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« Trading with the lead axes: MSCO, GSCO, MLCO, SBSH

@ Main Points:

Now that you've learmed 4 ways to "spot the ax” on Level 2, let's look at how to make money
daytrading by following the biggest and most powerful axes

Trading with the major market makers is a relatively safe way to daytrade, once you know what
to look for and how to followthe signals

Ataminimum, you do notwant to be on the wrong side of a trade when up against any of these
four mm's when they are selling (or buying) in size, and refresh their bid/ask

Atbest, you can be in front of their order flow and profit from a large order they are currently
working

When they fiip from the bid to the ask you should prepare to exit your trade if youre long

As the old traders' saying goes, “Some days you're the dog and other days you're the hydrant”. Let's
ryto be on the best side of that by learming how to trade with the right buying and selling pressure
generated by the lead mm axes
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Let us say that you are
watching this level 2 SBUX
screen. Of the 4 major market
akers we'll be shadowing,
which one appears here on the
inside bid or ask?

Ok answer is: GSCO, bid size
10 at 27 5/8. On the time and
sales you see alot of selling
going on, and GSCO is buying

How can you trade with this?
First of all, consider all danger
signals: eg there's a pretty high
number of sellers on instinet
(INCA size 44), it could be a
nurmber of players in that pool of
44, we need to watch the tape
to See if the 44 shrinks to less
than 10 quickly (bullish), or
stays strong. Remernber a mm
like MLCO or SBSH or whoever
could be routing a big sell order
thru INCA. The tape tells us
what we need to know; for now
there is a larger ratio of sell
orders to buy orders on the
tape, and no big blocks (12
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Daytraders' Play: Let's assume you've been watching for awhile and you see
GSCO has been atthe inside bid (yellow) and is "holding up” the stock price at
27 1/2t0 27 518, giving it support.

Even when a wave of sellers comes in (that you can see on T&S), the price
romenturn doesnt weaken, and the stock is recovering (you see from Level 2
that the buyers aren't backing away, the color bands aren't geting thinner etc)
GSCO stays a buyer more than 70% of the time. He's not fipping over to the
ask much at al, and seems to be holding the stock up. You also see here that
GSCO's "trade box" is bulish, he isn't even posting an ask 3-4 spreads up
(unless he's faking via an ecnj. Also, you don't see any of the other 3
heavyweights seling openly at the ask no MLCO SBSHMSCO
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ask). Stil, 5o what GSCO will not make his intentions overly obvious, but your "feel” of the situation

is that he is a buyer of the stock today and is stronger than the sellers at this
particular point in time. So, you would buy stock where GSCO is, say erter a
limit buy 1100 shares at 27 5/8, or, if the Sellers at 27 11/16 startto quickly

disappear you enter alimit by at the retail ask price of 27 11/16 to get some.

When the stock price rolls up a spread to read 27 11116 x 27 3/4, watch GSCO
Ifhe stays at 27 5/ or better after the price goes up a spread, youre in a
winning trade. Trail stops 1/4 point down to lock i profit, and sell when you see
GSCO drop his bid by more than a spread, or when he fiips over to the sell
side

Play #2: Samson and Goliath:
MM ax vs. weak hands

Here's our NETA example —_—
with MSCO. Now, lets just NETA = [eestverer = [B] T | [NETA 7] [interval Chart
consider the 4 major mm's
MSCO MLCO SBSH GSCO.
Who is MSCO trading against?
Nobody, urless someone's MSCO_ 23 1516 10
selling a bunch through ISLD
(unlikely). BRUT and PWJC are
small potatoes relative to
MSCO.

The next "strong player” is
GSCO at 24 1/8. S0, your trade
is relatively safe here, especially
with volure reversal breakout
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chart at right, and many trades
going off at 34, the ask, in T&S

What do you do to buy ahead of
MSCO witholt paying up the
spread? You can either enter a
larger order than the best bid, eg
bid 1100 23 15/16, or splitthe
spread and bid 23 31/32
(though if you're ornly trading 500
shares that's just $15, probably
not worth haggling over)

Daytraders' Play: Anytime you see a battle between one of the "big 4": MSCO MLCO
SBSH GSCO against an ECN order or chippies, you should probably start by assurming
one of the big 4 will win, at least for a couple spreads' worth of price movement. Watch the
T&S to confirm buying/selling direction, and be ready to exit if the mm flips over from bid
to ask or vice versa. MLCO seems to fiip the most, in the stocks | play. SBSH and GSCO
seemto be the most consistent of the 4, they don't seem to fip around as often

Make sre to define your entry and exit strateqy before trading as always, eg for a "Im
going to follow MSCO trade at 23 15/16 buy the bounce play” you might say to yourseff M1
have to be careful as it gets over 24, the high of the day is 25ish so Il plan on scalping it
and selling when T&.S starts to reverse, Im expecting to exit somewhere around 24 1/2."

