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5-day Moving average of Arms Index (AI), 168
10-day Moving average of Arms Index (AI),

170
13-day Ease of Movement Indicator, 152
13-day Weighted moving averages, 156
21-day Moving average of Arms Index (AI),

171
34-day Weighted moving averages, 156

Abbott Labs, 84, 85
Abercrombie & Fitch, 126–127
Accumulations, 146

widths of, 147
zones of, 12

Active Power, 89
Advances end of, 125
Advance width vs. base widths, 146
Advisory letters, 48
Amazon, 125–126
Anadarko Petroleum:

daily chart of, 57
example of, 90
power boxes of, 91
weekly chart of, 57

Analytical tools, 13
Annotated Equivolume chart, 12
Anthropomorphism, 33
Anticipation, 36–37
Aquantive, 74
Arms Index (AI), 38, 165–171

calculation of, 166–167
example of, 167
making the charts more meaningful,

169–171

for short term trading, 169
Trading Index (TRIN), 38

The Arms Index (Arms), 167
Ascending trend line, 116
Asimov, Isaac, 29
Autozone:

chart of, 68, 69
example of, 67

Bar charts:
gaps on, 110
of General Motors, 9
typical, 40

Barron’s, 48, 166
Base width of, 12
Base widths vs. advance width, 146
Baxter International, 80–81
Bear market, 167
Blockbuster, 37
Boeing:

chart of, 128
countertrend moves in, 63
example of, 44, 104–106
plays in, 105

Boston Edison, 93
Bottoms:

projecting, 147
vs. tops, 24

Boxes. See also power boxes:
after exhaustion gaps, 112
big, as liquidation signal, 70
short and wide, 111–112, 176
very wide and tall, 175

Box widths variation in, 156
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Breakaway gaps, 68, 72
chart of, 111
defined, 110
Equivolume characteristics of, 113
vs. exhaustion gaps, 15
power boxes after, 112
what to do with, 114

Breaking support, 136
Breaking the trend line, 117
Breakouts, 15

energy on, 135
flags as buying entry point after, 97
pennants as buying entry point after, 97
rectangles as buying entry point after, 97
through resistance, 97

Breakthroughs, 84
Brokers, selection of, 50–51
Bull market, 167
Buying:

with market orders, 78
mechanics of, 13–16
with the move, 85–86
with pullbacks, 79–80

Buying entry point:
flags as, after breakouts, 97
pennants as, after breakouts, 97
rectangles as, after breakouts, 97

Buying in pullback phase, 86
Buying process, 14
Buys:

number of, in plays, 105
trailing stops after, 105
in W. R. Grace, 106

Buy signals, 37
pullbacks as, 15

Buy stop orders:
strategy of, 88–92
use of, 13

Carmax Circuit City, 89, 142–144
CEC Entertainment, 98
Champion Enterprises, 98
Changing trading characteristics, 18
Channels. See also trend lines:

consolidations in, 140
smaller, 141

Chaos theory, 53

Charting methods, 38
Charting services, 48–49
Chart of errors in pullbacks, 91
Chart of longer term of Johnson & Johnson, 83
Charts:

of breakaway gaps, 111
of descending stops, 89
of Dow Industrials, hourly, 55, 56
of Dow Jones Industrial Average, 176
of exhaustion gaps, 111, 113
of flags and pennants, 90
goal line analogy in, 84
in pullbacks, of errors, 91
of runaway gaps, 112
of trading range gaps, 111

Charts of specific companies. See also

examples of specific companies:
of Abbott Labs, 85
of Amazon, 125–126
of Anadarko Petroleum, daily, 57
of Anadarko Petroleum, weekly, 57
of Aquantive, 74
of Autozone, 68, 69
of Baxter International, 81
of Blockbuster, 37
of Boeing, 128
of Dupont, 123
of Electronic Arts, 125
of Enbridge Energy, 64
of FX Energy, 136
of General Electric, 79
of General Motors, bar, 9
of Geron, 37, 101
of Goldman Sachs, 124
of Google, 140, 141
of Harmonic, 146
of Intel, weekly, 45
of Johnson & Johnson, 82
of Johnson & Johnson, longer term, 83
of Kulicke & Soffa, 142
of Macrovision, 70
of Microsoft, 35, 65
of Sanderson Farms, 92
of Tidewater, 154
of Weight Watchers, 130
of W. R. Grace, one year, 58

