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CHAPTER |

Introduction

THERE is awidespread demand for more light on the subject of Tape
Reading or the reading of moment by moment transactionsin a stock.

Thousands of those who operate in the stock market now
recognize the fact that the market momentarily indicatesits own
immediate future; and

That these indications are accurately recorded in the market
transactions recoded second by second; and

Therefore those who can interpret what transactions take place
second by second or moment by moment have a distinct advantage over
the generd trading public.

Such an opinion is warranted, for it'swell known that many of
the most successful traders of the present day began as Tape Readers,
trading in smdl lots of stock with a capitd of only afew hundred dollars.

Joe Manning, was one of the shrewdest and most successful of dl
the traders on the floor of the New Y ork Stock Exchange.

A friend of mineonce sad:

"Joe and | used to trade in ten share lots together. He was an ordinary
trader, just like me. We used to hang over the same ticker."

The spesker was, a the time he made the remark, ill trading in
ten-share lots, while | happened to know that Joe's bank balance -- his
active working capital -- amounted to $100,000, and that this represented
but a part of the fortune built on his ability to understand the tapes
secrets and interpret the language of the tape.

Why was one of these men able to generate a fortune, while the
other never acquired more than a few thousand dollars day trading?
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Their chances were equd at the start of their pursuit asfar as capital and
opportunity. The profits were there, waiting to be won by either or both.

The answer seemsto bein the peculiar qualifications of the
mind, highly potent in the successful trader, but not possessed by the
other.

Thereis, of course, an dement of luck in every case, but pure
luck could not be so sustained in Manning's case asto carry him through
day trading operations covering aterm of years.

The famous Jesse Livermore used to trade solely on what the tape
told him, closing out every-thing before the close of the market. He
traded from an office and paid the regular commissions, yet three trades
out of five showed profits. Having made afortune, heinvested it in
bonds and gave them dl to hiswife. Anticipating the 1907 panic, he put
his $13,000 automobile up for aloan of $5,000, and with this capita
darted to play the bear side of the market, using his profits as additiona
margin. At onetime he was short 70,000 shares of Union Pecific stock.
Hiswhole lot was covered on one of the panic days, and his net profits
were over amillion dollard

By proper mental qualifications we do not mean the mere ability
to take aloss, define the trend, or to execute some other move
characterigtic of the professond trader. | refer to the active or dormant
quditiesin his make-up.

For example: The power to force himsdf into the right mental
attitude before trading; to control his emotions. fear, anxiety, eation,
recklessness; and to train his mind into obedience so that it recognizes
but one master -- thetape. These qudities are as vitd as naturd ability,
or what is cdled the sixth sensein trading. Some people are born
musicians, others seemingly void of musica taste, develop themselves
until they become virtuosos.

Itisthe WILL, the strength of discipline and character in a man or
woman which makesthem mediocre or successful,
"aloser" or "awinner."
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Jacob Field is another exponent of Tape Reading. Those who
knew "Jakey" when he began his Wall Street career, noted his ability to
reed the tape and follow the trend. Histaent for thiswork was doubtless
born in him; time and experience have proven and intengfied it.

Whatever awards James R. Keene won as operator or syndicate
manager, do not detract from his reputation as a Tape Reader as well.

His scrutiny of the tape was so intense that he gppeared to bein a
trance while his mental processes were being worked out. He seemed to
andyze prices, volumes and fluctuations down to the finest imaginable
point. It was then his practice to telephone to the floor of the Stock
Exchange to ascertain the character of the buying or sdling and with this
auxiliary information complete hisjudgment and make his commitments.

At his death Mr. Keene stood on the pinnacle of fame asa Tape
Reader, his daily presence at the ticker hearing testimony that the work
paid and paid well.

Y ou might be urged to say: "Yes, but these are rare examples.
The average man or woman never makes a success of day trading by
reading moment by moment transactions of the market." Right you arel
The average man or woman seldom makes a success of anything! Thet is
true of trading stocks, business endeavors or even hobbies!
Success in day trading usudly results from years of paingtaking effort
and absol ute concentration upon the subject. It requires the devotion of
ones whole time and attention to - the tape. He should have no other
business or profession. "A man cannot serve two masters,” and the tape
isatyrant.

One cannot become a Tape Reader by giving the ticker absent
treatment; nor by running into his broker's office after lunch, or seeing
"how the market closed” from his evening newspaper.

He cannot study this art from the far end of atelephone wire. He
should spend twenty-seven hours aweek or more at aticker, and many
more hours away from it sudying his mistakes and finding the "why" of
his losses.
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If Tape Reading were an exact science, one would smply have to
assemble the factors, carry out the operations indicated, and trade
accordingly. But the factors influencing the market are infinite in their
number and character, aswell asin their effect upon the market, and to
attempt the construction of a Tape Reading formulawould seem to be
futile. However, something of the kind (in the rough) may develop aswe
progress in this investigation, so kind an open mind because we have
many secrets, tricks and tips to reved that are not in the pocket of the
average day trader.

What is Tape Reading?
This question may be best answered by first deciding what it is not.

Tape Reading is not merely looking at what the tape to determine
how prices are running.

It is not reading the news and then buying or sdlling "if the stock
actsright.”

It isnot trading on tips, opinions, or information.

It is not buying "because they ook strong,” or sdlling "because
they look weak."

It isnot trading on chart indications or by other mechanica
methods.

It isnot "buying on dips and sdling on pesks.”

Nor isit any of the hundred other foolish things practiced by the
millions of people without method, planning or Srategy.

It seemsto us, based on our experience, that Tape Reading isthe
defined science of determining from the tgpe the immediate trend of
prices.

It isamethod of forecasting, from what appears on the tape now in
the moment, what is likely to gppear in the immediate future.

Tape Reading is rgpid-fire common sense. Its object isto determine
whether stocks are being accumulated or distributed, marked up or down,
or whether they are being neglected by the large investors.
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The Tape Reader aims to make deductions from each succeeding
transaction -- every shift of the market kaleldoscope; to grasp anew
stuation, force it, lightning-like, through the weighing machine of the
mind, and to reach a decison which can be acted upon with coolness and
precison

It is gauging the momentary supply and demand in particular stocks
and in the whole market, comparing the forces behind each and their
relationship, each to the other and to dll.

A day trader islike the manager of a department store; into his office
are submitted hundreds of reports of sales made by the various
departments. He notes the genera trend of business -- whether demand
is heavy or light throughout the store but lends specid attention to the
products in which demand is abnormaly strong or wesk.

When hefindsit difficult to keep hisshelvesfull in a certain
department or of a certain product, heinstructs his buyers
accordingly, and they increase their buying ordersfor that product;
when certain products do not move he knowsthereislittle demand

(or amarket) for them, therefore, he lower s his prices (seeking a
mar ket) to induce mor e purchases by his customers.

A floor trader on the exchange who stands in one crowd dl day is
like the buyer for one department in astore -- he sees more quickly than
anyone else the demand for that type of product, but has no way of
comparing it to what may have strong or weak demand in other parts of
the store.

He may be trading on the long Sde of Union Pecific stock, which has
astrong upward trend, when suddenly a decline in another stock will
demordize the market for Union Pecific stock, and he will be forced to
compete with others who have stocksto sdll.

The Tape Reader, on the other hand, from his perch at the ticker,
enjoys abird's eye view of the whole field. When serious weskness
developsin any quarter, heis quick to note the changes taking place,
weigh them and act accordingly.
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Another advantage in favor of the Tepe Reader: The tapetellsthe
news minutes, hours and days before the newspapers, and before it can
become current gossip. Everything from aforeign war to the eimination
of adividend; from a Supreme Court decison to the ravages of the boll-
weevil is reflected primarily upon the tape.

The indder who knows a dividend isto be jumped from 6 per cent to
10 per cent shows his hand on the tape when he starts to accumulate the
stock, and the investor with 100 shares to sell makes hisfractiona
impress upon its market price.

The market islike adowly revolving whed: Whether the whed will
continue to revolve in the same direction, stand till or reverse depends
entirely upon the forces which come in contact with its hub and tread.
Even when the contact is broken, and nothing remains to affect its
course, the whed retains a certain impulse from the most recent
dominating force, and revolves until it comesto agtanddtill or is
subjected to other influences.

The eement of manipulation need not discourage any one.

Manipulators are giant traders, with deep pockets. The trained ear can
detect the steady "chomp, chomp,” as they gobble up stocks, and their
teeth marks are recognized in the fluctuations and the quantities of stock

appearing on the tape.

Little traders are a liberty to tiptoe wherever the food trail leads, but
they must be careful that the giants do not turn quickly on them. The
Tape Reader has many advantages over the long-term investor. He never
ventures far from shore; that is he plays with a close stop, never laying
himself open to alarge loss. Accidents or catastrophes cannot seriously
injure him because he can reverse his postion in an instant, and follow
the newly-formed stream from source to mouth. As his position on either
the long or short Sdeis confirmed and emphasized, he increases hisline,
thus following up the advantage gained.

A pure tape reading day trader does not care to carry stocks over
night. Thetapeisthen slent, and he only knows what to do when it tells
him. Something may occur a midnight which may crumple up his
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diagram of the next day's market. He leaves nothing to chance; hence he
prefers a clean sheet when the market gong strikes.

By this method interest charges on margin are avoided, reducing the
percentage againgt him to a congderable extent.

The Tape Reader islike avendor of fruit who, each morning,
provides himsdlf with astock of the choicest and most seasonable
products, and for which there is the greatest demand. He pays his cash
and disposes of the goods as quickly as possible, a a profit varying from
50 to 100 per cent on cost. To carry his stock over night causes aloss on
account of spoilage. This corresponds with the interest charge to the
trader.

The fruit vendor is successful because he knows what and when to
buy, aso where and how to sdll. But there are stormy days when he
cannot go out; when buyers do not appear; when heis arrested, fined, or
locked up by ablue coated despot or his wares are scattered abroad by a
cardess trackmen. All of these unforeseen circumstances are a part of
trading and life, in generd.

Wal Street will readily gpply these Stuations to the various attitudes
in which the Tgpe Reader finds himsdf. He ventures $100 to make $200,
and as the market goesin hisfavor hisrisk is reduced, but there are times
when he finds himself at sea, with his stock deteriorating. Or the market
is S0 unsettled that he does not know how to act; heis caught on stop or
held motionless in a dead market; he takes a series of losses, or is
obliged to he away from the tape when opportunities occur. His
cdculations are completely upset by some unforeseen event or his capitd
isimpaired by overtrading or poor judgment.

The vendor does not hope to buy abarrel of applesfor $3 and sd
them the same day for $300. He expects to make from nothing to $3 a
day. He depends upon a small but certain profit, which will average
enough over a week or a month to pay him for histime and labor.

Thisis the objective point of the Tape Reader-to make an average
profit. In amonth's operations he may make $4,000 and lose $3,000 -- a
net profit of $1,000 to show for hiswork. If he can keep this average up,
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trading in 100 share lots, throughout a year, he has only to increase his
unit to 200, 300, and 500 shares or more, and the results will be
tremendous.

Theamount of capital or the size of the order isof secondary
importance to this question: Can you trade in and out of dl kinds of
markets and show an average profit over |0sses, commissons, etc.?

If 0, you getting proficient in the art of tape reading.

If you can trade with only a small average loss per day, or come
out even, you are rapidly getting there.

A Tape Reader abhorsinformation and follows a definite and
thoroughly tested PL AN, which, after months and years of practice,
becomes second nature to him. His
mind forms habits that operate
automaticaly in guiding his market “The professional day
adventures. Practice will make the
Tape Reader just asproficient in
forecasting stock market events, but his say: "The facts are in
intuition will be reinforced by logic,
reason and analysis.

trader must be able to

front of me; my analysis

of the situation is this;
Here we find the characteristics
that distinguish the Tape Reader from
the Scalper. Thelatter is essentidly and this."
one who triesto grab a point or two
profit "without rhyme or reason’-he
don't care how, so long as he getsiit.

therefore | will do this

A Scalper will trade on anewstip, alook, aguess, a hear-say,
gossip -- on what he thinks or what afriend of afriend of friend says.

The Tape Reader evolves himsdf into a ‘trading maching which
takes note of a Stuation, weighsit, decides upon a course and gives an
order. Thereis no acceleration of the pulse, no nervousness, no hopes or
fears concerning his actions. The result produces neither eation nor
depression:
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Thereiscalmness before, during and after the
trade.

The Scaper is acar without shocks, bouncing over every little
bump in the road with rattling windows, a rickety motion and a strong
tendency to swerve into oncoming treffic.

The Tape Reader, on the other hand, islike afinetrain, which
travels smoothly and steadily aong the tracks of the tape, acquiring
direction and speed from the market engine, and being influenced by
nothing else whatever.

Having thus described our ideal Tape Reader in agenera way, let
usinquire into some of the pre-requisite qudifications.

First, he must be absolutdy sdlf-reliant and sdlf-determining. A
dependent person, whose judgment hangs on the advise or passing words
of otherswill find himsdlf swayed by a thousand outside influences. At
critica points his judgment will be usdless because he has not been able
to exercise his ‘judgment muscles — they are weak from inactivity!

The professona day trader must be ableto say: "Thefactsarein
front of me; my analysis of the Stuation isthis; therefore | will do this
and this"

Second, he must be familiar with the mechanics of the market, so
that every little incident affecting prices will be given due weight. He
should know the higtory of earnings of the stocks he istrading and
financia condition of the companies in whose stock heistrading; the
ways in which large operators accumulate and distribute stocks; the
different kinds of markets (bull, bear, Sdeways, trending, etc.); be ableto
meaaure the effect of news and rumors; know when and in what stocks it
is best to trade and measure the market forces behind them; know when
to cut aloss (without fear or depression) and take a profit (without pride
and puffery).
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He must study the various swings and know where the market
and the various stocks stand; he must recognize the inherent weakness or
srength in prices; understand the basis or logic of movements. He should
recognize the turning points of the market; seein hismind's eye what is
happening on the floor of the exchange.

He must have the nerve to stand a series of losses; persistence to
keep him at the work or trading during adverse periods; sdf-control to
avoid overtrading; an amiable and cam disposition to balance him at all
times.

For perfect concentration as a protection from stock tips, gossip
and other influences which are rampant in a broker's office he should, if
possible, saclude himsdlf. A smadl room with aticker (ed. note: a
computer with redl time data), a desk and private telephone connection
with his broker's office are dl the facilities required. The work requires
such ddlicate baance of the faculties that the dightest influence ether
way may throw the result againgt the trader.

You may say: "Nathing influences me,” but unconscioudy it does

affect your judgment to know that another man is bearish a a point
where he thinks stocks should be bought. The mere thought, "He may be
right," has a deterrent influence upon you and clouds your own
judgments, you hesitate and the opportunity islost. No matter how the
market goes from that point, you have missed a beat and your menta
meachinery is thrown out of gear.

Silence and concentration, therefore, is needed to lubricate the
day trader’s mind.

The advisability of having even anewsfeed in theroom, isa
subject for discussion. The conclusion isthat ‘news is‘news’; the
recording of what has already taken place, no more, no less. It
announces the cause for the effect that has dready been more or lessfelt
in the market. On the other hand the tape tells the present and future of
the market.

Money is madein Tape Reading by anticipating what is
coming -- not by waiting till it happens and going with the crowd.
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The effect of newsis an entirdy different proposition.
Congderable light is thrown on the technica strength or weakness of the
market and specid stocks by their action in the face of important news.
For the moment it seemsto usthat a news feed might be admitted to the
sanctum, provided its whisperings are given only the weight to which
they are entitled.

To evolve apractical methodology — one which the trader may
usein hisdaly operations and which those with varying proficiency in
the art of Tgpe Reading will find of value and assstance -- such isthe
task we have st before usin this manud.

We shd| condder dl the market factors of vital importance in
Tape Reading, aswell as methods used by experts. These will be
illugtrated by reproductions from the tepe. Every effort will be made to
produce something of definite, tangible va ue to those who are now
operating in ahit-or-miss sort of way.

Chapter Il
Getting Started In Tape Reading

WH EN embarking on any new

business enterprise, the first thing to “The trader of little
consder isthe amount of capital
required. To study Tape Reading "on
paper” is one thing, but to practice and mental anguish if the
become proficient in the art is quite
another. Almost anyone can make
money on imaginary trades because there way immediately; he
isno risk of any kind -- themind is free
from the strain and gpprehension that
accompanies an actua trade; fear does mistake and a loss of
not enter into the Stuation; patienceis
unlimited.

experience suffers

stock does not go his

fears he made a

his money...”
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All thisis changed when even asmdl commitment is made. Then
his judgment becomes warped, and he closes the trade in order to get
mentd relief.

Asthese are dl symptoms of inexperience they cannot be overcome by
avoiding theissue. The business-like thing to do isto wade right into the
game and learn to play it under conditions that are to be met and
conguered before success can be attained.

After a complete absorption of every available piece of educationa
writing bearing upon Tape Reading, it is best to commence trading in ten
share lots, S0 as to acquire genuine trading experience. Thismay not suit
some people with a propengty for gambling, and who look upon the ter+
share trader as being afraid and a ‘ babe in the woods .

The average lamb with $10,000 in capital wants to commence
with 500 to 1000 share lots
-- he wishesto gtart at the top and work down. It is only a question of
time when he will have to trade in 50 share lots — having lost the

majority of his capitdl in large trades.

To usit seems better to start at the bottom with 50 shares. There
is plenty of timein which to increase the unit if you are successful. If
successis not eventualy redized you will be many dollars better off for
having risked a minimum quantity.

It has dready been shown by experience that the market for odd
lots (100 shares or less) on the exchangesis very active, so thereisno
other excuse for the novice who desires to trade in round lots than greed-
of-gain, or aget-rich-quick mentdity. Think of ababy, just learning to
walk, being entered in arace with professond sprinters!

In the previous chapter we suggested that successin Tape
Reading should be measured by the number of points profit over points
lost. For al practical purposes, therefore, we might trade 10 sharelots,
were there no objection on the part of our broker and if this quantity
were not o absurdly small asto invite careless execution. 50 sharesis
redlly the smallest quantity that should be considered, but we mention 10
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shares smply to impress upon our readers that in studying Tape Reading,
it's better kegp in mind that you are playing for points, not dollars.

The daollarswill comealong fast enough if you can make more points
net than you lose. The professional billiardist playing for a stake
aimsto out-point hisantagonist. After trading for a few months
don’t consider the dollarsyou are ahead or behind, but analyzethe
record in points. In thisway your progress can be studied.

Astheinitid lossesin trading are likely to be heavy, and asthe
estimated capital must be a more or less an arbitrary amount, we should
say that units of $5,000 would be necessary for each 50 share lot traded
in at the beginning. This dlows for more losses than profits, and leaves a
margin with which to proceed.

Some people will secure afooting with less capitd; others may
he obliged to put up severa units of $5,000 each before they begin to
show profits; dill others will spend afortune (large or smdl) without
meaking it pay, or meeting with any encouragement.

Look over the causes of failure of most businesses and you will find
the chief causesto be:

(1) Lack of capitd, and
(2) Incompetence.

Lack of capitd in Wall Street trading can usudly be traced to over-
trading. This proves the saying, "Over-trading isfinancid suicide” It
may mean too large a quantity of stock being traded, or if the trader loses
money, he may not reduce the Size of his trade to correspond with the
shrinkage in his capitd.

To make our point clear: A man startstrading in 50 share lots with
$1,000 capital. After a series of losses he finds that he has only $500
remaining. That's on 10 points on 50 shares, but does he reduce his
ordersin shares? No. He risks the $500 on a 50 sharetrade in alast
desperate effort to recoup. The stock loses 10 points and he's out $500.
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After being wiped out he tells his friends how he "could have made
money if be had had more capitd.”

Incompetence redly deservesfirg place in the list. Supreme
ignorance is the predominant festure of both stock market lamb and
seasoned speculator. It is surprisng how many people stay in the Street
year after year, acquiring nothing more, gpparently, than a keen scent for
tipsand gossp. Ask them atechnica question that smacks of method
and planning in trading and they are unable to reply.

