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THE PRUDEN MODEL
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THREE DEEP AT EVERY POSITION

INDICATORS

Three deep at every position
Four elementis: Price, volume, time, and sentiment
Three levels of analysis, or three units of analysis for every element

Element Unit indicators™ Weighting

Bullish—Bearish
+4 +2 +1 -1 -2 -4

Momentum
Extent
Form

Volume Total
Upside/Downside
On-balanced

Cycle
Duration
Season

Sentiment News
Opinion
Speculation

*Indicators chosen by the analyst. Depending on the time frame used and the
market studied, each technician can systematically select an array of specific
technical indicators to represent each element of the model.

FIGURE 4: THREE DEEP AT EVERY POSITION. This form shows each element
broken down into three levels or units of analysis. Entries under “Indicators”™ and
“Weighting” depend on the market and time frame being analyzed.




WYCKOFF THEORY

DISTRIBUTION
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ACCUMULATION

Accumulation: The establishment of an investment or speculative position by
professional interests in anticipation of an advance in price.

Markup: A sustained upward price movement.

Distribution: The elimination of a long investment or speculative position.
Markdown: A sustained downward price movement.




WYCKOFF LAWS AND TESTS

1. The Law of Supply and Demand — states that when demand is greater
than supply, prices will rise, and when supply is greater than demand,
prices will fall.

Here the analyst studies the relationship between supply vs. demand
using price and volume over time as found on a barchart.

2. The Law of Effort vs. Results — divergencies and disharmonies between
volume and price often presage a change in the direction of the price

trend. The Wyckoff

“Optimism vs. Pessimism” index is an on-balanced-volume type indicator
helpful for identifying accumulation vs. distribution and gauging effort.

3. The Law of Cause and Effect — postulates that in order to have an
effect on you must first have a cause, and that effect will be in proportion
to the cause. This law’s operation can be seen working as the force of
accumulation or distribution within a trading range works itself out in the
subsequent move out of that trading range. Point and figure chart counts
can be used to measure this cause and project the extent of its effect.
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WYCKOFF LAWS: LAW OF EFFORT vs. RESULT
LAW OF SUPPLY AND DEMAND
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THE NINE CLASSIC BUYING TESTS

TABLE #2

Wyckoff Buying Tests: Nine Classic Tests for Accumulation
MNine Buying Tests (applied to an average or a stock after a decline)”

Indication: Determined From:
1)  Downside price objective accomplished Figure Chart

2)  Preliminary support, selling climax, secondary test Vertical and Figure

3)  Activity bullish (volume increases on rallies and Vertical
decreases on reactions)

4)  Downward stride broken (i.e., supply line penetrated) Vertical or Figure

5)  Higher supports (daily low) Vertical or Figure

£) Higher tops (daily high prices rising) Vertical or Figure

7)  Stock stronger than the market (i.e., stock more Vertical Chart
responsive on rallies and more resistant to reactions than
the market index)

8) Base forming (horizontal price line) Figure Chart

9) Estimated upside profit potential is at least three times Figure Chart for
the loss if protective stop is hit Profit Objective

* Adapted with modifications from Jack K. Hutson, Editor, Charting the Market. The
Wyckolf Method (Technical Analysis, Inc., Seattie, Washington, 1986), page &7.
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Trader Psychology and Mental Discipline

ichard ). Wyckoff observed many years ago that the mastery of a

sound technical analysis methodology was only one half of the

gamme of speculation in the securities and commodities markets,
[he other half of the game was the control of one's own emotions and the
mastery of certain mental qualities or mental discipline. Wyclooff argued
that “rigid selfcontrol is hall the battle. . . . You must operate wilth no
emotions whatsoever . . . unfil you can leam o frade and invest withowt
hope or fear you will not meet with all the success vou should.”

Wyelkoff went on to cite the injunctions of a famed nineteenth-century
cotton speculator, [Hokson G, Walts, who said that “"the gualities essential
to the equipment of a speculator are judgment, self-reliance, courage, pru-
dence and pliability. To these could be added ancother quality, patience.”
Wyeckoll concluded: “If yvou do not possess courage, self-relilance, pa-
tienice, prudence and pliability, cultivate those gualities. - . . You must train
voursel make a searching analysis of your own menial process."™

Although thus need for mental discipline In raders wWas recodnised
over 100 years ago, the serious study of trader psychology and concepts
and techniques for understanding and enhancing the trader's mental disci-

pline did not become popular untl the late twentieth century. In his June
1994 article "Mind (rames” in Fulfures magazine, David husbaum wrote:
“Many traders are turning to psychological 'coaches, eager to find an edge
ot Lhe unkowown they can conlrol—ILubelr own belavion.” He wenl on Lo re

port that

This trend—af course—staried in California The study aof the psy
chology of brading began in TO5S for he Z2m s growp, on drformal




ceollectiorn of weorays weoruagers, vefadl oved dnstitndfional brolers ornd

drrdeperudent troaders vurrecd fov o sweadl femmbeerger clfhain i San
Fravoison where ey st hald ymectivigs

