (TDPOQ) subse-
quently confirms. Figure 1.5 displays just such an occurrence. As you can
readily see, during almost the entire month of August 1987, tl.1e TD ROCI
oscillator remained above 102.5 percent (large X on oscillator chart).
Coincident with the oscillator downside penetration through 102 5 per-
cent, the price closed greater than the close two days .earlier, and t}'le intra-
day high was greater than the intraday high two trading days earlier (z on
the price chart and 4’ on the indicator chart). Subsequently, T].)P(‘)Q.was
fulfilled. Two additional upside and one downside TDPOQ indications
from mild oversold and overbought conditions are shown on the chart
with small x’s as well. Note in early October the oscillator was mildly
overbought, and two days after the high, TDPOQ was triggerc?d, indicat-
ing a low-risk sell entry level and an impending market decline. II? any
case, whenever extreme or severe oscillator readings coincide with a
potential market top or bottom, you should use the inte.rpretation
assigned to the TD Alternative Oscillator method or avoid trading.

In conclusion, the formula for TD ROC I is simple. To arrive at the
indicator value, merely divide the market’s closing price by the closing price
12 trading days earlier and then plot that value on an indicator chart beneath
the price activity of that market over the same time period. Define the over-
bought and the oversold band levels. Typically, recommended .levels. are
102.5 for the upper band and 97.5 for the lower band for most high-priced
futures markets. You may want to select a narrower oscillator band of 99.75
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and 100.25 for inactively traded, lower-priced markets, as well as markets
traded over very short term time intervals, such as 30 minutes or less. Addi-
tionally, when operating in the market on a time frame of microscopic pro-
portion, such as one-minute price bars, you may see favorable results by

analyzed and reviewed to determine their ideal parameter settings. For
example, you might apply an oscillator band of 89 and 111 for most actively
traded equities. Furthermore, if a market is in an uptrend, you may decide to
elevate the lower level of the band, and if a market is in a downtrend, you
may elect to lower the upper band threshold somewhat to accommodate for
the trend and level of buying or selling pressure. TDPOQ should be applied
to fine-tune low-risk entry zones and market entries associated with excep-
tionally strong or weak opening prices, either above the previous trading
day’s high for an upside move or below the previous day’s low for a downside

TD Alternative Oscillator method, confirmed subsequently by TDPOQ, be
applied or that no trading whatsoever take place at that time. In addition, you
can occasionally apply other indicators to the oscillator itself to anticipate
and establish a trading edge. Specifically, you can draw a TD Line on the
oscillator to determine when the oscillator is breaking out of its trend, or you
can calculate the rate of change of the oscillator. Both techniques generally
lead the price movement and are early warning indications of a trend rever-
sal. In conclusion, any indicator should be combined with other indicators or
series of indicators for best results, For example, you could apply TD
Sequential and TD Combo (see following chapters) to the S&P futures on a
one-minute chart and simultaneously plot a one-minute TD ROC oscillator
band of 99.75 to 100.25 as well because by combining these two indicators,
both Setup and Countdown completions become more discernible. In addi-
tion, by applying TD REI with 2 narrower oscillator band as well, the suc-
cessful identification process for low- and high-risk possibilities is enhanced
considerably.

"The various components and parameter option settings, as well as the
suggested default settings, for TD ROC I follow.

Basic ROC |

1. Price comparisons to be used to calculate TD ROC I Refers to the ref-
erence prices selected and compared to calculate TD ROC . Addingnﬁl



price options include open, high, low, midpoint, average, high plus .low
plus close divided by three, true high, and true low, as well as various
combinations of these prices. Default is Close.

2. Period to be used to calculate TD ROC I: Refers to the number of price
bars between the current bar and the reference bar. Default is 12.

3. Number of bars to be used for Duration Analysis: Refers to the minimum
number of consecutive bars in which TD ROC I must remain above (or
below) the oscillator band in order to display the duration count on the
indicator chart. This option is provided to highlight the event for pur-
poses of TD Duration Analysis and to forewarn that the current price
move is excessive and will require the oscillator to return to the neutral
zone and back to overbought or oversold to record a mild as opposed to
a severe oversold reading. Default is 16.

4. Upper oscillator band Jevel: Refers to the minimum Tl'). RQC I.o.scill?l-
tor level that can be defined as overbought. This definition is critical in
determining the condition and risk associated with the market aer for' the
application of TD Duration Analysis. Adjustments or modifications
made to this setting control the frequency, degree, and threshold for
overbought indicator readings. Default is 102.5 (100.25).

5. Lower oscillator band Jevel: Refers to the maximum TD ROC1 oscilla-
tor level that can be defined as oversold. This definition is critical in
determining the condition and risk associated with the market aqd for. the
application of TD Duration Analysis. Adjustments or modifications
made to this setting control the frequency, degree, and threshold for
oversold indicator readings. Default is 97.5 (99.75).

Advanced TD ROC I

6. Display: Refers to the type of oscillator presentation provided. This
option allows the user to select the presentation of the rate of change
either as a chart or a histogram. Default is Chart.

7. Type of moving average to be used: Refers to the various types of moving
averages that can be introduced to the individual calculations to smooth
the TD ROC I indicator. Options include simple, exponential, and cen-
tered. Default is None.

8. Period to be used in calculating the moving average: Refers to the length
of the series of bar values averaged to create the TD ROC I value.
Default is 0.

9. Number of bars (period) to be used for moving-average smoothing:

Refers to those instances when a moving average is applied and additional
indicator smoothing is desired. Default is 0.

Regardless of which level you select for the overbought/oversold indicator
band, you should apply TDPOQ to confirm price and oscillator movement.
The TD Alternative Oscillator method can be applied to those extended
periods of time in which the TD ROC I indicator is severely overbought or
oversold. However, the indication of a low-risk entry does not exist until the
TD Price Oscillator Qualifier has spoken and confirmed a potential incep-
tion of a price trend.

TD ROC I

Although TD ROC I is generally derived by calculating ratios of closing
prices, other price comparisons can be easily substituted, such as highs, lows,
opens, combinations or averages of opens, highs, lows, closes, and price
range midpoints. However, one serious deficiency exists when using any of
these price selections. All these rate-of-change oscillators are constructed
by a method similar to the one used to calculate the standard, traditional,
or classic closing basis TD ROC I in the respect that they are one-
dimensionally price-driven. They relate a specific closing price with the clos-
ing price x periods earlier, and they perform an identical, repetitive process
to make this series of calculations. In other words, the entire exercise is
redundant and static. TD ROC I, on the other hand, is a price momentum
hybrid in the sense that both the methodology applied and the reference
price used vary according to the relative position of the underlying TD ROC
I indicator. That is, the specific level of TD ROC I determines which price
comparisons to install for the calculation of TD ROC II.

Due to its dynamic construction, TD ROC 1II is generally more sensi-
tive to impending price reversals than TD ROC 1. Whereas the formula for
TD ROC I requires the calculation of the ratio of the current period’s close
and the close 12 trading bars earlier, TD ROC II divides the current high by
the high 12 trading bars earlier whenever the TD ROC I value at the same
point in time is above 100, and TD ROC II divides the current low by the
low 12 trading bars earlier whenever the TD ROC I value at the same point
in time is below 100. In other words, TD ROC II is designed so that the
value calculated for TD ROC I will serve as the price rudder that determines
the specific components and relationships to install to calculate the TD
ROC II indicator by dictating whether a comparison of either price highs or
price lows should be made rather than merely using closing price levels for
each comparison, as TD ROC I does. The S&P June contract shown in Fig-
ure 1.6 displays the difference in indicator results between TD ROC I and
TD ROC II, which is a result of this revision or variation in the rate-of-
change analysis formula. Note in this example how much more sensitive and
accurate TD ROC II was at the May 1996 low. Numerous variations of this



approach can also simply be applied, and you can use them as ideas for your
own research and analysis:

1. The selection of highs and lows can be substituted with other price com-
binations.
2. The periodicity can be adjusted from 12 trading bars to other time inter-

vals.

3. The threshold level of 1.00 established to differentiate between which
price variables to use can be changed to other values.

4. The threshold level can be revised to a range, such as less than or equal to
99.5 and greater than or equal to 100.5, and when TD ROCTis between
this zone, the TD ROC I close calculation can be applied.

5. The overbought/oversold indicator band can be expanded or contracted
to accommodate the peculiarities and vagaries associated with specific
markets and time intervals.

The introduction of variable indicator calculations is a unique contri-
bution to the library of market timing methodologies, since it provides a
dynamic approach to indicator analysis. Furthermore, this approach is at
the cusp of a new generation of market analytics, since it is designed to
adapt the selection of variables for an indicator formula, as well as the cal-
culation process of the indicator itself, based upon the changes recorded in
oscillator activity of a primary or underlying oscillator. The successful
results attained using this approach are comparable to the earlier research
success from my studies on breakout indicators and models back in the
1970s, a long time prior to their subsequent widespread acceptance and
usage by traders and most all Commodity Trading Advisors (CTAs). Explo-
ration of other applications of this methodology to many of my other mar-
ket timing indicators is ongoing, and this same concept is being applied to
the creation of a master indicator that is a composite of a series of my mar-
ket timing oscillators, each possessing unique sensitivities and properties.
This indicator is constructed somewhat similarly to the TD Plurality indi-
cator described subsequently, but on a grander scale. In other words, the
relative position of a key indicator along an overbought/oversold indicator
spectrum will determine which other unrelated indicators you should rely
upon to arrive at trading decisions, depending upon the condition and the
position of the central indicator. Although at first glance, this may appear to
be similar to a diffusion index, it is different, since the critical indicator that
controls the selection of the indicator (or indicators) applied at any particu-
lar time is not necessarily a component of the indicator formula, and the
specific indicator (or indicators) selected for usage depends upon the spe-
cific oscillator level of this key indicator.

The formula for TD ROC 11 is slightly more complex than TD ROC
L. To determine which variables to use to arrive at the TD ROC I indicator
value, merely divide the market’s current closing price by the closing price 12
trading days earlier. If the value is above 100.00, then divide the current day’s
price high by the price high 12 days earlier. If the value is below 100.00, then
divide the current day’s price low by the price low 12 days earlier. Next, plot
each value on an indicator chart beneath the price activity of that market
over the same time period. Define the overbought and oversold band levels.
Just as with TD ROCI, typically I recommend 102.5 for the upper band and
97.5 for the lower band for most high-priced markets. However, some mar-
kets must be analyzed and reviewed to determine their ideal parameter set-
tings. For example, I apply an oscillator band of 89 and 111 for most actively
traded equities. Over the short term, for periods less than 30 minutes, as well
as for lower-priced and inactive markets, the oscillator band should be
adjusted to 99.75 and 100.25. Furthermore, if a market is in an uptrend, you
may elevate the lower level of the band, and if a market is in a downtrend,
you may lower the upper band threshold somewhat to be assured that you
accommodate for the trend and level of buying or selling pressure.

In conclusion, it is strongly recommended that both TD ROC I and
TD ROC II be used when evaluating a market. Sometimes one may speak
while the other is silent and, consequently, as a trader it will behoove you to
follow both religiously. Additionally, experience suggests that it is always
wise to combine this form of indicator analysis with other indicators such as
TD Sequential, TD Combo, or TD REI, to perfect low-risk entry opportu-
nities.

The various components and parameter option settings, as well as sug-
gested default settings, for TD ROC II are as follows:

Basic TD ROC 11

1. Price comparisons to be used to calculate TD ROCII: Refers to the ref-
erence prices selected and compared to calculate TD ROC I, which in
turn dictates the price levels to be applied to arrive at a value for TD
ROCII. Additional options include open, high, low, midpoint, average,
high plus low plus close divided by three, true high, true low, or various
combinations of these prices. Default is Close.

2. Period to be used to calculate TD ROC II: Refers to the number of
price bars between the current bar and the reference bar. Default is 12.

3. Number of bars to be used for Duration Analysis: Refers to the mini-
mum number of consecutive bars in which TD ROC II must remain
above (or below) the oscillator band in order to display the duration
count on the indicator chart. This option is provided to highlight the
event for purposes of TD Duration Analysis and to forewarn that the



current price move is excessive and will require the oscillator to return
to the neutral zone and back to overbought or oversold to recorq a mild
as opposed to a severe overbought or oversold reading. Default is 16.‘

4. Upper oscillator band /evel: Refers to the minimum TD ROC Il (?s?ll—
lator level that can be defined as overbought. This definition is critical
in distinguishing the condition and risk associate.d with the markeF and
for the application of TD Duration Analysis. Adjustments or modifica-
tions made to this setting control the frequency, degree, and threshold
for overbought indicator readings. Default is 102.5 (100.25). '

5. Lower oscillator band level: Refers to the maximum TD ROC I'I.osc1.l—
lator level that can be defined as oversold. This definition is critical in
distinguishing the condition and risk associated with the marke.t anq for
the application of TD Duration Analysis. Adjustments or modifications
made to this setting control the frequency, degree, and threshold for
oversold indicator readings. Default is 97.5 (99.75).

Advanced TD ROC 11

6. Display: Refers to the type of oscillator presentation provided. This
option allows the user to select the presentation of the rate of change
either as a chart or a histogram. Default is Chart.

7. Tjpe of moving average to be used: Refers to the V_arious types o.f mov-
ing averages that can be introduced to the individual calculatlons.to
smooth the TD ROC II indicator. Options include simple, exponential,
and centered. Default is None.

8. Period to be used in calculating the moving average: Refers to the
length of the series of values averaged to create the TD ROC II value.
Default is 0.

9. Number of bars (period) to be used for moving average smoothing:
Refers to those instances when a moving average is applied and addi-
tional indicator smoothing is desired. Default is 0.

10. Price value of TD ROC I to be used when substituting alternate prices—
upper threshold: Refers to the minimum band value recorded for TD
ROC I that causes the price relationship to shift from TD ROCIto TD
ROC II. Default is 100.

11. Price value of TD ROC I to be used when substituting alternate prices—
lower threshold: Refers to the maximum band value recorded for TD
ROC I that causes the price relationship to shift from TD ROCIto TD

ROCII. Default is 100.

12. Price “alternate” to be applied when upper threshold is exceeded:
Refers to the converted price to be applied when TD ROC I exceeds the
maximum band value. Default is High.

13. Price “alternate” to be applied when upper threshold is exceeded:

Refers to the converted price to be applied when TD ROC I exceeds the
minimum band value. Default is Low.

Regardless of which level you select for the overbought/oversold indicator
band, you should apply TDPOQ to confirm price and oscillator movement.
The TD Alternative Oscillator method can be applied to those extended peri-
ods of time in which the TD ROC I indicator is severely overbought or over-
sold. However, the indication of a low-risk entry does not exist until the TD
Price Oscillator Qualifier has spoken and confirmed a potential price move.

TD REI™—Standard and Alternate

Throughout my professional career in the investment business, I have been
disturbed by the apparent unwillingness or disinterest of traders to challenge
either the construction or the application of various market timing oscillators
that appear either on an electronic network or in a chart book. Whenever an
indicator appears on one of these services, it seems that most traders are
inclined to accept and apply it to markets they follow without any questions
whatsoever. It would not be surprising to know that some do not care what
the composition and the recommended interpretation of this indicator might
be. This criticism is no doubt well deserved. Of greater concern, however, is
the fact that most indicators are constructed with little variation from one
another. Although consecutive closing prices are generally used in calculating
most indicators, my own research indicates the high or the low price, or
any series of other prices, produces similar or better results than a simple
comparison of consecutive closing prices. Furthermore, as stressed in the
introduction to this chapter, exponential calculations possess obvious short-
comings that do not exist with arithmetic formulas. The TD Range Expan-
sion Index (REI) attempts to circumvent both these deficiencies. Addidonally,
my method of identifying potential oscillator breakouts by qualifying the
underlying price activity of the market analyzed subsequent to recording indi-
cator readings in “mild” low-risk buy or sell zones perfects the process of con-

firming pending trend reversals. This technique provides traders with a

disciplined, mechanical process whereby they are able to interpret presum-

ably random oscillator and price activity. Finally, the TD Price Oscillator

Qualifier (TDPOQ) evaluates the ensuing price activity to determine a pru-

dent low-risk price entry level. This method of oscillator interpretation can

be applied simply and successfully to many other indicators as well. The ben-

efits derived from this form of analysis extend much further than those

described solely by applying TD REL In fact, this methodology applies as
well to most of the other indicators discussed throughout this book.



Collectively, business and political news events, fundamental and eco-
nomic forecasts, portfolio management decisions, hedging activities, as well as
many other factors influence daily securities’ price movements. The impac.t of
these various items, however, is usually discounted and reflected in prices
quickly. To circumvent these price disruptions and misleading short-term
trend movements, TD REI has been created specifically to relate. the price
movement of a particular day to that of two trading days earlier. This compar-
ison can be changed or modified easily from the default setting of two trading
days to other trading days’ comparisons as well, such as 1, 3, 4, or 5 days ear-
lier. The influence upon an indicator as a result of volatile dzf.yjto—day. price
swings caused by short-lived events and news releases is dimshed ﬁgn}ﬁ-
cantly. By requiring current or recent price activity to overlaP with the trading
range x days earlier, the shortcoming of most trading oscillators of prema-

turely recording overbought or oversold readings is reduced as well. At those .

times, when the oscillator should be most valuable to a trader—in trading
range markets—the oscillator effectively accomplishes th(? goal of an.ticipau'ng
prospective reversal points, since price overlap will occur in that environment.
There are two methods to deal with the issue of price overlap: One is to
maintain the price intersection relationship regardless of how many days the
REI is calculated, and the other is to “adjust” the comparison to compensate
for oscillator time periods longer or shorter than the defaulted five- or eight-
day TD REI series calculation. The TD REI oscillator originally was
designed many years ago to be an eight-trading-day calculation, and the price
intersection rule was developed with that time period in mind. Instead of the
previously recommended eight-day TD REI calculation, I now find that a
five-day price series for TD REI is more effective. Traders should have the
capability to adjust the price period and series to their preferences and that
they should be able to change the price intersection requirement to accom-
modate for this revision as well. For example, the original eight-trading-day
calculation for TD REI requires that the current day’s price activity intersect
the price range either five or six trading days earlier or that the price range
two trading days ago intersect the closing price either seven or eight trading
days ago. If the price series is reduced to any value less than eight trading days
down to four trading days, the price comparison can be reduced according to
the number of trading days in which the indicator series deviates from the
standard comparison of eight trading days. In any case, for any TD REI cal-
culation of four trading days or less, the intersection rule remains the same.
The formula for an “unadjusted” five-day TD REI is as follows:

Step ome. Compare the current day’s intraday high with the intraday l?jgh two
trading days earlier and the current day’s intraday low with the intraday
low two trading days earlier. By making this two-day price range com-
parison rather than relating the current trading day’s close to the previ-

ous trading day’s close, the potential impact of price distortions to the
indicator values caused by short-term events is reduced, and the likeli-
hood is increased that a discernible price trend has been established.
Next, add together the differences between the current day’s high and
the high two days ago and the current day’s low and the low two days ago.
Obviously, this sum can be both positive or negative, depending upon
whether the current day’s high is greater or less than the high two trad-
ing days earlier, and the current day’s low is greater than or less than the
low two trading days earlier. Note the two-bar comparison can be
replaced with other price periods as well, such as 3, 4, or § bars.

Step two.  Either () the current day’s high must be greater than or equal to
the low five or six trading days earlier and the current day’s low must be
less than or equal to the high five or six trading days ago, or (b) the high
two trading days ago must be greater than or equal to the close seven or
eight trading days ago and the low two trading days ago must be less
than or equal to the close seven or eight trading days ago. If neither a
nor b occur, then either of two options can be selected: (1) the “stan-
dard” method assigns a value of zero (0) to that specific day, or (2) the
“alternate” method assigns a value of zero (0) to both that specific trad-
ing day as well as the prior trading day. In either case, the price com-
parison between highs and lows is not calculated, since it is likely that
because a period of price overlap or intersection did not occur, the mar-
ket is about to break out, or already has broken out, and consequently,
by postponing or suppressing the indicator calculation for that trading
day, the indicator is silent and the risk of recording premature over-
bought or oversold oscillator readings is reduced.

Step three. If either condition # or & of step two is met, then the differences
between the current day’s high and the high two trading days ago, as
well as the current day’s low and the low two trading days ago, are cal-
culated and summed. For those days in which conditions 2 and 5 are not
fulfilled, then either a value of zero is assigned to that trading day, or
both that day, as well as the previous trading day’s oscillator value, are

assigned values of “0,” depending on whether the standard or the alter-
nate method is applied.

Step four. Next, for the standard method, add all the daily values, including
zeros, over the current five- or eight-day trading period (or any period
you desire). Then divide this value by the absolute value of the sum of
the price movement of the daily values over that same time period—the
absolute value is the calculated price movement or difference either up or
down regardless of whether any trading day’s value may be positive or
negative, and each calculated price movement is treated as if it were a
positive value. Consequently, whereas the numerator can be a positive,
negative, or zero value since each daily value over the selected number



of trading days is summed, the denominator can only be positive, since
the price movement traversed over that same time period, either up or
down, is added together, regardless of whether it is positive or negative.
Next, this ratio is multiplied by 100 to create a percentage. Conduct the
same procedure for the alternate method, with the one exception: that
the previous day’s indicator value is also assigned the value of zero (0),
instead of assigning a value of zero (0) for only the current trading day
as with the standard method, if intersection fails to occur.

Step five. Define an indicator band to establish when the market is poten-

tially overbought or oversold. Typically, for a five- or eight-day TD
REI, you might apply an indicator band of —45 to +45. However, if you
wish to operate more aggressively, you can from time to time modify
the band to —35 to +35 or —40 to +40. Additionally, for short-term
interval charts, such as 1, 5, or 10 minutes, or inactively traded markets,
the trading band can be contracted further.

Step six. Apply the TD Price Oscillator Qualifier to ensure that the under-

lying price activity confirms the oscillator behavior (see both RET oscil-
lators presented in Figure 1.7). Note that the large X identifies those
occasions in which TD Duration Analysis correctly postponed any pre-
mature selling and forewarned of a continuation of the advance due to
the amount of time the indicator remained in the overbought area—
more than five days. Also see how well TDPOQ confirmed the incep-
tion of the various price trend reversals (see series of small x’s and y’s)
for both the five- (x) and the eight- (y) trading-day TD REI (standard
method). For additional information and explanation regarding
TDPOQ, refer to the previous discussion.

The various components and parameter option settings, as well as sug-

gested default settings, for TD REI (both standard and alternate) follow.

Basic TD REI
1. Period to be used to calculate TD REL: Refers to the number of trading

bars to be compared and then summed to calculate the TD REI indica-
tor values. Default is 5 (possibly 8).

2. Number of bars to be used for Duration Analysis: Refers to the mini-

mum number of consecutive bars in which TD REI must remain above
(or below) the oscillator band in order to display the duration count on
the indicator chart. This option is provided to highlight the event for
purposes of TD Duration Analysis and to forewarn that the current
price move is excessive and will usually require the oscillator to return
to the neutral zone and back to overbought or oversold to record a mild
as opposed to a severe oversold reading. Default is 6.
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Figure 1.7 Note that this chart displays both a five-day TD REI (upper) an i

TD REI (lower). Each is the Standard Method, and inter.izction is (”upn‘:ldj)uste(:i';” n T?:E':::p?r
chart includes two instances in which extreme overbought readings for the TD REI indica-
tor for the ltalian bond December 1996 were given—September and November 1996 (X).
The other occasions in which the oscillator recorded a mild reading either below or above
the oscillator band, price responded once TDPOQ was triggered (x). The extreme over-

pogght reading for the eight-day TD REl is likewise marked with a large X, and the TDPOQ
indications are marked on the chart with the letter Y,

3. Upper oscillator band level: Refers to the minimum TD REI oscillator
level which can be defined as overbought. This definition is critical in
distinguishing the condition and risk associated with the market and for
the application of TD Duration Analysis. Adjustments or modifications
made to this setting control the frequency, degree, and threshold for
overbought indicator readings. Default is 45.

4. Lower oscillator band /eve/: Refers to the maximum TD REI oscillator
level that can be defined as oversold. This definition is critical in distin-
guishing the condition and risk associated with the market and for the
application of TD Duration Analysis. Adjustments or modifications
made to this setting control the frequency, degree, and threshold for
oversold indicator readings. Default is —45.

5. Price to be used when comparing highs: Refers to the prices that are
compared and summed to calculate the TD REI value for the highs.
Additional options include open, high, low, midpoint, average, high plus



low plus close divided by three, true high, true low, or various combina-
tions of these prices. Default is High.

6. Price to be used when comparing lows: Refers to the prices that are
compared and summed to calculate the TD REI value for the lows.
Additional options include open, high, low, midpoint, average, high plus
low plus close divided by three, true high, true low, or various combina-
tions of these prices. Default is Low.

7. Display: Refers to the type of oscillator presentation provided. This
option allows the user to select the presentation of the rate of change
cither as a chart or a histogram. Default is Chart.

8. Number of bars back (ago) to be used when comparing highs: Refers to
the price bars that are compared and summed to calculate the TD REI
value for the highs. Default is 2.

9. Number of bars back (go) to be used when comparing lows: Refers to
the price bars that are compared and summed to calculate the TD REI
value for the lows. Default is 2.

10. Version: Refers to whether the standard or the alternate method is
applied on that specific trading day. In other words, if no intersection
occurs, the standard method assigns a zero (0) value to that trading day
only and the alternate method assigns a zero (0) value to both that trad-
ing day and the prior trading day.

Advanced TD REI

11. Should equal be used when comparing prices for lookback intersection?
Refers to whether “equal” conditions apply when comparing highs or
lows to previous highs, lows, or closes for intersection qualification pur-
poses. Default is Yes; use equal when comparing.

12. Tjpe of moving average to be used: Refers to the various types of mov-
ing averages that can be introduced to the individual calculations to
smooth the TD REI indicator. Options include simple, exponential, and
centered. Default is None.

13. Period to be used in calculating the moving average: Refers to the size of
the series of values averaged to create the TD REI value. Default is 0.

14. Number of bars (period) to be used for moving average smoothing:
Refers to those instances when a moving average is applied and addi-
tional indicator smoothing is desired. Default is 0.

15. Should an adjustment be made if the period for the calculations is less
than eight bars? Refers to whether the basic TD REI formula should be
revised to accommodate those instances when a TD REI period of less
than eight trading bars is selected. In other words, the basic formula
requires a comparison of the current price bar’s high and low and the

high and low five or six trading days earlier or the high and low two
trading bars earlier with the close seven or eight trading bars earlier. If
the TD REI period is less than eight trading bars, and if this option is
selected, then each trading day less than eight trading bars reduces the
comparison by one day as well. For example, if six trading days are
selected and the adjustment selection is made, then the current bar’s high
and low comparisons are made with the price bars three and four trad-
ing days earlier, and the comparisons for the high and low two trading
bars ago are the closes five and six trading days ago. The adjustment is
made only down to TD REI of four trading bars and it is not increased
above the maximum setting, which is for eight days. Defaultis No; don’t
adjust.

Finally, regardless of which level you select for the overbought/oversold
indicator band, you should apply TDPOQ to confirm price and oscillatcr
movement (see Figure 1.7). Although it rarely occurs, the TD Alternative
Oscillator method can be applied to those extended periods of time in which
the TD REI indicator is severely overbought/oversold as well. However, the
oscillator must record a severe overbought or oversold reading if the TD
Alternative Oscillator method is applied, and once activated, this technique
is applicable only to the first trading day in which the oscillator advances out
of oversold or declines from overbought. In either situation, the indication of
a low-risk entry alone is generally considered insufficient, and it is preferable
to await confirmation of the TD Price Oscillator Qualifier. Once it has spo-
ken, a price move usually ensues.

TD DeMarker | and I™

TD DeMarker I and II are trading oscillators developed to anticipate poten-
tial price trend reversals and to define and confirm the underlying direction
or trend of the market once it has been established. Just as with the other
indicators presented, they are arithmetically, rather than exponentally, cal-
culated; they utilize intraday prices as opposed to closing prices; their inter-
pretation is more objective and mechanized than widely used conventional
market timing indicators; and they apply price relationships and patterns to
identify likely trend breakouts.

The formula for the TD DeMarker I indicator is simple and straight-
forward. The current and previous trading days’ price highs are compared. If
the current trading day’s high is greater than the previous trading day’s high,
then the difference is calculated and recorded, but if the difference is either
negative or equal, then zero is assigned to that day’s value. A similar exercise
is repeated over a series of x consecutive trading days, and the sum of these



respective values becomes the numerator of the TD DeMarker I equation.
At the same time, the denominator is the numerator value plus the difference
between the previous trading day’s low and the current trading day’s low
summed over the specified series of x consecutive trading days as well and, if
the previous trading day’s low is less than or equal to the current trading day’s
low, then a zero is assigned to that day’s value. Next, an overbought/oversold
oscillator band from 79 to 21 for a typical eight-day TD DeMarker I indica-
tor is constructed, followed by an interpretation of the oscillator movement
similar to the one applied to TD REI using TDPOQ and TD Duration
Analysis of five days, provided the DeMarker I indicator is 13 or more price
periods. For DeMarker I indicator periods of less than 13 days, such as this
eight-day TD DeMarker I, it’s preferable to use a duration of 16, just as with
TD ROC I and TD ROC II. Also, apply the TD Alternative Oscillator
method whenever extreme oscillator readings of 16 days or more occur, and
then generally await confirmation of the TD Price Oscillator Qualifier.
Once it has spoken, a potential price move generally ensues.

The formula for the TD DeMarker II indicator is markedly different
than the one for the TD DeMarker I indicator. The numerator value is com-
posed of two values summed together, which represent buying pressure: (1)
the difference between the current trading day’s high and the previous trading
day’s close over a series of x consecutive trading days plus (2) the difference
between the current trading day’s close and the current trading day’ low over
an identical series of x consecutive trading days. If the calculation of the dif-
ference between the current trading day’s high and the previous trading day’s
close is negative, then a zero (0) value is assigned to that portion of the dual
component for that day. The denominator value is the identical value calcu-
lated for the numerator, plus it is composed of two values summed together,
which represent the selling pressure: (1) the difference between the previous
trading day’s close and the current trading day’s low over a series of x consec-
utive trading days plus (2) the difference between the current trading day’s
high and the current trading day’ close summed over an identical series of x
consecutive trading days. If the calculation of the difference between the pre-
vious trading day’s close and the current trading day’s low is negative, then a
zero (0) value is assigned to that portion of the dual component for that day.
In other words, TD DeMarker II divides the buying pressure by the sum of
the buying pressure plus the selling pressure over a specified number of trad-
ing days. An oscillator band is constructed, and TD Duration Analysis,
TDPOQ, and the TD Alternative Oscillator method can be applied as well.

Figure 1.8 illustrates how TD DeMarker I can be applied. Specifically,
it is preferable to generate low-risk entries using TDPOQ. However, other
interpretations can be invoked as well, and they are described next. In this
example, an eight-day TD DeMarker I is used. The overbought/oversold
zones are defined as 79 and 21, and TDPOQ is used to generate low-risk
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Figure 1.8 The series of small X's on the chart identify the TDPOQ qualified low-risk
entries. The large X's identify those instances in which the opening price was not contained
by the previous trading day’s price range and thereby did not fuffill the the requirements of
TDPOQ, and the opening price gap versus the previous day’s close was not filled by that

day’s close. Furthermore, in one instance () the oscillator was already above 50.00, and
consequently, TDPOQ was no longer qualified for a low-risk entry indication.

entries. To apply TDPOQ, it is recommended that for an upside move the
opening price on the trading day following an up close versus the previous
day’s close be contained by the up close day’s high. Conversely, for a down-
side move, it is equally important that the opening price on the trading day
following a down close versus the previous day’s close be greater than or
equal to the down close day’s low. Furthermore, the window of opportunity
to generate a TDPOQ low-risk entry upside expires once the oscillator
advances above 50 and, conversely, for a downside move once the indicator
declines below 50. Note that on this chart, the series of small x’s identifies
low-risk TD DeMarker I entries and the large X defines the instance in
which the opening price occurred outside the previous trading day’s price
range or the oscillator was above 50 for an upside move or was below 50 for
a downside move.

Clues regarding the underlying market trend are often revealed by the
amount of time TD DeMarker I spends in either overbought or oversold ter-
ritory. For example, if the most recent experience for an eight-day TD
DeMarker I oscillator has been for the indicator to remain in the overbought



zone for more than five trading bars, then the overall market trend is likely
to be up, and if the oscillator has been positioned most recently in oversold
territory for more than five trading bars, then the overall market direction is
likely to be down. Counting and comparing the number of trading bars or
time in which the TD DeMarker I indicator remains either overbought or
oversold also provides hints as to the underlying trend of the market.

Furthermore, by integrating both TD DeMarker I and TD DeMarker
II with other indicators, such as TD REI, TD ROC I and II, TD Plurality,
TD Trap, and TD Open, your success in identifying potential price trend
reversals should be enhanced. Additionally, to realize better results, you
should experiment and introduce time series other than those discussed here
and also apply more than one chart of the same indicator but with varied
periodicities to draw your conclusions regarding market behavior.

The various components and parameter option settings, as well as sug-
gested default settings, for TD DeMarker I follow.

Basic TD DeMarker 1

1. Period to be used to calculate TD DeMarker I: Refers to the number of
trading bars to be compared and then summed to calculate the TD
DeMarker I indicator values. Default is 8.

2. Number of bars to be used for Duration Analysis: Refers to the mini-
mum number of consecutive bars in which TD REI must remain above
(or below) the oscillator band in order to display the duration count on
the indicator chart. This option is provided to highlight the event for
purposes of TD Duration Analysis and to forewarn that the current
price move is excessive and will usually require the oscillator to return
to the neutral zone and back to overbought or oversold to record a mild
as opposed to a severe oversold reading. Default is 16.

3. Upper oscillator band Jevel/: Refers to the minimum TD DeMarker 1
oscillator level that can be defined as overbought. This definition is crit-
ical in distinguishing the condition and risk associated with the market
and for the application of TD Duration Analysis. Adjustments or mod-
ifications made to this setting control the frequency, degree, and thresh-
old for overbought indicator readings. Default is 60.

4. Lower oscillator band /level: Refers to the maximum TD DeMarker I
oscillator level that can be defined as oversold. This definition is critical
in distinguishing the condition and risk associated with the market and
for the application of TD Duration Analysis. Adjustments or modifica-
tions made to this setting control the frequency, degree, and threshold
for oversold indicator readings. Default is 40.

5. Price to be used when comparing highs: Refers to the prices that are
compared and summed to calculate the TD DeMarker I value for the

highs. Additional options include open, high, low, midpoint, average,
high plus low plus close divided by three, true high, true low, or various
combinations of these prices. Default is High.

6. Price to be used when comparing lows: Refers to the prices that are
compared and summed to calculate the TD DeMarker I value for the
lows. Additional options include open, high, low, midpoint, average,
high plus low plus close divided by three, true high, true low, or various
combinations of these prices. Default is Low.

7. Number of bars back (4go) to be used when comparing highs: Refers to
the price bars that are compared and summed to calculate the TD
DeMarker I value for the highs. Default is 1.

8. Number of bars back (#g0) to be used when comparing lows: Refers to
the price bars that are compared and summed to calculate the TD
DeMarker I value for the lows. Default is 1.

9. Display: Refers to the type of oscillator presentation provided. This
option allows the user to select the presentation of the rate of change
either as a chart or a histogram. Default is Chart.

Advanced TD DeMarker 1

10. Tjpe of moving average to be used: Refers to the various types of mov-
ing averages that can be introduced to the individual calculations to
construct the TD DeMarker I indicator. Options include simple, expo-
nential, and centered. Default is None.

11. Period to be used in calculating the moving average: Refers to the num-
ber of variables averaged to create the TD DeMarker I value. Default is 0.

12. Number of bars (period) to be used for moving average smoothing:
Refers to those instances when a moving average is applied and addi-
tional indicator smoothing is desired. Default is 0.

The selections for TD DeMarker II are identical to TD DeMarker I,
with the exception of the price bar comparisons. In the case of TD
DeMarker I, the respective highs and the lows are compared. In the case of
TD DeMarker II for the buying pressure calculation (numerator), the high
is compared with the previous trading day’s close, and the current trading
day’s close is compared with the current trading day’s low; for the selling
pressure calculation (the other denominator component), the low is com-
pared with the previous trading day’s close, and the current trading day’s high
and close are compared. Improvement of the proper settings for this new and
enhanced indicator is in the works.

Finally, regardless of which level is selected for the overbought/over-
sold indicator band, you should apply TDPOQ to confirm price and oscilla-



tor movement. The TD Alternative Oscillator method can be applied to
those extended periods of time in which either the TD DeMarker I indica-
tor or TD DeMarker I indicator is severely overbought/oversold. However,
the indication of a low-risk entry does not exist until the TD Price Oscilla-
tor Qualifier has spoken and confirmed a potential price move.

TD Plurality™

TD Plurality is an indicator shell or template developed to enable a trader to
create and display a composite indicator that represents a combination of a
series of dissimilar price or pattern relationships. Whenever TD Plurality
becomes excessive, it can be described as either overbought or oversold, and
at that time a trader is alerted to market timing opportunities. The advantage
or value of TD Plurality versus most conventional or traditional market tim-
ing indicators, or even some individual indicators presented elsewhere in this
book, is its ability to combine a group of totally different and unrelated price
or pattern comparisons and then to produce a single oscillator reading much
like a diffusion index, representing the summation of a series of generally
unrelated and dissimilar price relationships.

It is preferable to make simple price and pattern comparisons and cal-
culations to create a general indicator capable of defining zones of high and
low risk. Although the structure provided by TD Plurality can accommodate
many other variations and combinations of price relationships, only two sim-
ple examples are displayed (see Figure 1.92 and b). Keep in mind that because
TD Plurality is designed to be a dynamic indicator matrix shell capable of
accommodating and presenting various price comparisons, or series of price
relationships, at any particular time, just like TD Range Expansion Break-
Out™ (TD REBO) discussed in Chapter 6, any example presented may not
necessarily be the optimal selection. You should create and experiment with
other variations of your own and include them within this structure. These
two examples illustrate two possibilities of price relationships that are used in
my own research and analysis of the markets.

Figure 1.9a is basic and two-dimensional in the sense that only two
price relationships are evaluated to identify potential trend change turning
points. Specifically, this example shows a comparison of the current trading
day’s close versus the current trading day’s open and the current trading day’s
close versus the close one trading day earlier. If the current close is less than
the open, then a -1 is counted. Conversely, if the current close is greater than
the open, then a +1 is counted. Additionally, if the current day’s close is less
than the previous trading day’s close, then a —1 is counted. Conversely, if the
current day’s close is greater than the previous trading day’s close, then a +1
is counted. Over a period of five trading days, the net sum of all days in which
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Figure 1.9(a) This chart illustrates one version of TD Plurality, which relates a trading day’s
close and open, as well as a trading day’s close and the previous trading day’s close. The
trading band is defined from 3.5 to -3.5.
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Figure 1.9(b) The interpretation of TD Plurality assigned to this example is some\{vhat
more complex than that used for Figure 9a. Specifically, once the oscillator excee(.is either
2.5 upside or —2.5 downside, the closing price must be above the close three tradnpg days
earlier for a low-risk buy indication and less than the close three trading days earlier for a
low-risk sell indication. Additionally, for an upside move TD Plurality must be below zero,
and for a downside move, it must be above zero. x identifies those instances in which these
prerequisites have been met. Note that close Y is invalid, since TD Plurality was below zero.




the current close is greater than the current open is added to the net sum of
all the days in which the current close is less than the current open; this sum
is in turn added to the cumulative net sum of all the days in which the cur-
rent close is greater than the previous trading day’s close; and this sum is
added to the cumulative net sum of all the days in which the current close is
less than the previous trading day’s close. If this cumulative total of these
relationships over the entire time period is either less than -3.5 or greater
than 3.5, generally short-term market lows and highs occur. Although there
is nothing extraordinary about these comparisons, and more ideal ones can
be selected, you can still appreciate the potential of such an indicator as TD
Plurality by examining Figure 1.9a. It is impossible, given the set of condi-
tions set forth in this example, to record an indicator value in increments of
exactly one-half (0.5); the oscillator swings within this oscillator band move
only in whole numbers. However, by defining the band as 3.5 and 3.5, it is
easier to display and identify oscillator readings that are extreme. In most
instances, the price lows and highs coincide with this oscillator activity. By
introducing other components to TD Plurality, as well as other price deci-
sion rules, better results can be achieved. Once again, remember that
nothing is perfect; if trading were this simple, no challenge to success would
exist. However, such is not the case in life or likewise in trading. In order to
perfect this basic approach further, Figure 1.9b introduces two refinements
to this relationship. Specifically, not only must the oscillator move below
—2.5 and above 2.5, but also a closing price must be recorded coincidentally
or subsequently that is greater than the close three trading days earlier for an
upside move and a closing price must be recorded coincidentally or subse-
quently that is less than the close three trading days earlier for a downside
move. Additionally, you should employ the following filter for both upside
and downside indicator qualifications: If the TD Plurality oscillator is above
zero, then the upside comparison of close versus close three trading days ear-
lier is canceled; if the TD Plurality indicator value is below zero, then the
downside comparison of close versus close three trading days earlier is can-
celed as well. The letter ¥ identifies a disqualified downside opportunity in
Figure 1.9b, since the indicator value is below zero.

The previous two chart examples (Figure 1.9a and b) illustrate TD Plu-
rality, but the scope and the coverage of the indicator was limited to only two
price and pattern comparisons. Suppose a trader wanted to develop a num-
ber of relationships and then merge them into one master composite indica-
tor. This is simply accomplished since TD Plurality permits a trader to
define a price relationship on each separate line or row. Furthermore, it
enables the user to allocate as many as eight unique and unrelated condi-
tions. Some of the comparisons typically used include the following: the cur-
rent day’s close is less than the close one trading day ago; the current day’s
close is less than the current day’s open,; the current day’s close is less than the
close three trading days ago; the current day’s low is less than the low two

days ago; the current day’s high is less than the close two trading days earlier;
the current day’s low is greater than the close two trading days earlier; the
current day’s low is less than the previous day’s high; the current day’s high is
greater than the previous day’s low; the current day’s price range is less than
the previous day’s price range as well as the inverse of these relationships.
The only limitadon to this litany of comparisons is your imagination.
Heretofore, no one has provided a structure whereby a trader can insert var-
ious components and comparisons or statements and arrive at a composite
indicator based upon all these factors operating coincidentally and which can
be evaluated, weighted, and rated. TD Plurality provides this facility and
capability.

Figure 1.10 presents the TD Plurality indicator, which in this
instance is an amalgam of an assortment of price comparisons. Although
the specific components that created this example were chosen from a uni-
verse of other possibilities, it illustrates the types of variables that can be
combined to create an index. In this instance, a value of —1 is assigned to
each of the following four statements: The current day’s close is less than
the previous trading day’s close; the current day’s close is less than the cur-
rent day’s open; the current day’s close is less than the close three trading
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Figure 1.10 This version of TD Plurality includes eight variables (see text). Note how the
overbought and the oversold zones identified potential low- and high-risk opportunities.
One method to apply to the oscillator to identify potential price reversals is to identify the
first instance in which the oscillator upticks from oversold to neutral or from overbought to
neutral.



days ago; and the current day’s low is less than the low two days ago. At the
same time, a +1 value is assigned to the reverse propositions expressed in
the following statements: The current day’s close is greater than the previ-
ous trading day’s close; the current day’s close is greater than the current
day’s open; the current day’s close is greater than the close three trading
days ago; and the current day’s high is greater than the high two days ago.
If traders wish to assign a greater weighting to any one comparison over
another comparison, they may elect to do so easily within the matrix
designed for TD Plurality.

By applying TD Duration Analysis, as well as various techniques to
fine-tune the entry, such as the one described previously, which requires that
a closing price exceed a prior close upside to confirm an upside breakout or
that a closing price exceed a prior close downside to confirm a downside
breakout or even using TDPOQ, many trading opportunities are high-
lighted. Another effective method is to identify a possible trend change as the
first uptick in TD Plurality from oversold or the first downtick in the indica-
tor from overbought. In order to make TD Plurality a more effective and
productive tool, you should use it in conjunction with other indicators pre-
sented throughout this book, such as applying TD Lines to the underlying
price and to the TD Plurality indicator itself.

Following are the various components and parameter option settings,
as well as suggested default settings, for TD Plurality.

1. Price 1 column: Refers to the first price to be compared to a second price
(Price 2) to calculate each component comprising the TD Plurality
oscillator. This comparison can consist of one row or a group of rows of
price comparisons. Default for rows 1 through 6 is Close, for row 7 is
Low, and for row 8 is High.

2. Number of bars back for Price 1 (Ago 1) column: Refers to the day of
the Price 1 value(s). Default is Current day (0) for all eight rows.

3. Relationship comparison: Refers to the type of comparison that exists
between the variables in the Price 1 column and the Price 2 column.

Default is Less than for rows 1, 3, §, and 7 and Greater than for rows 2,
4,6, and 8.

4. Price 2 column: Refers to the second price (Price 2), which is compared
to the first price (Price 1) to calculate each component comprising the
'ID Plurality oscillator. This comparison can consist of one row or a
group of rows. Default for rows 1 through 6 is Close, for row 7 is Low,
and for row 8 is High.

5. Number of bars back for Price 2 (Ago 2) column: Refers to the day of

the Price 2 value(s). Default is 1 Ago for rows 1 and 2, Current day (0)
for rows 3 and 4, 3 Ago for rows 5 and 6, and 2 Ago for rows 7 and 8.

10.

. True column: Refers to the value assigned to the statement if the com-

parison between Price 1 and Price 2 is #rue. Default is —1 for rows 1, 3,
5,and 7 and 1 for rows 2, 4, 6, and 8.

- False column: Refers to the value assigned to the statement if the com-

parison between Price 1 and Price 2 is false. Default is 0 for all.

Period column and box: Refers to the number of consecutive trading
days for which the comparison(s) is (are) made and summed. Default is 5.
Upper oscillator band level: Refers to the minimum TD Plurality oscil-
lator level that can be defined as overbought. Default is 6.

Lower oscillator band Jevel: Refers to the maximum TD Plurality oscil-
lator level that can be defined as oversold. Default is —6.



Chapter

TD Sequential™

Observation: Many years ago, conducting extensive research on the markets
convinced me that a predictable, natural rhythm dominated the price move-
ments of markets and that, once properly identified and decoded, a trader
could use this rhythm to anticipate potential price trend reversals. To accom-
plish this goal initially, I experimented with conventional market cycles;
however, my frustration grew with each attempt to apply them profitably.
Most irritating was the fact that classical cycles’ analysts selected arbitrary
time periods to forecast tops and bottoms, and when they did not occur as
they had projected and the actual price movement unfolded precisely oppo-
site, they would dismiss this unexpected event as a cycle “inversion” and con-
tinue to argue the value of cycles analysis. Their steadfast adherence to this
methodology was admirable, but at the same time, this tenacity failed to
explain the unpredictable and seemingly random price moves that occurred,
and that was a rather serious shortcoming. The goal was to research and
develop a rigid, mechanical methodology of my own to forecast market
movements instead of relying upon such a seemingly arbitrary technique.
The result of this research is TD Sequential. Although developed over two
decades ago, this indicator’s composition has changed only modestly
throughout the years. Subsequent to its public release a couple of years ago,
its variations and applications have taken on a life of their own. Numerous
enhancements have been developed for this market timing tool. These will
be explained, clarified, and shared with you in this chapter. TD Sequential’s
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accuracy is often uncanny and the diversity and zealousness of its followers is
flattering. Only recently, a well-known market commentator and market let-
ter writer called to ask if I knew an individual who appeared regularly on
national television, was a well-known publisher, and served in the adminis-
trations of two presidents as undersecretary of both Treasury and Com-
merce, as well as ambassador to the European Common Market. When I
responded in the negative, he informed me that this individual was trading
and making his interest rate forecasts based upon TD Sequential.

Each day a fierce battle is being waged between buyers and sellers in
every publicly traded marketplace. As is the case with countries engaged in a
war, the victor is not necessarily decided by a single battle, but rather by a
series of them. Economics 101 teaches that prices move up when there are
more buyers than sellers and prices move down when there are more sellers
than buyers. This theory is certainly valid, but trading experience and logic
show that it is far better to participate in a price move in its infancy than once
it has matured and is about to reverse trend. By identifying the particular
inflection point occurring just prior to the exhaustion of supply or demand,
an alert trader is able to participate in a larger portion of the market’s subse-
quent trend.

During the mid 1970s, I observed a powerful, natural price rhythm per-
vasive throughout all markets at all levels of time. Study and research led to the
conclusion that price activity behaved in a predictable fashion. The goal was to
create an indicator capable of identifying price exhaustion areas that coincided
with the collective capitulation of traders exiting their losing market positions.
A psychologist would no doubt attribute my intention to depart from the tra-
ditional and conventional trend-following techniques used and promoted by
most other traders (entering a market after a top or a bottom has been formed)
and my stubborn effort to identify the market top or bottom to the precise
price tick as an attempt to assert my masculinity or some other obtuse mani-
festation of my psyche. On the contrary, this obsession to develop anticipatory
market timing techniques is a lifelong ambition to create research that intro-
duces precision and objectivity into the market timing profession by identify-
ing market tops and bottoms mechanically. TD Sequential accomplishes this
goal. This indicator is designed to evaluate the condition of a market at any
particular point in time based upon price patterns, price relationships, and
price movement. A comprehensive presentation of TD Sequential requires a
lengthy discussion to ensure that all aspects of the timing concept and
approach are discussed and described in sufficient detail. Although such an
objective could be the topic of an entire book unto itself, discussion of the
salient elements of TD Sequential and its various by-products should enable
you to acquire a complete understanding of the TD Sequential process, as well
as of its various components. Only then will you appreciate its robust design,
massive composition, versatile application, and variability.



Ideally, TD Sequential is designed to describe the relative attractive-
ness of a market at any particular point in time along its price continuum
from low to high risk and vice versa. In general terms, the following discus-
sion describes the basic TD Sequental indicator and the methodology it
employs to accomplish this goal by separating price activity into three dis-
tinct phases: Setup, Intersection, and Countdown. The TD Sequential Setup
phase is composed of a series of consecutive price relationships that, upon
completion, serve to define the underlying market environment by identify-
ing either of the following:

1. A series of consecutive price relationships precedent to the Countdown
phase of TD Sequential that, upon Countdown’s completion, usually
identifies a price trend’s likely exhaustion area.

2. The termination of a corrective phase in the market and the pending
resumption of the underlying price trend.

Intersection, the intermediate stage of TD Sequential, evaluates price rela-
tionships in order to identify and confirm a slowdown or deceleration in a
price trend’s intensity and qualify the inception of Countdown. Countdown,
the third stage of TD Sequential, consists of a series of price relationships
that need not necessarily be consecutive and that generally, upon completion
of Countdown, identifies the level at which price reverses trend. On those
occasions in which Countdown fails to successfully identify a turning point
and price fails to reverse trend and a stop loss is activated, oftentimes the
trend will intensify, thereby affording a trader an opportunity to reverse his
or her premature incorrect entry. If at any time prior to the last day of buy
Countdown, a closing price exceeds the highest true high of the most recent
buy Setup (a true bigh is the high that appears on the chart or on the previ-
ous day’s close, whichever is greater) or if at any time prior to the last day of
sell Countdown, a closing price exceeds the lowest true low of the most
recent sell Setup (a true Jow is the low that appears on the chart or on the pre-
vious day’s close, whichever is less), then the active Setup is canceled. Fur-
thermore, if a previous Setup is exceeded on a closing basis prior to the
completion of the current Setup in the other direction, generally a reversal
of trend has been signaled and a continuation of this current, newly estab-
lished price trend is likely to continue through the completion of Count-
down, provided there is immediate price follow-through the day after the
breakout. TD Setup Trend (TDST) is an effective trend-following indicator
developed to identify just such trend-reversal occurrences, and it is described
and discussed in a later section of this chapter. On the other hand, if subse-
quent to the completion of a buy Setup and Countdown, all closes of the cur-
rent sell Setup fail to exceed the extreme intraday true high of the most
recent buy Setup or, if subsequent to the completion of a sell Setup and

Countdown, all closes of the current buy Setup fail to exceed the extreme
intraday true low of the most recent sell Setup, generally this failure suggests
the completion of a market correction or reaction and is a harbinger that the
prevailing or preexisting price trend is likely to resume. In other words, the
recent market move constituted a contratrend short-term rally in a bear mar-
ket or a short-term decline in a bull market.

The initial research to develop TD Sequential was conducted upon
stock charts using simple visual inspection, a time-consuming process. Lack
of sufficient access to an extensive computer network and software staff pro-
duced only sketchy, incomplete results. Consequently, I resorted to using a
magnifying glass, diligently poring over price relationships that existed in
chart books such as Trendline and Daily Graph stock charts to identify a
series of common denominators occurring at market tops and bottoms.
Once these relationships were uncovered, this same technique was applied to
Victoria Feed, CRB, and Commodity Perspective futures price charts.
Experimenting with 8-day Setups and 13-day Countdowns, both Fibonacci-
based numbers eventually led to a better combination using a 9-day Setup
and a 13-day Countdown. I used a series of 9 consecutive closing price com-
parisons and a lookback of 4 trading days prior to each to identify Setups, but
I was disappointed that neither number was Fibonacci-derived. Subse-
quently, however, one observant Fibonacci student pointed out that the sum
of 4 and 9 is 13, which is a Fibonacci number. In any case, looking back now,
the surprising fact is that although my original research encompassed an
exhausting, time-consuming process of trial and error many years ago, my
attempts in recent years to improve upon these parameter settings by means
of sophisticated computer software and high-speed computers have failed to
produce any significant enhancements, with the exception of the favorable
results generated by the TD Sequential Recycle Qualifiers, TDST, and TD
Combo (see next chapter).

Setup

A buy Setup is defined as a series of nine or more consecutive closes less than
the close four trading days earlier, and a sel/ Setup is defined as a series of nine
or more consecutive closes greater than the close four trading days earlier.
The Setup period could, and often does, extend past the minimum number
of nine consecutive closes less than or greater than the close four trading
days earlier. Although this extension of the Setup period past the minimum
of nine days may not be important in regard to the TD Sequential Count-
down process, it is critical to both the interpretation and application of TD
Setup Trend (TDST), which is a TD Sequential derivative indicator, since it
often determines the durability of a price trend, and it is critical for deter-



mining which subsequent Setups are recycled and which are not. In any case,
it is essential that both a buy and a sell Setup be composed of 4t least nine
consecutive closes that are each less than the close four trading days earlier
for a buy or greater than the close four trading days earlier for a sell. Should
a close equal to the close four trading days earlier be recorded prior to the
completion of the minimum Setup series requirement of 4z least nine consec-
utive closes less than or greater than the close four trading days earlier, this
would invalidate the ongoing Setup process, and consequently, the Setup
search process must begin anew. Further, in order to “initialize” the buy
Setup phase, the day prior to the commencement of buy Setup day 1 must be
greater than or equal to the close four trading days earlier; and in order to
“initialize” the sell Setup phase, the day prior to the commencement of sell
Setup day 1 must be less than or equal to the close four trading days earlier.
This requirement ensures the correct identification of the inception of the
Setup process and thereby assures an accurate accounting for the Setup
series as well. To make certain that the Setup days are properly identified and
accounted for, each buy Setup day on a chart should be numbered sequen-
tially beneath each price bar and each sell Setup day on a chart should be
numbered sequentially above each price bar and that, ideally, they should be
numbered with the same color to distinguish them from the numbers
assigned to the Countdown series, which should be of a different color and
which should appear below and above the price bars as well, depending on
whether it is a buy or a sell Countdown.

Although it is preferable to use closing price comparisons to identify
qualified Setup days, other comparisons can be substituted as well. For
example, open, high, low, midpoint, average of various prices, low/high (low
for buy Setup and high for sell Setup) or high/low (high for buy Setup and
low for sell Setup) can be inserted, and all authorized Sequential indicator
study packages included over the various data vendor networks include these
options, as well as many other variable selections. This feature allows the
user to customize the comparisons, and this selection process extends as well
to the choice of the specific days that are compared. Although a four-day
comparison is preferred, other time periods may be chosen just as easily (2,
3, 5, etc.). As you can readily see when establishing the buy or the sell Setup
parameters, numerous price and time comparisons and combinations can be
selected. Since an assortment of comparisons can be introduced for Count-
down, recycling, condition qualifiers, cancellation for both Countdown and
Setup as well, the likelihood of traders competing with one another and
applying identical parameter settings, is diminished significantly. As with the
many other indicators presented in this book, my goal is to provide a tem-
plate or structure for you to customize and develop your own set of indica-
tors or systems using the various parameter options presented. The ones

prov1ded'here are not necessarily the optimal selections, and it is likely that
your choices may, in fact, prove to be more effective.

TD “Power of Nine” ™

Although Setup requires a minimum of nine consecutive closes less than or
greater than the close four trading days earlier, the Setup series could con-
ceivably extend much further (see Figure 2.1 of the British pound and Figure
2.2 of IBM). Once the minimum requirement for a price Setup is fulfilled—
nine consecutive closes either less than or greater than the close four trading
days earlier—typically, the market experiences either a trend reversal or a
price “hiccup” or consolidation period commencing either the day before

the day of, or the day following the completion of the ninth day. The mar-,
ket’s propensity to behave in this manner is appropriately described as the
TD “Power of Nine.” Often this tendency is camouflaged due to the fact that
subsequent intraday price movements may give the chart reader the impres-
sion and the perception of the continuation of a trend after day 9 of Setup is
recorded when in actuality merely the intraday price movement (not a sub-
sequent closing price) exceeds day 9% close. Figure 2.3 illustrates the ten-
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Figure 2.1 This chart displays a series of Setup days. Instead of terminating the sell Setup

at the minimum number of consecutive clo
Iler. which is 9, extend the sell Setup throu
series of consecutive closes greater than th

ses greater than the close four trading days ear-
gh sell Setup completion. In this example, this
e close four days earlier continued for 32 days.

Although such a long series is exceptional, it is not uncommon,
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Figure 2.2 Just as Figure 2.1 registered a series of consecutive Setup days, so, too, does
this chart display an uninterrupted 30 consecutive closes greater than the close four trading
days earlier.

Figure 2.3 This chart illustrates the tendency of Ascend Computer to interrupt its short-
term trends once the minimum requirement for a sell or a buy Setup is fulfilled—nine con-
secutive closes less than or greater than the close four trading days earlier. Note that the one

dency for short-term price trends to exhaust themselves upon completion of
the minimum number of consecutive closes required to fulfill TD Sequential
Setup, which is either nine consecutive closes greater than or less than the
close four trading days earlier. On the other hand, in exceptional, runaway
upside or downside markets, price activity may not hesitate at all upon the
completion of the series of nine consecutive closes less than or greater than
the close four trading days earlier. Those instances in which the market fails
to even stall at these likely support and resistance levels usually become
apparent either prior to or upon completion of the nine consecutive series of
closes either up or down, since by that time at least one closing price will
probably have exceeded the extreme intraday high or low recorded by the
most recent price Setup in the other direction—see TD Setup Trend
(TDST) following. Regardless of how the Setup period develops and the
price movement unfolds, a number of critical elements must be constantly
monitored and evaluated. They include Setup Cancellation, Intersection,
Recycling, TD Sequential Qualifiers, and TDST.

A series of nine consecutive closes less than or greater than the close
four trading days earlier is the minimum number of days required for either
a buy or sell Setup. Because it is common for price to experience a hesitation,
correction, or reversal in trend at that point, if you were to entertain trading

instance in which price failed to respond occurred in September and was accompanied by
a price close that was above the true high of the highest day of the buy Setup that appeared
in August. Otherwise, the close of the ninth day of Setup coincided with the short-term
highs and lows. x’s identify the 9s.

these “9s,” as I refer to them, you should require, at a suspected short-term
bottom, that the intraday low of day 9 be below the intraday low of day 6 and,
at a suspected short-term top, that the intraday high of day 9 be above the
intraday high of day 6. If this particular pattern does not exist, then generally,
one of the ensuing two trading days or the third trading day’s opening hour
will usually exceed downside the intraday low of day 6 or the intraday high of
day 6 upside, depending on whether a buy or sell Setup has been formed.
Additionally, to ensure that the extreme high or low price is identified
coincident with the recording of the minimum Setup requirement of nine
consecutive closes, you should evaluate a lower-level TD Sequential rela-
tionship to synchronize the completion of the lower-level TD Sequential
Countdown to effect a trade. In other words, the higher-level Setup series
defines the overall market environment, but the shorter-term Countdown
refines the specific time period of execution. For example, if the daily chart
is displaying the ninth day of Setup, the one-minute or five-minute interval
should produce a 13 Countdown at the same time in order to fine-tune your
entry on that day. In a sense, this process is similar to the procedure that



should be followed when applying a high-level TD Line to arrive at a long-
term price objective for the market, but you use a lower-level TD Line to
activate entry and to make certain that the price objective of the short-term
TD Line breakout is contained within the long-term TD Line objective.

Finally, for those traders who do not wish to await the completion of
TD Sequential Countdown or spend the time counting, you may experience
success by applying TD Lines to markets that have completed buy or sell
Setups and are positioned for retracement rallies or declines. Provided the
TD Line Qualifiers are fulfilled and at least one of the oscillators (TD REI,
TD DeMarker I or II, TD Plurality, TD ROC I or II) records a simultane-
ous overbought or oversold oscillator reading, the TD Line breakouts sub-
sequent to TD Sequential Setup completions are potential candidates for
low-risk entry trades. By introducing similar combinations of indicators
operating concurrently to confirm potential low-risk opportunities, a pru-
dent low-risk method of trading has been developed.

Setup Cancellations

Contratrend Moves

One type of Setup cancellation relates to the extent to which price experi-
ences a contratrend move prior to the completion of Countdown. Specifi-
cally, there are five different ways to cancel an outstanding buy or sell Setup.
Depending upon which option is selected, prior to completion of a buy
Countdown and beginning the day following the ninth consecutive close less
than the close four trading days earlier, any one of the following events can
take place and produce a cancellation of an active buy Setup:

1. An intraday high may occur that exceeds the highest close recorded dur-
ing the entire buy Setup period.

2. An intraday high may occur that exceeds the highest high recorded dur-
ing the entire buy Setup period.

3. A close may occur that exceeds the highest close recorded during the
entire buy Setup period.

4. A close may occur that exceeds the highest high of the entire buy Setup
period.

5. A close may occur that exceeds the highest true high recorded through-
out the entire buy Setup period (a true bigh is the high that appears on the
chart or the previous day’s close, whichever is greater).

