TSP Trader Technical Report: 19-Oct-2012
All of these charts are provided for informational purposes

 only and are not meant to predict future market behavior. 

The $US Dollar Model’s Mathematical Relationship

 to the iH&S Pattern and the Associated Red Arrows 

Tom’s Market Comments for June 15, 2012 presented six historical “inverse Head and Shoulder” market patterns. Only two of the six historical iH&S patterns led to a gaining market (i.e., a gaining trade). Tom’s paraphrased observation was, “Upon exiting those seven iH&S patterns, the market could go up or down. It was a coin toss”. 

The behavior of the US dollar commodities market also resembles a coin toss. Historical TSP Trader $US Dollar model ratio between gaining and losing periods from 22-Sep-08 to 15-Jun-12 was roughly equal (50% / 50%).
· Gaining Periods:  82.44% / (abs (-91.53% + 82.44%)) = +0.47 ≈ +0.50

· Losing Periods:     –91.53 / (abs (-91.53% + 82.44%)) = +0.53 ≈ +0.50

The logical modeling approach was to apply the TSP Trader $US Dollar model to the iH&S pattern. The TSP Trader $US Dollar model’s red arrow behavior within the iH&S patterns identified by Tom is presented. All of these charts are provided for informational purposes only and are not meant to predict future market behavior. 

Disclaimer: “The use of the TSP Trader $US Dollar model with iH&S occurrences depends entirely on the person identifying the technical market pattern". Also, these reports use “lookahead”.

A typical iH&S pattern Tom identified is shown below with the parts labeled (blue boxes). 
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It is always easier to compare long-term market trends by breaking them into smaller pieces. The individual pieces can then be more easily compared. The expectation is if the model is good, most, but not all of the pieces will yield valid comparisons. No model is perfect. If most of the pieces compare well, then the few that do not are assume affected by the background noise (e.g., chaos). So, the question becomes, “What is the best way to break the 2011B iH&S pattern into smaller pieces?” There are four steps.

Step One: Dates are chosen for each of the parts of the iH&S and Exit pattern. This has been done and is shown below.

	Typical iH&S Pattern
	Typical Date

	 Center of Head
	22-Nov-11

	 Left Edge of Right Shoulder
	29-Nov-11

	 Center of Right Shoulder.
	07-Dec-11

	 Right Edge of Right Shoulder
	13-Dec-11

	 End of Exit Pattern
	31-Jan-12


Next, the three rules for the TSP Trader $US Dollar model along with the Summary are defined
All that remains is breaking the iH&S and exit patterns into smaller pieces (1). The direction and length of each piece is a red arrow (<<<===: or :===>>>). The price relationship is also determined (NY: BOTDX < S&P 500 or NY: BOTDX > S&P 500). If for the length of the red arrow, the market went up and Rule 1 is valid, then the $US Dollar model has correctly modeled that part of the iH&S pattern (iH&S red circles) or Exit pattern (blue line). If for the length of the red arrow, the market went down and Rule 2 is valid, then the $US Dollar model has again correctly modeled that part of the iH&S (iH&S red circles) or Exit pattern (blue line). 

(1) TSP Trader proprietary algorithm.

Conclusion: The TSP Trader $US Dollar model does not predict if the market will go up or down. It only confirms the market is currently following the model in a historically valid manner. Thus, the typical gambling risk level is in accordance with historical precedent. When the market is not following the model, then there is no historical precedent for the current gambling risk level. This means a random, chaotic and high risk gambling environment exists. All of these charts are provided for informational purposes only and are not meant to predict future market behavior. 

(CONTINUED ON NEXT PAGE)

The Relationship between the Red Arrows and the Historical iH&S Patterns

The TSP Trader $US Dollar model allows four categories of red arrows.

	The Red Arrow
	Follows the Model
	Does not Follow the Model

	[image: image2.png]% S&P 500
Index
12%

% US Dollar vs. % S&P 500 Index

When the Four iH&S Increments are Combined

e

0.92]
R=0.95

10%

6%

%

KX

+

-

-

45%

4.0%

35%

30%  25%  2.0%
% US Dollar

A45%

1.0%

0.5%

0.0%




[image: image3.png]% US Dollar vs. % S&P 500 Index

% &b 0 for the Moderate Correlation Red Arrows
ndex Using Two of the Four Separate iH&S Increments
%
» hed
o v
-
2%
2% —
&%
8%
A% % 2% % 3

% US Dollar

5%




Increasing S&P 500 Index and Decreasing Dollar Value 
	[image: image4.png]% US Dollar vs. % S&P 500 Index
% Jap 0 for the Moderate Correlation Red Arrows R?= 0.67]
ndex When the Four iH&S Increments are Combined R-081
2%
°
. e
%1 L 0
.
2%
4% *
&%
3
2%
A% o % 2% 3% 3

% US Dollar





<<<===:
	[image: image5.png]1347105 4272 +02%

S&P 500 (c) 2012 DecisionPoint.com




<<<===:

	Increasing Dollar Value and Decreasing S&P 500 Index 
	:===>>>
	:===>>>


This and future iH&S reports will be concerned only with type “I & II” red arrows. Types  “III & IV” will not be further referenced unless specifically identified.

