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Stan Weinstein

I you follow the market properly, it’s a slow, evolving process.
And life should be the same way, an evolving thing. We need
o learn from our mistakes. The market will test every strength
and weakness you have. If you're open to learning what your
strengths and weaknesses are, you'll grow, and that’s what the

Journey should be about.

S tan Weinstein is president and founder; in 1990, of Global Trend Alert,
an advisory service that provides both intermediate and longer-term
outlooks for global markets and equities to institutional investors. He was
also publisher and editor of The Professional Tape Header market letter,
which he retired in 2000, as well as the author of Secrets for Profiting in
Bull and Bear Markets (1988). Weinstein has appeared frequently as a
guest on major financial television programs, was one of Louis Rukeyser's
Wall $treet VWeek elves, and has been quoted in leading financial newspapers
and magazines, including Barron's, The Wall Street Journal, Investor’s Busi-
ness Daily, USA Today, The New York Times, Business Week, and U5 News &
World Report.

% What led to your interest in technical analysis?

I've had an interest in the stock market since | was a kid. Like mosl
people. | started in a more traditional way. | followed some ol the
big fundamentalists, and the techniques that were supposed 1o do
very well did not do very well. | ended up losing my bar mitzvah
money and figured there must be a better way. When | went to
college, I studied economies, although they taught traditional meth-

ods, not technical analysis. One day, at the school library, | found a
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hook called Technical Analysis of Stock Trends, by Robert D. Fdwards
and John Magee. | read it, and it seemed interesting to me - I'm
willing to give anvthing a shot. So | started doing some charling,
and at the time | didn’t make a lot o money, of course. Initially, as |
Wis |{-e||:‘|lirlg the gm;und strokes, | Tound that | was |{1:-;i||,f_:' less maney,
mayhbe made a few dollars. The more I dwelt on it the more 1 started
to feel that my future was with technical analysis. The Edwards and
Magee book really talked to me, and | loved it when | read it. |
thought. this is great, and some day I'd like to add a little something
to technieal analysis, Years later, | ended up writing my own book,
Secrets for Profiting in Bull and Bear Warkets, in which | took ofT from
III{|I g{]{][l I]r"il'll'il]ll_“i {]-r E‘:{I'.'\“l"'[l!-i HI”I "l;;lg{’l‘. I :I!I{I{"{I H {ll,'“. lhi”{_‘r}i [jr
my own. Edwards and Magee didn’t have moving averages. lor in-
stance. | also simplified some things. In [act, it was my purpose lo
reallv make it easy to read. because Edwards and Magee are terrific

but very dillicult 1o read.

% Are there things you learned only after you started applying
technical analysis to real markets, things you never saw in
the literature?

I've read so many books. | don’t honestly know. I've been doing
technical analyvsis now for well over forty vears, and for many things
vou forgel whether vou developed them voursell or borrowed from
someone. The more relevant question is this: What are the things
that | think are important to bring to the market - not that | never
saw them wrilten anvwhere. Certain truisms go way back into the
30s and are still relevant today. For example. a part of good tech-
niqque 15 to always cut your losses quickly. A lot of the books — not
just on technical analysis but on the stock market— talk only aboult
the things that look so easy, but they don’t talk about things that go
awrv. In my book I have a chapter about the mistakes I've made and
the things they taught me about making money in the markel, and
that’s one of the things I'm proud ol

The truth is, only liars are right 100 pereent of the time. My book
separates a real winner in the stock market from people who are go-
ing Lo be so-so. IU's very important to learn how Lo take losses. Fven
il vou're right only 30 percent of the time. though | think vou can do
much better than that. you can make a lot of maoney in the stock
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market by letting vour good stocks run, by letting the trend work lor
vou. You ean certainly be right at least 70 percent of the time. If you
make good money on a winning stock. and i’ vou take small losses
when vou lose, it can become a very prolitable endeavor [ you have
a lalse breakout, it’s very irilp{}l‘i:]ﬂl Lo gel oul inlnlvdizllrﬂ_n L-HE}L'L'i:]“}
if vou're trading. That's one of the tips | never saw written anywhere,
but I've wrillen about it. Lel’s say a stock XY Z breaks out above 2().
II" it eloses at 20.5 or 21, that’s usually going to work, that's a good
thing. But if XY Z broke out and went to, sav. 20.5 today. but closed at
19.5 tonight, I get a bad feeling. From a trading point of view. I think
it's going 1o be a loser. The really, really good trades are going to be
clean. They're going Lo break out and close above the rvesistance level
and stay above it. That's one of the key factors to consider in deciding
whether or not you're dealing with a false breakout. If it's a false
breakout, take a quick small loss. 1Us better to take the first hittle loss
than a big loss. Volume is the second key factor— this has been wril-
ten about by others as well as by me. ['vou have two stocks and both
look good, and one breaks out but the volume 1s only so-so. | would
sav that that stock doesn’t have as high a probability of working as
the stoek that breaks out on significantly higher volume. The really
good breakoutls are usually accompanied by a volume level that is

triple the normal average volume.

