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Biographical Sketch
of

Michael K. Jenkins

Michael 5. Yenkins was bom in Schenectady, New York on March 12, 1949, From earliest
childhood, he was fascinated with the stock market and studied every book and publication he
could find reganding the subject. He studied Economics and Business Administration at Washington
& Lee University and graduated with a BS in Commerce in 1971.Tn 1973, he received an MBA
fiom George Mason University. He passed the Uniform CPA Examination the same vear,

Mt Jenkins held positions at vanous bank trust departments from 1971-75, and in 1976, he was
appointed portfolio manager for three mutual funds it Washington, 1,

In 1984, Mr. Jenking maved to New York City (o become a professional trader for a number
of specialist firms on the NYSE. In 1985, he tounded the investment newsletter “Stock
Cyeles Farecast” Because of the widespread notoriety Lhis letier received in precizely
predicting the final stock market high in Angust 1987 and specifically calling for a 500 point
drop in the Dow that would end by October [9th of that year, Mr. Jenkins has become a
frequent commentator on television and radio and s often the subject of numerous popualar
financial magazine and newspaper articles.

Nearly every major high and low of significance in the past several years has been successtully
forecasted in the “Stock Cveles Forecast” newsletter — many down to the exact dav andin a
few cases, the exact hour on those dates! Mr. Jenkins is considered an authority on cycles in
the financial markets and oflen lectures on this subject, ag well as providing investment
seminars where his proprietary trading methods are taught. He is the author of The Geomelry
of Stock Market Profits, A Guide To Professional Trading For A Living. This new book,
Chart Reading For Professinnal Traders, is an attemnpt 1o provide the investing public with
a basic reference work for reading charts to forecast and hrade the specilative markets, using
his proprietary discoveries in the area of technical analwvsis.
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Introduction

There has always been a debate about whether one should invest as a fundamentalist or as a
technician. The fundamentalist, of course, does not look at charts but concentrates on analyzing
hard economic figures in the belief that an improving fundamental situation will lead to higher
prices. Although this sounds quite logical and perhaps 98 % of all investors invest this way, it is
nevertheless wrong. Only in a general sense do the fundamentals concem traders or investors who
are looking for capital gains on an annual basis, and certainly day traders can easily go bankrupt
from short term corrections against the fundamental bias. Unless major accumulation of an issue
takes place, no matter how good the fundamentals, the price is likely to move very little, and it is
this price movement that makes money for us.

Charts and technical analysis, on the other hand, are mostly concerned with price movement.
When securities or commaodities are fluctuating, we can trade them and make money. Any truly
fundamental development of importance will first show up in the price and volume data long before
outsiders will learn about the fundamental development causing it. One does not need illegal
information to see illegal accumulation or major developments within a corporation or commodity
supply demand factors that may be changing. Money moves the markets, and big money is always
right no matter what the reason. The skilled chart reader will always see this price movement and
be alerted long before others. This is the fundamental argument for chart reading, but more important
is the fact that cyclesexist and recur over and over again, showing up in the historical record of the
price data and can be analyzed from such data to make future predictions.

Wall Street would like to deny the existence of cycles because no one needs a highly paid analyst
or a full service broker if cycles indicate that a stock or commodity is going up or down the next
year, regardless of perceived fundamentals. Only by having a price history can we truly say we
know what to expect from our investment, the nature of its personality, the extremes it has traded
to over the years, and where it is deviating from its past patterns, which could indicate a new
significant development in the life cycle of the company.

For years I have heard the arguments about long term investing and the many people who have
made fortunes in the market using a buy and hold strategy. What is not said very often, however, is
the tens of millions of investors who bought and held the wrong stock and after thirty years have
only broken even or worse saw their company go bankrupt. Books are not written about these
unfortunate multitudes. In 1965, General Motors was the most popular stock, and “what was



good for GM was good for the country.” But, did you know that it took until January 1994 for GM
to finally exceed the price it sold at in 1965!!! It took nearly 30 years for those 1965 buyers to
break even!

The idea of buy and hold is a fundamental strategy. It assumes the issue you hold is going up every
year. In these cases, you could get rich over time. But, the modern version of buy and hold has
been perverted by the big brokerage firms and mutual funds to lock the customer into their particular
investment program without emphasis on whether the issue is actually making money. The person
who buys and holds a declining issue is not an investor but a fool. Believing the fundamental
argument that improving eamings will eventually mean arising stock price has been the death knell
for many an investor. Only technical analysis and chart reading can save these sorts of individuals.
The chart clearly shows us the objective trend whether up or down, and we can then develop
some sort of strategy to limit losses at a reasonable level if the fundamentals do not kick in.

It has been rightfully said that chartists sell too soon out of fear of heights and miss the big move
that often makes millionaires of fundamentalists. The corollary, of course, is that the chartists do
not go down with the ship when they see a sinking chart pattern. I am sure the number of rich buy
and hold fundamentalists is a lot smaller than the number who held on and lost everything. The
obvious solution, of course, is a marriage of the two concepts. I have no problem with the person
who strongly believes in his investment and wants to hold it forever, using acommon sense strategy
to sell it when he gets a technical sell signal, but immediately takes steps to repurchase it if it again
reverses with a buy signal. This kind of long term strategy will be infinitely more rewarding in those
cases where a stock goes up for years and truly does make millionaires out of its owners.

This Book

The purpose of this book is to demonstrate the principles of chart reading and technical analysis as
applied to general chart reading for trading purposes. Advanced techniques to find cycles, project
price targets, and time periods for reversals will be examined at length. Many of my original
discoveries in this field will now, for the first time, be published in an effort to help the investing
public make a success of trading and allow the average person the ability to consistently make
profits in the speculative markets. I will not cover all areas of technical analysis, nor will Tteach the
basics of stocks, options, or futures. I assume you can learn these things from a thousand other
books at your local library. What I will show you, however, is a comprehensive method to make
money each and every month. Making money each month, of course, means that with a reasonable
amount of capital you can become independent and live the kind of life you choose not fettered
with the burdens of everyday work drudgery.

These principles always work. That is why they are called principles. 1 have no time to
spend lengthy chapters explaining to you the reasons behind these principles or the fundamental
cause and effect behind price movements. My purpose here is to simply reveal these methods
for making money. I have been a professional trader for over twenty-three years now and can
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assure you that these principles are well worth learning! For those of you who must know the
reasons, 1 direct you to my book The Geometry of Stock Market Profits, A Guide To
Professional Trading For A Living.

There are many esoteric truths handed down to us from ancient times, and many of these are
applicable to the speculative markets. The professional trader knows that the objective is to make
money, not espouse a particular philosophy or do it “the right way.” Keeping an open mind is the
key.

From the earliest days, great spiritual leaders have spent lifetimes trying to conquer the subconscious
mind and the body. Often rigid disciplines of starvation, flagellation, meditation, or deprivation
were used to teach the body and subconscious to respond without question. If you propose to
enter the largest arena in the world that exhibits fear and greed (the speculative markets), and you
are brought there motivated by the emotion of greed to make money, you will surely fail. This is
why there are few rich stock analysts on Wall Street. They are deluded into thinking they are
intellectual and rational in their behavior, but the reality is still emotional greed. The solution, and
this may be the greatest lesson in this book, is that in an emotional market you must use your brains
not to make money, but to control your emotions. Your logical reasoning should be put to use
developing strategies apart from the emotions of the trade. Chart reading with this in mind will yield
infinite results. Principles can be applied in a cold, hard, non-emotional fashion, and a stop loss
discipline is then rigidly applied when the strategy goes awry. Of course, this makes trading a
business and not an emotional thrill, but it will be a consistently profitable business!
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.
Basic Concepts EAR

The theory behind technical analysis is that all relevant information that concerns the appreciation
or decline of stock prices is reflected in the chart of the price and volume. All information, no
matter how secretive, must first surface in the buying and selling of the stock and thereby moves
the price of the issue if it is of significance to the capital gains’ investor. Fundamental analysis,
although possibly relevant to long term trends, may or may not generate current buying enthusiasm
and, in that case, has no effect on the price of the security.

The idea of stock price movements as a process of accumulation and distribution is the backbone
of chart analysis. Major insiders accumulating large positions prior to significant upward price
movements readily show their characteristic footprints in the chart patterns prior to the big moves,
and these patterns have been shown to have high forecasting reliability. Similarly, distribution periods
where insiders slowly sell out major positions prior to big market breakdowns also have telltale
characteristics that are of extreme value to the knowledgeable chart reader. Since these trends are
usually long term in nature, at least the significant price movement ones, their characteristic patterns
can be broken down into subtle waves or fractal patterns for each movement, and many of even
the slightest counter-trend movements can be captured by the astute chart reader. A stock or
commodity that has an annual range of 20% between the yearly low extreme to the high extreme
often has three or four minor movements of 10 to 15% within that larger yearly range. The active

trader can therefore often achieve rates of return several times the annual range if a comprehensive
trading discipline is utilized to exploit the known facts. Recent advances in technical analysis have
opened the way to the possibilities of spectacular returns, and the purpose of this book is to
acquaint you with many of my own proprietary discoveries in this area, along with the traditional
methods that I have found to be most reliable in my professional trading career.

Knowledge is only the beginning. Strategy and patience are equally important. In the end, only a
few will truly succeed in a spectacular fashion. However, I would say that the vast majority will
immensely improve their trading with just a casual reading of this book. Eliminating easy mistakes
can often double annual rates of return, and [ am sure that this book will point out many principles
that you will find can easily change your bad habits into profitable careers,



The Basic Accumulation, Distribution Pattern

Most traders want to trade every day. In reality, you can only take what the market will give, and
each day is not an equal probability for success. Professional traders can readily size up a market
in the first hour and tell if the day is worth bothering with or whether the daily strategy is for small
scalping trades with frequent reversals or for more leveraged major moves lasting several days. If
you find yourself buying or selling every day in the first twenty minutes, you have a problem. Many
good trades come mid-day or at the close when most traders have already committed. Make sure
you are not so emotional that you cannot keep from the action past the first hour. Knowing that
each market movement has a reliable shape and time durationcan help.

The basic accumulation, distribution patternlooks like the statistical bell shaped curve. The

_ base has an extended period of ““backing and filling™ in a sideways fashion, then comes the upside

_breakout or run, then comes the topping phase. After that, there is either another upside
breakoutor a breakdownback to the base. Good traders do not want to trade in the base or the
top, but only the breakaway or run phase. Once the momentum dies and a consolidation range is
hit, traders should move to the sidelines and wait.

Typical Accumulation / Distribution Pattern:

seil shorg

Breakdown

f\_ Top/Distributian

BaselAccumulation

No trading in the base
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The typical pattem is the same, regardless of the time period. In other words, the above pattern
could be seen on an hourly, daily, or weekly chart. Obviously, differing trading strategies are
employed for longer term movements, lasting days to months, rather than on an hourly chart.
Leveraged traders using options and futures will work with hourly charts, and this pattern will often
rise and fall over a single day’s duration. The “run” phase, where one owns put or call options or
futures, will ideally be limited to 8 to 13 HOURS. Holding positions longer than that is not
trading butinvesting. Longer term traders using daily and weekly charts will find their horizon 3-
6 days to extremes of three weeks. These are stock trades and options, and futures would not be

appropriate.

It is one of the more difficult aspects of trading to “stay out” of the base or top and wait for
the real move to get started. Most traders hunger for the cheapest entry point and usually
waste days and several stops before the real move begins, when .if they concentrated on the
“easy” 70% of the move during the run phase, they would never get stopped out and would
make quick safe profits in the shortest time possible. Most techniques in this book are used
for identifying this most rewarding part of the pattern (run or breakout).
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Remember that the “flat” areas of the base or top that we want to avoid trading in can be
spotted by loss of momentum. Momentum is simply the amount of price movement per time
period. Large momentum is nothing more than big price fluctuations in a short time period.

When the momentum dies down, we exit our positions until activity picks up again f you
keep in mind the bars on a bar chart, the areas to avoid have a series of equal sized bars with

high and low points randomly spread in a  sideways fashion. Tradable moves are
characlmzed by elongated “big” bars ﬂhowmg much momentum. le must tram l_urgaplf
to make a trade during these big hars4 As traders, we can -:mly take what the market gives,
and these bi g bars are the pa}roff Failure to trade out of fear is a mortal sin for a professional
trader.

The Bar Chart

There are many types of charts one can use in trading, but the primary basic one is the simple bar
chart. Throughout this book, I will refer to these kinds of charts and use them in the examples. A
good chart reader after some practice can easily visualize the other kinds in his head without having
to keep up numerous chart papers. Even Japanese Candlesticks, which seem to be the current
rage, give no information not found on a regular bar chart but are marketed as being easier to
interpret. This is not the case if you know the principlesbehind chart reading, and the simplest bar
chart will yield infinite amounts of information if you know where to look.

In its basic form, a bar chart is simply a line drawn from the high of the time period to the low
represented by a straight vertical line. More information can be o_b_tamed by adding a mark on the

vertical line to represent the opening and closing levels. These opening and closing levels can tell us

alot about the current day’s probabilities. For i 1nstance:, aclose at the extreme high or low of the

dm},r will usually carry well into the next. Similarly, several bars or days in sequence that close strong
represent accumulation going on. I could probably write several chapters alone on the meanings of
opening and closing ranges, but for the vast majority of traders the trend is more important than the
projection, and I will leave the study of those ranges to you if you want to master intra-day trading.
Many of the charts I will use in this book will omit the opening and closing marks on the vertical
bars so as to cut out all but the simple trend information that is contained within the range on each
bar. For most trading purposes, knowing the trend and the momentum shown by the size of the
individual bar’s range is enough. The typical bar chart looks as follows:

= High
Three Time Periods
Opening Level I In Decline

Closing Level

I I I I Five Time Periods

With A Rising Trend

17



_..'_._'_;.__.. . : i L brei 1‘- AT,
: Typical Daily d[ m
I Bar Chart /1 j_ 0

Personalities

When you look at a chart, one of the first considerations is the type of personality the chart
has. By this, | mean its trading characteristics. Some stocks are glamorous and big movers,
while others are slow moving snails. Tops and bottoms usually form individual characteristics
with some stocks “spiking” into a solitary high bar and rapidly declining, while others gradually
“roll over” and go down. You must adapt your trading strategy to these individual
characteristics to be successful. Quickly buying into a gradually rounding base is a waste
of time, but a buy at a spike bottom on a signal bar reversal is a good practice. Only a first
look at the most recent history will alert you to these trading characteristics. L.earn to scan all
the markets to find ones with personalities that fit your trading style and profit objectives
rather than just taking any trade that shows up. A corollary to this is to only trade the most
active markets and only when they are moving. Trading wheat, corn, bonds or stocks simply
because you have a big account is a mistake. You should concentrate on the active ones to
maximize your return over the shortest time period. Identifying the personality characteristics
is one of the first things you should do. Only after you note the type of character and see if it
will satisfy your particular objectives should you then spend time on a more detailed look at
the trend, cycles, and projection targets. Examining the past is always a good first exercise,
so you will have an idea ahead of time as to what is possible or likely and what is based on
factual past trading patterns. Looking for a huge up or down movement that is out of character
will tie up your capital needlessly.
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Trend k-

Basic Trend Determination

The fundamental reason we look at charts is to determine the trend. We can see at a glance
whether the market is rising or falling, but few casual observers realize that the real trend is actually
a patternof advances and declines. Once that pattern is discerned, it usually persists for quite
some time. This is the basis for all investing — determining the primary trend and trading with that
trend and not against it.

On a basic bar chart, the bars consist of a range from the low to the high for each period. These
periods can be of any length, such as five minutes, fifteen minutes, hourly, daily, weekly, monthly,
etc. The following are the critical telltale trend patterns for which we are looking:

The Bull Pattern, or rising trend, has only one criterion and that is a series of rising swing

lows. Inits simplest form, each individual bar would have a higher bottom on every bar, and, over
several days, each swing correction would end at a higher swing low than the previous one. When
[ use the word “swing,” I am talking about a short term movement to a high and back to a low, then
back to a high. Each minor high and low in such a pattern, no matter how small the scale, is
referred to as a “swing.” It is extremely important to emphasize that we are only concerned with
lows or bottoms when determining a bull trend. Highs have no relevance. The vast majority of
traders buy breakouts at the high of the day, and, when the market declines the next day, they are

stopped out for a loss even though that next day’s low was higher than the day before! If you leamn
not to trade emotionally but to have a strategy to buy into dips that end at a slightly higher
price than the prior low, you can enter your trades with low risk and a very easily identifiable sell
out point — that prior low if violated subsequently. Perhaps the real reason behind considering
only the lows of the move as the critical level is that the big money which moves the markets cannot
just jump in and chase stocks or commodities, but must patiently wait and accumulate their holdings
at limit price levels. This gives the market major “support levels,” and, when the markets are really
moving and the institutions still do not fill their orders, they slowly ratchet up their limits, giving us

the classic “stair step™ pattemn of rising support level bottoms.




: er [ows! This simply
means that ina cyclmal dnwntrmd each h;gh onevery mdlwdual bar wlll be lower than the preceding
bar, and each low will likewise be lower than the preceding low. On a ‘swing’ basis, each little rally
will fail at a slightly lower level than the prior rally, and each new swing low will hit a new low for the
entire move. The reasoning here is that the big money is selling at limit levels and lowers them as
they do not finish at each level. In addition, since the market is weak, there are few buyers around,
and each decline will usually have to go to a slight new low to attract bargain hunters or shorts to
cover at profitable levels, creating temporary buying.

Basic Trends

-

| I | Simple Downtrend l | I I l
| | | I | | | | Swing Uptrend with
Simple Uptrend | | higher bottoms, 1, 2, 3, 4

2
3
l | ' I | | I Swing Downtrend with lower tops 1, 2, 3 and lower lows A, B, C
B

C

E}wcrful concept. As a result, every time the market plun ges s 50 points or even Iﬂ[} Dn_pomts

pegple ask if it is a crash. My response is always the same: it is impossible to know until werally,
then fail, and go under the first plunge Jow. At that point, we. have a bearish pattern, and we go_
short on every ra]ly Plungcs per se are not pamcularl y bearish. Only the lower lows and lower
tops pattern. The same holds true on mtra{lay charts. S&P futures traders contmually getshaken -

out of a bullish trend Dl‘l afifteen mlnult plunge that turns out to be a single bar decline and not a

. i e S At DL
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pattern of several declining bars. You must continually look for multi-bar patterns to ) judge the

market and not rely on asingle bar extreme.

Ty P T L L, + rEE

Remember that at the heart of the theory is the idea of accumulation or distribution, and these
are ongoing processes that do not culminate on a single day. Large trends are cyclic in nature and
cannot change overnight. The single day movement would have to be so extreme as to change
everyone's long term opinion in order to change from an accumulation to distribution process and
vice versa. Also, remember that Bull and Bear Markets, in general, are psychological processes
by the masses as a whole and cannot be changed overnight. If it takes institutions a three year
period of day after day buying to get their stock posumns dunng a bull market, you cannot expect

them to sell cvcll,'thlng_and_ end anew Bear Market in only six weeks. After yéarq ofa {;nntmumg

u-end every bank and institution around the world will have mll!mns of shares of pc:-pular stocks,

and sc;a_uered sellmg fmm these e global sot sources will take years tn cnmplete Evcry day mm F|

— . — e T T T b T P WA | —

) fl.iture, someone snmewhere will wake up and be tired of wmllng fur yestlerdayr Ieader lo _gcr
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back up anc and wi II scll Thls is wh hy | trends s persist, and the distribution process is apatternof rallies

that fail and then result in new lows to attract bargam hunters. The early Bull Market acts the same.

