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These videos and accompanying educational materials (collectively, “the Educational Materials”) are created and authored by Adam Grimes (the “Content
Creator”) and are published and provided for informational and entertainment purposes only. The information in the Educational Materials constitutes the
Content Creator’s own opinions. None of the information contained in the Educational Materials constitutes a recommendation that any particular asset,
instrument, security, portfolio of securities, transaction, or investment strategy is suitable for any specific person. You understand that the Content
Creator is not advising, and will not advise you personally concerning the nature, potential, value or suitability of any particular security, portfolio of
securities, transaction, investment strategy or other matter. To the extent any of the information contained in the Educational Materials may be deemed
to be investment advice, such information is impersonal and not tailored to the investment needs of any specific person. Any statements about income,
expressed or implied, does NOT represent a guarantee. Your actual trading may result in losses as no trading system is guaranteed. From time to time, the
Content Creator or its affiliates may hold positions or other interests in assets mentioned the Educational Materials and may trade for their own
account(s) based on the information presented. The Content Creator may also take positions inconsistent with the views expressed in the Educational
Materials.

Hypothetical performance results have many inherent limitations, some of which are described below. No representation is being made that any account
will or is likely to achieve profits or losses similar to those shown. In fact, there are frequently sharp differences between hypothetical performance
results and the actual results subsequently achieved by any particular trading program.

One of the limitations of hypothetical performance results is that they are generally prepared with the benefit of hindsight. In addition, hypothetical
trading does not involve financial risk, and no hypothetical trading record can completely account for the impact of financial risk in actual trading. For
example, the ability to withstand losses or adhere to a particular trading program in spite of trading losses is material points which can also adversely
affect actual trading results. There are numerous other factors related to the markets in general or to the implementation of any specific trading program
which cannot be fully accounted for in the preparation of hypothetical performance results and all of which can adversely affect actual trading results.

Futures Trading Disclaimer: Transactions in securities futures, commodity and index futures and options on futures carry a high degree of risk. The
amount of initial margin is small relative to the value of the futures contract, meaning that transactions are heavily "leveraged". A relatively small market
movement will have a proportionately larger impact on the funds you have deposited or will have to deposit: this may work against you as well as for you.
You may sustain a total loss of initial margin funds and any additional funds deposited with the clearing firm to maintain your position. If the market
moves against your position or margin levels are increased, you may be called upon to pay substantial additional funds on short notice to maintain your
position. If you fail to comply with a request for additional funds within the time prescribed, your position may be liquidated at a loss and you will be
liable for any resulting deficit.

The risk of trading can be substantial and each investor and/or trader must consider whether this is a suitable investment. You should use risk capital, and
not capital required for other purposes, such as retirement savings, student loans, mortgages or education. Past performance, whether actual or indicated
by simulated historical tests of indicators, is not indicative of future results.

© 2023 Adam H Grimes. All Rights Reserved. Reproduction, storage, or distribution of this presentation is prohibited without prior written permission.




To every thing there is a season, and a time to every
purpose under the heaven.

-Ecclesiastes 3:1
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Tonights Outline

Wyckoff Cycle
s Whatitis
» What we can do with it

Support and Resistance
The Four Trades
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Discretionary Trading

Why not just quantify everything and use a
computer to trade?

What advantages might a discretionary trader have?
= Adaptability
= Superior pattern recognition
* Implicit learning
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“The left-brained analytic system on Wall Street has
become overdeveloped. Like a tree that has grown
too large for its place in the forest, it has crowded out
intuition, vision, creativity, and gestalt sensing, which
are the properties of the right hemisphere.

As professionals of the Street continue to try to
overpower darkness, opportunities will exist for those
who can sense new directions.”

-Bennet Goodspeed (1984)
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Discretionary Weaknesses

Intuition can be highly misleading

Your emotional state is a key part of your process
= Same data + different “you” = different decisions

Can be very hard to be consistent
= Same data, different decisions?

The market is a wicked learning environment
= Deliberate practice is not possible
= Implicit learning is suspect
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Theory of Mind

Ability to understand people by creating some
“theory” of what might be going on in their heads
= Animals seem to be capable of this too!

Research shows that traders, even inexperienced
traders, are good at this

Can misfire, but it’s a valuable guide

How to structure and train ToM?
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Richard D. Wyckoft (1873-1934)

Stock market speculator and educator

Accumulated considerable wealth from his trading
= Was an active trader and daytrader

Became interested in protecting the public from market scams
= Wrote articles
= Created a set of courses

Key ideas:
* Find right places to trade
= Use stops to get out if you're wrong
= Match techniques to the market environment
= Understand impact of order flow on prices
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The Composite Man

One of Wyckoff's goals was to reveal the “true
reasons” behind the market’s movements

He discovered large groups manipulating stock prices

Claimed to be able to see their operations in the
patterns they left on prices

And proposed that it was useful to think of them as a
“composite operator” or “composite man”
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Is This True?

