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Signs of Weakness

 Up bars, narrow or wide spread, close high, middle or low.

* Volume can be high or low.

* Narrow spread indicates supply.

* This supply “caps” any attempt to move up.

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

* Professionals have no interest in the upside — Low volume.

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

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

 Low — volume shows no interest from “Smart Money” so prices will
not go higher.



BEWARE OF ULTRA HIGH VOLUME UP
BARS — THEY ARE USUALLY WEAK
BARS DRIVEN BY NEWS
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SOW - Principle 1 — The End Of A Rising Market

Up-bar on a narrow spread, close middle or low, volume
very high or stronger if ultra high. Weakness always
appears on an up-bar because professional selling has to
sell into a surge of buying. The narrow spread indicates
supply. Something has put a lid on the top of the market.
Selling, or lack of demand from professional money are
the only two things that can do this. If the volume is ultra
high this will show a serious sign of weakness. This sign
of weakness needs to have the following criteria.
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The End Of a Rising Market

e The high or ultra high volume up bar must be into fresh new ground
and will have a strong bull run in the background.

e The price range or spread should be NARROW. The example shown,
US stock JPM has a very narrow range, in fact it is within $1.00 for
the day in question, 14 October 2009.

e The NEWS will be good and that is to mislead you. You will have the
urge to buy because the media, brokers etc will be recommending
this as a strong buy when they should in fact be warning you not to
buy or indeed sell!!

e |f the market is gapped up and is approaching or at previous
resistance then this is an even stronger sign of weakness.
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JPMorgan scores big in latest quarter

Banking giant enjoys rebound in key areas such as investment banking even as
consumer credit issues persist.

By David Eliis, CNNMoney.com staff writer EMAIL | PRINT SHARE | £ RSS

Last Updated: October 14, 2009: 12:53 PM ET

NEW YORK (CNNMoney.com) — JPMorgan Chase delivered
its strongest performance since the financial crisis first took
hold two years ago, as the company reported earnings on

Wednesday that towered above Wall Street's expectations.

What recession?
The banking giant weathered the
recession well, helped by a

rebound in investment banking

The bank's quarterly profits were driven largely by a strong $4.08
performance in its investment banking division. 3.58
.08
And while losses continued to climb in the consumer-related 458
parts of its business, executives at the company suggested 2.08
that they were starting to see signs of stability. 158
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Shorting AFTER you see End Of a Rising Market

e Wait for the market to ROLL OVER, almost like the top
of a mushroom.

 We need to see a DOWNTREND forming. Look for the
market to make lower high'’s on the price bar each day.
e As the market falls we wait for a NO DEMAND up bar,
an UPTHRUST on either high or low volume (which we
will explain shortly) that is the place to enter a short
position.
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System For Short Trading

* |dentify a serious sign of weakness first, such as End of a Rising Market,
Buying Climax or Ultra High Volume or Low Volume Upthrusts. These
should be followed by NO DEMAND.

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

e Inastrong downtrend we should see increasing volume (not excessive or
ultra high) on down bars and decreasing volume on up bars.

 Inadowntrend you can allow for 2 up bars if they are on low volume.
lgnore level bars or near level bars, that is a bar that has closed at or near
the same price as previous bar.

e The end of the downtrend is often seen by two consecutive up bars
followed by a Test or No Supply down bar.
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SOW — Principle 2 — No Demand at Market Top

Markets are constantly being traded. A sudden down move will
lock many traders into poor positions as they wait and hope for
a rally to get out with little or no loss. If after a reaction the
market then starts to go up, then any old resistant level will
require effort to go up and through these old highs because
they have to overcome the selling from these locked in traders.
To approach an old high on low volume and narrow spreads
Indicates that the old highs are not going to be penetrated
because there is no demand. A market will not rise when there
IS no professional interest to the upside.
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Shorting AFTER you see No Demand at a Market Top

 Wait for the market to ROLL OVER, remember, we do
not know if this is the actual top until we see a change in
trend.

* Do not go short on No Demand bars like this if there is
an UPTREND still in place. Be patient.

