DAY TRADING

 The current market price represents the consensus of opinion by the majority of market participants; thus, prices change direction as the opinion of the majority of players becomes bullish, bearish or cautious. We don't know, nor do we really care, why their opinions on value are changing. We do know that as their mood changes they will either buy or sell. The amount of buying or selling at each turning point in the market gives us a way to measure their enthusiasm or, lack of enthusiasm. We always follow their lead. All we are doing is attempting to identify buying or selling pressure within the market based upon the changing sentiments of the majority of traders. We want to trade in the direction of that buying or selling pressure. Our opinion, or bias, on the market is based exclusively on their decisions to buy and sell. We let them make a move and then we follow in their footsteps. Hence, the Kwik*POP tools are a sentiment indicator designed to expose the mood of the herd.

Fear, greed and confusion create well-defined price patterns that often offer visible warnings of a sell-off or an imminent rally in the market. The three moods of the investment herd, fear, greed and confusion, work like an emotional scale. Fear is on the extreme left, greed is on the extreme right and confusion is the fulcrum point. The stock market moves up and down in waves of emotion as the mood of the herd shifts from fear to confusion, confusion to greed, greed to confusion, confusion to fear, fear to confusion, confusion to greed, etc. etc. It is a never-ending cycle that leaves a distinct pattern in the market.

Once again, our indicators are designed to measure or quantify the emotional level of the herd based upon price action. If they are nervous they will sell...  pushing prices lower. If they are bullish they will buy...  pushing prices higher. We don't really care about their verbal interpretations of market conditions. CNBC and BLOOMBERG can interview the guru's and analysts and attempt to discern fact from hype. Besides, as Tonto said “Them speak with forked tongue!” They can tell us they're more bullish than ever, but when the prices start dropping we can see their true opinion played out in the market. Actions speak louder than words. We respond to their actions... not their words.

 There are three steps to day trading. You must be able to define the short term TREND, measure MOMENTUM (STRENGTH) and TIMING the trade in the direction of the prevailing trend. As day traders we are focused on pressure shifts or momentum "pops" throughout the trading session. These momentum “pops” create short-term trading opportunities. We are attempting to time our trades when the pressure up or down is surging... the optimum entry point.

 TREND, MOMENTUM, TIMING

In order to succeed at this business you must develop a trading discipline, which is a reflex reaction, an autonomic response to changing conditions in the market. If you will, an intrinsic sense of what is going on around you. When you drive your car you don’t just sit behind the steering wheel like a zombie. You’re alert, on guard and constantly monitoring your speed, engine performance, road hazards, traffic conditions and numerous other elements that may impact your safety and the safety of others. Take a moment to reflect upon the complexities of driving an automobile. Your car is in the driveway right now. In order to go to the store you’ll need to execute many tasks simultaneously. You sit in the car and buckle up your seatbelt. Place the key into the ignition and fire up the engine. You engage the transmission in reverse while depressing the brake pedal. You look behind you and ease off the brake pedal while steering the car in reverse. That just gets you out of the driveway. 

Now you must maneuver 4000 pounds of steel to your destination without killing yourself or others around you. Take a farmer from 1850 and plunk him into an automobile with you today, and he would be terrified and awestruck at the power of the machine and your incredible driving skills. Yet, you don’t consider driving to be a challenging task, in fact, it’s almost as natural as walking. That’s because you’ve developed a conditioned response to changing circumstances that occur minute by minute while driving. You’ve developed a discipline that allows you to operate in a comfort zone.

Day trading is not nearly as complex as driving a car and certainly less dangerous. Nonetheless, you need to develop a discipline in order to operate in a comfort zone. We are going to develop a discipline by using the Kwik*POP indicators as our track to run on.  We need to condition our mind to certain realities about the market. We are going to develop an autonomic response to changing conditions in the market.  

UNDERSTANDING THE INDICATORS 

In MetaStock the Expert Advisor controls several elements on your chart. We've written a number of algorithms using our custom formulas to create an Expert Advisor. It controls the color of the bars, the arrows and exit signs on the bars and the color of the ribbon at the bottom of the chart.
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Trading Elements: 2-MINUTE CHARTS 

1) KP900 is our trigger line. In our indicator builder you have 3 custom indicators; KP115, KPcross/dema and TR6. KP900 is the average of all three. By averaging all three of these together we get a line study that possesses some unique characteristics. It employs some features from KP115; it is partially derived from a parabolic sar, a smidgeon of VolTrend and a little hint of MACD thrown in for good measure. At first glance it looks like any another moving average. Upon closer examination you'll discover it's unique profile. Many times prices go down for a bar or two but ... KP900 doesn't follow them lower. Other times prices may shoot up for a bar or two but KP900 stays put. At turning points in the market that feature of KP900 is valuable. It keeps us from jumping the gun on those little head fakes the market likes to throw every day. 