We don’t know, so | would tend to assume not true
But it does not matter
Markets are always manipulated

Personifying “market forces” is a useful mental trick
= But be careful not to go too far!

I’'m more likely to say “buyers” and “sellers”, but there
is 1:1 overlap with Wyckoff's composite operator
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The Goal of the Composite Operator

To buy inventory without alerting the public

To sell to the public while prices are going up

To be positioned correctly before the market makes
its movement
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The Market Cycle

Distribution

Markdown

Accumulation

FIGURE 2.1 The Classic Wyckoff Cycle
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Does This Work?

$INDU - Weekly Dow Jones Industrial Average Hi=33,656.40 L0=33,509.72
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Wycko t Cycle

$INDU - Weekly Dow Jones Industrial Average Hi=33,656.40 L0=33,509.72 1,000.00
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Wyckoff Cycle?

$INDU - Weekly Dow Jones Industrial Average Hi=33,656.40 L0=33,509.72
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Wyckoff Cycle? 2

$INDU - Weekly Dow Jones Industrial Average Hi=33,656.40 L0=33,509.72
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How About Bigger Picture?

$INDU - Monthly Dow Jones Industrial Average Hi=33,656.40 L0=33,509.72 IE E!E "
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So, What Do We Do With This?

Don’t expect any theoretical framework to fit real
data very well

In particular, don’t expect the natural cycle to find
predictable expression

Useful take-aways:
= Composite operator
= Hidden manipulation
= Market moving in cycle of trend and not-trend
* What does manipulation look like on a chart?
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Accumulation / Distribution

The basic concept is:
= Support will hold in accumulation
= Resistance will hold in distribution
= Small patterns may show when this is happening

Failure tests at the level are common
= Wyckoff called them
= Springs
= Upthrusts (potentially misleading - this is bearish)
» | would also consider “reversal complexes”
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Reversal Complexes
(Remember last session’s offsets!)

tten permission.



Accumulation & Distribution

PLV10 - Daily Platinum Oct 2010
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FIGURE 2.2 Accumulation in Daily Platinum Futures with a Classic Spring at A
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Support/ Resistance




Every Pivot? (Not really. ..
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Cognitive Bias: Apophenia

The human brain is a fantastic pattern-recognition
and pattern-matching machine

But this machinery misfires often (and brutally)

We will happily find patterns where none exist
= And feel very confident in those patterns

The classic example is seeing faces in clouds

= But conspiracy theories are also an expression of this
= Not just visual
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Practical Lessons

= Any line you put on a chart is going to seem to be important
= Horizontal grid lines are usually at round numbers

= Any trendline will seem to be important

= Any horizontal line from a pivot will seem to be important
= Any ratio you watch will seem to “work”

= Closes of bars (e.g., intraday) will seem to be significant

= Patterns of bars that imply lines will look really good

Maybe any or all of these are real, but
you cannot trust your perception!
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But Don't Go Too Far...

The presence of a pattern in random data does not
invalidate the pattern in real data

© 2023 Adam H Grimes. All Rights Reserved. Reproduction, storage, or distribution of this presentation is prohibited without prior written permission.



Random Lines

In 2010, | did a public illustration of drawing random
lines on a stock chart. You should watch it:
https://adamhgrimes.com/randomsrlevels/

Why haven't | updated it?

» The “file drawer” problem
= This was the first and only time | intended to create this

But don’t take my word for it: repeat it yourself!
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https://adamhgrimes.com/randomsrlevels/

These are Random Levels!
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These are Random Levels!
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If This Bothers You...

Good

It’s always good to think deeply
= About the tools we use
= About the simplications we make
= About our perceptions
= About ourselves

A good discussion on this topic, started after | did
the initial illustration: https://futures.io/traders-
hideout/7364-random-line-theory.html
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The Key Question in All Quant Testing,

Is this any better than what | could expect from
random chance?

(How different is this test from what | could expect if
there were, in fact, no value in the signal?)
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A Test of Levels
In 2019, we asked 1,535 traders to look at 20 panels

Each panel showed a “real” level and a “fake” level,
randomized

The task was to choose which was the real level

Levels studied were:
» Round numbers in EURUSD (apologies to Bob Volman)
" |n S&P futures, PDH/PDL and GBH/GBL
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Real vs. Fake Levels

We avoided all test specifications by simply asking
traders which levels “looked” real

= Used pattern recognition of brain

= Traders’ training and experience were not assessed

For ES 5 minute charts: plotted levels on day session
= So, anchors were not visible from prior data

= No axis labels
= For fake levels, shifted prices +/- 20% of daily ATR
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EURUSD Levels