Such folks remain on the Street for one of two reasons. They have
ether been "lucky” or their margins are replenished from some source
outside of the markets.

The proportion of commercia failures due to Lack of Capita or
Incompetence is about 60 per cent. Call the former by its Wall Street
cognomen — Overtrading -- and the percentage of stock market
disasters traceabl e thereto would be about 90 per cent.

Successisonly for the few who redly want the work (not the glory),

and the problem is to ascertain, with the minimum expenditure of time
and money, whether you are fitted for the work.

These, in anutshell, are the vitd questions up to this point:

Have you technical knowledge of the market and the
factors that move it?

Have you $1,000 or more that you can afford to lose in
an effort to demonstrate your ability at day trading?

Can you devote your entire time and attention to the
study and the practice of this science?

Are you so fixed financially that you are not dependent
upon your possible profits, and so that you will not
suffer if none are forthcoming now or later?
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There isno sense in mincing words over this maiter, nor in holding
out false encouragement to people who are looking for an easy, drop-a-
penny-in the-dot way of making money. Tape Reading is hard work,
and those who are mentaly lazy need not apply.

Nor should anyone to whom it will mean worry asto where his bread
and butter is coming from. Money-worry is not conducive to clear-
headedness. Over-anxiety upsets the equilibrium of atrader more than
anything dse. So, if you cannot afford the time and money, and have not
the other necessary qudifications, do not begin. Start right or not at all.

Having decided to proceed, the trader who is equal to the foregoing
finds himsdf asking, "Where shdl | trade?"

The choice of abroker is an important matter to the Tape Reader. He
should find one especialy equipped for the work: who can give close
attention to his orders, furnish quick bid and asked prices, and other
technicd information, such as the quantities wanted and offered a
different levels, etc.

The broker most to be desired should never have so much business
on hand that he cannot furnish the trader with averbd flash of what "the
crowd" inthisor that gock isdoing. Thisisimportant, for a timesit
will be money in the pocket to know just in what momentary position a
stock or the whole market stands. The broker who is not overburdened
with business can give this service; he can aso devote time and care to
the execution of orders.

Let me give an ingtance of bow thisworks out in practice: You are
long 100 shares of Union stock, with a stop-order just under the market
price; adip comes and 100 shares sdlls at your stop price -- say 164.

Y our careful, and not too busy broker, sandsin the crowd. He
observesthat several thousand sharesarebid for at 164 and only a
few hundred are offered at the price. He does not sdll the stock, but
waitsto seeif it won't rdly. It doesrdly. You are given anew lease of
life. Thishandling of the order may benefit you $50, $100 or severd
hundred dallars in each instance, and is an advantage to be sought when
choosing a broker. Having knowledge of the depth of the market — how
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much is offered for sdle and a what price and how much isbid and at
what price; the placement of bid and ask orders are of tremendous
importance to the tape reader.

The brokerage house which transacts an active commission business
for alarge dientde is unable to give this type of service. Its stop-orders
and other orders not "close to the market,” must be given to exchange
Specidigts, and the press of businessis such that it cannot devote marked
attention to the orders of any one client.

In asmall brokerage house, such as we have described, the Tape
Reader islesslikely to be bothered by a gdlery of traders, with their
diverse and loud- spoken opinions. In other words, he will be left more
or lessto himsdf and be free to concentrate upon his task.

Theticker should he within calling distance of the telephone to the
Stock Exchange. Some brokers have away of making you or a clerk
wak amileto give an order. Every sep meansdday. Thedapseof a
few seconds may result in alost market or opportunity.

If you arein asmdl private room away from the order desk, there
should be a private telephone connecting you with the order clerk. Slow
execution won't make it in Tgpe Reading.

Y our orders should generdly be given "at the market." We make this
satement as a result of long experience and observation, and beieve we
can demondirate the advisability of it.

The process of reporting transactions on the tape, consumes from
five seconds to five minutes, depending upon the activity of the market.
For argument's sake, let us consder that the average interva between the
time a sae takes place on the floor and the report appears on the tapeis
hdf aminute.

A market order in an active stock is usually executed and reported to
the customer in about two minutes. Half thistime is consumed in putting
your broker into the crowd with the order in hand; the other haf in
trangmitting the report. Hence, when Union Pacific comes 164 on the
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tape and you ingtantly decide to buy it, the period of time between your
decison and the execution of your order is asfollows:

The tape is behind the market ...30 seconds
Time elapsed before broker can execute the order ... 30 seconds

It will therefore be seen that your decision is based on aprice
which prevalled haf aminute ago, and that you must purchase if you
will, at the price a which the stock stands one minute &fter.

This might happen between your decision and the execution of
your order:

UP 164, ¥4 1/8, ¥4 %%3/8, ¥4 1/8, 164,

...and yours might be the last hundred. When the report arrives you may
not be able to swear that it was bought at 164 before or after it touched
164%20r you might get it at 164%2even though it was 164 when you
gave the order, and when the report was handed to you.

Just as often, the opposite will take place -- the gock will goin
your favor. In fact, the thing averages up in the long run, so that traders
who do not give market orders are hurting their own chances.

An infinite number of traders seeing Union Pecific at 164, will
say: "Buy meahundred at 164."

The broker who is not too busy will go into the crowd, and,
finding the stock at 164%aat Yawill report back to the office that "Union
isYabid."

The trader gives his broker no credit for this service; instead he
consdersit asign that his broker, the floor traders and the insders have
al conspired to make him pay Yaper cent higher for his 100 shares, so he
replies.

“Letit stand at 164. If they don't giveit to meat that, | won't buy it at
al."
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How foolish! Yet it is characteristic of the style of reasoning used
by the public. His argument is that the stock, for good and sufficient
reasons, isapurchase at 164. At 164%.0r 1/2 these reasons are
completey nullified; the stock becomes dear, or he cares more to foil the
plans of this "band of robbers' than for a possible profit.

If you believe UP stock is chegp at 164 it's ftill chegp at 1644
Here sthe best advice | can give: If you can't trust your broker, get
another.

If you think the law of supply and demand is dtered to catch your
$25, floor -- you better reorganize your thinking.

Were you on the floor you could probably buy at 164 the minute
it touched that figure, but even then you have no certainty. Y ou would,
however, be 60 seconds nearer to the market. Y our commission charges
would dso be practicadly diminated. Therefore, if you have two hundred
Sseventy or eighty thousand dallars which you do not especidly need, buy
a seat on the Stock Exchange.

A Tape Reader who deservesthe name, makes money in spite
of commissions, taxes and delays. If you don't get aboard your train,
you'll never arrive.

Giving limited ordersloses more good dollarsthan it saves.
Werefer, of course, to ordersin the big, active stocks, wherein the
bid and asked pricesare usually 1/8th apart.

Especially isthistruein closing out atrade. Many foolish
people areinterminably hung up because they try to save eighths by
giving limited ordersin a market that isrunning away from them.

For the Tape Reader there is a psychologica moment when he
must open or close histrade. His orders must therefore be "at the
mearket." Haggling over fractions will make him lose the thread of the
tape, upset his poise and interrupt the workings of his mental machinery.

In‘scale’ buying or sdlling it is obvious that limit orders must be
used. There are certain other times when they are of advantage, but as
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the Tape Reader generdly goes with the trend, it is a case of "get on or
Ot left.”

By dl means"get on."

The sdlection of stocksis an important matter, and should be
decided in agenera way before one Sarts to trade. Let us see what we
can reason out.

If you are trading in 100 share lots, your stock must move your
way one point to make $100 profit.

Which class of stocks are most likely to move a point? Answer:
The higher priced issues.

Looking over the records we find that a stock sdlling around $150
will average 2vpoints fluctuations a day, while one sdlling at 50 will
average only one point. Consequently, you have 2¥4imes more action in
the higher priced stock.

The commission and tax charges are the same in both. Interest
charges are three times as large, but thisis an inggnificant item to the
Tape Reader who doses out his trades each day. The higher priced stocks
aso cover agreater number of points during the year or cycle than those
of lower price. Stocks like Great Northern, although enjoying amuch
wider range, are not desirable for trading purposes when up to 300 or
more, because fluctuations and bid and asked prices are too far gpart to
permit rapid in-and-out trading.

Look for stock leaders where there is alarge floating supply;
where there is awide public interest in the stock; where thereis a broad
market and wide swings, where trends are definable (not too erratic);
these are popular with floor traders, big and little.

It is better for a Tape Reader to trade in one or two stocks at the
most -- rather than more -- since concentration is absolutely necessary
for the work at hand.
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Stocks have habits and characteritics that are as distinct as those
of human beings
or animas. By aclose study the trader becomes intimately acquainted
with these habits and is able to anticipate the stock’s action under given
circumgtances. A stock may be stubborn, sengitive, irresponsive,
complaisant, and aggressive; it may dominate the tape or trail dong
behind the rest; it iswhimsical and exhibit serendipity. Its moods must
be studied if you would know it persondly.

Study implies concentration. A person who tradesin adozen
stocks at atime cannot concentrate on one.

The popular method of trading (which means the unsuccessful
way) isto say:

"| think the market's going bearish. ‘ Smelters , ‘ Copper’ and ‘ St.

Paul’ have had the biggest rise lately; they ought to have a good reaction;
<=l ahundred short of each for me.”

Trades based on what one "thinks' seldom pan out well. The

selection of two or three stocks by guesswork, instead of one by reason
and analys's, explains many of the public'slosses. If atrader wishesto
trade in three hundred shares, let him sl that quantity of this stock
which he knows most about. Unless heis playing the long term he
injures his chances by trading in saverd stocks at once. It'slike chasing a
drove of pigs --while you're watching this one the others get away.

It's better to concentrate on one or two stocks and study them
exhaudtively. Y ou will find that what applies to one does not dways fit
the other; each must be judged on its own merits. The varying price
levels, volumes, percentage of floating supply, earnings, the
manipulation of large traders and other factors, al tend to produce a
different combination in each particular case.
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CHAPTER Il

Analyzing The List of Stocks

| N the last chapter we referred to Union Pecific stock as the most

desirable stock for active trading. A friend of mine once made a
composite chart of the principa active stocks, for the purpose of
ascertaining which, inits daily fluctuations, followed the course of the
generd market mogt accurately. He found Union Pecific was what might
be called the market backbone or leader, while the others, especialy
Reading Railroad, frequently showed erratic tendencies, running up or
down, more or less contrary to the genera trend.

Of dl the issues under ingpection, none possessed the dl-around
steadiness and generd desirability for trading purposes displayed by
Union Padific.

But the Tape Reader, even if he decides to operate exclusively in
one stock, cannot close his eyes to what is going on in others. Frequent
opportunities occur esewhere. In proof of this, take the market in the
early fdl of 1907: Union Pacific was the leader throughout the rise from
below 150 to 167 5/8. For three or four days before this advance
culminated, heavy sdlling occurred in Reading, St. Paul, Copper, Sted
and Smelters, under cover of the strength in Union.

This made the turning point of the market as clear as daylight.
One had only to go short of Reading and await the break, or he could
have played Union with a close stop, knowing that the whole market
would collapse as soon as Union turned downward. When the liquidation
in other stocks was completed, Union stopped advancing, the supporting
orders were withdrawn, and the "pre-election break” took place. This
amounted to over a 20 point declinein Union, with proportionate
declinesin the rest of the groups lis.

The operator who was watching only Union would have been
surprised at this; but had he viewed the whole market he must have seen
what was coming. Knowing the point of distribution, he would be on the
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lookout for the accumulation which must follow, or at lesst the leve
where support would be forthcoming. Had he been expert enough to
detect this, quick money could have been made on the subsequent rally
aswdll.

While certain stocks congtitutes the backbone or leadership
position, this important member is only one part of the market body that,
after dl, isvery like the physicd sructure of a human being.

Suppose Union Pecific is strong and advancing. Suddenly New
York Central develops an attack of weakness, Consolidated Gas Sarts a
decline; American |ce becomes nauseatingly week; Southern Railway
and Great Wegtern follow suit. There may be nothing the matter with the
"leader,”" but its strength will be affected by weakness among dl the
others.

A bad bresk may come in Brooklyn Rapid Trangt, occasioned by
apolitica attack, or other purely locd influence. This cannot possibly
affect the business of the large trangportation stocks or transcontinentals,
yet . Paul, Union, and Reading declineasmuch asB. R. T. A person

whose finger is crushed will sometimes faint from the shock to his
nervous system, athough the injured member will not affect the other
members or functions of the bodly.

Thetime-worn illugration of the “chain which is as strong asits
weakest link”, will not serve. When the weak link breaksthe chainisin
two parts, each part being as strong as its weakest link. The market does
not break in two, even when it receives a severe blow.

If something occursin the nature of afinancid disagter; interest
rates rise; investment demand falls; public sentiment or confidenceis
shaken; or corporate earning power is declining or are deeply affected --
atremendous bresk may occur, but thereisawaysalevd, evenina
panic, where buying power becomes strong enough to produce araly or
a permanent upturn.

The Tape Reader must endeavor to operate in that siock which
combines the widest swings with the broadest market; he may therefore
frequently find it to his advantage to switch temporarily into other stock
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issues which seem to offer the quickest and surest profits. Thereforeit is
necessary for usto become familiar with the characterigtics of the
principa speculative methods that we may judge their advantagesin this
respect, aswell as their weight and bearing upon a given market
gtuation.

The market is made by the minds of many men. The Sate of these
mindsis reflected in the prices of securitiesin which their owners
operate. Let’s examine some of the individuas, as well as the influences
behind certain stocks and groups of stocks in their various relationships.
Thiswill, in asense, enable us to measure their respective power to
affect the whole list or the specific issue in which we decide to operate.

The market leaders are, a the time of thiswriting — and for
illugration only --, Union Pecific, Reading, Sted, St. Paul, Anaconda
and Smdters. Manipulators, professionas and the public derive their
ingpiration largely from the action of these Six issues, in which, except
during the "war" markets of 1914- 16, from forty to eighty per cent of the
total daily transactions are concentrated. We will therefore designate
these asthe "Big SIX". The Tape Reader should understand basic

principles of the market. One being that leadership changes frequently.
But for our purpose we will concentrate on thislist.

Three stocks out of the Big Six are chiefly influenced by the
buying and sdlling operations of what is known as the Kuhn-L oeb-
Standard Oil group. Their four stocks are Union, St. Paul, Reading and
Anaconda. Of the other two, Smdtersis handled by the Guggenheims,
while Stedl, controlled by Morgan, is unquestionably sivung up and
down more by the influence of public sentiment than anything ese.

Of course, the condition of the sted trade forms the basi's of
important movements in thisissue, and occasiondly Morgan or some
other large interest may take a hand by buying or sdlling afew hundred
thousand shares, but, generaly speaking; it isthe attitude of the public
which chiefly affects the price of Sted common. This should be borne
grictly in mind, asit isavauable guide to the technica postion of the
market, which turns on the overbought or oversold condition of the
market.
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Next in importance comes what we will term the Secondary
Leaders, for example those that at times burst into grest activity,
accompanied by large volume. These are termed Secondary L eaders,
because while they seldom influence the Big Six to a marked extent the
lessimportant issues usudly fdl into line & their initigtive.

Another group which we will cdl the Minor Stocks is comprised
of lessimportant issues, mostly low-priced, and embracing many public
favorites.

Some people, when they see an advance inaugurated in some of
the Minor Stocks, are led to buy the Primary or Secondary Leaders, on
the ground that the latter will be bullishly affected. This sometimes
occurs, more often it doesn't. Itisjust asfoolish to expect a 5,000 share
trader to follow the trading patterns of a 100 share trader, or a 100 share
man to be influenced by buying and sdlling of the 10 share trader.

The various stocks in the market are like agigantic fleet of boats,
al hitched together and being towed by the tugs "Interest Rate," and
"Business Conditions'. In the first row are the Big Six; behind them, the

Secondary Leaders, the Minors, and the Miscellaneous issues. It takes
time to generate steam and to get the fleet under way. The leaders are
firg to fed the impulse; the othersfallow in turn.

Should the tugs hdlt, the fleet will run dong for awhile under its
own momentum, and there will be a certain amount of bumping, hacking
and filling. In case the direction of the tugs is changed abruptly, the
bumping is gpt to be savere. Obvioudy, those in the rear cannot gain and
hold the leadership without an al-around readjustment.

The Leaders are representative of America's grestest industries-
rallroading, steel making, and mining. It is but naturd that these stocks
should form the principa outlet for the country's speculative tendencies.
The Union Pacific and St. Paul systems cover the entire West. Reading,
of itsdf alarge railroad property, dominates the cod mining indudtry; it
is o interlaced with other railroads asto typify the Eastern Situation.
Sed iscdosey bound up with the state of generd business throughout
the states, while Anaconda and Smdlters are the contralling factorsin
copper mining and the smdting indudtry.
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Thisis how you should look a groups of stocks. Who isthe
Primary Leader in the group? Who are the Secondary L eaders and who
the Minor issues?

By dassfying the principa active stocks we can recognize more
clearly the forces behind their movements. For instance, if Consolidated
Gas suddenly becomes strong and active, we know it will probably affect
Brooklyn Union Gas, but there is no reason why the other stocks should
advance more than dightly and out of sympathy.

If dl the stocksin the Standard Oil group advance in a steady and
sustained fashion, we know that these capitalists are engaged in a bull
campaign. As these people do not enter dealsfor afew pointsit is safeto
go dong with them for awhile, or until distribution becomes gpparent.

An outbreak of speculation in Colorado Fuel is not necessarily a
bull argument on the other Stedd stocks. If it were based on trade
conditions, U. S. Sted would he the firgt to fed the impetus — then it
would radiate to the others.

In sdlecting the most desirable stock out of the Kuhn-L oeb-
Standard Qil group, for ingtance, the Tape Reader must consider whether
conditions favor the greatest activity and volumesin therailroad or
indugtria stocks. In the former case, his choice would be Union Pecific
or &. Paul; in the latter, Anaconda. Erie may come out of itsrut (asit
did during the summer of 1907, when it was sdlling around 24), and
attain leadership among the low-priced stocks. This indicates some
important development in Erie; it does not foreshadow arisein all the
low-priced stocks

But if astrong rise sartsin Union Pecific, and Southern Pecific
and the others in the group follow consstently, the Tape Reader will get
into the leader and stay with it. He will not waste time on Erie, for while
itismoving up 5 points, Union Pecific may advance 10 or 15 points,
provided it is a genuine move. Many va uable deductions may be made
by studying groupings of stocks.
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Experience has shown that when arise commencesin a
Secondary Leader, the Leaders are about done in their advance and
digtribution is taking place, under protection of the strength in the
Secondary stock and othersin itsclass.

Professional traders used to call these stocks "Indicators.”

The absence of ingde manipulation in astock leaves the way
open for pools to operate, and many of the movesthat are observed in
these groups are produced by a handful of floor or office operators, who,
by joining hands and swinging large quantities of stock, are able to force
their sock in the desired direction.

For example, U.S. Stedl is swayed by conditionsin the stedl
trade, and the speculative temper of the genera public, asssted
occasiondly by some insders. No other stock on the list is such atrue
index of the attitude of the public, or the technica pogtion of the market.
Including those who own the stock out-right, and those who carry it on
margin. Reports of the sted trade are most carefully scrutinized, and the
corporation's earnings and orders on hand minutely studied by thousands.

Thisgreet public rardly sdlisits favorite short, but carriesit on
margin until a profit is secured, or until it is shaken or scared out in a
violent decline. So, if the stock is strong under adverse news, we may
infer that public holdings are srongly fortified, and that confidenceis
srong aswell. If Stedl displays more than its share of weakness, an
untenable pogtion of the public is indicated.

At this point public sentiment becomes intensely bullish and
sporeads itsdlf in the low-priced speculative shares. Insidersin the junior
sted stocks take advantage of this and are able to advance and find a
good market for their holdings.

Stocksfind their chief inspiration in the orders for cars,
locomoatives, etc., placed by the railroads. These orders are dependent
upon generd business conditions. Consequently, the equipment issues
can seldom be expected to do more than follow the trend of prosperity or

depression.
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We should introduce our selves to the principal speculative mediums
and their families, each of which, upon closer acquaintance, seemsto
have a sort of personality. If we stand in a room with fifty or a
hundred people, all of whom we know, asregardsther chief motives
and characteristics, we can form definite ideas asto their probable
actions under a given set of circumstances.

