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ABC:
buy signal, 311
correction, 219
trend resumption day, 425

Algorithms, 44
Amazon, 258
Andrew’s Pitchfork, 235
Apple (AAPL):

micro trend lines in strong
trends, 259

signal bars, 136–140

Baidu, Inc. (BIDU), 114
Bar basics, 83–88
Bar counting basics, 33–34
Bear channels:

climactic bear breakout of
bear channel, 237–238

spike and channel trend, 342
Bear flags, 336
Bear markets:

bull channels in bull and bear
markets, 234

decline, substantial, 286
Bear micro channels, 250
Bear reversals:

bull flags, leading to, 147–149
strong, 32–33

Bear stairs, 433–434
Bear trends:

double top in strong bear days,
411–413

generally, 284–285
lows in, 282
strong, 282–283

Big trend bars, 115–116

Brain scan images of traders, 22
Breakout mode in first hour,

188–189
Breakouts, 77–82

bull trends, 281–282
channels, 226–229, 235–238
failed breakouts of micro trend

lines, 257–258
failed channel breakouts,

232–233
failed micro channel

breakouts, 256
failure of, 64
and gaps, 61
generally, 37–38
illustration, 80–81
late, 381
likelihood of, 28–30
to low, 285–286
micro channels, 252–253
reversals, 270–271
trading ranges separated by,

371–372
trending trading range days,

late breakouts, 381
Broad channel trend, 431–436

characteristics, primary, 431
Bull channels, 219–227

in bull and bear markets,
234

spike and channel trend, 329,
331–332

Bull flags, 336
bear reversals leading to,

147–149
Bull micro channels, 251–253

Bull reversals:
best bull reversal bars, 89–90
strong, 31–32

Bull trends:
breakouts, 281–282
gaps, 310–313
generally, 284–285
micro trend lines in, 266–267
small pullback trends, 385
strong, 283–284, 335
strong trend day, GS, 300–306
swing trades, 294–295

Candle charts, 5, 12
Candle patterns, 83–88

Japanese names, 86–87
CBS, 46
Channel day, spike and channel

trend, 349
Channels, 77–78

bear channels, 237–238
breakouts, 226–229, 235–238
bull channels, 219–227
bull channels in bull and bear

markets, 234
climactic bear breakout of

bear channel, 237–238
climaxes, 224
failed channel breakouts,

232–233
formation, during, 220
generally, 191
limit orders, entering on,

245–248
measured move, breakouts

and, 235–236
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442 INDEX

Channels (Continued)
nested channels, 230–231
overview, 219–248
pullbacks, 247
rallies, 228–229
reversal attempts, 242–243
reversals at lines, 239–241
scalpers, 243–244
small bars, 243–244
spike and channel trend, 328,

349
trend channel lines creating,

202, 204–205
Charts:

candle charts, 5, 12
defined, 276
Depression Era, 7
importance of, 15–16
World War II, 7

Cisco Systems (CSCO), 4, 287
Climactic reversals, 103
Climaxes, 59–75

channels, 224
consecutive, 352–354
exhaustive, 283
larger corrections after, 333
spike and climax, 357–358
two-bar reversal buy climax,

131–133
Close of the bar, importance of,

169–172
common problems, 169–170

Common trend patterns. See

Trend patterns, common
Computers, 48

programs, reversal bars, 93
Consecutive climaxes, 352–354
Consecutive trend bars in a

trend, 182–183
Context, outside bars, 163–165
Continuation signals, 84
Costco, 17
Countertrends, 36

spike and channel trend,
328–329, 331–332

trades, 91
Crashes:

common nature of, 23–24

concerns regarding, 23
1987, 55
2009, 55

Depression Era, charts from, 7
Doji bars, 59–75

good setups, 144
Hammer doji bar, 136
imperfect nature of, 66–67
intraday dojis, 68
one-bar trading ranges, 141
series of, 65–66
small bars, 105
trending dojis, 69–70

