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"The driving principle of the swing concept is 
that you deal only in stocks that are already 

moving in an established trend - and you open 
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Foreword 

Traders and investors study markets through price 

charts. These powerful visual tools offer a com

mon language for all stocks, options and indices. 

The theory behind this is called "technical analysis." 

Technical analysis begins with a simple obseNation 
that all market action is reflected in the activity of price 

and volume over time. This information creates a pro

found visual representation when properly presented 

in a chart. Prices rise and fall, with rising prices being 

stimulated by greed and falling prices by the awaken

ing of fear. This emotional tug of war between greed 

and fear generates a "swinging" price movement that 

provides the perfect opportunity for "Swing Trading." 

Swing traders capitalize on the emotions of others 

while they carefully control their own emotions and 

systematically enter and exit trades. Swing traders rec

ognize the levels of support and resistance. They un

derstand the concepts of momentum and volatility, 

and can identify a trading range or channel. 

Equity trading provides a natural arena for swing 

traders. As price seeks an equilibrium state, swing 
traders seek to exploit direct price thrusts as they enter 

SWING TRADING SIMPLIFIED 7 



positions at levels of support and resistance. By ex
amining chart pattern characteristics, they make 
money in both trending and range-bound markets. 
Swing trading is a classic strategy that involves holding 
stocks for a short period of time - typically from a 
few days to a few weeks. Unlike day trading, swing 
trading is independent of time-though some swing 
traders will prefer to exit a slow-moving position and 
move on to a new opportunity. 

Swing trading is very popular among short- and medi
um-term traders. It offers many virtues compared to 
the hyperactivity of day trading. With recent changes 
in SEC regulations that affect the way brokerage firms 
administer margin requirements for day-trading ac
counts, many traders have moved away from day trad
ing towards a swing-trading style. 

This book -Swing Trading Simplified-commu
nicates the essence of Swing Trading in a simple 
and straightforward manner. It describes the tools 
necessary to identify swing-trading opportunities, 
and explains the guidelines needed to implement 
this strategy. Filled with innovative and important 
trading techniques, it is a great asset to beginner 
and experienced swing traders alike. 

- Larry Swing 
MrSwing.com 

8 SWING TRADING SIMPLIFIED 



Introduction 

It's Time for a 
Different Approach 

There's little question that making money in the 
stock market is harder than it used to be. A lot 
harder! 

Throughout most of the 1990s, virtually anyone could 
be a successful investor. All one had to do was select 
a stock with the merest hint of promise, buy it and 
then wait for the surging power of the prolonged bull 
market to carry its price to the desired target - or 
beyond. In-depth analysis of a company's fundamen
tals generally wasn't required prior to purchasing its 
stock, nor was there a need for excessive concern 
about timing. Virtually any day was a good day to buy 
- and, if you missed a good opportunity to sell, there 
was no reason to fret since a better one would be 
along shortly. 

For those desiring a more proactive approach, "day 
trading" became the style du jour, made possible by 
the confluence of several key factors. First, the rapidly 
expanding Internet proved ideal for dissemination of 
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The rapidly 

expanding 

Internet had 

proven ideal for 

dissemination of 

stock prices and 

related financial 

information, 

giving birth in 

short order to 

the online 

brokerage 

industry and 

the Eledronic 

Communication 

Networks (ECNs). 

stock prices and related financial information, giving 
birth, in short order, to the online brokerage industry 
and the Electronic Communication Networks (ECNs). 
These technological developments further accelerated 
the decline in trading costs, which had begun in 1975 
when Wall Street first abandoned fixed commissions. 
The charge for a typical online order fell to pennies a 
share, with the total cost running as low as $5 for 
many trades. Thus, for the first time, the individual 
trader sitting at home in front of his or her PC had 
access to virtually the same high-quality, real-time mar
ket information and order-execution seNices used by 
the professional and institutional investors-and com
missions were low enough to make short-term, in-and
out stock trading a reasonable fiscal proposition. 

Given these newfound advantages, literally tens of 
thousands of individuals jumped on the day-trading 
bandwagon, converting from avid amateur investor to 
intense professional trader. Riding the fairly predictable 
upward daily price moves within the strongly bullish 
market, these day traders opened 10, 15 or even 25 
positions per day, then closed them out before the final 
bell for profits as small as 10 or 12 cents per share. 
And, in the process, many of them rolled up repeated 
annual gains well into the six-figure range. 

In other words, if you were a stock investor-what
ever your chosen approach - it was a good time to be 
alive. Then everything changed! 

Shortly after calendar page headings started beginning 
with the numeral U 2 U (see how cleverly we sidestepped 
the debate over when the new millennium actually 
began), the longest bull market in history came to a 
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screeching halt. Suddenly, longer-term investors, 
who'd been able to buy almost anything and hold it 
for a profit instead found almost anything they 
bought running quickly into the red. Likewise, day 
traders, who'd come to rely on seeing profitable up
ward Intra-day moves in virtually every stock, virtu
ally every day, found themselves waiting days on 
end for a single uptick - an uptick required before 
they could sell short and thereby profit in the newly 
bearish climate. 

Longer-term investors watched painfully as the plung
ing market prices cut their portfolio values by a third, 
then by a half and, finally, for some with heavy con
centrations of tech issues, by three-quarters. Under
lying values and fundamentals meant little - especial
ly in the face of widespread accounting and manage
ment scandals that repeatedly questioned the very 
truth of those once-sacred appraisals. Day traders also 
watched their trading opportunities and success rates 
plummet initially driving their affordable taste levels 
from filet mignon status down to hot dog rank, and 
finally forcing countless numbers of them back to their 
former non-financial professions. 

It was, quite literally, a life-altering shift in market 
tides. 

The Other Side of the Coin 
Of course, not all market participants found the fledg
ling century's sudden downturn a devastating experi
ence. Many embraced the new negative sentiment, 
turning to futures contracts, put options and short
selling strategies to profit from the bearish stock-price 
moves. Others, who'd been consistently successful 
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"Swing trading" 

could be just 

the dose of 

medicine you 

need to restore 

vitality-and 

profitability -

to your own 

investment 

program. 

Think of swing 

trading as 

something 

of a cross 

between the 

quick-in-and-out.. 

low-profit-per

trade approach 

taken by day 

traders and the 

low-frequency, 

big-gain 

methodology 

used by longer

term investors. 

during the upward run utilizing a slightly different 
approach from the longer-term investors and day 
tradersl made modest adjustments to their strate
gies-and quickly began building a similarly success
ful record riding the new downward slide. 

Ifs this /I slightly different approach 11 to proven trading 

success-one that works equally well in both up and 
down markets-on which this book will focus. Ifs 
called 11 swing tradingl

ll and it could be just the dose 
of medicine you need to restore vitality-and prof
itability-to your own investment program. 

For those unfamiliar with the term l swing trading is 
sometimes also called 11 momentum tradingll or IIposi
tion trading. /I Howeverl we prefer swing trading be
cause that name so closely mirrors the technique/s 

purpose-i.e' l it is a strategy designed to exploit 
short-term stock-price swings. We/ll expand on that 
definition in Chapter 11 but for now just think of 
swing trading as something of a cross between the 
quick-in-and-out low-profit-per-trade approach taken 
by day traders and the 10w-frequencYI big-gain meth
odology used by longer-term investors. For examplel a 
swing trader might typically hold a position for three
to-five daysl seeking to capture a price move of $1.50 
to $3.00 per share. 

Note that welve carefully referred to swing trading as 
a 11 different approach /I to playing the stock market 
not a IInewll one. Thafs because swing tradingl in 
one form or anotherl has been practiced for decades 
- more than enough time to give the overall concept 
a well-proven track record. Howeverl the relatively re
cent advent of electronic analysisl computerized chart
ing and online order processing has turned swing 
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trading into a much more powerful and potentially 
lucrative strategy - particularly under market condi
tions like those we're experiencing today. 

A Two-Part Learning Approach to 
Mastering Swing Trading 
That's why this book will feature two distinct parts. 
The first will detail the basic swing-trading concept, as 
well as providing an overview of the key elements and 
rules of technical analysis and charting you'll need to 
understand the strategy and make it work. The sec
ond will bring swing trading into the electronic era, 
discussing a number of proprietary tools developed 
over the years and then translating these rules into 
what we call The Master Plan for swinging trading
a plan that's already been profitably used by thou
sands of successful swing traders. While that instruc
tional line-up might sound a bit intimidating at first, 
let me assure you that we've taken the advice of 
Albert Einstein to heart. He said: "Things should be 
made as simple as possible, but not any simpler. " 

And that's just what we've done. The rationale behind 
swing trading is presented clearly and concisely, the 
analytical foundation gives the basic information you 
need without a lot of extra technical "mumbo jumbo" 
and The Master Plan entry and exit rules are spelled 
out in step-by-step fashion. The result is a simple, 
practical guide to swing trading that will be an asset 
for both beginners and experienced market players
a guide that will teach you: 

• What swing trading is and why it works 
• How to identify stocks to swing trade 
• When to initiate a trade 
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• When to exit a trade 
• How to maximize profits and minimize risk 
• Key analytical and online tools you can use to 

enhance your swing-trading success 

With this information, you'll be able to quickly identi
fy and implement your own profitable swing-trading 
program. And, best of all, you'll be able to do so with
out having to spend every waking moment glued to 
your computer monitor. Just open your position, enter 
a target order to close and a protective stop-and 
then go back to your normal daily life. 

With that assurance, we send you straight ahead to 
Chapter 1 so you can begin taking the first steps down 
the path to swing-trading profit. 
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CHAPTER 1 

What It Is - An Overview of the 
Swing-Trading Concept 

A
nyone who has watched the market for even 

a limited period of time knows that stock 

prices and market indices move up and down. 

However, they almost never move straight up or 

straight down. Instead, they zigzag back and forth, 

making short swings across a fairly narrow range with

in a primary longer-term uptrend or downtrend. Those 

who engage in "swing trading" recognize this fact, 

and attempt to capitalize on it. 

Simply put then, swing trading can be defined as an 

investment strategy designed to identify and profit 

from the short-term zigzag price movements that al

most always occur within any established market trend. 

If you can identify the trend and range you can use 

this knowledge to time market moves and seize prof

its or cut losses within this range. 

A versatile technique, swing trading can be used with 

equal success in both up and down markets-and, 

when a specific trading range can be determined, it 
can also be a profitable strategy with stocks or indices 
that are essentially moving sideways. Swing trading is 
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A swing trader's 

arsenal of 

strategic options 

can be broken 

down into three 

basic categories: 

1. When a stock's 

primary trend 

is bullish 

2. When a stock's 

primary trend 

is bearish 

an opportunistic approach to investing, but swing 
traders are not contrarians. In fact, the astute swing 
trader will a/ways take positions in line with the 
market's primary direction, living by the axiom, "The 
trend is your friend." As such, a swing trader's arse
nal of strategic options can be broken down into 
three basic categories: 

1. When a stock's primary trend is bullish (i.e., 
moving upward), the swing trader will monitor for a 
pullback to the long-term support level and then 
buy shares, playing for a short-term price rebound to 
(or beyond) the stock's most recent previous high. 

2. When a stock's primary trend is bearish (i.e., 
moving downward), the swing trader will watch for 
a rally to the longer-term resistance level and then 
sell shares short, looking for a near-term pullback to 
(or below) the stock's most recent previous low. 

3. When a stock 3. When a stock is range-bound (Le., locked in a 
is range-bound sideways price pattern), the swing trader will either 

buy on short-term pullbacks to the longer-term sup
port level or sell short on short-term rallies to the 
longer-term resistance level. Typically, decisions re
garding whether to watch for bullish or bearish entry 
opportunities will be dictated by whether the side
ways-moving stock's industry group (or the market as 
a whole) is tracking in a bullish or bearish pattern. 

There are, of course, several additional indicators that 
can be used to determine the best swing-trading op
portunities, as well as some precise guidelines regard
ing optimum entry and exit points and how to prop
erly allocate your assets to a given trade. Those will be 
discussed later in this book. For now, however, let's 
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Why Does Swing Trading Work? 

Swing trading is an effective investment tactic because you are 
always trading in the direction of the primary trend. You wait for 
a short-term counter-trend move before considering a position, 
then enter only if the stock gives a clear signal that its price is like
ly to once again begin moving in the direction of the primary 
trend. 

look a bit more closely at the motivations and objec
tives of the typical swing trader, once again making a 
comparison to the longer-term investor and the day 
trader, as we did briefly in the Introduction. 

A Comparison of Trading Styles 
Obviously, whether you're a long-term investor, a day Whether you're 

trader or a swing trader, your primary goal in initiating a long-term 

any stock position is to make a profit. Beyond that, investor, a 

however, there are significant differences among the day trader or a 

three trading styles. swing trader, 

The longer-term (or Itbuy-and-hold lt

) investor makes 
only a limited number of trades each year, perhaps as 
few as five or ten. His strategy is to buy a sizable block 
of shares, hoping to score a large per-share gain over 
the course of a fairly lengthy holding period, often up 
to a year or more. Growth stocks are usually the 
choice of the investor, and fundamentals tend to 
weigh heavily in the stock-selection process, with 
technical analysis used mainly as a timing tool for buy
and-sell decisions. The long-term investor will general-

your primary 

goal in initiating 

any stock 

position is to 

make a profit. 
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The longer-term 

(or "buy-and

hold") investor 

makes only a 

limited number 

of trades - as 

few as five or 

ten - each year, 

while the 

day trader makes 

10, 15 or even 

more round-trip 

trades of 1,000 

or so shares 

each day. 

Iy tolerate a larger per-share level of risk, giving his 
stock ample room to fluctuate in price while waiting 
for the anticipated large move in the desired direction 
to kick in. Because of the limited number of trades, 
the total dollar value of the investor's market activity is 
relatively small compared to that of the day trader or 
swing traderl and total transaction costs are minimal. 
An annual return of 25 to 30 percent is an acceptable 

level of performance for the buy-and-hold investorl 
with 50 percent considered outstanding. 

The description of the day-traderls style is the polar 

opposite of the longer-term investor in almost every 
respect. The day trader lives a frantic existencel mak
ing 101 15 or even more round-trip trades of 1/000 or 
so shares each day. He cares nothing for fundamen
tals l basing his trading decisions almost entirely on 
ultra-short-term price charts (time segments of five 
minutes or less). He doesn/t need to know anything 

about the stock other than the direction its price is 
currently moving, simply because he plans to be out of 
the trade prior to the closing bell. The day trader can 
also afford to ignore a company/s long-term prospects 
because he/s not looking for a major profit - a move 

of 25 cents per share or less will usually more than sat
isfy his objectives. Of coursel that also means the day 
trader has very little room for error; if the price moves 
against him by even a fractionl he has to bailout im
mediately. ThusI day trading requires a nerve-wrench
ing degree of precision and a high percentage of suc
cessful trades - an absolute minimum of 60 percent. 
In addition, because he deals in such a high volume of 
trades, the day trader has to have a fairly substantial 
amount of working capital and absorb hefty commis
sion charges. Still l for those who can stand the tension 
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and call short-term market moves accurately, annual 

returns of 200, 300 or even 400 percent are within 
the realm of possibility. 

