PART TWO    RETRACEMENTS
CHAPTER 9

THE "ANTY”
The next four strategies are examples of retracement patterns. They all enter in the direction of a longer‑term trend after a punback in that trend. What's interesting about this next pattern is the way the trend is defined.

The Anti pattern is one of the most reliable ways to use an oscillator for spotting and trading a choice swing setup. The trade may not always be apparent on the bar charts alone! Once you understand the principle of the "Anti," it will open up a whole bag of tricks. You can literally spend hours studying this powerful technique.

LINDA:

1 bought my first charting software, INSIGHT, in 1986. 1 immediately felt like a kid in a candy shop. There were so many technical tools to play with. But soon 1 was at a loss because tools which 1 had been using since 1981 were not included in the package. (These were a 3‑10 moving‑average oscillator with a simple 16‑period moving average of itself.) 1 tinkered with the %K and %D stochastic to try and duplicate the 3‑10 oscillator. 1 found that by using a 7%K and a 10%D the "Anti" pattern worked even better than it did with my old tools.

The basic principle is that a short‑term trend will tend to resolve itself in the direction of the longer‑term trend. Two different time frames or cycles moving in the same direction create a condition called "positive feedback." This in turn creates some powerful, explosive moves.

For this setup, trend will be defined by the slope of the slow %D stochastic. (The parameters are listed again below.) The first thing you might notice is that often the %D slope is positive while the slope of a moving average is negative (or vice versa). This is because we are really measuring the trend of the momentum. Momentum often precedes price, so it is useful to know when this line is leading or rolling over.

Here are the rules for the setup:

1. Use a seven‑period %K stochastic (the "fast" line). If your program allows for an adjustment of the smoothing

           of this parameter, default to four.

2.
Use a 10‑period %D stochastic (the "slow" line).

BUY SETUP (SELLS ARE REVERSED)

1. The slow line MD, the dotted line in the examples on the following pages) has established a definite upward

           trend.

2. The fast line (%K, the solid line) has begun to rise along with the slow line. A consolidation or retracement in

           price causes the fast line to pull towards the slow line.

3. Enter when the price action causes the fast line to turn up once again in the direction of the slow line (forming a

           hook).

TRIGGER

If you are anticipating this setup, there are two easy ways to enter that give you quite a bit of extra edge.

1.
When the %K and %D have formed opposing slopes for at least three days, creating a tension between them, place a buy stop one tick above the previous day's bar. (This will be to go long when %D has returned to a positive slope.) If the buy stop is not hit, keep on trailing it down to the high of each previous day's bar.

71

2.
A trend line can also be drawn across the tops of the congestion or retracement pattern. Sometimes this setup captures moves out of small "flags" or "drift" patterns. Other times it captures beautiful moves out of setups that the eye would not normally pick out on a price chart.

LINDA:

1 have also entered many times after the "hook" in the fast line has occurred. This is usually a strong enough pattem that it is OK to enter a bit late. The only word of caution is that the average holding time is three to four days. If you get in after the hook has already formed, be prepared to exit within two days.

INITIAL STOP

As with all swing patterns, once the market has turned, it should not look back. The initial stop should be placed just below the bar of entry. It is better to get stopped out and reenter later than to risk too much on the initial trade. By studying the examples and examining this pattern on your own charts, you will quickly see that there is little risk of the good trades getting stopped out.

Once you are in a winning trade, look to exit on a buying or selling climax within three to four bars. This is not a long‑term trade, just a quick "Thank‑you very much!"
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EXHIBIT 9.1 Crude Oil‑December 1995
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1.
The %D has a negative slope. The %K hooks down. We enter a short position on the open the next morning. Our initial stop is entered at the small swing high. The market should not come back to this point. Confirmation of the short sale is given by the break of the trend line containing the consolidation area. The market falls a quick 60 cents in our favor. If you do not take profits on this dramatic drop, a trailing stop should lock in at least half of the gains.

