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Contributions to the Newsletter

The Australian Technical Analysts Association Newsletier is published by the Ausiralian Technical Analysts Association Inc
(ATAA). It is a vehicle for the interchange of ideas and information gbout technical analysis of markets. This forum js available
at the discretion of the editor for the views of members, gnest speakers and guest writers,

Contributing to the ATAA Newsletter is encouraged and will repay your effort by expanding and sharpening your analytical
ability. The emphasis of the Newsletter is on original articles, although consideration may be given to material of interest
previously published in other pubhcauons Newsletters are published each January, March, May, July, September and
November. The deadline for copy is the Iast day of the previous month: ie December, February, April, June, August and October.

If you would like to discuss how you could contribute, telephone Roger Lawes on 02 375 6536, Contributions should be
addressed to Roger and sent to him at GPO Box N255 Grosvenor Place Sydney NSW 2000. Our preference is that you submit
articles in both hard copy and on IBM disk. Software packages preferred are Microsoft compatible, Word and WordPerfect 5.1.
However, most packages will generate an ASCII file, which will be fme

Disclaimer

This publication is issued on the understanding that: (1) the ATAA is not responsible for the results of any action taken on the basis of
information in this publication, nor for any errors or omissions; and (2) the ATAA and the editor expressly disclaim all and any liability to any
person in respect of anything and of the consequences of anything done or omitted to be done by any such person in reliance, whether whole
or partial upon the whole or any part of the contents of this publication; and (3} if legal advice or other expert assistance is required, the
services of the competent professicnal person should be sought; and (4) the views expressed in t]:us publication are those of the conmbutors
and not necessarily those of the ATAA,

The Australian Technical Analysts Association (ATAAY} is a member of the International Federation of Technical Analysts and exchanges
newsletters and journals with other member organisations. Under a reciprocal agreement ATAA has given a general permission to these
member organisations fo reproduce any article which appears in our newsletters and journals. Articles may be reproduced in full,
summarised or transiated into another language. 1t is a condition of the agreement that the article be atiributed to the source and author.
ATAA acknowledges that copyright (if any) in material submitted for publication may belong to the author. By submitting material for
publication with knowledge of the foregoing you are waiving your claim to copyright to the extent necessary to permit reproduction as
disclosed. Material accepted for publication is only accepted on this basis . If you do not agree to waive your claim to copyright to the extent
required or if for legal reasons you are unable to do so please bring this to our attention when you submit your material.
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Technical Analysts and Market Sentiment
By

Jan S Gulliksen

Why are so many “professional” technical analysts
not good in using the information? Many analysts
simply don’t have the necessary skills. This is
manifested both in wrong usage of the models and,
worse still, the use of wrong models. After 2 years
of work I have found out that the “old” and simple
methods are the best. If you use them the right
'way, the information is potentially worth a fortune.
The purpose of this article is to give all technical
analysts a little help on the way.

Basic to basic ! I have decided to work with “old”
proven models. Thus I have decided to write about
DMI (Directional movements Index), WMA
(Weighted Moving Average) and SST (Slow
Stochastic). The main objective for technicians is
1o find the “market sentiment” you have to
understand the different models and how they work
together. When you start analysing the market you
have to start with trend models such as DMI and
WMA. If the market, single stock, is moving in a
strong trend, the market isn’t looking for a big
correction. The “market” is telling us that there are
1o obvious factors which can hinder the move. If
the stock is setting a new all-time high and the -
underlying trend dominating, new all-time highs
will be established. The stock can indicate an
overbought situation (SST-%K, %D, over 75%
line) when a new all time high has been
established. Many analysts will say that the stock
has reached a top, with big corrections to follow. In
most of these cases, however, such a conclusion is
simply wrong. When a stock is moving in a very
strong trend, it can easily move 10-20% higher
before stalling {or dipping). The “overbought
situation” therefore can last for months. If you
don’t agree with the strong single stock
trend/strong market sentiment you will sell when
it’s just starting for a new 20% rise (The Trend is
Your Friend, Let the Profit Run). The converse is
true for stocks/markets are moving in a strong
negative trend; the market doesn’t care if the

stocks/markets are oversold if the trend is ;.rery
strong.

