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Hello Traders,

The broad benchmarkS&P 500 ended theweek lower.

Coming into thelast week the majorevent was the twoday Federal
OpenCommittees Meeting(FOMC) which

concluded on October30th.

The Federal Reserve monetary policy isone of the major
fundamental factorsthat inuence the US economy.

Fed watchers know that since thenancial crisis of 2008, the
so-called greatrecession, which witness the collapse oftwo major
Wall Street investment banks,Bear Stearns and Lehman Brothers,
theFed has been increase its balance sheet.

Comprehending the current balancesheet of The Federal Reserve is
beyondthe scope of this week recap.

However, it sufces to say the FederalReverse is unlike any other
businessenterprise, in as much as the Fed canexpand its balance
sheet by printing asmany dollars as it wants. The Fed has

Read More...

Our rst insight was published last night,the night before the
nonfarm payrollannouncement, on FollowTheBots.com, in our article,
Thursdays MarketDevelopment | Fridays ReferencePoints .

Here we posted our tradesetup, aka a Bayesian

Inference:

Bayesian Inference # 1 |Buy the Pull-Back

In the event, sellingpressure continuesfollowing Fridays
jobannouncement wewould look for a long

opportunity on the pullback at or nearthe 1736 support
level.

Our second insight was published lastnight on
earlyannouncement.com wherefor Nonfarm Payrolls we nowcastedPrivate
Payrolls to be 160k which was

Weekly Market Recap

Trading the Non-Payroll Surprise
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been granted that power, by us (the congress of the US) toprint
money by decree.

The U.S. Congress established three key objectives for
monetarypolicy in the Federal Reserve Act: maximum
employment,stable prices, and moderate long-term interest
rates.

The rst two objectives are sometimes referred to as the
FederalReserves dual mandate.

Its duties have expandedover the years, andtoday, according
toofcial Federal Reservedocumentation,include conductingthe nations
monetarypolicy, supervising andregulating bankinginstitutions,
maintaining

the stability of thenancial system andproviding nancialservices
to depositoryinstitutions, the U.S.government, and foreignofcial
institutions.

The Fed also conducts research into the economy and
releasesnumerous publications, such as the Beige Book.

The Central Bank has been adding $85 billion a month inTreasurys
and mortgage-back securities to its balance sheetunder programs
called quantitative easing.

The Fed quantitative easing program has been referred to as
anextraordinary, unconventional, ultra accommodative
monetarypolicy.

The Feds balance sheet at the end on this year (2013) willstand
at $4 trillion. No one knows exactly where the moneyhas gone or
what the money has been used for, because theFEDs refuses to be
audited.

What is clear is that prior to 2008, the Central Banking
cartelcreated such mess that even after adding $4 trillion to
themoney supply, the Fed is still unable to achieve it mandate:
tomaximum employment in the US.

This week we learned that the Fed will continue
itsunconventional, extraordinary accommodative monetarypolicy at
least into the end of 2013.

What will happen than?

How will the Fed reduces its printing money policy at theend of
the year. No one is sure.

What is sure is the moment the Fed stops printing money,market
participants will get concerned, the market will startpricing in
the so-called tapering.

The problem the Fed faces is who in their right mind wouldbuy 10
year treasurieswhen you know thatthe equivalent ofmultiple years of
supplyis being sold by the Fedalong with the ones theTreasury
departmentwill need to sell.

It isnt like the Treasurydepartment will be ableto stop issuing
bonds

They have to deawith rolls and with theongoing decits.

As an investor or fundmanager, are you reallygoing to ght the
fed

and buy 10 year bonds once you know they need to sell them?

I think it doubtful.

The problem is the Fed has built up such a large portfolio,
thatthe only likely way to exit it is through letting it mature.
That atleast takes the $2 trillion seller out of the market.

The Feds problem is an example of the law of unseenconsequences.
There are practical limitations to printingmoney and historic
results have proven it is not be alwaysgood for the economy.

In the event the Fed tapering tigers a sell off in the cost
offunds for the treasury, the Fed would have to defend
againstpotential damage by bring more aggressive in it policy.

There is another reason the Fed will be reluctant to sell.
Thegovernment needs the income. As the Fed sells, they handback
less to the treasury, so not only do we have to pay ahigher rate on
new borrowings, but we will be receiving less

income.

The only scenario in which this could occur in some ideal
worldwhere growth is so good tax receipts outpace anything elseThat
ideal would more closely resemble a fairy tale, the so-called
goldilocks ending. Who knows, maybe Janet Yellenturns into some
type of fairy godmother and waves a magic

Weekly Market Recap(Cont. from page 1)
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wand. The disaster scenario is when the Fed stops buying, noreal
growth taking hold.

This weeks Market Development

How did this weeks FOMC announcement affect the markets?

First, at the start of last week we noted the rally in the
S&P hadreached the point of buys the rumor, sell the facts. In
other

words, any positive benet of the Feds continued QE hasbeen
priced in.

Thus, based on our Gaussian mixture computational modelimplied
that probability favored the likelihood S&P futureswould
sell-off.

Coming into the week our maximum likelihood expectationestimate
was 1775. We alerted our members to this in lastweeks market
structure commentary.

Our comments coming into the weak were to look for
buyinginterest to waning at or near 1775. During
Wednesdaysovernight session, S&P futures traded up to 1773, the
order

ow events indicated buy programs waning and S&P
futuresfailed to re-test the globex high at Wednesdays open.

Price traded back to Tuesdays close, before selling off
throughthe previous days trading range.

On Friday (10-25-13), S&P futures broke-out above the
earlierhigh (10-22-13) at (1754), auctioning up to 1754 into
theclose.

S&P future continued to extend the trading range higher,
closeTuesdays session at 1768.

At Wednesdays open, S&P futures failed to trade above

Tuesdays high (1768), pulled back to the overnight low (1765and
sold-off down to 1752: 20 points below its globex high.

During the previous week (10-23-13), S&P futures (date)
heldsupport at 1736.

Volume in the S&P futures indicated there was solid
buyinginterest at or near the 3 day low price level
(1736-1734).

As the S&P auctioned higher, we noted several minor
(fractallows had developed.

We indicated these lows on the charts we post in the
dailygallery. The minor lows were: (10-24-13) low 1740, (10-2513)
low 1742.

Therefore, we felt an initial sell-off (pull-back) would
ndsupport at or near those price levels.

Of the various pull-back candidates, we felt the October 28thlow
1751was the weakest, minor support level.

Our rationale was based on the narrow range development

from which price had auctioned above 1751 on that Friday.

However, in the context of the (10-30-13) high at 1773,
theGaussian Markov scale parameter of the
Follow-the-Botscomputational model indicated 1750-1752 would be the
likelyinitial pull-back target.

During the sell-off below the 1773 high, our market
structureanalysis indicates statistical high volume initiated
selling hasoccurred at 1762.

Our volume analysis suggested that very little trade hasoccurred
at the (date) globex high 1773 and there was no re-test of the high
during the regular trading hours (day session)
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Therefore, we deem the (10-30-13) opening range high 1768,which
was equal to the prior days close as the key up-sidelevel.

The 1762, was the point of initiated selling, where the
break-down below the minor overnight low occurred.

At the market development proceeded through week, ourcomments
were that we would not be suppressed to seeS&P futures auctions
below the 1752-1750 price level.

Coming into Fridays session we were expecting to see ashake-down
of the weak longs (buyers).

Ideally, we would have liked to seen the S&P trade down to
the1742 low (10-25-13).

However, in the context of the Thursdays high at 1764,
theestimate of the hidden Markov chain sequence was locatedat
1748.

On Wednesday S&P futures pulled back to (1750) andrecovered
up to 1762-1760.

One of the major observations (empirical evidence) of
auctionmarket analysis is that market development is non-linear.
Theprimary trend (direction) is subject to a secondary
reaction.

When the direction of the primary trend is higher (advancing)at
various stages of the rally there will be a secondary
reaction(correction). The trend will sell-off and the market will
pull-back.

I have included the most recent example of this in Sundayschart
gallery.

You never hear thenancial mediamentions this longestablished
fact.When you hearthe nancial mediamentioned a sell-off,it is
described as, themarket retreated,stocks slipped, theindexes rolled
over.As if somehow itwould violate a

taboo to state thesimple fact marketssell-off.

At Follow-the-Bots we state themarket developmentin simple
straightforward language:S&P futures sold offfrom the
multiyearhigh at (X) price and

pulled back to (X) price.

The straight forward language is for the purpose of
illustratedthe reality of the dual auction process.