So it behooves the Tape Reader to acquaint himsdf with the most
minute of details pertaining to these market identities, so with the
habits, motives and methods of the men who make the principad moves
on the Stock Exchange chess board.

CHAPTER IV
Trading Rules

WH EN a person contemplates an extengve trip, one of the firgt things
taken into account is the expense involved. In planning our excurson
into the relms of day trading we must, therefore, carefully weigh the
expenses, or fixed chargesin trading.

Were there no expenses, making a profit would be far easer --
profits would merely have to exceed losses. Whether you are a member
of the New Y ork Stock Exchange or not, in actud trading- profits must
exceed |losses and expenses. These are incurred in every trade, whether it
showsagan or aloss.

They congs of:
Commissons

'Invisble eighth’ (i.e. the difference between bid and asked price,
assuming that you buy and sdll at the market price)

| Page30 | | Wyckoff's Day Trading Secrets |



Richard D. Wyckoff

Income Tax on sde
Exchange fees

In addition... interest if the tradeis carried over night.

By purchasing aNew Y ork Stock Exchange sedt, the commission
can be reduced to $1 per hundred shares, if bought and sold the same
day, or $3.12 if carried over night. This advantage is partly offset by
interest on the cost of the seat, dues, assessments, etc.

The"invisble eighth” is afactor that no one-- not even a
member -- can overcome. The bid and asked price is never lessthan an
eighth apart. If the market is 45%4to 3/8 when you buy, you will asa
rule, pay 45 3/8. Wereyou to sdl it would be at 45 %2 This hypothetical
difference follows you al through the trade and has been designated by
the writer asthe "invisble eghth”.

The Tape Reader who is anon-member of the exchange mugt,
therefore, redize that the instant he gives an order to go long or short
100 shares, he has lost an eighth of apoint. In order that he may not fool

himsdlf, he should add his commissonsto his purchase price, or deduct
them from his sdlling price immediately.

People who boast of their profits usualy forget to deduct
expenses. Yet it isthisingdiousitem that frequently throws the net
result over to the debit side.

The expression is frequently heard, "1 got out even, except for the
commissions,” the spesker evidently scorning such atrifling
congderation. This sort of salf-deception is ruinous, as will be seen by
computing the fixed charges on atrade of 100 shares.

Bear in mind that aloss of the commisson on thefirg trade
leaves double that amount-to be made on the second trade before adollar
of profit is secured.

It therefore appears that the Tape Reader's problem is not only to
eliminate losses, but to cover his expenses as quickly as possible. If he
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has a couple of points profit in along trade, thereis no reason why he
should let the stock run back below his net buying price.

Here circumstances seem to cal for a stop order, so that no
matter what happens, he will not be compelled to pay out money. This
stop should not be thrust in when net cost is too close to the market price.
A smdl reaction must be dlowed for.

A Tape Reader is essentidly one who follows the immediate
trend. An expert can readily distinguish between a change of trend and a
smple, minor reaction.

When his menta barometer indicates a change he does not wait
for astop order to be caught, but cleans house or reverses his positionin
an ingtant. The stop order at net cost is, therefore, of advantage only in
case of areversa which is sudden and pronounced.

A stop should aso be placed if the operator is obliged to leave
the tape for more than amoment, or if the ticker suddenly is out of order.
While he has his eye on the tape the market will | tell him whét to do.
The moment this condition does not exist he must act as he would if
temporarily stricken blind -- he must protect himsdf from forceswhich
may attack him in the dark.

I know atrader who once bought 500 shares of Sugar and then
went out to lunch. He paid 25 cents for what he ate, but on returning to
the tape he found that the total cost of that lunch was $5,000 and 25
cents He had left no stop order, Sugar went down ten points, and his
broker sent him amargin call.

Theticker has a habit of becoming incoherent a the most critica
points. Curse it as we may, it will resume printing intelligibly when the
trouble is overcome -- not before. Astheloss of even afew quotations
may be important, a stop should be placed at once and left in until the
flow of pricesisresumed.

If atradeis carried over night, a stop should be entered againgt
the possibility of accident to the market or the trader. An important event
may develop before the next day's opening by which the stock will be
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violently affected. The trader may be takeniill, be ddlayed in arrivd, or in
some way be incapacitated. A certain allowance must be made for
accidents of every kind.

Asto where the stop should be placed under such conditions, this
depends upon circumstances. The consensus of shrewd and experienced
tradersisin favor of two points maximum gross loss on any one trade.
Thisis purdly arbitrary, however. The Tape Reader knows, asarule,
what to do when heis at the tape, but if heis separated from the market
by any contingency, he will he obliged to fal back upon the arbitrary
stop.

A closer stop may be obtained by noting the " points of
resstance’ in astock -- the levels at which the market turns after a
reaction.

For example, if you are short at 130 and the stock breaks to 128,
raliesto 129, and then turns down again, the point of resstanceis 129.
The moretimeit turns at 129 the stronger the case you have.

In case of temporary absence or interruption to the service, a
good stop would be 129v40r 1294 These "points of resstance” will be
more fully discussed later.

If the operator wishes to use an automatic stop, a very good
method isthis.

Suppose the initid trade is made with a one-point stop. For every
Yapt. the stock moves in your favor, change the stop to correspond, so
that the stop is never more nor less than one point away from the extreme
market price. Thisgradudly and automatically reducestherisk, and if
the Tape Reader be at dl skilful, his profits must exceed losses.

As soon asthe stop isthus raised to cover commissions, it would
seem best not to make it automatic thereafter, but let the market develop
its own stop or 'sgnd” to get out.

One trouble with this kind of agtop isthat it interferes with the
free play of judgment. An illugtration will explain why: A tal woman
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and a short man attempt to cross the street. An automobile approaches.
The woman sees that there is ample time in which to cross, but he has
her by the arm and being undecided himsdf backs and fills, first pushing,
then pulling her by the arm until they findly return to the curb, after a
narrow escape. Left to hersdlf, she would have known exactly what to
do.

It is the same with the Tape Reader.
He is hampered by an automatic stop. It is
best that he be free to act as his judgment
dictates, without feding compelled by a prior uncertainty are
resolution to act according to hard and fast
rule.

“Fear, hesitation and

deadly enemies of

the Tape Reader. The
Thereis another time when the stop

order is of value to the Tape Reader, viz.,
when hisindications are not clearly defined. over-trading.”
The origina commitment should, of course,

chief cause of fear is

be made only when the trend is positively indicated, but Stuations will
develop when he will be uncertain whether to stand pat, close out, or

reverse hispogtion. At such atimeit seems better to push the stop up to
apoint as close as possible to the market price, without choking off the
trade. By this we mean a reasonable area should he dlowed for
temporary fluctuaions. If the sock emerges from its uncertainty by

going in the desired direction, the stop can be changed or cancedlled. If
its trend becomes adverse, the trade is automaticaly closed.

Fear, hestation and uncertainty are deadly enemies of the Tape
Reader. The chief cause of fear is over-trading. Therefore commitments
should be no greater than can be borne by one's susceptibility thereto

Hestation can be overcome by disciplined sdf-training.

To observe apogitive indication and not act uponitisfad --
more S0 in dosing than in opening atrade. The appearance of a definite
indication should be immediately followed by an order. Seconds are
often more va uable than minutes. The Tape Reader is not the captain --
he is the engineer who controls the machinery. The Tapeisthe pilot and
the engineer must obey orders with promptness and precision.
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We have defined a Tape Reader as one who followsthe
immediate trend. This means that he pursues the line of least resstance.
He goes with the market -- he does not buck it.

The operator who opposes the immediate trend pits his judgment
and his hundred or more shares againg the world's supply or demand and
the weight of its millions of shares.

Armed with abroom, he istrying to keep at bay the incoming
tide. When he goes with the trend, the forces of supply, demand and
meanipulation are working for and with him.

A market which swings within aradius of a couple of points
cannot be said to have atrend, and is agood one for the Tape Reader to
avoid.

Thereason is

Unless he catches the extremes of the little swings, he cannot pay
commissions, take occasiona losses and come out ahead. No yacht can
winin adead cdm. Asit cogs him nearly haf a point to trade, each risk
should contain a probable two or five points profit, or it is not justified.

A mechanica engineer, given the weight of an object, the force of the
blow that strikesit, and the element through which it must pass, can
figure approximately how far the object will be driven.

So the Tape Reader, by gauging the impetus or the energy with
which astock starts and sustains a movement, decides whether it islikely
to trave far enough to warrant his going with it -- whether it will pay its
expenses and remunerate him for his boldness.

The ordinary speculator trading on tips gulpsa point or two
profit and disdainsaloss, unlessit is big enough to strangle him. The
Tape Reader must do the opposite-- he must cut out every possble
eighth loss and search for chances to make three, five and ten points. He
does not have to grasp everything that 1ooks like an opportunity. It is not
necessary for him to be in the market continuoudly. He chooses only the
best of what the tape offers.
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His origina risks can be gradualy effaced by clever arrangement
of stop orders when a stock goes hisway. He may keep these in his head
or put them on the "floor." For my own part | prefer, having decided
upon a danger point, to maintain amental stop and when the priceis
reached close the trade "at the market."

Reason: There may be ground for a change of plan or opinion a
the last moment; if astop is on the floor it takes time to cancd or change
it, hence thereis aperiod of afew minutes when the operator does not
know where he stands. By using mental stops and market orders he
dways knows where he stands, except as regards the prices at which his
orders are executed. The main consderation is, he knows whether heis
in or out.

The placing of stopsis most effectud and scientific when
indicated by the market itself. An example of thisisasfollows
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Here astock, fluctuating between 128 and 129, gives a buying
indication at 128 3/4.
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Obvioudy, if the indication istrue, the price will not again bresk
128, having met buying sufficiently strong to turn it up twice from that
figure and athird time from 128 1/8. The fact that it did not touch 128 on
the last down swing forecasts a higher up swing; it shows that the
downward pressure was not so strong and the demand dightly larger and
more urgent. In other words, the point of resistance was raised 1/8.
Having bought at 128 3/4, the stop is placed at 127 7/8, which is¥a
below the last point of resistance.

The stock goes above its previous top (129 1/8) and continues to
130 3/4. At any time after it has crossed 130 the trader may raise his stop
to cost plus commission (129). The stock reacts at 129 7/8, then
continues the advance to above 131. As soon asanew high point is
reached the stop israised to 129 5/8, as 129 7/8 was the point of
resistance on the dip.

In such acasetheinitid risk was 7/8 of apoint plus
commissons, etc. ..the market giving awd| defined stop point, making
an arbitrary stop not only unnecessary but expensive.

Theilludration is given in chart form, but the experienced Tape
Reader generdly carriesthese swingsin hishead. A series of higher
tops and bottoms are made in a pronounced up swing and the reversein a
down swing.

Arbitrary stops may, of course, be used a any time, especidly if
one wishesto clinch a subgtantia profit, but until astock gets away from
the price a which it was entered, it seems best to use the stopsit
develops for itsdf.

If the operator is shaken out of histrade immediately after
entering the trade, it does not prove his judgment was wrong. Some
accident may have happened, some untoward development in a particular
issue, of sufficient weight to affect the rest of thelidt. Itisthese
unknown occurrences that make the limitation of losses most important.

In such acase it would he folly to change the stop so that the risk
isincreased. This, while cusomary with the genera investing public, is
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something a professona Tape Reader seldom does. Each trade is made
on itsown basis, and for certain definite reasons. At the outset the
amount of risk should be decided upon, and, except in very rare
instances, should not he changed, except on the Sde of profit. The Tape
Reader must diminate, not increase, hisrisk.

Averaging does not come within the province of the Tape
Reader. Averaging isgroping for the top or bottom. The Tape Reader
must not grope. He must see and know, or he should not act.

It isimpossble to fix arule governing the amount of profit the
operator should accept. In agenerd way, there should be no limit set as
to the profits. A ded, when entered, may look as though it would yield
three or four points, but if the strength increases with the advance it may
run ten points before thereisany sign of hdlt.

We wish our reedersto bear fully in mind that these
recommendations and suggestions are not to be considered final or
inflexible. 1t is not our am to assume therole of an oracle. Rather, we
are reasoning things out on paper, and as we progress in these sudies
and apply these tentative rules to the tape, in actua or paper trading, you
probably have occasion to modify some of our conclusions.

A Tape Reader must close atrade:

(1) when thetgpetelshimto close

(2) when hisgtop is caught;

(3) when his postion is not clear;

(4) when he has alarge or satisfactory profit and wishesto utilize
those funds for better opportunities.

The first and most important reason for closing atradeis
The tape says so.

Thisindication may gppear in variousforms. Assuming that one
istrading in a Leader stock, the warning may come in the stock itsdlf.
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Within the recording of sdes, there runs the fine silken thread of
thetrend. It isdearly distinguishable to one sufficiently versed in the art
of Tape Reading, and, for reasons previoudy explained, is most readily
observed in the leaders.

So, when oneis short of Union Pecific and this thread suddenly
indicates that the market has turned upward, it's foolish to remain short.
Not only must one cover quickly, but if the power of the movement is
aufficient to warrart the risk, the operator must go long. In a market of
aufficient breadth and swing, the Tegpe Reader will find that when it is
timeto close atrade, it isusualy time to reverse his position. One must
have the flexibility of whaebone, and entertain no rigid opinion.

He must obey the tape implicitly. The indication to close atrade
may come from another stock, severd stocks or the general market.
For example, on the day of the Supreme Court decision in Consolidated
Gas, suppose the operator was long of Union Peacific at 11 o'clock,
having paid therefor182 %,

Between 11 and 12 o'clock Union rdlied to
183 1/2, and Reading, which was more active,
whole market cannot | to 144. Just before, and immediatdly after, the
noon hour, tremendous transactions took place
in Reading, over 50,000 shares changing
assumption is thatit J handswithin three-quarters of a point.

will decline --a market

“If a stock or the

be advanced, the

These may have been largdly wash
seldom stands still.” sdes, accompanied by inside sdlling; it is
impossibleto tel. If they were not, the
inferenceisthat consderable buying power developed in Reading at this
level and was met by sdlling heavy enough to supply dl bidders and
prevent the stock advancing above 144 3/8.

Large quantities coming within asmall range indicated ether one
of two things:

(1) That congderable buying power suddenly developed at this
point, and the insiders chose to check it or to take advantage
of the opportunity to unload.
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(2) The demondration in Reading may have been intended to
digtract attention from other stocksin which large operators
were unloading. (There was no specid evidence of this,
except in New Y ork Central).

If the sdlling was not sufficient to check the upward move, the
market for Reading would have absorbed all that was offered and
advance to a higher leve, but in this case the sdling was more effectual
than the buying, and Reading fell back, warning the operator that the
temporary leader on the bull sde of the market had met with defest.

At this point the operator was, therefore, on the lookout for aump.

Reading subsided, in smdl lots, back to 143 7/8. Union Pacific,
after selling at 183 5/8, declined to 183 ¥ Both stocks devel oped
dullness, and the whole market became more or less inactive.

Suddenly Union Pecific fell to 183 1/8. Then UP traded 500 shares
@183, 200 at 182 7/8, 500 at 183, 200 at 182 7/8, and 500 at 182 3/4,
indicating not only alack of demand, but remarkably poor support.

Immediately following this, New York Centrd, which sold only afew
minutes before 400 shares at 131Y£amel31 on 1700 shares, 130Y40n
500 shares and ended at 130 on 700 shares.

This demondgtrated that the market was remarkably hollow and in
aposition to develop great weakness. The large quantities of New Y ork
Centrd at the low figure, after arunning decline of a point and one- hdf,
showed that there was not only an absence of supporting orders, but that
sellers were obliged to make great concessions in order to dispose of
their holdings.

The quantities, especidly in view of the narrowness of the
market, proved that the sellers were not smal traders. Coupled with the
wet blanket put on Reading and the poor support in Union Pecific, this
weskness in New Y ork Central was another advance notice of adecline.
On any indication of thiskind, the trader must be ready to jump out of
hislong stock and get short of the market.
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While waiting for his cue, the Tape Reader has time to consider
which stock among the leadersis the most desirable for sdlling. He
quickly chooses Reading, on the ground that the large lots which have
apparently been distributed around 144 will probably come into the
market as soon as weakness develops.

Reason: The generd investing public generdly buys on just such
pesks as the one which has taken place in Reading. A large volume, even
if accompanied by only afractiond advance, has the effect of making the
ordinary trader intensdly bullish, the result being that he bites off alot of
long stock at the top of the market. Thisis exactly what the manipulator
wishes him to do.

We have all heard people boast that their purchase wasat the
top eighth and that it had the effect of turning the stock down. Those
who maketheir purchases after thisfashion are quickest to become
scared at thefirst sgn of weakness, and throw overboard what they
have bought. First greed and then fear controlled them.

In choosing Reading, therefore, the Tape Reader is picking out

the stock in which he islikely to have the most help on the bear Sde.

At 12.30 PM the market is standing gtill, the mgority of
transactionsbeing in smdl lotsand then only fractiona changes.
Reading shows the effect of the recent unloading. It is coming out 500 at
143 3/4, 500 at 143 5/8, 400 at 143 Yand 400 at 143 3/4.

The operator redlizes that Reading is probably ashort saleright
here, with a stop order at 144 1/2 or 5/8, on the ground that the bulls
must have an extraordinary amount of buying power to push the stock
above itsformer top, where, a every eighth advance over 144 3/8, they
will encounter a considerable portion of 50,000 shares. This reasoning,
however, isdl asde from our main argument, which isto show how the
clueto get out of the stock will be given by the action of stocks other
than that in which the trader isworking.

Union Pecific shows on thetagpein smdl lots at 182 3/4; New
York Central 1100 at 130, and 900 at 130 3/8. Therest of the market
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seems to have dl the snap and ginger taken out of it and the operator
does not like his position on the long side.

He has no definite indication to sdl short, however, he fed's that
his chances on the long side have been reduced to practicaly nothing by
the weak undertone of the market, he therefore gets out of his Union
Pacific and waits until the tape tells him to sdll Reading short.

Union Pacific weakensto182 5/8. The others dide off
fractionaly. The weakness is not strong enough to forecast any big
break, so he continuesto wait. There are 1800 shares of Union
atogether at 182 5/8, followed by 3000 at 182 1/2. Other stocks respond
and the market looks more bearish.

Consolidated Gas trades 163%+ 163 ¥4- 163. Thisisthefirst
sgn of activity in the stock, but the move is nothing unusua for Gas, as
its fluctuations are generdly wide and erratic. The baance of thelist
rallies afraction. Gas trades 162 %40 ¥sthen 500 at 162 1/4. At this
point Gas, which has been very dull up to now, forcesitsdf, by its
decline and weakness, upon the notice of the operator. He begins to look

upon the stock as the possible shears which will cut the threed of the
market and let everything down.

12.45 PM Gastrades 500 at 161 1/2. It isvery weak. The
balance of the list is steady, Union Pacific 182 5/8, Centra 130 3/8,
Reading 143 3/4. Thereisafractiond rdly -- Union Pecific to 182 7/8
and Gasto 162. Plenty of Central for sdle around 130; Reading is 143
1/2.

The rdly peters out gradua weakening dl around, but the Tape
Reader cannot go with the trend until heis sure of abig move. Centra
trades a 129%showing thet after dl the buyers at 130 arefilled up
condderable stock is dill for sde. The others show only in smdl lots.
The market is on the verge of adecline; it iswhere ajar of any sort will
dart it down. Union Pecific isheavy at 182 1/2 - trades 300 at 182 3/8,
200 at 1/2; Reading 143 1/2, 3/8, and 1000 shares at 1/2; Centrd trades
2000 at 130 and 800 at 1/8.
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Here s the thrust he has been looking for! Gas 163%0n 200, 1/2
on 400, 161 on 300, 160 on 400! He waits no longer and gives an order
to sdl Reading short a the market. They are dl on the run now, Reading
143 1/2, 600 at %4 1300 at 1/4. Central 130, 129 1/2, Gas trades 500 at
159 1/2. Something very rotten about Gas and it's a cinch to sl it short
if you don't mind trading in a buzz-saw stock.