Given that this is a book on swing trading, you may be 
wondering why we've just devoted so much time to 
explaining the characteristics of two alternate trading 
styles. There are two reasons. First, it's likely that many 
of you have tried either day trading or longer-term 
investing - and are seeking something different 
based on your less-than-satisfactory results in the re
cent market environment. Second, the alternative 
you're looking for could well be swing trading
which, as you've already seen, is something of a 
U hybrid U strategy featuring the most favorable ele
ments of both day trading and longer-term investing. 

The Key Features and Benefits 
of Swing Trading 
The swing trader makes far fewer trades than the day 
trader, but substantially more than the longer-term 
investor. Depending on the money management tech
nique used, the swing trader's typical position size also 
falls somewhere between that of the day trader and 
buy-and-hold investor. The swing trader's actions are 
goal driven rather than time driven - unlike the day 
trader, he has no set time at which he expects to exit 
his positions, but will wait for a specific price objective 
to be met. Fortunately, that wait usually isn't too 
long - typically as little as three to five days, though 
sometimes as long as two or three weeks. 

Swing traders rely almost entirely on technical analysis 
for entry and exit signals. Entries are triggered when a 
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something of a 
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SWING TRADING SIMPLIFIED 19 



Swing trading is 

a proven strategy 

with fairly 

clear-cut entry 

and exit criteria 

-less demanding 

than those of the 

day trader and 

less subjective 

than those of 

the longer-term 

investor-so 

it's not difficult 

to build a 

strong record of 

successful trades. 

stock being monitored pulls back to a support level as 
it fluctuates within a primary bullish trend, or climbs to 
a resistance level while moving in a primary bearish 
trend. Profit targets are set based on the width of the 
stock's recent trading channel within its major trend, 
and will generally run somewhere from $1.50 to 
$3.00 per share, depending on the initial price of the 
stock. The swing trader does need to pay a bit more 
attention to fundamentals than the day trader, if only 

to ensure there will be no earnings surprises or other 
negative reports during the expected holding period. 
As with the longer-term investor, the swing trader has 
far more leeway to endure minor adverse price move
ments early in his trades than does the day trader. He 
can thus be slightly less precise in his entry timing and 
utilize slightly more liberal stop-loss limits. 

The swing trader will typically follow a large number 

of stocks, perhaps 20 to 25 issues, and will usually be 
fully invested, seizing a new opportunity as soon as a 
former position is closed. As such, a swing trader may 
make a trade or two every day-but, unlike the day 
trader, he may also skip a day or two if he is already 
fully invested or if no new opportunities arise. Because 
the swing trader turns his portfolio over regularly, his 
total capital requirement is lower than the long-term 
investor's, but his commission burden is higher
though it's still far lower than that of the day trader. 
Swing trading is a proven strategy with fairly clear-cut 
entry and exit criteria -less demanding than those of 
the day trader and less subjective than those of the 
longer-term investor-so it's not difficult to build a 
strong record of successful trades. As such, annual 
returns of 50, 100 or even 200 percent are possible 
for the accomplished swing trader. 
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Why You Should Consider 
Swing Trading 
Potential performance numbers such as those refer
enced above make swing trading sound like an 
appealing alternative to other trading styles-but is it 
really right for you? It's a powerful tool that presents 
many benefits to today's trader. We can't make that 
decision for you, but we can offer some questions that 
will help you determine the road you want your in
vesting future to take: 

• Are you disenchanted with buy-and-hold 
investing? More and more people are questioning 
the merits of this approach-with good reason. 
Even if you bought shares in really great compa
nies, the value of your investments has most likely 
fallen substantially over the past few years. While 
that situation may reverse again in the future, 
there's no guarantee-but with swing trading, 
you know you'll be able to make money in both 
up and down markets. 

• Do you have the expertise needed to be a 
really good stock analyst? Even if market con
ditions do improve in the future, finding and prof
iting from quality growth issues is no easy task. You 
need to accurately assess both current values and 
future prospects for the individual companies, fac
tor in the impact of overall economic conditions
and then hope that nothing unexpected will go 
wrong while waiting for the best time to sell, 
assuming you'll eventually be able to determine 
exactly when that is. With swing trading, it's fairly 
easy to find good opportunities, the trading period 
is short and, should you make a mistake, you get 

With swing 
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the trading 

period is short 

and, should 
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immediate 
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new trade. 
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With the Master 

Plan rules and 

other specific 

guidelines you'll 

learn, you will 

quickly be able 

to launch your 

own swing 

trading program 

- a program that 

will enable you 

to slowly, but 

surely, increase 

your wealth 

using a disci

plined, low-risk 

approach to 

playing today's 

uncertain 

markets. 

an almost immediate chance to redeem yourself 
with a new trade. 

• Do you have the skills and the stomach for 
day trading, as well as the time to watch the 
market every minute of every day? Obviously, 
day trading requires a very specialized combination 
of nerves and an ability that most people don't 
have-or simply don't want to exercise. By con
trast, almost anyone can master the art of swing 
trading - quickly acquiring the necessary knowl
edge and, without too much effort, developing the 
discipline and patience required for success. Plus, 
the time demands are within reason for even busy 
professionals and you don't need to be locked to a 
computer screen. 

Now that we've highlighted the many positive aspects 
of swing trading that make it one of today's fastest
growing trading styles, we hope that-with the over
all knowledge you'll gain from this book, plus the 
Master Plan rules and other specific guidelines you'll 
learn - you will quickly be able to launch your own 
swing-trading program-a program that will enable 
you to slowly, but surely, increase your wealth using a 
disciplined, low-risk approach to playing today's un
certain markets. 
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CHAPTER 2 

The Technical Basics 
of Swing Trading 

A
s you already know, stock prices nearly always 
move up and down - but they rarely do so in 
a straight line. Instead, they track higher or 

lower in a series of waves that oscillate back and forth 
within a well-defined trading channel that slopes 
either up or down, depending on whether the stock is 
in a bullish or bearish phase. This short-term wave pat
tern is more than just a function of the investment 
markets- it's actually nature's preferred pattern for 
nearly all forms of movement. Light moves in waves. 
Sound moves in waves. Throw a stone into a pond 
and the water is displaced in waves, moving outward 
from the point of impact. 

Thus, though the wave patterns found in stock mar
ket prices are rarely as uniform as those found in 
nature (so-called "sine" waves), you can be assured 
that they do indeed exist-and will continue to exist 
in the future. This is important because swing-trading 
profits are entirely dependent on successfully riding 
these waves - jumping aboard an upward-trending 
wave pattern when prices are near the bottom of a 
trough, or climbing on a downward-trending wave 
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SWING TRADING SIMPLIFIED 23 



Fundamental 

analysis involves 

evaluating a 

company on 
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when prices are near the top of a crest. Given that 
reality, two questions obviously arise: 

1. How do you find stocks that are moving in long
term upward or downward wave patterns (i.e., 
bullish or bearish primary trends)? 

2. How do you define the width of the trading range 
in which those wave patterns are moving, enabling 
you to identify when current prices are nearing 
troughs or crests (i.e., approaching prime entry or 
exit points)? 

In both cases, the answer is the same - you use 
technical analysis. 

An Overview of Technical Theory 
Technical analysis is one of the two primary methods 
of evaluating investment opportunities, the other 
being fundamental analysis. It's probable that most of 
you already know what technical analysis is, and have 
a fairly good idea of how it works-at least in theo
ry. However, for those who don't, we'll provide a brief 
overview, which is all you'll likely need to become a 
competent swing trader-especially if you avail your
self of one of the many fine technical analysis software 
packages or online advisory services currently on the 
market, many of which are highlighted later in the 
book. Then, we'll discuss some specific technical indi
cators that are most helpful in finding top swing-trad
ing opportunities and making entry and exit decisions. 

First, a glance at fundamental analysis, which might 
really be considered the search for hidden value in a 
potential investment. Very briefly, fundamental analy
sis involves evaluating a company on the basis of its 
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revenues, balance sheet, products, production capaci
ty, market demand, etc., then factoring in the overall 
economic climate, in order to arrive at a projection of 
its potential earnings growth and, by association, its 
future stock price. 

By contrast, technical analysis assumes the market 
knows all the key fundamental information about a 
company before it becomes public and factors that in
formation into the present price. The technician seeks 
to interpret the market reaction to this information by 
analyzing price movements as they are depicted in 
various chart patterns, then predict future price action 
based on how similar patterns evolved in the past. 

In short, then, technical analysis can best be described 
as the study of historical price performance In an 
effort to predict future price movements. 

Why Price Is So Important 
The technician's focus on price is justified because price 
is the only truly accurate measure of investor senti
ment - it is the meeting point of supply and demand 
for every investment. However, the technical assess
ment of price is not quite as simple as it might seem, 
the result of three important considerations: 

• First, contrary to some widely touted theories, price 
is not random. Some critics of technical analysis 
agree that price is the end result of everything 
known about a particular security at any given 
time. However, they claim this body of knowledge 
is constantly changing, so it's impossible to predict 
price with any degree of success. Their assertion is 
that price is random. However, if you look at price 
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Three key points 

to remember 

about stock 

prices are: 

1. Price is not 

random. 
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charts objectively, it quickly becomes apparent that 
this contention is flawed. Prices clearly do not move 
in random fashion, but rather experience periods of 
consolidation, when supply and demand is in rela
tive balance, as well as periods featuring rapid price 
change (or trends), resulting from an imbalance 
between supply and demand. 

• Second, although price is the sum of present knowl
edge about an investment it's not really reactive. 
Rather, it anticipates changes in fundamentals. 
Corporate fundamentals usually don't change 
overnight-they shift gradually. But while price is 
indeed a factor of all knowledge about a stock, 
both public and private, some buyers and sellers 
are more informed than others-the so-called 
"smart money." it is buying or selling by these bet
ter-informed smart-money players that anticipates 
fundamental changes and creates price trends. 
While this smart-money advantage may seem 
unfair, it is a fact of life. information is a commod
ity, like any other, and those with greater resources 
have more access to that commodity. Keep this in 
mind whenever you encounter a stock that seems 
to be rising or falling without any publicly apparent 
reason. 

• Third, there is a linear relationship between price 
and time. This is one of the most difficult concepts 
for fledgling technicians to grasp. What it essen
tially means, however, is that the longer a stock's 
price fails to behave as expected, the more likely 
investors will become to revise their perception of 
the stock's fair value. A simple example of this 
involves the purchase of a stock that immediately 
goes down instead of up. Since most investors 
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don't like to take losses, they tend to hold longer 

than they should, hoping for a rebound that will 

get them out with at least a break-even. However, 
as more and more time passes, the investor even
tually revises his perception of the stock's value and 
changes his opinion regarding an adequate exit 
price. In addition, this linear relationship between We've taken 

time and price is exponential- i.e., the longer the the time to 

time frame stretches, the more elastic price expec- stress these three 

tations become. That's why breakouts from a pro- points because 

longed base-building (or consolidation) period tend they all help 

to be much stronger than those that merely pene- explain why 

trate an already rising trend line. stock prices tend 

We've taken the time to stress these three points 
because they all help explain why stock prices tend to 
move in trends - as well as why they typically break 
out of those trends or unexpectedly reverse. And, as 
you've already learned, it is trading in conjunction 
with major price trends that helps make swing trading 
such a potentially profitable technique. 

Support and Resistance - Two Key 
Technical Concepts 

You've also learned that swing trading involves play
ing the shorter-term back-and-forth action of prices 
within those primary trends-which raises one addi
tional obvious question: How do you determine the 
upper and lower boundaries of that back-and-forth 
price action? 

The answer relates to the final two important con
cepts in our overview of technical analysis-support 
and resistance. 
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Support and resistance are among the cornerstone 
precepts of technical analysis, and a clear understand
ing of them is vital because they are the defining fac
tors in most swing trading entry and exit decisions. 
Fortunately, they are not difficult ideas to grasp. To wit: 

• Support is the price level at which traders have his-
torically shown a willingness to purchase a given 
stock or security. 

• Resistance is the price level at which traders have 
historically shown a willingness to sell a given stock 
or security. 

These definitions may seem a bit simplistic, but they're 
accurate because, in very many cases, price is ultimate
ly governed by basic human emotions. For example, 
we've all been in the position of buying a stock and 
immediately having it start to decline. Our initial in
stinct is to resist selling the stock until it rebounds by 
enough that we can do so without taking a loss. If 
enough other people bought at the same price as we 
did and subsequently suffered the same "buyer's 
remorse," then that price will become a "resistance 
level" -simply because investors eager to "at least 
break even" will sell each time the stock reaches that 
point. Resistance points often develop after a stock has 
had a lengthy advance ahead of a key news event. As 
traders "sell on the news," some unlucky investors are 
"trapped" by an absence of new buyers. That leads to 
weakness, and the stock begins to fall. Subsequently, 
each time the stock rallies to that same level, those 
unhappy with their earlier purchase will sell. 

In slightly different terms then, a resistance level can 
be defined as the price point at which the supply of a 
stock exceeds the demand for it. 
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Support is a bit more difficult to illustrate. A support 
level usually develops as a result of traders being re
warded for purchasing a stock at a specific price. If 
you buy a stock at a given price level and it immedi
ately rallies, odds are you will feel good about both 
yourself and your purchase price. Once you sell that 
stock at a profit, you're likely to consider buying it 
again should it pull back to that same price. (Hey, it 

worked once. Why shouldn't it work again 7) If enough 
investors share your sentiment and are willing to buy 
at that same price, then that price becomes a sup
port level. 

Once again phrasing it in a slightly different way, a 
support level can be defined as the price point at 
which the demand for a stock will exceed its supply 

One additional key point: Support and resistance lev
els may not be static over time-i.e., the line depict

ing them on a price chart may not be flat. 

If a stock is in a consolidation (or base-building) phase, 
then both support and resistance levels will remain 
roughly the same (and the lines showing them on a 
chart will be essentially flat) until there is a price break

out in one direction or the other. However, that's not 
the case if a stock is trending either up or down. 
When a stock is in an uptrend, the support level will 
rise each time the low on a short-term price swing is 

higher than the last previous short-term low-and 
the resistance level will rise each time the high on a 
short-term price swing is higher than the last previous 
short-term high. The chart lines depicting both sup
port and resistance levels will thus have an upward 
slant (moving from left to right). Likewise, when a 
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Understanding 

the nuances of 

support and 

resistance, and 

learning to 

recognize the 

specific levels 

for each on the 

price chart of a 

given stock, is 

perhaps the most 

important element 

in becoming a 

successful 

swing trader. 

stock is in a downtrend, the support level will fall each 
time the low on a short-term price swing is lower than 
the last previous short-term low-and the resistance 
level will decline each time the high on a short-term 
price swing is lower than the last previous short-term 
high. In a downtrend then, the chart lines depicting 
both support and resistance levels will have an down
ward slant (again moving from left to right). 

