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The view from the top step  
| Daniel Riley 

The Trading Rules are patterns and observations from the floors of the Chicago Board of Trade 

and the Chicago Mercantile Exchange over 35 years. Much of it was created during my time at the 

desk of Marty “The PIT BULL” Schwartz. It was an amazing experience where I transformed into 

the trader and go-getter I am today. 

 

Over a decade ago, from our desk by the top step of the S&P 500 futures pit, we began sending 

out instant messages to thousands of traders. These rules were the basis of how we traded and 

the trades we recommended to our fiercely loyal subscribers, many of whom are still with us. They 

helped level the playing field for subscribers, giving them information only a few had before.  

 

Now, Instant Messenger has been superseded by Twitter, but MrTopStep’s mission remains to 

give all traders equal access to quality information. You won’t find these rules in a standard 

textbook or from any trading “guru” or analyst on CNBC. They don’t use them because, frankly, 

their job is to talk about the market. We’ve used them successfully for years, in the pits, where it 

counts.  

 

Although the ROAR of the S&P pit has diminished, electronic trading has changed from an 

extension of the S&P to a contributor and its own standalone segment. Now more than ever, the 

rules remain a vital part of our trading tool box. 

 

So, what makes MrTopStep.com so different? First, and foremost: we are NOT a trader in a closet. 

We know that finding trading “buddies,” sharing ideas, and using patience are essential. So we 

bring you the best trading buddies in the business, sending daily IM alerts, as well as a chat room, 

webinars, and other ways to share. 

 

The Trading Rules eBook serves as a great beginning and provides a new way to look at the 

markets. For experienced traders, it will serve as a list of wise reminders. 

 

Program trading now makes up over 75% of trading volume. The more tools you have to choose 

from, the more efficient, effective, and productive you will be. The Trading Rules will help you move 

toward your goals and trade successfully at today’s rapid pace. The roar of the S&P pit may be 

gone, but the Rules continue to be a vital part of our trading toolbox. We think they’ll be part of 

yours, too. 

 

— Danny Riley, President, MrTopStep



TThe Trading Rules 

Don’t trade in a closet!  
Our number one rule is, “Don’t trade in a closet.” What does that mean? 

People seem drawn to the myth of the lone trader in front of his bank of computer screens, brooding over 

his charts and quotes and news feeds, bending his genius towards unraveling their mysteries in ways 

ordinary mortals cannot. He’s the 21st century successor to the legendary trader Jesse Livermore, who 

had a vast office on Park Avenue, accessible by a private elevator, with staff who were forbidden to speak 

during trading hours. 

Lehman Brothers CEO Dick Fuld had a private elevator as well, 

with an operator under strict orders not to make conversation or 

eye contact. It took him up to a private helipad, which is how he 

often came to work. He ended up so isolated from people and 

from reality that he believed his own fantasy math about 

collateralized debt obligations and couldn’t see what even a 

beginner at technical analysis could: Lehman was going to crash. 

The rest of us without helicopters can still fly off into our own 

fantasy world while staring at quotes and charts. That’s when you 

need a good trading buddy or several to bring you back down to 

earth. A good trading buddy can remind you to set your stops, 

can tell you what she sees on a different time frame—that maybe 

the “crash” you’re seeing is just a dip relative to the long-term 

uptrend.  

Above all, a good trading buddy can tell you when it’s time to stop trading, cut your losses, and live to 

fight another day.  

If you listen.  

Remember Jim Cramer’s over-the-top pleading with CNBC viewers to hold their Bear Sterns stock and 

buy even more. He said he had a proprietary stochastic oscillator that told him it was a good idea. Bear 

stock quickly went to nearly nothing until JPMorgan Chase bought them out. If Cramer couldn’t find 

anyone at CNBC to tell him to think again, why should we expect the TV to be a reliable trading buddy and 

not just background noise. Maybe this is why most traders watch business news with the sound off. 

I’m spoiled in that my trading buddies are on the S&P floor and among some of the best fund managers 

and individual traders, people like my good friend Marty “Pit Bull” Schwartz, who helps me see the market 

in a new way. Find a trading buddy, share ideas, and most of all: be patient.  

Algorithms and program trading may make up 75% of the trading volume, but human beings are still the 

underlying factor. No indicator or proprietary system can replace the wise judgment of a trader with 

experience, a quality network of people to share ideas with, and above all, the ability to master ego and 

emotion. 
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TThe Trading Rules

Turnaround Tuesday 
Tuesdays are also part of the early week strength.

