
Index

Abbott Labs 353
Absolute volatility analysis 57–8
Actual market actions 22–3
ADX 193–7, 213, 278, 291,

292, 302
Alpha seekers 239
Anticipation of price movements 24
Anti-martingale method of money

management 284–5
Ascending triangles 81–6
Asset allocator case study 373–6
Assumed risk/reward ratio 284
AUDCHF daily

and Bollinger Band Width 305
AUDCHF hourly 305–7
AUDJPY daily – rising wedge 121–2
AUDUSD weekly 168–9

classic double bottom 114–16
rate of change 210–11

Australian dollar exchange rate
vs Japanese yen, see AUDJPY

daily – rising wedge
vs US dollar, see AUDUSD weekly

Auto Regressive Conditional
Heteroskedasticity (ARCH) 54

Average Directional Movement Index,
see ADX

Average True Range (ATR) 102, 193, 194,
231–5, 302

Bank of England 33
Bankers Trust 11

Bar charts 79, 131
Barings 33
Bayesian probability logic 300
Bearish engulfing pattern 136, 137,

138–9
Bear Stearns 118
Beauty contest concept 36
Behavioural analysis 23–8
Behavioural equilibrium exchange rates

(BEER) 337
Behavioural Finance 5
Bet sizing 230
Big Mac Index 337–8
Black–Scholes Model 56

option-pricing model 263
Blackstone 32
Black swan events 98, 100
Blaming 31
Bollinger Bands 185–9, 236, 292
Bollinger Band Width 70, 185–92, 205,

231, 236, 278, 291, 303, 307
cyclical fractal 300–2

Bonnie Langford 263, 265
Borsellino, Lewis 255–6
Bretton Woods system 300
Broadening patterns 101–3
Brown, Gordon 33
Bubbles 47
Bullish engulfing pattern

136–8
Buying power 41
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420 Index

Call option 323, 324
Canadian Dollar Index, see USDCAD

weekly
Candlestick 300
Candlestick reversals 302
Capital Asset Pricing Model (CAPM) 5,

53, 242
Caremark Corporation weekly – falling

wedge 124–6
Carry strategies 14, 320–1
Chaos Theory 5, 161, 178, 247
Charting 199–206
Chicago Board Options Exchange SPX

Volatility Index (VIX) 44, 54
Chicago Board of Trade 68
Chinese Yuan 14
Choice

of market to trade 310–11
of trading technique 315–18

Cisco Systems weekly – falling wedge
126

Citigroup weekly with volume – double top
116–17

Close-to-the-money call option 325
Clustering 54, 55
Cognitive dissonance 25, 28–33, 41, 110
Commodities Research Bureau (CRB) Index

294–5
Commodity fundamentals 342
Commodity Trading Advisor

(CTA) 331
Conditional independence 240–1
Conoco Phillips weekly

and Bollinger Band Width 316–17
daily and slow stochastics 317–18

Constant P&L 314
Continuous systems 333
Copper

monthly and Bolinger Band Width
190–1

Point and Figure 10 x 3 200–2
Corrective waves 173
Currency carry trade 320
Currency fundamentals 342
Currency overlay manager case study

367–72

Cycles 5
Cyclical fractal Bollinger Band Width

300–2

Data fitting 282
Data mining 282
Day trader case study 376–7
Delta 263–4, 271, 272, 273
Delta neutral 271, 272
Delta on the option 323, 324
Demand curve 45–7
Denial 31, 33
De Niro 265
Dennis, Richard 225
Descending triangles 86–8
Directional Movement (DM) 194–5
Directional Movement Indicator (DM)

193–4, 195
Direction of the market 18
Dirty float 14
Dirty Harry 265
Discretionary market trading 14
Dispersion of market 58
Divergence 212–17
Doji 131–6
Donchian channels 225–37
Dot com bubble 27, 31, 110
Double tops and bottoms 113–18
Dow Jones Industrials 44, 47, 155–9, 345

monthly and standard deviation 64–5
yearly – logarithmic scale 157–8

Downtrend resistance 414
Downtrend support 415–16
Dow Theory 5, 80, 172, 286
Duration overlay manager case study

