Steve Moore, publisher of the Moore Research Center Report,
developed an affinity for trading and researching established
price patterns while hedging in the highly seasonal lumber
industry during the early 1970’s. Fascinated by a newly
emerging technology, he was among the first to successfully
design computer programs to analyze and isolate historically
repetitive cash and futures price movement.

Steve quickly recognized that this computerized research
enabled him to anticipate future price trends and trade
accordingly. Continuing his extensive research and private
trading, he found that his unique approach discovered trading
strategies in any futures market with available historical data.

In 1985 he was finally persuaded by a major Chicago
futures trading firm to open a branch office and computer
research facility providing market analysis to both floor traders
and branch offices. In 1990 Steve reverted to trading and
concentrating on research, which would become the current
report and was the subject of several articles in The Wall St.
Journal, Investor’s Business Daily, Barron’s, and The Soybean
Digest, among others.

Steve also publishes special reports; does custom research;
provides consulting services to futures exchanges, commercial
firms, and other vendors; and develops software.

Topic: Steve’s underlying philosophy is that, as with any
investment, you must “research your trade”. Relying on the
analytical muscle of the computer, one can discover recurrent
tendencies for each market to trend, top, and bottom every
year. From these “windows of opportunity” one can optimize
historically reliable strategies with precise entry/exit dates
from which to anticipate future price movement.

Various technical indicators may be used to complement
and refine such strategies. One little-known but exceptionally
useful technique is Howe's Limit Rule, applicable in especially
volatile markets where there is so much opportunity - and risk.

The study of price behavior lends itself to various avenues
of research. Can correlation studies project future price
movement? What similarities exist in the price behavior of
different markets, for instance, futures versus equities? Steve’s
workshop is intended to help the intelligent trader make good
decisions.
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Linda Bradford Raschke is an active independent trader and
member of the Market Technicians Association. She began
looking for specific chart patterns at an early age leafing through
hundreds of stock charts for her father. While attending
Occidental College, she was selected for a program where 10
students managed a trust set up by an anonymous donor.

Upon graduation she took a job as a financial analyst after
being turned down by every stock brokerage firm in San
Francisco. As fate would have it, her office was two blocks from
the Pacific Coast Stock Exchange, which opened an hour earlier
than her office. Linda’s fascination with markets led her to spend
that hour hanging out on the floor until an exchange local,
impressed with her quick ability to grasp market concepts,
provided her a trading stake.

Beginning in 1981, Linda spent six years as a floor trader, first
at the Pacific Coast Stock Exchange and then at the Philadelphia
Stock Exchange trading equity options. Along the way, she
began trading S&P futures when they were first listed.

In 1987 she left the trading floor to trade all futures, and has
been a profitable trader since. She continues her 15-year study of
technical analysis and price behavior, developing her own
trading methodologies, tools, and systems based on her floor
trading experience.

Linda was recently featured in Jack Schwager’'s The New
Market Wizards. She has been in great demand as guest lecturer,
teaching her methodologies to other traders who have gone on
to use them profitably.

Topic: Linda believes strongly in market tendency patterns
and the predictability of price direction, though not magnitude.
Prices tend to form a distinct three-day swing trading pattern,
one which consistently repeats itself in tradable fashion.

Linda will discuss why this swing pattern sets up, how to
recognize it, the tendencies underlying the theories, and the
philosophy behind trading it. She will then teach a sound
method for trading this cyclic phenomenon, one which builds
confidence to trade any market on any day.

Finally, Linda will illustrate how, based on these patterns,
you can develop mechanical systems that are applicable to
various length market periods. This presentation will give you a
new perspective on price behavior and chart patterns.
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Historical (Seasonal) Trading

istorical trading, more commonly referred to as seasonal trad-

ing, need not be limited to markets directly influenced by
climate. Rather, if one can accept both the very logical premise that
every market is subordinate and thus reacts to pertinent fundamental
forces that recur annually and also the empirical evidence of exist-
ing patterns in such reactions, thern one can more expansively, but
simply, define seasonality as a tendency to consistently repeat price
movement during a similar period of each calendar year. As such, it
becomes a valid principle subject to analysis in every market. The
historical approach seeks to anticipate future price movement with
greater accuracy by analyzing established market patterns of
seasonal tops, bottoms, and trends.

Obviously, weather and climate directly influence heating oil
prices. However, does weather—or government—consistently af-
fect price activity in the Treasury bond market on January 1 and

April 15?
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Those who do not learn from history are condemned to
repeat it. Trades with the greatest risk perceived by herd psychol-
ogy often hold the greatest potential. Prices move most dramatical-
ly when anticipating—and adjust equally as dramatically upon
realizing—fundamental change. This phenomenon is intrinsic to
the historical approach; for it is designed to anticipate and capture
recurrent trends, entering as they emerge and exiting before doomed
by the adverse psychology of realization.

Seasonal trading is hardly new. Merchants and traders have
long used the technique to take advantage of price trends typical for
(and caused by fundamental market conditions specific to) certain
times of the year. Seasonal patterns result from consistency in
market response and reflect a natural rhythm existing in all markets.
A trend conforming to its pattern is observable and, thus, detectable
with technical indicators. Seasonal trading, therefore, seeks to con-
verge historical, fundamental, and technical knowledge.

The 1992 November Soybean market offers a simple ex-
ample. A trader anticipating a typical May/June peak (dotted-line
seasonal pattern) could more confidently recognize and trade the
breakdown in momentum (the bearish stochastic divergence) and
trend that implied the fundamental probability of good weather and

big crops.
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Daily Seasonal Pattern Charts

Every market—art, real estate, diamonds, cash corn, T-Bond fu-
tures—responds to the rhythmic recurrence of its own underly-
ing fundamentals. For example, weather, fiscal years, holidays,
Treasury refundings, or even futures contract specifications
(delivery, expiration) will affect a market every year—to a greater
or lesser degree and in a more or less timely manner. A historical
price pattern will then emerge that reflects that market’s repeated pe-

riodic response.

MRC computes each contract’s daily seasonal pattern,
derived from and a composite of daily futures price activity during
designated years. The position of each day’s price relative to the
yearly range, rather than price alone, is used to uniquely calculate a
definitive perspective on each calendar day’s relative historical ten-
dency. (A seasonal pattern can be constructed for a futures contract,
a spread, a cash or basis market, a stock—any market with suffi-
cient historical data.) This pattern for the year is plotted against a
numerical index to the right to reflect the market’s previous tenden-
cy to make its seasonal high (100) and seasonal low (0). Merely
marginal deviation in the pattern of the most recent 5 years (dotted
line) from that of the last 15 years (solid line) implies stability in
that market’s seasonality.
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Discovering & Selecting Trading Strategies

hese price patterns not only visually display a seasonal rhythm

but also suggest specific “windows of opportunity”, time
periods during which especially reliable trading opportunities may
exist within significant historical trends. The following illustrates a
process for discovering and selecting potential historical trading
strategies from daily price data in heating oil futures.

