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Signs of Strength

 Down bars, narrow spread, close middle or low.

* Volume can be high or low.

* Narrow spread indicates no professional selling.

 This buying prevents any attempt to move down.

« Ultra high volume down bars (the classic trap of “Smart Money!!)

* Professionals have no interest in the downside — low volume.

* Professionals are buying into the public selling — Higher volume.

* High + volume shows demand — public selling — smart money
buying.

 Low — volume shows no interest to the downside from “Smart
Money” so prices will not go lower.
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SOS - Principle 1 — Bottom Reversal

Bottom reversal. A wide spread down bar closing on the
low. The low and the close is lower than the previous four
bars. Followed by an up bar on a wide plus spread
closing on the highs. This arrives in a variety of versions
but basically the first down bar is a shake-out usually on
so called bad news. The second bar is rapidly marked up
to lock traders in (if you shorted) or out of the market if
you wanted to buy the market. (people hesitate buying
because it now appears expensive to the earlier price.)
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Going Long AFTER you see a Bottom Reversal

 When this sign of strength appears, there will be a
down trend in place. This can often mark the bottom or
turning point. Wait to make at least 3 higher lows on
the bar, meaning price action is moving up, then look to
enter on a low volume down bar, a Test, No Supply or
preferably a Test in a Rising Market
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Tom Williams Simple Trending System For Long
Trading

* |dentify a serious sign of strength first, such as a Bottom Reversal, Selling Climax
or Ultra High Volume or Low Volume . Look out for Shakeouts. These should be
followed by a Test or No Supply.

 Wait for at least 10 BARS IN ANY TIMEFRAME to see the result of the strength.

 |nastrong uptrend we should see decreasing volume (not excessive or ultra high)
on down bars and increasing volume on up bars (again, not excessive or ultra high)

e Inauptrend you can allow for 1 down bar if they are on low /average volume.
lgnore level bars or near level bars, that is a bar that has closed at or near the
same price as previous bar.

* The end of the uptrend is often seen by two consecutive down bars followed by a
NO DEMAND up bar
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SOS - Principle 2

Stopping volume. To stop a down move demand has to
overcome the supply. As a market falls day after day a point
will be reached when the herd cannot stand the losses so
they all tend to panic at a similar time. If the price levels
reached are now attractive to professional money they will
step in and start buying. This activity causes a surge in
volume as they buy and cover their short positions.
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Going Long AFTER you see stopping volume

When “Smart Money” or Professionals accumulate you will
see it beginning on high volume down bars, but the
accumulation phase takes time. Do not try to buy the bottom,
after seeing stopping volume wait for the market to drift up
then come back down into the area of stopping volume on
LOW VOLUME, the LOWER THE BETTER. If the spread is
narrow and the market makes two higher lows within 25
bars this confirms the long position, enter on any low volume
down bar after this, place an a buy order above the low
volume down bar, let the market come to you. This is called a
successful test.
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SOS — Principle 3 - The Test and Types of Tests

The Test. This is a very common Sign of Strength frequently seen just
before an up move. You must have strength in the background. Atest is
doing exactly what is says, it is testing something, it is testing for supply.
Too much supply the market will fall, if there is no more supply the
market must go up. If there is still too much supply a test can fail and if
you see a failed test in a weak market it confirms that the market will
continue to fall. Tests need TWO BARS to confirm strength. A test can
FAIL so we wait for the next bar to be up to confirm strength but we
MUST have strength in the background. If you have weakness in the
background and you see a test and the next bar is DOWN, this is a
strong sign of additional weakness and is called a FAILED TEST.
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Going Long AFTER you see a test

 YOU MUST have strength in the background, such as
stopping volume or climactic action. Place a stop under
the low of the climactic bar and place a buy order above
the test bar. A test can fail and you can re-test an area
several times before the market moves up, so placing an
order above the test lets the market come to you. If the
test fails you are not in the position.
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SOS - Principle 4 — Absorption Volume

A wide spread up bar closing on the highs pushing up and
through an old top to the left. This is demand and an effort
to go up. After this event the market usually rests or starts to
react, you are now looking for indications of strength to
confirm the strength.
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Going Long AFTER you see absorption volume

