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Foreword

The year was 1986 and I was the director of research at Tudor Investment
Corporation. With Paul Tudor lones, we were in a new field of investing
now known as managed futures and hedge fund management. Paul's job was
to increase client capital by buying and selling the global futures, foreign
exchange, and fixed income markets. My job was to help him make betterinformed trading decisions. I thought, "No problem!" because at the age of
26, I knew I was perfectly equipped for the challenge. My background from
the Federal Reserve Bank of New York provided the foundation for the task
at hand: collect, massage, and interpret data from many markets around the
world. And, I had the latest technology-an IBM PC with two floppy drives
and Lotus 123.
Unfortunately, futures markets were emerging in more countries and
on more markets than my two floppy drives could handle. Developing models similar to the regression models I had created at the Fed was either
impossible or irrelevant. Given the slow speed of the computer and the vast
amount of data, these models would have taken until 1990 to explain 1986not very useful to a money manager whose average holding period was two
weeks. There had to be a better approach to the problem.
Paul based most of his trading on technical analysis. At Tudor, technical analysis was broadly defined to include all relevant factors that could be
gathered from within a market and which could affect its price, including
volume, open interest, seasonality, spread relationships, and relative perfor-
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mance to related markets. One of Paul's favorite indicators was the "market
analog"-that is, the behavior of a market after the reoccurrence of a previously observed price pattern-an "outside day," for example. It became very
clear that the ouly way to gain an edge in these markets was to combine technology, a disciplined approach, and technical analysis rigorously. The growing number of markets in multiple time zones required a methodology that
did not depend on human insight alone.
In 1986, as well equipped as I thought I was, I had to learn the whole
new science of technical analysis. My passion for markets led me to read
everything I could get my hands on. The name "DeMark" kept appearing in
my research. Tom published a newsletter and a chart book. His newsletter
was rated number one for profitability. His chart book had the most indicators and cleanest data.
At the time, I was developing a hierarchical approach to market analysis. This approach relies on the multi-stage filtering of data beginning with
indicator development and ending with specific buy-sell rules. The indicator
development would help Paul make better risk-reward trades. Additionally,
we hoped the buy-sell rules could stand alone as a trading system. To aid this
effort, I sought consultation from a guru of technical analysis. I decided to
give Tom a call.
I found Tom DeMark on a visit to his home in Racine, Wisconsin.
Coming from New York, my sense of Racine was that there were only two
things to do-work and sleep. It was the perfect environment for a man with
my passion for markets and the available time to do something about it. I
remember that Tom was incredibly creative and a fountain of ideas. For days
on end we would discuss markets, new trading indicators, and system ideas.
The DeMark Chart Books required Tom to collect and scrub data from every
market around the world. I was computer literate and very quantitative and
Tom had programmers to run the indicators for his newsletter. Our creative
energy overwhelmed the programmers. I was in market heaven. I flew back
to New York full of new ideas and ready for a good meal and a night out. It
was a perfect business match. It was also the beginning of a beautiful friendship.
Of course, Paul had more ideas than anyone. But before his theories
could be traded, they first needed to be tested. We would rigorously test his
ideas and apply money management and portfolio rules. Ultimately, we
found we could implement a systematic trading approach. From this effort,
Tudor Systems Corporation was born and its success would be greatly
enhanced by the hiring of Tom DeMark. He joined TSC in 1988 as executive vice president and worked virtually around the clock with me until 1990.
As technology advanced, our work together progressed. I wish I could
have taken a computer cable and dowuloaded all the market information
contained in Tom's head. Instead, I settled for many stimulating conversa-
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tions and rigorous testing. We examined every conceivable idea, and some
not so conceivable. We began with sequential and ended with the four systems described in the book. I can categorically state that the systems I trade
today could not have been developed if Tom had not laid the foundation of
systems knowledge for me.
Eleven years after having met Tom, I still have his phone number committed to memory. There is many a time I have a question about a market or
am using one of his indicators on a real-time quote machine and a thought
pops into my head. We chat a bit about the way we think the market works
and discuss different trading strategies and refinements. After all these years,
Tom's work is still original and stimulating. It is a pleasure to speak with him
and learn from him his latest market strategies.
The most wonderful of Tom's insights are often the most frustrating.
There is no right answer; there are only probabilities. As a result, one can use
Tom's work simply as a discretionary indicator, as the basis for a trading system, or in a multidimensional trading model. The choice is up to the user. I
think its extremely important not just to read, but to study Tom's ideas and
his charts. While each approach may appear to be independent, they build
upon themselves into a harmonious orchestra of technical market instruments. It is worthwhile to take out a pencil and work through what is being
presented. Don't skip over the difficult material. Trading markets is about
discipline and making money-there are no shortcuts.
It is so easy to gossip about the markets-"I think the energy market is
going up because it is cold outside." This approach is a sure way to part with
your capital. Remember that the objective of trading is to make money-not
to be right. The analyst never gets stopped out of a position on the low tick.