There are Iong pcnods of gmdual creepmg, whnle IHEIII;U[ID“S are qlowly buymg_ and eacb fE!lll_lre:

will stop at a higher level as support increases. Knuwmg thal a suhlaq:lﬂg bar” is not a trend can
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make you a fortune, if you going against that bar when it is counter to the long term trend, and it __
does not form a pattern. The following two exhibits demonstrate the bull and bear patterns:
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What Can We Deduce From This Trend Information?

The primary use of trend information is todevelop strategies to enter and exit trades. 1f we are
bullish, we wait to buy into a dip at a level just above the most recent low. If we are bearish, we
sell or go short at each rally high, which should be slightly lower than the priorone.  _

In general, the basic rule about higher bottoms or lower highs and lower lows is that you will
eventually break one of the prior swing levels, but you will rarely break two. In other words,
when bu:,fmg In[{]dlp\‘. a |:l|p_ may go Iowerlhan the nmmed iate past dlp Ievel but w1|l usually not
carry down to the sccoml one back. When shomng a bear rall}f knnw that the ral]y could exw&l

the recent past high but not llkcly the qemnd one back.

This idea also gives rise to a basic sell stop strategy. We place our stop out point at the second
swing level prior and move it up or down only as we make a new swing level. This way we can
ride a trend for long periods of time wuhnut nw:rtmdmg or | bcqurnmg ccmfueed on th: t_re_nd

trendlines mnnectlng a series of low pmn!s and then clrawmg an upper angie panl lel to the lower
but through one of the upper level swing points. Parallel channels are especially good for analyzing
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long term trends, such as over five to ten years. They give you good perspective in that, for both
upper and lower trendlines to hold parallel over long periods, the trend would have to be extremely
strong, and one would have to think twice before assuming the existing trend was about to turn.
Multi-year parallel channels for differing industrial groups is one way to determine an overall market’s
~Bull or Bear trend.

Ve it g A, Rl R, B i

Parallel Channels

Note that these are

only approximations

used to get a rough
idea of the trend

Reversal of Trend

We know that a bullish trend has a series of higher bottoms and that the bearish trend has a series
of both lower tups and lower lows. Since our basic gnal is to invest with the [:-rin’mr},»r trend, how

_Mmost basic is the wgm:rf_. rﬁzﬁrﬂf bar. Thi 'E.'.S defi "Et!.ﬂﬁ,_fv!!ﬂ“’_%

In an uptrend, when you have a series of higher bottoms each day or for that matter any time
period and each few days you see a new high bar for the move, the reversal comes when you find
the hlghest high bar for the move. We are not cun-::emed with that highbut with the low of thathigh

R —— 2 it

| —

ﬂg!m!‘ mme*f rhar ne.::f da 'y or a w:_b_sequem rm‘f whﬂr the Iaw qf the h!g day is bmken For

S i s 2 v ramn T TR S —

example you mlghl ha\re a hagh bar and the next day you have a lower high, but the low is hlgher
or at the same price as the low on the high bar period. You then have to wait for the next bar tosee _

if that bar hreaks below the ]{)W of that high bar. When that low is finally penetrated, you get your
sell signal wllh a Iogical stop point being the previous high bar high. The reasoning behind the _
theory is that thc support level (low) of the ﬁnmlmnaiig chﬂrged Ing_h dﬂ_j’ 15 the critical level and_ _

~ when that goes the trend is exluusted



In adowntrend, you have a series of lower low bars, and you are looking for.the lowest low
bar - for the move. When you fir nd that bar, you need to note the high of that low bar. When on
a subsequent day the new bar has Emrh a higher low amf the high of the low bar is f’-ff-‘:’ﬁdﬁd
you get thc n:w:rsal buy mgnal witha scll stop at the Ic-w of that Iowest bar

i oy g 2 emmrs e amam. e S—

Reversal Bar Signal Pattern

Vs
Sell High Bar
i g Buy Signal )
Signal w of high bar Buy signal
I generated at
I I ' Sell signal | this point
| generated at this High of low bar

point

Obviously, this type of simple reversal signal happens quite often and, if taken indiscriminately, will
lead to quick and sure bankmptcy The best signals are combined with p_ther techniques, st such as
trcndlme l:m:aks, cyclc counts, overhought! ovcrsold readings, and just plain common sense. The
.lungerthc trend has been in eﬁect when the mversal comes, the more likely it willbe a vahd ‘ilgl‘lﬂ'

lndlcaungexhau_s_tlm

The importance of the signal cannot be overemphasized. I find the vast majority of traders are
quick to pull the trigger and reverse in a nervous choppy market. Waiting for at least this basic
signal will greatly discipline oneself. You will also note that, since this signal operates off the highest
bar or lowest bar for the range and does not come until the opposite extreme of that bar is
exceeded, itis vciunllkM{Ju will get abuy or sell signal following a large elongated bar with a
big range. It will usually come later on a small range bar period._

Most traders make the fatal mistake of trading for a reversal on a big day movement, such asa 50
point up day in the stock market, whereas this signal could not possibly come until the low of that
50 point run up was broken! This is highly unlikely for afew days. Likewise, it is highly unlikely that
buying into a big down day will result in an up move. Futures traders typically want to sell or short
intoa big up bar on a strong opening, but this kind of momentum will usually last all day. Knowing
of the reversal pattern would save them a lot of money, and knowing this signal will keep you with
the current trend throughout these big bar range movements and warn you when they are followed
by a small range bar that could lead to a reversal.
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Note that this method usually is only executed after the reversal high or low bar because we
must wait for the next bar to penetrate the extrcmc high or low of a previous bar to get our
cunﬁrmatmn Tl'us 1S still valuable mfonﬂalmn since trends persist for quite some time, and
the new trend will give us p!cnt}' of time to explou it. A little common sense and some tape

reading skill, however, can actually allow us to trade at the exact extreme. What we do is _

make a professional guess that the current bar is the extreme, take our position counter to it,

and use a very close stop that will be confirmed by the next bar. We would want to see an

extended run with the current bar being a “tiny” range bar with little momentum before we

made-th-iiggg_g_& We then know that any decline in a subsequent period would generate a sell
signal, so we guess, take a position, and see what happens. Keep in mind that professional
trading is a process of playing percentages much as a professional gambler does. The difference
of course in speculation versus gambling is that in speculation you set your own odds as to
when you will trade and what you will risk. In gambling, the house sets the odds against you.
In professional speculation, we can often get odds as high as 80-90% as to the trend, and _

B e e ——— e L —

using simple money managerne:nt disciplines E.“.‘.i..‘_:!??.? stop Pu'mts our losses can be ver}r
insignificant.

The following are some examples of simple buy and sell reversal bars. Please note that these are
simplesignals, and additional analysis is usually performed coincident with these signal developments
to see if they are worth taking. These other factors could be duration of trend in existence when
signal given, prices at major support or resistance levels or angles, or near important time cycle
change expectations. Please study these examples carefully.
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In these cxamplcs I havc not circled every posqiblc signal gcneraled SO as n{}t to confuse

after a signal _'fas genera_lgq l? sg_e;_lf it was ;:qr}l_";_rmgd ‘a_nd ghgn bu}rlng___th_e_fl_l_"s; d]p

‘The idea of reversal of trend brmgs up the question of persistence of trend, and charts lend _
‘themselves to a gnod rule for defining such persistence. T'hrs is the three bar rute This, snm_pj_v,r
stated, means thata new trend will goat feaﬂ three bars in rhe new directionbefore reversing. _
" For trading purposes, we naturally would want to pay attention to reversals on hourly, daily and
weekly charts because of this three bar persistence, rather than, say, a five minute chart. Also,
keep in mind that these charts are all nested like Chinese boxes, so, if we get a turn on an hourly
chart that is good for at least three hours, then we might have enough to turn the daily chart three
days and the weekly chart for three weeks. These fractal chart turns at big cycle pivot points is
what causes explosive impulse wave movements in the markets.

Besides reversal of trend in terms of price patterns, we also can confirm a reversal through
timing or cycle studies. The biggest problem in chart interpretation involves these Chinese nested
box patterns. A reversal on an hourly chart or daily chart is one thing, but how do we know the
trend will last six months to a year? This is a difficult subject that is covered in the cycle’s section,
but you should keep in mind when looking at a persistent chart pattern that extended counts
validate the longer term trend. For imt_ance when trading options or futures with an hourly
chart, most reversals come at Fibonacci ' count intervals like 3, 5, 8, 13,21, 34, 55, etc... But,

minor reversals usually Dﬂl}’ last5 or 8 hours, rarely 13. If the lrcnd nd lasts 14 or more hours, the

b e e e —

odds i mcrease clramdn;,_a_llj that this is anew !nng rermhlrcnd that Wl" last several days to weeks

el S WA T Pl § e B R e T R

' Fibonacci numbers will be discussed at length in the hourly chart section.

27



Forecasting

The rise and fall of stock and commodity prices are a study in human emotion. Although, in a
broad general sense, fundamental economic factors are the underlying cause for valuation, the
actual day today fluctuations that we as professional traders exploit to make our livings are really
emotional extremes of the masses. I would guess that perhaps 30 to 70% of all market movement
relates to this emotional component, rather than the actual raw economic fundamentals. The vast
majority of people attracted to the markets are done so out of greed. This is the motivating influence.
Since greed to make money and get rich motivates, it is only logical that people buy or sell at
emotional extremes in the market. Buying and selling in this manner causes the vast majority of
trading losses that people sustain. The purpose of chart reading and the philosophy of trading set
down in this work attempt to construct a system of rational entry and exit points to eliminate the
handicap of fear and greed.

In theory, the emotions of the masses are statistically quantifiable and uniform over long periods of
time. The investment community changes little, day to day. Perhaps, over several years, the makeup
of traders and institutions playing the market vary, but, in the short run of six months to two years,
the buyers and sellers are the same group. This being the case, we can actually “measure” the
emotional extremes of this group over the past few years and use as a rough guide such “*benchmark™
extremes to better predict when the current emotion of either fear or greed will subside and reverse.

Keep in mind that emotionalism in stock charts shows up in anumber of dimensions. For instance,
price “spikes” are certainly emotional, but what about volume extremes, gap movements, or extended
time periods of optimism? What we have to do in order to measure the effect of emotional extremes
is to find acommon denominator on our charts to measure. We leave volume out of the discussion,
for now, since that is a separate discussion with its own statistics. What we will focus on is time
and price. The concept of price emotion is simple — a big move is more emotional than a small
one. We can measure the price difference from a high or low to get that extreme. That is only half
of the story, however, sincetime is an emotional factor too, such as it is for the man facing the
electric chair in an hour, or football players down a few points in the championship game with the
clock running out.
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In the speculative markets, we measure time horizontally across our chart page, and we measure
price vertically. This is the familiar bar chart representation that you will see throughout this book.
Because emotionalism can take many forms, we must use the universal measurement of vector
directions to balance our time and price axis. In physics, vectors are merely sums of energy
spent in different directions that combine to form a new direction. Think of the ice skater sliding in
one direction but with a strong wind pushing from a right angle. The new direction will be a vector
diagonal, and its energy will be the sum of the two forces. On our stock and commodity charts, we
can likewise use vectors to combine price and time. At first, you might have difficulty with this
concept because it has as its assumption that a unit of emotional time is equal to a unit of price.
Statistically, this can be readily proven, but, for now, you will have to take my word for it. Obviously,
if time and price were equal all the time, the vectors on our charts would always be diagonals. The
emotions manifesting, however, are seldom equal, and so we get big price movements and then
long periods of time but little price movement. Suppose a stock went from 50 to 100. We would
normally think that it would meet resistance at that price, since it had doubled. But, what about a
stock that goes from 50 to 75, and then goes sideways for two months? Does that two month
sideways equal 25 price units, so the resistance is the same in the two cases?

If we can “measure” time in this way, we can know when prices will break out of trading ranges
and consolidation zones. The solution to this problem is to use circular arc measure. This
way time and price components are equal at any point on the circular circumference, and
we can forecast a coming change in direction. Should the emotionalism be so extreme as to exceed
such circumference, it will usually go to an even multiple of such measurement, and so, here too,
we can make a good estimate for the coming change in direction. These circular arc measurements

_are known as “measured moves." Circular arcs are so important that the entire next chapter is
devoted to them,

Since the extremes of emotionalism in the market do not change over time, we merely need to
review the recent past few years of history to see and measure such historic extremes and come up
with our benchmarks. Our analysis then takes the existing swing movement and extends these by
our historical observations, starting with the most frequent observations, in an effort to estimate the
duration of the current swing. The idea of the measured move, although simple, can lead to incredibly
complex forecasts. In my trading, I rely almost exclusively on these swings on my hourly charts to

get a first approximation and, only then, refine my technique to counting bars or using trendlines. I

continually find traders expecting swing movements totally at odds with the simple historical record
of fluctuations on the chart they are using. You should always first examine the past few weeks,

such as on an hourly chart or fifteen minute chart, to see the larger movements over the immediate

R LT T—

past weeks, before you jump to the conclusion that the ex isting move is deviating from the typical _
nom.
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Natural Time Period Durations

In most markets, but particularly the stock market, the natural cycle most frequently encountered

is the three and a quarter week cycle. This works for individual stocks, but the market averages, as

a whole, frequently demonstrate cycles that are twice this or six and a half weeks in length. These
cycles come from the natural division of the year of 52 weeks by sixteenths and eighths. Almost
every movement you will find will be a combination of these basic cycles strung together. These are
the facts if you look. There is no such thing as a two week cycle or a four or five week cycle. The
ten week cycle is really three cycles of three and a quarter or nine and three quarters. To find
where you are, just look to the prior major high or low and count to the present to look for your
three and a quarter week pivot. For example:
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The strategy to use is to buy into a three week decline on the first sign of a reversal or sell out on
a three week advance. If the trend continues within a day or so, expect the original trend to go to
six and a half weeks and then reverse. Many of my best trades are when I wait to see anexplosive
up move caused by anews item or brokerage firm recommendation, and, when I see the first top,
1 patiently wait three and a quarter weeks and thenbuy the issue. Invariably, the stock will explode
upwards in another impulse leg within aday or so. Keeping track of these turning point dates, in a
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Inlooking at long term bull or bear trends, know that the general rule is that major trends nevergo_

_more than six weeks to ninety dgxsmunrer trend. That is, in a bull market, a decline will never _

R e TR CUATE  | — i

exceed 90 days before resuming the uptrend, and in a bear tn:nd ralli ies never last more than three

months. In fact, the | basic definition of a bear market t trend is that you have broken a swinglow

ﬁ'om a um-e pcrmd past three months ago. You genemll;-,r are safe bemg along term investor, as long _
as your holding does not go below any price level seen 90 days back or further, and, if you are
looking to sell stocks short, you want to choose issues that have not seen a new high for at least 90
days and are under a low price level from 90 days ago. Those issues are almost CEI’!EIII’!'}? in Inng

term downtrends that could last a year or more. (I am using 90 days here as a practical cutoff for ~
the Bull or Bear Market definition, since that works 80% of the time. Be aware, howeuer the

extreme cutoff is 4 months, and one or two exceptions this century have gone 6 months. ]

The ideal correction to buy into in a bull trend is one that has lasted about six weeks, but prices _

_are weﬂ above levels seen 90 daysago. You will note that the bullish charts usually spike up and
1:|u|¢\:I-;I§¢r pullback from the hi gh, but no low levels are ever broken. Only the new high recent
advance is corrected over the full three or six weeks and then the next upward spike. Many
strong stocks can follow this type of pattern for years without a three month correction.

Other cycles most commonly found are the numerological “Gann™ cycles. This theory is covered at

length in my other book, and indeed I have spent an entire lifetime developing it. Basically, the

premise is that the price of the stock, at the final high or final low, isexactly the sameas the _
time cycleoperating. That is, a high of §§Q means atime cycle c of ‘50 units, such as 50 hours, 50
da}'q 50 weeks, etc. At each numerological time period of 50 or the fractmnal panf-.: of fifty, you
WI” find a turning pc-mt This sounds strange to those unfamiliar with the concept, but, in over
twenty years of challenging people in large audiences to find just one exception to this principle on

any stock or commodity, no one has ever found an exception nor will they. Again, 1 refer you tomy

other book for the reasons behind the theory. Strategy here is to count the bars on the chart you

_are using until you reach the count equal to the high or low price | Ievei and _tﬁc;nlgnﬁbﬂ:_fgr; ar reversal
signal.

Natural Squares

Another common forecasting method for determining cycles is that of nu merical natural squares.
This is simply the whole numbers squared as 3 qquared is 9, 4 Sguared is 16, 5 squared is 25, 6
_squared is 36, etc, You start your count from each major h|gh and low. Tme pcnods can be hour-:

-

days, weeks, months, or years, but weeks work particularly well as the next chart demonstrates.



Basic Concepts

Length of the base...equal to the height of the move

This phrase originally comes from the area of technical analysis that specializes in point and
figure charts. Point and figure charts are pure price charts showing only upward and downward
price movements. There is no volume nor any time periods on these charts other than incidental
footnotes to mark the beginnings and endings of movements after the fact. Prices themselves
are what make us money, so point and figure charts clearly point out issues that are in definable
trends. I do not suggest you use point and figure charts as a trader since Time is most important,
and return on capital requires a gain every month, whereas a point and figure chart could
look good, but may not move for months on end. One of the great uses, however, of point and
figure charts is to point out periods of basing or topping patterns. The constant reversals, up
and down, in a narrow price range clearly show accumulation or distribution, and the longer

this period, or the more frequent the reversals, the more powerful the subsequent move. Long _

ago, analysts discovered that if you measured the sideways area of the support or resistance _

_zones, then the ‘ﬂ.leEg_UEﬂt advance or decline would go almost exactly the same mggnitude
of a “measured move” before g;{hat_lstmg 1tself hence, t the Phraec “the Iength of the base is

_equal to the height of Ihe move.”
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For many years, when I ran a number of mutual funds, I would re ly on this rule to pick dozens
of issues that would more than double over the coming year. | simply found charts that had
been confined to a narrow range, such as 12 to 16, for the past three, but preferably five,
years and waited until a big volume breakout occurred that took the stock at least $3 above
the prior high, such as $19 in the prior example. In these cases, I could reasonably forecast a
TRIPLE from the base price range. In the case of the point and figure chart, the measured
base is an exact figure, whereas in the normal bar chart it is more of an estimate, but one that
is certainly worth making. The reason this works falls in a subject outside the scope of this
book, and one covered extensively in my book The Geometry of Stock Market Profits, A
Guide To Professional Trading For A Living. Suffice it to say, it is related to “Gann
squares” and time cycles. In general, you “measure” the horizontal distance of the basing or
topping area, and, when the breakout or breakdown occurs, you reapply that measurement
along an angle of momentum to get the probable area of exhaustion.

Target Area

| | l Length of base measured
|1

Length of Base along angle of momentum

This is a rough method, but it is used to quickly scan a number of charts to pick out ones with

potential for big moves and avoid less profitable minor movements. The theory, of course, is that

stagnant economic fundamentals have suddenly changed for the better to break out of the tradin g

range, and few people bother to take note because of the past numerous years of disappointment.

