I want to share with you a very unique approach to staying on the right side of the market when you are daytrading the SP500 futures. I call the approach the "High Five". It is a group of important indicators which when synthesized together, becomes vital to calling market direction. The best part is the method follows the KISS approach to the markets... you know, "Keep It Simple Scalper", and is so effective that you can watch it work tomorrow along side of your current, primary trading tools. In addition to the "High Five" indicators, I want to review the 10-Day "Pit Bull" moving average, named after Marty Schwartz and his unique way of calculating this important market directional reading tool. Marty Schwartz is the author of the book "Pit Bull" and swears by this moving average saying in his book that it is one of his favorite indicators. I have been using these indicators successfully for years and we follow them daily on our web site, dayTradersACTion.com

The "High Five" are the NASDAQ Composite Index, the $TRIN, the $VIX, the $TICK and MER (Merrill Lynch Stock). Together these five indicators can be used to paint a clearer picture of market direction for the day session. When they all point in the same direction, you will be ill advised to fade them and when they give a mixed picture you can often save time and money by staying flat. The best way to view them is in conjunction with a particular market action. Let's use as an example a bullish opening after a previous, rather average, bullish day where the Dow closed up about 55 bucks, the NASDAQ composite index was up around +35 points and the SP500 futures were up 8 handles on the close from the previous session's closing price. On the next trading day you perhaps are feeling bearish overall but with a solid close the previous day and a higher open today, you are concerned about getting short too soon. This is where the "High Five" come to the rescue. Remember this is an example only. It takes many trading days of watching these indicators in action and in relation to this example along with both similar and opposite setups. However, if you watch the "High Five" in tomorrow's session, you'll see quickly what I mean. So in our example, the market has now opened Gap Up 5 handles and is rallying with the Dow up another 40 bucks but the "High Five" signals caution! Here's how. When you see the $TRIN above 1.10, the $VIX moving above +60, the $TICKS up+500 to +700 and MER is flat to lower, not only will it be very difficult for the market to rally much further, but the stakes are excellent that getting short under these conditions is where you want to be. Now keep in mind that this type of reading must be synthesized to paint an overall picture and will take some practice and keen attention to details of the movements of the DOW and S&P500 in relation to these indicators. 
A Mega Bearish or what I call BEAR UGLY tape using the above indicators is as follows: The overall market is lower with a heavy feeling of downside pressure. You see the $TRIN 1.20 or higher, $VIX +1.00 or higher, $TICKS down -500 and stretching lower on each drop of the market, MER down -2.50 or lower, and the NASDAQ composite index down -50 or more, you can often just get short on any reflex rallies and hold short, because the S&P500 and the rest of the market are most likely going down. On the bullish side with the market rallying or starting to rally when you see the NAZ composite index up +40 or more, $TRIN below70, $VIX-1.00 or lower, $TICKS up +200-500 (particularly after a previous down tick day) and MER doing very nice being up +2.00 to +4.00, then get long on any pullbacks because the market is most likely going higher. A quick note on MER (Merrill Lynch stock). This little indicator is pure magic. I learned it from a former floor trader who "moved upstairs" and he convinced me to check it out. I've used it for years and I never promised him I'd keep it secret, so no oaths violated here by telling you what I learned and have seen work in the markets. Don't take MER lightly. If MER is down -3.00 or more, but not on any special news about the company, just day-to-day trading, the overall market is going to have a hard time rallying. Watch it for a week and see. Then email me to thank me for the tip. If the overall market is flat to down after a couple of hours into the session but MER is up 3 bucks, they are going to have a problem taking the market down significantly further and in fact we will probably get some kind of rally. It is that powerful, but don't ask me why...just watch it tomorrow and see for yourself. If the market is trying to rally but MER is flat to -1.00 lower, it's going to be choppy on the upside. Does it work every day? Of course not. Is it a very handy indicator in relation to the whole picture? You betcha! Often when I'm long or short the S&P500 and something doesn't feel right with my position, I go look at MER and often may flatten out a position on the basis of MER alone. If you take notes on the "High Five" indicators and keep them on your desk tomorrow, carefully watching the nuances I've described, I think you will be pleasantly intrigued to say the least.