Charts following show the seasonal patterns typical of price
movement for several Heating Oil futures contracts. Shaded por-

tions highlight the windows to be examined.
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Computers process 14 years of raw price data within these
time windows to simulate every possible strategy combination
whose entry lies between specific dates, in this case, July 1 through
January 1. One can eventually compile a table listing the computer-
optimized strategies by contract, with specific entry/exit dates but
meeting minimum requirements for historical reliability (80%) and
average profit.

A K s et e

Futures Entry Exit Win | Win | Loss | Total | Average | AvePft | AvePct

Trade Date Date Pct | Yrs | Yrs | Yrs Profit Per Day | Dly Mgn
1 | BuyHeating Oil #2(NYM)—Nov | 72803 | 101693 86 | 12| 2| 14| 2783}  3436] 229
2 | Buy Heating Oil #2(NYM)—Dec | 8293 | 9243 | 86 | 12| 2| 14| 1339 4958 331
3 | Buy Heating Oil #2(NYM)—Oct | 90993 | 9243 | 85 | 11| 2| 13| 1202 7512 5.01
4 | BuyHeating Oil #2(NYM)—Dec | 9/09/03 | 92493 | 86 | 12| 2| 14| 1s53| 7206 480
5 | Buy Heating Oil #2(NYM)—Nov | 9/09/3 | 9273 | 86 | 12| 2| 14| 1214] 6392 426
6 | BuyHeating Oil #20NYM)—Dec | 971093 | 92493 | 93 | 13| 1| 14| 1187] 7914 528
7 | Buy Heating Oil #20NYM)—Nov | 910093 | 9273 | 93 | 13| 1| 14| 1245| 6018 461
8 | Buy Heating Oil #2(NYM)—Oct | 91083 | 92703 | 92 | 12| 1| 13| 1166| 6478 432
9 | Buy Heating Oil #2(NYM)—Dec | 91093 | 92803 | 93 | 13| 1| 14| 1188 6253 417
10 | Buy Heating Oil #2(NYM)—Nov | 91093 | 100993 | 86 | 12| 2| 14| 1219 4062 27
11 | Buy Heating Oil #2(NYM)—Nov | 91103 | 92493 | 93 | 13| 1| 14| 1139] 8139 5.43
12 | Buy Heating Oil #2(NYM)—Oct | 91193 | 9243 | 92 | 12| 1| 13| 1307] 9339] 623
13 | Buy Heating Ol #2(NYM)—Dec | 91393 | 9273 | 86 | 12| 2| 14| 1272] 8480 565
14| Buy Heating Oil #2(NYM)—Dec | 91393 | 100993 | 86 | 12| 2| 14| 1230] 4556 3.04
15 | Buy Heating Oil #2(NYM)—Nov | 91303 | 101593 | 86 | 12| 2| 14| 1423] 4311 2.87
16 | Buy Heating Oil #2(NYM)—Dec | 91303 | 101793 | 86 | 12| 2| 14| 1587| 4533 3.02
17| Buy Heating Oil #2(NYM)—Nov | 9173 | 92493 | 93 | 13| 1| 14| 1000| 12503 834
18| BuyHeating Ol #20NYM)—Dec | 91793 | on4m3 [ 93 | 13| 1] 14 1045| 13065} 871
19| Sell Heating OL £20NYM)—Jan | 11714/93 | 121193 | 86| 12| 2| 14| 1538] 5494f  366]
20 | Sell Heating Oil #2(NYM)—Feb | 1171493 | 1271193 | 86 | 12| 2| 14| 1477 5274 352
21| Sell Heating Oil #2(NYM)—Jan | 111493 | 121793 | 86 | 12| 2| 14| 1628] 4787 3.19
22 | Sell Heating Ol #2(NYM)—Feb | 111493 [ 121793 | 86 | 12| 2| 14| 1625| 4779 319
23| Sell Heating Oil #2(NYM)—Feb | 1/12/94 | 12494 | 86 | 12| 2| 14| 1384 10650  7.10
24| Sell Heating Ol #2(NYM)—Feb | 11604 | 12494 | 86 | 12| 2| 14| 1261} 14010[ 934

From this massive statistical analysis one may set even more
restrictive parameters to finally select those which have most
productively captured previous seasonal trends.

A_VA_ &rhcmlm Heating Oil Trimmed Strategies
Futures Entry Exit Win | Win | Loss | Total | Average | Ave Pft | Ave Pct
Trade Date Date Pct | Yrs | Yrs | Yrs | Profit Per Day | Dly Mgn
1 | Buy Heating Oil #2(NYM)—Nov 7/28/93 | 10/16/93 | 86 12 2 14 2783 3436 229
2 | Buy Heating Oil #2(NYM)—Dec 9/17/93 | 9/24/93 | 93 13 1 14 1045 130.65 8.71
3 | Sell Heating Oil #(NYM)—Jan 11/14/93 | 12/1193 | 86 12 2 14 1538 54.94 3.66
4 | Sell Heating Oil #2(NYM)—Feb 1/16/94 | 1/24/94 | 86 12 2 14 1261 140.10 9.34




Monthly Trade Sheet

From across the spectrum of established major futures markets,
then, a compendium of similarly selected strategies may be com-
piled chronologically into a monthly trade sheet. Only summary in-
formation for each strategy need be listed in this format.

This trade sheet serves as a concise reference to established
patterns of price movement during the month. Before current
market conditions are considered, no one strategy constitutes more
than quantified historical fact. However, the trade sheet does offer a
balanced (between long and short), diversified (among various
markets), and historically reliable (at least 80%) series of potential
trading ideas and market perspectives.

AQ Research Center, Inc.

Futures Entry Exit | Win { Win | Loss | Total | Average | Ave Pft | Ave Pct

Trade Date Date Pct | Yrs | Yrs | Yrs | Profit | Per Day | Dly Mgn
1 | Buy Gold(CMX)—Dec 9/01/93 | 9/23/93 | 87 13 2 15 1363 59.28 446
2 | Sell S&P 500(CME)—Dec 9/03/93 | 9/12/93 | 82 9 2f 1 1966 196.59 1.64
3 | Buy Sugar #11(CSCE)—Mar 9/04/93 | 11/02/93 | 87 13 2 15 1192 19.86 2.65
4 | Buy Unleaded Reg.(NYM)—Dec 9/1193 | 10/16893 | 100 8 0 8 1797 49.92 333
5 | Buy Japanese Yen(IMM)—Dec 9/1193 | 10/1193 | 87 13 2| 15 1938 62.53 3.70
6 | Sell Soybean Oil(CBT)—1Jan 9/13/93 | 10/0793 | 87 13 2l 15 524 2098 3.88
7 | Sell Soybeans(CBT)—Jan 9/13/93 | 1000793 | 93 14 1 15 967 38.67 3.58
8 | Buy Swiss Franc(IMM)—Dec 9/14/93 | 10/1193 | 80 12 31 15 1245 44.46 220
9 | Buy 10-Year T-Notes(CBT)—Dec | 916/93 | 11/01/93 | 91 10 1| 11 2267 4824 3.57
10 | Buy Heating Oil #2(NYM)—Dec 9/17/93 | 9/24/93 | 93 13 1] 14 1045/ 130.65 871
11 | Buy Crude Qil(NYM)—Jan 9/19/93 | 9/29/93 | 80 8 2| 10 786 7145 4.76
12| Sell Cocoa(CSCE)—Dec | 9/22/93 | 10/15/93 | 93 14 1 15 1110 46.25 5.14
13 | Buy Cotton(CTN)—Mar 9/26/93 °| 11/02/93 | 80 12 3] 15 821 21.61 2.16
14 | Buy 3-Mth Eurodollars(IMM)—Dec | 9/29/93 | 11/01/93 | 91 10 1 11 1423 41.84 6.20
15| Sell Feeder Cattle(CME)—Jan 9/29/93 | 11/0193 | 93 14 1 15 772 22.70 324