* These bars are far more powerful places to short when
you have a serious sign of weakness in the background,
such as a Buying Climax or End of a Rising Market.
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SOW — Principle 3 — No Result From Effort

This is known as no result from effort. Any indication of
strength in an uptrend you should expect a strong market.
If the next bar is down on a wide spread closing on the
lows and the low and the close is lower than the previous
bar this is a countermanding signal. You do not fight the
market but you have to assume that there has been no
result in an effort to rise therefore the market must be
weak at that time. If the original indication was genuine
SOS then professional money would immediately move
Into the market giving higher prices not lower.
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Shorting AFTER you see No Result From Effort

e This will usually appear in an uptrend but is a far more
powerful short in a downtrend.

e Do not short in an uptrend, if the market is weak it will
roll over and you will see further signs of weakness.

e This is a powerful short when there is a downtrend in
place and you see this at the TOP of the downtrend
channel.
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SOW — Principle 4 — The Upthrust

The Up-Thrust. Up-thrusts are there for a very good
reason and that is to trigger stops in a weak market.
However, many chart patterns look like Up-Thrusts but fall
to live up their promises. The Up-Thrust has to look right.
It has to be in the right place. Many are created in a
strong market by gapping up at the opening then falling
off for a rest only to carry on up. The genuine ones are
easy to see. Basically you should have SOW in the
background not SOS.
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Shorting AFTER you see an Upthrust

e This can and does appear in an uptrend but it is not a
genuine upthrust because you are in an uptrend, but is a
far more powerful short in a downtrend. Do not short an
upthrust in an uptrend, it is in the wrong place.

e This is a powerful short when there is a downtrend in
place and you see this push through the TOP of the
downtrend channel.

* Look for signs of weakness in the background.
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SOW - Principle 5 - No Demand in a Downtrend

Up bar on volume less than the 2 previous bars. This
Indicates lack of demand from professional money. Itis
Important that this principle, called No Demand, is on an
UP BAR, a bar closing higher than the bar behind it, and
for the best short it should appear AFTER a MAJOR SIGN
OF WEAKNESS and in a DOWNTRENDING MARKET.
After seeing a No Demand bar, do not sell at market but
place a sell stop below the bottom of the No Demand batr.
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Shorting AFTER you see No Demand

e This can and does appear in an uptrend but is a far
more powerful short in a downtrend. Do not short an No
Demand in an uptrend, itis in the wrong place.

 This is a powerful short when there is a downtrend in
place and price goes up to the top of the downtrend
channel on No Demand.

 Look for signs of weakness in the background, this is
particularly powerful when seen AFTER a Buying Climax
or End of a Rising Market.
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SOW - Principle 6 — Wide Spread Down Bar Through
Previous Support.

A down bar on a wide spread and closing on the low
pushing down and through a previous support level with
the next bar down. You should have had some up move
behind you, and this price action is used to lock you into a
poor long trade. You will see No Demand after this to
confirm the weakness.
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Shorting AFTER you see a Wide Spread Down Bar
through previous support

 After you see this sign of weakness, it is confirmed as
major weakness if the next bar after it is also a down
bar or if it is an up bar it should look like our chart
example number 17.

e Make at least TWO lower highs to confirm the start of a
downtrend.

e Enter a short trade on a No Demand Up Bar or an
Upthrust on high or low volume.
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SOW - Principle 7 — Buying Climax

Buying climax. Up bar with wide spreads closing middle
or low on ultra high volume. Very powerful SOW if there
are no old tops to the left. As a market keeps on going up
day after day a point will be reached at some time when
many traders that have sold prematurely or those that are
not in the market cannot stand the constant higher prices
and frenzy gives the trading syndicates and market
makers a golden opportunity to unload large amounts of
stock at a high price without their activity resulting in lower
prices. This marks the high point of the market.
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Shorting AFTER you see a Buying Climax

* Be cautious, because of the momentum of the uptrend
the market may drift up for several bars or shoot up on
an upthrust. A short trade entered as the bottom/low of
the buying climax bar has been broken and then price
goes up to that area on No Demand is the best short.
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SOW — Principle 8 — Top Reversal

Top reversal. This is a common sign of weakness. The
first bar is marked up rapidly, closing on the highs (usually
on good news). The volume can be high (supply
swamping demand) or low (no demand). The next bar
rapidly reverses down, on a wide spread, closing on the
lows. If the low and the close is lower than the first bar
this adds to the weakness. As with all these indications, it
IS Important to read the following bars for confirmation of
continued weakness. This sign of weakness is very
powerful if you have a strong bull move up behind you.
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Shorting AFTER you see a Two Bar Reversal

e After you have seen this VSA set up which will often
mark a top you should wait for the market to trend
down, entering a short trade when you see a clear No
Demand Entry or Upthrust on either low or high volume
as the market trends down.
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Before taking a short position

 Have you seen a rollover and is the market in early stages of downtrend
or still in an uptrend?