As we noted this week, in order to recognize a pattern, youmust
rst be able to describe the pattern. You must be able toclassify
the event.

The weeks event is classied as follows.

First, S&P futures traded up to a new multiyear high at
1773.

On October 18, the S&P 500 broke out above its
previousmultiyear high at 1727. The initial rally auctioned the
S&P up26 points to 1754.

On October 23 S&P futures sold off 17 points and pulled
backto 1735.

Last week S&P futures broke out above the high at 1755
andrally up 38 points to its current multiyear high at 1773.

Following the rally to the new multiyear high S&P futures
sold-off 26 points and pulled back to 1747.

This is not the rst time the S&P has auctioned up to a
newmultiyear high, nor will it be the last.

So the classication is a new multiyear high. Then we notethe
price 1773 and we noted the Gaussian Markov modeestimate 1775.

Next, we note the distance above the previous multiyear
high(1727) is 46 points (2.6%).

Finally, we add to our observation the distance (range) the
S&Psold down from the high (1773), Fridays low (1747) 26
points(1.3%).

This data can now be saved and add to the data base. Thecharts
(visual information) can be saved in a le as well.

Now, we can answer the question, do market go rally forever?Did
the media, know what they were talking about when thesaid, this
time it will be different? Obviously, they did not.

And the facts that we noted, i.e. the market has sold offbelow
every new multiyear high, provide additional empiricaevidence
markets do not go up forever.

The next question we must answer is what happens next?

Will the S&P 500 auctioned back to re-test the multiyear
highand go on to make a higher high?

Now, that the S&P sold 26 points (1.3%) below the
multiyeahigh what happens next?

In order to answer this question we must see what was
thereaction to the sell-off (pull-back) to 1747?

http://sceeto.com/user/register/
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Where did the S&P end Fridays session? S&P futures
endedFridays session at 1754: in the lower quadrant of
thedeveloping trading range.

The midpoint of the range is 1760. Therefore, S&P futures
arenow exhibiting a pattern of consolidation.

The Follow-the-Bots computational model does not a forecast

of future. Instead, it establishes the parameters whereby
theastute observer can infer the course of events that need tooccur
in order for the next stage of market development tomaintain its
current bias.

IF, the broad benchmark S&P 500 is going to auction aboveits
current multiyear high (1773), the rst obstacle will be totrade
above this weeks minor resistance level at 1762-1764.

IF, S&P futures are going to auction above minor
resistance,than during the subsequent retracement to
1762-1764,buying interest (HFT buy surge) must occur.

Without initiated buying (HFT buy surge) it is unlikely
S&P

futures will auction above resistance.

In this way the Follow-the-Botscomputational model informsthe
astute observer where tofocus his or her attention andwhat order ow
of events arerequired for the next phase ofmarket development to
takeplace.

IF, as we observed this week,during a retracement to
minorresistance buying interest wanesand initiated selling follows,
probability favors S&P futures wilretest the low at
1750-1747.

IF, during a retest of the low selling programs ceased
andresponsive buying initiates, probability favors S&P futures
wilcontinue to consolidate.

Alternatively, should initiated selling (high frequency sell
surgeaccompanied a retest of the low, the likelihood is S&P
futureswill breach support at Fridays low.

Coming into Mondays Session

We would expect to see S&P futures auctioned up to
minorresistance at 1764-1762.

Beyond that, we are not as condent that on Monday the
S&Pwill auction back and retest the multiyear high.

There were several factors inuencing this weeks sell-off andthe
main factor was the market participants had speculatedthe Fed would
continue QE into March of next year.

The timing of the Fedstapering is the biggestuncertainty facing
themarket.

Seasonality

However, there are otherfavorable factors athand.

Historic research(Traders Almanac)shows that the marketyear is
broken into twosix-month seasonalityperiods.

From May 1 through October 31 is seasonally unfavorable,and the
market most often nishes lower than it was at thebeginning of the
period.

From November 1 through April 30 is seasonally favorableand the
market most often nishes the period higher.

While the statistical average results for these two periods
arequite compelling, trying to ride the market in real-time in
hopesof capturing these results is not always as easy as it
sounds.

Sell in May and go awaydid not produce positiveresults this
year. The S&P500 was up +11.2% inthe last six months, sothere
was obviously a

positive force workingthat overcame negativeseasonal
tendencies.

That positive force wasmost likely the Fedsmoney printing

The next six monthsare seasonality positive

MONDAY

Mondayss Reference Points
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Traders should be aware of seasonal tendencies because
theireffect on the market can be profound.

However, while seasonal factors are to be considered,
marketstructure will always provide the best indication of what
toexpect next and why to expect it.

Below this weeks low (1747) there are several signicantsupport
levels.

Should we observe selling pressure below Fridays low, wewould
expect to see support hold at 1736.

Additionally, we would expect to see in my response followingan
initial pullback to the prior multiyear high at 1727.

This week we will continue to monitor any indication of
marketparticipants uncertainty regarding the fed tapering.

Fed Watch is now on until the end of the year.

Season traders will remembethat following the previous
FOMCannouncement next messagesfrom regional Fed presidents
hadnegative consequences on marketsentiment.

Indeed S&P futures pullback belowthe prior FOMC high and
sold down

to 1640.

The main issue coming intoMondays session is: how wilmarket
participants react onthe next retracement to minoresistance at
1762-1764.

Good Morning Traders,

US futures traded modestly higher in Sundays overnightsession,
maintaining the gains above Fridays lows.

In the previous session, the major averages ended
slightlyhigher, after trading to new weekly lows.

S&P futures sold down to 1747 on Friday. We had beennoting
that the relative weakness, as indicated by the modestretracement
to 1764- 1762 indicated the likelihood that S&P

futures would trade below the earlier low at 1751.

Ideally, we would have liked to seen the shakedown of theweak
longs the more substantial.

During the previous week, S&P futures had established a
baseof support at 1736, with a minor support level at 1740.

A pullback to those price levels would more likely
encouragebuyers who have thus far been forced to chase to
trend.

Coming into Mondays session

S&P futures have held support at 1747, Fridays low.
OvernighS&P futures pulled back to 1753 before auctioning up to
1760

Minor resistance at 1762-1764 is the current obstacle. Lastweek
we observed buying interest increased during each of thefour
attempts to auction back above minor resistance.

Astute market observers will also note that the 1762 price
levehad been resistance (10-28-13) before S&P futures
auctioned

up to the current multiyear high.

Volume analysis indicates that supply above minor
resistance(1764) up to 1768 is not very signicant.

Therefore, the hesitancy (buy programs waning) would appeato be
related to market participants hoping for a pullback, i.ean
opportunity to get long at a better price.

Perhaps Fridays sell-off and the subsequent pullback to
1747provided that opportunity.

Mondays Opening Range Commentary
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However, based on previous occurrences it would
appearinadequate. A pullback equal to twice the daily range (32

points) which in the current context would have auctionedthe
S&P down to approximately 1740 would have been moreideal.

Earnings & Seasonality

The S&P 500 has risen for four straight weeks, the
longeststretch since July.

Of the 369 index members that have reported so far thisseason,
75 percent beat prot estimates while 54 percentexceeded sales
projections.

Historic data indicates positive seasonally factors are likely
tocontinue contribute to sustaining the broad rally in equitiesinto
the end of the year.

Shares of the S&P 500 have risen in the nal two months
82percent of the time since 1928 when the gauge rose at least10
percent through October.

The seasonal factor suggests S&P futures will rally above
theircurrent multiyear high at 1773. It is possible that the
S&P willtrade up to 1800 into the end of the year.

Fed Watch

The wildcard, the uncertain factor remains the timing of theFeds
tapering and the unknown the impact that taperingwill have on asset
valuation.

We will do our best to be on the lookout for any reliablesources
that comment on the subject and inform our membersaccordingly.

Meanwhile, we will maintain the Fed Watch Alert.

Market participants will also be paying attention to the
busyschedule of Fed ofcials who will be speaking during the

week including Fisher, Powell, Rosengren, Lacker, Williams
andLockhart just to name a few.

Also Fed Chairman Bernanke will speak at the IMF
regardingnancial crises.

Federal Reserve Bank of Dallas President Richard Fisher saidthe
U.S. should resume normal monetary policy as soon aspossible.

Fisher, who has criticized the central banks bond buyingprogram,
said we need to focus on transitioning back tohaving an
interest-rate driven monetary policy.

The Fisher said the central banks accommodative monetarypolicy
has been hampered by Federal governments inabilityto resolve the
budget stalemate, delaying the U.S. economicrecovery.