The reality is that traders do. It is essential, therefore, to develop a game plan
and stick with the approach. The trader is quite similar to the coach of a
football team who must constantly remind the players of the little things it
takes to win the game. Prepare for the worst and do not commit mental
errors such as moving a stop lower or taking too large a position.
Technical analysis lets the trader follow the game plan. It provides a
price level from which to initiate a trade; it also provides profit levels and
stop loss levels. The discretionary trader uses technical analysis as an art.
The systematic trader uses it as a science. Both can be successful. It is up to
the practitioner to choose the method.
The technical analysis of Tom DeMark provides a good framework for
both the systematic and discretionary trader. Tom does not mince words and
he certainly does not gossip. He provides insight found nowhere else in the
technical analysis literature. But, as brilliant and insightful as Tom can be about
markets, he does not make the trading decision. Every trader must develop his
or her own personal strategy. Such a system must include a risk profile, time
frame, and market selection. Tom's book will help in each of these areas.
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One thing is certain: Tom's work, if studied, will help every trader. No
one can ask for more than this. Even so, it is only a start. Trading encompasses a lot more than entry and exit levels. Without them, however, one
would have only a vague idea on how to approach the problem of making
money in the markets.
I consider myself most fortunate to have a friend who cares as passionately about markets as I do. It is indeed very rare to find someone who is still
innovating after so many years. Tom is a good friend and has been a powerful mentor. This book belongs in every trader's toolkit. Use it wisely and
profitably.
Peter F. Borish
President, Computer Trading Corporation
Chairman, Futures Industry Institute
New York, New York
May 1997
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Introduction

Prior to writing my first book, The New Science of Technical Analysis, the sum
total of my entire life's writing experience was limited to occasional, frantic,
last-minute term papers dealing with topics with which I had a limited
understanding and only a casual interest. Once I had undertaken the assignment to write the book, the rigid schedule and massive demands imposed by
my publisher weighed heavily upon me. Daily, I cursed the project for its
intrusion upon my time, life, and profession. Upon its completion, I was disappointed with and critical of the book's content and presentation. I vowed
never again to undertake such a major commitment. Despite the fact that I
was pleased with the reviews I received from even some of the industry's
most staunch and vocal critics, I was determined not to waiver from my decision to retire from book writing-that is, until now.
What changed my mind? First of all, I was disturbed by the feedback I
received from a handful of readers that some questions they had were left
unanswered in the original book. Although I was satisfied the studies I presented were fresh, creative and, to some degree, revolutionary, I was frustrated that a few individuals misconstrued the correct interpretation and
proper application of some indicators presented in the book due to the indicators' apparent incompleteness and perceived ambiguity. In addition, I was
concerned that I had limited the book's scope by failing to address in sufficient detail all the variations and combinations the indicators presented.
Most important, however, is the fact that subsequent to the release of the
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book, many authorized electronic quote vendors and research software
providers added a number of these indicators to their databases. As a result
of jointly working with them, I have had the opportunity to review and evaluate from a panoramic perspective all these studies in real time, as well as
numerous adaptations and derivations of them. I am now comfortably
equipped to introduce many qualifiers and enhancements to my original set
of indicators. Furthermore, I am also able to provide more explanations and
interpretations, which should improve their efficacy and, at the same time,
your understanding by dispelling any confusion that may have previously
existed due to either partial explanations of the indicators or unintentional
disparities between the text and the accompanying charts. In addition, I am
prepared to disclose for the first time ever many exciting trading indicators
and studies that should challenge your analytical creativity and, hopefully,
inspire you to experiment and develop new methods and indicators of your
own. I assure you that it is not my intention to overwhelm or intimidate you
by showering you with a deluge of new studies. Rather, my goal is to make
this a true learning experience by presenting a number of key indicators, discussing their composition, and suggesting various alternative settings, applications, and interpretations. This process should enable you to introduce
improvements and variations of your own, which will serve to improve your
market timing abilities and analytical success.
I realize I have set an ambitious goal by attempting to write a book
sequel and expecting it to have the same impact as my first book. While my
original book may have inadequately dealt with some topics and concerns
regarding indicator interpretation and implementation, I will address these
shortcomings, as well as focus in more detail upon indicator construction
and application. I do not plan to embrace in this book every aspect of the
research I have conducted throughout the years. Limitations of time and
space do not permit such a comprehensive agenda. I am confident, however,
that I am now better prepared to write a book than I was before. The major
technological alliances I forged with many data vendors and research networks have allowed me to introduce a more varied and complete presentation of my trading ideas and concepts. Not only am I able to devote entire
sections of the book to improvements of the techniques discussed in myoriginal book, but I am also able to allocate a considerable amount of time and
attention to discussions regarding many other trading strategies I have
developed throughout the years.
