Applying Levine’s Tt pfinder/Bottomfinder
Applying MIDAS To Daily
And Weekly Charts

In thix second part of this series we go one step furiher by

adding deeper insight into price action
by Andrew Coles and David Hawkins
Fiir, we have explored what technical analyst Paul

Levine called the scientitic aspeet of the marker
Lt
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bonomfinder (TB-F). In this article, we will examine what

interpretation/data analfvsiy svstem (MIDAS)

i5, the quantitative laws that give rise 0 MIDAS

and the curves of Levine s indicator, the topfinder

Levine called the engineering aspect of MiDAS — the practi

c¢al trading rules on which the system is bused
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This first section on the application of TB-F to daily and
weeklv charts is lareely the contribution of David Hawkins
Huawkins will expound on the rules governing the application
af TB-E a5 recommended by Levine using StockShare (v2)
As o result of Hawkins's input, this progrum now has Mipas
and TB-F plugins for its end-of-day platform

Like the original WinMidus, MIDAS curves and the D
componentof the TB-Falgorithmare ¢ alculated nutomatically
in StockShare by the user selecting the curves and dragging
them with 4 mouse

It should be emphasized too that David Hawkins is
more conservative than Andrew Coles in demanding the

completion of half of an accelerated move before attempting
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to fit & TB-F eurve. This is reflected in
the TB-F plugin in StockShare (v2)
No such limitation exists in the eSignal
| version.

PRELUDE: EQUIVOLUME

First of all, let us introduce (or
reintroduce) you to the Equivolume style
of technical charting devised by Richard
Arms Jr, This charting form combines
price and volume in one chart pane
s0 that times of heavy trading volume
are emphasized while light volume
periods are deemphasized.  Hawkins
uses this chart style because the x-axis is
proportional to cumulative volume and
not time; as o result, MiDAs and TB-F
curves will often plat more smoothly. In
addition, Equivolume charting ullows
full use of Arms’s other volume analysis
techniques, which are supportive of
the Mipas framework, (See sidebar
“Equivolume Charting” on page 56.)

It is entirely up 1 you whether you'll
use slightly smocther curves like this, or
prefer traditional candlestick charting the
way Coles does, because of the alernative
benefits this brings at the expense of
smoother curves,

TB-F ALGORITHM

ON THE CHARTS

Figure | is a weekly chart of O, the
iPath S&P Crude Ol Total Return Index
exchange traded note (ETN), with time
along the w-axis. The green MIDAS
curves are in & sevenfold hicrrchy of
support, while the red MIDAS curves
track the even more dramatic fall. The
curves in this chart are much less smooth
than their counterparts in Equivolume
charts with cumulative volume along the
X-uxis, as can be seen when comparing
Figure 1 with Figure 2. Equivolume also
provides a fairly clear impression of
how much trading volume is being used
up in o way that parallels the internal
consumption of volume in the MIDAS
| methodology,

Is the TB-F indicator best
regarded as an entry or an
exit indicator?
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FIGURE 1: WEEXLY CHART OF OIL, THE IPATH S&P CRUDE DIL TOTAL RETURM. Wih tme along e
w-axts, MIDAS {and TB-F) curvas appoear less sinooth than their counterparts in Equivalume charts
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FIGURE 2: WEEKLY CHART OF 0IL, THE IPATH 5&P CRUDE OIL TOTAL RETURN. Hee, MIDAS and TE-F
curves plot more smoothly in virue of cumulstive volume in the «axis instead of fime I

Contimued on page 38
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EQUIVOLUME CHARTING

Equivolume charting is amethod of charting developed
by Richard Arms based on the principle thatthe market
is a function of volume, not time, and so gives more
emphasis to volume than traditional bar charts.

Equivalume charte put uolime rather than time on
the horizontal axis and depict each day as a box. The
battom and top of the box represent the low and high
for the day, while the width is the volume of shares
| or contracts traded during that day. The shape of
the box generated is thus a visual representation of
the relationship between price range and volume.
Tall, thin rectangles represent large movement on
comparatively light volume, while short wide boxes
represent small price movement compared to the
volume, —Editor
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Price ;
Price

Volume Volume

Equivolume box A lustratas low volurme and sasy prioe movemoni
wihiby box 8 shows haavy volume with il price movament

TB-F ALGORITHM IN RELATION TO
ORIGINAL MIDAS FORMULA
The busic equation for the MIpas indicator is as follows:

|}rﬁ.|.,]—yl x—d)|

MiDAS= d,

where:

x = cumulative volume on bar

v= cumulative average price ((H+L)y*0.5) * volume
on bar

d, = cumulative volume difference between bars { and

}=II—.‘|.