2) KP115. Now this is a rather bizarre looking line study. It's angular and it seems to stay away from the price bars for long periods and then it suddenly comes crashing into the price bars. We constructed four momentum algorithms and matched them off for dynamic support and resistance bands. We then average them together to come up with KP115 split (thus the name split). KP115 is keyed to the most recent pivot points as defined in the formulas used to construct it. That's why it has that angular pattern, it just goes horizontal until another pivot is formed and then it jumps in the new direction. Notice how KP115 goes horizontal until another pivot forms and then it moves into the price bars or tracks them a little closer. ( study the chart above ). Remember, KP900 uses a component of KP115 in it's configuration and that's what gives KP900 its unique characteristics. KP115 is a dynamic SUPPORT/RESISTANCE line. Study it very carefully

3) KPFast104. Another interesting study that is quite helpful. We've taken a derivation of KP102 and blended it together with a smoothed parabolic using variable moving averages to filter volatility. Tushar Chande developed the variable moving average and it is a very useful tool for short term trading. You can read many of his published articles in Technical Analysis Of Stocks and Commodities. KPFast104 is derived from our custom indicators and weighted with a parabolic S.A.R. (Support And Resistance) That’s what gives it the unique characteristics. It "floats " away from prices until a pivot begins to form and then it suddenly accelerates and comes crashing right into the price bars. This phenomenon is due to the adjusted acceleration factor used in the parabolic sar (Support And Resistence).

 CONVERGENCE: The central theme behind these three line studies is to react to pivot points. As long as the market keeps moving in one direction we're OK. Once the price bars even begin to hint at a reversal our line studies converge on price. We study that "crashing" effect as it sets up timing opportunities in the market. Typically, on most reversals, KP900 will cross KPFast104 first and if the move is sustainable it will then cross KP115. Please review this last section very carefully as KP900 is the TRIGGER LINE for timing our trades and you must get a feel for how it moves in conjunction with KP115 and KPFast104. 

4) PRICE BARS. (Candlesticks) On a two minute or five minute chart candlestick patterns have a very low reliability at forecasting trends, so, we don't rely on candlestick charting patterns. On the other hand, we use candlesticks instead of high, low, close bars because, visually, they provide a much more dramatic presentation of the strength or weakness of each price bar. When the close of a bar is lower than the open of the bar we get a solid candlestick. Obviously, if a bar closes lower than it opened that is a bearish condition. Candlesticks, a solid body, amplify that condition and visually it's easy to spot. When the close of a price bar is greater than the open we get a clear body on the candlestick. A close above the open is a bullish condition and again, the candlesticks amplify that condition visually. 

The range (high and low) is defined by the stem above and below the body of the candlestick. A solid candlestick with no stem shows a price bar that went straight down from the open and closed on the low. Very bearish presentation. The longer the stem on the lower side of the body, the less bearish the candlestick becomes. A solid body with a long stem underneath shows us that they tried to drive prices down but buyers stepped in and pushed prices back up again. Prices closed well off the lows and that tells us selling pressure is moderating. The same is true on a candlestick with a clear body and a long stem above the body. Buyers pushed prices up, but they could not withstand the onslaught from sellers and prices closed well off the high of the bar. That tells us the bulls are running out of steam. 

A “DOJI” looks like a cross. It opened and closed in the same price range but there is a long stem above and below the body of the candlestick. It tried to go up ... couldn't, and then it tried to go down ... couldn't ... then it finally closed where it opened. A doji represents indecision, a struggle between the bulls and bears that ended in a draw. 