Now on to another old reliable, the 10-day "Pit Bull" moving average. If you are an SP500 trader and haven't read "Pit Bull" by Marty Schwartz then log on to Bridge Traders bookstore at www.futuresource.com and order it now. Marty is the real thing when it comes to trading and being a former marine tells it like it is. My favorite part of the book (other than the 10 Day Moving average I'm about to describe) is when he advises traders who are stuck in a mental rut to get on the top of their desk, look up at the ceiling and start screaming like a lunatic. I wonder what the trader psychologists think of that method! You want to listen to a guy that really trades the SP500, has made millions from it, and tells you one of his all time favorite indicators. This brings us to the next very relevant part of our discussion on staying on the right side of the markets when day trading. Mr. Schwartz calculates the 10-day moving average by hand every day (according to the book) by taking the last 10 days of the current SP500 future price and dividing by 10. You keep a running chart of it by taking the current 10 Day "Pit Bull" number that you calculated yesterday, multiplying it by 10, then adding today's closing SP500 futures price to that figure. You then count back 10 days starting with yesterdays SP500 close and subtract that number from the total. You then divide that figure by 10 and round up or down to the nearest10 Now you have the 10 Day "Pit Bull " moving average for today's trading action. It is not the same as the conventional 10 day moving average or exponential moving average that can be quickly tapped into a computer. This is not to say a computer can't calculate it but Marty does it by hand and recommends doing it by hand. That's good enough for me! The guy has made millions trading the SP500 and you may not want to fade that advice. Besides, it keeps you on your math toes. To use this 10 Day MA, you want to view the market as Bearish below the number and bullish above. Again, Keep It Simple Scalper. I have used this MA number, calculated Marty's way, since reading his book years ago and it is astounding to say the least. I've added my own methodology of trading with it after observing this number for years, watching it like a hawk while in the market, and paying dearly for trying to fade it. Here's what I do now. You take the number and consider bullish above and bearish below as a general "read" on the markets. When the SP500 futures price gets close to it (within 15 handles) I note on my daily trading homework "Caution...10 Day Pit Bull MA...CROSSOVER". That's the key word...CROSSOVER. If the market has been bearish but has now rallied up to that number you are going to see some amazing things happen. If the overall market is in a bullish trend it's going to blow through that number to the upside and probably leave it behind in the dust. You obviously want to be long at or even (ideally) before that number if you are convinced we are going higher and of course, if you have the guts. If the market is unsure or genuinely bearish, you are going to see the area around that number look like a thick wall of resistance to the upside. If you reverse the previously explained scenario then the number works the same way on the downside. If we have been bullish but the market is faltering or showing some internal weakness and the SP500 futures drop down to the 10 Day "Pit Bull" moving average number, there will be some serious attention on that number by a lot of astute traders and your attention should be there too, especially if you are long. Just as in the upside resistance scenario, if the market is not genuinely bearish as it moves lower, it may hit the "pit bull" 10 day moving average, hover within 5 or 10 handles come back and cross over it again remaining bullish. What I'm demonstrating here is that you can use this indicator tomorrow by calculating it tonight and get a good picture of which side of the market you want to be on. When you see it starting to "Crossover", take some extra time with your own personal trading homework to determine if we are going into a trend change and consider that you may want to hit that trend on or before the 10 Day "Pit Bull" moving average plows through that special number leaving traders on the wrong side of it in the dust.

I hope some or all of these ideas have been valuable for your trading introspection. Carefully watch them daily in different market scenarios and you may find that they will become an important part of your trading arsenal.
PT II

Back in the July/August issue of Bridge CRB last year I wrote an article called "High Five" Using Indices as Indicators which caught a lot of attention and interest due to its effectiveness and simplicity. Since that time, as always, the internal market structure has changed somewhat and adjusted to the current investing climate. Any good indicator, system or method of reading the markets should always have a component within the methodology that either allows for these adjustments and changes in the market or has a "self-adjusting" element built within its structure to adapt to market changes. In this article I would like to show how the "High Five" indicators I described in the last article have such a built-in component and how to synthesize the indicators to get on the right side of the market each day.

Let's start right out with a quote from Peter Malmut who is a third generation currency and S&P500 trader.
"To be successful you have to be willing to constantly re-evalutate what you are doing and be innovative in your trading ideas. I think the most succesful traders are always retooling their market theories. They are readjusting their strategies to current conditions and perceptions. I think everyone else is kind of one step behind. You need to first be able to analyze what is absolutely revelant right now. It may be different tomorrow. The worst thing is to become complacent. There are always ways to improve what you are doing and the methodology by which you do it. Be prepared to work very hard. Remember the people you are competing against. You are going against the very best and it is a competition."
Whew! I could almost end the article right here with this kind of wisdom, but I actually preferred to start us out on the right foot instead by quoting this as inspiration for what I want to review right now.
What are the High Five?
The "High Five" as I describe them are the following 5 indexes. The Nasdaq composite index, the $TRIN, the $TICK, the $VIX, and MER (Merrill Lynch common stock). By watching these 5 Indexes/ indicators and comparing them to certain specific levels, you can actually determine with a relatively high degree of accuracy which side of the market to be on, whether bullish or bearish and when they are neutral, how to avoid a choppy market. Right now I will give you the key levels to watch for and how to compare them to certain market setups. I will later give you some specific "tricks" I've learned in my many years as an S&P500 trader to use in conjunction with the High Five. You can see a nice color graph of the High Five and more specific details about the indicators on a specific web page I've set up at:
www.daytradersaction.com/education/high5table.asp for your convenience to print out or use while trading. 
A Few Examples
Here are the specific levels you want to watch for.