* |Is the market falling with no professional support?

* |s the low of each bar lower than the previous bar? (you may allow 1 up
bar for every 2 down bars for a downtrend)

* Are you into fresh high ground when distribution starts?

» |s there a trading range to the left?

* |s there lots of GOOD NEWS about this particular market?

* |s the market in an overbought area of the trend channel?

* |Isthere End Of A Rising Market / Buying Climax in the background?

* Are you entering on a down bar — remember weakness appears on up
bars?
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Commodity Futures Information

Commodity!Future
Indez Ezchan Symbo| Tick | Tick Yalue | Size ¥alue | MONTHS | Electronic Market Times [C5T] | Day Trading Margin | Overnight Margins
Metals (NYMEX ON CME]
Gaold COMEY GC 01 $10.00 100 oz G MG Y2 fpm-4:15pm $1.500.00 £6.075.00 Month
Copper COMEK HG 0.0005 $12.50 25,000 [bs ALL Gpm-4:15pm $1,500.00 $6.413.00 Janwary |F
Platinum M'YMER PL 1 4500 Al troy oz F,J MY, fpm-4:15pm 41,500.00 46,075.00 Februarny |G
Siluer COREHS Sl (.00 £25.00 Ei00c: | FHEMLZ fpm-4:15pm $2500.00 $10.462.00 March  [H
Meats [CME] Bpril J
Live Cattle CME |LE (.00025 $10.00 40,000 ks, J, K P MG 2:.05am-1.55pm £1.020,00 £1,350.00 ET K
LeanHogs CME [HE 0.00025 $10.00 400000bs )5 J I B GLY A 3:05am-1.55pm $1.418.00 $1,485.00 June i
Grains [CME] dJuly i
Carn CEOT [2C 14 cent $1250 5,000 bu H.E LU 2 Bpm-Bam & 8:30am-115pm $2,000.00 $2. 026,00 August (3
Soybears CBOT |25 114 ent $12.50 50000y |F HE M, G, Epm-Eam & 3:30am-1:15pm 200000 44, 72600 Septembd L
"Wheat CEOT |2 114 cent $1250 5,000 bu H.E UL 2 Gpm-Bam & 8:30am-115pm $2,000.00 £4.050.00 Dhober |
Sioybean Oil CEOT |ZL 1 $6.00 00000k [ H E MG LUY, Bpm-Gam & 3:30am-115pm $2.000.00 $2025.00 hovembe &
Soubean Meal CEOT [2M 1 $10.00 00tons [ HE MG LY Bpm-Eam & 3:30am-115pm $2.000.00 $2,700.00 Decembe| 2
Softs [ICE)
Catton ICE_ [CT 0. $5.00 GO000Mk: | HEMUZ 2:30am-1pm $1.100.00 $2.100,00

| Covoa ICE |CE 1 £10.00 10 tans H.E LU 2 &alam-1pm $1,300.00 $1,960.00
Sugar #1 ICE  [SB 0.0 $11.20 f2000lks | HEMUZ Z30am-1pm $1,600.00 $2.520.00
Catfes ICE__ kD [1.05 £12.75 Jie00ks | HEMLUZ 2:303m-1pm 1.860.00 $2080.00
Energies
Crude Cil MY MER CL 0. $10.00 1,000 bl ALL Gpm-4:15pm £2,000.00 £5.400.00
Matural Gas MY MER MG 01 £10.00 10,000 mmEtu ALL Gpm-4:15pm $2.000.00 $6,750.00
Heating il WY MERHO 0.0 $4.20 42,000 gal ALL Bpm-4:15pm $:2.000.00 6. 750.00
E-Mlini Crude Cil MY MER QM 0.025 d B bkl ALL fipm-4:15pm :2.000.00 4236200
E-Mlini Matural Gas i MER GG 0.5 $12.50 2500 mmEtu ALL Gpm-4:15pm $2.000.00 £2.952.00
RECE GAS MNYIMER RE .01 $4.20 42 000 gal ALL fpm-4:15pm $2,000.00 $4.458.00

e
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