Here 15 the equation for the TB-F indicator:

[y(x) = yix—e,)| .

Topfinder / Botomfinder = 2
W

where again:
x =cumulative volume on bar
v, = cumulative nverage price ((H+L)"0.5) * volume
on bur
d, = cumulative volume difference between bars | and
j=x-x

—A.C.

PROGRAMMING MIDAS AND |-MIDAS IN METASTOCK

Code 1: This code is for MIDAS to plot on the daily
charts in MetaStock in the way originally conceived by
Paul Levine. Users will be requested to inpul a year,
month, and day corresponding 1o an appropriate swing
high or low.

{Usar defined Input}

smi=Input(*starting month”,1,12,1);

sd:=Input{"starting day of month",1,31,1);
sy:=Input(“starting year",1980,2100,2000);

start:= sd=DayOfMonth() AND sm=Month() AND sy="Year();
{mid price}

pyi=MP()*V;

{Midas calculation}

denom;= I{Cum(V)-

ValueWhen(1,start, Cum{V))=0,1.Cum(V})-
ValueWhen(1,start, Cum(V)))

Il{BarsSince(start), (Cum(pv)-ValueWhen(1, start, Cum{pv}))/
danom,MP(}}
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Code 2: This code is for I-MIDAS to plot on any intraday
chart in MetaStock Pro. Users will also be requested to
input the hour and minute. Speed can be an Issue when
a number ol M curves are plotted in MetaStock and
MetaStock Pro. This is an area currently being worked
on by the author,

{User defined input}

sm:=Input{“starting manth® 1,121}

sd:=Input(‘starting day of month”,1,31,1);

sy:=Input(“starting year", 1980.2100,2000);

shi=Input{"hour”, 1,24,1);

sa:=Input{*minute”,0,60,0);

start:= sd=DayOfMonth{) AND sm=Maonth()’ AND sy=Year()
AND sh=Hour{) AND se=Minuta().

(mid price}

pv=MP()*V;

{Midas calculation}

denom:= INCum(V)-

ValueWhen(1 start, Cum(V}}=0,1.Cum(V}-
ValueWhen(1,start, Cum{V)));

Ii{HarsSlncElﬂtan:u.[Uumipv]-\r‘a!usWhan{T.mmﬂum{m‘]}]f
denom,MP(])
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T0 OBTAIN A PRIGE TARGET et

‘ Recall that when using a charting system such : o
as Equivolume, the horizontal (x) axis measures ! Sz

‘ cumulative volume and not time. Therefore, I, l "';
say, you know that B0% of cumulative volume ::_

| has been used up in the move, you can manually ! -5
insert a vertical line on the chart that shows where, H R ke
in cumulative volume terms, the trend will end, To i Lo | |
make this a little mare precise, you can then extend i e
a linear regression line from the current price action ] b x100
to this vertical line. Where the two infersect is the Lavse
approximate end of the trend, not only in precise i s
cumulative volume terms but also in terms of a -nm
roughly approximate linear gxtrapolation from l Tk
current price behavior. : i

In sidebar Figure 2, you see the weekly chart ! Pt

of OiL, the iPath S&P Crude Ofl Total Return : ey
Index. Hare D is 84% complete, so the vertical H b=
dotted line locates the horizontal position of the I T
expiration of the TB-F curve at a 100% expiration _ } VAR
of D. The black ling is the linear regression fit to _{‘M
the closing prices, which is then extended into the \_ el

Iuiu_ra to the point where it intersects the dotted SIDEBAR FIGURE 2: WEEKLY GHART OF OIL, THE IPATH S&P CRUDE 0L TOTAL RETURN

vertical line at a price of 27.3, Here, we have an INDEX. The verical line (= whatever smount of cutnulafive olume has ulraady been used up in the

approximate price extrapolation as well as afirm  move plus the remainder. For examplo, i D % 100 units and 70% ol these units have bean used up.

