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THE FOUR MARKET PHASES




THE PERSONALITY Wi
OF MARKETS THEORY

The Personality of Markets Theory (PMT) states that stocks tend to
cycle through various persondlities over time. Irade ONLY during the
most favorable cycles, as these provide the best opportunities.

* A well-behaved personality is likely to
remain well-behaved until it proves
otherwise

* A volatile, un-structured personality Is
ikely to remain as such, until it proves
otherwise

* Instruments will gradually switch
between phases over time
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you better anticipate future price
movement, and the clean price
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FOUR MARKET PHASES  ‘Shuitsies

The Four Market Phases were pioneered by Richard D. Wyckoff and
help to provide understanding of the various price cycles, which allows
for better market timing.

FOUR MARKET » Gives traders a “heads-up’ on the
PHASES: potential upcoming market phase
* Allows you to anticipate, and
1. AGCUMULATION prepare for, upcoming price

movement

2. DISTRIGUTION

* Traders that can recognize market
9 MARKUP phases are able to identify the best
profit-making opportunities

4. MARKDOWN

» Tallor your approach to the phase




FOUR MARKET PHASES  ‘Fhiis

3. Distribution
.

W Accamuiation

1. Accumuiation
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ACCUMULATION e

The Accumulation phase occurs when institutional investors begin
buying up substantial supply of a given stock, which creates
compression, and usually leads to a Markup phase.

» Institutions buy large amounts of stock

| | Contraction bu
over long periods of time, so as not to hefore pﬁ
drive up the price Expansion ﬁu
|
* A large trading range, or base, develops 0‘
as Institutions build their position J"‘?
 Recognizing the Accumulation phase === =======7---"-1

» Wyckoff: believes this phase Is the
“force” behind the upcoming move
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gives Insight into future opportunity l
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MARKUP STp—

The Markup phase occurs after a period of Accumulation, and usually
leads to a sustained, trending move. This phase provides the BEST
opportunity for trading.

* Price breaks out of the Accumulation EXpansion .'“m'w
phase, and begins trending higher after ; ! .
Contraction ,lpﬁ :

* The big money bought during the
Accum phase, now retall money joins In

» This Is the most profitable time to buy,
and also the “safest” time to buy

» Wyckoff: believes this phase Is the
direct result of the Accumulation phase
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RANSITION TO MARKUPZ it
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DISTRIBUTION e

The Distribution phase occurs when institutional investors begin slowly
liquidating (selling) their inventory of a given stock, thus creating
compression, which typically precedes the Markdown phase.

* Institutions begin selling large amounts
of stock over long periods of time, so
as not to disturb price

----

* A large trading range develops, as ) ’
Institutions liquidate their position

 Recognizing the Distribution phase | ’i
gives Insight into future opportunity Contraction " ']
‘\i

. . | hefore
VWyckoft: believes this phase is the Expansion w

“force” behind the upcoming move
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MARKDOWN AP

The Markdown phase occurs after a period of Distribution, and usually
leads to a sustained, trending move. This phase provides the BEST
opportunity for trading.

* Price breaks out of the Distribution i“
phase, and begins trending lower wn HW MH

* The big money sold during the
Distribution phase, now retail money
Joins In

* This Is the most profitable time to sell

short, and also the “safest” time to sell Expansion

| | after
« Wyckoft: believes this phase is the Contraction
direct result of the Distribution phase
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STP AXIOMS

Many of Wyckof['s basic tenets have become foundational standards of
technical analysis, including the concepts of accumulation/distribution
and the power of price and volume in determining price movement.

;(/
|

SWING TRADE PRO AHIOMS

|. The best price moves occur when there has been enough time to
allow for a period of accumulation or distribution

2. Only trade during the Markup and Markdown phases
Buy pull-backs during the Markup phase (Discounts)

- Sell pull-backs during the Markdown phase (Premiums)

3. Avoid trading during periods of Accumulation or Distribution
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UNDERSTANDING VALUE




PROFESSIONALS Wit
UNDERSTAND VALUE

Professionals rely upon their ability to identify value opportunities, and
exercise discipline to only trade when good value is present.