Double bottom and gap up,
355–356

Double top in strong bear day,
411–413

Dow Jones & Company, 47–48
Dow Jones Industrial Average:

generally, 7
micro trend lines when Dow is

down 700 points, 263–265
trend lines, 199

Edwards, Robert D., 5, 8–9
Elliott Wave Theory, 53, 319
EMA. See Exponential moving

average (EMA)
Emini, 171–172

gaps, 310
micro channels, 255
SPY, similarity to, 174

Emini Nasdaq 100, 173
Entry bars, outside bars as,

166–167
ETFs. See Exchange-traded funds

(ETFs)
Example of how to trade,

289–306
approaches, 289–291

Exchange-traded funds (ETFs),
173–175

Exhaustion bars, 106
big trend bars, 115–116

Exponential moving average
(EMA), 11–12

Extreme trends, 55–57

Fade, 36
Fibonacci retracements and

extensions, 53, 86
First bar on gap day pointing to

trend’s direction, 402–403
First hour:

reversals, 122–123
weakness of trend starting

after, 375–376
First pullback in strong trend,

390–391
5 minute chart, 15 minute

reversal on, 117–118
close of the bar, 169–170

5 minute ii pattern, 109
Four-legged pullbacks, 51, 56

Gambling, 21–22, 47
Game theory, 20–21
Gaps, 61

bull trends, 310–313
first bar on gap day pointing to

trend’s direction, 402–403
leading to trends up or down,

400–401
Gap spike, 349
Gap test after gap up, 426
Gap up and double bottom,

355–356
Greenspan, Alan, 39
GS, 182–183

strong trend day, 297–306

Half size trading, 295
Hammer doji bar, 136
Head and shoulders using trend

channel line, 203
Hedge fund managers, 287
HFT. See High-frequency trading

(HFT)
Higher time frame (HTF) charts,

44
High-frequency trading (HFT),

38, 45–50
trend channel lines, 213

High tick of the day, open on,
404–405

Horizontal lines, 269–273
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HTF charts. See Higher time
frame (HTF) charts

IBM, 344–345
ii pattern, 109, 126
ioi pattern, 161–162
iShares MSCI Brazil Index Fund,

187
Inertia, 49–50
Infosys Technologies (INFY),

203
Initial trading range, trending

trading range days, 366–367,
377–380

Inside bars, 107–108
Institution:

controls by, 43
independent trading by, 39
use of term, 3

Institutional clients, 48–49
Intraday dojis, 68
Inverse charts, 173–175

Japanese names, candle patterns,
86–87

Jennings, Ken, 3

Kasparov, Gary, 3

Larger inside bars, 109
Large trend bars, 109–110
Late entries, 181–183
Legs, defined, 276
Lehman Brother Holdings (LEH),

129–130
Lexicon, 47–48
Limit orders, 331

channels, 245–248
Liquidity, defined, 49
Losses, reason for, 292

Magee, John, 5, 8–9
Martingale techniques, 22–23
Mathematical analysis, 3–4
Mathematical bases, 59
Maximizing profits, 6
Measured move, breakouts and,

235–236

Micro channels, 249–267
bear micro channels, 250
breakouts, 252–253
bull micro channels, 251–253
failed breakouts, 256
failed breakouts of micro trend

lines, 257–258
micro trend lines as trend lines

on smaller time frames, 262
micro trend lines in a bull

trend, 266–267
micro trend lines in strong

trends, 259–261
micro trend lines when Dow is

down 700 points, 263–265
pullbacks, 253–254
trend lines, 255–256

Micro double pattern, 106, 142
Micro double top, 106
Microsoft, 17–18
Micro trend lines:

in a bull trend, 266–267
in strong trends, 259–261
as trend lines on smaller time

frames, 262
when Dow is down 700 points,

263–265
Midday sideways action, 424
Missed entries, 181–183
Mobile Telesystems (MBT), 202

Nested channels, 230–231
News and trading, 14–19
Nontrend bars, 60
No tail, bars with, 134–135

OCO. See One cancels the other
(OCO)