MRC Strategy Sheet

Once presented with a trading strategy, one can proceed to fur-
ther evaluate its history and the potential for it to set-up under
current conditions. A supporting strategy sheet can be constructed
for detailed reference.

For each year analyzed, that strategy’s specific entry/exit
dates, prices, profit/loss, peak equity, and worst drawdown (all
MRC calculations are derived from settlement prices on dates indi-
cated) can be tabulated to inspire closer inspection. Total results are
then summarized.

By superimposing the current market’s daily price action onto
the historical price pattern, one may more easily compare the two
and then visualize the strategy within the overall seasonal pattern.
Plotting the most recent 5-year against the 15-year (when available)
pattern helps one see whether it is dynamic (and evolving) or con-
stant. A monthly (weekly) continuation chart that is contract-
specific to the strategy offers a more accurate perspective of relative
historical value while illustrating longer-term trends. |

Heating Oil #2(NYM)— January

Sell on approximately 11/14 - Exit on approximately 12/11
PEAK PEAK WORST WORST
CONT| SELL SELL EXIT EXIT PROFIT EQUITY EQUITY DRAWDN | DRAWDN
YEAR| DATE PRICE DATE PRICE | PROFIT | AMOUNT DATE AMOUNT DATE AMOUNT
p——— ———_—_—“
1993] 11/16/92 59.99| 12/11/92 54.72 5.27| 2213.40| 12/04/92 2423.40
1992| 11/1491 66.32| 12/1191 55.78] 10.54| 4426.80| 12/09/91 4989.60] 11/1591 -819.00
1991| 11/14/90 86.28| 12/11/90 77.68 8.60| 3612.00, 12/11/90 3612.00] 11/29/90 -2578.80
1990{ 11/14/89 57.55| 12/11/89 6695 -9.40| -3948.00| 11/15/89 159.60] 12/11/89 -3948.00
1989( 11/14/88 44.34| 12/09/88 49.50|  -5.16] -2167.20| 11/18/88 970.20| 12/09/88 -2167.20
1988| 11/16/87 55.08| 12/11/87 54.93 0.15 63.00] 12/08/87 42420| 12/03/87 -667.80
1987| 11/14/86 46.30| 12/11/86 45.15 1.15 483.00| 11/24/86 1457.40
1986| 11/14/85 88.13| 12/11/85 78.70 9.43| 3960.60| 12/10/85 5468.40| 11/22/85 -726.60
1985| 11/14/84 79.78| 12/11/84 76.41 3.37] 141540| 12/11/84 1415.40
1984 11/14/83 81.53] 12/09/83 78.65 2.88] 1209.60] 11/30/83 1717.80
1983| 11/15/82 94.30| 12/10/82 88.23 6.07| 2549.40| 12/06/82 5014.80
1982] 11/16/81 | 102.16| 12/11/81 98.33 3.83| 1608.60| 12/10/81 1705.20] 11/20/81 -147.00
1981 11/14/80 94.00f 12/11/80 89.95 4.05| 1701.00] 12/11/80 1701.00{ 11/18/30 -1789.20
1980| 11/14/79 | 101.25] 12/11/79 90.75] 10.50{ 4410.00{ 12/11/79 4410.00
R - . - R
Percentage Correct 86 Protective Stop (2000)
Average Profit on Winning Trades 5.49 2304.40 Winners 12
Average Loss on Trades -7.28 -3057.60 Losers 2
Average Net Per Trade 3.66 1538.40| Total trades 14

HYPOTHETICAL OR SIMULATED PERFORMANCE RESULTS HAVE CERTAIN INHERENT LIMITATIONS. UNLIKE AN
ACTUAL PERFORMANCE RECORD, SIMULATED RESULTS DO NOT REPRESENT ACTUAL TRADING. ALSO, SINCE THE
TRADES HAVE NOT ACTUALLY BEEN EXECUTED THE RESULTS MAY HA VE UNDER-OR OVER-COMPENSATED FOR THE
IMPACT, IF ANY, OF CERTAIN MARKET FACTORS, SUCH AS LACK OF LIQUIDITY. SIMULATED TRADING PROGRAMS IN
GENERAL ARE ALSO SUBJECT TO THE FACT THAT THEY ARE DESIGNED WITH THE BENEFIT OF HINDSIGHT. NO
REPRESENTATION IS BEING MADE THAT ANY ACCOUNT WILL OR IS LIKELY TO ACHIEVE PROFITS OR LOSSES SIMILAR
TO THOSE SHOWN. SIMULATED RESULTS DO NOT NECESSARILY IMPLY FUTURE PROFITS. THE RISK OF LOSS IN
TRADING COMMODITY CONTRACTS CAN BE SUBSTANTIAL. YOU SHOULD THEREFORE, CAREFULLY CONSIDER
WHETHER SUCH TRADING IS SUITABLE FOR YOU IN LIGHT OF YOUR FINANCIAL CONDITION. RESULTS NOT ADJUSTED
FOR COMMISSION AND SLIPPAGE.




