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collective behavior 305-6
conclusions 311-13
financial contagion 306-13
markets 2-3, 245, 303-13
Neu, Peter 214-15
New Concepts in Technical Trading Systems
(Wilder) 69
new market dynamics 1-11
Newmont Mining (NEM) 43-50, 71-5, 79,
280-1
news events 113, 114, 135-7, 141-4, 157-8,
213
Nicholas, Joseph G. 186-7
Nikkei 225 index 214, 308-9
‘noise’, financial markets 1-2, 4, 19, 37, 45,
221-3
NOK 173
nonalignments 40, 95-133
see also comparative quantile analysis
nonconfirmations
see also divergences
concepts 96-100, 102
Nordstrom (JWN) 131-3
normal distributions 138-42, 203, 21618, 221-5,
23940, 245, 267-9, 2734
see also standard deviations
normal phase, market behavior 42-3
NORMSINYV Excel function 268
NR?7 pattern 27-35, 120
NTRI 173
NVI see Negative Volume Index
NYSE 34, 292

OBYV see On Balance Volume
oceanographic studies 224-5
October 1987 market crash 7, 138, 141, 144, 157,
199, 213, 228, 245
Office Depot (ODP) 28-31
OHLC data 25-7, 40-2, 95
On Balance Volume (OBV) 59-64
see also volume
calculation formula 59
concepts 59-64
index variant 61

on-the-run arbitrage 185-7
see also arbitrage
open outcry model, concepts 16
opening price breaks
see also gaps
additional strength 174-5
concepts 164-9, 173-8
price reversals 173—4
opening price gaps
see also gaps
concepts 164, 170
opening range breakout 27-8, 34-5
option-writing strategies, regime shifts
229-32
options 161, 229-32
see also derivatives
regime shifts 229-32
‘selling or going short volatility’ 229
order books
electronic order books 16, 155-6
liquidity 15-16, 24-5, 156
OSG see Overseas Shipholding Group
OSI Pharmaceuticals (OSIP) 108-9
out of the money options, regime shifts
229-32
‘outlier’ events 37, 217, 241, 244-6, 297
see also crashes
output statistics, quality of data 37, 41-2
outside days 267
overhead resistance 31, 110, 198, 3068
‘overnight gap’ events 16, 244
overnight price breaks
see also gaps
concepts 16670, 244-6
overnight risk
see also gaps
concepts 2446
Overseas Shipholding Group (OSG) 79-81

P&L range, extreme trend days 16-35, 202
P/E (price-earnings) ratios 9, 2367
PAAS see Pan American Silver
pairs trading

see also relative value trades

concepts 187-92, 199
Pan American Silver (PAAS) 174, 280-1
Pareto, Vilfredo 217-18, 303
past performance, future results 180
Patelli, Paolo 234
pattern analysis

definitions 16-17

extreme trend days 1011, 16-35, 38, 13944,

198, 202, 215-16

forecasts 26-35

range contraction 25-35

reversal days 26-7, 31, 119-20
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pattern recognition
candlestick techniques 26, 28-34, 75-7,
108-21, 306-8, 313
critique 202-3
dissonance 100-6
Doji formations 28-35, 75-7, 118-21
double top formation 115-21
flags 71-5, 92, 102, 108-18
Gartley patterns 106, 121, 126-33
Hanging Man formation 118-21
head and shoulders patterns 28
Hikkake patterns 121-6
inside days 26-35, 115-21
NR7 pattern 27-35, 120
OHLC data 25-7, 40-2
plateaus 96-8, 102-5
pullback channels 31, 71-2, 75-9, 92, 102,
104-8
Spinning Top formation 115-18
staircase pattern 92
pattern templates 1-2
‘Patterns to Profits’ study (Williams)
26-7
Paulos, John Allen 304-5
PD see Phelps Dodge
pennants 121
see also flags
pension funds 5-6, 61-2, 104-5
see also institutional investors
PERCENTILE Excel function 38-9
percentiles 3857
see also quantiles
percolation lattices 2, 235
percolation model, liquidity 24-5, 305-6
Pesavento, Larry 131
PG see Procter & Gamble
‘phase transition’ occurrences
liquidity 24
natural sciences 23
Phelps Dodge (PD) 84
‘phynance’ 2
physics 2, 234, 163, 204, 206-20
pits, exchanges 4
plateaus 96-8, 102-5
portfolio insurance 104, 313
portfolio management 135, 245-9, 257-64,
283-302, 313
portfolio performance
alpha 283-302
measures 257-64, 283-302
portfolio theory 141-2, 183, 253, 265-82
see also diversification
complex portfolios 274-82
concepts 265-82
historical background 265-7, 270-2
two-asset long/short portfolio 2704

portfolio volatility 268-9
position sizing
hedge ratios 278-82, 313
money management techniques 253-6,
278-82,313
positive feedback 25, 114

