One of the most important factors affecting the market’s supply and demand equation
(i.e., selling and buying transactions in the market) is the expectation of the partici-
pants—expectations about where prices are headed, fundamental reports, and the
market’s response to news releases. The Federal Reserve Board recently adopted an
expectations model of the markets for economic forecasting, and now you can apply the
same approach to your trading.

In 1997 testimony before the Senate Banking Commit-tee, Federal Reserve Chairman
Alan Greenspan described the expectations model this way:

“Participants in the financial markets are susceptible to waves of opti-
mism. Excessive optimism sows the seeds of its own reversal. When
unwarranted expectations are ultimately not realized, the unwinding of
these excesses can act to amplify a2 downturn, much the way they can
amplify the upswing.”

This presentation will teach you how to identify and take advantage of these waves
(trends) of optimism and pessimism and their reversals.

You will also learn how Brendan combines elements of economic science (expressed in
the Chicago Board of Trade’s Market Profile) and the Nobel Prize-winning theories of
expectations (as expressed in sentiment surveys) to develop a method for analyzing and
trading the futures markets.

* * *

Brendan Moynihan is 2 managing director of The Futures & Options Education Cen-
ter, a risk management and market advisory firm located in Nashville, Tennessee. In his
twelve-year career he has traded commodities, cash, bonds, and foreign exchange, and has
served as a risk management consultant to several Fortune 500 companies, including
United Airlines, Morgan Stanley, and Quaker Oats.

Brendan has authored several books which were endorsed by such well known and
respected institutions as The Wharton School of Business and Coopers & Lybrand Con-
sulting, and by major publications, including Forbes and Barron's. Brendan is a frequent
lecturer at Vanderbilt University’s Owen Graduate School of Management.

He also designed an economics course for Vanderbilt University (the only non-faculty
member to do so), and is presently writing a textbook based on the course.

Copyright MOYNIHAN 1998. All Rights Reserved.

A complete catalogue of all TAG 20 tapes may be ordered from:
Telerate Seminars
701 Poydras, Suite 3900
New Orleans, LA 70139-3901
(800) 535-7990 * (504) 5924550 * FAX (504) 592-4553

LAS VEGAS
1998

Trading on
Expectations

Pinpointing
Trading Ranges,
Trends and
Reversals

BRENDAN
MOYNIHAN

BRENDAN MOYNIHAN
1520 Woodfield Ct.
Brentwood, TN 37027

- 615-370-6370 O
615-370-6370 FAX
skytrade@worldnet.att.net

elerate

e BRIDQGE company

844



[BSIAY (11

puaag, (1t

dguey suipeag, (1)

JOIBIA] 91} JO S)E)S dole

845



[eS19ARY = JNLIBIN d1oey) (1Nl

PUdLL, = JIRIA] YUY 0D (11)

dgduey SuIpe.l], = JNLIBIA Y[eA\ Wopuey (1)

JONIBIA] 31 JO SAe)S JHofep]

N

846



MW WO Funjueg ISNOF] Y} 3.10J3q AUOWI)SI T,
494498 IIVY 1S2423U] S,JUDLL) JO JURIL) SIWEL--

u opea)

© JO 9IS SUISO[ 3} 3} JIAJ P[NOM APOqOU ISNBIAQ pUBqSIpP

PINOA S)IIBUI--PIUIAIP A[9)L.INIIE 3q P[NOI d1NINJ Y} JI--)ySLI

9.19M S)SI[BID0S ) JT *JOMIvU AI9AD UI SIJ[IS puUB SIIANq sAemje
dIE 3.191]) ‘dg[qewiorjejun sAeM|e SI d.In)nj Y} Isneddy,,

847



*2.1NINJ AY) MIUY JUOAIIA

J1 9)enaads 03 ssoppurod aq pinom i “readdesip Apure).rdd
PINOM S)I¥IBW IY) JO U2 2aypnIads ) Jng *JoNIew
oY) ur dde[d 3)e) [[IIS p[nom suonIesur) ABPAIdIAS ‘Qunno.
Y} 213Y)0 yYoed Pim sasnjdans aapdadsaa a1ay) 98ueyoxs
[117S p[nom A3y} ‘a.mjny 9y duiAlp pinod ajdoad J1 uaay