MRC Seasonal Trade Review

The Seasonal Trade Review functions as a real-time daily trad-

ing status report, a reference to open and immediately upcoming

seasonal strategies. Specific trade dates (adjusting for weekends),
current prices, and relevant win/loss and average profit statistics are
all available at a glance as are the entry price, the trade’s open equi-
ty, and the peak equity attained and the worst drawdown suffered
for open positions. Total open equity may be listed at the bottom.

| ey

[_ BUY/ |ENTRY | BXIT ENTRY |CURRENT| TRADE PEAK | LARGEST Jwin AVE

% M’I‘H&& DATE |STATUS| PRICE PRICE & IDRA! FCT | WIN TOT| PROFIT

1 |Lumber(CME) Sep| Sell | 0614 [ 08/13 [Shom | 30280| 28330 312000( 896000 -35200f 0 | 12| 3| 15| 153067
2 |Sugar #11(CSCE) Oct| Sell | 0628 | 08720 |Short 1041 984| 63840 143360 -mwlss 14| 1] 15| 8%0.03
3 |Feeder Cattle(CME) Sep| Buy | 06730 | 08/13 |Long %692 &170| 3%150f 62500 -lmsolgs 14| 1| 15| 146033
4 |Sugar #11(CSCE) Oct| Seit | 070 | 08/27 |Sbont 10.75 984| 101920| 181440 000f ss | 13| 2} 15| 78699
S |3-Mth Eurodollars(IMM) | Sep| Buy | 07/12 | 08/20 |Long 9%.63| 9667] 10000 12500 -22500§81| 9| 2| 11377
6 | Feeder Catde(CME) Aug| Buy | 0721 | 0818 |Losg 8sss| 89.1s| 165000 1750.00 000§ 93 | 14| 1| 15]1559.67
7 |Cocos(CSCE) Sep| St | 07723 | 0820 |Shon 961 90s| se000| s7000| -soo00fso | 12| 3| 15|102267
8 |Unlcaded Reg(NYM) [ Oct| Buy | 07726 | 08724 |Long s1s2| s184| 13440| 43260 -273.00§87| 7| 1| 8]285495
9 [Soybcaa Meal(CBT) Oct| Buy | 0728 | 0913 |Long | 221.70| 21270 90000 34000 -9%000fs0 | 12| 3| IS| 34667
10 | Cot10n(CTN) Oct| Seit | 0730 | 0820 |Shont 5962 5663| 149500| 1835.00 000 30 | 12| 3| 15| 799.00
11 |Feeder Cattie(CME) Aug| Buy | 0802 | 08/17 |Loag 87.62 89.15 76250 86250 -100.00§ 93 | 14| 1] 15]1161.00
12 | Sugar #11(CSCE) Oct| Seil | 0805 | 08724 |Short 1001 984 19040 425.60 -33-50]!6 13] 2] 15§ NL12
13 | British Pound(IMM) Sep| Buy | 08009 | 08727 |Long 14874 146.10| -1650.00 0.00 -lsao.oolao 12| 3| 15183583
14 Soybeaas(CET) Mar| Buy | 0809 | 093 |Losg | 6775 esso] 1s7so| 137s0|  0oofss [ 13] 2| 15| seser
15 | Heating Oil #2(NYM) | Jan | Buy | 08/09 | 08723 |Loog 5474 ses9| -10500 000 -10500f92] 13| 1| 14| 114180
16 | Coffee(CSCE) Dec| Buy | 08/12 | 08727 T1.80 86| 13| 2| 15|2389.00
17US Dollar Ix(FINEX) | Sep| Seil | 08/17 | 08727 95.86 wo| 7| o] 7]182429
18 | Cocos(CSCE) Dec| Buy | 08719 | 0921 951 g0 | 12| 3| 15]105733
19 Meal(CBT) Jan | Buy | 08720 | 09/10 211.50 80 | 12| 3} 15| 624.00
20 |Live Cattle(CME) Dec| Buy | 08720 | 1008 7547 93| 14 1| 15| 785.07
21| Value-Line(KCBT) Sep| Buy | 0823 | 0831 425.60 90 | 10| 1f 11}1309.09
22| Pork Bellics(CME) Mar| Buy | 0823 | 0920 4652 g0 | 12| 3| 15]|1079.47
23 |3-Mth Eurodollars(IMM) |Dec| Buy | 0825 | 11/01 9628 100| 11] o 11|2006.82
24 | Unleaded Reg. (NYM) Dec| Buy | 08/30 | 10720 5054 10| 8| O} 8|1381.60
25 | Cotton(CTN) Dec| Sell | 08730 | 09728 57.60 8| 13| 2| 15| noze7
26| Gold(CMX) Dec| Buy | 0901 | 09723 384.40 ss| 13| 2| 18] 136333
27| S&P SOXCME) Dec| Seit | 0903 | 09/10 451.60 s1| 9 2| 11196591
28 | Sugar #11(CSCE) Mar| Buy.{ 0906 | 11/02 9.96 86| 13| 2| 15{ 119168
29|Unleaded Reg.(NYM) | Dec| Buy | 0913 | JQu1s 50.54 100| 8| of sl191.07
30| Ispancse Yea®M) | Dec| Buy | 0913 | 10t 95.52 6| 13| 2| 15193833
31|Soybean OIKCBT) Jan | Setl | 0913 | 1007 24.15 g6 | 13| 2| 15| s2440

OPEN EQUITY 7539.90

Note: MM:mgieszorkedwitthnoﬁmlwn:isuncy‘Nonpnxmadmi:ba’ng»udedmlﬂwy

will work this year or in the future. Please check current market fund. Is and technical conditions before con-

sidering these trades. This information is nota r dation to buy or sell at this time, but merely a historical

presentation of trade strategies. Past results are not necessarily indicative of future results. No representation is
being made that an account will or is likely to achieve profits or incur losses similar to those shown.

HYPOTHETICAL OR SIMULATED PERFORMANCE RESULTS HAVE CERTAIN INHERENT LIMITATIONS. UNLIKE AN ACTUAL
PERFORMANCE RECORD, SIMULATED RESULTS DO NOT REPRESENT ACTUAL TRADING. ALSO, SINCE THE TRADES HAVE NOT
ACTUALLY BEEN EXECUTED THE RESULTS MAY HAVE UNDER-OR OVER-COMPENSATED FOR THE IMPACT, IF ANY, OF CERTAIN
MARKET FACTORS, SUCH AS LACK OF LIQUIDITY. SIMULATED TRADING PROGRAMS IN GENERAL ARE ALSO SUBJECT TO THE

ING ITY CO! YOU SHOULD
THEREFORE, CAREFULLY CONSIDER WHETHER SUCH TRADING IS SUITABLE FOR YOU IN LIGHT OF YOUR FINANCIAL CONDITION.
RESULTS NOT ADJUSTED FOR COMMISSION AND SLIPPAGE.
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Mechanical vs. Filtered Trading

he ideas and strategies contained in a monthly trade sheet lend

themselves to a variety of applications, both informative and
tradable. Seasonal concepts and historical price patterns can be in-
tegrated with almost any other trading system, style, or perspective
to confirm, support, or contradict technical or fundamental assump-
tions. Two basic approaches tend to surface—one systematic, the
other interpretive.

A systematic, methodical treatment of the series of strategies
requires little time, study, expertise, or experience—just simple ex-
ecution. Each trade may be entered at the close of the indicated
date of entry, protected with a stop, and exited on the appropriate
close.

Although the seasonal approach is more properly termed a re-
search methodology than a trading technique, the concept of
mechanically trading seasonal strategies presupposes unbiased find-
ings. Thus, one may expect that the portfolio’s balance, diversity,
and historical reliability offer consistent benefits in reducing net risk
exposure and permitting participation in a broad range of market

trends.
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An interpretive approach tends to attract those with greater ex-
perience, time, and expertise. It affords much more flexibility
to accommodate for variations in entry/exit timing, the existence of
unusual macroeconomic forces, and the ebb and flow in influence
of the underlying fundamentals.