Understanding the nuances of support and resistance, 
and learning to recognize the specific levels for each 
on the price chart of a given stock, is perhaps the most 
important element in becoming a successful swing 
trader-which is why we're now going to turn our 
attention to the subject of charting. 
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CHAPTER 3 

Recognizing Key Trend Patterns 

Most humans have a very hard time interpret
ing an assortment of complicated investment 
data with the speed necessary to make effi

cient market decisions. That is why, as human stock 
traders, we strive to find ways of presenting such data 
in a manner that makes it easier to analyze. Perhaps 
the most effective means of doing that is through the 
use of stock charts-which can, in a matter of min
utes, convey the information needed to identify qual
ity trading opportunities and suggest optimum price 
points for seizing those opportunities. 

There are, of course, several different kinds of charts, 
and the list of the various types of indicators they can 
be adapted to display is virtually endless. However, 
regardless of the style, all charts do essentially the same 
thing - they provide a visual representation of the 
results of technical analysis, recapping the historical 
price action of the security being analyzed. Even the 
simplest of charts can provide a wealth of information. 
Take, for example, the basic line chart of General 
Electric Co. (GE) shown in Figure 3.1 on the next page. 
Although it features just three lines-the price line, a 
50-day moving average (MA) line and a 200-day mov
ing average line-you can tell a lot about GE with 
even the quickest glance. To wit, it had been in a 
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FIGURE 3-1: 
One-year Line 
Chart of GE stock 
featuring a 
SO-day and 200-
day moving 
average. 
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steady downward trend for the better part of a year
then, in March 2003, it staged a sharp upward break
out, penetrating first the 50-day MA and, a few days 
later, the 200-day MA, before pulling back slightly. 
That was a very bullish move and, if the pullback held 
above the 200-day MA line, most likely signaled a 
reversal and the start of a new upward trend. 

We tell you that not to suggest that GE is a good 

swing-trading candidate, or a good investment in gen

eral, but merely to demonstrate the power that even 

a simple chart has in providing insight into the psy

chology of the market. That's important because psy

chology is one of the most important elements of 

technical analysis. In fact, what technicians actually do 
is trade people, not stocks. That's a key reason techni

cal analysis is so successful in forecasting future price 
movements - because people never change! They 
keep making the same investment mistakes over and 

over-which is a lucky thing for those of us who 
hope to profit from such mistakes. 
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Selecting the Best Charts 
for Swing Trading 
Charts become even more powerful tools as their for
mat is changed or new indicators are added. Figure 
3.2 simply, yet clearly, illustrates this. It covers the same 
one-year trading period for General Electric stock, 
with the same moving averages. This time, however, 
rather than illustrating the price with a single line, the 
chart features a bar for each trading day-a so-called 
"candlestick" that shows the opening and closing 
prices, as well as the range of prices covered during 
the course of that day's trading. This gives the analyst 
further information about the direction of emerging 
trends, as well as the strength of price moves con
tributing to those trends. The top portion of this chart 
also features a series of bars illustrating the trading vol
ume experienced each day-also very important as 
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FIGURE 3-2: 
One-year 
chart of GE 
stock featuring 
a SO-dayand 
200-day moving 
average. 
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Volume is simply 
the number of 
shares of a stock 
traded during a 
given time peri
od. 

volume provides key clues regarding the intensity of a 
given price move. (Volume numbers also reveal institu

tional interest in a particular stock, since large profes
sional traders can't help but leave behind "footprints" 
pointing in the direction they think prices are heading.) 

As noted, the two charts already shown are represen
tative of the most simple charting methodology used. 
Once you become more deeply involved in swing trad

ing and hone your analytical skills, you'll want to 
advance to more sophisticated chart types that convey 

added information. In fact, even if you don't do any of 
your own charting or analysis, but instead use an on
line service such as MasterSwings or others in the mar

ket, you will still need to be familiar with the more 

advanced chart types as virtually all the top analysts 
and advisors use them. Thus, to help you ramp up 
your learning curve, we'll take a little extra time here 

to familiarize you with a couple of the most popular 
charting forms, with a focus on those most appropri
ate for swing-trading applications and those em

braced by some of the most widely known profes
sional swing traders. 

A Look at Japanese Candlesticks 
One of the most popular charting formats involves the 
use of "Japanese candlesticks," so called because they 
were first developed in the 1600s by Japanese traders, 
who used them to chart the prices of rice contracts. 
Their use in this country was popularized by an analyst 
named Steven Nison, who is now considered the lead
ing expert on their interpretation. Thanks to his 
efforts-coupled with the clarity with which they 
illustrate price movements-candlestick charts have 
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The bar chart displays the opening, closing, high and 
low prices on a vertical bar that joins the high a.nd 
low prices. Opening and closing prices are shown as 
small horizontal ticks at the side of the bar, and no 
distinction is made between up and down price 
moves. The candlestick displays the highs and lows as 
the ends of a "real body," with highs and lows shown 
as additional vertical lines extended from that body. 
A clear distinction is made between up and down 
moves. Up moves have a clear (or white) real body; 
down moves have a black (or colored) real body. The 
open and close are the key points. 

now become so popular in the West that the term "Ja
panese" has generally been dropped from the name. 

As with the standard bar chart, candlestick charts dis
play the open, high, low and closing prices for each 
day's price action in a given stock or market index. 
However, they do so in a manner that accentuates the 
relationship between the opening and closing prices. 
Figure 3.3, above, illustrates the key differences. 

As you can see, bullish candlesticks have a "real body" 
that appears clear or white. Had the day's trading 
action been bearish - i.e., with the open higher than 
the close-the "real body" of the candlestick would 
have been solid, or black. (Note: Some computer can
dlestick charting programs use green bodies for up 
moves and red bodies for down days.) The thinner line 
extending from the top of the body to the day's high 
is called the upper" shadow," while the line extending 
from the bottom of the body to the day's low is 
known as the lower "shadow." The "real bodies" and 
differing colors with which they are filled provide a far 
more dramatic presentation of a given day's price 
movement than does the basic bar chart. 

FIGURE 3.3 
The two figures 
above illustrate 
a typical bar 
chart symbol 
and a candle
stick symbol 
for the same 
trading day. 
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FIGURE 3-4: 
Three-month 
Candlestick 
Chart of GE 
stock featuring 
a 50-day and 
200-day moving 
average . 

Far Eastern traders have used candlestick charts to 

track stock market activity for more than a century. 

Working with that huge base of market data, Eastern 

analysts have identified a number of candlestick pat

terns that, with differing degrees of reliability, can help 

determine the future short-term trend for a particular 

investment, based on what the charts reveal regarding 

the psychology of the market at a given time. In other 

words, based on a particular pattern, an investor can 

make confident decisions about buying, selling or 

holding the underlying stock. 

Just so you can begin getting a feel for how candle

stick charts look - and compare them to line and bar 

charts-Figure 3.4, below, shows the final three 

months of the trading pattern for General Electric Co. 
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that was featured in Figures 3.1 and 3.2. Note how 

clearly the different colors filling the real bodies illus

trate the stock's bullish breakout (white candlesticks) 

from its long basing pattern. 

Some Key Candlestick Charting 
Terminology 
Following are some additional terms used in candle

stick charting and analysis that you may encounter as 

you become more involved in swing trading and the 

use of these charts in seeking out prime trade oppor

tunities. 

Long Day - A candlestick has a long day when there 

is a large difference between opening and closing 

prices when compared to other trading days in the 

prior five- to ten-day period. 

Short Day - A candlestick has a short day when 

there is a small difference between opening and clos

ing prices relative to typical trading days in the previ

ous five- to ten-day period. 

Marubozu-A marubozu candlestick is one that 

exhibits very little (or no) upper or lower shadow. For 

a white (bullish) candlestick, this means the open is 

roughly equal to the low, and the close is about equal 

to the high. For a black (bearish) candlestick, it means 

that the open is right at the high, and the close is 

essentially equal to the low. 

Spinning Top-A spinning top is a candlestick with 

a very small real body, but with long upper and lower 

shadows. 
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Doji-A doji is the most extreme case of a spinning 
top. It occurs when the real body is simply a line (Le., 
the day's open and close are the same). A long-legged 
doji has extended upper and lower shadows. A grave
stone doji has a long upper shadow and no lower 
shadow. A dragonfly doji has no upper shadow, but 
an extended lower shadow. And, finally, a four-price 
doji has no upper or lower shadows-Le., the open, 
high, low and close are all the same. 

Star-A star is a candlestick with small real body 
gapping above or below a long candlestick that oc
curred the previous trading day. 

Umbrella and Inverted Umbrella-An umbrella is 
similar to a dragonfly doji, having a small real body, 
with no upper shadow but a long lower shadow. An 
inverted umbrella is similar to a gravestone doji, hav
ing a small real body with a long upper shadow but 
no lower shadow. 

Indicator-An indicator is a group of candlesticks 
(from two to as many as five) that meet a set of pre
determined criteria. These criteria may include prior 
trend, real body length, shadow length, long and 
short days, opening and closing gaps, etc. Indicators 
are generally considered to signal bullish or bearish 
trends and/or patterns associated with those trends 
(reversal or continuation) that are likely to continue for 
the short term. 

Pattern -In candlestick charting, an indicator always 
has a pattern associated with it. This could be a If con
tinuation pattern, If meaning a stock that is in a bullish 
trend should continue to stay bullish, or a stock that is 
in a bearish trend should continue to stay bearish. It 
could also be a If reversal pattern, If meaning a stock 
that is currently bullish will likely turn bearish, or a 
stock that is presently bearish is likely to turn bullish. 
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Reliability - This is a term loosely used to classify 
how good a job an indicator does at determining the 
short-term price outlook of a stock. Some indicators 
are, of course, more reliable than others-for exam
ple, those that take three or more days to develop or 
that have strong candlesticks (such as marubozus or 
stars) tend to have higher success rates. 

The Biggest Flaw With Candlesticks 
Although they are intriguing and frequently very use
ful, candlesticks are really just a different way of look
ing at price-i.e., they don't involve any calculations. 
In addition, they have one significant flaw-they 
don't make any allowance for or provide any illustra
tion of volume. 

For those unsure of the precise definition, volume is 
simply the number of shares of a stock traded during 
a given time period-e.g., within an hour, a day, a 
week, a month, etc. The analysis of volume is a basic, 
but very important component of technical analysis, 
providing significant clues as to the strength or weak
ness of a given price move. For example, high volume 
levels are a characteristic of market tops when there is 
a strong consensus that prices will continue moving 
higher. High volume is also very common at the begin
ning of new trends- i.e., when prices break out of a 
trading range. Volume will also often increase dra
matically just before market bottoms, the result of 
panic-driven selling. 

Volume is an extremely useful tool for swing traders 
because it can help determine the strength of an exist
ing trend. Specifically, a strong uptrend should have 
higher volume on the short-term upward waves, and 
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What makes 

Equivolume 

unique is the 

width of the 

candlestick's real 

body. It varies 

depending on 

the level of 
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the covered 

trading period

the greater the 

volume, the 

wider the body, 

and vice versa. 

lower volume on the minor downward (corrective) 
waves. Similarly, strong downtrends have higher vol
ume on the minor downward legs and lower volume 
on the short-term upward (corrective) legs. If that is 
not the case, it's frequently a sign that the primary 
trend is losing strength and a reversal may be on the 
near horizon. 

Adding Volume to the 
Candlestick Equation 
Because volume is such an important element in 
selecting prime swing-trading opportunities, we pre
fer a slightly modified variation of candlestick charting 
known as "Equivolume." 

Equivolume displays candlestick patterns in a manner 
that emphasizes the relationship between price and 
volume. It was developed by Richard W. Arms, Jr., and 
is explained in greater detail in his book, Volume Cy
cles in the Stock Market. Instead of displaying volume 
as an "afterthought" on the lower margin of a bar or 
candlestick chart, Equivolume actually integrates vol
ume into the "real body" of the candlestick, giving it 
a second dimension - i.e., width, as well as length. 

As in standard candlestick charting, the top line of the 
candlestick body represents either the open or close 
for the trading period, depending on whether it's a 
bearish or bullish day, with the bottom line reflecting 
the opposite. Shadows again extend above and below 
the real body to the point of the daily high and daily 
low, respectively. What makes Equivolume unique is 
the width of the candlestick's real body. It varies 
depending on the level of volume during the covered 
trading period-the greater the volume, the wider 
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Standard Equivolume 
Candlestick Candlestick 

The two figures at the left illustrate a standard bull· 
ish candlestick line (left) and one modified with the 
Equivolume feature (right). The Ureal body" of the 
Equivolume version tells the technical analyst that 
trading volume on this particular day was heavier 
than normal, while a very narrow box would indi· 
cate a day with lighte .... than·usual trading volume. 
An algorithm devised by Equivolume's creator de
termines the relative width of the day-to-day boxes, 
based on the actual volume levels. You'll see sever· 
al examples of Equivolume charts later that will 
clearly demonstrate the value of this added feature. 

the body, and vice versa. Figure 3.5, above, illustrates 

this more clearly. 

The shape of each Equivolume box provides a pic

ture of the supply and demand for the covered stock 
during a specific trading period. For example, short 

and wide boxes indicate days of heavy volume but 
small changes in prices, which tend to occur at turn

ing points. Conversely, tall and narrow boxes reflect 

light volume accompanied by large changes in 
price - conditions that are more likely to occur 

when the stock is trading in an established trend. 
Especially important are wide boxes that penetrate 

support or resistance levels since heavy volume 
serves to confirm penetrations. 

A "power box" is one in which both height and width 

increase substantially, reflecting both a large price 
change and heavy volume. Power boxes provide excel

lent confirmation of a possible breakout. By contrast, 
a possible breakout is highly suspect if its Equivolume 
box is long and narrow since there was little volume to 

support the large price change. 

Figure 3.5 
A standard bull· 
ish candlestick 
line and one 
modified with 
the Equivolume 
feature. 
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FIGURE 3.6 
Equivolume 
Candlestick Chart 
for Autozone, 
Inc. (AZO). 

200-day 
I Moving 
,Average 

The chart for Autolone, Inc. (AlO), shown in Figure 
3.6, illustrates a variety of Equivolume candlestick 

boxes. 

Volume as a Key Component of 
Trend Analysis 
I recommend looking at volume in relation to price 
movement, simply because the two in combination 
help to both establish trends and provide signals re
garding whether they are likely to continue or move 
into a reversal phase. And, as we've repeatedly 
stressed, it is the process of trading short-term waves 
within longer-term trends that makes swing trading 
such a powerful investment technique. Review the 
information in the box on the following page, which 
defines the distinct price-volume relationships that 
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Volume-Price Relationships 
Affecting Trend Performance 

Trend Reversals are typically signaled by: 
• Above-average volume with very little 

price movement. 
• Above-average volume that follows a 

strong advance or decline in prices. 