Many traders believe round numbers are important

Understanding Price Action(Bob Volman, 2014)
= Numbers such as 1.3300, 1.3250, 1.3200 are important
= Presents well over 400 charts, many of which focus on this

We repeated this procedure with EURUSD 5 minute
charts

= Shift in this case was “half round number” (.0025)

= Used the time period covered in his book so presented the
same data, just in case the market has changed

The shifts should have obliterated any real influence from
the levels
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Sample Panel
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What We Learned

Confidence Intervals for EURUSD charts Confidence Intervals for SP500 charts
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Results Max to Min

EURUSD SP500

75.9% 85.6%
48.9% 85.3%
47.9% 81.4%

40.3% 77.3%
39.0% 74.2%
38.8% 73.2%
31.7% 69.0%

28.7% 59.2%
24.9% 26.8%
14.3% 18.6%
Total 32.5% 65.1%
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Summary

We found no evidence that round numbers matter in
EURUSD

We found strong confirmation that previous day and
overnight highs and lows are significant in S&P futures

These are only tendencies
We might have missed something

(But this does overlap with common sense...)
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Extending the Concept

We have done conceptually similar testing on other levels
= Fibonacci levels

= Moving averages
= Other calculated levels
= Trader-supplied levels

Always looking for evidence that something is a
significant departure from randomness

Our conclusions, in almost all cases, are that there’s
nothing there
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Guiding Principle of Data Analysis

Something cannot be both
profoundly important
and invisible in the data
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Practical Lessons

We can find many of the patterns we find in markets
in random data

This does not necessarily invalidate the patterns

But it should be a call for humility in pattern
recognition
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So Let’s Get Back to Practice

But that context and warning must always inform
our thinking

= You cannot trust your perception of any one case

= Must understand behavior over a large sample size

It's better to think correctly than to be misled
= But don’t get paralyzed or discouraged
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So, Back to Support and Resistance...
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Thinking About Evolving Support/Resistance

A
lﬁ%ﬂﬂﬂiﬁwﬂ "

O'U\w ﬂiﬂafﬂlﬁmﬂﬂ IW&HT IL? u ’QJ Iq]*l
?




© 2023 Adam H Grimes. All Rights Reserved. Reproduction, storage, or distribution of this presentation is prohibited without prior written permission.



© 2023 Adam H Grimes. All Rights Reserved. Reproduction, storage, or distribution of this presentation is prohibited without prior written permission.



© 2023 Adam H Grimes. All Rights Reserved. Reproduction, storage, or distribution of this presentation is prohibited without prior written permission.



© 2023 Adam H Grimes. All Rights Reserved. Reproduction, storage, or distribution of this presentation is prohibited without prior written permission.



© 2023 Adam H Grimes. All Rights Reserved. Reproduction, storage, or distribution of this presentation is prohibited without prior written permission.



© 2023 Adam H Grimes. All Rights Reserved. Reproduction, storage, or distribution of this presentation is prohibited without prior written permission.



@ES -3 min -18.75 -0.45% VWP=4,137.77 B=4,133.75 A=4,134.00

i
ﬁﬂMWMJHFM

.....................................................................

07:15 07:30 07:45 08:00 08:15 08:30 08:45 09:00 09:15 09:30 0945 10:00 10:15 10:30 1045 11:00 11:15 11:30 1145 12:00 12:15 12:30 12:45 13:00 13:15 13:30 1345 14.00

© 2023 Adam H Grimes. All Rights Reserved. Reproduction, storage, or distribution of this presentation is prohibited without prior written permission.

4160.00

4158.00

4156.00

4154.00

415200

4150.00

414800

4146.00

414400

414200




© 2023 Adam H Grimes. All Rights Reserved. Reproduction, storage, or distribution of this presentation is prohibited without prior written permission.



© 2023 Adam H Grimes. All Rights Reserved. Reproduction, storage, or distribution of this presentation is prohibited without prior written permission.



@ES -3 min -17.00 -0.41% VWP=4,137.64 B=4,135.50 A=4,135.75

al
, *Ml} A ?ﬂ h* l

i HHI |+¢ |

07:30 07:45 08:00 08:15 08:30 08:45 09:00 09:15 09:30 09:45 1000 10:15 10:30 1045 11.00 11:15 11:30 1145 12:00 12:15 12:30 1245 13.00 13:15 13:30 1345 14:00

© 2023 Adam H Grimes. All Rights Reserved. Reproduction, storage, or distribution of this presentation is prohibited without prior written permission.

4160.00

4158.00

4156.00

1415400

415200

4150.00

4148.00

4146.00

414400

4142.00

414000

4138.00




4444444

© 2023 Adam H Grimes. All Rights Reserved. Reproduction, storage, or distribution of this presentation is prohibited without prior written permission.



|
;\& ‘.