Interpretive techniques can compensate for these inherent
limitations to seasonal trading, refining and often enhancing trading
performance. Common sense can often help select those strategies
with potential greater than that for others. Attention paid to overall
fundamental conditions, and even details such as report dates and
first deliveries, can provide perspective on trends and/or potential
changes in trend. Technical indicators can signal precise entry/exit
timing and confirm/deny a trend or trend change. Trailing stops can
lock in profits. Complementing seasonal analysis with a fundamen-
tal and/or technical perspective—or vice-versa—can produce a for-

midable trading program.

Charts below suggest how, in spite of a huge crop, a trader
might 1) analyze the monthly chart for historical value, 2) note how
well the market followed its seasonal pattern, 3) and find stochastic
bullish convergence to 4) more confidently step forward and buy
the inside-day reversal on the published historical strategy’s entry

date.
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Howe’s Limit Rule
Price advances or declines do not usually end with limit moves.

Robert Howe, market technician and analyst, offered this obser-
vation in 1977. In-depth research has convinced MRC of this
phenomenon’s validity and of its value as an ancillary trading tool
in futures with limits on permissible daily price ranges. Especially
in dynamic markets wherein so much emotion and opportunity lie,
understanding and applying its principles can profitably supplement
any trading technique. :

Howe’s Limit Rule simply suggests that a price at the limit of
a tradable daily range, once reached, becomes an objective which
the market will again test and ultimately exceed, at least briefly
and usually sooner rather than later.

Mar93 Lumber(CME)
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Why? A primary function of any market is to explore and
find true value. A market artificially halted in its search for that
value is unsatisfied, leaving critical questions (such as how far and
how urgently would the market continue) unanswered prior to sub-
sequent trading activity.

In a majority of markets, a traded limit was exceeded the next
day 50-70% of the time. For almost all markets, MRC studies sug-
gest the historical probability of exceeding a limit price within 3
calendar days to be greater than 80% and within 7 greater than 90%.
These historical odds offer obvious day-trade and short-term oppor-
tunities. However, it can also imply a trend: 1) An unexpected limit
move during a quiet market suggests changing dynamics; 2) posi-
tions taken opposite the direction of a limit move can be disastrous;
3) market failure subsequent to exceeding a limit portends a change
in trend; 4) an un‘ested limit price can prove to be a beacon during
stormy corrections.
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Last 200 Days Limit Statistics

Sovbeans(CBT)(59-93)

Limit Tot Pct Limit Tot Pct
Up Exceeded Dn Exceeded
Total Limits 343 368
Exceeded Day 1 209(60.9%) 60.9%] 259(70.4%) 70.4%
Exceeded Day 2 15(4.4%) 65.3% 10(2.7%) 73.1%
Exceeded Day 3 41(12.0%) 77.3% 21(5.7%) 78.8%
Exceeded Days 4-7 19(5.5%) 82.8% 32(8.7%) 87.5%
Exceeded Days 8-20 . 16(4.7%) 87.5% 19(5.2%) 92.7%
Exceeded Days 21-50 7(2.0%) 89.5% 19(5.2%) 97.8%
Exceeded Days 51-100 4(1.2%) 90.7% 1(0.3%) 98.1%
Exceeded > Day 100 27(7.9%) 98.5% 6(1.6%) 99.7%
Exceeded by Later Contracts 40(11.8%) 14(3.8%)
Date Up Down
Jul 88—06/23/88 1099.50
Jul 88—06/27/38 1059.50
Aug 93—07/19/93 754.50
Sep 93—07/19/93 756.50
Nov 93—07/19/93 757.50
Jan | Feb | Mar | Apr (May | Jun | Jul | Aug | Sep | Oct | Nov | Dec
27 11 21 69 | 56 | 105 | 184 | 111 | 4 37 21 25

Lmt
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Historical Correlation Studies

When a market’s price activity follows its typical seasonal path,
it is said to conform closely to, or correlate well with, its
seasonal price pattern. Major tops, bottoms, and trends resemble
those depicted in the historical composite and occur relatively on
“schedule”, with minor peaks and valleys in between both timely

and proportional.

The logical assumption to be made in this case is that normal
fundamental conditions are again in place, thereby causing the

market to react similarly to typical patterns of supply and demand.
Ideally, a trader can simply overlay a chart of the current market

onto that of the seasonal pattern, adjust for magnitude, and plot trad-
ing strategy according to a straightforward visual perspective.

Few markets follow a 15-year composite that closely. How-
ever, regression analyses can determine in which past years the
price activity most closely resembled that of the current market—
and how closely. Thus, pattern correlation, a process of comparing
price patterns in specific past contracts to the current, is a refine-
ment to seasonal analysis. Presumably, the closer the correlation—

the better the predictive quality.

The following table specifies which past years correlate how
well with the current market. Highly seasonal markets will tend to
correlate very closely to several years. Further, a composite high
correlation pattern may be constructed from those years. In the fol-
lowing charts, past contracts with at least a 60% correlation are
listed in the title with their respective rates. The graphs themselves
consist of the current market (solid-line plot) overlaid onto the com-
posite (dotted-line pattern) of those past years. The x-day correla-
tion window identifies the time segment compared.

Nov93 Soybeans(CBT)
With 5 Year Seasonal(66:89%,70:87%.71:83%.76:73%,73:72%)