Positive Money Flow, Money Flow Index (MFI)

64-8
Positive Volume Index (PVI) 634

positive/negative sessions, money flow analysis

68-93
Poundstone, William 249
power laws 2, 175-8, 201-20, 3034
see also inverse square law
characteristics 205, 207-9
different exponents 175-8, 207-8, 213-16
Internet 306
inverse cubic law 207-8, 213-16
Pareto formula 217-18, 303
predictions 211-16
seismicity 209-13, 303
predator/prey model, collective behavior 198
Prediction Company 233
predictions
see also forecasts
power laws 211-16
premiums, volatility 156-60
price congestion 65-8
price development 5, 14-35, 42-57, 59-93,
114-16, 305-6, 311-13

accumulation/distribution divergences 7, 59-93

data-selectivity considerations 42, 69
dissonance 100-6
Dow Theory 98-100
Fibonacci ratios 128-31
gaps 163-78
price development influences 25, 305-6
‘pump and dump’ strategy 5
random walks 140, 1434, 192-7, 201-20
trajectory issues 163, 2034, 247-8
turning points 31-4, 37-57
price direction 13-35, 37-57, 71-83, 2034,
305-6
price discovery 2, 13-35
price driven volume, concepts 85-93
price envelopes 40—1
price formation 2-3, 24-5, 3046
price gaps see gaps
price geometry, OHLC data 25-7, 95
price targets, flags 110-14
price to book ratios 236
price-earnings (P/E) ratios 9, 2367
The Principles of Geology (Lyell) 204-5
probability
statements 203
theory 138-42
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Procter & Gamble (PG) 280-1
‘profit-taking’ moves 113
profits 83-93, 100-5, 113, 184, 2404, 250-1,
313
see also gains; returns
‘cut losses and let profits run’ 2404, 313
dissonance opportunities 83-93, 100-5, 184
Profits in the Stock Market (Gartley) 1267
program trading, algorithmic trading 6—7
projection/profit matrices 27
proprietary trading, trends 1-2
pseudo-regression approaches 46—50
psychological elements
collective behavior 198, 234-5, 304, 312
flag patterns 113-15
herding behavior 232, 234-5, 312
risk 240
pullback channels 31, 71-2, 75-9, 92, 102,
104-8, 110-21, 128-33
see also flags; range expansion
concepts 102, 104-8, 110-14, 128-9
definition 106
Gartley patterns 106, 121, 126-33
Hikkake patterns 121-6
‘pump and dump’ strategy 5
PVI see Positive Volume Index

QCOM see Qualcomm
QQQQ, NASDAQ 3941, 168-9, 174
Qualcomm (QCOM) 165-77
quality of data, output statistics 37, 41-2
quantiles
see also median
comparative quantile analysis (CQA) 40,
42-57, 62, 68-93, 95-6, 184
concepts 38—41, 68-93, 95-6, 101, 150-5,
184
data-selectivity considerations 41-2, 69
definition 38
dissonance 101
examples 3941
market-behavior phases 42-3
windows 3940, 101
quantitative techniques 2, 9, 37, 265, 297-8
quiet volume sessions 62—4, 65, 68, 86-92,
120-1, 197-8
see also volume
quite phase, market behavior 42-3

rallying phases 31-4, 48-50, 53-6, 59-60, 79-83,
104, 108-10
A Random Walk Down Wall Street (Malkiel) 203
random walks 140, 1434, 192-7, 201-20
concepts 192, 201-20
critique 2024, 216-17
definition 202-3

