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Market strategy

The Wyckoff method of trading: Part 15
 by Jack K. Hutson

The reasoning behind Richard D. Wyckoff''s classic method of chart analysis is simple and 

straightforward: when demand for a stock exceeds supply, prices rise; when supply is greater than 
demand, prices decline. The goal of this method is to make the most efficient use of investment capital by 
selecting only issues that will move soonest, fastest and farthest in any market and by timing trades to 
capture those moves.

The Wyckoff Method accomplishes this by working in harmony with the market's buying and selling 
waves, not against them. The search is for turning points that an individual feels comfortable 
trading—anything from the final top of a bull market to the intraday peaks and valleys of buying and 
selling waves.

The system evolved during Wyckoff''s years in the stock market, a time when experience was the only 
stock market teacher. As a broker, Wyckoff watched traders with financial clout make their 
behind-the-scenes plays and realized the market's future could be discerned from the price and volume 
that gave away the plans of those who dominated trading. He published his method, the first technical 
analysis of its kind, in 1908 and began publishing weekly forecasts based on his analysis in 1911.

Although the Wyckoff Method relies solely on price and volume charts, it is far from a purely mechanical 
or mathematical system. Wyckoff intended that his students use charts to gain a feel for the push and pull 
of supply and demand. He saw an analyst as someone who uncovered the human forces behind price and 
volume fluctuations, not a rote technician drawing lines and angles.

 Manipulator campaigns
In Wyckoff's view, all the activity that charts reveal is the product of market manipulation by 
knowledgeable and influential traders. A Wyckoff analyst, therefore, can look at any chart and visualize 
an "aggregate manipulator" who undertakes a four-phase campaign of market manipulation.

The first phase is "accumulation" where a large operator acquires a line of stock at the lowest possible 
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prices. Here, supply grows scarce and demand builds to give price the power to rise later. Accumulation 
is a lengthy process. It comes across on Vertical charts as sideways price movement, a "congestion area," 
that shows no tendency to take off in either direction and is accompanied by consistently low volume. 
This phase also may contain some drastic downturns to shake stock out of the hands of tenacious holders 
and into the operator's portfolio.

The next phase, "marking up," occurs when the operator has all the targeted stock in hand. The operator 
allows the price to rise or gives it a push with well-placed bids either gradually or swiftly. On the Vertical 
chart, marking up is a series of fast price upthrusts alternating with momentary plateaus or "resting 
spells," accompanied by rising volume.

The third phase is "distribution" where the operator buys and sells from the accumulated line to give it 
the appearance of strength and catch public attention. On the charts, this comes across as a "congestion 
area," a range where price seems to have settled. The stable trading range is intended to fool the public 
into thinking the stock is waiting to take off again. In actuality, the operator is unloading the stock, taking 
profits and ready to start "marking down," the last phase where price is allowed to fall naturally. Here, the 
operator takes a short position in preparation for a major decline.

 The Wyckoff Method uses three types of charts −Vertical Line 
(Bar), Figure (Point & Figure) and a Wave chart Wyckoff developed 
to forewarn of turning points.

 Charts
The Wyckoff Method uses three types of charts - Vertical Line (Bar), Figure (Point dc Figure) and a 
Wave chart Wyckoff developed to forewarn of turning points. At the very minimum, an experienced 
Wyckoff trader can chart the stock market with a daily financial newspaper, a notebook and an hour a day 
in a quiet place.

To avoid spending too much time charting and not enough on analysis, the Wyckoff analyst maintains 
Vertical charts of the composite and important group averages and Figure charts of individual stocks. At 
the same time, the analyst scans individual stock volumes in a daily financial journal, looking for surges 
that would give cause for further investigation.

The search is for groups that are weak when the market is strong (buyers have reason to believe they can 
sell higher later on) and groups that are strong when the market is weak (buyers know something to the 
group's disadvantage and are selling out).