The rule works equally well with hourly charts when trading options and futures, so that a congestion

orconsolidation area of two days can lead to a significant three day move, whereas'a two hourtop
d to only a two hour advance or decline,

or bottom will probably le
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A lesser known corollary to this is““the height of the move is equal to the length of the top.”
In other words, a “big” momentum bar on a chart cannot be reversed from quickly. Momentum
takes time to lose its energy. Often, after a big up move, the momentum generated requires a broad
topping phase before a down trend can get started. One of the real secrets I will now tell you is_
that the range of the final low or final top individual har, when placed on its side
horizontally, will often tell you when the movement is over! The individual bars on a chart can
tell you a lot about the emotionalism present in the market, during that time period. Obviousls, “big”
bars are emotional, but the single bar at the final high or low is the most important, That bar is similar
to the DNA molecule in living creatures. Our signal reversal buy/sell bar uses the opposite extreme
low or high of that bar, instead of the extreme, because, when that level goes, complete emotional
exhaustion is reached. Note that these signal bars give completely different support or resistance
levels than most traders use — they use the extreme high or low tick. If you look at the charts, you
will find that only works half the time at best. Looking at the range of these bars, particularly
monthly extreme bars, will be quite rewarding! Tum them sideways for time counts and apply
numerology to those sideways counts. You could be greatly surprised asto justhow much information
is in those solitary bars.
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The concept that the length of the base is equal to the height of the move incorporates the notion
that a vector distance (base) can be applied in a new direction to forecast where the market is
going. This works because of the existence of time cycles. Common cyclic time periods repeat
over and over, and each cycle runs approximately the same duration. Since markets are emotional,
and human nature does not change, an examination of market history gives us our benchmarks.
Great cycles recur infrequently but usually consist of multiple legs of common length cycles. Usually,
there will be a consolidation or resting period at these multiple leg extensions, and we measure
another equal leg up or down at these visible resistance areas. One rule to keep in mind when

e e o —

looking at charts is that straight line moves without these cnmohdallon wi gglcs will die out as

500N as the measur&d mtﬁéhl_s}c"sic hed, whereas a blg move with a numEn:r Ef T?ﬂe cnm:ctmm or
cmsulldatmn periods wi Il have cnuugh strength to gomultiple lengths. o e
Since this idea of cyclic emotionality encompasses both time and space (that is how we chart
prices), the actual measurement of these cycles is in vector distances. Simply put, a measured_
move of any given magnitude can manifest as acircle of resistance around an origin point. The
circumference of that circle represents the potential reversal point of a move that has reached a
_ previously observed measured move. This is one of the most profound principles of investing
have evﬂdﬁmvered and its implications have almost no limit as to trading uses. Once we find our

S a— -

_average meaqured move that se seems t tube the wc:rk ng cycle, we merel chfch mir cn‘cle around
Tage mea TN X« bl

s mran— bl Rt belat ol — e w w

_each successive h:gh or Inw to appn}mmate pott‘:nual turms.

——
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This circular measure accomplishes a number of things for us. First, it measures potential price
targets at the circumference points. But, more importantly in many cases, it shows the extreme
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limit of time duration, where the current trend will end. Often a price advance will quickly
go up to the circumference and top, and then go sideways into a consolidation pattern. At this
point, we look to the extreme right axis or at 3 o’clock figuratively on the circumference to
see the time limit of the move. When the price reaches that extreme with the passage of time,
the market will change direction.
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Remember that although these measured moves can be very precise, we are only trading for
the safe 70 to 80% of the move and need only make an approximation. On an hourly chart,
trading options and futures will be much more exact, but here too, other indicators will be
used as we approach the area of termination. Specifically, we watch closely for a signal
reversal buy or sell bar near the measured extremes, and we also watch our time counts
closely. Strategy here is to find large measured moves that are at work and will give us lots

of trading room when we initiate a position. A good analyst will also note that attheendsof ___

o o B, b B gt e S S S s ———

large daily and weekly measurements, most other markets like bonds, gold, and the currencies
_will also indicate a turn simultaneously with the stock market. |

The measured move idea is simple and perhaps crude, but the real principle behind it is
extraordinarily powerful and that is what we will now examine at length as we tum to the study of
circular arcs.
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Circular Arcs

Finding The Natural Cycle Length

Since cycles give rise to measured moves or an emotional time period that can be measured in a
vector distance, we can deduce from this that unknown cycles operating within our charts will
reveal mathematical structures that will give us aclue to the cycle’s length. The simplest form this
takes is a visible circular arc. When we see an arc forming in our data, it implies that a long term
cycle is operating and that arc is but a part of it. If we use geometry to recreate the actual arc, we
will discover its actual length and size.

The word cycles implies a return through a 360 degree rotation back to the origin. We view this as
a circle on our charts, but in reality circles are only a close approximation of conic sections or slices
through a cone. These are what are really known as ellipses and are closer to the real nature of
cycles. You can visualize conic sections by imagining an ice cream cone. The cone, if cut directly
across its height, will yield a round circle, but if cut at a slant, will yield an ellipse whose “flatness™
will vary depending on how steep or slanted our cross cut is. Although the ellipse is the key to our
trading, it is a subject a little too advanced for this book, and [ will leave that investigation to your
curiosity. Circles are easier to deal with and will suit our purposes just fine in most cases. Additionally,
although cycles expand and contract to yield ellipses on many charts, if we use a slightly larger
chart such as going from a daily to a weekly, we find that these small expansions and contractions
in our cycles drop out, and a large circle becomes a very close fit to the data to mark our major
beginnings and endings of the cycles.

The standard textbook method for constructing an arc that lies on the circumference of a
circle is as follows: first, you must “eyeball’ three points that look to you like they fall on a
circle. You must have three, and, if they are not really on a circle, your axis lines will be
parallel and not intersect. The first step is to pick the three “dots™ on our chart. Then, you
take adrawing compass, put the point atdot #1, and draw an arc not quite the length to dot #2.
Swing this arc about a half circle and then move the compass point to dot #2 without changing
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its separation. Now, swing an arc back toward dot #1, also about a half circle so that the two
arc swings from each point intersect at two opposite ends. Where these two arcs intersect,
you draw an axis line through the intersecting points. Note that this is also amethod to exactly
find any midpoint between two points, which we will use later to discover support and
resistance at the midpoint of swings. This axis line will point to the center of the circle. Next,
you repeat the same process between dots #2 and #3 to find their midpoints and axis line.
Where the two axis lines from points #1 and #2 and #2 and #3 intersect will be the exact
center of a circle whose circumference goes through the three points. You, then, merely move
your compass point to that center, adjust the separation to any one of the dots, and swing an
arc or a complete circle around all three dots. The radius, diameter, and upper and horizontal
boundaries of this circle give us our important cycle turning points on that chart, if we have
actually found a real circle. Sometimes what looks like a circle on short term charts is only a
curve, so in picking your three dots to work with, you actually want to see five, ten, or more dots
that appear to be connected. When the three important ones are mathematically connected, they
will join up all the others, and we have more reliability with our pattern. The real solution of course
is to use very long term charts over several years because the visible shapes forming on those
charts are much more reliable and long lasting.
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Implications of Circular Arcs and Circles

Circular arcs tell us a lot about trend, support and resistance, and even where to expect big
momentum moves. Remember, we want to pick chart pattemns to trade that have big potential and
are moving, not stuck in a base or top. The first important observation to note about arcs is the
physical property of acceleration. These arcs describe human emotionalbehavior, and as we go
up the arc this behavior is intensified. Imagine a graph of a car going at a constant speed of
50 mph. This graph would be a diagonal upward sloping straight line. Now, imagine a
spaceship launch that is accelerating at a rate of change of 50 miles per second per second.
This graph is a parabolic increasing line where the slope gets steeper and steeper until it
“goes vertical” or accelerates at an infinite rate or at maximum physical capacity. The emotions
of the masses, when chasing a stock or commodity, act like these parabolic curves. Our
circular arcs also describe this maximum emotion when the side of the circle is hit, and the
arc “goes vertical.” At that point, the maximum amount of buying emotion is present, and
whoever will buy has bought. The move is then over and must decline. Similarly, a decline
will accelerate to a point where maximum fear is present, and that pattern will exhibit a
circular arc turning down until it drops vertically. At that point, the maximum fear is past, and
a basing pattern ensues.

When trading, we want to be long as we go into the maximum up phase and time our exit near
the arcs’ maximum vertical movement. Likewise, shorts are held until the arc climaxes on the
downside. It cannot be emphasized enough how important a knowledge of these arcs can be.
When fear or greed is at its extreme, it takes a very cool head to do the right thing in a fast moving
market. By analyzing these arcs as the move unfolds, we get the confidence to act when we know _
the turn is coming and only need the slightest technical reversal, suchasas 3{1&[ mversal bﬂl' on a

1 el e w—,

5 or 15 minute chart to validate our hypothesis. These “vertical” moves naturally occur on the

ﬂdis_g}iq_(:fg:_le such as s moving from 5 o’clock to 3 o’clock in an up move, or 1 o’ ‘clock to 3.
‘o’clock for the down move. But, what about 12 and 6.9 ‘clock? These are our major w_Lporr
and resistance poinis. As a markel advanccs from a point near the bottom of the circle, it will first
. meet massive resistance at_the center point or “gravity center.” Getting above t that whlch usually

takes seueral tneq 1: wnll gﬁ to ﬁ"IE - top of lhe cucle and usual Ily end the move at that point. Big

. moves that get past the tnp oi’ lhe arc WI“ usuall;,r gol and I! 2to 3 full mrcle dlameters in that o

* direction.




Having first drawn an accurate circle, we can now forecast with extreme accuracy all possible
future points of support or resistance.

Circular Arc
12 Maximum
Area of maximum downside
—" acceleration area
Move is 9 3
over at this Maximum

Common sense Is needed when usu!g_ares If }reu find a major long term arc and are jmdletlng a

e e e —

_may be neeessary befere an;«r upsnde lS Eesmbie Yeu ean n.:v::rteml;zr ecrver shorte at the low, but
) tmdmg long is not p-ossmle until we get towards S_Ur 40 eloek on the elrele On a long term daﬂy

chart, this may represent six weeks to lhree menths before a decent rally is posmble Keepthisin__

" mind.
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Tips On Drawing Circular Arcs

Although most arcs are drawn by inspection, that is looking at the chart and either trend fitting a
circle or by just seeing an obvious circular symmetry, most arcs that [ use in trading are not regular
circles but circular “influences” of a radius vector swung up from a recent low to the high, and then
the arc is swung down to the vertical. No matter how bullish you are, it usually pays to wait for the
price consolidation period to move sideways enough to get past that downward arc before itis a
safe long. That arc usually times the low, but oftentimes a secondary “crash” starts at the very end
of the arc and the price damage can be severe. Likewise, an upward influence is generated by
swinging an arc up, using the prior top as the center point, and swinging up from the recent low.
This defines at least a time period where a rally could occur.
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Simple Arc Swing Support & Resistance

Normal Up Leg with arc
swung down to
| show RESISTANCE

Normal Up Leg with arc
owing SUPPORT

r'f_
Alternative Secret Method For Drawing :
X Center equal to this
. 1
s Study Carefully? . / high point but over
[ . P
. Center beginning low

||||Ill JIHI.l
|

- —— Center ' 1 his case center is under top located at low price
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Examples of Arcs On Intra-day Charts

7
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Note that the arc drawn on the above chart misses the actual timing for the subsequent low, But, if
_you use the secret alternative method shown on the prior exhibit whereby the center is located just

left of the low and directly under the first top, the arc drawn that way catches the low perfectly.

This is not shown on the chart, but you may want to draw it to prove it to yourself.
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Support & Resistance

Support and resistance levels can be determined from three basic methods: 1) Actual historical
price clusterings, 2) numerologically, based on common harmonics of 360, and 3) calculated or
projected methods. This last includes well-known Fibcnacci retracements and projections but for
my purposes | usually use derivatives of arcs and roots of the swings themselves. We will start first
with the basics of typical support and resistance visually seen in the chart patterns from past

history.

Patterns: The typical support area is an area that was a prior low or high for a considerable time,

RR—

and now prices have declined back to that area. The area of that prior congestion will give us a hint =
as to how strong that support might be. Keep in mind that in trading, we are only concerned with
identifying these areas, but we do not trade within them! In trading, we are looking for maximum
return over time, so entering a support or resistance area is an | opportunity to sell out a long or
covera short and patiently wait until momentum picks up again and takes prices out of that zone. _
These historical support and resistance zones are obvious to all who have a chart, and for that
reason we cannot always be certain they are meaningful on the first test. In reality, these zones are
located where they are because they are mathematically related to the price structure of the stock
or commodity. If you have read my Geometry book, you know that these areas are related to past
highs and lows and various “squares” of the price structure. For our present purposes, however,
we merely note them since our trading strategy dictates we get out of the market when we arrive at

one.

The primary rule in dealing with support and r resistance is thatold highs become future lows and
vice versa after a breakdown. Getting above or below a resistance zone does not change the
mathematical underpinnings of that zone. That particular price structure is intimately connected
with that particular security for all time, and indeed all highs and lows in the entire historical record
for the issue have perpetual significance. This is another reason for examining long term charts
before trading a security for the first time. You can also use acommeon multiple suchas | 250r 1.3
or 2,etc., times these resistance zone average prices to project future zones of significant resistance.
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Numerological Support and Resistance

Natural cycles repeat over and over, and like any physical law, these fluctuations can be described
in mathematical terms related to the 360 degrees of a circle. Most actively traded stocks and
commodities will eventually gravitate to the common denominators of numbers related to 360. The
most commonly observed numbers are the divisional parts of quarters and thirds of 360, or 360
divided by 2 and 360 divided by 3. This sequence starts as 360/2 or 180, which is then divided by
2to get 90, then divided by 2=45, divided by 2 =22.5,/2 = 11.25, etc. The thirds are 360/3 or
120, and this starting point is then divided by 2 or 120/2=60, /2=30, /2=15, /2=7.5. etc. The
numbers resulting from such divisions are natural harmonic numbers that can be used in trading.
These are considered both from a price perspective and a time perspective. That is to say, 45 is
both a number and a time period, such as 45 bars, or hours, days, weeks, etc. The fol lowing table
summarizes these 360 harmonic natural divisions. You can subdivide these levels even farther, but
I have stopped at the major numbers to give you the idea.
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Table of Numerological Breakpoints

360/2 both (doubly strong) 360/3
5.63 7.5
11.25 15
22.5 30
33.75 37.5
45 52.5
56.25 60
67.5 75
78.75 82.5
90 97.5
101.25 105
112.5 120
123.75 127
135 142.5
146.25 150
157.5 165
168.75 172.5
180.....
360

Most people are aware that these numbers form natural resistance and support, and most
traders will easily recall stocks and commodities that reversed at prices of 45, 90, 30, 60, or
120. Not so obviously, however, is the natural incremental effect of these numbers. For
instance, if a stock hits a major low at 17, we add these increments of 7.5, 11.25, etc., to the
price to get this particular stock’s natural support and resistance. From a low of 17, we
would get 24.5 (17 + 7.5), and 28.25 (17 + 11.25). All other numbers would be added
accordingly. Remember too,Fs that the time periods of 17 plus these increments would be
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important. On a typical bar chart of any time periodicity, we would count these time numbers
as individual bars to look for turns when these periods came out. If you need a logical
explanation for this (which is dangerous when you're trading), you can visualize cycles as
sine waves that alternate through 360 degrees and start at a number. The 90 degree rotations
then merely add an increment to the starting point until the full circle of 360 is reached. By
the way, the broad market averages will usually be multiples of 360 or 180, and many of the
individual bull and bear waves will equal these total points. For instance, some familiar
Dow Jones numbers would be: 3240 (9x360), 3600, 3780 (10x360 + 180), 3960 (11x360),
2520 (7x360), 1800 (5x360), 720 (2x360), 900 (720+180), and 1080 (3x360). An entire
book could be written alone on the importance of these number combinations, but I will have
to leave that to your investigation and point you to my other books in that regard.
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Natural Arc Support and Resistance

One of the major discoveries I have made in my technical analysis methods is the use of Arcs to
determine vector common denominator time and price projection points. What this simply means
is that (since time and space are circular) if we measure in a circle from any high or low to get our
estimated “measured moves,” we will find areas of natural support and resistance. The ends of
these arcs are the major resistance points as is the gravity center of the force or the center of the
circle. We first swing major arcs around major swings of lows to highs and various highs to lows.
The distance away from the current price level these arcs extend to is the area of future support or
resistance. If we draw several different arcs from a number of time period swings, we may find that
several of these independent swings end at approximately the same price points. This will be one
of the major harmonic number fractions of the cycle operating on that individual stock or commaodity.

This method is the only reliable one to show guaranteed true support and resistance levels long
before prices ever reach those levels. Normal technical projection techniques are mere
approximations based on likely projections, but this method alone is the key to real analysis. The
value of this idea, I can assure you, is worth thousands of times the price of this book, so Iurge you
to consider it carefully and leamn the principle.

Top - Major Heslstance

Price Line

Bottom - Major Support

high
Arc gwung from low to hig Thh{qnlm

12 leve! to watch for
future support. Note

9 price has NEVER
3 traded there as yet!

3 "Clock” analogy shows major support and
resistance zones near maxdmums of 3,6,9,12
Support and resistsnce In PRICE are found near 6 and 12 while
9 and 3 show areas of TIME resistance for beginnings and endings of cycles
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Natural Squares and Square Roots

One of the best kept secrets of technical analysis is that all highs and lows and all beginnings and _

L TR e P i g & dcmr,

endings of Bull and Bear Markets are numbers that are natural squares, or mc-re precisely, the

square root increment of prior hi ghs and lows. It is the squares of I]umbcrs that account forall_

Datural expansion and contraction in the speculative markets. This cmccgt is by far the single most _

important one you will ever encounter and time spent understanding the principle will make you
rich. Since my Geometrybook deals at length with the underlying principle behind why this works,

I will not go into that here but give a brief overview.

The natural theory of cycles states that the price level itself tells you what the mathematics of the __

um}crlylng cycleis. Thatis to say, a vlnck that | }mq a h _gh at $50 and then declines tells you that 50
_is the master matlwmatlcal Il:anmnn: ﬁﬁy minutes, fifty hours, fifty d'tﬁ fifty weeks, etc. will have

o

ey o

 important time cycle influences on that particular stock. This theory goes on to demonstrate thata

.. square™ drawn from that top of 50 in any time period unit such as hours, days, weeks, months, . __
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years, etc., will reflect all cyclic harmonics for that stock. This square can be halved and
Qquartered by the use of dla_gnnals to bisect the ‘iﬂ time unit master square down to the smallest
tradable unit that is pracucable 1”h¢:qc d:agﬂnalq that v.ubd:wde this_square, give rise_ m
trendlines that are the critical timing | lines for that particular : qmck or commodity. These |
trendlines can be subsequently continued into the future for any lcngth of time, so you will
know all possible support and resistance levels for any foreseeable time period. Because
this principle is the basis of all charting, we can use a facet of it to quickly determine where
highs and lows will come out in the future or meet massive resistance and support. This
application comes from the observation that, in constructing a square out of building blocks
(more commonly known as a cube), the smallest divisible unit of that cube is each side, or the
square root (actually it is the cube root, but we are only looking at the two dimensional side,
since that is all we chart on paper). There is no other fundamental unit that will construct the
square. On a more minute level, the reciprocal of the square root represents a single bui Iding
block, but, for our purposes, the main side of the square is the foundation. ]t stands to r¢asen
that this square root being one of the fundamental building blocks of the cycle will appear as
a unit or an expansion factor in all subsegucnl manifestations of that cycle. For instance, if our_
stock tops at $100 and we: know thr: - square root is 10, we can surmise that minimum ﬂuc,tuatmns
will approach $10. Larger movements will be addltwc sums Itke $10,$20,$30, etc.