One-bar bear flag, 141–143
One cancels the other (OCO), 13,

36
Open pullback trends:

characteristics, primary,
383–384

double top in strong bear day,
411–413

first bar on gap day pointing to
trend’s direction, 402–403

first pullback in strong trend,
390–391

gaps leading to trends up or
down, 400–401

high tick of the day, open on,
404–405

reversal after trend from the
open, 406–407

strong first bar trapping traders
in wrong direction, 397–399

weak setting, strong trends
with, 408–410

Outside bars, 105, 155–167
context, 163–165
as entry bars, 166–167
ioi pattern, 161–162
in middle of trading range, 156
strong moves, 157
tricky nature of, 159–161
with-trend outside bar, 156–157

Overlap, 92, 228–229

Parabolic micro channel, 346–348
Parallel, trend lines creating,

199–200
Patterns, 38

evolution, 185–189
Predatory trading, 47–48
Price action:

bar basics, 83–88
breakouts, 77–82
candle patterns, 83–88
climaxes, 59–75
close of the bar, importance of,

169–172
doji bars, 59–75
exchange-traded funds (ETFs),

173–175
exclusive trades on, 10
extreme trends, 55–57
generally, 7
high-frequency trading (HFT),

38, 45–50
importance of, 11
inverse charts, 173–175
lack of change, 8
late entries, 181–183
missed entries, 181–183
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Price action (Continued)
outside bars, 155–167
overview, 35–53
pattern evolution, 185–189
reading, best way, 53
reversals, 77–82
second entries, 177–180
setups, 83–88
signal bars, 83–153 (see also

Signal bars for detailed

treatment)
spectrum of, 55–57
tests, 77–82
trading ranges, 77–82
trend bars, 59–75
when considered, 12

Profit taking, 281
Pullbacks:

allowing, 295
channels, 247
defined, 61, 276
first pullback in strong trend,

390–391
four-legged, 51, 56
generally, 77, 278–279, 281–282
large, 285
micro channels, 253–254
no pullbacks meaning strong

trend, 316–317
open pullback trends, 383–413
open trend days, 388
small pullback trends, 383–413
spike and channel trend,

following, 326–327
strong trend day, GS, 300–302
three-legged, 56
two-legged, 45, 51–52, 56, 139

Rallies, channels, 228–229
Reversal bars, 89–100

bear reversals, 32–33, 147–149
bear trends, 92
big tail and small body, 96–97
bull reversals, 30–31, 89–90, 93
computer programs, 93
continuation setups, 114
countertrend trades, 91
failure, 106

first hour reversals, 122–123
one-bar bear flag, 141–143
overlap, 92
strong two-bar reversals,

129–130
three-bar reversals, 118–119
trading range, 94–95
two-bar reversal buy climax,

131–133
two-bar reversals, 118–121
unconventional, 98
weak reversal bars, 150–151

Reversal day, 415–421
characteristics, primary,

415–416
smaller time frames, strong

trend entries on, 421
strong trends, failure, 417–418
trending trading range days,

beginnings as, 419–420
Reversal patterns, 101–107

climactic reversals, 103
exhaustion bar, 106
micro double pattern, 106, 142
micro double top, 106
outside bar, 105
reversal bar failure, 106
second reversals, 179–180
shaved bar, 106
small bars, 105
three-bar reversals, 104
trend bars, 106–107
two-bar reversals, 102–104

Reversals, 77–82
breakouts, 270–271
channels, reversal attempts,

242–243
channels, reversals at lines,

239–241
failures of trend days, 314–315
open pullback trends, 384,

406–407
small pullback trends, 384
spike and channel trend, 328
trend channel lines, 211–212
trend resumption day,

427–428
two-bar, 79

Reversal signals, 84–85
entry-level reversal set-ups, 85

Scalpers, 44–45, 293
channels, 243–244

Second entries, 177–180
Second reversals, 179–180
Sequence of books, 24–26
Setups, 83–88
Shaved bar, 106
Shrinking stairs, 436
Signal bars, 83–153

all bars in a channel, 107–153
big trend bars, 115–116
bull flags, bear reversals

leading to, 147–149
continuation signals, 84
examples, 136–140
first hour reversals, 122–123
5 minute ii pattern, 109
minute chart, 15 minute

reversal on, 117–118
good setups, 144–146
ii pattern, 109, 126
inside bars, 107–108
larger inside bars, 109
large trend bars, 109–110
no tail, bars with, 134–135
one-bar bear flag, 141–143
overlap, 92
reversal bars, 89–100, 114
reversal signals, 84–85
shaved bars, 152–153
small bars, 108–113
small inside bars, 108
strong trend bars, 101
strong two-bar reversals,