linear bias 203—4
metaphors 203—4
technical analysis 202-3
trajectory fallacy 203—4
range contraction
breakouts 27-35
concepts 25-35
OHLC data 25-7
trend days 34-5
range expansion
see also pullback channels
concepts 13-35, 43, 73-5, 95, 106-8, 112-14,
126, 215-16
Raschke, Linda Bradford 14-15
rationality 234, 237-8
ratios 9, 27-8, 106-8, 128-31, 2367, 257-64,
277-82
see also individual ratios
RD see Royal Dutch
real-time monitoring, interim profit and loss
accounts 7-8
reflexivity, financial markets 245, 304-6
regime shifts
agent-based modeling techniques 232-6
causes 232-6
concepts 223-38
detection techniques 224-7
marine life 224-5
model benefits 238
option-writing strategies 229-32
out of the money options 229-32
S&P 500 225-32
turning points 235-8
volatility 140, 149-52, 196-7, 223-38
regression analysis, closing bias/actual price
45-50
Relative Strength Index (RSI) 64-8, 91-2, 115-21
see also Money Flow Index
relative value trades 186-92
see also pairs trading
repo agreements 186
research and trading costs, separation proposals
5-6
resistance 31, 110, 198, 306-8
retail investors
diminishing role 1-2
dumb money 614
retracements
see also pullback channels
comparative quantile analysis (CQA) 43-56
concepts 4356, 106-8, 110-14, 128-31
Fibonacci ratios 1068, 128-31
flags 110-14
returns
see also profits
alpha 237, 283-302
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returns (Cont.)
Calmar ratio 257, 260—4
log returns 285-9
long/short strategies 1-11, 45-56, 60, 102, 133,
156-7, 179-80, 245, 253-7, 270-7,
2934, 306-13
ranked returns 2634
ratios 257-64, 277-82
risk 27-8, 239-45, 265-82, 289-90
Sharpe ratio 258-64
simple returns 285-9
standard deviations (STDs) 239-40, 244,
265-74
Value at Risk 141-2, 238, 266-9, 273-82, 313
The Revelation of St John 205
reversals 26-7, 31, 119-20, 1734, 245
opening price breaks 173—4
pattern analysis 267, 31, 119-20
REFR see risk-free rate of return
Richter scale 209-11
risk 10, 135-7, 166-70, 180, 23946, 265-82
see also volatility
arbitrage 186-92
aversion 2534
Calmar ratio 257, 260—4
concepts 239-45
definitions 239-40, 244
disclosure notices 180
exposures 7-8
gaps 166-9, 244-6
immanence 10, 211
money management techniques 239-45
overnight price breaks 16670, 244—6
psychological elements 240
ratios 27-8, 25764, 277-82
returns 27-8, 23945, 265-82, 289-90
Sharpe ratio 257, 258-64
standard deviations (STDs) 23940, 244,
265-74
Value at Risk 141-2, 238, 266-9, 273-82, 313
‘risk free’ trading 195
risk management 1-2, 141-2, 245, 2534,
270-82, 294-5
risk-free rate of return (RFR) 258-60
risk/reward ratio, NR7 pattern 27—8
Robbins World Cup Trading Championships
251
Royal Dutch (RD) 1914
RSI see Relative Strength Index
rupture dynamics
see also crashes
case study 118-21
concepts 114-21
Russell 2000 index 33-4, 137, 144-55, 283,
298-9
Russell, Richard 98—-100

Russian debt default (1998) 3, 9, 136-7,
185-6
RW see random walks

S&L problems 1367, 141
S&P 500 6, 27, 102-5, 136-61, 165-78, 182-3,
225, 245, 279-80, 283-9, 296-9, 306-8
alpha case study 284-9
regime shifts 225-32
SPY 165-78
volatility 136-61, 201
Salomon Brothers 185, 289-90
sand piles 2, 206-9, 212, 303
Sante Fe Institute, New Mexico 2334
SC see Shell
scalpers 13, 14-35, 240
Schwager, Jack 14, 35
screens, network dynamics 304
seismology 2, 10, 209-13, 303
selectivity considerations, data 41-2, 69
self-organized criticality (SOC) 26, 198,
205-7
concepts 26, 205-7
definition 206
self-organizing economy, financial economy 9
self-regulation 198
sell signals 31, 84-6
sell-offs 53-6, 104, 108-10, 156-7, 306-8
sell-side parties 5—-6
‘selling or going short volatility’ 229
Shannon, Claude 249
Sharpe ratio 257, 258-64
Sharpe, William FE. 259, 265
Shell (SC) 1914
short/long strategies see long/short strategies
signed volume
money flow concepts 68, 70-93
solitary uses 83—4
Silverman, Andrew 6
Simons, Jim 179, 190-1
simple returns, concepts 285-9
six sigma events 154-5
skewness 221-3
‘sliced and diced’ orders 5, 155-6
small capitalization stocks, Russell 2000 index
33-4, 137, 144-55, 283, 298-9
smart money
concepts 61-4, 86-92
‘footprints’ 4-5, 624
Smart Money Index (SMI) 634
SMI see Smart Money Index
SOC see self-organized criticality
Solomon, Sorin 218
Sorensen, Eric 289-90
Sornette, Didier 115, 207, 209, 211, 217, 228,
235-6
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Soros, George 179, 239-40, 244
Sortino ratio 257, 260—4
SPDR 165
see also SPY
spectrum of values
see also quantiles
market metrics 38, 42
spikes 47-50, 55-6, 110, 114, 137, 1414, 158,
160, 245, 306-8, 312
Spinning Top formation 115-18
spread trading 180, 191-2, 199
see also convergence
spreadsheets 38-9, 43, 46, 142
SPY 165-78, 296-9
staircase pattern 92
Standard & Poor’s 500 see S&P 500
standard deviations (STDs) 25, 37, 135, 138—44,
192, 217-18, 221-32, 238-40, 244, 247,
258-74,289-91, 313
see also volatility
drawdown values 247
risk 23940, 244, 265-74
Stanford University 157
stationarity
concepts 192-3, 203, 221-38
testing 222-3
Stauffer, Dietrich 235
STDs see standard deviations
‘stealth’ advantage, algorithmic trading 7-8
step-ups 92-3
sterling ratio 257, 260—4
stochastic volatility 224
Stock Market Logic (Fosback) 62-3
structural breaks see regime shifts
Struzik, Z. 228
supply chain management 304
swarming behavior 232, 312
synthetic financial instruments 2-3

