CHAPTER 5

TURTLE SOUP PLUS ONE
The Turtle Soup Plus One setup is almost identical to the Turtle Soup setup, except it occurs one day later. It too, can be traded in all markets and in all time frames. We are looking for the market to make a new intermediate‑term high/low and then reverse the following day

With so many trend‑following /breakout players in the investment arena, the rewards are large when a breakout fails and reverses. This is especially true if the market has given players a chance to add on to existing positions. This pattern is also profitable because some players only enter on a close outside a new 20‑day high/low. Thus, the market has trapped even more participants.

Here are the rules:

FOR BUYS (SELLS ARE REVERSED)

1. The market makes a new 20‑day low. The previous 20‑bar low must have been made at least three trading sessions earlier. The close of the new low (day one) must be at or below the previous 20‑bar low

2. An entry buy stop is placed the next day (day two) at the earlier 20 day low. If you are not filled on day two, the trade is canceled.

3. If filled, place a protective sell stop one tick under the lower of the day‑one low or the day‑two low.

4.      Take partial profits within two to six bars and trail a stop on the bal​ance of your position.

Let's now walk through some examples.
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The Turtle Soup Plus One setup identified the 1994 high for bonds.

EXHIBIT 5.1 Bonds‑March 1994
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1.
March bonds make a 20‑period high. If they trade tomorrow under the previous 20‑period high made on January 12, we will go short.

2.
Bonds open at 117‑09 and we are short. We place our initial protective stop at 117‑29, one tick above the previous day's high.

3.
Like the Turtle Soup strategy, this is where it gets subjective. Bonds have a strong intraday rally and reverse. This reversal takes prices to as low as 111 1/2 over the next two weeks. Because the two of us are short‑term traders, we would have locked in our profits on February 4, missing the larger move.
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EXHIBIT 5.2 Soybeans‑july 1995
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1.
April 11, 1995, soybeans close at a new 20‑period high. If they trade under the previous 20​period high made March 20, we will look to go short.

2. Soybeans open under the previous 20‑period high and we are short. Our protective sell stop is one tick above yesterday's high of 604.

3. The sell‑off is significant. Soybeans lose over 25 cents in four trading sessions. Note the sharp sell‑off on April 13. After a day like this, you may want to lighten your position or tighten your stops more than usual to take advantage of the move.
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EXHIBIT 5.3 S&P 500‑December 1994
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1. New 20‑bar high and a close above the previous period's high.

2. A sell stop is placed at 473.75 which is the 20‑day high made on 10/13.

3. Four trading days later the market is 12 points lower.
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EXHIBIT 5.4 Delta Airlines (DAL)‑1995
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1. New highs (caused by record earnings). 

2. Sell short at 79 7/8. Stop at 811/4. 

3. 3. 5+ points lower in a few days.
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EXHIBIT 5.5 Texas Instruments (TXN)‑1995
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1. 20‑bar high.

2. Sell short in the 79 7/8 area.

3. A 14‑point gain in nine days.
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The Turtle Soup and Turtle Soup Plus One strategies work in all time frames. Here are two examples using 10‑minute bars. Please note: When we trade the strategies intraday, we enter at the previous 20‑bar high(low) minus(plus) one tick.

EXHIBIT 5.6 Bonds‑10‑Minute
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1.
A 20‑bar low.

2.
The next bar trades above the previous 20‑bar low (made in the first 20 minutes of trading).

3.
The market rallies 1 1/2 points in less than three hours.
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EXHIBIT 5.7 S&P 500‑10‑Minute
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1. A 20‑bar high that reverses back into the previous 20‑bar high. Sell at 604.75 with a protective stop at 605.15, one tick above the day's high (total risk is .40 points plus slippage and commssion).

2.
The market closes nearly three points under our entry.
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LINDA:

Larry, this strategy obviously evolved from Turtle Soup.

LARRY.

Yes, when 1 started researching Turtle Soup, 1 noticed that a good percent​age of the reversals occurred one day after the 20‑day high/low.

LINDA:

Why do you think that happens?

LARRY.

1 can only guess that the second day gets the last of the momentum players in. If they are the last players to buy or sell, the reversals become even greater.

LINDA:

That means more players need to liquidate their positions if they are wrong.

LARRY.

Yes. Also, 1 like this setup because it is easier to monitor than Turtle Soup. As you can see from the examples in the Turtle Soup chapter, some of the 20‑day highs/lows were made with no warning. With Turtle Soup Plus One you know the evening before if a setup exists.

LINDA:

It's easier to do your homework at night.

LARRY.

That's right. However, as with the Turtle Soup strategy, the one drawback is the number of times you will identify markets making 20‑bar highs/lows that do not reverse the next day

LINDA:

Do you trail your stops as aggressively as with Turtle Soup?

LARRY.

Yes, the volatility is just as great, and 1 want to ensure myself of locking in profits whenever they exist.
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The Turtle Soup setups are two of the most exciting patterns we trade. By identifying these setups, you are potentially putting yourself in the position to participate in some very significant reversals. Even if you do not trade this strategy on a regular basis, we highly recommend you at least make a habit of monitoring these 20‑period levels.

