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Accumulation, in Dow theory, 99
Africa, megatrends and, 175–176
Agriculture sector, megatrends

and, 173–174
Alger Small-Cap and Mid-Cap

Growth Fund (ALMAX),
140

America Movil (AMX), 135–136,
138

AMEX Airline Index (XAL), 188
Analysts, trading and, 19
Andrew’s pitchforks, 52–54,

193
Ansys (ANSS), 140–141
Appel, Gerald, 65
Arcelor Mittal (MT), 134
Asset classes, sector rotation and,

89–90

Balance sheet, 177–178
Banco Itau (ITU), 136, 137
Basic charts, in technical analysis,

30–32
Bear flags, 188
Bear put spread, 198–199
Bear Stearns (BSC), 10–11, 84
Belt holds, in Japanese candlestick

chart, 119–120
Benchmarks, mutual funds and,

139
Best Buy (BBY), 105–106

“Bottom line,” in financial
statements, 178

Bottom-up analysis, 101
BPZ Resources (BZP), 199–203
Brazil, Russia, India, China (BRIC),

megatrends and, 174–175
Breakout candles, hard stops and,

14–15
Breakout scan, 144–145
BRIC countries, megatrends and,

174–175
Briefing.com, 104
Brokerage stocks, 84, 85
Bucyrus International (BUCY), 75,

140, 141
Buffett, Warren, 5–6, 20–21
Building Materials Group (BLG),

86–88
Bull and bear spreads, 195–204

bear put spread, 198–199
bull call spread, 197–198
examples of, 199–203
put-call parity and, 195–196

Bull call spread, 197–198
Buy signals, RSI crossovers and,

56–57
Buying on pullback (BOP),

168–171

Calls, 130
Cal-Maine Foods, 69, 70
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212 INDEX

Candlestick charts, 31–32, 115–126
basics of, 115–116
belt holds, 119, 120
doji, 116–118
engulfing patterns, 123–124
hammer, hanging man, and

shooting star, 118–120
harami patterns, 121
morning star and evening star,

121–122
rising and falling three methods,

123–127
Channels, 44–51

channel trading, 33
exponential or simple moving

averages with, 45–47
identifying exuberance, 47–49
short-term, 49–51

Charts, basic, 30. See also

Candlestick charts
Chevron (CVX), 84
China:

Africa and, 175–176
megatrends and, 174–175
short ETFs and, 159–160
stocks and sector rotation and,

96–97
Cintas, 85
Circuit City (CC), 105
Commodities, megatrends and,

173–174
Commonsense fundamentals, 4

ETFs, indexes, and options, 20
exuberance and, 26–27
forward price to earnings (FPE)

ratio, 22–23
price to book (P/B) ratio, 24–25
price to earnings growth (PEG)

ratio, 23–24
price to sales (P/S) ratio, 25–26
trailing price to earnings (PE)

ratio, 22
value of, 20–21, 203–204

Condé Nast, 10–11
Confirmation signals:

doji and, 118
RSIX and, 57

Consolidation:
basics of, 187–190
straddles and, 189, 190–193

Corning (GLW), 82–83
Costco Wholesale, 70–71
Covered calls:

buying stocks at discount, 185
deep-in-the money, 185–186
defined, 183–186
options traders and, 1–2
trading of, 183–186

Cramer, Jim, 111
Crocs, Inc. (CROX), 155–157
Crossovers:

RSI buy signals, 56–57
RSI sell signals, 57–59
stochastic, 76–77
trading MACD, 67–69

Crude oil, 67–69. See also Energy
sector

Current assets, 178
Cycles, 89. See also Sector rotation

Day trading, swing trading as
alternative to, 2–5

Deep-in-the money option
strategy, 185–186

Diluted earnings per share (EPS),
22, 23

Distribution, in Dow theory, 99
Divergence:

RSI signals and, 59–60, 61
stochastics and, 76–79
trading MACD, 69–72

Diversification, stop losses and, 11
Dividends, ROE and, 180
Doji, in Japanese candlestick

chart, 116–118
Dow, Clarence, 98, 99
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Dow Jones Homebuilder’s Index
(DJUSHB), 7, 24–25