Obviously, the most conservative buy Setup cancellation is item 1, since it
merely requires an intraday price high above the highest close of the entire
buy Setup period to negate a buy Setup. Conversely, the most liberal option

is cancellation 5, since it requires a close exceeding the highest intraday true
high of the entire buy Setup period. It is preferable to use the latter (item 5)
for buy Setup cancellation purposes. Therefore, even if subsequent to a min-
imum buy Setup completion of nine consecutive closes less than the close
four trading days earlier, an intraday price high occurs that is greater than
the highest true high of the entire buy Setup period or a closing price is
recorded that is greater than the highest close of the entire buy Setup
sequence unless the closing price is also greater than the true high of the
highest buy Setup day, you should not cancel Countdown. However, you
would cancel the Countdown process if any close occurs that is greater than
the highest true high of the entire buy Setup period.

Similarly, there are five ways to cancel an outstanding sell Setup.
Depending upon which option is selected, prior to completion of sell Count-
down and beginning the day following the ninth consecutive close greater
than the close four trading days earlier, any one of the following events can
take place and cause cancellation of an active sell Setup:

1. An intraday low may occur that exceeds the lowest close recorded during
the entire sell Setup period.

2. An intraday low may occur that exceeds the lowest low recorded during
the entire sell Setup period.

3. A close may occur that exceeds the lowest close recorded during the
entire sell Setup period.

4. A close may occur that exceeds the lowest low recorded during the entire
sell Setup period.

5. A close may occur that exceeds the lowest true low recorded throughout
the entire sell Setup period (a true low is the low that appears on the chart
or the previous day’s close, whichever is less).

Once again option 1 is the most conservative sell Setup cancellation, since
an intraday price low below the lowest close of the entire sell Setup period
is all that is required to negate a sell Setup. Further, the most liberal option
is cancellation 5 since it requires a close exceeding the lowest intraday true
low of the entire sell Setup period. It is preferable to use the latter (option
5) for cancellation purposes. Consequently, even if subsequent to a mini-
mum sell Setup completion of nine consecutive closes greater than the close
four trading days earlier, an intraday price low occurs that is less than the
lowest true low of the entire sell Setup period or a closing price is recorded
that is less than the lowest close of the entire sell Setup sequence unless the
closing price is also less than the true low of the lowest sell Setup day, you
should not cancel Countdown. However, you would cancel the Countdown
process if any close occurs that is less than the lowest true low of the entire
sell Setup.



Typically, the various Setup cancellation options appear as anagrams on
most authorized system vendor software offering the DeMark Indicator soft-
ware package in the Cancel category or column:

1. HaHC/LbLC indicates a High above the Highest Close of the entire buy
Setup period for a Setup cancellation and a Low below the Lowest Close
of the entire sell Setup period for a Setup cancellation.

2. HaHH/LbLL indicates a High above the Highest High of the entire buy
Setup period for a Setup cancellation and a Low below the Lowest Low
of the entire sell Setup period for a Setup cancellation.

3. CaHC/CbLC indicates a Close above the Highest Close of the entire
buy Setup period for a Setup cancellation and a Close below the Lowest
Close of the entire sell Setup period for a Setup cancellation.

4. CaHH/CbLL indicates a Close above the Highest High of the entre buy
Setup period for a Setup cancellation and a Close below the Lowest Low
of the entire sell Setup period for a Setup cancellation.

5. CaHTH/CbLTL indicates a Close above the Highest True High of the
entire buy Setup period for a Setup cancellation and a Close below the
Lowest True Low of the entire buy Setup period for Setup cancellation.

Any of these options may be selected. The most conservative of the group is
item 1, and the most liberal of the series is item 5. My preference is option
5. Please note that you should always be conscious of the level of the fol-
lowing trading day’s opening price and, if you desire to be “technical” about
the treatment of Setup disqualification as described in items 1 through §,
you would not only consider the closing price and its relationship to the
specific Setup levels, but would also monitor the following trading day’s
price activity to ensure that the Setup cancellation is confirmed. In other
words, research indicates that if the opening price on the trading day after
the Setup cancellation opens below the buy Setup cancellation level (above
the sell Setup cancellation level) or if the opening price on the trading day
after the Setup cancellation opens below the buy Setup cancellation day’s
closing price and the high that same day fails to exceed the high of the pre-
vious trading day (opens above the sell Setup cancellation day’s closing price
and the low that same day fails to exceed the low of the previous trading
day), then the cancellation may be ignored. The charts of March 1995 silver
(see Figure 2.4a and b) illustrate one example with the cancellation and one
with the TD Critical Qualifier™ exception. The relationship between the
current trading day’s opening price and the previous trading day’s closing
price is described in my discussion of the TD Critical Qualifier (see discus-
sion of retracements in Chapter 6 for further information). I am bending
the Setup cancellation rules by introducing the following trading day’s
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Figure 2.4(a) This chart displays the March 1996 silver futures contract. A buy Setup was
completed the first week of November. Ten trading days after the ninth day of Setup, a
close exceeded the intraday true high of the highest trading day of the Setup period and
canceled the active Setup. Figure 2.4b displays the same chart, but in this case the TD Crit-
ical Qualifier is introduced and as a result the buy Setup is not canceled and the price action
unfolds into a low-risk buy Countdown 13 at the bottom of the market. The discussion of
TD Sequential Countdown appears later in this chapter.
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Figure 2.4(b) This chart demonstrates how the application of the TD Critical Qualifier
enables TD Sequential to continue from buy Setup through Countdown and a low-risk buy
entry. By not introducing the TD Critical Qualifier, Figure 2.4a becomes the dominant TD
Sequential outcome, since Setup cancellation was activated. The periods of TD Sequential
Setup and Countdown are identified on the chart. A discussion of TD Sequential Count-
down is presented later in this chapter.
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open, as well as the standard previous trading day’s closing price, to cancel a
Setup, but the TD Critical Qualifier is an important element in confirming
all sorts of breakouts, as well as confirming Setup cancellations. In fact, I plan
to add this additional criterion to the Setup cancel selection options that
appear in the indicator software, as well as to the Recycle rules and options.

Reverse Setup

Another form of Setup cancellation is the occurrence of a reverse Setup—a
series of nine or more closes greater than or less than the close four trading
days earlier—which contradicts the direction of the current Setup. For
example, if a buy Setup is currently active and a sell Setup develops before
buy Countdown is completed, then the buy Setup is canceled and is replaced
by the sell Setup, which then becomes active. In other words, the sell Setup
becomes the dominant or controlling Setup and sell Countdown is com-
menced. Conversely, if a sell Setup is currently active and a buy Setup devel-
ops before sell Countdown is completed, then the sell Setup is canceled and

replaced by the buy Setup and the buy Countdown is begun. In addition, this

Figure 2.4(c) The hourly chart of S&P March 1997 presents a “reverse Setup” situation on
reverse cancellation selection can be turned “on” or “off” in the Cancel col-

February 25. In disregarding this contradictory Setup and not recognizing thi.s qptiop in 1.:he
Cancellation selections, an ideal low-risk entry was presented on March 3. A similar situation

on a daily basis appears in Figure 2.4d.
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umn. This particular cancellation process can be perfected and used to suc-
cessfully identify price trend reversals by introducing an indicator called TD
Setup Trend (TDST), which will be discussed shortly. My research in regard
to reverse Setups is not complete, since there are instances when Setups are
canceled by contradictory Setups when it would have been prudent to ignore
this option (see Figure 2.4c and d). Although it is not common, you can see
that by disregarding the cancellation, ideal low-risk entry zones would have
appeared.

Setup Contained within Previous Setup

On occasion, there are instances when a Setup is completed—nine or more
consecutive closes less than or greater than the close four trading days ear-
lier—and, subsequently, another Setup formation in the same direction
occurs, and the extreme high and the extreme low of the second Setup is con-
tained by the extreme high and the extreme low of the original setup. Ini-
tially, similar occurrences seemed like a Setup Recycle. Upon further
inspection, it became apparent that a Setup succeeded by a second Setup in
the same direction that does not exceed the extreme intraday high or low
price levels established by the first Setup may be disregarded and, conse-
quently, the original Setup remains active and the second Setup fails to qual-
ify as a valid Recycle. The research that led to this conclusion served as the

Figure 2.4(d) Just as in the case of Figure 2.4c, the low-risk TD Sequential bl'x'y zone is cor-
rectly identified on the daily chart of May 1995 silver if thel”reverse Setug ca.ncellatlon
selection is ignored. Either the length of the conse;gtlvg “reverse Sgtup series or th_e
degree of price penetration of the original Setup is critical in determining whether to acti-
vate the “reverse Setup” cancellation.

catalyst for the introduction of various Recycle options, which subsequently
superseded this option—see following. The “Setup Within” cancellation
feature can be turned on or off in the Cancel column.




Setup Recycle

A third method of Setup cancellation is the appearance of a Setup in the same
direction as the previously active Setup prior to the completion and perfec-
tion of Countdown. Such an event occurs often and merely indicates a
renewed interest and intensity in the underlying market trend and therefore
precedes or accompanies the perpetuation of a market move. This event is
called a standard “Setup Recycle” or simply “Recycle.” I have developed var-
ious Recycle option selections to deal with this event whenever it occurs.
When TD Sequential was developed many years ago, Recycles occurred
infrequently and were the exception rather than the rule. The frequency of
their appearance has increased significantly in recent years, especially in the
stock market, and this can be attributed to an intense, unrelenting urgency to
either enter or exit the market. By including these Setup Recycle options, a
trader can refine this Recycle selection process by evaluating each of them
individually and then selecting the specific setting he or she is most comfort-
able with (see Parameter options presented on page 94, item 13). In other
words, with this feature, traders can simply ignore specific variations of
Setup Recycles, since they are not limited merely to the standard, single
Recycle cancellation option described previously (“Setup Contained within
Previous Setup”). Obviously, a trader can be conservative and opt to recycle
whenever a renewed Setup occurs, but oftentimes he or she forfeits a trading
opportunity that would have existed had the Setup Recycle been “ignored.”

Setup Qualifiers

Although Setup Qualifiers can be helpful in perfecting the Setup phase, they
are not frequently applied. However, the option of having Setup Qualifiers is
important in the sense that some traders may elect to concentrate solely
upon Setup research, TDST (see following), or other aspects of TD Sequen-
tial and totally disregard Countdown and the complete TD Sequential indi-
cator. For example, as described in the discussion of TD Sequential Setup
and the TD “Power of 9,” if a trader wishes to become proficient solely in
the application and interpretation of price Setups, my research and experi-
ence indicates that generally, for a buy Setup, the ninth day’s low of Setup
should be less than the sixth day’s low and, if it is not, oftentimes a subse-
quent low within the next one to three trading days will eventually exceed the
low of day 6. Conversely, for a sell Setup, typically, the ninth day’s high of
Setup should be greater than the sixth day’s high. Once again, if it is not, then
within the ensuing three trading days a subsequent high will oftentimes
exceed day 6% high. In either case, you should never cancel or postpone a
Setup because this pattern is absent if you are following TD Sequential and

Countdown, although there are Setup Qualifiers to accomplish this objective
when performing research and analysis devoted exclusively to Setups. This
option is offered only in order to perfect entry for those traders interested in
techniques that enhance precision timing and relationships when applying
price Setups. Additionally, in those instances in which it appears that a Setup
will fail to close above the true high or below the true low of the contradic-
tory Setup, such as with TDST (see following discussion), the Setup Quali-
fiers will serve the purpose of postponing or deferring this requirement,
thereby enabling an ideal price entry that may not have existed otherwise. In
other words, by introducing Setup Qualifiers, the Setup can be postponed
until prescribed criteria are fulfilled without the risk of an interruption to, or
a disqualification of, the Setup requirement of consecutive trading days. Fig-
ures 2.5a, b, and c display three daily Setup charts of IBM from August 1995
through late 1996. As you can see, in each instance in which either the low of
day 9 of the buy Setup is greater than the low of day 6 of the same buy Setup
or the high of day 9 of the sell Setup is less than the high of day 6 of the same
sell Setup, one of the subsequent three trading days’ intraday lows exceeds
downside day 6% low for the buy Setup or one of the ensuing three trading
days’ highs exceeds upside day 6% high for the sell Setup. There are occasions
in which one stock market index conforms to the conventional price Setup
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Figure 2.5(a) Note that the low of day

9 of the buy Setup was greater than day 6 of the

buy Setup (x on chart). Usually, within three trading days, the low of day 6 is exceeded
downside, at least intraday. Figure 2.5b and c illustrate the same phenomenon for IBM.
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larly by recording a higher high than day 6 within three days after day 9 of Setup.
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Figure 2.5(b) This chart is the reverse of Figure 2.5a, since a sell Setup appears and _thg
high of day 9 is below the high of day 6 of Setup. Nevertheless, the market responds simi-
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Figure 2.5(c) Once again, a failure of the high of day 9 of sell Setup to exceed the high of
day 6 of Setup suggested that a subsequent high within the next three trading days would

exceed day 6’s high.

D I S -

configuration and, at the same time, another stock market index deviates and
fails to conform and perform likewise. For example, if the low of day 9 of a
buy Setup is above the low of day 6 or if the high of day 9 of a sell Setup is
below the high of day 6, then the market usually adjusts to exceed day 6 of
Setup within a few trading days. Such a dichotomy was apparent in the price
behavior of two seemingly similar markets in January 1996. Figures 2.6a and
b display the price activity of the New York Composite March 1996 future
and the S&P March 1996 future subsequent to day 9 of the sell Setup on Jan-
uary 6, 1996. Not all market price patterns fulfill the precise specifications I
have described all of the time. Whereas the New York Stock Exchange Com-
posite futures contract posted a high equal to or greater than the high of day
6 of the sell Setup within three days after day nine of the Setup, the S&P
future failed to do likewise. For that reason, not only should related markets
be followed and monitored closely but also, in the case of the futures mar-
kets, numerous expirations of the same market should be reviewed continu-
ously to protect against similar events.

NCH96 - NYSE Composite [ndex, Mar 96, Daily €QG () 1997.
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Figure 2.6(a) Note that the minimum sell Setup period was completed when nine con-
secutive closes greater than the close four trading days earlier was recorded on January 5,
1996. The high of Setup day 9 was less than the high of Setup day 6, and the market sub-
sequently corrected this anomaly by rallying two trading days after Setup day 9 to exceed
the intraday high of day 6. This event occurred in contrast to the S&P March 1996 future,
which failed to accomplish a similar rally. For this reason, it is recommended that a trader
follow more than one market or additional contract expirations to confirm indications (see
Figure 2.6b).



<0

S R A I
Figure 2.6(b) Although the high of Setup day 9 failed to
within three tra

17 S

SPHY6 - SAP 500-Duy Pit, Mar 96, Deily

1996

—

exceed the high of Setup 6

ding days after day 9, the New York Composite future did as shown on Fig-

ure 2.6a.

TD Setup Trend (TDST)
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ongoing Countdown phase by closing above the extreme intraday true high
of the buy Setup or by closing below the extreme intraday true low of the sell
Setup. Such breakouts warrant immediate attention and action, since the
expectation is for the continuation and extension of this newly established
price trend through the completion of TD Sequential Countdown. Typi-
cally, by comparing the current closing price and its relationship to the pre-
vious Setup intraday true high for an upside breakout and intraday true low
for a downside breakout, TDST is able to identify whether a current price
trend will continue through Countdown or is more likely to expire upon the
completion of Setup and resume its previous trend. Furthermore, although
TDST breakouts generally occur prior to the completion of Setup, in excep-
tionally strong markets, look for TDST to alert you to imminent and unex-
pected trend reversals that could occur at any time within the Setup process
and occasionally even subsequent to the completion of either a buy or sell
Setup when a renewed burst of strength or weakness becomes apparent.
There are two situations that could invalidate a TDST breakout: 1) a
failure to follow through in the direction of the TDST breakout by recording
a higher high (or lower low) than the TDST breakout day’s high (or low)
within the next three trading days or (2) a downside opening gap the day fol-
lowing an upside TDST breakout day or an upside opening gap the day fol-
lowing a downside TDST breakout that is not filled that same trading day.
The TD Critical Qualifier, discussed in Chapter 5, accomplishes the same
goal in the case of similar types of analysis that require breakouts to be quali-
fied, validated, or confirmed, such as TD Line breakouts, price retracement
levels, REBO indications, and other indicators presented in this book. In
those instances, you should evaluate the price activity by focusing upon and
evaluating what you believe to be the most important price level of the trad-
ing day subsequent to any type of indicator breakout—namely, the following
trading day’s opening price. Not only is the closing price a critical component
of validation of a price breakout, but even more important is the following
trading day’s opening price relative to the breakout level. Consequently, even
though a market may record a breakout due to short-term buying or selling
pressure, such activity can be canceled or reversed depending upon the next
trading day’s opening price, if that price retraces the breakout level by record-
ing a price gap. Experience suggests short-term price distortions create price
activity that occasionally causes closing prices to record breakouts. This price
behavior is often caused by extraordinary events, such as unexpected political
or economic news, short covering, option expiration, major buy or sell pro-
grams, or quarter-end or month-end window dressing. If this price disloca-
tion does occur at the time of the market’s close and it is of a short-term
variety, price equilibrium is generally restored upon the opening the follow-
ing trading day. That is why the opening price is the most critical price level
of the day and frequently labeled the “king price” or the critical price. The



e R

discussion of price retracements addresses the TD Critical Qualifier in more
detail. In other words, any artificial price factors that may have contributed to
the previous trading day’s price breakout are often corrected at the following
trading day’s opening price. The significance of the opening price level is par-
ticularly apparent when applying TDST, TD Retracements, TD Sequential
and TD Combo, TD Line breakouts, TD Diff™ and so on.

TDST is a valuable contribution to the library of trend-following tools
and an important consideration when deciding whether to continue to hold
a market position acquired as a result of another market timing indicator or
when determining whether price movement can be expected to continue
after Setup through TD Sequential or TD Combo Countdown. Almost
every chart in this chapter regardless of which market or time period is stud-
ied, will include a series of TDST indications. The following charts will pro-
vide numerous examples to ensure your understanding of this important
trend-following concept. In each case, I have removed TD Sequential
Countdown and have displayed only TD Sequential Setup. Figure 2.7 dis-
plays the daily price activity for the German Bund in December 1996. Note
that the horizontal line originates at the price level of the highest intraday
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Figure 2.7 The close above the horizontal line that appears on the German Bund chart,
beginning in August 1996 and extending to day 6 of sell Setup, indicates that the trend has
likely reversed upside. TD Setup Trend (TDST) uses as a reference the highest true high of the
buy Setup, and once price closes above this level and follows through by recording a higher
high, the upside move should continue through sell Setup and Countdown or until the trend
is reversed by recording a close below the lowest true low of a subsequent sell Setup.

true high of the buy Setup period, which began on August 21 and was com-
pleted on September 4, 1996, since the close on September 5 was greater
than the close four trading days earlier. That same horizontal line intersects
day 6 of the sell Setup on September 12. Upon the close that day, TDST was
activated, and a TDST trend reversal was confirmed the following trading
day when a higher intraday price high was recorded. Even if a trader pre-
ferred to trade more conservatively, the close on that day exceeded the
TDST level. Figure 2.8 shows the various TDST indicator levels at numer-
ous times in March 1997 for crude oil. As you can readily see, not only is
“what TDST is saying” important, but also “what it is not saying.” By
exceeding the intraday true highs of the respective buy Setups in both early
August and early December and by failing to exceed the intraday true lows of
the respective sell Setups in both late July and early November, the crude oil
future’s contract was announcing in no uncertain terms its intention to trade
higher, which it did throughout this entire period.
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Figure 2.8 Note that the horizontal line identifying the lowest true low of the sell Setup
formed in July was not exceeded on a closing basis in late July. In fact, once price closed
greater than the close four days earlier on August 4, it indicated that the downside poten-
tial had likely been exhausted, and this indication was confirmed when day 1 of the sell
§etup exceeded the highest intraday true high of the buy Setup formed in late August—
identified with a solid horizontal line. A similar situation occurred in December, when price
closed above the highest true high of the previous buy Setup. Furthermore, in November,
when price failed to close below the horizontal line extended from the late August sell Setup
intraday true low, the indication of a rally was confirmed.



Figure 2.9 (Treasury bonds in December 1996) from July through
October shows a sell Setup that was completed in mid-July. Subsequently,
price declined into early September and evolved into a buy Setup that was
completed after recording 15 consecutive closes less than the close four tra.d-
ing days earlier, on September 10. Note that the lowest true low of the entire
sell Setup period was 106%: and occurred on July 11.. Although that price
level may have been violated intraday during tl_le for@aﬁon of the subsequent
buy Setup in early September, the lowest closing price recorded t.hroughout
the entire buy Setup period was precisely 106'%: on Septer.nber 6. Slnce. a clos-
ing price was unable to close less than the close four trading da}.rs earher,. and
the TDST level, the expectation of the continuation of the decline was virtu-
ally nullified, and the downside pressure quickly dissipated as soon as a close
was recorded that was greater than or equal to the close four trading days ear-
lier. Since a TDST downside breakout requires a close below the. lowest
intraday true low of the most recent sell Setup and then a cqnﬁrmatmn ofa
price follow-through, the chance of a continuation of the dechr‘le througl} buy
Countdown, as well as the possibility for a downside trend being established
at that time, is reduced. This does not imply that such an event will not occur;

USZ96 - Treasury Bood-Day Pit, Dec 96 , Daily €QG (c) 1997.
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however, the probability of it developing diminishes significantly. In this case,
price did reverse upside within three trading days of the buy Setup comple-
ton—15 consecutive closes less than the close four trading days earlier. Sub-
sequently, on October 4 price closed above the intraday high of 110%;
recorded on August 20, and this TDST breakout suggested a reversal of the
price trend, which did in fact occur a few weeks later. However this breakout
was suspect since it was not confirmed the following day. Occasionally, simi-
lar situations arise in which not just one, but multiple breakouts fail to get
confirmed, such as is shown in Figure 2.10. Both closes in August and Octo-
ber exceeded the intraday true high of the previous buy Setups, and the only
prerequisite preventing TDST breakouts was confirmation, which never
appeared in either instance. Furthermore, although the intraday high in
November hit “precisely” the highest intraday true high, this rally failed to
muster enough strength to even close above that level.

The two exceptions just described arise occasionally and, consequently,
until TDST breakouts are confirmed they remain suspect. Once again, to
confirm a TDST upside breakout indication, first of all, the opening price on

OCZ96 - Gold-PX, Dec 96, Daily €QG (¢) 1997.
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Figure 2.10 Although price closed above the highest true high of the buy Setups two
times and traded above the intraday true high of the buy Setup on another occasion as well,

Figure 2.9 Often the precision associated with TDST is amazing. The iqtraday true low on
July 11, the lowest low of the sell Setup, was 106'%:, and the |owe§t closing low of the sub-
sequent buy Setup was on August 5 at exactly 106'%:. Once the flr;t clos,'e greater than or
equal to the close four trading days earlier occurred and Fanceled the active buy Setup, an
assumption can be made that the trend has reversed upside.

none were confirmed and price continued to decline. The highest intraday true high is iden-
tified by an extended line. Note that the August close was followed by an opening price gap
downside and the high of the October close was not followed by a higher high or close
within the following three trading days and the November intraday upside high rallied
exactly to the solid TDST line but failed to close above it.




the trading day following a TDST upside breakout must not record a gap
downside (open below the previous trading day’s close), and the opening
price on the trading day after a TDST downside breakout must not record a
gap upside (open above the previous trading day’s close) and the high on the
day following the TDST breakout must be succeeded by a higher high in the
case of a TDST upside breakout or the low on the day following a downside
TDST breakout must be succeeded by a lower low in the case of a downside
breakout. Often this rule is adapted by allowing price to exceed the intraday
high of the TDST upside breakout day or the intraday low of the downside
TDST breakout day over a longer period of time, such as within three trad-
ing days. Using these specific techniques as well as a series of others will con-
firm that these breakouts are not price aberrations. It is possible that the
forces of supply and demand may have been in disequilibrium the previous
trading day and, as a result, the closing price may have misrepresented the
true dynamics of the market at the time of the market’s close, and the current
trading day’s opening price will likely attempt to compensate and adjust for
this disequilibrium. However, should either exception occur and TDST is
not confirmed, it may be regenerated subsequently provided price does
record a close above the intraday high of the upside TDST breakout day or
a close below the intraday low of the downside TDST breakout day. Most
TDST breakouts occur before the Setup process has been completed, and if
a TDST breakout is unable to occur during that period, then you should
presume that the original trend is intact and about ready to reassert itself.
But in those exceptional instances in which the TDST breakout fails to occur
prior to Setup completion and then is subsequently able to accomplish the
TDST breakout level it had originally failed to exceed, you may generally
perceive this breakout as powerful, with implications of a strong, impending
market move. This is in fact what did occur in the Treasury bond example in
October in Figure 2.9. As described previously, Figure 2.10 illustrates both
exception conditions. The early August rally exceeded on a closing basis the
highest high of the buy Setup, but the opening price the next day was lower,
and the close that same day was below the TDST breakout price exceeded
the previous trading day. Furthermore, the next 14 trading days failed to
record a high above the TDST breakout price, and on August 26 it closed
exactly on the TDST breakout price level, but the next trading day the open-
ing price was lower and the market declined—once again failing to confirm
the TDST breakout. The September 25 buy Setup intraday true high was
exceeded on a closing basis on October 22, but the next trading day price
gapped lower on the opening, and all the subsequent trading days displayed
on the chart failed to record a TDST breakout as well, but the intraday high
of November 13 did trade to the precise level intraday. Another buy Setup
occurred on November 27 when the ninth day of Setup was recorded. This
new Setup resulted in a lower intraday true high Setup level, which is the
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closing price of November 14, the day before day 1 of the buy Setup, since a
down51_de gap occurred on Setup day 1, the succeeding trading day.
Figures 2.11 and 2.12 illustrate two more examples of TDST. Figure
2.11 (IBM) identifies both TDST upside and downside breakout levels. On
June 20, 1995, IBM closed above the TDST breakout level, which was the
intraday true high recorded on May 26, and on August 21 the stock closed
below the intraday low of August 11, which was day 4 of Setup and also the
lowest true low of sell Setup. Figure 2.12 displays a TD Sequential 9-13 low-
risk buy indication followed by a TDST closing upside breakout above the
highest intraday true high realized during the entire buy Setup period. The
horizontal line defines where the TDST breakout occurs. Note the subse-
quent .conﬁrmation and, consequently, the potential of the market not only
reversing trend upside, but also the forewarning of the price move continu-
ing through TD Sequential Countdown by the TDST upside breakout.
Accurate market forecasts have been made in the past by applying a

¥narket timing derivative of TDST, which is consistent with my practice of
identifying and taking advantage of price exhaustion areas by selling into

market strength and buying into market weakness. This unorthodox

approach includes a simple process of identifying the TDST levels, and as
price approaches these breakout points, assume that the current closing price
will fail to exceed the TDST level and, if by chance it does, then the break-

B A T
L .{[]l’,[[ﬁll ) II}”
iy I

B T L
e z}[llll}tw.._.. S

............ 880

llgl.lle 2.'1 Ihe IDSI b eakoutS iol IBIVI n “"d'|995 ocC ||ed n june upSIde a“d in
r cu 1 ]



00

v chum Gt

S.CPQ - Compeq Computes Corp, Dally € (c) 1997.

B T {7 B Jl.[a_s" B (T R (7 24 |s1‘ N 2 7 RN TR rz'—‘!"‘éi e

Figure 2.12 Rather than just display the Setup period, a TD Sequential Countdown is
included on this chart as well. Note that the high of the buy Setup completed in February
defines the reference level for TDST—an extended line across the chart identifies this price
level. Once exceeded in late April, a trader is alerted to the fact that sell Countdown will
likely be fulfilled. Similarly, a TDST support was broken downside in mid-Margh, which indi-
cated TD Sequential would probably continue through Countdown completion.

out will fail to get confirmed. Although this might appear difficult to do, it is
very simple to understand and execute. Specifically, since days 1 through 4 of
Setup most often coincide with the intraday true high of a buy Setup or the
intraday true low of a sell Setup, it is easy to prepare yourself psychologically
for the movement of price to the breakout zone, which a trader can identify
in advance. Then, as price approaches this reference level, traders can define
their entry area and calculate their risk exposure. One positive aspect of this
approach is the ability to operate against the trend and to anticipate various
scenarios that might carry price movement to those levels. Typically, you
can identify the various TDST levels as they unfold; Setup occurs, and as
price eventually approaches or even exceeds the TDST level intraday—
intraminute, intrahour, or whatever the trading time period selection might
be—a trade can be initiated in opposition to the current trend, with the
expectation that the important TDST level will 7ot be exceeded on a closing
basis. However, a stop loss should be placed in the event that price exceeds
the TDST level on a closing basis and has been confirmed the following
price bar with an opening price exceeding the stop loss as well (TD Critical
Qualifier see page 195). In other words, the assumption of a trader who fol-
lows this methodology is that the TDST level ona closing basis will provide
support downside and resistance upside, and the intraday movement exceed-
s Taonl eemcentc an onhortunity to buy weakness and to sell strenoth.

T 2 -

Once again, this approach contradicts the trend-following application of
TDST described previously and is most similar to the logic applied to one of
the low-risk alternative entry techniques for TD Sequential; for example, a
low-risk entry opportunity presents itself as price approaches a stop-loss
level, and by adding positions at more advantageous entry levels, as the stop
loss approaches, in order to lower the entry price for a buy and to raise the
entry price for a sell, and since most of my stop losses require activation on a
closing basis only, intraday TDST breakouts can be faded against the short-
term trend. In conclusion, TDST is designed to identify a key reference
price level along the spectrum of the previous TD Sequential Setup, which,
when exceeded, suggests a trend change. By closing above and then confirm-
ing this breakout, a trader is forewarned of a trend change. TDST may be
described this way: If a gardener wanted to remove a weed growing in the
yard or if a doctor wanted to remove a tumor, he or she would remove the
entire weed by its roots or the tumor and surrounding cells by their core just
to be certain neither would regenerate, and then a series of tests would be
conducted to verify success. So also, to confirm that a trend has reversed,
it is critical that its origin be exceeded on a closing basis and subsequently
confirmed by the following price bar’s opening price (TD Critical Qualifier
page 195).

Recycling

Historically, it was not uncommon for markets to progress from TD Sequen-
tial Setup through Countdown completion without recording a price flip—a
close that interrupts one or more of a series of consecutive closes less than the
close four trading days earlier by registering a close greater than or equal to
the close four trading days earlier in the case of a buy Setup or, conversely, a
close that interrupts one or more of a series of consecutive closes greater than
the close four trading days earlier by recording a close less than or equal to the
close four trading days earlier in the case of a sell Setup. The number of con-
secutive closes less than the close four trading days earlier could extend past
the minimum number of nine consecutive closes less than the close four days
earlier, which is required for a buy Setup, or past the minimum number of
nine consecutive closes greater than the close four trading days earlier, which
is required for a sell Setup, and continue through the entire completion of
Countdown without being interrupted by at least one price flip. Figure 2.13
(December 1996 British pound) displays a series of 32 consecutive sell Setup
days in which the closing price was greater than the close four trading days
earlier. The thirteenth day of Countdown is identified with an X on the same
chart—although the 13 appears that day, the specific low-risk sell activation
can be generated a number of ways, such as the first close subsequent to sell
Countdown day 13, which is less than that same day’s opening price, and also
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i i i four trading days
Fiqure 2.13 The sell Setup series of consecutive closes greater than clqse r
eagrlier continued uninterrupted for a period of 32 trading days. The thirteenth trading da,y
of TD Sequential Countdown occurred on day X and the first close less than the same day’s
open with a low less than the previous day’s close occurred on the Setup day 32 (V).

a low that same day less than the previous day’s closing price, which inciden-
tally occurred the day after the price peak in this example. Since there was not
even one instance in which price closed less than or equal to the closing price
four trading days earlier prior to Countdown day 13, there was no Possibihty
of a sell Setup recycle. Similar nonrecyclable TD Sequential situations were
common when I developed TD Sequential over two decades ago. In fact, even
when a price flip did occur that contradicted a series of consecutive closes
greater than or less than the close four trading days earlier, it was not neces-
sarily a condition precedent to a Setup Recycle. Figure 2.14 illustrates a sim-
ilar occurrence in late February 1996 during the IBM rally, since the
consecutive series of closes greater than the close four trading days earlier was
unimpeded by any close less than or equal to the close four trading days ear-
lier. In fact, the series of consecutive sell Setup closes greater than the close
four trading days earlier was 30, and no risk of a recycle arose throughout
the entire move from inception of sell Setup through Countdown. On the
other hand, the decline of IBM in late 1995 into early 1996 was punctuated
by numerous price flips—closes greater than or equal to the clos§ four g‘ad-
ing days earlier—which posed the potential problem of recyc,tlmg.. Given
the option to select dealing with unknown elements such as price flips and
the attendant risks associated with them (e.g., Setup Recycles) or given the
opportunity to select and apply TD Sequential Countdf)wn to price activity
with na nrice flins (and no potential of Setup Recycling), gladly I would
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Figure 2.14 The rally into the late February 1996 price peak was uninterrupted in the
sense that the sell Setup continued for 30 consecutive days, at which time price peaked.
Noteworthy is the fact that throughout this entire advance not once did a close occur that
was less than or equal to the close four trading days earlier. Such uninterrupted moves pre-
vent the occurrence of recycles, and consequently make the Countdown process less cum-
bersome and ambiguous. By awaiting the first close less than the open the same day and,
at the same time, low less than the previous day’s close (or low), a low-risk entry level can
be established. Observe also that at the early January 1996 low, a TD Sequential low-risk
indication was generated, but the decline into this low was not uninterrupted, having been
punctuated by numerous closes greater than the close four trading days earlier, thereby ele-

vating the risk of Setup recycles. Both the TD Sequential thirteenth day of buy and sell
Countdown are identified with Xs.

choose the nonrecyclable option. In recent years, there have been many more
instances of price interruptions or price flips. This phenomenon reflects the
tendency of markets to regenerate and sustain the underlying, established
price trend due to the intensity of the buying or the selling pressure, which is
interrupted only intermittently by recording sporadic price flips. It would be
ideal to have the forces of buying and selling remain static for purposes of
identifying price tops and bottoms; however, news reports, portfolio consid-
erations, market perceptions, weather, statistical information, interest rates,
money supply, and so forth are dynamic factors and cause changes continu-
ously in the supply/demand equation and mix. The culmination of all these
factors is reflected in one bottom-line measurement: price movement. In other
words, investors’ expectations, hopes, fears, and greed alone cannot move
prices. Only one factor can, and that is money flow into and out of the mar-
ket, and this activity is determined by two forces: supply and demand. The
process that I refer to as Recycling regenerates a Setup whenever the forces of
supply or demand reassert themselves. Since these price imbalances occur,
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depending upon the definition of Recycling selected, the Setup period is able
to begin anew and perpetuate a price trend. This influx of supply or demand
enables a long-term market trend to remain intact by interjecting occasional
periods of contratrend price movement to relieve short-term overbought or
oversold conditions. Recycling relates only to the reestablishment of a new
Setup in the same direction as the previous Setup due to the revitalization of
the market’s trend and intensity. When TD Sequential was developed, my
research work indicated instances in which recycling occurred. However, its
incidence was infrequent and it was the exception rather than the rule to expe-
rience more than one Setup Recycle before Countdown completion. In
recent years, there have been many more occurrences in which recycling has
taken place, not just one time but a series of consecutive recycles. In fact, the
stock market rally from late 1994 through the middle of 1996 was propelled
higher with no less than 14 consecutive sell Setups and subsequent Recycles
being recorded without even one completion of a sell Countdown (see Figure
2.15, S&P cash). This is unprecedented and bespeaks the intensity of that
market advance. Prior to that record series, there was an instance in 1985 in
which the currency markets recycled five or six times, but that was at their
secular lows and at the U.S. dollar secular peak. There are numerous Recycle
and Countdown options and variations that deal with potential market Recy-
cles, and they will be addressed shortly in discussions of both TD Sequential
Countdown and TD Sequential Recycle setting options. Obviously, if no risk
of a Recycle exists, the identification of a TD Sequential low- or high-risk
price zone is straightforward and simple. However, if the Setup is interrupted
at any time by a price flip, then the potential of Recycle looms large and is an
important consideration. The former proposition of no chance of Recycle is
preferable since it is simpler to follow, but in one respect it is lacking. By def-
inition, the fact that the Setup was not interrupted indicates that in order to
reverse the Setup trend using the TDST indicator, it is a longer distance than
if a Recycled Setup closer to the thirteenth day of Countdown had occurred.
In other words, by installing Recycle provisions to recalculate Countdown
and to ignore them on occasion whenever a renewed Setup occurs, the possi-
bility of exceeding the extreme price recorded during the most recent Setup
on a closing basis is enhanced considerably, since the renewed Setup can be
ignored for the purpose of Countdown but not in the case of TDST (see
IBM, Figure 2.16, for an example). In other words, TDST disregards the
existence of Countdown subsequent to the original Setup and evaluates the
relationship only between the prior Setup and the subsequent completion of
the Setup in the other price direction to determine whether a price trend has
in fact reversed or whether the price move has merely been a market correc-
tion prior to the resumption of the previous market trend.

Depending upon the specific option selected, Recycling can take place
at any time after the original Setup has occurred and has been subsequently
interrupted by a price flip (a close greater than or equal to the close four
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Figure 2.15 From the December 1994 low through May of 1996, the S&P Cash Index
recorded 14 consecutive sell Setups without recording a single sell Countdown completion.
Each sell Setup recycled the prior TD Sequential Countdown. Previously, the most consecu-
tive Setups and recycles was five, recorded at the secular U.S. dollar peak and concommi-

tant continental and Japanese currency lows in 1985. The series of consecutive sell Setups
and recycles are numbered.

trading days earlier in the case of a buy Setup or a close less than or equal to
the close four trading days earlier in the case of a sell Setup) until Count-
down has been completed and confirmed or perfected by a price flip. The

various Setup Recycling options that would require Countdown to be
restarted include the following:

1. A new Setup occurs “before, on, or after” completion of Countdown
and prior to the price flip.

2. A new Setup occurs “before or on” completion of Countdown and prior
to the price flip.

3. A new Setup occurs “on or after” completion of Countdown and prior
to the price flip.

4. A new Setup occurs “only after” Countdown is complete and prior to
the price flip.

5. A new Setup occurs “only before” Countdown is complete.

If any of the following options occur, then Setup Recycle will zor occur:

6. The most recent (current) Recycle that occurs prior to the price flip is
ignored.
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Figure 2.16 By ignoring the Recycled sell Setup one day after the price peak in August, TD
Sequential sell Countdown of 13 occurred at the high. Additionally, TDST was activated two
trading days after the high when day 1 of the buy Setup closed below the lowest true low

of the sell Setup—see horizontal line.

7. All Recycles that occur are ignored.

8. A current Recycle that occurs prior to the price flip whose entire Setup
period from highest intraday high to the lowest intraday low encom-
passes less price movement than the entire original (prior) Setup period
is ignored.

9. A current Recycle that occurs prior to the price flip whose entire Setup
period from the highest intraday true high to the lowest intraday true
low encompasses less price movement than the entire original (prior)
Setup period is ignored.

10. A current Recycle that occurs prior to the price flip whose entire Setup
period from the highest close to the lowest close encompasses less price
movement than the entire original (prior) Setup period is ignored.

Finally, this additional option can be used in conjunction with options 8
through 11.

11. Any Recycle Setup that occurs prior to the price flip, provided the entire
price movement of the Setup from intraday true high to intraday true
low encompasses greater than x times the price movement covered by

the entire original (prior) Setup period, is ignored.

My preferences are option 1, which is the original, basic vanilla Recycle
option “before, on, or after” and which is the most conservative, and a com-
bination of options 9 and 11, which are more liberal and sensitive to the
identification of prospective trend reversals. Additionally, TD Combo,
TDST, and TD ROC I and II, and others are good choices to confirm trad-
ing opportunities presented by TD Sequential, both short and long term.

Many options for Recycle consideration have been presented for the
sake of completeness and to allow you to experiment with a variety of selec-
tions that may satisfy your own special needs for the treatment of Recycling.
Examining the possibilities will instill a level of comfort and confidence in
your trading abilities. Furthermore, should you have these selections pro-
grammed on any authorized data vendor network, for example, you can
apply these or similar techniques to your own research and analysis of other
market timing techniques. Figure 2.17 illustrates both the buy Setup and
Countdown for U.S. Treasury bonds in March 1995. The controlling Recy-
cle option is the most basic and conservative—namely, “on, before, or after.”
In other words, if at any time prior to the completion of buy Countdown and
the day of the first subsequent price flip (close greater than or equal to the
close four trading days earlier) another buy Setup is formed (nine or more
consecutive closes less than the close four days earlier), then the original buy
Setup is replaced with the new Setup and buy Countdown begins anew. This
feature prevents buying prematurely in the face of another onslaught of sell-
ing pressure. In this example, you can see that no subsequent buy Setup
occurred after the Setup of early October through the trading day after the
Countdown day 13, when the close exceeded the close four trading days ear-
lier (price flip upside occurred). Once again, this is the traditional, standard,
conventional, and most elementary form of TD Sequential because its treat-
ment of Recycling is the simplest. For instructional purposes, all other
options for Recycling described previously would also have qualified the
Countdown 13 as well, since if the recycle prerequisites of “before, on, or
after” are met and this selection is the most conservative, then all other Recy-
cle options that are more liberal will be satisfied as well.

Rather than present examples of each Recycle option, I present the two
versions I rely upon at this time for my trading decisions—as well as the Mul-
tiplier option. Figure 2.18, on the other hand, applies the recycle option
“ignore smaller true high/true low,” which calculates the true high minus true
low price difference between the current Setup and compares it to the true
high minus true low price difference of the previous Setup, and this relation-
ship dictates which Setup precedes Countdown. By applying the standard
Recycle option “before, on, or after,” a new Setup will always replace the pre-
vious Setup in the same direction, provided Countdown has not been com-
pleted and perfected by a price flip. This chart, however, displays a
Countdown of 13 at the 1993 weekly high as well as late 1994 weekly low for
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Figure 2.17 TD Sequential Countdown generated a low-risk buy Countdown 13 on the
close of trading November 11, 1994, at 95'%: for the March 1995 Treasury bond. The buy
Setup was completed by fulfilling the minimum requirement for Setup of nine consecutive
closes less than the close four trading days earlier. The buy Countdown commenced that
same day, since Intersection had occurred, and the subsequent Countdown days were
punctuated with a series of price flips (closes greater than or equal to the close four trading
days earlier), any one of which could have easily been succeeded by a buy Setup recycle. In
this instance, no recycle took place, and the close the trading day succeeding the buy
Countdown closed greater than the close four trading days earlier, thereby precluding a
recycle. By selecting the recycle option to the most conservative option of “before, on, or
after,” often a recycle will occur at market bottoms and tops and opportunities will be for-
feited. At the same time, the “before, on, or after” recycle approach may appear less fre-
quently, but the ambiguity associated with the other Recycle options is not a factor. The
horizontal line identifies the TDST breakout level.

Treasury bonds. This chart also shows a Setup just prior to the high and just
after the low. These ongoing Setups could have recycled TD Sequential
Countdown at the high and at the low had they encompassed a distance
greater than the original Setup. The fact that each Setup price difference
from true high to true low covered less price movement than the immediately
prior Setup justified the continuation of Countdown into the respective 1993
price peak and late 1994 price low. The distance traversed by both Setup peri-
ods includes the lowest intraday true low and the highest intraday true high
from day 1 of each Setup through the completion of the Setup. Keep in mind
that the Setup distance is not completed and, consequently, not defined at day
9 of Setup, which is merely the minimum period required to establish a Setup.
Rather, it continues through the day preceding the price flip. Figure 2.16
(IBM) illustrates another example of “ignore smaller true high/true low,” in
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Figure 2.18 This weekly chart of U.S. Treasury bonds uses the recycle option “ignore
sr_naller true high-low” and compares the price difference between the highest intrada
high and the lowest intraday low of the current buy Setup and the most recent previous buy
Setup (sqme process for the Sell Setup). If the recycle option “before, on, or after” had beer):
selected instead of the “ignore smaller true high low,” the 1993 high an'd the late 1994 low
would not have produced 13 low-risk Countdowns and would have recycled. Obviously, in
these two examples, it was prudent to “ignore” the potential recycles. g

which Setup continues through the Countdown period and is completed one
day after the high. By ignoring these two instances of Setup Recycles, both
the weekly Treasury bond top and bottom low-risk zones were defined pre-
cisely. A similar situation exists with IBM. You may not experience this degree
of accuracy in the future, but this adaptation enables a TD Sequential user to
deploy subtle interpretations to capitalize upon these market anomalies and
to expand the opportunities that exist and may be camouflaged or suppressed
by using the traditional “before, on, or after” recycle option.

. The generic “ignore” (“ignore smaller true high/true low”) recycle
option includes a multiplier feature. Specifically, by electing any option that
requires a measurement and price comparison of the current Setup low to
h'1gh and the previous Setup low to high for Recycle determination, it is pos-
s'1ble to improperly exclude a potential TD Sequential Countdown indica-
tion Fhat spans a greater price distance from Setup high to Setup low than the
previous Setup’s difference. Initially, this seemed most perplexing. Much
time, energy, and research were required to resolve this matter. Applying my
theory of price exhaustion demonstrates that if the current Setup period is
nominally larger from Setup true high to true low than the prior Setup dis-
tance from true high to true low, it is correct to Recycle. However, in those



instances in which the Setup is significantly, rather than marginally, greater,
an exception exists that suppresses the Recycle option. In order to quantify
this requirement, experiments were conducted with numerous multipliers
designed to supersede the impact of a greater price difference for the current
Setup period versus the previous Setup’s price difference and that may, in ret-
rospect, incorrectly cause a Recycle to occur. This alternative option has
enabled me to take advantage of opportunities that may have been canceled
due to Recycling. The multiplier used varies from 1.618 to 3 times the pre-
vious Setup true high to true low price difference. Figure 2.19a (the cash Mid-
Cap 400), for example, demonstrates how the recycle option “ignore smaller
true high/low” can be integrated with the Multiplier option, which requires
the difference between the true high and true low of the current Setup to be
at least two times the difference between the previous Setup’s true high and
true low to override the Setup Recycle and continue the current or ongoing
Countdown without interruption. In fact, in this case the difference of the
current Setup from true high to true low is practically three times greater
than the prior one. Consequently, despite the fact that the Setup difference
was greater than the previous Setup difference and the Recycle should have
occurred, the introduction of the Multiplier option or feature provided that
if the difference were greater than two times the previous Setup’s difference,
then the potential Recycle should be suppressed or ignored.

Originally, years ago, I developed another effective process to handle
the issue of Recycling. However, I typically elect to apply the “ignore” option
with the Multiplier override. A trader may elect to qualify a Recycle by
requiring that a new Setup record a specified or qualified minimum number
of consecutive closes less than the close four trading days earlier for a buy
Setup Recycle and a minimum number of consecutive closes greater than the
close four trading days earlier for a sell Setup Recycle above the standard min-
imum Setup series selected—a minimum of nine consecutive closes less than
or greater than the close four trading days earlier. In other words, to establish
Setup, a certain number of minimum consecutive comparisons must be met;
but to satisfy a subsequent Recycling, another more stringent minimum
Setup series greater than the original Setup must be fulfilled—a consecutive
series greater than the number required for the original Setup. For example,
while the usual Setup requires a minimum of nine consecutive closes—either
less than the close four trading days earlier for a buy Setup or greater than the
close four trading days earlier for a sell Setup—to qualify as a potential Recy-
cle candidate, the series of consecutive closes greater than or less than the
close four trading days earlier can be increased to a larger number series of
consecutive closes, such as 10, 11, or 12, or even less likely, decreased to a
lower number to justify Recycling. Although this option initially appeared
reasonable and provided adequate results, due to the increasing incidence of
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Figure 2.19(a) This chart of the cash MidCap 400 Stock Index illustrates the combination
of TD Sequential and the recycle option “ignore smaller true high low,” as well as a muiti-
plier of two or more times the difference of the previous Setup price distance. If either
option occurs, then the recycle is disregarded. In other words, despite the fact that the dif-
ference between the more recent buy Setup’s true high and true low is greater than the pre-

vious buy Setup’s difference, the fact that it is more than two times greater disallows the
Recycle.

Recycling in recent years, I prefer to use the various Recycle options
described in the previous paragraphs.

One final consideration dealing with the issue of Recycling pertains to
the relationship of the opening price the day following the final day of Recy-
cle Setup versus the close five trading days earlier. In other words, although a
Setup Recycle may have occurred the prior day unless the opening price the
following trading day confirms, the Recycle is ignored. Once again, TD Crit-
ical Qualifier must be present. Figure 2.19b illustrates such an occurrence.

Intersection

Countdown is the comparison process that begins on day 9 of Setup or the
first subsequent day, whichever occurs last, provided Intersection has taken
place. The Intersection requirement is designed to protect against prema-
ture entries into markets that were experiencing either blowoffs upside or
blowouts downside. In the early 1970s I had been monitoring two stocks
closely—Equity Funding and W. T. Grant—to determine whether TD
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Figure 2.19(b) Note that an apparent Recycle occurred on April 23. However, the open
the following trading day failed to confirm the Recycle, and as a result the Recycle was
ignored. In other words, not only must the close of Setu‘p day 9 be Ies§ than the. close fou;
trading days earlier, but also the opening price the trading day follownng‘the ninth day of
Setup must be less than the close of Setup day 5 as well, or no Recycle exists.

Sequential had successfully identified potential low-risk buy entry zones.
Both had been declining precipitously. I identified what I believed to‘be
low-risk buy entry areas and, subsequently, was surprised to witness tradm'g
suspended in both, their stocks deleted from the stock exchange, and, ulti-
mately, their values become worthless since both compax?ies ﬁ}ed ff)r bank-
ruptcy. Carefully, I evaluated the characteristics of similar situations and
uncovered a common denominator that would have prevented premature
purchase in these instances as well as in similar ones. As the price declines
accelerated and the daily price ranges failed to overlap one another, a sense
of urgency to liquidate apparently dominated the trading psyc'he of tbe
stock sellers. Conversely, a comparable mood of aggressive buying mania
can result in those markets steeply advancing in price almost vertically.
Often the reason for this accelerated upside movement can be attributed to
either a significant fundamental development and pending news announce-
ment, a short squeeze, or more likely a buyout. Obviou.sly, wherea:s the pos-
sibility of a company filing for bankruptcy, with its ugderlymg stock
declining to zero, or the likelihood of a company’s stock being bought out
are realistic trading concerns, the chance of eith.er a futures contract, a mar-
ket index, or commodity declining to zero or being bought out (or the mar-
ket being cornered) is virtually nonexistent. Nevertheless, the concept of
Intersection can be applied to all markets for the sake of consistency and
simplicity. Since the rate of decline or advance may be unusually steep,
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implying investors’ urgency to exit or enter the market, research suggests
that this acceleration must subside or diminish in order to qualify for
Countdown. Intersection accomplishes this goal by requiring that the
advance or the decline be sufficiently retarded to allow price activity to con-
solidate, or at least overlap, for a period of time. Consequently, in the case
of a buy Setup, Intersection requires that the high of day 8 of Setup or the
first subsequent day be greater than or equal to the low three or more trad-
ing days earlier, up to and including the first day of Setup. On the other
hand, in the case of a sell Setup, Intersection requires that the low of day 8
of Setup or the first subsequent day be less than or equal to the high three
or more trading days earlier, up to and including the first day of Setup. If
this period of price Intersection occurs on either day 8 or day 9 of Setup,
then Countdown commences on day 9 of Setup, and if Intersection does not
occur until after the Setup is complete, then Countdown is deferred until
that time. In conclusion, although it is necessary to apply Intersection to
individual stocks, other markets that are not susceptible to buyouts or bank-
ruptcies, such as financial futures, indices, or commodities, do not necessar-
ily require this consideration.

Countdown

Countdown is a stage of TD Sequential consisting of a series of price rela-
tionships, not necessarily consecutive, that upon completion generally iden-
tifies the termination or exhaustion of a price trend. Once Setup has been
completed and Intersection has been perfected, the inception of Countdown
takes place. Although other comparisons may be substituted, my research
suggests that depending on whether a buy or sell Setup has been defined,
either the current day’s close is compared with the low two days earlier (for
buy Countdown) or the current day’s close is compared with the high two
days earlier (for sell Countdown). Just as both the Setup price and time selec-
tions are variable, so, too, can the Countdown price and time selections and
relationships be substituted with various other options, such as open, high,
low, midpoint, average and 1, 3, 4, 5. My preference for the number of closes
less than or equal to the low two trading days earlier for a buy Countdown
and for the number of closes greater than or equal to the high two days ear-
lier for a sell Countdown is 13, but other time periods and price relationships
can be introduced or substituted as well. For very short time intervals (e.g.,
one-minute price bars) applied to inactive markets, a trader may wish to
require that the close be less than or greater than the low or high two bars
earlier and disallow “equal to.” Furthermore, in order to liberalize Count-
down, T have occasionally introduced a variable called TD Termination
Count,™ which applies only to the last day of Countdown (the thirteenth
day, in most cases) by merely requiring that the close. onen. or intradae lue,



be less than the low two trading days earlier in the case of the last day of a buy
Countdown series or, conversely, that the close, open, or intraday high be
greater than the high two trading days ago in the case of the last day of a sell
Countdown series. The variables for the TD Termination Count can be sub-
stituted, and whichever one is selected becomes the counterpart to the
selected default comparison, which is close versus low or high two trading
days earlier, depending whether it is buy or sell Countdown.

The parameter settings throughout this book are merely suggestions.
Various other price comparisons and time periods can be substituted for the
ones supplied and could produce comparable if not better results. For exam-
ple, if you were to compare the current day’s low with the low two trading
days earlier for a buy Countdown and the current day’s high with the high
two trading days earlier for a sell Countdown rather than comparing the cur-
rent day’s close with the low and high, the Countdown 13 low-risk entry
level and high-risk entry level would not necessarily be the same. But this
does not imply that the revised comparison is any better or worse than the
conventional TD Sequential Countdown approach; rather, it suggests only
that numerous options are possible. I encourage you to research them for
'TD Sequential and for the many other indicators presented in this book.

You should not be misled by including the intraday price movements in
your market perspective, since the critical components of conventional
Countdown are the closing prices, and TD Sequential must be viewed in that
context. Consequently, when studying low-risk TD Sequential entries, it is
important to disregard sharp and exaggerated intraday price swings since the
reference point for conventional Countdown is the closing price level.

Countdown Qualifier: When Sequential was developed, most 9-13 buy
and sell indications were what could be described as orthodox. Low-risk buy
zones (high-risk sell zones) occurred at extreme lows and were stretched to
oversold, and high-risk buy zones (low-risk sell zones) occurred at extreme
highs and were characterized as overbought. In recent years, I have wit-
nessed what I call “high-level buy 13s” and “low-level sell 13s.” By their very
structure, these patterns are deficient and weak, since they suggest entry at
less than ideal price levels. To address and counteract this negative develop-
ment and to avoid the risk of these unfavorable price patterns and relation-
ships affecting ideal TD Sequential Countdown entries, at least one general
TD Sequential Countdown qualifier should be introduced to perfect low-
risk buy and low-risk sell Countdowns. One such prerequisite recommended
as a standard Countdown qualifier default to circumvent the hazard of high-
risk level 13 buys and low-risk level 13 sells is to require the close of day 13

of buy Countdown to be less than or equal to the close of day 8 of Count-

down and, conversely, the close of day 13 of sell Countdown to be greater
than or equal to the close of day 8 of Countdown. At a minimum, you should
(1) replace the requirement that the close of day 13 of the buy Countdown be

less than or equal to the close of day 8 of buy Countdown with the low of day
13 of the buy Countdown less than or equal to the close of day 8 of the buy
Countdown and (2) replace the requirement that the close of day 13 of the
sell Countdown be greater than or equal to the close of day 8 of the sell
Countdown with the high of day 13 of the sell Countdown greater than or
equal to the close of day 8 of the sell Countdown. Other possible qualifier
relationships might include the following:

The close of day 8 of buy Countdown must be below the close of day 5 of buy
Countdown (reverse for sell Countdown).

The close of day 8 of buy Countdown must also be below the close of day 3
of buy Countdown (reverse for sell Countdown).

The close of day 8 of sell Countdown must be above the close of day 3 of sell
Countdown as well (reverse for sell Countdown).

However, it is obvious that the more Countdown qualifiers that are intro-
duced, the less likely that 13s will appear, the more likely Recycles will occur,
and more important, the greater the potential risk of optimizing market
behavior and creating unrealistic market conditions and expectations. Cer-
tainly, many other combinations can be introduced to perfect the Count-
down process and to reduce the risk of buying a high-level 13 or of selling a
low-level 13 Countdown. There exist a number of possible relationships that
are equally helpful in perfecting the Countdown process and you should
experiment with your own. My suggestion is to keep this artificial barrier to
Countdown completion simple so as not to contaminate the Countdown
process and thereby taint TD Sequential. Such an effort would be similar to
an individual attempting to reduce obesity through the use of drugs alone,
without diet or exercise. Such interference with nature may be helpful, but to
rely upon it to the exclusion of other natural remedies could be harmful or
even fatal in the long run. So also can excessive tampering with an indica-
tor—often referred to as optimization modeling techniques—result in unrealis-
tic expectations and trading results, which can in turn lead to the death of
your personal trading portfolio. Figures 2.20 and 2.21 demonstrate the value
of at least applying the requirement that day 13 of TD Sequential buy
Countdown be below day 8 of Countdown and that day 13 of TD Sequential
sell Countdown be above day 8 of Countdown. As you can readily see, this
qualifier defers the low-risk buy indication, prevents high-level 13 low-risk
buys, postpones the high-risk sell indication, and avoids low-level 13 high-
risk sells. This qualifier has been used for well over 10 years, and it has been
an integral component of the TD Sequential indicator process. It has pre-
vented many costly high-level buy and low-level sell indications throughout
the years. Figure 2.22 illustrates a similar experience, only in reverse. Obvi-
ously, exceptions exist, such as the one in Figure 2.23, which helps to deter-
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Figure 2.20 At the January 1996 high a 13 Countdown was recorded. Had the Qualifier
that required the close of day 13 of sell Countdown to be greater than or equal to day 8 of
Countdown not been present, the 13 would have been recorded the day after Countdown
12. Note the asterisks identify possible Countdown days that were disqualified. As you can
see, by deferring Countdown, a more accurate identification of the high-risk zone was
made. Also review the 13 buy Countdown day at the April low, which was less than or equal
to day 8 of Countdown.
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Figure 2.21 The last day of TD Sequential Countdown was deferred until the close of 13
exceeded the close of day 8 of Countdown. This Qualifier has been used for over 10 years
and is a simple filter to ensure high-level sell and low-level buy Countdown completions.
This is not an attempt to optimize, but rather a way to ensure the market is stretched. Con-
sequently, the 13 was registered at the high of the entire move. Note how TDST was not
violated at the low and the market subsequently rallied.
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Figure 2.22 The IBM decline was narrow in the spring of 1994. TD Sequential identified
the low-risk buy area, and the precision was improved by introducing the buy Countdown
Qualifier, which required that Countdown day 13 be less than or equal to the close of
Countdown day 8. This deferred the ultimate low identification, which proved timely. Note
how well the TDST breakout downside in February forecast the completion of the TD
Sequential Countdown. See also how TDST stopped the April rally precisely and in May how
price exceeded the TDST and rallied steeply higher.
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Figure 2.23 This example identifies a TD Sequential Countdown situation, which does not
include the Qualifier day 13 close less than or equal to Countdown day 8 close. Because no
Qualifier is active until day 13 of Countdown, be aware of the potential of the market to
rally but do not necessarily rate its outlook as low-risk buy until the close of day 13 is less
than or equal to day 8 of Countdown. Note also that the solid horizontal line identifies an
optimal TDST indication, and given the fact that TD Sequential recorded a 12 buy Count-
down, you should be inclined to recognize this potential breakout.
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mine what is required to qualify a TD Sequential 9-13 indication. Forfeited
trades are offset, however, by many more that are postponed by failing to
meet this requirement. Consequently, it is recommended that this qualifier
be applied in most if not all situations. You should review the series of sam-
ple charts from various markets illustrating all aspects of TD Sequential,
including Setup, Intersection, and Countdown, as well as TDST indications
(see Figures 2.24 through 2.37).

Certainly, you should experiment with other qualifiers for both Count-
down and Setup, as well as combine qualifiers for Setup and Countdown and
then introduce any qualifiers of your own into the TD Sequential matrix.
Typically, you might want to install six qualifier groups, and within each
group have subgroupings from  to 4 to enable the user to introduce both
“and” and “or” statements or conditions within groups as well as between
groups. All authorized indicator vendor packages include this feature. Addi-
tionally, I recommend that any authorized software prepared to present the
DeMark indicators and that might include qualifiers excluding a specific
Setup or Countdown day(s) for any reason whatsoever—and, as a result,
produce results different than those generated by the standard or default set-
ting for either Setup or Countdown days—include asterisks (or some other
designation) to represent whichever day(s) may have been excluded. By
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Figure 2.25 TD Sequential buy Countdown identified precisely the S&P Cash Index clos-
ing low on December 4, 1987. TDST established a downside breakout level just prior to the
October price decline. The horizontal line defines the point at which price was expected to
reverse trend to the downside.
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-------------------------------------------------------------- 4 18000 Eigure 2.26 On January 23, 1997, TD Sequential on a “one-minute” basis correctly iden-
3 5 : g tified the precise closing high at 13:06 CST and the exact “one minute” closing low at
S AEMERMEIM i:ai SEESEEESES '3515.2- USSR AL 317000 14:55 CST. Note that at approximately 13:30 and 14:05, two TDST levels were exceeded

downside, suggesting continued market weakness and a strong likelihood of TD Sequential
proceeding through Setup and into buy Countdown. Other than the fact that the chart des-
ignates “one minute,” these comments could have been applicable to any other time frame
as well.

Figure 2.24 A TD Sequential 9-13 was generated at the August 1987 DJIA high. Addi-
tionally, TDST indicated a downside breakout in October 1987, just prior to the market
crash, which is identified by the horizontal line.
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Figure 2.27 TD Sequential successfully identified both the precise low and high with 13
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Figure 2.29 The Japanese Government Bond (JGB) high was correctly identified by TD
Sequential. The market’s ability to withstand the subsequent decline and its reluctance to
decline below the TDST level defined by the low of sell Setup day 1 was noteworthy. The
horizontal line indicates the TDST breakout level.

Countdown indications from April to late June 1996. Note that the market was unable to
exceed the TDST level in March to the upside on a closing basis but subsequently did in
May and was unable to exceed the TDST downside level in July—the horizontal lines define
these breakout points.