Fisher told before the Australian Business Economists in
Sydneythe inability of the government to get its act together
hascountered the pro-cyclical role of the Federal Reserve,

Fisher stated that the economy of the United States is hogtied
by a government that is sadly ineffective and, in fact

counterproductive.

Fed Governor Jerome Powell and Boston Fed President
EricRosengren are set to speak today.

The US Dollar staged a strong comeback last week and wasthe best
performing currency in the FX market: () up +2.0%Currencies should
continue to be inuenced by directionaprice movements in the bond
and equity markets.
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TUESDAY

Hello Traders,

The Major U.S. Indexes traded

higher on Monday.

The Dow 30 closed at 15639: ()up +23 points (0.15%).S&P 500
close at 1767: () up +6points (0.36%).The NASDAQ close at 3936: ()
up+14 points (0.375).348 (69%) of the S&P 500 stocksend the
session above their priordays close, while 145 (29%)declined.

Mondays Market Development

On Monday, S&P futures openedat 1763, at near what had
beenidentied coming into Mondays session as the minorresistance
price level in last weeks (Fridays) market structure.

On Friday, S&P futures sold down below Thursdays at 1750and
traded down to a new low at 1747: 26 points below (10-30-15)
Wednesdays high at 1773.

S&P futures held support and auctioned up to 1758
intoFridays close.

At the open of Sundays Globex session, S&P futures
pulledback to 1754, before continuing the young move which beganoff
of Fridays low.

Overnight, S&P futures traded up to 1761, Fridays
openingrange high.

During last weeks sell-off, the market structure indicated
therewas minor resistance between 1762- 1764.

Coming into Mondays session, we noted we expected to seeS&P
futures continue to encounter resistance at the 1762-

1764.

Indeed, we noted that to the extent that the order ow ofevents
indicated by programs waning during the retracementsto last weeks
minor resistance levels, we expected to see theS&P pulled back
off the high and auctioned back into thedeveloping trading
range.

After trading up to 1761, S&P futures sold back down to
1756prior to Mondays open.

S&P futures continued to retest the high. By Mondays
open,S&P futures had traded up to 1762.

The initial retracement, and encountered a lack of
buyinginterest. Order ow event indicated the computerized
buyprograms decreased; buy programs waning: [-]

S&P futures sold off form the high (1762) and pulled back
to1756, but failed to pull-back to re-test minor support at
theovernight low (1754).

During the pull-back, order ow events indicated computerizedsell
programs waning: [-].

Mondays opening range low was 1756-1757 (bestlong). Following
the pull-back to the opening range lowS&P future auctioned
(up-ticked) to 1760.

After auctioning up to 1760, S&P futures traded in a 2points
range between 1758 and 1760 for 3 hours.

During the pro-longed period of no trade activity, apositive
up-tick, down tick ratio (skew) developed.

S&P futures gradually auctioned up to re-test the minor

Mondays Recap | Tuesdays Reference Points
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resistance at 1764.

Mondays TradeOpportunities

While trade opportunitywas limited duringMondays session,
the

ideal trades were: sellthe retracement to nearterm resistance
(1762-1764) and buy the pull-back to minor support(1754-1756).

The market condition(state) is nowconsolidation at therecent
high.

Resistance is located at the new multiyear high (1773).

Minor resistance is located at the 1764.

Minor support is located at Fridays low 1747. Secondarysupport
is located at last week low, above Fridays low (1751-1753).

Fundamentals

The nancial media continues to promote the agreement thatdespite
data indicating the economy hasnt been terribly good,that is
somehow a plus because it mean the Fed will postponedtapering it
quantitative easing longer. Thus, the free moneywill continue
driving the equity markets higher.

While it is hard to believe, a serious investor would buy the
S&P500 on that based, the markets remain up.

The broad benchmark S&P 500 is up 4.5% in October, as
theFederal Reserve announced last week that it will continue tobuy
$85 billion in monthly bond.

The Fed last week said it needs to see more evidence ofsustained
improvement in U.S. economy before reducing thepace of its monthly
bond purchases.

Economic Growth

This weeks data is likely to show that economic activity

probably slowed in the third quarter and employers hiredfewer
workers in October.

Gross domestic product grew at a 2 percent annualized rateafter
a 2.5 percent pace from April through June.

Growth in consumer spending, the biggest part of theeconomy, was
probably the weakest since 2011.

The Labor Department gures out on Friday are expect toshow
payrolls rose by 125,000 workers last month after a148,000 gain in
September. So where is the proof that the

Feds extraordinaryunconventional,ultra-accommodativemonetary
policyhas maximizedemployment?

The rally in U.S. equities

may accelerate in thenal two months of theyear and lift the
S&P 500to its biggest annuaincrease in 16 years.

Since 1928, whenthe benchmark indexhas advanced at least10
percent through

October, shares have continued higher in November andDecember 82
percent of the time.

The mean increase of 6 percent in this period signals that
the

S&P 500 index could rally above 1,850.

Earnings Scorecard

US companies beat revised earnings forecasts.

Seventy-six percent of the 373 S&P 500 companies that
havereported earnings so far have beaten analysts estimates.

Kellogg, the worlds largest cereal maker, gained 1.8%, to
tradeat $63.40, as the companys cost-saving program resulted
intotal, pretax charges of between $1.2 billion and $1.4
billion.

Shares of U.S. Steel climbed 4.4%, to trade at $26.91, a

10-month high after the company shut down some of it
undeunitized capacity.

Despite the broad benchmarks auctioning at yet anothermultiyear
high last week, we continue to observer prolongedperiod of no
tradeactivity during theregular trading hours.

S&P futures tradedbetween 1758 and 1760for 3 hours on
Monday.

What does the pause

in the rate of trademean?

Typically, when themarket does not facilitatetrade the fear is
themarket is going to fall.

However, last weeksaw the FOMC removelanguage about thenegative
impact of scal
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tightening on the economy.

Could it be that the Fed didnt seethe slow growth as negative?
Ordoes it mean the Fed is willing tooverlook negative slow growth
inorder to get to tightening.

On Friday, Fed president Bullardsstated that the employment
pictureis improving and the improvementin employment provide the
mostpowerful case for tapering.

The question is what employmentdata is Bullard referring to?

The Fed ofcials appear to be todisconnect from reality.

Unemployment is lower because of90 plus million people have left
the workforce, not because

of the so-called millions of part-time jobs, paying minimumwage.
that the President brags about creating.

The facts are there is no evidence that the quantitative
easinghas impacted the jobs market at all.

Then there was Plosser saying the Fed missed a greatopportunity
to taper in September. However, he mentionedthe shutdown and the
increase in the debt limit as hinderingthe Fed from acting now.

Plosser said the Fed had a window, but chose to close it.Plosser
seems to think now the Fed has to wait for anothergood
opportunity.

The private economic research rm Markit, which now coversthe US,
reported that manufacturing in October reached a 12month low growth
rates at 51.8 versus 52.8 in September.

According to the Fed, core ination at 1.7% (low) is
overcoming0.9% real wage growth year/year, tens of millions
unemployedand out of the workforce, and legions of newly minted
part-time workers now face the reality of having to have two
jobs.

As traders, we dont necessarily have to be concerned withlong
term direction. Whatever range the market is tradingin will
typically provide trade opportunities. However, we dorequire price
change (volatility) in order to trade. Without

volatility (price change) getting the direction right and
lettingthe trade work has become more important than ever.

The market has not favored getting out and getting back in.

While technically, the market is in the near term overbought;it
continues to go up every day and a new all-time is recorded

on a daily basis.

Because the Fed has continues with its asset purchases, thefree
money, for now has gone into equities. Thus, resistancehas so far
been elusive.

Astute fund manager are starting to voice bearish concernsBank
of America analyst has issued the follow statements.

The American Association of Individual Investors (AAII) Bullsto
Bears ratio indicates investors are more bullish now thanthey were
in late May and mid-July, when the market sold-offdramatically:
i.e. rout of the trading range.

In terms of sentiment, an over bullish conditions is consider
abearish condition, because when all buyers have bought there

are no buyers left.

Since April, near-term peaks and troughs in AAII Bull/Bearshave
coincided with near-term market peaks and troughs.

Bears drops to 16.5% = too few bears; As of October 25,Investors
Intelligence (II) % Bears extended deeper intocontrarian bearish
territory below the 20% level with a readingof 16.5%.

This is down from 18.5% the prior week and the lowest levelfor
II % Bears since April 2011 this suggests too few bearsamong
newsletter writers.