The market breaks so rapidly that he does not get over 142 3/4
for his Reading, but heis short not far from the top of what looks like a
wide open break.

Everything isdumping now -- Sted, Smelters, Southern Pecific,
S. Paul. Union Pacific is down to 181 5/8 and the rest in proportion.

Gas 158 1/2,158 on 300, 157, 156, 155, 154, 153 and the rest
"come tumbling after." Reading 141 3/8, 500 at ¥4 400 at 141, 140 3/4,
500 at 1/2, 200 at 140, 600 at 139 3/4, 500 at 5/8. Union 181 - 180 7/8,
3/4, 1/2, 1/4, 600 at 1/8, 500 at 180, 179 3/4, 500 at 1/2, 300 at 1/4,
Central 127 1/2.

The above illustrates some of the workings of a Tepe Reader's
mind; dso how abreak in astock, entirely foreign to that which is being
traded in, will furnish an indication to get out and go short of one stock
or another.

The indication to close a trade may come from the generd market
wherethetrend is clearly developed throughout the list dl stocks
working in complete harmony. One of the best indicationsin thislineis
the strength or weakness on rdlies and reactions.

Of course the break in Gas, which findly touched 138, was due
to the Supreme Court decision, announced on the newstickersat 1:10
PM, but, asis usudly the case, the tape told the news many minutes
before anything else. Thisis one of the advantages of getting your news
from the first place where it is reflected. Other people who wait for such
information to sift through telephone wires and reach them by the
roundabout way of news tickers or word of mouth, are working under a
tremendous handicap.

| Page43 | | Wyckoff's Day Trading Secrets |



Richard D. Wyckoff

That not even the ingders knew what the decison wasto be - is
shown in the dullness of the stock dl morning. Those who heard the
decision in the Supreme Court chamber doubtless went straight to the
telephone and sold the stock short. Their sales showed on the tape before
the news arrived in New York. Tape Readers were, therefore, first to be
notified. They were short before the Street knew what had happened.

CHAPTER V

Volumes and Their Significance

AS the whole object of these studies isto learn to read what the tape
says, | will now explain a point which should be known and understood
before we proceed, otherwise the explanations cannot be made clear.

First of dl, we must recognize that the market for any stock -- at
whatever level it may be-- is composed of two sides, represented by the
bid and the asking price.

Remember that the "last sAl€' is something entirdly different from
the "market price” If Stedl hasjust sold at 50, this figure represents
what has happened. It's history. The market price of Sted is either 49
1/8@50 or 50@50 1/8. The bid and asked prices combined form the
market price.

Thismarket priceislike apair of scales, and the volume of stock
thrown out by sellers and reached for by purchasers, shows toward which
side the preponderance of weight has momentarily shifted.

For example, when the tape shows the market price is 50 1/8, and

the large volumes are on the up Side.

us
500 @ 50
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1000 @ 50 1/8
200 @ 50
1500 @ 50 1/8

In these four transactions there are 700 shares sold at 50 verses
2500 bought at 50 1/8, proving that a the moment the buying is more
effective than the sling.

The deduction to be made from thisisthat Steel will probably sell
at 50 1/4 before 49 7/8. Thereisno certainty, because supply and
demand is changing with every second, not only in Stedl but in every
other stock on the ligt.

Hereisone advantage in trading only the leaders. The
influence of demand or pressureisfirst evidenced in the principal
stocks.

The hand of the dominant power, whether it be an indgder, an
outsde manipulator or the public, is shown in these volumes. The reason

issmple. The big fellows cannot put their stocks up or down without
trading in large amounts. In an advancing market they are obliged to
reach up for or bid up their stocks, as, for example:

U

1000 @ 182 1/8
200 @182

1500 @ 182 1/8
200 @ 182 1/4
3500 @ 182 3/8
2000 @ 182 1/2

Take some opening trades and subsequent transactions like the
following:

200... 4714 100... 457/8 100... 457/8
1900... 46 3/4 100... 461/8 100... 46

100... 46 5/8 100... 46 600... 457/8
100... 46 1/2 200... 4614 500... 453/4

| Paged5 | | Wyckoff's Day Trading Secrets |



Richard D. Wyckoff

100... 46 3/8 100... 46 3/8 200... 455/8
600... 4614 11A. M. 100... 451/2
100... 461/8 300... 463/8 100... 455/8
600... 46 100... 461/8 400... 457/8
100... 457/8 100... 46 100... 453/4
200... 453/4 100... 457/8 400... 455/8
100... 46 100... 46 100... 453/4

Here the opening market price was 46 3/4 bid @ 47%asking, and
the buyers of 200 shares "at the market” paid the high price.

All bids a 46 3/4 were then filled. Thisis proved by the next
sde whichisat 46 5/8. The big lots thereafter are mostly on the down
side, showing that pressure il existed.

The indications were, therefore, that the stock would go lower. A
lot of 1900 shares in some stocks would be alarge quantity; in others
inggnificant. These points have areative vaue with which traders must
familiarize themsdves.

Volumes must be considered in proportion to the activity of
the market, aswell astherelative activity of that particular issue. No
st rule can be established. | have seen a Tape Reader make money by
following the lead of al000 share lot of Northwest which someone took
a afraction above the last sde. Ordinarily Northwest isaduggish
investment stock, and this size lot gppeared as the fore-runner of an
active speculative demand.

Now let us see what happens on the floor to produce the above-
described effect on the tape.

Let's prove that our method is correct.

A few years ago the control of a certain railroad was being
bought on the floor of the New Y ork Stock Exchange. One brokerage
house was given dl the orders, with ingructions to distribute them and
conced the buying as much aspossble. Theorigind order for the day
would reed, "Take everything that is offered up to 38".
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38 was about 3 points above the market of the day before. This
left consderable leeway for the broker to whom the buying order was
entrusted.

He would insgtruct his floor broker as follows

"The stock closed last night at 35. Y ou take everything offered up
to 35 1/2 and then report to me how things stand. Don't bid for the stock
-- just teke it asit is offered and mark it down whenever you can”.

In such a case the floor member stands in the crowd awaiting the
opening. On the markets open the chairman's gavel strikes and the crowd
begins ydling. Someone offers "Two Thousand at an eighth.” Another
broker says " Thirty-five for five hundred." Our broker takes the 2000 at
an 1/8 then offers one hundred at one-eighth himsalf, so asto keep the
price down. Others aso offer one or two hundred shares at 1/8, so he
withdraws his offer, as he wishes to accumulate and only offers or sdls
when it helps him buy more, or puts the price down. The buyer at 35 has
300 shares of hislot cancdlled, so he dters his bid to "thirty-five for two
hundred." The other sdllers supply him and he then bids " 7/8 for a

hundred." Our broker sallshim 100 at 7/8 just to get the price down.

Someone comesin with "athousand at five." Our broker says, "I'll take
it." Five hundred moreis offered at 1/8. This he dso takes.

Let us see how the tape records these transactions:

Open 35

2000 @ 35 1/8
200 @ 35

100 @ 34 /7/8
100 @ 35

500 @ 35 1/8

The day trader interprets these transactions:

Opening bid and asked price was 35 1/8 someone took the large
lot (2000 shares) at the high price.
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Thetwo sdesfollowing werein smdl lots, showing light
pressure.

The 100 @ 35 after 34 7/8 shows that on the “7/8 bid” -“5 ask”
market the buyer took the stock at the offered price and followed it up by
taking 500 more at the eighth. The demand is dominant and it does not
matter whether the buyer is one individud or a dozen, the momentary
trend is upward.

To get the oppodite Sde, let us suppose that a manipulator is
desirous of depressing astock. This can be accomplished by offering
and sdling more than there is ademand for, or by coaxing or frightening
other holders into throwing over their shares.

It makes no difference whose stock is sold; "The Lord is on the
Sde of the heaviest battaions," as men used to say. When a manipulator
puts a broker into a crowd with orders to mark it down, the broker
supplies dl bids and then offersit down to the objective point or until he
meets resstance too strong for him to overcome without the loss of a
large block of stock.

The stock in question is sdlling around 80, we will say, and the
broker's ordersareto "put it to 77." Going into the crowd, he finds 500
wanted at 79 7/8 and 300 offered at 80. Last sale, 100 at 80.

"Il sdl you that five hundred a seventeighths. A thousand or any part
at three quarters,” he shouts.

"I'll take two hundred at three-quarters,” says another broker.

"A hdf for five hundred,” is heard. "Sold!" is the response.

"A hdf for five hundred more."

"Sold 1"

"That's athousand | sold you a ahdf. Five hundred at three-eighthd™

"I'll take ahundred at three-eighths" comes avoice.
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"Youreon!" isthereply.

"Quarter for five hundred.”

"Sold!" isthe quick response.

His pounding of the stock would reved itsdlf on the tape asfollows:

Open 80.

500 sold@ 79 7/8
200 sold@ 79 3/4
1000 sold@ 79 %2
500 sold @79 Y4

If he met strong resistance at 79 it would appear on the tape something
likethis

1000 sold @ 79
500 sold @ 79
800 @ 79

300 @79 1/8
1000 @ 79

500 @ 79 1/4
200 @79 1/2

...showing that at 79 there was a demand for more than he was willing to

upply.

(For example: There might have been 10,000 shares still wanted a 79
which is more than he could supply).

Frequently a broker meeting such an obstacle will leave the
crowd long enough to phone his principd. His departure opens the way
for ardly, asthe stock is no longer under pressure, and the large buying
order at 79 acts as aback log for floor traders. So those in the crowd bid
it up to 79 1/2 in hopes of scaping afraction on the long side.
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Take another case where two brokers are put into the crowd --
one to depress the stock and the other to accumulate it. They play into
each other's hands, and the tape makes the following report of what

happens:

Open 80 1/8 - 80
200 @ 79 7/8
1000 @ 79 7/8
200 @ 79 5/8
500 @ 79 3/4
300 @ 79 3/4
1500 @ 79 1/2
500 @ 79 1/4
100 @ 79 18

Were we on the floor we should see one broker offering the stock
down, while the other grabbed every round lot that appeared. We cannot
tell how far down the stock will be put, but when these indications
appear it makes us watch closdly for the turning point, which is our time
to buy.

The Tape Reader does not care whether a moveismade by a
manipulator, a group of floor traders, the public or a combination of
all.

The figures on the tape represent the consensus of opinion, the
effect of manipulation and the supply and demand, al combined. That is
why tape indications are more reliable than what anyone hears, knows or
thinks.

With the illugtration of the pair of scaes (supply — demand)
clearly implanted in our minds, we scan the moment by moment
transactions of the tape, mentally weighing each indication in our effort
to learn on which side the tendency is strongest. Not a detall must
escape our notice. A sudden demand or aburst of liquidation may
enable us to form anew plan, revise an old one or prompt us to assume a
neutrd attitude.

| Page50 | | Wyckoff's Day Trading Secrets |



Richard D. Wyckoff

These volume indications are not aways clear. Nor are they
infalible. It does't do any good to rely upon the indications of any one
stock to the exclusion of the rest. There are times when certain stocks are
run up, while volume indications in other active stocks show clearly that
they are being distributed as fast as the market will take them. This
happens frequently on alarge or smdl scde. Especidly isit apparent a
the turning point of abig swing, where accumulation or digtribution
requires severa daysto complete.

Volumes can be studied from the reports printed in the Wall
Street Journdl, but the real way to study them is from the tape.

If you are not able to spend five to seven hours aday at the tepe
while the ticker isin operation, you can arrange to have the tape saved
for you each day. The tape can then be studied at leisure.

In studying under these conditions et it be on assmdl ascde as
you like, but make actud trades with real money.

There are times when the foregoing rule of volumes indicates
amogt the reverse of what we have explained. One of these instances
was described in our last chapter. In this case the trans

700... 1435/8
500... 143 3/4

5000... 143 5/8 -
1700... 143 3/4 ...do not let yourself be

200... 1435/8 deceived as to your ability to
4300... 143 3/4
3700... 143 7/8 make money on paper.

100... 144 Imaginary trades prove

12 P.M. _
5000... 144 nothing. The way to test

1300... 143 7/8 your powers is to get into
3000... 144 )

5000... 144 1/8 the game.
2100... 144 1/4
2200... 144 1/8
3500... 144 1/4
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... 144 3/8
...144 1/4
.. 144 1/8
.. 144

. 144 1/8
.. 144

.. 144 1/8
.. 144

... 143 7/8
... 143 3/4
... 143 5/8

Turning Point in Reading, mor ning of
Jan. 4, 1909~the day of the Consolidated Gas collapse

...actionsin Reading suddenly swelled out of dl proportion to the rest of
the market and its own previous volume. Notwithstanding the
predominance of gpparent demand, the resistance offered (whether
legitimate or artificia) became too grest for the stock to overcome, and it
fell back from 144 3/8. On the way up these volumes suggested a
purchase, but the tape showed abnormal transactions, accompanied by
poor response from the rest of the list. This smacked of manipulation and
warned the operator to be cautious on the bull sde.

The large volume in Reading was sustained even after the stock
reacted, but the large lots were evidently thrown over at the bid prices.
On the way up the volumes were nearly al on the up side and the smdll
lots on the down side.

After 144 3/8 was reached the large lots were on the down side
and the smdll lots on the up.

Itisjust asimportant to study the small lotsasthelargelots.

The smdler quantities are like the feethers on an arrow -- they
indicate that the business part of the arrow is at the other end. In other
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words, the smaler lots keep one constantly informed as to what fraction
forms the other sde of the market.

For example: During the firg five trades in Reading, recorded
above, the market quotation is shown to have been 5/8@3/4; it then
changed to 3/4@7/8 and again to 7/8@4. On the way down it got to be
4@1/8, and at thislevd the smdl lots were particularly vaugblein
showing the pressure that existed.

Stocks like Union, Reading and Sted usudly make this sort of a
turning point on avolume of from 25,000 to 50,000 shares. That is, when
they meet with opposition on an advance or adecline it must be in some
such quantity in order to stem the tide.

Walk into the hilly country and you will find asmall river
running quietly on itsway. The dream is so tiny that you can place your
hand in its course and the water will back up. In five minutes; it
overcomes this res stance by going over or around your hand. Y ou fetch
ashovd, piledirt in its path, pack it down hard and say, "There, I've
dammed you up”. But you haven't a dl, for the next day you find your

pileof dirt washed away. Y ou bring cartloads of dirt and build a
ubgtantiad dam, and the flow isfinaly held in check.

It isthe same with an individud stocks or the market. Prices
follow the line of least resstance. If Reading is going up someone may
throw 10,000 sharesiin its path without perceptible effect. Another lot of
20,000 shares follows; the stock halts, but findly overcomesthe
obstacle. The sdller gives another order -- thistime 30,000 shares more
are thrown on the market. If there are 30,100 shares wanted at that leve,
the buyer will absorb al of the 30,000 and the stock will go higher; if
only 29,900 shares are needed to fill al bids, the price will recede
because demand has been overcome by supply.

It looks as though something like this happened in Reading on
the occasion referred to. Whether or not manipulative orders
predominated does not change the aspect of the case. Inthefina test the
weight was on the down side.
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The public and the floor traders do not stand aside while the
menipulator is a work, nor isthe reverse true. Every-body's stock looks
dike on the tape.

Thefollowing isagood illustration of E. H. Harriman's work at
an important turning point in Union Padific:

Volume Study in Union Pacific, showing 39,300 shar es supplied at
149 %40 150, checking therise:
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When a stream breaks through adam it goes into new territory.
Likewise the breaking through of a stock is significant, because it means
that the resistance has been overcome.

The stronger the resstance, the less likelihood of finding further
obgtacles in the immediate vicinity. Dams are not usudly built one
behind the other. So when we find astock emerging into anew fidd it is
best to go with it, especidly if, in bresking through it, it carries the rest
of the market dong.

While alot can be learned from the reports printed in the daily
newspapers mentioned above, the moment by moment transactions —
trades as they appear -- isthe only red ingruction book. A livetapeisto
be preferred, for the dement of speed with which you receive the
information is of no small concern.

The comparative activity of the market on pesks and bregksisa
guide to the technical condition of the market. For instance, during a
decling, if the ticker is very active and the volume of sdleslarge,
voluntary or compulsory liquidation isindicated. Thisis emphaszed if,

on the subsequent rdly, the tape moves duggishly and only small lots
gppear. In an active bull market the ticker appears to be choked with the
volume of sales poured through it on the advances, but on reactions the
quantities and the number of impressions decrease until, like tile ocean at
ebb tide, the market isamogt lifeless,

Another indication of the power of amovement isfound in the
differences between sdes of active stocks, for example:

1000 @ 180
100 @ 180 1/8
500 @ 180 3/8
1000 @ 180 1/2

This shows that there was only 100 sharesfor sde at 180 1/8,
none at al at 180%4 and only 500 at 3/8. The jump from 1/8 to 3/8
emphasizes both the absence of pressure and persstency on the part of
the buyers. They are not content to wait patiently until they can secure
the stock at 180 they " reach” for it.
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On the opposite side this would show lack of support.

Each indication is to be judged not so much by rule as according
to the conditions surrounding it. The tgpe furnishes a continuous series of
motion pictures, with their respective explanations written between the
printings.

These motion pictures of the market are in alanguage which is
foregn to dl casud investors — but understandabl e to the professiona
Tape Reader.

A NUMBER of people who have read previous editions of this
book have been mided by the gpparent ease with which some kinds of
markets may be read by means of the volumes. They have erronecudy
come to the conclusion that al one hasto do is St beside aticker and
observe which sde the volumes are on -- the buying or the selling sde.

Thisisamigtake. Under the old exchange rule a buyer who
desired to influence the market in an upward direction could bid for

10,000 shares or any other very large quantity, and no one could sell him
any less than the quantity bid for, unless the buyer was willing to take it.
Under the present rules, the buyer is obliged to take any part of 10,000
shares, or whatever quantity he bid for if he does not specify “dl or
none” to his broker.

Thisrevison of the rules, and the other restrictions against
meatched orders, manipulations, etc., eiminates a very large number of
transactions in big quantities at the advanced or the decreased price. It
was an old trick of Harriman's and some of the old Standard Oil party, as
well as other minor manipulators and floor traders, to make these bids
and offersin round lots and have some one e se supply or take them for
its effect on the market. But the change in the rules has grestly reduced
the volume and decreased the value of these indications. Hence, while
they are ill very suggestive to an observant tape reader, and while the
principle is unchanged, it will not do to depend on them entirely.

The volumes which we have been discussing are leest liable to
midead when manipulation prevails, for the manipulator is obliged to
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dedl in large blocks of stock, and must continudly show hishand. A
complete manipulative operation on the long side consists of three parts.

(1) Accumulation,
(2) marking up, and
(3) digtribution.

In the case of ashorting operation -- the distribution comesfirgt, then
the mark down and the accumulation. No one of these three sectionsis
complete without the other two.

The manipulator must work with alarge block of stock or the dedl
will not be worth histime, the risk and expenses. The Tape Reader must
. therefore, be on the lookout for extensive
“Having detected the || operations on ether side of the market.
accumulation, the [ Accumulation will show itsdlf in the
Tape Reader has only [I' guantities and in the way they appear on the

to watch its progress, [ tape. .
holding himself in

readiness to take on I He doesnot buy it a once, because it may

some of the stock the I take weeks or months for the manipulator to
moment the marking- | complete the accumulation of hisline, and
up period begins.” there might be opportunities to buy cheaper.

By holding off until the psychologicd
moment he forces someone elseto carry the stock for him -- to pay his
interest. Furthermore, his capitd is|eft free in the meantime.

When the marking up begins he getsin at the commencement of
the move, and goes dong with it till there are Sgns of ahdt or
digtribution. Having passed through the first two periods, heisina
position to fully benefit by the third stage of the operation.