Fsypoholoagay weas e foncies, Salys Zin's reemmiber Honk Prodoere,
afsa edidar of e Markel Technicians Association Joumal, becoaiise
Jollowrivag a snechanistic progran: @5 all vight _for beginrners, “Hut not
L woe woish fo e g world chomrepion . There are other elerynernds dr-
ponkred, drecluclireg Hhe abdddly o rust youwr iviwilion o perdeive

thivigs Fiffereviily. ' In other words, wstrng wour Read. =

Musbhaum's article profiled several popular “trader’s coaches™ and
their techniques. Notabhle among them were Mark Dooglas, aathor of The
visciplineed Trader: Devaeloping Winndng Attitudes (Upper Saddle River,
ML Prentice Hall Press, 190007); Charles Faulkner of Mental Edge Trading
Associates, Chicago; and Dr. Van K. Tharp of the Van Tharp Institate in
Faleigh, Northh Carolina, wlho at the time of publication =l weitten fve
boolls on tradinge psychuuology

Starting in 19585, | collaborated with Tharp on a sthady of trader sy
chology and menital discipline. Our collaboration culminated in the cre-
ation of "The Ten Task=s of Top Trading,™ which led to an article that was
ultirmately published in the 30TA CWarbal Techndiodoans Assooiatiorn ) Jorr-
ricrd, Winter 12021003,

I wras inspired to create the “Seper: Tasles of Top Trading”™ after reading
John Sweeny's article entitled “Vian K. Tharp, Ph. D Treader's Psychologist.™
in the April 1987 issue of Fechmnical Arnalysis of Stocks & Cosmrmunsocdities
(TASCY) magazine. In the article, Tharp was guoted as saying that, based
on his training, experience, and six years of research and testing, e was
conwvineed that *Everything is psychological in termes of investing. Sao it'=s
really understanding those psyoehological variables that are most imapor-
tant for swinning and losing,. . Mor example, each system typically has a

number of disorete trading steps thar one must follow and each step is -
sociated wiath some distinct psychological state. 1Y vou Pollow the steps
but you don't have the right psychological state associated with i, you're

going to he inn trovhle.’

That interview in Y450 prompied me o start thinking about the pos-
sible task steps and corresponding mental states. I came up with a model
composed of seven different tasks and the mental state appropriate for
ench Laslke Table 5.1 s the origing model that T creaned o share willh
Tharp and the members of the Zimm's growup.

1 called the model “Kmow How by Hobbes." fnow Ao Faddaed Fro-
graaris oy dinwesndirng Yorwr Chuor Best Fudwre (San Rafael, OA; Faturelaoe,
Inc., 1986), by Leslie Cameron-Bander, David Gordon, and Michael
Lebean, is A MNeuro-linguistic Programming book, amd Hobbes s (he




Putting it all together: Ten Principles for a
Trader to Live By

The Ten Principles

Be your own boss: Create a "sealed room” for yvourself and commit
hel! raelf o "ni:lll-, one clignt.

2 Leaplrog your competitors: Gain'the wirnning edge by acquiring-high-
cancept arnd -high-touch talents. for the twenty-first century.

3.:Learn the Wyckaff method of technical analysis and: master the Whyok:
off-art of speculation.
Become the complete trader: Play the role of the Composite Man

CoAlways be LJf.'ri=:|J|ifI.L:'J: Follow through your trades with the Ten Tasks
af - Top Tracking,
Balld your trading systefms an the salld, sciennhc foundations af be-

mavioral hinance.

Use decision suppert systems 1o help set up vour market timing.
Fest-your trading system and train- yourset 1o use it via the acrion sa:
guence mathod tar active lédarning.

Adopt a planning.and control process,

Integrate the Thige Skills of Tep Trading and make them aninsepara:
fle part af yeriirsall,




Praise for The Three Skills of Top Trading

— Charles D. Kirkparrick, Tl, CMT, coauthor of
Techmical Analysis: The Complete Resource for Firancial Market
Tectniciarns, Editor of the foarmal of Techrircal Arnalysis,
and board member of the Market Technicians Association

— Jacob Bernstein, www.trade-futures.com

— Martin |. Pring, President, www.Pring.com

— Thom Hartle, Direcior of Marketing for

COG, Ine. (www.cgg.com)

— Van K. Tharp, PhD, President, Van Tharp Institure