2.
A buy setup three weeks later. The %D has a positive slope. The hooks up. We enter the trade on the opening the next morning, or i we have been anticipating this set up, we enter the trade on the pene tration of the trend line. Our initial stop is placed at the most recen swing low. The market should not come back to this point. We look t, exit within two to four bars as that is the average holding time for th "Anti"
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EXHIBIT 9.2 Cotton‑December 1995
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The sharp slope of the %D indicates a good upward trend. The %K pulls back for five days, signaling a correction. Aggressive traders have an opportunity to enter early on the break of the trend line at point 1. Conservative traders can enter on the next day's opening at point 2 after the %K hooks up. Our initial stop is placed beneath the low of the retracement; we should look to exit within two to four days. The market gave us a good range expansion bar at point 3. This would have been the ideal place to take profits.

74

EXHIBIT 9.3 Micron Technologies (MU)‑1995
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A small drift pattem is highlighted by the retracement in the %K A point 1, a small trend line is broken and the %K hooks down. We ente: the market on the opening the next day. The market was accommodating and provided us with a selling climax on the fourth day at point 3. You will notice a small one day set‑up at point A. These occur all the time and are tradable as long as you place an initial stop. However, this pal tern is best used to capture breakouts from congestion areas that last two to four days.
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EXHIBIT 9.2 Cotton‑December 1995
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The sharp slope of the %D indicates a good upward trend. The %K pulls back for five days, signaling a correction. Aggressive traders have an opportunity to enter early on the break of the trend line at point 1. Conservative traders can enter on the next day's opening at point 2 after the %K hooks up. Our initial stop is placed beneath the low of the retracement; we should look to exit within two to four days. The market gave us a good range expansion bar at point 3. This would have been the ideal place to take profits.
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EXHIBIT 9.3 Micron Technologies (MU)‑1995
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A small drift pattern is highlighted by the retracement in the %K. At point 1, a small trend line is broken and the %K hooks down. We enter the market on the opening the next day. The market was accommodating and provided us with a selling climax on the fourth day at point 3. You will notice a small one day set‑up at point A. These occur all the time and are tradable as long as you place an initial stop. However, this pattern is best used to capture breakouts from congestion areas that last two to four days.

75

EXHIBIT 9.4 S&P‑5‑Minute
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The hook up in the %K signals the breakout from congestion. The momenturn (%D) is already trending up. We enter this trade at‑the‑market and place our stop beneath the swing low at point one. After four bars up, we move our stop up to point 2, the next higher low. The market has met its time objective of two to four bars and there is no guaranty‑ of continuation. At point 3, the market gives us a range expansion bar, the ideal spot to exit this trade.
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EXHIBIT 9.5 S&P‑5‑Minute
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There are three examples on this chart. Each setup occurred after an established trend in the %D, and each had an initial stop point. Learning to place an initial resting stop‑loss in the market is always the most important step to trading success. Notice that the majority of time we are in this trade for no more than 10 to 20 minutes (two to four bars.) The less time that we are in the market, the less risk we have. The people who trade this pattern off five‑minute S&P charts spend lots of time reviewing their charts at night. This process helps develop a feel for what the "choicest set‑ups look like.
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As with any true principle of price behavior, this pattern will work equally well on all time frames, across all equities and futures markets.

LINDA:

1 like to use the "Anti" on daily charts, and 1 have two or three friends who do very well with it on five‑minute S&P charts.

LARRY.

What 1 especially like about the "Anti" is that it does a great job of identifying breakouts from consolidation patterns. It seems to me that many people only use oscillators to identify overbought or oversold situations.

LINDA:

Right! That is also one of the easiest ways to get in trouble if you ignore a strongly trending market. With this setup, the slope of the %D will identify the trend of the momentum. The best trades occur when the %K corrects back at least two to three bars. These are the types of setups which 1 like to trade because they tend to be the most explosive.

