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CHAPTER VIII A Short Sale Dayv

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

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

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

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

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

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

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

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

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

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

There will always be reversals at the openings—at
times—fromwhat we expect. due to news given out




between sessions. however. it is seldom important

enough to cause a reversal of the "enc after it has

been established-—after a trend has been running for

some time with the price up or down. then a down-

opening froma streng ciose oran up -opening from

a \&eax close may be the begir ning =f the change
f trend either way.

An up-ciosing on the Selling Day—in the Up
Trend Area—indicatesan: '-;roper' cnthe—Shorn
h

ale Day—and tnisactionis therally t atmay cause
the Dere*rambncrme—Se iing Day Highand FIRST
and isthe rally wel use for cur short sale—we ‘putout’
the "short’ atand hroug‘“ this He"”’ra*lm—gen

aily the stock or futurewillreact irom this high *radc

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

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

shouid the tock or furure show any railying tenden-

cies—and the first signs would be a decrease in the
activity near the low. with 2 hesitating action. guiet
and duliness for a short period—then the act".zr,
picks up d ea c}“ several transactions begins 1
o "
hisis a umer movement {rom the rally that

from the Low on a Buying Dayv—uwithout this
ricn—and proceeds in themorencrmalway. to
ahignc aShert Saie Day. See‘RZi Plate—Octeber
13. 14, i5th

The ‘D column units compared with the 'R
olumn units show the wend continuing up or
down. reversing itself or forming a wrad e rause

1eck back cver the "D’ column units and note
the spreads of the recent past saveul weeks and
have been running wide enough
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eekl Cciumn

ting dep line
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CHAPTER VIII A Short Sale Day

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

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

A SHORT SALE AT HIGH OF BUYING DAY MADE FIRST

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

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

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

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

Violation Column in our book.

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

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

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

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

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

rally as might occur here.

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

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

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

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

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

A weak closing on a Shoert Sale Day. may
indicate a lower opening on the Buying Day—and
we get set to buy on the low made FIRST— yet. the
opening may be up. on account cf some news
announcement between the sessions causing the
high to be made FIRST—on BJymg Day—perhaps
alittle short covering—then a decline may start frorn
this high—a short sale made at this top is covered on
this first decline with a smaller profit. for from this
low or lower a short covering move could start that
would carry the price up for anew high and end the
session with a strong close. this rally would th-

46 The Tayior Trading Techni:gue

cause the high 1o be made LAST—in this case the
‘insiders’ might think the news was worth a little
further disccunting than at the opening or higher
prices—having covered—we warich the prices around

this extreme low fora feu‘ transactions at about the
same price and if. at this lew . prices were under the
Low of Shert Sale Day or holding a Higher Bot-
tom—if the latter. s¢c much the better. it shows
higt e*su,@ort—u&mg onthis guierspot —any fas:
abtn«, rally thatmightiake place frem thislow would
be short covering started from the “inside’ and a
skrvng raiy from here up *e th

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

A high made FIRST may be established by
opening doxm ona Buying Uay but would be of no
intarestto usior shertsell m5~t iis would be causing
the low 10 be made L AST~—the probabilities would
faverarally f I"Qmﬁ“hwu before tne close. torin this
case the steck would be selling off from a previous
high price—our Buying Dav Obiective is based on a
decline of one or two days. from higher prices. Any
rally from this low thar would make a rew 1op. after
this decline. wouid reverse the high made FIRST—

it would then't be made LAST—and this t*we“ would
- Low to be made FIRST &
ion tor the 'iong sde and

A~ —- -, -v' 3
e C.CSe wWould

wreng. an indicaticn

s
biective. next day. for the

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

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

ogressirom 'ﬂc xast Buyng Day Low. it wouid be

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

FAILURES TO PENETRATE

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

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

When this is the top, the Uptrend Trading Area
is now changing to a Downtrend Area and low
points as they are made will be penetrated after
rallies and the rallies will progressively fail to reach

former highs.
At the bottom Trading Areas. when the tren
v ey
I

uiur

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

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

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

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

Many times the close will be up from the low on
a Buying Day but the opening price—on Selling
Day—uwiil be the same as the closing price. with a
failure on any rally from here to penetrate the
Selling Day Objective—the High of Buying Day—
then the decline starts from this failure and the stock
makes a Violation of the Buying Day Low LAST.

The Tavior Trading Technigue 4~



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

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

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

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

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

When the Decline Zero appears the rally is usually
profitable.

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

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

The Rally Zero always violates the Buying Day
Low.