129–130
three-bar reversals, 118–119
tiny bars, 124
trend bars, 109–110
two-bar double bottoms and

tops, 127–128
two-bar reversal buy climax,

131–133
two-bar reversals, 109–110,

118–121
typical buy, 88
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weak reversal bars, 150–151
60 Minutes (TV show), 46

Small bars, 108–109
reversal patterns, 105

Smaller time frames:
charts, close of the bar,

171–172
strong trend entries on, 421

Small inside bars, 108
Small pullback trends, 383–413

bull trend day, 385
characteristics, primary,

383–384
double top in strong bear days,

411–413
first bar on gap day pointing to

trend’s direction, 402–403
first pullback in strong trend,

390–391
first trend line break, failure of,

396
gaps leading to trends up or

down, 400–401
small pullback trend day,

392–395
strongest type of trend, 395
strong first bar trapping traders

in wrong direction, 397–399
weak setting, strong trends

with, 408–410
Small signal bars, 108–113
SPDR S&P ETF (SPY), 173
Spike and channel trend:

bear channels, 342
bear flags, 336
bear spikes, 335–336
bull channels, 329, 331–332
bull flags, 336
channel day, 349
channels, 328
characteristics, primary,

325–326
common nature of, 344–345
consecutive climaxes, 352–354
countertrends, 328–329,

331–332
every day occurrences,

341–343

gap spike, 349
gap up and double bottom,

355–356
overlap between adjacent bars

and trend bars, 334–335
pattern, 334
pullback following, 326–327
and reversals, 328
spike and climax, 357–358
steep channels as spikes, 350
steep, parabolic micro

channel, 346–348
strong bull trends, 335
strong trends, 329–331
strong vertical moves as, 333
three pushes in, 337–340
timing, 327
trending trading range days,

360
vertical channels, 332–333
wedge reversals, failure of,

336–337
Spike phase, 37
Spikes, 279–281

bear spikes, 62
bull spikes, 279–280
generally, 77
open pullback trends, 387
small pullback trends, 387

SPY, 173
Emini, similarity to SPY,

174
triple witching days, SPY

adjustment, 175
Stairs, 431

accelerating into a strong
trend, 435

bear stairs, 433–434
characteristics, primary, 432
shrinking, 436

Standard & Poor’s cash index,
333–334

Statistics and trading, 46–47
Steep channels as spikes, 350

channel following long after
spike, 351

Steep, parabolic micro channel,
346–348

Stock market crashes. See

Crashes
Stop orders, 86
Strength, signs of, 307–317. See

also Strong trends
Strong moves, second entries,

179–180
Strong trend bars, 101
Strong trend days:

GS, 297–306
trading difficulties, 387–388

Strong trends:
characteristics of, 26–28,

307–308
fading, 272–273
micro trend lines in strong

trends, 259–261
Strong two-bar reversals,

129–130
Swing highs, 280
Swing points, 269–73
Swings and weak setups, 298
Swing trades, bull trends,

294

Technical Analysis of Stock

Trends (Edwards and
Magee), 5

Television analysts, 13, 40–41
on channels, 225

Television, use of term
institution, 3

Tests, 77–82
illustration, 80–81

Three-bar reversals, 104,
118–119

Three-legged pullbacks, 56
Three pushes in spike and

channel trend, 337–340
Ticks, 36–37

high tick of the day, open on,
404–405

and pullbacks, 52
reason for movements,

41–42
Tight trading range, trend

resumption day, 427–428
Tiny bars, 124
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446 INDEX