Subsequent to reading my first book, many readers expressed a strong
interest in the TD Sequential market timing method. For years this indicator has served as the cornerstone of my trading strategy. Specifically, TD
Sequential has operated as my market timing compass by consistently anticipating shifts in market sentiment and direction. Singularly, TD Sequential
accomplishes the goal of most traders. It objectively and mechanically iden-
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tifies low-risk and high-risk price wnes. In this book, I introduce a number
of enhancements to this special indicator, as well as present a market timing
relative ofTD Sequential, which I call TD Combo. I regard this new indicator as the "mother of all price anticipatory methods" I have developed. For
over 16 years, I have been applying this indicator successfully to various markets, and it has proven to be an indispensable companion to the TD Sequential confirmation process. In fact, on many occasions, it has proven to be
more definitive than TD Sequential in the detection of potential pricereversal levels. More important, however, by combining these two unique
techniques, the potency of the identification process of low-risk and highrisk price zones is enhanced considerably. Further, I assure you that my
attention to these two indicators will neither diminish nor detract from my
presentation of numerous other trading techniques that I'll also share with
you. I am confident that, once learned and properly applied, any number of
these indicators will produce a profound impact upon your market timing
research and trading success.
Also, I will present many heretofore proprietary trading techniques I
have created over the years for use by a number of well-known traders. By
sharing these methods with you, I hope to broaden your market timing
awareness to a level enjoyed by them when they profitably and aggressively
applied these techniques. Given the degree of computer horsepower and
software sophistication currently available, I believe the time could never be
better spent for you to experiment with these ideas and to make improvements and adaptations of your own that are compatible with your trading
style. Unfortunately, I was not afforded a similar luxury and opportunity at
the time I began my research career over 25 years ago. Notwithstanding the
significant advances made in computer technology over the past few years,
however, I am disappointed with the dearth of market timing research currently available to the trading community. I hope this book will help fill this
void, as well as serve as a catalyst inciting you to conduct additional studies
of your own.
In order to trade successfully, most traders rely upon trend-following
techniques. This practice is emotionally satisfying and pragmatically straightforward since it serves to reinforce one's predisposed trading instincts to buy
strength and to sell weakness. So widespread among traders is the practice of
using trend-following techniques that it is not uncommon to hear a trader
remark that "the trend is a trader's friend." I believe, however, that this
expression must be qualified to include the phrase "unless the trend is about
to end," and at that time it becomes a traders worst enemy. By their very construction, trend-following techniques ensure entry only after price tops and
bottorus have been completed. To counteract this shortcoming, two basic
themes permeate most trading indicators I have developed-namely, market
rhythm and price exhaustion. By design, most of my trading concepts contra-
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dict the conventional trading wisdom and style employed by the trendfollowing community, since both approaches evaluate price patterns and
relationships that unfold as a market moves up or down, attempting to identify those price periods commonly associated with the culmination of a trend
and the inception of a price reversal. Specifically, my extensive market
research indicates that price bottoms develop not because smart buyers or
groups of buyers operate in concert, but rather, figuratively speaking, the last
seller sells, supply diminishes, and, by default, price advances. Furthermore,
my studies suggest that market tops are not made because omniscient top
pickers or informed trading syndicates with massive financial resources coordinate their selling campaigns; rather a diminution in buying occurs at that
particular point in time and price declines of its own weight. The following
example should illustrate this phenomenon more clearly. In early 1980 I
served as a consultant to a large metals' trader. I instructed him in the basics
of my TD Sequential indicator, and I explained to him that I had designed
this market timing tool to anticipate high-risk price wnes and that a trader
should be prepared to sell into market strength at that time since demand is
plentiful. Throughout the month ofjanuary, I prepared him for the ultimate
high in the precious metals' markets. Each day I reported the indicator's status until the completion of Countdown day 13 occurred and the anticipated
wne of high risk approached. As the market rallied, the release of fundamental news became decidedly more positive, and most analysts enthusiastically forecast the continuation of the upside move indefinitely. Just prior to
recording the thirteenth Countdown day, I had an extended discussion with
the trader, and the outcome of this conversation influenced my analytical
career forever. By means of numerous historical examples, I demonstrated to
him the vulnerability of the market to decline once a 13 high-risk TD
Sequential Countdown was recorded. He understood, but when pressed by
me to liquidate, he chose to postpone selling until he was confident price had
in fact peaked. Repeatedly, I urged him to sell. Once the market price accelerated downside, he countered my exhortation to sell by responding, "Sell?
Sell to whom?" These words ring true to my ears to this day. His description
of the market environment was unknowingly insightful, and at the same
time, its implications held dire consequences for his portfolio. The market
had rallied for an extended period of time. All those individuals who were
positively disposed toward the market were fully invested and their subsequent lip service and hopes alone were insufficient to move price higher, let
alone support it. The trend followers were positioned in the market. My
warning to exit the market had been insistent and repetitive and, at the same
time, totally ignored by my client. He was confronted with a dilemma-the
trend-following sellers were now in control, and it was too late for him to
attract sufficient bids for his sizable position in the market. My theory of