Trend Continuation is typically signaled by: 
• Above-average volume with very strong 

price movement. 
• Above-average volume in conjunction 

w ith a price breakout. 
• Below-average volume w ith NO price 

movement. 

accompany both trend reversal and trend continua
tion signals. Then, we'll conclude this chapter by tak
ing a quick look at two examples of actual trend pat
terns- just so you'll have the pictures clear in your 
mind when we finally begin discussing the specific ele

ments of our swing-trading Master Plan. 

Let's Look at an Uptrend 
Although they've been relatively rare in the early part 
of the 21st century, most swing traders prefer to oper
ate within uptrends-simply because they feel more 
comfortable buying stocks than selling them short. So, 
let's begin our look at trends with an example of one 

heading in an upward direction. 

I recommend 

looking at 

volume in 

relation to price 

movement, 

simply because 

the two in 

combination help 

to both establish 

trends and 

provide signals 

regarding 

whether they 

are likely to 

continue or 

move into a 

reversal phase. 
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FIGURE 3.7 
This standard 
candlestick 
chart shows the 
price movement 
for Myriad 
Genetics, Inc. 
(MVGN) in an 
uptrend. 

Price movement 
in an uptrend. 

The candlestick chart in Figure 3.7, above, shows the 
price movement of Myriad Genetics (MYGN) in an 
established uptrend. Note that the upward movement 
does not take place in a straight line-or even a uni
form zigzag pattern. Rather, it moves upward until 
short-term demand is exhausted, then it pulls back, or 
takes a rest, until it reaches a time-or, more fre
quently, a price level-when demand once again 
kicks in. Indeed, the resurgence of demand usually 
occurs at a specific price level, with the actual duration 
of the pullback determined by how long it takes the 
price to ease back to that level. If it pulls back fairly 
slowly, the "zag" will have a shallow slant (as does the 
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first one in the MYGN chart), but if a large price drop 
occurs quickly, the angle of the "zag" will be fairly 
steep (the case with the second MYGN pullback). 

Understanding the mechanics of the price pullbacks is 
important because, when we swing trade in an up
trend, we buy only on a pul/back. 

As should show clearly in an established chart, an 
uptrend can be identified by an alternating progres
sion of higher short-term highs and lower short-term 
lows. In other words, an uptrend is a series of succes
sive minor rallies, with each rally going higher than the 
previous one, interrupted by successive minor pull
backs, the bottom of each stopping at a higher level 
than the prior one. As noted above, the zigzag pattern 
typically won't be perfectly uniform, looking more like 
the erose edge of a saw blade than a sinusoid. 

Nonetheless, once the uptrend is established, the price 
pattern tends to repeat itself - an important fact since, 
in swing trading, we capitalize on the predictability of 
the pattern. By buying only on pullbacks that offer the 
proven expectation of a subsequent rally, we greatly 
increase our chances of making a profit. 

By buying only on pullbacks 

that offer the proven 

expectation of a subsequent 

rally, we greatly increase 

our chances of making a profit. 

Understanding 

the mechanics 

of the price 

pulIbacks is 

important 

because, when 

we swing trade 

in an uptrend, 

we buy only 

on a pullback. 
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FIGURE 3.8 
This standard 
candlestick chart 
shows the price 
movement for 
VeriSign, Inc. 
(VRSN) in a 
downtrend. 

Price movement 
in a downtrend. 

16 23 13 20 

Now Let's Look at a Downtrend 
The standard candlestick chart in Figure 3.8, above, 
shows the price movement of VeriSign, Ine. (VRSN), in 
an established downtrend. As with the uptrend dis
cussed earlier, the VeriSign decline doesn't take place 
in a straight line. Instead, the price moves down until 
the short-term selling pressure (supply) is exhausted, 
then rebounds until it reaches a price point at which 
renewed selling interest develops. Again, we have a 
zigzag pattern, albeit one that is irregular rather than 
uniform. 
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Applying the same terminology as before, a down
trend can thus be identified as a progression of minor 
pullbacks, with each decline falling lower than the 
previous low, separated by a series of minor rallies, 
with the top (or peak) of each stopping at a lower 
level than the previous one. Again, the repetition of 
this pattern is important because, when we swing 
trade in a downtrend, we sell short only near the 
peaks of the minor rallies - with the proven expec
tation of a subsequent pullback once more boosting 
our chances of making a profit. 

When we swing trade in a 

down trend, we sell short 

only near the peaks of the 

minor rallies. 

When we swing 

trade in a down

trend, we sell 

short only near 

the peaks of the 

minor rallies

with the proven 

expectation of a 

subsequent 

pullback once 

more boosting 

our chances of 

making a profit. 
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CHAPTER 4 

How to Develop a 
Swing-Trading Master Plan 

Building on the background provided in Chapters 

1,2 and 3, we're now going to walk you through 

the actual steps you'll need to begin swing trad

ing on your own. Then, once you are clear on the over

all process, we will detail the precise rules we recom

mend you follow in entering and exiting your swing 

trade positions-our so-called Master Plan. 

Start by Getting Your Account 
in Order 
Once you decide you want to try your hand at swing 

trading, the very first step you must take is to open an 

account with an online broker - preferably one that 

offers a substantial commission discount relative to 

regular full-service brokers. This is essential because, 

depending on your level of capital commitment and 

the universe of stocks you choose to follow, you may 

be making five, six or even more round-trip trades per 

week-which means commission costs can mount 

up very quickly, even if you're getting a preferred rate. 
(A list of online discount brokers is featured later in 

Once you decide 

you want to try 

your hand at 

swing trading, 

the very first 

step you must 

take is to open 

an account 

with an online 

broker-prefer

ably one that 

offers a substan

tial commission 

discount relative 

to regular full

service brokers. 
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Trading on 

margin means 

borrowing a 

portion (usually 

50 percent) of 

the price of the 

stocks you buy 

from your broker. 

the book, along with some specifics regarding a 
couple of our preferred choices - just for the sake 
of comparison.) 

When setting up your online account, be sure that you 
are approved for "margin" trading, which is required 
before you will be permitted to sell stocks short-a 
key component of any successful swing-trading pro
gram. At the same time, you may want to take a few 
moments and consider whether you actually want to 
trade "on margin" -i.e., borrowing a portion (usual
ly 50 percent) of the price of the stocks you buy from 
your broker. 

Buying on margin has its advantages-e.g., it increas
es your leverage, boosts your overall buying power 
and allows you to seize more opportunities-but it 
also has some drawbacks. For starters, there are costs 
involved (interest on the borrowed funds), plus hold
ing stocks on margin can put you under substantial 
added pressure. To wit, if the price of a margined 
stock moves against you, you may be forced to put up 
additional money or, if you don't have the money to 
put up, to close out your position at a less-than-desir
able price. 

This is the impetus for many steep market declines. The 
trading day will begin with a pullback that, though 
modest, is large enough to trigger some "margin 
calls." Lacking liquidity, the traders receiving those 
calls are forced to sell some of their shares, which dri
ves prices down further, triggering still more margin 
calls-and the cycle feeds on itself until a full-fledged 
free-fall is under way. (This same situation in reverse
a so-called "short squeeze" -will sometimes also 
trigger a sizable market rally.) 
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The decision as to whether you want to trade on mar
gin must be a personal one -- not knowing your indi
vidual financial situation or your emotional tolerance 
for risk, we can't make it for you. However, as we said, 
to swing trade, you do need to have a margin 
account, even if you plan never to trade" on margin." 

A Word About Money Management 
There are also some other details you'll want to check 
on when opening your account, primarily related to 
money management and the manner in which the 
brokerage firm allocates your funds. For starters, you 
should ensure that your account has a so-called 
"sweep" feature-i.e., that any funds not committed 
to open trades are automatically swept into a money 
market account at the end of the day so they earn 
interest (though the impact of that will obviously be 
minimal in today's interest-rate environment). 

Beyond that, you need to be aware that good money 
management is extremely important in swing trading. 
You don't want to allocate too large a percentage of 
your trading capital to a single position, as that unnec
essarily increases your overall level of risk. Likewise, 
you don't want to spread your capital across too many 
trades, as that could reduce the size of your individual 
positions to the point that any single profit becomes 
almost insignificant. This would put too much pres
sure on you to be right, requiring you to make a prof
it on almost every trade in order to manage an ade
quate overall return. 

As you become more experienced you'll find an equa
tion that works for you. The well-known swing trader 
"Mr. Swing" personally divides his trading capital by 

Sweep feature 

means that any 

funds not 

committed to 

open trades are 

automatically 

swept into a 

money market 

account at the 

end of the day 

so they earn 

interest. 
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If you plan to be 

an active swing 

trader, you need 

to make sure, up 

front, that your 

account is set 

up so that once 

the available 

capital is used 

up, the broker 

will automatical

ly cancel the 

rest of the 

open orders. 

15 and then commits that amount to each individual 

trade. As he takes profits and the total size of his ac

count grows, so too does the amount he allocates to 

each individual trade. How you allocate your capital 

will, of course, depend on how much you have. If you 

are starting small, you may want to limit yourself to 

three or four trades at a time- keeping your trade 

size the same, but adding more positions as profits 

from your early trades increase the size of your ac

count. If you're comfortable committing more funds 

to swing trading, you may want to target having 10, 

15 or even 20 trades open at one time (although most 

people find it difficult to manage more than about 15 

positions at once). 

Whatever number you pick, you need to ensure in ad

vance that your account will accommodate the trad

ing style you choose. For example, Mr. Swing iden

tifies 20 to 25 candidates for new swing trades each 

day. However, if he already has, say, 10 positions open, 

that means he only has enough available capital for 

five new trades. So, he picks the 10 best candidates 

from a list of 25-then places orders for all of them. 

Some of the orders won't get filled due to price 

action, but others will- and, as soon as there are five 

fills, using up all available capital, the broker will auto

matically cancel the rest of the open orders. That way 

there's no worry about running out of money-or 

committing more funds than available. I explain all this 

because, if you plan to be an active swing trader, you 

need to make sure, up front, that your account works 

this way. Otherwise, your brokerage firm might fill 

every order you put in - and then expect you to come 
up with the added cash within the next few days. 
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Building Your List of Swing-Trading 
Candidates 
Once your account is in order, you're ready to take the 
first step toward becoming an active swing trader, and 
that means assembling a universe of stocks to moni
tor for entry opportunities. Theoretically, since all stocks 
are priced in the same manner and trade essentially 
the same way, almost any group of stocks should do. 
However, common sense dictates that a few guide
lines are in order. 

For starters, since swing trading requires buying and 
selling stocks that do, in fact, swing a fair amount in 
price, you need to start with stocks that demonstrate 
a reasonable degree of volatility. Nearly all analytical 
software programs track some measure of volatility
usually the so-called Beta coefficient, which gauges 
how much an individual stock moves, in price, relative 
to movement in the S&P 500 Index. For example, a 
stock with a Beta of 1.0 is considered to be equivalent 
to the S&P 500, so one with a Beta of 1.5 would be 
50 percent more volatile than the index, whereas one 
with a Beta of 0.5 would move just half as much. As 
a rough rule of thumb then, you should probably 
restrict your list of swing-trading candidates to stocks 
with a Beta of 1.3 or greater-which will include a lot 
of growth and technology issues. 

In addition to volatility, your candidate stocks need to 
have a reasonably wide absolute-trading range. After 
all, even a stock that gyrates a lot won't give you 
much opportunity for profitable trades if the range 
between its annual high and low is only $3 or $4 a 
share (which is the case with some utilities and high
dividend financial issues). Similarly, you need to stick 

Since swing 

trading requires 

buying and 

selling stocks 

that do, in fact, 

swing a fair 

amount in price, 
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• have a hefty 

daily trading 
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Every good 

technical 

analysis software 

package has a 

"screening" 

function that lets 

you enter your 

desired criteria, 

then runs them 

against a list of 

all available 

stocks to 

determine which 

ones fulfil! the 

conditions 

you've set. 

with stocks that have a decent price level to begin 
with. Again, even if a stock priced at $5 a share is fair
ly volatile, it's unlikely to move more than 25 to 50 
cents in a single day, or $1 to $2 a share in a week. 
That means even perfectly timed swing trades won't 
generate that much profit. Thus, we recommend you 
track only stocks with a current price of $12 or more 
and a minimum average absolute trading range of $3 
to $5 per week. 

Finally, you want to stick to stocks that have a hefty 
daily trading volume. It does you no good to find a 
volatile stock with a wide range between high and 
low prices if that stock trades only a few thousand 
shares a day. You'll simply have too much difficulty 
opening and closing your trades at the prices you 
want, plus you may have trouble buying enough 
shares to fulfill your money-management guidelines 
- i.e., enough shares to generate a reasonable profit 
if the trade's a success. Thus, we suggest you monitor 
only those stocks with an average daily volume of at 
least 500,000 shares. 

The box on the next page summarizes these guide
lines regarding appropriate stocks to include among 
your candidates for swing-trading opportunities. Re
member, too, that you don't personally have to hunt 
down the specific information for each stock. Every 
good technical analysis software package has a 
"screening" function that lets you enter your desired 
criteria, then runs them against a list of all available 
stocks to determine which ones fulfill the conditions 
you've set. Most quality advisory services also offer 
screening tools, as well as providing tips on how to 
refine your search criteria and fine-tune your selection 
process. 
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Guidelines for Selecting 
Swing-Trading Candidates 

When putting together a list of candidates to monitor for swing
trading opportunities, consider only those stocks that: 

• Have a Beta coefficient of 1.3 or greater 
• Have a minimum current price of at least $12 per share 
• Have an average absolute trading range of $3 to $5 per 

week 
• Have an average daily trading volume of at least 500,000 

shares 

The Steps Involved in Swing Trading 
Once you've put together a list of stocks to monitor 
for swing-trading opportunities, the process of actu
ally identifying and executing your first swing trades 
is really quite simple. There are only five basic steps: 

Step 1-From your list of trading candidates, iden
tify those stocks that are currently in an established 
trend, either upward or downward. 

Step 2 - From the stocks that are in an established 
uptrend, pick out those that are currently experiencing 
a pullback. Similarly, among the stocks in an estab
lished downtrend, identify those currently staging a 
short-term rally. 

Step 3-Choose the most attractive prospects-i.e., 
those that appear to be coming out of their short
term pullback or coming off the peak of their short
term rally-and place limit orders to open your po
sitions, based on the specific rules featured in the 
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Remember. you 

want to buy 

stocks that are in 

an established 

uptrend and sell 

short stocks that 

are in a primary 

downtrend. 

Master Plan, which you'll learn about in just a few 
minutes. Remember, you want to buy stocks that are 
in an established uptrend and sell short stocks that are 
in a primary down trend. 