This type of simple increment is easily utilized. On a more advanced level, we look at expansion_
sequences by starting with the root and incrementing it, then squaring the mcremented sum. We

_could take 10 and add | to get elf:w:n ‘then square 11 to get our target of | 2 1 as hemg the ﬁrst
massive resistance number after 100. For most traders, however, 21 units from 100to 121 istoo _
large a trading unit, so we would want to increment the root 10 by f fractions such as .25, or 10.25_
squared is 105. {16 Then I{] +.50 qquan:d is 110.25. Many of you will |mmcdmtelj_|ump to ths
enhghtened cunr:luqmn ﬂf using F Flhonaml mm:mcntsllke 618, 1.382, 1.618, etc., and that wol.lld
be a step in the ri ght_ direction. _

In regard to the market averages, almost all the past highs and lows in history are related to one
another by a square root sequence. For years, it was an addition of 5 to the root, but lately it has
advanced to double digit increment levels. The real key, of course, remains to match both the
increment support and resistance levels to acommensurate time cycle, so that borh time and
pricecome together at the end of the cycle. Only then will you see the final high or low._

W.D. Gann formalized this process in a chart he called the Square of Nine chart, since ithad atits
core the first nine numbers. These numbers were arranged in a circle and a large cross. North,
south, east and west were drawn through the number spirals. The numbers incremented until they
made a full circle, then jumped to another rung to make the next larger circle. I am sure most
traders have seen this wheel or even use it daily. A whole book could be written about its origin,
but, for our purposes, you should know that it is a simple square root calculator and to go completely
around one full circle from any starting point and back, you simply take the square root of the
starting number, add 2 and square. If you want to go 90 degrees from any origin, take the root,
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add .50 and square. To go exactly opposite the origin number, add 1 to the square root and
square. Each of the %0 degree rotations provide resistance to both price and time, so here too you
would like to have multiple correspondences for accurate results. The beauty of the drawn
circle arrangement is that all numbers line up in the four cardinal points on a straight line, and
one merely draws a circle around the past high and low numbers to see if they fall in a line or
obvious sequence. Once this sequence is determined, you have the eternal key to that stock or
commodity.

Gann Square Of Nine Chart

57|58 | 59 | 60 | 61|62 | 63 65

563132 (33(34]35 37| 66

55/30 | 13 | 14 17 | 38 | 67

54[29 | 12 |/3 18 |39 | 68

53/ 28| 11( 2 6 19|40 |69

52|27/ 10 X9 | 8 | 7/[ 204170

51| 26 24723722 |21 |42 [ 7

50 48 | 47 146|145 (44 143 | 72 I
80|79 |78|77(76|75|74 (73

=

The above Gann chart starts in the center (blank) and proceeds outward by the numbers, Especially
note that the first circle of numbers stops at 9 and then starts a new circle with 10 to 25. Each circle
ends at the square of odd numbers, as shown in the line drawn down from 9 through 25, 49, 81,
etc. The opposite part of the chart shows the even squares of 2, 4, 16, 36, 64, etc. Note that if you
take a number such as 46, calculate the square root, and add 2, you will get 77, the next number
down on the chart. If you add 1 to the square root, you get 61, which is directly above 46 on the
upper half of the chart.

If you can imagine the orbits of an electron and the fact that the electrons when stimulated can

* “jump” to higher or lower states, then you will have a better appreciation for what happens to
stocks when they enter one of these new circles. Also, note the natural phenomena that higher

55



priced stocks move quickly and further between corrections than lower priced ones. On the
chart, these are the numbers in each “rung” of the circles which have more numbers as you go
to higher cycles. Finally, note the chart is not complete but can be continued to infinity, and
you should make your own up to 4000 or so, if you trade the Dow Jones Averages. In theory,
this is a generalized chart based on the natural numbers. In the case of specific stocks, you
might want to start your chart with the multi-year extreme high or low price in the center and
cycle up or down from that price to get very specific price pattern identities.

Day traders will note the simple but extremely powerful technique of incrementing the roots
of the S&P Futures or the OEX. An S&P number, such as 465 whose root is 21.5638, can be
incremented or decremented by sixteenths to get the following sequence: 465, 467.70,470.40,
or 473.12 for the upside targets, and the decrement would be: 465, 462.31, 459.62, and
456.95 for three sixteenths. Number sequences other than sixteenths could be used if you find

them more appropriate. The root increments of .25 represent a 45 degree rotation around the
Gann Square Of Nine Chart.

Again, I wish to stress that the information in the above few paragraphs is quite valuable, and you
should make sure you thoroughly understand the concept before going on. The following are
examples:

("

a s m I
S&P Fut
Huur]}!u e 'I 11| ﬁ'nl I l] I
wd PR
i [ ]"j This Chart Is Worth
47850 | 1000 Times The Cost
Of This Book! Be Sure
UI h‘ You Understand It.
b ﬂﬂl Note Highest Price=483.10
! ril{ Lowest Price=466.50 : rr’JII !f
ihd )
Sq Root 483.10=21.9795 L
minus 382 (Fib) .382 H
Equals 21.5975, That Squared =
R ESRPY PR iy my R e e PR L R S R

50 time unit square

I ;j m I | Ends of square are time cycles
| I]lh | R and support and resistance

| pport and resistan
Note Trendlines arise from
diagonals of 50 unit square
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that work if you want to grasp the reali lity behind the idea. Fnr our p purposes here, howcver

------

_ know that at on your charts yog_“:am to ktep'h:ac]( of umr.': cycic cnunts from |mPortant hnghs and

lows, and the easueel ‘way is to construct a “squarc around the | price Ievel equal to lhat pnce
Ievel m enher a time penod nf hours days weeks, or mont]]s_ relatgd to _E".'E’E Iumts_l As ga-:h

“square of the fundamental time unit ends, a majnr cyclic turn will manifest in n the ¢ stock or
_ mmmodltj Scrmetlmes the simple geometric square or circle figure will point to the  price

_target, but one uf thc n:al secret keys to forecasting is to use the Gann Mastcr Time and Price -

. Calculamrs Fr:w peop]e understand thcsc so be careful if you spend a lot of money acquiring
them. In prmclple they work off the Squarc of Nine or the “Octagon Chart”. As previously _
explained, this is a root calculator, but more important than the price | Icvcls qhown on this
chart (which is aII 99% of the traders bother with) is the fact that these numbers rf:prescnt

_ harmnmc time pmods from past highs and Iows The procedure is to ﬁnd where you n::umentlyr

or months froma pasl ma jﬂl‘ hlgh or low. (}ncc you know where you cumcntly are Iucatf:d on
 the chart in terms of an angle radiating out from the center, you can then move along that angle
~ back to the previous cycle in the immediate rung prior to where you now are. You then go
back to a chart on that prior calculated date and find out if it was a high or low. Your current
forecast on the present calculated numbcr rung will likewise be the same -- that is a highif

‘the prinr one was highor a Inw lf lhe prior one was low, It is important to note that, gnmg
back to the prior t theoretical dalc on the ‘wheel, you ma‘_'," find, on ynur actual historical chart, no
hlgh or luw on that date. "lhls is what confuses most people who use this method. What youdois

look forward or backwards from that theoretical date by usually 3 to 8 trading days to find the

: _ac‘tua! high or low, and then you fnrecast that the current cycle will come out plus or minus that
~_same amount ofnme this year as |tdld in the prior cycle. If it was 4 days early last time, it will be
4 days early this time. Impnrtantl;.r, it will usually be the same character -- a high or low. Once
again, I will not show an example in this book because it is too important. If you desire knowledge,
you must do the work. I will just point.
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Waves

Waves are really just recurring patterns that have a specific shape and can be used for predictive
purposes. Although there are an infinite number and type of waves, the most common have
traditionally been classified as five wave movements for a primary trend and three wave movements
for the counter trend. A five wave pattern realistically has but three upward movements separated
by two downward thrusts for five in total, but three going up and two going down. At the end of all
five, the big counter trend movement takes place in three waves or two down separated with one
up. This is for a primary up trend. A primary downtrend would have five waves down and, at the
end of that, three counter waves up. Basically, the most important point is that when you see five

waves clearly know a big change in trend is at hand.

Waves can often be difficult to see in complex price structures, but when obvious do give added
value to the overall chart interpretation. Oftentimes, the use of parallel channels on the data will
make counting the waves easier, since each time the prices hit the top of the channel and turn
down. that is a wave top. The touching of the lower parallel channel is the counter trend wave inan
uptrend. The idea, of course, is to buy dips and sell rallies, so knowing where waves end and begin

tells us where to bﬁyﬂangl sell. The typical pattern looks as follows:

r,l"_

5 Wave Downtrend
note 1, 3, 5 are down

5 Wave Uptrend
note 1, 3, 5 are up
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Usually waves can be identified quickly, through the use of parallel channels. The touch points of
the channel lines are where the waves peak, and you can make a quick approximation of the
number of zigzags that way.

Most waves form these 1, 3, 5 structures in the primary trend; that is a 5 sequencefora

-

Parallel Channel End '-é..._

Counts End ] o
N

_main up trend and a 5 sequence when the main trend is down. If you see a dramatic movement of _
only 3 waves, itis probably a counter movement to the primary trend which will shortly reverse.

This idea of waves and parallel channels gives rise to a concept of retracement levels. Remember,
our strategy is to identify the primary trend and enter our trade with the primary trend but enter it
on the little counter trends. That is, buy the dips or sell the rallies. Obviously, the “dip™ cannot
exceed the primary impulse movement, or it would not be a dip. So, we watch for retracements.

[Retracements are usually 25%, 33%, 38.2%, and even 50%. Normal counter trend movements
stop at these retracement levels and then resume the main trend again.

Our strategy, therefore, becomes one of judging the momentum of the counter trend correction
into which we will make our entry into the trade. Then guess its most |I|(E|}’ percentage & and buy in
(ifitisan uptrend) placmg our sell stop down at the percentage whcrt we know we are wrong on_
our guess. Fur 1nstance if a stock advances fmm 20 to 30 and we think a 50% retracement is
likely, we bug ona dip to 25 and use 22 {clnwn RO%) as our stop, since a C'-’.‘.'ITGCHUI‘I that l:ng |5
probably not a correction at all but the primary trend and 20 will soon be bmken “This s‘trategy
acmmpllshcs two very 1mp0rlanl thmg% and will be the key to our success as tmdel s. First, lt
forces us to buy against the minor trend and Ihereby mitigates against our becoming f:mntmnal and
impulsively buying just to qqnt:f:-,r our greed, but forces us to have a plan And second, we can
clearly define our risk on the trade to only a dollar to two. Whereas others may be holding stock —
from 30 and have a big loss by the time it hits 24, we only have a modest loss of $1 and can easily
handle that situation without getting emotional. When we later look at cycles, we will add a third
‘element to the buy equation: time. That will further define our risk to a set number of hours of ~
_holding regardless of price damage.



Impulse Waves

Impulse waves are the initial thrusts in each wave series. This first primary thrust can tell us
a lot about future price trends and targets. Obviously, an impulse wave implies, by its very
name, a powerful momentum thrust. When you see an impulse wave, do not think the current
trend will reverse any time soon! Recognizing an impulse wave will keep you with the
primary trend and even help identify it for you. For example, when prices seem to be ranclc-mly
buuncmg around in a flat, usually a big impulse bar will occur every so often. The direction
thts “big” bar takes pomts to the primary direction of the movement, even though it {:|1.|11:Ir:l:,,r

_seems to reverse. Unless you get a complete 100% retracement of the impulse, do not assume
the trend has changed. These big bars are also often accompamf:d by “gaps” in the chart, and
]Uﬂkmg for gapsisa good practice when first picking up a chart. The gaps indicate extremes_
of emotions and big supply demand imbalances.

Remember that the purpose of identifying the impulse wave is to not only respect the trend, but
once we u:lv.anu’[";yr itas an impulse, we know there will be five waves coming. So we can set up Icnng_
term trading strategies to buy into waves 2 and 4 and watch for the end after five.

Impulse waves frequently rise along strong angles, such as geometric anglesof 4x 1 or8x 1.
These big momentum angles are also a tip off as to the strength of the move in progress. In S&P
futures trading as well as other leveraged futures markets, the big impulse wave bar on the chart
signifies a time period to buy every dip over the next several bars on the chart. Trends usually
persist, and the number of bars after the impulse that the trend continues is at least three bars but
usually a fibonacci number like 5, 8, 13 or 21 bars in the same direction. It is nice to have the
confidence that a move will last this long and stay with it, and identifying impulse waves gives us
that.

The second major help impulse waves give us is for measuring the distance of the move. . Usually,
the final high or low is a multiple of the initial lmpulsc distance. If the Dow .Iﬂnes A\remgeq simpulse
up 50 points, we could multiple that amount by ratios Ilkc 1,1.618,2,3,3.618, etc., times the
initial thrust, Remember, also, our prcwouﬂly menlmned secre! of laying the signal bar on its su:l-e

horizontally to measure the ti me dlstance of the m-:n.fe
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Examples of Impulse Waves:
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Angles

Retracements are easily calculated, and although you could spend most of your time calculating
them and recalculating them, I cannot spend too much time in this book on such a simple subject.
What I can point to, however, is a simple technique that actually keeps track of retracements
automatically and requires almost no work. This is nothing more than angles. Not simple trendlines
most traders use but “geometric timing™ angles. These are called geometric angles because they
subdivide time and space or price movements into proportionate fractional parts. These fractional
parts are our percentage retracements, and when a geometric angle breaks, we know the trend
will most likely continue to the next angle retracement.

The most basic correction is the 50% retracement. This is represented by the 45 degree angle.
This angle is the diagonal of the square, and we know that a diagonal evenly divides a square, so
we know it represents a 50% measurement. This angle is referred to as a 1 x 1 angle because of
this equality of time and price.

One of the most difficult concepts you must grasp is the idea that time and price musthothbe
_accuunted for. Remember, we are measuring vectordmancc nfumc and Sp"ICE or pme soa
sudeways movement coupled with an advance or decline represents more than just the price
movement. You will have to contemplate this concept long and hard if you want to make real
progress. Thl'?. s the reason thal any price declme toa 45 degree an gle repreqent% a ‘?U% IEI.'I"H:EIT‘!EI'II
no matter what the price decline has been. Alcm g that 45 degree angle, time and price are eq:m."
wlth the origin point of the angle We are over the exact same amount we are down. If astock goes.
up I0dollars, srdeways two months, and hits the 45 degree angle coming up from the low, it HAS
corrected 50% when it hits that angle. You may have to take a few years to contemplate the
nuances of this prmmple hm for now pleaqe memorize if. Sma:e geometric angles evenly clwlde
time 1nc| space, they are rcpre-:enled as divisions of a square :md desi gnﬂlﬁl as one by one, two

by one, four by one, etc. These are the units up versus over or time and price.
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These angles are timing lines in that prices falling along these angles are at an exact fractional
proportional movement from the origin to that point. The primary rule is that when you break one _
angle, you must go to the next. That can either be a drop or rally to the next angle or a Iong
consolidation until the next timing angle reaches up to hit the current price. In either event, the

current rate of
advance or decline is
over, and that would
require a change in
trading strategy. If
one were to merely
draw these angles
with a compass, you
would findthe 8x 1,
4x1,2x1,1x1,1x
2,1 x4,and 1 x 8
angles equal to 7.5
degrees, 15 degrees,
26.25 degrees, 45
degrees, 63.75
degrees, 75 degrees,
and 82.5 degrees,
respectively. This is
shown as follows:

FUPPORT AND RESISTANCE ANGLES [TIME X PRICE)

- S S —

WHM 1&:_.' #fu-i’- ome - “f"j
B ;f:“'li-f }u # f‘u:. rlt:;r?"'_ e mama - T

4
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Angles are a very important means of measuring momentum and the steeper the angle, the more
powerful the move. By measuring the steepness of angles, we are forewarned of changes in
momentum and coming changes in trend.

Angles are usually drawn up from lows and down from tops, but timing angles are used to ) measure
precise turning pointswhere they intersect price harmonics. For instance, an angle drawn down
from a top at 50 on a stock would identify a time area to expect a turn when it reached the major
price harmonics of fifty, like 37.5, 25, 12.5, and 0. These are quarters of the price of 50, and even
though the price itself may be located on the chart elsewhere, when the timing angle hits these_
important numbers, a turn is indicated in that time period. Major movements occur when time and
price “square out™ or reach the full price, such as a decline of the top angle all the way down to 0

or an angle started up from zero directly under the high of 50 and at a later time intersecting the _
price of 50. At these times, in particular with the 45 degree angle, time and price are in perfect
balance, being over the exact number of units as the price was at the top. These “square outs” look

like diagonals of squares and as thus called square outs, since they represent a square or balanced
harmonic of the price. An angle coming down from a [{}p and one coming up froma compleiéif _
different lower price would intersect at the common mathematical vectors of the two prices,and a
major turn would be indicared at rhm point. This is called “squaring the range“ or the price -

difference between the high and low swing.

—

Atisextremely important to draw angles both up from zero and down from each high to zero to _
see major turns. Most charts do not continue the scale down to zero but only use the relevant
trading range. In these cases, you MUST find the location of the actual zero price and continue
your angles until they reach that critical point. Additionally, an angle coming up from zero, starting
under any high, will almost guarantee major support the first time it rises high enough to hit the
current price level. The vast majority of traders do not do this and miss out on the easiest and
strongest support point for the stock or commaodity. Keep in mind that if your paper or scale does
not have room to draw down to zero, you can “tic tac” back and forth / up and down at price
harmonics until they add to the appropriate amount to reach zero. For example in the 50 price
example, a 45 degree angle drawn from 50 down to its quarter point of 37.5 could then be turned
back up to 50 again which would be the midpoint, then down to 37.5 again to represent 25% and
finally back up to 50 to get 100% or the zero angle point. Most people do not realize it, but this is
where you often find cycles of “x™ units which are really just these tic tac harmonic points from a

past major high or low being worked out. Whole books have been written on angles, and I hesitate

to rewrite them, so I refer you to my other writings and other books on the subject. I urge you to
do so because the information obtained will be valuable.
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The above chart of IBM shows the importance of the “zero” angle technique. You should draw
your angles up from the zero line under every major high and low of significance. Whenyoudo _
this, you will finally see for yourself why every single fluctuation into the future is accounted for by

a fluctuation from the past. Please spend some time with this technique. It will change your life!