% Which mistake taught you the most?

Il the mistakes 've made over the vears — and I've made mamy
become like a total gestall. It all comes together and it's slowly added
to my discipline. I's a slow-building process. When | first started
trading as a stockbroker. if a position didn’t work. I would stay with
it longer and wish and hope. | soon learned that its betler Lo quickly
take a loss on a position that isn’t working, and Lo stay with the ones
that are working. Also, in the early vears, | would look at charts more
i a vacuum and not payv as much attention to the markel sectors.
\ll of these things helped me develop my system. which | call
my “forest-to-the-trees™ approach. | look at the big things first. I
the market is very bearish. the wav it was in say 2002, even a good
stock has less likelihood of working (even though some ol them
willl. Obviously, yvou're going to bet less of your capital when the

rlliljcnl' trend is :Ig.‘linﬁt vou than when the trend is with vou. That's
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an important thing to learn. You start with the forest. which is the big
thing, the market, and work your way down. | also look 1o see which
are the best sectors. You want 1o [ocus on the mosl posilive seclors
because they have a greater likelihood of working. At the same time,
other groups are olten negative and should be avoided even il the
overall market is bullish. In my forest-to-the-trees approach. if I'm
going o buy, | want to buy in the best sector, and when | want 1o

shorl, | want 1o short in the worst sectors,

% How is your style of technical analysis distinct?

[t’s a very simple svstem o understand. very straightforward: basic
('|5:1|'Ii||,:_1'e|nd charl {'llr'lnl‘-._‘_"Lll‘él|II[}I]. I ook rm‘|1-;|llvt‘r1.~;, such as a head-
and-shoulders top or a double bottom. | also payv a lol ol attention
to moving averages. Moving averages are a key part of my system,
which is one of the things that is not in Edwards and Magee’s book.
| use three major moving averages: first. a 200-day moving average.
which 1s what most people use: second, a 1530-day moving average,
because I've found it usually gives yvou a head start by thirty-plus
days over the 200-day one. And il vou move above or below the 150,
the probabilities are very strong that eventually vou'll break above
or below the 200, Third is the 50-day moving average. which is more
for trading.

I'1 have a position | like very much, but it starts to roll over and
g” ol

B
the position. | am robotic and never violate my discipline. | never say,

break its 50-dav moving average. | definitely do some “trimmin

“This is a special case that | can ignore because | like the company.”
[Mastockisina |{J|1,:;-'-la_1|'rn l.:ll}l!‘f."'ll(!, and il's I‘i!iil‘ig above the 30-, 150-,
and 200-day moving averages. it would make for an excellent position,
but as soon as it breaks and closes below the 50-dayv moving average,
| trim it. Then 'l see what happens thereafier | always tryv o move
incrementally, in the stock market and in life. A lot of people will stay
bullish until it breaks the 200-day moving average. and they give awa
a terrilic amount ol the profits. | like to move step by step by step. |
don’t think the market changes overnight. II' the stock is terrif-
ic and we are riding it up. and it starts to make a little head-and-
shoulders top. and it also breaks its 50-day moving average, I'll sell a
third of the position. And then if it has a normal correction and holds

above the long-term moving averages. I'll buy it again when the
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best minds and the best computers on the Streel. When vou win
and come out ahead. it's a great feeling. When | hear somebody
pontificate aboul the random walk. saving there is nothing to tech-
nical analysis, | just langh to mysell: In fact, that’s part of my growth
process., When | was young, in my twenties, | wanted evervone Lo
believe in the technical method. I've come to realize that its really
good we have so many people out there who don’t believe in tech-
nical analysis. I we all did the same game, and we all see the stock

15 terrible. 1o whom are we truing 1o sell the stock tomorrow? Years

o
ago, evervone used 1o use Barron’s confidence index, and it became
widely followed: it became terrible after a while. 1t takes a certain
L.ill{l {}[.Ejl‘r'5{}11 L :]ﬂ_'['{'l}l ll'{'llr‘!il"ﬂl :‘EI'IHII\ _"'Li."i. |,£I|1gl" {_‘:r'“lll].‘i [jrl:ll,‘l,]EI]L'
keep bringing out fundamental recommendations, regardless of
the fact that they have been wrong so many times. Just the opposite
is the case with technical analysis: most people, if thev don’t make
it right awav. if they lose money trving one or two trades, say, “Ah, |
knew there was nothing to this.”

Let's face it Technical analysis doesn’t make sense to people.
especially to some of the academic tvpes. It doesn’t validate what
thev're taught. Some ol these MBAs are reallv annoved when I'm
right and theyv're wrong. It bothers them because thev've done all
these theses, and they think. "How can a person just look at a erummy
chart and have a higher batting average than somebody who's done

all this work?

% To what extent do you share your inventions with others?

