Advantages - system designed to enhance performance – retain major winners

After the upside breakout
from the base this stock
enjoyed a fairly orderly
advance for the past year. The
bullish support line supported
the stock several times and
was not seriously penetrated
once the move got going.
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Eliminate losers before they do serious damage to the portfolio

This stock has been declining for
almost four years. It experienced
multiple failures of support lines
and it remained below the longterm bearish resistance line
almost all the way down.
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System oriented to portfolio upgrading

When long-term trends reverse direction- the
portfolio manager has the best opportunity to
upgrade the appreciation potential of the
portfolio. It is probably impossible to sell at the
top when using a trend following system but it
is possible to avoid riding the stock back down
after the trend has changed. These reversals
are highly visual and do not require a
complicated analysis for their recognition.
Many times these signals are given in a timely
fashion shortly after the top.
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Portfolio upgrading #2

This stock repeatedly formed small bases and tried to break
out to the upside but the 45-degree bullish support lines
repeatedly failed to support the up moves. From a
performance point of view - this stock probably didn’t hurt
short-term performance enough to be sold but the cumulative
shortfall in performance had a serious long-term negative
impact on the portfolio’s performance.
In my opinion, the failure to perform is a valid reason to sell
out the position. The Market Dynamics System provides a
highly visual “report card” on each stock’s performance. The
true cost of holding a stock like this is the performance that
was not achieved that could have been realized in a better
performing issue.
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Description of the service and how it works - Main Charting screen

This is the main charting
screen. The use of the
controls on the left will be
covered in the following
sections. The system is
usually controlled by mouse
clicks and the enter key.
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Ticker symbol input while using a list

Click the button indicating, “ticker symbol
input” and the ticker symbol dialog box
will appear – enter the ticker symbol in the
line where the cursor appears and press
enter or click on OK to draw the chart.
The dialog box will disappear.
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Using the stocks list box – sort by company name or by ticker symbol
Stocks list box slider – drag it up and down to move rapidly
through the list box. You can also click in the column the
slider moves in to make a jump up or down.

Stocks list box

Click on this button to
sort the stocks list
box by company
name.

The active stock is
highlighted

Click on this
button to have
the stocks list
box sorted by
ticker symbol

A stock can be selected and the chart
drawn by entering the ticker symbol on the
keyboard and pressing enter when the list
box is sorted into ticker symbol order.
This is probably the fastest way to access
the charts.

Each time the “enter” is pressed on the keyboard the list
box advances to the next stock and the chart appears in
the chart window. The user can “toggle” down the list by
just pressing the “enter” key. This becomes important
when using user defined “lists” to review portfolios. Lists
are covered in a following section.
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Selecting a stock and drawing the chart

Move the cursor over the desired
stock and click to highlight. Press
enter or click on the draw chart button
or double-click on the stock name to
draw the chart.
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Printing and saving a chart

Click this button to send
the chart to a file – the
filename is the ticker
symbol plus .bmp - the
chart is written to the
\MDRS\Charts\ folder in
bitmap format

Click this button to
send the chart to
the printer.

Charts saved to a file are always saved in .bmp format,
which takes up large amounts of file space. If you intend
to send these files over the Internet via e-mail they
should be converted to a compressed format using
Microsoft Paint or other image-processing program.
Old chart files should be periodically deleted from the
\MDRS\CHARTS folder to free up disk space.
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Drawing the bullish support lines

B

Slope
= +1.0

A
The 45-degree bullish support line is automatically drawn
upward to the right at a 45-degree angle. Click on the button
that indicates, “Draw bullish support lines”. The line should
start at a prominent low (A) with a left click on the mouse.
The mouse should be moved upward to the right until the
ending point is reached (B) and the line is completed by a
right click on the mouse.
As long as the relative strength plot remains above this line
you know the stock is outperforming the market.
The slope of this line is plus 1.
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Drawing the bearish resistance lines

A
Slope = - 1.0

B
The bearish resistance line slopes downward to the
right at a 45-degree angle. Click on the button that
indicates, “Draw bearish resistance lines”. The line
should start from a prominent high on the relative
strength chart. Left click to start (A) and move the
cursor downward to the right to the ending point (B)
and draw the line with a right click on the mouse.
As long as the relative strength remains below this
line you know the stock is seriously underperforming
the market. The slope of this line is minus 1.
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Drawing the high performance bullish support lines