Dow Jones Industrial Average
(INDU), 1

pitchforks and, 52–54
Dow theory, 98–100

tenets of, 98–99
Downtrend line, in charts,

33–34

Earnings multiple, 22
Earnings per share (EPS), 178

diluted, 22, 23
eBay, 84–85
Elder, Alexander, 70, 72
Election cycles, ETF sector

rotation and, 91–95
Electronic order systems, trailing

stops and risk, 16
EMA (exponential moving

average), 38
envelopes and, 46–47
short-term channels/envelopes,

49
Emotions:

exuberance and common sense,
26–27

resistance and, 35
support and, 36

EnCana (ECA), 61, 62, 63
Energy sector, megatrends and,

173–174. See also Crude oil
Engulfing patterns, in Japanese

candlestick chart, 123–124
Envelopes, 44–51

exponential or simple moving
averages with, 45–47

identifying exuberance,
47–49

short-term, 49–51
ETF sector rotation, 89–100

asset classes and, 89–90
Dow theory, 98–100

election cycles, 91–95
short-term, 95–99

etfconnect.com, 134
ETFs, indexes, and options, 20

pitchforks and, 52
ETFs, short, 157–163

disadvantages of, 162–163
in hedging strategy, 160–162
as trading vehicle, 158–160

Evening star, in Japanese
candlestick chart, 122–123

Exits (stop losses), 9–17
breakout scans and, 145–147
disaster avoidance and, 10–11
hard stops, 12–15
outcomes and, 9–10
trailing stops, 15–17

Exponential moving average
(EMA), 38

envelopes and, 46–47
short-term channels/envelopes,

49
Exuberance:

common sense and, 26–27
identifying when trading trends,

47–49
spreads and, 199–203

Exuberance premium, profiting
from, 107–114

identifying of, 109–112
technical analysis and, 108–109
technical entry and risk

management, 113–114
Exxon Mobil (XOM):

megatrends and, 170–171
short-term channels and, 50–51
stop losses, 13–15
Tier II plays, 84

Falling three method, 123–126
False breakout, 145–146
False signals, MACD and, 69
Fast stochastic, 74–75
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214 INDEX

Fiber optic cable stocks,
exuberance and, 21

Fibonacci retracements, hard
stops and, 15

First Solar (FSLR), 109–114
Flowserve, 72–73
Fomento Economico Mexicano

(FMX), 138–139
Fortune magazine, 6
Forward price to earnings (FPE)

ratio, 22–23
FTI Consulting (FCN), 59, 60,

142
Fundamental analysis, 4, 39, 40

ETFs, indexes, and options, 20
exuberance and, 26–27
forward price to earnings (FPE)

ratio, 22–23
price to book (P/B) ratio, 24–25
price to earnings growth (PEG)

ratio, 23–24
price to sales (P/S) ratio, 25–26
trailing price to earnings (PE)

ratio, 22
trends trading and, 43–44
value of, 20–21

Gardner Denver (GDI), 71, 72
Greenspan, Alan, 108

Hammer, in Japanese candlestick
chart, 118, 119

Hanging man, in Japanese
candlestick chart, 118–119

Harami patterns, in Japanese
candlestick chart, 120–121

Hard stops, 12–15
with momentum, 14–15
as protection against unforeseen

losses, 12–14
Head fake, 145–146
Hedging strategies:

short ETFs and, 160–162
shorting stocks and, 155

Herd mentality, avoiding, 5–7
hhhgregg, Inc. (HGG), 105, 106
High short interest ratio, scans

and, 150–152
Home Depot, 86, 87
“Hope factor,” in Tier II plays,

81–82
Housing market, 6–8

ratios and, 24–26
short ETFs and, 160
Tier II plays and, 84

Ibsen, Henrik, 5–6
Illiquid investments, trailing stops

and, 16–17
Illumina (ILMN), 168–170
Immersion Technologies, 47–49
“In the money” option, 129
Income statement, 177–178
India, megatrends and, 174–175
Indices, 20

pitchforks and, 52
Indices, macro-to-micro strategy,

101–106
daily strategy, 103–106
determining indices health,

101–103
step-by-step approach, 103

Infrastructure sector, megatrends
and, 174

Intangible assets, 24
International Paper (IP), 188–192
Internet sector, as megatrend,