Markets tend to rally early in the day and early in the week.

 

This especially applies during a bear market. Shorts may try to get out. Longs may buy into rallies. You see 

a number of motivations converging. 

Again, this is something to watch for and be aware of, not necessarily something to trade into or out of. 

 

A Turnaround Tuesday  

February 2014  
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TThe Trading Rules 

Active months  
 

The BEST 6-month performance period for the stock market begins in November and lasts through April. 

This includes the Nasdaq, Russell 2000, Dow Jones, and the S&P 500. 

There are many reasons and many theories why this is. Seasonal traders often use this period. Many 

institutional and individual traders simply take the summer off, leading to the old adage, “Sell in May and 

go away.” 

The holiday shopping season, fuel prices going into winter in the Northern Hemisphere, the end of the gold 

buying for the wedding season in India—all of these are cited by various authorities as factors. 

Whatever your trading style or strategy, it’s good to keep an eye on the calendar.. 

 

The 10-handle rule  
 
Over many years of watching the S&P 500, we have found that the index often moves in 10-handle 

increments. It’s a market tendency to watch for.  

(“Handle” is another word for “point” and is used 

by bond and stock index traders. Handles are 

further divided into ticks. A handle in the emini S&P 

500 (ES) is worth $50. A handle or point in the 

larger S&P index futures contract (SP) is $250.) 

For example, the S&P opens unchanged at 1194, 

trades up or down and ends up at either the 1204 

area or the 1184 area. That is when the 10-handle 

rule goes into effect. 

After about 10 handles, the index will reach an 

inflection point and reverse as some exhaustion sets in after the first test of the new level. How many 10-

handle increments play out depends on the market volatility, but each 10-handle move creates a short 

term high or low. 

This happens in both upside and downside price action and continues through the trading day. If the last 

trade is 1215, up 20 handles on the day, and that 1215 could be the midday high, we would then look to 

trade the 1205 or 1225 area as the next likely place for the market to go and take a rest. 

These 10-Handle moves are like stepping stones towards a larger move. 
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TThe Trading Rules 

Counter-trend Friday 
 
This trade works best on unemployment report Fridays when the S&P futures gap way up or down. You 

see oversized, pre-market GLOBEX volumes of 400k to 600k ES traded before the 8:30 open. This is 

what is called a “bus-too-full” trade (pg. 12). 

Example: The S&P is down 6 handles at 06:00CT and then down another 8 or more handles after the jobs 

number is released. Now, the S&P is down 14 handles or more on the 08:30CT open. 

With over 400k eminis traded before the official open, we know that traders have already voted. 

Depending on the price action the tactic is to buy a sharply lower open or wait for another 2-5 handle drop 

just after the open. You will often see that the opening range has already been predicted by the electronic 

market. 

Since it is Friday, most traders can’t hold the futures over the weekend. So they put in buy stops. With all 

the selling used up before the open, the ES will start to short cover into the buy stops that have been 

programmed already. This will lift the offer (buy) side and may present a new buying opportunity. 

As always, timing is paramount. Just knowing why a move might be happening is not enough (unless 

you’re just a commentator). Traders have to plan their entry and, most importantly, have an exit strategy 

that they stick to.  

 
The Thursday-Friday low the week before 
expiration 
 
This is one of Marty “The PIT BULL” Schwartz’s trading rules. One of the original “Market Wizards” in Jack 

Schwager’s classic best-seller, Marty has been a friend for years and a valuable source of insight into the 

markets as only someone who turned a small account into a mult-million-dollar fortune can be.  

The S&P tends to make a low on the Thursday or Friday the week before the expiration of the nearest 

futures contract. Remember that the large and emini S&P have quarterly expirations as well. This rule 

applies especially to the quarterly expirations. 

Look to buy weakness on that Thursday or Friday, looking for a low to hold into Monday or even into the 

expiration itself. 

Generally, the trade is to buy on Friday and hold into Monday. Combine this with the 10-Handle Rule and 

others to plan your exit.. 
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TThe Trading Rules 

The 5-minute rule  
 
The 5-Minute Rule for pivot traders helps you to avoid being stopped out only to find the market turning 

back in your direction. 

It requires a pivot to be settled or converted above or below on a 5-minute basis chart. 

It is just a filter to avoid that humbling situation of being out, but right. It’s also a good reminder that traders 

watch the X-axis of the price chart as well as the Y, meaning both the price and the time the market has 

spent getting or staying there.. 

 

Bus too full 
This is a street guy’s term for when the markets are overbought or oversold. When everyone is bearish, for 

example, and the markets are going crazy, we are looking for buying opportunities. 