» Quickly and accurately determining
value directly affects profitability

» Patience and discipline are the keys to
consistently trading value opportunities

» Requiring good value for EVERY trade
dramatically improves odds for success

* Trading value reduces risk and
maximizes the potential gain




AUCTION MARKET ~— ‘Fhiiiss
THEORY

Auction Market Theory allows traders to make decisions based on
market-generated data that is a reflection of supply vs demand.

* The market operates solely to facilitate trade
* Price Is a tool used to advertise value

» Price auctions up to motivate sellers, and down to
motivate buyers

» Price auctions higher until the last buyer has bought,
and auctions lower until the last seller has sold

* When buyers/sellers find an agreeable price, they
trade in large volume, thereby establishing “value”




VALUE BASICS e

Pros assess value in order to identify when prices are at a discount or
bremium. [dentifying value is the cornerstone to profitable trading.

* Price Is used as a tool to advertise value

* Value 1s the dominant variable in markets; changes constantly
* Price Is valued differently in each timeframe

» Historical value maintains significance into the future

* Demand drives value; change in value reveals demand

» Professionals look to buy undervalued opportunities
(Discounts), and sell overvalued opportunities (Premiums)




DISCOUNTS & PREMIUMS st

Iraders become consistently profitable when they limit their trading to
only buying discounts and only selling premiums.

DISGOUNTS PREMIVMS

Any deduction from the nominal value Any sum above the nominal value

|. Cheaper than fair value |. More expensive than fair value

2. Excess supply; decreased demand 2. Low supply; increased demand

3. The godl is to always buy below fair 3. The goal is to always sell above fair
market value market value

4. Always buying below value 4. Always selling above value
(Discount) offers the quickest path (Premium) offers the quickest path
to consistent profitability to consistent profitability

Buy Discounts during Markups
Cover short positions at Discounts

Short Premiums during Markdowns
Liquidate long positions at Premiums

O Lm
O~ Ln

during Markdowns during Markups




5 SIMPLEVALUE RULES  ‘Whwiaies

The 5 Simple Value Rules help to train your mind to only trade during
periods that offer the best odds for success.

9 SIMPLE VALUE RULES

|. Buy when price Is undervalued (Discount)
2. Sell when price is overvalued (Premium)
3. Buy when prices are trending up (Markup)

4. Sell when prices are trending down (Markdown)

5. Avoid trading during periods of Accumulation or Distribution
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IDENTIFYING VALU
OPPORTUNITIES

The ability to quickly and accurately identify value opportunities
will set you apart as a trader.

* |dentifying value opportunities is both
easy and difficult

« Once you master a few simple
concepts, you'll be able to easily
identify value in any chart

* When you're able to identify discounts
and premiums, limit your trading to
only these opportunities
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Identifying value opportunities can be quite easy, especially
when using the right tools in the right way.

PEMA

Pivot-Based Exponential
Moving Averages visually
reveal value opportunities
during trending markets

|. Simple; accessible

2. Multiple moving
averages easily identify
the trend, and its value
opportunities

3. “Stacked & sloped”
offers the best way to
use this method

PIVOT RANGE

The Pivot Range reveals a
value area each month,
which is used to identify

value opportunities

. Simple, accessible

2. Pivot range trend and

width analysis can help
identify great value and
breakout opportunities

3. "Buy dips, and sell rips”

at the pivot range
during trending markets

VWAP

Volume-Weighted Average

Price is a classic indicator

that clearly reveals a real-
time value line

|. Simple, semi-accessible

2. VWAP offers a real-time
view of value, and over/
undervalued price levels
are easily identified

3. "Buy dips, and sell rips”
at VWAP during a
trending market
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Pivot-Based Exponential Moving Averages (PEMA) provide an easy
method for identifying value opportunities during trending markets.