In this sort of work afigure chart, which | described in another
chapter, will hdp the trader, especidly if the manipulative operation is
continued over acongderable period of time. It will give him abird's-
eye view of the dedl, enabling him to drop or resume the thread a any
stage.
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CHAPTER VI

Market Technique

O N Saturday morning, February 27, 1909, the market opened dightly
higher than the previous night's close.

Reading was the most active stock. After touching 123 1/2 it did
off to 122 1/2, & which point it invited short sdles. Thisindication was
emphasized at 122, at 121 1/2 and again at 121. The downward trend
was strongly marked until it struck 119 7/8, then it followed aquick raly
of 1 1/8 points.

Thiswas avicious three-point jab into a market that was only just
recovering from adecline in early February.

What was its effect on the other principa stocks? Union Pecific
declined only 3/4, Southern Pecific 5/8 and Sted 5/8. This proved that
they were technically strong; thet is, they were in hands which could
view with equanimity athree-point break in aleading issue.

Had this drive occurred when Reading was around 145 and
Union 185 the effect upon the others would probably have been very
different.

In order to determine the extent of an ore body, minersuse a
diamond drill. This produces a core, the character of which shows what
is benesth the surface. If it had been possible to have drilled into the
market at the top of the foregoing rise, we should have found that the
bulk of the floating supply in Steel, Reading and some others was held
by aclass of traders who buy heavily in booms and on bulges. These
people operate with comparaively smal margins, nerve and experience.
They are exceedingly vulnerable, so the stocks in which they operate
auffer the grestest declines when the market receives ajar. Thefigures
areinteresting:
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Per cent

Break to

Advance
U.P. 14.7
Reading 33.6
Sted! 44.6

The above shows that the public was heavily extended in Stedl
somewhat |essloaded with Reading, and was carrying very little Union
Pecific. In other words, Union showed technica strength by its resistance
to pressure. Whereas Reading and Sted offered little or no opposition to
the decline.

Both the market as awhole and individual stocks are to be judged
as much by what they do aswhat they do not do &t criticd points.

If the big fellows who accumulated Union below 120 had
digributed it above 180, the stock would have broken something like
thirty points, due to its having passed from strong to week hands. Asit
did not have any such decline, but only avery smal reaction compared
to its advance, the Tape Reader infers that Unionis destined for much
higher prices, that it offers comparative immunity from declinesand a
possible large advance in the near future.

Even were Union Pacific scheduled for athirty-point risein the
following two weeks, something might happen to postpone the campaign
for aconsderabletime. But the Tape Reader must work with these
broader considerationsin full view. He has just so much time and capitd,
and this must be employed where it will yield the grestest results. If by
watching for the most favorable opportunities he can operate with the
trend in a stock which will some day or week show him ten points profit
more than any other issue he could have chosen, beisincreasing his
chancesto that extent.
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A long advance or decline usually culminatesin a wide, quick
movement in the leaders. Take the break of February 23, 1909:
Reading declined from 128 3/4 to 118 and Stedl from 46 to 41 1/4 in one
day. Southern Pecific, after cregping up from 97 to 112, reached a
climax in a seven-point jump during one session.

I nstances are so numer ous that they are hardly worth citing.
The same thing happensin the market as a whole-- an exceptionally
violent movement, after a protracted sag or rise, usually indicatesits
termination.

A stock generdly showsthe Tape Reader what it proposes to do
by its action under pressure or gimulation. For example: On Friday,
February 19,1909, the United States Steel Corporation announced an
open market in sted products.

The news was out.

Everybody in the country knew it by the following morning. The
Tape Reader, in weighing the Situation before the next day's opening,

would reason — “ As the newsis public property, the norma thing for
Sted and the market to doisto raly. Stedl closed last night at 48 3/8.
The market hinges upon this one stock. Let's see how it acts.”

The opening price of U. S. Sted was three-quarters of a point
down from the previous closing -- a perfectly natural occurrencein view
of the announcement. The redl test of strength or weskness will follow.
For the first ten minutes Steel shows on the tape:

200 @ 47 7/8

4500 @ 47 3/4
1200 @ 47 7/8
1500 @ 47 3/4

...without otherwise varying. Eighteen times the price swings back and
forth between the same fractions.

Meanwhile, Union Pecific, which opened at 177 1/2, shows a
tendency to raly and pull the rest of the market up behind it.
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Can Union lift Stedd? That isthe question. Here are two opposing forces,
and the Tape Reader watches like a hawk, for he is "going with the
market" -- in the direction of the trend. Union is up 7/8 from the opening
and Southern Pecific isreinforcing it.

But Sted does not respond. Not once does it get out of that 3/4 -
7/8 rut -- not even single hundred share lot can be sold at 48. This proves

thet it isfredy offered at 47 7/8 and that it possesses no rallying power,
in spite of the leadership displayed by the Harrimans.

Union seemsto make afind effort to induce afollowing:
2000 @ 178 1/2
...to which Sted replies by breaking through with a thud:
800 @ 47 5/8

Thisis the Tape Reader's cue to go short. In an instant he has put
ﬁlrfe?)f Sted for which he gets 47 1/2 or 47 3/8 as there are large volumes
traded in at those figures.

Union Pecific seems disheartened. The Sted millstoneis hanging
round its neck. It dides off to 178 3%, 1/8 and findly to 177 7/8.

The pressure on Stedl increases at the low leve.
Successive sdles are made as follows.

6800 @ 47 Y2
2600 @ 47 3/8
500 @ 47 1/4
8800 @ 47 1/8

From thistime on there is a steady flow of long stock dl through
the list. Reading and Pennsylvania are the weskest railroads. Colorado
Fud breaks seven pointsin arunning decline and the other sted stocks
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follow suit. U. S. Stedl is dumped in bunches at the bid prices, and even
the dignified preferred is sympathetically affected.

At the end of the two hour session; the market closes a the
bottom, with Stedl at 46, leaving thousands of accounts weakened by the
decline and a holiday ahead for holders to worry over.

It looks to the Tape Reader as though the stock would go lower
on the following Tuesday. At any rate, no covering indication has
gopeared, and unlessit ishisinvariable rule to close every trade each
day, he puts a stop a 47 on his short Steel and goes hisway. (His
origind stop was 48 1/8).

Sted opens on the following session at 44 %@ 1/2, and during
the day makes alow record of 41%

A number of lessons may be drawn from this episode.

Successful tape reading isa study of Force; it requires ability to
judge which sde has the greatest pulling power and one must have the

courage to go with that Sde. There are critical points which occur in each
swing, just asinthelife of abusnessor of anindividud. At these
junctures it seems as though a feather's weight on elther side would
determine the immediate Criticd trend.

Any one who can spot these points has much to win and little to
lose, for he can dways play with astop placed close behind the turning
point or "point of resstance’.

If Union had continued in its upward course, gaining in power,
volume and influence as it progressed, the dire effects of the Stedl
Stuation might have been overcome. It was Smply a question of power,
and Sted pulled Union down.

Thisstudy of ‘responses to simulation or outside influenceson
stocks is one of the most vauable in the Tape Reader's education. Itis
an dmogt unerring guide to the technica postion of the market. Of
course, al responses are not so clearly defined.
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It isamatter of indifference to the Tape Reader as to who or what
produces these tests, or critical periods. They constantly appear and
disappear; he must make his diagnosis and act accordingly. If astock is
being manipulated higher, the movement will sldom be continued
unless other stocks follow and support the advance barring certain
specific developments affecting a stock, the other issues should be
watched to see whether large operators are unloading on the strong spots.

Should astock fail to bresk on bad news, it means that insders
have anticipated the decline and stand ready to buy.

A member of atrading syndicate once said to me;
"We are going to dissolve tomorrow."

| asked, "Won't there be considerable sdlling by people who don't want
to carry their share of the securities?'

"Oh!" he replied, "we know how every one stands. Probably 10,000
shareswill come on the market from afew members who are obliged to

&I, and asafew of us have sold that much short in anticipation, well be
there to buy it when the time comes."

Thisreminds usthat it iswell to consder the ingder's probable
attitude on a stock.

The tape usudly indicates what thisis. One of the muckraking
magazines once showed that Rock Idand preferred had been driven
down to 28 one August to the accompaniment of receivership rumors.
The writer of the article was unable to prove that these rumors originated
with the ingders, for he admitted that the transactions at the time were
not fully understood.

Perhaps they were inscrutable to a person inexperienced in tape
reading, but we well remember that the indicationswere dl in favor of
buying the stock on the bresk. The transactions were very large -- out of
al proportion to the capitad stock outstanding and the floating supply.
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What did thismean to the Tape Reader ? Thousands of shares
of stock weretraded in per day, after aten-point decline and a small
rally. If the volume of salesrepresented long stock, some one was
thereto buy it. If there was manipulation it certainly was not for the
purpose of distributing thestock at such alow level. So, by casting
out the unlikely factors, a Tape Reader could have arrived at the
correct conclusion.

The market is being put to the test continualy by one eement of
which little has been said, i.e,, the floor traders. These shrewd felows
are aways on the dert to ferret out aweak spot in the market, for they
love the short side.

Lack of support, if detected, in an issue generaly leadsto araid
which, if the technica stuation is weak, Soreads to other parts of the
floor and produces areaction or adump dl around. Or, if they find a
vulnerable short interest, they are quick to bid up astock and drive the
shorts to cover. With these and other operations going on al the time, the
Tape Reader who is a dl expert is seldom at alossto know on which
side his best chanceslie. Other people are doing for him what he would

do himsdlf if he were dl-powerful.

Whileit isthe smaler swings that interest him mogt, the day
trader must not fail to keep his bearings in relation to the broader
movements of the market.

When a panic prevals he recognizesit in the birth of abull
market and operates with the certainty thet prices will gradudly rise until
aboom marks the other extreme of the swing. In abull market he
congders reactions of from two to five points norma and reasonable.
Helooks for occasional drops of 10 to 15 pointsin the leaders, with a 25-
point break at least once ayear. When any of these occur, he knows
what to look for next.

In abull market he expects adrop of 10 points to be followed by
arecovery of about haf the decline, and if theriseisto continue, al of
the drop and more will be recovered. If astock or the market refusesto
raly naturdly, he knows that the trouble has not been overcome, and
therefore looks for afurther decline,
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Take American Smelters, which made atop of 99 5/8 afew years
ago, then dumped off under rumors of competition until it reached 78.
Covering indications appeared around 79 1/2. Had the operator dso
gone long here, he could confidently have expected Smeltersto raly to
about 89. The decline having been 21 5/8 points, therewas araly of 10
3/4 points due.

Asamatter of record the stock did recover to 89 3/8. Of course,
these things are mere guide posts, as the Tape Reader's actud trading is
done only on the most positive and promising indications; but they are
vauable in teaching him what to avoid. For instance, he would be wary
about making an initid short sde of Smdters after a 15 point break, even
if hisindications were clear. There might be severd points more on the
short side, but he would redize that every point further decline would
bring him closer to the turning point, and after such a violent bresk the
safest money was to wait for an opportunity on the long side.

Another instance: Reading sold on January 4, 1909, at 144 3/8.
By the end of the month it touched 1311/2, and on
February 23rd broke ten pointsto 118. Thiswas a “Few people are
decline of 24 3/8 points (alowing for the 2 per -
cent dividend paid). As previoudy stated, the willing to go to the
StOCk |00kaj ||kem attr&tive Short Qe, not Only Very bottom Of th|ngs
on the firgt breakdown, but on the find drive. The _
conservative trader would have waited for a Is it any wonder that
buying indication, as there would have been less success is for the few
risk on the long side.

--the few who are

It is seldom that the market runs more than willina to work at it?”
three or four consecutive days in one direction
without areaction, so the Tape Reader must redlize that his chances
decrease as the swing is prolonged.

The daily movements offer his best opportunities; but he must
keep in stocks which swing wide enough to enable him to secure a profit.
As Napoleon said: "The adroit man profits by everything, neglects
nothing which may increase his chances'.
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I once knew a speculator who bought and sold by the clock. He
had no idea of the hourly swing, but would buy at 12 o'clock, because it
was 12 o'clock, and would sdll a 2 o'clock, for the same reason.

The methods employed by the average outside speculator are not
50 very much of an improvement on this, and that iswhy so many lose
their money.

The expert Tape Reader is diametrically opposed to such people
and their methods. He applies science and skill in angling for profits.

He studies, figures, analyzes and deduces. He knows exactly
where he stands, what he is doing and why.

CHAPTER VI
Dull Markets and Their Opportunities

MANY people are apt to regard a dull market as a problem for trading
purposes. They clam: "Our hands are tied; we can't get out of what
weve got; if we could theréd be no use getting in again, for whatever we
do we can't make adollar”.

Such people are not Tape Readers. They are Sitters.

Asamatter of fact, dull markets offer innumerable opportunities
and we have only to dig benegth the crust of prgudice to find them.

Dullnessin the market or in any specia stock meansthat the
forces cagpable of influencing it in elther an upward or adownward
direction have temporarily come to a baance. The best illudtration is that
of aclock which is about run down -- its pendulum gradudly decreases
the width of its swings until it comes to a complete sanddtill, like this
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low ibe marlet pendolum comes f6 & slandsilil

Turn this diagram sdeways and you see what the chart of a stock or the
market |ooks like when it reaches the point of dullness.

These dull periods often occur after a season of delirious activity
on the bull sde.

People make money, pyramid on their profits and glut themsalves
with stocks at the top. As every oneisloaded up, there is comparatively
no one left to buy, and the break which inevitably follows would happen
if there were no bears, no bad news or anything else to force a decline.

Nature has her own remedy for disspation. She presentsthe
debauch’ with its gtart, its climax and its collgpse, with athumping head
and a moquette tongue. These tend to keep him quiet until the damage
can be repaired. So with these intervals of market rest. Traders who have
placed themsavesin a pogtion to be trimmed are duly trimmed.

They lose their money and temporarily, their nerve. The market,
therefore, becomes neglected. Extreme dullness setsin.
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If the history of the market were to be written, these periods of
lifelessness should mark the close of each chapter. Thereasonis: The
factors that were active in producing the main movement, with its sart,
its climax and its collgpse, have spent their force.

Prices, therefore, settle into a groove, where they remain
sometimes for weeks or until affected by some other powerful influence.

When amarket isin the midst of abig move, no one can tell how long or
how far it will run. But when prices are dationary, we know that from
this point there will be a pronounced swing in one direction or another.

There are ways of anticipating the direction of this swing. Oneis
by noting the technical strength or weakness of the market, as described
in aprevious chapter. The resstance to pressure mentioned as
characterigtic of the dull period in March, 1909, was followed by a
pronounced rise, leading stocks sdlling many points higher.

Thiswas particularly true of Reading, in which the shakeouts
around 120 (one of which was described) were frequent and positive.
When ingders shake other people out it means that they want the stock
themsalves. These are good times for usto get in.

When adull market showsitsinability to hold ralies, or when it
does not respond to bullish news, it is technically wesk, and unless
something comes adong to change the Situation, the next swing will be
downward.

On the other hand, when thereisa gradual hardeningin
prices, when bear raidsfail to didodge considerable quantities of
stock; when stocks do not decline upon unfavor able news, we may
look for an advancing market in the near future.

No one can tell when adull market will mergeinto avery active
one; therefore the Tape Reader must be constantly on the watch. Itis
foolish for him to say: "The market is dead dull. No use watching it
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today. The leaders only swung less than a point yesterday. Nothing
profitable can happen in such a market”.

Such reasoning is gpt to make one miss the very choicest
opportunities -- those of getting in on the ground floor of abig move.

For example: During the previous mentioned accumulation in
Reading, the stock ranged between 120 and 124 1/2. Without warning, it
one day gave indication (around 125) that the absorption was about
concluded, and the stock had begun its advance.

The Tape Reader having reasoned beforehand that this
accumulation was no small investors game, would have grabbed a bunch
of Reading as soon as the indication appeared. He might have bought
more than he wanted for scaping purposes, with the intention of holding
part of hislinefor along swing, usng the res for regular trading.

Asthe stock drew away from his purchase price he could have
raised his sop on the lot he intended to hold, putting amental label on it
to the effect that it is to be sold when he detects ingde ditribution. Thus
he stands to benfit to the fullest extent by any manipulative work which
may be done. In other words, he says. "I'll get out of thislot when the big
boys and their friends get out of theirs'.

Hefed s easy in hismind about this stock, because he has seen
the accumulation and knows it has rdieved the market of dl the floating
supply at about thislevel.

This means a sharp, quick rise sooner or later, aslittle stock isto
be met with on the way up. If he neglected to watch the market
continuoudy and get in at the very gtart, his chances would be grestly
lessened. He might not have the courage to take on the larger quantity.

On Friday, March 26, 1909. Reading and Union were about as
dull astwo gentlemanly leaders could well be. Reading opened at 132
3/4, high was 133%4 low 132%4 last 132 5/8. Union's extreme fluctuation
was 5/8! -- from 180 5/8 to 181Y4 Activity was confined to Beet Sugar,
Kansas City Southern, etc.
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The following day, Saturday, the opening gave every indication
that the previous day's dullness would be repested, initid saes showing
only fractiona changes.

Let'ssee... B. & 0., Wabash pfd. and Missouri Pacific were up 3/8 or
1/2. Union was an 1/8th higher and Reading 1/8 lower.

Beet Sugar was down 5/8, with sales at 32. Reading showed 1100 @
132Y4 800 @ 3/8, Union 800 @ 181, 400 @ 181, 200 @ 181 1/8, 400 @
181. A single hundred Stedl at 45¥4/8. B& O 100 @ 109 7/8.Market

dead, mostly single 100 sharelots...

Ah! Here'sour cue! Reading 2300 @ 132%; 2000 @ %2500 @
5/8. Coming out of a dead market, quantities like these taken at the
offered prices can mean only one thing, and without argument the Tape
Reader takes on abunch of Reading "at the market.”

Whatever is happening in Reading, the rest of the market isdow
to respond, dthough N. Y. Central seemswilling to help alittle— 500 @
127%4after /). Beets are up to 33¥4 Steel is45 1/8, and Copper 77 Ya-a
fraction better.

Reading 300 @ 132/2.

Steel 1300 @ 45 1/8, Ya

Union 100 @ 181

Reading 300 @ 132 5/8

Beets 100 @ 33%

Union 700 @ 181%

N.Y. Central 127 5/8, 600 @ ¥a.. 7/8!... There's some help coming!

Union 900 @ 181%now

Reading 100 @ 132 3/4.

Copper 700 @ 71%2

Reading 800 @ 132 7/8, 100 @ 133, 900 @ 133, 1100 @ 1/8...
Reading 1500 @ 1334, 3500 @ 133 %%..not much doubt about the
trend now.
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The whole market is responding to Reading, and there is a steady
increase in power, breadth and volume. The rapid advances show that
short covering is no smal factor.

It looks as though a lot of people are throwing their Beet Sugar
and getting into the big stocks. St. Paul Copper and Smelters begin to
lift alittle.

Around 11 A.M. thereisabrief period of hestation, in which the
market seems to take along bregath in preparation for another effort.
Thereis scarcely any reaction and no weskness. Reading backs up a
fraction to 133%4and Union to 181 3/8.

There are no sdling indications, S0 the Tgpe Reader stands by his guns.
Now they are picking up again...

Reading 133 3/8, %25/8, ...

Union 181 5/8

N.Y. Central 128¥4/8, 700 @ ¥4

Union 1000 @ 181%2 3500 @ 5/8, 2800 @ 7/8, 4100 @ 182
Sted 45 Y%...

From then right up to the doseit's nothing but bull, and
everything closes within afraction of its highest. Reading makes 134
3/8, Union 183, Stedl 46 1/8, Central 128 7/8, and the rest in proportion.

The market has gained such headway that it will take dire newsto
prevent a high, wide opening on Monday, and the Tape Reader has his
choice of cdlosing out at the high point or putting in astop and taking his
chances over Sunday.

So we see the advantage of watching a dull market and getting in
the moment it Starts out of itsrut. One could dmost draw lines on the
chart of aleader like Union or Reading (the upper line being the high
point of its monotonous swing and the lower line the low point) and buy
or sell whenever the lineis crossed. Because when a stock shakes itself
loosefrom a narrow radiusit isclear that the accumulation or
distribution or resting spell has been completed and new forcesare
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at work. These forces are most pronounced and effective a the
beginning of the new move -- more power is needed to start a thing than
to keep it going.