We sometimes use “the bus is too full,” instead of the terms “oversold” or “overbought” to remind 

ourselves that the bus tends to accelerate to extremes in either direction. 

Think of it this way, it’s much harder to stop or turn around a bus that’s full of people, because the added 

weight gives it more momentum. It’s the same way when too many people have piled onto a price 

movement.  

That acceleration, marked by changes in volume and volatility, is a sign to watch for. A related term we use 

is…

 

Everyone is too long or too short 
 

We use these terms when traders in the pit and retail have gone from long into the rally to short into the 

decline. This generally means we think the markets are nearing a top or bottom, at least in the short term. 

This would be where we would look to fade the crowd. The market is susceptible to snapping back 

against its current direction. 

Example: The S&P moves 8 or more handles and the locals and small paper gets long during the rally or 

short on the decline. Remember The 10-Handle Rule (pg. 8)? The market may be temporarily 

overextended. 

You have overbought or oversold conditions in a thinly-traded market. Even though the price might be at a 

relative high or low, it lacks the momentum and strength to punch through it and go further.
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No stops go untouched in the S&P 
 

Over the years, both in the open outcry and electronic markets, there has been a tendency to “run the 

stops,” as most traders can certainly attest. 

Scalpers tend to use 3-5 handle stops. When the markets are moving they trail the stops up or down 

based on the direction of the move. 

Most algorithmic and program trading systems are set to move in the direction of those stops on a daily 

basis. The short-term stops are the easiest targets to reach, but eventually, mid- and long-term stops fall 

like dominoes. 

We like those extremes because it turns small moves into longer, more profitable moves. Just make sure 

you’re on the right side and in control. 

 

Trading the 3s 
 

Just like music, photography, and many other arts and sciences, trading has its rules of threes. Maybe it’s 

just human nature. This rule of threes is straightforward and should help you set exit targets and 

understand price action between pivot points. 

First, look at where the market is trading at a given time (or where we came from if you’re looking at recent 

patterns). 

Then, look for the prices ending in 3 on either side. This Rule of Threes says that we may often go to a 

three, but we won’t stay there. Instead, we’ll go to a 7. 

In a down market, this means that a market that has dropped to a price ending in 3 is likely to break below 

the 00 and pause at the 7 under it. 

This happens even if price breaks past the 7 above and goes to the next whole number (00). It will break 

up from the 3, trade the 00, continue past the 00, and end up at the next 3. But rather than staying there 

for very long (as in the 10-Handle Rule) it has momentum enough to take it up to 7. 

Magicians have long known that if you ask people to pick a number between 1 and 10, they most often 

pick seven. The second most often picked is three. Why? 

Don’t think of this as a hard and fast rule. Just an insight into market psychology.
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The walkaway trade 
 

This is an end of the quarter trade. On the last day of the quarter, the 

portfolio managers have a tendency to run out of money after marking up 

stocks earlier. 

So, by 12:00-1:00ish CST the S&P is susceptible to a decline through the 

afternoon. Traders look to set up a short position in the early to 

midafternoon, as the professional money managers walk away, leaving 

the equities ready for an afternoon fade.  

As with a lot of trading rules, use your awareness of this tendency in 

combination with proper chart analysis and a solid trading plan. 

 

 

 

 

Thin to win 
 

This term is our shorthand for a situation when the volume is thin, yet the price is moving fast and far. 

Without the counterweight of other participants, a small group of traders or algorithms can push markets 

much further than they would otherwise go.  

While the lack of volume makes it harder to fill large orders, smaller orders can get filled at greater profit if 

they are lucky or well-timed. And of course, an attractive price can bring in new volume, despite the 

thinness of the move. 
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The unchanged game 
 

This rule comes from one of Wall Street’s largest OTC desks. Because big bank desks make prices for 

options and stocks, they have what is called a “Long and Short” book. 

Example: A large hedge fund calls the bank’s desk for a price on 500k shares of IBM. The desk makes a 

price and if the hedge fund likes the price the bank’s desk sells the 500k shares.  

When the trade is made, the customer is long the stock and the bank desk is short the stock.  

When the S&P futures are up, the long side of the book doesn’t need adjusting, but as the market goes 

higher, the short book needs to buy protection. The desk trader has two choices: 

1) Take some profits on the long book, which actually adds more upside risk, or 

2) Buy S&P futures, if the S&P sells off to unchanged or lower.  