t-test 222-5, 267-77
TABB Group 3, 5-6
Taleb, Nicholas 217, 229
tame beta 255-7
Taser International (TASR) 111-12
technical analysis 1-2, 6-7, 13-35, 3741, 42-57,
62, 70-93, 126, 202-3, 237,311-13
abstract territory 202-20
algorithmic trading 2, 4-11, 62, 101, 108, 120,
125, 155-6
comparative quantile analysis (CQA) 40,
42-57, 62, 70-93
critique 202-3, 237
divergences 40, 95-133
Dow Theory 98—-100
gaps 16, 26-7, 163-78
landmark publications 25

legacy indicators 6-7, 9, 14-15, 39-41, 100
market timing 236-8, 313
momentum indicators 27, 38, 91, 95, 96-121
money flow 6-7, 59-93, 95, 110-14, 11521
random walks 202-3, 216
smart money 614, 86-92
volume 6-7, 13-35, 38, 43, 59-93
‘worthlessness’ 202-3
techniques 1-11, 59-62, 236-7, 313
new techniques 1-11
traditional techniques 2, 34, 7-8
technologies, transaction technologies 1-2
Terminal Wealth Relative (TWR) 251-2, 257-8,
2612
terrorist attacks 135-7, 157, 160, 213
Thorp, Edward 199, 249
tick by tick data 208-9
time series 37-57, 71-83, 140-9, 216-20
alpha values 289-90
comparative quantile analysis (CQA) 40,
42-57,71-83
data-selectivity considerations 41-2, 69
granularity 25, 21415, 289-90
Mandelbrot distribution model 21620
quality of data 37, 41-2
stationarity 192-3, 203, 221-38
volatility clustering 140-55, 201-2, 223-5,
226-7, 234, 238, 244-6
‘time to wait’ issue, flags 113-14, 125-6
tiny candlesticks 314, 113, 306-8
see also candlestick techniques
Toll Brothers (TOL) 106-8
tools 1-11, 59-62, 236-7, 313
Toward Agent-based Models for Investment
(Farmer) 233
tracking indices 195-7
traders 4, 13-35, 106-8, 113-14, 1201, 126,
128-31, 234, 236-8, 240, 303-13
‘cut losses and let profits run’ 2404, 313
Fibonacci ratios 106-8, 128-31
flag patterns 113-14, 126
market timing 2368, 240, 313
network dynamics 2-3, 245, 303-13
traditional markets 4
zero intelligence 234
trading activities
automated trades 2-3, 4—11
network dynamics 2-3, 245, 303-13
trading hubs 304, 306
trading limits, brokers 7-8
TradingMarkets.com 160-1
traditional techniques 2, 3—4, 7-8
trajectory issues, prices 163, 203—4, 247-8
transaction
fees 306
technologies 1-2
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transparency issues 5—-6
trend days
concepts 1011, 14-35, 38, 197-9, 202,
215-16
dangers 15
extreme trend days 10-11, 16-35, 38, 13944,
198, 202, 215-16, 245
importance 14-15, 38, 202
range contraction 34-5
triangles 121
see also flags
trigger points, flags 110-14
true range, money flow concepts 68-93, 95
turning points 314, 37-57, 64, 71-93, 98-100,
104-6, 160-1, 197-9, 235-8, 305-13
cointegration 197-9
comparative quantile analysis (CQA) 40,
42-57,71-93
confirmations 98—100
micro-analysis 74-5
regime shifts 235-8
Smart Money Index (SMI) 64
twilight zone line, option-writing strategies
231-2
TWR see Terminal Wealth Relative
TZOO 173