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

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

Use the Three Day Method for the accumulation
of stocks and commuodities but don't buy vour full
line all at one time—buy part of ycur line only on a
Buying Day and then another part cn the next
Buying Day. etc. Wherea Buying Day Low may be
Violated—don't buy at all. but having bought (here
voumay have boughton thelow for the day and the
stock rallied but began to sell off near the ciose) and
the stock looks like it may close on the low for the

o

w
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day—sell out your last purchase before the close and
let the market alone until your next Buying Day.
Thereascning here s, that Viclations begin to show
up in dewnrtrends and downtrends are not the king
for accumulation.

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

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

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

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

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

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

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

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

Those traders who use charts in their work may

\
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CHAPTER X\ Pertinent Points

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

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

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

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

End
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SUMMARY
Ciosing Prices May 23, 1947 1T% n n» n» BU Buy Day Low under
Closing Prices May 21, 1942 244 Y (Short Sale Low) .. 49
» » BV Buy Day Low was Violated ... 34
Long Pull Position (Gain Pts)) i 26% Three (3) Day Swing Method
Cec re arnd Rally Column Pts. . Number of 3 day SWIngs .. 100
Tsral FluetUaUONS i 9127, " Gain Day SwWIngs . ..o £9
DAILY TRADING q%x'nolr?aqya;sewbnag: that sold thru 54
Approximately 35 times the Long Pull Position " " Loss Day Swings .. )

BOOK TRADING
No. of Deciires (Buving Days) .o 100
" Raliles (Selling Days)
Deciire Pts. (Short Sales)
Raliy Pts. (Long Sales)

No. of times Saie Day soid thru (BH}
Long Sa1e5 .o 55
v " S8E exceeded (Sale Day Hi g )
Short Sales ... i 80
» o BH exceeded (Qhor'. ‘Sale) 49

Gain Day Points
Loss Day Points
Short Sale Points

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

No summary is made of the short sale points made
from the short sale on Buying Day High made First
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SUMMARY
Closing Prices May 23, 1947 . ... 143 »oon " Buy Day low under
Closing Prices May 21, 1948 ... 233 (Short Sale Low) ... . 42
. ) ) » " BV Buy Day Low was Violated . 29
Lorng Pull Positicn (Gainy Pis. ... 90 Three (3) Day Swing Method
Dec.ine and Rally Column Pts. Number of 3 day swings ...
Total Fluctuations e 8955 " ” Gain day swings ...
DAILY TRADING " " Galn day swings that
. , . . T’ on Sale Day
Approximately 10 times the Long Pull Positicn " " Loss day swings
- . ” " Gain day points ...
) BOOK TRADING ho o pandayponts .
No. 2f Declines (Buying Days) ... 100 ” " gh Qal F. 4165,
No. of Raiiles (Selling Days) oo 100 OFt D218 POINIS “UR
Deciine Pts. (Short Sales) ..o, 4163 Net Total Long Points
Rally Points (Long Sales) ... ... 482 Short Sale POINS oo 414
No. of times Sale Day sold thru (BH)
Long Sales ... 66 Total Long and Short Points ... 947 %
" " " SSE exceeded (Sale Day HAg‘*)
Short Sales ... ... 53 No summary is made of the short sale points made
" 7 BH exceeded (Short Sale; ... 50 from the short sale on Buving Day High made First
86 The Iayior Trading Technigue



THIS PORTFOLIO

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



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

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

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

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

TO MAKE-UP TRADING BOOK

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

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

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

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

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

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

THE (D) COLUMN—DECLINE COLUMN

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

When no decline occurs: put in a Zero.

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

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

THE R} COLUMN—RALLY COLUMN

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

t.29. Nov. 1l.etc.

When no rally oceurs: put in a Zero.

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

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

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

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

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

The Trend Line of the stock is drawn alongside
the Date column. Use a Blue line for an uptrend
and Red for downtrend. This line peints out the
actual highs and lows of Trading Areas. Between

the arrcw-heads "U" means up. "D down.

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

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

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

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

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

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

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

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

X
©

3
(0

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

When a major trend has been extended: with an
active market. high prices. big price changes. with
.greatly increased volume: with a prcbable run of 1-
2-3 days or more, with successive new hlghs then
those who sell at the sign of the "TR" rule *h net
get the top eighth. neither will they have cause for
regrets. (See Mar. 27-28-29. Dec. 4—:)—64/,‘ The
first heawy selling sinks the price: explained in latter
pages. (A graphic or picture chart can be made from
the trading-book and may help show this action
better. however, the tabular form is more attention
compeliing for comparing volume. price changes.
and the interpretation: of the daily movement.)