CIT group, 100
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Citigroup, 97
Commission rates, 50
Companies, specific. See charts of specific

companies; examples of specific
companies:

Computer drawn charts, 43–45
Connecting the lows, 141
Consolidations:

in channels, 140
direction after, 115, 121
fractal nature of, 54
longer-term, 121
measuring the moves, 123
minor, 121–122
in moves, 103
shapes of, 122
types of, 121

Continuation patterns, 119, 131
Contrarian behavior, 30–31, 160, 171, 173
Cool headedness, 179
Countertrend moves, 63, 103, 121–122
Crossover signals, 157
Cycles, 65, 148–149, 174
Cyclical stocks, 64–65

Daily chart of Anadarko Petroleum, 57
Day stop order vs. open stop order, 90
Day traders, 54

transactions and profitability of, 60–61
Decimalization of prices, 51
Declines, end of, 126
Descending line trend, 126
Descending stops, 89
Direction after consolidations, 115
Discipline, 103, 179
Double tops, 117
Dow Jones Industrial Average, 55, 56, 176
Downside plays, 107
Downtrend:

close-up of two months, 164
longer term, within a very long-term

uptrend, 162
upper line in, 141

Dupont:
chart of, 123
example of, 117–118
exhaustion gaps, 122

Ease of Movement, 151–155
advantages of, 153–155
Ease of Movement Value (EMV), 152
oscillators, 152
timeliness of, 154
trend lines facilitated by, 152–153
warning from, 154

Ease of Movement line, 13–14, 38
Ease of Movement trend lines, 153
Efficient market hypothesis, 29
Electronic Arts, 125
Emotional decisions vs. logical decisions, 180
Emotional means, 52
Emotions, 30–31, 96
Enbridge Energy, 64
Energy in cycles, 174
Entry points, pullbacks as, 74
Equivolume charting, 10–11
Equivolume charts, 38, 39–45

advantages of, 41–42
annotated, 12
computer drawn, 43–45
day as time measure in, 42–43
longer term, 44
other time frames in, 45
trade frequency with, 127
typical, 42

Equivolume methodology, 8
ESignal quotation services, 49–50
Examples:

of Arms Index (AI), 167
of plays, 104–106
of short trades, 21
of short trading, 20–24, 25–26

Examples of specific companies:
Abercrombie & Fitch, 126–127
Active Power, 89
Anadarko Petroleum, 90
Autozone, 67
Baxter International, 80–81
Boeing, 44, 104–106
Boston Edison, 93
Carmax Circuit City, 89, 142–144
CEC Entertainment, 98
Champion Enterprises, 98
CIT group, 100
Citigroup, 97
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Examples of specific companies (Continued )
Dupont, 117–118
ExxonMobile, 72–75
Gannettt, 136–137
General Electric, 78
Geron Corporation, 100
IBM, 20–24
Johnson & Johnson, 82–83
Kohl’s, 93, 142–144
Microsoft, 34–35
Sanderson Farms, 92
Starwood Hotels, 117
Tidewater, 153, 155
Toll Brothers, 25–26
Weight Watchers, 129–130
W. R. Grace, 106
Xerox, 146

Exhaustion gaps, 70
boxes after, 112–113
vs. breakaway gaps, 15
chart of, 111, 113
defined, 110
Equivolume characteristics of, 113
identification of, 111–112
vs. runaway gaps, 112–113
trading in, 95
what to do with, 114

Exponential moving averages vs.
volume-adjusted moving averages,
155

ExxonMobile, 72–75

Failures and stop orders, 73
Fannie Mae, major trends in, 62
Financial planners, 51
Flagpoles, 122
Flags, 54, 119–131. See also wrong way flags

after breakouts as buying entry point, 97
buying above, 128
as confirmation the move is still continuing,