What is not shown on the chart, so as tonot make it too confusing, are the | x 1,2x 1,4x1,and
8 x 1 angles, or the 30 and 60 degree ones. If you draw these in, you will see some startling results.
Also, remember that the 45 degree angle is the master timing line, so if you watch to see where this
angle intersects the price harmonics of its origin price (about 50 in the above ex ample), you will see
turns at each proportional price level.
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[ would point out one other common misapplication of angles to charts, and that is the proper

_orientation. Just because we traditionally draw chart'; hnnmntally -:Ioes nm mean the prices are

going in that direction. Remember to think i in terms of time and space vector or -::lrcular dlstanu:

_ Forexample, most traders draw a 45 degree angle wn‘h a protractor from any high or low. I‘hls
may or may not, however, be the right slope. The real geometric angle bisects a square, and the
only valid way to get an accurate angle is to find thﬂ directional orientation of the side of the

_square first. This side in vector distance isa ﬂlraighl line from lh-E last major low up to thathigh. It
is this angle that the 45 degree angle must be offset against to measure true support or resistance.
If you adjust your charts for this critical slope, you will see a major difference! For example:

-

Normal 45 degree
angle up from low

Actual adjusted 45 degree
angle offset from low to high
slope
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The important angles to use are the geometric angles mentioned previously along with the
normal trigonometric angles of 30, 45, 60, and 90 degrees. The strongest angles of all are the
90 and 45 degree, in that order. All right angle (90°)

slopes hold powerful support and resistance levels and should be noted. Keep in mind that

angles themselves, while useful, are much better analyzed in conjunction with our other

tools, like circular arcs coming to an end at an angle ora qrgnal har reversal occurnng"rit'an
angle. These tools, in combination, Iead to very high Pl"{.‘,lbahlllt}' trades

Another very important point concemns rading off of angles. Most traders buy or sell when angles
are broken, and this is often profitable. This strategy misses the point, however, that angles are
really timing lines or types of moving averagesand should be actually interpreted as changes in
momentum rather than direction. After a timing line is broken, we should watch for a technical
signal to prove that the trend has reversed before making a trade. The angle warns us of this but
does in itself notchange the trend. Remember that an upward sloping angle will be broken sooner
or later, but that our definition of trend in a bull pattern is that of apattern which makes higher
bottoms. These bottoms are from a horizontal perspective so the price level could decline under
an angle but not break low enough to violate a prior horizontal swing low, and we should remain
long in the trade. Think about this, and you will see the most common mistake all traders make
when trading off of angles. This principle is also the main stumbling block when deciding if a long
term Bull Market has come to an end. To be sure, prices must break a prior swing low, but
trendline angles are often broken hundreds of Dow Jones points higher. This is one of the main
advantages tousing cycles or circular arcs. In acyclical analysis, we can make a highly probabilistic
estimate that the top is in long before either angles are broken or swing lows reached. Nevertheless,
swing lows usually offer strong support when reached, and a final bounce off of them usually gives
one ample time to go short for a big break.

Ly
Ly S T T ol o
—_ i ; - ++—L-— - Initial impulse wave is adjusted for
o s S | . qenms e T -7
= AT g it ¢ UEETT true angle of slope (cycle #1).
s melralld T OEK 2 ik i dperete g 11

i i B Ve e — T e this first top and see what happens

L “~=—— 1”1 Note the horizontal line starting at

when each geometric angle hits
that first top! These are the cycles!
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I spent a great many years of my life studying angles, and many a book could be written about
using them. You must not assume they are not important just because I have only devoted a
few pages to the subject in this book. My object here is to simply give you an introduction
and hope you will follow up. Suffice it to say, the greatest secret of all technical analysis is to

be found in the study gf,arggl I cannot afford to reveal it in a book such as this meant for
mass exposure, but if you follow up on the ideas herein, you may find it for yourself.

The following points are most important and need careful attention. Keeping in mind that time and
price must be linked, and we must match up our natural calendar time with our work, you will note
that the basic primary angles used for technical analysis consist of points per day, points per week,
and points per month. All basic interpretation must begin with the geometricanglesof 1 x 1,2x 1,

3x1,4x1,and 8 x I in terms of days, weeks, and months. All bull and bear markets begin and_

end on these angles, especially monthly angles. It is the intersection of these angles from past highs_
and lows that bring our cycles to acommon time and price point. I will not demonstrate this point

in an exhibit because it is too valuable, and those not willing to do some work do not deserve to
know the truth. You can take my word that it will work every time, if applied. From each beginning
and ending of major bull or bear markets, you must start and maintain these angles.

Another point about angles concemns where to start them from, besides the obvious high or low,_
[he theory of angles is mat time and Qricc are linked in an exact rclatignshiphand our idea of

- ——— —_—

emotmnallsm seen at the f' rst top can never bc exceeded and S0, |f we draw an angle up frmn !hat

top, the next time that angle is reached that same emotional extreme will again be reached and the_

market will top again. The same technique is applied to the initial spike lows in a downtrend.
Angles declining from such lows will def' ine rjm emmmnai extreme and will * catch fulure dmps

when prices reach thmc levels. Typlcally we use Ihe: 4'5 degmf: anglc as the pnmary gu u:le but in ~

_big momentum moves steeper ones may be evident. Parallel channels are often formed by thesc 45

degree angles coming down from a top and likewise coming down from the first bottom or flast
bottom just before the top. This parallel channel will define the downward movement. The u_pwan:l
_parallel movement is created with an angle up from the low and a parallel one up from either the
first top or the last top just before the primary low.

'!'l‘ET.SF’E!Q!?..SHTE.*?%‘EE_@!!‘E‘ES. dﬁgxie__t_iﬁwn_frﬂmﬁ_ !QP_ !nt.erﬁcpng.a:fﬁ l.'p_ft:@m -'4 '.91'.‘:'_ t_he_. 45_

down from the top hitting the bottom level, and the 45 degree up from a low hitting a top level.

Indeed, cach past high and low will create cycle turns when angles down or up from those levels |

interiect Since Iheﬁc interqectinm arc nuimerous, we want toconcentrate on only the larger ones

bear ma; Kets b_egm and_en_d on these angle _Iptgrge:_,tl_ _ng_s_ pa_rgl_ cu_lar}iweeﬂy and monthl y agg!e*}‘
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Examples of angle technigues:

-

474 .50

474 .58

S&P Futures 5 Minute Chart
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The Hourly Chart

The primary chart used for forecasting and day trading the markets is the hourly chart. This is
simply a chart where each period bar is one hour’s duration. There is some debate as to how many
hours should be in a daily hourly chart. At present the stock market opens at 9:30 AM and closes
at 4 PM, or a period of six and one half hours. Many people use 10 AM as the first hour even
though it is only a half hour. Others use 10:30 AM but end up with an extra half hour at 4 PM. The_
gorrect solution is to use a half hour chart since that correctly shows each period in an equal
fashion, but the half hour chart is not as good for long term forecasting. My method is to use an
houtly chart with six hours in a day with the first hour being 11 AM. This gives the first hour one
and a half hours, but this is far superior to the 10 AM method. Many times that first half hour
ending at 10 AM does not include all the openings due to delays. Additionally I find that a half hour
is simply not enough time to get traders to make a commitment for the moming. I have found that
ittakes about 45 minutes to a full hour to get day traders to commit and readings taken before that
time period are often erroneous. Specialist openings where the specialist manipulates his stock up
or down artificially to get rid of, or purchase inventory, also affects the reading. This is done at the
opening but is still often going on by 10 AM. I find that the 11 AM reading represents a smooth
continuation from the prior day's 3 to 4 PM hourly reading while the 10 AM usually gives an
erroneous one that is erased by 11 AM. Suffice it to say I have made a study of the two charts and
the six hour chart is infinitely superior. After several thousand hours have passed from a major high
or low, the six hour chart still turns the market at the calculated hour, whereas the seven hour does

_not._
I think at lot of the basic truth behind this has to do with the numerology of the number 6. This is
one of the master numbers. In Genesis, God worked for six days and rested on the seventh. Six
times six is 36 and ten times that is 360 the perfect circle and number of degrees of all cycles. I
could go on and on about the number six but will have to leave some of that work to you. Basically
in this book when I refer to an hourly chart it will have six hours noted in a day. Those hours are 11, __
12,1,2,3,and 4PM Eastern Times. __
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The reason these hourly times are important is that trading can be very precise and the market will
turn at cyclic intervals that are extremely precise. [ have seen hourly culmination’s to the exact hour
several thousands of hours after an important high or low. For example if the Dow Joneshad a_
major high at 3400, you could bet anyone that EXACTLY 3400 HOURS later a major turn would
manifest in the market worth trading. The reason for this is not the purpose of this book but is
covered at length in my other works. Incidentally I doubt many traders other than myself know this
fact, but in August of 1982 the Bull Market started from a Dow Jones closing low of 770. In

August 1987 when the market topped it was 7700 trading HOURS from that low! Coincidence?

As traders we know the famous Fibonacci sequence of numbers that are an additive series
starting with 1 and adding each number to its neighbor to get the next number in the sequence.
It goes like this 1, 1,2,3,5,8, 13,21, 34,55, 89, 144,233, 377,610, .......... This sequence
has the important property of demonstrating the golden ratio between its adjacent members
(divide any two adjacent numbers into each other and you get 0.618 and 1.618). The golden
ratio 1.618 has for all eternity been considered one of the key building blocks of the universe
and shows up in all of nature, mathematics, and stock and commodity market data. The
lengths of various market movements are often Fibonacci ratios, and the simple absolute
numbers mentioned above usually manifest like clockwork in turning the markets for trading
purposes when using an hourly chart. That is to say that from every high and low we count |,

3,5,8,13,21,34. 34 th.lI'b and we will f'nd that most ﬁfthe turns wnllcumealmnstcxaﬂly on

“these counts on our charts. Mmt penple are shockcd at this simple fact when it is first pointed
out but [ assure you it is true and has worked for hundreds of years that I have examined data
for. This greatly improves our trading since we now are not afraid of a reversal each and
every hour that we are in a trade. For instance if we buy into a dip and the market does
reverse back up, when do we sell? Most traders become shaken out of a position the very
next hour with a small profit. Using Fibonacci hours, however, allows us to only take a look
3, 5, 8, or 13 hours later and forget about worrying about the other hourly intervals. If the
market goes into the sixth hour, we will expect it to go at least to the eighth, and lflntn the

mnlh it will go to the 13th. I cannot emphasize enough how valuable this lnfnrmatmn is when

——

lradlng futures and options. My experience is that the vast majority 0f day tradlng moves Iatl

LT SN p——

13t021 hours. If you make a habit of paying close attention to huurs 8,13,and 21 fmm mﬂJ{‘.I'I'

T R M A e e T e T

turns, it will i improve your trading dramatically.

———

-----

munlmg nur hnurf-'. paymg attention at the Fibonacci lumlng pomtf; notlng if cn'cular arcs nrtrr:ndlmeq
intersect at certain time periods that also correspond to a Fibonacci time zone and therefore hold”
high promise for a turn in trend. We also need for future reference a continuous count of the exact
number of hours transpired from each significant high or low over the year. Major market moves -
occurat 100 hour intervals but particularly at the 500 multiples like 1000, 1500, 2000,2500, ete. _
Also of greatest importance is the long Fibonacci counts of 1382 and 1618 hours. You willbe
startled if you examine these facts.

——rmEe —
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Since these Fibonacci hourly turns work all the time, it sometimes can get confusing as to
which hourly turn is the most important. The rule is generally the longer the sequence the
more important the turn. Three and five hour movements usually cannot generate enough
mumentum to makc blg pmf’ ts, but 13 and 21 or more houre in a  trend is a good move.
(Rcmembcr with 6 hours in a day a EI hour movement is over 3 full trading daj,rs*}
Additionally, counter trend movements will usually manifest for a Fibonacci period one or _

two less than the main trend, such as a counter trend starting at the 13th hour and lasting 8 or _

5 hours, not 1, 2, or 3; and a 21 hour turn giving rise to an 8 or 13 hour reversal.

Each of these main trends and counter trends arises at Fibonacci intervals and this leads to another

important observation rule. This is, that at major turns worth trading we will see clusteringof

many Fibonacci turns. For example we may want to mark on our charts the Fibonacci hourly
sequence ahcad of time well into the future so as to be Pn;pgreq for f““-!.rﬂk'.'.“s me e,gch high _
and low in sequence we make a * tlck mark“ on our paperevery 1,3,5,8,13, 21 hours I'mm
each swing. What we will soon observe is time period clustering s such as | '% hours fmm a lnw
coinciding with 55 hours fmrn a past top a and alsu 21 hours from another lnp In this case we
would have three turns (13, 55 21)all comingd due at the same hour. That hour will s very likely be
amajor tum of sngmﬁcance Toplot these cfﬁmcntly we usually make up a tape measure cmsmtmg
of a strip of our graph paper taken off the bottom edge and on this tape we mark each Ftbonaccu
hournfl 3 5 8 13,21 out into the hundreds |fnnt th::msandq nl’hours We then merely line uP
this tape across our chart and quickly ltck off the times from cach high and low in wec]uence and
note the clustering. Additionally this method affords us the mmrtl.lnlty torun the tape BACKWAR DS
with the zero time at the present hour and the Fibonacci hours going back into the past in an effort
tg_g_tgserve whether past highs and lows line up on the tape. If that happens and we have several
“hits _\irmow the current hour is important. Usually this method will pinpoint a time soon to be
reachcd in the future where numerous hits will coincide and we can be ready for i it. As markel
movements expand along the Fibonacci number sequence, we will also observe contraction alr;mg
this ratio also. Using the tape measure approach backwards warns us of these  contracting phases.

Note also another technique that arises from this. Since the Fibonacci series is additive and each
number added to its nenghbar eventually yields the golden ratio of 1.618, you should be aware that
ALL additive series eventual ly end in the Fibonacci series or golden ratio. Even a series like 11
plue 50 equals 66 plus 50 equals 116.... will eventually yield aratioof 1.618 of each number to i lts
adjaccnt number. Knowing this we can project future turns by multiplying 1.618 times the time
interval between two adjacent highs or lows, or even a high and low, and the subsequent time
perlod indicated will be in Fibonacei ratio to the two and give us a turn. lecwme we can ADD thc
two time intervals between three points to get the forth point in time! This easy technique should
-.notbe ove ﬂverlnoked
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The above chart is a reproduction of my Dow Jones hourly chart using six hours in a day and
showing an “X" for each daily close. Note that this is not a bar chart but aline chart with a straight
line connecting each “dot’ that represents each of the six hourly closing prices atexactly 11,12, 1,
2,3, and 4 PM. The grid cannot be seen on this drawing but the graph paper can be either 10 or
20 to the inch but it must be gne Dow Point to one hour. This particular illustration shows Fibonacci
hourly counts from the major low and how they “cluster” at big turns. Note too, that the farther
away from the origin you go, the more powerful the cycle turn is when you reach a large Fibonacci
number. You will also note the easily identifiably “stair steps™ from each swing low that defines the
bull or bear trend and how the “crash” occurred when several small lower highs and lower lows
developed, and then the last significant swing low was broken near August 16-19.

Before leaving Fibonacci ratios [ shoukd note that the use of timing angles for square outs between
highs and lows can also be accomplished by using Fibonacci angles. These angles when run down
to zero or up from zero will always yield a Fibonacci relationship when they square out a high or
low with a prior one. A timing line of 1.618 points per one unit of time will yield a Fibonacci
relationship as will a simple angle of 38.2 degrees, or 61.8 degrees! The master secret of the great
pyramid at Gizeh of course is that the angle down from the top is 38.2 degrees and this relates the
circle to the square to the triangle and ties in the orbit of the sun, moon, and earth! Much more
could be said, but I would give away the store.
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A more practical aspect of hourly chart reading is to note the intra-day h ighs and lows each
day paying attention tothe hour. A good method is to construct on a separate piece of paper a
table with the hours 11, 12, 1,2, 3, 4 and check off cach as to whether a daily high or low was

seen on those hours. As each day goes by and these columns are lined up, you wi Il soon note

O s s e -

two to three day pattems of strong openings and strong closes and which midday hour is the _

. s

usual low. These intra-day patterns follow almost exactly for three days at a time and then

reverse almost precisely at the opposi te hours. You will then note that which ever hour mid-

day is the low or high hour, that hour has very good forecasting ability as to how the day will
end and whether or not the following day will be up or down,

The common pattern is for bull moves to show strength early and late. This means a strong
opening and a strong close. The midday is the counter trend pull back. Most bull moves have
an up 11 AM hour, a mid-day decline and a strongly up 3 to 4 hour. On a slightly Targer scale,
a weekly bull trend will have a strong Monday, Tuesday, and pull back fto Wednesday,

i - e—

Thursday morning, then a strong Thursday afternoon and strong Friday. The bear trends are

just the opposite. Please note _that__the_sgpalltqms are “nested” so based on strong Monday we
could then forecast a possible up week and expect hourly
be turning and that in turn may change the whole week’s character. It goes without saying that
You should note these pattems when entering trades to set up your entry and exit strategies on

more than just a trendline break or circular arc. All technical tools and time cycles will fit

L |

together when you have made a correct analysis,

strong turns at 11 and 3 to 4. When ™
these hourly turns first start to miss the mark, we getearly warning that the daily pattern may

Perhaps the most basic principle of hourly trading is to respect the Specialist. On the floor of the
NYSE this man opens and closes the book on each individual stock and can clearly see all the

loor brokers standing in front of him . His jobis to make money for himse] f and to avoid risk while

—— 1 —

_having at times to take in inventory he  does not want Sim_E!}f_l?Ecﬁy:"Eibﬂ*EF"f of his responsibilities

‘o go counter to the markgi and provide liquidity. The opening price and the closing price are

e

Aherefore very important to note especially from a vantage point several hours later in the day, As

-—

a rule of thumb you never want to buy stocks that are lower than their opening level and thiscan

~usually be extended to their |1 AM pr_jpﬁﬂ 't[lgg'ggg_sfgs the Specialist often sees many sellers

-around and guickly opens his stock up on light volume before the sei lers put in their orders, He

then shorts the opening and lets the sellers work the stock down all day where he covers Fis short

.atalower price. When he opens his book down it frequently means there are no sellers around

and he wants to attract some sellers so he can buy their stock. Th

ese principles lead to the strategy

of buying stocks down on the day perhaps a dolfar or fifty cents BUT whichare ot below e~

opening level (1., they opened on a gap down). These issues usually come back to close unchanged

on the day with a big up opening the next day where you would norm

ally sell. Compare this witha

stock that PEEII_SHQ-?}_f_fia_{fgﬁ’d_i}pd-ﬂ;é;l goes down fifty cents on the day. This is usually a case

when sellers have entered the market and will be there for quite some time. — -

Also note that on big down days, nobody, especially the Specialist wants to own stock. As a
result he will usually “be stuck™ with inventory by midday and knows if he does not getout of
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it he will end up with a lot more at the end of the day when day traders stick him with market-
on-close sell orders. As a group the Specialists then usually engineer a late midday rally to
attract shorts to cover thinking the market’s going up, the specialists then sell out and go short
themselves to get ready for the closing sell off. The end result is the normal pattern where in
a downtrend that closes at the low of the prior day (meaning the Specialist was forced into
buying on the close) the openings the next day are frequently up on light volume as the
Specialists work quickly to get rid of the inventory and set up shorts for the day. Because of
this you will almost never get a reversal buy signal from an up opening after a weak close.
However, when you get another down opening, you can get a reversal buy signal. In these
cases the Specialists come in with stock from the night before but do not see any sellers.
They then open their stocks down to “test the waters™ to see if sellers are there. If not, they
hold onto their inventory and proceed to mark it up to hook shorts into covering and get the
rally going. It is these natural and normal inventory adjustments by the Specialists as a group
that often profoundly effect the market but whose actions clearly show up in an examination
of the first and last hours.