165–167
Intraday volatility, hard stops and,

12
Intuitive Surgical (ISRG), 77, 78
Investment psychology, 5, 26–27
iShares FTSE/Xinhua China 25

ETF (FXI), 96–97
iShares MSCI Mexico ETF (EWW),

134–138
iShares S&P Latin America 40 ETF

(ILF), 134–135
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Japanese candlestick charts,
31–32, 115–126

basics of, 115–116
belt holds, 119, 120
doji, 116–118
engulfing patterns, 123, 124
hammer, hanging man, and

shooting star, 118–119
harami patterns, 120–121
morning star and evening star,

121–123
rising and fall three methods,

123–126
Johnson & Johnson (JNJ),

66–67
JP Morgan (JPM), 10–11, 84,

85

Keynes, John Maynard, 108

Lane, George, 74
Latin American ETFs, 134–135
LEAP (long-term equity

appreciation) options, 2
basics of option trading,

127–130
trading of, 130–131

Leveraged short ETF, 157
Liabilities, 178
Long-term assets, 178
Long-term equity appreciation

(LEAP) options, 2
basics of option trading,

127–130
trading of, 130–131

Lowe’s, 86

MACD (Moving Average
Convergence Divergence)
indicator, 65–67

trading crossovers, 67–69
trading divergences, 69–72
trading overbought/oversold,

72–73

Macro-to-micro strategy, 101–106
daily strategy, 103–106
determining indexes health,

101–103
step-by-step approach, 103

Main movement, in Dow theory,
99

Market orders, trailing stops and,
16–17

Market sell-off, trading of,
153–163

short ETFs, 157–163
shorting stocks, 154–157

Market timing, 161
Market Vectors Steel ETF (SLX),

134
Math-based trading, 3–4
Mean reversion, 44
Mechel Steel Group, 76, 77
Media, herd mentality and, 5–7
Median line studies. See Pitchforks
Medium swing, in Dow theory, 99
Megatrends, 166–174

advantages of trading,
163–167

buying on pullback, 168–171
current trends, 172–175
defined, 165
future trends, 175–176
how to trade, 167–168
riding the wave of momentum,

168, 171–172
Metals sector, megatrends and,

173–174
Mexican ETFs, 134–139
Microsoft (MSFT), 166
Mid-cap growth asset class, mutual

funds and, 139–141
Midterm elections, 92, 94
Minority opinion, 5–6
Momentum. See also Exuberance

hard stops and, 14–15
scans and, 144–147
trailing stops and, 13–15
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216 INDEX

Money management. See also Risk
management; Stop losses

envelopes and, 51
importance of, 5

Morning star, in Japanese
candlestick chart, 121–122

Morningstar.com, 139
Moving Average Convergence

Divergence (MACD) indicator,
65–67

trading crossovers, 67–69
trading divergences, 69–72
trading overbought/oversold,

72–73
Moving average envelopes. See

Envelopes
Moving average, in candlestick

charts, 31–32
Moving averages, in technical

analysis, 37–38
MSCI EAFE Index, 90, 103
MSCI Emerging Markets Index,

103
M-to-M (macro-to-micro) strategy,

101–106
daily strategy, 103–106
determining indexes health,

101–103
step-by-step approach, 103

Murphy, John, 29
Mutual funds, piggybacking of,

139–143

Naked buying. of options, 129–130
NASDAQ, 57
Neutral trend, 32–34
New Concepts in Technical

Trading Systems (Wilder), 55
“New economics,” 21

On balance volume (OBV),
profiting from exuberance
and, 109, 110, 113

Open, high, low, and close (OHLC)
chart, 30

Option Pricing and Volatility

(Natenberg), 130
Options traders:

as position traders, 1–2
valuation and fundamentals, 20

Options trading, basics of,
127–130. See also Bull and
Bear spreads; LEAP options

covered call strategy, 183–186
options chain, 131

Oscillator. See Moving Average
Convergence Divergence
(MACD) indicator

Outcomes, stop losses and, 9–10
Overbought scan, 147–148
Overbought/oversold levels:

stochastic, 76, 77–78
trading MACD, 72–73

Overbought/oversold levels,
exuberance premium and,
107–114

identifying of, 109–112
technical and, 108–109
technical entry and risk

management, 113–114
Overcomplication, avoiding, 3–4,

21
“Overnight risk,” 3

Past price patterns. See Technical
analysis

Petrobras (PBR), 136, 137
Piggybacking:

analysis and, 137–139
ETFs, 134–139
mutual funds, 139–142

Pitchforks, 52–54, 193
Position traders, 1–2
Postelection cycles, 92, 94
Preelection cycles, 92, 95
Premarket analysis, 143
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Index 217