372–3
Dye, Tony 27

East India Company 66
Eckhardt, William 225
Economists and fundamentalists 359–63
Efficient market hypothesis 6
Ego 34
Elliott cycle 305
Elliott Wave International 157, 162, 163
Elliott Wave Principle 53, 75, 161–78
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Index 421

Elliott Wave Theory 5, 63, 169–71,
300, 303

advantages and disadvantages 171–3
consolidation pattern 134
corrective waves 173
impulsive waves 173
overlap 173–5
rising wedge 124
theoretical basis 175–7
third of a third and third waves 169–71
triangle in 80, 88, 89, 90
vs Chaos Theory 247

Engulfing pattern 136–9
Enron weekly 98–101
Equilibrium price 45–8
EURGBP

daily 167–8
monthly – classic ascending triangle

81–5
weekly and 25-delta risk reversal

268–70
Eurodollar futures contract weekly and slow

stochastics 216–17
Eurodollars 215
Euro to the US dollar exchange rate,

see EURUSD weekly
EURUSD daily

moving average envelopes 180–1
time fractal 304–5

EURUSD monthly
and Bollinger Band Width 313
trend following 315

EURUSD weekly
Bollinger Bands 186–7
Bollinger Bands and Band Width 187–8
and Bollinger Band Width 303–4
classic symmetrical triangle 88–9
historical volatility vs standard deviation

60–2
implied volatility 56
MATE weekly 277–8
moving average envelopes 181–2
Nerve Index weekly 257–9
rate of change 208–9
time fractal 248–9, 314
trend exhaustion and 323

Trend Following Performance Indicator
(TFPI) 287–8

and Volatility Smile Index 267
vol of vol 65–6

Exchange Rate Mechanism 312
Expiry date of an option 253
Extend U-shaped recovery 111

Fair value 340
Falling wedge 124–7
Federal Reserve 215
Fibonacci calculations 164
Fibonacci numbers 283
Fibonacci Sequence 175–6
Flags 95–101

pennants 97–101
Flexible game plan 165–9
Forecasting 23, 24–5
Foreign exchange markets 6–7
Four-week rule 227
Fundamental Equilibrium Exchange Rates

(FEER) 337
Fundamental market analysis 3, 4, 39
Fundamental models 341–2
Fundamentals 334
Fund of funds products 318

Game Theory 36
Gamma 270–3

short 324
Gann Analysis 5
Gap theory 303
Gazza 265
GBPCHF Point and Figure 0.005 x 3

202–4
GBPUSD

Purchasing Power Parity 339
weekly and relative value volatility 57–8

Generalised Auto Regressive Conditional
Heteroskedasticity (GARCH) 54

Genetic algorithmic models 239
Globalisation 66
Gold

standard 90–1
as symmetrical triangle 90
weekly – classic symmetrical triangle

90–1
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422 Index

Golden Ratio 177
Goldman Sachs 312
Google 47

weekly – Bollinger Bands and Band
Width 188–9

Gould, Jay 120
Great Crash 36
Greater fool theory 38
Greenspan, Alan 91
Gross domestic product (GDP) 22

Hammer bottom 129, 139–40
shooting star 140

Hanging man 140–1
Head and shoulders 103–13

reverse 109–13
Historical volatility 50–3, 336
Honeywell International Inc

weekly candle 138–9
Horizontal resistance 412–13
Horizontal support 411–12
House price inflation 348
Hume, David 66
Hungarian Forint 14
Hurst Exponent 247–9

Implied volatility 55–7
Implied volatility curves 253–9
Impulsive waves 173
Indian Nifty daily – rising wedge 120–1
Information Ratio 309
Initial public offerings (IPOs) 31–2, 120
Interest rate/bond fundamentals 342
Internal trend lines 409
Investor vs trader 309–10

Japanese candlesticks 5, 129–41
Japanese candlestick uncertainty

139–41
JC Penney 350
Johnson & Johnson 353
JP Morgan 120, 200

Keene, James 120
Keltner Channels 183–4
Keynesian liquidity trap 348

Keynes, John Maynard 34–7, 54, 123
Koh’s Corporation 350

Leading Indicator – Dow Jones Industrials
346–7

Leeson, Nick 26, 33
Limit moves 232
Livermore, Jesse 199–200
Long-only equity fund manager case study