« WAIT - You are looking for a test of this volume.
Placing a buy order above the absorption bar close is
the safest place to enter.
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SOS - Principle 5

This Is a variation of stopping volume which has arrived on 2
bars rather than on 1 bar. On the first bar supply was so
heavy that professional money was unable to absorb all the
stock dumped onto the market. This allows the market to
fall on the next bar usually on so called ‘bad news’. This
can be gapped down on the opening causing the panic.
However, to close in the middle or highs indicates demand
has overcome the supply.
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Going Long AFTER you see Bag Holding

 This is a serious sign of strength and often if not always
marks the bottom. LooKk for the first test bar and enter a
buy order above the test.
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SOS - Principle 6

Selling climax. Wide spread down closing in the middle or
high after a substantial down move has already taken
place. The volume is ultra high. As a market falls day after
day a point will be reached when traders will start to panic
and encouraged by bad news will start to dump stock onto
the market. If the market closes in the middle or high then
professional money must have decided that the lower
prices now looked attractive and will start to buy into the
panic selling. The activity will cause the volume to be ultra
high. This marks the low point of the market.
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Going Long AFTER you see a selling climax

 This is a serious sign of strength and often if not always
marks the bottom. Look for the first test bar and enter a
buy order above the test, same as for bag holding.
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SOS - Principle 7 — The Shakeout

The Shakeout - Wide spread down closing on the middle or
low. Most often seen after a strong down move. Volume can
be high or ultra high. If this is seen in an uptrend it is a very
strong buy opportunity. “Smart Money” have to buy at lower
prices and will do anything to get the price down to buy more
of the instrument they are accumulating. This will nearly
always be seen on bad news and will often mark the next leg
up of a trend.

A shakeout can also be seen at market bottoms and is
especially powerful if you have a selling climax in the
background.
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NEW YORK, April 14 (Reuters) - U.S. stocks fell on Tuesday as a AT&T i
surprising drop in retail sales dented hopes the recession was abating 3. US STOCKS SMAPSHOT-Futures extend
and financial shares slid on fears that Goldman Sachs' (GS.N) share losses after M.Stanley results
offering could prompt others to follow suit. 2. Dow, S&P drop as Morgan Stanley renews bank
] ) ] worries | &4 Video
TECHNOLOGY Retail sales in March snapped two months of increases and sparked

e

UPDATE 1-5un's largest shareholder sells
stake

UPDATE 1-Goldman upgrades U.5. auto
sector; raises Ford to buy

selling across the board, with the stocks of retailers, big manufacturers
and energy companies among the casualties. The S&P retail index .RLX
fell 2.5 percent.

e

m

But the financial sector, which had recently led the stock market's 5- 7. SNAPSHOT - Financial Crisis - 2040 GMT ' ‘
week rebound from 12-year lows, took the biggest beating by far, with s. U.S credit card bill tests Democrats’ political
the KBW Bank index .BKX falling 8.1 percent and the S&P financial will

Do More With Reuters - :
index .GSPF dropping 7.7 percent. 9. UPDATE G-Freddie executive death apparent

+ RSS B b :

» Widgets "There is fear that other banks wanting to pay back government funds SHCCE POfcy souece _ _

\ Mobile may want to raise cash by issuing shares," said Ryan Detrick, senior 10. US banks 10 get stress test results Friday - W
technical strategist at Ohio-based Schaeffer's Investment Research. . _

r Podcasts By Most Popular Articles RSS Feed

» Newsletters The gloomy news on retail shows that "maybe the economy hasn't turned

v Your View around as the last 5-week bounce suggested.” MORE COMPANY NEWS AND PRESS RELEASES

+ Make Reuters My Homepage i ) ) v SNAPSHOT - Financial Crisis - 2040 GMT
The Dow Jones industrial average .DJI dropped 137.63 points, or 1.71 N _ , ,

Partner Services percent, to 7,920.18. The Standard & Poor's 500 Index .SPX fell 17.23 ' CANADAFXDEBT-CS ends slightly lowerin volatile