After a downtrend if you see a small candlestick with a long stem underneath it followed by a doji, it may be a warning that the bulls are getting ready to charge again. Study the stems on the candlesticks on the charts below.
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Again, the shape of each candlestick gives us a bolder presentation of the strength or weakness present at each time interval. It's important that you look at all of our other indicators before reacting to the shape of one single candlestick as it takes a number of candlesticks to shift momentum, but, they can provide early warning signs. We've added colors to the candlesticks with our Expert Advisor. There are three colors for price bars. Blue is bullish, Yellow is neutral, Red is bearish. To get a BLUE BAR the median price of the bar must be equal to or greater than KP104, and the bar must close ABOVE KP115. For a RED BAR we need the opposite. Median price < = KP104 and a close below KP115. Both conditions must exist for a red or blue bar. If conditions are not valid, we default to a yellow (neutral) bar.
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5) BLACK ARROWS: (up or down). Everybody automatically assumes that the black up and down arrows are the buy/sell signals. WRONG! The black up and down arrows ARE NOT BUY/SELL SIGNALS. Please make a special note of that. Those arrows warn you that a MOMENTUM SHIFT HAS OCCURRED. Something has changed in the market and prices are starting to reverse direction. Those black arrows warn and confirm of a short-term reversal in prices. We need more evidence to take a trade. In other words, it's not a good idea to go short when you see a black up arrow appear and we don't want to stay long when a black down arrow appears.  The black arrows help ... but we want MORE COMPELLING EVIDENCE BEFORE WE PUT OUR MONEY ON THE TABLE. Please read this paragraph carefully. 

6) SMALL BLUE AND RED ARROWS: Blue up arrows underneath the price bars show SHORT TERM STRENGTH. Red down arrows above the price bars show short-term weakness. Whenever a momentum shift occurs there is a flurry of activity as traders scramble to adjust their positions. Shorts cover (buy back) and new longs jump into the fray or vice-versa. This momentum "pop" catches many of the players off guard and for a brief period of time and there is a mad dash to compensate. Prices temporarily spike up or down. When we buy, those little blue arrows tell us that , short term, there is good buying pressure. When we go short, those little red arrows tell us that there is good selling pressure. While we can take trades without red or blue arrows ... I like to see them when I first enter a trade. 

7) “EXIT” SIGNS: These are merely warnings that the market is short term overbought or oversold. This doesn't mean the trend is over or changing. The exit signs merely warn you that another pivot will form shortly and it would prudent to TAKE PROFITS and wait until the next trade sets up. The market must hit an extreme oversold or overbought point first. Then, as soon as there is a minor push in the opposite direction an exit sign will appear. You can go right back in after the exit signs disappear, but, be extra cautious. Please remember that we are dealing in a very short time frame and the market can remain overbought/oversold for extended periods of time. The exit signs merely warn you that another pivot will form shortly. 

8) RIBBON The ribbon is either BLUE (bullish) or RED (bearish).  When the ribbon turns BLUE a BLUE vertical line appears on your chart. When it turns RED you get a RED vertical line. 

[image: image4.png]1521

1518

1515

1512

1500

1508

1503

1500

NG02M (1497.000,1499.000,1496:

l 98:500, +1:50000)
1 #
‘ +J
\

54 00

1AM

1521

1518

1515

1512

1500

- 1508

1503

1500



 

DELTA two controls the color of the bars, the arrows on the bars and the color of the ribbon and vertical lines. We have just covered the three line studies we use on the price bars with Delta 2 minute..KP900, KP115 and KPFast104. Once you attach DELTA two to your chart those elements and line studies update on each price tick automatically in real time. 

OSCILLATORS:

9) VolTrend TWO We call any custom indicator that we place in a separate inner window from the price bars an OSCILLATOR. Above the price bars there is a BLACK line, which we call VolTrend TWO. This oscillator is derived from contract volume and price momentum. 

By linking volume momentum together with price momentum we get a very unique interpretation of buying or selling pressure in the market. The RED line in the same window is the median price or midpoint of each price bar. This oscillator is also quite simple to read. When the RED line is above the BLACK line we have buying pressure. When the RED line is below the BLACK line we have selling pressure. In essence we are defining volume in terms of price momentum to determine whether the volume increase is buying or selling.

10) KP901 /902 /903 Underneath the price bars are two histograms in the same inner window KP901 is the blue histogram and KP902 is the red one. Obviously BLUE is bullish and RED is bearish. This is a short term momentum oscillator derived from MACD, KPPattern and KP0119. That green line in the same inner window is KP903. When KP901 ( blue histogram ) goes above KP903 that's even more bullish. When KP902 ( red histogram ) drops below KP903 that's even more bearish. We use 901/902/903 for momentum confirmation as it measures price momentum over a different time frame than the other line studies and oscillators. This oscillator also gives us bullish/bearish divergence signals, which warn of potential trend changes. More on that later.