382–4
Long strangle

case for 329–31
strategy 326

Long Term Capital Management (LTCM)
26, 33, 85

Long volatility strategy 319

Macy’s Inc 350
Managed float 14
Mandelbrot, Benoit 54
Market maker case study 384–6
Market price 39–40
Market psychology 84
Market psychology cycle 74–6
Marking to model 21
Mark to market 21
Markov chains 239–47
Martingale system of money management

284–5
Mask, the 265
McDonald’s Corporation (MCD)

weekly – old high range 154–5
Merck & Co. (MRK) 353

monthly and volume 149–50
Mexican peso 126
Microsoft 101–3
Momentum divergence 302
Momentum indicator 213
Moving Average Convergence/Divergence

indicator 275
Moving average envelopes (MAEs)

179–84, 226, 276
variations 183–4

Moving averages 179–80, 275–6, 333
MSFT 101–3
My MATE (Moving Average Trading

Environment) 275–9
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Index 423

Nasdaq Composite Index – moving average
envelopes 183

Nash equilibrium 36
National Stock Exchange of India 120
Neural network models 239
Nifty daily – rising wedge 120–1
Nikkei 225 index 395–6
NOKSEK weekly – old high range 152–4
Non-continuous systems 333
Non Farm Payroll number 69
Northern Rock 33, 101

daily – classic pennant 97–8
Norwegian Krone Index (NOK)

and ATR weekly 233–4
see also NOKSEK weekly – old high

range
NZDJPY daily

classic flag 95–7
classic rectangle 92–3, 334–5

OEX Index
and ATR weekly 234–5
monthly with volume 144–5
monthly and Williams %R 220–2
weekly and Williams %R 222–3

Optimisation of parameters 282–3
Option skews 263
Options trader case study 377–80
Option strange selling 325–9
Option strategies 321–31

trend exhaustion 321–4
Organisation for Economic Co-operation

and Development (OECD) 345
Organisation of the Petroleum Exporting

Countries (OPEC) 215
Orthodox pattern recognition 79–127, 172
Out-of-the-money call option 325

P&L 314
Pattern recognition 5
Pennants 97–101
Personal will 41
Pfizer Inc 353
Phi 177
Phillips & Drew 27
Plaza Accord 109

Point and Figure (P&F) technique 5, 79,
199–206

Position sizing 230, 231, 311–15
Price discovery 20–1
Price maker 20
Price pattern market analysis 177
Price taker 20
Price zone 84
Private swing trader case study 365–7
Procter & Gamble weekly – classic

ascending triangle 85–6
Profit maximisers 6, 7
Psychology

cycle 74–6
of range-trading regime 71–3
of trending regime 73–4

Purchasing Power Parity (PPP) 337, 338,
339

Put/call parity 262

Quantitative analysis 5
Quantum Fund 312

Range, definition 15
Range trading 15, 149, 270–3
Range-trading models 239
Range-trading regime, psychology of 71–3
Rate of change 360
Rate of change indicator (ROC) 207–12
Rationality 40–1
RBS Regime Switching Model based on

Markov Chains 246–7
Reaction low 114
Real Effective Exchange Rates (REER)

337
Rectangles 91–5
Relative interest rate spreads 356–7
Relative Strength Index (RSI) 193
Relative value volatility analysis

57–8
Relative volatility analysis 57–8
Resistance zone 84
Reverse head and shoulders 109–13
Rising wedge 119–24
Risk budgeting 318–19
Risk reversal 262, 269
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424 Index

Risk-to-reward ratio 325
Risk-taking 11–12
Rothschild, Lord 37–8, 106
Round numbers 155–9

S&P 500 Index 132, 133, 146, 147,
148, 349

and Bollinger Band Width 349–50
CNX Nifty 120–1
doji trading range 132–4
monthly – rate of change 209–10
reverse head and shoulders 109–11,

112–13
supply/demand index 402–3
US Homebuilders sector 349, 350
weekly and volume 146–9