Some of my readers may think | am giving illudtrations after
these things happen on the tape, and that what a Tape Reader would have
done a thetime is problematicdl.

| therefore wish to state that my tape illustrations are taken from
the indications which actudly showed themsdves when they were
freshly printed on the tape, at that time | did not know what was going to

happen.

There are other waysin which atrader may employ himsdf
during dull periods. Oneisto keep tab on the points of resstance in the
leaders and play on them for fractiond profits. This, we admit, isa
rather precarious occupation, as the operating expenses condtitute an
extremely heavy percentage againgt the player, especialy when the
leading stocks only swing a point or so per day.

But if one choosesto take these chancesrather than beidle,
the best way isto keep a chart on which should be recorded every
fluctuation.

Thisforms a picture of what is occurring and clearly definesthe
points of resstance, as well as the momentary trend.

In the following chart the stock opens at 181%4and the first point
of resstance is 181%The firgt indication of adownward trend is shown
inthe dip to 181 1/8, and with these two straws showing the tendency,
the Tape Reader goes short "at the market,” getting, say, 181va(well
give oursglves the wordt of it).

After making one more unsuccessful attempt to bresk through the
resstance at 181%:the trend turns unmistakably downward, as shown by
an dmost and broken series of lower tops and bottoms.
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These indicate that the pressure is heavy enough to force the
price to new low levels, and at the same timeit is sufficient to prevent

therdly going quite as high as on the previous bulge.

At 180 1/8 anew point of resistance appears. Thedeclineis
checked. The Tape Reader must cover and go long -- the steps arenow
upward and as the price approaches the former point of resstance he
watches it narrowly for hisindication to close out. Thistime, however,
thereis but dight opposition to the advance, and the price breaks
through. He keeps his long stock.

In making the initia trade he placed a"double’ stop at 181 5/8 or
3/4, on the ground that if his stock overcame the resstance at 181 1/2 it
would go higher and he would have to go with it. Being short 100
shares, his double stop order would read "Buy 200 at 181 5/8 stop".

Of course the price might just catch his stop and go lower. These
things will hgppen, and anyone who cannot face them without becoming
perturbed had better learn salf-control.
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After going long around the low point, he should place another
double stop at 180 or 179 7/8, for if the point of resstance is broken
through after he has covered and gone long, he must switch his position
inaningant. Not to do so would place him in the attitude of a guesser.
If heis playing on this plan he mugt not dilute it with other idess

Remember this method is only applicable to avery dull market,
and, aswe have sad, is precarious business.

We cannot recommend it.

It will not asarule pay the Tape Reader to attempt scaping
fractions out of the leedersin a dull market. Commissions, taxes and the
invisble eghth, in addition to frequent losses, form too great a handicap.
There must be wide swingsif profits are to exceed losses. and the thing
to do iswait for good opportunities.

"The market isaways with us' isan old and true saying. We are
not compelled to trade and results do not depend on how often we trade,
but on how much money we make.

Thereis another way of turning a dull market to good account,
and that is by trading in the tocks which are temporarily active, owing
to manipulative or other causes.

The Tape Reader does not in the care a bit what sort of alabel
they put on the goods. Cdl astock "Harlem Goats preferred” if you like,
and make it active, preferably by means of manipulation, and the agile
Tape Reader will tradein it with profit. It doesn't mattersto him
whether it'sarallroad or ashooting gdlery; whether it declaresregular or
"Irish" dividends, whether the abbreviationisX'Y ZorZY X -- solong
asit furnishes indications and a broad liquid market on which to get in
and out.

Take Beet Sugar on March 26, 1909, the day on which Union and
Reading were so dull. It was easy to beat Beet Sugar. Even an embryo
Tape Reader would have gone long at 30 or below, and as it never left
him in doubt he could have dumped it at the top just before the close, or
held it till the next day, when it touched 33%
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On March 5,1909, Kansas City Southern spent the morning
drifting between 42 3/4 and 43 1/2. Shortly after the noon hour the stock
burgt into activity and large volume. Does any sane person suppose that
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a hundred or more people became convinced that Kansas City Southern
was a purchase at that particular moment?

What probably started the rise was the placing of manipulétive
orders, in which purchases predominated.

Thus the sudden activity, the volume and the advancing tendency
gave notice to the Tape Reader to "get aboard.” The manipulator showed
his hand and the "get aboard" Tape Reader had only to go long with the
current.
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The advance was not only sustained, but emphasized at certain
points. Here the Tape Reader could have pyramided, using a stop close
behind his average cost and raising it S0 asto conserve profits. If he
bought hisfirdt lot at 44, his second a 45, and his third at 46, he could
have thrown the whole at 46 5/8 and netted $406.50 for the day if he
were trading in 100 share units, or $2,032.50 if trading in 50 share units.

CHAPTER VIII

The Use of Charts as Guides and Indicators

M ANY interesting queries have been received regarding the use of
charts. Thefollowing is aletter representative of most:

“Referring to your figure chart explained in Volume 1 of the
Magazine of Wall Street, | have found it a most vauable aid to detecting
accumulation or digtribution in market movements. | have beenin Wall
Street anumber of years, and like many others have aways shown a
skeptical attitude toward charts and other mechanica methods
of forecadting trends; but after a thorough tria of the chart on Union
Pecific, | find that | could have made a very consderable sum if | had
followed the indications shown. | note your suggestions to operatorsto
study earnings, etc., and not to rely on charts, asthey are very often
likely to midead. | regret that | cannot agree with you. Y ou have often
dated that the tape tells the story; sincethisistrue, and achart isbut a
copy of the tape, with indications of accumulation or digtribution, as the
case may be, why not follow the chart entirely, and iminate dl
unnecessary time devoted to study of earnings, etic?’

Let us consider those portions of the above which relate to Tape
Reading, first clearly defining the difference between chart operations
and tape reading.
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The genuine chart player usualy operatesin one stock at atime,
using as a basis the past movements of that sock and following amore
or less definite code of rules. He treats the market and his stock as a
machine. He uses no judgment as to market conditions, and does not
consider the movements of other stocks; but he exercises great discretion
as to whether he shdl "play” an chart sgnd or not.

The Tape Reader operates on what the tape shows now. He is not
wedded to any particular issue, and, if he chooses, can work without
pencil, paper or memoranda of any sort. He dso has his code of rules --
less clearly defined than those of the chart player. So many different
Stuations present themsdves that his rules gradudly become intuitive --
asort of second nature evolved by sdlf-training and experience.

A friend to whom | have given some pointsin Tgpe Reading once
asked if | had my rulesdl down so finethat | knew just which to use at
certain moments. | answered him thisway: “When you cross a street
where the traffic is heavy, do you stop to consult aset of rules showing
when to run ahead of atrolley car or when not to dodge awagon? No.

Y ou take alook both ways and at the proper moment you walk across.

Y our mind may be on something else but your judgment tells you when
to start and how fast to walk. That is the postion of the trained Tape
Reader”.

The difference between the Chart Player and the Tape Reader is
therefore about as wide as between day and night. But there are waysin
which the Tape Reader may utilize charts as guides and indicators and
for the purpose of reinforcing his memory.

The Figure Chart is one of the best mechanica means of
detecting accumulation and digtribution. It is dso vauable in showing
the main points of resistance on the big swings.

A figure chart cannot be made from the open, high, low and last
prices, such as are printed in the average newspaper.

We produced a Figure Chart of Amagamated Copper showing
movements during the 1903 panic and up to the following March (1904):
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It makes an interesting study. The stock sold early in the year at
75 5/8 and the low point reached during the above period was 33 5/8.
The movements prior to those recorded here show a series of downward
steps, but when 36 is reached, the formation changes, and the supporting
points are raised. A seven-point rdly, areaction to dmost the low figure,
and another sixteenpoint raly follow.

On thisraly the lines 48-49 gradudly form the axis and long

rows of these figures seem to indicate thet plenty of sock isfor sde at
thisleve. In case we are not sure as to whether thisis further
accumulation or distribution we wait until the price shows sgns of
breaking out of this narrow range. After the second run up to 51 the
gradudly lowering tops warn us that pressure is resumed. We therefore
look for lower prices.

The downward steps continue until 35 is touched, where a 36-7
line beginsto form. Thereisadip to 33 5/8, which gives usthe full
figure 34, after which the bottoms are higher and lines commence
forming a 38-9. Here are dl the earmarks of manipulative depression
and accumulation -- the stock is not alowed to raly over 39 until
liquidation is complete. Then the gradudly raised bottoms notify usin
advance that the stock is about to push through to higher levels,

If the Figure Chart were an infdlible guide no one would have to
learn anything more than its correct interpretetion in order to make big

money.
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Our writer says, "after athorough trid of the chart on U. P. | find
that | could have made a very consderable sum if | had followed the
indications shown". But he would not have followed the indications
shown. Heisfooling himsdif. It is easy to look over the chart afterwards
and see where he could have made correct plays, but | venture to say he
never tested the plan under proper conditions.

Let anyone, who thinks he can make money following a Figure
Chart or any other kind of a chart have afriend prepareit, keeping secret
the name of the stock and the period covered. Then put down on paper a
positive set of ruleswhich are to be strictly adhered to, so that there can
be no guesswork. Each stuation will then cal for acertain play and no
deviation isto be dlowed. Cover up with a sheet of paper al but the
beginning of the chart, gradudly diding the paper to the right as you
progress. Record each order and execution just asiif actudly trading.

Put my name down as covering the opposite Sde of every trade
and when done send me a check for what you have lost.

| have yet to meet the man who has made money trading on any
kind of Chart over an extended period.

The Figure Chart can be used in other ways. Some people
congtruct figure charts showing each fractiona change instead of full
points. Theideamay aso be used in connection with the Dow Jones
average prices. But for the practical Tape
“Any kind of a chart will Reader the full figure chart first described
. is about the only one we can recommend.
show some profits at
times, but the test is: Itsvalueto the Tape Reader lies chiefly
in its war nings of important moves thus

How much money will it putting him on the watch for the moment

make during a year's when either processis completed and the
marking up or down begins.

operations?”

The chart givesthe direction of coming
moves, the tape says "when."
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The ordinary single line chart which is so widdly used, is
vauable chiefly asa compact history of a stock's movements. If the
stock which is charted were the only one in the market, its gyrations
would be less erratic and its chart, therefore, a more reliable indicator of
itstrend and destination. But we must keep before us the
incontrovertible fact that the movements of every stock are to a greater
or lesser extent affected by those of every other stock.

Thisin alarge measure accounts for the ingtability of stock
movements as recorded in single line charts.

Then, too one stock may he the lever with which the whole
market is being held up, or the club with which the generd list isbeing
pounded. A chart of the pivotal stock might give a strong buying
indication, whereupon the blind chart devotee would go long to his
ultimete regret; for when the concedled digtribution was completed his
stock would probably break quickly and badly.

This shows clearly the advantage of Tape Reading over Charts.
The Tape Reader sees everything that is goes on; chart player'svisionis

limited. Both aim to get in right and go with the trend, but the eye that
comprehends the market as awhole is the one which can read this trend
most accurately.

If one wishes a mechanical trend indicator as a supplement
and a guideto his Tape Reading, he had best keep a chart composed
of the average daily high and low of ten leading stocksin a group.

First find the average high and average low for the day and make
a chart showing which was touched first. Thiswill be found amore
reliable guide than the Dow Jones averages, which only consider the
high, low and closing bid of each day, and which, as strongly illustrated
in the May, 1901, panic, frequently do not fairly represent the day's
actud fluctuations.

Such a composite chart is of no vaue to the Tepe Reader who
scaps and doses out everything daily. But it should benefit those who
read the tape for the purpose of catching the important five or ten point
moves. Such atrader will make no commitments not in accordance with
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the trend, as shown by this chart. Hisreason isthat even awell planned
bull campaign in astock will not usudly be pushed to completion in the
face of adown trend in the generad market. Therefore he waits until the
trend conforms to hisindication.

It seems hardly necessary to say that an up trend in any chart is
indicated by consecutive higher tops and bottoms, like stairs going up,
and the reverse by repesated stepstoward alower level. A series of tops
or bottoms at the same level shows resistance. A protracted zigzag within
ashort radius accompanied by very smal volume means lifd essness, but
with norma or abnormally large volume, accumulation or digtribution is
more or less evidenced.

Hereisagyle of hand chart especidly adapted to the study of volumes:
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Volume Figure Chart

When made to cover aday's movementsin a stock, this chart is
particularly vauable in showing the quantity of stock at various levels.
Figures represent the total 100 share lots at the respective fractions.
Comparisons are ready made by adding the quantities horizontaly.
Many other suggestions may be derived from the study of this chart.
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The proficient Tape Reader will doubtless prefer to discard all
mechanica helps, because they interfere with his senang the trend.
Besdes, if he kegps the charts himsdlf the very act of running them
digracts his attention from the tgpe on which his eye should be
congtantly riveted. This can of course be overcome by employing an
assigtant; but taking everything into consideration -- the division of
attention, the contradictions and the confusing Situations which will
frequently result -- we advise students to stand free of mechanica helps
o far asit ispossible.

Our correspondent in saying "achart is but a copy of thetape'
doubtless refersto the chart of one stock. The full tape cannot possibly
be charted. The tape doestell the sory, but charting one or two stocksis
like recording the actions of oneindividud as exemplifying the actions
of avery large family.

CHAPTER IX

Daily Trading vs. Longer-Term Trading

J UST now | took asmadl triangular piece of blotting paper three-eighths
of aninch at its widest, and stuck it on the end of apin. | then threw a
blot of ink on apaper and put the blotter into contact. Theink fairly
jumped up into the blotter, leaving the paper comparatively dry.

Thisis exactly how the market acts on the tape when its
absorptive powers are greater than the supply-large quantities are taken
a the offered prices and at the higher levels. Priceslegp forward. The
demand seemsinsatiable.

After two or three blots had thus been absorbed, the blotter would
take no more. It was thoroughly saturated. Its demands were satisfied.
Just in thisway the market comesto a standdtill at the top of arise and
hangsthere. Supply and demand are equaized a the new price leve.
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Then | filled my pen with ink, and let the fluid run off the point
and onto the blotter. (Thisillugtrated the distribution of stocksin the
market). Beyond a certain point the blotter would take no more. A drop
formed and fell to the paper. (Supply exceeded demand). The more | put
on the blotter the faster fell the drops. (Liquidation-market seeking a
lower leve).

Thisisasgmple way of fixing in our minds the principa
opposing forces that are congtantly operating in the market-absorption
and distribution, demand and supply, support and pressure. The more
adept a Tape Reader becomes in weighing and measuring these
elements, the more successful he will be.

But he must remember that even his most accurate readings will
often be nullified by eventsthat are transpiring every moment of the day.
His stock may start upward with a rush-apparently with power enough to
cary it severd points; but after advancing a couple of pointsit may run
up againgt alarger quantity of stock than can be absorbed or some
unforeseen incident may change the whole complexion of the market.

To show how an operator may be caught twice on the wrong side
in one day and gtill come out ahead, let us

look at the tape of December 21, 1908.
Union Pecific opened below the previous
night's close: must be quick to

“The Tape Reader

500 @ 179 detect such changes,

6000 @ 178 3/4 switch his position
...and for the first few moments looked as and go with this
though there was some inside support. newly formed trend.”
Supposing the Tape Reader had. ..

BOUGHT 100 UNION PACIFIC AT 178 7/8

...hewould have soon noticed fresh sdling orders in sufficient volume
to produce weskness. Upon this he would have immediately. ..
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SOLD 200 UNION PACIFIC AT 178Y4

...putting him short one hundred at the latter price. The weakness
increased and after adriveto 176 1/2, two or three warnings were given
that the pressure was temporarily off. A comparatively strong undertone
developed in Southern Pecific as well as other stocks and short covering
began in Union Pacific, which came

600 @ 176 5/8
1000 @ 176 ¥
...then 177%

Assuming that the operator consdered this the turn, he would have...

BOUGHT 200 UNION PACIFIC AT 176 7/8

...which was the next quotation. Thiswould have put him long.
Thereafter the market showed more resiliency, but only smdl lots
appeared on the tape.

A little later the market quiets down. The raly does not hold
well. He expects the stock to react again to the low point. Thisit does,
but it failsto hdt there; it goes driving through to 176, accompanied by
consderable weakness in the other active socks. Thisis hisindication
that fresh liquidation has started. So he. ..

SELLS 200 UNION PACIFIC AT 176

That is, he dumps over hislong stock and goes short at 176.
The weakness continues and thereis no sgn of ardly until after the
stock his struck 174 1/2. This being a break of 6Y4points since yesterday,
the Tape Reader is now wide awake for signs of aturn, redizing that
every additiond fraction brings him nearer to that point, wherever it may
be. After touching 174 1/2 the trend of the market changes completely.
Larger lots are in demand at the offered prices. Thereisafind drive but
very little sock comes out on it. During thisdrive he...

BUY S 100 UNION PACIFIC AT 1757/8
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...and asdgnsof ardly multiply he...
BUY S 100 UNION PACIFIC AT 175 1/4

From that moment it is easy sailing. There is ample opportunity for him
to unload hislast purchase just before the close when he...

SELLS 100 UNION PACIFIC AT 176 5/8

Bought

Sold

Profit

178 7/8

178 ¥4

176 7/8

178 ¥4

137.50

176 7/8

176

174 7/8

176

112.50

175Y,

176 5/8

137.50

Commissions and taxes

135.00

Totals

285.00

387.50

Less Loss

- 285.00

Net Profit for the day

$102.50

Thisis doing very well considering he was caught twice on the
wrong Side and in his anxious trading paid $135.00 in commissions and

faxes.

Successin trading comes down to a question of reducing and
eliminating losses, commissions, interest and taxes.

L et us see whether he might have used better judgment. Hisfirgt
trade seems to have been made on what appeared to be insde buying.
No trend had developed. He saw round lots being taken at 178 3/4 and

over and reasoned that ardly should naturdly follow pronounced

support.
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His mistake was in not waiting for a clearly defined trend. If
waiting for the buying was strong enough to absorb al offerings and turn
the market, he would have done better to have waited until this was
certain. When astock holds steady within ahaf point radius it does not
sgnify areversa of trend, but rather a hdting place from which anew
move in ether direction may begin.

Had he followed the first sharp move, hisorigind trade would
have been on the short not the long side. Thiswould have saved him his
firgt loss with its attendant expenses, aggregating $39.50, and would
have nearly doubled the day's profits.

His second loss was made on a trade which involved one of the
finest pointsin the art of Tgpe Reading -- that of distinguishing a rally
froma change in trend. A good way to do this successfully isto figure
where a stock is due to come after it makes an upturn, alowing that a
normd raly isfrom one-haf to two-thirds of the decline.

That is, when astock declines two and a haf points we can look

for at least apoint and a quarter raly unless the pressureis il on. In
case the declineis not over, the rdly will fal short.

Wheat did Union do after it touched 17612 It sold at 176 5/8 —
177 ¥+ 177 Ya. Having declined from 179 1/8 to 176 %22 5/8 paints, it
was dueto rdly at least 1%/points, or to 177 ¥4 Itsfailing to make this
figure indicated that the decline was not over and that his short position
should be maintained.

Also, that last jump of haf a point between sales showed an
unhedthy condition of the market. For afew moments there was
evidently a cessation of sdlling, then somebody reached for a hundred
shares offered at 177% Asthe next sde was 176 7/8 the hollow- ness of
the rise became apparent.

Whilethisradly lasted, the lots were smdl. This of itsdf was
reason for not covering. Had a genuine demand sprung from either longs
or shorts a steady rise, on increasing volumes, would have taken place.
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The absence of such indications seems to us now areason for not
covering and going long at 176 7/8.

It isvery difficult for anyone to say what he would actually have
done under the circumstances, but had both these trades been
avoided for thereasons mentioned, the profit for the day would have
been $421, asthe 100 sold at 178 “would have been covered at 174
7/8, and thelong at 175 % sold out at 176 5/8. So we can seethe
advantage of studying our losses and mistakes, with a view to
benefiting in future transactions.