Figure 2.30 The collapse in copper in 1996 was well publicized. At the time the market
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bottomed, TD Sequential identified a low-risk entry point. The May decline was character-
ized by a TDST downside breakout, which is identified with a horizontal line on the chart.
In fact a price gap downside occurred at the TDST breakout level, and such gap movements
are not uncommon with TDST breakouts.

Figure 2.28 TD Sequential has been successful and sensitive to the identification of
exhaustion bottoms and tops in the currency markets. The British pound June 1996 con-
tract made its low coincident with Countdown 13.
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Figure 2.33 The sugar 1996 hi
Note that the TDST breakout d
extend through completion.

h and subsequent low were identified by TD Sequential:
Figure 2.31 The Canadian dollar peak coincided with a TD Sequential 13 Countdown day. § g 9 y quent

ownside indicated TD Sequential buy Countdown would
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Figure 2.32 The May 1995 price high was identified as a high-risk buy (low-risk sell)
opportunity by TD Sequential.

Figure 2.34 Numerous trend reversals in Philip Morris were identified by TD Sequential
with precision (see Xs on chart). The one occasion in which TD Sequential was silent was in
August, but that high-risk zone was correctly identified if “ignore smaller true high/true
low” Recycle option was selected.

gy



—
Po—
— 1

H X : L : : : : : E
‘Mar Y ‘Ma) Jun Jul 1 Sey ‘Oct ‘Nov Dec
o7 |14 2428 [o7[14121 [2d04 [1[8 [2502[cs[i6 23 [ foe [13]20 27 [og 11 18 25 o1 [os 152220 1z[19]z6 03 [10]17 2431 o7 [1a 2§28 Tos 121827

Figure 2.35 TD Sequential correctly identified both the April 1994 low and the Septem-
ber 1994 high. These indications are identified with an X on the chart. In fact a TD Sequen- - 4
tial Reinforcement low-risk sell indication was given in October (Y) when the market i

recorded a secondary sell Setup. Such indications are generally powerful when they occur.

WH? - Wheat, Mar 97, Daily €QG (c) 1997,

Figure 2.36 TD Sequential correctly identified the April 1996 price peak in wheat and
remained silent for close to seven months, at which time TD Sequential identified a low-risk
buy entry zone—see Xs on chart.
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Figure 2.37 Together with the other TD Sequential examples, hopefully you will appreci-
ate the fact that TD Sequential has universal application to all markets and no optimization
or customization need be introduced.

denoting the deletion of either Setup or Countdown days, the trader is pro-
vided with a perspective of how the Setup or Countdown process would have
proceeded had the qualifiers not existed. The qualifiers presented here are
merely suggestions emanating from many years of experience designing and
applying TD Sequential. In fact, over 14 years ago, creating my own series of
qualifiers and applying the same conditions to all markets produced enor-
mous success in identifying the extreme terminal points of many market
moves. This exercise evolved ultimately into TD Combo (see Chapter 3).
My goal was to create an anticipatory indicator that did not possess the
shortcomings of TD Sequential by generating high-level 13s at bottom areas
and low-level 13s at tops. In order to combat this occasional shortcoming of
TD Sequential, as well as to acquire a greater level of confidence in identify-
ing market bottoms and tops, I established the following requirement: that
prices for buy Countdown become progressively more strained as they move
lower by recording successively lower closes and that prices for sell Count-
down become successively more extreme as they move higher by registering
successively higher closes. Other concerns with TD Sequential were the
requirement of Intersection for TD Sequential and the increasing incidence
of frequent Recycles. TD Combo ignores the issue of Intersection, and by
commencing Countdown during the Setup period and requiring successively



Execution Settings

lower closes for buy Countdown or successively higher closes for sell Count-
down, the likelihood of Recycling is diminished somewhat. As you can read-
ily see, the three perceived handicaps of TD Sequential are either eliminated
or reduced significantly by this relative indicator to TD Sequential. TD
Combo is presented in Chapter 3, and the resolution of these concerns
regarding TD Sequential are addressed there in more detail.

It is not my intention to provide you with fixed settings for any of the indi-
cators. Hopefully, you will experiment and customize the following selec-

tions to fit your specific trading style, expectations, and needs. Although I

recommend these selections since they are the ones that have proven most i
effective and those with which I am most comfortable at this time, they are * §

not necessarily the optimal settings. The specific selection grid presented
here is a version of the standard design that is implemented on most autho-
rized vendor networks.

1. To establish Setup, I recommend the comparison of the close of the

current price bar with the close four trading bars earlier. (This setting for the

“close” appears in the Price column, which defines the price to be compared

with a previous price level, and “4” appears in the Period column since it

defines the number of price bars back to make the comparison and both are }'.1,
situated in the row identified as Setup.) Default for Setup completion is a /@
series of nine consecutive closing price bars less than or greater than the
close four trading bars earlier, depending on whether it is a buy or a sell "3
Setup. (This selection appears in the Signal column and also in the row enti- {8

tled Setup.)

2. To establish Countdown, compare the close of the current bar with \
the low or high two trading bars earlier, depending upon whether it is a buy "
or a sell Setup. (This setting for the “close” typically appears in the Price col- /3
umn, the “2” usually appears in the Period column, and both are situated in ﬁf".;
the row identified as Countdown.) For a buy Countdown the requirement is
a series of 13 closes less than or equal to the low two trading days earlier, and }
the requirement for a sell Countdown is a series of 13 closes greater than or
equal to the high two trading days earlier. (This selection appears in the Sig- .. §

nal column and also in the row entitled Countdown.) Although I prefer in
most instances to use less than or equal to and greater than or equal to for

Countdown purposes, in inactive markets and when applying TD Sequential

to short-term bar charts (1- to 10-minute intervals, for example), it is often
prudent to remove “equal” and rely solely upon less than for buy Countdown
and greater than for sell Countdown.

3. To establish whether Intersection should be active, the box in the
Period column and Intersect row should be checked. You should check it
despite the fact the Intersection requirement is applicable primarily to stocks
and not necessarily to futures, commodities, or indices.

4. To identify in which trading bar to begin looking for Intersection,
make certain that the Intersection box is checked, then initialize this process
by inserting the start date for the Intersection test. A recommended choice is
to use setup price bar number 8 to commence the search for Intersection
(this selection appears in the Signal column in the row identified as Intersect)
since the Countdown generally will commence the succeeding trading day. It
is also important to realize that if an alternative Setup series or time period is
selected, the Intersection selection should be changed as well to adjust to this
change, since Countdown will automatically commence the following trad-
ing day.

5. "To cancel an active buy or sell Setup, select one of the five options
displayed in the Cancel column located in the first row of the category
described in the Advanced column. You might choose CaHTH/CbLTL
(Close above Highest True High for a buy Setup cancellation and Close
below Lowest True Low for a sell Setup cancellation), since it requires a clos-
ing price to be recorded above the highest true high recorded during the
entire buy Setup period for buy Setup cancellation and below the lowest true
low recorded during the entire sell Setup period for sell Setup cancellation.
This selection is checkmarked in the box in the row identified as
CaHTH/CbLTL. The cancellation can occur anytime after the commence-
ment of Setup until the day Countdown has been completed. However,
remember that Countdown is perfected and a Recycle is avoided once a price
flip has been recorded. The requirement of a price flip is eliminated if no
Recycle possibility exists or if the Recycle options preclude it for any reason.

6. To cancel either a buy or a sell Setup prior to Countdown completion,
a contradictory sell or buy Setup can appear—in other words, a buy Setup
would be canceled if a sell Setup is formed prior to completion of the buy
Countdown, and a sell Setup would be canceled if a buy Setup is formed prior
to completion of the sell Countdown. To activate this cancellation process,
check the box in the Cancel column and the Reverse. This is my preference.

7. 'To cancel a redundant Setup, thereby precluding a Recycle, whether
buy or sell, which is contained by the extreme intraday high and low of the
previous Setup—in other words, the second (or more recent) of two consec-

utive, redundant buy or sell Setups whose price extremes do not exceed the
previously active Setup’s extreme high and low price range levels—check the
box at the bottom of the Cancel column and located on the Within row. If it
is not checked, it assumes the same significance as a Recycle. I am currently
experimenting with this option and was initially ambivalent regarding its
value. However, if any Recycle option that “Ignores” the current smaller dis-



tance from high to low or highest close to lowest close, for example, is not
selected, and the standard option Recycle “before, on, or after” is chosen, my
current test results indicate that it be checked, thereby preventing the poten-
tial Recycle due to the Setup’s inability to exceed the original Setup parame-
ter extremes.

8. To determine whether Setup, Countdown, or “Both” Setup and
Countdown are displayed on the chart, the Display column situated on the
Setup row designates the option desired. You may prefer to display “Both”
Setup and Countdown.

9. To identify graphically the specific price bar that qualifies Intersec-
tion, the box under the column Display and on the row Intersect must be

checked. This selection is merely for identification, location, information, '

and overall formation purposes. You may prefer to leave it unchecked.
10. To specify whether the series of consecutive Setup days includes

closes that are less than and greater than the close four trading days earlier
depending on whether a buy or a sell Setup, as well as those days that are 1
“equal,” make the selection in the Parameter box in the Setup row. It is rec- ,
ommended that “not equal” be specified for Setup determination, although 3

on occasion I have elected “equal.”

11. To specify whether the series of Countdown closes includes closes
that are “less than” the low two trading days earlier and “greater than” the
high two trading days earlier depending upon whether a buy or a sell Count-
down, as well as those closes that are “equal,” make the selection in the
Parameter box in the Countdown row. I recommend for daily charts that

“equal” be used and for 1, 5, 10 minutes and other intraday time periods that
“equal” be used for actively traded and volatile markets and that “not equal” 4

be used for inactive markets and very short time intervals (minutes).

12. To apply Intersection to price activity that occurs only during the
period encompassing the Setup phase—“only in Setup” should be selected,
and if Intersection is allowed to occur before, during, or anytime after Setup
occurs. This option is found in the Parameter box in the Intersect row. My
preference is “in or after Setup.”

13. 'To select the method of Recycle or the time to Recycle, refer to the
Parameter column and the Recycle row. The possibilities include the following:

a. Option 4 is the standard, plain vanilla, conservative setting “Before, on,
after,” which indicates that a subsequent Setup—a minimum of nine or

more consecutive closes less than or greater than the close four trading »:
days earlier—either Before, on, or after the 13 Countdown days and prior

to the first price flip day will produce a Recycle.

b. Option 4 is “Ignore smaller true high—true low” and is identical to option
¢ except that true highs and true lows are used instead of chart highs and -

chart lows.
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c. Option ¢ is “Ignore smaller high-low” and specifies that a Recycle is can-
celed if the current Setup distance from maximum intraday high over the
entire Setup period through the minimum intraday low over the same
entire Setup period is less than the distance from the maximum intraday
high over the entire immediately prior Setup period to the minimum
intraday low over the same entire immediately prior Setup period—
remember that a Setup is defined as a series of 4t least nine consecutive
closes less than the close four trading days earlier or 4t Jeast nine consec-
utive closes greater than the close four trading days earlier—both ending
once a price flip occurs, and the Setup period can often continue further
than the minimum Setup requirement of nine consecutive closes less than
the close four trading days earlier for a buy Setup and greater than the
close four trading days earlier for a sell Setup. Consequently, the highest
high and the lowest low recorded over the entire Setup period is 7o just
the minimum Setup period of nine.

d. Option dis “Ignore smaller close—close” and is identical to option ¢ except
maximum and minimum close are inserted instead of highest high and
lowest low.

e. Option e is “Ignore current” and refers to disregarding the most recent
Setup (a Setup in the same direction as the previous Setup and one that
would constitute a Recycle condition for any of options g through ;.

f. Option fis “Ignore all” and disregards all subsequent, redundant Setups
that would constitute a Recycle in any of options g through j and pro-
ceeds through Countdown for each.

g- Option g is “Before or On” the thirteenth Countdown day, and Setup
Recycle occurs if Setup takes place prior to or on Countdown day 13.

h. Option 4 is “on or after” the thirteenth Countdown day provides that
Recycle can occur on or after Countdown day 13 prior to the day before
the price flip.

i. Option 7 is “Only before” the thirteenth Countdown day.

J- Option j is “Only after” the thirteenth Countdown day and prior to the
price flip.

My preferences are the default setting of “Before, on, after” and “Ignore
smaller true high—true low.” L also observe the Multiplier option when apply-
ing the latter proposition (see item 15).

14. "To require a specified consecutive series of closes less than for a
buy Setup or greater than for a sell Setup the close four trading days earlier
other than the standard “9” required for a Recycled Setup, then a Recycle
Count value can be selected to reflect any option from 5 to 15 consecutive
closes less than the close four trading days earlier for a buy Recycle and
greater than the close four trading days earlier for a sell Recycle. Your selec-



tion can be made in the Parameter box in the Recycle count row. My prefer-
ence is the default setting of “9,” which is identical to that required for Setup.
At times, however, I will apply 10 or 11.

15. To disallow any Recycle option that begins with the expression
“Ignore” even though the current Setup (from intraday high to intraday low)
is greater than the previous Setup, the current Setup (from intraday high to
intraday low) must exceed the previous Setup by a multiplier of x times, and
the Recycle Multiplier option selection determines the size of this factor. I
prefer a multiplier from 1.618 to 3.0 times.

16. To liberalize the last of a series of Countdown bars, a selection
entitled TD Termination Count is designed to allow the last element of the
Countdown series to have a relationship in addition to that prescribed for the

other Countdown days. It is defaulted to the closing price of day 13 of
Countdown just like the other Countdown days; however, I occasionally
select “open” to allow the opening price to operate simultaneously with the ;‘
closing price, thereby increasing the probability of fulfilling the Countdown

requirement. I also apply “low” for a buy Setup and “high” for a sell Setup.
17. To specify which Qualifiers to apply to Setup, select the Qualifiers

contained in the Parameters box under the column entitled Parameter. The -

possibilities are numerous. The On box must be checked to activate the spe-
cific Qualifier and the Qual and With columns specify which days prior to,
on, or subsequent to Setup completion are compared. The Qval and Wval
columns specify which price levels are being compared. The Compare col-
umn specifies what type of relationship is selected—remember, if one com-
parison is made for a buy Setup, then the reciprocal should be selected for

the sell Setup; for example, less than (<) for a buy Setup would complement
greater than (>) for a sell Setup, and the combination would appear as b<s>. !
Even though you would like to see the low of day 9 of a buy Setup less than

the low of day 6 and the high of day 9 of a sell Setup greater than the high of

day 6, you may prefer not to activate these Setup Parameter settings when :
looking for a TD Sequential Setup indication; rather, you could activate it
when you want to experiment or apply a qualifier(s) to just the Setup process 4
for purposes of trading only Setups or to apply to TDST (TD Setup Trend) “.
for purposes of defining the trend-reversal levels, but such an activity can

best be manipulated within the qualifiers presented within the TDST study.
18. To specify whether the Setup and the Countdown continue to be
displayed on a chart after the minimum period for Setup and Countdown has

been met, “After signal” should be selected, and if only the minimum periods
are to be displayed, then “Up to signal” should be selected. A good one is 4

“Up to signal” unless you are either comparing Setup periods to determine a
reversal of trend (see TDST), assessing the potential of the current Setup
distance exceeding the distance of the previous Setup in the same direction
and a Recycle option with “Ignore” has been selected, or evaluating the like-

lihood of the continuation of a move exceeding the most recent Setup in the
other direction to determine whether the current price move is a reversal of
trend (TDST) and will mature into full Countdown.

19. 'To specify the Qualifiers to be used for both Setup and Count-
down, as well as their interaction, in order to perfect TD Sequential indica-
tions, select Qualifiers in the Advanced column. The comparison can be
made between Setup days and between Countdown days, as well as between
Setup and Countdown days. The On column must be checked to activate the
specific Qualifier. The Qtype and Wtype determine whether the compar-
isons are within Setup, Countdown, or between Setup and Countdown. The
Qval and Wval specify which levels within Setup or Countdown are com-
pared. Qual and With columns specify which days prior to, on, or subse-
quent to either Setup or Countdown completion are compared. The
Compare column relates to the specific comparison that is made. Note that
if less than or equal to (<=) is used for a buy Setup or Countdown then the
reciprocal greater than or equal to (>=) should be used for a sell Setup or
Countdown, and this combination would be displayed as B<=s>=. You may
prefer to have the close of day 13 of Countdown less than or equal to the
close of day 8 of Countdown for a buy Countdown and the close of day 13 of
Countdown greater than or equal to the close of day 8 of Countdown for a
sell Countdown. At a minimum, you should specify the low of day 13 of
Countdown be less than or equal to the close of day 8 of Countdown for buy
Countdown and that you specify the high of day 13 of Countdown be greater
than or equal to the close of day 8 of Countdown for sell Countdown. In
those instances in which Countdown would have been fulfilled had the Qual-
ifier(s) not been introduced, an Asterisk appears on the price chart to desig-
nate that fact.

20. To group-specific Qualifiers, six sets composed of elements from &
to d have been provided. These groupings enable the user to create “and” as
well as “or” conditions and statements within each group, as well as between

groups for both Setup, Countdown, and combinations of Setup and Count-
down.

You've seen my preferences for the preceding selection options. It
would be a serious oversight not to devote additional time to describe further
the various Setup Recycle options, since they are such a significant compo-
nent of the TD Sequential process. Markets are like living organisms, inhal-
ing (undergoing selling pressure) and exhaling (experiencing buying
pressure). The flow of money into and out of the market dictates its price
movement. Since the market has no obligation to conform to any trader’s
expectations, a trader must measure as best he or she can the market’s price
rhythm and pulse at any particular time. TD Sequential attempts to accom-
plish this goal by identifying prospective market top and bottom price



exhaustion zones. However, events can change at any time to cause a resur-
gence in either selling or buying pressure. Just such inflows or price regen-
erations create Setup Recycles. An effective way to deal with these renewed
price thrusts is to ignore those Setups that encompass less price distance than
the prior price Setup distance. Setups begin with the first day that records a
closing price less than (for a buy Setup) or greater than (for a sell Setup) the
closing price four trading days earlier. The minimum buy Setup series is |
accomplished once nine consecutive closes are recorded; however, the Setup
extends until a contradictory close greater than or equal to (buy Setup com-
pletion) or less than or equal to (sell Setup completion) the close four trad-
ing days earlier is recorded. Then the price comparison is made. If the
current Setup distance from true high to true low is less than the original
(previous) buy Setup distance from true high to true low, the current Setup
is ignored if the selection “to ignore” is made. This Recycle condition is
“ignore smaller true high/true low.” If the current Setup is greater in price
distance, a Recycle exists. There is one exception, and that occurs when the
current Setup distance is greater than the original Setup distance by a factor
of at least 1.618 to 3.0 times. This Multiplier feature is a precautionary
device to alert the trader to a market’s potential price exhaustion area. Figure
2.19 (the MidCap TD Sequential low in July 1996) presents such an event.
The charts in Figures 2.38 through 2.43 illustrate other examples in which
either “ignore smaller true high/true low” or the Recycle Multiplier was the
proper method to use to deal with recycling.

Implementation

The TD Sequential discussion is presented intentionally in the context of |
an indicator rather than as a system. All the variations and considerations
presented for TD Sequential may seem intimidating, but mastering it
should make your life as a trader more successful. Given its massive compo- 3
sition and its numerous variations, an entire book could be devoted to the
TD Sequential indicator. Familiarizing yourself with its features and vari-
ous important components will avail you of the opportunity to choose and
experiment with selections of your own from this dynamic option matrix. In
order to help you, I have designed a robust indicator capable of accommo-
dating most elements of the numerous price pattern conditions and rela-
tionships that are apparent from time to time within the price structure of
markets. This discussion will include the various aspects of TD Sequential,
its salient elements, and its versatility and applicability to markets. Due to
the comprehensive overview presented, the variables that may be intro-
duced to arrive at TD Sequential price execution may vary from one trader
to another. The various components and potential default selections I use
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Figure 2.38 By applying Recycle setting “ignore smaller true high/true low” and the Recy-
cle Multiplier, the sell Setup that appeared just prior to the all-time high in the Japanese yen
was not considered, and as a result, TD Sequential successfully identified the all-time high in

that market. The only excuse to recognize the Setup would have been if the Setup were
greater than the original Setup but less than two times the price difference (Multiplier Value).

SEMDS - Swise Franc-Day Pit, kun 95, Daily CQG (¢) 1997.
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Figure 2.39 Note that TD Sequential with the Recycle option “ignore smaller true
high/true low” and a Multiplier of more than two times the previous Setup identified pre-
cisely the three turning points in the Swiss franc in late 1994 through mid-1995. These
zones are identified with an X. Also note that often when a market is inactive, as it was in
October through December 1994, TD Sequential indications are more sensitive and precise.
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Figure 2.40(a) At the August 1995 high a sell Setup was recorded but the pric'f distancs
from true high to true low was less than the active sell Setup and cop;equently. ignored. ‘
As you can see, this was a proper decision, since TD Sequential identified the price peak.

$.YHOO - Yahoo! Inc, Daily CQa (s} 1997.
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Figure 2.40(b) With the Recycle option setting “ignore s.maIIer true high/true tow{ 3
precise December low was identified as a low-risk entry point. Thc'e conventional setting of ‘i
“before, on, or after,” correctly located the July low. TDST correctly identified trend reversals.

100

Figure 2.41 The TD Sequential Countdown occurred close to the November 1996 low. As
price rallied, there were two sell Setups, and the most recent Setup completed in late
December was greater than the active Setup and less than the Multiplier value of 2. Conse-

quently, the sell Setup was Recycled. The TDST breakout upside in November foretold of
higher prices.

NGX96 - Natural Gas-Pit, Nov 96, Daily €QG () 1997.
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Figure 2.42 By installing the Recycle option “ignore smaller true high/true low,” the Sep-
tember 1996 price low was identified by TD Sequential.
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most often are presented. Although each item h?s l.)eefl an important con- ;:
sideration in my construction of the TD Sequential 1n(.11cator, many of these 1
refinements are not crucial to the successful application and 1mplcmenFa-
tion of TD Sequential. Furthermore, there is no need for you to cust‘onuz(.ie 4\
or optimize the variables to conform to the market being momltor(.: - ]
Although there probably exists an ideal set that measures the naturla price
rhythm and exhaustion tendencies of most markets,. the suggested se ;(-:u}:):z
are generic in the sense that they are a good starting point frpm whic ©
apply this indicator. Your evaluation and installation of the variables lzlnpo
tant to TD Sequential should be preceded by careful fOI‘CthO}lght and con- §
sideration of criteria such as, entry, exit, and stop-loss con'tmgenmes. For ,4
the sake of completeness, you should familiarize yourself with some of the

following options as well.

Entry: A major issue confronting a trader any tjme.a “?—13” (comp.le:;d
Setup and Countdown) indication for basic TD Seq'uenu_al is generated is the
possibility of a Setup Recycle occurring prior to a price flip, thereby reqmm-lfl
the abort or cancellation of the Countdown and, consequently, the potenti 4

Figure 2.43 The August 1996 high was identified by TD Sequgntia| once the R(:’cycle
option “ignore smaller true high/true low” was introduced. Had it not, the Countdown ]

would have been postponed due to the Recycle.

trade. The various entry techniques I propose include the following:

1. The most venturesome and risky approach is to take entry on the thir- }

teenth day of Countdown.

2. Another method intended to reduce the likelihood of a Recycle and

ensure the chance of a successful trade is, subsequent to Countdown day
13, the first closing price recorded that is greater than the opening price
is a good confirmation of a bottom, and the first closing price recorded
that is less than the opening price is a good confirmation of a top.

. This option is added to option 2 and requires that (a) subsequent to

Countdown day 13, not only is the closing price greater than the opening
price the same day, but also the high that same day is greater than the pre-
vious trading day’s close at a potential bottom and (b) not only is the clos-
ing price less than the opening price the same day, but also the low that
same day is less than the previous day’s close at a potential top. For more
conservative traders who are willing to accept a less advantageous entry
price, I suggest that instead of the requirement “the high the same day is
greater than the previous day’ close,” the high is greater than the previous
day’s true high be applied and, likewise, instead of the requirement “the
low the same day is less than the previous day’s close,” the low is less than
the previous day’s true low be applied. In either case, this search process
commences the trading day following the thirteenth day of Countdown.

. Another more conservative method to avoid the risk of Recycle is to

require a price flip (close greater than the close four trading days earlier at
a low or a close less than the close four trading days earlier at a high)
before entry is made and prior to a renewed price Setup. By definition, this
approach guarantees no possibility of a Recycle, but unfortunately, this
option often translates into a forfeiture of a more favorable entry price.

- Another technique to initiate or to add to an existing position is to place

an additional order to buy just above the stop-loss level at a low and to sell
just below a stop-loss level at a high (see stop-loss discussion that follows).

- Another approach applying a discipline similar to option § is to buy or

sell an additional position when a 9-13-9 occurs—in other words, when-
ever a TD Sequential Reinforcement indication occurs (see following).

- Further, in order to prevent the possibility of Countdown proceeding to

“12” and price reversing without recording a “13” Countdown, you
might occasionally use the open price or low for buy and high for sell
rather than the close—or a combination of the open, the low and the
high, and the close—to arrive at the Countdown 13 indication (see Ter-
mination Count in previous Countdown discussion) to ensure entry. This
last selection is called TD Termination Count in the software selection
since a trader may elect to terminate Countdown with a value other than,
or in addition to, the standard close for “13”—this option applies only to
the final Countdown day.

- By synchronizing a shorter-term (time interval) TD Sequential low-risk

indication (e.g., on a 1-, 5-, or 30-minute basis), the entry level and tim-
ing can be perfected further.
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9. Another effective technique requires the construction of a TD Supply
Line™ at a low and a TD Demand Line™ at a high to fine-tune the low-
risk entry zones. '

10. Atleast six other entry techniques used to define and refine low-risk entry |
include TD Combo, TD Diff, TD REBO, TD Open, TD Tiap, an
TDPOQ, as well as various other indicators presented in the book in
combination with one another.

Profit level: Generally, you may look to take profits once an (.)pposing
Setup—in the other direction—is formed and the highest closing price of the
current Setup period fails to exceed the intraday peak of thej opposing Setup
or the lowest closing price of the current Setup period fall§ to exceed the 4
intraday low of the opposing Setup. This method conforms with the precepts §
for the TDST indicator. If, however, the closing price subsequent to a price §
bottom does exceed the intraday true high—or, subsequent to a price peak, §
the intraday true low—and is confirmed (see foregoing TDST), then gener-
ally expect price to continue through the Countdown process, and once 1
Countdown is completed you can take profits and occasionally reverse at that
time to participate in the primary trend. Obviously, other exit techmgues can §
be used: dollar value profit-taking levels (once a prescribed profit is made,
then exit); trailing dollar stop losses; a series of consecutive up closes (ork
down closes); a series of consecutive closes greater than the open '(less th.an ¢
the open); the first profitable opening price; the first trading day with a price 4
range at least double the range of the entry day or double the range ’of th
previous trading day; the first day with a low greater than the entry 'day. s hig]
(high less than the entry day’s low); and the introduction of other indicators 3
presented in this book, such as TD Moving Average I (TDMA 1), REBO,
TD Open, TD Trap, and TD Lines.

Stop loss: Since this stop-loss technique was created over %0 years ago, {
it’s been applied to a number of indicators. It still has an amazing ability to
protect me from prematurely exiting a trade, as well as its ability to be s.uff{- 1
ciently sensitive to changing market conditions. In fact, there have been indi- 1
viduals who have used TD Sequential, and once this stop loss has been £
triggered, they have exited the trade and have, at that same time, successfully 1
reversed their positions, because when a TD Sequential trade does not work, g
as Paul Tudor Jones observed and described it, “it really doesn’t work.” So 1
impressive was the stop-loss performance that I subseqqently develop?d an
indicator called TD Stop Reverse,™ which utilizes a similar approach, inde-
pendent of any entry technique whatsoever, to initiate t}‘adfas as well.. Repeflt— 1
edly, when a TD Sequential 9-13 low- or high-risk 1pd1c?non fails, price
accelerates quickly in the breakdown directior}. At the time it fail_s, the forces ]
of supply and demand have shifted so dramatically th'?lt rapid ad)ustments' to
the price structure take place. The stop-loss method is as follows: At a price ]
bottom. identify the lowest low, including all the days of Setup and Count- }
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down. Then calculate the difference between the true high (the high
recorded that same day or the previous day’s close, whichever is greater) and
that same day’s price low. This true price range is then subtracted from the
low that same day. Should price close below that value, the stop loss would
be triggered. Conversely, a stop loss at a price peak is calculated as follows:
Identify the highest high of the entire Setup and Countdown periods. Then
calculate the difference between the high and the true low (the low recorded
that same day or the previous day’s close, whichever is less) and add that value
to that same day’s price high. If price closes above that peak, then the stop
loss would be activated. A more liberal method would be to require two
closes below and above the calculated stop-loss levels. A more conservative
method (not recommended) would be to install stops at intraday—not clos-
ing—price-level violations. Another buy-stop loss identifies the lowest day of
the entire Setup and Countdown period, calculates the difference between
the intraday low and the close that same day, and subtracts that difference
from that same day’s intraday low—if there are recorded two consecutive
closes below that level, then the stop loss is triggered. Conversely, a sell stop
loss is calculated by subtracting the difference between the highest intraday
high of Setup and Countdown and the close that same day. If price closes
above that level for two consecutive days, then likewise the stop loss is trig-
gered. Another stop-loss method applies a flat dollar amount to the entry
price, and if price exceeds that value either intraday or on a closing basis,
then the trade is exited.

"o complement these stop-loss methods, it is suggested that as price
approaches the stop-loss level an additional entry (entries) can be taken,
since the risk associated with the trade diminishes. In other words, you may
wish to lower your average price at a low or raise your average price at a high
by adding to your position as price approaches your stop loss. Obviously,
such a practice is gutsy, but if the stop loss is effective and if you are com-
fortable assuming the limited risk, it is an approach worthy of consideration.

An alert individual trader asked me what to do if an entry were to occur
subsequent to the completion of Countdown and that entry price were out-
side the stop-loss zone. It was an astute observation on his part for the fol-
lowing reasons: For example, if a trader were to wait for a close greater than
the open on a day subsequent to recording the thirteenth day of Countdown
to execute a buy entry, and a close of a day subsequent to the thirteenth day
of Countdown and prior to this entry is below the stop-loss level, then how
should the trader deal with this event? Experience seems to indicate that
whenever this situation occurs, price typically Recycles. (See Figure 2.44, the
S&P December 1996 futures on November 9.) But such occasions arise only
if a trader attempts to perfect his or her entries into a market, which, by the
way, is the method I recommend for a trader to be successful.

- Included in this chapter is a series of charts identifying TD Sequential
low-risk 9-13 indications over a number of diverse markets usine the conser-
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Figure 2.45 This is a chart of September 1996 U.S. Treasu
. ' .S. ry bonds. In August of 1995 and
January 19.96'. th_:s contragt was inactive. Nevertheless, TD Sequential ggnerated Cou:t-
down 13 indications precisely at the low and the high. As the contract became more

actively traded in May 1996, the 13 Countdown o j
| , ccurred as well at the low just as di
most actively traded bond futures contract at the same time. ] *cid the
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Figure 2.44 The thirteenth day of TD Sequential Countdown was recorded on November
4. If you do use entry techniques, such as a close less than the open and a low the same day 3
less than the previous day’s close, you would not have sold. In fact, the stop loss based upon ‘%

the true price range of the highest trading day of the entire Setup-Countdown period is [ o copp i, vt . Dty coa e 9.
below the highest price appearing on the chart, and consequently the sell would not be : :
taken because by the time it was effected, the stop loss was triggered. ! B X[ 11500
| o Hlj}ph}l_ ol Lq . .
vative Recycle qualifier “on, before, and after.” In addition, there is a group of . }, il . ‘llru ' I..‘l .................
charts that have applied the more liberal Recycle qualifier “ignore smaller ‘I """"""""""""""""""""""""""" -

true high/true low,” which compares the price distance traveled by the cur-
rent Setup and then relates it to the previous Setup. If the difference is less,

the current Setup is disregarded and Countdown is continued. Together with § _ .

this latter option, “ignore smaller true high/true low,” I have introduced the 7 " ll‘ .............................. L
Recycle Multiplier, which ignores a Recycle if the price distance traveled for § .1{;:.[,’-.'.1.'.“{“?_"_[ - D E }!ll!;' hl B

the current Setup is more than two (or three) times the previous Setup’s price v 'ﬁl o [[,l,“lli! -
difference. Additionally, you’ll find numerous observations that should bene- § . H “‘H oo
fit a trader who uses TD Sequential. First of all, inactive markets are gener- jf : ’g(:?l['b‘ll’ :

ally more sensitive to TD Sequential indications and, consequently, if trading B S ks
futures markets, you should often review the activity in distant contracts to Ty o = o = = e = Q:“

confirm nearby, more active, contract TD Sequential Countdown indications .
(see Figures 2.45 and 2.46). You can also apply TD Sequential to intermarket 3
and intramarket price spreads, low-priced stocks or even options, and statisti- 3
cal market data, such as upside and downside volume, and advancing and
declining stocks, even economic statistics, with surprisingly good results. For 4
example, Figures 2.47a through e illustrate such applications.

flgure 2.f16 Although in both August and November 1992, the March 1993 copper con-

ract was inactive, the TD Sequential low- and high-risk indications were precise—see Xs on
chart. Whereas Figure 2.45 used the standard Recycle default “before, on, or after,” this
example uses “ignore smaller true high/true low” difference with a Mulltipliér of 2. ’
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Figure 2.47(a) This chart identifies the TD Sequential Setup and Countdown for the New 4

. . . sed
York Stock Exchange declining issues daily. The same comparisons and time periods u

for TD Sequential are applied, and amazing results are producedr; Seettr:\:Ll :\: ;I;nrll'(tesetgc g
c? r f Countdown occurred on October 25, 1996. Figure 2.4?b shows e o o
E:Zh(;nge Average and identifies October 25, 1996, to establish a perspe B

the Countdown occurred for the market average.

NCCS - NYSE Composta ndex, Daly

T 25 thirteenth day of Count- §

i le point in time to the October 25 thirteenth day
Flgurefz.‘:;c(ebrzlev/v\ chrrl?ggi: Ech)hange declining issues YVhICh is identified in !:IQU"e tzotZ: 1
ic:or\rllvanrkzé on this chart for reference purposes. By comparing the two charts, it is easy :

hat whereas the date on which the declining issues indicated a TD Sequential potential
that where

bottom, the NYSE Stock Index did as well (see Figure 2.47a). Consequently, it behooves a
ottom,

trader to integrate analyses for both indices to determine investment opportunities.

1N

Figure 2.47(c) Quite by accident
it worked well. One should await
This chart displays the Euro Swiss
trend turns subsequent to the TD

, TD Sequential was applied to spreads and, amazingly,
a reversal in the trend to indicate a low-risk entry zone.
franc—Euro lira spread, and the Xs indic
Sequential 13 Countdown days.

Figure 2.47(d) Once again, the versatility of TD Sequential is demonstrated. Whereas Fig-

ure 2.47¢ was an intermarket spread, this example is an intramarket spread (as is Figure
2.47e). Also note TDST indications on chart.

ate the low-risk
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Figure 2.47(e) The top of this intramarket soybean spread was correctly identified by TD :
Sequential Countdown 13.

Although it is necessary to establish guidelines and param:}tler setlt:mgsf ]

. of |

for TD Sequential and not to deviate from them lest you enter 1'e rea n;l *1
optimization modeling, T have observed what appear to be anomalies in price §

ed.
behavior in various markets. These are noteworthy and should be address &

For example, whereas I have always applied a SeFup relaUOn§h1p 1S)f F:: cCu(nrl:
rent close versus the close four trading days earlier for a series of ni oo
secutive closing prices, in the cash currencies markets a Setuphserfis o aluite ]
consecutive closes often appears to work as well, and you shou e\;onow 3
similar adjustments and applications to.the cash markt;,lts g(;);ﬁrgi};u o
However, you should remain consistenF in your approach. I riZ; >
ter results may accrue by using a combination of both the oper}imga fkets e
the closing price for the thirteenth day of Couptdown for casd mlon s
previous discussion of TD Sequential Termlnatlon'Count)ilan las efo e
opening and the closing prices occur at the same time eac 1 j)rlce tli)nue o
a level of consistency is maintained, TD Sequential should con

effective and responsive.

TD Sequential Reinforcement™

ivati D Sequential pattern 4

rs, | have observed a derlvatlve‘ T q ' 3

tThhiﬁihiziiig EZ reliable and has produced credible results: This pattern 1
is ialled I’)I‘D Sequential Reinforcement because not only does it have a clas-f ]
sic 9-13 low-risk buy or sell indication, but subsequent to the occurrence of 3

D it « 813

a price flip, it also records another Setup, which serves in a sense to reinforce
or confirm the original 9-13 indication. This reinforced Setup subsequent to
the TD Sequential low-risk buy or sell Setup can occur above the lowest low
of the previous buy Countdown and below the highest high of the previous
sell Countdown, or it can occur below the low of the lowest buy Countdown

day or above the high of the highest sell Countdown day (see Figures 2.48
through 2.50).

TD Price Flip Trend™

Simple techniques such as variations of TD Price Flip are valuable starting
points to construct methods for anticipating trend reversals. By definition,
the first step for a market that is reversing trend upside is to record a close
greater than the previous day’ close. At the same time, the price action must
be initialized by requiring that the close one trading day ago be less than the
close two trading days ago. By extrapolating this concept further, potentially
a new uptrend is defined whenever price closes greater than the previous
trading day’s close. Extending this reasoning to other price relationships,
such as whenever price closes greater than the close four trading days earlier
and the previous day’s close is less than the close five trading days ago, other
-+ indications of a potential upside reversal confirmation can be defined and
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Figure 2.48 TD Sequential Reinforcement is most effective when the lowest close of the
Setup that is formed subsequent to day 13 of TD Sequential Countdown is contained by the
intraday low or high, depending whether it is a potential buy or a sell indication.



Figure 2.49 TD Sequential Reinforcement patterns 'record the secondary or "reinfon:ce-
ment” Setup subsequent to the occurrence of a price flip. In the case of the rgcycle select.:lon
“ignore smaller true high/true low,” the potential Recycle Setup may be ongoing at the time
the low-risk 13 indication is given. A trader must wait to be certain thgt the current Setup
does not exceed the distance of the previous Setup, and if it c'ioes, the"n |tllrr)ust be greater. by
the Multiplier amount. Because the Setup is ongoing at the time the" 13" is rfcorded,- thIS.IS
not a true TD Sequential Reinforcement pattern or refgrred to as a“9-13-9. The price flip
must occur prior to the last Setup. Note how well TDST identified the breakout in December.
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Figure 2.50 Gold identified a low-risk TD Sequential buy zone in January 1997.. Sub§e- "
quently, a trader would likely have been stopped out. However a 9-13-9 TD Sequential Rein-

forcement low-risk buy indication occurred one day before the low close. Coupled with the
fact that TD Trend Factor indicated a bottom at that price level as well, a trader was pre-

sented with a low-risk buy opportunity.

- | .

IR IaLivL 112

easily described. In other words, to commence an upside trend, the previous
trading day’s close must be less than the close two trading days ago or five
trading days ago, whichever the trader might be inclined to select. Obvi-
ously, these suggestions are for upside breakouts. To accomplish the same
conclusions for downside moves, the process should be reversed: The previ-
ous trading day’s close must be greater than the close two trading days ago or
five trading days ago, whichever the trader might be inclined to select. In any
case, entry at the inception of a trend that is being established is ideal, since
a trader is not only able to maintain an edge over the conventional trend fol-
lowers, but also to confirm entry based upon other trend-anticipatory meth-
ods. However, the risk of price whipsaw in a nontrending, trading range
market does exist when using this market timing approach. Consequently, it
is prudent to set stop losses to prevent false starts. I am not espousing TD
Price Flip Trend as a trading system by any means. Rather, with the intro-
duction of a few minor adjustments and qualifiers, this technique can serve a
trader well in confirming price trends and assuring entry at the inception of
a trend reversal. In conclusion, other comparisons can be implemented as
well. For example, if the close one trading day ago is less than the opening
price that same day, and the current trading day’s closing price is greater than
the current day’s opening price, then a similar indication exists. To apply this
same methodology to the downside trend reversal, the close one trading day
ago must be greater than the opening price one trading day ago, and the cur-
rent day’s closing price must be less than the current day’s opening price.
Other price relationships and comparisons can be easily substituted and
used for the TD Price Flip closes as well. For example, highs, lows, opens,
midpoints, and averages can be compared with comparable prices ¥ number
of days earlier, or different price comparisons can be made, such as close ver-
sus open or high versus low. A myriad of selections and time periods exist,
and you should use those price levels and time series with which you are most
comfortable. Just remember that the start of any market advance is always
identified and clearly broadcast, as subtle as it may seem, by an initial price
flip, whether it be a one-, two-, three-, or four-day (or some other) compar-
ison. The trader’s only dilemma is to distinguish between the legitimate and
bogus price reversals. That is why I recommend using additional filters, such
as the introduction and employment of a series of price comparisons, combi-
nations, and qualifiers to confirm the possibility of the inception and the
continuation of the trend reversal and to ensure the likelihood of further
price follow-through by introducing other confirming indicators such as TD
REBO into your analysis. Also, research indicates that once a basic price flip
occurs similar to the first day of a buy Setup (close greater than close four
trading days ago and the previous day’ close less than the close five trading
days ago), this positive closing price relationship typically extends for an
additional three to five trading days. Conversely, you can reverse this rela-
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tionship for suspected downside price reversals. Figure 2.51 illustrates the
effectiveness of such a method in a trending market. However, to avoid false
breakouts in trading range markets, qualifiers should be introduced and
other indicators be followed to confirm these moves; you could use TD
REBO, TD Trap, TD Open, short-term TD Sequential and TD Combo
confirmations, and others. In conclusion, Figures 2.52 through 2.55 are pre-
sented for additional information.
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Figure 2.51 To identify the TD Price Flips, set the TD Sequential Setup to one consecutive

close greater than or less than the close five trading days earlier instead of nine consecutive
closes greater than the close four trading days earlier. Try experimenting with other TD Price
Flip relationships. The letter X below the price bar on the chart identifies the TD Price Flips
downside, which may be a precursor to the inception of a downside move, and conversely,
the letter X above the price bar may be the precursor of the inception of a trend upside.
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Figure 2.52(a) The TD Sequential low-risk sell indication for the NASDAQ 100 futures
occurred on January 22, 1997—much earlier than the indication for the major indices (see
Figure 2.53). The TDST level appears just below the 816 level.
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Figure 2.52(b) For inactively traded markets or in sideways, nontrending markets—this
pertains primarily to stocks—it is often preferable to require the TD Sequential Countdown
process to exclude those closes that were equal to the high or low two trading days earlier.
In other words, for a buy Countdown the close must be less than the low two trading days
earlier or the close must be greater than the high two trading days earlier. Whereas this
chart illustrates the TD Sequential buy indication “13” on December 26, this low-risk entry
technique requires a close greater than the open on a subsequent trading day and whose
high is greater than the previous trading day’s close, a prerequisite fulfilled on January 2 (X).
Note how the upside price movement in February is stopped cold at the TDST level (Y).
Compare this chart with Figure 2.52c.



Figure 2.52(c) This chart applies the TD Sequential requirement, referred to in Figure

2.52b, that the close be less than, not “less than or equal” to the low or high tvyo trading
days earlier. Note again the TDST resistance apparent in February that repelled prices to the
downside.

SPH? - S&P 500-Day Pit, Mar 97, Daily cg_c%(o) 1997.

Figure 2.53 Compared to Figure 2.52a, the S&P future low-risk sell indication came one

month later. The first close less than the open and low less than the previous trading day’s
close is the high day. The TDST level was 815.00, and the March rally closing high was
815.00 precisely. Note how well TD Channel |l (see Chapter 11) defines the various trading

days’ high and lows.
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Figure 2.54 The TD Sequential high-risk 9-13 indication for the S&P cash in February was
the first 9-13 since the 9-13 low-risk buy indication in late 1994. All subsequent “9”s recy-
cled.
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Figure 2.55 Note the buy Setup that was completed on March 24 was less in price dis-
tance from the intraday true high to intraday true low than the previous buy Setup com-
pleted in February. By electing to “ignore smaller true high/true low,” the TD Sequential
low-risk buy zone identified the intraday low prior to a significant rally. The TDST is also dis-
played, and indicated an advance through TD Sequential sell Countdown.



Chapter

TD Combo™

The late 1970s and early 1980s were marked by the tendency of many mar-

kets to operate within trading ranges. Not only were my range expansion
breakout and volatility indicators beginning to experience a difficult time,
but so were many of my confirming trend-following mdlcatcors. .In addition,
TD Sequential was not always identifying the low- and hlgh-nsl.( zones at
their troughs and peaks as it had previously done so well. Sure, important
reversal zones were being highlighted, but the accustomed accuracy and pre-
cision in identifying price extremes and exhaustion levels were lacking.

Therefore I experimented and introduced a series of qualifiers that, by deg- )
nition, stretched the Countdown process to price extremes and thereby

ensured that the 13 Countdowns would have a tendency to seek the extreme

price tops and bottoms. For example, my standard default selection require(i: |
that the close of Countdown day 13 be less than or equal to the close of

Countdown day 8 at a potential price low and that the close of Countdown

day 13 be greater than or equal to the close of Countdown day 8 at a poten- |

tial price high. Even this qualifier did not always ensure a price extreme, an

by introducing an additional series of qualifiers I oftentimes precluded any -

indication whatsoever. Additionally, there was a risk of indicator optimiza-
tion. At the same time, as a result of an increasing number of traders becom-

ing familiar with the TD Sequential methodology, its effectiveness could

conceivably diminish over time, and I wanted to maintain a trading edge.

Consequently, TD Combo was born.

As with the other indicators presented throughout this book, the entire
research project for TD Combo was conducted without any assistance and
without the use of computers. Only as a result of long, tedious chart inspec-
tion and trial and error was this project accomplished. Although TD Combo
has been applied to thousands of charts over various markets and time inter-
vals for many years, I am discovering and developing new variations, appli-
cations, and interpretations for this methodology even to this day. Because
this research effort is ongoing, after you have studied and applied TD
Combo you should create and experiment with derivatives of your own. To
perform effectively in the trading arena requires extensive research and
analysis, and my suggested indicator settings may not necessarily be optimal
and may, in fact, be inferior to those you may uncover and develop as a result
of your own testing of these indicators. Should you be lacking in program-
ming skills, at the conclusion of this book there’s a list of authorized services
to which you can subscribe that have already programmed TD Combo, as
well as many of the other indicators in this book, into a master template you
can use to introduce variations and qualifiers of your own in order to exper-
iment and to customize these techniques. This announcement is not
intended to advertise these vendors, but to alert you to the fact that if you are
like T am and not computer literate, or if you do not have the time or the

~ interest to be bothered with anything other than researching and developing

indicator components and options, this is certainly a viable alternative to
spending time creating and writing research programs that already exist.
There are two key elements to TD Sequential—Setup and Count-
down—that are likewise critical to TD Combo. Whereas Intersection is a
third component of TD Sequential, especially when this indicator is applied
to individual stocks to protect against the double-edged threat of bankruptcy
and buyout, TD Combo does not require Intersection to occur for either
stocks, futures, indices, or any other market for that matter. Furthermore,
although the requirements for Setup are the same for TD Sequential and TD
Combo, they differ for Countdown in three important respects. Specifically,
TD Sequential Countdown commences on day 9 of Setup, provided Inter-
section has occurred on either trading day 8 or trading day 9, and Countdown
is postponed until the day Intersection occurs if Intersection takes place sub-
sequent to day 9 of Setup. TD Combo, on the other hand, not only disregards
Intersection totally, but it also begins Countdown on day 1 of Setup. This
may appear contradictory and unorthodox: How is a trader able to begin
Countdown on day 1 of a Setup if the minimum requirement for Setup—nine
consecutive closes less than the close four trading days earlier for a buy Setup
and nine consecutive closes greater than the close four trading days earlier for
a sell Setup—has not even been accomplished at that time? The answer is
simple: TD Combo backtracks in time once the minimum Setup requirement
has been fulfilled. In other words, once the minimum price relationship



required for Setup is complete, TD Combo refers back to fiay lcof Se:lu};agli(i
begins Countdown on that day. Hence the name C(?mbo, since ou.nttho
~ not limited to the period subsequent to the perfection of Setup, as is 3 case
with TD Sequential. The following discussion will descnbe the ((Zioun:ii ;)fwn
process for TD Combo in more detail and explain h-ow this proce 1'1;16 ers
from the traditional Countdown process employed in TD Sequential.
Generally, as buy Countdown for TD Sequenual unf(?lds anld suci:es-
sively qualified closing prices are recorded, ideally the ultimate low close
approaches, and conversely, as price advan?es and sell Countdown proﬁr(jﬁzs
through completion, ideally the ultimate high close grows closer alsl \la)ved.1 | s
makes sense, since sooner or later the current Countdown close wi fil be tilst
close of a series of lower closes, and the current Countdown close will be the

Jast close of a series of higher closes. By working backward frc_>m major' hisFor— b
ical price lows and price highs, I experimented with many price combinations

and relationships before arriving at a method to identify the termination points

of price trends and to avoid Countdown occurring ata level othe.r tban a recefnt L":
price bottom or top. The following conditions provided the major 1mpfftLllsbor

my research effort: (1) an increasing tendency of TD Sequential low;ns uz ,;
Countdown completions that occurred at elevated levels above the owls a\n1 :
low-risk sell Countdown completions that occurred at depresse(ii Seve s :
beneath the highs and (2) the increasing frequency .of markets to rc;lcordi etuI}
Recycles. TD Combo is specifically designed to circumvent the handicap of

high-level 13 buy Countdowns at price bottoms and low-level 13 sell' CounF-
downs at price tops. When first developed, it appeared to be an effective anti-

dote to the plague of TD Sequential Recycles. Experience indicates, %;owev&:lr;
that Recycling is a bugaboo for TD Combo as well, but not necessari ylto. g
same degree as TD Sequential, since TD Cqmbo Countdown com[()i etio |
occur either quickly in both sharp market dechpes and steep ma.rket : Vanf::i::
or slowly when a market is moving essentially sideways with a slight . ow'nsil S
or upside bias. In either instance, the potential of TD Combo recych?% is ei_ E
likely than TD Sequential since in a fast market move the chance o thm;:inrs -
down completion is more likely because Countdown can commence the

day of Setup, and in a sideways market if a Recycle Setup occurs, it is usually

before Countdown is complete. On the other hand, in the case of TD Sequen- |
tial, Countdown can be completed in a trading range only to be Re?yc.led ortl;e

price breaks out. Just as with TD Sequential, I have attempt'ed to ehmma:)e be
frequency and impact that Recycling can cause when applypg TI()iiCom‘ 0 O); 1
introducing the same series of Recycling options presented in the SCUSSSIOD g
TD Sequential. Similarly, these Recycle options address 'redund?nt : etup:
(Recycles) and serve to qualify overlooking their presence in certain c1r§um-
stances. These filters enable a trader to perfect the TD Combo Cou‘nt own
process by ignoring or eliminating Recycle occurrences. These options are

discussed later in this chapter. Although Intersection is not a consideration
iscus .

with TD Combo, this does not preclude you from experimenting and creating
Intersection applications of your own.

"The process required to identify either a TD Combo buy or sell Setup
is identical to the Setup procedure for TD Sequential in every respect. First
of all, to establish a buy Setup, the first day of a buy Setup series must be ini-
tialized by requiring that the previous trading day’s closing price be greater
than or equal to the close four trading days before that trading day, and if you
are looking for a sell Setup, the first day of a sell Setup series must be initial-
ized as well by requiring that the previous trading day’s closing price be less
than or equal to the close four trading days before that trading day. Then
proceed to compare the close of each succeeding trading day with the close
four trading days earlier. Once a series of at least nine consecutive closes less
than the close four trading days earlier for a buy Setup or a series of at least
nine consecutive closes greater than the close four trading days earlier for a
sell Setup has been recorded, then the minimum requirement for either a
buy or a sell Setup has been met. Please note for purposes of applying Recy-
cle qualifiers, as well as TDST, that Setup is not necessarily completed once
a series of nine consecutive closes have been recorded. Rather, Setup contin-
ues for as long as the series of consecutive price relationships continue and is
terminated only when the series is interrupted by registering a close greater

than or equal to the close four trading days earlier for a buy Setup or a close
less than or equal to the close four trading days earlier for a sell Setup.
Once the minimum requirement for either a buy or a sell Setup has
been completed by recording a series of either nine consecutive closes less
than or greater than the close four trading days earlier, Countdown for TD
Combo commences. In order to identify a potential TD Combo buy
Countdown day, I compare the close of day 1 of Setup and the low two trad-
ing days earlier. If it is less than or equal to the low two trading days earlier
and the low that same day is less than the previous day’s low and the close is
less than the previous trading day’s close, I have recorded day 1 of TD
Combo Countdown. Subsequently, I compare the second day of Setup with
the low two trading days earlier. If it is less than or equal to the low two
trading days earlier and the low is less than the previous trading day’s low
and the close that day is less than Countdown day 1’s close and also less than
the previous trading day’s close, then the second day of TD Combo Count-
down is registered. Whereas for Countdown day 1, a trader is unable to
compare the close that day with a prior Countdown day’s close, since none
existed previously, on Countdown day 2 this comparison can begin, since
Countdown day 1 has been defined as a prior reference price. Next, I con-
tinue to evaluate each successive day and make the same comparisons. If any
of the closes is less than or equal to the low two trading days earlier and the
low is less than the low of the previous trading day and the close is less than
the previous Countdown day’s close and the close is less than the previous



trading day’s close, then another buy Countdown day is recorded. This is
TD Combo version 1, and this process continues until 13 Countdown. days

are accumulated in this fashion. The key elements of TD Combo version 1
buy Countdown are threefold:

1. The close is less than or equal to the low two trading days earlier.
5. The Countdown day’s low is less than the previous trading day’s low.

3. Fach successive Countdown day’s close is less than the previous Count-
down day’s close—obviously, this requirement does not apply.to day 1 of
TD Combo Countdown since no Countdown day preceded it—and the

previous trading day’s close.

The key elements of TD Combo version 1 sell Countdown are as follows:

1. The close is greater than or equal to the high two trading days earlier.

2. The Countdown day’s high is greater than the previous trading day’s high.

3. Each successive Countdown day’s close is greater than 'the previous
Countdown day’s close—obviously, to reiterate, this requirement doc?s
not apply to day 1 of Countdown since no Countdown day preceded it

and, consequently, cannot be used as a closing comparison—and the pre-
vious trading day’s close.

It should be clear that by definition the lowest close recorded over the entire . 3
series of TD Combo buy Countdown trading days once day 13 o.f TD =
Combo buy Countdown is completed is also the lowest close of the entire 13 -
Countdown days. Conversely, the situation is reversed for a sell C?mtdo@, .
since the highest close of the entire TD Combo sell Cour}tdown is the thir-

teenth Countdown trading day as well. By definition this is t'he case, and for §
that one trading day, at a minimum, the absolute low or high close of the
most recent price trend is identified. Once the thirteenth day of Countdown

has been recorded, only three trading considerations arise: (1) a subsequent
closing price or series of closing prices that are below a TD Combo Count-

down 13 bottom by a specified amount or above a TD Combo Countdown ;i
13 top by a specified amount and that could thereby trigge? a stop loss, (2) a
renewed Setup that can cause a potential Recycling condition, and (3) the 5
specific technique to be used as a filter to time market entry subsequent to

recording a TD Combo 13. This is TD Combo version 1.

TD Combo version 2 differentiates itself from TD Combo version 1 in
one respect only—the process by which the Countdown days subsequent to "

Countdown day 10 are calculated. Whereas TD Combo version 1 counts each

day the same regardless of which Countdown day it is, TD Combo version 2

is less restrictive when identifying Countdown days 11, 12, and 13, since for a
buy Countdown, days 11, 12, and 13 need neither close less than or equal to

the low two trading days earlier nor record a lower intraday low versus the pre-
vious trading day’s low, needing only to record three successively lower closes.
That is, the close of Countdown day 11 must be less than the close of Count-
down day 10, the close of Countdown day 12 must be less than the close of
Countdown day 11, and the close of Countdown day 13 must be less than the
close of Countdown day 12. Conversely, for a TD Combo version 2 sell
Countdown, the identification process for Countdown days 1 through 10 is
identical to version 1, but the counts for Countdown days 11, 12, and 13
merely require higher closes versus the previous TD Combo sell Countdown
days. This is not as restrictive as the procedure for Countdown days 1 through
10, since it is neither required that these Countdown closes be greater than or
equal to the high two trading days earlier nor that the high be greater than the

high of the previous trading day. As you can readily see, TD Combo version 1

is more conservative than TD Combo version 2. I prefer to use TD Combo

version 2, since I would rather have more candidates than fewer for buy or sell

consideration and would prefer to weed out these buy and sell candidates with

some of the other indicators presented throughout this book.

Just as with TD Sequential, there’s a variable called TD Termination
Count whose purpose is to serve as a substitute for, or in combination with,
the standard selection of closing price for the final day (thirteenth day) of
Countdown. Typically, I prefer to select the opening price, thereby increas-
ing the opportunity that a TD Combo Countdown 13 will occur.

Execution Settings

With the exception of Intersection and both the inception and the perfection
of the Countdown process, TD Combo and TD Sequential are identical in
most other respects, including their execution settings. Consequently, the
following description of variable settings and entry and stop-loss options are
identical to those described in the previous chapter on TD Sequential.
Once again, it is not my intention to provide you with fixed settings for
any of the indicators. Hopefully, you will experiment and customize these
selections to fit your specific trading style, expectations, and needs. Although
I recommend the following selections, since these are the ones that have
proven most effective and with which I am most comfortable at this time,
they are not necessarily the optimal settings. The specific selection grid pre-

sented here is a version of the standard design that is implemented on most
vendor networks:

1. To establish Setup, compare the close of the current price bar with
the close four trading bars earlier. (This setting for the “close” appears in the
Price column, which defines the price to be compared with a previous price
level and “4” appears in the Period column since it defines the number of



price bars back to make the comparison and both are situated -in the row
identified as Setup.) Default for Setup completion is a series of nine consec-
utive closing price bars less than or greater than the close four tf'ading b'ars
earlier, depending on whether it is a buy or a sell Setup. (This selection
appears in the Signal column and also in the row entitled Setup.) ‘

2. To establish Countdown, compare the close of the current bar with
the low or high two trading bars earlier, depending upon whether itis a buy or
a sell Setup. (This setting for the “close” appears in the Price colm, Fhe “2”
appears in the Period column, and both are situated in the row identified as
Countdown.) A buy Countdown requires a series of 13 closes less than or equal
to the low two trading days earlier, and a sell Countdown requires a series of
13 closes less than or equal to the low two trading days earlier, and a sell
Countdown requires a series of 13 closes greater than or equal to the high two
trading days earlier. (This selection appears in the Signal column and also in

the row entitled Countdown.) Although I prefer in most instances to use less = 38
than or equal to and greater than or equal to for Countdown purposes, in inac-

tive markets and when applying TD Combo to short-term bar charts (1 to 10-
minute intervals, for example), it is often prudent to remove “equal” and rely
solely upon less than for buy Countdown and greater than for sell Countdo.wn.
In addition, the low must be less than (or the high greater than) the previous

day’s low (high) and the close must be less than (greater than) the previous

Countdown day’s close. Version 1 continues this comparison throughout

Countdown and Version 2 applies this method to Countdown days 1 through
10 and requires only three successive lower (higher) closes for Countdown " §

days 11 through 13.

3. Since TD Combo does not consider Intersection, the Intersection "

selection should be left unchecked. However, generally I include .the optif)n
of installing Intersection, just in case a trader may prefer to experiment with
this variable.

4. Once again, since Intersection is not a factor in TD Combo, this . i

particular setting is left vacant. Should a trader wish to research this indica-

tor with Intersection, I typically include this option for his or her use. Usu-
ally, this option is programmed in such a manner that once the day of 8

Intersection is selected, TD Combo will commence its search for Cour'lt—
down the next trading day, just as in the case of TD Sequential. If you wish

to include Intersection, then you must make certain that the Intersection box

is checked and then initialize this process by inserting the Setup start date for
the Intersection search. .
5. To cancel an active buy or sell Setup, select one of the five options

displayed in the Cancel column located in the first row of the category g

described in the Advanced column. A good choice is CaHTH/CbLTL
(Close above Highest Tirue High for a buy Setup cancellation and Close
below Lowest True Low for a sell Setup cancellation), since it requires a clos-
ing price to be recorded above the highest true high recorded during the

entire buy Setup period for buy Setup cancellation and below the lowest true
low recorded during the entire sell Setup period for sell Setup cancellation.
This selection is checkmarked in the box in the row identified as CaHTH/
CbLTL. The cancellation can occur anytime after the commencement of
Setup until the day Countdown has been completed. However, remember
that countdown is perfected and a Recycle is avoided once a price flip has
been recorded. The requirement of a price flip is eliminated if no Recycle
possibility exists or if the Recycle options preclude it for any reason.

6. To cancel either a buy or a sell Setup prior to Countdown completion,

a contradictory sell or buy Setup can appear—in other words, a buy Setup
would be canceled if a sell Setup is formed prior to completion of the buy
Countdown, and a sell Setup would be canceled if a buy Setup is formed prior
to completion of the sell Countdown. To activate this cancellation process,
check the box in the Cancel column and the Reverse. This is my preference.

7. 'To cancel a redundant Setup, thereby precluding a Recycle, whether
buy or sell, which is contained by the extreme intraday high and low of the
previous Setup—in other words, the second (or more recent) of two consecu-
tive, redundant buy or sell Setups whose price extremes do not exceed the pre-
viously active Setup’s extreme high and low price range levels—check the box
at the bottom of the Cancel column and located on the Within row. If it is not
checked, it assumes the same significance as a Recycle. I am currently experi-
menting with this option and was initally ambivalent regarding its value.
However, if any Recycle option that “Ignores” the current smaller distance
from high to low or highest close to lowest close, for example, is not selected,
and the standard selection Recycle “before, on, or after” is selected, my current
test results indicate that it be checked, thereby preventing the potential Recy-
cle due to the Setup’s inability to exceed the original Setup parameter extremes.

8. To determine whether Setup, Countdown, or “Both” Setup and
Countdown are displayed on the chart, the Display column situated on the
Setup row designates the option preferred. I prefer to display “Both” Setup
and Countdown.

9. Once again, TD Combo does not require Intersection. However,
should you wish to install it, this option enables the user to identify graphi-
cally the specific price bar that qualifies Intersection. To accomplish this, the
box under the column Display and on the row Intersect must be checked.
This selection is merely for identification, location, information, and overall
formation purposes. You may want to leave it unchecked.