» CareerBuilder points, or 2.01 percent, to 841.50. The Nasdaq Composite Index .IXIC ek _ _

v Affiiate Network declined 27.59 points, or 1.67 percent, to 1,625.72. *C-ﬂilélﬁ-Dﬁ- STOCKS-TSX edges higher on energy,

golds
didksson bt Amaong consumer-oriented plays, department store operator Macy's (M.N)  + UPDATE 1-Knight Transportation Q1 profit beats
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Going Long AFTER you see a shakeout

*When you see a shakeout on a bad news in an up
trending market it is a strong buy opportunity, but wait
for the next bar to be up before entering. If you are
more cautious wait for a test. Place a buy order above
the test.
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SOS - Principle 8 — No Supply / Test in a Rising Market
/ No Selling Pressure

No Supply / Test in a Rising Market / No Selling Pressure -
A Down Bar on volume lower than the previous two bars
shows lack of selling pressure as the market falls. The
background is important here, this is only a entry to the
long side if you have strength in the background, not
weakness. This is a higher probability entry to the long side
when you have an uptrend in place, do not enter long in a
downtrend on this set up.
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do not sell the price rebounds up
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; futures market). This lack of selling
1794.99 ; gives the professionals confidence

: } that they do not have to absorb large
amounts of supply.

m

Add extra weight if itis a down bar.

..| Sometimes this indicator appears as
1 a shakeout, which is a mark down but
on awide spread closing up near the
high to shake out weak holders. If
volume is low then supply has dried
up. High volume suggests demand : -
overcame the supply. Ifthe spreadis | .. 0. . . . . ............................................................ [ 1??,5
narrow it will have less impact. :

This indicator is usually testing high
volume in the recent background.
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Going Long AFTER you see No Supply or a Testin a
Rising Market

*When you see No Supply with climactic action in the
background this indicates higher prices so enter a buy
order above the high of the no supply bar.
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Before taking a Long position

* Is the market in early stages of uptrend or still in an downtrend?
» |s the market rising with no professional support?

» |s the high of each bar higher than the previous bar? (you may allow
1 down bar for every 2 up bars for an uptrend)

» Are you into fresh low ground when accumulation starts?

» |sthere a trading range to the left?

» |sthere lots of BAD NEWS about this particular instrument?
* |s the market in an oversold area of the trend channel?

* Isthere a Buying Climax in the background?

« Are you entering on a up bar — remember strength appears on down
bars?
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Summary

« Each of us are unique. We have different account sizes, loss tolerance levels,
experience levels, different ways of viewing things (two people can look at the
same mountain from the same place and see entirely different perspectives),
and different levels of self discipline.

 These strategies are a guide but must be adapted to your style of trading and
personality. Only YOU can do that for yourself.

« VSA principles apply to all markets where there is volume available and in all
timeframes. We will be looking at stocks but we could easily have looked at the
same patterns in Futures, Commodities, Spot FOREX, etc.

« KISS - Keep It Simple Stupid. Nothing here is rocket science. VSA is very
logical and is based on principles that have been around for decades.

» Take a holistic approach to your chart analysis.
» Definition of Holistic -

— Emphasizing the importance of the whole and the interdependence of its
parts.
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Points To Remember

o Strength will appear on down bars.
 Weakness will appear on up bars.
 The background analysis of the chart is vital.

 Has the strength or weakness appeared at the top or
bottom of a channel?

* |s this a major trend reversal or a retracement?
* |s the news good or bad??

* |s demand overcoming supply?

e |s supply overcoming demand?
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Points To Remember - Continued

o All patterns seen in the past will be there at the right edge
of your chart, but they will come in different intensities.

 VSA s adiscretionary methodology that still requires
discipline and money management.

 VSAis much more effective when used with support and
resistance and with Elliot Wave analysis. (Used by
Wyckoff).

e You must use more than one timeframe to see the bigger
picture.

« If you listen to news, have a very contrarian view of the
contents when taking a position.

 The chart never lies, rely on your charting skills.
]
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