11) SCORECARD KP904D and KP905U 

The scorecard (904D and 905U) simply measures several of the elements above and gives them a score. It's really quite simple to use. When those black vertical bars go above +4 we are bullish. Even if they drop back down to +4 or +2 or -1, we remain bullish until the scorecard drops below -4. When the scorecard drops below -4 we are bearish and remain bearish until the scorecard goes back above +4 again. When I say we are bullish that means we are biased towards the long side of the market ... we are looking for buying opportunities. Naturally, when the scorecard is bearish, we are looking for ways to short the market. The scorecard is our BIAS INDICATOR. 
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PIVOT PATTERNS: 

On our two-minute charts we define a pivot high as the highest high price achieved, with a blue candlestick, before KP900 crosses back down below KP115. Please note a pivot high is not valid unless KP900 is above KP115. A pivot low is the lowest low price achieved, with a red candlestick before KP900 crossed back above KP115. Please note a pivot low is not valid unless KP900 is below KP115. A color change on the price bars does not confirm a pivot. KP900 must cross above and below KP115 to confirm the color change and thus the pivot. Please mark each pivot high and low with small horizontal lines. This will amplify the stair steps up and down throughout the day. 

PUTTING IT ALL TOGETHER: 

Kwik*POP is a set of tools designed to identify buying or selling pressure in the market. We are not attempting to predict the high or low for the day. In fact, we really don't care how far the market moves. All we want to do is get a little piece of the moves up or down. We want to time our entry when the momentum pop is strongest so that the odds of success on the trade are high. This takes patience, discipline and a good dose of courage. We are not looking to make a killing on each trade since most traders that go for a killing... get killed. We are targeting small consistent gains at each entry point. In order to do this we must have certain conditions in place before we take a trade. 

What is a SNAPBACK PATTERN?? It's a chart pattern that reflects a continuation of a strong move up, or down. Snapbacks occur within a trend when there is strong buying or selling pressure. Snapbacks are trading opportunities and once you've trained yourself to spot them and measure the potential on each pattern you'll find quite a few of them... EVERY DAY.

CONDITION #1:  - THE TRIGGER LINE (KP900 ) 

On our two-minute charts the first thing that must occur is a crossover between KP900 and KP115. For a buy signal KP900 MUST CROSS ABOVE KP115 and KPFast104. Until that happens we sit on the sidelines. For a sell signal we need KP900 to DROP BELOW KP115 and KPFast104. Until condition #1 is in place we do nothing. 

CONDITION #2 - THE TRIGGER BAR 

We buy on BLUE BARS and we sell on RED BARS. We do not take a trade on a YELLOW BAR. The bar that pulls KP900 cleanly through KP115 is our TRIGGER BAR. On a buy signal the TRIGGER BAR must be an open ( clear ) candlestick. In other words the trigger bar for a buy signal must CLOSE ABOVE THE OPEN. On a sell signal the TRIGGER BAR must be a solid candlestick. In other words the trigger bar for a sell signal must CLOSE BELOW THE OPEN. If condition #2 is not met on the trigger bar we wait for a snap back pattern to enter the trade. 

CONDITION #3 – THE ARROWS. 

On a buy signal a BLACK UP ARROW must appear either before the trigger bar or on the trigger bar. If there is no BLACK UP ARROW we need to have a small blue up arrow under the trigger bar. If the trigger bar has no arrows we don't take the buy. On a sell signal a BLACK DOWN ARROW must appear either before the trigger bar or on the trigger bar. If there is no BLACK DOWN ARROW we need to have a small red down arrow above the trigger bar. If the trigger bar has no arrows we don't take the sell. We wait for a snapback. 

CONDITION #4 - ONE OSCILLATOR. 

We need at least one oscillator to confirm our trade once conditions 1, 2, and 3 are met. This sounds like a Chinese menu choice but we need either 1)VolTrendTwo is positioned in the direction of the trade or 2) KP901/902 is above /below KP903 or 3) Scorecard is in a bullish/bearish mode. Once again, we want one of our oscillators to confirm conditions 1,2 and 3. 

INITIAL STOP PLACEMENT 

You know, I don't like using stops. But if you must, here are some guidelines. On a SELL SIGNAL you place a buy stop 1 tick above KPFast104 on the trigger bar. If prices trade back up above the trigger bar you cover and cancel your stop. On a BUY SIGNAL you place your sell stop 1 tick below KPFast104 on the trigger bar. If prices drop below the low of the trigger bar you bail out and cancel your stop. THE STOPS ARE ONLY FOR EXTREME MOVES. You must give the trade a little time to work. If conditions 1,2,3 and 4 are met there is a high probability of success on the trade and you don't want to get stopped out on a minor head fake. 