10. To specify whether the series of consecutive Setup days includes
closes that are less than and greater than the close four trading days earlier
depending on whether a buy or a sell Setup, as well as those days that are
“equal,” make the selection in the Parameter box in the Setup row. I recom-
mend that “not equal” be specified for Setup determination.

11. To specify whether the series of Countdown closes include closes
that are “less than” the low two trading days earlier and “greater than” the



high two trading days earlier depending upon whether a buy or a sell Count-
down, as well as those closes that are “equal,” make the selection in the
Parameter box in the Countdown row. I recommend for daily charts that
~ “equal” be used and for 1, 5, 10 minutes and other intraday time periods that
“equal” be used for actively traded and volatile markets and that “not equal”
be used for inactive markets and very short time intervals (minutes).

12. Once again, TD Combo does not apply Intersection. However,
should you wish to include it, this option enables you to apply the Intersec-
tion requirement only if it occurs during the Setup phase or and if Intersec-
tion is to be applied before, during, or anytime after Setup. These options is
found in the Parameter box in the Intersect row. This option should be left
vacant since TD Combo does not include Intersection in its analysis.

13. To select the method of Recycle or the time to Recycle, refer to the
Parameter column and the Recycle row. The possibilities are as follows:

a. Opton 4 is the standard, plain-vanilla, conservative setting “Before, on,
after,” which indicates that a subsequent Setup—a minimum of nine or
more consecutive closes less than or greater than the close four trading
days earlier—either Before, On, or After the 13 Countdown days and
prior to the first price flip day will produce a Recycle.

b. Option & is “Ignore smaller true high-true low” and is identical to option
¢ except that true highs and true lows are used instead of chart highs and
chart lows.

c. Option ¢ is “Ignore smaller high-low” and specifies that a Recycle is can-
celed if the current Setup distance from maximum intraday high over the
entire Setup period through the minimum intraday low over the same
entire Setup period is less than the distance from the maximum intraday
high over the entire immediately prior Setup period to the minimum
intraday low over the same entire immediately prior Setup period—
remember that a Setup is defined as a series of 4t Jeast nine consecutive
closes less than the close four trading days earlier or 4t Jeast nine consec-
utive closes greater than the close four trading days earlier—both ending
once a price flip occurs, and the Setup period can often continue further
than the minimum Setup requirement of nine consecutive closes less than
the close four trading days earlier for a buy Setup and greater than the
close four trading days earlier for a sell Setup. Consequently, the highest
high and the lowest low recorded over the entire Setup period is 7ot just
the minimum Setup period of nine.

d. Option dis “Ignore smaller close—lose” and is identical to option ¢ except
maximum and minimum close is inserted instead of highest high and low-
est low.

e. Option e is “Ignore current” and refers to disregarding the most recent
Setup (a Setup in the same direction as the previous Setup and one that
would constitute a Recycle condition for any of options g through ;.

f. Option fis “Ignore all” and disregards all subsequent, redundant Setups
that would constitute a Recycle in any of the options g through j and pro-
ceeds through Countdown for each.

g- Option g is “Before or on” the thirteenth Countdown day, and Setup
Recycle occurs if Setup takes place prior to or on Countdown day 13.

h. Option b is “On or after” the thirteenth Countdown day provides that
Recycle can occur on after Countdown day 13 prior to the day before the
price flip.

i. Option 7 is “Only before” the thirteenth Countdown day.

j- Option j is “Only after” the thirteenth Countdown day and prior to the
price flip.

My preferences are the default setting of “Before, on, after” and “Ignore
smaller true high-true low.” L also observe the Multiplier option when apply-
ing the latter proposition (see item 15).

14. "To require any Recycle to consist of a specified consecutive series
of closes less than or greater than the close four trading days earlier other
than the minimum “9” required for a valid Setup, then the Recycle Count
value must be selected to reflect any option from 5 to 15 consecutive closes
less than the close four trading days earlier for a buy Recycle and greater
than the close four trading days earlier for a sell Recycle. Make your selec-
tion in the Parameter box in the Recycle count row. My preference is the
default setting of “9,” which is identical to the standard Setup minimum. At
times, however, I will apply 10 or 11.

15. 'To disallow any Recycle option that begins with the expression
“Ignore” even though the current Setup (from intraday high to intraday low)
is greater than the previous Setup, the current Setup (from intraday high to
intraday low) must exceed the previous Setup by a multiplier of x times, and
the Recycle Multiplier option selection determines the size of this factor. My
preference for a multiplier is 2 (or 3) times.

16. To liberalize the last of a series of Countdown bars, there’s a selec-
ton entitled TD Termination Count, which is designed to allow the last ele-
ment of the Countdown series to have a relationship in addition to that
prescribed for the other Countdown days. It is defaulted to the closing price
of day 13 of Countdown just like the other Countdown days; however, you
should occasionally select “open” to allow the opening price to operate
simultaneously with the closing price, thereby increasing the probability of
fulfilling the Countdown requirement.

17. 'To specify which Qualifiers to apply to Setup, select the Qualifiers
contained in the Parameters box under the column entitled Parameter. The
possibilities are numerous. The On box must be checked to activate the spe-
cific Qualifier and the Qual and With columns specify which days prior to,
on, or subsequent to Setup completion are compared. The Qval and Wval
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columns specify which price levels are being compared. The Compare col-
umn specifies what type of relationship is selected—remember, if one com-
parison is made for a buy Setup, then the reciprocal should be selected for
 the sell Setup; for example, less than (<) for a buy Setup would complement
greater than (>) for a sell Setup, and the combination would appear as b<s>.
Even though I would like to see the low of day 9 of a buy Setup less than the
low of day 6 and the high of day 9 of a sell Setup greater than the high of day
6, my current preference is not to activate these Setup Parameter settings
when looking for a TD Combo Setup indication; rather, I prefer to activate
it when I want to experiment or apply a qualifier(s) to just the Setup process
for purposes of trading only Setups or to apply TDST (TD Set'up Trend) for
purposes of defining the trend-reversal levels, but such an activity can best be
manipulated within the qualifiers presented within the TDST study.

18. To specify whether the Setup and the Countdown continue to be
displayed on a chart after the minimum period for Setup and Countdown‘ has
been met, “After signal” should be selected, and if only the minimum periods
are to be displayed, then “Up to signal” should be selected. I prefer “Up to

signal” unless I am either comparing Setup periods to determine a reversal of ‘;'

trend (see TDST), assessing the potential of the current Setup distance
exceeding the distance of the previous Setup in the same direction and a
Recycle option with “Ignore” has been selected, or evaluating the likelihood
of the continuation of a move exceeding the most recent Setup in the other
direction to determine whether the current price move is a reversal of trend
(TDST) and will mature into full Countdown.

19. To specify the Qualifiers to be used for both Setup and Count- :

down, as well as their interaction, in order to perfect TD Combo indications,

select Qualifiers in the Advanced column. The comparison can be made -
between Setup days and between Countdown days, as well as between Setup
and Countdown days. The On column must be checked to activate the spe-
cific Qualifier. The Qtype and Wtype determine whether the comparisons
are within Setup, Countdown, or between Setup and Countdown. The Qval 3§
and Wwal specify which levels within Setup or Countdown are compared.
Qual and With columns specify which specific days prior to, on, or subse-
quent to either Setup or Countdown completion are compared. The Com- £
pare column relates to the specific comparison that is made. Note that if less

than or equal to (<=) is used for a buy Setup or Countdown then the recip-
rocal greater than or equal to (>=) should be used for a sell Setup or Count-
down, and this combination would be displayed as b<=s>=. In those instances

in which Countdown would have been fulfilled had the Qualifier(s) not been i

introduced, an Asterisk appears on the price chart to designate that fact.

20. To group specific Qualifiers, six sets composed of elements from 4 E

to d have been provided. These groupings enable the user to create “and” as
well as “or” conditions and statements within each group, as well as between

groups for both Setup, Countdown, and combinations of Setup and Count-
down.

The ensuing discussion is identical to the one presented with TD
Sequential in Chapter 2 since it has application to both techniques. You’ve
seen my preferences for the preceding selection options. It would be a seri-
ous oversight not to devote additional time to describe further the various
Setup Recycle options, since it is such a significant factor in the TD Combo
process. Markets are like living organisms, inhaling (undergoing selling pres-
sure) and exhaling (experiencing buying pressure). The flow of money into
and out of the market dictates its price movement. Since the market has no
responsibility to conform to any trader’s expectations, a trader must measure
as best he or she can the market’s price rhythm and pulse at any particular
time. TD Combo accomplishes this goal by identifying prospective market
top and bottom price exhaustion zones. However, events can change at any
time to cause a resurgence in either selling or buying pressure. Just such
inflows or price regenerations create Setup Recycles. An effective way to deal
with these renewed price thrusts is to ignore those Setups that encompass
less price distance than the prior price Setup distance. Setups begin with the
first day that records a closing price less than (for a buy Setup) or greater
than (for a sell Setup) the closing price four trading days earlier. The mini-
mum buy Setup series is accomplished once nine consecutive closes are
recorded; however, the Setup extends until a contradictory close greater than
or equal to (for a buy Setup completion) or less than or equal to (for a sell
Setup completion) the close four trading days earlier is recorded. Then the
price comparison is made. If the current Setup distance from true high to
true low is less than the original (previous) buy Setup distance from true high
to true low, the current Setup is ignored if the selection “to ignore” is made.
This Recycle condition is “ignore smaller true high/true low.” If the current
Setup is greater in price distance, a Recycle exists. One exception exists when
the current Setup distance is greater than the original Setup distance by a
factor of at least 2. This Multiplier will alert the trader to a market’s poten-
tial price exhaustion area.

Implementation

The TD Combo discussion is presented intentionally in the context of an
indicator rather than as a system. All the variations and considerations pre-
sented for TD Combo may seem intimidating, but mastering it should
enhance your trading success. Given its massive composition and its numer-
ous variations, I could have devoted an entire book to the TD Combo indi-
cator. Familiarizing yourself with its features and various important



components will avail you of the opportunity to choose and experiment with
selections of your own from this dynamic option setting. In order to help
~ you, I have provided a robust indicator capable of accommodating most ele-
ments of the numerous price pattern conditions and relationships that are
apparent from time to time within the price structure of markets. The dis-
cussion will include the various aspects of TD Combo, its salient elements,
and its versatility and applicability to markets. Due to the comprehensive
overview presented, the variables that may be introduced to arrive at TD

Combo price execution may vary from one trader to another. The various

components and potential default selections I use most often are presented.

Although each item has been an important consideration in my construction "
of the TD Combo indicator, many of these refinements are not crucial to the
successful application and implementation of TD Combo. Furthermore,
there is no need for you to customize or optimize the variables to fit to the §
market being monitored. Although there probably exists an ideal matrix that
conforms to the natural price rhythm and exhaustion tendencies of most
markets, the suggested selections are generic in the sense that they are a 4§
good starting point from which to apply this indicator. Your evaluation and ,ﬁ
installation of the variables important to TD Combo should be preceded by
careful forethought and consideration of criteria such as, entry, exit, and .8
stop-loss contingencies. For the sake of completeness, you should consider §

some of the following options as well.
Entry: A major issue confronting a trader any time a “9-13” (completed

Setup and Countdown) indication for basic TD Combo is generated is the 1

possibility of a Setup Recycle occurring prior to a price flip, thereby requiring
the abort or cancellation of the Countdown and, consequently, the potential
trade. The various entry techniques I propose include the following:

1. The most venturesome and risky approach is to take entry on the thir-
teenth day of Countdown.

2. Another method intended to reduce the likelihood of a Recycle and
ensure the chance of a successful trade is, subsequent to Countdown day
13, the first closing price recorded that is greater than the opening price
is a good confirmation of a bottom, and the first closing price recorded
that is less than the opening price is a good confirmation of a top.

3. This option is added to option 2 and requires that (a) subsequent to
Countdown day 13, not only is the closing price greater than the open-
ing price the same day, but also the high that same day is greater than
the previous trading day’s close at a potential bottom and (b) not only is
the closing price less than the opening price the same day, but also the
low that same day is less than the previous day’s close at a potential top.
For more conservative traders who are willing to accept a less advanta-
geous entry price, I suggest that instead of the requirement “the high

the same day is greater than the previous day’s close,” the high is greater
than the previous day’s true high be applied and, likewise, instead of the
requirement “the low the same day is less than the previous day’s close,”
the low is less than the previous day’s true low be applied. In either case,
this search process commences the trading day following the thirteenth
day of Countdown.

4. Another more conservative method to avoid the risk of Recycle is to
require a price flip (close greater than the close four trading days earlier
at a low or a close less than the close four trading days earlier at a high)
before entry is made and prior to a renewed price Setup. By definition,
this approach guarantees no possibility of a Recycle, but unfortunately,
this option often translates into a forfeiture of 2 more favorable entry
price.

5. Another technique to initiate or even add to an existing position is to
place an additional order to buy or to sell just above the stop-loss level
at a low and just below a stop loss level at a high (see stop loss that fol-
lows).

6. Another approach applying a discipline similar to option § is to buy or
sell an additional posidon when a 9-13-9 occurs—in other words, when-
ever 2 TD Combo Reinforcement™ indication occurs (see following).

7. Further, in order to prevent the possibility of Countdown proceeding to
“12” and price reversing without recording a “13” Countdown, you can
occasionally use the open price or low for buy and high for sell rather
than the close—or a combination of the open, the low and the high, and
the close—to arrive at the Countdown 13 indication (see TD Termina-
tion Count in previous Countdown discussion) to ensure entry. This
last selection is called TD Termination Count in the software selection
since a trader may elect to terminate Countdown with a value other
than, or in addition to, the standard close for “13”—this option applies
only to the final day of Countdown.

8. By synchronizing a shorter-term (time interval) TD Combo low-risk
indication (e.g., on a 1-, 20-, or 60-minute basis), the entry level and
timing can be perfected further.

9. Another effective technique requires the construction of a TD Supply
Line at alow and a TD Demand Line at a high to fine-tune the low-risk
entry zones.

10. Six other entry techniques used to refine entry include TD Combo, TD
Diff, TD REBO, TD Open, TD Trap, and TDPOQ, as well as various
other indicators presented in the book in combination with one another.

Profit level: Generally, you should look to take profits once an opposing
Setup—in the other direction—is formed and the highest closing price of the



current Setup period fails to exceed the intraday peak of the opposing Setup
or the lowest closing price of the current Setup period fails to exceed the
intraday low of the opposing Setup. This method conforms with the precepts
~ for the TDST indicator. If, however, the closing price subsequent to a price
bottom does exceed the intraday true high—or, subsequent to a price peak,
the intraday true low—and is confirmed (see foregoing TDST), then gener-
ally expect price to continue through the Countdown process, and once
Countdown is completed you can take profits and occasionally reverse at that
time to participate in the primary trend. Obviously, other exit techniques can
be used: dollar value profit-taking levels (once a prescribed profit is made,
then exit) trailing dollar stop losses; a series of consecutive up closes (or
down closes); a series of consecutive closes greater than the open (less than

the open); the first profitable opening price; the first trading day with a price

range at least double the range of the entry day or double the range of the
previous trading day; the first day with a low greater than the entry day’s high
(high less than the entry day’s low); and the introduction of other indicators
presented in this book, such as TDMA I, REBO, TD Open, TD Trap, and
TD Lines.

Stop loss: Since the stop-loss technique was created over 20 years ago,
it’s been applied it to a number of indicators. It still has the amazing ability
to protect me from prematurely exiting a trade, as well as its ability to be suf-
ficiently sensitive to changing market conditions. In fact, there have been
individuals who have used TD Combo, and once this stop-loss has been trig-
gered, they have exited the trade and have, at that same time, successfully
reversed their positions, because when a TD Combo trade does not work, as
Paul Tudor Jones observed and described it, “it really doesn’t work.” The
stop loss performed so impressively that subsequently I developed an indica-
tor called TD Stop Reverse that utilizes a similar approach, independent of
any entry technique whatsoever, to initiate trades. Repeatedly, whenever a
TD Combo 9-13 low- or high-risk indication fails, it really fails, and price
accelerates quickly in the breakdown direction. At the time it fails, the forces
of supply and demand have shifted so dramatically that rapid adjustments to
the price structure occur. The stop-loss method is as follows: At a price bot-
tom, identify the lowest low, including all the days of Setup and Countdown.
Then calculate the difference between the true high (the high recorded that
same day or the previous day’s close, whichever is greater) and that same
day’s price low. This true price range is then subtracted from the low that
same day. Should price close below that value, then the stop loss would be
triggered. Conversely, a stop loss at a price peak is calculated as follows:
Identify the highest high of the entire Setup and Countdown periods. Then
calculate the difference between the high and the true low (the low recorded
that same day or the previous day’ close, whichever is less) and add that value
to that same day’s price high. If price closes above that peak, then the stop

loss would be activated. A more liberal method would be to require two
closes below and above the calculated stop-loss levels. A more conservative
method (not recommended) would be to install stops at intraday—not clos-
ing—price-level violations. Another buy-stop loss identifies the lowest day of
the entire Setup and Countdown period, calculates the difference between
the intraday low and the close that same day, and subtracts that difference
from that same day’s intraday low—if there are recorded two consecutive
closes below that level, then the stop loss is triggered. Conversely, a sell stop
loss is calculated by subtracting the difference between the highest intraday
high of Setup and Countdown and the close that same day. If price closes
above that level for two consecutive days, then likewise the stop loss is trig-
gered. Another stop-loss method applies a flat dollar amount to the entry
price, and if price exceeds that value either intraday or on a closing basis,
then the trade is exited.

'Io complement these stop-loss methods, as price approaches the stop-
loss level an additional entry (entries) can be taken, since the risk associated
with the trade diminishes. In other words, you may wish to lower your aver-
age price at a low or raise your average price at a high by adding to your posi-
tion as price approaches your stop loss. Obviously, such a practice is gutsy,
but if the stop loss is effective and you are comfortable assuming the limited
risk, it is an approach worthy of consideration.

An alert individual trader asked me what to do if an entry were to occur
subsequent to the completion of Countdown and that entry price were to
occur outside the stop-loss zone. It was an astute observation on his part for
the following reasons: For example, if a trader were to wait for a close greater
than the open on a day subsequent to recording the thirteenth day of Count-
down to execute a buy entry, and a close of a day subsequent to the thirteenth
day of Countdown and prior to this entry is below the stop-loss level, then
how should a trader deal with this event? Experience indicates that whenever
this situation occurs, price typically Recycles. But such occasions arise only if
a trader attempts to perfect his or her entries into a market, which, by the
way, is the method I recommend for a trader to operate successfully in the
markets.

Although it is necessary to establish guidelines and parameter settings
for TD Combo and not to deviate from them lest you enter the realm of
optimization modeling, I have observed what appear to be anomalies in price
behavior in various markets. These are noteworthy and should be addressed.
For example, whereas I have always applied a Setup relationship of the cur-
rent close versus the close four trading days earlier for a series of nine con-
secutive closing prices, in the cash currencies markets, it seems a Setup series
of eight consecutive closes often appears to work as well, and you should
evaluate similar adjustments and applications to the cash markets you may
follow. However, you should remain consistent in your approach. Addition-



ally, better results may accrue by using a combination of both the opening
price and the closing price for the thirteenth day of Countdown for cash
‘markets (see previous discussion of TD Combo Termination Count), and as
long as the opening and the closing prices occur at the same time each price
period and an established level of consistency is maintained, TD Combo
should continue to be effective and responsive.

TD Combo Reinforcement

Throughout the years, I have observed a derivative TD Combo pattern that .
has proven to be reliable and has produced credible results. This pattern is
called TD Combo Reinforcement because not only does it have a classic §
9-13 low-risk buy or sell indication, but subsequent to the occurrence of a
price flip, it also records another Setup, which serves in a sense to reinforce
or confirm the original 9-13 indication. This reinforced Setup subsequent to
the TD Combo low-risk buy or sell Setup can occur above the lowest low of ,‘
the previous buy Countdown and below the highest high of the previous sell |
Countdown, or it can occur below the low of the lowest buy Countdown day
or above the high of the highest sell Countdown day. A more liberal method
would be to require two closes below and above the calculated stop-loss lev-
els. A more conservative method (not recommended) would be to install
stops at intraday, not closing, price level violations.
To complement these various stop-loss methods, as price approaches
the stop-loss level an additional entry (entries) can be taken, since the risk
associated with the trade diminishes accordingly. In other words, you may
wish to lower your average purchase price at a low or raise your average price ¢
at a high by adding to your position as price approaches your stop loss. Obvi- -
ously, such a practice is gutsy, but if the stop loss is effective and you are com-
fortable assuming the limited risk, it is an approach worthy of consideration. §
Numerous charts are included for your review to describe the TD 8
Combo Setup and Countdown processes. As you can easily see, TD Combo A
has application to numerous unrelated markets with equal success. All charts 4
displayed are TD Combo version 2, since that condition is more liberal than
version 1. Figures 3.1 and 3.2 display the TD Combo high-risk indications i
that occurred the first week of September 1992, just before the collapse of
the British pound on a daily, as well as a weekly, basis. The fact that both time ~ §
periods confirmed one another by generating simultaneous warnings of
impending market weakness undoubtedly foreshadowed the intensity of the
impending decline. Additionally, see how well the other TD Combo weekly
indications performed at the 1990 high and mid-1991 low. Just as Figures 3.1
and 3.2 demonstrated, using basic TD Combo without ignoring Recycling
has been successful in identifying prospective tops and bottoms for the cash
currencies. Figure 3.3 (cash yen) demonstrates TD Combo’s versatility and
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Figure 3.1 Note how well TD Combo identified the high-risk area for the British pound in

September 1992 before its historic decline. This is entirely consistent with the weekly TD

Combo indication generated at the same time (see Figure 3.2 small @’). TDST identified a
trend reversal.
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Figure 3.2 See how well TD Combo identified the weekly high-risk area in late August
1992—as well as the high in the summer of 1991 and the low in July of 1992 (see Xs). Let-
ter o’ identifies on a weekly chart the location of the TD Combo low-risk sell indication on
the previous chart (Figure 3.1) of the daily British pound at the same time.
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Figure 3.4 This chart demonstrates TD Combo applied to another currency, but in this
example it is a weekly futures chart of the German mark. TDST is also included.
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Figure 3.3 The August 1992 yen low and subsequent January 1994 high were identified

by TD Combo. _ »
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sensitivity in both bear and bull markets. Figures 3.4 and 3.5 display two m ‘ l” : ‘IH :
more examples of TD Combo and its uncanny ability to locate low-risk entry ' I l [ e PRI TOON 4 01| IRUSRROO e
zones. Figure 3.5 also identifies two TDST levels—one that was broken 3§ || - l : l. '
downside and the other that served as upside resistance. Figure 3.6 displaysa g% Pl | [ “l L

daily cash currency spread (Japanese yen/Swiss franc) with both TD Combo
and TDST showcased. Figure 3.7 illustrates the speed with which TD 4
Combo is able to reverse itself from low-risk buy zone to low-risk sell zone.
Figure 3.8 shows the ECU with the low-risk TD Combo and TDST. Once
again, TD Combo is applied to a weekly chart (Figure 3.9, weekly gold), and
TDST is also included. Figure 3.10 illustrates the importance of TDST, as
well as the ability of TD Combo to identify the low-risk entry area. TD 3
Combo has application to exotic markets as well, such as the Irish punt (Fig-
ure 3.11). Figures 3.12 and 3.13 have Countdown day 13 one to two months
after Countdown days 10 and 11. This is not uncommon for TD Combo 1
since the closes must be successively higher for each Countdown day into a
projected price peak and successively lower into a projected trough. Unlike |
TD Sequential, they are more difficult to accomplish.

The charts focus primarily upon daily and weekly currency, both cash
and futures, and world market metals. TD Combo has worked well in iden-
tifying the exhaustion points for indices, spreads, and individual equities and
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Figure 3.5 Once again this weekly chart demonstrates TD Combo’s ability to identify
prospective low-risk entry levels. Additionally, see how well the breakdown below the TDST
level in the first quarter of 1991 was a prelude to a sharp decline and the market’s inability
to exceed on a closing basis the TDST level in 1992 at the 13 Countdown forecast the sub-
sequent decline.
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Figure 3.6 The previous TD Combo charts were applied to individual currencies, both
cash and futures. This chart applies TD Combo to a currency spread and includes TDST as -

well.

Figure 3.7 This chart of the cash Canadian dollar displays the TD Combo low-risk entry :
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Figure 3.8 Once again TD Combo identified a low-risk entry for the ECU. The first close
greater than the open and high greater than the previous day’s close occurred the day of
the low. TDST defined the critical upside breakout level.
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Figure 3.9 Weekly gold responded to a TD Combo high-risk indication, but the downside
was limited to a buy Setup, which failed to close below the previous sell Setup as identified
by the TDST line on the chart.
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Figure 3.10 Note how the rally off the low-risk TD Combo 13 stalled precisely at the TDST ‘
level and then broke sharply below the TDST level in May when the precise intraday high . ;\;i '
met resistance at the TDST level. However, the next day the market opened above the TDST p
level, which is an example of TD Critical Qualifier being activated.
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Figure 3.11 The Irish punt recorded a TDST upside breakout in late October, and subse-
quently proceeded to generate a TD Combo 13 Countdown at the precise high. Note that .'%,;
it took close to a month for Countdown to advance from 12 to 13, 3

Figure 3.13 Asin Figure 3.11, it is not uncommon to see TD Combo Countdown 11, 12,
or 13 occur much later than the other Countdown days.




commodities, as well as financial futures. For example, Figures 3.14 and 3.15

display the Dow Jones Utilities and the Goldman Sachs Commodity Index

Figures 3.16 and 3.17 show the Biotechnology and Health Care stock
indices, respectively. Figure 3.17 illustrates an “add-on” pattern reminiscent

of TD Sequential, which I refer to as TD Combo Reinforcement since a TD

Combo high-risk 13 was recorded in June and subsequently another rally
attempt took place one month later and another Setup was recorded at that *
time, prior to the decline, which coincidentally exhausted itself at the TDST
level defined by the sell Setup low in early May. Figure 3.18 of the Dow 'J
Jones Industrial Average has a similar TD Combo Reinforcement indication {§
in October after the precise high was identified by the thirteenth day of
Countdown in mid-September. The next three charts (Figures 3.19 to 3.2 1) ; g

illustrate how diverse markets such as 5-year government yields, the Dollar
Index, and Live Cattle have a common denominator, that is, TD Combo

low-risk entry levels and TDST breakouts. Not to be outdone, the following ]
group of charts show TD Combo indications for stocks. Note that by wait-
ing for a close above the open and a high greater than the previous day’s close &
at a low and, conversely, a close less than the open and a low less than the °

previous day’s close at a high, entries can be perfected. Figure 3.22 shows the

DIU - DI Utilities Average, Daily €QG (¢} 1997.
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Figure 3.14 As you can see, the February high, as well as the April low, were identified by
TD Combeo. In order to perfect entry, various techniques can be applied, such as, at a low,

close greater than open and high same trading day greater than previous trading day’s -

close or, at a high, close less than open and low less than previous trading day’s close.
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Figure 3.15 As you can see the Goldman Sachs Commaodity Index topped out coincident
with TD Combo Countdown 13.

BGX - CBOE Bi Index, Daily CQG (s) 1997.
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Figure 3.16 TDST served as resistance to the upside in May. Price broke below the TDST
level in June, forecasting a potential decline through TD Combo Countdown completion
and a low-risk entry zone. Various entry techniques can be used to perfect the timing.
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Figure 3.17 The Health Care Index recorded a TD Combo 9-13-9. ATD Combo Reinforce-
ment indication at the July high broke the TDST level on day 1 of a buy Setup. Subse-
quently, price declined on day 8 of Setup approaching the TDST level but never closed
below it, thereby indicating an imminent price reversal and resumption of the uptrend.
Then price exceeded the TDST level upside in August and September, indicating a price that
should continue through Countdown completion.

T

................ _________________ 5.,,.A,H.i.lA -

___________________________________ AAAAAAAAAAAAAAAAAAAA __________________ ,[HIIIH“I{[}I ..... o

........ .................. ................. .'1} ...................... oo

S S — Y i A .
ol Lo ﬁ!”,” ___________________________ -
IR - % Al Inl; "

.................... 4

e . fms. S T e VU 3
I I R 2 R T (-~ - T TR T T TR THE S
Figure 3.19 TD Combo correctly identified the increase in yields and confirmed the
upside trend by recording a TDST breakout.

DXCS - Dollar Index, Deily €QG (<) 1997.

) DI - DJ indumrial Average, Daily CQG () 1997.
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Figure 3.18 As in Figure 3.17, TD reinforcement indication is given. It appears in situa-
tions such as this one, where the last impulse to buy must be exhausted before price is able
to decline. Also note how well TDST served as resistance in August and support in Novem-
ber for short periods of time.

Figure 3.20 The Dollar Index exceeded the TDST breakout level upside on its way to a
Countdown 13 recorded at the market high. The TD Combo low-risk entry occurred co-
incident with the high.

- 4



L.t ot r . caa o 9. TD Combo high for Oxford Health: By postponing entry until both a close
e = less than the open and a low less than the previous day’s close is recorded the
-------------------------------- ‘ T ERRREEEEELES EEETEREE LRI MARRRE R same trading day, the high day was identified. Figure 3.23 shows a similar sit-

................................................... sa00 uation with IBM. Figure 3.24 provides an example of a TDST failure to
I h“”l l ‘ ”“ | ,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,, o750 break out downside in October, immediately followed by a TDST breakout
‘ | ____________________ oo upside within seven trading days, which suggested that TD Combo would
""""""""""""""" likely continue through Countdown, which it did.
"""""""""""""""""""" = Figure 3.25, Mercantile Stores, demonstrates the length of time it took
oo for the TD Combo peak to be formed and how quickly the subsequent TD
------------------------- s Combo low occurred. In other words, the ability of TD Combo to operate
........... ost0 in both environments once again demonstrates its flexibility. Furthermore,
o the stop loss at the high was not in jeopardy of being triggered and, as price
""""" approaches the stop loss in early June is a prudent time to add to your posi-
e tion, since the risk is diminished substantially from the level of the initial
A commitment. Figures 3.26 and 3.27 show that if the TDST breakout level is
................. o0 not broken subsequent to a TD Combo low-risk indication, the underlying
............................ | feso trend is likely to resume, and it is a low-risk opportunity to enter the market
R e e e T e R

once the TDST breakout failure is apparent, which usually occurs upon

Figure 3.21 The live cattle peak in November was an upside exhaustion move predicted
by TD Combo. The TDST breakout downside forecast lower prices.
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"’Hll'li} {i """"""""" """"""""""""""""" 1 Figure 3.23 As in Figure 3.22, by awaiting a close less than the open and a low less than
LH o : : - ) ' e ) C the previous day’s close, the TD Combo low-risk entry zone was the high day (X). Further-
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more, TD Sequential generated a 9-13 low-risk sell two days before the high, which was
perfected by the down close and low less than the previous trading day’s low on the high
day as well. Note the TDST breakout in January, forecasting the continuation of the rally
through TD Combo Countdown.

Figure 3.22 TD Combo Countdown 13 occurred three days prior to the high, but the first
subsequent day to record a close less than the open and low less than the previous day’s
close occurred on the high day.




Figure 3.24 The TDST downside breakout failure in October was quickly followed by a
TDST upside breakout, which continued through TD Combo Countdown.
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Figure 3.26 The TD Combo 13 Countdowns took a period of time to complete but both
were precise. Subsequent to both, the Setups failed to exceed the TDST level, and price ral-
lied to new highs.
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e 1o N Jeeo Setup completion. This method is similar to the one applied as price

{ |l| ”}l | l“fH approaches the stop-loss level. In a delayed and exaggerated context, Figure

SR ﬂ ll .;[-. e Jew0 3.27 shows a three-month lag between days 11 and 13 of TD Combo. The

g o I'H ) [}[}‘[%. ~ ‘ 1 - 1 subsequent buy Setup failed to exceed the TDST level on a closing basis, and
[ Il‘m [ l[[( ” ’] the price proceeded to new rally highs.

........ [} Ty A L : &0 As with TD Sequential, by ignoring Setup Recycles if the current Setup

from true high to true low is either less than the previous Setup or if the cur-
rent Setup from true high to true low is more than two times the previous
Setup in price distance, TD Combo Countdowns increase from those
instances that have the conservative “before, on, or after” Recycle condition.
The copper weekly (Figure 3.28) displays an example of the Recycle Multi-
plier feature. Note that Figure 3.29 confirms Figure 3.30, which is a good
example of the Recycle exception “ignore smaller true high to true low” as
well as of using a Recycle Multiplier of at least two times. By evaluating Fig-
ure 3.29 in the context of its weekly TD Combo indication, confirmation of
the market peak is obtained. Figure 3.31 is an additional example of a con-
tinuing TD Combo Countdown through the Setup Recycle, and this tech-
nique is particularly applicable to actively traded markets, since it is a not an

Figure 3.25 The TD Combo low-risk top area was somewhat premature, but the stop loss
was never close to being activated. By awaiting a close greater than the open subsequent
to the TD Combo low and a penetration of the previous day’s close, an ideal entry zone was

identified.

uncommon experience for a Setup Recycle to occur at market turning points,
and it is prudent to apply the “ignore” Recycle options to participate in these
moves.




S.NMG - Neiman Marcus Group Inc, Weekly CQG (c) 1997.
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Figure 3.29 By applying the open as a “Termination Count” to week 13 of TD Combo, the

Figure 3.27 TD Combo Countdown coincided with the price peak and the subsequent ;’
¢ all-time weekly price high was identified.

decline failed to close below the TDST level, implying a subsequent attempt to challenge

S.NMG - Neiman Marcus Group Inc, Daily €QG () 1997.
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Figurg 3.3(')' Figure 3.29 provides a weekly perspective for Nieman Marcus Group, and this

c.hart |qent|f|es the TD Combo high and subsequent low by introducing the Recycle excep-

tslons “ignore smaller true high low” and the Muiltiplier of at least two times the previous
etup.

Figure 3.28 By “ignoring” a Recycle Setup of less price distance from true high to true low §
than the previous Setup or “ignoring” a Setup that is more than two times the previous 1
Setup’s price distance, a TD Combo 13 appeared at the June 1996 copper weekly low con- 1}
firming the TD Sequential daily low. 1
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Figure 3.31 “By ignoring the Recycle” because the current Setup covered less price dis-
tance than the previous Setup from true high to true low, a low-risk TD Combo indication
appeared in March and a high-risk TD Combo in late May. Keep in mind that by perfecting

the entry levels using various price comparisons, trading this volatile stock became much
easier. Note how TDST stopped advance in April and supported decline in June.

As indicated throughout the discussion of TD Sequential, I like to fol-
low distant futures contracts to obtain TD Combo indications, and the same
preference applies to inactively traded markets. Figure 3.32 is an example of §
a distant market generating a TD Combo low-risk sell entry and Figures 3
3.33 and 3.34 display two relatively inactive foreign stocks that trade domes-§
tically.

To continue to display more markets and to discuss more opportunities;
presented by TD Combo and TDST would be redundant. The reason for so
many examples is to present the indicator and its many ramifications, as well;
as its interaction with the trend-following and confirmation indicator, 3
TDST. It would have been simple to present a few charts and rules and go on §
to other topics, but TD Combo is such a valuable tool and complement to
TD Sequential that not to present numerous examples of its application to 2
wide spectrum of markets would be remiss. My failure to focus on short-'}
term intraday examples of TD Combo has nothing to do with its lack of ;,
application or success within this time arena. Much to the contrary, I have |
witnessed many TD Combo one- and five-minute, as well as hourly, charts
that were precise, and many individuals have profitably traded on this level. §
It’s not that it doesn’t work, but complications outside the indicator’s control .

R T T e e TR
Figure 3.32 The late April TD Combo 13 Countdown was confirmed by the nearby con-
tract expirations as well.
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Figure 3.33 This stock is relatively inactive, and consequently the TD Combo and TD
Sequential indications generally are reliable, similar to those given by distant futures con-
tacts. Note the TD Combo Reinforcement high-risk indication subsequent to the TD Combo
13 in late December. Also, the TDST levels are identified on the chart, and the last one fore-
warned of a continuation of TD Sequential Countdown through day 13. This example indi-
Cates the utility of combining TD Combo and TD Sequential since TD Combo correctly
identified the high-risk zone in October and TD Sequential located the low-risk area in April.
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e SISt ——_ with TD Sequential, TD Combo’s versatility and applicability to various
................. ‘fl e e markets over a widc': spe(.:trun} of time periods is a valuable feature. I have
L i seen TD Combo fail to identify some tops and bottoms, however, while at
S PP Y I 640 . .
. ll S P the same time and over the same period TD Sequential has correctly identi-
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Figure 3.34 This chart displays an inactively traded stock. Once again note that the TD 4§ 6“ R iE - l . 1780
Combo 13 Countdown was accurate in identifying the high-risk area in October. See how § 5i : : :
well the TDST levels worked as support and resistance. 2 = ‘} : 1 780
i
1
‘ ‘ll . gl B e
i ’ ‘24 : : : . .
often dictate the difference between profits and losses: Order delays, slip- § : l} e 2rl,» e - 720
page, order flow, late tape, and so on can all have an impact. I strongly rec- _ ' l [, I _ :
ommend that if you are committed to trade at an intraday level you use TD § : l | ““ e 1
Combo—and TD Sequential and TDST, for that matter—to ensure that the S P
overriding trend is in your favor. In other words, if you are using a one- } e e e T e e T e e

minute TD Combo, it would be prudent not only to have confirmation from
TD Sequential but also to have the 5-minute, 30-minute, or hourly TD §
Combo confirming as well by generating a Setup or Countdown completion
at close to the same time. 4

As you have observed, TD Combo is a valuable complement to TD |
Sequential, since it is intended to identify extreme market highs and lows. It §
has been designed to address the deficiencies inherent in TD Sequential by §
requiring that each Countdown day be successively exceeded at a prospective  §
market low by a lower close and at a prospective market high by a higher §
close. There are two versions of TD Combo Countdown, and the distinction |
between the two relates to the methodology applied to the last three days of §
Countdown. Version 1 is more conservative in this regard since it maintains §
the same criteria applied to the prior 10 Countdown days. Numerous bene-
fits accrue from both versions of TD Combo. On many occasions I have wit- |
nessed this indicator precisely identify both market tops and bottoms. As 1

Figure 3..35(a) The TD Combo low-risk sell indication occurred on the same day as the TD
Sequential low-risk indication (see Figure 3.35b). TDST also appears.
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S.G - Glletie Company (The), Dally QG (c) 1997

Figure 3.35(b) The TD Sequential low-risk sell indication at the high is identical to the

previous chart (Figure 3.35a), which is example TD Combo. TDST also appears.
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Figure 3.36(a) TD Combo low-risk sell indication appears at the precise high in this exam-
ple as opposed to Figure 3.36b, which displays the TD Sequential low-risk sell at a different

level. TDST is displayed as well.
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S.0D - du Pont de Nemours & Co, Daly CQG (c) 1997.
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Figure 3.36(b) This figure is the TD Sequential counterpart to the chart in Figure 3.36a,
which shows a TD Combo low-risk sell indication.

S.VVUS - Vivus incorporated, Dailty QG (¢) 1997,
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Figure 3.37 TD Combo identified the low-risk sell opportunity zone at the high. TDST
identified the breakout in late December and the support in March-April.
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Figure 3.38 Whereas TD Combo was silent in this
spoke loud and clear.
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Figure 3.39 TD Combo low-risk sell appeared at high. TD Trend Factor levels also appeaf-’

xample, TD Sequential and TDST
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Figure 3.40 TD Combo hgh risk indication did not appear, bu
at the high. TDST also appea

ut TD Sequential did, right
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Figure 3.41 Once again, TD Co mb did not identify high-risk z
ddTh TD Tre dFt I els appea

e, but TD Sequential



Chapter

TD Lines

Observation: When 1 initially studied market timing approa(‘:hes, I a;};lrr)llile;dl i
and experimented with most of the commonly used conventional ’It‘ec : llcn ;.
methods, including trendlines, moving averages,.cycles, anfi SO on. llren ef ]
analysis was the first method researched. I appl.le('l trendhm?S to a so;ts d(: i
markets, fundamental data, and economic statistics. 'Nothmg es{{cape' the ]
scope of my research. My naiveté, enormous appetite for market t(:immi
information, and an obsession to create simplistic methodologies made m :
more pliable and willing to experiment. Once I had developed my owg :‘
trendline model, no data source was considered sacrosanct. I was detelrrr%met 1
to apply TD Lines, as I refer to my specific fqrm of trendline ana ys(l)sf, a;)l :
everything conceivable. An incident occurred in a conference room o
investment counseling company where I worked in 1974‘, where a presen y ]
tion by a visiting economist was taking place. Congructmg a TD Line :,‘:;1
applying it to a chart of interest rates that appeared in the: Wall Street Jou Su; ‘f
I volunteered my interest rate forecast, wh1(.:h contradicted the c03§e1} " :
opinion expressed by the other individuals in attex_adance. My pre'lc’t;%i > |
unbeknownst to the others, was based solely upon t.hls forn.1 of analysis. his
forecast proved to be accurate. It made an ot.>v10u‘s impression upon the': v151: 1
tor and the salesperson who accompanied him, since shortly after mﬁi ;r;(ti:' ;
est rate projection was fulfilled, I was contac:‘ted by both. of th’em. T y g !
back on that episode, I'm gratified that the simple .te'chm‘que rd creat}c:. 1 :lm ]
applied was so well received, for that long-ago visitor is currently held in ‘
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high esteem, both politically as well as within the overall investment and eco-
nomic communities: He is Alan Greenspan, chairman of the Federal Reserve
Board.

Whether an analyst is a fandamentalist or a technician, at one time or
another he or she has likely drawn a trendline to construct and extrapolate a
trend, as well as to identify a potential breakout point. Obviously, enough
instances in which trendline analysis benefited the user were observed to jus-
tify their application by these individuals. However, it seems the process most
individuals use to construct these lines is generally arbitrary and fraught with
subjectivity and inconsistency. This belief was recently confirmed. I gave a
speech to a gathering of floor traders and asked the attendees how many of
them used trendlines to arrive at trading decisions. It was almost unanimous:
Most did. Next, I presented the identical price chart to five individuals seated
in the front row and requested that they draw trendlines of the price action of
the same market. Every trendline was different. The same person will likely
construct completely different trendlines when presented the same chart at
different times. The fact that most traders use trendlines attests to their
acceptance and the simplicity of their application and interpretation, as well
as their perceived value. However, no prescribed checklist exists for their
proper construction, interpretation, and qualification.

I experimented with a series of trendline variations before uncovering
various common denominators present in most successful breakouts. Once
the two points required to draw a trendline were selected properly and then
connected, many benefits were derived. Since a trendline is merely a graphic
representation of supply and demand, it is important that it be redefined and
redrawn continually as the composition and the relationship between supply
and demand change, in keeping with the dynamics of the marketplace.

I developed a series of steps to construct trendlines properly, to qualify
intraday breakouts, and to calculate price projections. This process consists
of the following:

1. Identify key pivot, price exhaustion, or price-reversal levels (TD Supply
and Demand Points).

2. Connect the two most recent TD Supply Points to create a TD Supply
Line and the two most recent TD Demand points to create a TD
Demand Line.

3. Continuously reassign the TD Points™ to connect only the two most
recent ones (i.e., select the farthest-right TD Point and the second-
farthest-right TD Point just prior to that one). In other words, instead of
drawing a trendline by focusing upon the left side of the price chart pro-
jecting into the future, as is the most common method and the most nat-
ural one, the TD Line should be drawn from the rightmost TD Point to
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the second rightmost TD Point then extended from the most recent TD
Point on the chart into the future.

4. Determine whether the prerequisites exist to qualify intraday entry of a

price breakout or, if none are present, whether the possibility exists to

fade (do the reverse) the “disqualified” breakout.

5. Calculate an upside price objective based upon the extreme price move-
ment below a descending TD Supply Line, and calculate a downside

price objective based upon the extreme movement above an ascending
TD Demand Line. These are derived as a result of the market’s symmet-
rical tendencies to both replicate downside the extreme price movement
that occurred above the TD Line prior to a downside breakout and
upside the extreme price movement that occurred below the TD Line

prior to an upside breakout.

6. Install additional qualifiers to perfect the breakout identification process. 4
7. Evaluate the succeeding day’s price activity to determine whether cancel- |

ladion of the original breakout is warranted.

8. Ideally, operate within the context of the overall market trend if possib.le.
In other words, generally make certain that the TD Line breakout price
objective is in the same direction and contained within the price objective
established by the breakout of a higher-level TD Line. This serves to
establish the underlying market trend. If this doesn’t work, concentrate

upon fading the “disqualified” breakouts.

A TD Point level 1 low is defined as an intraday price low that is both
preceded and succeeded the day immediately before and the day imme.di-
ately after by higher intraday price lows. Conversely, a TD Point level 1 high
is defined as an intraday price high that is both preceded and succeeded the 4
day immediately before and the day immediately after by lower intraday ]
highs. True lows and true highs should be used instead of chart lows @d 4
chart highs. (A true bigh is the high that trading day or the previops trading
day’s close, whichever is greater, and a true low is the low that trading day or
the previous trading day’s close, whichever is less. A chart bigh and a chart low 4
are the actual price levels depicted on the chart.) This is accomplished by dis- '§

regarding both a TD Point low if the close on the trading day before the low

is less than the TD Point low and a 'TD Point high if the close on the trad- ;\
ing day before the TD Point high is greater than the TD Point high. Itj you
were to use chart lows and chart highs rather than true lows and true highs,
more TD Lines will appear; however, research indicates that true highs and |
true lows are more effective. If you wanted to construct a TD Line of a level
higher than level 1, you would merely identify those TD Points of a magni-
tude greater than or equal to your selection, connect the two most recent
TD points, and then extend the TD Line into the future. For example, a TD 1
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Point Low level 3 requires three or more higher lows on the three trading
days immediately before and after the low day, and a TD Point High level 3
requires three or more lower highs on the three trading days immediately
before and after the high day. Figure 4.1 displays the various TD Points and
their respective levels on the chart. The Level One TD Points are connected
to draw level 1 TD Lines. I have identified the Disqualified TD Lines—
those breakouts that fail to meet at least one of the TD Line Qualifiers (see
following)—with dotted lines.

TD Points are significant in the sense that they identify a pivot or
reversal price at either a low or a high where the pressure from either supply
or demand exhausts itself, depending upon whether the TD Point is a high
or a low. By connecting the two most recent TD Point Lows or TD Point
Highs, a mechanical method for identifying prospective price support and
resistance levels is created. The critical factor in the construction of these
TD Lines is the necessity to continually readjust them as new TD Points are
formed and as breakouts fail to occur. The specific TD Point level may vary,
subject to the degree of change in either supply or demand. Instead of rely-
ing upon the standard TD Point level 1 setting, a trader may elect to intro-

SIHT - Silver-Pit, Mar 97, Daily
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Figure 4.1 This chart displays both TD Point Highs (highs immediately surrounded by one
or more lower highs) and TD Point Lows (lows immediately surrounded by one or more
higher lows). These TD Points are connected to draw TD Lines. In this example, both Qual-
ified (solid line) and Disqualified (dotted line) Lines appear. Note that all TD Points greater
than level 1 are also level 1 TD Points, and that is why a level 6 can be connected to a level
1 whenever level 1 is selected. The solid horizontal lines identify the price objectives.



duce higher-level TD Points to arrive at long-term TD Line breakout levels
and to calculate higher and lower price objectives depending upon whether

the breakouts are upside or downside. In any case, if you desire to screen |

your TD Line selection, generally it is recommended, regardless which level
is selected, that a higher-level TD Line be monitored in addition to ensure
that the overall market environment is consistent with both the lower-level
TD Line breakout in the respect that the higher-level TD Line downside
price objective is below the lower-level TD Line price objective and that the
higher-level TD Line upside price objective is above the lower-level TD
Line price objective. Furthermore, by definition, TD Point levels 2, 3, 4, and
so on are 2 TD Point level 1 as well, since the prerequisite for a TD Point
level 2 requires two higher lows on each side of a bottom and two lower
highs on each side of a top. Another important consideration is the possibil-
ity of a disqualified higher-level TD Line occurring subsequent to the qual-

ified breakout of a lower-level TD Line but prior to the fulfillment of the §
lower-level TD Line price objective, since a position may have to be closed
at that time rather than awaiting the movement of price into the price objec-

tive zone. Furthermore, if an opposing (reversal) qualified TD Line breakout
occurs prior to the price objective zone, it is prudent to exit and possibly
reverse direction on the breakout. Since it is instructive to retain the TD

Line price objectives on a chart regardless of the fact that a contradictory '

breakout indication may have been generated, its trading purpose no longer
exists, and consequently the objective should be ignored.

Extensive research with TD Points and TD Lines has uncovered a con- §

firmation technique that helps perfect TD Line selection. After reviewing
many charts of relatively flat TD Lines and TD Line breakouts that did not
work, a common denominator emerged. Specifically, if you construct a TD

Supply Line that connects successively lower TD Point highs, and this TD
Line is somewhat flat, then to confirm the TD Point selection of highs, you ‘33;
should make certain that either the closing price of the most recent TD [§
Point High day is below the closing price of the first (farther-left TD Point)

TD Point high day or that the low of the most recent TD Point High day is

below the low of the first (farther to the left) TD Point high day. Conversely,
whenever you construct a TD Demand Line that connects successively
higher TD Point lows, and this TD Line is relatively flat, then you should 3
make certain that either the close of the most recent TD Point low is above §
the closing price of the first (farther-left TD Point) TD Point low day or that '

the high of the most recent TD Point low is above the high of the first (far-
ther to the left) TD Point low day. An alternative confirmation method for 2
TD Supply Line could apply either successive lower lows or successive lower
closes, and for a TD Demand Line, either successive higher highs or succes-
sive higher closes. Generally, TD lines are relatively steep, and the necessity
for this confirmation process or condition does not exist. However, the con-

cern arises in those instances in which the lines are relatively flat. The reason
many flat trendlines fail to produce good price breakouts is because this crit-
1Fal confirmation process is lacking. Superficially, upsloping or downsloping
lines can be drawn, but since the closes and highs or closes and lows are not
confirming this interpretation, it is usually wise to disregard this question-
able trendline or, more important, search for those instances in which these
“unconfirmed patterns” occur simultaneously with a “disqualified” trendline
breakout. It is precisely for these reasons that many of the approved indica-
tor software packages include a selection option that requires that the clos-
ing and/or high or low prices associated with the price bars selected to
construct TD Demand and TD Supply Lines be upsloping and downsloping
and also to confirm the TD Lines. Figures 4.2a, b, and c illustrate this con-
firmation process. Figure 4.2a displays only “disqualified” TD Lines. These
disqualified TD Lines do not meet even one of the qualifiers to justify intra-
day entry at the breakout level, and consequently trading in the direction of
the breakout should be avoided. However, a trader can do the opposite and
fade the breakout. In fact, I have experimented with combining disqualified
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Figure 4.2§a) .This chart displays only TD Line level 1 Disqualified breakouts (see discussion
pr‘esente.d in tfns chapter). Most TD Lines are steep, and the closes and highs/lows confirm
thjs relationship. The two instances in which they fail to confirm are identified on the chart
with Xs. This lends credence to the possibility of a false breakout, and if by chance a Dis-
gu.aliﬁed breakout is indicated at the same time, the chance is gre:;ter the breakout will fail
Disqualified” TD Lines eventually become qualified at some point in time. Consequently.
You must be careful to monitor the situation daily and follow with a tight stop loss. '
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i ifi i i lines are price objec- -
lines are qualified TD Lines. The horizontal . :
breakoutsq occurred. Often the breakout levels will be fulfilled, but

Figure 4.2(b) The solid
tive zones identified once

in late January a price objective was generated that superseded a prior objective. In fact, the -

first objective was derived as a result of a breakout that vsl/)as HITOt tconfirm(?:e :g:c:ie S)\lebr:;zn‘-(e ;

i . Also, many breakouts are su -
recent close was above the prior close (X) , ! . -
outs that occur in the other direction, thereby canceling the prior breakout and accompa |

nying price objective.
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All TD Lines presented are qualified and consequently solid. Once again,
nes are presented by horizontal lines. These price objectives are rfeFamed
e 5 often reversed by a contradictory breakout, identified on

Figure 4.2(c)
price objectiv
regardless of the fact that they are
the chart with an x.

breakouts and unconfirmed TD Lines, and these are identified with an X on
the chart. Keep in mind that disqualified TD Lines eventually become qual-
ified, and as a result, a disqualified trade must be liquidated on the close the
day of entry or be monitored closely.

Figure 4.2b and c describe qualified TD Lines, but as you can readily
see, with one exception in each case, the TD Lines were confirmed. The
solid lines are differentiated from the TD Lines that appear in Figure 4.2a,
which are dotted since they are disqualified trades. Also presented are hori-
zontal lines that serve as price objective areas. In many cases, these objectives
are superseded by a TD Line breakout that reverses the previous TD Line
breakout in the other direction.

TD Breakout Qualifiers“"'

One of the features of my first book, The New Science of Technical Analysis, was
the release of three special conditions that serve to qualify or to disqualify
not only TD Line breakouts, but also TD Retracements and TD Trend Fac-
tors™, as well as other trend-following methods. This presentation was
important since it attempted to filter those trading opportunities that pre-
sented themselves intraday to traders but that traders were often unwilling to
take advantage of for fear that the closing price might fail to confirm the sus-
pected intraday breakout. In order to eliminate these numerous trading for-
feitures, I shared these previously undisclosed qualifiers. Since that time,
these filters have been improved. In fact trading disqualified TD Lines is
consistent with my particular trading style of selling into market strength
and buying into market weakness. The qualifiers for an intraday upside
breakout above a TD Supply Line are as follows:

1. The close on the trading day before an upside breakout must be a down
close. This implies that most traders in that market are expecting the
market to move lower and will initially be skeptical of any upside break-
out and, consequently, when it occurs intraday will be reluctant to enter
the trade until the close approaches. At that time they likely will concede
the breakout is legitimate and reverse their positions. In fact, these
traders may initially sell the suspected breakout anticipating a failure, and
their mistake and eventual capitulation becomes apparent into the mar-
ket’s close when price moves generally accelerate in the direction of the
breakout.

2. The close on the day before the upside breakout is an up close, and con-
sequently Qualifier 1 is not active. Despite that fact, if the opening price
is above the TD Line, then the dynamics of the marketplace have more
than likely shifted so dramatically in favor of buyers and the upside since
the previous day’s close that the breakout is legitimized. However, two



additional conditions, not included in my previous book, must also be
present to confirm Qualifier 2. First of all, the opening price m1,15t not
only be above the TD Supply Line but also above the previous day.s close
since it is possible, if the TD Supply Line is very steep, that price can
open above the line but below the previous day’s cl9se. 'Second, price
must follow through upside by at least one or two price ticks above .the
opening price level since the opening could be a last gasp of der'nand ina
price vacuum caused by the specialists or market makers., and this C).(hal.ls—
tion would not present a buying opportunity; rather, it would coincide
with a price peak.

3. Even if the close the previous trading day is up a'nd the current day’s
opening price is below the TD Supply Line or fails to follow through. |
after the open, if the current day’s high is able to surpass a measure of the
previous day’s demand and then exceed the TD Supply Line, th}S derfland :
should be sufficient to justify an intraday upside breakout, which will be °
confirmed for a conventional chartist by a closing price above the TD
Supply Line. Calculate the previous day’s expressi.on of de;mand! or b1.1y |
ing by subtracting the difference between the previous day’s c.losmg price |
and that same day’s true low (that same day’s low or the previous tradm,g |
day’s close, whichever is less). Then add that value to the previous day’s
close to identify the level at which the buying pressure expr.essed thi.lt
trading day will be replicated the current trading day. If .thls V.alue is
beneath the TD Supply Line and subsequent to price exceeding this mea-
surement of demand and then exceeding the TD Supply Line, there is ;
sufficient buying to justify intraday entry on the upside breakout. How- ;
ever, if the TD Supply Line breakout upside occurs prior to the measure
of demand exceeding the previous day’s level, Qualifier 3 is not fulfilled.

4. A potential new Qualifier that I am currently researching for inclusion to
the Qualifier set relates the true price range the day before a breakout to
the breakout level. Specifically, if that price range is doubled and the break-
out level added to the previous trading day’s close for an upside breakout -
(subtracted from the previous trading day’s close for a downside break01'1t)
exceeds these price levels, then the breakouts are disqualified. Otherwise
they are qualified. Note that this is preliminary work, however.

'To qualify intraday entry at downside breakout levels of TD Demand Lines,
reverse these conditions. Specifically, Qualifier 1 specifies that the close on
the trading day before the downside breakout be an up close, and conse- §
quently, the subsequent downside breakout through the.’I.“D Demand Line
on the following trading day will likely be viewed suspiciously by traders.
Qualifier 2 requires that the open of the current tr%}ding flay be less Fhan the
TD Supply Line, less than the previous day’s closing price, and price must
trade at least one or two ticks below the opening price level. Qualifier 3 pro-
vides that the current day’s selling pressure surpass the previous day’s mea-

sure of selling, which is calculated as the difference between the previous
day’s true high (that same day’s high or the previous trading day’s close,
whichever is greater) minus the close that same day subtracted from that
same day’s close, and subsequently, the current day’s low must decline below
the TD Demand Line. This breakout below the TD Demand Line must
occur after the level established by the previous trading day’s selling pressure
is first exceeded. Just as in the case of an intraday upside breakout of 2 TD
Supply Line, a breakout downside below a TD Demand Line can be quali-
fied by any one of these conditions, and not all three are required.
When introducing an individual or a group to my methodology to con-
struct a trendline, I describe and discuss the various breakout qualifiers and
ask them if certain TD Line breakouts could be taken intraday. If a particu-
lar pending breakout does not meet the requirements of either Qualifiers 1,
2, or 3, generally I ask them what trade exists. The unanimous response is
usually that it is prudent not to take any trade whatsoever since no qualifier
has been met, which is incorrect. ‘Then I demonstrate to them that there is a
great trading opportunity and that is to trade in the opposite direction of the
breakout—in other words, if none of the qualifiers are met, then instead of
buying an upside breakout, do the reverse and sell at the suspected false
breakout price. If 2 downside breakout occurs and no qualifiers are fulfilled,
then buy the suspected false breakout. It may be difficult to fight the flow of
activity and sentiment by trading against the prevailing trend and buying
into suspected price exhaustion, but great opportunities and price reversals
exist. The only requirement is that the entry be exited on the close that same
day or that the TD Line be extended into the future to protect against
recording a subsequent breakout that js qualified. For this reason, a trader
should install a tight stop-loss or profit level in case price reverses and
exceeds either what will become a qualified TD Line or the price range of
the entry day. Therefore you should change the computer setting if the TD
Line selection is programmed from “end at first” to “end at qualified” to pro-
tect from just such unplanned events if you elect to remain in a disqualified
TD Line breakout trade, since eventually it will meet the requirements for
qualification. These disqualified trading opportunities should be either
exited on the close or followed with a tight stop loss.

Figures 4.3 and 4.4 present a series of Disqualified level 1 TD Line
breakouts. Other examples of TD Lines with Qualified breakouts and
accompanying price objectives appear on F igure 4.5. Figure 4.6 displays TD
Line level 1 Qualified (solid) and Disqualified (dotted) lines.

Market price movements above and below a'TD Line are symmetrical,
and oftentimes when price penetrates and exceeds a qualified TD Supply
Line upside, the extreme price movement beneath the TD Line to the value
of the TD Line immediately above it on that same day is reproduced above
the line when added to the TD Line breakout level. When price penetrates
and exceeds a qualified TD Demand Line downside, the extreme price
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;irgclzre ;.5 " The various TD Line level 1 Qualified breakouts are identified on this chart. The
ice objective zones are presented as well. Note that the objecti i :
e decctech objective level in late December

Figure 4.3 Only the disqualified TD Lines are displayed on this chart. Note that in each,
instance, none of three Qualifiers were met, and consequently price reversed at least on
that day. Certainly the outlook for most traders was for a continuation of the short-term
move, and since they were already positioned for this opportunity, figuratively speaking,
the last short-term buyer or seller was already in the market and the trend was exhausted.
Furthermore, it is recommended exiting on the close or a tight stop loss or an awareness of
the breakout level of a subsequent qualified TD Line.
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::ilgu?la 4.6 This cha.rt d?splays both Qualified and Disqualified level 1 TD Lines. A penetra-
o srill ilter of three price ticks was applied since this market trades relatively thin. As you can

y see, on both December 13 and January 17, dotted or Disqualified TD Lines identified
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Figure 4.4 This chart demonstrates the application of disqualified TD Lines level 1 to the
German mark—French franc cross rates. It is a testimony to the effectiveness of this tech-
nique to see that all price penetrations, whether upside or downside breakouts, repelled
price progress and were great opportunities to do the reverse. Keep in mind that eventually
the disqualified breakouts will become qualified, and consequently either a trader should
exit on the close or follow with a tight stop loss.
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Execution Settings

movement above the TD Line to the value of the TD Line immediately
below it on that same day is reproduced beneath the line when suptractefl
from the TD Line breakout level. This price objective is valid or active until
cither fulfilled or reversed by a Qualified TD Line breakout in the other
direction or until a Disqualified breakout occurs, which wﬂl reverse t1‘1e
trade. The description of the three types of price projections'ls presented in
the discussion of execution settings that follow, and the previous char.ts dis-
playing Qualified TD Line breakouts display the price ol.)]ectm‘es. Ob\f1011.sly,
Disqualified breakouts do not include an accompanying price objective,
since the breakout is not qualified and consequently does not produce one.

It is not the object of this book to provide you with fixed settings for TD
Lines or any of the other indicators presented here for. that matter. Hope-
fully, you will experiment with and customize Fhe possible sele<.:t10n3 to fit |
your specific trading style, needs, and expectations. The following settings
have proven to be effective, but they are not necessarily the best.

1. To construct a TD Line, level 1 TD Points should be selected first.
This process includes the connection of the two most recent level'l Tl?
Points. Although this is not a requirement, nor is it essential since at times 1t
limits the number of TD Line opportunities, in order to define the overall’
market environment as either uptrending, downtrending, or neutral, some
higher-level TD Line should also be constructed (e.g., level 5, 8, 13).. Prq- ‘
vided that the upside breakout objective of the higher-level T]? me: is
greater than the price objective of an upside TD Line level 1 upside c?b]ef:-
tive, you should be trading in the direction of the prevailing trend, which in
this instance is up. Conversely, to be certain you are trading in the context of
the prevailing down trend, the downside breakout objective of the hlg}'ler-
level TD Line must be below the TD Line level 1 downside breakout objec-
tive (the setting for the level appears beneath the column entitled Levc.el). A
good choice is to use TD Point level 1, and on occasion also use a I'ug}.ler
Jevel of 5 or 8 to make certain that the higher-level TD Line price objective
exceeds the TD Line level 1 price objective.
2. To ensure that TD Points are defined properly, use only true lows
and true highs rather than chart lows and chart highs—all price gaps cau§ed
by a current day’s high or low failing to intersect the previous day’s c1051.ng
price are consequently filled (two options are availabl.e in the TD Point
(TDP) column. They are True and Chart). Using True is preferred. -
3. To gain an overall perspective of all trend§ within the market, a .dlS- ’
play of both TD Demand Lines (upsloping TD Line) and TD Supply Lines
(downsloping TD Line) can be displayed. Either one separately can also be

shown (the selection options appear in the column Display row), but dis-
playing both is preferred.