These are the basics of my “market sentiment”
analysis. You may ask; when do you start using the
momentum-models ? When a market or a stock
has been moving in a strong trend for months, the
short-, medium~ and long term momentum models
have established an extreme situation
(overbought/oversold). This part is very important.
If the momentum models (SST, RSI etc) have been
in an overbought situation for a long time, and the
short (2-4 weeks), medium (1-3 months) and long
term (3-6 months) analysis shows the SST (% K,
% D) over 75%, then you have a very significant
situation.

Over a 12 month period, the above situation occurs
only once. An extreme momentum situation
indicates a reversal movement; a major top or
bottom. When you have discovered an extreme
momentum sifuation you have to get back to your
trendmodels. Why is this important ? The
momentum models will not start working before
the trend is weaker (the market is
neutralising). When the ADX-line (in DMI) is
starting to point down (back to the 20-25%) area),
and the two other lines (T have called them Positive
Trend Indicator (PTI) and Negative Trend
Indicator (NTT) converge, you have fo start using
the momentum tools. You shouldn’t wait until the
ADX-line is under 20-25% area, because the
market moves very quickly from a strongto a
neutralised trend.

In this article I have tried to explain the
combinations of trend and momentum models.
With only three or four models you can do some
very good analysis. I use 10-15 models in my daily
work, but, unfortunately, I don’t have the time and
space to explain all these in this article.

ClibPDF -

{ |newsletter

If there are any questions about this article, write Jan S.Gulliksen, Karl Johan Fonds AS, PO Box 1243
Vika, N-0110 Oslo, Norway (Phone # 47-22422104).

Jan S Gulliksen is Chairman of N.T.A.F (Norway) and we thank him for this contribution to our
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Coppock Indicator Revisited

By Colin Nicholson

A Correction

In the article in the March 1995 Newsletter, there was an error in the way the calculation of the "Poor
Man's Coppock Indicator” was described. The article described the process as "... take a 20 Month
Simple Moving Average and subtract a 10 Month Simple Moving Average." This resulted in the
indicator being inverted. The correct procedure is to take a 10 Month Simple Moving Average and
subtract a 20 Month Simple Moving Average. The error arose from the author's misunderstanding of
the way Insight Trader software calculated a Moving Average Oscillator.

-00000-

As described in the March Newsletter, Edwin Coppock designed and tested the Coppock Indicator on
the Dow Jones Industrial Average. He only calculated it on monthly observations. He stressed the point
that it gave relatively risk free buying points on the Dow Jones Industrial Average, but made no claim
with respect to any other index. Moreover, he stressed that it was not his instrument of choice for
selling points. '

Need for Testing
I have observed technical analysts using the Coppock Indicator in ways not envisaged or tested by Edwin

- Coppock. There is nothing wrong with this as such, but what disturbs me is that I am not aware of any

of these analysts having tested the Coppock Indicator in the ways they are using it. If I am mistaken in
this, I would very much like to hear of the testing and of the results.

Basically, I have observed four variations on the way the indicator was intended to be used:
* Using it to give sell signals as well as buy signals.
*  Using it on different time periods. Commonly weekly observations, but also daily observations.
*  Using it on indices other than the Dow Jones Industrial Average.
*  Using it on individual stocks or derivative instruments.
There are some problems in testing the variations.
Firstly, to test use on different time periods, it is necessary to be able to calculate the Coppock Indicator
on other than monthly observations. I do not currently have the capability to do this easily. Perhaps
another member might like to try to do it?

Secondly, to test it on other indices or on individual

securities, a long data series is required. I armi’also limited in this area, but have described below a

‘preliminary attempt. - L .
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