ﬂ%mh Historical Correlations—August 7, 1993
Period Best Correlations Greater Than 60%
Future Mth__ Days | Yearsd _1 2. 3 4 S
30-Year T-Bonds(CBT) | Sep93 | 310 |78-92]'86 92% |'89 73% |'85 65%
Dec93 | 218 |78-92]'86 79% |89 71%
3-Mth Eurodollars(MM) | Dec93 | 214 [82-921°'86 86%
Live Cattle(CME) Aug93 | 326 [6592)73 90% |72 89% |’69 88% |78 88% |'87 86%
0ct93 | 270 |65-92]°90 90% |’87 87% |'78 84% |'72 84% |'69 84%
Dec93 | 215 [65-92]'87 87% |'72 83% |'90 82% |'88 79% |'78 3%
Feeder Cattle(CME) Aug93 | 306 |74-92]'78 91% [’87 90% |'91 89% |'90 87% |'75 81%
Sep93 | 270 |74-92)°78 89% |’87 89% |'90 88% |'91 85% |'75 19%
Live Hogs(CME) Aug93 | 335 |70-92]'78 89% |’91 81% |'90 79% |'72 71% |'77_72%
0ct93 | 273 |69-92]'78 66% |’82 61%
Pork Bellies(CME) Febod | 151 |66-93)75 80% |81 75% |'67 67%
Soybeans(CBT) Sep93 | 309 |63-92]'70 88% [*71 87% |'66 86% |'76 69% |'73 68%
Nov93 | 249 |63-92]°66 89% |*70 87% |'71 83% |'76 73% |'73 12%
Jan94 | 187 |64-930°67 91% |'71 88% |'72 81% |'74 70% |'77 70%
Soybean Meal(CBT) Oct93 | 268 |63-92]'70 84% |’66 82% |'71 76% |'68 75% |'63 74%
Dec93 | 216 [63-92)'70 86% |66 85% ['71 77% |'63 70% |'73 68%
Soybean Oil(CBT) 0ct93 | 273 |63-92)'71 82% [*74 81% |’66 80% |'88 78% |'73 74%
Dec93 | 215 [63-92]'66 87% |'71 85% |'76 84% |'74 18% |'73 5%
Wheat(CBT) Sep93 | 307 |63-920'64 78% |'81 77% |65 74% |'80 73% |'75 71%
Dec93 | 218 [63-92]'75 82% |'81 80% |'64 77% |'82 74% |65 74%
Wheat(KCBT) Sep93 | 287 |76-92]'82 75% |’81 75% |’80 73% |'86 0% |77 69%
Dec93 | 206 |76-92]'82 72% |80 70% |77 69% |'81 65%
Lumber(CME) Sep93 | 299 |73-92)'73 79% |'74 79% |'92 70% |'75 60%
Novo3 | 237 |73-92)'73 71% |'74 68%
Deutsche Mark(IMM) Sep93 | 283 |75-921'82 67%
Japanese Yen(IMM) Sep93 | 243 |77-92]'86 94% |*78 81% |'77 75% |'87 0%
|Sugar #11(CSCE) 093 | 310 |64-92)'69 79% |’67 78% |’86 77% |'70 66% |’80 65%
Mar94 | 159 |64-93]°68 69% |'64 64%
Cocoa(CSCE) Sep93 | 310 |63-92]'70 90% |*71 87% |92 84% |'64 84% |88 83%
Dec93 | 218 |63-92]'68 79% |’92 76% |*70 72% |'86 71% |'88 638%
Orange Juice(CTN) Nov93 | 238 |67-92)'71 77% |°67 71% |*75 61% |'77 66%
Jan94 | 185 |68-931'87 93% |*78 89% |'72 85% |'76 84% |'68 71%
Gold(CMX) Dec93 | 218 |75-92]79 89% |87 76%
Silver(CMX) Sep93 | 310 |64-920'67 85% |’87 78% |79 8% |'73 76% |'72 72%
Platinum(NYM) 0ct93 | 274 |68-92]'72 80% |*76 74% |68 69% |'86 62% |'87 61%
S&P 500(CME) Sep93 | 286 |82-92]'86 87% |91 83% |'87 80% |'83 73% |'85 67%
Heating Oil #2(NYM) 0ct93 | 254 [80-92'84 66%
Nov93 | 224 |79-92]°80 87%
Crude Oil(NYM) Jan94 | 195 |84-931'86 61%
Unleaded Reg.(NYM) Oct93 | 214 |85-92'86 70%
Novo3 | 192 |85-92]'86 69%




Sep93 30-Year T-Bonds(CBT)
With 3 Year Seasona](ss 92%,89:73%.85:65%)

116-00F
114~00
112-00
110~00}
108-00
106~00
104~00
102-00f
100-00

98-00+

96-00L:

Sep93 Japanese Yen(IMM)
With 4 Year al(86:94%,78:81%,77:75%,87:70%)
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Oct93 Feeder Cattle(CME)
With 5 Year Seasonal(90:87%,87:87%.78: 37%.75 82%,91:81%)
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Mar94 Sugar #11(CSCE)
With 2 Year Seasonal(sa 69%,64:64%)
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Dec93 Wheat(CBT)
With 5 Year Seasonal(75:82%,81:80%,64:77%,82:74%.65: 74%)
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Feb94 Live Cattie(CME)
With § Year Seasona!(es 88%,88:85%,73:84%,74:81%,72:80%)

Sep93 Lumber(CME)
With 4 Year Seasonal(73:79%,74:79%,92:70%,75:60%)

Jan94 Orange Juice(CTN)
With 5 Year Seasonal(87 93%,78:89%,72:85%.76:84%,68: 77%)




Some markets. of course, follow their seasonal pattern very
poorly—even contrarily—indicating that fundamental conditions
are very unusual. Correlation studies can detect potentially
dynamic movement by looking for one or two similar years—often
counterseasonals. Notice how Bill Gary, in his Price Perceptions
newsletter of June 18, detected the explosive nature of prices for
November 1993 Soybeans—the correlation with the 1983 contract!

Nov93 Soybeans(CBT)
With 1 Year Szasonal(83)
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Dec93 3-Mth Eurodollars(IMM)
With 1 Year (86:86%)
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Sep93 Deutsche Mark(IMM)
With 1 Year Seasonal(az 67%)
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Jan94 Crude Oil(NYM)
With 1 Year SeasonaI(BS 61%)
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Nov93 Heating Oil #2(NYM)
With 1 Year Seasonal(80:! 87%)
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In addition, certain situations that may correlate can be com-
pared by first choosing years with similar fundamental conditions,
like presidential elections or extraordinary basis levels. For in-
stance, what does a composite of “crop-damage” years look like?
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Nov93 Scvbeans(CBT)
With 4 Year Seasonal(74,80,83,88)
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Dec93 Com(CBT)
With 4 Year Seasonal(74,80,83,88)
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The concept is similar for spreads:

P/} . g 0 . , 0 700
Period Best Correlations Greater Than 60%

Spread Days Years 2 3 4

FCQ’-LcZ® | 251 | 7492 78 8% | 91 83% | 87 78% | 90 73% | 71 69%

FCQ’-LCQ® | 263 | 74-92 91 8% | 87 8% | 90 85% | 78 85% | 89 74%

crz’cTv? | 218 | 63-92 82 90% | 81 87% | 78 82% | 61 78% | 69 71%

cLx>-cLH* | 177 | 8392 88  90%

SUH-SUV> | 248 | 64-92 86 86% | 77  65% | 76  65% | 81  63%

YulBepu® | 227 | 77-92 81 92% | 86 8% | 91 71% | 718 715%

rFcul-Lcz® | 231 74-92 78 81% | 90 74% | 87 T3% | 71 12% | 92  61%

ctctv? | 215 | 63-92 81 91% | 78 89% | 82 8% | 69 8% | 61 79%

URV>-CLV® | 212 | 8592 87 61%

SUH*-SUV> | 248 | 64-92 8 86% | 77 65% | 76 65% | 81 _ 63%

cLx’-cLG* | 189 | 83-92 88  89% | 90  63%

wz.cZ 159 | 63-92 70 79% | 69 78% | 81 74% | 90 64% | 68  63%

wus-cu® 248 | 63-92 69 89% | 64 88% | 81 87% | 90 8% | 82 81%

wz>-cZ? 159 | 6392 70 79% | 69 78% | 81 T4% | 90 64% | 68  63%

sui.cu? 249 | 63-92 71 94% | 70  90% | 66 86% | 76 8% | 73  66%

sut-1ocu® | 249 | 63-92 71 91% | 76 88% | 68 87% | 86 8% | 66 79%

sx3-cz? 187 |  63-92 70 94% | 71 94% | 66 90% | 76 8% | 63 6%

sx3-10cz® | 187 | 63-92 71 92% | 8 89% | 70 88% | 68 88% | 76  85%

cui-cz 240 | 63-92 63 69%

cui-cH* 213 | 63-92 64 68% | 69 65% | 66 61%

sx3-sH? 164 |  63-92 88 77% | 80 76% | 71 66% | 91  66%

sx3-sk* 118 | 63-92 80 8% | 76 66% | 88 64% | 63  62%

sx>-sN* 119 | 6392 85 81% | 80  67%

Bovi.sMV? | 217 | 6392 68 84% | 72 T3% | 63 T2% | 61 66%

BOZ>-sMZ® | 159 | 63-92 68 75% | 67 69% | 63  61% | 72 63%

LCV3-LcZ® | 215 | 65-92 85  T2%

Lcvi-LcG* | 184 | 6592 85 78% | 78 74% | 87 65% | 76 63% | 88  63%

Lcviicrt | 139 | 6792 85 6% | 78  74% | 79  T1% | 83  66%

LcZ>-LcGt | 154 | 6592 83 89% | 78 4% | 79  T4% | 72 _13% | 85 3%

Lcz>.rcrt | 136 | 67-92 83 8% | 79 78% | 80 71% | 78 T2% | 75 62%

LHQ>-LHV® | 273 | 70-92 78 76%

PBQ>-PBG* | 153 | 6592 79 94% | 68 91% | 78 T1% | 69  T3% | 76 68%

PBQ’-PBH* | 148 | 64-92 79 9% | 68 91% | 718 9% | 76 16% | 69 1%

PBG*-PBH* | 97 66-93 80  63%

LHV>-PBG* | 159 | 69-92 86 671% | 74 66%

LHZ>-PBG* | 155 | 69-92 86 61% | 74 61%

LHG*-PBG* | 97 70-93 87 88% | 76 8% | 74 82% | 75 8% | 81 8%

LCG*LHG* | 97 70-93 84  61%

LCVi-FCU® | 236 | 7492 87 8% | 78 8% | 91 80% | 77 10% | 90 67%

LcVi-Fex® | 206 | 7492 87 88% | 78 83% | 91  75% | 77 66% | 90  62%




Dec93 Cotton(CTN) - Oct93 Cotton(CTN)
With S Year Seasonal(82.91% 81:88%,78:82%.67:80%.69:78%)

Oct93 Crude Oil(NYM) - Dec93 Crude Oil(NYM)
With 3 Year Seasonal(84:89%.88:88%,90:64%)
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Mar94 Sugar #11(CSCE) - Oct93 Sugar #11(CSCE)
With 4 Year Seasonal(as 86%,77:65%,76:64%,87:63%)
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Nov93 Soybeans(CBT) - Mar94 Soybeans(CBT)
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Dec93 Live Cattle(CME) - Feb94 Live Cattle(CME)
With 5 Year Seasonal(83:89%,78:76%,72:76%,79:76%,85:70%)
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Dec93 Deutsche Mark(IMM) - Dec93 Japanese Yen(IMM)
With 5 Year Seasonal(78:92%,83:89%,86:79%,88:62%,91:61%)
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Dec93 Wheat(CBT) - Dec93 Corn(CBT)
With 5 Year Seasonal(70:79%.69:78%,81:74%,67:63%.68: sz%)
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Nov93 Soybeans(CBT) - 10M Dec93 Corn(CBT)
With 5 Year Seasonal(71 91%,86:89%,68:88%.70:87%,76: as%)
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Dec93 Swiss Franc(IMM) - Dec93 Japanese Yen(IMM)
With 5 Year Seasonal(83:83%,88:82%,78:79%,91:79%,82:! 69%)
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MRC Research Derivatives

I. MRC Monthly Report

80+ pages, every issue offers 15-year (when available) his-
torical analyses, detail, and support for 10-15 seasonal trades, 10-
15 seasonal spreads, and now 5 stock trading strategies—all
computer-optimized and 80-100% historically reliable. Regular
features include technical and correlation studies; trade commen-
tary; and a futures highlight. Feature articles by industry
profesionals examine market fundamental and/or technical condi-
tions, various trading techniques, and other topical subjects. For
experienced traders: comprehensive (covering nearly 40 major fu-
tures) and complementary to any trading style! For the newer
trader: instructive and easy-to-use!

In a special educational bonus to subscribers, New Market
Wizard Linda Bradford Raschke reveals some of her most
dynamic trading techniques in a continuing series.

II. Trader’s Desk Reference

Perhaps the most comprehensive visual reference tool yet
published, this unique two-volume set of historical charts presents
up to 24 years of daily futures price action for each contract in
nearly 40 major markets. Each volume of approximately 400
pages includes all 1992 contracts; monthly and weekly charts for
each market; spread, cash, basis, crack and crush spreads are in-
cluded when available. Convenient for home, office, or travel use.

Volume I—Agriculture (Grain/Livestock/Fibers)
Volume II—Petro/Financial/Currency/Softs/Metals/Indices

II1. Seasonal Patterns Charts

84 pages of seasonal patterns in 40 major futures markets.
Including every contract (and the underlying cash market when
available), each chart illustrates the composite pattern of both 15-
year (when available) and 5-year daily price activity.

IV. Special Reports

Currently available: Heating Oil, Lumber, Live Hogs/Pork
Bellies, and Live Cattle/Feeder Cattle. In-depth reports contain-
ing weekly/monthly charts, seasonal patterns, historical trading
strategies, inter- and intra-market historical spread strategies, his-
torical basis charts (except heating oil), and historical daily charts.

"~ .



Building A Roadmap In Your Mind
—High Probability Swing-Trading Rules—

The model we are going to develop here is based on classic swing-trad-
ing rules. This aggressive style of trading follows the market’s movements as
opposed to trying to predict a set outcome; it is based on the market’s Highest
Probable Response to its own previous action. Thus, our model will help us to
always anticipate the correct "play".

Though we will build our model for understanding the market’s be-
havior around a time frame of 2-3 days, the principles employed can be util-
ized in any time frame...from tick charts to weeklies. By following the rules
for each "correct" play, the odds will be in your favor and solid, sound trading
habits will be established. Successful trading depends on acting independently
and learning to think one step ahead!