This is the main reason that sometimes there are so many big bids around unchanged. If the markets 

continue to fall or rally, they buy or sell the necessary protection for the long/short book on the 3:00 CT 

cash close.
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Fair value premium drives buy and sell programs 
 

Fair value is the premium of the futures over (above) the index. Fair value is exactly what it implies; a value 

where futures are ‘fairly’ priced relative to the stocks themselves, which is the underlying ‘commodity’ for 

this type of commodity futures contract.  

The Program trading in the ES gets going when speculators “bid up” or “offer down” the ES above or 

below FV (Fair Value)  

The idea behind this is simple: when speculators bid up the ES well above fair value it makes it possible to 

make a profit buying the stock and selling the futures, locking in the spread at a profit. Years ago this was 

done by hand signal but today is mostly automated. 

 

EXAMPLES OF STOCK INDEX ARBITRAGE: (AS OF Nov 12 2013) Assume that today fair value of 

the front-month S&P December futures contract is -3.45 (3.45 points); i.e., SPX is at 1766.50 and 

Dec S&P futures should theoretically be trading at 1763.05 which they are at this point.  

The ‘trigger’ point or level for buy programs may be at – 3.85, meaning that IF the premium of Dec 

SPX futures ran up to -3.85 points above or over the actual index , it would become profitable for 

index arbitrage trading groups to buy futures and sell stock which would be a ‘buy program’.  

The buy program works when the index arbitrage group can ‘lock in’ that spread difference of -

3.85 points as they’ve calculated that after their transactions costs and by the time of the 

expiration of December index futures, the futures price will converge or become equal to the actual 

index.
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The Late-Friday “Rip” 

We’ve written often about the Friday Effect, including this description:

The Friday Effect is something MrTopStep noticed earlier in the year and it happened again on 
Friday’s close. It doesn’t matter if the S&P is up or down on the day, whether the S&P is short-
covering into the close or it’s doing just like on Friday, chopping higher. 

What I have noticed over several weeks was the S&P futures just taking off to the upside going into 
the 3:00 PM CT cash close. I don’t know enough about why it happens, but I think it has to do with 
the late-day futures flow rather than the actual cash market.

The Friday Rip is the fast, dramatic move that happens on Friday afternoon near the close. It is 
generally to the upside, but sometimes involves a sell-off. The MiM often shows a strong signal in
one direction. If the market hasn’t yet fulfilled the move the MiM is predicting, there’s a good 

chance it will wait until almost the last possible 
minute and then RIP! hit every buy or sell stop and 
run.

All of which is to say, “Beware.” Do not leave a trade 
unattended just because it’s Friday and the market 
has slowed down and there is very little volume. 

Remember the thin-to-win rule. Traders can more 
easily push a thinly traded market around and buy 
and sell programs often are programmed to take 
advantage of such opportunities. Even if you’re 

leaving a trade on over the weekend, make sure your stops are placed such that you don’t get 
stopped out by a dramatic rip in a way that you hadn’t planned. Either stay on the market or be 
prepared for a big fluctuation in price.

What causes the rip? It could be a combination of factors: traders closing out positions they don’t 
want to carry into the Sunday electronic session, a Friday in which funds must adjust their books 
and want to take on positions they want to report and get out of positions they don’t want to show.

Traders have noticed for decades that what happens on Friday near the close tends to continue on 
Sunday evening and into Monday.
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The MrTopStep Trading Checklist 
 

Though everyone at the desk has these memorized and reinforced by times when we failed to follow them, 

we still use this checklist to remind us of the things every trader needs to remember at every moment. 

Print out a copy for yourself and keep it by your monitor. Best of luck from all of us at MrTopStep! 

  

 

1. Do not over-trade 

2. Do not take a loss home 

3.  Never add to a bad trade 

4.  Once you have a profit in a trade, never let it become a loss. 

5.  When making a new trade, set loss idea – don’t overstay or start hoping. 

6.  Don’t be a one-way trader. Be flexible. 

7.  Concentrate on one pit. 

8.  You’re trading to make money, not for fun and games. 

9.  Add to good trades only. 

10. Learn quirks of all traders and brokers. 

11. Learn runners and brokerage houses. 

12. Try to avoid trading in the market in the middle of the session unless it is really busy. 

13. When carrying a position in the market, don’t leave the floor without leaving a stop loss order. 

14. Never buy rallies or sell breaks when initiating a new trade – only do this when liquidating a bad trade. 

 

  

 

MrTopStep.com LLC 

107 W Van Buren St. 

Chicago, IL 60605 

www.MrTopStep.com 
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