4. "To specify which TD Points to connect for both TD Supply and
Demand Lines, various price selections can made. A good choice is highs for
TD Supply lines and lows for TD Demand lines (both appear in columns
entitled Supply and Demand).

5. To indicate how many times a specific TD Point can be used to con-
struct 2 TD Line, a selection must be made. You may prefer a limit of 8 to 10,
although the likelihood of using the same TD Point this many times is
remote (the number of possible times a TD Point can be used is indicated in
the box in the Connect column).

6. 'Io construct TD Lines from TD Points extending more than 200
trading days is not as effective as those drawn from shorter time intervals due
to the market’s tendency to experience memory lapse as time passes (the
number of days surveyed to draw TD Lines is entered in the Lookback col-
umn in the TD Line Trend row). Consequently, generally concentrate upon
shorter time intervals of 25 to 50 days maximum for TD Lines of level 1;
however, for higher levels the Lookback will increase accordingly.

7. To perfect intraday breakouts, qualifiers are introduced. If 47y and
not necessarily all of the qualifiers exist, intraday entry is justified, but if none
exist then 70 entry in the direction of the trend is justified and, if Disquali-
fied, it may in this instance be prudent to take the trading position opposite
to what may appear to be correct—in other words, fade (do the reverse) the
intraday breakout trade that would have occurred had any of the TD Line
qualifiers been present. Qualifiers 4, 4, and ¢ appear in the Qualifier column.

a. Qualifier z requires a close one trading day prior to the TD Line breakout
less than the close two trading days ago to justify entry intraday on an
upside breakout above a declining TD Line (supply line) and requires a
close one trading day prior to the TD Line breakout greater than the close
two trading days ago to justify entry intraday on a downside breakout
below an advancing TD Line (demand line). The logic associated with
Qualifier 1 correctly predicting whether the intraday breakout will be
valid relates to the fact that false breakouts are more likely to occur if the
close the trading day before an upside breakout is up versus the prior day’s
close or if the close the trading day before a downside breakout is down
versus the prior day’s close, since most traders have already positioned
themselves in anticipation of this event occurring. Consequently, if traders
have already taken their positions expecting a breakout, their activity is
complete. However, if the close the trading day before an upside intraday
breakout above a TD Supply line is a down close versus the prior day’
close or if the close the day before a downside breakout below a TD
Demand line is an up close versus the prior day’s close, then not only is the
general expectation for the continuation of the decline or advance in line



Execution Settings

movement above the TD Line to the value of the TD Line immediately
below it on that same day is reproduced beneath the line when su!)Uactefl
from the TD Line breakout level. This price objective is valid or active until
either fulfilled or reversed by a Qualified TD Line breakou.t in the other
direction or until a Disqualified breakout occurs, whi?h wﬂl reverse tl.le
trade. The description of the three types of price projectlonshls presented in
the discussion of execution settings that follow, anc.l the previous char.ts dis-
playing Qualified TD Line breakouts display the price ot‘)]ect1v§s. Ob\flou‘sly,
Disqualified breakouts do not include an accompanying price objective,
since the breakout is not qualified and consequently does not produce one.

It is not the object of this book to provide you with fixed settings for TD
Lines or any of the other indicators presented here for‘ that matter. Hope-
fully, you will experiment with and customize Fhe possible sele?uons to fit
your specific trading style, needs, and expectations. The following settings
have proven to be effective, but they are not necessarily the best.

1. To construct a TD Line, level 1 TD Points should be selected first. |
This process includes the connection of the two most recent level.l T]?
Points. Although this is not a requirement, nor is it essential since at times it
limits the number of TD Line opportunities, in order to define the overall
market environment as either uptrending, downtrending, or neutral, some o
higher-level TD Line should also be constructed (e.g., level 5, 8, 13).. Prq-
vided that the upside breakout objective of the higher-level TD Lm.e is
greater than the price objective of an upside TD Line le.vel 1 upside qb]e?-
tive, you should be trading in the direction of the prevai-hng. trend, which in
this instance is up. Conversely, to be certain you are tradmg in the context of i
the prevailing down trend, the downside breakout objective of the hlg}'ler—
level TD Line must be below the TD Line level 1 downside breakout objec-
tive (the setting for the level appears beneath the column entitled Levr.:l). A
good choice is to use TD Point level 1, and on occasion also use a l.ugl'.ter
level of 5 or 8 to make certain that the higher-level TD Line price objective
exceeds the TD Line level 1 price objective. ‘
2. To ensure that TD Points are defined properly, use only true lows
and true highs rather than chart lows and chart highs—all Price ga}’)s cauﬁed
by a current day’s high or low failing to intersect th'e previous day’s c1031-ng "
price are consequently filled (two options are avallabl‘e in the TD Point
(TDP) column. They are True and Chart). Using Tl'l.le is preferred. ‘
3. To gain an overall perspective of all trends within the market, a dis-

play of both TD Demand Lines (upsloping TD Line) and TD Supply Lines
(downsloping TD Line) can be displayed. Either one separately can also be

shown (the selection options appear in the column Display row), but dis-
playing both is preferred.

4. 'To specify which TD Points to connect for both TD Supply and
Demand Lines, various price selections can made. A good choice is highs for
TD Supply lines and lows for TD Demand lines (both appear in columns
entitled Supply and Demand).

5. To indicate how many times a specific TD Point can be used to con-
structa TD Line, a selection must be made. You may prefer a limit of 8 to 10,
although the likelihood of using the same TD Point this many times is
remote (the number of possible times a TD Point can be used is indicated in
the box in the Connect column).

6. To construct TD Lines from TD Points extending more than 200
trading days is not as effective as those drawn from shorter time intervals due
to the market’s tendency to experience memory lapse as time passes (the
number of days surveyed to draw TD Lines is entered in the Lookback col-
umn in the TD Line Trend row). Consequently, generally concentrate upon
shorter time intervals of 25 to 50 days maximum for TD Lines of level 1;
however, for higher levels the Lookback will increase accordingly.

7. "To perfect intraday breakouts, qualifiers are introduced. If a7y and
not necessarily all of the qualifiers exist, intraday entry is justified, but if none
exist then 7o entry in the direction of the trend is justified and, if Disquali-
fied, it may in this instance be prudent to take the trading position opposite
to what may appear to be correct—in other words, fade (do the reverse) the
intraday breakout trade that would have occurred had any of the TD Line
qualifiers been present. Qualifiers 4, 4, and ¢ appear in the Qualifier column.

a. Qualifier 2 requires a close one trading day prior to the TD Line breakout
less than the close two trading days ago to justify entry intraday on an
upside breakout above a declining TD Line (supply line) and requires a
close one trading day prior to the TD Line breakout greater than the close
two trading days ago to justify entry intraday on a downside breakout
below an advancing TD Line (demand line). The logic associated with
Qualifier 1 correctly predicting whether the intraday breakout will be
valid relates to the fact that false breakouts are more likely to occur if the
close the trading day before an upside breakout is up versus the prior day’s
close or if the close the trading day before a downside breakout is down
versus the prior day’s close, since most traders have already positioned
themselves in anticipation of this event occurring. Consequently, if traders
have already taken their positions expecting a breakout, their activity is
complete. However, if the close the trading day before an upside intraday
breakout above a TD Supply line is a down close versus the prior day’s
close or if the close the day before a downside breakout below a TD
Demand line is an up close versus the prior day’s close, then not only is the
general expectation for the continuation of the decline or advance in line



with the previous trading day’s closing price change, but also if price does
breakout intraday then there is a degree of skepticism initially associated
with the breakout, which in turn helps to propel prices further.

b. Qualifier 4 requires not only an opening price above a TD Supply Line
or below a TD Demand Line, but also requires an open above the previ-
ous day’s close in the case of a TD Supply Line or below the previous
day’s close in the case of a TD Demand Line, as well as that price follow
through in the direction of the opening breakout by a couple of price
ticks above the open for a TD Supply Line upside breakout and below
the open for a TD Demand Line downside breakout.

c. Qualifier ¢ requires that the TD Supply Line be greater than the differ-
ence between the previous trading day’s close and that same trading day’s

true low (that day’s low or the previous day’s close, whichever is less) and

that the TD Demand Line be less than the difference between the previ-

ous trading day’s close and that same trading day’s true high (that day’s 1

high or the previous day’s close, whichever is greater). If the TD Supply
Line or TD Demand Line, whichever the case may be, is subsequently

penetrated intraday, then that implies the demand or supply not only 4

exceeds the previous day’s expression of demand and supply but that the
market is sufficiently strong enough that, once it exceeds the TD Line, it
should continue to trend in that direction as well.

To summarize, experience indicates that only one of the three qualifiers be §
active at any one time. Generally, markets do the unexpected, and that is either 3

(1) break out in one direction after a close was recorded the previous trading

day in the other direction, (2) gap above a declining TD Line and the previous ' i

day’s close or gap below an advancing TD Line and the previous day’s close, as
well as demonstrate some minor price follow-through in the direction of the
breakout after the open, or (3) exceed the previous day’ expression of demand
for a TD Demand Line breakout or exceed the previous day’s expression of

supply for a TD Supply Line breakout, then subsequently record a breakout 1

above the TD Supply Line or below the TD Demand Line.

8. To enhance the potential of a valid intraday breakout, you can add
additional price tick requirements to Qualifiers ¥ and ¢ above—the box
appears in the Qpen (Qualified price penetration) column. One suggestion is
to increase or decrease, depending upon whether the move is upside or
downside, each Qualifier by two ticks to reduce the likelihood of rounding
off decimals or introducing Qualifier error in the direction of conservatism.

9. To invalidate or Cancel a TD Line Qualified breakout entry, one of
the three following conditions must occur the following day:

a. The open on the trading day following an upside breakout exceeds down-
side the TD Line that was penetrated upside the previous trading day, or

the open on the trading day following a downside breakout exceeds
upside the TD Line that was penetrated downside the previous trading
day—box 1 in Qcan (Cancellation) column.

b. The open on the trading day following an upside breakout is less than the
previous trading day’s close and price closes below the declining TD Line
that was broken the previous trading day, or the open on the day follow-
ing a downside breakout is greater than the previous day’s close and price
closes above the advancing TD Line that was broken the previous trad-
ing day—box 2 in Qcan (Cancellation) column.

c. The high on the trading day after an upside breakout fails to exceed the
breakout day’s high, or the low on the trading day after a downside break-
out fails to exceed the breakout day’s low—box 3 in Qcan (Cancellation)
column.

A good choice may be to select and activate all three cancellations, but there
may be instances where you want to turn off option .

10. To invalidate a TD Line Disqualified breakout entry, the three
conditions in item 9 must be reversed, since you are performing the same
function, but in reverse. That is, if all three conditions are not met, then the
cancellation of the Disqualified TD Line breakout does not exist—boxes 1,
2, and 3 in Dcan (Cancellation) column. You may prefer not to check any of
these boxes, since Disqualified breakouts are usually active only for the trad-
ing day on which the TD Line is penetrated; if you elect to hold a position
any longer, you must closely follow the trade with a stop loss since Disquali-
fied breakouts eventually become qualified and active on a subsequent trad-
ing day by fulfilling at least one Qualifier.

11. To suspend the TD Line after the “First breakout” attempt,
whether Qualified or Disqualified, this box must indicate the selection of
either “End at first” or “End at qualified.” A good choice would be to always
use “End at first” for Disqualified TD Lines and most of the time for Qual-
ified TD Lines. The reason to use “End at first” is because Disqualified TD
Lines eventually become Qualified on a subsequent day provided at least one
of the Qualifiers is met and no subsequent TD Point has been formed—this
selection appears in the Parameter column.

12. To specify which of three methods to use to approximate breakout
price objectives, the Level column is filled with either Type 1, 2, or 3. Tjpe 1
is the standard and most common setting. It calculates the difference
between the extreme intraday low price and the TD Supply Line value
immediately above it and adds that difference to the upside breakout, or it
calculates the difference between the extreme intraday high price and the
TD Demand Line value immediately below it and subtracts that difference
from the downside breakout. Type 2 calculates the difference between the
intraday low of the lowest close day beneath the TD Supply Line and the



value of the TD Supply Line immediately above it and then adds this d%ffer-
ence to the upside TD Supply Line breakout price and calculates the differ-
ence between the extreme intraday high of the highest close above the TD
Demand Line and the TD Demand Line immediately beneath it and sub-
tracts this difference from the TD Demand Line breakout price. Tjpe 3

reverses the selections of Type 2 by calculating the differences between the -

closes of the intraday low and high below and above the TD Line and then
adds or subtracts this value to and from the breakout price. The preferred
choice is Type 1 and I rarely use Types 2 and 3 which are more conservative;

13. To display both Qualified (solid line) and Disqualified (dotted line) .

TD Lines at the same time is preferable (Display column). Occasionall}.r you
may elect to show one or the other because not all computer printers differ-
entiate between dotted and solid lines.

14. To increase the price objective calculated based upon the breakout

of the TD Line by various percentages of the Type 1 value, a percentage can
be introduced in the Parameter column—a good choice is 100 percent, but

on occasion you may want to increase it by multiples of 100 percent, since
the market has a tendency to advance and decline in incremental bursts.

15. To raise the TD Supply Line or to lower the TD Demand Line by
a prescribed number of ticks to be more conservative regarding breakouts,
the Breakout selection is adjusted accordingly—normally you would enter
417 (or “2”) tick(s).

16. To require the breakout to exceed the TD Line by x number of

ticks, the Breakout selection is indicated with a number other than “0”—a
good choice might be “1” (or “2”) tick(s). '

17. To include custom Qualifiers, you can create them by developing
them. No additional qualifiers are necessary at this time.

Some readers of my first book have conducted their own research on
the indicators presented there. Several individuals experimented with varia-
tions of TD Points, TD Lines, and TD Gaps. Surprisingly, they indepen-
dently developed a technique I had researched many years earlier. Although
their research did not include breakout qualifiers and price projection tec}f-
niques, nevertheless it was refreshing to witness their creativity. Tht?se indi-
viduals exhibited the contagious enthusiasm, interest in experimenting, and
propensity to perfect their ideas that I hope may be the legacy of my.books.
Specifically, by connecting a TD Point with the first subsequen't price gap
(price high failing to intersect the previous day’s low upside or price 1.0w fa%l—
ing to intersect the previous day’s high downside) or price lap (price high fail-
ing to intersect the previous day’s close or price low failing to intersect the
previous day’s close) by means of a line, a variation of a TD Line can be con-
structed, called a TD Line Gap™. Research indicates the construction and
the interpretation assigned to these TD Line Gaps (trendline gap lines) are
identical to those applicable to conventional TD Lines. Figure 4.7 describes

the construction of a TD Line Gap for the March 1997 German Bund. The
methodology used for drawing the TD Line Gap originates with a TD
Point, which is in turn connected to the nearest subsequent price gap or lap.
The breakout calculation and qualifier prerequisites are the same as the stan-
dard TD Lines. In one case, one additional price objective greater than the
first projection is included on the chart as well. To accomplish this, the cal-
culated objective was multiplied by two times rather than the standard one
time. My recommendation is to connect the TD Point low with the subse-
quent low recorded the day of the upside gap or, conversely, the TD Point
high with the subsequent high recorded the day of the downside gap.

As this discussion illustrates, an analytical technique as mundane as
trendlines can be massaged and molded into an objective, mechanical
method of identifying trend reversals, establishing and distinguishing
between qualified and disqualified price breakout levels, and calculating
price objectives. Obviously, most conventional trendline approaches are
reactive, imprecise, discretionary, and deficient on a number of other counts.
On the other hand, TD Lines are defined and sufficiently clear so as to pro-
vide not only the traditional market trend follower with a practical method-
ology for identifying price breakouts, but they are also capable of assisting
the contrarian trader who is inclined to sell strength and to buy weakness to
identify successfully Disqualified breakout levels, which are opportunities to

QDHY7 - German BUND-PK Only, Mar 7, Daily CQG (e) 1997.
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Figure 4.7 The TD Line Gap breakouts with price objectives are marked on this chart. The

technique used to construct the TD Lines Gaps requires a TD point that is subsequently con-

nected to the closest price gap or lap. The method for projection, as well as the Qualifiers,

is the same as for conventional TD Lines. Price projections have also been presented.
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Figure 4.8 The TD Supply Line level 12 broke out with a price gap upside on September /]
12. The upper price projection displayed is two times the standard price objective and was
fulfilled on February 18. All intermediate TD Line level 1 Supply Lines with a price objective
below the 100% or standard price objective shown by the lower horizontal line on the chart

should be hit, since they are contained by higher-level (level 12) price objective.
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Figure 4.9 The dotted TD Lines are disqualified, and price movement should be repelled
from these levels for at least one trading day or until they become qualified. The solid TD
Lines are qualified. Although the breakout that occurred in early December was qualified, it
was reversed by a qualified upside breakout the following trading day. The price objectives
are retained, however, on the chart, despite the fact they are no longer active when
reversed. The upside price objective zone in late December was fulfilled precisely.
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act against the emotionally charged and psychologically driven trend-
following crowd. In conjunction with TD Sequential and TD Combo Setup
and Countdown completions, many traders use both Qualified and Disqual-
ified TD Lines to fine-tune low-risk entries. For example, once either TD
Sequential or TD Combo Setup or Countdown are completed, a penetration
of a qualified TD Line will confirm suspected low-risk entry zones. Further-
more, a breakout of a disqualified TD Line prior to completion of Setup or
Countdown will identify levels from which to operate against the trend.
Finally, as you can see, by combining TD Lines with the various other indi-
cators, the chance of increasing the odds of trading success is enhanced con-
siderably.
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Chapter

TD Retracements

Observation: A number of years ago I developed a mechanical method to cal-
culate retracement projections. Unlike many market letter and tout sheet
writers who are notorious for identifying a series of retracement levels off a
price bottom or a top, thereby not only increasing their odds of accuracy, but
also concealing their apparent confusion as to which of these various price
levels to use to calculate the price targets, this technique objectively selected
the key price levels. Because this process was totally mechanical, the results
could be reproduced regardless of when or by whom it was conducted. My
comfort and satisfaction with this process increased markedly when this
same retracement technique was applied to calculate retracement levels for
non-market-related statistical information. Specifically, I applied retrace-
ment analysis on obscure statistical data, such as the migration trends of
geese to Horicon Marsh in Wisconsin, the population growth of a large met-
ropolitan city, economic statistics, and the support level for a fund manager’s
assets under management. Not surprisingly, this methodology worked well,
producing accurate results for all of the unrelated, nonmarket samples.

Relative Retracement™

Many traders rely upon retracements to project potential entry or support
and resistance levels. It is amazing to me how convenient it is for market let-
ter writers to arbitrarily calculate a series of retracement levels and, once one

prediction proves accurate, to extol its accuracy and then conveniently
ignore the numerous other projections that failed miserably in the process.
This epitome of disregard for consistent methodology was found in one
market letter writer’s forecast and his accompanying presentation of a num-
ber of retracement levels to support his predictions. In a subsequent letter,
only the correct retracement projection was presented—the additional
incorrect ones vanished entirely from the accompanying chart. This practice
seems to be widespread. If a purely mechanical technique were to be imple-
mented to calculate these projections, however, artistic license would not
become a factor or an issue. No excuse would exist for the writer to avoid the
admission of a mistake, since there would be a consistent, reproducible
methodology to replace the confusing, unscientific approaches most traders
use to calculate retracement levels. They could not select one retracement
level one week and a totally different level the following week for the same
price chart over the same time period. Retracement levels should be calcu-
lated objectively. Due to various considerations such as price patterns and
relationships between price levels, retracements are calculated differently
depending upon how each is qualified. The first and most common retrace-
ment technique is TD Relative Retracement.

My various retracement approaches date back to 1971. At that time, I
was introduced to Elliott wave analysis and Fibonacci numbers. Other than
possibly artists and mathematicians, few individuals were aware of either the
wave concept, the “golden mean” (61.8 percent ratio dominant throughout
nature), or the Fibonacci number series. From the archives of the public
library I retrieved Elliott’s seminal piece Nature’s Law in order to familiarize
myself with his concepts. From the little information gleaned there, I made
adaptations and then researched and experimented further. Since the appli-
cation of these principles to the markets and price behavior appeared totally
subjective, it was impossible to identify a definitive process for the selection
of which precise retracement ratios to apply, as well as the correct calculation
procedures required to arrive at the retracement objectives. Consequently, it
was possible to develop various mechanical approaches to select retracement
price levels and retracement ratios. One such technique is an objective
process of identifying a recent price low, referring to the left of the chart to
the last time price traded below that level, and then selecting the highest
high in between those two points in order to establish a reference price level,
called the TD Ciritical Price™. To project upside retracement or resistance
levels, merely calculate the difference between these two prices—the “TD
Critical Price” and the recent price low—and then multiply this value by the
various ratios. The procedure is simple, mechanical, consistent, and univer-
sally applicable to all markets. Conversely, to project downside support lev-
els, conduct the same process only in reverse: Identify a recent price high,
refer to the left of the chart to the last time price traded above that level, and
then select the lowest low in between those two points to establish a refer-



ence price level called the “Critical Price.” Next, calculate the difference
between the recent high and the low, then multiply that difference by the 7§
various ratio factors to arrive at support levels. The Fibonacci retracement §
ratios or factors of 0.382, 0.618, 1.382, 1.618, 2.236, 2.618,3.618,and soon
were selected, and an original retracement level, called the “TD Magnet
Price™,” was introduced. Most recently published technical analysis
research books devote a section to the significance of the “golden mean” and
the Fibonacci number series, as well as their prominence and dominance in
nature. Examples include the angle of the outer walls of the Egyptian pyra-
mids and the conversion factor from miles to kilometers. These ratios are
applied within the context of a unique, mechanical methodology of calcul?t-
ing retracement levels. This retracement process is called TD Relative
Retracement because it relates the current price low to the last time price -;
traded at a lower low, using the intervening highest price high (TD Ciritical
Price) to calculate upside retracement levels, and because it relates the §
current price high to the last time price traded at a higher high, using the §
intervening lowest price low (TD Critical Price) to calculate downside X
retracement levels. 1
A major conflict exists between a universally accepted belief regarding 4

price retracements and what in actuality occurs in market price activity. £
Research revealed that the calculation of both upside and downside price ¥
projection levels is accomplished by using the Fibonacci ratios and the
retracement methodology just described—with one major exception. Con- 3
trary to the widely held belief that price movement would eventually find
resistance upside and support downside at the extreme intraday low and high
TD Critical Price levels once the 50 or 61.8 percent retracement levels were %
exceeded, in actuality price movement behaved quite differently. Specifically, g
there existed a more valid retracement level than the conventional, widely
followed expectation of a full 100 percent upside and downside retracement
objective, and its implementation produced a much better record of success.
By close inspection, you are able to see that there exists an obvious tendel}cy

for price to gravitate to the intraday high day’s close 7ot high for upside §

retracement moves and intraday low day’s close ot low for downside retrace- 4

ment moves. Consequently, this key retracement level—the TD Critical

Price high or low day’s closing price level—is called the TD Magnet Price.

This statement will obviously contradict the expectations of most traders

who apply retracement techniques to their work, since most traders operate |

under the mistaken notion that price will trade and find support or resistance

at the extreme intraday high or low. The ratio series presented here is com-

prehensive. It is as follows: 0.382, 0.618, Magnet Price—the intraday high

day’s close or intraday low day’s close or the Critical Price day’s close—1.382,

1.618,2.236, 3.618, 4.618, and so on. These factors are multiplied by the dif-

ference between the high and low and added to the low or subtracted from

the high, depending upon whether an upside or downside retracement is cal-

culated. To perfect intraday entry for suspected price breakouts, you may
find success by applying the same Qualifiers used with TD Lines to TD Rel-
ative Retracements. Familiarize yourself with these Qualifiers, which appear
in Chapter 4, as well as in the following discussion and in the parameter set-
ting discussion.

Qualifiers

One of the features of my first book, The New Science of Technical Analysis, was
the release of three special breakout qualifiers that can be applied not only to
TD Line breakouts, but also to TD Retracements and TD Trend Factors, as
well as other trend-following methods. This information was important
since it attempted to filter those trading opportunities that presented them-
selves intraday but which traders were often unwilling to take advantage of
for fear that the closing price might fail to confirm the suspected intraday
breakout. In order to eliminate these numerous trading forfeitures, I shared
these previously undisclosed qualifiers. Since that time, I have improved
upon these filters and recommended other methods to benefit by their
installation. For example, you may prefer to trade disqualified TD retrace-
ment breakouts, since it is consistent with the recommended practice of sell-
ing into market strength and buying into market weakness. The qualifiers for

an intraday upside breakout above a TD Relative Retracement level include
the following:

1. The close on the day before the breakout must be a down close. This sug-
gests that most traders in that market are expecting a move downside and,
as a result, will initially be skeptical of any upside breakout and when it
occurs intraday will be reluctant to enter the trade untl the close
approaches and they are confident that the breakout is legitimate. In fact,

these traders are more likely to sell the suspected breakout anticipating a
failure.

2. The close the day before the breakout is an up close, and consequently,
Qualifier 1 is not applicable. Despite that fact, if the opening price is
above the TD Relative retracement level, then the dynamics of the
marketplace have more than likely shifted so dramatically in favor of
buyers and the upside since the previous day’s close that the breakout is
legitimized. However, one additional condition must also occur to con-
firm Qualifier 2. Price must trade higher than the opening price level
by at least one or two ticks. Otherwise the opening gap could merely be
a last gasp of demand caused by the specialists or market makers, and

would not represent a buying opportunity, but would coincide with a
price peak.

3. Even if the close the previous trading day is an up close and the current

day’s opening price is below the TD Relative Retracement level, if the



current day’s price activity is able first to surpass a measure of the previ-
ous day’s buying pressure or demand and then subsequently exceed the
TD Relative Retracement level, the buying should be sufficient to justify

an intraday breakout. Measure the previous trading day’s demand or buy- §
ing by subtracting the difference between the previous day’s closing price

and that same day’s true low (that day’s low or previous trading day’s

close, whichever is less) and then adding that value to the previous trad-
ing day’ close to identify the level at which that buying pressure will be
replicated. If this value is beneath the TD Relative Retracement level and
price is able to exceed both levels, there is sufficient buying to justify
intraday entry on the upside breakout. However if the retracement level
breakout upside occurs prior to the measure of demand exceeding the

previous day’s level, Qualifier 3 is not fulfilled.

4. A potential new Qualifier that I am currently researching for inclusion to
the Qualifier set relates the true price range the day before a breakout to k-
the breakout level. Specifically, if that price range is doubled and the break- g
out level added to the previous trading day’s close for an upside breakout
(subtracted from the previous trading day’s close for a downside breakout) 4_3:
exceeds these price levels, then the breakouts are disqualified. Otherwise

they are qualified. Note that this is preliminary work, however.

To qualify intraday entry at downside TD Relative Retracement breakout lev- 7
els, these same conditions are reversed. Specifically, Qualifier 1 provides that /§
the previous day record an up close, and consequently, the subsequent down- 1 ]
side breakout through the TD Relative Retracement level on the following
day will likely be viewed suspect. Qualifier 2 requires that the open be less
than the TD Relative Retracement level and trade at least one or two ticks §
below the opening price level. Qualifier 3 specifies that the current day’s sell- 3
ing pressure surpass the previous day’s measure of selling, which is calculated 5
as the difference between the previous day’s true high (that day’s high or the
previous trading day’s close, whichever is greater) minus the close that same

trading day subtracted from that trading day’s close, and subsequently, the

current day’s low must decline below the TD Relative Retracement level. Just "/‘
as in the case of an intraday upside breakout of a TD Relative Retracement
level, a breakout downside below a TD Relative Retracement level can be

qualified by any one of these conditions, and not all three are required.

Due to their significance, it is important to reiterate these trading fil- §

ters or TD Retracement Qualifiers. The first condition relates to those
instances in which intraday price movement either exceeds an upside or a
downside retracement level, but fails do so on a closing price basis. Gener-
ally, a trader is able to anticipate the occurrence of this event if none of the
three breakout qualifiers are fulfilled. However, if any one of the three quali-
fiers are met, then intraday entry is qualified:
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1. A down close the day before an upside breakout above the TD Relative
Retracement level

2. An open above the retracement level with at least a one- or two-tick price
follow-through above the opening

3. Buying pressure or demand exceeding the previous day’s level and subse-
quently the current day’s intraday high price exceeding the TD Relative
Retracement level.

Calculate the previous day’s expression of demand or buying pressure by sub-
tracting the difference between the previous day’s closing price and that same
day’s true low; then add that value to the previous day’s close to identify when
the current day’s buying pressure will replicate that demand. If this buying
pressure value is beneath the retracement level and both are exceeded, suffi-
cient demand exists to justify intraday low-risk entry. Conversely, to deter-
mine whether price is likely to close below downside retracement or support
levels, any one of the following three qualifiers must be met:

1. An up close recorded the day before a downside breakout below the TD
Relative Retracement level

2. An open below the retracement level with at least a one- or two-tick price
follow-through downside below the opening

3. Selling pressure or supply exceeding the previous day’s level and subse-
quently the current day’s intraday low price exceeding the retracement
level.

Calculate the previous day’s expression of supply or selling pressure by sub-
tracting from the previous day’s close the difference between the previous
day’s true high and that same day’s close to identify when the current day’s
selling pressure will replicate that supply. If this selling pressure value is
above the retracement level and both are exceeded, sufficient supply exists to
justify intraday low-risk entry. ‘

Figures 5.1 through 5.14 illustrate TD Relative Retracement with
numerous examples.

Observations: There are other retracement relationships that serve to
complement those just presented. Provided a high exceeds an upside retrace-
ment level and closes greater than the previous trading day’s close or a low
exceeds a downside retracement level and closes less than the previous trad-
ing day’ close, but in either case the close fails to close above the upside or
below the downside retracement level, then price can be expected generally
to rally or price can be expected to decline (whichever the case might be)
one-half the distance between the failed retracement level and the next
retracement level. For example, one-half the distance between the 0.382 and



81000

477000

o : -
W

Dec - - * . . ‘4007 REEEEERREE T . 472000

11 18 5 Jo2 e [ o e 15 20 173 Toa 10

Figure 5.1 This chart of the S&P March futures contract displays three TD Relative Retracement
calculations—one upside in mid-December and two downside, one in late December and one in
early February. Two trading days after the December low, the market opened above the 38.2%
retracement level and made its intraday low precisely at that level. It closed on the 61.8% level, and .
one and four trading days later price reversed precisely at the Magnet price level where the dis- .
qualified breakout indication appeared. The subsequent decline bottomed exactly at the Magnet
price, and this low was coincident with a disqualified breakout indication, which implied a down-
side breakout failure. Also, two retracements in one day occurred at that time. The later decline also '
bottomed precisely at the Magnet price, and more than one retracement in one day was recorded -
at that time as well indicating price exhaustion and a trend reversal. Note that the price levels used
to calculate retracements were defined by referring to the left of the chart to the last time pric
traded at an equivalent level and then using the TD Critical price between these levels.
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Figure 5.1(a) This 60-minute snapshot of the S&P March contract demonstrates the applica-
bility of TD Relative Retracements to intraday price activity, as well as long-term periods. See how
well the TD Magnet Price resisted the upside movement in both January and February and how
precise both the TD Magnet Price low identification and the double retracement projection in
one price bar in late February were.

Figure 5.1(b) See how well the disqualified breakout in mid-December at the Magnet Price
identified the top in late December. Likewise the jJanuary 2 low was coincident with both the
Magnet Price and a double retracement in one trading day, and the February high met resistance
at the disqualified 2.618 level. Furthermore, this occurred at the same time as a TD Sequential
low-risk sell indication.
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Figure 5.2 This chart of the Dow Jones Industrial Average includes not only TD Relative Retrace-
ment levels, but also TD Sequential and TDST. Note the dotted TD Relative Retracement 0.618
level indicates that the successive breakout was not qualified, and as a result, price should fail at
that level. Also, a sell Setup coincided with this failure and supported the possibility of failure.
Subsequently, the TDST level was broken on day 5 of the buy Setup, and this breakdown was a
prelude to the 1987 stock market crash, which was initially identified by the TD Sequential 9-13
indication of high risk in August.
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Figure 5.3 This chart is instructive on a number of different indicator levels. Specifically, last
October this futures expiration was thinly traded and a 9-13 TD Sequential high-risk Countdown
occurred at the peak price. Subsequently, a buy Setup occurred, which failed to break the TDST i
level that was considerably lower, suggesting that the price decline was merely a reaction in an ;i
uptrend. Then a sell Setup was recorded at the high day. Coincidentally, the other contracts of
other energy components generated TD Sequential Countdowns at that same time, thereby con-
firming a potential price top. TD Relative Retracements identified potential support levels at the
0.382 and 0.618 retracement areas. Note the 0.618 was violated two times on a closing basis, but *;
both times the following trading day’s opening price gapped above that level consistent with the -
TD Critical Qualifier. Finally, TD Trend Factor identified the first support level at 0.9444 on the
chart, and price gapped downside and ultimately found support at the third TD Trend Factor level,
never trading below it, thereby confirming an advance of the TD Relative Retracement level.
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Figure 5.4 Note the TD Combo 9-13 at the high close in December. The 38.2% TD Relative
Retracement level was exceeded, and Qualifier 2 was fulfilled, indicating a further decline to the
61.8% retracement level that was hit in late December. A rally ensued and two retracement lev- 3
els were exceeded for the first time the first week of January, which identified the exhaustion of
the upside move. See that a 100% retracement objective was not met as most timers generally
expect. Subsequently, price declined both below the 61.8% level the first day of February and
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Figure 5.5 The TD Relative Retracement from point a found 0.382 initial support two trading
days prior to point b, since the break to that level was disqualified. Subsequently, an equal leg
downside (c to d) comparable in price distance from leg a to b was recorded. Usually, 61.8% ral-
lies occur off the low of the most recent second leg, and that’s exactly what happened. Addi-
tionally, drawing a diagonal line from a to b and an identical price/time line from c to e identifies
point e as the terminus of the most recent decline. The first March decline to the 61.8% level
was disqualified, and price rallied. The second penetration was qualified, however. Furthermore,

the TDST level was the precise February highest close, and the March decline broke the TDST
downside.
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Figure 5.6 The TD Relative Retracement level of 38.2% proved to be resistance in February, and
the 61.8% retracement level identified the price exhaustion in July. Note the two lows in January
and November were TD Sequential 9-13 bottoms, and the intervening TD Sequential high in
June included the option “ignore smaller true high/low.”
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i i i August, October, and January were
Fiqure 5.7 The TD Relative Retracements in late ]ung, 3 : 4
ugside resistance and price exhaustion levels. The downside retracement levels in December and 1
January were levels of support. Also, the 9-13 TD Sequential Iow-ns.k bot.t.om.occurred the first 3
week of January precisely at the Magnet level. In order to make the identification of the retrace- k.
ment levels more obvious, the TD Sequential Setups have been removed from the chart and only
the Countdown is displayed.

GCOT - Gold-Pit, Feb 97, Daily €Qa (e) 1987,
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Figure 5.8 TD Relative Retracement requires: that to establish a high as a valid reference, it i
sh%uld be related to the last time price traded at a higher price level—in other words, relate| ct"r\‘/: s
to the other (point a to b). This example is instructive since it identifies a series of TD Relative .
Retracement levels. The first downside breakout (0.382) was preceded by an up close. Conse&
quently, the break was qualified. The 0.618 break was not qualified the fII:St day it occurred, ;nh
price rallied into the close. The next day it was qualiﬁgq, and the foIIowmg. trading qu, w lcd
recorded an open below the Magnet price as well (Qualifier 2). The 1 -382 fulfilled Quahfrer 3, a: "
the 1.618 was qualified. However, the 2.236 level did noF meet any quqllfler, aqd price held qt t ad
level. When it did close lower four trading days later and it was not quallﬁed,_ price qUngIy adjuste
the next trading day by gapping back above the retracement level—TD Critical Qualifier.
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Figure 5.9 This chart illustrates a number of TD Relative Retracement levels. The upside move
on October 14 traversed two retracement levels—0.618 and the Magnet—for the first time since
the low on October 10, suggesting price exhaustion. Both five and six trading days later the
breakouts above the 1.382 level were disqualified and predicted price failure. On October 28,
two retracements in one trading day occurred again. Off of the November 6 bottom, price failed

at the 0.382 level. The breakout was not qualified, and it ran precisely into the 0.618 retracement
level six trading days later.

DDZ96 - DAX Index, Dec 96, Daily
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Figure 5.10 The October 10 TD Relative Retracement upside indicated a failure on October 21
due to the fact the breakout was disqualified. On October 28 Qualifier 2 was fulfilled; however, the
TD Critical Qualifier canceled the breakout on the opening the next trading day. On November 6
the breakout was disqualified and two retracements were exceeded the previous trading day. Ulti-
mately, the 2.618 retracement level provided resistance to the rally. The advance off the December
5 low failed on a disqualified move to the Magnet Price level, and the December 9 low was exactly
the 0.382 level. The TD Trend Factor projection off of the high was hit precisely on December 5.

191



. I‘;"' lﬂi—%ITl':: |

e e T
g

1997

—E |uuz.c ﬁos [6 Tes EXCE 3

fra B
Figure 5.11 The price distance from the December 3 high to the December 6 low was
equal to the price decline from December 10 high to the December 16 low. Generally, after 3
a two-equal-leg decline, a 0.618 retracement occurs. Also, the diagonal price/time com-
parison is equal. Included are TD Retracement Arcs, which identified the December 26 price
failure and the January 5 breakout.

Figure 5.13(a) Two TD Relative Retracements in i
: DR one trading day usuall i
price reversal or consolidation. Two examples appear on this ghar{. Y franslates into 2

SIK - Sitverbit, May 97, Daily
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: vI e e {400 Figure 5.13(b) Two relative Retracements in one trading day generally identifies a price

- - - - - - - " eversal or consolidation. February 20 and March 13 are two examples.

Figure 5.12 The TD Relative Retracement downside in September found support precisely .
at the Magnet Price, and the October decline initially held at exactly the 0.382 retracement
level, as well as the 0.618 level. The December high hit resistance at the 1.618 level. Also,
the TDST level was not violated during the downside buy Setup phase in late October coin
cident with the 0.618 retracement support.
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MAY - oy B S o,y caa @ 991 0.618 retracement levels is 0.50, and one-half the distance between the 0.618

S {500 and Magnet Price will vary depending upon the speciﬁc level of the Magnet

s N ' Teso Price, which is in turn dependent upon the TD Critical Price day’s high and
' low close.

" Je Another important observation from my retracement research fore-

warns of peculiar and unexpected price activity at retracement levels. This
price activity is called TD Double Retracement™ since it applies to those
instances in which two or possibly three retracement levels are exceeded in
one price day on either an intraday or on a closing basis. Such extreme range
movement and volatility over a one-day period is usually associated with the
termination of a short-term trend, and price exhaustion and is not, as most
traders might expect, a prelude to a price breakout. To perfect this condition,
price should exceed both or all these retracement levels for the very first time
and no prior price movement since the retracement level low or high should
have exceeded any of these retracement levels, thereby enhancing the possi-
bility that the move can be characterized as extreme and increasing the like-
lihood that price exhaustion will occur. Therefore, if price trades above or
below two or more retracement levels for the first time in one day, it is not
uncommon for price to reverse this trend or move sideways the next few
days. Additionally, if price should close above or below two or more retrace-
ment levels for the first time in one price day, then it is not uncommon to
record a price gap contrary to the previous day’s trend, which retraces to at
least the nearest retracement level just exceeded. Figures 5.13a and b and
5.14a (in September) display two examples of this phenomenon.

Most traders believe it is merely important for price to exceed a retrace-
ment level intraday in order to qualify further price movement to the next
retracement level. Such an assumption is naive and an open invitation to trad-
ing losses. There are a number of factors that may cause price movement to
fail at a retracement level and reverse its trend, to accelerate its movement to
its next retracement projection, or to continue to trend but at a decelerated
pace. Furthermore, there is an important qualifier, called the TD Critical
Qualifier, that may negate a retracement breakout altogether and that can be
successfully applied to most, if not all, indicators presented in this book as
well. As a filter, the TD Critical Qualifier is an invaluable component in the
validation of price breakouts and one that is improperly ignored by all market
timers. So important is this final filter or screen for legitimizing price break-
outs that it has application to most widely used market timing indicators and
likely to most systems you may be trading at this time. Not only is the closing
price level important in defining a price breakout, but what is even more
important to the breakout confirmation process is the opening price of the
following trading day. Here’s why. If a specific TD Relative Retracement
price level or TD Line breakout level (Trend Factor, for example) is exceeded
on a closing basis, most market timers would likely perceive this event as a
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Figure 5.14 The Magnet Price served as resistance on the upside, and the 0.618 retrace-
ment level provided support on the downside.
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F 5.14(a) The TD Relative Retracements for i ) . i
Olg;:eagain (d)otted lines indicate disqualified breakout levels—instead of trading with the

anticipated breakout, traders should fade the trade (do the reverse).
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than the close that day. To arrive at upside resistance, add 50 percent to the
intraday low rather than the close that same day. Furthermore, after two
approximately equal legs down or up are recorded, a market will usually
record a 61.8 percent TD Relative Retracement price recovery.

In a general sense, you can regard a market that has experienced two
successive moves upside or downside that are comparable in distance as
opportunities to apply TD Relative Retracement calculations. Specifically, a
situation often occurs in which the market records two approximately equal
legs down or up. Once the market begins its rally, you can generally calculate
a 61.8 percent retracement level upside and expect price to meet that objec-
tive. Conversely, once a market begins to decline after recording two approx-
imately equal up legs, you can calculate a downside price objective based
upon a 61.8 percent decline. In each instance, you can apply the retracement
theory described within the discussion of TD Relative Retracement.

Finally, for short term trading purposes, you can calculate and apply the
TD Fibonacci Intraday Indicator. This indicator relates the current trading
day’s opening price relative to retracement levels calculated based upon the
previous trading day’s true price range (the difference between the previous
trading day’s high or the close two days ago, whichever is greater, and the
previous trading day’s low or the close two days ago, whichever is less). If the
current trading day’s open is less than 38.2 percent of the previous trading
day’s true range plus the previous trading day’s true low, and the current trad-
ing day’s high is greater than 38.2 percent of this value plus the previous day’s
low, expect price to rally to 61.8 percent of the true range plus the low. Con-
versely, if the current open is greater than 38.2 percent of the previous trad-
ing day’s true range subtracted from the previous trading day’s true high, and
the current trading day’s low is less than 38.2 percent of this value subtracted
from the previous day’s true high, expect price to decline to 61.8 percent of
the true range subtracted from that day’s intraday high. This exercise and
series of calculations and price objectives is referred to as the TD Fibonacci
Intraday Indicator™.

The various selections for TD Relative Retracement along with the
preferred settings are as follows:

1. "The Price column displays whether the retracement originates from
a low, a high, or whatever reference point you desire.

2. The Date column identifies the date from which the retracement
originates.

3. The Time column identifies the time at which the retracement ref-
erence is recorded.
4. The Direction identifies the direction of the retracement calculations.

5. The Breakout penetration column refers to the number of ticks to
add to the retracement level to ensure a breakout is legitimate.



6. The Breakout end column determines whether the breakout quali- |
fiers are active for the first time price exceeds the breakout level or whether
it continues active after it has been invalidated or disqualified. This selection
is similar to the “end at first” or “end at qualified” selection, which is pre-
sented in the discussion of TD Lines.

7. The Qualifier column determines which qualifier(s) are applied to .
each suspected breakout in order to justify intraday entry—identical to qual- .| 5
ifiers used with TD Lines. To perfect intraday breakouts, these qualifiers are 3
introduced. If any one and not necessarily all of the qualifiers exist, intraday
entry is justified, but if none exist then no entry justification in the direction
of the trend exists, and it may in this instance be prudent to take the trading
position opposite to what may appear to be correct for that day only and exit
on the close or follow with a stop loss—in other words, fade (do the reverse
the intraday breakout trade that would have occurred had any of the quali
fiers been present. Qualifiers 4, b, and ¢ appear in the Qualifier column,

a. Qualifier # requires a close one trading day ago less than the close tw
trading days ago to justify entry intraday on an upside breakout above an 1
upside retracement level and requires a close one trading day ago greate
than the close two trading days ago to justify entry intraday on a down
side breakout below a downside retracement level. The logic associate:
with this event occurring is that false breakouts are more likely to occur
if the closing price on the trading day before the upside breakout is abov
the previous trading day’s close and the closing price the day before th
downside breakout is below the previous trading day’s close, since thi
suggests that most traders have already positioned themselves in antici
pation of this event occurring. Consequently, if traders have alrea
taken their positions expecting a breakout, their activity is complete.’3
However, if the close the trading day before an upside intraday breakouty
above a TD Relative Retracement level is less than the close of the prevt
ous trading day, or the close the day before a downside breakout below '
TD Relative Retracement level is greater than the close of the previous,
trading day, then not only is the general expectation for the continuatio
of the decline or the advance, but also if price does breakout intraday th
there is a degree of skepticism initially associated with the breakou
which in turn helps to propel prices further.

b. Qualifier b requires not only an opening price above the TD RelaFivef;
Retracement level upside or below the TD Retracement level downside, ‘
but also requires that price follow through in the direction of the break- !
out by a couple of price ticks above the opening for an upside breakout
and below the opening for a downside breakout.

¢. Qualifier ¢ requires that the TD Relative Retracement level be greater
than the difference between the previous day’s close and that same day’s
true low (that day’s low or the previous day’s close, whichever is less) for
an upside price move or less than the difference between the previous
day’s close and that same day’s true high (that day’s high or the previous
day’s close, whichever is greater) for a downside move. If the TD Relative
Retracement level is penetrated intraday, then that implies the demand
for an upside move and supply for a downside move not only exceeds the
previous day’s expression of demand and supply but that the market is
sufficiently strong enough that, once it exceeds the TD Relative Retrace-
ment level, it should continue that trend. To summarize, experience indi-
cates that all three qualifiers should be active at all times. Generally,
markets do the unexpected, and that is either (1) break out in one direc-
tion after a close was recorded the previous trading day in the other direc-
tion, (2) gap above or below a TD Relative Retracement level, as well as
show some minor price follow-through in the direction of the breakout
after the open, or (3) exceed the previous day’s expression of demand for
a'TD Relative Retracement breakout upside or exceed the previous day’s
expression of supply for a TD Relative Retracement breakout downside,
then subsequently record a breakout above the TD Relative Retracement
level upside or record a breakout below the TD Relative Retracement
level downside.

8. The Qpen column refers to the additional price ticks attached to
Qualifiers 2 and 3 to insure a valid intraday breakout;

9. To invalidate or cancel a TD Relative Retracement breakout entry,
one of the three following conditions must occur the following day:

a. The open on the trading day following an upside breakout exceeds down-
side the TD Relative Retracement level that was penetrated upside the
previous trading day, or the open on the trading day following a downside
breakout exceeds upside the TD Relative Retracement level that was
penetrated downside the previous trading day—box 1 in Cancel column.

b. The open on the trading day following an upside breakout is less than the
previous trading day’ close and price closes below a downside TD Rela-
tive Retracement level that was broken the previous trading day, or the
open on the day following a downside breakout is greater than the previ-
ous day’s close and price closes above the upside TD Relative Retracement
level that was broken the previous trading day—box 2 in Cancel column.

c. The high on the trading day after an upside breakout fails to exceed
upside the breakout day’s high, or the low on the trading day after a



downside breakout fails to exceed downside the breakout day’s low—bo )
3 in Cancel column.

A good choice may be to select all three cancellations, but there may b

instances where you want to turn off option ¢. .

" 10. The Limit column refers to the number of trading days surveyed
ive at TD Relative Retracement calculations.

arrlvelal The Display refers to the TD Relative Retracement levels that

appear on the chart.

The preferred default settings are eit_her low or high, depenc.hng o
whether the retracement is upside or downside; the date, time, and dlrecu.o
that appear are subject to the low or high selected; thf.: breakout ;te;::u'au
is set at 2; the breakout end is set at valid; all the quahﬁer§ are on; the Qp
is set at 2 for qualifiers 2 and 3; the cancellations are sometimes on and si:)r(ril :
times off; the limit is set at 200 days, and all the retracements are c%xec‘ ed. §

In conclusion, the observations regarding retracements are significan

for screening trading opportunities:

1. The same Qualifiers developed for TD Lines are also applicable.
screening and qualifying price entries for intraday retracement pri
breakouts.

2. Surpassing two or more key retracement levels (3?.2 aqd 61.8 percent,
61.8 percent and Magnet Price) for the ﬁrst‘ time in one 'day x(lflm
period), since the price low or high generally coincides with price exhaus-4

'ty
. . . )
tion, translates into, at a minimum, a price consolidation or, more likely, !

a price trend reversal. . 2
3. Despite the fact that price may close aboxfe or be'low a specific retracem’;rllj ‘:
level, the opening of the ensuing day (price period) is referred to as :li 0 .
Critical Qualifier in confirming whether the suspected breakout is valid.
4. If price exceeds intraday and closes in the direction of tbe breakout b:t |
fails to record a price reversal by closing above an u.p51'de retra?em;im 1
level or below a downside retracement level, it often indicates price il
continue its trend to one-half the distance from the retracement level ]uSt;
exceeded intraday and the next retracement level. . 5"
5. The TD Fibonacci Intraday Indicator can be applied to arrive at intraday
levels of price thrust and support and resistance. :

TD Absolute Retracement™

Observation: Years ago, I made market forecasts, based on simple price cal@— 3
lations, that proved to be amazingly accurate in predicting three histori
b
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price declines. Two occurred just prior to the 1987 stock market crashes in
the United States and England, and one preceded the extended stock market
decline in Japan after its all-time price high was recorded in January 1989,
The following demonstration of the process applied will allow you to for-
mulate your own conclusions regarding this technique. In the case of the
Dow Jones Industrial Average, the record high of August 25, 1987, was mul-
tiplied by the Fibonnaci ratio of 0.618 to arrive at the subsequent October
20, 1987, low. In the case of the Nikkei Dow Jones Average, the historic high
of December 1989 to January 1990 was multiplied by the Fibonacci ratio
0.382 to arrive at its August 1992 low—approximately 25,000 points lower.
Additionally, the projection of a low in the London Financial Times Index
from its all-time record high in July 1987 to its November 1987 low also rep-
resented a TD Absolute Retracement-level forecast applying the Fibonacci
ratio of 0.618. The surprising fact regarding these forecasts is not necessar-
ily their accuracy, but the relative ease with which these price projections
were calculated. Most of the individuals with whom I shared these forecasts
rejected them at the time, and even more perplexing was their unwillingness
to accept the simple mechanical process used to derive them. The same
methodology applies to all markets recording all-time highs as well as all-
time lows. One market area that has conformed particularly well to this type
of analysis is the new public stock issue market. Subsequent to the release
and initial trading of many hot new issues, volatility has ensued. In many
instances, the downside price support levels for these stocks were defined
way in advance by TD Absolute Retracement-level calculations.

In those instances in which price is at a historic high or low—or, at the
very least, at a high or low not equaled or exceeded in quite some time—and
no reference high or low exists in recent history to which to compare a recent
TD Relative Retracement high or low, a retracement technique called TD
Absolute Retracement may be used. Prior to release of this retracement
method many years ago, no one who used Fibonacci ratios to derive price
objectives employed any kind of similar process. Specifically, in those
instances where TD Relative Retracement is not applicable, you should
cither locate the highest high and multiply this figure by both 0.618 and
0.382 to arrive at downside price projection levels, or locate the lowest low
and multiply this figure by 1.382, 1.618, 2.618, 3.618, 4.618, and so on. In
exceptional cases where a price gap occurs the day after the highest high or
lowest low, by using the close that day to calculate the TD Absolute retrace-
ment levels instead of the intraday high or low, you can achieve better results.
You can successfully apply the same intraday retracement qualifiers used for
TD Lines and TD Relative Retracements to TD Absolute Retracements to
perfect intraday entry.

Experience indicates that it is not uncommon for price declines from the
highs of recent public stock offerings to find price support at the TD Absolute



Retracement levels when these stocks experience price declines. Noteworthy
examples that have demonstrated this tendency include Netscape, Yahoo!,
Pixar, and Cox Radio. Additionally, volatile stocks that have limited shares out-
standing and have wide public appeal and participation behave similarly. Such
examples include Pairgain, Presstek, Zitel, and Iomega, among many others.

Figures 5.15 through 5.26 provide numerous TD Absolute Retrace- §

DJ1 - DJ industrial Average, Monthly CQG (c) 1997

ment examples. - @ oalkr 20000
The selection options available for TD Absolute Retracements include S L e
the following: 4 ]

1. To select any of a number of price levels, refer to the Price column.
2. The column Date refers to the date on which the selected price appears.
3. The Time column refers to the time of day in which the selected price

appears. '

4. The Display column defines the series of retracement ratios and is \,‘?
accompanied by a checklist. 4
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The preferred TD Absolute Retracement settings are either a high ora
low depending upon whether you are projecting a retracement level down- '§ Figure 5.16 This chart is the complement to Figure 5.15. It displays the downside TD

Absolute Retracement price objective for the Dow Jones Industrial Average in 1987.

QXCS - FTSE Index, Monthly ©QG (c) 1997.

NKCS - Nikkei fndex, Monthly CQG (c) 1997.
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Figure 5.15 To arrive at a downside price objective if there is no reference price level and 1 T '::: o iﬂm ﬁl"m N

TD Relative Retracement cannot be applied, TD Absolute Retracement can be substituted.

By multiplying the 1987 Financial Times Index by 0.618, the downside price objective is §
defined and displayed on the chart. 1

Figure 5.17 Similar to Figures 5.15 and 5.16, this chart identifies the TD Absolute Retrace-
ment downside price objective. However, due to the price gap the month after the price
high, use the close of that price bar to arrive at a price objective.
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Figure 5.18 To arrive at downside price objectives, simply apply the TD Absolute Retrace- § -:f ..... A°"';’ . : . » |. } » 280
ment. Multiply the peak price by 0.618 and 0.382. Notice how price attempts to hold these I~ e s O a3 T A i,,

Is. When they are broken, price accelerates downside.
levels Y P Figure 5.20 The previously penetrated 0.618 TD Absolute Retracement level proved to be
formidable upside resistance in February subsequent to a break below the level on a closing
basis in December. Note how the 0.382 level provided good support in March.
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Figure 5.19 Stock price movements subsequent to many publ.ic stock offerir}gs have had
a tendency to decline to a TD Absolute Retracement level, possibly exceed it intraday, l?ut
close that same day above it. Once a closing price is recorded below the 0.618 level, price
generally declines to the 0.382 level. By combining TD Absolute Retracement with TD
Sequential, the July low was identified, as well as the December low if “ignore smaller true
high/true low” is elected.
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Figure 5.21 The July break below the TD Absolute Retracement level was disqualified
because Qualifier 2 requires that price not only open below the retracement level, but it also

must follow through downside by at least one price tick. In this instance, the open was the
low. That was a warnina that the breakdown would likelv fail
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50% off of the July low.
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Figure 5.23 Once price closed below the 0.618 level, the stock declined over 60 points in

two trading days. When it closed below the 0.382 level, it declined another 35 points. Note
in late June price bumped up against the 0.382 retracement level that it had previously bro-
ken. Despite the fact that good news was announced, causing a 12-plus-point upside gap 3

opening, price failed to hold above that level on a closing basis.
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Figure 5.24 The TD Absolute Retracement price objectives off of the April peak are dis-
played on the chart. The first was hit precisely at the July low and coincident with the TD
Sequential low-risk entry. The 0.382 objective was hit in April 1995, approximately the
same time as the TD Sequential low-risk entry.
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Figure 5.25 The December low that was equaled in February coincided with the TD
Absolute Retracement level 0.618. The rally off of the December low failed precisely at the
January peak. As you can see, it is possible to combine two forms of retracements.
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Figure 5.26 Once again, the success of the combination of both TD Absolute and TD Rel-
ative Retracements is demonstrated on this weekly chart. Price gapped below the 0.6'18 1
level in January and in July found support at the 0.382 level. On the upside, the TD Relative

Retracement levels defined price objectives.

side or upside. In rare instances in which a gap downside occurs the day fol—
lowing a high or a gap upside the day following a low, the close that trading §

day is substituted.

TD Arc™

Most retracements occur within a specified period of time. However, both
TD Relative Retracements and TD Absolute Retracements, as well as most

other commonly used retracement techniques, concentrate upon only one

dimension to arrive at price objectives, and that is price. Research suggests, §

however, that whenever price fails to retrace to the TD Relative Retrace-
ment price objective within a specified period of time, the market’s momen-
tum and ability to fulfill the price objective diminish. Consequently, price
objectives should be adjusted to compensate for price erosion due to the
market’s inability to fulfill a price objective within a specified time window.
In order to address this important element of time, which is ignored by most
market timers, a meter is installed into the retracement analysis equation.
This timing device is designed such that if a price objective is not realized

1D Arc £027

within a defined period of time, the retracement level will adjust to compen-
sate for the passage of time. Therefore, both considerations presented on a
chart—price and time—are incorporated into TD Retracement Arcs. TD
Arcs are a companion technique to TD Relative Retracements. They enable
a trader to account for price erosion when calculating retracement levels. In
a theoretical sense, the market’s memory lapses over time and a price-time
continuum ensures that either the retracement level is accomplished within
a specified period of time or the price objective is adjusted to account for the
passage of time.

As you can readily see, TD Relative Retracements and TD Absolute
Retracements address only one dimension: price. When the element of time
is introduced, you’ll appreciate why markets tend to exhibit unexpected
behavioral characteristics. In a sense, the price activity of a market is defined
at particular points in time and price. If certain projected price levels are not
fulfilled within a prescribed period of time, the price objective must be
revised to reflect this erosion of time. That is the purpose of TD Arcs. First,
diagonal lines were constructed from an initial closing price on an extreme
range day, and that point was extended and connected to a subsequent
extreme intraday high or low. Then a similar diagonal price/time line was
positioned on a subsequent closing price to estimate the price/time range
expectation for the market to complete its next leg. The price movement of
the second leg may at times be less than the first leg in absolute terms. This
occurrence may be attributed to the fact that the market’ ability to replicate
leg measurements diminishes with the passage of time. In many cases, how-
ever, the diagonals—depending upon the price and time scales—were
approximately equal in distance despite the fact that their angle of ascent or
decline may have been different when incorporating the two variables (price
and time), provided an equivalent importance or value was assigned to both
by allocating a square box to the time and the price increment.

To construct TD Arcs you should employ the same decision rules that
apply to TD Relative Retracements. However, with regard to TD Arcs a dif-
ferent methodology is used to calculate the specific retracement levels. In this
instance, extend a diagonal line from a recent price low or high back in time
to a previous qualified high or low critical price. The price levels are selected
in the same manner that the TD Relative Retracement levels are—in other
words, refer back in time from a low to the last time a comparable or lower
low was recorded, and conversely, refer back in time from a high to the last
time a comparable or higher high was recorded. On that diagonal line, iden-
tify the specific ratio retracement levels and, by using the recent low or high
as a fulcrum depending whether you are projecting upside or downside, con-
struct an arc into the future. In order to ensure that the arc is capable of being
reproduced regardless of price scale, anchor the points systematically on the
chart by counting the same number of trading days from the low to the refer-
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ence day high or from the high to the reference day low, depending on
whether an upside or downside retracement is made, and then count an equal

number of trading days back in time from that reference day high or low. The

TD Arc is anchored in order to prevent one pattern for the arc at one price

scale and a different one when it is changed to another price scale. Once

drawn properly, the TD Arc takes on the shape of an ellipse and serves as a

barrier of resistance or support for price retracements, and the market’s
attempts to advance or decline to specific retracement levels becomes an exer- '

cise in “beat the clock,” whereby either price fulfills the prescribed TD Rela-

tive Retracement price objective within a specified period of time or it follows
the time-price continuum path defined by the TD Arc. In addition, there are -
many times in which a price penetration of the TD Arc s a precursor to a sim-- ;
ilar, subsequent retracement of the TD Relative Retracement price levels as
well. Consequently, it is good to apply the TD Relative Retracement and the
TD Arc to a chart simultaneously and then relate one to the other. Figures

§5.11 and 5.27 through 5.29 provide examples of TD Arc.

The selection options available for TD Arc Retracements include the

following:

1. To select any of a number of price levels, refer to the Price column.
2. The column Date refers to the date on which the selected price appears.
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Figure 5.27 This chart includes a series of TD Relative Retracement projections plus TD |

Arcs off of the October 1994 low, which identified the December 1995 bond market peak.
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Figure 5.28 A combination of TD Relative Retracements and TD Arcs have proven effec-

tive in the identification of support and resistance. When one does not apply, the other
does.
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Figure 5.29(a) The TD Relative Retracements, TD Sequential low and high-risk 9-13 lev-
els, the TD Arcs, and the TDST levels.
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Figure 5.29(b) This chart of the monthly Dow Jones Industrial Average illustrates a com-
bination of TD Arcs and TD Relative Retracements. Note how well they complement one .
another and how the various retracement levels serve as price resistance and support.

upside or downside. '
5. The Mode column refers to the method of calculating the retracement
arc, which is a diagonal line. “
6. The Time scale determines the geometric construction of the TD Arc.

7. The Display column refers to which series of ratios or scales are applied g

to the chart. A checklist accompanies this display.

Preferred TD Arc settings are either a price high or low, depending

upon whether you are projecting a retracement level downside or upside.
The date, time, and direction are a function of this selection, and the various
retracement ratios are all selected.

Chapter

Price Breakouts

Observation: One of the earliest video arcade games, called “Pong,” involved
two players who volleyed a rectangular pellet with knobs that served as pad-
dles. Whenever a player failed to return the pellet to the opponent, the pel-
let’s speed accelerated in that direction. I applied a similar technique to the
price activity of various markets by devising a series of trading rules that can
alert you to pending or potential price breakouts, at which time price would
likely establish a trend and accelerate its movement. Since the late 1980s, this
type of analysis has no doubt become quite commonplace, particularly among
Commodity Trading Advisors (CTAs). The only characteristics that differen-
tiate one trader who practices this methodology from another are the refer-
ence points they use, the ratios they apply, the price levels they select, and the
markets they follow. The fact that most trading participants are using similar
techniques affords a real advantage to those alert traders who are able to dis-
tinguish their trading style from this group by introducing additional trading
filters and qualifiers, as well as techniques that are designed to perform con-
trary to the trading crowd. The structure used to execute this type of trend
detection process is comprehensive and adaptable to most traders’ needs.