cumulative volume prediction, fhe vertcal Bre reprosants a projecion forward of 30% of 30 unita A Engar mgressian line i than
exiended forward rom the putrent price activity 1o intersact thes verbical ine. Whara they cross s A
rough and ready price amel in refafion fo {ha Aocyrto curmlaive volume prediction.

| Moving on, let’s take our first look at the S KL o 13, M o 38

pa

TB-F algorithm. Figure 3 is the sume OIL, wi

| this time with the MiDa$ curves stripped oy
away. Figure 3 shows a green TB-F curve :::
L]

fitted 1o the fitst two significant pullbacks
straddling the “TF1™ label. When this e B et .

) + . e |-
cumulative volume (the “fuel™ for the s
moave) is burned out, TB-F comes to a stop -1
| and the market temporarily halts before :::
moving on. L samn
Does this mean that this particular o
TH-F curve's <gnnl is premature? No, e
| for two reasons, First, on the very next =40
bar following the completion of TB- Hepe!
| F, price pulled back 10 the dotted green e
[ line labeled 56, one of the green MIDAS a0
| curves on Figure 2. Second. the slope of :::
| the subsequent trend became shallower L amo
and the trading volume much gremer, oand
indicating that the noture of the trading =
had significuntly changed from that of the -8
| uptrend to that the first TB-F tracked. oo
| We have started with Figure 3 o drive ! , L
| home an impartant lesson concerning the !m“:'_ B R O -

| TB-F indicator, What the TB-F algorithm

| does is. mmmrmwu.mmmwmummm.amm
ittt 10 the two pullbacks stradding TF1. On expiration of D, price pults back briefly to the mos! prodmale

I MIDAS support curve. |
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el I
v a ldentify  an accelerated  price
oo move
e =10 b. ldentify where it ends, and

Boyes ¢. lmply that where it ends will
a8 result in some form of price |
e response, especially o pullback o
baes the nearest MIDAS curve. Whal it
b does not do, however, is spell out
=M1 ¥ 1 "
P in any fumuﬁing detnil precisely

- o whar price will do. No techmical
':: [ forecasting imdicator can ever do
E sk thal.
- o - = i
T Let's continue this lesson by looking

b at Figure 4, which moves on i bime to
T the actual end of the wend. When TB-F|
It o expired and price pulled back w the S6

ln? el ST Minas curve, we lnunched another TB-F
w i Siop curve, TB-F2, from the same starting

- 11m paint as TH-F, but this time fitting it 1o
R : Fwmn | the low of the bar, which found support

_‘uﬂ g e | i on S6. When this second TB-F expires,

e | price again pulls back to S6 but breaks
FIGURE 4: WEEKLY CHART OF QIL, THE IPATH S&p CRUDE DIL TOTAL RETURM INDEX. Tha launeh of 8 donwn through i, beginning o steep
sacond TE-F. s time fited 1o the puliback 1o the S MIDAS curve, produced another stourals indication of T
whera price wal going io mac,

downtrend. Again. a detailed prediction
was not possible, only that on expiry of
T T D, price would react in some way. (In

o G Cnas G P e B our next article, Coles will discuss how
i kL e b—— e < y E,
L ani 1o use THB-F with price and time filters,
s which give a clearer himt of how price
Fam | s likely to react on the termination of o
f-a280 » i .
Eosaid IB-Fcurve)
brome Moving on with the lesson and now
ph e analyzing the downtrend, we see from
e Figure 5 thatthe displacement of price from
P the nearest MIDAS resistance curve invites
Foeos | | ws o launch o TH-F curve. A third (pink)
(%% | TB-F curve is now launched in Figure 5
Fa 00 from the termination bar of the second
::: TB-F curve, this time fitted o a pullbock
-daa further into the trend’s progression. This
e trend is still in progress
— Note we have StockShare (v2) telling
4800
—:w us how muech cumulative volume
§7.04% ] (87.14% ) has been used up. This means
g g |
. : E that the horizontal distance (along the
| | S x-axis) from the curve's launch to the
e sent time represents 87% of the “fuel”
i present time represents 87% of the “fue
I | S in D, Thus, we manually place the dotted
] . » =
== vertical line at the horizontal position for
| hiske 2z Al 5 ) "t e pid g the projected end. In the sidebar *Using
L= = linear regression o obtmn a price mrget”
FIGURE 5: WEENLY CHART OF DIL, THE IPATH $&P CRUDE OIL TOTAL RETURN INDEX. Athid TB-Feurve (see pape 58), we will indicate how o
* | in Iaunchad on the bar on which TE<F2 terminatad. The fiting to the small pullback suggests that the cument oo o gjmple lingar regression line to