From Vertical charts, which follow price and volume, the analyst learns which direction prices are 
moving, whether it's an opportune time for buying, selling or closing out and where to place stop orders. 
Figure charts show only price changes and are used to forecast the approximate number of points a stock 
should move. They also help the analyst see where supply or support is building and how far a correction 
or rally moves.

When Vertical group charts show promise that a group could move further and faster than the composite, 
the analyst refers to the Figure charts of individual stocks to evaluate the size of potential price moves. 
This information comes from the Figure chart's "horizontal formation" - a price that is repeated for a 
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number of days and creates a horizontal baseline from which future prices advance or decline. The 
number of times a price is repeated in the horizontal formation is the number of points a stock, a group or 
the market should advance from its deepest low or decline from its peak high. A horizontal formation 
after a decline says market manipulators are willing to support the stock and stem the decline. After a 
rally, a horizontal formation signals a downturn in prices as soon as supply satiates demand.

From the indications of group and composite Vertical and individual Figure charts, the analyst knows 
when it's time to construct Vertical charts of promising individual stocks. For additional and extremely 
detailed information, the analyst can turn to Wyckoff's Wave chart, which tracks the aggregate intraday 
price of five leading stocks vs. time. The Wave chart is an exploded view of each bar on a Vertical chart 
and is used to detect critical points in market action and frequently warn of changes days before they are 
apparent on composite average charts.

 Basic chart patterns
Although the stock market rarely behaves exactly the same way twice, charts do follow general patterns 
that indicate imminent money-making opportunities. In a declining market, the usual chain of events is a 
Selling Climax, followed by Technical Rally, then Secondary Reaction. Rising markets follow a similar 
pattern starting with a Buying Climax.

On a Vertical chart, a sudden, abnormally large volume as sellers unload their holdings gives the first 
signal that a Selling Climax is imminent. The price range usually drops and widens, the closing price hits 
nearer and nearer to the low. The selling actually climaxes on a day of high volume and a closing price 
near the high.

Immediately after the climax is the first chance to buy long. A stop order should be placed two or three 
points under the purchase price and one to two points under the climax low.

Customarily, a Technical Rally (Automatic Rally or Rebound) follows in which volume dips and the 
price range jumps higher. If buyers during the climax did not intend to hold their purchases, those stocks 
will be thrown back on the market during the Technical Rally. Although the market looks bullish, it's the 
next phase, the Secondary Reaction (or Test), that shows where the market is really headed.

When the rally's supply is too large for buyer demand, prices during the Secondary Reaction will drop 
lower than the extreme low of the Selling Climax and a new decline is in the offing. If the market, on the 
other hand, reacts with shrinking volume and prices at or above the low of the Selling Climax, an upturn 
may be on the way.

Here is a second chance to buy long, after the Secondary Reaction shows buyers are gaining the upper 
hand as volume retreats and prices hover above the climax low. In this situation, the market is on the 
"springboard" ready to advance.

The final confirmation of an important reversal would be prices rising beyond the Technical Rally's 
extreme high. This is the third and least favorable chance to go long because a purchase would be in the 
midst of an up wave rather than at a turning point, which increases risk since the market may test the 
lows set during the Selling Climax and Secondary Reaction several times before a bull market really gets 
under way.

 A closer look at price and volume
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Today's market behavior means nothing until it's been compared to what has happened in the past, and 
"support" and "resistance" points are essential clues to future performance. A support point is the lowest 
price set in the recent past and, similarly, a resistance point is the highest price set in the recent past.

Usually, price will "hesitate" as it nears a support or resistance point. Breaching either of these points, 
especially when volume is increasing, is a significant event that demonstrates the strength of the trend. 
This makes support and resistance points useful levels for placing stop orders.

Another essential test of the market's technical strength or weakness is how far a price drops during a 
reaction or how far it rises during a rally. Normally, a reaction drops half the  distance of the preceding 
rally and a rally rises half the distance of the preceding reaction. For example, a 10-point advance 
followed by a 5-point reaction is considered normal. A reaction of more than half indicates technical 
weakness— the trend may be fading. Conversely, a rise of more than half after a decline would be 
considered technical strength.