A bullish High Five looks like this: You have the Dow up 50 bucks or so, the Naz (my nickname for the Nasdaq composite index) up +30 or higher, the TRIN below 0.80 or less , the VIX down -1.00 or more, the TICK up +200 to +300 or more and MER up $2.00 or more. Simple as this sounds, you don't want to fade this High Five tape setup and try to go short, as you will most likely get stopped out.

A bearish High Five looks like this: You will see the Dow down -50 or more, the Naz down -30 or more, the TRIN above 1.20, the VIX up 1.00 or more, TICKs pushing lower at -300 to -500 or lower , and good ol' MER down $2.00 to $3.00. Trying to get long or reverse/buy a down market scenario like this is going to be tough getting more than a few handles reversal usually and it is often better to take trades in the direction of the bullish or bearish High Five setup.
Using the High Five
Those who read our article last year and have been following this for some time (by the way , thank you for all your interesting and kind emails) know how extremely valuable this method of tape reading can be, even though I admit it is very simple. I want to elaborate in this article on how to "synthesize" these indicators in order to catch turn around in the markets because, as you know, it is rare to find any indicator or method that is just cut and dry. Reading the High Five is no exception and even if you read our graph posted on the above URL or see the market acting according to the example given above, what you usually have on the front lines, day to day trading is the market getting ready to "roll over " from a bullish scenario, to neutral, to bearish or of course, vice versa.

Here's how to get on the right track synthesizing these indicators, but first, as with any trading ideas, be very aware that trading is risky, there are limitations to any methodology based on the inherent ever changing nature of the markets and that only risk capital should be used to trade. I don't know about you but I trade to make a living! I do not care about being a mathematical genius or a "trading expert" . I am more concerned about catching the next 5-10 handle move on the S&P500 on the right side of the market so I can pay my mortgage and ideally go on a fun vacation this summer to some tropical island or somewhere else nice. That being said, here are setups to watch when you are looking for the market and the High Five to "roll over" to a change in direction.

Bullish "rollin" to neutral to bearish: Ok, the Dow has rallied for the last two days and the High Five have been consistently bullish following our Day Traders Action criteria. Now on the third day, the S&P500 price has opened flat to a few handles higher, the Dow is up 30 points or so and you have got a lot of what I call "Johnny come lately" bulls joining the open not wanting to "miss" the bullish action. However you notice the Naz is only up 20 points or so but the most telling is that the TRIN is 1.20, the VIX is up 0.80, and MER is down -$1.50 with the TICK flat to lower. This is the kind of setup, where you want to start looking for a spot to go short very soon. This small continuation rally, after two days up, is about to fizzle out or at least consolidate to a neutral reading on the High Five. In the above example market scenario, although there are no guarantees of course, I would be looking for 5-10 handle pullback off this rally and maybe more if I can catch the right spot near the high point before the small rally fizzles out.

Bearish "rolling " to neutral to bullish: Here is where you see that the Dow has been hit for the last few days. Perhaps it's been three down days or so totaling 130 dow points with the High Five showing bearish readings primarily each day. Here comes day four and they open the S&P500 4-5 handles lower and naturally many traders are thinking there is more weakness to come. However, you as an astute High Five reader, see that even though the Dow is already down -50 in the first half hour or so of trading the tape is revealing certain things. You notice that the Naz is only down -10 or flat, the TRIN is 0.80 or less, the VIX is down -0.60 or more and then you notice MER is bouncing up +$1.50. This is a tape that is telling you the market is "rolling " to neutral and either a reflex rally is coming or at least a consolidation which should be good for a 5-10 handles bounce, if you can nail the right price on the lower side.

What is the MER indicator?
I've had more darn questions and speculation about the MER indicator than I would have ever imagined so I just want to mention where it came from. One day many years ago I was down on the floor of the NYFE in New York and met an old floor trader who told me about it. Gang, I don't know why it works and neither did the trader who told it to me, but you can often catch amazing, accurate turnarounds in the High Five and indeed the market direction for the day just by making it a habit to watch ol' MER. Very often when the market is at what I call a "crossroads" for the day or I can not get a clear reading on the High Five, I take a look at MER. If you are long and MER is down -2.00 bucks, you better be careful and if you're bearish today but you've got MER rallying and it's up 1.50, even though the rest of the market is looking kind of heavy on the downside you might do yourself a favor and look for a spot to cover or lighten up. As always, if it's a new idea, watch it for 2 -3 months in real time, compare it to what I'm saying here and don't be surprised if you find yourself seeing what Mohan is talking about here. It's just another piece of the puzzle but it works and I've used it since the day that old floor trader friend told me about it. Wish I could find his address and thank him. 