II % Sentiment is an equity market risk and conrms thecomplacent
readings for the 5-day put/call ratios.

The NYSE margin debt is at a record high.

As of September 2013 NYSE margin debt stood at a new
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record high of $401.2b and exceeded the prior high fromApril of
$384.4b. This conrms the new S&P 500 highs andnegates the
bearish 2013 set up that was similar to the bearishpatterns seen at
the prior highs from 2000 and 2007, wherea peak in margin debt
preceded important S&P 500 peaks.

Risk: Net free credit at $-111b & back at 2000 extremes;
Netfree credit is free credit balances in cash and margin
accounts

net of the debit balance in margin accounts.

At $-111b, this measure of cash to meet margin calls is at
anextreme low or negative reading not seen since the February2000
low of $-129b.

The risk is if the market drops and triggers margin
calls,investors do not have cash and would be forced to sell
stocksto meet the margin calls. This would exacerbate an
equitymarket sell-off: i.e. a rout of the trading range.

This may be interesting, but as mentioned above - the Fed
isstill in the business of providing a put for all buyers in
themarket.

Coming into Tuesday session...

S&P futures have auctioned back to minor resistance at
1764.

Bayesian Inference #01 | Buy The Breakout @ Or Near 1762-
1764

IF, the broad benchmark S&P 500 is going to auction aboveits
current multiyear high (1773), the rst obstacle will be totrade
above this weeks minor resistance level at 1762-1764.

IF, S&P futures are going to auction above minor
resistance,than during the subsequent retracement to 1762-1764,

buying interest (HFT buy surge) must occur.

Without initiated buying (HFT buy surge) it is unlikely
S&Pfutures will auction above resistance.

For those traders unfamiliar with the Follow the
Botsterminology, the above statement means that price has tobreak
out above minor resistance.

The breakout above minor resistance will consist of a sequenceof
higher highs. The order ow of events accompanying thebreak-out will
indicate (HFT-Buy Surge) that the computerizedtrading programs are
initiating trade to the buy side.

Price will move exponentially: higher highs, higher lows
abovethe 1764 price level.

You will not observe a pause in the execution sequence. Norwill
the order ow events indicate a lack of buying interest (buyprograms
waning).

The slope of the Gaussian digital lters will continue
pointinghigher.

This pattern is likely to continue, until the next resistance
levelapproximately at 1773-1775.

Buy the break-out trades are the most difcult trades to
executeThe market fails to breakout more often than it
succeeds.

A tight stop must be placed below the entry point. Anindication
of weakness (failure) can be rst noted when themicro ve tick range
bars begin to overlap and the slope of thedigital lters turned
down.

Bayesian Inference #02 | Buy The Pullback @ Or Near 1762-
1764

An alternative to buying the breakout is to let the
breakoutoccur and enter on the pullback.

Bayesian Inference #03 | Sell Resistance @ Or Near 1764

However, IF the order ow events continue to indicate alack of
buying interest at the high (buy programs waning) andthe micro ve
tick range bars fail to indicate the executionsequence is moving
vertically higher, probability favors thelikelihood there is no
buying interest above 1764.

In that case, the horizontal overlapping of the micro ve
tickrange bars indicates a lack of momentum. In the event, theslope
of the digital lters turned down and the order owevents indicate
initiated selling (high frequency sell surge)probability favors
S&P futures will remain in the state ofconsolidation.

Bayesian Inference #04 | Buy The Pullback @ Or Near 1747

Support is located at Fridays low (1747). However, as
observedduring Mondays session, S&P futures may not pull back
all theway to Fridays low.

Hence, price discovery may nd buying interest, modestlyabove
Fridays low.

In that case, traders looking for the opportunity to buy
thepullback, to focus their attention at the lower band of
thepolynomial regression channel.

IF, during a pullback to the lower band of the
polynomiaregression channel, order ow events indicate that
thecomputerized trading programs have ceased executing to thesell
side (sell programs waning) and the micro ve tick rangebars begin
to overlap horizontally, and the slope of the digitalters turned
up, probability favors price will auction back intothe midpoint of
the polynomial regression channel.

Bayesian Inference #05 | Buy The Pullback @ Or Near 1747

Initiated selling, during a pullback to the minor support
levelsis likely to result in S&P futures breaking down below
Fridayslow and potentially retesting support at 1736.


	
8/14/2019 Algo Futures | Trending Now - Issue 6 | November 10th,
2013.pdf

12/32

Algo Futures | Trending Now Weekly Edition | Issue 6

Sunday, November 10th, 20132

Market InsightsTrending Now

Good morning Traders,

Overnight, S&P futures auctionedup retest known resistance
at 1764,the price level where the initiatedselling occurred during
the October

30th (FOMC) session.

On October 31th, S&P futuresretraced up to 1764, before
sellingoff and pulling back to 1747 onFriday (11-01-13).

The mechanism by which marketdetermine value is called
pricediscovery. The price discoverymechanism is an essential
processin all auction markets.

Why did S&P futures auction up to

1764?

Fact: the answer is in order to determine IF there were
buyerswilling to continue bidding the S&P up to the multiyear
highat 1773.

Was there any way to know that buyers would not be willingto bid
the S&P higher?

Fact: NO

However, S&P futures have retraced up to 1762-1764 on
sixseparate occasions.

On each of these occasions, the sceeto order ow monitor
hasdetected buy programs waning.

The micro ve tick range bars have displayed a lack ofmomentum.
The pattern of the ve tick range bars has

indicated horizontal range development.

The vertical (exponential) factor: higher highs, higher
lows,which is the characteristic pattern associated with
buyinginterest has been lacking.

The risk of selling the retracement back to 1764 was thatbuying
interest will resume and price would continue higher.

As stated in Mondays market structure commentary, had
pricediscovery determined buyers were willing to auction
pricehigher, the pattern of order ow events would have
indicatedinitiated buying (high frequency buy surge)

S&P futures would have broken out above minor resistanceand
continued along the path to retest the multiyear high at1773.

Hence, trade management called for the seller at the high
todetermine where to place his or herstop loss.

Alternatively, the seller at the highcould elect to exit the
short on thedowntick.

Additionally, in the event ofa breakout above 1764, the

experience trader could haveconsidered buying the pullback.

The above description is not anisolated instance or an
idealizeddescription of the trade setup.

The above description is a standard(generic) approach to
tradingauction markets.

Tuesdays Morning Brieng
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The patterns of marketdevelopment; i.e.breakout above
knownresistance has occurredthousands of times inthe past and will
occurthousands of times inthe future.

The novice trader willbenet from identifyingthe pattern. The
patterncan be recognizedby categorizing theelements of
pricestructure that areassociated with boththe breakout and
thefailure to breakout.

Chart examples of breakouts and failed breakouts can be savedand
annotated.

This approach is referred to as the generalized portraitmethod
used in programming machines (computers) robotsto recognize
patterns and perform tasks.

The following article in Sundays New York Times, BrainGain
Smarter than You Think, explains how the world chesschampion Garry
Kasparov has employed a similar technique.


http://www.nytimes.com/2013/11/03/books/review/smarter-than-you-think-by-clive-thompson.html?pagewanted=all&_r=1&

The generalize portrait method is widely used in machine

learning.

Coming into Tuesday session

S&P futures have once again sold down from minor
resistanceat 1746 and have pullback to 1757.

During Mondays session S&P futures held support at 1756.

On Friday, S&P futuresclose the week at 1756During Sundays
Globexsession S&P futurespulled back to 1754.

On Friday, S&P futuresheld support at 1747

Earlier in the previousweek S&P futures foundsupport at
1750.

Therefore, the questionis where is support?

Ideally support is atFridays low (1747).

However, market structure indicates a series of minor
(fractal)lows had developed since Friday sell-off. Inasmuch as each
ofthe higher minor lows is higher than the low that proceedsthe
structure indicates the trade dispersion (activity) remains

for now bullish (positive).

Despite the positive skew, S&P futures have not been able
toattract buying interest above minor resistance at 1764.

The rejection of the high indicates the likelihood that
buyinginterest is waning.

Hence, the risk of buying the pullback at the minor lows is
thatselling pressure could increase.

Therefore, buyers on the pullback caution advised.

In the event, initiated selling breaches support at Mondays

day session low (1756), probability favors S&P futures
wilretest Fridays low (1747).

A breach of support at Fridays low, increases the likelihoodthat
S&P futures will pull back to the October 23rd (three daylows)
at 1736.
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WEDNESDAY

Hello Traders,

The major US Indexes tradedmixed on Tuesday.

