SPECIAL REPORT

THE ADVANCE/DECLINE

MARKET BUSTER

One of the better ways to time the stock market is with advance/decline averages. When the average gets too high, the market is overbought and is likely to reverse. When the average gets too low, the market is oversold and is also likely to reverse. The one aspect that hinders all traders is how to properly identify, and time these Situations when they occur.

The Advance/Decline Market Buster addresses the above predicament. Let's fir‑it look at the rules and I will then explain how and why this methodology. works

1.
Take a three‑day average of the advances minus declines on the NYSE.

2.
Plot the three‑period RSI (Welles Wilder's Relative Strength Index) of =1. the RSI is above 70, it is overbought and when the RSI is 30, it is over‑sold.

3.
Sell the market when the RSI downticks from the above 70 level and the following rules are met:

           a.The RSI change (thrust) is less than 40 and

           b.The market today is under its 100‑day exponential moving average. 1 will explain both in a second.

4.
Buy the market when the RSI upticks from the below 30 level and the uptick is less than 40 and the market is trading above its 100‑day exponential moving average.

5. 
Exit in three days or on a 2 percent stop.

Let's look at rules 3 and 4. First, the change in direction of the RSI tells us the market is likely reversing from an overbought or oversold condition. Second, a thrust of under 40 means the reversal probably was not exhausted. When the RSI thrust is extremely large, it usually means that the reversal has pretty much already occurred. Third, by trading only in the direction of the market's overall trend, we assure ourselves of not fighting longer‑term market momentum.

The results show a better than $700/trade edge and more impressively, in spite of the bull market, a small profit on the short side.

As I have mentioned before, 1 do not trade mechanically. I use this indicator to tell me when a directional bias may exist in upcoming days. Also, by combining other signals pointing in the same direction, you will increase its effectiveness even further.
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Performance Summary: Short Trades

Total net profit $ 8399500
Gross profit $ 209,825.00
Total number of trades 114
Number winning trades 68
Largest winning trade $ 18875.00
Average winning trade $ 308566
Ratio average win/average loss 113
Maximum consecutive winners 9
Average number bars in winners 3
Maximum intraday drawdown $ -25827.50
Profit factor 1.67
Account size required $ 2582750
Total net profit $ 72305.00
Gross profit $ 173,200.00
Total number of trades 89
Number winning trades 56
Largest winning trade $ 18873.00
Average winning trade $ 309286
Ratio average win/average loss 1.01
Maximum consecutive winners 8
Average number bars in winners 3
Maximum intraday drawdown -$ -18,637.50
Profit factor 1.72
Account size required $ 1863750
Total net profit $ 11,690.00
Gross profit $ 36,625.00
Total number of trades 25
Number winning trades 12
Largest winning trade $ 16,775.00
Average winning trade $ 305208
Ratio average win/average loss : 1.59
Maximum consecutive winners 4
Average number bars in winners 3
Maximum intraday drawdown $ -15,060.00
Profit factor 147
Account size required $ 15,060.00
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