126
during declines, 125–126
with decreasing volume, 123–124
direction of, 98
and pennants, chart of, 90
rising stocks and, 122
stop buy order just above the top of, 128

and trailing stops, 129
typically, 122

Forecasting vs. observation, 165
Fractal effect on trading, 163
Fractal market nature, 53–56
Fundamental analysts, 180
Fundamentals, effect of, 30
FX Energy, 136

Gannettt, 136–137
Gaps. See also breakaway gaps; exhaustion

gaps; runaway gaps; trading range gaps:
during an advance., 114
on a Bar Chart, 110
defined, 109–110
identification of, 111–113
range gaps, 109–114
what to do with, 114

Gear shifting analogy, 69
General Electric:

chart of, 79
example of, 78
progressive stop orders in, 80

General Motors:
bar chart of, 9
Equivolume charting of, 10
example, 9–13, 17–18

Geron Corporation:
chart of, 37, 101
example of, 100

Goldman Sachs, 124
Good till canceled (GTC), 77, 87
Google, 140, 141
Graphing of stock action, 10

Harmonic, 146
Head and shoulders bottom, 118
Head and shoulders tops, 94, 117
Hourly chart of Dow Industrials, 55, 56
Humana, 116

IBM, 20–24
Identification of gaps, 111–113
Impatience, 63
Information vs. opinions, 48
Intel, 45
Intermediate term-swings, 163
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Internal dynamics vs. forecasting, 166
Inverted log scale, 169

Johnson & Johnson:
chart of, 82
chart of longer term, 83
example of, 82–83

Knowledge:
of yourself, 63–64
of your stocks, 64–65

Kohl’s, 93, 142–144
Kulicke & Soffa, 142

Lasting advances and strength indicator, 130
Lateral consolidations, 82–86
Limit buy, 81
Limit orders:

buying with, 78
defined, 87
and stops, 80–81

Liquidation, big boxes as signal, 70
Liquidity, 78
Logical decisions vs. emotional decisions, 180
Logical order placement of stop orders, 97–99
Longer-term consolidations, 121
Long positions, stop order movement in, 100
Long-term investors, 54
Long-term investors vs. short-term investors,

58–59
Long term trends, 163

Macrovision, 70
Major waves, 59
Margin accounts, 51
Market cycle, 174
Market direction. See also contrarian

behavior:
about, 159–160
intermediate term-swings, 163
longer-term view, 177
long term trends, 163
next larger waves, 161–164
observing, 160–161
shorter-term swings, 163
short-term view, 176

Market, fractal nature of, 53–56

Market orders, 79–80
buying with, 78
defined, 87

Market patterns, 161–162
Market psychology, 173–174
Market tops, 175–177
Market tops and bottoms, 173–177
Maximizing a profit., 102
Measuring effect, 127
Measuring gaps. See runaway gaps:
Measuring volume widths, 145–148
Memory, 133, 135
Mental stops, 87
MetaStock charting services, 49
Microsoft:

chart of, 35, 65
example of, 34–35

Minimizing losses, 99
Minor consolidations, forms of, 121–122
MKDS. See Arms Index (AI):
Money (minimum requirements for trading),

51–52
Moves spurts and consolidations in, 103
Moving average crossovers, 156–158

and trailing stop execution, 156
Moving averages:

5-day, of Arms Index (AI), 168
10-day, of Arms Index (AI), 170
21-day, of Arms Index (AI), 171

Moving stops higher, 100

Narrow tops, widths of, 147

Objectives development of, 148
Observation vs. forecasting, 165
Observers, on becoming, 34–35
Odds:

in bear markets, 19
of a continuation rather than a reversal, 126
with market direction awareness, 177
of a move out of a flag, 127
of a move out of any consolidation, 126
of a move out of a pennant, 129
stop-loss order effect on, 180
tools to improve, 25
of trend directions, 81

One year chart, 58
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Online trading, 49, 50
Open stop order vs. day stop order, 90
Opinions vs. information, 48
Oscillators, 152
Overhead resistance indicator, 101

Partial positions, 82
Patience, 103
Patterns, 30
Pennants, 119–131. See also flags; rectangles

after breakouts as buying entry point, 97
measuring effect after, 127
and rectangles, 127

Pixelworks, 107
Placement:

of stop buy orders, 104, 129
of stop orders, 96, 97–99, 148
of trailing stop-loss orders, 142–143