tadiish thi ill ; i i
u I downtrant is B7% complate. A verical lina helps estabiish this paint visuslly, obtain 4n approximate price target
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FIGURE 6: BRUKER CORP. (BRKA), A BIOSCIENCE COMPANY. Afthough e acoelersted yend ended on the
sarmination of TB-F1, |t talad 1o panatrate the MIDAS B1 curve, As B rsull, fherm was ni long entry Furthar, the current
valus of O at 50% done and tha actve resistance rolas of the second MIDAS and TB-F curvas means that a long posifion
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Fosm THE BEST USE OF

e rHE TB-F INDICATOR
EIS | lsthe TB-Findicator best regarded
rnnn as an entry or an exit indicator?
Redes First, in order to fit the TB-F
:,:;: indicator to a pullback, a trend
f= 1104 needs to be at least 20% complete
L”" Therefore, from the viewpoint
! ;IL:U | of launching an indicator, the
.[»H.l.l I'B-F algorithm can never be
i ased as an entry tool, From the
__'f: lnunch perspective, TB-F is best
b 7. understood s identifying  the
. e end of an accelerated move and
_I___ﬂ_.l - :::: thus producing an exi signal
ol S0.74% Lson However, on the termination of
i ‘FM ‘F [ ::;:3' the TB-F curve, the indicator can
“T_! ‘.‘L B be understood as providing an
L 1.0 initial basis for taking a contranan
AT Ty T T e Sbaaiunmanssy i T position. We say “initinl basis”
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i as stressed earlier, an

because,
exhausted TH-F curve does not
1ell you what price is g0ing to do
next. Therefore, a trader wishing
{0 initiste a contraran position on
the exhaustion of a TB-F curve will need w look for further
entry conditions. He or she can do that just as well within the
Minas framework

For example, Figure 6 is of Bruker Corp. (BRKR), @
bioscience company. In the chan we can sec that ‘TB-F1
was latinched from September 19, 2004, and terminated on
October 30 at the end of the acceleraled move. Here was
a putative place o nitate 4 long contrarian trade Using a
Minas curvie (R1) a8 n filter, however, an entry condition
would be justified only if price subsequently broke up
through it. with u price target on eniry being the next level
MIDAS curve in the hierrchy

As it turned out, price failed to break through R1, thus
resulting in the absence of uny trade setup This resulted in
Coles and Hawkins launching a second MIDas curve from
the swing high, which failed to penetrate R1 and also o
second TB-F curve from the same launch bar as TB-FL. this
time fitted to the same swing high from which we sturted the
second MIDAS curve. As ol this writing, TB-F2 is incdicating
that we're only 50.74% through this downtrend. TB-F 2
and the second MIDAS curve ane also resisting price. As of
this writing, there are no circumsLnces under which we'd
consider a long entry

Before completing this section, wewanl to provide one more
lesson before the emphasis shifts to the intraday discussion
It is a consequence of the froctyl nature of MIDAS that
“nested” TB-F curves can be ¢ reated on the same accelerted
trend, especially when the trend increases or decreascs 1S
velocity ns the trend develops. In Figure 7, we have three
nested TB-F curves on the daily chart of the Standard &
Poor’s 500, all strting from July 18, 2006, The first two
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TB-Fs terminated as price pulled
back in multiweek corrections 1o
lomger-term TB-F curves fucled
with more cumulative volume:
the longest curve expired a8 price
tumibled out of the current trend.

Tn the third and final part of this
series, we will look at how w apply
the Minas to intradiy charts,

UK-based  Andrew  Coles  can
be reached at andrew_coles@
ownmaibaner,  David — Hawkins
is a private investor; living in
Newrton, MA. He may be reached
davicle e kins @ mge. com.
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