Please review conditions 1 through 4 carefully. Now, I don't want to sound like a chicken #$%* here but, for me, I want everything on the screen to line up the same way. I want that screen to scream at me. I want old Aunt Maude in Idaho to call up and say “Take the damn short you idiot!” You don't need everything aligned, but, I like to have all my ducks in a row before plunging into the great abyss. Therefore, just to be certain, I like to look over at the 5-minute chart to see if it's going the right way. PLEASE NOTE: You can trade off the two minute chart on it's own. If you want further confirmation then use the 5-minute chart.
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Our 5-minute template is slightly different than our two-minute template: We have all of the things from our two-minute chart.  We also have placed TR4 (red line) on the chart as well. The Expert Advisor is DELTA (modified) 5 min. The 5-minute chart gives us a profile of the trend using a longer time frame. On our 5-minute charts there are only two colors on the bars... red and blue. 

When we are getting a sell signal on the two-minute chart after a big rally we want to look at our 5-minute chart to determine how close the bars are to KP0115. If they're quite away from crossing below KP0115 and turning red, we may want to wait on the two minute sell signal until the 5-minute is closer to confirming a trend change. On our 5-minute charts there are only two conditions. Blue bars are bullish and red bars are bearish. We don't care as much about pivots etc. when looking at the 5-minute chart. It's either bullish (blue bars) or bearish (red bars).

[image: image7.png]



Pay attention to the sell signal on the two minute chart at 9:56 A.M. Notice how the 5-minute chart gave red candlesticks which confirmed the 2-minute signal.  That's how you use the two-minute and 5-minute charts together to target high probability trades. 

 

A PREPONDERANCE OF EVIDENCE 

While I don't like using terms from the gaming industry, let's be realistic about what we're doing here... WE’RE PLAYING THE ODDS. In fact, the core theme behind most risk management strategies used on Wall Street is derived from the Craps tables and Black Jack tables in Las Vegas. That's right, your mutual fund manager is gambling with your money using betting techniques used on a Black Jack table. If you don't believe me then you had better start doing some serious reading... FAST! I would hope, after the NASDAQ meltdown, most people have become “enlightened” about the realities of the stock market. 

We are basically analyzing the odds of success on each trade. Our indicators are telling us which way the herd is charging. If we are going to commit money to the market we want compelling evidence to support our decision to buy or sell. On our two-minute charts when we see that conditions 1,2,3 and 4 are in place the odds are now in our favor. If the 5-minute chart also confirms then the odds are even better. Once again, you don't need the 5-minute chart to trade with as you have plenty of evidence with your two-minute indicators. In fact, many times the 5-minute chart is a little slow to confirm trend changes. But, when they are both moving in tandem... we've got it pegged! 

Now, if you are going to use the 5 minute chart for confirmation on trend changes, you'll need to learn how to use snap back signals since the 5 can be a little slow to confirm what's happening on the two minute chart. I suggest you take some time to study the following definition on snap back patterns. 

SNAPBACK PATTERNS
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First we'll define the particular chart pattern that sets up a snapback, then we'll define a profit target from the pattern and last, we'll define various entry techniques when a snapback pattern develops.

SNAPBACK... UP TREND >>> BUY SIGNAL
Prices rally up to a high point and then they start to drift back down again as a minor wave of profit taking sets in. All of our momentum and volume indicators are still bullish, the bars are still blue, but prices are drifting back down. That's critical when sizing up a snapback pattern ... are all other conditions still favorable even though prices are starting to drift lower? PLEASE MAKE A NOTE: All conditions must be bullish before we take a snapback pattern buy signal.

From the highest high price we get a series of LOWER OR EQUAL HIGHS. Notice I said HIGHS. We are not concerned with the lows on each bar... we only focus on the fact that each successive bar is making a LOWER OR EQUAL HIGH. We need TWO OR MORE successive lower or equal highs to qualify for a valid snapback pattern. We may get 3,4 or 5 lower highs, but we need at least TWO LOWER OR EQUAL HIGHS IN A ROW to validate the snapback pattern. STUDY THE CHART PATTERN BELOW.
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The TRIGGER BAR triggers the trade. Once again, the trigger bar is the first bar that CLOSES above the HIGH of the preceding bar after we've had two or more lower or equal highs in succession.

PRICE OBJECTIVE

A snapback pattern is a mini pivot pattern. Although the swing from high to low is not dramatic enough to trigger a color change on our price bars and momentum oscillators it is, nonetheless, a pivot pattern. As such we can use our pivot pattern guidelines to "guesstimate" how far prices will travel off the trigger bar. Let's take a moment to go back and review our definitions on pivot patterns.