You can learn to use the High Five to get a feel and a sense of when the market is going to turn around by developing your trading skills, psychology and good old fashioned experience in watching the daily market action. Always remember that trading is like playing a game of professional chess, tennis or even football for those who prefer a rougher kinesthetic comparison. You may study all the plays on video , rehearse your moves to perfection and use your best efforts but when you get in the real game, it is your inner ability to synthesize your skill development, emotions and experience to make those winning plays. It is S&P500 trading at its best, the fastest game in town and those who live it and love it wouldn't want to do anything else for a living.

	High Five: Using Indices as Indicators
Quick Reference Table 


	TAPE
	TRIN
(actual value)
	VIX
(daily change)
	TICK
(actual value) 
	COMPQ
(daily change) 
	MER
(daily change) 

	Mega Bullish
	+0.60 or lower
	-1.20 or lower
	+500 to +800
	+20 or more
	+1.50 or more

	Bullish
	+0.80 or lower
	-0.80 or lower
	+200 to +700
	+15 to +20
	+1.00 or more

	Mixed/Neutral
	0.9 to 1.00
	-0.30 to +0.60
	-300 to +200
	-15 to +15
	+0.50 to -1.00

	Bearish
	+1.00 or higher
	+0.80 to +1.00
	-500 to -700
	-15 to -20
	-1.00 or more

	Bear Ugly
	+1.30 or higher * 
	+1.0 to 1.5
or higher
	-500 to -700, banging on -900+
	-20 or more
	-1.50 or more



* TRIN becomes "overcooked" bearish and due for a reversal when the readings reach above the 1.80-2.00 level on the day AFTER a previous down day with extremely high TRIN readings. Prepare to reverse long upon seeing such readings.
Can't tell a TICK from a TRIN? Here are some brief definitions of the High 5. 
Please note that the data sources given below are merely examples for the components themselves. The samples are not meant to be used as set-up guides. As a serious S&P trader, you must have access to fast, reliable and real time data source and a fast trading platform. Please use your own data source to track the components of the High Five. 
	COMPQ
	The Nasdaq Composite Index measures all Nasdaq domestic and non-U.S. based common stocks listed on The Nasdaq Stock Market. The Index is market-value weighted. Currently it includes over 4000 stocks listed with the Nasdaq and represents the broad market for the Nasdaq.

Only the daily change (change from the previous day's close) is significant as a High Five indicator.

An example data source: Lycos Quote.com COMPQ

	MER
	Merryll Lynch, a leading brokerage house and one of the largest, trades in the NYSE with the ticker symbol of MER.

Only the daily change (change from the previous day's close) is significant as a High Five indicator.

An example data source: Lycos Quote.com MER

	TICK
	The TICK indicator is based on the statistic computed from the net of all UP-TICKs minus all DOWN-TICKs at a given point during the day in NYSE. If 500 stocks advanced on their last trade or TICK, 200 declined and 500 were unchanged, the TICK would be +300 (500 minus 200). The closing TICK is based on the last trade of the day. TICK statistics are available for the NYSE, Nasdaq and AMEX. The High 5 indicator complex uses only the NYSE numbers.

Actual reading as reported by the exchange is used as part of High five.

An example data source: Lycos Quote.com TICK

	TRIN
	The TRIN (also known as ARMS Index, named after its inventor, Richard Arms) is short for TRaders INdex. It is a contrarian indicator to detect overbought and oversold levels in the market. Because of its calculation method, the TRIN has an inverse relationship with the market. Generally, a rising TRIN is bearish and a falling TRIN is bullish. The TRIN is the advance/decline ratio divided by the advance volume/decline volume ratio. The formula for calculating it is:
((Advancing issues/declining issues) / (advancing volume/declining volume))
As in the TICK, we are concerned only with the NYSE statistic.

Actual reading as reported by the exchange is used as part of High five.

An example data source: Lycos Quote.com TRIN

	VIX
	VIX stands for the CBOE Volatility Index. VIX is a weighted measure of the implied volatility for 8 OEX put and call options. Typically, VIX (and by extension implied volatility) also has an inverse relationship to the market. The value of VIX increases when the market declines and decreases when the market rises.

Only the daily change (change from the previous day's close) is significant as a High Five indicator.

An example data source: Lycos Quotecom VIX
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