Think of the background as a combination of market actions that all point in one direction. In the UT example, I drew a basic graphic to illustrate how to look at background.

Starting from the left-hand side of the chart, we have a rally that leaves a print of an "Old Top" or resistance level. Although volume is not shown, were the volume high at the old top, we would note that as well as a potential Buying Climax.

We then look at how the market reacts. In this graphic, Lower Lows are put in - weakness. Again, volume is not shown, but if the volume increased on the reaction, that would add to the developing background of weakness.

Now we see the market rally. As depicted here, it is rather "lackluster," meaning that volume is relatively low and the spreads are narrow - the market is struggling to advance higher -- more weakness.

When we get back to the level of the Old Top, price is unable to sustain a close above the resistance of the old high. This represents an UT and is even more weakness. Aggressive short trades might be taken on the UT, or more conservative short entries would occur on a No Demand following the UT, indicating a lack of interest in higher prices by larger traders, which again, is more weakness.

The idea is to read the background as a continuing story with the triggers being the UT and the ND. In this example, the background is the combination of:

· An old top that forms resistance

· High volume at that old top indicating a climax

· Lower low on the reaction

· Increased volume to the downside

· lackluster rally - low volume, poor spreads

· UT and rejection of higher prices


Hope this is helpful,

Eiger 
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