Plays:
basic rules of, 103–104
in Boeing, 105
buys, number of, 105
described, 104
downside, 107
example of, 104–106
vs. positions, 103–108
vs. trades, 16

Pogo stick market, 175
Positions vs. plays, 103–108
Power boxes, 30. See also boxes

about, 67–68
advances or declines announced by, 104
after runaway gaps, 112
in both directions, 72
described, 21
on the downside, 72–75
downside, 73
as first heavy-volume box, 69–70
identification and selection of, 71–72
introduced, 11
and resistance levels, 69
signals from, 65
strength indicator, 128
types of, 68–69
and volume, 68–69

Price movement, 28
Profits in Volume (Arms), 43
Profit taking, 17–18

Profit-taking stops, defined, 95–96
Profit taking with targets, 147
Progressive stop orders, 17, 80
Protecting the positions, 16
Protection:

with stop-loss orders, 180
trailing stops as, 129

Protective stop orders, 16
Psychohistorians, 29
Pullbacks:

buying after, 85–86
buying with, 79–80
as buy signal, 15
chart of errors in, 91
as entry points, 74, 83
with heavy volume, 122
during a long advance, 124
stock volume on, 11
and volume, 84–85

Purchasing decision for stocks, 77–79

Quantitative analysts, 180
Quick start for successful trading, 8
Quotation services, 49–50

Range gaps, what to do with, 114
RealMoney, 45
Rectangles, 119–131

after breakouts as buying entry point, 97
measuring effect after, 127

Rectangular consolidations, 129
References by author:

The Arms Index (Arms), 167
Profits in Volume (Arms), 43
Trading without Fear (Arms), 155–158
Volume Cycles in the Stock Market (Arms),

149, 151
Regular waves, series of, 161
Resistance levels:

breaking through, 134
defined, 11
and power boxes, 69
support becomes, 134

Resting phases, 131
Reversals, 119
Ripples, 61
Rising stocks and flags, 122
Round number avoidance, 97
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Runaway gaps:
boxes after compared to exhaustion gaps,

112
chart of, 112
defined, 110
Equivolume characteristics of, 113
what to do with, 114

Sanderson Farms, 92
Sayings and adages, 30–31, 33, 103
Second chances, 74
Second-guessing, 36, 102
Self-knowledge, 63–64
Selling short, 93, 98
Sell stop, 92–93
Series of regular waves, 161
Short and a long, 98
Short and wide boxes, 111, 176
Shorter term levels, 137
Shorter-term swings, 163
Short play, 107
Short positions, stop order movement in,

100
Short term trading, Arms Index (AI) for, 169
Short Term Trading Index. See Arms Index

(AI):
Short trades, 21, 23
Short trading, 19–26

argument for going, 19–20
example of, 20–24, 25–26

Sideways areas, investing in, 139
Sideways consolidation, 37, 75
Sideways moves and trending moves, 145
Sideways width and slope width, 147
Signals, 24

buy signals, 15, 37
crossover, 157
other signals for stop orders, 93–94
from power boxes, 65
wrong way flags in the move direction is

changing, 126
Slope width and sideways width, 147
Slowing uptrends, 143
Smaller waves, 60
Spurts in moves, 103
Square Equivolume entry, 101
Stair stepping, 15–16
Standard deviations vs. percentages, 96

Starwood Hotels, 117
Steepening uptrend, 143
Stock action, 10
Stocks:

knowledge of your, 64–65
longer-term direction of, 56
purchasing decision for, 77–79

Stock volume on pullbacks, 11
Stop buy order:

just above the top of the flag, 128
placement of, 104
placement on rectangular consolidations,

129
pullbacks as, 15

Stop limit orders to buy, defined, 87
Stop-loss orders, 22, 96

limitations of, 16
placement of, 128
protection with, 180

Stop market orders:
defined, 87
preference for, 88

Stop order placements and targets, 148
Stop orders, 65, 95–102

advantages of, 88
buying in pullback phase, 86
defined, 95–96
direction in long and short positions, 100
and failures, 73
immediate placement of, 96
logical order placement of, 97–99
moving up with, 80
other signals, 93–94
profit-taking stops, 101–102
progressive, 17
shorting with, charted, 93
trailing stops, 99–101
vs. trend line sales, 144
types of, 95–96