Similar to the Specialists are the large institutional stock brokers in their combined effect on the
first and last hour readings. In the normal situation a large mutual fund calls a broker and gives him
a 100,000 share order. The broker seeing a large commission is impatient to get the trade done
knowing that unfinished orders are often canceled by the fund manager and the commission escapes.
In these situations (almost always) as soon as the market opens the broker forces the trade to get
at least 20 to 30,000 shares done. Once he reports that back to the fund manager essentially
notifying him it is too late to pull the order, he only then becomes “responsible” and tries “to work™
the order for the customer to get him a better price. If its a bullish day he will just lay back for a few
hours to see if any stock comes in for sale, but by 2:30 he’s getting worried that if he does not
complete by 4 he could lose the remaining shares the next day so he usually get aggressive and
forces the issue from 3 to 4 PM. In the “old days” when being a stock broker meant having some
integrity the broker would simple lay back and bid for very small amounts of stock not forcing the
issue and often the order could take a week or so to fill but the markets would be less volatile and
the customer would get a better price. Of course the funds are themselves to blame for this practice
by having driven the average commission down to 2 to 3 cents on size orders compared with
former 10 to 18 cents. The result has been a brokerage community which no longer cares for the
customer’s orders since they are not profitable but who now trade for their own accounts against
the customer's order. In any event intra-day patterns particularly the first and last hours need

careful study.
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Emotional Charts

Often [ see achart, frequently an intra-day hourly, or even five minute chart that looks extraordinarily
volatile. I often remark at these times that the chart is roo scary to go down. When you see
frequent whipsaw moves in a chart it reveals emotionalism where the participants, both buyers and
sellers are nervous. The rule of thumb is that the chart eventually breaks out or breaksdown inthe
direction that it is gradually trending. The vast majority of these patterns occur just before big up
moves, especially if the series of phunging lows are each slightly higher on each successive plunge. _
This emotionalism usually forces one side or the other to capitulate and reverse position during a
runaway straight-line move, just after the emotional period. Aftertharmove, the market usuvally
reverses and the original nervous players finally are proven right.

da;,rs uf extreme e:motmnal u p and down reversalq I now havc Ieamed to seek nul theqe pattems
knowmg that their resolution means aquu:k anrJ ccnam hlg move, 1]3cse are thr. kmd of moves you__
want to use Ievcrage on suc:h as wﬂh futures and optmns Man}; of these are short cOvering squeezes
where the entire futures pitis betting in one direction but uncertain. Often one short covers, driving
the market up only to have a new short put on a big position and send it right back down. Only
after everyone eventually gets short is the entire pit trapped, and a stampede usually results. On
individual stocks these up and down choppy periods are the tug of war between the last of the

bears and the new bulls on a busted stock just before a new bull leg up.

The key seems to be five alternating higher bottoms to be certain that a genuine uptrend has
actualiy startcd On an hourly chart, as soon as I see at least five higher bottoms aftera major
break, | knnw thc uptrend has mwnmd The@e hIghcr botmms namr:;ﬂlyF require a gnod I 21018
hours of F activity, since each minor f]uuuauon might last one to three hours before reversing and in _
order to get at least five consecutive higher bottoms on plunges, we also need at least four rallies_
up that fail. Five is the key number to remember Many a markﬂt movement lasts untll lhree
bottoms have been made and then collapse, and mcasmnally ﬁ;surhigher lows are seen, but when
five bottoms are seen it is almost a certainty that the trend is up. This is a most important principle ™
of investin g and will make you huge amounts of money if paid attcntmn tﬂ Most traders think a
trend reversal can only occur after a price level is exceeded or adownward qlnpmg trendline from

the last top is exceeded. We know from our basic trend prmcnple however, that the trend is a

pattern of higher bottoms dl‘lll higher highs foranup trend and this pattem may appear s qlgr_ui" ~c::’|r'||tlj,r
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below any resistance level from a trendline. In these areas I often find myself comfortably invested
while most traders are newousllwamng to see if the trendlme w:ll be exceeded and are often

llkcwme veq.f_ _@wmable

Always keep in mind that the “wiggles’’ on the tape are emotionalism of the crowd and if examined
from the safety of an analytical vantage point a sensible trading strategy can often be constructed
with an almost certain knowledge of the trend.

Most intra-day patterns have an emotional tug of war during the mid-day hours of 12:00 to 2:30
PM EST. These daily emotional patterns are caused by the pit day traders who never know if the
market will reverse on them or not, In these cases it is helpful to note where the emotional action
takes place. That is whether it is a consolidation zone just above a breakout or is it a consolidation
just after a breakdown. The odds usually favor a resumption of the major trend in these cases.

One of the easiest trades is when emotional trend reversals take place within a powerful upward _
sloping parabolic arc formation. This is the last acceleration phase just before an important top and
the market is afraid of hei ghts or just the number of consecutivﬂ davs up the market has had

w:ll t.ikqp_lace to stampede the: market into a blnw off ff top” w where everyone capitulates and
simultaneously goes long. It is amazing to see that these patterns so feared by traders have so little
risk from.a stop loss viewpoint. 1hese moves are rapidly climbing a parabolic arc that is cleag_lr_
defined and a simple sell stop placed below that arc is almost never hit until the final high is in. That

b 8 o — e e e i e S —

trade > appears to the participants too y0 dangerous to undertake and so few wle really make big _

——————— ——rn -

money on these moves that are rather easy technically and rewalﬂm-g with big price moves in very

short _penods of time. Only a study of these _patlerns will allow you to have the confidence to trade

these culmination moves. The downward sloping crash arc is nearly |denucal and | IlkFWISE pmvents |

people from shorting because of a btg fear of aqu ick reverqal to the upqrdg As long as the arc

holds you can assume it will go to its maximum _ye_r_t!ggl | exhaustion phase before reversing. T_'Ii'_e real
,key in these moves is to observe abnormally small “creeps” for many continuous bars in a row.
This is almost always the sign of a very powerful move that will not be exhausted until the :“big

bars"” materialize. R

In the final analysis, leamn that all of trading is an emotional experience. Good traders have disciplines
that prevent them from getting caught up in the greed or fear of the trade. If you sense the market
is “too dangerous™ to do something, know it’s not. It is only your greed for money that prevents
you from analyzing the situation. The trend is your friend and if you trade with the trend the market
is never dangerous. What is dangerous is not to realize you are caught up in emotionalism and you
are making financial decisions that will affect your life.
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The above chart while only a five minute chart is, however, typical of nervous markets where a
major change in trend may be taking place. On the above chart a major downtrend has Just started
and undoubtedly the entire pit is aggressively short and nervous. A big rally is likely, but just as
likely is a bigger break after that rally comes and relieves the psychological pressure. Remember
we need higher bottoms to turn this trend up and a solitary big spike rally will not do that. During
nervous markets like this, it pays to find the average measured moves and also the extremes. Quite
a few trades can be made before this nervousness dissipates, or the trend definitively changes.
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Common Patterns

The most common problem for the trader is determining if the existing trend is changing. After a
long decline or advance, one naturally gets nervous about a position reversing and what kind of
trading strategy to employ. Common situations are a straight line plunge decline and trying to figure
out what kind of bottoming pattern will emerge to turn the trend back up. Bottoms can be “V”
bottom spikes; rounding into a bowl; or double, triple, or multiple testing plunges to the same area
before the real advance gets underway.

The item to note about patterns developing is where the first “wiggle” occurs. By this I mean a
visible counter trend movement that then subsequently fails and the existing main trend continues.
Usually there will be three or five such waves before a low is reached, although I have often seen

7.9.and even 13-15 in strong trends before a big reversal is made. What is not usually known is

that these waves are extremely precise as to where they occur. They are not random at all but are

an mamemaucal harmonic of the total distance the final movement will extend to. Sometimes they

occur at the exact midpoint or the one third mark, but often are at Fibonacci ratios of .236, .382,
or .618 of the total distance. With our technique of “measured moves™ we can usually estimate
early into the new trend exactly how far it will travel based on past measured moves that have a

gmaller past observation can be applied to the exlstmg larger movement nt deriving the appropriate

ratio expansion factor from the first counter trend mark.

The most basic principle I wish to convey to you is that the more “wiggles” a trend has, the _
stronger it will be and the more difficult to reverse. In a Bull Market these nervous uptrends with
lots of wiggles are frequently referred to as “climbing a wall of worry. "The “worry” partis the ~
numerous minor counter trend movements the shake traders out of their positions. These patterns
are extremely reliable, so much so that [ make a habit of searching for trends with frequent
whipsaws to trade in. Once the main trend is determined, you merely buy every dip, or short every
rally, and this will be successful for a great many trades in a row. Traders have a practical rule todo
the same thing until it loses moneyand this is based on this principle of the reliability of “wiggles™.

Recently the stock market broke and plunged about 100 Dow Points in two days. Many people
were frightened and called me for advice. On my hourly chart I noticed a “straight line” decline that
dropped almost 8 to 10 points every hour for the two days or about 50 points each day. There

82



was only one two hour counter rallyof about 10 points in the entire move and that occurred at
about the midpoint of 50 points down. Seeing that paffern, I knew that the trend was not very

powerful because it was a panicky plunge without counter trend self correcting railies. Without

the ccrunter trcnd ral].l:s_farlhcﬁhort; to cover and the balgam hunters to buy, the odds favoreda —

clrmax *“v" bottom low with a primary u ptrend as s00n as a technical buy signal was generated.

Sure enough the first few hourly rallies off the low produced numerous nervous wiggles that resulted
in hlghcr bottoms. As soon as [ saw five complete wiggles i that were hlghrer bottoms, | knc\f-_' w_r_th
absolute cenamty_that the trend was up and a complete retraocrrmnt__!p new aj! tlme hi _gﬂgwawst
ahead. This information was given on the hourly chart long before even a 38. 2% retracement was
evident and most traders simply shorted into the rlsmg_trend and lost money as the market went

_higherand higher.

The principle here of the rising bﬁtmms _Eatlm with frequent small counter trend ngungeq isa very

—

that they muqt wait for at Ieast a 50% retracement t before tht:} thmk the trend can change toup

s e et L S R s e —— - ¢ —

agam This is s:mplg not true. You need only 5 higher bottoms to be certain and these can occur

within 1'[]I % t}f the I{JW W price. Tha_parrem you mus _fearwhen buying into arally offa low isa big

raff}r ﬂl‘(_i'! isa srraggﬁr line affair without counter trend interruptions. That is a sign of the Bear

Maﬂ-:et Lhencl short squeeze rally, and it can 0“]}" bc Sh()ﬂtd In those rallies the shorts are forced
_nut and the movement is extreme but usually cnllayses as soon as the shorts are out.

Patterns

Dz

Remember that the strong numerous “wiggle™ patterns assume that each wiggle is higher or lower
than the last to confirm its ttrengm Numerous wiggles that occur at the same level do not nwessm'lly
tellus much What we are looking | for is minute bullish or bearish pattems of higher bottoms to be
bullish, or lnwer tops and lower bottoms for a declmmg pattern. Even though these may occur on
a very minute basm such as onan mn‘a{iay tick chm or a five minute chart, the paﬁems are rel'—bfe
for much Iungcr term tnends ' T

. S —
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Types of Bottoms

"W" or Double

"V" Bottom or Multiple

"Rounding”

In looking at the al:!-cwe types of bﬂttoms the main qucstiﬂn is: At what pﬂint dowe knﬂw itisa

e s i s

B — L i Bl

extremes, one halt‘ﬂr even .61 8. This type of analysis is most common and does not give us a
position until well off the bottom. For that reason | try not to rely on retracements.

The second method is momentum, and the most common application is the use of angles. The _
basic principle is that a declining trend rarely regains the 45 degree angle coming ‘down from thc )
top until the trend has changed This method may also nn!_'g wark whenarallyisa greatdlﬁtance nﬁ’ i
of the bottom and not give us a “cheap” entry _pmrll: but sometimes a long sideways bottom flat
brealm lhmu gh the 45 de gree angle just by going sideways and does give us an entry right at the
low. These angle techniques are based on the assumption of momentum exhaustion and one buyq
when the angle is broken with a stop loss at the low. The three most commonly used angles are 30 _
degrees, 45 degrees, and 60 degrees, But you will also note the geometric anglesof 1 x 1, 1 x2,

1 x 4,1x8,etc... work nicely. Angles are especially suited for covering shorts rather than going _
long, but if you do g0 long on the assumption the trend has changed, you then use arising angle
from the low pmnt to confirm the assumed uplrendt;-_md that rising an gle IS ymlr ‘i[ﬂ[} out point. B

The best tcchnlque of course to determine reversal of trend is to spot asignal reversal bar and

then watch for a series of h!ght:r bottoms to identify the bull pattern. This is the single most rcllable
methml {‘rf (k:termmmgthe trend. . _ )
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Three Methods To Buy Off A Low

Buy Point
Higher

Retracement Bottoms

Percentage
Line

Retracements are 25%, 38.2% 50% 61.8%
Angles are 30, 45, or 60

The above methods apply equally well to selling at tops. Just turn the charts upside down and
apply the same principles.

In trying to determine whether alow has been made keep in mind the overall symmetry of the chart
pattern. If a long term decline has been in effect for say nine months, and the decline was nicely
defined with parallel channels, do not think an uptrend reversal will come easily. Usually to break
out of a parallel channel decline you will need an advance to at least twice the width of the channel

-

and the advance will normally take on a right angle (90 degree) slope upwards from the plane of _ B

ithe decline. The time element is usually similar in retracement percentages as are the prices. In_

other words a decline that has been going on for ten months may have to base for one quarter (2. _5_ _

months), to one third (3 months) before a major up move begins again. Explosive upside reversals

come rarely, only at the beginnings of new bull market trends. Most other advances require an

appropriate base building period and a rounding bottom.

I
Bases
Double Bottoms
No Base Rounding Base Proportionat At Distance Equal To
Will Fail To Magnitude Of Decline Dechine-- Usually Good Low
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Three Drives To A Low (or High)

Many bottoms and tops are only complete after three attempts are made to break to a new
cxlreme price. These patterns are often called “head and shoulders” or “triple bottoms or triple

" B.asj;ﬁllx!.hﬁ_ﬂj:ﬂﬁuﬂ_ﬂug I!ﬂlﬂ.ﬂﬂ.ﬂirfulmndiﬁ only partially successful and nervous

snmetlmes four, but if you see five higher lows you can rely on the new trend. Tnple movements

work at least half of the time, however, so three drives to a low or high should be watched closely.

7

Three Bottoming
Thrusts

Three Top Probes

Another frequently seen pattern is the *“W" bottom and the “M" top. In the case of the W bottom,
it usually represents a good low for an advance, but the M top is almost never a tnp'l' In S&P
futures trading an M top usually gives a scary ¢ d:c]me to a slightly higher bottom at the : point of lhe
right M leg, slightly higher than the left M leg. An. advance e to new highs above the top of the M is

then the usual result. This is wnrlh remembering since thls s pattern is easy to spot and is very
emntmnal but relmhlc

Ve

W Bottom /!
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A, B, C Corrections

At the end of many primary trends we find counter trend movements called “A B C” corrections.
This is really just a three count alternating wave that is very symmetrical. Usually the A and the
Clegs go in the same direction and are approximately the same size. After this pattern completes,
the primary trend resumes. This is another reason to favor the five higher bottoms count before
going long, so you don’t buy into an ABC just before the next big decline. These counts take the
usual form as follows:

A B C Patterns
B /N\C
A
C

These patterns are very symmetrical and represent simple counter trend rally attempts that are a
dead give away that the main trend is quite strong and is not going to reverse any time soon. Note
that the A and C legs are usually the same length, and sometimes the B leg also. Theretracement
levels obtained on these legs are usually very small and this too is a sign that the counter trend has
little strength. When you see this three wave pattern with little price movement counter to the main
trend you should be prepared to go with the main trend as SOON as a new bﬂtakmtt extreme is hn

These patterns often show up at the midpoint of the bigger ]eg soa trade at the end nf the C Ieg 13
usually quite profitable.

Bowls and Arcs

We have talked about circular arcs previously but we have not diqLu'-'.Red the general pri nciples of

bullish, and w hEﬂ the dgme is broken ﬂ Qf, g h[g leg up usuallx §n§u¢s A bowl ﬁﬁrmarmn onthe

other hand that appears to form a bottom, is quite dangerous if broken down fmm A downs 5@;
breakout from a bow! leads to a crashcollapse. F‘:pe{:l'ﬂl}' vulnerable are bowls that are DI‘I]}' half

to three quarters f formed. These bowls would look like a figurative clock from eight o’clock to five "

— ——

or fnurn clock when the brcakdown occurs. The only l.'!{nwls that are bullish are the ones that
makc it past four o clock headed for threc Theqc are more usual | ¥ refcn‘ed toas “cuawuth a
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handle” pattems, whereby after the cup pattem is formed from nine o'clock tothree o'clock, abig_
“spike” handle is seen to the upside before the first correction. These patterns look as follows:

("
Minor Domes are usually Incomplete
bullish Completed bowls are bowls crash
Dome also bullish Y

Bowl Bowl

Usually you can see the symmetry of the pattern unfolding and know if the bow1 will collapse or
complete. For example, during a major decline of several months a minor bowl may form, but if the
time period for the completion of the bowl is small, then that might be inappropriate for a major
bottom and will only serve as temporary support until the shorts cover and when the bowl breaks
the next leg down will start.

This bowl is likely to complete
because of the long time peried

NN~

This bowl is too shallow
for the time period needed to base
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The Five Basic Bull and Bear Patterns

Although many technicians have studied charts over the years and have their own favorite patterns,
[ have come to the conclusion that these standard pattems are the most basic and repeat over and
over. These top and bottom patterns are really the inverse mirror images of each other and with
subtle vanations seem to cover a myriad of possibilities but nevertheless if you memorize these you
will have a big head start.

N

All Possible Downtrends

Note these lower patterns are just the inverse of the patterns above them. These are complete
patterns and then you would expect anew trend to emerge. These may be seen on short term
charts as well as very long term ones but the basic completion wave structure is almost always the
same.

You could make a study of just these patterns for the rest of your life and that alone would be a
rewarding exercise! [ suggest you spend some time with these before going on.
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Long Term Charts

The difference between long term and short term charts is the importance of cyclical influences on
the long term chart. Short term charts are filled with numerous emotional reversals that although
likewise due to cycles are much more random and subject to “slippage” and “whipsaw” news
items. Longer term patterns stretching over many years show accurate trends and those trends are
not easily changed. This should make chart interpretation easier, but so many people get caught up
in the short term minor reversals they easily lose sight of the bigger picture unless they have a firm
grounding in long term cycles.

The hasic accumulation or distribution patterns usually take the form of three years up and one _
year down, or five years up and one and a half to two years down. Major h hi ghs and lows usually_
come out near anniversaries of prior hi gh-: :md Inws atcycle Iengms of five years, seven years, ten_
years, twelve years, fifteen years, eighteen, nineteen and twenty years, thirty years, fifty years, sixty _
years, ninety years, and one hundred years. These are complete long cycles and each individual
stock will tend to follow one or a few of these different lengths but not all. I only mention all (or at
least the more important) long term cycles so you can quickly check the historical record and spot
those cycle lengths to see if obvious “measured moves™ are at work nearing those anniversaries.

Chart books with long term charts are not really that hard to find and many have typical chart time
periods of twenty to thirty-five years for many issues. Longer term histories can be looked up in
libraries or on computer data bases. Often a good place to start is with a chart of the market
averages and you would spot the major highs and lows in history that seem to be currently repeating
and then go back to newspapers near those anniversary dates and just look for the most active
issues that are being written about in the popular press. These issues are the ones that have common
cycle lengths as the overall market for the current market repetition.