Tradeworx, 46
Trading ranges, 77–82

illustration, 80–81
reversal bars, 94–95
trend transforming into,

75
Trend bars, 59–75, 106–107,

109–110
bear trend bars, 65
bull trend bars, 63–64
and buying pressure, 65
critical nature of, 62–63
ideal trend bar, 63
large bear trend bars, 73–74
trading range, trend

transforming into, 75
without a trend, 71–72

Trend channel lines, 209–218
creating a channel, 202,

204–205
final flag, scope of, 215–216
head and shoulders using,

203
high-frequency trading (HFT),

213
lengthy, 217–218
reversals, 211–212
testing, 214
wedge shape, 210

Trending dojis, 69–70
Trending trading range days,

359–381
another trading range, initial

trading range presages,
377–378

average daily range, 366–367
breakouts, trading ranges

separated by, 371–372
characteristics, primary, 359
example, 364–365
first hour, weakness of trend

starting after, 375–376
initial breakout, 363
initial trading range, 366–367,

377–380
late breakouts, 381
opening trading range, 360–361

spike and channel trend, 360
trend, creation of, 368–369
two-sided trading, 362
two-sided trading in a trend

day, 373–374
yesterday, first trading range

can form, 370
Trend lines. See also Trend lines

and channels
channel, trend channel lines

creating, 202, 204–205
discussion, 195–207
head and shoulders using trend

channel line, 203
highlighting, 192–193
importance of, 197–198
monthly trend lines, 199–200
parallel, creating, 199–200
repeated testing of, 196,

206–207
Trend lines and channels,

209–218
channels, discussion, 219–248
discussion, 195–207
horizontal lines, 269–273
micro channels, 249–267
overview, 191–193
swing points, 269–73
trend channel lines, 209–218

Trend patterns, common:
broad channel trend, 431–436
introduction, 323–324
opening range, 324
open pullback trends, 383–413
reversal day, 415–421
small pullback trends, 383–413
spike and channel trend,

325–358
stairs, 431–436
trending trading range days,

359–381
trend resumption day, 423–430

Trend resumption day, 423–430
characteristics, primary, 423
gap test after gap up, 426
midday sideways action,

424

reversal, 427–428
several days, trend resumption

after, 430
tight trading range, 427–428
trend resumption, generally,

429
Trends:

bear trends (see Bear trends)
bull trends (see Bull trends)
and certainty, 279
defined, 275
example of how to trade,

289–306
introduction, 275–306
maturing of, 282
opposite trends, 276–77
presence of on computer,

275–276
recognition of existence,

importance of, 277
spike phase, 279–281
steepness, 276
strength, signs of, 307–317
strong, 277–278
strong trend day, GS, 297–306
swing highs, 280
trending trading range

days, creation of trend,
368–369

two legs, 319–321 (see also

Two-legged moves;
Two-legged pullbacks)

weakening, 309
Triangles, 219
Triple witching days, SPY

adjustment, 175
Two-bar double bottoms and

tops, 127–128
Two-bar reversals, 79, 102–104,

109–110, 118–121
and bottom of moving average,

104
strong two-bar reversals,

129–130
Two-legged moves, 56, 320
Two-legged pullbacks, 45, 51–52,

56, 139

htt
p:/

/w
ww.pb

oo
ks

ho
p.c

om



P1: OTA

JWBT576-IND JWBT576-Brooks October 18, 2011 1:38 Printer: Donnelly

INDEX 447

Two legs, 319–321, two–legged
pullbacks. See also

Two-legged moves
smaller legs, each legs made

of, 321
Two-sided trading in a trend day,

373–374

Uncertainty:
constancy of, 14–15
generally, 13

Vertical channels, 332–333
Volatility, high level of, 287
Volume:

controls, 42
substantial, 44–45

Weak reversal bars, 150–151
Weak setting, strong trends with,

408–410
Weak trends, starting after first

hour, 375–376

Wedge reversals, failure of,
336–337

Wedge shape, trend channel
lines, 210

Woods, Tiger, 8
World War II, 7

Yahoo!, 17–18
Yesterday, first trading range can

form, 370

Zero-sum game, trading as, 13
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