Sector rotation and relative value 343–57
relativity and trending behaviour

343–56
Self-fulfilling prophecy 343–4,

345, 408
Selling power 41
September 11, 2001 147–8
SGDJPY

and Bollinger Band Width 307–8
hourly 308

Sharks 83
Sharpe Ratio 309
Short gamma 324
Short strangle strategy 326–7
Short theta 325
Short volatility strategy 319
Singapore dollars priced in Japanese yen,

see SGDJPY
Skews 266, 268–70
Smith, Adam 66
Socionomic Institute 158
Socionomics 130, 157
Soros, George 312
Spinning top candlestick 300
Spread of market 58
Standard deviation 58–60
Standing orders 83
Starbucks Index 337
Stock broker case study 386–7
Stock fundamentals 342

Stoller Average Range Channels (STARC)
Bans 236, 237

Stop hunting 83
Stop-loss order 82–4
Strong hands 112
Structural fractal 300
Style diversification 318–19
Supply curve 45–7
Supply and demand 45–8
Supply/demand index 303, 305,

397–403
Symmetrical triangles 88–91
Systematic market trading 14

Tape readers 199
Tech bubble 39
Technical analyst case study 380–2
Technical market analysis 3–5, 39, 162
Technomonic analysis 390–4
Tesco weekly – classic rectangle 93–5,

344–5
Theta 254

effect 328–9, 331
short 325

Time decay, see Theta
Time fractals 395–7
Time value effect 331
Trader vs investor 309–10
Trading pits 68–70
Trading regime analysis 310

for the long term 16–17
Trading regime analyst 18
Trading Regime Indicator (TRI) 64, 191,

291–5
Trading regimes 14–16
Traditional technical analysis techniques

16
Trend, definition 15–16
Trend exhaustion 16, 63–5
Trend following 5, 331–6

diversification 332–3
long term 332
models 239
strategies 9–13, 14
volatility breakdown 334–6
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Index 425

Trend Following Performance Indicator
(TFPI) 281–9, 403

Trending regime, psychology of
73–4

Trend lines 5, 407–9
Trend mode 15
Triangles 80–91

ascending 81–6
descending 86–8
expanding 101–3
symmetrical 88–91

True Range 194, 231, 232
Turtle Type System 225–6, 227–30, 234,

276, 291, 352

Uptrend resistance 413–14
US 10-year Yield Weekly – doji trading

range 135–6
USDCAD monthly – doji trading range

134–5
USDCAD weekly 158–9

and Bollinger Band Width 307
and RSI 214–16

USDCHF
monthly – Turtle type system

229–30
weekly – Turtle type system

228–9
US Department Stores sector 350

and MA Envelopes 351
USDJPY

daily – A–B–C range trade 173–5
daily and STARC Bands 236–7
weekly – classic descending triangle

87–8
USDMXN monthly – falling wedge

126–7
US Dollar Index

Structural Supply Demand Index
399–400

Supply/Demand Index 400–2
US Dollar Index future (DXY) 300
US Dollar Index monthly 302
US Dollar Index weekly 148

classic head and shoulder 105–9
standard deviation 62–3

US Dollar spot index 300
US Gross Domestic Product – Dow Jones

Industrials 345–6
US Industrial Production Index and MA

Envelopes 360–1
US Investment Bank Sector weekly

118–19
US Long Bond 47
US Pharmaceuticals

relative daily 355–6
relative monthly and MA Envelopes

353–5
US Treasury

10-year Yield and ADX 195–7
10-year Yield weekly 292–4
2-year Yield monthly – rate of change

211–12
30-year Bond future 70–1

Value investing 336–41
Value strategy 14
Value style of investment 318
Variable P&L 314
VIX Index 44, 54
Volatility 13, 15, 42, 43–76, 356

defined 48–50
forecasting 54
historical, calculation 50–3
implied 55–7
probability of 18
vs price expansion and contraction

60–3
Volatility analysis 17, 310
Volatility breakout trade 303,

304, 336
Volatility conditions 18, 319, 320
Volatility smile 261–74
Volatility Smile Index (VSI) 266–7
Volume 143–59

analysis 89
considerations 303
increasing on breakouts 144–5
spikes after trending moves

145–50
Vol of vol 65–6
V-shaped recovery 110–11
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Wave Principle 173
Weak hands 112
Wedges 119–27

falling 124–7
rising 119–24

Weekly rule 227
Williams %R 219–23, 302

World Cup of Trading Championship
219–20

Zell, Sam 32–3
Zone of extreme excitement 255–6
Zone of extreme relaxation

255

Index compiled by Annette Musker
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