Basic analysis would begin with the observation of a possible five or ten year anniversary coming _
to an end near a measured price move and a possible long term trendline penetration. Strategy is

T e B e

to then assume that the new reversal trend will last for afew years and then go to the shorter length _

charts such as the past few months of dailies and w'ttch the  swing Inw'i: and highs. Remember our

basic prmuple is that declines  cannot last more than ninety days in a long term Bull trend, nor can

Cm e e e —

rallies [ast past ninety days in a genuine Bear trend. Once we have a ninety day penetration we can_
assume that the new long term trend will go in that direction for at t least a year and we can start to

project some average measured moves or circular arcs fmm the past few years. Keep in mmd that
near the end of a long term cycle we will find asignal reversal bar sell or buy signal on a monthly_
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chart If you do not have monthly charts you can easily visualize such a final high or low barby

noting the extreme price high or low durmg the Iastﬁ:-ur W eeks ofthee emshng__!_rend andwhen
that four week extreme is broken that would be: the mﬂnthl ly re mvarsal | signal. This principle is a
gmd one to keep in mind all thc time as we nntc Iarge price impu Ises onour qhuncr term chans
such as hourly or dailies. If these big price changcs exceed the extremes of the past f' ive days | for _

example on a daily chart it is a_gc-od probability the move is the result of a breakout on a__

The other principle to keep in mind at these times is the support and resistance levels generated _
from the monthly signal reversal bar at the tuming point e exln:me On a munmlf bar chartthe

range from the high to low on that very | Iaﬁ:l bar can often be ten or more dollars, but weknow
that once the breakout occurs the secondary test will only pull back to the high or lowofthat
extreme bar depending on whethr:r abuy or scll srgnal was gwen Knowmg and recording
where that price level was at the breakcnut will come in hancly man 1y weeks Iaterm the sﬁﬁlf‘eq‘ﬁéﬁt_—

test when most traders are afraid nf prices going all the way | y back to the extreme low ﬂi_ h lgh_. :

price. This is a very important point to consider when lmkmg at long term ¢ c'ﬁ—rts and you
should review the Trend Section again if if thesr: rf:vcrsal SIgnaIs are sull unclear.

-

Knowing that long term cycles tend to come out near cycle lengths of 5, 10, 15, etc... years, we
also can expect to find reversal points in our cycles near subdivisions of these primary cycle
lengths. In other words if a ten year cycle is present, expect to see tums at 2.5 years, 5 years,
and 7.5 years in addition to 10. Near the turns we watch our dailies for our natural common
cycle lengths of 3.25 and 6.5 week cycles. Once we find these turns we can drop down to any
smaller scale to trade within the now clearly defined five or ten year pattern. This type of
analysis is best used for long term investors and fund managers who are looking to double large
amounts of money over a few years. Traders of course will mostly stick to hourly charts and
occasionally dailies, but it is still nice to have a firm grasp on the longer term outlook first to give
us a little more conviction in a whippy market.

Another good technique for looking at long term patterns is to follow our numerological 360
cycle numbers, Common cycles are often ﬁ}und at 30, 45, 60,90, efc... weeks and months all

the way out to 360 fnr theend of a blg cyclc Fipt:t:lally |mpnrtant are dS 90, 180, and 360 -
_weeks and months. If you ever get | Ic:_gt_ in the pattemns it ucually pays to just look back these 45

__and 90 harmonics Df weeks anc} months until you see an ldennca _pattem .This happens much -
more frequently and more prcclsel yasto exact price movements, than m{:st pcople could ever

imagine. Try it some time and you: w1|l be hﬂlh shotked and elated

Long term analysis in particular lends itself to subjective sociological analysis of cycle influences
on the masses. That is to say, at common known cycles like twenty, fifty, sixty, ninety, and one
hundred years, most common social practices return often with uncanny similarity. The building
of the Berlin Wall and its destruction 45 years later is an example. The hundred years between
the Lincoln and Kennedy assassinations is another. Many similar events such as labor strikes,
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industrial bankruptcies, or wars also color the historical event and give reliability to our cycle

choice as the dominant one operating at the present time. Once we see the similar sociological
underpinnings, we can forecast a similar outcome. Keep in mind the principle of alternation
which in cycles means that the past will repeat either exactly or exactly backwards. The cycle

) =7 rwn v—

beginnings and endings will have the same time periods but often with exactly opposite outcomes.

The actual outcome can usually be deduced, however, from an analysis of the individual elements
that make up the larger theme at work in the cycle.

In keeping with the idea of alternation of cycles, one of the most powerful techniques in all chart
pattern interpretation is that of mirror image foldbacks. This is a very important idea, and I
devote a complete section of this book to it. Suffice it to say, on long term charts, patterns are
often easily recognized as being exactly backwards to a prior pattern. These shapes are often
symmetrical about a major high or low which becomes the foldback and each “wiggle™ or wave in
the up pattern is mirrored with a similar wiggle in the down pattern. When you see the obvious
patterns, be sure you use them! They are highly reliable and can last for years before disappearing.

Long Term Chart Examples:

S
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Long Term Fibonacci Monthly
Counts From A Major Top And
Then The Next Low. Each 12 Year
Cycle Should Repeat Similarly.

-

= -~

KIMBERLY CLARK CORP. [_l:usb‘f_“m it i
I.'ﬂ .J-J:“#; s Pt

peee T 77

‘I This Section Should
1 Be A Replay Of The
First 12 Years

The above chart shows a long 12 year span encompassing 144 Fibonacci Months. This was one
of W.D. Gann's master cycles. Often you will see the same kind of up and down bull and bear
markets repeating at this time cycle length. The repetition will not be exact but the subtleties of the
wave forms will be similar. It is important to note that near, but not exactly on, these time counts a
major trendline was usually broken, and a signal reversal monthly bar was generated. In all
technical analysis, particularly cycles, we need confirmation of a change in trend. If you study the
above chart you will see multiple confirmations from angles being broken, time counts up, reversal
bars, mirror images, and circular arcs or measured moves being completed. It usually pays to
spend some time (several hours) on a long term chart first. Once that analysis is done right, you
don't need to look too closely for many more months.

Long term chart analysis is ideally suited to cyclic pattern recognition. By this I mean that, since
cycles repeat, it is usually evident visually on longer term charts that a near identical pattern is
forming again. If you take the time to look you will see spectacular reproductions of prior cycles
often down to the slightest subtlety. Once you make a thorough study of a stock on a long term
chart and have identified its common long term cycles such as 5 years, 7 years, 10 years or other,
you look closely at those time intervals to watch for wave structure and pattemns repeating. Once
you find a good fit you can trade with incredible success for months at a time. Often these patterns
will follow exact replications for up to six months or even longer and if you are lucky enough to
have noticed the pattern forming, you can become rich. The following two examples are General
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Motors following a six year pattern in 1984 and 1990, and Motorola following a nine year pattern

in 1981 and 1990. Please note that it is the wave structure or pattern that is being reproduced and

not just the time count of so many dayq from hi gh to ow, etc. An' anal'ysm of the past wave

alternations in terms of percentage ﬂucmatmns and retracements is the key as price levels aré often

different but cycles follow circular motlon S0 pcrcentage ﬂuctuatmns thu]d be close ¢ on cacF'
_pattern.
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Mirror Images
[

scientists. Being a market philosopher, how-
s Finstein believed, time isa relative concept
rence. Our biological electrical nervous system and the
ference guideline for time in the waking state. In

In the stock market, time goes both backwards and forwards!

Time has always been a study for philosophers and
ever, lends itself to the perfect study of the subject. A
distorted by ones own internal frame of refe
speed of brain impulse synapses are our only re

sleep, time disappears.

Charts clearly seem to indicate that time
direction causing price patterns to repeat

but backwards. The only difficu
variable speedso when going forwar

going backwards and the pattern repeats but appear

constant time plotted axis of our chart.

goes in one direction, Stops, and then goes in the opposite
over and over again with the exact same subtle nuances
Ity in this type of analysis is that time also appears to have a

ds and creating a price pattem, the speed may change when
s distorted due to the change in speed on our

f_

80 81

'82

—

|BEBEI

.‘1
=+

L ( Here we take the ‘82

low and “flip” it vertical
so the low is now at the
top. We then move the
pattern down underneath
the 1980 to 1981 top and
we see the identical
wave structure in both
the high and its reversed
reflection in the bottom!
These foldbacks work
for near term cycles --
not 10 year highs to low

comparisons.



[t has often been noted that the pattern going up to the top repeats as a mirror image on the
downside after the top is in, and the top itself (or bottom) becomes the reflection point for the
entire detailed chart pattern. The proof of this can easily be seen on the above chart pattern which
recreates the 1982 bottom from the 1981 top. The fact that this pattern is almost exactly back-
wards clearly shows that the emotional greed at the top is the mirror reflection of the emotional fear
at the bottom. This chart is created by taking the bottoming pattern in 1982 and f] ipping it upside
down and backwards and then comparing it with the prior top in 1981. When the two are lined up
under each other we see that all the “waves™ match up showing that the emotional greed at the top
is reflected in the emotional fear at the bottom.

-
( IBM Chart showing 1987 top and

collapse being recreated in the low
the following year. This chart shows
a cut out of the top graph overlayed
the bottom. The low on the bottom
right is the inverted top!

You may at first have a difficult time understanding this idea especially if you are not familiar with

charts. I can assure you, however, that I have spent most of my adult life studying this concept and

_itamounts to roughly 60% of my entire chart analysis time. It is the only way to draw long term

accurate chart drawings often years ahead of time that come remarkably close to actual future

price fluctuations. Basic analysis begins by finding an obvious reflection point that looks symmetri-
cal. Since patterns tend to persist for long periods of time We can trace an obvious pattern back-

wards and forwards for many years and still get reliable r_e_s,rgll_ts. The first step is to start with a

major high or low and count the days to thefirst significant change in direction in a backwards

Ig‘ffgigr_r;ln other words, from a low count back to the previous high, back beyond that to a prior

low, then _b_IjIEIIF beyond that to a prior top, etc. We now v go forward in time and note the same .

number of days from today where each of the past changes took place and we can make a “stick

figure” drawing of the u and down swings from the past;nFletend tl?eﬁTi‘nm the future. If we find —

e Ep—
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that a prior high becomes a future low we then expect the next prior low to likewise ir}}rert and now
be a high. We do this exact same procedure from each major high and low over the course of the

year and continue these counts backwards and forwards into the future for years and years. On

my work papers | have often traced back fifteen to twenty years of hﬁlor}' and retraced these —

’p"'

In This Case The Top
Is The Pivot And The
Decline Is The Image
Of The Advance

Up

Foldback
Point <~

Each Of These Mirror
Projections Start

At A Time Period
Equal In Distance

Fom s

Eﬁl"@/ From The Pivot
—_— And Point In The

Same Direction

same fluctuations forward in time another fifteen to twenty years and have often found many exact _

correspondences. This works of course because of the existence of cycles that return again and
3gam in acircle at recurring mtervals_[_l_’_iv_g_tmce backwanis enm ugh, cvcntuTﬁr we will hit the

length of the cycle and the fluctuations will repeat again. Flnd ng the major beginning and ending
points is the more difficult aspect but obvious symmetries are usually quite visible to most people.

The best analysis usually consists of making a large workpaper and start on January Isteach year.
You count backwards in calendar days to each major high and low over the past decade or more, _

and then project that count forward in time but opposite in direction to the prior movement. This
can be done on ten or more lines down the paper so you have a series of forward moving “stick
figure” graphs cach nf Wthh s cnnlmuesd into the ﬁ.ll'l.ll"f: as far as you want to go. The real analysm
comes in when tleudrq_g[he di |reumn nf lhc SWing moves fnr the coming year. Ynu wnll havea _

number of differing conclusions based on each individual stick figure graph, but in mostcasesa

~number will “cluster” around a common time period pivot. You the watch the current market as it
enters that pivot area and follow the stlcl-: ﬁgp[e that mostclosely reqembles the graph of the
current move. For example:
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Original Movement Inverted Mirror Projections Using Each
Consecutive High Prior To The Pivot Point
And Folding Back Into The Future

\/\/\/\/\/\/\ This Is Not A Good

Example Since Its
Not A Real Price
History, But If It
Were You Would
See Common
Clusterings Of High
And Lows Into The
Future And Those
Pivots Would Be
Your Cycle Turns
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The above drawing shows two different species of fish. It is clearly implied in the drawing that
somewhere in the genetic ancestry of these two, a warping of the genes took place as the second
fish appears to be a distorted image of the first created by twisting the major axis lines of the
drawing. This picture is what I believe we are actually looking at when we see chart patterns. The
mirror image symmetry we often see is just aminor warping of the axis lines of the plotting of price
and time while the more frequent complex structures are nothing but more exotic twisting of the
time axis with different speeds. | am certain that some time in the future three dimensional com-

puter drawings will be able to interpret all our common stock price patterns, making the first users
of such technology quite rich!
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Ithas been rightfully said that volume precedes price. Most significant moves in the markets are
caused by large supply demand imbalances and it is volume that makes the difference and moves
prices in the direction of the large orders. In most cases, volume is said to be positively correlated.
That means that volume goes up with the real trend of the price action. Or, if prices are in a Bull
Trend, prices will rise with rising volume and a light volume decline is bullish, and a heavy volume
advances the normal condition. For the Bear Trend, volume increases as prices decline and light
volume rallies are seen on the counter trends. One merely observes the chart pattem to note the
large volume spikes over several monthsto see if the overall pattern is rising with increasing
volume (Bullish) or falling with heavy volume (Bearish). More than that, volume does nottellus _
much. Many of the biggest price movements in history have frequently taken place on light volume
with large volume only appearing near critical turns and time cycle endings.

[

The most frequently held belief seems to be that volume is Bullish. This is almost completely false.
Itis true that, in takeover situations, volume indicates the move is underway, but in almost all other
situations, mlume is mdlcatwe le a lop* Only in mmalmns wlm the market has been declmmg for =
some time and volume dries up toits lowest Icvcl in weekq and ﬂ-]er; the prices rise nn mcrtasmg
volume, is the situation bullish, The g:[:_upa]dcaqe where he.av;,r vulumc is seen is very near th the top uf
a move where buyers and qellers meet in a tug of war and when the volume declines pricesusually
do too. Normally this is {)I'I|}’ a emall correction that 1.-._;1 ill ]ast three days to lhﬂ‘:f: weeks but™
ncv:nhcle@s it will be atop. Big price mb_vém_éﬁﬁ u_s.il_élly takc place wnthnut too many pc(}ple
noticing. The typical stock will creep up a quarter of a point per day for several days until heavy
volume comes in as everyone jumps aboard the move and on that final day the stock goesupa
dollar or so and then tops out. Most people need instant gratification and frequently buy or sell at )
these heavy volume extremes and get trapped on the wrong side of the market. The better trades

are to buy the light volume declining days and to sell on the heavier volume rallies. _

Keep in mind when looking for volume signs that bull and bear market movements are parts of the
psychological process known as accumulation or distribution. The accumulation cycle is the
Bull Market and the distribution is the Bear Market. These accumulation/distribution periods often
last for months to years because it takes innumerable institutions that long to acquire their shares or )
to completely sell out after abull move is over. thn imkm ga thc chart you would want to look

o m—
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for the tell tale volume spikes to see whether accumulation or distribution is underway. When these
spikes are present there is a good trending market to actively trade. Much later in the cycle, the
volume spikes disappear, the stock goes flat for many weeks to months, and these periods are not
conducive to good trading opportunities.
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The above chart of Lotus shows the basic volume accumulation pattern of big spikes correlating
with breakout advances and then sideways corrections on lessening volume. Note the classic
“stair step” pattern of higher prices over months with continued heavy volume near each advance.
When volume reaches its lowest level the price advance again resumes. As long as these spikes
continue the basic accumulation process is at work and you do not have to worry about a major
break in the long term trend. Only after a long period of little volume activity, and then declining
prices on heavier volume, would one become concerned. Keep in mind that institutions who buy
stocks showing these positive volume correlations have no intention of day trading but are looking
out six months to a year or more and price levels at least 50% higher, or the trade wouldn’t make
sense to them. Unless the fundamentals charge dramatically, you can assume that you have at least
six months of clear sailing to buy dips on these patterns before the long term trend will change.

If you do see a pattern with heavy volume declines you may want to go back over the history of the

past year or two to see when the big volume buyers got in and at what price. This is not to say you
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will not see big volume declines in a bullish pattem -- you will, but you should not see consistently
heavy volume breakdowns that last more than six weeks on adaily chart. Remember our definition
of a Bear Trend includes breakdowns to price levels not seen in 90 days or more, so heavy volume
on lower levels more than three months from the top probably spell trouble.

Another fundamental rule of technical analysis is that “d |str1bulmn alway-; takes place after the

top.” What this means is that you don’t have to be concerned with guessing the hlgh price fora
move. Only after a good correction of 10 to 20% will the m.-‘.’wf bac k Dccilr on very heavy _'__"
volume. To the uninitiated this looks like positive volume correlating wnh arising market. If,
however, the top is in and the stock is making a series of lower tops and Inwer lows’ Eattem any
volume occurring even on up days is considered distribution or liquidation by the blg ms_.;ltutmnfi_
Institutions have very large positions in stocks and frequently a big fund might own 3 to S million
shares or more of an individual issue. These investors are in for the long haul and can only get in
and out of positions over many weeks to months. Once the break is big enough so that they believe
the upside is limited, they will patiently wait for the next rally to unload. This is called distribution
and is done after the final top is in. Bargain hunters and shorts usually buy the stock from the large
institutional sellers but these new traders have short term investment horizons and the stock will be

back on the market for sale within days to a few weeks.

The distribution phase is just like the bullish accumulation phase only backwards. Heavy volume _
breakdown spikes will be consistently seen over many months as the stock moves lower and
lower. You do not want to own these types of stocks until a period of several weeks has passed
since the last volume spike and the stock is now rising for at least three months without makinga ~
new low.

Inregard to the market averages, increasing volume often a{.compamcc advances and whenan _
average of say 5 trading days or so of w}lume starts to tleclmc the top is uﬁually in and a correction
.isdue. As long as the volume is increasing the advance may continue but ]mk_qu the change in _
volume to note the cyclical change taking place. Cyclical is the key word to remember about
volume since it is only on cycle turns that there is widespread participation and volume can change
hands. If you are looking for cycles, look to the active issues.

The declining phase likewise is measured by increasing volume and when that dries up the decline
‘isover. For years | kept an hourly ch art of the Dow J oneé Avérages and noted the volume for r:ach
hour under each closing hourly price. The vnlume almost always gavea clear cut indication of the
change coming the next hour as vulume dne.d lupto the. lﬂwest Ievel inafew daj,rs !'hls Ilght mlume
‘was obvious if noted hour by hour but often the last hour of the move would bea blg price decimﬂ
on light volume. The big price decline scared everyone from buying into the dlp ‘but the volume dry
up was the telling key to the big reversal to be seen by the next hour.
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Besides stock volume, option volume is even more important. Although this is a subject requiring
a book by itself and is covered in my Geometrybook, I will mention that volume in options is both
bullish and bearish depending on whether the volume on the option is reflected in the stock’s price
action. That is to say a large option trade such as a thousand options on IBM would be bullish if the
option price is up but the stock price is quiet. This usually signifies big leveraged money racing the
tape ahead of a big stock buyer asking around for stock, or it could be just illegal inside information
about a takeover or upcoming analyst recommendation. This is to be compared withIBM up a
dollar or so on an obvious bullish day with everyone participating, and the options are alsoup on
heavy volume. This usually means a top as people are buying both stock and options but someone
is selling the options to those people otherwise the option volume would not be seen. A light
volume option day with a heavy stock volume day would be more bullish. Also keep in mind the
fact that most arbitrage buy or sell programs in the market these days are preceded by big OEX or
index option volume. Most firms trade for their own account and when they get a big buy or sell
program the first thing they do is stock up on puts or calls, You will almost NEVER see market
movement when these firms buy or sell their options because they always race the tape and only
hours later show up with the program to execute. What you must do is constantly note large
option transactions and particularly note the time and price they trade so you can refer back to
those statistics later in the day or the next day when you see the big program hit. From that point on
you will know that the program will not end until at least a half hour AFTER you see those same
options being traded out with the same volume of contracts!