The Dow 30 closed at15618: () down -20 points(0.13%).

S&P 500 close at 1762: ()up +5 points (0.28%).

The NASDAQ close at 3939:() up +3 points (0.08%).

164 (32%) of the S&P 500stocks end the session abovetheir
prior days close, while

329 (65%) declined.

Tuesdays Market Development

S&P futures traded up to minor resistance at 1764 in
theovernight session.

On Monday, S&P futures traded rallied up from 1756 andtraded
up to 1763. Price sold-off from the high and pulledback again to
1756, before rallying back to 1672 into theclose.

S&P futures have been unable to nd buying interest abovethe
minor resistance level at 1762-1764 since the S&P sold-offfrom
the multiyear high at 1773 on October 30th, followingthe FOMC
announcement.

During the October 30th sell-off, we noted that initiatedselling
occurred at the 1764 price level, as price traded downto 1751, 22
points (1.2%) below 1773.

S&P futures have retraced back to the 1762-1764 price
levelseven times since the sell-off.

Volume data indicates the supply above minor resistance isnot a
signicant enough obstacle to prevent S&P futures frommoving
higher. The 1762-1764 price level was also the onOctober 28th and
minor intraday resistance on October 29th.

Therefore, the only rationale to describe the signicant
behindthe minor resistance is buyers are unwilling to bid-up
(initiatebuying) above that level.

That said, at this point in the development of the
currenttrading range, selling pressure have not been the
dominatecharacteristic.

On Friday, S&P futures sold down to 1747, modestly below
theprevious days low (10-31-13) at 1750.

On Fridays the selling pressure ended (sell programs waning)and
S&P futures auctioned up to 1758 into the close.

Yesterday, S&P futures spent the majority of the session at
thehigh; above 1758.

Todays, after selling down from the overnight high (1764)

S&P futures paused at the low (1750). The computerizedsell
programs ended (sell programs waning). S&P futuresauctioned
back up to the high (1762) and spend 3 hourstrading in a 2 point
trading range.

After trading at for the majority of the afternoon session,
S&Pfutures sold down modestly into the close (1756).

Granted, at every price there is buying and selling. In
otherwords, while someone is buying at the high, someone else
isselling.

Why does that matter? Because the buyer at Tuesdays low(1750)
gained 12 points, whereas the buyers at Todays high

(1762) end the session down 4 points.

In other words, the most important factors in analyzing
themarket are: who prots and where within the trading rangewas the
prot maximized.

Once, a trader understands who proted and from where (whattrade
location), the trader can than identify the appropriatetrading
strategy.

IF, the buyers at the high do not prot, is buying the highthe
correct strategy?

Tuesdays Recap | Wednesdays Reference Points
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IF, the sellers at the low do not prot, is selling the low
thecorrect strategy?

Now, there are risk involved in both buying the low and
sellingthe high.

Price may break-out above the high and trader higher. Or,
price

may breach support and trade lower.

However, consider both the strategies.

IF, you sell the high and price break-out, can you exit the
shortand buy the pull-back?

IF, you buy the low and price breaches support, can you exitthe
long and sell the retracement?

Now, IF you sell the low and price goes higher, how can
youmanage the short at the low?

IF, you buy the high and price goes lower, how do you manage

the long at the high?

Work out the numbers. Go back to the inception of the S&P500
Index if you like. The facts are straight forward. You
cannotout-perform the index by buying the high.

The alternative to buying the high, is buying the pull-back.
Thealternative to selling the low, is selling the retracement.

There is risk with those strategies, as well. However,
thoserisks can be managed.

Coming into Wednesdayssession

The slope of the polynomialregression channel has turnedup. (See
chart gallery)

Support is located at 1747,17 points (an average dailyrange)
below minor resistanceat 1764.

The next minor support level islocated at 1750-1751.

The mid-point at of the

trading range is 1755.

At Tuesdays close, the slope of the linear regression
channel

was at (neutral).

The mid-portion (interquartile) of the trading range is the
mostunstable, i.e. difcult to predict.

The central tendency provides neither support nor
resistance.Therefore, trade location in the interquartile of the
range mustbe managed, with no tolerance towards offside
positions.

Current, the long is at 1756. The expectation is S&P futures
wilretest the high (minor resistance) at 1764.

There is the potential for S&P futures to breakout above
1764.

The same criterion described in last nights market
structureapplies to the retest of minor resistance.

IF,the order ow of events indicated buy programs waning
duringthe retracements to minor resistance levels, we expected to
seethe S&P pulled back off the high and auctioned back into
thedeveloping trading range.

The initial retracement, and encountered a lack of
buyinginterest. Order ow event indicated the computerized
buyprograms decreased; buy programs waning: [-]

IF,S&P futures are going to auction above minor resistance,
thanduring the subsequent retracement to 1762-1764, buyinginterest
(HFT buy surge) must occur.

Without initiated buying (HFT buy surge) it is unlikely
S&Pfutures will auction above resistance.

However, IF the order ow events continue to indicate a

lack of buying interest at the high (buy programs waning) andthe
micro ve tick range bars fail to indicate the executionsequence is
moving vertically higher, probability favors thelikelihood there is
no buying interest above 1764.

In that case, the horizontal overlapping of the micro ve
tickrange bars indicates a lack of momentum.

In the event, the slope of the digital lters turned down andthe
order ow events indicate initiated selling (high frequencysell
surge), probability favors S&P future will auction back intothe
trading range.
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Good Morning Traders,

Overnight, S&P futures held support at 1757, auctioned up
toretest minor resistance at the fractal highs (1762-1764).

The order ow events indicated initiated buying accompanied

the retest of Tuesdays high.

S&P futures broke outabove minor resistanceand auctioned up
to1768: the open of theOctober 30th FOMCsession.

The developmentsduring the overnightsession provide
aprototypical exampleof a break-out pattern.

A description of thepattern is providedbelow.

A price series,informally speaking, isthe sum of a sequence. A
sequences and series have denedstart and end points.

A price sequence is dened according to a certain rule, such asa
formula, or algorithm.

In trading, a sequence is a list of order execution (ow)
events.

Like a set, it contains elements.

The number of ordered elements is called the length of
thesequence.

The exact same elements can appear multiple times at
differentlocations (positions) in the sequence.

More precisely, a sequence can be dened as a countable setof
order ow events. In other words, the number of up-ticksvesus
down-ticks.

In trading, a price sequence is the result of a series of
theauction events: buying interest (demand), selling pressure

(supply).

The events consist of buyers initiating trade (up-tick
priceexecution) and sellers responding, or sellers initiating
trade(down-tick price execution) and buyers responding.

Therefore, either initiating group: buyers or sellers can be
thedominate force, which inuence the direction of the sequence.

In the Follow-the-Bots intraday computational model theGaussian
digital lters are used to count the set of order

execution (ow) events.

The micro 5 tick range data sample is a small enough to
visuallydisplay the execution series, so that the trader can
determinewhich group is the dominate force.

IF, buyers are the dominate force, the initiated buying will
resultin a sequence wherein the 5 tick range sample will displaya
vertical pattern ofhigher highs.

This is called anexponential sequenceThere will be little orno
overlapping withthe micro 5 tick series.

The Gaussian digitalter count of theup-tick, down-tick

ratio will indicate thedirectional slope ofthe execution
seriesis higher: more tradeoccurring on the up-tick.

When the trade activity ceases to be dominated by
initiatedbuying, the micro 5 tick samples will start to overlap.
TheGaussian lters will turn down. This marks the end point ofthe
sequence.

When the sequence ends at known resistance level, i.e. aprice
level within the previous trading range where the supply/

demand curve had turned down, buyers at the start of thesequence
can consider taking prot and traders inclined to selthe rally can
consider going short.

The chart in the gallaery provides a proto-typical example of
abuy sequence run.

The starting point of the run is Tuesdays low (1751), at ornear
the price level where the demand curve turned up duringFridays
session.

The execution sequence turns up off of yesterdays low (1751),the
starting point.

By sequence initially pauses at minor resistance (1762-1764)

The micro 5 tick range samples overlap. The Gaussian
digitallters count of the uptick, downtick ratio turns down.

Price auctions act 1756-1757, the price level where weindicated
in last night market structure indicated the locationof long (buy
the pullback) opportunity.

The exactly the same elements of the buy sequence appearagain at
1756-1757 price level.

Wednesdays Morning Brieng
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The Gaussian digital lters count of the uptick, downtick
ratioturns up.