As previoudy explained, the number of dollars profit is
subordinate to whether the trader can make profits at al and whether the
points made exceed the points lost. With success from this standpoint it
isonly aquestion of increased capitd enabling one to enlarge histrading
unit.

A good way to watch the progress of an account is to keep a book
showing dates, quantities, prices, profits and losses, aso commission, tax
and interest charges. Beside each trade should be entered the number of
points net profit or loss, together with arunning tota showing just how
many points the account is ahead or behind. A chart of these latter
figures will prevent anyone fooling himself as to his progress. People are
too gpt to remember their profits and forget their losses.

The losses taken by an expert Tape Reader are so samdl that he
can trade in much larger units than one who is away from the tepe or
who is trading with an arbitrary stop. The Tape Reader will seldom take
over hdf apoint to a point loss for the reason that he will generdly buy
or sl a, or close to, the pivota point or the line of resstance.

Therefore, should the trend of his stock suddenly reverse, heis
with it in amoment.
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The losses in the above mentioned Union Peacific transactions
(5/8 and 7/8 respectively) are perhaps afair average, but frequently he
will be able to trade with arisk of only ¥4 3/8, or Ypoint.

Thefact that this possible lossis confined to a fraction should not
lead him to trade too frequently. It is better to look on part of the time; to
rest the mind and dlow the judgment to darify. Dull dayswill often
congtrain one for atime and are therefore beneficid.

Thebig money in Tape Reading is made during very active
mar kets. Big swings and lar ge volumes produce unmistakable
indicationsand a harvest for the experienced operator. He welcomes
twenty, thirty and fifty-point movesin stocks like Reading, Union or
Consolidated Gas-powerful plays by financial giants.

And thisfact reminds us: Isit better to close trades each day, or
hold through reactions, and if necessary, for severd days or weeksin
order to secure alarge profit?

The answer to this question depends somewhat upon the

temperament of the Tape Reader. If his make-up be such that he can
closdy follow the smal swings with profit, gradualy becoming more
expert and geadily increasing his commitments, he will shortly "arrive'
by that route.

If his nerves are such that he cannot trade in and out actively, but
is content to wait for big opportunities and patient enough to hold on for
large profits, he will also "get there.”

It isimpossible to say which style of trading would produce the
best average results, because it depends atogether upon individua
qudifications, attitudes and tolerance of risk.

Looking at the question broadly, we should say that the Tape
Reader who understood the lines thus far suggested in this series, might
find it both difficult and less profitable to operate solely for the long
swings. Inthefirg place, he would be obliged to let twenty or thirty
opportunities pass by to every one that he would accept. The smal
swings of one to three points greetly outnumber the five and ten-point
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movements, and there would be a considerable percentage of losing
trades no matter how he operated.

Many of the indications, such asthe extent of reactions, lines of
resstance, etc., will be found equaly operative in the broader swings,
just as an enlargement of a photograph retains the lines of its origind.

Tape Reading seems essentially a profession for the person who
ismentaly active and flexible, cgpable of making quick and accurate
decisons and keenly sengtive to the smdlest and dmost imperceptible
sgndsand indications.

On the other hand, trading for the larger swings requires one to
ignore the minor indications and to put some stress upon the influentia
news of the day, and its effect upon sentiment; he must stand ready to
take larger losses and in many ways handle himsdlf in amanner
atogether different from that of the day trader.

The more closdly we look at the differences between the longer-
term trader/investor and the day trader, the more the two methods of

operating seem to disunite, the long-term investing player appearing best
adapted to those who are not in continuous touch with the market and
who therefore have the advantage of distance and perspective.

Thereis no reason why the Tape Reader should not make long-
term trading an auxiliary profit producer if he can keep such trades from
influencing his daly operations.

For example, in the previoudy mentioned shake-downin
Reading from 144 3/8 to 118, on hisfirgt buying indication he could
have taken on an extralot for the long swing, knowing thet if the turn
had redly been made, araly to over 130 was due. A stop order would
have limited his risk and conserved his profits as they rolled up and there
isno teling how much of the subsequent forty point rise he might been
abletoride.

Another case was when Stedl broke from 58 3/4 (November,
1908) to 41%4in February.
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The market at the time was hinging on Stedl and it was likely that
the Tape Reader would he operating in it. Hisfirst long trade under this
plan would be for at least a hundred shares more than his usua amount,
with astop on the long pull lot a say 40 3/4. He would naturaly expect
ardly of at leest 8 3/4 points (to 50), but would, in asense, forget this
hundred shares, 0 long as the market showed no signs of another
important decline.

When it reached 60 he might till be holding it.

The above are merely a couple of opportunities. Dozens of such
show themsdlves every year and should form no smdl part of the Tepe
Reader'sincome. But he must separate such trades from his regular daily
trading; to dlow them to conflict with each other would destroy the
effectiveness of both. If he finds the long pull trade interfering with the
accuracy of his judgment, he should closeit out at once. He must play on
one sde of the fenceif he cannot operate on both.

You can readily foresee how atrader with onehundred
sharesof Sted at 43 for thelong-term, and two hundred for the day,

would be tempted to close out all three hundred on indications of a
decline. Thisiswhere he can test hisability to act in a dual capacity.

He mugt ask himsdf: Have | good reason for thinking Sted will
sl down five points before up five? Isthisa smdl reaction or abig
shake-down? Are we ill in abull swing? Has the stock had its norma
rdly from the lagt decline?

These and many other questions will enable him to decide
whether he should hold this hundred shares or "clean house." It takes an
exceptiondly strong will and clear head to act in thisway without
interfering with your regular trading.

Anyone can sl two hundred and hold one hundred; but will his
judgment be biased because he is smultaneoudy long and short-bullish
and bearish?

Therée's the problem!
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Thered Day Trader ismore likely to prefer aclean date a
market closng every day, so that he can St down to histicker at the next
morning's opening and say, "1 have no commitments and no opinion. |

will follow thefirgt strong indication.”

He was advised not to He would rather average $100 aday for
trade in over ten-share ten days than make $1,000 on one trade in
the same length of time. Therisk is
generdly limited to afraction and having
warned against operating arived a apoint where heis showing
even amdl average dally profits, his
required capital per 100 shares need not
actually studied the tape be over $1,500 to $2,000.

for two or three months.”

lots, and was especially

at all until after he had

Suppose for sixty days on 100 share a day
" trading his average profits over losses
were only a quarter of apoint — or $25 aday. At the end of that time his
capita would have been increased by $1,500, enabling him to trade in
200 share lots. Another thirty days with smilar results and he could trade
in 300 share lots, and so on.

| don’t mention these figures for any other purpose than to again
emphasi ze that the objective point in Tape Reading is not large
individual profits, but a continuous chipping in of small average net
profits per day.

Some time ago, | am told, a man from the West Coast came into
my office and said that he had been impressed by this series on Tape
Reading, and had come to New Y ork for the sole purpose of trying his
hand a it. He had $1,000 which he was willing to lose in demongtrating
whether he was fitted for the work.

| was later informed that he called again and related some of his
experiences. It seemsthat he could not abstain from trading, but started
within two or three days after he decided on a brokerage house. He stated
that during the two months he had made forty-two trades of ten shares
each and had never had on hand over twenty full shares a any onetime.
He admitted that he had frequently mixed guesswork and tipswith his
Tape Reading but as arule he had followed the tape.
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His losses were seldom over apoint and his greatest [oss was one
and a hdf points. His maximum profit was three points. He had a times
traded in other stocks beside the leaders. In spite of hisinexperience, and
his attempt to mix tips and guess with shrewd judgment, he was ahead of
the game, after paying commissions, taxes, etc.

Thiswas especidly surprising in view of the trader's market
through which be had passed. While the amount of his net profit was
smdll, the fact that he had shown any profit during this study period was
reason enough for congratulations.

Another handicap which he did not perhaps redize was his
environment. He had been trading in an office where he could hear and
see what everyone else was doing, and where news, gossp and opinions
were fredy and openly expressed by many people.

All these things tended to influence him, and to switch him from
his foundation in Tape Reading fundamentas to other methods but he is
perssting and shows some sgns of discipline. | have no doubt that
having mastered the art of cutting losses and keeping commitments down
and returning to Tape Reading fundamentas, he will soon overcome his
other deficiencies and begin showing remarkable progress.

Given abroad, active market, he should show increasing average
dally profits.

Speculation isa business. It must he lear ned.
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CHAPTER X

Various Examples and Suggestions

R ECENT trading observations and experiments have convinced me
that it isimpracticable and dmost impossible to gauge the extent of a
move by itsinitid fluctuations.

Many important swings begin in the most modest way. The top of
an important decline may present nothing more than alight volume and a
drifting tendency toward lower prices, subsequently developing into a
heavy, dumpy market, and ending in a violent downward plunge.

If it has been moving within athree- point radius and suddenly
takes on new life and activity, burgting through its former bounds, he
must go with it.

| do not mean that he should try to catch every wiggle. If the
stock rises three points and then reverses one or one and a half points on
light volume, he must look upon it as a perfectly natura resction and not
achange of trend.

The expert operator will not ordinarily let al of three points get away

from him. He will kegp pushing his stop
“My opinion is that the up behind until the first good reection puts
himout & close to the high figure.

operator should aim to

catch every important Having purghased a sgch atime, he will
o , sl out again as the price once more
swing in the leading approaches the high figure, unless

active stock. To do this indications point to its forging through to a
new high levd.
he must act promptly
when a stock goes into a | Themorewe study volumes, the better we
' . appreciate ther value in Tape Reading. It
new field or otherwise frequently occurs that a stock will work
gives an indication, and within athree-point range for days at a

time without giving one a chance for a
he must he ready to

follow wherever it leads.”
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respectable-szed ‘scalp’. Without going out of these boundaries, it
suddenly begins coming out on the tape in thousands instead of
hundreds. Thisis evidence that a new movement has started, but not
necessarily in the direction first indicated. The Tape Reader must
immediately go with the trend, but until it is clearly defined and the stock
breaks its former limits with large and increasing volumes, he must use
caution.

Thereason isthis;

If the stock has been suddenly advanced, it may befor the
pur pose of facilitating sales by a large operator. The best way to
digtinguish the genuine from the fictitious move isto watch out for
abnormally large volumes within a small radius. Thisisusually
evidence of manipulation. The large volumeis smply a means of
attracting buyers and disguising the hand of the operator.

A play of thiskind took place when Reading struck 159 3/4in
Junel909. | counted some 80,000 shares within about half a point of 159
-- unmigtakable notice of acoming decline. This was a case where the

stock was put up before being put down, and the Tape Reader who
interpreted the move correctly and played for a good down swing would
have made congderable money.

We frequently hear people complaining that “the publicisnot in
thismarket," as though that were a reason why stocks should not go up
or the market should be avoided. The spesker isusualy one of those who
condtitute "the public,”" but he regards the expresson as sgnifying "every
outsider except mysdf.”

In the judgment of many the market is better off without the
public. To be sure, brokers do not enjoy so large abusiness, the
fluctuations are not so riotous, but the market moves in an orderly way
and responds more accurately to prevailing conditions.

A market in which the genera pubic predominates the purchase
of individua stocks represents a sort of speculative "jag"’ indulged in by
those whose stock market knowledge should be rated at 1/8's.
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Everyone recognizes the fact that when the smoke clears away,
the Street isfull of victims who didn't know how and couldn't wait to
learn.

Their buying and sdling produce violent fluctuations, however,
and in this respect are of advantage to the Tape Reader who would much
rather see ten-point than three-point swings.

To offset this, there are some disadvantages. Fird, in a market
where there is "rioting of accumulated margins,” the tapeis so far behind
that it is seldom one can secure an execution at anywhere near his price.

Thisis especidly true when activity bresks out in astock which
has been comparatively dull. So many people with money, watching the
tape, are atracted by these gpparent opportunities, that the scramble to
get in resultsin every one paying more than he figured; thus the Tape
Reader findsit impossible to know where heis at until he gets his report.
His tape prices are five minutes behind and his broker is so busy it takes
four or five minutes for an execution instead of seconds.

In the next place, stop orders are often filled at from small
fractions to points away from his stop price-there is no tdling what
figure he will g&t, while in ordinary markets he can place his stopswithin
Ya0f aresstance point and frequently have the price come within 1/8 of
his stop without catching it.

Speaking of stop orders: The ways in which one may manipulate
his stops for protection and advantage, become more numerous as
experience is acquired. I f the Tape Reader isoperating for a
fractional average profit per trade, or per day, he cannot afford to
let a point profit run into aloss, or fail to" plug" alarger profit at a
point where at least a portion of it will be preserved.

One of my recent day's trading will illustrate thisidea. | had just
closed out a couple of trades, in which there had been losses totaing
dightly over apoint. Both were on the long Sde. The market began to
show signs of abreak, and angling out Reading as the most vulnerable, |
got short at 150 3/4.
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In afew momentsit sold below 150. My stop was moved down
s0 there couldn't be aloss, and soon adight rally and another break gave
me a new stop that insured a profit.

A third drive started, and | pushed the stop down to within %of
the tape price at the time, asit waslate in the day and | considered this
the find plunge. By the time my order reached the floor the price was
well away from thislatest siop and when the sdlling became mogt violent
| told my broker to cover "at the market." The price paid was within Yaof

the bottom for the day, and
netted 2'5/8 after commissions “The scientific elimination of loss
were paid. is one of the most important
| srongly advocate this method factors in the art, and the

of profit insLring, operator who fails to properly

Itisaso aquestion protect his paper profits will find
whether, in such a case, the trade h . hich h
had better not be stopped out that many at point which he

than closed out. When you push thought he had cinched has

astop closebehind ariseor a

decline, you leave the way open
for afurther profit; but when you
close the trade of your own valition, you shut off al such chances.

slipped away from him.”

If it isyour habit to close out everything before market close
dally, the sop may be placed closer than ordinarily during the last fifteen
minutes of the sesson, and when a sharp movein the desired direction
occurs the closing out may be done by a stop only afraction away from
the extreme price. This plan of usng sopsisasort of squeezing out the
last drop of profit from each trade and never losing any part that can
possibly be retained.

Suppose the operator sells a stock short at 53 and it breaksto 51. He
isfoolish not to bring his stop down to 51%4unless the market isripe for
aheavy decline. With his stop at this point he has two chances out of
three that the result will be satisfactory:

(1) The price may go lower and yield afurther profit;

| Page97 | | Wyckoff's Day Trading Secrets |



Richard D. Wyckoff

(2) The normd rdly to 52 will catch his stop and enable him to put
the stock out again at thet price;

(3) The stock will raly to about 51 ¥4 catch his stop and then go
lower. But he can scarcdly mourn over the loss of a further
profit.

If the stock refusesto rdly the full point to which it is entitled, that
is, if it comes up to 51%pr 5/8 and Hill acts heavy, it may be expected to
break lower, and there usudly is ample time to get short again at aprice
that will at least cover commissions.

Thereisnothing more confusing than to attempt scalping on
both sides of the market at once. Y ou might go long of a stock which
isbeing put up or isgoing up for some special reason, and short of
another stock which is persistently weak. Both trades may pan out
successfully, but in the meantime your judgment will be interfered
with and some foolish mistakes will be madein four casesout of five.

AsDickson G. Watts said, "Act so as to keep the mind clear, the
judgment trustworthy.” The mind is not clear when the trader isworking

actively on two opposing sdes of the market. A bearish indication is
favorable to one trade, and unfavorable to the other. He finds himself
interpreting every development as being to his advantage and forgetting
the important fact that he is adso on the opposite Sde.

If you are short of one stock and see another that looks like a
purchase, it is much better to wait until you have covered your short
trade (on adip if possible), and then take the long side of the other issue.
The best time for both covering and going long is on arecession that in
such a case serves adouble purpose. The mind should he made up in
advance as to which deal offers the best chance for profit, so that when
the moment for action arrives there will he nothing to do but act.

Thisis one great advantage the Tape Reader has over other operators
who do not employ mar ket science. By aprocess of dimingtion he
decides which side of the market and which stock affords the best
opportunity. He ether getsin at the inception of a movement or walits
for the first reaction after the move has started.
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He knows just about where his stock should come on the reaction and
judges by the way it then acts whether hisfirst impresson is confirmed
or contradicted. After he getsin it must act up to expectations or he
should abandon the trade and get out of it immediately.

If it isabull move, the volume must increase and the rest of the
market offer some support or at least not oppose it. The reactions must
show asmdler volume than the advances, indicating light pressure, and
each upward swing must be of longer duration and reach anew high
leve, or it will mean that the rise has spent its force elther temporarily or
findly.

Tape Reading is the only known method of trading which getsyouin

at the beginning, keeps you posted throughout the move, and getsyou
out when it has culminated.

Has anyone ever heard of a man, method, system, or anything else
that will do thisfor you in Wall Street?

It has made fortunes for the comparatively few who have followed it.
Itisan art in which one can become highly expert and more

and mor e successful as experience sharpens hisinstinctsand
judgment and shows him what to avoid.

CHAPTER XI

Obstacles to be Overcome - Potential Profits

M ENTAL poiseisan indispensable factor in Tape Reading.

The mind should be absolutely free to concentrate upon the
work; there should be no fedling that certain thingsareto be
accomplished within a given time; no fear, anxiety, or greed.

| Page99 | | Wyckoff's Day Trading Secrets |



Richard D. Wyckoff

When a Tgpe Reader has his emationswell in hand, he will play
as though the game were dominoes.

When anything interferes with this attitude it should be
eliminated. If, for example, there be an unusua series of losses, the
trader had better suspend operations until he discovers the cause.

Following are the Tape Readers 7 Commandments:

1. Do not overtrade! One may be trading too often. Many opportunities
for profit develop from each day's movements; only the very choicest
should he acted upon. There shoud be no haste. The market will be there
to-morrow in case to-day's opportunities do not meet requirements.

2. Eliminate anxiety! Anxiety to make arecord, to avoid losses, to
secure acertain profit for the day or period will greetly warp the
judgment, and lead to alow percentage of profits. Tape Reading isa
good ded like laying eggs. If the henisnot left to pick up the necessary
food and retire in peace to her nest, she will not produce properly. If she
isworried by dogs and small boys, or triesto lay seven eggs out of
material for 9x, the net proceeds may be an omelet.

The Tape Reader's profits should develop naturaly. He should buy or
| because it isthe thing to do -- not because he wants to make a profit
or fearsto make a loss.

3. Don’ t trade when the market isn’t acting right! The market may be
unsuited to Tape Reading operations. When prices drift up and down
without trend, like a ship without a rudder, and few positive indications
develop, the percentage of losing trades is apt to be high. When this
condition continues it iswdl to hold off until the character of the market
changes.

4. Get abroker you can trust! One's broker may be giving poor
savice. Inagame asfine asthis, every fraction — every second counts.
Executions of market orders should average not over one minute. Stop
orders should be reported in less time as such orders are on the floor and
at the proper post when they become operative. By close attention to
detallsin the handling of my orders, | have been able to reduce the
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average time of my executions to less than one minute. The quickest
report obtained thus far required but 25 seconds.

A consderable portion of my orders are executed in from thirty
to forty seconds, varying according to whether my broker is near the
phone or in adistant crowd when the orders reach the floor and how far
theidenticd 'crowd" isfrom his'phone .

5. Do not leave ordersto the discretion of the broker! Make your
orders clear and firm. Do not say, “Try to sdl better than the bid and let
me know what happened” — say, “ Sdll at the bid price and report

instantly!”

He cannot “do better” than the momentary bid or offered price.
Ordinarily it is expected and isredly an advantage to the genera run of
speculators to have the broker use some discretion; that is, try to do
better, providing there is no chance of losng his market. But | do not
wish my broker to act like that for me. My indications usualy show me
the exact moment when a stock should be bought or sold under this
method, and afew moments delay often means agood many dollars logt.

With the execution of orders reduced to a matter of seconds, | can
aso hold stop ordersin my own hands and when the stop priceis
reached, phone the order to buy or sell at the market. Results are very
satisfactory as my own broker handles the orders and not the specidist or
some other floor broker.