The pivot points define the areas of buying support (a pivot low), or selling resistance (a pivot high). Re-read that last sentence carefully.

A pivot low is a price area where buyers stepped in and pushed prices back up again. This is called an area of SUPPORT. A pivot high is a price area where sellers started unloading contracts and pushed prices back down again. This is called an area of RESISTANCE. Each area of support and resistance becomes a target for traders. They measure the strength of the prevailing trend based upon how prices react at each pivot point.
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You can substitute the word support with pivot low and the word resistance with pivot high. They are the same thing. When buyers charge in and bid prices above an established resistance level (pivot high) and prices rally up to make new highs, the former resistance level now becomes the first level of price support. Each area of resistance is our pivot high and each area of support is our pivot low. This is the typical pattern for rallies and declines in the market. A series of pivot patterns that define the trend.

Once again, the market rarely moves straight up or down. It forms a stair step pattern. Each step is defined by a pivot high which is the most recent highest price or peak (P) prior to a downturn, and a pivot low which is the most recent lowest price or trough (T) prior to an upturn. The distance from peak to trough is the pivot range (Pr). (P - T) = Pr. Please make a note on how we define the pivot range.
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Now we are going to learn how to use the pivot range to determine the next pivot point. The pivot range (PR) is the difference between the current pivot high (PH) and the most recent pivot low (PL). PR= PH-PL.

 In an up trend prices rally up to a new high and then roll back down again. That new high pivot is our PH value. As the market pulls back down and then slowly starts to turn up again a new higher low forms. That pivot low (newest higher low) is our PL value. We apply our little formula PH - PL = PR. Once we have calculated PR we multiply the result by .75 to get the Pivot Swing Value (PSV). PR x .75 = PSV. We then ADD the PSV to PH to get our next pivot high, or potential pivot high. PH-PL=PR. PR x .75 = PSV. PH + PSV = new pivot high. THIS PROCEDURE IS USED IN A UP TREND (Higher highs and Higher Lows).

A shortcut method is to simply take the distance of the pivot range and add that to the pivot high. In fact, all I do is place my index finger on the pivot high and my thumb on the pivot low to get the pivot range and then I simply keep that distance and move my thumb up on the pivot high to get my target... ROCKET SCIENCE.

The pivot low that forms on a snapback pattern is the key support on a snapback BUY signal. Prices must not drop below that pivot low. You must abandon the trade if prices drop below that pivot low. We don't know where that pivot low is until we get the TRIGGER bar. This type of trade is based purely on momentum. The TRIGGER bar is what I call a Kwik*POP. Think of that sound when you see the trigger bar...”POP!” Each snapback pattern will be similar, but have slightly different characteristics on the set up for the TRIGGER (“POP!”) bar. Study the chart below. Measure the pivot range and calculate the target for a breakout above the pivot high.
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There can only be two outcomes to a snapback pattern. Either prices will breakout above the pivot high and keep going higher, or, prices will FAIL to breakout above the pivot high and instead, roll back down below the pivot low. Therefore, when taking a snapback buy signal it's critical that all of our momentum indicators are giving us a strong reading in order to increase the probabilities of success on the trade.

The set up conditions for a snapback sell signal are the same. When prices make a pivot low and bounce back up again, we need at least two higher or equal highs in succession to qualify for a snapback pattern. Please note: I said higher or equal HIGHS. Even though it's a downtrend and we're looking for a sell signal, the set up requires higher highs and we are not concerned with the lows of each bar. Once again, we only take snapback trades when our momentum indicators are quite bearish and KP900 must be below KP115 and KPfast104. The TRIGGER bar for a snapback SELL signal is the first bar that CLOSES BELOW the LOW of the preceding bar.
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Pay close attention to the conditions present as the TRIGGER bar appeared. You'll notice that our most important line studies were positioned properly for a short tradeKP900 (light blue line) was below both KP115 (black line) and KPfast104 red line). We don't even consider a snapback trade until KP900 is positioned properly. For further evidence, the ribbon was red, KP90/902 was red, scorecard was below -2 and Voltrend TWO (top) was bearish. In essence we had sufficient downward momentum to support the trade and give us reasonably good odds on the success of the snapback SELL signal.
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The more you study snapback patterns the better you'll be able to anticipate them. You must be conditioned to expect a snapback as soon as the setup conditions develop. Sometimes you barely get a chance to realize a snapback is developing before the TRIGGER bar appears. Therefore, in an uptrend, as soon as you see a lower high you start you count for the setup. Remember, all we need are two lower or equal highs to qualify for a snapback pattern in an up trend. Study the snapback BUY signal below