S&P futures auctioned back to retest minor resistance at
1762-1764. Note the direction indicated by the count of the up-tick
down-tick ratio.

The Gaussian lters continued to indicate the trade
executionsequence is dominated by initiated buying.

S&P futures auction above minor resistance and rally up to
thenext known resistance level at 1768: the open of the October30th
FOMC session.

Finally, the distance of the range between Tuesdays low(1751)
and the overnight Globex high (1768) is approximately17 points; an
average daily range.

Thus, the rally stalls at known resistance and the ending
pointequals the rst chain of the hidden Markov sequence.

This proto-typical example of a buy series run is the type
ofdata samples used to create Follow the Bots computationalmodel;
man, machine learning.

Coming into Wednesdays session

S&P futures have not as yet retested the multiyear high
at1773.

The prior minor resistance levels at 1764-1762, the
breakoutpoint above the consolidation that began with the pullback
to1750 on October 30th, is now key support (1764-1762).

In other words, if the market is going to retest the
multiyearhigh (1773), buying interest must accompanied the
pullbackto yesterdays high (1762-1764), and initiated buying
mustfollow on the uptick to 1768.

S&P futures must trade above 1768, above where the stop
lossorders are likely to be resting (1770) and continue
directionallyup to 1773.

If during the pull-back to the yesterdays high, initiated
sellingdrives price back-into the previous trading range,
belowyesterdays high (1762), the price structures would
indicatethere are no buyers willing to auction the S&P above
the

current multiyear high:i.e. the break-out attempt has
failed.

Login to Follow the Bots Live Streaming Broadcast to hear
ourcommentary at todays open.

THURSDAY

Hello Traders,

The major US Indexes traded mixed onWednesday.

The Dow 30 closed at 15746: () up +128points (0.82%).S&P 500
close at 1762: () up +7 points(0.43%).The NASDAQ close at 3931: ()
up downpoints (0.20%).342 (68%) of the S&P 500 stocks end
thesession above their prior days close, while153 (30%)
declined.Wednesdays Market Development

S&P futures closed at 1765, 9 points above yesterdays
close(1756). In the overnight globex session, S&P futures
rallied above what

had been minor resistance at 1762-1764.

Overnight, S&P futures auctioned up to 1768. Price sold
downmodestly to 1764 prior to the open.

At the start of Wednesdays session, S&P futures traded
abovethe overnight high (1768) and auctioned up to 1770.

The 1768 was the open on October 30th, FOMC session.

Wednesdays Recap | Thursdays Reference Points
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Wednesdays openingrange high was 2points above theOctober 30th
close,at the approximatelocation where stoploss order are
restingabove the previous

close.

Following the rallyup to 1770, the pricesequence paused.The
order owevents indicated thecomputerized buyingprogram
ceasedexecuting to the buy-side. High frequency selling
occurred.

The price sequence reversed and S&P futures sold off from
thehigh and pulled back to 1760-1761.

The selling programs ended. S&P futures auctioned up off
thelow and retraced up to 1766.

Following the retracement up to 1766, S&P futures traded ina
2 point range (market maker sequences) for 4 hours. Therewas no
change into the close.

We had noted this pattern; i.e. the 2 point range (marketmaker
sequences) as a consistence characteristic of the marketdevelopment
since S&P 500 has broken-out above the previousmultiyear high
(1727).

Regardless of bullish claims made the nancial media about
thecurrent rally, a 2 points trading range in the Broad
Benchmark

S&P 500 indicates there is NO long term buying during
thatperiod.

The most dynamic development during todays session wasthe
sell-off below the opening range high.

Wednesdays Trade Opportunities

In yesterdaysmarket structurecommentary, wenoted the
longopportunity was tobuy the pull-back

at 1756, with theexpectation S&Pfuture would re-test
yesterdays high(1764) and potentiabreak-out aboveminor resistance
andauction up to re-testthe multiyear high

(1773).

In Wednesdays Morning Brieng, we noted that key supportat 1764
was the key price level to be long at during todaysopen.

The expectation was a re-test of overnight high (1768) and
thepotential for continuation up to 1773.

In Wednesdays morning brieng we note the elements thatmake up a
reversal in price sequence.

Starting with the computerized trading programs ceasing
thebuying side execution followed by the overlapping in the micro5
tick range series.

At Wednesdays open rally up to 1770 the sequence occurred

as described in the morning brieng post; providing a
shortopportunity at todays high.

Apart from the trades described above, in todays Livestreaming
Broadcast, we discussed the opportunity to buy thepull-back at 1762
and the sell the retracement at 1776.

Coming into Thursdays Session

Bayesian Inference #01 | Sell the Retracementat 1768-1767

The narrow range development thatdominated Wednesdays session
following thesell-off from the opening range high (1770),along with
the failure to re-test the highindicated the same lack of buying
interest thatwe observed during yesterday session.

While one could put forth the argumentthat the trade activity
(dispersion) was aboveyesterdays range, an equal argument could
bemade for double top.
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Wednesdays low at 1762 -1761 is now the minor supportlevel.

Bayesian Inference #02 | Buy the pullback at or near
1762-1761

Just as the S&P futures had previously encountered
resistanceat or near the 1762 price level that price level now
becomesthe over under.

IF, support holds at the over under price level (1762)
theexpectation is S&P futures will retest the Wednesdays
high(1770).

Note: Minor resistance at 1766-1768 is the initial
obstaclebuyers will have to overcome.

In the event that during a retracement to minor resistance

order ow events continue to indicate buy programs waning,a
second pullback to the over under price level is not as likelyto
hold support.

Bayesian Inference #03 | Sell Resistance at or near 1773

Major resistance is still located at the current multiyear
high(1773). The initial retracement to the multiyear high and
orWednesdays high (1770) is likely to encounter a similar lack
ofbuying interest as observed during Wednesdays open.

However, in light of the negative response observed
duringWednesdays session, buying a minor pullback following apause
at the high may not prove to be protable.

Therefore, following a retracement to the multiyear high,buyers
on a pullback are advised to exercise caution.

Good Morning Traders,

S&P futures traded in a narrow range during the
overnightsession.

Bayesian Inference

1.) As inferred in Wednesdays market structure commentary:Sell
the Retracement at 1767-1766, S&P futures pulled backfrom
Wednesdays day session high and retested support atthe over under
price level (1762)

2.) Buy the pullback at or near 1762-1761

Wednesdays low at 1762 -1761, which the current markestructure
indicated to be the key over under level held suppor

in the overnight session.

We noted that:

IF, support holds at the over under price level (1762)
theexpectation is S&P futures will retest the Wednesdays
high

Thursdays Morning Brieng

http://followthebots.com/registration
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(1770).

Note: minor resistance at 1766-1768 is the initial
obstaclebuyers will have to overcome.

Major resistance is still located at the current multiyear
high(1773).

3.) We indicated that: the initial retracement to the
multiyearhigh is likely to encounter a similar lack of buying
interest asobserved during Wednesdays open.

The criteria for determining the lack of buying interest
isdependent upon the order owevents conforming to the run-pause
sequence that we describedin yesterdays market
structurecommentary.

In the context of 1762 being thecurrent over under price
level,Thursdays maximum likelihoodexpectation estimate is located
at1782.

Stop loss orders are typicallylocated two points above the
priorhigh, at or near 1774.

In the event S&P futures retestthe multiyear high, there
wouldbe more desirable if the retest

occurred at the open of the US market; during regular
tradinghours.

Retesting the overnight session is likely to generate
sufcientvolume, which increases the risk of buying a pullback
aboveWednesdays close (1765).

In light of the negative response observed at Wednesdays

opening range high, buying a minor pullback following apause at
the high may not prove to be protable.

Therefore, following a retracement to the multiyear highbuyers
on a pullback are advised to exercise caution.

Good morning Traders,

S&P futures traded up to a new multiyear high on
Thursday,rallying up to 1774, the approximates location where the
stoploss orders are typically located above a prior high.

Following the rally, S&P futures reversed direction and
tradingdown to 1752: 22 points below the overnight high.

In relationship to the overnight high (1774), the scale

parameter of the hidden Markov chain sequence (17 to 23points)
estimate was at 1757-1751.

The market structure reference points were the 11-06-13 lowat
1755 and the 11-05-13 low at 1750.

The initial pull-back to 1756 resulted in a pause, followed bya
minor retracement to 1761.

However, a subsequent re-test of the 1756 stopping pointwas
followed by continued selling down to 1752, before S&P

futures retraced back to 1761.

During the sell-side sequence below the high, the
initiatedselling started at 1770, accelerated on the down-tick to
1768resulting in price pulling back to 1765.