Presidential election cycles, ETF
sector rotation and, 91–95

Price action/trend, in technical
analysis, 32–34

Price resistance, 35
Price support, 35
Price to book (P/B) ratio, 24–25
Price to earnings growth (PEG)

ratio, 23–24
Price to earnings (PE) ratios:

exuberance and, 112
forward, 22–23
trailing, 22

Price to sales (P/S) ratio, 25–26
Profit potential, 5–8
Profitability rules:

commonsense fundamentals,
19–27

stop losses, 9–17
technical analysis, 29–41

ProShares Short Dow 30 ETF
(DOG), 157

ProShares UltraShort Consumer
Services ETF (SCC), 160

ProShares UltraShort Dow 30 ETF
(DXD), 157

ProShares UltraShort Financials
ETF (SKF), 98, 158

ProShares UltraShort QQQ ETF
(QID), 163

Psychology of investing:
exuberance and common sense,

26–27
resistance and, 35
support and, 36

Public participation, in Dow
theory, 99

Pullbacks:
high short interest ratio, 151
overbought scan and, 147–148
shorting and, 154

Put-call parity, 195–196
Puts, 130

Quant-based trading programs, 3–4

Ratios, 21–22
forward price to earnings (FPE),

22–23
high short interest, 150–152
price to book (P/B), 24–25
price to earnings growth (PEG),

23–24
price to sales (P/S), 25–26
trailing price to earnings (PE), 22

Real-time streaming financial
news, 104

Relative strength indicator (RSI),
55–63

advantages of using, 61–63
in candlestick charts, 31–32
choosing time frame, 55–56
crossover buy signals, 56–57
crossover sell signals, 57–59
divergence, 59–60, 61
step by step implementation,

60–61
trading MACD, 73

Research, importance of, 3–4
Resistance and support, in

technical analysis, 34–36
Return on assets (ROA), 179
Return on common equity

(ROCE), 180
Return on equity (ROE), 179–181
Riding the wave of momentum

(RTWM), 168, 171–172
Rio Tinto (RTP), 134
Rising and falling three methods,

in Japanese candlestick chart,
124–126

Risk management. See also Money
management; Stop losses

profiting from exuberance and,
113–114

shorting stocks and, 154
straddles and, 192–193

htt
p:/

/w
ww.pb

oo
ks

ho
p.c

om



P1: JYS
ind JWBT029-McCall October 30, 2008 10:56 Printer: Yet to come

218 INDEX

Risk premium, of options, 129–130
RSI (relative strength indicator),

55–63
advantages of using, 61–63
in candlestick charts, 31–32
choosing time frame, 55–56
crossover buy signals, 56–57
crossover sell signals, 57–59
divergence, 59–60, 61
MACD false signals and, 69
step by step implementation,

60–61
trading MACD, 73

RSI crossover (RSIX):
buy signal, 56–57
sell signal, 57–59

RTWM (riding the wave of
momentum), 168, 171–172

Rumors, stock movement and,
16

Russell 1000 Growth Index, 103
Russell 1000 Value Index, 103
Russia, megatrends and,

174–175

S&P 400 Mid-Cap Index, 103
S&P 600 Small-Cap Index,

103
S&P/Citi 500 Growth stocks,

89–90
Scan list, 143–152

breakout scan, 144–147
establishing daily, 144
high short interest ratio, 150–152
overbought scan, 147–148
volume surge, 148–150

Sector rotation, 89–100
asset classes and, 89–90
Dow theory, 98–100
election cycles, 91–95
short-term, 95–99

“Sell in May and go away,” 92–93,
95

Sell signals, RSI crossovers, 57–59

Shadows, in Japanese candlestick
chart, 117–118

Shanghai Index, 159–160
Shooting star, in Japanese

candlestick chart, 118
Short- and long-term liabilities,

178
Short ETFs, 157–163

in hedging strategy, 160–162
as trading vehicle, 158–160

Short interest ratio (SIR),
150–152

Short swing, in Dow theory, 99
Shorting stocks, 154–157

advantages of, 155–156
disadvantages of, 154
dynamics of, 156–157

Short-term channels/envelopes,
49–51

Short-term sector rotation, 95–98
Simple moving average (SMA), 38

envelopes and, 45
SIR (short interest ratio), 150–152
Slow stochastic, 74–75

how to trade, 76–79
SMA (simple moving average), 38

envelopes and, 45
Solera Holdings (SLH), 141–142
Soros, George, 6
SPDR Gold Shares ETF (GLD),