Step 4-0nce you've successfully opened a long or 
short position, place a stop-loss order to protect your
self against an adverse price move, as well as a limit 
order to close the position at the price needed to pro
duce your desired profit. Ideally, your broker will allow 
you to place these two orders at the same time on an 
OCO (One Cancels Other) or OCA (One Cancels All) 
basis. 

Step 5 - At the end of each trading day, adjust your 
stop-loss order prices based on the guidelines that will 
be spelled out in the Master Plan. 

A Couple of Notes on 
What to Expect 
Swing trading through an online broker has some dis
tinct differences from other trading methodologies, so 
it's likely you may encounter some things you don't 
expect. Here are a couple of added notes that may 
help you avoid some confusion as you're getting start
ed. Review them quickly; then we'll move ahead and 
give you the specific rules featured in our swing-trad
ing Master Plan. 

First, don't be disappointed when some of your orders 
to initiate swing trades don't get filled. Remember, 
you will be using limit orders only. If such an order 
doesn't get filled, it's because the market moved the 
opposite of what you expected - meaning you didn't 
want the position anyway. In fact, the rules set out in 
the Master Plan are specifically designed to allow entry 

56 SWING TRADING SIMPLIFIED 



only when the price of the target stock moves in the 
anticipated direction; if it doesn't, entry to the trade 
won't be possible. 

If you're accustomed to the long-term, buy-and-hold 
style of investing! you may at first find it difficult to exit 
your positions as soon as your target is reached. The 
tendency of most people is to hold onto a position 
until they receive some negative signal! usually a price 
reversal- which may be either so subtle or so sudden 
that it wipes out a big chunk of your profit from the 
prior move. Swing trading!s purpose is to avoid exact
ly such situations by identifying the size of a likely 
move in advance (based on the width of the trading 
range within the primary trend)! then grabbing the 
target profit as soon as ifs achieved. And! once that 
profit is taken! the swing trader never wastes time 
worrying that he or she acted too soon - instead 
focusing on finding the next opportunity and repeat
ing the entire profitable process. 

In spite of the overwhelming tendency of trends to 
continue! and the carefully thought-out rules we've 
devised for playing swings within those trends! some 
of your trades will result in losses. However! if you reli
giously follow the stop-loss guidelines detailed in the 
Master Plan! adjusting your protective orders as the 
price moves in your favor (a so-called IItrailingll stop)! 
such losses will be minimized. Exercise precision and 
patience in choosing the best entry opportunities! plus 
discipline in adhering to the exit guidelines and loss 
limits! and your profitable trades will almost certainly 
far outnumber your losing endeavors - meaning you 
will make money in the long run. 

Now! lefs find out exactly whafs in this Master Plan 
we!ve been talking about. 

Swing trading's 
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such situations 
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The Master Plan 

is a set of rules 

spelling out 

exactly when 

and under what 

conditions you 

should enter and 

exit your swing 

trades. 

Entry and Exit Rules To Ensure 
Swing-Trading Success 
As you've no doubt surmised by now, the Master Plan 

is a set of rules spelling out exactly when and under 

what conditions you should enter and exit your swing 

trades. When you first read these rules, they may seem 

somewhat complicated. However, once you've placed a 

few trades, you'll realize it's really quite simple. The best 

characteristic of the Master Plan is that it doesn't require 

you to use your own judgment-the rules are entirely 

mechanical. Although your initial reaction to this might 

be negative, further thought should convince you it's 

actually a major advantage. Here's why. The two 

biggest obstacles to success in trading are human emo

tions-specifically, fear and greed. But, when you fol

low a mechanical system like that spelled out in the 

Master Plan, you take emotions out of the equation. 

They don't influence your investment actions-and 

thus, can't negatively impact your profits. 

The best way to explain the Master Plan rules is with 

an actual example, so we'll provide one. First, take a 

look at the standard candlestick chart shown in Figure 

4.1, on the opposite page. It shows the recent price 

pattern of a stock that's clearly in a well-established 

long-term up trend - i.e., it has a clearly bullish out

look. (The actual identity of the stock is irrelevant to 

our example; just take our word that it met the quali

fying criteria outlined earlier.) However, as the four 

consecutive black candles show, it's recently experi

enced a short-term pullback (indicated by the arrow). 

Thus, as you now know, it is a prime candidate for a 

long swing trade. 
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Entering the Trade 
Swing-trading opportunities are a/ways identified 
after the market closes, based on chart patterns that 
include that day's price performance. However, trades 
aren't entered until the morning of the following trad
ing day-and then not until several minutes after the 
market has opened, by which time you have had a 
chance to evaluate the stock's in it ial price action. That 
action determines exactly when you enter your trade, 
as well as the decision rule you use in setting your 
desired entry price. 

The key factor in every case is whether the stock 
opened the day's trading at a price near the previous 

FIGURE 4.1 
The chart above 
shows a classic 
pattern signaling 
a bullish swing 
trading entry 
opportunity. 
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According to the 

definition we use 

in the Master 

Plan, a stock is 

considered to 

have "gapped 

up" when it 

opens higher 

than the previous 

day's close by 50 

cents or more. 

Likewise, it is 

considered to 

have "gapped 

down" any time 

it opens 50 cents 

or more below 

the prior day's 

close. 

Gapped Down 

day's closing level-or whether it "gapped" up or 
down from that prior closing price. According to the 
definition we use in the Master Plan, a stock is con
sidered to have "gapped up" when it opens higher 
than the previous day's close by 50 cents or more. 
Likewise, it is considered to have" gapped down" any 
time it opens 50 cents or more below the prior day's 
close. Most usually, however, a stock will open within 
50 cents of its prior-day close, neither gapping up nor 
gapping down. 

Based on these definitions, here are the Master Plan's 
recommended guidelines regarding when to enter 
your trade-opening orders: 

• If the stock opens within 50 cents (half a point) of 
its prior-day close-the most common occur
rence under normal market conditions-you 
should place your entry order within a few min
utes after the market opens. 

• Should the stock gap up by 50 cents or more from 
the prior day's close, you should wait at least 30 
minutes after the market opens before placing your 
entry order. (Note: This condition applies only 
when opening a bullish trade-i.e., when buying 
the stock. Were you opening a bearish trade-Le., 
selling short-you would wait 30 minutes after 
the market opened only if the stock's price gapped 
down 50 cents or more from the prior day's close.) 

• Should the stock gap down by 50 cents or more 
from the previous day's close, you should place 
your entry order approximately 5 minutes after the 
market opens. (Note: Once again, this restriction 
applies only when opening a bullish trade-Le., 
buying the stock. Were you opening a bearish 
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SWING TIP: Entering AFTER the Market 
Opening is BElTER. 

Always wait a few minutes before acting, just to allow the market 
to get over its opening " jitters" and begin "breathing" normally. 

trade, or selling short, you would enter your order 

approximately 5 minutes after the market opens 

only when the stock gaps up by 50 cents or more 

from the previous day's close.) 

Setting the Entry Price for 
Your Swing Trade 

As is the case with when to enter your trade, the price 

at which you initiate your swing-trade position de

pends on whether or not the stock has gapped up, or 

down, at the opening. Once again, under typical mar

ket conditions, stock prices do NOT gap higher or 

lower at the opening, but begin trading at or near the 

previous day's closing level. When that's what hap

pens, the limit price you specify in your opening order 

should be based on prior-day prices. However, when 

the stock you're planning to buy (or sell short) DOES 

gap higher or lower, you should base the limit price 

you set in your opening order on the current day's 

prices (i.e., those at which the stock traded after the 

gap opening). 

Based on those conditions, here are the Master Plan 

rules for setting the limit price specified in your open

ing swing-trade order: 

When to enter 

your trade -the 

price at which 

you initiate 

your swing-trade 

position depends 

on whether or 

not the stock 

has gapped up, 

or down, at the 

opening. 
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A "buy stop" 

is an order to 

purchase a stock 

should the share 

price rise (or fall) 

to a pre-specified 

level. It can be 

used to initiate a 

new long trade 

or close out a 

short position. 

A "sell stop" 

is an order to sell 

a stock should 

the share price 

fall (or rise) to a 

pre-specified 

level. It can 

be used to 

sell shares you 

currently own or 

to initiate a new 

short position. 

• If the stock opens within 50 cents (half a point) of 
its prior-day close-once again, the most common 
occurrence under normal market conditions-you 
should buy the stock as soon as it trades at a level 
6 cents (J116th of a point) above the previous day's 
high. This can be accomplished by using a "buy 
stop" order, and greatly increases the likelihood 
that the stock is moving in the direction of the pri
mary bullish trend-i.e., rebounding from its most 
recent minor pullback. (Note: If you are attempting 
to enter a bearish trade-i.e., selling the stock 
short - you enter as soon as the stock trades at a 
level 6 cents below the previous day's low price. 
This can be accomplished using a "sell stop" order, 
and again increases the likelihood the stock is mov
ing in the direction of the primary bearish trend
i.e., pulling back from the peak of its most recent 
short-term rally.) 

• Should the stock gap up OR down by 50 cents or 
more from the prior day's close, buy the stock as 
soon as it trades 6 cents above the current days 
high. This should be done at least 30 minutes after 
the stock gaps up at the opening, or 5 minutes 
after the stock gaps down at the opening. Again, 
this can be accomplished using a "buy stop" order. 
(Note: For bearish trades, the price for the limit 
order to sell short should be set 6 cents below the 
current days low. The order should be placed at 
least 30 minutes after a gap-down opening, or 5 
minutes after a gap-up opening. A "sell stop" 
order will once again work to initiate this version of 
the trade.) 
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Immediately Get Ready to Exit 
With long-term investments, once a position is opened, 
you typically give a sigh of thanks, then sit back and 
wait (sometimes for months, or even longer) for 
something good to happen. When you swing trade, 
however, that's definitely NOT the case. What you do 
instead is immediately position yourself to take a rapid 
profit-or to quickly bailout if prices turn against 
you - again based on specific rules provided in our 
Master Plan. 

These rules, designed to encourage locking-in profits, 
and strictly limiting losses, in order to preserve your 
capital, are actually fairly conservative relative to 
similar guidelines for most other short-term trading 
strategies. They call for: 

• Setting an initial profit target of approximate
ly 7 percent (7.0%). In the case of bullish swing 
trades, in which you buy stock, this means setting 
a "limit-sell" order at a price roughly 7 percent 
above your entry point. And, in the case of bearish 
swing trades involving the short sale of stock, it 
means setting a "limit-buy" order at a price about 
7 percent below your entry price. 

• Setting a rigid stop loss that limits your risk 
exposure to a maximum of 4 percent (4.0%). 
In bullish trades, this means immediately placing a 
"sell-stop" order-and, in bearish trades, it means 
quickly putting in a "buy-stop" order. The actual 
positioning of these stop orders is a bit complicat
ed, so read the following explanation carefully. 

In a bullish trade, the sell-stop is placed at a price 4 
percent below your entry price, or at a price 6 cents 

When you 

swing trade, you 

immediately 
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to take a rapid 

profit-or to 

quickly bail out 

if prices turn 

against you

again based on 

specific rules 

provided in our 

Master Plan. 
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below the low on the day that was used to set the 
entry price - whichever is higher. To clarify, if the 
stock you bought opened without a gap on the day of 
purchase, the stop would be placed at a price 6 cents 
below the previous days low - if that price was high
er than the stop price that would be set by the 4 per
cent rule. But, if the stock you bought opened with a 
gap on the day of purchase, then the stop would be 
placed at a price 6 cents below the current days 
low-again assuming that price was higher than the 
stop price set by the 4 percent rule. 

In bearish trades, the opposite would apply. Spe
cifically, you would place the buy stop at a level 4 per
cent above your entry price, or at a price 6 cents above 
the high on the day that was used to set the entry 
price-whichever is lower. Clarifying once again, if 
the stock you sold short opened without a gap on the 
day of purchase, the buy stop would be placed at a 
price 6 cents above the previous day's high - if that 
price was lower than the stop price that would be set 
by the 4 percent rule. However, if the stock you sold 
short opened with a gap on the day of purchase, then 
the stop would be positioned at a price 6 cents above 
the current day's high - again assuming that price 
was lower than the stop price set by the 4 percent 
rule. 

These stop-loss rules seem complex at first glance, and 
we'll admit they are a bit complicated. However, you'll 
get the hang of how they work fairly quickly once you 
start using them regularly. Besides, in all likelihood, 
you'll never have to actually figure them yourself. With 
the sophisticated account-management software pro
vided by most online brokerages these days, you can 
simply enter your desired stop-loss criteria and, if you 
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check a specific box, the program will automatically 
calculate the desired stop price and place the appro
priate stop orders for you. You can even have the pro
gram recalculate stop levels and adjust the orders to 
reflect price action on subsequent days-which 
brings us to the next refinement of our Master Plan 
rules. 

What to Do the Day After 
You Open Your Trade 
As already noted, the primary goal of the swing-trad
ing Master Plan is to increase your profits and strictly 
control your losses so as to promote steady growth of 
your capital base. Doing this, however, requires dili
gently monitoring your positions each day they're 
open, and adjusting your stop orders based on that 
day's price action. It also requires taking your profits 
according to a predetermined plan whenever your 
targets are reached. 

Following are the Master Plan rules for managing your 
open positions on a day-to-day basis-and for closing 
them at the optimum time- beginning with the 
guidelines for steadily reducing (or perhaps even elim
inating) your chances of suffering a loss. This latter 
process is known as using a "trailing stop loss." 

Once your trade execution is confirmed and you know 
your opening price, the first thing you do is set your 
initial stop-loss level and enter the corresponding 
order. The next action you take comes shortly after the 
opening the following day. At that point, as you did 
when you were preparing to initiate your trade in the 
first place, you closely watch the opening action of 
your stock. If it opens at a price near the previous day's 

A trailing stop 

loss is the 

process of 

steadily reducing 

-or perhaps 

even eliminating 

- your chances 

of suffering a 

loss by progres

sively raising 

your stop level 

as a stock's price 

rises (in a long 

position), or 

lowering it as 

the price falls 

(in a short 

position). 
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A normal 
opening. 

A gap opening. 

close-i.e., if it doesn't gap up or down by 50 cents 
or more - you adjust your stop-loss level based on the 
prior-day prices. However, if it does gap up or down 
by 50 cents or more per share, you change the stop
loss level based on the current day's prices. 

In either case, the rules for repositioning the stop are 
the same, as follows: 

• For long positions in a stock that has a normal 
(non-gap) opening, calculate whether a stop price 
6 cents below the previous day's low would be 
higher than your existing stop price. If it would, 
raise your stop-loss level to this new price and 
adjust your limit order accordingly. 

• For long positions in a stock that does have a gap 
opening, wait 30 minutes for a gap down or 5 min
utes for a gap up, then raise your stop-loss level if 
a stop 6 cents below today's low would be higher 
than your existing stop price. Again, adjust your 
limit order accordingly. 

