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Order Flow Dynamics

By Michael Valtos — www.orderflows.com

Module 8 : Trading The Stop Hunt
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Disclaimer

This course is for educational and informational purposes only and should not be considered a
solicitation to buy or sell a futures contract or make any other type of investment decision.
Futures trading contains substantial risk and is not for every investor. An investor could
potentially lose all or more than the initial investment. Risk capital is money that can be lost
without jeopardizing ones financial security or life style. Only risk capital should be used for
trading and only those with sufficient risk capital should consider trading. Past performance is
not necessarily indicative of future results.

CFTC Rules 4.41 - Hypothetical or Simulated performance results have certain limitations,
unlike an actual performance record, simulated results do not represent actual trading. Also,
since the trades have not been executed, the results may have under-or-over compensated for
the impact, if any, of certain market factors, such as lack of liquidity. Simulated trading programs
In general are also subject to the fact that they are designed with the benefit of hindsight. No
representation is being made that any account will or is likely to achieve profit or losses similar
to those shown.
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Trading The Stop Hunt — stop hunts/runs are often false breakouts
in disguise. There are always going to be traders who “hunt for
stops.” What they are doing is looking for areas where they expect a
lot of stops to be sitting that if triggered will cause continued buying
or selling in a particular direction. Traders who hunt for stops are
predatory in nature and they are generally not looking for the move
to continue all day long. They want to trigger stops and scalp a few
quick ticks.
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Where stop hunts get interesting and useful for order flow traders is
what happens after the stop gets triggered. If you are able to
recognize when a stop hunt just happened, you can take advantage
of the subsequent order flow as stop hunts are often short lived and
offer great trading opportunities, in the opposite direction.
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The duration of a stop run is very short and in reality, you most likely
will not capitalize on the stop run itself, but you can capitalize on the
resultant order flow.

Markets are always performing price discovery. Stop runs are a
form of price discovery. And prices are rejecting the new levels.
Instead of going with the momentum of the stop run, you are going
to be fading momentum because the market is out of balance.
When a market is out of balance that is where opportunity resides.
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Traders like to trigger stops to jJump start a move.

Traders who get stopped out in obvious areas will claim their stop
got picked off.

So what exactly Is a stop hunt. An astute trader will look for areas In
the market where traders are likely to place stops. Ideally where a
lot of traders will have placed stops.
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There are different types of traders who try to trigger stops.

1. The scalper, someone who Iis looking for a quick score. When
these guys trigger stops, the market often reverts back to its pre
stop level.

2. The size trader who knows he may trigger stops but wants to get
as much on as possible before he does. When this guy triggers
stops the market often continues in that direction.
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How do you tell the difference? Watch the size trading after a level
where stops are going to be placed. If legitimate size trades after
the potential stop level, then chances are there is more to the move.
If there Is no follow through activity in the order flow, fade the move,
as it will likely revert back to pre stop level.
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Stop Hunts/Triggering— look for them at support or resistance levels,
highs or lows.

Reverse is very rapid. Market pops up and drops. Breaks the high
or low by 1 or 2 ticks. Traders looking to trigger stops. Test the high
or low trying to attract other traders to come in and push the market
but it fails.

Get past a level of heavy volume (PPOC) or high/low by a tick or
two but no follow through. Unfinished auction.
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If there Is size at a level, then the stop hunt will falil.
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Often what characterizes a stop run that run its course is a stacked
Imbalance at the end of a bar that closes opposite of it. If you were
to take the stacked imbalance in isolation by itself, it would be a
quickly losing trade.
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Sometimes traders will complain that their stop got picked off by a
stop hunter when really all they had was a bad stop placement.

A bad stop placement is often due to not understanding market
rotations. The stop Is placed within a rotation, so the chances of the
stop getting elected is high.
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The thing with stop hunts is it Is easier to do in thinner traded
markets. YM, NQ, 6E than in more liguid markets like ES or CL.
When it is done intentionally, the trader trying to do it has to be able

to move the market to a level to trigger stops without running into
much size.
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This concludes Module 8. In Module 9 we will discuss order flow
trade setups.