As discussed in the last report, a Type I red arrow has a high correlation between the behavior of the US dollar and the S&P 500 Index. A Type II red arrow has a moderate correlation. The question is, “Are the different parts of the iH&S pattern responsible for the red arrow correlation difference (i.e., Type I: High and Type II: Moderate)?” 

The iH&S pattern identified by Tom has six parts (see first image above). The three parts of interest are the left shoulder, head and right shoulder. To further simply, only the head and right shoulder will be used. These two parts of the iH&S pattern can be divided into five sub-parts. Each sub-part is identified with a letter in the table below.

	Sub-Part

 Letter
	 iH&S

 Sub-Part

	A
	 Center of Head

	B
	 Left Edge of Right Shoulder

	C
	 Center of Right Shoulder.

	D
	 Right Edge of Right Shoulder

	E
	 End of Exit Pattern


(CONTINUED ON NEXT PAGE)

A red arrow can interact in one of three ways with the iH&S sub-parts.

· First Way: The red arrow occurs between two iH&S sub-parts. 

· For example, the red arrow (yellow box) started after the Head and ended before the Right Shoulder. 

· Center of Head (A) to Left Edge of Right Shoulder (B)

· The distance increment between A and B happened during the iH&S period 22-Nov-11 to 29-Nov-11 (black arrow).
· 
· Second Way: The red arrow encompasses both of the iH&S sub-parts. 

· For example, the red arrow (yellow box) started before the Head and ended after the Right Shoulder.

· Center of Head (A) to Left Edge of Right Shoulder (B)

· The distance increment between A and B happened during the iH&S period 22-Nov-11 to 29-Nov-11 (black arrow).
· 
· Third Way: The red arrow encompasses some, but not all of the iH&S sub-parts. 

· The third way is a combination of the first and second ways.

· For example:

· The red arrow starts before the Head, but ends before the Left Edge of Right Shoulder.

· The red arrow starts after the Head, and ends after the Left Edge of Right Shoulder. 

It is now possible to identify the four distance increments that occur between the center of the iH&S head and the end of the blue arrow (see first image above).

	Increment Type
	Increment Start Letter
	Increment Start Sub-Part
	Increment End Letter
	Increment End Sub-Part

	A-to-B
	A
	Center Head
	B
	Left Edge of Right Shoulder

	B-to-C
	B
	Left Edge of Right Shoulder
	C
	Center of Right Shoulder

	C-to-D
	C
	Center of Right Shoulder
	D
	Right Edge of Right Shoulder

	D-to-E
	D
	Right Edge of Right Shoulder
	E
	End of Exit Pattern


The key question can now be reworded as,  “Do the red arrow correlation levels—High & Moderate—depend in any way on the four Increment Types listed in the chart above?” 

Conclusion: The answer is there is no difference in the correlation levels for any red arrows interacting with any Increment Type. All red arrows interact with each of the four Increment Types in exactly the same statistical manner. For example, a high correlation red arrow is a high correlation red arrow no matter whether it occurs in Increment Type “A-to-B” or in ”D-to-E”. The same applies for a moderate correlation red arrow. It too is independent of the Increment Types. Thus, this report mathematically proves one of the fundamental tenants of the TSP Trader $US Dollar model. “The $US Dollar red arrows do not and are not supposed to line up with the iH&S structural members shown in the first image (blue boxes).”

The following is for those interested in the methodology used to show statistical independence between the Increment Types and the correlation levels. Nothing new is presented except increased detail.  

The data is put in a chart format. One chart is for the High correlation red arrows and the other for the Moderate correlation ones. Each chart lists the four “Increment Types”. Also listed are the number of red arrows interacting with each “Increment Type” in either a “First, Second or Third Way”. 