Stops:
and limit orders, 80–81
on the way down, 23

Stop sell orders, 16
Strategy of buy stop orders, 88–92
Strength indicator:

and lasting advances, 130
in power boxes, 128

Support becomes resistance, 134



JWPR057-Ind JWPR057-Arms October 18, 2007 13:9 Char Count=

194 INDEX

Support levels and resistance levels, 133–137
short term levels, 136–137

Swings, 161–162
Swing trading, described, 61–62

Targets:
profit taking with, 147
and stop order placements, 148

Tax-sheltered IRA accounts (IRAs), 51
Technical analysis, 27–31

advantages of, 29
discounting, 28–29
effect of fundamentals, 30
need for, 27–28

Technicians, 181
Temperament, 66
Thinly traded stocks, 44, 78, 81, 88
Tidewater:

chart of, 154
example of, 153, 155

Time frames, 45, 54–58
selection of, 65–66
value of recognizing, 56

Timeliness of Ease of Movement, 154
Toll Brothers, 25–26
Tools, selection of, 37–38
Tops:

vs. bottoms, 24
and bottoms, identification of, 115–119
double tops, 117
with head and shoulders, 117
projecting, 146
triple tops, 117

Touts/touting, 47–48
Trade frequency with Equivolume charts,

127
Trades:

vs. plays, 16
winning, 8–9

Trading:
fractal effect on, 163
minimum money requirements for, 51–52
into next larger waves direction, 161–162
self-knowledge, 63–64
time frame decisions, 62–63
time frame for, 52

Trading characteristics, 18

Trading Index (TRIN). See Arms Index (AI):
Trading legs, 129
Trading range gaps:

chart of, 111
defined, 109–110
Equivolume characteristics of, 113
identification of, 111

Trading without Fear (Arms), 155–158
Trading zones, 12
Trailing stop execution and moving average

crossovers, 156
Trailing stop-loss orders and placement with

trend lines, 142–143
Trailing-stop order, 101–102
Trailing stops, 16, 99–101

after buys, 105
defined, 95–96
and flags, 129
as protection, 129

Trending moves:
share-to-share relationship of, 145
and sideways moves, 145

Trend lines, 69, 141–142, 141
ascending, 116
breaking of, 117
and channels, 139–144
down trend, 141
facilitated by Ease of Movement plotting,

152–153
steepness of, 144
and stops, 142–143
trailing stop-loss orders placement,

142–143
uptrend, 141

Trend line sales vs. stop orders, 144
Trend rules, 103
Trends, identification of, 140–141
TRIN. See Arms Index (AI):
Triple tops, 30, 117

Upside-down flagpoles, 122
Uptrends:

and downtrend lines, 142
lower line in, 141
slowing, 143
steepening, 143

Up volume becomes down volume, 118
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Variation in box widths, 156
Very long-term uptrend, 163
Very wide and tall boxes, 175
Volume:

importance of, 39–40
and power boxes, 68–69
role of, 148–149
rules of, 103

Volume-adjusted moving average crossovers.,
156–158, 176

Volume-adjusted moving averages, 14–15, 38,
155

vs. exponential moving averages, 155
vs. weighted moving averages, 155

Volume change and exhaustion gaps,
116

Volume cycles, 38
Volume Cycles in the Stock Market (Arms),

149, 151
Volume cyclicality, 149
Volume direction, change in, 116
Volume-to-volume relationship, 130
Volume widths, measuring, 145–148
Volume x-axis, 155–156

Wall Street Journal, 48
Waves, next larger, 161–164
Weekly charts:

of Anadarko Petroleum, 57
of Intel, 45

Weighted moving averages vs.
volume-adjusted moving averages, 155

Weight Watchers, 129–130
Wide tops, 22
Wishful thinking, 63
W. R. Grace:

example of, 106
major waves in, 59
one year chart of, 58
ripples in, 61
smaller waves in, 60
three buys in, 106

Wrong way flags, 123–124
as signals the move direction is changing,

126

Xerox, 146

Zones of accumulations, 12
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