When a chart shows a pattern of rising prices that tend to flatten out or arch over, the chart is saying 
demand is dying or supply is greater than buyers can handle. When a chart shows declining prices that 
level off or round upward, it's a message that supply is petering out.

The rate of price change gives important clues to impending action. Look for sudden sharp movements 
up or down (called thrusts and shake outs) or a price that stops oscillating and comes to "dead center." A 
shake out may look like an exaggerated selling climax on charts or a rapid drop at the end of an extensive 
preparation for advance. It is intended to scare stock out of the hands of persistent hangers-on. A thrust is 
the reverse of a shake out, a sharp run up and out of an area of distribution or a temporary bulge through 
the top of a trading range to encourage buyers.

 Abnormally large and swift volume expansion marks a turning 
point − either temporary or permanent.

When price comes to dead center or a "hinge," however, it tells the analysts the stock is probably on the 
"springboard" and ready for sharp and immediate action where entry into the market makes most efficient 
use of capital. A springboard usually occurs at the bottom of a decline, during a consolidation period. 
This is where manipulators are most likely to accumulate stock for a bull campaign. A springboard can 
also occur after preparations for distribution and becomes evident after price has declined and settled in a 
range.

Volume confirms or denies price clues. A gradual volume buildup means the public is coming into an 
advancing market or leaving a declining one and gives price the momentum to continue its current 
direction.

Volume that follows the price trend is usually bullish (i.e., increasing volume with rising prices or 
decreasing volume with declining prices). Volume that runs counter to the price trend is usually bearish.

Abnormally large and swift volume expansion marks a turning point − either temporary or permanent. It 
heralds the approach or the culmination of a move.

Small or "light" volume is like the end of a chapter in a book, something new is in the offing. Light 
volume at the bottom of a decline of any size says selling is drying up and taking the pressure off 
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declining prices. Light volume at the top of a rise in price is usually bearish and says demand has been 
filled and prices should drop.

 Trendlines
Trendlines are drawn through the successive tops or bottoms of price on a Vertical chart so it is easier to 
see when prices are changing pace or reversing their direction. Any threatened violation of a Trendline 
says the force of demand or supply is weakening. An analyst, however, must use judgment in drawing 
Trendlines and in interpreting how they are broken and the conditions under which violations occur.

There are; four basic Trendlines: a support line passing through two successive points of support in an up 
trend; a supply line passing through two successive points of resistance in a down trend; an oversold 
position line drawn parallel to the supply line and passing through the first point of support between the 
supply line's two tops, and an over-passing through the first point of resistance between the support line's 
two bottoms.

When price breaches a support or oversold line, it's a signal to buy long or cover shorts. Breaching a 
supply or overbought lines says it's time to sell out or go short.

By extending a Trendline past the points that define it, the trader has a better idea of what can be 
expected of future prices.

 Position Sheet
A Position Sheet is a record keeping device that keeps track of the potential movements of individual 
stocks in each group. On the Position Sheet, each stock is in one of five positions: ready to make a short 
or long upward swing, a short or long downward swing or no move at all.

The number of stocks in the bullish vs. the bearish positions gives the analyst an indication where the 
overall market sits and which groups are most closely aligned with the composite trend. From there, it's a 
matter of selecting individual stocks from the position sheets that are in harmony with the overall market 
and show the most price potential

A summary of the Position Sheet is charted permanently as the Technical Position Barometer, which can 
then be used as a trend forecaster.

 Stop orders
Stop orders should be used on every transaction and their position determined before a commitment is 
made. It's advantageous to place stop orders at fractional prices because there usually is an accumulation 
of orders at full prices (i.e., 90 or 83) and at half points. On long trades, place stops at odd fractions 
below the full figure and, on short trades, at the odd fractions above the figure.

Stops should correspond to support and resistance levels. As a rule of thumb, stops on high-priced stocks 
would be in the 3-to-5 point range, 2-3 points on moderately price stocks and 1-2 points on stocks selling 
under $50.