PEMA

Pivot-Based Exponential
Moving Averages visually
reveal value opportunities
during trending markets

|. Simple; accessible

2. Multiple moving
averages easily identify
the trend, and its value
opportunities

3. “Stacked & sloped”
offers the best way to
use this method

Buy and Sell pull-backs only within
established Markup or Markdown phases

Sell Premiums

| I
| .
¢" "

T
"'¢:"¢'
| -2 N "By D
Lot et E uy Discounts
'¢' .* ’¢'
- -
¢"'¢" ¢"
P l 4
P MAs should always be

13/34/55° 7. “stacked & sloped”




GETTING STARTED Fhitiiss

Pivot-Based Exponential Moving Averages (PEMA) use the pivot point
(or typical price) as the input, rather than the standard Close price.
However, you can use any style or combination of inputs and moving
averages to execute the same approach.

THE INPUT: MOVING TREND
PIVOT POINT AVERAGES INTENSITY
The Pivot Point: Choose your preferred style | | Adjust the moving averages
(H+L+C) /3 of moving average to the intensity of the trend
|. Pivot-based EMA |. Exponential: faster I. High: 8/13/21
2. Standard Close 2. Simple: classic 2. Med: 13/21/34
3. Low: 13/34/55
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< Buying Climax

Value opportunities always exist

during a Markup phase when the "

| 83.83
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Buying discounts on the

way up will continue to work {7
until a buying climax says the

: 74
party Is over
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I I:l ! * 1 ﬁ 50.04
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' The party Is over when price

fails to make a new low

38

37

: Sell Premiums %

] 35

i s
.!

33

32

#.ﬂl.ﬁml h
Buy (Cover) ———— 1 jion

Discounts \.Tl L e
[l‘jlﬂl 28

Fails to make new low —Iﬁ—b b !

29M




%I\IUI;R"QQ

PIVOT RANGE
ANALYSIS




PIVOT RANG

= ANALYSIS ‘Shyitates

The Pivot Range is a multi-faceted indicator that reveals value areas in
any chart and timeframe, making it easy to identify great bargains.

PIVOT RANGE

The Pivot Range reveals a
value area each month,
which is used to identify

value opportunities

|. Simple, accessible

2. Pivot range trend and
width analysis can help
identify great value and
breakout opportunities

3. "Buy dips, and sell rips”
at the pivot range
during trending markets

Buy and Sell pull-backs only within
established Markup or Markdown phases

Sell Premiums I
| ' |

.............. Higher and Lower Value
relationships make for
"""""""" the best opportunities




GETTING STARTED

it

l(/
O

The Pivot Range is a simple indicator that can be easily calculated with
a spreadsheet, but is not a commonly included indicator for most
trading platforms. However, many traders have already written the code
for this indicator for the most popular platforms.

THE PIVOT
RANGE

The monthly Pivot Range
uses the prior month’s
H/L/C as inputs

. Pivot: (H+L+C) /3
2.BC(H+L)/2
3. TC:P + (P - BC)

TYPES OF
CALGULATIONS

The Pivot Range is flexible
and can be calculated for
many timeframes

[. Daily
2. Weekly
3. Monthly
4. Yearly

PIVOT-BASED
ANALYSIS

The Pivot Range can be
used in many types of
analytical ways

[. Trend Andlysis
2. Width Analysis
3. Relationships
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(
" ABC - AMERISOURCEBERGEN CORP (DAILY) =N =R ==

Template: Pivot Range v | High: 46.62 Low: 4599 Last: 46 40 Zoom |[DAY ¥ Symbol v| | [Scale~
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The Pivot Range helps to keep you +ﬁW “11
disciplined to the trend

?J+1r”

" m”r' hl]
i, I

|

Trend Integrity

ﬂ b|45.37
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v
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|