The Foundation For Our Roadmap —
Taylor’s Classic Three-Day Cycle

George Douglas Taylor, a grain trader in the fifties, noted that prices
tended to reverse every 2 1/2 days. He established a trading rhythm by calling
each day a BUY, SELL, or SELL SHORT day. Each day had definite rules
as to how it should be traded, though each day could be traded from either the
long or short side despite its name. Because these rules are really grounded in
momentum principles and do test out solidly, we can extract the main con-

cepts:

1. The "true trend" in prices reverses every 2-3 days (the true
trend measures from the swing low to the swing high in a daily
time frame);

2. We look for the reversal point around a "test” of the previous
day’s extreme. The previous day’s high/low will always be the
most important swing points to watch;

3. The best reversals occur in the morning, not in the afternoon;

4. Afternoon strength or weakness tends to have follow-through
the next day. Thus, it is best not to look for reversals in the after-
noon but to anticipate them the following morning;

5. If a trade goes in your favor, carry it home overnight;



6. The close should forecast the next opening (i.e., a strong close
should indicate a higher opening or continuation rally; if the
market instead gaps down contrary to what is expected, look to
exit on the first rally);

7. Tt is OK to reenter a long trade on the middle day of the cycle
(the "Sell" day) if it made a successful morning test of the low

first;

8. Buy the first pullback after a new high. Failure to take out a
new high then warrants a short sale;

9. Sell the first rally after a new low, but use a tight stop. "V"
bottoms are more common than spike tops;

10. Orders should be placed at the market.

In a flat trading market, trades are executed on tests of previous
highs/lows. In an uptrend, expect tests of the lows to be higher tests and for
the highs to be penetrated. When buying a lower low in a downtrend, exit
more quickly—there is no confirmed support. (Conversely, when selling a
higher high in an uptrend, buy the first retracement.) Just as we enter on tests
of lows/highs, we look to exit on tests in the other direction. We look to exit
in the direction of our swing before it reverses. The less greedy one is, the
more successful will be the trades he/she makes.

If the market does not do what is expected of it, or if you lose your road-
map, EXIT! This is most important! Risk should be defined by the last swing
point. Always define your risk before entering a market, and never average a
losing position. It is better to exit, looking to reenter at a better price.

Never listen to anyone else’s opinion. Only you know when your trade
isn’t working.

Model Filters

Now we have established a crude conceptual model of buying and sell-
ing the market every three days. We can greatly improve upon this model by
adding two filters which will keep us out of the market during periods when
swing trading is not appropriate. Each filter may be visually displayed and/or
actually quantified for use in a strict system.



ADX <20 and falling. The first rule is to stay out of narrow, flat
markets. The swings are not wide enough to trade; slippage and mistakes will
eat up potential profits, wasting time and energy. One can only take what
markets offer—a move can never be forced. Anticipation should never be-
come hope. So, whenever the 14-period ADX is below 20 and falling, try to
stay away from the market. Expect little or no follow through and take quick
profits on any trades made. (An alternate but similar filter is a moving
average of the daily range. If a reading falls below a certain threshold, stay

out of the market.)

ADX >30 and rising. The flip side of the coin? Do not fade a strongly
trending market. Don’t execute trades against the trend when the ADX is
greater than 30 and rising; these are low probability trades. If intent on focus-
ing on a reversal, at least wait for a triple divergence or three bumps in an os-

cillator to appear.

Critical Point and Positive Feedback

Critical point describes a market condition which tends to precede trend
days or range expansion. Mathematically, it is represented by the absolute
mean deviation of different rates of change (or representive momentum oscil-
lators) approaching zero. The market has reached a very neutral state and all
the noise has been cancelled out. Thus, it is positioned dynamically, for when
the market moves out of this point, it pulls all the short- and intermediate-term
cycles up or down together, creating a condition called positive feedback.
Now, instead of a stable oscillating system, positive gain at each stage reinfor-
ces the move, often leading to a runaway market.

Sophisticated models can be built measuring the degree of noise, or lack
thereof, in a market’s fluctuations. However, these points often visually ap-
pear as long triangle consolidations on chart formations, or a clustering of os-
cillator readings around a mid-value point.

One simple filter with similar characteristics is the narrowest range of
the last seven days (NR7). This serves as an alert to switch to a “breakout
mode” instead of the 1-2-3 rhythmn, as often the market can run 4-5 days in
one direction after breaking out.

Thus, visualize a working model which helps anticipate the market’s
next move. Look for the market to “test” the previous day’s high every 2-3
days and the previous day’s low every 2-3 days. The difference between what
the market is actually doing and what the market should be doing suggests the
market’s true strength/weakness.



At certain times, cycles within the market lose their swings, at which
point our model tells us it is impossible to anticipate direction. Switching into
a breakout mode can then catch the first expansion in volatility. After 3-4
days have elapsed, it is generally safe again to start looking for tests of highs
and lows.

Anti Minor

This is a short-term oscillator pattern which illustrates the importance of
anticipating the market’s next move. The resulting very high-probability trade
tends to be sharp and fast.

This trade is designated an An#i Minor because, in setting up, the fast
oscillator corrects against and runs counter to the slow oscillator, the slope of
which defines the direction of the minor trend one is looking to enter. This
pattern appears most obviously as the second pulse in an ABC or XYZ wave.

After the first price pulse has established a slope in the slow oscillator, a
3- or 4-day price pattern will often create a small flag, triangle, or ledge.
During this period, the fast oscillator will correct back into the slow oscillator

for 3-5 days.

Once both price and oscillator pattern are set up, the trade is triggered
by a stop placed beyond the previous day’s high/low or the trendline drawn
across the highs/lows of day one and three. Aggressive traders can enter by
looking for a test of the previous day’s high (if selling) or low (if buying). It
pays to anticipate this setup because the resulting short-term positive feedback
(both oscillators moving in the same direction) tends to create a strong trend
day. On about the fourth day from entry, look for “excess” and exit.

Because this second pulse in the minor wave often precedes a reversal,
the average holding time is short. However, sharp climatic bursts can occur
before the reversal, making these very worthwhile trades to take.

There is no optimal oscillator or parameter to use, but any of the follow-
ing perform well:

Fast:
« Difference between 3- and 10-period simple moving averages;

e Modified %K, 7- to 9-period; or

e MACD oscillator—20,8,8.

Slow:

e 10- to 16-period moving average of any of the fast lines. This line
indicates the “Stability of Trend”.



Trading Survival Rules

Read these rules every day, both before the markets open and at lunch.
Try to keep a current P&L; it’s easier to take losses.
TRADE—you’re a trader, not an investor; but

Never trade for trading’s sake; it’s better to do nothing.
Never trade without a healthy attitude.

Watch order flow (liquidity) before trading.

When there’s nothing to do—do nothing.
CONCENTRATE.

Trade what you see, not what you think.

The trend is your friend.

If you’re having a good day, read these rules again!
Always keep track of all open positions.

Don’t sweat it, trade it.

If you’re not sure, don’t do it.

Never trade against the big boys; if anything, trade in front of them.
Never use hindsight; instead, look ahead to the next trade.
Never say "never" and never say "forever".

The tape tells the story.

Relax when nothing is going on.

Never listen to opinions; deal only with facts.

Never fantasize; focus on the next trade.

Buy rumors, sell news.

Keep expectations low; the profits will grow.

Don’t carry mistakes home overnight.

BE PATIENT; profits for the whole day (week/month/year) can come
from one good trade.

Never, never average down.
Recap all trades at the end of the day.
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