Sell-side programs initiated again at 1764-1762,
auctioningS&P futures down to current session low (1752).

In the NEWS

The negative development corresponded with the a
CommerceDepartment report showed release of the third quarter
Grossdomestic product data which showed GPD rose to 2.8
percentannualized rate.

The positive data contributed to speculation the FederaReserve
may scale back stimulus amid better-than-estimatedeconomic
growth.

The question is whether or not the markets can accept good

Thursdays Opening Range Commentary
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news as good news or whetherwere still on the trajectory
wheregood news is bad news.

At some point, the currentstimulus is going to shift fromcheap
money fueling the rallyand good economic news beingviewed as good
new.

Apparently, the market is notthere yet. Thus, conrming
theargument we been making thatthe rally is based on continued
QE.

FRIDAY

Hello Traders,The major US Indexes traded lower on Thursday.

The Dow 30 closed at 15593: () down -152 points (-0.97%).S&P
500 close at 1747: () down -23 points (-1.32%).The NASDAQ close at
3857: () down -74 points (1.90%).38 (7%) of the S&P 500 stocks
end the session above theirprior days close, while 461 (92%)
declined.

Thursday Market DevelopmentAfter rallied up to 1774 prior to
Thursdays open, S&P futuressold down 32 points below the
multiyear high.

S&P futures breached support at yesterdays low (1755),
belowTuesdays low (1750) and below the last weeks low (11-01-

13) at 1747.

Indeed, todays low equaled the October 25th low (1742),thus
erasing eight day of trade activity and conrming a basicpremise
(empirical observation) of auction market theory; itis impossible
to out-perform the index.

Asset managers, try to outperform a benchmark: i.e. the DowJones
and S&P500, by employing different strategies in orde

to produce a positive return regardless of the direction and
theuctuations of capital markets.

All asset management is based on employing an
investmentstrategy. Todays rout of the trading range: 2 times
thedistance of a daily range, is just the latest example
conrming

the empirical evidences that treesdont grow in the sky and
marketdoesnt go up forever.

Thursdays sell-off correspondedwith the a Commerce
Departmentreport indicating third quarterGross domestic product
rose to 2.8

percent annualized rate.

The positive data contributed tospeculation the Federal Reserve
mayscale back stimulus amid better-than-estimated economic
growth.

...The Fed stimulus is the drivingforce behind the rally.

Thus, bad news is good newsbecause it support Fed stimulus

Thursdays Recap | Fridays Reference Points
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Good news is bad news because it implies the Fed will tapperit
stimulus sooner than later.

Todays sell-off conrms the argument we been making thatthe rally
is based on continued QE.

During todays decline, there were several key price levelswhere
long liquidation occurred within the trading range.

The term long liquidation has origins in Futures markets.
Itmeans that the people who hold long (buy) positions areselling or
adjusting their inventory.

Todays Relevant Long Holdings Distributions &
InitiatedSelling1.) Long liquidation (responsive & initiated
selling) occurred atthe high, starting at 1770 -1768, through what
had been theminor resistance level at 1762.

2.) Responsive and initiated selling occurred during
theretracement up to 1762, through the November low at 1755.

3.) Initiated selling occurred on the break-down below
1754,continued below the November 1st low (1747) and into
theclose.

Recap of Yesterdays Relevant Bayesian Inference(s) forTodays
Trading SessionIn yesterdays Market Structure we published the
followingtrade opportunity which played out to be the triumphal
tradeof the day:

(Published Yesterday) Bayesian Inference #03 | SellResistance at
or near 1773

Major resistance is still located at the current multiyear
high(1773). The initial retracement to the multiyear high and
orWednesdays high (1770) is likely to encounter a similar lack
of

buying interest as observed during Wednesdays open.

Heres How It Played Out Today...

Bayesian Inference 03 Sell Resistance at or near 1773

Thursdays Trade OpportunitiesComing into Thursdays session we
noted that long opportunity

was to buy the pull-back at 1762, with the expectation
S&Pfutures would re-test the multiyear high and probe for
stopsup at 1774.

The short opportunity was to sell the retracement to
themultiyear high (1772).

We also noted that the Wednesdays rally to 1770 had solddown
from the high and that buyers on the pull were advisedthat the
pull-back may not hold support.

The 1762 price level was deemed the over | under level.

Reviewing todays market development it is easy in hindsight

to say all a trader needed to do was sell the high and hold
untithe close.

Indeed, traders executed that strategy exercised
extremecompetence.

However, hindsight is 20/20.

The breakdown below 1762, and or the retracement, whichfollowed
after S&P futures traded down to 1754 both
shoropportunities.

There was reason to infer the market would encounter supportat
both the November 5th low (1755) and the November 1st

low (1747).

While, Thursdays decline in S&P futures paused and both
othese levels, the retracements (up-ticks) were modest.
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Indeed, the better trading strategy was to sell theretracements.
Again, in retrospect, the proposition appearsobvious.

However, that which is obvious in retrospect may not be
asobvious in real time.

In either case, S&P futures retraced back to the
known(previous) support levels, providing accomplished traders
theopportunity to exit long positions and re-enter in the
directionof the trend.

Coming into FridayssessionTodays positive economicdata fueled
expectationsthat the underlyingeconomy is stronger thanthe mixed
data havesuggested.

The reaction to the positivedata indicates marketparticipants
speculate theFederal Reserve may scaleback stimulus amid
faster-than-estimated economic growth.

Jobless claims decreased by 9,000 to 336,000 in the weekended
Nov. 2 from 345,000 the prior period, the LaborDepartment reported
today.

Tomorrows monthly employment report may show payrollsrose by
120,000 workers in October after a 148,000 gain inSeptember, while
the jobless rate rose to 7.3 percent.

Thus, there is the possibility the decline in S&P futures
willpause and consolidate at the lower.

Minor resistance is likley to be encountered at or near
1752.During the close the order ow indicated HFT selling at
1749.

The scale of todays decline (32 points) equal to two times
thedaily range is likely to attract bargain hunters.

While the Fed may begin tapering at the end of the year,
themarket is not likely to abandon the high yet.

We would expect to see support hold at the 1742 low hold in

the globex session and S&P futures attempt to rebalance
theshort inventory the overnight.

Bayesian Inference # 1 |Buy the pull-backIn the event, selling
pressurecontinues following Fridays

job announcement wewould look for a longopportunity on the
pullbackat or near the 1736 supportlevel.

Bayesian Inference #2

Sell the RetracementResistance is likely tobe encountered on
theretracement back to 1752.

Depending upon the reaction to the retracement back to1752, the
opportunity to buy the pullback will be evaluatedat Fridays
open.

Bayesian Inference #3 | Sell the RetracementAs we observed for
much of this week S&P futures encounteredresistance between the
1762-1764 price levels.

In the event, S&P futures auctioned back to 1762-1764,
we

would expect to see a similar reaction on an initial
retracement

We look forward to joining our live streaming broadcast
attomorrows open.

Good Morning Traders,

Following Thursdays rout of the trading range, S&P
futuresheld support at Thursdays low (1743-1742) and auctioned
up

to 1751, at or near the price level where the initiated
sellingwas noted in Thursdays market structure.

In Thursdays market commentary we noted that

1.) We would expect to see S&P futures support hold at
the1742 low and rebalance the short inventory the
overnightsession.

As illustrated Thursdays point and gure chart initiated
sellingoccurred at 1752 and accelerated on the retracement to
1751.

Therefore, we expected S&P futures would encounter
resistanceon the retracement back to

2.) Bayesian Inferecne Sell the Retracement

Resistance is likely to be encountered on the retracement backat
or near 1752, the price level where the initiated selling
waspresent during Thursdays sell-off, with the expectation of
are-test of Thursdays low.

We noted that depending upon the reaction to the retracementback
at or near 1752, we would evaluate where the opportunityto buy the
pullback to retest Thursdays low will be at Fridaysopen.

Fridays Morning Brieng
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Ideally, we would like to seeThursdays low (1742) and
retested.

We would prefer to see pricediscovery probe for stops (1740),and
potentially pressed support atOctober 23rd low at 1736.

The development described abovewould alleviate concerns as
towhether or not buying interestis still likely maintain the
currenttrading range into the end of theyear.

It is not our view, the buyers shouldchase the market
higher.

However, as is often the case

market may attempt to press the high (1751-1752) and
shortcovered back into the upper trading range.

In the event, S&P futures attempt a short covering rally a
andauction above 1552, the reference points are indicated
inyesterdays point and gure chart remain valid coming into

Fridays session.