So, you buy 1100 shares at 23 15/16, immediately offer it out at 24 1/8 to frontrun GSCO
if youre scalping, or, sit on it and sell as your T&S shows other sellers coming in strong
Again, based on what MSCO is doing: if he is holding it up and raises his bid as the price
moves up Id be less inclined to sell. If he immediately fips over to the ask, or if T8&S
shows lots of people hitting the current bid, then you shoid exit the trade as well. Easy,
right?

Play #3: Dueling Daytraders :o



[image: image5.png]Some stocks are heavily traded by
daytraders, who have a stronger impact on
the price momentum of the stock. Many
intenet stocks like DCLK and AMZN fall
into this category, so you need to know
howto play these as well

Datraders frequertly roLte through ECNs
like ISLDANCA/ATTIARCA etc and so
you see aton of trades going o here. You
do not try to follow the ax in stocks that
have most of their orders going through on
ECNs, nor through stocks that have very
thin bid/ask levels (eg frequently only have
1-2 market participants at each level). Why
not? Well it's a pointiess strategy to follow
one of the big 4 if 80% of the trading is
being routed through ECNs, right? In the
exarmple to the right, let's see, you've got
MLCO offering 3 spreads up, MASH (an
"almost-big" mm), with a 2 size two
spreads down, nothing in other words you
can follow in the area of a mm axto trade
with. s an ECN play.

So, you need to follow trade using the
crowd direction in these stocks even more
s0. Typically, these stocks sell off faster
than others do, so are good "bottom
bounce" play candidates or short
candidates. They sell off faster because
you have more panicked daytraders
playing them, and we exit at the first hint of
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Daytraders' Play: TS looks bullish, L2 looks bearish
(why, traders?). Indeterminate; | wouldn't know whether to
by or sell until | saw the tape in action and could see the
day's chart and other market indicators (like the $GIN
first, then the naz $COMPQ chart, then $TRING/$TICK
etc)

For now, it a "sit on the sidelines and watch” stock,
based on what | see here. That's ok, | spend most of the
time watching, waiting for an opportune moment, then
bang | fire offthe order, watch it go in my favor a spread
or 2 or 5, then sell. Or, if it weakens then ' oLtta there
fast, and get ready to "try again”,
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NOTES on Following the big 4: MLCO SBSH MSCO GSCO

1

You are always looking for "lopsided" high-percentage Situations to trade in. Many new traders
overtrade, making for rich brokers and broke traders. Use a sensitive, practiced eye to see what the
behavior of a major market maker is in the stock you are following.

Allthe same daytrading guidelines apply, eg dort go long during lunch, use small stops, try to stay
ahead of the crowd by using your charts and T&S patterns to verify entry and exit points.

I have found it extremely helpful to identify the major market makers in my particular stock, using the
ww.nasdagtrader.com link (see front page www.trainingaloha.com link for “Identify the naz ax").
Once | have narrowed it down to whichever one is playing my stock the most that day, | will ook for
high-opportunity profitable times to play the stock, such as the 10:30 naz bounce on a down day.
Recogrizing net buying vs. selling is a fairly difficult skillto master, t least as hard as learming how to
play Monopoly. So spend at least as much time, 3-4 concentrated hours on a single stock, to try and
identify net buying and selling using your level 2 screen and t&:s for the market maker you believe is
the ax. It may take a few times to correctly identify who's moving the stock. In fact, it will probably take
you a number of weeks to begin to get good at it. That's ok, it's not an easy skill to master. But
raster it you must if you are to do this for a living

Notes On Daytrading:

| don't sugarcoat daytrading or spout vague warnings about risk managemert. Im preparing you to
succeed atthis, by telling you the things other people do not. It s ajob, and it takes work. The good thing
about This particular job s that you can make & lot of wealth by doing it correctly



[image: image7.png]B, it takes more work than most are willing to put in, 5o they "dabble", get lucky now and then, and end up
leaving the casino broke. To succeed at daytrading, you must be willing to work exceptionally hard, and
rnaster many new skils. Look at itlike a degree program, and prepare yourself as professionals do. Read
the market maker info on the Workstation 2 page links (the pef files)

Realize what you're into here. You set your own odds in this casino, and every one of the skills you master
at DTU should help you becorne more effective at learming how to daytrade for a living. | am giving you
ore advanced information than any other daytrading seminarfbook other resource provides (that I'm
aware of), because it s what is needed to honestly, realistically succeed at this.

My role here s to be a coach and an armorer, giving you the defensive and offensive trading weapons,
skills and signals you need to stay ahead in this game. It does take hard work, but at least you can really be
free of a day ob, live anywhere you want, and have what you want if you succeed at this