TD REBO™

TD REBO is an acronym for the indicator shell developed many years ago
called Range Expansion BreakOut. It is a master template desioned to
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accommodate and present various possible methods for expressing and cal-
culating price breakout levels. The traditional or conventional applications
of similar volatility breakout techniques are trend-following approaches that
are widely used by traders even to this day. When I first experimented with
breakout techniques, the markets enjoyed long periods of uninterrupted
trends. The inflationary environment of the mid- to late 1970s played a
major role in this regard. The evolution to a noninflationary economy, how-
ever, has produced a trading range environment for most markets and, con-
sequently, played havoc with this methodology. Albeit there may be trending
moves in world cartel markets (e.g., coffee, sugar, cocoa, energy, copper, tin,
and even lumber), these are the exception rather than the rule. Over recent
years, research suggests that markets as a whole operate within a trading
range 78 to 82 percent of the time, and of the 18 to 22 percent of the time in
which they are trending, typically a market is in an uptrend 12 to 14 percent
of the time and in a downtrend 6 to 8 percent of the time. Research indicates
that the amount of time markets trend up is approximately twice as long as
the amount of time they trend down. This tendency can be attributed to two
factors: (1) Buying is often a repetitive, cumulative decision, and increasing
profitability, margin account increases, news events, positive research
reports, and market psychology are key reinforcement factors that beget and '}
perpetuate additional buying. (2) Selling, on the other hand, is typically a 3§
one-time decision—if any factor whatsoever concerns a trader, this excuse or
reason may serve as a catalyst to force a trader to liquidate his or her entire
position at that time without regard for any other considerations. /

Much consideration and planning have gone into the design and con-
struction of the TD REBO Indicator. It is sufficiently dynamic and capable
of adapting to changing market conditions and environments, whether they ' §
be of a trading range or a trend-following variety. What distinguishes TD
REBO from most volatility-based breakout approaches is the fact thatitisso
comprehensive. Whereas most conventional approaches merely calculate 'i§
breakout levels by multiplying the previous day’s price range by a fixed ratio
and then adding that value to a base price (e.g., the previous day’ close), TD
REBO offers a plethora of design options, as well as a series of possible qual-
ifiers. The versatility TD REBO provides to a trader is not necessarily to be
perceived as an attempt to provide optimization capability to this analytical
tool, whereby the trader is able to fit the price activity of various markets to
conform with historical test results. Rather, the goal is to enable traders to |
differentiate themselves from other volatility-based traders by providing the
building blocks essential to the creation of both complete trend-following
techniques and price exhaustion approaches that are designed to sell strength -
and buy weakness within trading range markets and, consequently, operate i
against the trend-following tendency exhibited by the majority of breakout

traders. By avoiding the competition created by other traders attempting to
fill their orders in a trending market at comparable price levels, the potential
risk of price slippage and skidding, price gaps, and unfilled limit orders is
diminished considerably. TD REBO will provide a new dimension of volatil-
ity and range breakout analysis and opportunities to those traders inclined to
operate in the markets with this type of trading methodology. It will also
instill a psychological comfort level by demonstrating to traders that they are
able to select from this vast indicator structure and reservoir of trading pos-
sibilities virtually any series of price relationships, options, and qualifiers
needed to translate, document, experiment, and perfect their breakout
methodologies.

Rather than present a long discourse on the derivation of TD REBO
and its applications to markets, a better approach is to present its composi-
tion and the various selections built into its detailed architecture. You will no
doubt agree that its options and structure make it a robust platform for the
creation and introduction of volatility breakout and range expansion tech-
niques. In retrospect, its construction and design are comparable to the
development of a high-powered shotgun intended to kill a fly. Its designed
capacity far exceeds any imaginable trading needs or requirements. Never-
theless, presenting an exhaustive, comprehensive trading template to enable
you to construct your own trend-following methods and exhaustion tech-
niques is preferable to leaving it deficient or handicapped in any respect
whatsoever.

The various selection options are as follows:

1. The History checkbox refers to the option of presenting all the previous
REBO indications or just the current day’s REBO levels.

2. The Display column allows the trader to select either (a) “hits” or all the
times in which REBO levels were fulfilled in the past as well as on the
current bar, (b) “all” the REBO levels whether they were hit or not in
the past as well as for the current bar, or (c) the “first” time in a succes-
sive series in which the REBO level was hit (note that an up level and
down level can appear on the same day, since it is not possible to deter-
mine which occurred first on that particular day).

3. The Display column also allows the user to select either “chart” or
“daily,” thereby enabling the user to produce the daily REBO level only
on the daily chart or to retain the daily REBO on any intraday chart of
the same market as well.

4. The Base column displays the reference price used.

5. The Ago column lists the specific day from which to select the Base
price.
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6. The #Bars column indicates how many bars are included and surveyed,
once the next column (Range type) has been defined, for the purpose of :
selecting a Base. ‘

7. The Range type refers to the speci

pose of defining the Base.
d Range lo column display the values that are

8. The Range hi column an
subtracted to arrive at a value for the purpose of adding/subtracting

from the Base.
9. The Ago columns following both Range hi and Range lo specify which
price bars are considered to arrive at a value to be added to the Base.
10. The #Bars refers to the number of price bars considered when calculat-
ing the value to be added/subtracted from the Base.
11. The Factor column specifies the ratio that is multiplied by the value
prior to adding/subtracting from the Base.
12. The Qualifiers refer the numerous conditions that can be included in
the REBO analysis to eliminate specific trades.
13. The On column determines whether that spec

fic type bar(s) selected for the pur- |

ific row’s condition is

active.
14. The Type column specifies whether the condition refers to one price

bar to another price bar o7 whether one price bar refers to a group of
price bars o7 whether a group of price bars refers to specific price bar o
whether a group of price bars refers to another group of price bars.

15. The Multiplier column displays the ratio that is multiplied by the Price
1 column when a version of price range is selected in that column.

16. The Price 1 column refers to the specific price to be compared with
Price 2.

17. The Ago 1 and Ago 2 columns speci
bars are to be compared.

18. The Rel column defines the compariso

19. The Price 2 column defines the specific price to

fy which specific bar or series of

1 relationship to be conducted.
be compared with

Price 1.
20. The Ago 3 and Ago 4 columns specify which specific bar or series of %

bars are to be compared.

Another feature of TD REBO is its ability to apply any number of pos-
sibilities (e.g., close, open, midpoint, high, low, average, high for up and low
for down, low for up and high for down, highest high and lowest low, lowest
high and highest low, highest price, lowest price) for x days ago or over 2
specified day or series of days as the Base Price. Furthermore, to the Base

Price can be added a percentage of a previous trading day’s price range, 2
aximum or minimum day’s range over x num-

g

series of price day’s ranges, 3 It
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ber of trading days, an average price ran
Jorole , . ge over a number of tradin
serii: j}fizslii;e L)etween the hlghetst high and the lowest low prgic(::aii’etrh:
o RgE Beg;s., as well as price f'elationshjps other than range highs
i is then capable of introducing various ratios that cangbe
Price to arri\?; at t;;fszjdrﬁ:eg:l:oﬁdvald deld tol oj\fiubtraaed from the Base
: : -value levels. Additionally, i
g:;;e;; i;l;r(t:}::;, a series of price relationships between inci’ivti(()iE:lrf :r(:dtilxtl ;
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trading opportunities. © qualily TD REBO
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. . ' ‘ gs or selections for
;r;leg‘};(t) l(;;)r;;fitl Icl)f 'Eihe ,followm.g options: Calculate the difference b:t]v)veI:flt}h(z
previous trady % ;ZI- s tnlle high and true low to arrive at a value described as
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et b idenu‘ﬁpr(;ce objective, the trend for the current trading day has
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cpenee I;:the ,tr :n dlf i}llow the current trading day exceeds that level down-
i e o tm?ir at tr’admg d'ay has been defined as down. Instead of
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ing pric howee reference level, the entry areas will be redefined. In this
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clusions regarding the opening price relationship and that same trading day’s
high and low price levels. Specifically, it is not uncommon to witness the
opening price occur within 10 to 20 percent of any trading day’s high or low.
In fact, the open many times occurs precisely at a trading day’s high or low.
If the high and low for that trading day were known in advance, and once
price deviates 20 percent of that price range from the opening, low-risk entry

zones could be identified. Unfortunately, no one is able to predict the future

consistently and accurately. Consequently, you should apply proxies for the

current trading day’s price range to calculate a 20 percent price entry level
once the market opens. Reasonable alternatives to having the current trading -
day’s price range is the previous trading day’s price range or an average ora
combination of a number of previous trading days’ ranges. Additionally, :
instead of applying the price range, other options can be introduced, such as
movement from open to high for an upside level and open to close for a
downside level or a combination of these price comparisons. Among many
other ideas, one currently being tested relates to calculating a 10 to 20 per- */}
cent price movement of the TD Range Projection™ (see Chapter 12) for the ;
following trading day added or subtracted to current trading day’s opening |
price. One other variation being studied includes taking an average of a
series of price levels for the previous trading day (such as open, high, low,and 4
close) and then multiplying this value by a percentage and then adding and
subtracting that value to and from the current trading day’s opening price. &
Another derivative of TD REBO is TD Spring, which is explained below. As 3
you can readily see, a myriad of relationships exists and can be applied to TD
REBO. This indicator alone can be a trader’s best friend and only trading :§

tool. It just depends upon your trading preference and degree of interest.
TD REBO examples are presented in Figures 6.1 through 6.5.

It is readily apparent that TD REBO is a dynamic indicator with much
power and market timing capacity. Encoded within this analytical outline is
a comprehensive tool that can be used to experiment with and develop vari- - §
ous forms of range expansion and breakout techniques. Just as with the other {3
indicators presented throughout this book (TD Lines, TDST, etc.), this

indicator is versatile. Not only can it be used as a trend-following device, it
can be successfully used to identify zones of price or trend exhaustion. For

example, if your experimentation and search for the identification of break- §
out levels is producing more losing trades than winning trades, then the §
parameters of TD REBO can be altered to take advantage of reversing your o
perspective from trend following to price exhaustion. In other words, if your
trading suppositions are applied from an anti- or a contratrend perspective, |

you will be the beneficiary of even more trading opportunities, since TD
REBO allows a user to partake of contratrend trading methodologies as well.
With TD REBO, traders are limited in their research of breakout and range
expansion techniques only by the degree of imagination they possess. By
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Figure 6.1 TD REBO with the following settings is presented on this chart. All price pene-
trations are displayed and a factor of 0.28 (28%) is used. This factor is multiplied by the true
price range of the previous trading day since only one price bar is selected rather than a
series of trading days. Only one low-risk entry Qualifier is introduced to ensure that only an
upside or a downside indication can be presented on a specific trading day, not both. The
Qualifier requires that for an upside move the close one trading day ago must be less than
the close two trading days ago. For a downside move, the close one trading day ago must
be greater than the close two trading days ago. The hash marks appearing on the chart
identify the low-risk entry level. To determine whether it relates to an upside or downside
breakout, compare the previous trading day’s close versus the close two trading days ago.
The value calculated by multiplying the factor by the previous trading day’s price range is
then added to or subtracted from the current trading day’s opening price. Figure 6.2
applies the same procedure with the exception that its base is not the current trading day’s
opening price, but the previous trading day’s close.

adapting your perspective from trend-following to antitrend or exhaustion
techniques, the possibilities are increased even more.

TD Spring™

Although TD Spring can be easily applied within the parameter selections
of TD REBO, this indicator is a unique, separate study because of its value
in forecasting breakouts from periods of lackluster, sideways price move-
ment. When this indicator was developed in the late 1970s, numerous mar-
kets had undergone extended periods of price consolidation. For example, if
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Figure 6.4 The TD REBO settings for this chart are identical to those of Figure 6.3 with the

exception that the previous trading day’s close is used as a reference or “Base” instead of
the current trading day’s opening price.
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i i is distingui i .1 and 6.2 in only one respect. Instead
Figure 6.3 This chart is distinguished from Figures 6 ' ' pe
ofgcalculating the true range difference of the preceding t.radmg day, the minimum true
price difference for each of the previous four trading days is evaluated danj dthg rwlmrr;ﬁ{)n

i i iplied by the 0.28 factor and added to or sub-
t ange trading day is selected and mult|-p ; . ‘ : -
t::stcred fcll'om the Sc]:urrgnt trading day’s opening price. Figure 6.4 applies this same calcula
tion to the previous trading day’s closing price.
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Figure 6.5 This version of TD REBO uses the current trading day’s opening price as a

“Base,” uses the same multiplier of 0.28, but calculates the highest true high and lowest
true low of the previous three trading days.
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over a period of x trading days prior to the current trading day (or series of
trading days), the true price range (highest high over the time period or the
close on the trading day prior to the first day of the series if that day’s close
is higher then all the highs of the series minus the lowest low over the time
period or the close on the trading day prior to the first day of the series if
that day’s close is less then all the lows of the series) for the previous trading
day, or series of trading days, is less than a defined percent of the true price
range for the previous y number of prior trading days, the market is trading
in a relatively narrow price coil and about to “spring.” To calculate the
upside breakout zone, the current trading day’s high must exceed a price
level that is derived by multiplying the previous trading day’s (or days’) true
range by a specified percent and then adding that value to the previous day’s
price close or current day’s open. To calculate the downside breakout zone
the current trading day’s low must exceed a price level that is derived by
multiplying the distance of the previous trading day’s (or days’) true range
by a defined percent and then subtracting that value from the previous day’s
price close or current day’s open to calculate. The critical factors are: (1) the
selection of the price range—either the previous trading day or series of
trading days, (2) the price range comparison period, and (3) the percentage
to be applied to this value. The feature of the TD Spring indicator is the
variability and versatility of its components. Once again, refinements, fil-
ters, and qualifiers, as well as additional indicators in this book can be intro-
duced to perfect low-risk entry zones. Figures 6.6 and 6.7 provide examples

. USHT - Troasury Bond-Dey Pit. Mar 97, Daily CQG (e} 1997.
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Figure 6.6 TD Spring is a version of TD REBO that is more specific. In this example, it
relates the price range of the previous trading day with the price range of the prior three
trading days. If the previous trading day’s range is less than each of the prior three trading
days, the market is generally coiled and ready to “spring” either upside or downside.

of TD Spring. : U1 382 0000 P, 57, Dty : casom
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Typically, indicators are observed, tested, evaluated, then qualified before | _ 1 A BEs : . o Lo

being introduced into my trading arsenal. One resource for potential market : :

indicators: my “Waldo Patterns.” Waldo Patterns were inspired by the chil- B - .

dren’s cartoon character whose caricature is camouflaged within a back- - L =

ground of numerous other cartoon figures. The game is to locate him. Once

he has been identified, the task the next time becomes simple. However, the - T {0000

challenge is to accomplish this feat initially. Likewise with market observa- ] :

tions and price patterns—the identification process is easy once successfully

performed. That is why they are called Waldo Patterns. This set of market - [

observations and experiences is significant and can impact your trading, but -

Waldo Patterns have not been researched and codified sufficiently to justify B {7ooo0

their inclusion within the indicator set. Oftentimes, all that is required to : _ : :

upgrade these trading observations and patterns to full-fledged indicators W 2 T Tie 7

are just a few minor adjustments or additional indicator rules. One such trad-

] Figure 6.7 This example of TD Spring uses a 0.382 multiplier instead of 0.28 and requires
ing opportunity that has been on deck for quite some time is TD LV.

that the price range of the previous three trading days be less than the price ranges of four
through eight trading days earlier.




TD LV is a pseudonym for a series of price comparisons generally asso- 4

ciated with an impending price breakout. Since the key comparisons relate to
the current trading day’s closing price versus the series of 7 previous consec-
utive trading days’ high or lows, as well as the series of 11 previous consecu-
tive trading days’ highs or lows, it was tempting to call this indicator 7-11.
Lest it be confused with the gambling game craps, which is 7 and 11, its cho-

sen name became the innocuous TD LV. There are five elements to TD LV §

for both upside and downside breakouts. The conditions that qualify the
market environment for a potential breakout are as follows:

1. For a potential upside breakout, the previous day’s closing price must be

less than the closing price five trading days ago. Conversely, for a down- f

side breakout, the previous trading day’s closing price must be greater
than the close five trading days ago. In other words, the price comparison
between the previous trading day’s close and the closing price four trad-
ing days prior to that day’s closing price dictates whether you are to pre-
pare for a possible upside or downside breakout.

2. The current day’s closing price versus the series of seven previous trading 4
days’ highs for a potential upside breakout and versus the series of seven §

previous days’ trading lows for a potential downside breakout.

3. The current day’s closing price versus the series of 11 previous trading
days’ highs for a potential upside breakout and versus the series of 11 pre-

vious trading days’ lows for a potential downside breakout.

4. The previous day’s closing price relative to the close one trading day ear-

lier to improve the potential for a breakout.

5. The market’s potential to follow through the succeeding day(s) after the

breakout indication.

TD LV buy Setup: To qualify for an upside breakout for the current day’s
trading, first of all, the close one trading day ago must be less than the close
four trading days earlier—in other words, five trading days before the current 3
day’s trading. Next, if the close of the current trading day is greater than all
the previous seven trading days’ highs and, at the same time, not greater than §
all the highs of the trading days 8 through 11 (inclusive) trading days ago as §
well, then the price advance should fail. However, if the close of the current ':‘

trading day is greater than 4// the previous seven trading days’ highs and, at
the same time, greater than al/ the highs of the previous trading days 8

through 11 as well—in other words, greater than a// the previous 11 trading

days’ highs—then the advance should continue. Once again, you should be
mindful of the opening price the following trading day relative to the break-
out level, since the TD Critical Qualifier requires that the following trading
day’s opening price trade above the breakout level to confirm TD LV.

TD LV sel] Setup: To qualify for a downside breakout for the current
day’s trading, first of all, the close one trading ago must be greater than the
close four trading days earlier—in other words, five trading days before the
current day’s trading. Next, if the close of the current trading day is less than
all the previous seven trading days’ lows and, at the same time, not less than
all the lows of trading days 8 through 11 (inclusive) as well, then the price
decline should fail. However, if the close of the current trading day is less
than 4// the previous seven trading days’ lows and, at the same time, less than
all the lows of the previous trading days 8 through 11 as well—in other
words, less than 4/l previous 11 trading days’ lows—then the decline should
continue. Once again, you should be careful to observe the following trading
day’s opening price relative to the breakout level, since the TD Critical
Qualifier requires the open of that day be below the breakout level to con-
firm TD LV.

With respect to both TD LV buy and sell Setups and low-risk indica-
tions, if the prerequisites are not fulfilled as just described, most traders will
probably decide that no trading opportunity exists, but in fact an alert indi-
vidual could operate in reverse to the process followed when TD LV require-
ments for a valid price breakout are fulfilled and a low-risk entry indication
exists. This type of trading tactic is similar to the Disqualified TD Line and
TD Retracement approaches described in Chapters 4 and 5. You should note
that despite the fact that the requirements for a trading indicator may be
missing or disqualified, this does not cancel the possibility of operating in
contradiction to your original intention of participating in a low-risk trend-
following proposition, which implies fading a suspected breakout and oper-
ating against the prevailing market trend.

Figures 6.8 through 6.13 display examples of TD LV.

TD Point Reversal™

Over the years, I have followed market price behavior subsequent to and
coincident with potential TD Point level 1 lows and highs. Provided a sub-
sequent TD Point low has not been formed or is not in the process of being
formed by recording a low below the previous trading day’s low or provided
a subsequent TD Point high has not been formed or is not in the process of
being formed by recording a high greater than the previous trading day’s
high, there are guidelines to establish the significance of these lows and
highs. Specifically, after a TD Point low or a TD Point high is formed, you
can apply a meter to market price action to evaluate the prospects for a price
follow-through. In other words, to confirm a meaningful short-term low,
either on the suspected TD Point low day or within the first four trading
days after that low, the market must close above the closes of all four trading
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Figure 6.8 TD LV is often associated with breakout moves. The letter X identifies a closing ‘-l.j- : :
price that exceeded all previous 7 trading days’ highs, as well as all previous 11 trading %w:m T T L T e

days’ highs or exceeded all previous 7 trading days’ lows, as well as all previous 11 trading

days’ lows. The letter Y identifies an instance in which not all 7 trading days’ highs were Figure 6.10 There are only two TD LV indications on this chart and each is associated with

exceeded. breakouts. X identifies the days in which they occurred.
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Figure 6.9 TD LV low-risk opportunities are defined by the letter X. Often they occur co-
incident with a major price breakout. The letter Y identifies an instance where the close was
less than all previous 7 trading days’ lows but not all 11 trading days’ lows. The reverse pat-
tern occurred upside in January.
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Figure 6.11 Once again a breakout occurred coincident with a TD LV indication. A failure
to close above all previous 7 trading highs but not all previous 11 took place in October (Y).
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Figure 6.12 TD LV indications appear on the chart accompanied by the letter X and the reverse the breakout.

failures (7 NOT 11) are identified with a Y.
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prior to a TD Point low or a close less than all four trading days’ closes prior to a TD Point
high within four trading days after the TD Point low or high, whatever the situation may be.

Figure 6.13 7D LV indications are marked on the chart with the letter X. There were only
The letter X identifies the times it occurred.

three instances in which this pattern occurred.
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Figure 6.15 TD Point Reversal indications are shown with the letter X on the chart. A TD

Point can be formed the day in which an indication is generated, but it will not be con-
firmed as a TD Point until the following trading day is complete unless the potential TD
Point be subsequently exceeded. This occurred at the January low.

TD Double TD Point™

If a level 1 TD Point low is defined, and subsequently a second level 1 TD
Point low is formed at a higher price level, then this secondary test of the orig-
inal low generally confirms that the price trend should be up. On the other

hand, if a level 1 TD Point high is defined, and subsequently a second level 1 -

TD Point high is formed at a lower price level, then this secondary test of the
original high usually confirms that the trend should be down. Note that all TD
Points that are higher than level 1 are by definition level 1 as well, since if two
or more higher lows surround a TD Point low or two or more lower highs sur-
round a TD Point high, then by definition the requirement for a level 1 TD
Point is fulfilled. Research indicates that subsequent to the formation of the
second TD Point low, once the high of the second TD Point low day is
exceeded upside, then the trend should be up. Conversely, subsequent to the
formation of the second TD Point high, once the low of the second TD Point
high day is exceeded downside, then the trend should be down.

At the time TD Lines were developed by connecting TD Points, I
observed this relationship between ascending TD Point lows and descending
'TD Point highs. In the past, this relationship was used to confirm trades in

b

which I was already involved. Should you prefer to apply TD Pouble TD
Point to your own trading, rather than merely using this technique to con-
firm your other market timing approaches, then the most recent day of the
current TD Point set formation should constitute your low-risk entry zone
to ensure that you are not entering the market at an exhaustion area. In the
Jate 1970s most markets behaved similarly, and once the TD Double TD
Point formation was formed the market responded and the low-risk entry
zone selection was not a serious consideration since price typically trended
from that point. In recent years, it has become more important to refine the
low-risk entry level. My recommendation is to use the close of the most
recent TD Point’s last day of the set since there is no certainty as to wl}edler
this is a qualified TD Point until the last day of the three-day TD Point set
is completed. Figures 6.16 and 6.17 include TD Double TD Point examples.

TD Trap™

Although your first impression might easily and expectedly be that the vari-
ous indicators in this book are complex due solely to their unorthodox nature
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Figure 6.16 TD Double TD Point requires a TD Point high succeeded by a lower Tl? Point
high or a TD Point low succeeded by a higher TD Point low. Generally, thgse TP Points are
level 1; however, you may substitute a higher-level TD Point. The letter X Edentlfues thg first
of a series of TD Points and the letter X’ identifies a succeeding lower or higher TD Point.
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Figure 6.17 From the November low when TD Combo generated a low-risk 9-13 indica-
tion, only three TD Double TD Points downside were formed (Y). Most TD Double TD §
Points occurred upside (X). Note that TDST failed to be exceeded downside in December &
and broke out upside in January. TD Double TD Point can be used with TDST to perfect 7§

entries and to confirm possible TDST breakout failures.

and unconventional application and interpretation, every attempt has been
made to keep them simple and straightforward. Once these tools are under-
stood and applied, most traders will probably agree. One such indicator that {8
is easy to understand, simple to construct, and easy to apply is TD Trap. TD
Trap is a trend-following method for entering the markets or for confirming ;.
your current position in the market. It works better when applied in con- §
junction with other indicators presented in this book—TD Sequential, TD §
Combo, REI, DeMarker, and TD ROC I and II. Within the context of these
indicators, TD Trap can serve as an effective trigger mechanism for generat-

ing the execution of trading positions, provided the overall market environ-
ment as defined by the various price indicators indicates that the market is
predisposed to advance or decline. Additionally, TD Trap can be used for
pyramiding positions, as well as for money management purposes, by identi-
fying successive low-risk entry points within a trending market environment.
TD Trap, just like its market timing complement TD Open (see following),
is a technique as simple to understand and apply as a trader can find. The
complexity, if in fact any exists, arises once a set of qualifiers or filters are
installed to perfect this basic timing approach.

A b dh

Very simply, TD Trap low-risk entries are defined once the opening
price for the day has taken place. If the current trading day’s open is con-
tained by the previous trading day’s price range (i.e., is less than or equal to
the previous day’ high and greater than or equal to the previous day’s low,
and either the current day’s high is greater than the previous day’s high or the
current day’s low is less than the previous day’s low) a TD Trap breakout is
identified, either one tick above the previous trading day’s high or one tick
below the previous trading day’s low. The critical variables are as follows: (1)
The opening price must be contained or “trapped” within the previous trad-
ing day’s price range and (2) either an upside or downside breakout beyond
the confines of that price range must take place. Now in order to perfect
these TD Trap indications, any series of qualifiers can be added. A number
of recommended qualifiers to add from time to time to TD Trap include the
following: For an upside move, the high one trading day ago must be less
than the high two trading days ago, and conversely, for a downside move, the
low one trading day ago must be greater than the low two trading days ago;
for an upside move, the close one trading day ago must be less than the close
two trading days ago, and conversely, for a downside move, the close one day
ago must be greater than the close two trading days ago; and, as you can
readily see, many other combinations and variations of similar comparisons
can be introduced as well to qualify entries. These critical variables or quali-
fiers serve to distinguish TD Trap from most other short-term trend-
following approaches. In addition to its simplicity, the other features of TD
Trap include its versatility and variability, as well as its capacity to accommo-
date and introduce qualifiers and filters to its basic indicator formula. Figures
6.18 through 6.20 illustrate TD Trap.

The TD Trap options include the following:

1. The Display column includes “hits,” “all,” and “first” as variables and
refers to the selection that can be displayed on the chart—a good choice
is “hits” since it displays all instances in which TD Trap was activated, as
opposed to “all,” which displays each potential TD Trap possibility
regardless of whether hit or not, and “first,” which refers to the first TD
Trap hit and disregards redundant hits in a series.

2. The Specific column provides a set of variables that price must exceed to
activate TD Trap. Examples are highest/lowest, lowest/highest, narrow-
est, widest price range days, or other periods that are unconventional and
consequently do not appear in the Price column and supersede any selec-
tions appearing in the Price column.

3. The Price column determines the reference price level used for TD Trap
for both the open requirement as well as the penetration requirement.
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Figure 6.18 TD Trap requires a move greater than the previous trading day’s high or less
than the previous trading day’s low after an opening price that is contained by the previous
trading day’s price range. As with TD Open, it is often better to exit a low-risk entry on the
close or to use TD Trap to confirm another indicator. The opportunities arise to participate
in big price moves—February 7 and 12—both up and down and to chip away at trades in |
the meantime. The series of qualifiers described on page 233, such as high/low one day ago -
less than/greater than high/low two days ago for an upside/downside move and close one -

ago less than/greater than close two ago, are included.

4. The Ago column establishes which day is used in conjunction with the
Price column or which group of days is included in the Type column
selection.

5. The Compare column determines whether the current day’s open can be
“equal to” as well as “greater than” and “less than.”

6. The Other column refers to both the Qualifiers and Range that can be
added to TD Trap. The Qualifiers are the standard options of compar-
isons, and Range includes the ability to attach an additional qualifier,
such as a percentage penetration of the price range of a previous trading
day or series of trading days to perfect the TD Trap entry level—this per-
centage component is similar to REBO.

Recommended settings for TD Trap are hits, up—true high/down—true
low for the reference price as well as the penetration level, one trading day
ago, with equal and with occasional qualifiers and occasional range penetra-
tion requirements. Figures 6.21 through 6.24 display TD Open examples.

TD Trap should be researched and used in conjunction with other
indicators in this book. TD Trap is a suitable counterpart and complement
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Figure 6.19 TD Trap requires an open that is less than or equal to the previous trading day’s
high and greater than or equal to the previous trading day’s low. Whichever direction price
breaks out is the direction in which the trade should be taken. Qualifiers, such as the close one
trading day ago less than either the close two trading days ago or the open one trading day
ago for an upside move or the close one trading day ago greater than the close two trading
days ago or the close one trading day ago greater than the open one trading day ago for a
downside move. TD Trap is designed to supplement those TD Open trading opportunities
which do not occur because of the position of the current trading day’s opening price.

L;Es 8 W r‘ﬁﬁ% i1o ju #4 Fﬁuﬂ
Figure 6.20 TD Trap indications are identified on the chart both upside and downside.

The current trading day’s opening price must be contained or ‘trapped’ by the previous
trading day’s price range. The same qualifiers as described in Figure 6.19 are applied.
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Figure 6.23 TD Open was changed from relating the current trading day’s open to.the
low or high one trading day ago to the low and high three trading days ago. This relation-
ship can be extended to other trading days’ lows or highs or even combinations of them for
purposes of confirmation or for additional trading opportunities.

Figure 6.21 TD Open requires that the current trading day’s open be less than the low x -

trading days earlier or that the open be greater than the high x trading days earlier. This
chart identifies those occasions when the open was less than the previous trading day’s low i
or high and then proceeded to exceed that same trading day’s closing price. TD Open can &
be adapted to relate the opening price to highs and lows other than one trading day ago. g

TD Open is designed to present opportunities that do not appear with TD Trap, TD CLOP,
or TD CLOPWIN.
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Figure 6.24 In this example, two versions of TD Open are applied. The Furrent trading
day’s open is related to the low and high either one or two trading day’s earlier. Other com-
parisons can be made and qualifiers can be simply introduced, such as the close versus close
one trading day ago or close versus open one ago.
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Figure 6.22 TD Open often works best when trades are exited on the close the day of
entry or when used in conjunction with other indicators. The same qualifiers applied to Fig-
ure 6.21 are applied to this example.



to TD Open and, consequently, it is recommended that they be used in con-
junction with one another. Whereas TD Open provides low-risk entry levels
at prior price bottoms and tops, TD Trap low-risk entries occur later at prior
price tops and bottoms and consequently, are accompanied by a higher level
of risk. Additionally, TD CLOP, TD CLOPWIN, and TD Pivot should be
included within this assortment of short-term pattern techniques in order to
fulfill the entire suite of trading opportunities (see following).

TD Open™

Almost 24 years ago, I spent a considerable amount of time researching and -
comparing the relationships between various price levels and their per- @
ceived impact upon the ensuing trading day’s price movement. At approxi- 4
mately the same time, Larry Williams, a well-respected market timer, was
conducting similar research of his own. A series of phone calls and meetings
shortly thereafter developed into a business and personal relationship that
exists to this day. We have exchanged research ideas since that time, and I
credit Larry with the inspiration to develop and share my ideas with fellow .
analysts and traders in the industry. One price pattern we both observed in |
the silver futures market in 1972 (and which I referred to at that time as a
“reentry pattern”) related the opening price to the previous trading day’s -
intraday high or low. Whenever the open was below the previous trading -
day’s low and price traded the same day above that low, a potential low-risk ":j
buy indication was given. Conversely, whenever the open was above the
previous trading day’s high and price declined below that high the same day, ‘4
a potential low-risk sell indication was given. Aside from Larry’s contribu- ,
tion, I developed and applied numerous enhancements and qualifiers to this |
simple technique to filter potentially bad trades. The template created to 3
accommodate all the variations of this simple market timing approach is

called TD Open.

First of all, the reference points were increased from just the previous @
day’s low or high to the low or high two, three, four, five, six, seven, or more ‘;:
days earlier. Immediately, this expanded the range of this indicator to
include trading day possibilities far exceeding the limited frequency pro- 1
vided by the basic comparison of open and high or low one trading day ago.
In other words, the open may be above the previous day’s low or below the §
previous day’s high, but this would not disqualify a low-risk entry indication
from occurring since TD Open could still produce from one to six or more 8

additional options over the previous seven trading days, which could
develop into a low-risk entry indication as well. Furthermore, with the TD
Open indicator, numerous other possibilities or options arise by revising the

reference requirement from low and high to open, close, midpoint, average,
and so forth. In other words, the indicator becomes more liberal in its
requirements when the number of days for possible entry increases from
one to seven, as they do likewise when the specified low-risk entry levels
change from a price low to a higher price level for an upside move or, con-
versely, from a price high to a lower price level for a downside move,
thereby enabling the open to take place above the previous trading day’s low
for an upside move or below the previous trading day’s high for a downside
move and still providing low-risk entry indications. Also, the introduction
of a second criterion other than the reference price perfects the low-risk
entry selection. For example, not only must the open be less than the low or
greater than the high x trading days earlier, but the high must also be
greater than or the low less than a prescribed level such as the previous trad-
ing day’s price midpoint, average, close, open, and so forth, depending upon
whether an upside or downside move is qualified. Additionally, a specified
percentage penetration of a previous trading day or a percentage of a group
of days’ trading ranges can be added or subtracted to the current day’s open
or previous day’s close to also perfect the low-risk entry level. TD Sequen-
tial or TD Combo on a 1-, 5-, or 10-minute basis can also be low-risk
entries introduced to ensure that the penetration of the threshold level,
whether it be a low or a high or any other price selection, does not occur
coincident with a Setup or Countdown completion, suggesting a contradic-
tory short-term market move and thereby forcing postponement of entry
until a subsequent penetration when the market is not short-term over-
bought or oversold. Furthermore, the specific day of the week can be iden-
tified and researched to determine its TD Open performance results for
that particular trading day.

One research nugget uncovered when developing TD Open and subse-
quently applied as a qualifier to other indicators as well is something I call the
market’s TD Dead Zone™. Specifically, this is the area between the closing
price and the intraday low at a price bottom and the closing price and the
intraday high at a price top. With the exception of TD CLOP (see following),
most short-term indicators generate a high propensity of failure should price
open in this zone on a trade day. In other words, if price at a suspected low
opens less than the previous day’s low, then the market is opening weak, and
if price opens above the previous day’s close, then the market is opening
strong, but any opening between this zone—yesterday’s low and close—pro-
duces ambiguous market indications. Conversely, at a presumed top, any open
within the previous day’s high and close is uncertain as well, and you should
be skeptical of any market activity that originates with such an opening. This
relationship can be applied to versions of TD Open that relate to trading days
other than one trading day ago and to other indicators with equal success.



TD CLOP™ and TD CLOPWIN™

Both TD Trap and TD Open define the two possible breakouts that can
occur after the opening of trading by producing a low-risk buy entry at the
previous trading day’s low or a low-risk sell entry at the previous trading day’s

high. Whereas TD Open is generally accompanied by a news development '}

and a potential trend exhaustion and price reversal since the opening price
must either exceed downside the previous trading day’s low or upside the
previous trading day’s high, TD Trap is characterized by a more subdued
opening price, which is contained within the previous trading day’s price
range. TD CLOP and TD CLOPWIN are counterparts to TD Open and
TD Trap. It seemed that the basic TD Open was equipped to deal with price
openings that occurred outside the previous trading day’s range or any spec-
ified day or series of days’ highs or lows. In those instances in which the
opening price occurred, or was trapped, within that same price range, TD

Trap seemed quite capable of identifying low-risk trading opportunities. &
Subsequently, the goal was to develop hybrids of these two primary trading . §
models in order to perfect and confirm TD Open and TD Trap, as well as to

take advantage of other trading situations that would not avail themselves to
a trader limiting his or her scope to just these two techniques. Consequently,
TD CLOP and TD CLOPWIN were developed.

TD CLOP requires the current day’s open to be less than the previous
trading day’s close and open for a low-risk buy entry and the current day’s
open to be greater than both the previous day’s close and open for a low-risk

sell entry. TD CLOPWIN requires the current day’s open and close to be
contained within (“win”) the confines of the previous day’s open and close '

price parameters for both a low-risk buy and a low-risk sell. The condition
“or equal to” can be added to each indicator’s qualifiers. In the case of TD

CLOP, if the current trading day’s open is less than the two previous refer- 4
ence points—the previous trading day’s open and the previous trading day’s
close—and the high is greater than both price levels, then a low-risk buy 4

entry is indicated. Conversely, if the current trading day’s open is greater

than the two reference points—the previous trading day’s open and the pre- .

vious trading day’s close—and the low is less than both these price levels,

then the low-risk sell entry is defined. Other refinements can be simply 1

introduced. In the case of TD CLOPWIN, the relative position of the ref-

erence day’s close versus the reference day’s open dictates whether a TD
CLOPWIN low-risk buy or low-risk sell entry is operative. If the close is i

greater than the open, then expect a low-risk buy. If the close is less than the
open, then expect a low-risk sell. However this expectation is not always the
case and it is often prudent to await the ensuing trading day’s price move-
ment to initiate the low-risk entry. In addition, the next trading day’s price
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action will help confirm any trade that may have been executed, since a
higher high the ensuing day suggests upside follow-through, and a lower low
the same day indicates downside follow-through. Furthermore, the TD
Critical Qualifier is always available to make certain that the suspected
breakout was not a result of a short-term price disequilibrium, which is
quickly corrected the ensuing trading day.

TD CLOP and TD CLOPWIN examples appear in Figures 6.25
through 6.29.
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Figure 6.25 TD CLOP requires either that the current trading day’s opening price is below
both the previous trading day’s open and close and the current day’s high is greater than
both price levels or the current trading day’s opening price is greater than both the previ-
ous trading day’s open and close and the current day’s low is less than both price levels. The
TD CLOP upside indications are marked with an X below the price bar and the TD CLOP
downside indications are marked with an X above the price bar.
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Figure 6.26 TD CLOP indications are marked with an X. Other family members of TD
CLOP include TD CLOPWIN, TD Open, and TD Trap. Any one of these could possibly offset
a TD CLOP open position.

Figure 6.28 TD CLOPWIN requires that the current trading day’s closing and opening
prices are contained within the opening and closing price one trading day ago. If the close
is greater than the open, the move should be upside and if the close is less than the open,
the move should be downside.
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Figure 6.29 TD CLOPWIN indications are identified with an X.
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Figure 6.27 The TD CLOP indications are marked on the chart with Xs.




TD Moving Average I™

Chapter

TD Moving Averages

Most traders have at one time or another used moving averages to initiate ‘}
trades or to identify a trend. While historically the results may appear worth-
while whenever markets trend up or down, the results for other trend-
following techniques would more than likely have produced comparable )
results given a similarly positioned trading environment over the same time
period. By the same token, most any moving average works well in a trend-
ing market, but the performance within a trading range market for most
moving averages is usually abysmal. My attitude is ambivalent regarding
most trend-following methods and their performance when market trends
are defined and in force. The dilemma confronting most traders lies in cor-
rectly differentiating between trending and trading range markets.

In a trading range market, just about the time price breaks above or !
below a moving average, it is usually time to reverse a position rather than
initiate one. This is due to the fact that most markets, with the possible
exception of cartel world markets such as copper, sugar, cocoa, tin, and oil
usually operate within a trading range. My research indicates that 80 percent |
of the time this is the case, and of the other 20 percent in which markets |
trend, 12 to 14 percent of the time they trend up and 6 to 8 percent of the 1§
time they trend down. This is a result of the psychological reinforcement
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associated with the initial correct decision to buy and subsequent decisions to
add to positions with the increase in margin availability and the trading con-
viction that prices will continue higher and, on the other hand, the single
decision typically associated with selling. During the 1970s and early 1980s
when an inflationary environment existed, trends were more pronounced,
persistent, and prevalent. Frustrated by the frequency of many false starts, by
the time an actual trend is about to begin the financial punishment inflicted
by so many failures would have most traders too gun-shy to pull any trigger
when an opportunity arises. This trading predicament is the same whether
the moving-average approach applied or calculated is simple, exponential,
centered, or displaced. Initially, because of the innate skepticism I developed
throughout the years toward any type of moving average, I elected to use
moving averages only as a stop-loss discipline as a result of these obvious
shortcomings. Occasionally, I would revisit this methodology, and then in
the early 1980s when markets were beginning to display more tendencies to
operate in trading ranges, the realization hit me that using some of my trad-
ing techniques to identify price breakouts in combination with the applica-
tion of a moving average might offer a viable alternative to the conventional
moving average approaches and that applying this methodology might gen-
erate trading success. The combination of the two dissimilar approaches
proved effective. Monitoring its performance and observing others who
applied it profitably to identify low-risk entries proved that the results war-
ranted acceptance and usage for both applications. The by-product of this
research produced TD Moving Average 1.

The concept behind TD Moving Average I is simply that if markets
have a tendency to operate within trading ranges, then applying a moving
average to markets within this environment would be an invitation to get
whipsawed by trading. Consequently, the only prudent time to employ a
moving average is when the market’s context has been transformed from
sideways to trending. The real feature of this indicator is its ability to speak
only once potential price breakouts arise and to maintain trading silence or
dormancy during nontrending markets. In order to capitalize on only those
markets that are potentially trending, I installed a unique moving-average
approach that is activated only once the prospects for a breakout and the
establishment of a trend arise and then is extinguished after a short period of
time if market behavior fails to confirm the continuation of the trend and the
reversion to a trading range. One technique used to differentiate between
the two types of markets is to determine whether either a low has been
formed that is greater than all previous 12 trading days’ lows, and if it has,
then a five-day moving average of the lows is calculated for a period of four
trading days. If succeeding lows greater than the previous 12 trading days’
lows are formed as well, this process of calculating a five-day moving average
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is continued for a period of four trading days (including the current trading
day). Once the series of 4 trading days has expired without a continuation of
new 13-day high low (low greater than all previous 12 days’ lows), then TD 3
Moving Average I of the lows is extinguished. Conversely, TD Moving Aver- }
age I of the highs is constructed similarly but in reverse. A high must be
formed that is less than all previous 12 trading days’ highs, and then a five-
day moving average of the highs is calculated for a period of 4 days. If a sub-
sequent high lower than all 12 previous days’ highs is recorded, this process 4
is continued, and the calculation of the moving average is suspended three
days after the last occurrence of a high less than all previous 12 highs is i
recorded until the pattern is repeated again. In other words, I place a meter §
on price activity, and as long as a price trend is perpetuated the calculation is
continued. Once the sequence of higher lows or lower highs is interrupted, §
the possibility of a trading range exists and TD Moving Average I vanishes,
thereby reducing the likelihood of being whipsawed by in-and-out trading.
TD Moving Average I will remain connected as long as the series of higher
lows or lower highs persists. Once this pattern fails to appear after three
trading days, it is suspended. 4

TD Moving Average I should be applied to markets as a stop-loss disci-
pline, as well as a low-risk entry qualifier in conjunction with other indicators
presented throughout this book. If a trade is entered based upon this indica-
tor, entry should be taken on a closing basis and the following trading day’s
opening price should be monitored closely in case the TD Critical Qualifier
is activated. In other words, the trade is suspect if a closing price exceeds the
TD Moving Average I and then the following day’s opening price fails to con-
firm the breakout by exceeding the level of the previous day’s breakout as well.
Figures 7.1 through 7.3 display TD Moving Average L.

TD Moving Average II™

By definition, conventional moving averages will identify market bottoms
and tops after they are formed. By displacing or projecting moving averages
into the future a specified number of trading days, this process can be
improved somewhat if the market’s trend is decelerating or the marketisina §
trading range. Also, by calculating a series of moving averages of price highs, '
lows, and closes, and even multiplying the high and low values by a percent-
age that is added to the highs and subtracted from the lows (much like con- §
structing a channel and possibly projecting these values into the future), the 4
process of identifying high and low turning points becomes more precise,
but at the same time, unless filters are introduced, the indicator is fraught 3
with many false starts. The following admonition is not given lightly; it
comes from a great deal of research and study regarding moving averages:
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Figure 7.1 Originally, TD Moving Average | was used as a stop loss for outstanding posi-
tions. However, the results using this approach for low-risk entries, especially for short-term
charts, such as 1-, 5-, or 60-minute intervals, as well as daily has been very good. In order
to make it effective, a closing price penetration must be confirmed by an opening in the fol-
lowing price bar as well. The breakout indications are marked with an X.

BPZ96 - British Pound-Day Pit, Dec 96, Daily CQG (¢) 1997.

Figure 7.2 It's uncanny how price activity is often repelled by TD Moving Average |. Usu-
ally, closes above or below the moving average that are confirmed by the following price
bar’s opening price indicate a valid breakout.
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Figure 7.3 Price has demonstrated a tendency to hug TD Moving Average | until the time
it penetrates the moving average on a closing basis, confirms the next trading day, and then
breaks in the other direction. The moving average is not displayed every day because there 1
must be an obvious attempt for the market to record a breakout. Intraday price penetra- §
tions above or below the moving average are not legitimate breakouts and are often merely 2
opportunities to trade against or “fade” the break.

With the exception of TD Moving Average I, which surveys the market envi- 1
ronment to ensure that the potential for a market trend exists before enter- 1
ing the market, there is only one other reliable method of calculating a -
moving average, and this approach is called TD Moving Average IL. 3

Whereas TD Moving Average I awaited the breakout of a trading §
range before introducing a moving average, TD Moving Average I is always
displayed on the price chart. In fact, two moving averages of closes are cal-
culated and displayed on a chart, one short term (3 days) and one long term
(34 days). In order to assume a positive or bullish outlook on the market, the &
3-day moving average must be positioned above the 34-day moving average, 4
and conversely, to view the market in a negative or bearish context, the short- |
term moving average must be less than the long-term average. Once the §
overall perspective of the market has been defined as potentially bullish or '§
bearish, the two moving average values are related to their respective coun-
terparts a defined number of trading days earlier. In the case of the 3-day
moving average, the current day’s value is compared with the value two trad-
ing days earlier, and in the case of the 34-day moving average, the current
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day’s value is compared with the calculation one trading day earlier. There-
fore a rate of change of moving-average values is calculated for both the
long- and short-term periods. On the chart, each moving average is colored
blue when their rates of change are advancing and red when they are declin-
ing. It is simple to determine visually when the short-term average is above
the long-term average and vice versa. That is all that is required for a trader
to evaluate the market’s trend and to arrive at his or her market outlook
Obviously, as with other moving averages, your entry into or out of the mar-‘
ket is delayed until price has already turned. However, by introducing two
moving averages, making certain that the shorter-term is above the longer-
term average in an advancing market or below the longer-term one in a
declining market, and also requiring that the rate of change of each is
?ncreasing in an up market or declining in a down market before entertain-
ing entry, the trading precautions will have been properly installed. Further-
more, depending upon your preferences, the time series of the moving
averages, as well as the lookback for the rate of change calculations, can be
adjusted. Figure 7.4 displays TD Moving Average II.
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Flgure 7.4 TD Moving Average Il requires the construction and comparison of two distinct
moving-average time periods. In this example, a 3-day and a 34-day moving average are
displayed. Both moving averages turned up together in September and the short-term
average was above the long-term. Until the short-term average declines below the long-
term and both averages’ rate of change decline, the market is expected to move higher.



Chapter

Market Timing
Systems and Systems
Development

Observation: At the time we met, both Paul Tudor Jones and Peter Borish §
from Tudor Investment were young, aggressive, open-minded, consumed by 4
the markets, and determined to research and experiment with all sorts of
market timing techniques. It was my assignment to test and develop trading
systems for Tudor, and I created four primary trading systems. Their names J
neither describe their methodologies nor the concepts upon which they are 3
based, because they are named after my four eldest children: TD TJ, TD '}

Carrie, TD Meghan, and TD Rocke.

Peter and I were in charge of systems trading development. The com- §
pany had only recently begun a concerted effort to develop mechanical sys-
tems to trade the markets. Paul and Peter had previously established ‘;
themselves as successful discretionary traders and it was their intention to do
likewise within the realm of systems trading. Prior to accepting a position
with the company, I had researched, created, and applied a set of mechanical f:
trading systems that Peter had traded successfully real time for a period of §
approximately 12 to 18 months. They were impressed with the results and 3§
confident that this successful performance record justified not only the con- 3
tinuation of trading these systems with increased funds, but also the con- |
certed effort to develop a library of additional mechanical trading systems.
Once that decision had been made, the nucleus for Tudor Systems was |
formed. It was the company’s goal to dedicate a significant budget and staff

to this project. It was my job as executive vice president to deploy my years
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of market timing research and experience to test and create additional turn-
key trading systems.

The common denominator of all the trading methods created for
Tudor was the simplicity of their construction and use. At all expense, cus-
tomizing and tailoring systems to specific markets was avoided. This process
is called optimization, and I have never subscribed to its implementation.
Although each market traded is different in composition (equity, fixed
income, wheat, gold, oil, etc.), collectively, the traders operating in each mar-
ket possess the same emotions, expectations, and goals, as well as similar
trading habits and methodologies. Consequently, my techniques are
designed to apply pervasively to all markets without any adjustments or
adaptations. Although there’s no need to share with you all aspects and every
nuance of these systems, their basic components will be discussed and pre-
sented for your consideration and review in the context of indicators, as well
as the possibility of any part of these techniques being introduced into your
own trading toolkit. Just as with all the other market timing techniques pre-
sented in this book, it is incumbent upon you to apply the critical trigger
mechanisms required to activate signals. In a sense, you’ll be provided with a
cameo appearance of each technique, detailing the basics in general terms
without an extended discussion of specific details.

Each of the systems was composed of a series of rules for entry, exit,
profit taking, stop loss, and money management. Initially, the performance
results were immensely successful, and prior to the suspension of trading,
some systems continued to produce a respectable positive return. However,
the significant returns generated in the first few years diminished somewhat
over the ensuing four to five years. Both Paul and Peter were generous in
allowing me to participate in those returns.

Two key ingredients to the success of these systems, as well as any sys-
tem for that matter, are the introduction of a reasonable money management
methodology and a disciplined, unemotional approach to the execution of
mechanically generated trades. In Chapter 13, a simple and logical approach
to money management will be presented. As far as discipline is concerned,
systems could no doubt best be implemented by an unemotionally, detached
third party such as a computer or a robot, since both are immune to the series
of roller-coaster emotions generally responsible for the financial disasters
suffered by traders. By having traders execute the trades, an element of risk
exists as a result of their attachment to trades or of their propensity to intro-
duce their own outlook, biases, or experiences into the trading process. In
order to counteract this potential negative influence of override, Peter ini-
tially hired a young professional and some recent college graduates to exe-
cute the trades. This arrangement worked well since it reduced the risk of a
trader’s emotions unduly influencing the execution of the orders generated
by the systems.
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The goal here is not to describe each and every aspect of the trading ]
systems developed and traded at Tudor, but to illustrate the general‘ con- |
struction and structure of these systems in order to give you an appreciation
for their simplicity and trading wutility. In no way whatsoever are they
intended to be ready-to-install timing devices for your immediate trading
They are to serve merely as models for you in your effort to design. an.d craft
your own trading methods and you should accept these ideas within tha

intended context only.

D TJ™

This trading model is designed to capture short-term opportunities in the i

market by identifying potential price exhaustion levels that arise w}.len
traders concede a losing position in a market by capitulating at the opening §
price. Specifically, given an initially incorrect or ill-timed trading decision- ]
coupled with adverse market psychology and unfavorable news as a back- i
drop, which only serve to refute the prudence of a trader continuing to h.old
a losing position, as well as the potential for additional losses accumulat.mg, 4
it is not uncommon for traders in the market to emotionally and financially 8
throw in the towel, thereby creating a price opening that exceeds downside
the previous day’s low or upside the previous day’s high. When such situa-
tions arise they imply emotional liquidation and, consequently, often present
exceptional trading opportunities for an alert trader. Similar to TD' Open
(discussed in Chapter 6) but more specific, TD TJ is designed to identify and
capitalize on these emotionally driven market turning points. . o

TD TJ requires an opening price that is outside the previous trading
day’s price range parameters (i.e., the previous trading day’ high or low).. In '§
other words, the opening price is required to be either below the previous ;
trading day’s low for an upside move or above the previous trading day’s hfgh 1
for a downside move. Furthermore, to qualify for a price advance, the high 1
one trading day ago must be greater than or equal to the low two or three
trading days ago. To qualify for a price decline, the low one trading dzfy ago X
must be less than or equal to the high two or three trading days ago. Fma!ly, 1
to identify a low-risk buy entry zone, the current trading day’s opening price 1
must be at least 38.2 percent times the previous trading day’s price range less 4
than the previous trading day’s low price and, at the same time, greater than
100 percent times the previous trading day’ true price range less ’than the 5
previous trading day’s low price, and the current trading day’s high must
exceed upside the previous day’s low by at least one price tick. Coanersely,.tO
identify a low-risk sell entry zone, the current trading day’s opening price
must be at least 38.2 percent times the previous trading day’s price range

greater than the previous trading day’s high price and, at the same time, less
than 100 percent times the previous trading day’s true price range greater
than the previous trading day’s high price, and the current trading day’s low
must exceed downside the previous day’s high by at least one price tick. In
those instances in which the current price open is less than the previous trad-
ing day’s low price but not less 38.2 percent times the previous trading day’s
price range minus the previous trading day’s low, then the low-risk buy entry
zone is elevated to the previous trading day’s closing price plus one price tick.
Conversely, in those instances in which the current price open is greater than
the previous trading day’s high price but not greater than 38.2 percent times
the previous trading day’s price range added to the previous trading day’s
high, then the low-risk sell entry zone is lowered to the previous day’s clos-
ing price minus one price tick.

Another variation of TD TJ enters the market partially at the 38.2 per-
cent level upside if the opening is below the level described above and enters
the market partially at the 38.2 percent level downside if the opening is above
that level. These entries are in addition to the conventional entries that are
at the previous trading day’s low and previous trading day’ high as previously
described.

Additional qualifiers and filters can be introduced to perfect this
methodology, and we experimented and improved upon this basic structure
by including other variables. But only the general approach and design of the
technique is described and presented for your review. In order to improve
upon this base you may prefer to experiment with TD Open (see Chapter 6),
which is a dynamic indicator template utilizing the general TD TJ method-
ology but which places it within a much broader and dynamic trading shell,
thereby enabling a user to apply and exploit unlimited additional qualifiers
and filters to arrive at an improved market timing indicator.

TD Carrie™

This trading model is designed to participate in breakouts by identifying
critical price levels that previously served as important levels of price resis-
tance and support. Although it is more likely to identify short-term market
direction, occasionally it will highlight the inception of significant long-term
price moves. TD Carrie complements TD TJ in the sense that instead of
identifying emotionally driven price exhaustion turning points, it focuses
upon breakout points and is more of a trend-following approach to trading.
Just as TD T]J is a derivative of TD Open, so, too, TD Carrie is more akin to
TD Trap. The requirements for a low-risk TD Carrie entry zone indication
are as follows: an open less than or equal to the high four trading days earlier
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for an upside breakout and an open greater than or equal to the low four
trading days earlier for a downside breakout. Additional trading rules are as
follows:

unpredictable market price follow-through for an upside move. For a down-
side move, the close one day ago must be greater than or equal to the high
three trading days ago, or the opening price must be greater than the high
three or four trading days ago, #nd the current opening price must be less
than or equal to the close one trading day ago, or the current opening price
must be greater than or equal to the high one trading day ago. Once again,
the TD Dead Zone refers to the price area between the previous trading
day’s high and the previous trading day’s close. In the case of an upside move,
the high must be above the previous trading day’s high. In the case of a
downside move, the low must be below the previous trading day’s low. The
low-risk buy entry levels are calculated by adding the current day’s open plus
the range one trading day ago for an upside move and the current day’s open
minus the range one trading day ago for a downside move. As with the other
trading techniques and described in this book, other reference prices can
replace the ones cited. For example, the high and low two trading days ago
can replace “one trading day ago.” Additionally, various price relationships
can serve to qualify and filter these basic components and will assist in the
construction of a workable market timing approach. Other considerations
such as stop loss, profit taking, and money management considerations
should also improve this technique, as well as the introduction of any combi-
nation of the many other indicators presented throughout this book.

1. For an upside breakout, the close one trading day ago must be less than
the close two trading days ago, and for a downside breakout, the close one
trading day ago must be greater than the close two trading days ago. o

2. For an upside breakout, the true high four trading days ago (the high four i
trading days ago or the close five trading days ago, whichever is greater) §
must be greater than the high two, three, or five trading days ago, and for §
a downside breakout, the true low four trading days ago (the low four
trading days ago or the close five trading days ago, whichever is less) must
be less than the low two, three, or five trading days ago. 1

3. For an upside breakout, the current high must exceed the true high four
trading days ago by at least one price tick, and for a downside breakout,
the current low must exceed the true low four trading days ago by at least §
one price tick. A

Obviously, other refinements and enhancements can be included and applied
to improve the success of this approach significantly, just as they will when j
applied to the other techniques. '

TD Meghan™ TD Rocke™

This trading model is of a short-term variety and is designed to capitalize on
price patterns and price relationships that appear frequently in most markets. §
Once again, the major components of this market timing technique are sim- 4
ple and straightforward. First of all, the price range from true high to true 7
low one trading day ago must be less than the true range three trading days §
ago in order to qualify both upside and downside low-risk trading opportu-
nities. (The true range is defined as the high or the prior trading day’s close, 1
whichever is greater, and the low or the prior trading day’s close, whichever
is less.) Next, for an upside move, the close one trading day ago must be less
than or equal to the low three trading days ago, or the current opening price
must be less than the low three or four trading days ago, 4nd the current
opening price must be greater than or equal to the close one trading day ago,
or the current opening price must be less than or equal to the low one trad-
ing day ago. The reason for this requirement relates to an observation made
many years ago, called the TD Dead Zone. (See page 239.) For an upside
move, this refers to those occasions in which the opening price occurs within
the price area between the previous trading day’ close and the previous trad-
ing day’s low. Such occurrences are generally associated with unreliable and

This trading model is a short-term timing technique, and its construction
and design are basic. The composition of this approach is simple and
straightforward, similar to the other techniques presented. For an upside
breakout above the high two trading days ago, either the high two trading
days ago must be less than the high four trading days ago or both the high
three trading days ago must be less than the high four trading days ago and
the high two trading days ago must be less than the high three trading days
ago. Furthermore, for an upside breakout, the close one trading day ago
must be less than the open one trading day ago and the current open must be
less than the high two trading days ago. Conversely, for a downside breakout
below the low two trading days ago, either the low two trading days ago must
be greater than the low four trading days ago or both the low three trading
days ago must be greater than the low four trading days ago and the low two
trading days ago must be greater than the low three trading days ago. Fur-
thermore, for a downside breakout, the close one trading day ago must be
greater than the open one trading day ago and the current open must be
greater than the low two trading days ago. As you can see, the low-risk entry
levels, depending on whether upside or downside, are the high and the low
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two trading days ago. Once again, other refinements to this trading base can
be introduced, and adding such additional filters will serve to enhance the
performance of the model as well as the accuracy of identifying low- and
high-risk entry zones.

You now have the core of a series of market timing techniques that were
implemented and traded successfully for an extended period of time at
"Tudor. If you use them, you may not enjoy comparable success, since mar-
kets change and occasionally a trader must review price behavior to deter-
mine the prudence of adapting an indicator by introducing qualifiers, filters,
and refinements. There are no guarantees in this business, and there is no
assurance that these adaptations and adjustments will produce profitable
trading results. Keep in mind that many extraneous considerations foreign to
the creation and implementation of a market timing system contribute to
trading success: money management skills, market discipline, portfolio selec-
tion, and a key, though often overlooked, element called Juck. Nevertheless,
with the numerous indicators presented in this book, you should be able to
combine these market timing indicators to improve your chances of trading
success and profitability.

Chapter

TD Triangulation™
and TD Propulsion™

Observation: My professional career began on the institutional “buy side” of
the investment business. While working for a large investment advisory firm,
I realized that most “sell side” (brokerage house) market timers or techni-
cians spoke the same language and used the same boring market timing tools.
Oftentimes they were so preoccupied traveling and visiting clients that they
failed to develop any original market timing techniques and were content to
utilize the methods they had learned and had been accustomed to for years.
Consequently, it didn’t take long to discover that most of the original, cre-
ative market timing work was being done in the futures or commodity side of
the business. Leverage, low margins, and volatility were the hallmarks of
these markets, and they attracted individuals who were willing to accept the
challenge of trading with an open mind and with the analytical ammunition
essential for trading success. A 25-year friendship with Larry Williams
evolved into a business arrangement as well. Larry possessed a keen insight
into the markets that other market technicians lacked. We were compatible
and worked closely on research projects for an extended period of time, and
even to this day we share ideas and research projects. Among them are two
market timing models: TD Triangulation and TD Propulsion. At the time
they were developed, they were described as being elements of Thrust
Dynamics.

Both TD Triangulation and TD Propulsion were developed with
unique market timing principles in mind. For example, TD Triangulation
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operates on the premise that subsequent to a market advance or decline,
prices generally experience retracements, which serve to relieve overbought
and oversold conditions. While in its retracement mode, market prices tend
to surpass critical price thresholds, and the momentum created and required
to break these price barriers usually propels prices to the next level of resis-
tance or support, which can be mathematically calculated. Just as many years
ago TD REBO was the first attempt to provide formulas and structure to
volatility and breakout market timing approaches, so, too, TD "Triangulation
has served as the genesis or catalyst for many other analysts’ pattern recogni-
tion analysis techniques, since it was the first attempt to catalog price and
pattern relationships. TD Propulsion, on the other hand, uses a similar price
momentum model, only in reverse, and attaches a less significant role to
price patterns and more to market thrust. Specifically, TD Propulsion oper-
ates on the premise that repetitive price movements in the same direction
have a tendency to replicate one another. In other words, given a rally, then
a price correction, the next attempt to rally will meet resistance at a pre-
scribed percentage of the previous rally’s movement, and once these levels
are exceeded, often the price advance will continue to the next resistance
level, which is also a percentage of the previous up move. Conversely, in a
declining market, a successive price decline has a tendency to repeat a previ-
ous decline in percentage increments, and whenever key support levels are
violated, prices generally gravitate to the next support level.