We would not expect to see the S&P auction above what
hadbeen minor resistance at 1762-1764.

Hello Traders,

On Thursday, the major nancial institutions routed thetrading
range on the pretense the world will come to anend as a result of
potential tattering of the Feds policy ofquantitative easing.

We noted that the Feds QE was likely to continue until the endof
the year and primary indications are that with Janet Yellen asthe
new Fed Chairman, the Fed will be more accommodative.

In the view we expressed in yesterday market structurecommentary
and in this morning brieng, we expected to seeS&P futures
re-test the October 23rd low at 1736, before shortcovering back
through the trading range.

In yesterdays market structure we identify 1751, as thepotential
overnight high and the up-side break-out point of apotential short
covering rally.

In the context of this weeks market development, weestimated a
short covering rally would encounter resistance ator near
1762-1764.

After selling off 1736, prior to Fridays open, U.S.
stocksreversed Thursdays decline.

The nancial media the cause of the change in sentimentis that,
as better-than-forecast jobs report, now has marketparticipants
speculating that growth is strong enough for the

economy to withstand a stimulus reduction.

So, if you are gullible enough to believe that rationale,
thenaccording to the nancial media, the market is a bio-polarpsycho
witch, that sell-off 32 points one day and buyseverything back the
next.

The astute market observer, having seen previous patternswherein
the trading range is routed and weak longs areforced to have their
margins calls, are not inclined to believe

Fridays Intra-Day Commentary
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the bio-polar psycho witch story line.

Seasoned traders know a mugging when they see one. Thereality is
trading is not an occupations for the faint of heart.

While, the large nancial institution all have their
PRdepartments create a public image of caring to investors, infact
they make their money the old fashion way, rape andpillage.

To quote Dan Aykroyd and Eddie Murphy in trading places

Louis Winthorpe III:

Think big, think positive, never show any sign of
weakness.Always go for the throat. Buy low, sell high.

Fear? Thats the other guys problem.

Nothing you have ever experienced will prepare you for the

absolute carnage you are about to witness. Super Bowl,
WorldSeries - they dont know what pressure is.

In this building, its either kill or be killed.

You make no friends in the pits and you take no prisoners.

One minute youre up half a million in soybeans and the nextboom,
your kids dont go to college and theyve repossessedyour Bentley.
Are you with me?

Billy Ray Valentine: Yeah, we got to kill the motherf... - we
gotto kill em!

signicantly higher than the consensus estimate of 128k.

We also explicitly stated: The above means that there is
asubstantial probability for upside surprise (160 K) in the
PrivateNon-Farm Payrolls compared to the Consensus which was 128K.
When the actual number for Private Payrolls of 204K wasannounced at
8:30 the market was caught by surprise and thepreviously forecasted
selling pressure kicked off in earnest.

Then the market came down to our Bayesian Reference #1Support
Level of 1736 where the algorithmic buy bots kickedon, as surfaced
by sceetos Order Flow Montor.

The demand created by these algorithmic trading bots forcedPrice
Discovery upwards by creating an imbalance in Supply
&Demand.

Trading the Non-Payroll Surprise(Cont. from page 1)
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ASIAN MARKET RECAPS

Asian Markets

The major Asian markets closed mostly lower amid a lack
ofdirection, as traders look for cues from the U.S.

According to a survey by the China Federation of Logistics
andPurchasing and the National Bureau of Statistics, Chinas
non-manufacturing sector expanded at a faster pace in October.

Chinas non-manufacturing sector expanded at a faster pacein
October, as well.

The ofcial purchasing managers index for the service sectormoved
up to 56.3 in October from 55.4 in September.

The Hang Seng China Enterprises Index of mainland shareslisted
in Hong Kong advanced less than 0.1 percent and almosttwo stocks
gained for every one that declined in Shanghai.

A government report showed service industries expanded at
afaster pace in October. Markets in Russia and India are closedfor
holidays.

Thai stocks fell the most in six weeks on concern
anti-government protests will escalate.

Australias dollar strengthened against all of its 16 major
peers

The MSCI Emerging Markets Index fell for a third day, losing0.4
percent.

South Koreas Kospi index slipped 0.7 percent as Woori
FinanceHoldings Co., the nations largest nancial rm by
assets,posted a jump in bad loans.

Mondays Asian Market

The Asian markets are mixed Thursday.

The Chinas Shanghai Composite index fell half a percent
amidcaution ahead of a key Communist Party meeting in
Beijingstarting this weekend and consumer price ination data
slatedfor release on Saturday.

Hong Kongs Hang Seng index declined 0.7%.

Lenovo Group shares rallied 2.1%after the PC maker reporteda
surge in second-quarter prot, boosted by signicant growthin sales
of PC as well as mobile internet and digital homeproducts.

Japanese shares fell in choppy trading ahead of key events
inEurope and China.

The Nikkei average dropped 0.8%, to trade at 14,228.

The broader Topix index declined 0.6%.

Toyota Motor Corp, which raised its annual forecast
yesterday,declined 1.3 percent after its prot came in slightly
belowestimates.

Honda Motor slid 0.8 percent, Suzuki Motor edged down 0.4percent
and Mazda Motor lost 1.4 percent.

Electronic equipment and component manufacturer JapanAviation
Electronics Industry climbed 15.4%.

According to data released by the Cabinet Ofce theperformance of
the Japanese economy increased sharply inSeptember after falling in
the previous month, preliminaryshowed.

The leading economic index rose to 109.5 from 106.8 inAugust.
The coincident economic index also advanced to108.2 from 107.6 a
month earlier, while the lagging indexincreased to 115.1 from
114.4.

Australian shares fell slightly ahead of U.S. employment
guresdue out on Friday that could help determine the Feds
stimulusexit strategy.

The benchmark S&P/ASX 200 declined 0.2%, to trade at
5,422dragged down by banks.

ANZ Banking fell 4.2 percent and National Australia Bank los3.4
percent on going ex-dividend.

According to the Australian Bureau of Statistics the
Australianeconomy added just 1,100 jobs in October, below the
forecastsfor 10,000 following the addition of 9,100 in the
previous

Thursdays Asian Market
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month.

The jobless rate remained steady at 5.7 percent,
matchingexpectations.

The Australian Industry Group reported that its Performanceof
Construction Index which measure activity in Australiasconstruction
sector came in with a score of 54.4 in October,up sharply from 47.6
in the previous month.

Seoul shares weakened for the fourth day amid foreign
fundselling.

The benchmark Kospi average shed half a percent to 2,004,
itslowest level since October 10. Market heavyweight
SamsungElectronics dropped a percent, extending Wednesdays
2.3percent loss.

New Zealand shares closed lower as telecommunicationsnetwork
operator Chorus extended declines on renewed

worries over price regulation and Xero succumbed to prottaking
following recent sharp gains.

Chorus shares sold-off 9.3% and Xero declined nearly 9%.

The benchmark NZX-50 dropped 0.4 % from a record highreached the
day before.

According to a report from government Quotable Valueproperty
prices in New Zealand continued to increase inOctober, driven by
Auckland and Canterbury, showed.

The monthly property value index rose 8.9 percent in themonth
from a year earlier. Prices are now 10.4 percent abovethe previous
market peak of late 2007.

Taiwan Weighted average rose marginally and the IndonesiaJakarta
Composite was gaining 0.8%.

Malaysias KLSE Composite was up 0.2%, while SingaporesStraits
Times and Indias Sensex were down about 0.2% each

U.S. stocks continued to trade at in the overnight session

Market participants appear to be stay on the sidelines
awaitingcues from the ECB meeting, as well as U.S. growth and
jobsdata due out today and tomorrow, may provide fresh clues onthe
timing of Fed tapering.

In the previous session, the Dow rose 0.8% to reach a
freshrecord closing high bolstered in part by gains in
Microsoftshares.

The S&P 500 gained 0.4%, while the tech-heavy NASDAQslipped
0.2%.

Asian stocks fell broadly on Friday.

Fear that the Federal Reserve might cut back its $85 billion

monthly bond purchase program sooner rather than
laterovershadowed positive trade data out of China.

Chinas Shanghai Composite index fell 1.1% and Hong KongsHang
Seng dropped 0.6%.

Investors waited for cues from Chinas Communist Partymeeting
staring this weekend and a slew of Chinese data onindustrial
output, retail sales and ination slated for releasetomorrow.

Ofcial data released today showed that Chinas foreign
tradesurplus increased sharply in October, exceeding economists

forecasts.
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