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

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

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

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

jep!

1
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X; {1 ARE TREND INDICATORS

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

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

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

The mostimportant part of active trading: buying



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

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

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

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

Example of Objectives made FIRST:

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

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

with the close nearer the low. The selling objective

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

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

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

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

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

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

(/)

A BUYING DAY EXAMPLE:

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

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

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

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

A SELLING DAY EXAMPLE.

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

{On either Selling Day. 1stor an} should you sell
100 soon after a penetration you lose some of your
probable profits. Expect not only slight but deeper
penetrations of the highs. because the ‘tops” must
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be broken and be progressively higher in uptren
trading areas.

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

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

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

On wide up, or staued openings. a trader acts
immediately upon seeing ebpen ng price S“:u‘:
the following prices be 2 up. § his orderis 'in” and wii
be execured on the rising trend. and he gets a littie
more of the ra'iiy Should the following prices be
down he loses only part of his gain--his orderis in’
-in time to "duck the real sell-off ", and he wili be out
of the stock. and r\rooabig at the very inception o7
a declining trend. (Many traders at this point dc
nothing--if the price starts up after the cpenirg.
they wait to see what will happen: if it starts dcu*
they wait for a rally to “get-out --most likely the
expected doesnthappen, either way, and the resul
is a greater loss ]

From the low of Buying Day there will be thou-
sands of transactions on the tape between and
before the price reaches the high of 2nd Seling
Day--three sessions in the future—a trader using the
3 day swing. while interested in this action. will be

more concerned with the action arcund the lows of



Buying Days and the highs of 2nd Selling Days.
‘This is a more or less mechanical method of
rrading. but. the records show it to be profitable and
a trader can win on balance. but the lot of the active
trader is hard... the big money is in the big swings.)

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

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

The Javior Trading Technigue 93



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

lethod—no “tip”

s intended: a trader must make his cun

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

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

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

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

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

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

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

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

Swing traders and semi-investors are more ¢on-
cerned with price appreciation. therefore. selection
of a stock is of the utmest importance. Most of the
stocks that make up the back-bone of the market
are in the conservative class and trading profits

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

ig

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

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

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

his sudden reaching of the top on grealy
increased volume compared with the previous daily

,_.

O




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

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

In some years there are no well defined lines at
bottoms.  Stocks begin their advance from other
trading ranges. Bottoms of long declines may be
reached by a particular violent downward thrust--
establish a low--generally followed by an immediate
sharp rally and a subseguent slower decline on a
greatly reduced volume and activity--stopping short
of the last low. A trader does not try to buy long
stock on this fast decline—-he waits for the "quiet-
spot” on the reaction after the rally--and when the
market becomes "dull”. He will buy part of his line
at this peint (with the intent to sell-out should the
stock make a new low): then add to it where the
stock begins to make new highs. in series. In case
he is forced to sell. he starts over again from a new
low--using this same action. {The manner of buying
at bettoms--shows why--he should notexpect to get
less than a 10% average above extreme lows.)



A stock that trades in listless manner cn a very
small volume: with intermittent small transactions.
with absent days of trading. shows neglect: and no
immediate interest, and should net be bought until
it shows a more active participation in the market.
A rader recognizing this action in a stock should
lock 1o the company report for the reason. A stock
mus: be traded in fair size icts and volume in order
12 accumulate it
ienced "a lers and tape readers. can gener-
allv distiﬂg h a rally from a change in trend by
f how farastock shou!d come back. allowing
that a normal rally is from one-half to two-thirds of
the decline. In the case the decline is not over. the
raliy wiil fall shert. The large transactions will be on
the downside and the smaller lots on the upsxde

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

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

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

the same~ the Real and Actual When this does
hapren the stock makes a new high aM has a
1cy t¢ make the ordinary traders intensely
they continue to hoid on” or “come in"as
: v:"ers——h take the stock at. perhaps. top
nd this is just what is expected of Lhem J
1 Top.is gene*ag one or seve*aA dag.s
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with a qum( s}“afp upward thrust on abnor-
iy large volume and activity. compared to previ-
fing. The stock: makesa high then resists all

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

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

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

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

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

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

Taylor's Swing Trading method -
Linda Bradford Raschke

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

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

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

Where Taylor discusses various Buy Day or Sel!
Day concepts. | find it useful to diagram examples
in the margin. using candlesticks. [ also find it

helpful to read his book with a yellow highlighter
handy. Infact, | have gone through several copies
because they keep getting so marked up.

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

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

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

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

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

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

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

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

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