171–172
SPDRs Select Sector Utilities ETF

(XLU), 97
Spinning top, 118, 123
Stochastic, 74–79

fast versus slow, 74–75
how to trade, 76–79
MACD false signals and, 69
profiting from exuberance and,

108–109, 113
summary of lines, 75–76

Stock market averages, in Dow
theory, 99

Stoll, Hans, 196
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Stop losses (exits), 9–17
breakout scans and, 145–147
disaster avoidance and, 10–11
hard stops, 12–15
outcomes and, 9–10
trailing stops, 15–17

Straddles:
consolidation and, 187–190
risk and, 192–193

Strangles, 187, 192
Strategies:

bull and bear spreads, 195–204
covered call options, 183–186
ETF sector rotation, 89–100
Japanese candlestick charts,

115–126
LEAP options, 127–131
MACD and stochastic, 65–79
macro-to-micro plays, 101–106
piggybacking ETFs and mutual

funds, 133–142
profiting from exuberance

premium, 107–114
return on assets and return on

equity, 177–181
RSI indicator, 55–63
scanning for ideas, 143–152
straddles as profit tools,

187–193
take the trend to piece, 43–54
Tier II plays, 81–88
trading market sell-off,

153–163
trading megatrends, 165–176

Styles of trading, 1–8
day trading, 2
implementing winning trades,

5–8
position trading, 1–2
swing trading, 2–5

Subprime housing market. See

Housing market
Supply-and-demand theory. See

Technical analysis

Support and resistance:
hard stops and, 12–13
in technical analysis, 34–36

“Sweet spot,” finding rally’s, 57
Sympathy plays. See Tier II plays

Tails, in Japanese candlestick
chart, 116

Technical analysis, 19–20, 29–41
basic charts, 30–32
defined, 29–30
importance of, 38–39
moving averages, 37–38
price action/trend, 32–34
profiting from exuberance and,

108–109, 113–114
as self-fulfilling prophecy, 39, 41
support and resistance, 34–36
volume, 36–37

Telecom stocks, exuberance and,
21

Telefonos de Mexico (TMX), 138
Tesoro (TSO), 77–78
3M (MMM), 22, 23
Tier I, 82
Tier II plays, 81–88

example, 84
hidden correlations and, 84–85
market caps of tiers, 82–84
where to find, 85–88

Tier III, 82
Time, option trading and, 129
Timeframe, choosing for RSI

strategy, 55–56
“Top line,” in financial statements,

178
Top-down analysis, 101
“Trading for a Living” (Elder), 70
Trading styles, 1–8

day trading, 2
implementing winning trades,

5–8
position trading, 1–2
swing trading, 2–5
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220 INDEX

Trailing price to earnings (PE)
ratio, 22

Trailing stops, 15–17
Trends:

in Dow theory, 100
price action, 32–34
trading against, 108
volume and, 36–37

Trends, taking to pieces, 43–54
envelopes and, 44–51
pitchforks, 52–54

200-SMA, profiting from
exuberance and, 108, 113

UltraShort FTSE/Xinhua China
ETF (FXP), 159–160

Unforeseen losses, hard stops
as protection against,
12–14

United States, determining
economic health of, 102

Uptrend line, in charts, 33–34

Vale (RIO), 134, 135
Vertical spreads. See Bull and Bear

spreads
Vimpel Communications (VIP), 58,

59, 60

Volatility:
envelopes and, 44–45
hard stops and, 12
short-term channels/envelopes,

49
trailing stops and, 16

Volume:
in candlestick charts, 31–32
in Dow theory, 99–100
in technical analysis, 36–37
volume surge, 148–150

Wall Street Journal, 98
Watchlist, 143. See also Scan list
Water, megatrends and, 172–173
Weekly charts, advantages of, 13
Wicks, in Japanese candlestick

chart, 116
Wilder, J. Welles, Jr., 55, 56
Winning trades, implementing of,

5–8
World economy, determining

health of, 102
Writing the call. See Covered calls

Yahoo (YHOO), 166–167
Yahoo.com, 139–140
Yearly cycles, 92–93, 95
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