After a breakout from an lﬂ
Accumulation phase, you'll want u‘ mr T’ﬁll nl &U
to buy Discounts at the Pivot m Byppog? ) ng+
Range during the Markup phase mwﬁ*
! pﬁ:lilﬂ' ++lu
|
ol
e gﬁﬂ'_@ﬂ(— Buy Discounts
l I Price tends to remain above
) Wﬁﬁﬁ#ﬁ the Pivot Range during highly
............ M bullish Markup phases
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AP o~ a
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Pivot Range ends the Markdown }12s

g ,
W|W|"'| ! IQWE Sell Premiums

l ‘ 12.0
\_W. .. lfﬂ ......... - “i"d"'"' —¥ l
|h°|iq 0 ' 15
‘mm* iz ﬂlﬂﬂm 11.05
i
T ;‘%@
Fach test at the Pivot Range is “ 'lm‘m—w._m 105
the market "retesting’” value to fl‘ll —
reaffirm directional conviction 0 4 100

W
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OIVOT RANGE ANALYSIS %

OWN THE MARKET

The first pull-back to the Pivot Range after a
breakout from a Distribution phase can be
the first of many during a Markdown phase

[";QI'IQQ
™, RAI- REYNOLDS AMERICAN INC (DAILY) == =R
gggplate: Pivot Range v | High: 44 35 Low: 43.66 Last: 44 25 Zoom | Period v| Symbol | .| [Scale~
Illsel.malel e DD - /: e > e.? |IISi(|GOC|t,a|IIB =
" D&Tﬂh ﬂ]ﬁ* N my jmi & }
vl ' Sell Premiums |,
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42

41
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" N MRO - MARATHON OIL CORP (DALLY) =n EcR=
Template: Pivot Range v | High: 3449 Low: 3348 Last: 34.00 Zoom | Period ¥| Symbol | .| [Scale~
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OIVOT RANGE ANALYSIS %

OWN THE MARKET

|
" AEP - AMERICAN ELEC PWR INC (DAILY) =N R
Template: Pivot Range v | High: 44 61 Low: 44 23 Last: 44 58 Zoom |[DAY ¥ Symbol v| | [Scale~
2012
Feb Mar Apr May Jun Jul Aug Sep Oct

iCentralPivotRange (0, 0)

Any pull-back, regardless of if 0}1 |L|
it's at the Pivot Range, can be a
value buy as long as price
remains above the Pivot Range
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VOLUME-WEIGHTED
AVERAGE PRIGE




OWN THE MARKET

\/WA o WPIVOEBOSS

Volume-Weighted Average Price is a powerful indicator that illustrates
where the average trader bought and sold, thus revealing fair value.

‘,“jﬂp Buy and Sell pull-backs only within
established Markup or Markdown phases

Volume-Weighted Average
Price is a classic indicator Sell Premiums

that clearly reveals a real- | -
time value line | ' |

[. Simple, semi-accessible .

2. VWAP offers a real-time ke
view of value, and over/
undervalued price levels
are easily identified -

3. “Buy dips, and sell rips” -’ VWAP should always

at VWAP during a - trend higher below price,
: A or lower above price

| o Buy Discounts

trending market




GETTING STARTED

OWN THE MARKET

¥PIVOLBOSS

Volume-Weighted Average Price (VWAP) is a powerful indicator that
many high-level professionals use daily. This indicator is oftentimes a
standard indicator for many trading platforms, but the ability to
customize the indicator is not yet standardized and is less common.