• For short positions in a stock that has a normal 
(non-gap) opening, calculate whether a stop price 
6 cents above the previous day's high would be 
lower than your existing stop price. If it would, 
lower your stop-loss level to this new price and 
adjust your limit order accordingly. 

• For short positions in a stock that does have a gap 
opening, wait 30 minutes for a gap up or 5 min
utes for a gap down, then lower your stop-loss 
level if a stop 6 cents above today's high would be 
lower than your existing stop price. Again, adjust 
your limit order accordingly. 
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Enhancing Your Profit Prospects 
Now for the refinements in the Master Plan rules de
signed to enhance your profit prospects. When you 
place the order establishing your initial profit target, 
you apply it to only half of the shares you purchase (or 
sell short, in the case of bearish trades). Once your tar
get is reached and your closing order is executed, lock
ing in a gain of 7 percent on half your stock, you hold 
the remaining half of your shares to benefit from any 
further price increase. Your hope is that you'll be able 
to "ride the full wave" on this particular short-term 
swing, thereby maximizing your overall profit. 

However, you don't want to have too much of your 
existing profit riding on that hope, so you immediate
ly enter a stop order to exit the rest of the position. 
This stop order is positioned in exactly the same fash
ion as described above for your original trailing stop
loss orders. (In fact, it becomes the only stop in force 
for the remaining half of your now-profitable posi
tion.) To be precise: 

• For a long position, your shares are sold when the 
price drops to a level 6 cents below the prior day's 
low (if there was no gap opening), or 6 cents below 
the current days low (if there was a gap opening). 

• For a short position, your shares are repurchased 
when the price rises to a level 6 cents above the 
prior days high (if there was no gap opening), or 6 
cents above the current day's high (if there was a 
gap opening). 
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It Is Complex- But It Works 

FIGURE 4.2 
Flow Chart 
showing all 
possible trading 
actions for a 
bullish "long 
swing" trade. 

Figure 4.2, shown below, features a flow chart that 
shows all the possible actions for a bullish (long) swing 
trade. That should help clarify the above instruc
tions - which, as we noted earlier, ARE fairly complex. 
However, it is well worth learning and following them, 
simply because they work. 
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~ 
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• Sell stop at whichever 

is higher-4% below • Buy stop 6 cents entry price or 6 cents above today's price below yesterday's low 
• Sell limit for half the • Sell stop at whichever 

shares at 7% above is higher-4% below 

the purchase price entry price or 6 cents 
below today's low , • Sell limit for half the 
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I 
or 6 cents below 
yesterday's low I I 
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In even the worst case, the maximum possible loss on 
a single trade is 4 percent, which virtually ensures 
you'll be able to preserve enough capital to participate 
in future trades. Plus, because of the diligent use of 
trailing stop-loss orders, it's probable that your typical 
loss will be much less than 4 percent. Likewise, the exit 
strategy for profitable trades makes it highly likely that 
your typical profit will exceed the 7 percent level you 
set as your initial target. In addition, because of the 
trend-following nature of swing trading, you'll typical
ly have a far larger number of winning trades than los
ing trades, compounding the initial 7%-4% profit-loss 
advantage. 

Remember, however, that the success or failure of 
your swing trades is not entirely dependent on the per
formance of the individual stocks you buy or sell short. 
The movement of the entire market is very, very pow
erful. Thus, when the market is moving with your 
trades, a very high percentage of them - even those 
involving weaker issues-will prove profitable. How
ever, when the entire market begins moving against 
your positions, a higher-than-expected percentage of 
them will produce losses. Fortunately, if you rigorous
ly adhere to our stop-loss guidelines, those losses 
should never become excessive. 

A Bit More Information on 
Short Swing Trades 
Because most of the actions discussed so far have 
been keyed to long swing trades (bullish positions), 
with bearish alternatives explained primarily in terms 
of "opposites," we want to take a minute and pro
vide just a bit more information regarding short swing 
trades. 

Because of the 

diligent use of 

trailing stop-loss 

orders, it's 

probable that 
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will be much less 

than 4 percent. 

Likewise, the 

exit strategy for 
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you set as your 
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To initiate a 

short swing 

trade, you do 

what is referred 

to as "selling 

the stock short." 

This essentially 

means that you 

sell the stock 

without ever 

having owned it, 

hoping to buy 

the shares back 

later at a lower 

price and pocket 

the price differ

ence as profit. 

Obviously, you use a short swing trade to make money 
when you feel a stock has a bearish outlook-i.e., 
when it is moving in an established downward trend 
that is expected to continue. To initiate a short swing 
trade, you do what is referred to as "selling the stock 
short." This essentially means that you sell the stock 
without ever having owned it, hoping to buy the 
shares back later at a lower price and pocket the price 
difference as profit. (Technically, your broker "bor
rows" the stock from another client and loans it to 
you so you can sell it. When you later "cover" your 
position by buying the stock back, you return it to the 
broker, who credits it back to the account from which 
it was borrowed.) 

With a couple of minor differences, a short swing 
trade is a mirror reflection of a bullish (or long) trade, 
and the rationale behind it is the same. To wit, stocks 
in a primary downtrend tend to have periodic short
term rallies that interrupt the downward price pro
gression. Your goal in initiating a short swing is to sell 
the stock short at the top, or peak, of one of these ral
lies and then ride the position back to the lower limit 
of the stock's downward-sloping trading range. At 
that point, you take your profits by covering the short 
position (i.e., buying the stock back). A candlestick 
chart showing a stock in a downtrend that is con
ducive to short swing trading is featured in Figure 4.3, 
on the opposite page. 

Notice in the chart that the downtrend is interrupted 
by several short-term rallies. The arrows indicate place
ment of short swing trades, opened near the peak of 
these rallies, but after the stock had resumed its down
trend. These entries were signaled when the price fell 
below the low price of the previous trading day. Refer 
back to the Master Plan description for details on the 
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rules for opening bearish swing trades-or refer to 
the schematic diagram featured in Figure 4.4, on the 
following page. It provides instructions for how to 
adjust the stop-loss levels on trading days subsequent 
to the short sale of the stock, as well as guidelines on 
how to exit at both a profit and a loss. 

A Final Word on the Master Plan 
You've now been introduced to the basic fundamen
tals of swing trading, as well as the entry and exit 
rules, risk-control methods and other guidelines fea
tured in our Master Plan. When you finish the remain
der of this book and begin doing additional research 
into the resources available to help you get actually 

FIGURE 4.3 
Arrows on this 
chart show the 
placement of 
short swing 
trades, opened 
near the peak 
of short-term 
rallies, but after 
the stock had 
resumed its 
downtrend. 
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Short Swing , 
No I Yes 
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FIGURE 4.4 
FlowChart 
showing all 
possible bearish 
"short swing" 
trading actions. 

involved in swing trading, you'll no doubt be exposed 
to a number of different software programs, advisory 
services and interactive brokerage firm websites. 
Many feature advanced analytical tools, use complex 
technical indicators and provide entry and exit signals 
based on complex algorithms and other mysterious 
mathematical formulae. 
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SWING TIP: 
Don't Hesitate to TRY AGAIN 

There w ill be numerous t imes during your swing-trading career 
when an order you place with your broker fai ls to get filled . That 
will usually occur when the stock moves counter to what you 
expected - which could actually make it a more attractive buy 
tomorrow, since it w ill be deeper in a short-term pullback or high
er in a short-term rally. Should that happen, take another look at 
the prices and opening action the following morning and, if you 
like what you see, place another order to initiate a trade. One 
warning, however: Don't do this for more than five consecutive 
days as that many counter moves may signal a major trend rever
sal rather than just a short-term swing against the primary trend. 

There's little doubt these tools of the analytical wiz
ard's art can provide valuable insight into such areas as 
trend development and continuation. However, they 
can also unnecessarily complicate your efforts to 
achieve swing-trading success. 

By contrast, the rules and guidelines provided in our 
Master Plan-which, in truth, were developed using 
many of the same indicators and formulae just men
tioned - are relatively concise, clear and easy to imple
ment. And, they have a proven record of success. 

So, why not rely on them to get you started - resist
ing the inclination too many novices have to make 
swing trading a lot harder than it needs to be. Then, 
move on to more complicated applications as you get 
more experience under your belt. 
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CHAPTER 5 

Some Swing-Trading 
Case Studies 

In Chapter 2, we provided an overview of the basic 
elements involved in technical analysis, which is used 
to analyze market price and volume data, as well as 

produce the various types of charts that can be used 
to illustrate trends, and thereby generate swing-trad
ing entry signals. While looking at charts is a good way 
to find appropriate candidates for swing trading, it can 
also be very time consuming-especially if you do it 
every day. For that reason, we recommend that you 
find and use a good software package that can screen 
stocks based on a variety of technical indicators and 
provide a list of those with promising chart patterns. 
This process, known as 11 pattern recognition," can 
combine the review of simple descriptive variables, 
such as high and low prices and average volume over 
a specific period, with analysis of more advanced indi
cators, ranging from simple moving averages to com
plex oscillators. 

While it's not necessary to have an in-depth under
standing of these indicators in order to be a success
ful swing trader, it is helpful to have a basic knowl
edge of some of the more widely used pattern recog-
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Four indicators 

we do want to 

take a closer look 

at include: 

• moving 

averages (MA) 

• "Force Index" 

• directional 

movement 

index (OM!) 

• "Up/Oownllnl 

Out" overlay 

nition criteria, as well as an idea of how they look 
when presented in chart form, and the impact they 
can have on your trading decisions (whether you 
make them or they're generated by an automated 
software package, or advisory service). To that end, 
we'll briefly describe some of our favorite indicators, 
then look at some examples of how they appear on 
candlestick and Equivolume charts. We'll then wrap 
up with several swin- trading case studies, presenting 
illustrations that show a trade-triggering chart pattern 
and list the criteria that prompted both entry to, and 
exit from, that particular trade. 

Favorite Indicators Used to 
Recognize Swing-Trading Patterns 
In laying the groundwork for presentation of our 
Master Plan, we've already discussed some of our 
more basic trade-selection criteria, such as the insis
tence that eligible stocks have a price of at least $12 
and an average daily trading volume of 500,000 
shares, or more. These are more important for their 
"protective" qualities than their analytical value-i.e., 
market makers can't manipulate such stocks as easily 
as they can low-price, low-volume issues-so we 
won't devote any more time to them than we already 
have. 

However, four indicators we do want to take a closer 
look at include moving averages (MA), the so-called 
"Force Index," the directional movement index (DMI) 
and the "Up/Down/ln/Out" overlay-a proprietary in
dicator available only on the recently updated Swing
Tracker software program. Let's start with a discus
sion of moving averages. 
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A Look at Moving Averages 
A moving average is simply the average closing price 
of a stock or index calculated over a specific number 
of days, usually ranging from 10 to 200. It's called a 
"moving" average because, on each new day, the cur
rent day's closing price is added to the average, while 
the oldest day's price is dropped. The average is then A moving 

recalculated, based on this formula: average is 

Simple MA = (P1 + P2 + ... + Pn) I n 
where "P" is the price being averaged 

and "n" is the number of days in the average 

In addition to the simple (or arithmetic) moving aver
age (SMA) calculated by the above formula, there are 
four other popular types of moving averages: expo
nential, triangular, variable and weighted. Moving 
averages can also be calculated based on a number of 
indicators other than the closing price, including 
opening, high and low prices, as well as volume. 

As the security's price changes, its average price 
moves up or down. All moving averages smooth the 
pattern of a stock's price movement - the more 
days in the moving average, the smoother the 
resulting pattern line-making it easier to identify 
trends. It is also significant to know where the cur
rent price is, relative to the position of the various 
moving averages, as well as whether the shorter
time-frame moving averages are above, or below, 
the longer-time-frame MA's. For this purpose, we 
typically focus on just three moving averages
those covering 10 days, 20 days and 50 days. 

Working only with the 10- and 20-day simple moving 
averages (SMA), we can identify two distinct indica-

simply the 

average closing 

price of a 

stock or index 
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specific number 

of days, usually 

ranging from 10 

to 200. 
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Uptrend 

Downtrend 

tors that a given stock is in an uptrend and might thus 

be suitable for a long swing trade. These are: 

• Today's closing price is above both the 10-day 
and 20-day moving averages. 

• The 10-day moving average is above the 20-day 

moving average. 

Trends have a number of identifying characteristics that 

can be linked to analysis of moving averages. 

For an uptrend, these include: 

• A pattern of higher highs and higher lows. 

• Rising 10- and 20-day MA's. 
• Higher volume on the upward legs. 

• Closing prices above the 20- and 50-day MA's. 

• An uptrend stock will find support at either the 

20- or 50-day MA. 

For a downtrend, the identifying characteristics 

include: 

• A pattern of lower highs and lower lows. 

• Falling 10- and 20-day MA's. 
• Higher volume on the downward legs. 

• Closing prices below the 20- and 50-day MA's. 
• A downtrend stock will find resistance at either 

the 20- or 50-day MA. 

The chart for the NASDAQ 100 Index, shown in Figure 

5.1, on the opposite page, illustrates how the 10-,20-

and 50-day moving averages are depicted graphically. 
it also shows the display of the "Force index," which 

we'll discuss next. 
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Dr. Elder's 'Force Index'-
A New Way of Using Volume 
Next, let's look at the so-called" Force index," an oscil
lator developed by Dr. Alexander Elder and detailed in 
his book, Trading for a Living. The Force index com
bines the three most essential pieces of market infor
mation-the direction of price change, its extent and 
trading volume. it provides a new, practical way of 
using volume to make trading decisions, and is calcu
lated using this formula: 

Force Index = Volume (today) 
x [Close (today) - Close (yesterday)] 

8 .0 

o 

·9.0 

42.31 
41 .06 
39.81 
38 .56 
37.31 
36.06 
34.81 
33.56 
32.31 

FIGURE 5.1 
This chart of 
the NASDAQ 100 
Index illustrates 
how 10-, 20-
and 50-day 
moving averages 
are depicted 
graphically. 
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The Force Index 

combines the 

three most 

essential pieces 

of market 

information -

the direction of 

price change, its 

extent and 

trading volume. 

Although the Force Index can be used raw, we prefer 
to smooth it with moving averages - specifically those 
covering 3 days (FI-3MA) and 13 days (FI-13MA). A 
3-day moving average of the Force Index is a very sen
sitive indicator showing the short-term battle between 
the bulls and the bears over a given stock or index, 
while the 13-day Force Index MA identifies the longer
term battle between bullish and bearish traders. 

When the FI-13MA is greater than zero and the FI-
3MA is less than zero, the bulls are winning, which 
signals an uptrend and a potential opportunity to do 
a long swing trade. And, when the situation is 
reversed - i.e., the FI-13MA is less than zero and the 
FI-3MA is greater than zero-the bears are winning, 
meaning the stock is in a downtrend and conditions 
could be ripe for a short swing trade. Once again, 
Figure 5.1, above, illustrates how the Force Index mov
ing averages are displayed on an Equivolume chart. 