(CONTINUED ON NEXT PAGE)

	High Correlation Red Arrows (Type I)

 <<<===: 

Decreased US Dollar, Increased S&P 500 Index

	A-to-B
	% 

US Dollar
	% 

S&P 500
	B-to-C
	%

US Dollar
	% 

S&P 500
	C-to-D
	%

US Dollar
	%

 S&P 500
	D-to-E
	%

US Dollar
	% S&P 500

	28-Jun-06
	-1.90%
	1.56%
	03-Jul-06
	-1.90%
	1.56%
	11-Jul-06
	-1.90%
	1.56%
	09-Aug-06
	-1.75%
	1.35%

	23-Aug-07
	-0.43%
	-0.33%
	04-Sep-07
	-0.43%
	-0.33%
	11-Jul-06
	-1.75%
	1.35%
	12-Oct-07
	-3.18%
	3.84%

	13-Jul-10
	-4.14%
	9.63%
	04-Sep-07
	-3.18%
	3.84%
	14-Sep-07
	-3.18%
	3.84%
	12-Oct-07
	-0.19%
	-0.04%

	 29-Mar-11
	-1.62%
	-0.46%
	 22-Feb-10
	-0.54%
	-0.07%
	14-Sep-07
	-0.19%
	-0.04%
	07-May-10
	-0.31%
	0.65%

	
	
	
	23-Jul-10
	-4.14%
	9.63%
	01-Mar-10
	-0.54%
	-0.07%
	07-May-10
	-0.32%
	1.76%

	
	
	
	 11-Apr-11
	-1.62%
	-0.46%
	01-Mar-10
	-0.31%
	0.65%
	07-May-10
	-0.48%
	1.21%

	
	
	
	 11-Apr-11
	-2.47%
	2.64%
	01-Mar-10
	-0.32%
	1.76%
	08-Oct-10
	-2.95%
	4.12%

	
	
	
	
	
	
	01-Mar-10
	-0.48%
	1.21%
	08-Oct-10
	-2.72%
	2.01%

	
	
	
	
	
	
	10-Aug-10
	-4.14%
	9.63%
	 28-Jun-11
	-2.47%
	2.64%

	
	
	
	
	
	
	10-Aug-10
	-2.95%
	4.12%
	31-Jan-12
	-0.74%
	1.55%

	
	
	
	
	
	
	10-Aug-10
	-2.72%
	2.01%
	31-Jan-12
	-0.63%
	-0.27%

	
	
	
	
	
	
	 25-Apr-11
	-1.62%
	-0.46%
	
	
	

	
	
	
	
	
	
	 25-Apr-11
	-2.47%
	2.64%
	
	
	

	
	
	
	
	
	
	13-Dec-11
	-0.74%
	1.55%
	
	
	

	
	
	
	
	
	
	13-Dec-11
	-0.63%
	-0.27%
	
	
	


As shown above, approximately 40% of the Type I red arrows occur between the Center of Right Shoulder (C) and the Right Edge of Right Shoulder (D). It is not clear why this happens, but it means historic market risk levels are exceedingly common in the C-to-D increment of a typical iH&S pattern. 

	Moderate Correlation Red Arrows (Type II)

 :===>>> 
Increased US Dollar, Decreased S&P 500 Index

	A-to-B
	%

 US Dollar
	% 

S&P 500
	B-to-C
	%

US Dollar
	% 

S&P 500
	C-to-D
	%

US Dollar
	%

 S&P 500
	D-to-E
	%

US Dollar
	% S&P 500

	 12-Feb-10
	1.43%
	0.95%
	03-Jul-06
	1.45%
	-1.29%
	11-Jul-06
	1.45%
	-1.29%
	09-Aug-06
	1.45%
	-1.29%

	
	
	
	 22-Feb-10
	1.43%
	0.95%
	01-Mar-10
	1.43%
	0.95%
	07-May-10
	1.52%
	0.64%

	
	
	
	 11-Apr-11
	0.19%
	-0.53%
	01-Mar-10
	1.52%
	0.64%
	07-May-10
	4.35%
	-6.82%

	
	
	
	
	
	
	01-Mar-10
	4.35%
	-6.82%
	08-Oct-10
	2.02%
	-3.64%

	
	
	
	
	
	
	10-Aug-10
	2.02%
	-3.64%
	 28-Jun-11
	3.02%
	-0.49%

	
	
	
	
	
	
	 25-Apr-11
	0.19%
	-0.53%
	 28-Jun-11
	-0.11%
	-0.57%

	
	
	
	
	
	
	 25-Apr-11
	3.02%
	-0.49%
	 28-Jun-11
	0.67%
	0.51%

	
	
	
	
	
	
	 25-Apr-11
	-0.11%
	-0.57%
	31-Jan-12
	-0.27%
	-0.43%

	
	
	
	
	
	
	 25-Apr-11
	0.67%
	0.51%
	
	
	

	
	
	
	
	
	
	13-Dec-11
	-0.27%
	-0.43%
	
	
	


As shown above, approximately 30% of the Type II red arrows occur between the Right Edge of Right Shoulder (D) and the End of the Exit Pattern (E). This happens because the blue arrow is the longest increment. It typically lasts about a month. 