6. Keep alert, calm after losses! The Tape Reader should be careful to
trade only in such amounts as will not interfere with his judgment. If he
finds that a series of losses upsets him it is an easy matter to reduce the
number of sharesto one-hdf or one-quarter of the regular amount, or
even to ten shares, o that the dollars involved are no longer afactor.

This gives him a chance for alittle sdf-examination.

7. Stay physically and mentally fit! If apersonisin poor physica
condition or his mental dertness below par for any reason, he may be
unable to stand the excitement attending the work. Dissipation, for
example, may render one unfit to carry al the quotationsin his head, or
to plan and execute his moves quickly and accurately. When anything of
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this kind occurs which prevents the free play of dl the facultiesit is best
to bring the day's work to a close.

Some of my readers may think it futile to am for afractiond
average profit per trade when there are many full points per day to be
meade by holding on through days and weeks and getting full benefit of
the big moves. Admitting that it is possible to make many more points at
times there isarisk of losses corresponding to the profits and the
question is not how much we can make, but how much we can make net.

Tape Reading reduces profit-making to a manufacturing basis.

To show how the nimble eighths pile up when their cumulative
power isfully employed, | have prepared a table representing the results
of 250 trading days, starting with a capital of $1,000. It is assumed that
the Tape Reader has reached that stage of expertness where he can
average one trade aday and a profit of $12.50 per trade, and that as fast
as $1,000 is accumulated he adds 100 shares to his trading unit.

These results depend soldy upon the Tape Reader's ability to
make more than he loses per day. Thereis no limit to the number of
shares he can trade in, provided he has the margin. If heisat all
proficient his margin will not be depleted more than afew points before
he makes up hislosses and more. Heis not pyramiding in the ordinary
sense of the word; he is smply doing an increasing volume of shares as
his capitd expands. All progressive business men increase commitments
asfast aswarranted by their capital and opportunities.

What a profit 1/8 of point per day would amount to in 250 days if
profits were used as additiond margin:
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100 shares $12.50 a day 1,000.00 In 80 days, etc.
200 25.00 1,000.00 40
300 37.50 1,012.50 27
400 50.00 1,000.00 20
500 62.50 1,000.00 16
600 75.00 1,050.00 14
700 87.50 1,050.00 12
800 100.00 1,000.00 10
900 " 112.50 1,012.50

1000 125.00 1,000.00

1100 137.50 962.50

1200 150.00 1,050.00

Gross $12,137.50 In 250 days
Less tax/commissions -1,942.00
Net Profit $10,195.50

Assuming that there are about three hundred Stock Exchange
sessonsin the year, the two hundred and fifty days figured represent
five-sixths of ayear or ten months. From that time on, having struck his
gait, the Tgpe Reader can, without increasing his unit to over 1200
shares, make $900 a week or $46,800 a year.

One trader who for years has been trying to scalp the market and
who could never quite secure a profit, reports that hisfirst attempts at
applying these rules resulted in aloss of about $20 per trade. This he
gradually reduced to $12, then to $3, finally succeeding in throwing the
baance over to the credit Sde and is now able to make adaily profit of
from $12 to $30 per 100 shares. That’s only an example of small traders.
Medium size traders goal should be to make $150 to $350 per 1000
shares. Thisisdoing very wdl indeed. | have no doubt that profits will
continue to increase as experience increases.

Some people seem to hold the opinion that as the profits desired
are only 1/8 average per trade one should limit himself in taking profits.
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Perhaps | have not made mysdif clear.

| buy and sdll when | get my indications. In going into atrade |
do not know whether it will show a profit or aloss, or how much. | try to
trade at apoint where | can secure protection with a stop from Ysto ¥2
point away, so that my risk is limited to thisfraction plus commisson
and tax. If the trade goesin my favor | push the stop up as soon as
possible, to a point where there can be no loss.

| do not let profits run blindly but only so long as there appears
no indication on which to close. No matter where my stop order stands, |
am aways on the watch for danger sgnas. Sometimes | get them away
in advance of the time atrade should be closed; in other instances my
"get out" will flash onto the tape as suddenly and as clearly defined asa
sresk of lightning againgt ablack sky.

When the tape says "get out” | never stop to caculate how much
profit or loss | have or whether | am ahead or behind on the day. | strive
for an increasing average profit but 1 do not keep my eye so much on the
fraction or points made or lost, so much as on mysdf and keeping dert.

| endeavor to perfect mysdf in resolute camness and precision,
quickness of thought, accuracy of judgment, promptness in planning and
executing my trades, foresight, intuition, courage and initiative.
Masterful control of mysdif in these respects will produce awinning
average -- it ismerely aquestion of practice.

To show how accuratdly the method works out in practice, | will
describe one recent day's trading in which there were three transactions,
involving sx orders (three buying and three sdlling). The market didn’t
go one-eighth against me in five orders out of the six. In the Sxth, the
stock went 5/8 above the sdlling price at which my order was given. Here
arethe details:

| had no open trades at the market’ s open bell. Kansas City
Southern, which had been intensdy dull, came on the tape 2600 at 46
3/4. 1 gave abuying order and before it could reach the "post" the Tape
said 46 7/8 and 47. The stock rose steadily and after sdlling at 48 5/8 and
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coming back to 48 1/2 | gave the selling order. It did not touch 48 5/8
agan.

The next trade wasin Reading. | saw that it wasbeing held in
check in spite of its greet strength. The stock had opened at 158. After a
certain bulge | saw the reaction coming. When it arrived, and the stock
was sdling a 157 1/2, | gave the buying order, got mine at 157 5/8. It
immediately rose to 158 3/4. | noted selling indications and gave the
order while the stock was at that price on the tape. It did not react
aufficiently to warrant my picking it up again and later went to 159 3/8,
which was 5/8 above my sdling indication.

Southern Pacific suddenly loomed up as awinner and | bought it
at 135. It promptly went to 135 1/2. The rest of the market began to look
temporarily over-bulled, so | gave my order to sell when the stock was
135 1/2, which proved to be the highest for the day, making the fifth time
out of Sx orders when my stock moved dmost instantly in my favor.

Thisillustration is given as an example of the high per centage
of accuracy possible under thismethod of trading. | do not pretend
to be able to accomplish these results except occasionally, but | am
constantly striving to do soin a lar ge per centage of my trades.

If one makes 2 3/8 points one day and loses 2 pointsin the next
two days, heis 3/8 ahead for the three days, or an average of 1/8 per day.
He may have losing and winning stresks, get discouraged and lose his
nerve & times, but if he is made of the right suff he will intime
overcome dl obstacles and land at the desired godl.

CHAPTER XIlI
Closing the Trade

THE student of Tape Reading, especialy he who puts his knowledge
into actud practice, is congtantly evolving new ideas and making
discoveries which modify his former methods. From each new eevation
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he enjoys a broader view; what were obstacles disappear; his problems
gradudly smplify.

We have previoudy defined Tape Reading as the art of
determining the immediate trend of prices. If one can do this successfully
in the mgority of histrades, his profits should roll up. But recognizing
the trend and getting in at the right moment is only one-hdf of the
business.

Knowing when to close atrade isjust as important if not the most
important part of acomplete transaction.

At acertain point in my trading, | became aware that alarge
percentage of my losng trades resulted from failure to close a the
culmination of what | have termed the immediate trend.

An example will makethisclear: New York Centrd wason a
certain day the strongest stock in a bull market that showed a tendency to
react. The pressure was on Reading and Sted. My indications were dl
bullish, so | couldn't consstently sl either of the latter short.

| was looking for an opportunity to buy.

The market began to dide off, Reading and Sted being the
principa clubs with which the pounding was done. | watched them
closely and the moment | saw that the selling of these two stocks had
ceased, gave my order to buy New York Centrdl, getting it at 137 1/4. It
never touched there again, and in ten minutes was 139 bid for 5,000
shares.

Here | should have sold, as my buying indication was for that
particular advance. Especidly should | have sold when | saw therise
culminate in a spectacular bid which looked like bait for outside buyers.
Of course the stock might have gone higher The main trend for the day
was upward. Buit for the time being 139 was the high point. | knew the
stock was due to react from thisfigure, and it did, but at the bottom of
the norma reaction sdlling broke out in fresh quarters and the whole
market came down heavily.
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The result was that my profit was only afraction of whet it ought
to have been.

Thisisthe way the trade might have been made: | should have
sold when 139 was noisily bid, and when the reaction had run its course,
picked it up again, provided indications were ill bullish. If they were
not | would have been in the position of looking to get short instead of
waiting for a chance to get out of my long.

Having reserved in the early part of this book the right to revise
my views, | will here record the claim that the best resultsin active Tepe
Reading lie in recognizing the moves as they occur, getting in when they
start and out when they culminate.

Thiswill in most cases cause falure to get al of the movesin the
one mogt active stock for the day, but should result in many small
profits, and | believe the fina results will exceed those redlized by stting
through reactions with any one stock.

Thereisavery wide difference in menta thought processes

between the man who fedls compelled to get out of something and one

who has money to invest and islooking for a chance to make afresh
trade.

The gtart and finish of asmal moveisbest illustrated by a
triangle -- the narrow end representing the beginning, and the wide end
the termination of the move. The width, an upward move would appear
like this
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...and adownward move like this;

These figures denote the widening character of amove asit
progresses and are intended to show how volume, activity and number of
transactions expand until, & the end, comparatively active conditions
prevail.

The principle works the same in the larger market moves; witness
the spectacular rise in Union Pacific within afew sessons marking the
end of the August1 1909, boom.

After closing out atrade the tape will tell on the following
reaction whether you are judtified in taking the same stock on again or
whether some other issue will pay better.

Frequently a stock will be seen preparing for amove two or three
swings ahead of the one in which it becomesthe leader. Thisisafine
point, but with study and practice the most complicated indications
daify.

And now aword about you — you who are endeavoring to
turn day trading to practical account.

Theresultswhich are attainable depend solely upon the YOU.
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Each must work out his own method of trading, based on
suggestions derived from these suggestions or from other sources. It will
doubtless be found that what is one man's mest is another's poison, and
that no amount of "book learning” will be of any use if the sudent does
not put his knowledge to an actua test in the market.

It issurprigng how an familiarity with subjects rdaive to the
stock market, but seemingly having no bearing upon Tape Reading, will
lead to opportunities or aid in making deductions.

And so0 when asked what books will best for supplementing these
suggestions, | should say:

Read everything you can get hold of. If you find but asingle idea

in apublication it iswell worth the time and money spent in procuring
and sudying it.

Wall Street is crowded with men who are there in the hope of
making money, but who cannot be persuaded to look at the proposition
from apractica business sandpoint.

Least of dl will they sudy it, for this means long hours of hard
work, and Mr. Speculator is laziness personified. Frequently | have met
those who pin ther faith to some one point, such asthe volumes up or
down, and call it Tape Reading.

Others, unconscioudy trading on mechanicd indications such as
charts, pretend to be reading the market.

Then thereis aclass of people who read the tape with their
tongues, caling off each transaction, a certain accent on the higher or
lower quotations indicating whether they are bullish or bearish. These
and othersin their class are merely operating on the superficid. If they
would spend the same five or Six hours aday (which they now
practicaly waste) in close study of the business of speculation, the result
in dollars would be more gratifying at the end of the year. Asit is, the
mgjority of them are now losing money.
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It isasource of satisfaction, however, that these suggestions of
minewhich, | believe, are thefird practicd articles ever written on the
subject of Tape Reading, have tirred the minds of many people to the
posshbilitiesin the line of scientific speculation.

Thisis shown in anumber of |etters | ve received, many of them
from traders Stuated in remote locdlities. In the main, the writers, who
are now carrying on long distance operations for the big swings are
desirous of testing their ability as Tape Readers. No doubt those who
have written represent but a smdl percentage of the number who are thus
inclined.

To dl such persons | would say you can make a success of Tape
Reading but you must acquire a broad fundamenta knowledge of the
market. A professona singer who was recently caled upon to advise a
young aspirant said:

"One must become a 'persondity’ -- that is, an intelligence
developed by the study of many things besides music”.

It is not enough to know afew of the underlying principles;, one
must have a deep understanding. To be sure, it is possible for a person to
take a number of the "tricks of the trade" herein mentioned and trade
successfully on these done.

Even oneideawhich forms part of the whole subject may be
worked and eaborated upon until it becomes amethod initsdf. There
are endless possibilitiesin thisdirection, and after all it matterslittle
how the money is extracted from the market, so long asit isdone
legitimately.

But red Tape Reading takes everything into account -- every
little character which appears on the tape plays its part in forming one of
the endless series of "moving pictures’. In many years sudy of the tape,
| do not remember having seen two of these "pictures’ which were
duplicates. One can redize from this how impossible it would be to
formulate asmple set of rulesto fit every case or even the mgority of
them, as each 5 day trading session produces hundreds of Situations,
which, so far as memory serves, are never repeated. This goeson to
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suggest further that charts and chart ‘pictures are merely guides and
cannot be relied upon to form judgments of the market at the moment
you need it to.

The subject of Tape Reading istherefore practicaly
inexhaudtible, which makesit dl the more interesting to the man who
has acquired a habit of study habit.

Having fortified himsdf with the necessary fundamenta
knowledge, the student of Tape Reading should thoroughly digest these
suggestions and any others which may be obtainable in future. It is not
enough to go over and over alesson as astudent in eementary school
does, driving the facts into his head by monotonous repetition; tapes
must be procured and the various indications matched up with what has
been studied. And even &fter one believes he understands, he will
presently learn that, to quote the words of a certain song, "Y ou don't
know how much you know until you know how little you know™.

One of my ingructors in another line of study used to make me
go over athing three or four times after | thought 1 knew it, just to make
surethat | did.

| should say that it is dmost impossible for one who has never
before traded from the tape to go into a broker's office, start right in and
operate successfully. In the first place, there are the abbreviations and dl
thelittle characters and their meanings to know the abbreviations of the
principa stocks; it is necessary to know everything that appears on the
tape, so that nothing will be overlooked. Otherwise the trader will be like
a person who attempts to read classic literature without knowing words
of more than four letters.

It isacommon impression that anyone who has the money can
buy a seat on the Stock Exchange and at once begin making money asa
floor trader. But floor trading is dso a busness that one hasto learn, and
it usually takes months and years to become accustomed to the physical
and nervous strain and learn the ropes.

Frequent requests are made for the name of someone who will
teach the Art of Tape Reading. | do not know of anyone able to read the
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tape with profit who iswilling to become an ingtructor. The reason is
very smple. Profits from the tape far exceed anything that might be
earned by charging tuition feesto his sudents. It's Smple economics.

In addition to the large operators and floor traders who use Tape
Reading in their daily work, there are anumber of New Y ork Stock
Exchange members who never go on the floor, but spend the session at
the ticker in their respective offices. Experience has taught them that
they can produce larger profits by this method, or else they would not
follow it. The mgority of them trade in 5000 share lots and up and their
business forms an important share of the daily volume.

A number of so-caled semi-professionals operate on what may
be termed pure ‘intuitive’ tape reading. They have no well-defined code
of rules, methods or strategies and probably could not explain clearly just
how they do it, but they "get the money" and that is the best proof of the

pudding.

The exigtence of even acomparatively smdl body of successul
Tape Readersis evidence that money making by thismeansisan
accomplished fact and should encourage you.

One of the greatest difficulties which the novice has to overcome
is known as "cold feet". Too many people start and dabble alittle
without going far enough to determine whether or not they can make a
go of it. And even those who get pretty well along in the subject will be
scared to death at a string of losses and quit just when they should dig in
harder.

For in addition to learning the art they must form asort of trading
character, which no amount of reverses can discourage nor turn back and
which congantly gtrives to diminate its own weak points such asfear,
greed, anxiety, nervousness and the many other menta factors which go
to make or unmake the profitsin this busness.

Perhaps | have painted a difficult propostion. If so, the greater
will be the reward of those who madter it. As stated at the beginning,
Tape Reading is hard work. There seems no good reason for atering
that opinion.
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CHAPTER XIlI

Two Day’s Trading — An Example Of My Method
Applied

B ELOW isarecord of transactions made by me, results having been
obtained by following the methods suggested in these pages on Tape
Reading. The object isto show the possihilitiesin this adventure and to
encourage anyone who wants to master the art of day trading.

Pease note that out of fifteen transactions, figuring on the buying
and sdling prices done, there were thirteen wins and only one loss. One
transaction showed neither profit nor loss.

Seven trades were on the long side and eight on the short. The
stock fluctuated between 166 3/4 and 170 3/8 (3 5/8 points) during these
two sessons, and gave numerous trading opportunities.

All transactions were protected by a close stop, in some cases not
more than 1/8 or ¥point from the origina buying or sdlling price.

These stop orders were not dways put on the floor.
The reason: in such activetrading -- stops could be changed or

cancelled more quickly when they were carried in the head and executed
"at the market” when the price hit the required figure.
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CHAPTER XIV
The Principles Applied to Longer Term Trading

THE fird edition of this book having been exhausted, it has been my
privilege to edit the foregoing chapters in preparation for the second
edition. This has required a consderation of the principles therein st
forth, and has enabled me to test and compare these principlesin their
adaptation to the stock market of 1916.

| find thet in no important degree is it necessary to modify what
has been written. While the character of the trading has dtered since the
outbresk of the European War, this change represents more a shifting of
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the leadership and awidening of the swings, due to extraordinary
conditions.

Proof that these rules and methods are correct isaso found in
their adaptation to other forms of trading, chief anong which isthe
detection of accumulation and distribution at certain important turning
pointsin the market.

| have used this method successtully in forecasting the market for
these principa swings and find it to be amuch more comfortable way of
following the market, because it is not o confining.

Preparation for along advance or decline, aswdll asfor the
intermediate movements are numerous, is clearly gpparent to those who
understand the art of Tape Reading.

In judging the market by its own action, it is unimportant whether
you are endeavoring to forecast the next small haf hourly swing or the
trend for the next two or three weeks. The same indications asto price,
volume, activity, support and pressure, are exhibited in the preparation
for both.

The same dements will be found in adrop of water asin the
ocean, and vice versa

A study of the stock market means a study in the forces above
and below the present level of prices. Each movement hasits period of
preparation, execution and termination, and the most substantia of
movements are those that make long preparation. Without this
preparation and gathering of force, amovement is not likely to be
sustained. On the other hand, the greater the preparation, the grester the
probable extent of the swing.

Preparation for the principa movements in the market will very
often occupy several months. This may be preceded by adecline, in
which large operators accumulate their gocks. They may even
precipitate this decline in order to pave the way for such accumulation.
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Large operators differ from smal onesin their ability to foresee
important changes in stock market vaues from sx monthsto ayear in
advance, and to prepare themsdvesfor it.

A study of these preparatory periods disclosesto those who
under stand the anatomy of market movementsthe direction and
possible extent of the next big move. Thus, a study of these important
turning points, principa among which are booms and panics, is the most
essentidl.

Small operators should take aleaf from the book of those who
buy and sdl enormous quantities of securities. It istheir foresght which

enables them to profit. To cultivate foresight means to sudy the markets
condition.

In alecture a the Finance Forum, New Y ork, | showed how all
influences of every sort affecting the stock market are shown on the tape,
and in the changesin prices.

While | would not for amoment discourage the student from

acquiring any knowledge, and giving some consderation to Fundamental
Statistics such as crops, money, palitics, corporate earnings, etc.-- but the
advantages of studying the action of the market, as a guide to future
prices, are productive of too great results to warrant their dilution with
factorswhich are realy of secondary importance.

I make this clam because of my conviction that the position of
large operators is more important than the so-caled basic factors.

For severd years past | have applied the principlesin this book to
the forecasting of the swings of from 5 to 20 points. Results have been
highly outstanding.

For thisreason | can recommend that the subject be studied with
aview to the formation of amethod of trading, especidly adapted to the
individud requirements of those who wish to follow thisintensdy
interesting and highly profitable business.
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NOTES / OBSERVATIONS / OPPORTUNITIES:

| Pagell7 | | Wyckoff's Day Trading Secrets |



		2003-12-17T14:21:11-0500
	David Vallieres
	I am the publisher