The Directional Moving Index
A Trend-Following Indicator 
The "Directional Movement Index" (DMI) is a trend
following indicator developed by J. Welles Wilder, Jr. It 
was designed to help traders determine whether a 
stock or index is in a trending or non-trending market. 
Since the market is in a strong trend only about 30 
percent of the time, and moving sideways the remain
ing 70 percent of the time, this indicator can be used 
to identify periods in which the market is showing sig
nificant trending or directional behavior. 

The actual calculation of the DMI is fairly complex, so 
we won't bother with the math or the equations in
volved. Instead, we'll just describe how it's displayed 
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on charts, and how to quickly interpret it. Essentially, 
the display of the DMI consists of three lines: 

+01-The current positive directional index, 
which is the range of highs divided by the 
price range over the last day (including the 
prior day's close), smoothed over a given num
ber of periods. 

-01-The current negative directional index, 
which is the range of lows divided by the price 
range over the last day (including the prior 
day's close), smoothed over a given number of 
periods. 

AOX - A modified moving average of the 
difference between +DI and -DI, divided by 
the sum of +DI and -DI, multiplied by 100. 
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FIGURE 5.2 
The top panel 
of this chart for 
Olin Corp. shows 
the three OMI 
indicators as they 
are depicted in 
most charting 
software 
programs. 
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Up/Downlln/Out 

is a chart overlay 

program that 

color-codes the 

individual bars, 

or candlesticks, 

on charts, based 

on price move

ment in order to 

illustrate the 

relationship 

between the 

current high and 

low price and the 

previous day's 

high and low 

price. 

The DMI signals an uptrend when the ADX is greater 
than 30 (the higher the better), and the +DI line is 
higher than the -Dlline. Conversely, the DMI signals a 
downtrend when the ADX is greater than 30 (again, 
the higher the better), and the -DI line is higher than 

the +Dlline. The chart for Olin Corp. (OLN), shown in 
Figure 5.2 on the previous page, illustrates how the 

DMI appears on an Equivolume price chart. 

Introducing the Up/Down/ln/Out 
Indicator 
Up/Down/ln/Out is a chart overlay available only in 

mrswing.com's proprietary SwingTracker software pro
gram. However, it is a valuable indicator, so we felt 

you should at least be familiar with it if you plan to be 
an active swing trader. 

What Up/Down/ln/Out does is color-code the individ
ual bars, or candlesticks, on charts, based on price 
movement in order to illustrate the relationship 
between the current high and low price and the pre

vious day's high and low price. Here's an explanation 
of what the four elements of the overlay indicate: 

• Up (green) indicates that the current high is high
er than the previous high and the current low is 
higher than the previous low. 

• Down (red) indicates the current high is lower 
than the previous high and the current low is lower 
than the previous low. 

• In (yellow) indicates the current high is lower than 
the previous high, and the current low is higher 
than previous low. 
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• Out (blue) indicates that the current high is high
er than the previous high, and the current low is 
lower than the previous low. 

Because this book isn't being printed in color, we can't 
illustrate exactly how much the overlay enhances your 
ability to interpret chart price relationships, which is an 
important element in setting your swing-trade stops as 
spelled out in the Master Plan rules. However, if you visit 
the mrswing.com website, you'll be able to see several 
examples of how this indicator actually appears. 

On to the Case Studies 
You've now been introduced to a few more of our 
favorite indicators and seen a couple of examples of 
how they appear on Equivolume-style candlestick 
charts. Now take a look at Figures 5.3, 5.4, 5.5 and 
Figure 5.6, which follow, just to get some additional 
impressions of how the various indicators appear on 
charts and thereby increase your understanding of 
how to interpret them. 

Then, once you've done that, review Figures 5.7, 5.8 
and 5.9. The charts in those illustrations depict actual 
conditions when successful swing trades were initiat
ed, and the text under each of the charts detail the 
indicators that led to the opening of the trades, the 
actual prices that were used, what led to the trades 
being closed and the final profit on each position. 
With that experience under your belt-and the infor
mation you've gleaned from reading the rest of this 
book - you should be fully prepared to begin your 
own quest for potentially profitable swing-trading 
opportunities. 
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Figure 5.3 
This illustration 
shows the price 
movements of 
Georgia Pacific 
Corp. (GP) as 
depicted in an 
Equivolume 
chart. Review 
it, as well as 
those on the 
following two 
pages, not for 
any specific 
signal, but 
rather to get 
a feel for how 
the various 
indicators just 
discussed 
appear on 
Equivolume 
charts. 

FIGURE 5.4 
A sample 
Equivolume 
chart for KT 
Corporation 
(KTC) 
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FIGURE 5.5 
A sample 
Equivolume 
chart for 
Nordstrom, 
Inc. (JWN) 

FIGURE 5.6 
A sample 
Equivolume 
chart for 
Myriad 
Genetics 
(MYGN) 
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Figure 5.7 Trade: DFXI 

Date: 04/26/2002 

x 

Reasons for trade/setup: CLOSE> SMAC50 and CLOSE> 
SMAC20 (to be sure the stock is stili in an uptrend) and HIGH < 
HIGH1 and HIGH1 < HIGH2 AND (the stock must be experienc
ing a 3-day declinelpullback within the context of an uptrend) 
and FORCE3<=0 AND FORCE13>=0 (the short-term battle is 
now won by the bears, but stili the bulls are in control of the 
longer-term battle) 

Swing Entry Price: $42.48 (High of yesterday $42.42 + $0.06) 

Stop Loss Price: $41.35 (order $0.06 below the low of the 
previous day $41.41 - $0.06) 

Target: $45.45 (entry price +7%) 

Exit: $45.45 (05/02/2002) & $43.44 (05/02/2002) 

Reason for exit: $45.45 at a 7% gain on the long swing 
trade & $43.44 trailing stop low of yesterday $43.50 - $0.06 

Profit/loss: $1.965 = ($2.97 + $0.96)12 or gain of 4.63% 
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PFG • PRINCIPAL FINANCIAL GROUP (Dally 05/1012002) 
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Trade: PFG 

Date: 04/12/2002 

Reasons for trade/setup: CLOSE> SMAC50 and CLOSE> 
SMAC20 (to be sure the stock is still in an uptrend) and HIGH < 
HIGH1 and HIGH1 < HIGH2 AND (the stock must be experienc
ing a 3-day decline/pullback within the context of an uptrend) 
and FORCE3<=O AND FORCE13>=0 (the short-term battle is 
now won by the bears, but still the bulls are in control of the 
longer-term battle) 

Swing Entry price: $27.26 (High of yesterday $27.20 + $0.06) 

Stop loss price: $26.35 (order $0.06 below the low of the 
previous day $26.41 - $0.06) 

Target: $29.17 (entry price +7%) 

Exit: $27.94 (04/18/2002) 

Reason for exit: $27.94 trailing stop low of yesterday $28.00 
- $0.06 & Target of 7% never met 

Profitlloss: $0.68 or gain of 2.49% 
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FIGURE 5.9 Trade: PTEN 

Date: 03/26/2002 

Reasons for trade/setup: CLOSE> SMAC50 and CLOSE> 
SMAC20 (to be sure the stock is still in an uptrend) and HIGH < 
HIGH1 and HIGH1 < HIGH2 AND (the stock must be experienc
ing a 3-day declinelpullback within the context of an uptrend) 
and FORCE3<=0 AND FORCE13>=O (the short-term battle is 
now won by the bears, but still the bulls are in control of the 
longer-term battle) 

Swing Entry price: $26.84 (High of yesterday $26.78 + $0.06) 

Stop loss price: $25.94 (order $0.06 below the low of the 
previous day $26.00 - $0.06) 

Target: $28.72 (entry price +7%) 

Exit: $28.72 (03/28/2002) & $29.99 (04/03/2002) at open 

Reason for exit: $28.72 at a 7% gain on the long swing 
trade & $29.99 trailing stop low of yesterday $30.31 - $0.06 

Profit/loss: $2.515 = ($1.88 + $3.15)/2 or gain of 9.37% 
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SUMMARY 

The Up-and-Down 
Path to Profits 

Y
ou've now had a thorough introduction to 
swing trading - a 11 hybrid 11 investment metho

dology that eliminates many of the most nerve
wracking and frustrating features of both buy-and
hold investing and day trading, while minimizing risk 
and retaining a generous potential for profit. You've 
also learned the basic elements of technical analysis, 
reviewed how some of the key technical indicators are 
used, and seen how those indicators can be trans
formed into patterns on various types of charts. Plus, 
you've discovered how to use those charts as a means 
to recognize primary market trends and identify the 
best times to initiate new swing-trade positions. 
Finally, you've been given a proven set of rules and 
guidelines - our so-called Master Plan - which you 
can follow in determining when and how to both limit 
losses, and take profits, on your personal swing trades. 

Obviously, this is a lot of information to absorb, and it 
may take some time-and some rea/-world experi
ence- before you fully grasp all the finer points and 
subtle nuances of the swing-trading art. Even without 
a thorough understanding of those details, however, 

Obviously. this 

is a lot of 

information to 

absorb. and it 

may take some 

time - and some 

real-world 

experience -

before you fully 

grasp all the 

finer points and 

subtle nuances 

of the swing

trading art. 
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The driving 

principle of the 

swing concept is 

that you deal 

only in stocks 

which are 

already moving 

in an established 

trend - and you 

open only those 

positions, either 

long or short, 

that will profit 

from a continua

tion of that 

primary trend. 

you should have more than enough knowledge to be 
a successful swing trader. And, as you do more 
research on the subject - comparing brokerage firms, 
advisory service websites, software packages and 
other analytical tools-your level of knowledge will 
steadily increase, raising your measure of success right 
along with it. 

After all, the driving principle of the swing concept is 
that you deal only in stocks which are already moving 
in an established trend - and you open only those 
positions, either long or short, that will profit from a 
continuation of that primary trend. And, as you've no 
doubt often heard, investment lore strongly contends 
that, "The trend is your friend." Thus, whether expe
rienced pro or swing novice, you'll have strong market 
forces on your side in every trade you do. 

You'll also have a clear-cut set of operating rules to 
ensure your losses will be minimized when you do 
turn out to be wrong. And make no mistake, no mat
ter how much knowledge you acquire, or how much 
experience you garner, you WILL still have losing 
trades. That is the lone absolute with any investment 
strategy-swing trading not excluded. 

Earning your success will also require you to put in 
more than a little effort - i.e., though it's fairly simple, 
swing trading is NOT a lazy man's way to riches. You'll 
have to work hard to identify good swing trading can
didates and determine the optimum entry prices for 
your trades, as well as diligently monitor your posi
tions every day to ensure you exit at the right time
and at the right price. 

But, if you do all those things-exercising both pa
tience and discipline-you will almost certainly roll up 
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SWING TIP 

The secrets to swing-trading success are: 
Confidence! Discipline! 

Focus! Patience! 

far more winning trades than losers. And, ultimately, 
that means you should score substantial overall gains 
as a swing trader-something neither long-term 
investors nor day traders have been able to say with 
assurance in recent years. 

So, without further delay, take what you've learned in 
this book-and begin marching along the up-and
down path to swing trading profits. 

SWING TRADING SIMPLIFIED 91 





APPENDICES 

Key Resources for Swing Traders 

I
f you hope to be a truly successful swing trader, you'll need more 
resources at your disposal than just a pencil, a calculator and a few 
stock charts down loaded from a generic Internet financial news 

source. At a bare minimum, you will want some decent technical 
analysis charting software that's compatible with an online service 
that updates current market data and generates new charts based 
on the most recent prices. Obviously, there are any number of suit
able software packages on the market, as well as numerous quali
fied data-service providers and analytical advisory services, and a 
handful that offer a complete line of both online and at-home ana
lytical tools designed specifically for swing traders. Brief descriptions 
of the key services and packages are provided below, and we rec
ommend that you at least check them out before deciding on which 
resources to use. 

MrSwing.com is the website that provides access, either directly or 
via links, to all of the tools and services described below, as well as 
educational articles, products and an online store that sells charting 
software, analytical programs, books and other market-related 
items. 

• MrSwing Lite is a free online newsletter on swing trading, 
which you can receive weekly by filling out a simple subscription 
form. The newsletter, in HTML format, features articles on trad
ing strategy, product and book reviews, market commentary, 
educational information about swing trading and technical analy
sis, recaps of suggested trading rules, and recommendations on 
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specific swing-trading opportunities, including advice on where 
to position your entry and exit orders, and how and at what price 
to take profits. 

• SwingTracker 4.0 is a software package designed specifically for 
swing and day traders . It features the necessary hook-up for 
direct access to current quotes; real-time Intra-day charting 
capacity, and screens that allow you to scan a given universe of 
stocks for trading opportunities, based on a wide variety of crite
ria, including more than two-dozen key technical indicators. Other 
special features include: Automatic application of Equivolume 
and Force Index indicators on charts, if desired; pre-designed 
stock scans you can use if you don't want to specify your own cri
teria and real-time alerts to swing-trading opportunities. Figure 
A.1, below, illustrates the kinds of real-time charts SwingTracker 
produces in response to real-time stock scans. 

FIGURE A.1 Illustration of SwingTracker Scan Screen 
Featuring chart and pricing info for Lockheed Martin 

,... Owt ....... '-' ...... !,MQ ' • .. ~ ..... 

9~ - .. I=l~~~~.=J 

--------

'. 1-""". I =p -

94 SWING TRADING SIMPLIFIED 

.-



• SwingLab is a free online analytical service that works either 

independently or in conjunction with SwingTracker. It shows you 

many of the mathematical formulae used by mrswing.com in 
building specialized stock scans, and demonstrates how to use 

them. There are also step-by-step descriptions of how to set up 

the screens for running your own scans. Swing Lab is updated 

regularly, so you should check it often for new information and 

trading advice. 

• MasterSwings is mrswing.com's paid daily e-mail advisory ser

vice. Each day, subscribers receive Swing-Trading Alerts identify

ing the most promising long and short trades of the day. Alerts 

are generated by mrswing.com's state-of-the-art swing-trading 

models, which scan a universe of g,OOO-plus stocks, utilizing a 

variety of technical indicators and select only those potential 

trades that offer an optimum chance for profit with a strictly lim
ited risk. Each day's e-mail advisory features four different trade 

categories (bullish, bearish, reversals, and breakout-breakdown 

swings), with four different trade recommendations in each cat

egory. The alerts also feature entry, exit and money-management 

specifics for each recommended trade. 
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Interactive Brokers and 
optionsXpress 

Now, a more detailed look at two of the discount online brokers 
we prefer - just so you can see the features they have that are 

of particular value to swing traders. 