B

Slope
= +1.5

A
The high performance bullish support line slopes upward to the
right at a slope of +1.5. It rises 50% faster than the bullish support
line. The required increase in relative performance assures that
the stock is among the better performing of all stocks. When this
line is penetrated by a significant amount the position should
probably be closed out. Aggressive portfolio managers may
require all stocks in their portfolio to remain above this line. This
line is drawn in the same manner as the bullish support line. The
program automatically applies the +1.5 slope to the line.
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Drawing conventional trend lines

B

A
This is an example of a conventional trend line. These lines can be
placed anywhere the user selects. There are no required slopes for
these lines. Click on the button that indicates, ”Draw conventional
trendline”. Move the cursor over the chart to the desired starting
position (A) and begin with a left click. Move the cursor to the
desired ending point (B) and right click to draw the line. These lines
can be erased by selecting another chart and then coming back to
the original chart to replace the trend line in a better position.
Experience shows that extremely steep trend lines are often
reversed quickly.
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Buy and sell patterns – lists provided daily to save time and focus attention on opportunities

The “lists” drop-down menu includes two sections that
contain lists of stocks that exhibit buy signal patterns
(part 3) and sell signal patterns (part 4). These lists
represent the standard point and figure triple top buy
signals and triple bottom sell signals as well as stocks
with signals and a retracement. One list shows all
stocks with a large jump in relative strength over the
past three weeks. The recommended list is prepared by
the author and updated weekly and includes stocks
that appeal to him as “buys”.
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Drop-down menus – Lists box

There are six “lists” that are reserved for use
by subscribers. These lists are composed of
the tickers that make up a portfolio. They can
be set up with a word processor such as
WordPad. One ticker for each line in the file.
These ticker files should be saved to the
\MDRS\ folder. The reserved file names are:
Mylist.dat, elist1.dat, elist2.dat, elist3.dat,
elist4.dat and elist5.dat. The lists can be setup
and used to access portfolios very quickly just
by “toggling” through the portfolio.

This is the “Lists” drop down menu
box. It is divided into 5 parts
according to function.
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Drop-down menus – Tutorial drop down menu

This is the “Tutorial” drop down
menu box. This tutorial is
abbreviated and does not require
the CD to be in the drive. The main
tutorial requires the CD-ROM disk
to be loaded into the disk drive.
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Updating the system

The Market Dynamics system is updated daily after the close via an e-mail over the Internet. The
file attachments add up to about 600 kbytes so the download is fairly short depending on modem
speed.
The entire database is updated daily so there is no need to save old attachments.
The screens files are attached also and are updated as necessary with the action-oriented
screens being updated daily.
The service currently covers about 2800 stocks and the data files are based on the past four years
of data. Highly volatile stocks may show only six or eight months of history because the charts
are limited to 75 columns of history on the chart.
The instructions in the e-mail above call for saving the files to the \MDRS\ folder. Some ISPs (i.e.
AOL) convert these files to a .zip format and they will need to be unzipped before they are saved.
Use winzip to unzip these files.
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Permission is hereby given to reproduce this tutorial in its entireity or any part
for educational or non-commercial purposes.

Copyright by W. Clay Allen CFA

To return to the tutorial table of contents click

mdtutor.pdf

303-804-0507
clayallen@msn.com
THIS IS NOT IN ANY SENSE A SOLICITATION OR OFFER OF THE PURCHASE OR SALE OF SECURITIES. THE FACTUAL
STATEMENTS HEREIN HAVE BEEN TAKEN FROM SOURCES WE BELIEVE TO BE RELIABLE BUT SUCH STATEMENTS
ARE MADE WITHOUT ANY REPRESENTATION AS TO ACCURACY OR OTHERWISE. OPINIONS EXPRESSED ARE OUR
OWN UNLESS OTHERWISE STATED. FROM TIME TO TIME WE MAY BUY AND SELL THE SECURITIES REFERRED TO
HEREIN, AND MAY HAVE A LONG OR SHORT POSITION THEREIN. PRICES SHOWN ARE APPROXIMATE.
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