Please take some time to scour through charts and pick out snapback patterns that qualify to trade using the criteria mentioned above. Remember: We only take snapback trades when KP900 is positioned properly against KP115 and KPfast104.
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BAILOUT STOP PLACEMENT
Once you've entered a snapback trade prices must not reverse beyond the TRIGGER bar. On a long trade, prices must not fall back below the TRIGGER bar. On a short trade, prices must not move back up above the TRIGGER bar. As you know, I don't like using stops. I believe they do more harm than good and since you are executing trades electronically you can bailout of a trade in mere seconds. If you must use a stop loss on a snapback trade I suggest placing it 1 point below the trigger bar on a buy signal and 1 point above the high of the TRIGGER bar on a sell signal.

  

Understanding the nature of the beast
Every trader is looking for a 'risk free' trading method that will double their money every day, or, better yet ... every hour. Wouldn't that be nice? That's why so many system vendors and book peddlers tout the 'secret methods of floor traders' or 'the hidden secrets of Gann and Elliott' or the amazing "can't lose" trading system. If I could find the 'HOLY GRAIL' of trading systems I certainly wouldn't sell it to everybody and their brother! Quite frankly, there is no such thing and there never will be. It's due to the nature of the market.

The markets present a challenging paradox. They are the same as they’ve always been, yet, they are constantly evolving. From the time of the ‘Tulip Bulb’ mania to our most recent bull market bubble the cycles have always played out the same way... EVERY TIME, yet we never seem to learn from history. We repeat the same blunders over and over again because each time the premise is different, more alluring and offers a dose of common sense logic. The market has no conscience. Every dreamer, schemer, wannabe eventually gets sucked into the vortex of fear and greed and that's when the market turns on everybody like a mad dog.

When you look at a two-minute chart you are actually looking at a microcosm of a daily chart over one full year. The patterns, cycles and rhythm are no different than what you see on a greater time frame. Please reflect on that reality for a moment because it drives home an extremely important point. Market fundamentals are less important than crowd psychology. The news can be good, but if the mood of the herd has soured ... prices go down. Remember a few years earlier (1999) when the news was bad but prices still rallied higher? Here's my point. If you don't fight the herd and merely respond to the obvious reality of what's happening on your screen, you can consistently take money out of the market... every day.

The purpose of Kwik*POP is to rate the mood of the herd at each turning point throughout the day. We are measuring the enthusiasm, or lack of enthusiasm, to determine whether we should take a trade and how much profit we should target. Remember that trading is all about defining the probabilities of success on each trade.  The market tends to stair step up or stair step down at least two or three times every day.  These are TREND trades with well-defined pivot structures. Each pivot sets up two trading opportunities. The higher probability trade is in the direction of the prevailing trend. For example, in an up trend you let the market form a higher low and as soon as it turns up again you buy. The odds of success on that type of trade are greater since momentum and volume are biased to the upside on a longer time frame and that additional buying pressure improves the odds on each buy signal. The riskier, lower probability trade is to short the market as each new pivot high forms in an up trend. 

By ignoring the countertrend trades we improve our performance dramatically. That's not to say you can't take a countertrend trade. If you're an extremely aggressive trader and you're only targeting small profits per trade ... you can trade at each pivot point ... if you're real fast on the trigger.

Let's talk about the NASDAQ mini futures contract NQ. Each point is worth $20.00 per contract. Let's assume that you have sufficient margin to trade 3 contracts on each signal. If you did 3 trades per day, made 3 points per day on 3 contracts, here's the scorecard: DAILY: 3 contracts X 3 trades X 3 points per trade = 27 points X $20.00 per point = $540.00. 
Weekly: $540.00 X 5 days = $2,700.00
Monthly: $2,700.00 X 4 weeks = $10,800.00
Annual: $10,800.00 X 12 months = $ 129,600.00 - and remember: that's just from targeting 3 points per trade on 3 NQ contracts 3 times per day. Obviously if you can make 5 points per trade you'll realize a dramatic increase on the bottom line, but, YOU MUST LEARN TO WALK BEFORE YOU CAN RUN. 
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Study the short signals on the chart below. Use the 4 conditions needed to target each trade. Stay with the trade until you've made 5 points or, your stop is hit, or you get a momentum reversal. If you took each short signal during this downtrend, traded three contracts per signal and went for 5 points per signal you made $900.00 in about 3 hours.
ALWAYS TRADE FOR SMALL PERCENTAGE GAINS.  
Bulls charge, Bears retreat and PIGS GET SLAUGHTERED. Please remember that you'll have losing trades as well and you must be able to regain your composure and go right back in on the next signal 