TD Triangulation

There are basically eight types of market timing approaches that can be
applied to markets. These methods include trend following, cyclical and sea-
sonal, pattern recognition (chart formations), anti- or contratrend, oscilla-
tor- or indicator-driven, measurement, volatility, and momentum. TD
Triangulation is an element of market thrust or momentum coupled with a
heavy emphasis upon pattern recognition. A simple analogy should describe
the thrust component of this market timing concept. Assume you are driving
a car at 70 miles per hour and you turn off your ignition and, at the same
time, apply the brakes. The car will continue to move forward despite your
attempts to stop it. The same idea applies to the markets. If price is acceler-
ating and surpasses a specified threshold level, momentum should propel the
market’s price movement farther to its next objective or target zone. By
introducing specific ratios, a trader can arrive mechanically and mathemati-
cally at predetermined, calculated price objective zones. However, TD Tri-
angulation as a system unto itself isn’t recommended just because a trader is
able to arrive at precise entry and price objective levels. Rather, TD Tirian-
gulation is useful as an indicator because it can be applied in conjunction
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with other indicators in this book to confirm your suspicions regarding
future price activity.

TD Triangulation is a distinctive market timing technique in the sense
that, at the time of its release close to two decades ago, it was the first tech-
nical method to employ not only pattern recognition techniques but also
Fibonacci-derived ratios as its core. Despite the fact that TD Triangulation
is trend following by design, it provides a higher degree of precision than tra-
ditional trend-following approaches since it establishes both definitive entry
and exit price levels. Because of its trend-following nature, it is recom-
mended as a tool to confirm existing trades in which positions currently exist
or are about to be taken. At the same time, you may act in contradiction to
those price entries that may not be qualified at price objective levels.

There are four stages to the TD Triangulation process: (1) identifica-
tion of reference highs and lows; (2) selection of operative price patterns; (3)
implementation of appropriate mathematical formulas, and (4) application of
rules to determine trade suitability.

TD Triangulation is designed to identify both low-risk entry levels after
a reaction bottom has been formed in an uptrend and low-risk entry levels
after a reaction top has been made in a downtrend. The selection process of
these critical price levels is conducted in a systematic, objective manner. In
fact, the identification of these price levels is accomplished similarly to the
procedure employed to identify price points for TD Relative Retracements—
that is, at a price low, refer to the left of the chart to the last time a price high
was recorded that was less than that low, and conversely, at a price high, refer
to the left of the chart to the last time a price low was recorded that was
greater than that high. The next step is to locate the highest price recorded
between the day in which the high is lower than the recent reference low for
an upside move and the lowest price recorded between the day in which the
low is higher than the recent reference high for a downside move. This price-
level selection process is complete once these two points have been identified.
The next phase is to “triangulate” the third critical price in between these two
price levels, which is the high for an upside move and the low for a downside
move. Once this stage is completed, the starting point is initialized. Research
suggests that the effectiveness of Triangulation diminishes if your reference
price to the left of the chart occurs more than 144 trading bars ago.

The next task is to evaluate the specific price pattern associated with
the current market. Seven different buy and sell price patterns exist in a mar-
ket. These patterns are described next.

Buy Patterns

You should examine and study the specific relationships between intraday
highs, lows, and closes in order to appreciate the distinctions between these
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sets of price patterns. For upside moves, the following price patterns are
operative:

For pattern 1 the low range day has ascending lows and ascending closes,
both the day preceding and succeeding it.

For pattern 2 the low range day has ascending closes on both the day pre-
ceding and the day succeeding it, as well as descending lows.

For pattern 3 the low range is surrounded the day before and the day after
with descending lows and descending closes.

For pattern 4 the low range day is surrounded by lower closes. Pattern 4a has
ascending closes and descending lows. Pattern 4b has ascending closes
and ascending lows.

For pattern 5 the low range day is surrounded by lower closes. Pattern 5a has

descending closes and lows. Pattern 5b has descending closes and
ascending lows.

For pattern 6, which is a four-day pattern, the lowest close occurs subsequent
to the lowest low and day 4 is an up close versus the previous day’s close.

For pattern 7 the lowest close occurs before the lowest intraday price low.
The following price levels are critical to each pattern:

Pattern 1—the close of day 2

Pattern 2—the close of day 3

Pattern 3—the low on both days 2 and 3
Pattern 4—the closes

Pattern 5—the lows

Pattern 6—the low of the fourth day
Pattern 7—the low of day 2 (the lowest day)

For downside moves, the patterns and price levels are reversed (see follow-
ing).

Sell Patterns

Once again, it is recommended that you review the specific relationships
between intraday highs, low, and closes in order to fully understand the dif-
ferences between the following price patterns, which are reciprocal patterns
to the ones presented for the buy patterns. For downside moves:

For pattern 1 the high range day has descending highs and descending closes
_both the day preceding and the day succeeding it.
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For pattern 2 the high range day has descending closes both the day preced-
ing and succeeding, as well as ascending highs.

For pattern 3 the high range is surrounded the day before and the day after
with ascending highs and ascending closes.

For pattern 4 the high range day is surrounded by higher closes. Pattern 4a
has descending closes and ascending highs. Pattern 4b has descending
closes and descending highs.

For pattern 5 the high range day is surrounded by higher closes. Pattern 5a
has ascending closes and highs. Pattern Sb has ascending closes and
descending highs.

For pattern 6, which is a four-day pattern, the highest close occurs subse-
quent to the highest high and day 4 is a down close versus the previous
day’s close.

For pattern 7 the highest close occurs before the highest intraday price high.

The following price levels are critical to each pattern:

Pattern 1—the close of day 2

Pattern 2—the close of day 3

Pattern 3—the high on both days 2 and 3
Pattern 4—the closes

Pattern 5—the highs

Pattern 6—the high of the fourth day

Pattern 7—the high of day 2 (the highest day).

For upside moves, the patterns and price levels are reversed (see previous).
To calculate price objectives for TD Triangulation, adhere to the fol-
lowing procedure. This example will serve to illustrate the selection process
in an advancing market. Assume price has declined from a high of 100 to a
low of 50. On the same day that the 50 low is recorded, the closing price is
51. Assume pattern 1 applies. The three components of Triangulation have
been defined—a high of 100, a low of 50, and a close of 51. Had pattern 2
occurred and the close been 53, the three prices would have been 100, 50,
and 53. All patterns except pattern 3 use only one figure. In the case of pat-
tern 3, a price from day 3 is used for entry and a price from day 2 for the tar-
get level. Conversely, in a declining market, the process is reversed. Assume
price has advanced from a low of 50 to a high of 100. On the same day that
the 100 high is recorded, the closing price is 99. Assume that pattern 1
applies. The three components of Triangulation have been defined—a low of
50, a high of 100, and a close of 99. Had pattern 2 occurred and the close
been 97, the three prices would have been 50, 100, and 97. All patterns
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except pattern 3 use only one figure. In the case of pattern 3, a price from day
3 is used for entry and a price from day 2 for the target level.
The formula for TD Triangulation Buy Entry is as follows:

recent price low

1.00 - % 0.236 + 1.00 x pattern price = low-risk entry price (buy)

recent price high

For example, assuming that the price high is 100, price low is 50, price close
is 51, and a pattern 1 exists, the formula for Entry would read as follows:

1.00 - % x 0.236 +1.00 x 51 = 57.018 (buy entry price)

Further, the formula for the TD Triangulation Buy Target or Price objective
is essentially the same formula as Entry except that 0.4472 replaces 0.236.
Note: The Entry price should be rounded off and a tick added to ensure

price penetration, and the target price should be rounded off and the objec-

tive shaved by at least one tick. A price tick is the minimum price fluctuation
of a market.
The formula for TD Triangulation Sell Entry is as follows:

1.0 — _Fecent price high

- % 0.236 + 1.00 X pattern price = low-risk entry price
recent price low

Further the formula for the TD Triangulation Sell Target or Price objective

is essentially the same formula as Entry, except that 0.4472 replaces 0.236.
Note: The Entry price should be rounded off and a tick added to ensure
price penetration, and the Target price should be rounded off and the objec-
tive shaved by at least one tick. A price tick is the minimum price fluctuation
of a market.
Additional criteria critical to the TD Triangulation process include the
following:

1. If either both the closes one day before and after the intraday low or intra-
day high are equal or if two consecutive closes within the TD Triangula-
tion pattern set are equal, then an invalid TD Triangulation pattern exists.

2. If two or more consecutive days within the TD Triangulation pattern set
have equal intraday lows or highs, this group of days is treated as if one
day and the last day’s close is operative if needed in the formula.

3. If a buy or sell indication is generated by price exceeding the intraday
Entry levels but price fails to hold above/below the Entry level on a clos-
ing price, the factor used to calculate the Target is readjusted from 0.4472
to 0.3354.

e _— -

4. If subsequent to entry, in the case of a buy, price declines into the zone
between the lowest low and the close that day, the Target must be recal-
culated and the ratio 0.33 54 must replace the 0.4472 factor. In the case of
a sell, if price rallies up to the zone between the highest high and the close
that day, the same factor adjustment must be made.

5. If price equals the Entry level but fails to exceed the Entry level by at least
one price tick, the trade is not effected regardless of whether price
exceeds that level the next day (if the opening price on the following trad-
ing day exceeds the Entry level, the trade is possible, but price exceeds the
opening price by one or two ticks).

6. If the close on the third day of the set of pattern 2 fails to close within the
range three days earlier, the trade is no longer operative.

7. If the close on the buy Entry day is higher than the highest of the three
closes prior to Entry (or if the close of the sell Entry day is lower than the
lowest of the three closes prior to Entry), then the trade is invalidated—
the explanation is that the market has become too strong (too weak) and
unsupported short covering (panic selling) has occurred.

8. If Entry occurs on the second day of the three-day set, then the range—
high or low—must intersect the range twe days earlier, and if not the
trade is invalidated. If Entry occurs on the third day of the set, the range
that day must intersect the range three days earlier.

9. If the close of the Entry fails to close above at least one of the previous
three lows for a buy (below at least one of the previous three highs for a
sell), then liquidate on the close that day.

Furthermore, apply Triangulation only to the futures contracts with the
largest open interest. Finally, if Entry occurs on day 2 of pattern 7—the most
common of all TD Triangulation patterns—the price Target must be hit the
same day or the stop loss must be adjusted to one tick below the low of the
entry day for an upside move and one tick above the high of the entry day for
a downside move for that trading day as well as the next trading day. The
standard Stop Loss should be reinstated thereafter.

These, then, are my TD Triangulation rules. If you are an inactive
trader, you may not wish to take those trades that occur while the pattern is
developing. By concentrating upon major price moves of more than just a
few points, investors can take advantage of TD Triangulation just as traders
are able to do likewise when they focus upon potential trades of a shorter
duration.

Stop Losses

Obviously, if a contradictory signal occurs at any time, the previously active
signal should be exited and the position reversed.
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There are three original stop losses I developed over 20 years ago. Not
only are they applicable to TD Triangulation, but also to systems you may
currently be using. The key reference levels for the stops for the first two are
based upon the extreme low and extreme high depending upon whether the
TD Triangulation projection is up or down. For TD Stop Loss 1: (a) when
projecting upside and long the market, calculate the difference between the
lowest intraday low price from the first price level selected for TD Triangu-
lation calculation and the close that same trading day and subtract that dif-
ference value from the first price level selected for TD Triangulation
calculation and (b) when projecting downside and short the market, calculate
the difference between the highest intraday high price and the close that
same day and add the difference to the highest intraday high. In order to
trigger the stop loss for a low-risk buy indication, the closes for two consec-
utive trading days must exceed the calculated Stop Loss price level downside.
In order to trigger the stop loss for a low-risk sell indication, the closes for
two consecutive trading days must exceed the calculated Stop Loss price
level upside. TD Stop Loss 2 uses the same intraday high and low, but
instead of the close that same day, it uses the true low and true high. This dif-
ference is then subtracted from the intraday low or added to the intraday
high, depending on whether the position taken is long or short the market.
Once again, if the close exceeds this calculated level, the stop loss is activated.
In this case, I await only one close to exceed the stop loss level. TD Stop Loss
3 is my TD Two Day Stop™, which can be applied to TD Propulsion (see
following) and other methods as well. In fact, it is almost a technique unto
itself. The stop requires two consecutive down closes versus the respective
previous trading day’s close if you are long the market and two consecutive
up closes versus the respective previous trading day’s close if you are short
the market. The only other requirement is that the close of each day of this
two-day set be contained by the price range two days earlier. Specifically, if
long the market and the close one trading day ago is less than the close two
trading days ago and today’s close is less than the close yesterday and both
closes are contained by the true price range (the true high and the true low)
two trading days prior to each, then exit on the close. Conversely, if short the
market and the close one trading day ago is greater than the close two trad-
ing days ago and today’s close is greater than the close yesterday and both
closes are contained by the true price range (the true high and the true low)
two trading days prior to each, then exit on the close.

Refinement to TD Two Day Stop

Pyramiding, or adding to a market position is not something I recommend.
However, if you are so inclined, you might try a variation of the TD Two
Day Stop to time your addition to an outstanding market position. A key
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component of this stop loss is the requirement that the closing prices be con-
tained by the price range two trading days earlier. If, however, a trader is long
the market and two consecutive down closes occur and both are less than the
low two trading days prior to each, then a trader could consider adding to his
or her position. On the other hand, if you are short the market and two con-
secutive up closes occur and both are greater than the high two trading days
prior to each, then you could consider adding to your position as well. This
pyramiding technique, however, is not operative if a contradictory signal is
generated the same day.

TD Propulsion

Whereas TD Triangulation identifies entries and price targets for reac-
tionary price moves—rallies after a downtrend or declines after an uptrend—
TD Propulsion is designed to operate in the direction of the overall price
trend. In other words, if the market rallies for a period of time, experiences
a price decline that does not violate the low marking the inception of the
previous advance, and then subsequently resumes its rally, ideally TD
Propulsion will identify the inflection price level, at which time sufficient
momentum or thrust has been generated to indicate that price will likely
continue to advance to at least the price target zone. In other words, the law
of physics is applied to the markets—an object set in motion tends to remain
in motion. The only question is at what point in time the market is “set in
motion.” Two ratios that are derivatives of Fibonacci numbers are key to
determining the threshold zone required to gather sufficient momentum.
One is responsible for establishing the low-risk entry zone. The other is
important in determining the likely area of trend exhaustion or, in other
words, the target area. They are 0.236 and 0.4472. The first number was
derived by multiplying and calculating the differences between two house-
hold Fibonacci ratios: 0.618 and 0.382. In other words, 0.618 —0.382 =0.236
and 0.618 x 0.382 = 0.236. There exists a relationship between the mathe-
matical ratio pi (0.1416) and 0.236. By dividing pi (0.1416) by 6, the calcu-
lated value is 0.236. Also, the square root of 5 is 2.236, and by dividing the
Fibonacci ratio 0.618 by 5, the calculated value is 1.236. As you can readily
see, there are numerous derivations that will produce this same ratio 0.236 or
variations of it.

There are three components to TD Propulsion: (1) the identification
of the major market movement, swing, or thrust, (2) the application of the
TD Propulsion formula and calculations, and (3) the establishment of the
stop loss.

To calculate the entry level for a price move upside, subtract the differ-
ence between the most recent price high and a previous low that was pre-



266 TD Triangulation and TD Propulsion

ceded by a price decline from a prior high day’s close of at Jeast 0.236 of that

difference. Conversely, to calculate the entry level for a price move down-

side, subtract the difference between the most recent price low and a previ-

ous price high that was preceded by a price advance from a prior low day’s

close of at least 0.236 of that difference. This process qualifies an entry-level
calculation. In summary, to qualify and initialize a price low and establish a
buy entry level, a decline from a recent high day’s close of at least 0.236 of the
distance from a recent high to a prior low that was preceded by a decline
from a prior high day’s close of at least 0.236 must have occurred. To qualify
and initialize a price high and establish a sell entry level, an advance from a
recent low day’s close of at least 0.236 of the distance from a recent low and
a prior high that was preceded by an advance from a prior low day’s close of
at least 0.236 must have occurred.

Contrary to the many price patterns used to calculate the entry and

price objective levels for TD Triangulation, TD Propulsion requires the
;dentification of only two price patterns. An Inverted Pattern occurs at a low
of a three-day set when the middle (second) trading day of the set is the low-
est low of the three trading days and the close that day is above the previous
trading day’s close (first) and less than the close of the last trading day (third).
In addition, the high of the low day must not be above the previous day’s
high—in other words, an “outside day” must not occur. Any other pattern at
the low is a Standard Pattern. On the other hand, an inverted pattern occurs
at a high of a three-day set when the middle (second) trading day of the setis
the highest high of the three trading days and the close that day is below the
previous trading day’s close (first) and greater than the close of the last trad-
ing day (third). In addition, the low of the high day must not be below the
previous day’s low—in other words, an “outside day” must not occur. Any
other pattern at the highis a Standard Pattern. At the low or the high, if any
two consecutive days have equal closes, then the pattern is invalid and
Propulsion cannot be applied. In addition, if price, subsequent to the com-
pletion of the three-day set, declines below any of the three-trading-day-set
closes at a low or advances above any of the three-trading-day-set closes at a
high, then the pattern is invalidated and Propulsion cannot be reapplied until
a lower intraday low is recorded for an upside move or a higher intraday high
is recorded for a downside move.

The TD Propulsion formula for a Buy Entry is as follows:

1. Taverted Pattern: Current close of the price low + (1.00 — the previous
price low + the prior price high x 0.236 + 1.00)

2. Standard Pattern: Current close of the price low x (1.00 — the prior price
high + the previous price low x 0.236 + 1.00)

The TD Propulsion formula for a Buy Target is as follows:

1. Inverted Pattem C .
) ) : Current price low + (1.00 — th . ) .
prior price high x 0.4472 + 1.00) e previous price low + the

2. Standard Pattern: Curr i
( : ent price low x (1.00 — the pri i soh =
previous price low x 0.4472 + 1.00) © prior price bigh + the

The TD Propulsion formula for a Sell Entry is as follows:

1. Inverted Pattern: Current close i
: : of the price low x (1.00 — i i
high + the previous price low x 0.236 + 1.00) (100 the prior prie
2. Standard Pattern: Current clo i
: : se of the price low + - ;
price low + the prior price high x 0.236 5)- 1.00)OW (100 = the previous

The TD Propulsion formula for a Sell Target is as follows:

1. Inverted Pattern: Current pri
. : price low x (1.00 — the pri C
previous price low x 0.4472 + 1.00) ( e prior price high + the

2. Standard Pattern: Current pri
X : price low + (1.00 — . .
the prior price high x .4472 + 1.00) ( the previous price low +

‘ Pjulr(thermore both Entries should be rounded off and an additional
Ezliz E:dez:id((i)(fa;itto telzlns;lre price pt;netration of key levels and Targets should
o the lower number for an upside target and to the hi
number for a downside tar o e tic E e
minimum price ﬂuctuationg;'; ’aa;:\:eliclazs shaven by s tck. & price tekclsthe
ationlzrfl gjjl?gnal}enuy rule is called the TD Final Filter™, which is a vari-
aion of O ; ifier 3, which I use to qualify intraday entries for TD Lines,
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) o much anticipation o i
exists apd, consequently, diminishes the liIl)celihooj :Ezclfrg;i?)l:;utlﬁl‘h(‘;ziy
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ch TDgFi.nal Fnlttry is vlnthln that filter, a buy exists only if the close exceeds
the TD betweel :[: va ue.'Conversc.zly, prior to a sell entry, calculate the dif-
e e 21. d::e iizzzo:;etrac'hng day’s close and that same day’s true
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qualifying trades and removing expectations that arise due to a frenzied mar-
ket and price conditions.

Stop Losses

At the risk of being redundant, please refer to the Stop Loss options
described in the preceding discussion of TD "Triangulation.

Refinement to TD Two Day Stop

Once again, refer to the description of the TD Two Day Stop presented in
the earlier discussion of TD Triangulation.

Chapter

10

Additional Indicators
and Ideas for System
Development

TD Trend (TDT)™

Although not a market timing trend follower, I have researched and devel-
oped a number of market momentum models. One technique created with
the expectation that it would enable me to identify important price breakout
levels produced results, in fact, that contradicted my expectations. The out-
put of this research experience will similarly surprise any reader who is
inclined to buy strength or sell weakness and be classified as a trend follower.
Originally, TD Trend (TDT) was developed as a trend-following method,
but it quickly became apparent that it is more suitably classified and applied
as an exhaustion or contratrend indicator. Research and application of TDT
indicated that by the time the market reaches key threshold levels, often-
times the move is exhausted and about to reverse its trend. Consequently,
what was perceived to be a level at which price should accelerate its trend
often turned out to be the termination of a move instead. Further studies
confirmed that TDT is best utilized as a trend-anticipation technique.
Although the variables used to construct TDT are dynamic and can be
changed depending upon a trader’s preference, basic or default settings are
described here.

To apply TDT upside and thereby identify a price trend exhaustion
level and what should be a prelude to a short-term price decline, a trader



must locate the last three successively lower (with respect to one another)
intraday true highs with closing prices the same day that are also less than the
previous trading day’s close. Conversely, to implement TDT downside and
identify a downside price trend exhaustion level and what should be a pre-
lude to a short-term advance, a trader can perform the same process, only in
reverse. A trader must locate the last three successively higher (with respect
to one another) intraday true lows with closing prices the same day that are
greater than the previous trading day’s close. Once the inception level of the
series for the upside (the highest close) and the inception level of the series
for the downside (the lowest close) are established and a subsequent closing
price exceeds these key levels, a short-term price reversal often ensues.

Examples of TDT appear in Figures 10.1 and 10.2.

There is no requirement that the preceding selection of time periods
defined and comparisons described are the proper ones. Other relationships
can no doubt be introduced that are equally effective, and you are encour-
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Figure 10.1 TDT is designed to identify potential areas of price exhaustion and short-term
trend reversal. The comparison is made between the current trading day’s high and the
third most recent down close versus the previous trading day’s close whose intraday high
that same day is less than the previous count day’s high. Conversely, at a potential exhaus-
tion low, the comparison is made between the current trading day’s low and the third most
recent up close versus the previous trading day’s close whose intraday low that same day is
greater than the previous count day’s low. In order to perfect the identification of the high
or low, TD Diff, TD Open, TD Trap, etc., can be applied as well. Other qualifiers can be intro-
duced. The asterisks identify those trading days used in comparisons.
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Figure 10.2 In some instances, TDT is precise in the identification of short-term exhaus-
tion levels. At other times, it is premature. Therefore it is best to experiment with different
time periods and price relationships. Also, it is prudent to use TDT in conjunction with other
indicators.

aged to experiment and apply these adaptations. However, keep in mind that
my intention in developing this indicator was to identify trend breakouts,
and it subsequently migrated to an identification of completely the opposite
market condition—the termination of a trend or a price exhaustion zone. By
experimenting with this process, you will certainly find variations to accom-
modate your own trading style. Since the advent of computers and sophisti-
cated software, this process has become considerably more simplified than
the condition that existed when it was developed many years ago—namely,
visual inspection and trial and error.

TD Pivot™

TD Open is somewhat rigid in the sense that the critical reference day(s) are
established arbitrarily (e.g., one trading day ago, two trading days ago, three
trading days ago). In order to counteract this inflexibility and arbitrariness,
TD Pivot was created. TD Pivot adapts to the dynamics of the marketplace
itself by using recently formed TD Points as reference levels. For example,
whereas TD Open may use the low or high one, two, or three trading days
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earlier as a reference point, TD Pivot uses that low or high only if it is also a
TD Point low or high. Consequently, TD Pivot requires that the selection of
an important previous low or high be a result of price activity itself rather
than an arbitrarily selected reference price level, which is the case with TD
Open.

In fact, with TD Pivot there are various critical prices depending upon
whether the option selected is an orthodox TD Point low or TD Point high
or an unorthodox TD Point low or TD Point high. An example of a low-risk
buy entry will help to explain the principles involved. In order to identify a
possible low-risk buy entry level within a defined period of x number of trad-
ing days ago, the nearest TD Point low is identified by a low preceded the
trading day before and the trading day after by higher lows. Now the current
day’s open can be either “below” the most current TD Point low or “above”
it or possibly equal to it. If the selection made is “below most current TD
Point low” or what can also be referred to as “below most current last valley,”
then if the current open is not less than (or possibly equal to, depending
upon the selection) that TD Point low, no potential low-risk buy entry exists
on that particular day. However, if the choice is merely open “below the most
current higher TD Point low” or “below the last higher valley,” then a
potential low-risk buy entry could occur that day regardless of whether the
current day’s open is below the most recent TD Point low or not. Assuming
the current open is less than the TD Point low—either “last valley” or “last
higher valley”—then the low-risk buy entry can be at that TD Point low or
some other price level above the TD Point low on that same trading day if
selected. In addition, the selected TD Point low can be level 1, 2, 3, and so
on. Furthermore, the low-risk buy entry point can be adjusted to any of a
number of days before or after the TD Point low provided that the current
day’s open is less than (or equal to) that trading day’s low and the current
day’s high is greater than the low-risk entry point, whether it be the TD
Point low or x number of days before or after the TD Point low. Finally,
instead of requiring the open to be less than the TD Point low, an unortho-
dox option can be selected, such as the open “below the most recent TD
Point high” or x day(s) before or after the TD Point high and the high
greater than the most recent TD Point high or x days before or after TD
Point high. In other words, in this example the most recent TD Point high
can be referred to as either the “last peak” or the “higher peak” and the cur-
rent open must be less than (or possibly equal to, depending upon the selec-
tion) that reference price or x day(s) before or after, whichever may be
selected. As you can readily see, all sorts of options exist as to what reference
point to select.

Conversely, to identify a low-risk TD Pivot sell entry within a pre-
scribed period of x number of previous trading days, reverse the conditions

described above. First locate the closest TD Point high, or in other words,
for a TD Point level 1, a high preceded the day before and the day after by
lower highs. The current day’s open can be either “above” the most current
TD Point high or “below” it, or possibly equal to it. If the selection made is
“above most current TD Point” or “above most current last peak,” then if
the current open is not greater than (or possibly equal to, depending upon
the selection) that TD Point high, no potential low-risk sell entry exists on
that particular day. On the other hand, if the choice is merely open “above
the most current lower TD Point High” or “above the last lower peak,” then
a potential low-risk sell entry could occur that day regardless of whether the
most recent TD Point high is above the current day’s open. If, for example,
the current open is greater than the TD Point high—either “last peak” or
last higher peak”—then the low-risk sell entry can be at that TD Point high
or some other price level on that same day if selected below the TD Point
high. Furthermore, the selected TD Point high can be level 1, 2, 3, and so
on. The low-risk sell entry point can be revised to any number of days before
or after the TD Point provided that the current day’s open is greater than (or
equal to) the TD Point high and the current day’s low is less than the entry
point, whether it be the TD Point high or x number of days before or after
the TD Point high. Finally, instead of requiring the open to be greater than
the TD Point high, an unorthodox approach can be chosen, such as the open
“above the most recent TD Point low” or x day(s) before or after the TD
Point low and the low less than the most recent TD Point low or x days
before or after the TD Point low. In other words, in this example the most
recent TD Point low can be referred to as either the “last valley” or “lower
valley” and the current open must be greater than (or possibly equal to,
depending upon the selection) that reference price x day(s) before or after
whichever may be selected.

Figures 10.3 and 10.4 display TD Pivot.

As you can readily see, the various setting selections for TD Pivot are
numerous. The feature of this variability is the fact that a trader can test and
choose combinations which suit his or her trading style. Whereas you might
be uncomfortable entering the market on an upside reentry indication once
price exceeds a previous TD Point low, you can introduce an additional fil-
ter, such as the high exceeding the TD Pivot day’s close to confirm strength.
Furthermore, higher-level TD Points can be used, and the key reference
days can be adjusted to either x number of days before or after the TD Point
low. The combinations and filters that can be introduced are endless. Once
again, however, by becoming too restrictive with many filters and rules, the
risk of optimization or “historical price fitting” exists, and consequently the
predictability and effectiveness of an indicator’s performance can diminish in
the process.
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Figure 10.3 TD Pivot refers the current trading day’s opening price to the most recent TD
Point High or Low. If the opening is above the intraday high or below the intraday low and
price penetrates these levels, the most basic form of TD Pivot has been defined. TD Pivot is
an alternative indicator to TD Open, which is totally static since it relates to a specific trad-
ing day regardless of whether a turning point (TD Point) existed at that time or not. The TD

Point references have been marked

with an X.
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Figure 10.4 TD Pivot in this example compares the current trading day’s opening price
with the most recent lower TD Point high and most recent higher TD Point low. The low-
risk entry indication is shifted to the right by one trading day. The reference TD Point highs

03 o 7
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TD Diff™

One manifestation of my obsessive market research efforts into price pat-
terns is an indicator called TD Differential or TD Diff. Not only is it impor-
tant what this indicator says, but it is equally important what TD Diff does
not say. By definition the lowest closing price at a market’s low must be a
down close, since subsequent closes must fail to exceed that low close or it
would no longer be the lowest close, and if any close did perchance record a
lower close, then it would become the new low close until it is violated. Con-
versely, the highest closing price at a market’s high must be an up close, since
subsequent closes have to fail to exceed that high close or it would no longer
be the highest close, and if any close did happen to record a higher close,
then it would become the new high close until it is likewise violated. To iden-
tify a potential short-term price bottom, TD Diff evaluates the price rela-
tionship between the low and the close recorded on a particular trading day
and compares it with the price relationship between the low and the close
recorded the prior trading day. In order to identify a potential short-term
top, TD Diff evaluates the price relationship between the high and the close
recorded on a particular day and compares it with the price relationship
between the high and the close recorded the prior trading day. TD Diff
applies to those closing price relationships that can be expressed as follows:
(1) At a potential low, the current trading day’s close is less than the previous
trading day’s close (i.e., close today is less than the close yesterday) and the
previous trading day’s close is less than the prior trading day’s close as well
(i.e., yesterday’ close is less than the close two days ago). (2) At a potential
high, the current trading day’s close is greater than the previous trading day’s
close (i.e., close today is greater than the close yesterday) and the previous
trading day’s close is greater than the prior trading day’s close as well (i.e.,
yesterday’s close is greater than the close two days ago). In other words, TD
Diff surveys the market looking for those instances in which two consecu-
tive trading days record down closes (closes less than each respective previ-
ous trading day’s closes) or up closes (closes greater than each respective
previous trading day’s closes). Once identified, the value of the price differ-
ence between the close and the low for each day (if consecutive down closes)
is recorded and the value of the price difference between the high and the
close for each day (if consecutive up closes) is recorded. The two-day set of
differences is compared, and if the current trading day’s value is greater than
the previous trading day’s value and two consecutive down closes are
recorded, then there exists a good chance that the current day’s low will not
be exceeded on the following trading day. If the current trading day’s value is
greater than the previous trading day’s value and two consecutive up closes
are recorded, then there exists a good chance that the current day’s high will
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not be exceeded the following trading day. Exhaustive research suggests that
in those instances in which two consecutive down closes or two consecutive
up closes occur, TD Diff plays an important role. To reiterate, if the current
one-day differental is greater than the previous day’s difference, then there
is a greater likelihood that a possible bottom or top has been formed with the
current trading bar, depending on whether price is at a low or a high. Con-
versely, had the current differential been less than the previous day’s differ-
ence, then there is a stronger chance that the trend will continue over the
near term. In summary, if the trading day before a down close versus the pre-
vious trading day’s close is an up close, there is a chance that a short-term
bottom has been made. Conversely, if the trading day before an up close ver-
sus the previous trading day’s close is a down close, there is a chance that a
short-term top has been formed. However, if both consecutive closes are
down or up, then TD Diff can be applied to determine the possibility of a
continuation or an interruption of the ongoing trend. Should TD Diff imply
a resumption of the trend, research suggests that this should occur within the
ensuing three trading days, and more likely than not, the next trading day.

Although TD Diff is not an infallible indicator that will accurately
forecast the ensuing trading day’s market direction, it is nevertheless an
effective predictor of what price behavior to expect in the market on the next
trading day. Many years ago I observed the market’s tendency to broadcast its
price disposition when this pattern occurred. At that time, I referred to TD
Diff as my “sleep indicator.” This expression seemed appropriate because
when I was trading a particular market and was uncomfortable holding this
position overnight for fear the price action the following trading day might
destroy me financially, TD Diff would provide me with the confidence nec-
essary to be able to sleep that night. In fact, when I shared this technique
with my good friend Charlie DiFrancesca, the largest trader on the Chicago
Board of Trade in the late 1980s, he was impressed enough with the results
to hold positions overnight that he may have liquidated in the past because
of short-term market uncertainty. His brother John has introduced TD Diff
into his trading discipline and uses this technique in his own floor trading to
this day, often liquidating or holding overnight positions in various markets
solely because of TD Diff.

Extensive research has helped to distinguish between those price pat-
terns and relationships generally associated with trend reversals and those
price patterns and relationships that typically occur during trending markets
and are thereby merely price reactions within ongoing trends. One such pat-
tern which rarely appears at a market bottom or top is the occurrence of two
or more consecutive equal closing prices marking the completion of a trend-
ing market decline or advance. By discounting the possibility that a price
bottom or price top will be formed coincident with this price pattern—equal

closing prices—a trader generally can look for a subsequent lower close to
form a price bottom or a subsequent higher close to occur at a price top.
Having discounted the appearance of an “equal” closing price pattern propo-
sition at a market bottom or top, besides TD Diff, one other price pattern
and price relationship exists that possesses a degree of predictability accom-
panying its appearance. By definition, the lowest close and the highest close
occur when a market reverses trend from down to up and up to down. If the
day before the lowest close in a downtrending market is an up close versus
the previous day’s close and if the day before the highest close in an uptrend-
ing market is a down close versus the previous day’s close, there is a possibil-
ity that the price trend has been exhausted and a suspected price reversal in
the market is imminent. You should be vigilant to such a development when-
ever this price pattern appears. Namely, compare the previous trading day’s
close with the prior trading day’s close and the current trading day’s close
with the previous trading day’s close. If the current trading day’s close is less
than the previous trading day’s close and yesterday’s close is greater than the
close the trading day prior to it, then the potential of a short-term low exists.
Conversely, if the current trading day’s close is greater than the previous
trading day’s close and yesterday’s close is less than the close the trading day
prior to it, then the potential of a short-term high exists. At the time TD Tri-
angulation (see Chapter 9) was developed, Larry Williams researched a price
pattern he called “valise.” Simply described, valise is a series of four closing
price comparisons—at a price bottom, the most recent closing price is less
than the previous trading day’s close, and the trading day prior to the lowest
close is an up close compared to the close two days before the lowest close,
and both the trading days immediately prior to the up close are down closes
versus each respective previous trading days’ close. Conversely, at a price top,
the pattern is reversed, since the most recent closing price is greater than the
previous trading day’s close, and the trading day prior to the highest close is
a down close compared to the close two days prior to the highest close, and
both the trading days immediately prior to the down close are up closes ver-
sus each respective previous trading days’ closes. I have developed a number
of refinements for both patterns. Since either TD Diff, the valise (the last
two trading days), or “equal” closes are the only three possible price patterns
that can occur at a market bottom or top, I have addressed and exhausted all
conceivable price pattern possibilities. The general distinction between these
patterns is obvious, but it is critical to differentiate between various versions
of these two price patterns similar to computing a value difference for TD
Diff. Since equal closes occur infrequently in markets at significant price
tops and bottoms, there remain only the other two price pattern options for
additional research study and analysis.
For examples of TD Diff see Figures 10.5 and 10.6.
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Figure 10.5 TD Diff calculates the difference between a trading day’s closing price to that
same trading day’s low price and relates that value to the previous day’s value, provided
both are down closes versus the previous trading day’s close. Conversely, TD Diff calculates
the difference between a trading day’s high and that same trading day’s close and then
compares that value with the prior trading day’s value, provided both days are up closes
versus the previous trading day’s close. If the current trading day’s value is less than the pre-
vious trading day'’s value, price should go lower intraday the following trading day at a low
and should go higher at a high. The value for the prior trading day appears with a hash
mark on the chart and if the close is above the mark and two consecutive up closes appear,
price should go higher intraday the next day and if the close is below the hash mark at a
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low, then price should decline intraday the following trading day.
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Figure 10.6 Without exception, TD Diff described the likelihood of price following

through either upside or downside the trading day after the indication.
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TD Pressure™

It is fascinating to study the relationships within and between various mar-
kets, whether they be specific prices, price levels, price patterns, time peri-
ods, or any other conceivable price- and time-related combination. It has
been emphasized repeatedly throughout this book that a key or “critical”
component of many of my indicators and formulas, as well as price filters, is
the opening price. Granted, the other price levels such as high, low, and
close that are published by most of the media and followed by most traders
are important as well. However, the opening and the closing prices are the
two most important price levels. Consequently, I often use the opening
price as a reference point and use the close that same day for confirmation
purposes, or I use the closing price and the opening price the following
trading day for confirmation purposes. In fact, for a number of years, I have
been critical of the way in which daily price changes are reported both on
the various data networks, as well as in the daily newspapers. For example,
should you call your broker to receive a price quote, the current price is
always related to the previous day’s close and if a significant news event or
corporate announcement occurs after the previous day’s close and prior to
the current day’s opening price, the current day’s close could misrepresent
what has actually taken place in the market. If the news is released late yes-
terday after the previous trading day’s closing price and it is favorable, and
the current day’s closing price subsequently closes above the previous trad-
ing day’s closing price, then the impression is that accumulation or buying
has been dominant today. However, if the current day’s close is, at the same
time, below the current day’s opening price, then since the open, the trad-
ing activity in that marketplace can be characterized as having been under
distribution and not accumulation as you might presume to be the case. In
other words, often in volatile, as well as inactive markets, the open can be
exaggerated or controlled by news events or aggressive buying or selling
campaigns, and despite the fact that the close that same day may be above or
below the previous trading day’s close, if its comparison versus the current
day’s opening price does not confirm by recording a closing price above the
open that same trading day as well, then there is an obvious conflict. For
example, I have inserted this comparison of close versus the previous trad-
ing day’s close and close versus the current open into the TD Plurality indi-
cator shell to evaluate this comparison (see Chapter 1 under TD Plurality).
However, if the opening price is significantly above or below the previous
day’s close, then by introducing an adjustment factor, you are able to
account for this anomaly and adjust for this explosion in demand or supply
and account for it in an accumulation/distribution model index should it be
necessary. Nevertheless, the key message here is that the opening price is an
important market variable, and when analyzing the current trading day’s
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price movement, it is more valuable as a reference price than the previous
day’s closing price level.

Once again, most traders seem to be unduly influenced by market con-
vention, since they accept commonly used reporting practices such as those
used by the media and quote services. Industry convention or standards
require that all price movement be referenced to the previous trading day’s
price close, and that is the accepted reporting practice. A more accurate
method would be to relate the current day’s price with the current day’s
opening price. Often a news item will influence or distort the level of the
opening price and the market will quickly adjust by filling the price vacaum
from the previous day’ close. Although price may close up versus the previ-
ous day’s close but less than the current day’s opening price or may close
down compared with the previous day’s close but at the same time greater
than the current day’s opening, the true picture of accumulation or distribu-
tion operating within the market will be misperceived and misrepresented.
My work is comprehensive and both simple and complex at the same time,
depending upon the level of analysis a trader may desire. A sophisticated
model called TD Pressure has numerous components that address these var-
ious approaches. Not only is TD Pressure valuable when relating price
change and relationships between opening and closing prices but it is also
helpful for incorporating volume and rate of change (of volume, price
change, and a combination of volume and price change) into the equation.
Consequently, I have developed a series of approaches to assist in evaluating
accumulation and distribution in markets: (1) price change, (2) volume, (3)
volume and price change combined, (4) comparisons of price change and a
combination of volume and price change, (5) relationships between these
variables, and (6) the rate of change of accumulation and distribution of this
statistical information.

The accumulation/distribution models I developed in the early 1970s
used the opening price as the focal point for all the formulas. Initially, I
applied these formulas to stocks, perfected the techniques, and then used the
same approaches in the futures markets. The chronology of the methodol-
ogy is as follows:

1. On-balance-volume analysis: A camulative index is constructed as a result
of adding all the daily volume if the trading day’s closing price is greater
than the previous trading day’s closing price level and subtracting all the
volume if the trading day’s closing price is less than the previous trading
day’s closing price level.

2. The current trading day’s opening price is substituted for the previous
trading day’s closing price level in the on-balance-volume formula.

3. Aratio is introduced whereby a percentage of the price movement is allo-
cated to either buying or selling pressure (i.e., the “current trading day’s
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close minus current trading day’s open” divided by the difference between
the “current trading day’s high and current trading day’s low”).

4. The ratio calculated in item 3 is multiplied by that same day’s volume.

5. The cumulative index is derived by summing the daily values calculated
in item 4.

6. All the positive values calculated in item 4 are added together. Over a
specified number of trading days, such as 55 or 89 trading days, and this
value becomes the numerator, and this value is in turn divided by the
absolute value of all the positive values calculated for the numerator plus
all the negative values (absolute value) to arrive at a percentage of buying
pressure over the total amount of buying and selling pressure combined
in order to be able to relate one market to another.

7. 'The rate of change (ROC) of the ratio presented in item 6 is calculated to
measure the intensity of the buying pressure—13-day rate of change for
55 trading days and 21-day rate of change for 89 trading days.

8. A trading band defining overbought/oversold threshold levels for the
ROC is installed to define low-risk trading opportunities.

Whenever an opening price gap greater than or less than the previous trad-
ing day’s close of 8 percent is recorded, it is recommended that an alternative
or adjustment formula be used to compensate for the heavy inflow of
demand or supply. Instead of using the open formula, I introduce the differ-
ence between the following two values, which serve as proxies for buying and
selling pressure, respectively:

1. The difference between the current trading day’s high minus the previous
trading day’s close plus the difference between the current trading day’s
close and the current trading day’s low.

2. The difference between the current trading day’s high zinus the current
trading day’s close plus the difference between the previous trading day’s
close and the current trading day’s low. At the same time, I ignore all
negative values. This comparison is similar to TD DeMarker II (see
Chapter 1).

Variations of TD Pressure have been comprehensively described for
your consideration and review. Any one of these variations can stand on its
own research and trading merits. You should experiment and apply each ver-
sion to the markets and then incorporate one or all, as your comfort level
may dictate, into your trading toolkit. In regard to its application to futures
markets, three adaptations are recommended. Since actual volume is typi-
cally reported a day late, estimated volume can be substituted. Whenever
price trades to its daily limit and trading is suspended since the market is “bid
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S.TBM - kat} Business Machinos, Daily CQG () 1997.

or offered” limit up or limit down, the limited trading volume fails to reflect
true demand. In these instances, either substitute the highest volume over
the previous month’s trading as a proxy or combine that trading day’s price

range with the following trading day’s range and volume and use this activity g o I
as a trading range and volume proxy. Finally, since futures have an open [ ‘ . 1200
interest component which stocks do not, by dividing volume by open inter- - WJJ - .
est and then calculating a ratio which in turn is multiplied by volume a ] ' ! A ‘"‘rhﬁ 1=
clearer picture of buying and selling pressure is presented. Examples of TD k S FJ L
Pressure appear in Figures 10.7 through 10.9. —— 1
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Figure 10.8 This chart is identical to Figure 10.7 with the exception that the indicator
includes price and volume.
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Figure 10:7 TD Pressure calculation of 55 days with a rate of change of 13 days when .
applled wnth price only and not volume yields this indicator presentation. Price indicator h
divergence is presented, but another approach is to install an overbought/oversold indica-
tor band. -
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Figure 10.9 This chartis identical to Figures 10.7 and 10.8 with the exception that no rate
of change is calculated and the indicator is a cumulative index of price change and volume.




Chapter

11

Methods to Calculate
Price Objectives

TD Trend Factors™

Observation: Subsequent to the release of my first book, The New Science of
Technical Analysis, 1 was contacted on separate occasions by two individuals
who had doctorate degrees and who had questions regarding TD Trend Fac-
tors. Coincidentally, both individuals lived in England. In the first instance,
the caller asked if I had a degree in structural engineering. He indicated that
TD Trend Factors used ratios similar to those applied in the construction of
bridges. I had no background whatsoever in engineering and was surprised
to hear of such a connection. The second person posed a question regarding
my education as well, but in this case he quizzed me regarding my training in
molecular biology. Amused by his question, I likewise indicated to him that I
possessed no background in this area. Both episodes implied a basis for my
market timing research that extended further than the trial-and-error
process conducted to uncover these ratios and their application to market
activity and price behavior. It came as a complete surprise to learn of the con-
nection and the application of these ratios to areas of science and mathemat-
ics. That was not the genesis of my research. Although the precision
witnessed throughout the years by applying this tool to price projections has
often been eerily and uncannily accurate, the derivation of the TD Trend
Factor process has been more mundane and innocent than the sophisticated

and complex attributes assigned by some highly educated people. While
their compliments are gratifying, they are entirely undeserved.

Using my calculator to make price comparisons between price highs
and lows, I discovered that a series of ratios defined levels of price resistance
and support. Regardless of which market was analyzed, these ratios appeared
to work well. In the late 1970s I described these ratios as “Magic Numbers,”
and shortly thereafter as Trend Factors. I arrived at these specific numbers
through a combination of Fibonacci ratios and trial and error. Here’s how.
The two popular Fibonacci ratios are 61.8 and 38.2 percent. By subtracting
these two values, you arrive at 23.6 percent. In turn, divide that value by 4,
since market moves generally occur in price legs and the indication of the
inception of a price leg is a market move of approximately 25 percent of the
prior price leg (see TD Propulsion, Chapter 9). By dividing 23.6 percent by
4, you get 5.9 percent. By applying this percentage to various markets and
conducting a lengthy period of testing, it became apparent that 5.56% was a
more effective ratio to use. Further variations of this ratio are presented in
the discussion of Propulsion. As a result of more research, I found that addi-
tional resistance and support levels are identified by using multiples of 5.56
percent (0.9444 is the difference between 100.00 and 0.0556). More tests
indicated which specific price levels to use as a base to arrive at price objec-
tives. Just as with both TD ROC I and II, when applying Trend Factors to
less volatile markets or price levels that are in decimals, an additional decimal
place is added to 1.056 (multiply fraction by 0.1) to arrive at 1.0056 and con-
currently increase 0.9444 to 0.99444. Whereas the base price of 0.0556 (or
for smaller price levels 0.00556) is used in each calculation of Trend Factor
price objectives upside, when performing the exercise for the downside
Trend Factor objectives it is not quite the same process, since each TD
"Trend Factor price objective is in turn used as the next base to calculate the
next downside level (each respective increment is in turn muldplied by
0.9444, or for smaller price levels, 0.99444). Consequently, 5.556 percent is
multiplied for upside moves and 94.44 percent is multiplied for downside
moves (for smaller price levels 0.5556 and 0.9944 percent are used).

In order to “initialize” or determine whether a price low qualifies as a
‘Trend Factor base, you should make certain that from a recent intraday high
to subsequent intraday low, price has declined by at least 5.556 percent. In
order to determine what price high qualifies as a Trend Factor base, you
should make certain that from a recent intraday low to subsequent intraday
high, price has advanced by 5.556 percent (adjust to alternative percentages
for smaller price levels). The most recent price move of at least 5.556 per-
cent either upside or downside determines whether the TD Trend Factor
objective is calculated up or down. The important element is the proper
selection of the specific price levels to use when making price projections.
Originally, at a reversal low (low less than the previous trading day’s low and
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the close above the previous trading day’s close), the first TD Trend Factor
upside projection was derived by multiplying 1.0556 by the close and all
subsequent projectons to the intraday low. The same process only in
reverse was applied at a high—the close of the reversal high trading day
(high greater than the previous trading day’s high and the close less than the
previous trading day’s close) was used to make the first TD Trend Factor
downside projection and the intraday high of that same day was used for all
subsequent projections. In those cases where a price reversal is not recorded
at a low or a high, the low was used for all upside price projections and the
high for all downside price projections. However, there are now more
occurrences of variations of these patterns, and consequently I am experi-
menting with combinations of other selections, as well as multiplying both
the high and close for downside projections and both the low and close for
upside projections. In addition, the distance between 'TD ‘Trend Factor lev-
els can be subdivided by 2 to arrive at additional, interim potential levels of
support and resistance.

Figures 11.1 through 11.10 display various TD Trend Factor examples.

SPU96 - S&P 500-Day Pit, Sep 96, Daily CQG (c) 1997.
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Figure 11.1 By applying TD Trend Factors to the highest day’s closing price the two
downside price objectives were displayed. The lower objective was 610.25, which was the
precise market low to the tick. When price hit that objective, the futures were locked down
limit at 610.25. The breakout to lower price levels was not qualified, thereby indicating a
low-risk entry indication and likely price reversal at the price objective level.
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Figure 11.2 Coincident with TD Sequential or TD Combo low-risk buy or sell indications,
TD Trend Factors can be applied to arrive at price objective areas. The two generated off of
the intraday low on November 13 were hit precisely—one at 100%4; and the other at 106.
Similar situations are not uncommon. The five examples displayed in Figures 11.3 through
11.7 for various Treasury bond futures demonstrate TD Trend Factors’ uncanny ability to
pinpoint these price objectives with precision.

USU9S - Traasury Bond-Day Pit. Sop 95, Daily <Qd (o) 1997.
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Figure 11.3 To update the TD Trend Factor price objectives through June 1995, you must
refer to the November 1994 low and apply it to the September 1995 contract and the price
objectives presented on this chart. The December 1994 objective is more correctly derived
by applying it to closer expiration contracts. In March the TD Trend Factor was exact, as it
was in May. In June it identified the upside exhaustion level. The subsequent decline into
August is shown in Figure 11.4.



LOO IVICLHUULD LU L ALAAIALL TTILT Ve uves

USUSS - Treamzy Bood-Day Pit, Sep 95, Daily £Qa ) 1997 USH96 - Troamary Bood-Day Pit, Mar 96, Daily €QG () 1997.

----{11600

- - 411500

11400

- - 111700

11600

11500

11400

ﬁr]r]ﬁ’mrm |:o [as [z Te Toe |oa o T ja |31 o7 T 2t [zaTL]n Tre s ]oz T ]m

Figure 11.4 This chart enlarges the decline from july through August. The TD Trend Fac-
tor objective was hit on the reaction low day. The TD Trend Factor was calculated off of the
high day’s close. In order to determine whether a price level is qualified for a TD Trend Fac-
tor calculation either upside or downside, the market’s most recent move either upside or
downside must encompass a price distance of at least 5.56% from intraday low to intraday
high or from intraday high to intraday low.
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Figure 11.6 The january highest trading day’s close was used to calculate the TD Trend
Factor downside price objective, which was hit exactly. The possible breakout downside was
not qualified and price rallied. TD Channel Il identified a short-term low at the same price
level.
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s o [T e T B T s o e B T B T T e e low-risk buy indication in May and the subsequent TD Trend Factor objectives in August
and September. The June low day’s close was used to calculate the upside objective, and the
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igure 11.5 Once again, notice how exact the second TD Trend Factor level was in August high was used to make the downside objective in September.

December 1995. The low day'’s close was used to calculate this objective.
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Figure 11.8 The two TD Trend Factor objectives displayed on this chart are consistent
with the TD Trend Factor objectives calculated for the British pound futures contracts.
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Figure 11.9 All the TD Trend Factor price obiectivgs provided good price support and
translated into price levels from which the market rallied.
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TD Channel I™

Most techniques that employ channels to establish price support and resis-
tance are suspect because they depend upon the current day’s price activity to
calculate and identify these price levels. Consequently, by definition, if a
market timer employs a series of price highs to arrive at an upside projection
and a series of price lows to arrive at a downside projection, then the objec-
tives are continuously being revised as price continues to record intraday a
new daily high or a new daily low. As a result, the research conclusions mis-
represent what is taking place in the market by suggesting that a trader
would have executed a trade at the channel level when in fact intraday that
channel level may possibly be redefined by being upgraded or downgraded
repeatedly. In order to combat this serious shortcoming, TD Channel I was
developed. Its construction may appear unorthodox, since a ratio to calculate
the upper band is multiplied by a series of price lows, and a series of highs is
multiplied by a different ratio to calculate the lower band. In other words,
the larger ratio is multiplied by an average of the lows and a smaller ratio is
multiplied by an average of the highs. In actuality, this process understates
the performance results of this indicator, since as price records new daily
highs or new daily lows the channel adjusts up and down. In any case,
remarkable precision and price synchronization has occurred when applying
TD Channel L. For TD Channel I, the ratios applied are 103 percent multi-
plied by a three-day moving average of the three most recent trading days’
lows and 97 percent multiplied by a three-day moving average of the three
most recent trading days’ highs. There is a high degree of accuracy when this
indicator is applied to higher-priced, actively traded markets such as S&Ps
and Treasury bonds. Due to the fact that most individual stocks are low-
priced and much less volatile than futures, it is beneficial to increase the
lower channel parameter from 103 to 111 percent and decrease the upper
complement from 97 to 89 percent while continuing to multiply the former
revised ratio by the average of the lows and the latter revised ratio by the
average of the highs. Figure 11.11 displays TD Channel 1.

TD Channel II™

Superficially, TD Channel IT may possess the serious flaw associated with
most channel techniques and described in the discussion of TD Channel I.
Experience, however, indicates that the ratios and time periods I have
selected have a higher incidence of accuracy and precision than most con-
ventional approaches. This is due to the fact that price often seems to syn-
chronize with the TD Channel II projected price levels, especially when
applied to higher-priced, actively traded markets such as S&Ps and Treasury
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Figure 11.11 Price infrequently exceeds the TD Channel | either upside or downside.

Wh.enever it occurs, it is usually an opportunity to enter or exit the market. Instances in
which the channel was exceeded are marked with an X.

bonds. The ratios preferred are 100.5 percent multiplied by a three-day
moving average of the highs (current day’s high and the previous two trading
day’s highs) and 99.5 percent multiplied by a three-day moving average of
the lows (current day’s low and the previous two trading days’ lows). For
stocks you should revise the channel settings. In this case, applying 105 and

95 percent is recommended. Figures 11.12 through 11.14 illustrate TD
Channel II.

TD Channel HI™

By selecting the central tendency of price range activity over a defined num-
ber of trading days and then multiplying the high and the low of the trading
day selected by factors or ratios, a trading channel can be constructed.
Rather than apply some sophisticated mathematical formula to calculate the
average or typical values over the time period, this task is performed simply
by identifying the median or middle trading day’s high and the median or
middle trading day’s low over the period selected, multiplying an average of
the median day’s highs by 101.5 and an average of median day’s lows by 98.5
to construct TD Channel III. Usually, you might want to select an odd num-
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Figure 11.12 TD Channel Il indications are marked with an X. The penetrations occur
infrequently, but when they appear, they are usually coincident with a major turning point.
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Figure 11.14 The sensitivity and ability of TD Channel Il to define price tops and bottoms
intraday is obvious on this chart.
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Although it is a three-day average of highs and lows, highs and lows are usually synchro-
nized to the channel. Should price close outside the channel, it usually returns within the

Figure 11.15 TD Channel lll creates a wider band than TD Channel Il and the price moves
channel the following trading day.

outside the band identify potential trading opportunities.




ber of days for your lookback period, such as five days (thus‘the I.nedian or
middle day’s high would be three, and consequently the third-highest (or
third lowest) high and low over that period of time would l?e selected). P"or
the purpose of calculating the moving average of median highs and median
lows, three trading days is suggested. Figure 11.15 shows TD Channel III.

Chapter

12

Market Myths
and Misconceptions

Point and Figure

Every few years a fad within the trading community becomes fashionable
and its use becomes widespread. One recent practice is to apply point and
figure charts to long-term trading in the futures markets. Having been
introduced to point and figure charting almost 30 years ago by an individual
named Abe Cohen, I subsequently subscribed to his Chart Craft publica-
tion, as well as both Morgan, Rogers, and Roberts charting service and Jim
Dines’ Paflibe publication. While there is merit to applying point and fig-
ure to stocks, its application to futures is questionable for a number of rea-
sons. First of all, these markets are highly leveraged and the supply is
virtually unlimited. It is not uncommon to see the entire open interest
turned over in a matter of two to three trading days, given the daily trading
volume. Consequently, a prudent trader more than likely has liquidated his
or her position by using tight trailing stop losses. The high volatility due to
the leverage in these markets suggests that most traders do not withstand a
large loss, and it is common for big losses to be inflicted whenever a price
range is large. Furthermore, it may be likely with stocks where margin
requirements are higher, short interest is limited, and volatility is less pro-

nounced that support and resistance levels are legitimate, but my research
suggests otherwise with futures.
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Confusion Regarding Graphic Presentation
of Overbought and Oversold Oscillators

Although it is possible when a runner in a race anticipates. the start and jmps
the gun to restart and try again, in the markets such activity is not pOSS}ble.
When first introduced to real-time market graphics in the late 1970s with a
Comtrend machine, I wanted to go back in time and restart my trades. As an
experiment I bought and sold a market based solely upon tht.a crossover of an
indicator from oversold and overbought thresholds. Historically, on a chart
this process appeared potentially profitable but, in actuality, an i.mp(?rtant
lesson emerged: that anticipating moves of an oscillator before its time inter-
val completion is a dangerous trading practice. Upon first exposure, you may
disagree and argue that an intraday move out of overbought or oversol(.l ter-
ritory is not anticipation, but an explanation and a real-time experience
should clarify this point for you. Reviewing the historical results of T:radmg in
this fashion, I was confident of a trading opportunity once the oscillators (it
was probably Ralph Dystant’s Stochastics Indicators) moved fron? oversold
to neutral and from overbought to neutral. Upon the penetration of the
threshold into the neutral zone from the oversold zone, I contacted my bro-
ker and placed an order. Lo and behold, before my very eyes the indicator
once again appeared beneath the band in the oversold zone. Cpnsequently, I
called my broker and exited the trade. Within minutes, the oscillator traveled
into the neutral zone again. Struggling to reconcile this fact, I even called the
vendor of the real-time charting package. Quickly, it became apparent that
the analysis conducted was done in retrospect on daily charts:—I was operat-
ing at the time on an intraday basis. The two processes an.d tlme‘perloc‘l‘s are
not compatible. It is not uncommon to record a successive series of “false
starts” throughout a trading day, and that is why the bottf)m lm.e do'es not
appear on a chart until the last entry of the day or the c1051ng price, since it
is a daily calculation and all the machinations and anticipation exerte-d by
operating on an intraday basis are not only time-consuming, but oftenumes
expensive. If a daily-basis calculation is made, it is incorrect to 1ntrodu<-:e
intraday oscillator readings and then to extrapolate what the en.d of' day will
produce or look like. By attempting to do so, you are contaminating your
data and processes. It is strongly suggested that if you use an oscillator in th.ls
manner to determine entry levels, you should review the historical results in
the context of relating the oscillator value with the closing price on the same
day, ignoring the intraday highs and lows since they do not play a r(?le in
most oscillators’ construction. The only determinant factor in entry is the
closing price. Anticipating where the oscillator will align itself on the cl(.)se is
an effort in futility and fraught with restarts. For this very reason, qualifiers
are introduced to perfect low-risk entry zones (review, for example,
TDPOQ, which is discussed in Chapter 1).
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Short-, Intermediate-, and Long-Term Definitions

Market prices change from day to day, and trends can be classified as sea-
sonal, cyclical, or secular. Seasonal trends are defined as a result of historical
tendencies in various markets to rally or decline during the same time period
each year. Most attention in this regard has been focused upon the various
commodities markets, but there are similar tendencies in the financial
futures markets and in the individual equities’ markets. Those analysts who
argue that no application of seasonal analysis can be applied to these markets
are operating under a misconception.

By referring to short-, intermediate-, and long-term opportunities in
the market and by describing these terms in a temporal sense rather than in
terms of a percentage return context, traders are overlooking opportunities
in the marketplace. For example, historically, stock markets have not demon-
strated the volatility they have demonstrated in recent years. Whereas moves
of 20 percent or more in the past would require at least six to twelve months
to accomplish, 10 to 20 percent moves three to six months, and moves of 5 to
10 percent up to three months, these moves are being realized in a matter of
trading days in the current market. By applying only the time consideration
for trading purposes, traders are required to hold a position longer than they
might if they defined the terms short-, intermediate-, and long-term in rela-
tion to percentage price movement.

New Highs, New Lows

Upon first entering the investment business, I concentrated on buying those
stocks that were trading at new lows and selling those stocks that were trad-
ing at new highs. Looking back, I am chagrined by my foolishness. This
practice is akin to betting on the “long shots” at horse races. Stocks that trade
at yearly lows have many unhappy owners who would be tickled to break
even, and would likely do so when prices advance (if they do). Stocks that
trade at yearly highs, conversely, have many happy owners and there is lim-
ited overhead supply. When this situation became apparent, I concentrated
my attention upon purchasing the new highs and liquidating the new lows.
In particular, if a stock is recording a new high at the time the overall market
is at a new low, the stock will likely be a leader on the upside when the over-
all market reverses trend upside. On the other hand, if a stock is making new
lows at the same time the market is at a new high, once the market reverses
downside the stock should be a leader in the decline. In regard to the latter
proposition, I conducted research to determine the prospects for those
stocks recording new lows simultaneous with a market high and then subse-
quent to the market decline. Initially, it was surprising to see that many of



these stocks disappeared from the data sheets, and I could not reconcile this
development. Then it became clear that these stocks were delisted. Many
had filed for bankruptcy and consequently could not be found in data files.
My conclusion from this exercise is that the likely leadership for stocks off a
market low are those stocks recording new highs simultaneous with the mar-
ket lows, and the likely candidates for the downside and potential bankrupt-
cies are those issues making new lows coincident with the market recording

new highs.

Price Reversals

It’s amazing how many traders expound upon the benefits of price reversals
or “key” price reversals and associate them with significant market turning
points. In The New Science of Technical Analysis, a chapter is devoted to a series
of price patterns that have predictive value, referred to as Waldo Patterns,
since they blend in with the chart background much like the cartoon charac-
ter Waldo blends into his environment. The discussion of price reversals
indicated that most of these reversals were characteristic of short-term or
floor trader activity that was being conducted to take advantage of short-
term overbought or oversold opportunities. Typically, it is assumed that ata
low, if price records a reversal (a lower low than the previous day’s low and an
up close) or what some describe as a “key” reversal (a lower low than the pre-
vious day’s low and a close greater than the previous trading day’s high), that
price will continue higher. My research suggests otherwise. Usually, lows are
recorded when not only the low is less than the previous day’s low, but also
the close is less than the previous day’s close. The only exception I could
uncover occurred when the close of the reversal day is above all four previ-
ous trading days’ closes and the following trading day’s high exceeds the
reversal day’s high. At a price high, these patterns are reversed (i.e., the close
of the reversal day is below all four previous trading days’ closes and the fol-
lowing trading day’s low exceeds the reversal day’s low).