Interactive Brokers 
Interactive Brokers is a discount firm that's ideal for swing trading. 
It offers an order feature called one cancels all (OCA). This feature 
allows you to enter the three components of an order as a group. 
For example, for a long swing trade, this would include: 

• A buy stop to buy the stock when the price moves above the 
stop price. 

• A sell stop to sell the shares if the price moves down 4%. 
• A sell limit to lock in profits (on half the shares) when the price 

rises 7%. 

In other words, you are able to enter sell orders even before the 
stock is purchased. They then become active once the purchase 
transaction is completed. If only part of the buy order is filled (for 
example, half the shares), the quantity of the sell orders is adjust
ed accordingly. Once the stock is purchased, if either of the sell 
orders is executed, the other is automatically canceled. The OCA 
option is fairly rare among online brokers-but very valuable. 

Using these features, you can place your orders before the market 
opens and forget about them until the evening or the next day. 
You're probably saying, "But what if the market gaps up or down? 
The rules are different?" That's true, but gap openings happen infre
quently-and you can often predict if a stock is likely to gap up or 
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down by checking the prices in after-hours trading. If you have a 
concern, simply wait - but, if you're relatively sure a stock is likely to 
open within 50 cents of the prior-day close, go ahead and place 
orders for that position. 

Interactive brokers also offers other features valuable to both 
swing traders and other types of investors. These include: 

• Streaming real-time quotes, including after-hours prices. 
• High-speed execution. 
• Very low commissions-1 cent ($0.01) a share, with a mini-

mum of $1.00. 
• Execution in stocks, options, futures and options on futures. 
• Execution of trades on 40 exchanges in 16 countries. 
• Multi-currency trading for international clients. 

For further details, or to see about opening an account for your own 
swing trades, go to www.interactivebrokers.com. 

optionsXpress 
optionsXpress is another discount brokerage firm we like because 
of its many features favorable to swing traders. While the name sug
gests a specialist in options, you can trade stocks, bonds and mutu
al funds as well. optionsXpress also has a unique autotrading service 
called Xecute ™ that mrswing.com uses for several of its services. 
Their daily swing-trading recommendations also go directly to 
optionsXpress, which will automatically place the buy and sell orders 
for your account. This is a particularly convenient feature for sub
scribers who are unable to watch the market. 

For swing traders, optionsXpress has a feature called one cancels 
other (OCO). Once a long trade is placed, both closing sell orders 
(the limit and the stop) can be placed simultaneously. Then, when 
one is executed, the other will automatically be canceled. options
Xpress is also working on a feature (which will likely be ready by the 
time you read this) that will allow buy and sell orders to be placed 
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simultaneously - a sign of their commitment to make improvements 
based on the needs of their swing-trading customers. 

optionsXpress also offers other features valuable to both swing 
traders and other types of investors. These include: 

• Streaming real-time quotes, including after-hours prices 

• High-speed execution 
• Low commissions - e.g., $19.95/ $14.95 for mutual funds and 

up to 10 option contracts 

• State-of-the-art charting/ technical analysis and order-entry 
features in their account-management software 

• Up-to-the-minute commentary and broad-market statistics 
• Features specifically designed for options traders, such as the abil

ity to easily trade both puts and calls, and to place orders for such 
combinations as spreads, straddles, strangles and butterflies 

• Tools especially designed for options traders, including Option 
Dragon (a screening tool) and Option Pricer 

• Option-trading approval for retirement and custodial accounts 

For further details, or to see about opening an account for your own 
swing trades, go to www.optionsxpress.com 

SWING TRADING SIMPLIFIED 99 





Resource Guide 
Tools for Success in Trading 





Recommended Reading 

Advanced Swing Trading 
By John Crane 

Swing trading, a powerful technical approach for profiting from 
shorter-term price moves (several days to a couple of months) - is 
sweeping the trading world. And once you've mastered the basics, 
you're ready to tackle the innovative and accurate swing-trading sys
tem outlined in John Crane's new bestseller. 

$69.95. Item #T190X-1199048 

Tools and Tactics for the Master Day Trader 
By Oliver Velez and Greg Capra 

A no-nonsense, straight-shooting guide from the founder of Pris
tine.com, designed for active, self-directed traders. Provides potent 
trading strategies, technical skills, intuitive insights on discipline, psy
chology and winning methods for capturing more winning trades, 
more often. 

$55.00. Item #T190X-11221 

These books along with thousands of others are available at a 
discount from Traders' Library. To place an order or to find out 

more, call 1-800-272-2855 or visit our web site at 

www.traderslibrary.com 
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Swing Trading 
Power Strategies to Cut Risk and Boost Profits 

By Jon Markman 

Ideal for today's active traders, swing-trading bridges the gap be
tween long-term "buy-&-holders" and day traders. Now, CNBCI 
MSN Money's Jon Markman presents the highly profitable, risk-abat
ing benefits of swing trading in a thorough, move-by-move play
book for swing trading in the big leagues. 

$29.95. Item #T190X-821613 

The Master Swing Trader 
Tools and Techniques to Profit from Outstanding 
Short-Term Trading Opportunities 

By A/an Far/ey 

Enter the hidden world of master pattern recognition and build pow
erful swing-trading strategies that respond quickly to changing mar
ket conditions. This complete, practical guide to modern swing trad
ing includes over 180 illustrations and dozens of proprietary setups 
that illustrate both classic and highly original short-term tactics. 

$55.00. Item #T190X-11668 

Market Evaluation and Analysis for 
Swing Trading 
By David S. Nassar and Bill Lupien 

Nassar and Lupien, two of the industry's most influential traders, 
share with readers their techniques and strategies for successful 
swing trading in today's market. You'll learn how to work the mar
ket to your advantage by recognizing supply and demand imbal
ances, reading the strength of bids and offers, and spotting market 
maker trading patterns. This "must-have" guide is an essential re
source for every swing trader. 

$55.00. Item #T190X-1661626 
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Beginner's Guide to Short-Term Trading 
By Toni Turner 

Toni Turner does it again! This bestselling author and trading coach, 
delivers another strategy-packed guide for short-term trading. Ideal 
for anyone new to the game - and those looking for ways to boost 
their short-term trading profits- it's compact, to-the-point and 
filled with need-to-know facts. 

$15.95. Item #T190X-41613 

The Candlestick Course 
By Steve Nison 

Get instruction from the expert in Candlestick Charting, Steve Nison. 
In this easy-to-understand book, Nison explains the practical appli
cations of this hot new trend. By providing quizzes, Q&As, and 
intensive examples, Nison gives readers the knowledge they need 
to get involved in this new financial concept. 

$59.95. Item #T190X-84668 

The New Market Wizards 
Conversations With America's Top Traders 

By Jack Schwager 

In the classic hard-cover version, this title is a true investment 
"Bible." In-depth interviews with key players expose every facet of 
their winning strategies for consistently outperforming peers. See 
how you can do it, too! 

$39.95. Item #T190X-2106 

Call 1-800-272-2855 or visit our web site at 

www.traderslibrary.com 
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Encyclopedia of Chart Patterns 
By Thomas Bulkowski 

In addition to utilizing various indicators that help identify trends, 
there is a multitude of chart patterns in this new book that will tell 
the analyst whether the stock or commodity is in a bullish or bear
ish mode. Also included in this book are patterns that tell the ana
lyst what the stock is going to do, based on where its price has 
been. 

$79.95. Item #T190X-10781 

These books along with thousands of others are available at a 
discount from Traders' Library. To place an order or to find out 

more, call 1-800-272-2855 or visit our web site at 

www.traderslibrary.com 
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At Home Workshops 

Swing Trading Essentials with Jon Markman 

Master the latest techniques and newest methods for reaping even 
bigger profits by swing trading, direct from the best-selling author of 
Swing Trading and CNBClMSN Money columnist. Swing trading-or 
buying stocks for holding periods of a week to 6 months-is fast 
becoming the new trading paradigm. Now, this well-known expert 
will guide you through his personal and proven secrets for swing
trading success-in the comfort of your own home. 

$99.00. Item #T190X-1674511 (VHS) 
$99.00. Item #T190X-1674562 (DVD) 

Swing Trading with Oliver Velez 

Finally a video workshop on swing trading! Comes with online 
manual featuring everything you need to master swing trading and 
take it to new levels of success. See why one trader says he bought 
the tape ... made $700 on a short sale, right off the bat, using the 
technique. Seriously ... a quality video. 

$99.00. Item #T190X-11356 (VHS only) 

These videos along with hundreds of others are available at a 
discount from Traders' Library. To place an order or to find out 

more, call 1-800-272-2855 or visit our web site at 

www.traderslibrary.com 
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Intra-Day Trading Tactics with Greg Capra 
Successful Intra-day trading is a fine art-and Greg Capra is a mas
ter of the game. Now, he shares his personal secrets for prospering 
in this high-intensity arena. Displaying confidence, discipline and 
patience - the 3 traits of winning traders - he demonstrates how 
to pool an array of indicators to create a profitable trading protocol 
that can be used again & again. 

$99.00. Item # T190X-41617 (VHS only) 

Intra-Day Trading Strategies 
Proven Steps to Trading Profits with Jeft Cooper 

The famous Hit & Run Trading author and TheStreet.com columnist 
unveils personal weapons for winning in short-term markets. Jeff 
goes beyond anything he's written, sharing his coveted intra-day 
strategies with you, one-on-one. 

$129.00. Item #T190X-1674508 (VHS) 
$129.00. Item #T190X-1674510 (DVD) 

The Jack Schwager Trading Course 
Your Complete Guide to Mastering the Markets 

This comprehensive home study course, from "Market Wizard" 
Jack Schwager is the ultimate trading workshop. This 12-tape 
course is incredibly comprehensive. It's easy to follow, understand 
and apply. It comes with a thick reference manual that reinforces 
each critical point, and a complete Online Chart companion that 
allows you to print out and study each chart as you go. 

$799.00. Item #T190X-1198400 (VHS) 

Call 1-800-272-2855 or visit our web site at 

www.traderslibrary.com 
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FREE 2-Week 
Trial to 

SwingTracker 
Try the best stock charts 

and market analysis
FREE-for 2 weeks. You'll 
discover: 

• SwingTracker v4.0 
- a quote, scan and 
charting software 
designed specifically 
for swing & day 
traders 

• Real-time Intra-day 
technical charts 

• Sophisticated stock 
tools & dozens of 
technical indicators 

• Plus many special 
features-all right 
at your fingertips
and all exclusively 
for swing traders 
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MrSWING Lite Newsletter ........................... FREE 
A Free weekly Newsletter full of swing-trading opportunities. Subscribe and 
receive a weekly newsletter free of charge, which includes trading master plan 
opportunities, examples, tools, books, brokers, and more. 

Chart of the Week ................................ FREE 
Chart of the Week is a free email newsletter devoted to providing insightful 
charts on a variety of technical topics, delivered directly to your inbox when 
updated! 

Swing Lab ........................................ FREE 
The free Think-Tank for swing-trading patterns coding! Our attempt is to 
write about and discuss swing queries that produce daily swing trading 
opportunities in SwingTracker. 

SwingTracker RISK-FREE 2-WEEK TRIAL . .............. $39.9S/m 
Find the proven powers in swing trading with SwingTrackerv4.0! SwingTracker 
4.0 is real-time stock quotes, scan, and charts software, featuring EquiVolume 
& Force Index. Sign up for a free two-week trial period today. 

Best Swing Trading ............................ $249/m 
Posted nightly in our members-only section of the web site. The swing-trading 
newsletter is perfect for those who want consistent returns, but do not want 
to sit in front of the computer all day. 

OptionSwings Weekly Newsletter ............... $99.90/m 
Earn 50%-140% per month trading options regardless of market movement. 
Now with AUTOTRADE! 

Sector-Swings Weekly Newsletter. ............... $S9.9S/m 
How to trade sectors like a pro! Now with AUTOTRADE! 

QQQ-Swings IntraDay Newsletter ............... $69.9S/m 
QQQ-Swings Intra-Day Stock & Options Swing-Trading Alert! 
Now with AUTOTRADE! 

Sector-Swings IntraDay Newsletter .............. $S9.9S/m 
Sector-Swings Intra-Day Stock & Options Swing-Trading Alert! 
Now with AUTOTRADE! 

MasterSwings Daily Newsletter ................. $39.9S/m 
MrSwing's Daily Stock Swing-Trading Alerts! You can now receive in-depth 
swing trading from Larry Swing, every day! 
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About the Author 

U
RRY D. SPEARS is an editorial consultant based in Amarillo, 

Texas. A former editor with The San Jose Mercury and The Los 
ngeles Times, Mr. Spears now specializes in the production of 

financial and investment reports. 

An active investor and an options trader since 1978, he is the author 
of several books such as Commodity Options: Spectacular Profits 
With Limited Risk, and 7 Steps to Success Trading Options Online. 

He is also the co-creator and editor of Hume Group Inc.'s Super
Investor Files series; co-author of Money Magazine's" 1 00 Steps to 
Wealth" series; and editor of several stock market advisory letters, as 
well as other investment publications and articles. 
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Marketplace Books, 
are available at discounts 

that make it realistic to provide 

them as gifts to your customers, 

clients, and staff. For more infor

mation on these long-lasting, cost

effective premiums, please call John 

Boyer at 800-272-2855 or e-mail 

him at john@traderslibrary.com 



"As an avid swing trader and educator myself, I find that this book communicates the 
essence of swing trading in a simple and straightforward way. It describes the tools 
necessary to identify swing-trading opportunities, and explains the guidelines 
needed to implement this strategy. Filled with innovative and important trading 
techniques, it is a great asset to beginner and experienced swing trader alike." 

Larry Swing, MrSwing.com 

Learn the basics--or refine your skills-with this fast-reading swing trading 
primer. With a foreword by the popular "MrSwing.com" - this new guide from Larry 
Spears makes the powerful swing trading concepts more accessible and easier to 
implement than ever. 

As traders increasingly seek a sensible balance between the high-risk world of day 
trading and the long-term "buy and hold" crowd-swing trading has grown in 
prominence. Advances in computerized charting, online order processing and read
ily available market analysis have helped turn swing trading into the leading strategy 
for today's active trader. Now, learn to make this lucrative strategy work for you in 
simple, practical terms. A true asset to even the most experienced market player, 
you'll discover: 

• What swing trading is-and why it works 
• How to identify which stocks to swing trade 
• Entry and exit points to maximize profits, and minimize risk 
• The Master Plan-step-by-step rules to increase profitability 
• Key analytical and online tools you can use to enhance your swing trading 

success, and so much more. 

The best part? With Swing Trading Simplified in hand, you'll be able to implement 
your own profitable program without being glued to your monitor. Simply pick 
your position, enter a close, and a protective stop, and go back to your day-it's that 
easy! Add or restore vitality to any investment program - using the simplified tech
niques found in Swing Trading Simplified. 

MARKETPLACE BOOKS 
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