The shorter the trading cycle, too, the closer a stop should be placed to a support or resistance level and 
the faster it should be moved. The more a stock moves in your favor, the closer the stop order should be 
moved to the market price. By the time market price is 3-to-5 points from a profit objective, the stop 
should be crowded right behind it.
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When stops are caught too often, the trader is either starting trades too soon, bucking the market trend or 
placing and moving stops improperly.

 Serving an apprenticeship
Trading requires both technical knowledge and emotional restraint, and Wyckoff helped his students 
master both.

On the technical side, he was a firm believer in serving an apprenticeship with paper trades before 
delving into the real market. It is the inexpensive way to gain experience and develop confidence. 
Wyckoff recommended at least 50 to 100 paper trades—on both the long and short sides—before 
venturing money in the market. That first venture should be a small, diversified portfolio of 10- or 
15-share lots, no matter how much trading capital is available. Profits build up the capital for dealing in 
larger lots at a later time.

The best place to paper trade is in a quiet spot away from interruptions for at least an hour a day. 
Concentrate on determining the market's position and trend, anticipating turning points and selecting 
stocks that should move farthest and fastest.

Watch how you time transactions—don't jump in too soon; wait for the peak. Decide in advance how 
much risk is in a trade and know every minute why you are starting it, holding it and why you should 
close out.

Place your orders "at the market," otherwise you may miss an entire move because your broker can't get 
the stock exactly at a price you specify. Also, don't pyramid unless you have the potential for a 
10-to-15-point move. Use limit orders when you buy or sell these additional lots so the broker executes 
your orders automatically.

Never increase your line if a trade goes against you. Some traders will let a stock run to where it seems 
more desirable to buy or sell, trying to average the loss over more shares. A losing trade is the result of 
bad judgment and why persist in using bad judgment?

On the emotional level, Wyckoff stressed self reliance, self confidence and a "hard-boiled," analytical 
approach to managing trades. Particularly, he advised analysts to pull out of the market and regroup 
psychologically whenever they felt fear, hope, indecisiveness or a tendency to rely on instinct entering 
into their decisions.

 At any point in your trading, it's a good idea to stop and analyze 
your past performance.

 TROUBLESHOOTING YOUR OWN PERFORMANCE

At any point in your trading, it's a good idea to stop and analyze your past performance. Step back and 
take an objective view at losses or at trades that didn't quite work the way you thought they should. What 
went wrong? Does the same problem crop up again and again? Test yourself against this list of common 
errors:

• making trades with insufficient study and practice. making trades out of harmony with the market 
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trend.

• taking a position too late, after a move is well under way or completed.

• taking a position too soon due to impatience.

• improperly estimating the distance a stock should move. letting eagerness to make profits warp 
judgment.

• failing to keep a Position Sheet and selecting stocks on hunches rather than calculations.

• buying on bulges instead of waiting for reactions. abandoning the use of Vertical charts in favor of 
Figure charts.

• buying after a stock has risen above the level where several buying indications appeared.

• failing to place and move stops.

• listening to advice from brokers, advisors, friends or newsletters.

The answer to these problems is to return to paper trading for a while and master the technical or 
emotional gremlins that are fouling up your trades. Don't be hasty in pronouncing yourself cured, either. 
As Wyckoff would have counseled, "Staying out of the market is as much a strategic move as being in it."

This article concludes the 15-part series on the trading method developed by Richard D. Wyckoff and 
still widely used by active traders. The first article was published in the February 1986 issue, and the 
complete series is contained within Volumes 4 and 5 of Stocks & Commodities. Individual issues and 
complete volumes are available.
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FIGURE 1: Typical bear market intermediate trend cycle followed by a strong bull market intermediate 
trend cycle. Each of these major [bull or bear] is separated if y a short corrective phase.
Chart by Commodity Research Bureau, 75 Montgomery St., Jersey City, N.J. 07302
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FIGURE 2:
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