In a similar situation you can often compare the current market close
with the close four trading bars prior to the most recent TD Point low or
TD Point high. Some readers may confuse this relationship by comparing
the current closing price with the close four trading bars prior to a recent
TD Point low or high. Generally, these levels are the same, but it is possible
to record a TD Point low and then a subsequent higher TD Point low or a
TD Point high and a subsequent lower TD Point high similar to TD Dou-
ble TD Point. In this situation, the recent TD Point low or TD Point high
is used as the reference level, and the close four trading bars prior to that cur-
rent low or high becomes critical since it is the revised reference price level.
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In fact, it is possible that the current bar’s low or high may qualify as a new
TD Point low or TD Point high, but this conclusion cannot be made until
the succeeding bar’s low or high is formed, at which time the TD Point low
or high will be revised and a new reference low will be defined. (See Chapter
6, TD Double TD Point.)

Price Gaps and Price Laps

‘Price gaps are those trading days in which a particular trading day’s low price
is above the previous trading day’s high price or those trading days in which
a particular trading day’s high price is below the previous trading day’s low
price. Price laps are those trading days in which the low is less than the previ-
ous trading day’s high but greater than the previous trading day’s close or
those trading days in which the high is greater than the previous trading day’s
low but less than the previous trading day’s close. My research indicates that
the only distinction between a price gap and lap is the first letter of each
word. I treat them as if they were the same.

It is common to hear many market timers say that all price gaps are
filled. I disagree. Tell this to the short seller of Chrysler in 1932 or to the
DJIA short seller just after the low in January 1975. This was not the case.
The TD Gap™ indicator identifies those price gaps that occur on Mondays,
which are critical trading days much different from other trading days of the
week since a weekend gives traders an opportunity to premeditate and make
their trading decisions less emotionally. Furthermore, if a price gap is not
filled within 11 trading days and trading days 8, 9, 10, or 11 either record a
higher high than all trading days 1 through 7 for an upside move or record a
lower low for a downside move, then the gap is usually not filled until the
trend is reversed, if at all.

TD One Tick One Time Rule™

Many traders view the fact that a market may trade a certain price level more
than one time as an opportunity to buy at, or prior to, that level since it has
proven to be supported in the past or as an opportunity to sell at, or prior to,
that level since it has proven to be resistant in the past. This is an obvious
misperception of price behavior, which can be abrogated by using the TD
One Tick One Time Rule.

Using time and sales data retrieved from the exchanges, I identified a
phenomenon that served to confirm potential short-term price tops and
bottoms. A remarkable price pattern became apparent by reviewing all
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instances in which price recorded equal lows or highs at significant price
turning points. In the research for repetitive prices, there were few instances
in which this pattern coincided with the inception of significant market
moves, leading to the conclusion that if it occurs infrequently, the likelihood
is that when it does occur it is likely soon superseded, thereby providing an
alert trader with an opportunity not available to others. Specifically, at the
lowest price level at which there is a price tick, most highs and lows are
recorded when price trades at that level only one time. From reviewing end-
less time and sales reports, it became apparent that meaningful price lows
and highs were recorded as price moved in one direction, and an extreme
price tick was made and price reversed quickly. This observation was shared
with two large floor traders in the Treasury bond pit. They .agreed Fhat it
appeared to be valuable information but offered that it was 1mPraCUCal to
apply to floor trading since they were unable to determine when it OCC}lrred
while they traded on the floor of the exchange. In fact they described it as a
price blur where bids and asks are all that appear to them. Sure, they could
have looked at the exchange’s wall boards, but that would have distracted
them from their trading. But you can be assured that whenever they were
off the floor and their trading focus was upon this trading phenomenon,
they were aware of this trading pattern. It struck me as a great opPormnity
for “upstairs” traders to have a distinct edge over floor traders, since they
were able to apply this technique whereas floor traders were not. More
research indicated that if a specific price level is hit only one time, and sub-
sequently price advances (declines) from that level without trading at d?at
level again, then a potential low (high) has been made. Conversely, if a price
is hit and the market upticks (downticks) from that level and then declines
(advances) to that level once again, the chance is great that the price will be
exceeded downside (upside). The TD One Tick One Time Rule is difficult
to apply if you are a floor trader, but it is relatively simple if you have a price
chart (or at least time and sales data) at your disposal. Typically, trading ata
price level one time occurs at the culmination of a price decline or price
advance. Although short-term charts such as a one-minute chart demoq-
strate this event often, even daily charts are instructive in showing that it is
unlikely to witness equal lows or highs at price extremes. The reason for this
fact is that eventually price will exceed a level equaled at least one time. In
other words, turning points in price are typically associated with price trzfd-
ing at that level only one time since they occur coincident with price
exhaustions. Consequently, prior to or coincident to entering a trade, you
should make certain that the TD One Tick One Time Rule is operative and
that price is able to bounce off the price level and that it fails to trade that
level again to ensure the chance of a significant exhaustion price point hav-
ing been hit. This same approach can apply to daily price charts with equal
success of confirming price highs or lows.
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Strong versus Weak Markets

The market is strong or weak if the current trading day’s high or low is dou-
ble the previous day’ price range either added to or subtracted from the pre-
vious trading day’s close. This statement is true only in reverse. Research
indicates that after a price advance, if a high is recorded and it is more than
double the previous trading day’s true price range added to that same trading
day’s close, then a short-term high is likely being formed. Conversely, after a
price decline, if a low exceeds two times the previous trading day’s true price
range subtracted from that same trading day’s closing price, then a short-
term low is likely being formed. This pattern can be helpful for trading when

it is applied to TD Diff (see Chapter 10). I refer to this measure as the TD
Double Price Range™.

A Broker or a Market Commentator Predicts a Buyout

Despite the fact that the government is actively prosecuting those traders
who use inside information regarding stock buyouts, the willingness of the
public to attempt to trade based upon these rumors never ceases. To take
advantage of an opportunity illicitly gained is personally disconcerting, so I
have always avoided trading on any such rumors. First of all, no one should
be trading on inside information. Psychologically, it removes the challenge
associated with investing. (In my days of playing basketball, I would forego
an easy layup and elect to reposition myself a distance from the basket in
order to make the shot more difficult.) You could almost wager that no more
than 1 percent of all the rumors of buyouts ever materialized. It just doesn’t
happen that way. Using the TD Pressure (Chapter 10) indicator enabled me
to predict many buyouts in the late 1970s and early 1980s. Contacting man-
agement and informing them that my work indicated such activity seemed an
amusing game at the time, earning me the moniker of the “grim reaper”
within investment circles. Rumors should be ignored, or you should sell
positions whenever rumors arise. To dissuade traders and friends from buy-
ing based upon this speculation, there is a simple technique you can use to
differentiate between bogus and real information regarding a buyout. The
reasoning is as follows: Assume you are the first to hear of suspected takeover
news. Then research to determine how many shares of the company’s stock
have been issued. Next calculate 25 percent of this total, and each day add the
daily volume until that amount has been exceeded in cumulative volume.
Since SEC rules require an announcement of the buyer’s intentions if any
purchase totaling more than § percent of the company’s stock occurs, if no
announcement has been made, it is unlikely that it will. Any corporate
banker who is advising a prospective buyer would not be performing well if
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he or she had not accumulated 5 percent by that time. Consequently, assume
the buyout rumors are merely that—unsubstantiated rumors, opportunities
to sell not buy.
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Elliott Wave Analysis Is Definitive When
Identifying Market Tops and Bottoms

-+ < 11600

If this phrase is applied to the wave interpretation of the market retrospec-
tively and is unqualified, it may be a valid statement, but it is unquestionably
without merit if related to market movement and price activity concurrently
as the waves unfold. ‘This is an effort in futility, somewhat akin to trying to
catch smoke—you are able to see it, but unable to grasp it. Since conven-
tional wave analysis and Fibonacci numbers are connected, my research
resulted in an approach to wave analysis called TD D-Wave™. Simply
described, you identify a 21-day low (a low that is less than all previous 20
trading days’ lows) and once “initialized,” you await the first high greater
than the previous seven trading days’ highs (eight-day high) to identfy
D-Wave 1. Once a low below the previous four trading days’ lows (five-day
low) is recorded, D-Wave 1 is identified by the highest high of that price
move. Then you await a 13-day high (a high greater than all previous 12
trading days’ highs), and D-Wave 2 has been defined as the lowest low. Once
an 8-day low is recorded (a low less than all previous 7 trading days’ lows),
D-Wave 3 has been identified; D-Wave 4 is completed as soon as a 21-day
high is recorded (a high greater than all previous 20 trading days’ highs);
D-Wave § is completed once a 13-day low is recorded. It is also required that
each up wave (D-Waves 1, 3, and 5) is successively higher and that the low of
reaction D-Wave 4 is greater than the high of D-Wave 2. The reaction
D-Waves (a, b, and ¢) are formed after the D-Wave 5 price high occurs with
a 13-day low (a), an 8-day high (b), and a 21-day low (c). The beauty of this
type of approach is the value derived in calculating price projections based
upon the length of the various price waves. (See Figures 12.1 and 12.2.)
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It Is Impossible to Make Daily Price
Projections for Markets
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The formula for TD Daily Range Projection™ provides a trader with a con-
sistent and mechanical methodology to calculate the following trading day’s
projected price range (high and low). The formula to project tomorrow’s
high and low is as follows: The current trading day’s high plus the current
trading day’s low plus the current trading day’s close. Depending upon

Figure 12.2(a) The same measurement and calculations as in Figure 12.1 are applied in
this example. There are two price objectives—one in July and the other in October—that
fulfilled the objectives of Wave 3 and that were close to the completion of Wave 5. By intro-

ducing TD Sequential or TD Combo Setup or Countdown, TD Wave indications can often
be improved.
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whether the current trading day’s close is less than, greater thaI.1, or equal
to the current trading day’s opening price, the high, low, or close is d01.1bled.
If the close is greater than the open, the high is doubled. If the close is less
than the open, the low is doubled. If the close is equal to the open, the close
is doubled. In order to project the high, divide the four-value sum by 2 an:i
subtract the current day’s low. To project the low, subtract the current dzi\ys
high. If price should open the following trading day.above the pro]ected'hlg.h
or open the following trading day below the projected low, 'then price is
likely to break out that trading day in the direction of the opening price gap.
Often, if the breakout is upside, the original projected hlgh-becomt?s the
revised projected low, and if the breakout is downside, the orlgl.nal pro]ecte'd
low becomes the revised projected high. On the other hand, if Fhe open is
contained by the high- and low-projected range, usually the hpro]ected high
serves as price resistance and the projected low serves as price support fc.)r
that trading day, and the closing price usually gravitates to the area in
between the projected high and low. Occasionally, you may want to use t.he
daily range projections and apply them to 'TD REBO to arrive at low—r{sk
entry opportunities (Chapter 6). In the early to mid 19895, I appearefi dz.nly
on Financial News Network (FNN) and forecast the daily range projection
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for T-bonds and S&P futures. This is the technique I used and I refer to it as
TD Daily Range Projection. (See Figure 12.3.)

Price Patterns Do Not Repeat Themselves

If this were in actuality the case, my research work would have been in vain.
After a respite of 10 years, TD Analog™ has been resurrected as an object of
research. Rather than spend a lengthy discourse on TD Analog, T prefer to
describe in general terms its construction and purpose. It has been said that
history has a tendency to repeat itself. Although the characters and the set-
tings may not be the same, the events and the outcomes do appear to repeat
themselves throughout history. Likewise in the marketplace, various price
patterns seem to repeat, and often their implications are similar as well. At
the time these observations were made over 20 years ago, the technology was
not sufficiently advanced to produce and catalog these repetitive price pat-
terns. New technology has enabled me to research and develop a series of
relationships to facilitate comparisons between various markets and price

patterns in order to extrapolate price behavior. The product of this effort is
TD Analog.
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Figure 12.3 The TD Range Projection defines the daily price parameters for markets. It’s a

simple formula, but the r.esults 9ften are precise. Statistically, it is rare to project a daily high
or low, but this chart indicates its ability to accomplish this feat.
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TD Analog is designed to take a snapshot of current price activity and
then superimpose that price movement upon previous, similar price pattern
activity to locate a match. For example, you can compare the current mar-
ket’s open, high low, and close with the previous trading day’s comparable
price levels, as well as the trading days 2, 3, 5, 8, 13, 21, 34, and 55 trading
days earlier. Additionally, you can relate the closing price versus the opening
price for each day and compare the relative prices of each of these trading
days with each as well as with the other trading days. Next, determine
whether a buy or a sell Setup (2 la TD Sequential or TD Combo) has most
recently occurred to define whether the trend is up or down. Then apply TD
Moving Average I to evaluate and confirm whether price is in a short-term
up or down trend. Finally, decide what percentage of these various price rela-
tionships you prefer to have exist and then compare the price activity to draw
conclusions regarding future price movement.

Only the Option Writers Make Money Trading Options

There is a heavy price to be paid for developing techniques to trade options
successfully. My tuition payments were first made when the Chicago Board
of Options Exchange opened for trading in the early 1970s. Initially, stock
calls were listed. Subsequently, puts were added. In order to control my
emotions, I developed a trading checklist and attempted to religiously
adhere to it. Specifically, in order to buy a call option the market as mea-
sured by an index had to be trading that day below the previous day’ close,
the industry group within which the stock traded had to be down, and the
stock itself, as well as the underlying option, had to be trading below the
previous day’s close. Once these elements were satisfied, the call was pur-
chased. At the same time, I applied a similar but reverse process to the pur-
chase of puts.

Subsequently, some comparisons were introduced to perfect this
methodology when put trading commenced. I related the volume of the
nearby option expiration and striking price for both puts and calls and com-
pared the open interest of each as well. In other words, I identified the clos-
est striking price option series and selected the nearby option expiration
month—generally, this set is identical to the most active put and call options
for that market. Then the puts and calls were dollar-weighted by multiplying
their value by the volume. Each was divided by its respective dollar-weighted
open interest. Finally, these ratios were divided by one another to get a sense
of the market expectations or sentiment. This ratio or value is called TD
Dollar-Weighted Put/Call Ratio, and it has proven to be an effective com-
pass for near-term market direction.
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Wait for the Closing Price to Enter
a Suspected Price Breakout

It's

To trade otherwise would result in many false breakouts and trading losses.
Although the TD Qualifiers have been discussed throughout this book in
regard to various indicators, they are sufficiently significant to deserve more
aFtention at this ime. TD Qualifiers came about as a result of my own expe-
riences in trading and observing market behavior. If you are actively involved
in the markets, you have no doubt been confronted with similar experiences
Having been burned often by first anticipating and then entering at sus-
pected price breakout levels intraday only to see price fail on the close that
same day, initially I (and no doubt many other traders) elected to await a clos-
ing price that exceeded my breakout levels. The outcome was invariably pre-
dictable. On those occasions in which I awaited the closing price to ensure a
breakout, I forfeited the price move from the breakout level to the closing
price. In those instances in which I entered intraday, I wished that I had
awaited the close for confirmation. The dilemma was obvious. Invariably,
when I expected price to break out through a critical price level intraday, i;
was because the previous day’s price activity made me predisposed to expect
such a follow-through. On those occasions when I expected a failure, it was
because I extrapolated the previous day’s price activity and erroneously con-
cluded that the market’s price behavior would continue. In other words, if
the general expectation of investors is for the market to behave in a specific
manner, then it is a logical conclusion to expect that they have already estab-
lished their positions, and their market activity is consistent with their expec-
tations. In other words, their money is where their market sentiment is. It is
possible to qualify intraday entries into the market dependent upon the
degree (level) of anticipation associated with the price activity expressed the
trading day prior to the suspected price breakout or at the opening that trad-
ing day. Specifically, the degree of price movement occurring the day before
and the closing price that same trading day in relation to the previous trad-
ing day’s closing price, as well as the current day’s opening price relative to
the breakout level and the previous day’s close, are critical in evaluating a
price breakout and the potential of price follow-through. For further infor-

mation, refer to the qualifier descriptions provided in Chapters 4 and 5 (TD
Lines and TD Retracements).

Impossible to Anticipate Trend Changes

This statement confradicts the design and expectation of most of the indica-
tors presented in this book. A brief recapitulation of some of these indicators
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will put this matter in proper perspective. TD Sequential and TD Combo
have been developed to identify opportunity zones associated with price
exhaustion and are associated with the element of time. TD Trend Factors,
TD D-Wave, and TD Retracements provide a price objective element to the
equation. TD Disqualified Lines, TDST, TD LV, TDT, TD Diff, and
reverse TD REBO can be used as contratrend indicators. TDPOQ used in
conjunction with the various oscillators will identify short-term exhaustion
areas, as will TD Critical Qualifier. The various TD Channels and TD
Range Projections provide an additional dimension to identify price peaks
and troughs. In addition TD Open, TD CLOP, TD CLOPWIN, and TD
Trap also enable a trader to take advantage of price exhaustion opportunities

as they arise.

Trading Price Breakouts Is a Simple Way
to Participate in Market Trends

Keep in mind that the “trend is your friend unless the trend is about to end.”
An effective technique to locate short-term price exhaustion zones is to iden-
tify TD Point lows or highs that are level 10 or greater. If the first two con-
secutive trading days in which price exceeds upside a level 10 or greater TD
Point high record consecutively higher closes and if both trading day’s clos-
ing prices are consecutively higher than the close of the TD Point high trad-
ing day, then the first subsequent trading day in which a low is recorded that
is less than the previous trading day’s low is often an indication of a downside
price reversal or a consolidation phase. On the other hand, if the first two
consecutive trading days in which price exceeds downside a level 10 or
greater TD Point low record consecutively lower closes and if both trading
day’s closing prices are consecutively lower than the close of the TD Point
low trading day, then the first subsequent trading day in which a high is
recorded that is greater than the previous trading day’ high is often an indi-
cation of an upside trend reversal or a consolidation phase. Conversely, if
these patterns suggest trend reversals, then most other breakout highs and
lows that exceed TD Point highs and lows of less than level 10 or that exceed
TD Point highs and lows of greater than level 10 and that are not consecu-
tively higher highs and closes or consecutively lower closes and lows would
imply the possibility of the opposite condition; namely, the likely continua-
tion of the price trend. My conclusions regarding this price behavior have to
do with the fact that initially stop losses are triggered at the previous TD
Point high or low on the first day’s breakout, and then long-term investors
enter after that first day’s breakout once the closing price is able to close in
the direction of the breakout. Once they have entered the market the suc-
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cefading trading day, and if they are sufficiently aggressive, there is usually a
price exhaustion shortly thereafter accompanied by a trend reversal or a
period of price consolidation. Other considerations such as TD Diff and TD
Sequential Setup are important factors as well. In any case, the key and oper-

ative phrase is to be price-pattern vigilant for such price conditions to arise
and to take advantage of them.

Once an Entry Technique Is Tested
and Perfected, Trading Success Will Follow

Not true! Exits and stop losses are critical. Research indicates that it’s rela-
tively simple to develop a mechanical entry for a trading system. The diffi-
cu'lt elements of successful trading are stop losses, profit-taking Jevels, and
exit techniques. There are a number of effective stop-loss techni:]ues
A.mong them are (1) a standard dollar stop loss, (2) a percentage of the pre-.
vious day’s or series of days’ ranges, (3) a measure of price volatility sub-
tracted from a recent price low or added to a recent price high or from the
glli';gltlérstr;’cl;r:in((iia;s open, and (4) the series of stop losses presented in

In addition to the various exits described in previous chapters, recom-
mended exits include (1) three consecutive up or down closes including the
entry bar, (2) the first profitable open price subsequent to the entry price, (3)
a “stop gain” of a specific dollar amount, and (4) any high (upside) or low
(downside) which is at least double (200 percent times the previous trading
bar’s price range added to or subtracted from the previous bar’s close). Fur-
thermore, stop losses and exits can each be generated by TD REBO, TD
Overlap, TD Open, and TD Moving Average I, as well as the many other
indicators presented in this book.

A price decline has a tendency to exhaust itself short term once three
consecutive down closes versus the previous trading day’s close are recorded
and the following trading day’s open is greater than the previous trading
day’s close and that same day’s low is less than the previous trading day’s
close:. Similarly, this can occur once three consecutive up closes versus the
previous trading day’s close are recorded and the following trading day’s
open is less than the previous trading day’s close and that same day’s high is
greater than the previous trading day’s close. At times this pattern identifies

exceptional opportunities to exit an outstandi iti i i
‘ ing position. This pattern is
called TD Exit 1. 5P P
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Money Management

An essential element to success in trading is ignored in almost all trading or
market timing books or articles. It’s surprising given its importance that very
few writers devote any time to the discussion of money management prac-
tices and principles. This chapter will present one approach to money maz—
agement that is general and could be easily supplemented })y other me':tho1 s
if you desire. The goal here is to provide rec‘ommendanons .for a simple,
viable approach to allocating funds and managing your portfolio.

This book is not intended to include a course on money management.
However, if there is one subject within the realm of trading that is v1tal toa
trader’s financial survival and at the same time totally overlooked as critical, it
is the discipline of money management as it applies to tra.dir.lg success. If mar-
ket indicators and systems were always precise in ideanmng tops and b9t—
toms, the necessity for prudent money management skills would not exist.
Unfortunately, such is not the case. Even if a system were 99 percent accurate,
the 1 percent failure rate could conceivably wipe out a tradel" who did not
apply money management methodology. The following techniques for your
consideration in designing a prudent and viable money management program
may appear simplistic upon first glance. However, malfmg procedures com}—1
plex serves only to obfuscate the obvious, easy, and §tra1ghtforyard approac
to sound money management. These recommendatlo'ns .regardmg Fhe design
of a money management methodology are a compilation of various tech-
niques I have developed and employed successfully throughout the years.

Before you enter any trade, you should be convinced that the trading
event will prove to be profitable. Otherwise, why even attempt the trade?
Obviously, no decision in life is always correct and this applies invariably to the
markets. In the case of the markets, however, you are not able to undo a bad
decision and recover your losses from a trade. This lesson came early in my
career. Discretionary decisions or trading hunches or guesses may prove prof-
itable on occasion, but how do you quantify and duplicate this decision-
making process in the future? Consequently, the following suggestions are
directed not only toward developing a series of mechanical, objective
approaches to trading decisions and money management but also to enable
you to replicate your decision-making process regardless of the time period
and the number of markets followed. The primary considerations are consis-
tency, objectivity, and portability. Additionally, you need to be sensitive to
diversification of market timing techniques, as well as markets monitored. By
implementing a number of unrelated methods, you will be able to sufficiently
diversify your portfolio and thereby reduce your level of risk. In other words,
by applying a combination of market timing approaches, each of which uses a
different trading philosophy, you will be able to operate as if you had a number
of trading advisors managing your funds. Obviously, these techniques should
be applied on paper before introducing them real time into your trading regi-
men. Once the techniques have been sufficiently tested to ensure performance
results and nuances, the money management disciplines must be introduced.
The other chapters of the book pertain to the methodologies, so this discus-
sion is devoted to a basic approach of managing trades and your investment.

First, you should allocate percentages of capital equally to various
mechanical market timing models. Therefore, if you have developed and
decided to use three noncorrelated mechanical approaches, then you should
designate the same percentage participation to each. You may choose to vary
this approach. For example, if one system is two times more effective than
another, then you would double by position size or if the frequency of trad-
ing for one method is twice as active as another technique, you may wish to
reduce portfolio commitment by 50 percent. However, for sake of discus-
sion, assume that all systems are equally effective. Assuming a total of 100
percent, you may not wish to allocate in total more than 30 percent to these
systems collectively at any one time. Also assume for purposes of simplicity
that you have elected to follow 10 individual markets for each system. Con-
sequently, your maximum exposure would be no greater than 30 percent of
your beginning equity, and that is only if each model has its maximum invest-
ment exposure of 10 markets at any one time and each market is being traded
simultaneously at the same time (10 markets times 3 trading methods times
1 percent apiece equals 30 percent exposure).

How are you to measure your investment commitment in terms of
number of futures contracts, for example? Rather than subscribe to an eso-



teric portfolio management methodology with numerous complicated vari-
ables connected by advanced statistical formulas, you should rely on the
market itself to dictate your level of exposure at any point of time. Specifi-
cally, the various futures exchanges determine the margin requirements to
trade markets. Typically, as trading activity becomes volatile, the margin
requirements increase. At that time, you should reduce your exposure
because you would have specifically allocated only a 1 percent commitment
to that market for this particular market iming method. Conversely, when
price activity becomes inactive and less volatile, you would increase your
investment exposure, hopefully, awaiting a breakout and increased voladlity.
Consequently, margin requirements serve as a barometer for fund al!ocation.
To clarify this process, the market itself is the best source for dictating mar-
ket exposure. This measure can easily be determined through simple calcu-
lations. The various futures exchanges evaluate the volatility and volume of
markets continuously. If for any reason, they believe that the potential exists
for wide daily swings in the market and, concurrently, the risk of erosion f)f a
trader’s margin, then, typically, they will be inclined to raise margin require-
ments. Therefore, whenever margin requirements are raised, market expo-
sure as measured by the number of contracts traded should be adjusted
accordingly. In other words, say you assume a portfolio size of $1 million, tl'le
use of three trading systems, and the limitation of trading only 10 markets in
each. The maximum exposure can be no greater than $300,000 dollars, since
that amount accounts for 30 percent of $1 million, the maximum account
size defined above. It is unrealistic to assume that positions will exist in each
and every market at any one period of time, however. In any case, this allo-
cates $100,000 to each of three markets. In turn, this would imply that for
each method, each market would represent $10,000 dollars. Now suppose
the margin requirement in one market is $1,000. Then 10 contracts could be
traded at any one time. If volatility increases, the exchange may decide to
raise margin requirements by an additional $1,000 to $2,000, thereby forc-
ing you to reduce your position size to five contracts (5 x 2,000 = $10,000
and 10 x $1,000 = $10,000). What has effectively occurred is a portfolio
contract-size adjustment of 50 percent due to a 100 percent increase in mar-
gin requirements. If the volatility has increased sufficiently that the exchange
is compelled to raise margin requirements, and you are still positioned in the
market and have not been stopped out of the trade, then it is likely that the
market has moved in your favor. In that case, the money management disci-
pline and methodology described here requires closing out profitable posi-
tions, and prudent trading would also dictate profit taking. The initial
exposure was a function of margin requirements, and the change was ma(.ie
as a result of market volatility and potential risk as defined by the increase in
margin requirements.

Once in a trade, stop losses must be introduced. Generally, you should
apply a standard stop loss and not risk any more than 1 percent of your port-
folio on any one trade. Should you desire to increase this stop loss, you
should reduce accordingly the size of the position or exposure you have in
that market and at that method at that particular time. For example, you
should always maintain a 1 percent risk level, but if you wanted to increase
the dollar stop loss to double that amount, you should reduce your market
exposure by 50 percent. All other increases in stops would be adjusted
accordingly as well.

As the portfolio size in one method and in one market increase, you
should adjust your stop loss and profit-taking levels and make certain that
your exposure does not constitute an undue weighting in the portfolio. In
fact, as the profit in a position increases, you should reduce the position size
to maintain a2 maximum portfolio exposure and, ideally, in effect you will be
investing only the profits generated in the trade.

The approach described here is simplistic but effective. High-tech
mathematical modeling and sophisticated statistical techniques can be intro-
duced, but experience indicates that minimal improvements will be produced.
Although this approach to money management is devoted to high-margin
futures, a similar approach can be easily applied to stock portfolios.

In conclusion, it is critical that a trader design and implement a
methodology that is capable of being measured for performance statistics
historically. Once confident of the results and comfortable with the imple-
mentation, a trader should paper-trade the method and then apply it real
time to the markets with funds in small lots or shares. As you gain experience
and confidence with the method, the position size can increase. Discipline is
a prerequisite. If you conform to the general money management guidelines
discussed in this chapter and then add improvements to the schedule to fill in

any blanks in procedure, a difficult and critical component of trading success
will have been addressed and satisfied.



Chapter

14

Conclusion

No system or indicator is or will ever be perfect. Markets respond and behave
subject to the inputs driving traders to buy or sell. Just about the time you
might believe that you have solved the market puzzle and have elevated your-
self to “master of the universe” status, prepared to take on the trading com-
munity with your great set of indicators or market timing systems, it is
probably the time the market will come down upon you with its humbling
blow. The market operates impartially and takes no prisoners. Despite your
confidence and intentions to trade successfully, unless you are prepared to
accept the verdict of the marketplace, which at times will prove you wrong,
you will not be successful. We live in an imperfect world, and the various mar-
kets are merely a microcosm of this dynamic, imperfect activity as well. No
certainty exists, and the only gauge we have regarding future price behavior is
past market activity. Although it is possible to measure the impulses expressed
in the marketplace by traders by evaluating the intensity of both selling and
buying pressure, contingencies must be introduced to protect against
unknown factors. The detailed presentation of indicators in this book proves
the extent to which one person will go to decode the dynamics of the markets
and to establish an objective and rigid approach to applying market timing
indicators: This process has consumed my life! Hopefully, the fruits of my
labor will benefit you in your research and trading.

You have participated in a medley of my favorite market timing tools.
By no means has this discussion been complete. In many instances, an entire

book could be devoted to additional descriptions and explanations of these
indicators. Instead, may this sampling lead you to conduct further research
and analysis of your own. This book’s presentation of my indicators is like a
sports car. Although the horsepower may be more than required to operate
the vehicle, and the speedometer gauge may accommodate higher speeds, it
is unlikely that these levels will ever be tested. So, too, the likelihood of your
becoming conversant in all the indicators presented is unlikely; nevertheless,
perhaps P've shared enough ideas to pique your interest in selective areas suf-
ficiently to encourage you to experiment with techniques of your own.

Unfortunately, neophyte traders often believe all that is necessary to be
successful is to adopt an indicator or a system with a proven track record.
Nothing could be further from the truth. It is imperative that traders recog-
nize the additional significance of sound management principles and disci-
pline, as well as the necessity to continually test and refine their own
indicators and systems. Consequently, an appreciation of the statistical prob-
abilities of various events repeating themselves, as well as an attitude of
detachment, must be introduced into the trader’s psyche and portfolio toolkit.
It is a rare individual who is able to combine these three important elements
and then translate them into trading success. I have known a number of bright
portfolio managers who were able to design investment strategies with spe-
cific objectives in mind for their clients. However, they relied upon their
research departments to select the specific investment vehicles to accomplish
these goals and, at the same time, were dependent upon their trading depart-
ments to execute the trades. Other individuals may be great analysts but are
ineffective traders and poor portfolio managers. Some believe, since they
were creators of the systems or indicators, that they possess the license to
interfere with their methodology and to introduce variations without proper
testing and support. Some choose to override or interfere with the execution
of the trades. It is not essential that a trader be an expert in any one of the
areas presented in this book. However, an individual who possesses average
aptitude in each should likely enjoy trading success.

Traders can be classified as either discretionary or systematic. In reality,
most are probably a combination of the two approaches. I have attempted to
provide you with one aspect of the trading process by presenting a series of
market timing indicators for your review and consideration. By no means are
these techniques intended to be turnkey systems. Rather they are indicators.
Preparation, consideration, and attention to other factors such as indicator
composition and weightings are necessary to accomplish the elevation of
these indicators to the status of systems. This outstanding “assignment” is
yours to ponder. It should be a relatively simple undertaking to customize
these techniques and develop systems by introducing variables of your own.
Consequently, the selection and application of the indicators presented
throughout this book are discretionary. By introducing parameter settings



and selection criteria of your own, including entry and stop-loss levels, the
process can become mechanical. And finally, by integrating both money
management and mechanistic trading disciplines, the trading process should
be complete.

The scope of indicator coverage presented in the book is extensive. I
have attempted to address every aspect of market timing analysis in a logical
and an objective manner. The goal has been to mechanize and thereby sim-
plify the indicator process. In retrospect, it is virtually impossible to construct
an indicator checklist and require that each element presented be considered
before a trade be entered. The time and the effort required neither permit nor
justify such an ambitious and unrealistic process. Consequently, you should
concentrate upon, and become proficient in, selective areas of analysis. Ide-
ally, you will then be able to deal with specific indicators and the nuances asso-
ciated with their appearances and application to the markets. Just as a
physician is likely to become a specialist in a particular field of medicine, so,
too, should you specialize in your business of trading. At the same time, your
familiarity with and understanding of the other indicators presented will
enable you to apply, or at least locate, other techniques outside your areas of
expertise whenever necessary. Even in my own analysis of the markets, I tend
to rely upon various indicators to establish an overall perspective before hon-
ing in on specific indicators to fine-tune my entries and exits. You will become
partial to various indicators and approaches once you develop proficiency and
comfort in their usage, just as I have my own favorites.

Trading is like any other endeavor. In order to be successful, it requires
that an individual thoroughly understand and appreciate all aspects of the
subject matter and possess a passion for the profession. I possess a voracious
appetite to accumulate knowledge and conduct research regarding price pat-
terns and market behavior. As a vocation and avocation, I am absorbed with
researching the markets. A trader must possess more skills than an analyst,
but his or her degree of market timing sophistication need not be as exten-
sive as described in this book. By properly addressing the role of money man-
agement and discipline, the importance of developing a perfect trading
system diminishes accordingly. Athletes who specialize solely in three-point
shooting in basketball or who are designated hitters in baseball are limited in
their contributions to a team. So, too, is an expert analyst limited. Provided
a basketball player is also a good ball handler, rebounder, and blocker and a
baseball player is both a good fielder and a runner, their play can be
described as well-rounded and their value increases commensurately. Like-
wise, being an above-average analyst, trader, and money manager, rather
than excelling in any one aspect of the investment business, is definitely an
important criterion for trading success.

In conclusion, a trader must cease to look for explanations as to why a
market behaved a certain way at any particular time. That’s the job of a

reporter. Excuses or reasons other than those attributable to the dynamics of
the market itself are, in the final analysis, meaningless. A market will respond
to the same news differently dependent upon its predisposition at the time.
Many tools required to decode market price activity have been provided in
this book. You should study and apply these trading techniques. Other
parameter selections and indicator variations exist that will likely produce
better results than the ones presented. In any case, in order to be a success-
ful trader, the proper attitude and resilience are required and you should
expect trading losses to occur. No methodology is without its shortcomings.
By spending time addressing the various pitfalls that may arise, you will
mature as both a researcher and a trader. In the meantime, I will continue my
pursuit of the ideal trading indicators . . . since my job as a researcher is
never finished.



Appendix

TD Indicator™ Settings

The following presentation provides a generic description, as well as the var-
ious default settings, for the first generation of TD Indicators for the
approved versions of Windows and MS-DOS software. Other selections may
be more suitable, and you are encouraged to experiment and to establish

your preferences.

TD REI

Period to be used in
calculating the REI

Number of bars to be used for
duration analysis

Upper oscillator band

Lower oscillator band

Advanced TD REI

Price to be used when
comparing to previous highs

Price to be used when
comparing to previous lows

Number of bars back to be used when
comparing to previous highs

5

6

45.00

45.00

High Open Low
Close Midpoint
(High + Low + Close) / 3

Low Open High
Close Midpoint
(High + Low + Close) / 3

2



umber of bars back to be used when
comparing to previous lows
hould “equal” be used

when comparing prices?
ype of moving average to

be used on prices before

the comparisons are made
eriod to be used in calculating
the moving average
umber of bars to be used for
moving average smoothing
hould an adjustment be
made if the period for the
calculations is less than 8 bars?

D ROCI

eriod to be used in

calculating the Rate of Change
umber of bars to be used for
duration analysis

pper oscillator band

ower oscillator band

dvanced TD ROC |

rice to be used when
comparing to previous bars

ype of moving average to

be used on prices before

the comparisons are made
eriod to be used in calculating
the moving average
umber of bars to be used for
moving-average smoothing

D ROCIHI

eriod to be used in
calculating the Rate of Change
Number of bars to be used for
duration analysis
Upper oscillator band
Lower oscillator band

2

Yes, use equal when
comparing

None

0

0

No, don't adjust

12
16

102.50
97.50

Close

None

12
16

102.50
97.50

No, use only greater
than or less than

Simple

Exponential

Centered

Yes, make the adjustment

Open High
Low Midpoint
(High + Low + Close) / 3
Simple

Exponential

Centered

Advanced TD ROC II

Price to be used when
comparing to previous bars

Type of moving average to
be used on prices before
the comparisons are made
Period to be used in calculating
the moving average
Number of bars to be used for
moving-average smoothing
Value of TD ROC | to be used
when substituting alternate prices
Upper threshold
Lower threshold
“Alternate price” to be used when
the upper threshold is exceeded

“Alternate price” to be used when
the lower threshold is exceeded

TD DeMarker

Period to be used in
calculating the DeMarker
Number of bars to be used for
duration analysis
Upper oscillator band
Lower oscillator band

Advanced TD DeMarker

Price to be used when
comparing to previous highs

Price to be used when
comparing to previous lows

Number of bars back to be used when
comparing to previous highs
Number of bars back to be used when
comparing to previous lows
Type of moving average to
be used on prices before
the comparisons are made
Period to be used in calculating
the moving average
Number of bars to be used for
moving-average smoothing

Close

None

100
100
High

Low

16

60.00
40.00

High

Low

Open High
Low Midpoint
(High + Low + Close) / 3
Simple

Exponential

Centered

Open High
Low Midpoint
(High + Low + Close) / 3
Open High
Low Midpoint

(High + Low + Close) / 3

Open Low
Close Midpoint
(High + Low + Close) / 3
Open High
Close Midpoint

(High + Low + Close) / 3

Simple
Exponential
Centered



'D Plurality

eriod to be used when
making price comparisons
Joper oscillator band

ower oscillator band

5

2.50
-2.50

elationship to be used
when comparing the “First”
price to previous prices
Number of bars back to apply when
selecting the “First” price
Value of the previous
price to be used when
comparing the “First” price
Number of bars back to be used
when comparing the “First”
price to previous prices
Value to be used when
this condition is true

Price to be used when
making projections

Display the 1.382 level
when making projections
Display the 1.618 level
when making projections
Display the 0.618 level
when making projections

Greater than

Close

+1

TD Absolute Retracement

Close

Yes, display the
1.382 level
Yes, display the
1.618 level
Yes, display the
0.618 level

First price Second price
to be used to be used Value to be used
Price Bars back Condition Price Bars back when condition is true
[lose 0 < Close 1 -1
Close 0 < Open 0 -1
Close 0 < Close 3 -1
Low 0 < Low 2 -1
Close 0 > Close 1 +1
Close 0 > Open 0 +1
Close 0 > Close 3 +1
High 0 > High 2 +1
First price to be used when Close t)pen I:Algdh sint
comparing to previous prices ow idp
parngfo P b (High + Low + Close) / 3

Equal to or greater than
Less than
Equal to or less than

Open High

Low Midpoint
(High + Low + Close) / 3
Open High
Low Midpoint

(High + Low + Close) / 3

No, don't display the
1.382 level

No, don’t display the
1.618 level

No, don’t display the
0.618 level

Display the 0.382 level
when making projections

TD Relative Retracement

Price to be used when
making projections

Number of ticks required for
a line penetration
Display the 0.382 level
when making projections
Display the 0.618 level
when making projections
Display the ‘magnet’ level
when making projections
Display the 1.382 level
when making projections
Display the 1.618 level
when making projections
Display the 2.236 level
when making projections

Yes, display the
0.382 level

Close

1

Yes, display the
0.382 level
Yes, display the
0.618 level
Yes, display the

‘magnet’ level
Yes, display the
1.382 level
Yes, display the
1.618 level
Yes, display the
2.236 level

No, don't display the
0.382 level

Open High
Low Midpoint
(High + Low + Close) / 3

No, don‘t display the
0.382 level

No, don’t display the
0.618 level

No, don't display the
‘magnet’ level

No, don‘t display the
1.382 level

No, don't display the
1.618 level

No, don't display the
2.236 level

(See following for qualifiers and cancellations for this indicator.)

TD Relative Retracement Qualifiers and Cancellations

(The following conditions apply to
upward projections; reverse this
logic for downward projections)

A down close the bar before
an upside breakout will
qualify the breakout

An open above the breakout
line will qualify the breakout

if the distance between the previous
bar’s close and its low, when added
to the close, is still below the line, it
will qualify the breakout

If the next open after the breakout
is below the breakout line,
the breakout is canceled

If the next high after the breakout
is below the breakout bar close,
and then closes below the breakout
line, the breakout is canceled

If the next high after the breakout
is below the breakout bar high,
the breakout is canceled

Yes, use this
qualifier

Yes, use this
qualifier
Yes, use this
qualifier

Yes, use this
condition

Yes, use this
condition

Yes, use this

condition

No, don’t use this
qualifier

No, don‘t use this
qualifier

No, don't use this
qualifier

No, don‘t use this
condition
No, don‘t use this

condition

No, don’t use this
condition
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D Trend Factor

ice to be used when
making projections

isplay the 1.0556 level
when making projections
isplay the 1.1112 level
when making projections
isplay the 1.1390 level
when making projections
isplay the 1.1668 level
when making projections
isplay the 1.2224 level
when making projections
isplay the 1.2780 level
when making projections

umber of consecutive bars

to be used for Setup

umber of bars back to be used
for comparing prices

rice to be used for comparing
to previous closes

hould “equal” be used
when comparing
ules for Intersection

tarting bar for Intersection
ules for Recycling

Close

Yes, display the
1.0556 level
Yes, display the
1.1112 level
Yes, display the
1.1390 level
Yes, display the
1.1668 level
Yes, display the
1.2224 level
Yes, display the
1.2780 level

Close

No, don't use equal

Intersection not
required

8

Before, on or after
the completion
of Setup

Open High

Low Midpoint

(High + Low + Close) / 3

No, don’t display the
1.0556 level

No, don't display the
1.1112 level

No, don't display the
1.1390 level

No, don’t display the
1.1668 level

No, don’t display the
1.2224 level

No, don’t display the
1.2780 level

Open Midpoint

Buy high Sell low

Buy low Sell high

(High + Low + Close) / 3

Yes, use equal when
comparing

Required only during
Setup

Required during or after
Setup

Before or On the
completion of Setup

Only After the
completion of Setup

Only Before the
completion of Setup

Smaller or larger high
to low

Smaller or larger true
high to true low

Ignored—Recycling is
not considered

Factor to be used in
determining “larger” Setups
Rules for canceling a Setup

(Expressed for a “Buy” Setup
Reverse this logic for “Sell” Setups)

Countdown

Number of consecutive bars to
be used for Countdown

Number of bars back to be used
for comparing prices

Price to be used for comparing
to previous highs and lows

Should “equal” be used
when comparing

Advanced TD Sequential

2.00

Any close above the

true high of the
current Setup

13

2

Close

Any high above the
highest close of the
current Setup

Any high above the
highest high of the
current Setup

Any close above the
highest close of the
current Setup

Any close above the
highest high of the
current Setup

Open Midpoint
High Low
(High + Low + Close) / 3

Yes, use equal when No, don't use equal
comparing

Additional TD Sequential Qualifiers and Cancellations
(Expressed for “Buy” Setups, reverse this logic for “Sell” Setups)

First price
to be used

On Bar
or Off Price number Phase

First price
to be used

Bar
Condition Price number Phase And/Or

On  Close 13 Countdown >or=  Close 8 Countdown  And
Open 13 Countdown > Close 8 Countdown
On Close 8 Countdown > Close 5 Countdown
TD Moving Average |
Period to be used in calculating 5
the moving average
Type of moving Simple Exponential

average to be used

Centered



Number of bars to be used for
moving-average smoothing
Price to be used for
the higher average

Price to be used for
the lower average

Factor to be applied to
the higher average

Factor to be applied to
the lower average

Number of bars to look back for
new highs or new lows

Number of bars back to be plotted

TD Moving Average |l

Period to be used in

calculating the first average
Period to be used in

calculating the second average
Type of moving

average to be used
Number of bars to be used for

moving-average smoothing
Price to be used for

the moving averages

Factor to be applied to
the first average
Factor to be applied to
the second average
Number of bars to be used in the
first average for comparison
Number of bars to be used in the
second average for comparison

TD Channel |

Period to be used in calculating
the moving averages
Type of moving
average to be used
Number of bars to be used for
moving-average smoothing
Price to be used for
the higher average

Low

High

100.00
100.00

12

13
55

Simple

Close

100.00

100.00

Simple

Low

Open Low
Close Midpoint
(High + Low + Close) / 3
Open High
Close Midpoint

(High + Low + Close) / 3

Exponential

Centered

Open Low
Close Midpoint
(High + Low + Close) / 3
Exponential

Centered

Open Low
Close Midpoint

(High + Low + Close) / 3

Price to be used for
the lower average

Factor to be applied to
the higher average
Factor to be applied to
the lower average

TD Channel Il

Period to be used in calculating
the moving averages
Type of moving
average to be used
Number of bars to be used for
moving-average smoothing
Price to be used for
the higher average

Price to be used for
the lower average

Factor to be applied to
the higher average
Factor to be applied to
the lower average

TD Channel Il

Period to be used in calculating
the moving averages
Type of moving
average to be used
Number of bars to be used for
moving-average smoothing
Price to be used for
the higher average

Price to be used for
the lower average

Factor to be applied to
the higher average
Factor to be applied to
the lower average

High

103.00

97.00

Simple

High

Low

100.50

99.50

Simple

High

Low

101.50

98.50

Rl = 0d - o

Open High
Close Midpoint
(High + Low + Close) / 3

Exponential

Centered

Open Low
Close Midpoint
(High + Low + Close) / 3
Open High
Close Midpoint
(High + Low + Close) / 3
Exponential

Centered

Open Low
Close Midpoint
(High + Low + Close) / 3
Open High
Close Midpoint
(High + Low + Close) / 3



D Open

umber of Bars Back for Reference
Price for “Up Moves”

alue to be used for Reference
Price for “Up Moves”

umber of Bars Back for Reference
Price for “Down Moves”

alue to be used for Reference
Price for “Down Moves”

hould “equal” be used
for comparisons?

D Trap

umber of Bars Back for Reference
Price for “Up Moves”

lue to be used for Reference
Price for “Up Moves”

umber of Bars Back for Reference
Price for “Down Moves”

lue to be used for Reference
Price for “Down Moves”

ould “equal” be used
for comparisons?

st bar after the gap to
begin the confirmation
st bar after the gap to
nd the confirmation
ce to be used when
looking for a price lap

y of the week to be
ighlighted with a “+” mark

Close

1

Close

No, don’t use
equal when
comparing

Close

1

Close

No, don’t use
equal when
comparing

11

Close

Monday

Open High
Low Midpoint
(High + Low + Close) / 3

Open High
Low Midpoint
(High + Low + Close) / 3
Yes, use equal when

comparing
Open High
Low Midpoint
(High + Low + Close) / 3
Open High
Low Midpoint

(High + Low + Close) / 3
Yes, use equal when

comparing
Open High
Low Midpoint

(High + Low + Close) / 3
Tuesday Wednesday
Thursday Friday

TD Pressure

Period to be used in

calculating TD Pressure
Period to be used for

TD Pressure Rate of Change
Formula to be used for

the calculations

Data to be used for
the calculations
Percent to be used for adjusting
extreme gap openings
Display the TD Pressure Index

Display the TD Pressure ROC Ratio

Display the TD Pressure ROC

1D Indicator Settings 331

55

13

(Close — Open) / (High — Low)

Close - Previous close

Close — Open

(Close ~ Prev close) / (High ~ Low)
(Close ~ Prev close) / True Range

(Close - Open) / True Range

Price only Price times volume

Volume only
8.00

Yes, display the TD No, don’t display the
Pressure Index TD Pressure Index

Yes, display the TD No, don’t display the
Pressure ROC Ratio TD Pressure ROC Ratio

Yes, display the TD No, don't display the
Pressure ROC TD Pressure ROC



Index

DeMark indicators introduced by “TD” are registered trademarks,
although the standard trademark symbol will be omitted here

Page numbers for exhibits are in italic type

Borish, Peter, 250-251
Buy Entry:
TD Propulsion formula for, 266
TD Triangulation formula for, 262
Buy Target:
TD Propulsion formula for, 266-267
TD Triangulation formula for, 262

Chicago Board of Options Exchange,
308
Commodity Trading Advisors (CTAs),
213
Computrac, 2
Consistency, as primary decision-making
consideration in money manage-
ment, 313
Countdown:
charts, 82-83, §5
as key element of TD Combo,
119-122

as key element/phase of TD Sequen-
tial, 42-43, 79-80

qualifier relationships for, 80-81, 84,
91-92

DeMark Chartbooks, xiv
Dystant, Ralph, 2
Stochastics Indicator originated by, 298

Elliott wave analysis, 181
misconceptions concerning, 304
Entry techniques, and trading success,
misconceptions concerning, 311
Eurodollar, 10

Federal Reserve Board, 161
Fibonacci ratios/numbers, 43, 181, 201,
265, 285, 304
at core of TD Triangulation indicator,
259



“Golden mean,” 181
Greenspan, Alan, 161

Hedge fund management, xiii

Indicators, inherent imperfection of, as
microcosm of imperfect world, 316

Intersection, as key component/phase of
TD Sequential, 42-43, 77-79, 119

Inverted pattern, and TD Propulsion
Entry and Target formulas, 266-267

Jones, Paul Tudor, xiii, 2 50

'Managed futures, xiii

Market analog, xiv

Market myths/misconceptions, 297-311

Market rhythm, as basic theme of
DeMark trading indicators, xxi

Market selection, as key element of per-
sonal trading strategy/system, xvi

Money management, suggested
skills/disciplines of, in trading suc-
cess, 312-315

Nature’s Law (Elliott), 181

Neophyte traders, misconceptions of, 317

New highs/new lows, misconceptions
concerning, 299-300

New Science of Technical Analysis, The
(DeMark), xvii, xix, 167, 183, 284,
300

Optimization, 251
Options trading, misconceptions con-
cerning, 308
Oscillators:
development and features of, and key
indicators of market trends, 7
graphic presentation of, confusion
regarding, 298
market timing, introduction to and

observations concerning, 1-7
TD ROC I as example of, 8

Point and figure charting, 297

Portability, as primary decision-making
consideration in money manage-
ment, 313

Price behavior, prediction of, and levels

of market timing analysis, xxiv—xxv

Price breakouts:

misconceptions concerning, 309

pending, creation of trading rules
designed as warning of, 213

and TD CLOP, 240, 241, 242

and TD CLOPWIN, 240, 243

and TD Double TD Point, 230, 231,
232

and TD LV, 222, 224-225, 226-228

and TD Open, 236, 237, 238-239

and TD Point Reversal, 225, 229, 230

and TD REBO, 213-219, 219-222

and TD Spring, 218-219, 223

and TD Trap, 231-233, 234, 235, 238

trading of, 310-311

Price exhaustion, as basic theme of

DeMark trading indicators, xxi-xxii

Price flip, 67-71
Price gaps, essential similarity of, to

price laps, 301

Price laps, essential similarity of, to price

gaps, 301

Price objectives, methods of calculating,

284-296

Price patterns, misconceptions concern-

ing, 307

Price reversals, misconceptions concern-

ing, 300-301

Price tick, 262, 267

Recycling:

characteristics of, relative to TD
Sequential Setup and Countdown,
67-71

charts, 68, 69, 71, 74, 75, 77

options and scenarios pertaining to,
listed, 71-77

qualifiers concerning, 98, 105-106

Redmont, Rick, cofounder of Compu-

trac, 2

Retracement analysis:

application of qualifiers to, 183185

and calculation of retracement projec-
tions, introduced, 180-183

and TD Relative Retracement charts,
186-194

Risk level, and portfolio management,
314-315

Risk profile, as key element of personal
trading strategy/system, xv—xvi

RSI (relative strength indicator), as mis-

labeled indicator, 2-3

Rumors, and buyouts, caveats concern-
ing, 303-304

Sell Entry:
TD Propulsion formula for, 267
TD Triangulation formula for, 262
Sell Target:
TD Propulsion formula for, 267
TD Triangulation formula for, 262
Setup:
buy and sell types of, 4344
cancellations, types of and options
pertaining to, 48-50, 53-54
charts, 45, 46, 55-58
as key element of TD Combo, 119
as key element/phase of TD Sequen-
tial, 42-43
qualifiers, application of, 54, 57
reverse, 53
Short-/intermediate-/long-term, defi-

ciency of, as temporal descriptors,
299

Specialization, benefits and drawbacks

of, in trading success, 317-319

Standard pattern, and TD Propulsion

Entry and Target formulas,
266-267

Stochastics, as mislabeled indicator, 2-3
System development, indicators/ideas

for, 269-283

TD Absolute Retracement, xi

charts, 202-208

introductory observations concerning,
200-202

selection options available for, 202,
208

TD Indicator settings for, 324-325

TD Alternative Oscillator, xi, 11-17
TD Analog, 307-308
TD Arc, xi

charts, 192, 210-212

creation and development of, 208
210

selection options available for, 210
212
TD Breakout Qualifiers, xi, 309
charts, 170, 171
described, in relation to TD Lines,
167-169
TD Carrie (TDC), xi
creation of, 250-252
as trading system model/indicator,
253-254
TD Channel I, xi, 310
chart, 293
as method of calculating price obje
tives, 292
TD Indicator settings for, 328-329
TD Channel I, xi, 310
charts, 294, 295
as method of calculating price obje
tives, 292-293
TD Indicator settings for, 329
TD Channel ITI, xi, 310
chart, 295
as method of calculating price obje
tives, 293, 296
TD Indicator settings for, 329
TD CLOP, xi, 310
charts, 241, 242
development of, as counterpart to ~
Open, 240
TD CLOPWIN, xi, 310
charts, 243
development of, as counterpart to ~
"Trap, 240-241
TD Combo, xi, xxi, 310
buy/sell Countdown elements of,
listed, 122
charts, 135, 136-159
creation and ongoing development
118-122
implementation options of: entry,
130-131; profit level, 131-132; s
loss, 132-134
as “mother of all price anticipatory
methods,” xxi

suggested executive settings for, list
123-129



TD Combo Reinforcement, xi
creation and development of, as
derivative TD Combo pattern, 134,
142
and TD Setup Trend (TDST), 134,
136, 142, 147, 149, 152, 154
TD Countdown, xi, 79-92
TD Critical Price, xi, 181-183, 195
TD Critical Qualifier, xi
in relation to TD CLOPWIN, 241
in relation to TD LV, 224
in relation to TD Moving Average I,
246
in relation to TD Relative Retrace-
ment, 195-196
in relation to TD Sequential, 51, 77
TD Daily Range Projection, xi, 304,
306, 307
TD Dead Zone, xi
qualifying relationship to TD Open,
239
TD Demand Line, xi
TD DeMarker I, xi
chart, 31
components and parameter option set-
tings for: basic, 32-33; advanced, 33
creation and development of, as trad-
ing oscillator, 29-32
in relation to TDPOQ, 30-31
TD Indicator settings for, 323
TD Demarker II, xi, 29-30, 33-34
TD Indicator settings for, 323
TD Diff, xi, 310
charts, 278
as price pattern indicator, 275-277
and “valise” price pattern with regard
to TD Triangulation, 277
TD Dollar-Weighted Put/Call Ratio, xi,
308
'TD Double Price Range, xi
and strong vs. weak markets, 303
TD Double Retracement, xi, 195
charts, 193
TD Double TD Point, xi, 300
charts, 231, 232
formation/development of, in relation
to TD Point (high and low),
230-231

TD Duration Analysis, xi
as alternative to conventional diver-
gence analysis, 4-7
application of, to TD Plurality, 38
chart, 6
and TDPOQ, in relation to TD ROC
LI 11-12
TD D-Wave, xi, 310
charts, 305, 306
and wave analysis, 304
TD Exit 1, xi, 311
TD Fibonacci Intraday Indicator, xi,
197, 200
TD Final Filter, xi
and TD Propulsion Entry and Target
formulas, 267-268
TD Gap, xi, 301
chart, 177
TD Indicator settings for, 330
TD Indicator settings (Appendix),
321-331
TD Line Gap, xi
TD Lines, xi
charts, 163, 165, 166, 170, 171, 178
introduction to and observations con-
cerning, 160-165
in relation to TD Breakout Qualifiers,
167-169
in relation to use of TD Points,
161-165, 167
as specific form of trendline analysis,
160
and steps to construct trendlines,
161-162
suggested execution settings for, listed,
172-177,179
TD LV, xi, 310
buy/sell Setups of, 224-225
charts, 226-228
development of, and “Waldo Pat-
terns,” 222
elements of, and qualifying market
conditions, 224
TD Magnet Price, xi, 182, 195
TD Meghan (TDM), xi
creation of, 250-252
as trading system model/indicator,
254-255 -

TD Moving Average I, xi, 308, 311
charts, 247, 248
creation of, as combination indicator
applied to market trend/trading
ranges, 244-246
in relation to TD Critical Qualifier,
246
as stop-loss discipline, 246
TD Indicator settings for, 327328
TD Moving Average 11, xi, 308, 311
chart, 249
development of, as reliable method of
calculating/displaying moving aver-
ages, 246-249
TD Indicator settings for, 328
TD One Tick One Time Rule, xi,
301-302
TD Open, xi, 252, 310, 311
charts, 236, 237
creation/development of, 238-239
and TD Dead Zone qualifier, 239
TD Indicator settings for, 330
TD Pivot created to counteract inflex-
ibility/arbitrariness of, 271-272
TD Pivot, xi
and adaptability to marketplace
dynamics, 271-273
charts, 274
synergistic relationship with TD Point
(high or low), 272-273
TD Plurality, xi
charts, 35, 37
components and parameter option set-
tings for, 38-39
creation and development of, 34,
36-37
TD Indicator settings for, 324
TD Point, xi, 271-273, 300301, 310
TD Point Reversal, xi
charts, 229, 230
creation/development of, in relation
to TD Point (high and low), 225,
229
TD “Power of Nine,” xi
chart, 47
and Setup of TD Sequential, 45-48
TD Pressure, xi, 303
charts, 282, 283

Index 3

as indicator for price level analysis,
279-282
'TD Indicator settings for, 331
TD Price Flip Trend, xi
chart, 114
creation and development of, 111,
113-114
TD Price Oscillator Qualifier
(TDPOQ), xi, 4-5
chart, 31
in relation to TD DeMarker L1,
30-31, 33-34
in relation to TD REIL, 23, 26, 29
in relation to TD ROC LI, 11-12
TD Propulsion, xi, 285
components of, as market timing
model, 265
design of, with regard to overall price
trends, 265
price patterns of, relative to Entry an
Target formulas, 266-267
and relationship to TD Final Filter,
267-268
TD Range Expansion BreakOut (TD
REBO), xi, 258, 306, 311
charts, 219-221
design/construction of, as expressing/
calculating price breakout levels,
213-215
selection options of, listed, 215-216
TD Spring as derivative of, 218-219
versatility and power of, 217-219
TD Range Expansion Index (TD REI),
xi
charts, 5, 27
components and parameter option set-
tings for: basic, 26-28; advanced,
28-29
creation and development of, 23-24
six-step formula for, 24-26
TD Indicator settings for, 321-322
TD Range Projection, xi, 218, 310
TD Relative Retracement, xi
charts, 186-194
introduction to and observations con-
cerning, 180-183, 200
preferred settings for various selec-
tions for, 197-200



TD Relative Retracement (Continued)
qualifiers relating to, listed, 183-185
TD Indicator settings for, 325

TD ROC I (TD Rate of Change I), xi,

285

band settings for, 9-11

charts, 9, 10, 13, 14

components and parameter option set-
tings for: basic, 17-18; advanced,
18-19

introduction to and development of,
8-9

in relation to TD Price Oscillator

Qualifier (TDPOQ) and TD Alter-
native Oscillator, 11-17

TD Indicator settings for, 322

TD ROC II (TD Rate of Change I), xi,

285

components and parameter option set-
tings for: basic, 21-22; advanced,
22-23

creation and development of, 19-21

TD Indicator settings for, 322-323

TD Rocke (TDR), xi
creation of, 250-252
as trading system model/indicator,

255-256

TD Sequential, xi, 310

charts, 51, 52, 68, 69, 71, 74, 75, 77,
78, 84-91, 99-102, 106-110,
115-117

as cornerstone of DeMark trading
strategy, Xx—xxii

and Countdown, 42-43, 79-81, 84,
91-92

creation and development of, 40-41

implementation options of: entry,
102-104; profit level, 104; stop loss,
104-106

and Intersection, 42-43, 77-79, 119

in relation to TD Setup Trend,
42-46

and Setup, 42-77

suggested execution settings for, listed,
92-98

TD Indicator settings for, 326-327

three-phased price activity distinctions
of, 42-43

TD Sequential Reinforcement, xi ¥
charts, 111, 112
as derivative TD Sequential pattern,

110-111

TD Setup Trend (TDST), xi, 310
characteristics of, 5867
charts, 60-63, 65, 66
creation and development of, as TD

Sequential trend-following indica-

tor, 42-43
in relation to TD Combo Reinforce-

ment, 134, 136, 142, 147, 149, 152,

154

TD Spring, xi
charts, 223
development of, as stand-alone deriva-

tive of TD REBO, 218-219, 222

TD Stop Reverse, xi

TD Supply Line, xi, 165, 167-168,

172-174
chart, 178

TD Termination Count, xi, 79, 80

TD TJ (TDT)), xi
creation of, 250-252
as trading system model/indicator,

252-253

TD Trap, xi, 310
charts, 234, 235
development of, as trend-following

or confirmation method, 231-232,

238 i
options of, listed, 233, 235 i
'TD Indicator settings for, 330

TD Trend (TDT), xi, 310
charts, 270, 271
as contratrend (or exhaustion) indica-

tor, 269-271

TD Trend Factor, xi, 167, 310
charts, 286-291
earlier designation of, as “Magic

Numbers” ratio, 285
as method of calculating price objec-

tives, 284-286
TD Indicator settings for, 326

TD Triangulation, xi
buy and sell patterns of, 259-263
development of, as market timing

model/indicator, 257-258

market momentum and pattern recog-
nition elements of, 258-259
process stages of, 259
and TD Two Day Stop, 264-265
“valise” price pattern with regard to,
in relation to TD Diff, 277
'TD Two Day Stop, xi, 264-265 , 268
and application to TD Triangulation,
264-265
Time frame, as key element of personal
trading strategy/system, xvi
Trading success, components of,
xxvi—xxvii, 318-319

Trenfi changes, misconceptions concer
Ing anticipation of, 309-310

Tudor Investment Corporation, xiii, 25

Tudor Systems Corporation, xiv, 250-2!

Valise, as price pattern with regard to
TD Tiiangulation and TD Diff, 2

Waldo Patterns, 222, 300
Wall Street Journal, 160
Williams, Larry, 238, 257

as originator of “valise” price pattern
term, 277