I shared totally with the rest of the world. I developed my eleven
o’clock indicator vears ago, where | just took the net change from
eleven to twelve o’clock. Then I saw that other people were saving
in their market letters that it was their indicator. | developed the
last hour indicator. and I've seen other people using it. | also devel-
oped my most-active-stocks indieator, where | took the net change
of the fifteen most active stocks today and started running moving
totals on it. And | developed my stage analysis — evervbody at least
gives me credit for this one — which says that any stock ean be cat-
egorized into one ol the lour stages: stage one is the base. two is the
advancing phase, three is the distributional top, four is the decline
phase.
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| alwavs share. When | used to do the Professional Tape Reader,
when | was doing the writing, | always felt like I was trving to talk
to the readers as il they were in my living room. That’s how | wrote
myv book, too. | asked myselll *Whal would they wanl to know, and
what do | want to tell them?” A lot of Limes, svslems are so conlus-
ing. | can’t understand them, so | figure they're trving to confuse
people. I believe that if vou keep it simple. it works just fine. I don’t
do the Professional Tape Reader anvmore: | now advise institulions
with myv Global Trend Alert service. Among my clients, there are
hedge funds and some mutual funds. and some of them are vers
sharp. and they know their technicals well. But there are also some
fundamentalists who want to hear what Weinstein has to sy, nol
because they believe in technical analvsis, but because theyv've

heard that | have a high batting average.

<% Why do you share your inventions with others rather than keeping
the edge just for yourself?

If vou and 1 are on the same page. | can be of more value to vou.
rather than if vou just take it and sayv, “Okay, Stan said sell, so I'm
going to sell.” I think | can make yvou a better client of mine by
showing vou the world as | see it. In fact, one of my largest institu-
tional clients today was a striet, 100 percent fundamentalist when
he started with me thirteen to fourteen vears ago. He just wondered
aboul technical analvsis. He said he'd heard | had a pretty good
record. Many vears later, my wife was laughing beeause he was now
sending us an e-mail, saving let me know where 1o put my stops,
where will it break down, ete. Belore then, he didn’t even know
what stops or breakouts were. The more I can get vou to see why
'm saving what I'm saving. the more value added | can be and the
more yvou'll feel comfortable with my adviee. For me, iU's also very
gratifving. All of us at some point- hopefully not for a long time

have 1o move on to the next world. and we have a legacy. | sull gel
thank vou letters from people who used o be Yape Reader sub-
sceribers. One said reading my book changed his life. He has retired,
and he’s been so successful. That makes me feel good. We are only
here awhile. and we try to make the world a little better place: we
tryv to help a couple of people and leave something positive for the

world.
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% Is your confidence in the ability of technical analysis to forecast
future price moves strong enough to relieve you of stress?

\bsolutely, but anvbody who is in the market and savs he or she
has no stress s either a har ora lreak. We all have steess in the mar-
ket, but | think technieal :uml:. sis lowers the level of stress, even il
something is going wrong. This is very unlike fundamental analysis,
where. unless vou found out the product doesn’t work, vou have
nothing to hang vour hat on when the sales are going bad. | have
all these gudelines: Up to this point, it’s a normal pullback. and |
am okay with it. Now il’s starling to violate what | thought was a
normal correction, and I'm going to take some of that position ofT.
Now it's gotten terrible. and it's breaking my long-lerm moving
averages. 'm out of here! So technieal zilm]} sis makes me leel thal

| am somewhal in control.

%~ Did you always have the balance in your life, or did you have to
work at it?

No. | did not. | had to really work at it. | have to thank my wife,
Rita, big time. She has definitely helped keep balance. And | also
think that vou mellow as vou go through life. Lile is a journey, and
i vou get anyvthing from the journex, vou start to learn. When |
was starting oul. al twenty vears old, we wanted to set the world
on fire, and all we were thinking about was making trillions of
dollars. I don’t think | had a balance there, although 1 alwavs did
have the family values. But as vou go through life, vou see bad
things happen to some [riends. and vou start to realize what's
|'L-:1|J} i|1||1{:-|'l:]|ll in lile. For me. it’s all aboul my w ile and my kids:
I have a terrific family. Just seeing the good and the bad that can
happen, you start to realize what's really important in Life. We've
had some terrific things going on here. and we've had some hard
times. When vou put it all together, that's what the journey teaches
vou, if you're open.

That openness. | like 1o think. is one of my strengths. [t's one of
the things that made me very good at technical analyvsis. | am alwayvs
ready to be wrong and grow. I'm the same wayv in life; I've made my
mistakes and 've grown. | always trv 1o come down in the middle.

The same thing in the market: 1 try to move incrementally. Some
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people are bullish on Monday. and onTuesday they’re bearish. To me.
that's ridiculous. If vou follow the market properly.it’s a slow. evolving
process. And life should be the same, an evolving thing. We need 1o
learn [rom our mistakes. The market will test every strength and
weakness vou have. IT I\.{]ll.l‘l‘ open o |v£|i'||'|rlg whal yvour Hll‘vnglhﬁ
and weaknesses are, vou'll grow. and that’s what the journey should

be aboul.
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