© 2023 Adam H Grimes. All Rights Reserved. Reproduction, storage, or distribution of this presentation is prohibited without prior written permission.



@ES - 3 min -19.00 -0.46% VWP=4,137.62 B=4,133.75 A=4,134.00

WF*
|
oo

|
HH WIM

4156.00
1415400
415200

r4148.00

i1y

4144.00

T 1414200

+4140.00

—

4138.00

08:00 08:15 08:30 08:45 09:00 09:15 09:30 09:45 1000 10:15 10:30 1045 11.00 11:15 11:30 1145 12:00 12:15 12:30 1245 1300 13:15 13:30 1345 1400 14:15 14:30 1445

© 2023 Adam H Grimes. All Rights Reserved. Reproduction, storage, or distribution of this presentation is prohibited without prior written permission.




--------

44444444

© 2023 Adam H Grimes. All Rights Reserved. Reproduction, storage, or distribution of this presentation is prohibited without prior written permission.



+4160.00

J

I ‘ | | 777777777
My W

fES -3 min -20.00 -0.48% VWP=4,137.60 B=4,132.756 A=4,133.00

4154.00

3
W H o

+4148.00

|

t4144.00

r 414200

+4140.00

4138.00

08:45 0900 09:15 09:30 09:45 1000 10:15 10:30 1045 11.00 11:15 11:30 1145 1200 12:15 12:30 12:45 13:00 13:15 13:30 1345 14.00 14:15 1430 14:45 15:00 15:15

© 2023 Adam H Grimes. All Rights Reserved. Reproduction, storage, or distribution of this presentation is prohibited without prior written permission.







“Internal” S/R
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Internal S/R
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Trends Break S/R
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But S/R Is Not Useless in Trends!
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Support / Resistance Practical Advice

Best levels are obvious levels
= HTF can be useful

You want people to take action around those levels

May be different in different markets
= Understand microstructure

Support and resistance are areas where something might happen
= That might be the most important point in this entire presentation
= Important to monitor action around levels to see what is happening
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“Potential” Support and Resistance

All developing traders should use this vocabulary
Words are a mind-trap! Be precise in how you think

You can probably relax this after you trade well for a
decade or two because you will be well-alighed with
what to expect around S/R
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The Four Trades

There are only four possible directional trades
Trend Continuation
Trend Termination
Support/Resistance Holding

Support/Resistance Failing

© 2023 Adam H Grimes. All Rights Reserved. Reproduction, storage, or distribution of this presentation is prohibited without prior written permission.



Trend Continuation

Classic examples:
= Pullbacks or pauses in trends
= Breakouts that might lead to start of trend

Markets have “inertia”, so there is a natural edge to
trend continuation

Every trade is a test of a hypothesis

Every trade involves uncertainty
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Trend Termination

These are not “trend reversal” trades

If we successfully find the end of a trend:
= Trend reversal

= Transition into range
= Which might become a reversal
= Or a continuation
= Pause in the existing trend which then continues
= At a new rate
= At a different rate

= A test of extreme to stop you out
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Important Principle of Price Behavior

The market will do whatever it can to hurt the most
traders

Why?

The market’s job is to find activity and to facilitate trade
= Other traders know this
= Exchanges want this
= The market is an auction

The market tests and probes levels, looking for orders
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Support/Resistance Holding

Must have some reason to expect a “good” S/R level
Watch price upon approach to the level

Certain characteristics of price behavior apply
= Consider doing a study of LTF action around key levels

These trades can be taken

» Before a break of the level
= At the level
= After a penetration of the level fails

© 2023 Adam H Grimes. All Rights Reserved. Reproduction, storage, or distribution of this presentation is prohibited without prior written permission.



Support/Resistance Breaking

Of course, if one thing isn’t happening, the other
probably is...

These are trades that occur when support or
resistance fail to stop prices

Markets probe beyond levels and find sufficient
interest there to drive prices to new levels
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Detine Your Trading Timetrame

These trades often “nest”
Most confusion is avoidable by clarifying expectations
Which are most clearly related to the trading timeframe

(We're not even touching on stops and targets yet...)
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Is This All Too Complex?
At its heart, trading is simple

Traders cannot be burdened with a heavy cognitive
load when they are “in process”

Some traders suggest that technical analysis can be
taught in less than an hour

How do we find the right balance of depth and
complexity?
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Review

The Wyckoff Cycle is useful, but suspect
The “Composite Man” is useful

Support and resistance must be understood
Testing trading ideas—key concepts

The four trades framework defines every possible
technical trade
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Next Session

Saturday 3 June 2023 @ 13:00 EDT

Register here:

https://attendee.gotowebinar.com/register/798016
0168032814427

Will cover chapter 3: On Trends
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Where to Find More?

My blog adamhgrimes.com
Twitter @adamhgrimes
Marketlife.com

My books (search on Amazon)
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