VWAP
CALGULATION

Calculates the ratio of the
value traded to the total
volume traded

ZjPJ'QJ'
Zij

P VWAP =

TIMEFRAME
FLERIBILITY

The best VWAP indicators
allow for customization of
the period calculated

[. Daily

2. Weekly
3. Monthly
4. Quarterly

VWAP
ANALYSIS

VWAP can be used in a
variety of ways, but
identifying value is tops

[. BULL: Buy at or Below
2. BEAR: Sell at or Above
3. NEUTRAL: Sell Above;
Buy Below




THEVWAP MATRIX

OWN THE MARKET

¥PIVOLBOSS

The VWAP Matrix illustrates the most common “thought process” used
by professionals when determining trade ideas using VWAR

VWAP MATRIN

The VWAP Matrix
“Calls to Action” & Results

|. Action: Buy Below
Result: Profitable Trade
2. Action: Sell Above
Result: Profitable Trade
3. Action: Buy Above
Result: Aggressive Buying
4. Action: Sell Below
Result: Aggressive Selling

Following the standard “Rules” of the VVWAP
Matrix generally leads to profitable trading.

Profitable Aggressive
Trade Selling

Aggressive Profitable
Buying Trade
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VWAP ANALY SIS

wPIVOLB0SS

™% NWL - NEWELL RUBBERMAID INC (DAILY) (o |[®@][=]
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VWAP ANALYSIS e
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VWAP represents fair value, regardless of the T 37

: , Ny 3662
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VWAP ANALY SIS

™\, UPS - UNITED PARCEL SERVICE INC (DALLY) == =
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OWN THE MARKET

¥PIVOLBOSS
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VWAP ANALY SIS

it
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value, however, any pull-back to
value from a recent high/low can
also fall within these categories

By definition, Discounts and "
Premiums are above and below *

Discounts —»

|
|

[ . £0G - E0G RES INC (DAILY) =% EoR <= 1
;g;nzplate: VWAP ~ | High: 133.39 Low: 130.14 Last: 133.28 Zoom | Period ¥| Symbol | .| [Scale~
SSSAP (4 - Quarterl;}M? )r - e P _ =

remiums

Lol 4
L 4
by If ™ ﬁu! ~ "
........................... !.E] ‘\ . 10
""""""" ? = “"---..._ [lTI?..T*..* .

------ ||ﬂi+¢++l ! *+ﬁ il 4?
T T,

1

“*Tluwu“l "

| 90

TT*HT 85.16

6.7M




\/WA D ANALYS ‘ S OWN THE MARKET
¥PIVOLBOSS
[\ F - FORD MTR CO DEL (DALLY) == Eo = |
Template: VWAP ~| High: 13.16 Low: 13.06 Last: 13.09 Zoom | Period ¥| Symbol | .| [Scale~
2012
;J/L\I/IVAP @- Qdﬁrl:gny. 7 = Ot Hov Dec T 2
Just remember; If you have an e
established Markup phase in a ) mﬂ e
well-behaved instrument, the Premium
market is likely to follow the v . 20
rules of Auction Market Theory | i oy ] s
uT iﬁ‘ﬁl “,”?u o7 o
AR
Dﬂﬁﬂ-l. o o 4* """""" 105
ﬂl&*lﬂ I +i ?' ﬂ._'lbl.'l.f- . -T-é * 00
i Discount )
al Wm0 e |
%‘f‘l‘i ~~~~~~ D*..;ﬁﬂ.i.‘?.f ......... Vo 0L O
e o
1403 M
||||||“’|||“||||||||||||||||||||||||“‘IH|||||||||||H||||||||||||||H||"|H|||I|H|I||||‘||||||||‘H|H




OWnN THE MARKET

MOVING FORWARD PIVOERGSS

At its core, profitable trading is all about understanding market
structure and value. The rest is technigue and discipline.

» The Four Market Phases help you
understand market structure

» Seek out phases of Accumulation and
Distribution in order to trade during
the subsequent Markups/Markdowns

* The concepts of Value, Discounts, and
Premiums tell you when to buy & sell

* Limit your trading to opportunities
that offer a path of least resistance
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SUWING TRADE PRO

FOUNDATIONAL SWING TRADING GONGEPTS
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