Learning to Day Trade is no different than learning to drive a car.
IN THE PASSING LANE:

You're driving down a two-lane country road and you’re stuck behind a slow moving truck and a station wagon full of kids. The speed limit is 60 MPH but you're only going 40 MPH because of the slow moving truck. You want to pass, but, there is on-coming traffic in the other lane. In order to successfully pass both vehicles you must time your maneuver very carefully. You must estimate the distance and speed of the oncoming traffic against the power of your car and the approximate time needed to accelerate past both vehicles.

There are no precise calculations involved in the process. You don't run a computer simulation on the aerodynamics of your car, wind speed, torque, velocity etc.. Your mind is calculating the odds of success based upon your driving experience, your 'feel' for the cars performance capabilities and various other data that is changing minute by minute. In essence, you sense when conditions are favorable.

The critical moment is at hand. You nose your car out into the passing lane and notice an oncoming car way down the road. It appears to be far enough away to allow you to time the maneuver. The adrenaline kicks in as you stomp down on the accelerator. You are in the passing lane now and THERE IS NO TURNING BACK!

As a driver, when you move into the passing lane you are speculating on the odds of success. We don’t use the word speculation when we think about passing a car on the highway, but, isn’t that the reality of the situation? You are measuring the probabilities of success and executing the maneuver based upon your assumptions about the performance of your car and the approximate time and distance needed to complete the task.

When you first started learning how to drive you read a drivers manual. It described the passing technique and it all looked quite easy and logical. Then you tried it on your own, from behind the steering wheel of your car. How can you describe, in a manual, the emotional sensations, the intuitive sense of timing and the discipline needed to follow through on an everyday task such as passing a car on a two lane highway? Each time you pass another car the circumstances are slightly different and therefore, so are the odds of success. Each time you do it you get better and there is always an exhilarating rush when you succeed. If you don’t kill yourself and others on the first few attempts, you slowly start to develop a comfort level as your timing improves and your perceptions become more focused on the task at hand. Eventually, you develop a timing skill as your confidence builds.

As a trader you are speculating on whether prices will continue to advance or decline. In essence, you are deciding whether to buy or sell and in order to be successful you need a way to define the odds ... calculate the probabilities of success. That’s what Kwik*POP is all about. Everybody says" Give me a simple one page set of trading rules so I can get under way immediately." My answer is just as simple. "How can you trade when you haven’t taken time to understand how the indicators work?" In an earlier section you were asked to study the movement of the indicators. You can’t really understand how the indicators and the market interact from scanning a few pages of text and looking at a bar chart. You need to observe and analyze the interaction of price and our indicators in real time, as those price bars are bouncing up, down, over and around.

When you scan a static bar chart your mind takes a snapshot of the final outcome and stores it away. Since you already know the final outcome, your paper trading decisions are biased. You’re not afraid to take a buy signal because you know prices ultimately move higher. You make a fortune with paper trades because you have absolute confidence when executing the trade ... since you know the final outcome in advance. That’s like getting a copy of tomorrows Wall Street Journal... today. Anybody can be a big winner when they know the results in advance. That’s the crystal ball we’re all looking for. In the real world it doesn’t work that way. Everything to the right of the current price bar is blank. You don’t know the end results in advance. Will prices continue to move higher or, will they reverse and plunge back down again? Should I buy, sell or stay out? That’s when you are suddenly confronted with your two worst enemies ... FEAR and GREED. Those two emotions cause the market to move the way it does every day. The rhythmic pulse of price action is a reflection of traders battling their two worst enemies ... FEAR and GREED. You are suddenly dealing with the unknown and you need a way to calculate the odds of success.

Our training materials are designed to get you in step with the natural rhythm of the market and to get you to focus on how the indicators react to that motion. The indicators accentuate the "road conditions". They highlight changing conditions that you may have overlooked. They define current conditions and give you a way to measure the odds of success on your next trade. In short, they point you in the right direction.  There is a common theme. TREND, MOMENTUM, TIMING. The indicators are constructed in a grid that allow you to define the trend, measure momentum and time your trade. The indicators tell you when it’s time to move ... INTO THE PASSING LANE.
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