848



5A

HOUSING
MARKET

Routine
Transactions

Speculative Transactions

5B

FUTURES
MARKETS

Routine
Transactions

Speculative Transactions




FOREIGN EXCHANGE
MARKET

Routine
Transactions

Speculative Transactions

850



Today's
Buy & Sell Decisions

are based on

‘Expectations
depend on

which in turn which determine

Prices in the future i

851



d.In)nyq 3Y) Ul SANLIJ = SUONIBSULL], + suoneydadxy

852



A
Ft'mdamental Coherent
Bias (h) Bullish Bull Market
(Low Risk, High
Reward: Long)
Rational Chaotic Group Thint
Markets Sentiment (k)
Random Walk (High Risk,
(Efficient Market) Low Reward)
(Low Risk,
Low Reward
Coherent
Bear Market
(Low Risk, High
Reward; Short)
Bearish

Major Market States in the stock market
Reprinted with permission from Financial Analysts Journal, November/December 1990.

Copyright 1990, Association for Investment Management and Research, Charlottesville, VA.
All Rights Reserved.
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Rational

Random Walk
Efficient Market,
Trading Range
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Group Think
40
Coherent
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The Sentiment-Activity Model
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m-A>»x x>+
m

REVENUES

The Laffer Curve. Initially, tax collections increase as the
government raises the tax rate, But there is a point beyond
which additional increases in the tax rate actually reduce the
"revenues' collected.
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803
802
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800
799
798
797
796
795
794
793
792
791
790
789
788
787
786
785
784
783
782
781

Extreme on top = OTFT Selling

O0DO0OODOoOO

DE

DEF
DEF
DEF
DEF
DEF
DEFG

DFG .
DFGIK The brief time / price relationships

FGHIK at the top and bottom of this profile
FGHIJK indicate rejection tails caused by

GHIJK the OTFT. The OTF seller perceives
GHIJK price away from value on the top of the
GHLIK profile, and the OTF buyer perceives price
HIJ away from value on the bottom.

HJ
Hi
HI
HI

H
H> Extreme on bottom = OTFT Buying
H
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809
808
807
806
805
804
803
802
801
800
799
798
797
796
795
794
793
792

Sell orders from outside the pit
overwhelmed the intial balance
price range between 809 and 794
in the first hour of trading.

Range extension down, caused
by OTF sellers.




809
808
807
806
805
804
803
802
801
800
799

OO0OO0OO0OO0O

DE

DEF
DEF
DEF

The “fairest” price in this profile was

792. The larger number of TPOs above

that price compared to the number of TPOs
below that price indicates net selling by the
OTFT inside the TPO value area.
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Value Area

SELLING
Responsive Initiating Price
TPO RE  EXT TPO RE EXT
D  CENSSN S

BUYING
Initiating Responsive
EXT RE_ TPO EXT RE TPO

I

—— — Area 4 if the auction
resumes.

—

prd

“

N

Area 2is fnaried'by a more
balanced amount of activity
in the market as sellers respond. |

Type of Day

LA T

=

|

I

I
gt
Al

T

I I

Area 3 is a test of market strength.

If the test fails on the downside,
the up auction resumes with the

If the test succeeds, a new auction

starts to the downside.

[
[
occurrence of more buying activity. }
[
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Area 1 is marked by
an imbalance of buying
activity, preferably
initiating in nature.
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Bullish news interpreted in typical fashion | ~~} -
Bearish news interpreted perversely,

~Sao
S«

Bullish news interpreted
perversely, and bearish
news typically.

Both bullish and
bearish news is .
interpreted in the | - Group Think

typical textbook g
Point of Inflection / fashion.
Bearish news interpreted
perversely, and bullish

news typically.

Rational

Bearish news interpreted in typical fashion.
Bullish news is interpreted perversely.

Response to the news based on market's location on the Expectations Curve
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SIHS 6.820s as of close 2/19 Comdty GPO
Yol 23,184y OplInt 48,327y

BAR GRAPH for SIH8 —-- SILVER FUTURE Marss8

RANGE 10 PERIOD [ (D-W-M-Q-Y) : VOL/OI [ (V-0-B-N)

MOVING AVE PERIODS BAR/CANDLE CHART [§ (B-C) YOL/0I M_AVE PERIODS
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MARCH SILVER
SELLING Value Area BUYING
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uUsi1 127—21s as of close 10/13
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