Summary: Over two thirds of the Type I and II red arrows have historic and typical market risk levels once the Center of the Right Shoulder has been achieved. Or put another way, historically this means a random, chaotic and high-risk gambling environment typically exists until the Center of the Right Shoulder has been achieved

The two charts below are made from the High correlation red arrows presented above. The first chart has four trend lines, one for each increment. The R2 values for the four increments are all greater than 0.90.


The second chart is when the High correlation red arrows from the four increments are combined into one data set.


These two charts demonstrate there is no difference between the High correlation red arrows when they are analyzed as individual iH&S increments or as a single combined data set. The R and R2 values again show High correlation between the US dollar and the S&P 500 Index. The two charts above show there is independence between the $US Dollar model’s High correlation red arrows and iH&S patterns identified by Tom.  

(CONTINUED ON NEXT PAGE)

The two charts below are made from the Moderate correlation red arrows presented above. The first chart has four trend lines, one for each increment. The R2 values for the four increments are all greater than 0.60.


The second chart is when the Moderate correlation red arrows from the four increments are combined into one data set.


These two charts demonstrate there is no difference between the Moderate correlation red arrows when they are analyzed as individual iH&S increments or as a single combined data set. The R and R2 values again show Moderate correlation between the US dollar and the S&P 500 Index. The two charts above show there is independence between the $US Dollar model’s Moderate correlation red arrows and iH&S patterns identified by Tom.  

 Conclusion: Approximately two thirds of the red arrows in the iH&S patterns identified by Tom followed the TSP Trader $US Dollar model. During these valid red arrow occurrences and independent of where they occurred in the iH&S pattern, there existed gambling risk levels and market performance characteristics that were mathematically valid and within historic norms. All of these charts are provided for informational purposes only and are not meant to predict future market behavior. 

Disclaimer:

(Reading carefully at least once is recommended, as is the case with all small print one regularly encounters).  

All information is provided "as is" for informational purposes only and is not intended for trading purposes or advice. TSP Talk.com and Trader Fred are not liable for any informational errors, incompleteness, or delays, or for any actions you take in reliance on the information contained herein. The user of the information contained in the TSP Talk.com and Trader Fred sites assumes the entire risk of any use made of the information and data. None of the information on TSP Talk.com and Trader Fred sites is a recommendation to buy or sell any TSP fund or the endorsement of any particular trading strategy. The information on the TSP Talk.com and Trader Fred sites is not intended to constitute investment advice or be a recommendation to make or not make any investment decision. None of the information the TSP Talk.com and Trader Fred sites should be used for trading purposes at any time under any circumstances. 

There are no assurances any TSP fund will achieve its objectives and/or strategy. Historical data and back testing behavior or future individual retirement account gains or losses. All TSP Funds involve investment risks, including the possible loss of the principal amount invested. There are no guarantees in the stock or bond market. TSP Talk.com and Trader Fred do not imply guarantees or assurances of future market or TSP Fund performance in their daily updates. 

TSP Talk.com or Trader Fred will have no liability to any person or group for any damages with respect to your use or misuse of the information on the TSP Talk.com or Trader Fred sites. You agree to hold harmless TSP Talk.com and Trader Fred from any and all (1) claims, (2) costs, (3) damages, (4) economic losses, (5) expenses, (6) liabilities, (7) losses,  (8) lost profits,  (9) lost revenues and (10) similar. Further, you agree to promptly pay without further litigation 100 percent of all reasonable attorney and expert fees. You agree to defend and indemnify TSP Talk.com or Trader Fred for the foregoing items (1) to (10) at your own expense whether (1) consequential, (2) direct, (3) incidental, (4) indirect, (5) punitive, (6) special, and/or if you have received (7) prior notification and/or online advisement, such as this Disclaimer, of the possibility for such damages. And finally, you shall not assist by any means any third party in order to legally avoid the foregoing items: (1) to (10) and (1) to (7). By accessing the TSP Talk.com and/or Trader Fred sites, you agree not to redistribute the information found on them. Your membership payments to TSP Talk.com are the automatic and voluntary monetary proof of your complete agreement with, to and for all the terms stated in this Disclaimer.   
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S&P 500 Performance after Exiting iH&S Pattern (blue arrow)
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The Red Arrow Started Before and Ended After the Black Arrow A-to-B Increment.
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