Uniformitarianism 205
unit trusts 1
see also mutual funds
University of Reading 193
upper quantile values
see also quantiles
concepts 38-57, 71-93, 95-6, 150-5
upward triggers 34-5
UsS
Federal Reserve 9-10, 157, 312
Geological Survey (USGS) 209
Treasury market 27, 185, 190-2, 310

Value Added Monthly Index (VAMI) 246-7, 257,
258, 260-2, 284-5
Value at Risk (VaR) 141-2, 238, 266-9, 273-82,
313
concepts 2669, 273-7, 313
critique 2734, 313
expected returns 27782
VAMI see Value Added Monthly Index
VaR see Value at Risk
variance
see also volatility
concepts 135, 143-4, 226-7, 239-40, 267-74
Vince, Ralph 251-2
virtual traders 234-5, 304
viruses 234-5
VIX see Volatility index

volatility 42, 65, 69-70, 92, 95, 102, 135-61,
189-92, 201-2, 223-38, 284-90, 298-9,
311-13

see also standard deviations; variance

algorithmic trading 155-6

buy-write strategies 156-9

clustering 140-55, 201-2, 223-5, 226-7, 234,
238, 244-6, 264

concepts 42, 135-61, 201-2, 311

confirmations 137

correlation 148-9

divergences 137

Gaussian assumptions 139-44, 201, 313

implied volatility 135-7, 157-9

increases 152-5

interday/intraday contrasts 42, 137-40,
149-52

liquidity 156

low volatility epoch 149-52, 156-9, 231-2

maximum drawdowns 135, 246-9, 261

mean reversion 142-3, 311, 313

measurement methods 135

phase transitions 142-3

portfolios 268—-9

premiums 156-60

price fluctuations/movements contrast 147—8

regime shifts 140, 149-52, 196-7, 223-38

Russell 2000 index 137, 144-55, 283

S&P 500 136-61, 201

‘selling or going short volatility’ 229

Volatility index (VIX), CBOE 135-7, 149, 156-9,

224-5,310-12

critique 137, 159-61, 310-11

interpretation problems 159-61

uses 135-7, 149, 159-61, 224-5, 31011

volume

see also accumulation/distribution analysis

case studies 71-83, 118-21

closing bias driven volume 85-93

concepts 6-7, 13-35, 38, 43, 59-93, 95,
110-18

Dow Theory 98-100

flags 110-18

leading-indicator assessment 59-93

money flow analysis 6-7, 59-93

Money Flow Index (MFI) 64-8, 79, 90-2,
109-14, 11521

Negative Volume Index (NVI) 624

On Balance Volume (OBV) 59-64

Positive Volume Index (PVI) 634

‘precedes price’ assumption 59, 61

price driven volume 85-93

quiet volume sessions 62—4, 65, 68, 86-92,
197-8

signed volume 68, 70-83

smart money 61-4, 86-92
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technical analysis 67, 13-35, 38, 43, 59-93
tools 59-62
Volume Weighted Average Price (VWAP) 5

Wald statistic 226
Wall Street Journal 98
WCS see worst case scenarios
wedges 121
see also flags
When Genius Failed (Lowenstein) 185
whipsaws 35
white noise 221-3
Why Stock Markets Crash: Critical Events in
Complex Financial Systems (Sornette) 207
Wikipedia 206
wild beta 255-7
Wilder, J.Welles 69
Williams, Larry 14, 25-7, 34-5, 251
win ratio 2404, 250-1
win/loss matrix 240—4, 250-1

windows, quantiles 3940, 101

‘winning streaks’ 245, 263

Wolfram, Steven 234

World Trade Center (WTC) 135-7, 213

World Wide Web see Internet

worst case scenarios (WCS), extreme money
management ideas 251-2

writers, options 229-32

WTC see World Trade Center

Y2K mania 157
Yamamoto, Y. 228

zero intelligence, traders 234

Ziemba, William 249

zigs and zags, intraday charts 13-14, 161,
304-5

Zovko, Ilija 234

Indexed compiled by Terry Halliday
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