I would say that for most chart reading volume is strictly a secondary consideration. Prices are
much more important and cycles in the final analysis are what cause volume to come into the
market and begin and end moves. Volume is often the cyclic tip off to a change but the volume itself
is not that important.

Presently volume is more important than in the past since it frequently indicates the presence of
large institutional investors and this kind of sponsorship is what is needed to cause large price
movements. Long term investors particularly need institutional sponsorship to keep prices rising
and periodic volume spikes indicate that presence.

In the final analysis volume is needed to change direction and indicates cyclic tuming points, but
prices themselves are what make us money. We watch volume patterns to note the coming change
but trade off the price reversal buy or sell bar. At the end of the trading day it is the price we must
adjust our balance sheet to and not the daily volume.

One final important point: This point is too important to mention in a book as inexpensive as this,
but | know the vast majority of you are too lazy to follow up on it anyway. For the selected few,
here it is: the market always changes direction when the total capitalization of a stock tums over in_
proportionate increments. If a SO million share issue trades 50 million shares, the market will turn._
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In an active market this could take two months — in an inactive one, six or ¢ eight months. This is the

__key to success,

The chart above is the classic *“perfect” chart. It shows anew bull move just starting with an initial

impulse wave moving up ata near 90 degree angle accompanied with heavy volume. There are
several more such impulses over the next few weeks — all on good volume and at the end of each _

. e Y e T

pull back correction, the stairstep lows are all T'Ii(.‘.ﬂl_}’_l_llE!IE[. There is also the general appearance of
acircular arc in the making with rapid acceleration to the upside. This classic chart pattem should

be memorized. Whenever you see it you will make a lot of money being long on it.
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Strategy

Reading chart pattems is an art. It is a lot like chess. Millions of people play chess and millions of
people read charts but there are only a handful of grandmasters at each vocation. Anyone can
learn common chart patterns and anticipate when a trendline will break. But, it is only the
grandmaster who can think fourteen moves on the chart patter into the future. What separates the
professional from the novice is the ability to see the possible chart patterns forming /7 such and

_such an event unfolds. The breaking of the trendline is irrelevant. It is the possible regaining that
trendline, or the magnitude and time duration of the change in trend that is important. In this regard
professional strategy is what separates winners from losers.

The average investor has no idea what strategy is. He seems to think that you buy or sell what the
people on TV recommend, or what the analysts at big brokerage firms think are going to do well.
He does not even conceive of the idea that for every buyer of stock there is a seller. Only one will
be right on the trade. If everybody is making money, who is losing? It might be better to think in
terms of entering the ancient Roman Gladiator pit and knowing only one comes out alive. Trading
on a professional basis is like that. You must use strategy like an army general to trick the enemy
into making a mistake if you are to steal his money.

Up to this point [ have tried to train you in some basic good habits like determining the main trend
and then waiting for a counter trend movement to enter the trade. At least this way you will not
jump in emotionally without even thinking about what you plan to accomplish. What is really
required, however, is an entirely different frame of mind. To the Professional, and I mean that
term as it is defined — one who makes his living doing it, stocks or commodities, futures and
options, are but mere pieces of paper in a greater fool theory, game. That is, there is noreal value
to these pieces of paper- they are only valuable if someone is willing to pay more than you did to
buy them from you. It is a never ending source of amazement to me to witness the extreme confidence
the public has in their government and the capitalistic system of paper money. Anyway these
pieces of paper we buy and sell every day are only valuable for short periods of time, or I should
say their value is only perceived to be constant over short periods of time.
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The person who falls in love with the “investment story” will never make a success at

trading. You must be like a retailer who buys cheap and sells with a reasonable markup, but sells
often and changes inventory with the latest “fashion.” Getting stuck with old merchandise will
require a loss liquidation sale.

Stocks change in value every day based on emotional perceptions. There is no value per se. It is
the emotions of the masses that drives the supply demand equation. The professional chart reader
knows how to look at a chart and see emotions. Measured moves, arcs, trendlines, and a host of
other tools are used to constantly redefine that emotional perception to exploit trends by buying
fashionable merchandise and waiting for the store opening a few hours later or the next day when
the buyers will be emotionally anxious to buy. The idea here is to tum over the inventory frequently
with a small reasonable profit that will compound into significant sums over time. The grocer does
not buy a head of lettuce at $1 and expect to get $3 or $4 for it. He expects to mark it up 10 cents
and sell it as often as possible and in large volume. The delivery truck comes back every day.
Stock speculation is no different.

This being the case, you as the retailer and in business to make a living cannot afford to just buy
and sell every day and at every price level. You must have the patience to specialize in wholesale

buying and retail selling. Charts tell us what the market will bear. Steep angles show very popular

merchandise whose fashionability will not change overnight. A broken trendline shows a change in

ﬂﬁj;};r-iﬁghabidt_s_: Arcs show the culmination of a shopping spree.

e

measure the average width of the channel to see the average range between high and low fluctuations.

Being a humble grocer we have to frequently buy and sell at the most popular and frequent fluctuation

even if that seems a small reward. It is all the market will give us. We cannot afford to make a big
play and try to double our money over six months on sumethin—g not seen in the chart history at
present. That's an entirely different game than professional trading. We must buy dips from each
high at the average normal observed amounts, and immediately offer for sale this merchandise
on the rack at the normal markup fluctuation price. Trying to get more will mean fewer trades and
greater chance of loss.

If you trade options you will have a choice of buying a $1 call and selling it at $1.25 or
waiting and trying to get $3. Which is better? There is no questionthe better strategy is to get
the 25% markup and sell at $1.25! If you put odds on it you would find that the chance of
predicting the direction of the move (being right on the trend) might be 70-80 per cent. But,
what about the odds once the move starts? They dramatically change! Once the move starts
they start to decline so that when your option goes from $1 to $1.25 the odds of the NEXT 25
CENTS BEING UP might only be 50-50. These kinds of odds are gambling, not speculation!
Remember as professional speculators we want to set all the odds in our favor. We want to
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choose when to trade, what to trade, how much money to trade with, and what odds of
success we need. If we let the market dictate the odds we turn away from professionalism to
crude gambling. Returning to the option example, if we watch our call go from $1 to $1.50,
$2, $2.50, to $3, we would see the odds go from 80% down to less than 10% on finally
banking the money. This is the whole point of this book. You are supposed to bank profits
every night. If that takes lowering your sights and getting small gains, so be it, By the way
making 25 cents on a $1 call is 25 per cent and if that can be compounded with ten successful
trades the capital will increase nine times from $1 to over $9! ! ! And, this is with odds of
~70-80 per cent. Only a fool would ignore this to wait for the one m ten chancé to lncféase his |

v::apltaj to $3!

In setting the odds at which we will trade, we must consider time as well as price. We cannot get
caught trading a large inventory when the markets are inactive and quiet nor can we refuse to carry
a full shelf of inventory when the hordes of Christmas panic buyers surface. We trade the active
markets and use the charts to show us the active ones with big volume of sales and very steep
angles of ascent. We also cannot allow ourselves the emotional luxury of jumping into a trade every
day in the first half hour and not having any capital left for a good midday reversal or end of
day dramatic finish. We must constantly be alert for the wholesale truck making drop off
deliveries.

Almost all strategies encompass the deliberate undertaking of risk. Good trades almost always
occur when we think we will lose a little.on the entry point because we are taking a position against
the minor counter trend movement and we expect it to possibly go through us before rf:versmg
We buy into a dip near known support or sell at resistance levels. We dellberately take > 0N thisrisk

because we have clearly defined it ahead of time. We know when we enter the trade what the_

i s 1

extreme movement might be, and the normal time period for reversals. We are willing touse aone

or three dollar stop loss on our entry point and we expect to face nul: ;li-mrm_ﬁéﬁ‘lmnwdlately at
entry point. In interpreting our chart patterns, we have calcuiated ahead of time - the three or fnﬁr
_possible outcomes from any chart reversal and have plan ned acmrd mgly _If wedonothavea

clear entry point or it is too far away from our pre-dcf' ined nsk manag_ernent pdlm Eheﬁ'wé'dﬁ not
_make the trade. Remember it is our business, and we make the rules.

The most common mistake futures traders make is with stop loss points. The trailing stop should

only be used for the ¢ cnlﬂ pmnt or the immediate fifteen or so minutes after that entry. This is

because as professionals we buy into the countertrend decline and if we are wrong it will be
painful. After a few minutes in the trade we will know if we were right and will be making money or

we are wrong on our guess and must close out to try again later. If we are not making money on

the trade after a half hour, we should close it out or try to scratch. If the trade is in the money in the

first fifteen minutes, we always move the stop up to our entry price and try and get a “free ride” on
the trade. If we do this, the odds go to well above 90% in our favor of banking money on the
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transaction. To arbitrarily use a trailing stop for hours or even days is just plain stupid. Then

again most S&P Futures traders have sights set way too h1gh They u§ually expect to trade for
300 to 500 basis or $1500 to $2500 profit per contract so they are willing to nsk $500 ona
trailing stop of 100 basis. This seems logical but does not fit the facts. Most of the time the

- c—

daily fluctuations in the S&P’s will not reach 300-500 basis so the profit target isunreasonable.
What is reasonable though, is the 100 basis trailing stop which is hit daily and most of these _

traders consistently bank $500 losses every day. What should be done is to lower ones’
sights to scalping $500 profits with 100 basis targets and using timing stops of fifteen minutes_
in the trade or 30 to 50 basis trailing stops. Often by lowering ones’ expectations to smaller

average daily gains, the rate of successful hits rises from 50-50 to over 90% and the

compounding effect is mind boggling. _

Another rule that will eliminate 90% of all losses is to raise our stop immediately to ourcostor cost .

plus commission just as soon as we have a small profit or are in anon-losing trade for more than 15 .

‘minutes. Commissions on futures transactions are practically nil compared to average profit
expectations. To let a winning trade turn into a loser and get stopped out with a trailing loss stop
when we could have scratched or made money is perhaps the most grievous sin any trader can

make and has absolutely no reason to make.

Over the years, I have had the privilege of working with and knowing some of the worlds best
traders. What I observed most of the time was that the truly successful ones were “gimmicky™
traders. In other words they really treated the market as if it were a game and the only rules were
to lose as little as possible and to bank a profit every single dayno matter how small. In one
case | knew a very successful trader who made millions every year, but would be scared to death
to make the first trade every day and chose little ones that would only net $100 or so and to get
that in the bank as soon as possible. Only after that trade was successful would he become more

venturesome. ﬁ}nother trader watched the tape for hours on end observing basing areas where _

everyone knew a big breakout was coming. Aftera thl'ﬂ‘: to five hour trading range in the S&P’s
was broken out of, he would qmckly enter the trade and although it was obvious to everyone tt that
“an S&P breakout of that duration would ylc!d at Ieast a 200 basis move, he would jump in,buy _
and IITII'I'IB(]IEIE]}F offer his contracts f-::r nale, up nnly 30 bas:s hlgh::r This had the affect of allowing
h1m to have a success ratio of over 99% prcﬁlable trades. Although the profits were small, there_

were almost certain and it was like found money on the sidewalk to him. Inonly afew yearsheran

a few thousand to over 10 million with this technique. I am consistently reminded of this straftegy
almost every day when I see customers get stopped out for 100 basis losses because they insiston
getting 150 to 300 basis gains and just miss cashing in before getting stopped out for a loss.

Please note that this traders’ success was entirely due to strategy since his game plan was to

scalp a small profit when everyone else would not even remotely want todo that. Because the
market is not as predictable as most people believe, this strategy yielded 99% trades when the
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obvious big move only worked half the time and the losses and gains ended up in a break-
even with no real net profit in the bank for the masses that expected big things.

One of the reasons most people do not take the small trades that add up to real money is the
fear of commissions and “churning.” In truth this is what wholesaling is all about — rapid
turnover and small margins. Commissions are the same whether you bank a small profit
every day, or a large loss every several days, Preconceived attitudes about what is right or
fair will ruin you. Putting more money in the bank than you had the day before is the only
consideration.

Chart reading can very easily pick the winners for you. You must waifto execute and then take the
money, and patiently regroup for the next offensive. Remember we are using charts to point out the
emotionalism of the masses. That is our advantage as technicians. Not to use that advantage by
just “jumping in” is a waste of your intelligence. Once we see the major long term emotional
situation, we plot a strategy to go opposite the minor temporary emotionalism. Hence we “buy the
dips” or “‘sell the rallies” depending on whether we are bullish or bearish. Furthermore, once we
setour strategy as to exploiting the frend by buying or selling, we must now have a strategy to limir
losses if we are wrong, and we must have a strategy as fo when we take profits. All of this
requires thinking ahead of time. We are responsible for setting the odds of our play and we must be
constantly aware that these odds change all the time. Without a preconceived strategy we would
end up executing in an emotional fashion like all the other “also rans.”

When using strategy to enter a trade, do not forget the strategy to exit the trade after entry. Many
traders watch for a base breakout and jump in long knowing they will make 30-80 basis on the
trade. What usually happens is that jump in and then just watches and waits to see what develops.
[t might be a better strategy to place a sell order 30-80 basis above the entry point at the time of
entry, if indeed that was the strategy. Most people get caught up in the emotionalism of the trade
after the entry and often lose sight of why they really went in and for what profit objective. As a
result, they get trapped looking for more and end up with a loss, when the original strategy thought
out before the trade was entered was the correct one.

You must learn to think like a gambler. Gamblers think in terms of odds. With good technical
analysis of our chart patterns we can probably be right on the trend 70-80% of the time. But, this

is only one set of odds. There is also the probability of how far a move will carry. Bettingona $1
-advance is one thing, but betting on a $10 advance is something else. In each case, theinitial odds
for getting the trend right are perhaps 80%. But, the purpose of trading is to bank the profits.
_These odds rapidly decrease as the move gets underway. 80% initial odds may be 50-50 when the_
_stock isup $3 and only 10% when up $8. You should constantly be thinking what are the odds

of the next $1 move? If you find that your answer is 50-50 or less, you are a gambler,nota _
professional speculator. You must stop trading as soon as you find you are no longer speculating
_and you have let the game dictate the odds to you.

110



Intra Day Patterns

Most futures and options traders are day traders. That is they buy in the moming and sell by the
close. The vast majority do not carry positions overnight. As a result there is a rush to getinand
out in the first and last 15 to 20 minutes each day. This busy period is called the “opening bulge” or
the “closing bulge.” The normal pattern of day traders buying or selling with the trend of the market
usually sets the daily theme right from the start. Not only are futures and options professionals
better skilled at trading but in recent years there has been a tremendous amount of “front running”
large orders and entering trades with illegal inside information. Front running is the practice of
quickly entering orders ahead of large block transactions or in front of soon to be executed arbitrage
program orders. In recent years, the rise of behemoth mutual funds and pension funds who come
to market with orders for 200,000 to 500,000 shares of as many as 200 different issues at one
time, have given rise to massive amounts of front running, These huge institutional orders can take
several days to fill and are carefully executed secretly to maintain market order. Unfortunately, at
least 50 to 100 important traders and individuals are always tipped off ahead of time when these
programs are operating, since the knowledge of such orders is worth millions in the right hands and
the right hands always get the information. That is just how the system works. In any event we as
independent traders can easily spot such activity in our charts and trade along with the big inside
money. Remember that people who have near certain information, either illegal or just in the course
of executing large trades; these people do not waste valuable capital on these trades since they are
virtually guaranteed. They use lots of leverage like futures and options to get the greatest return in
the shortest time. As a result these trades show up in the morning bulge. Our job is to decipher

from the early momning patter if these knowledgable people are buyers or sellers so we can join
them.

The typical bull market pattern as mentioned previously is early strength (opening to 11 AM)
and late strength (3-4 PM). Bear patterns are the opposite. The actual intra day pattern fora
_bullish day would be an up opening that goes straight up for at least 20 minutes and sometimes
an hour. By 11 AM most bulls are committed and the pattern creates a consolidation trading

range with some several swings up an-::l downin a retracemcnt Zone ﬂﬂmﬂm—

e
B e
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These swings usually don’t take out the daily high nor approach the low. Usually : around 1:30 _
to 2:30 (EST) there is a “false breakdown™ plunge to a slightly lower low than seen so far
since 11 AM. After this false | hrcakdown the big rally of of the day ensues and goes stranght up

oy mrma e T e

into the c]nse and a new high for the day. Thc bearish days are nearly the same type of pattern

but opposite. A rough sketch of the daily “tick chart would look as follows:

4 .
Bullish Day Pattern

10:30-11 AM

S AN

Close 4 PM

1:30-2:30 PM

Opening Bearish Pattern

1:30-2:30 PM

Close 4 PM
/

il

10:30-11 AM

These above patterns are very typical. Even so there are to my estimate about 7 or 8 basic
permutations, but all usually follow the opening closing same direction, midday counter,
rule. The most obvious feature of these patterns gives rise to the important *“opening bulge”
_rule. This rule works 70-80% of the time and basically goes like this: The EXTREME HIGH
(}R LOW for the entire day is made in the first 20 minutes of trading. At first this does not
_seem to be worth much but if you stop to think about STRATEGY for the midday and end of

day, the rule gives two very good trades and perhaps a third. The opening trade is the trickiest.

__We will not know if it is a high or low for at least 20 minutes, so what do we do? Cautious
traders will do nothing or go with the obvious bullish/bearish daily trend. You could also

__guessusinga a timing stop of perhaps 15 minutes to make money on the guess or close it out
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and reverse. The more reliable information is after we see the 11 AM high or low. We now

_fknow which way the_gnmg__y trend is and how tﬁ"da}r w1H close. We also knnw now that

hWe may \ want ta shcrt the falqe breaknut attern_Et 911_ a bearish day that comes from | I 1:30to I
PM and stay short until the close.

e i i e,

It is the characteristics of these counter trend moves that accounts for why most S&P traders who
use a 100 basis trailing stop are always stopped out mid-day for a loss and lose their positions
when their early moming outlook was usually right. In the quiet mid-day lunch hours, it iseasy | fﬂr
the pit traders to run the stops and load up on these falsc: bolmm breakdnwnq at whlch pmnt wc
dq_qt_)l-.: up and gqlqnﬂg_fp_r_ _t_bgg]_git;_lJnfnﬂunatc doctors and lawyers seem to only trade S&P’s
with stops and badly at that. I can say from experience that if you are not making money day
trading, try NOT trading until at least 2 PM. The vast majority of people cannot because they are
so emotionally involved and must be in it in the first minutes. Often those trades are not the good

ones,

Reversals of trend days are more tricky. With our strong opening, strong close pattern for bull

B A -

_moves, we normally ex pect the market to open up or be up within the first 20 minutes the next day.

.. A———

Good ttvcrsals in tn:nd however, usually come by reversing the opening bulge aﬂer t'l.wntj,r yorso
‘minutes but first opening in the same dlrecuon as the 3-4 PM trend the day before. __l_n other words
if 3-4 was dnwn only adown opening that later went up v would reverse the trend. Anup: up opemng
following adown prior close almost never reverses a market. That is usually a specialist opening to_
attract short covering that will unload inventory from the night before, and once it is unloaded, the _
specialist goes short himself and then lowers his quotes for the rest of the day. In Bull trends, _
traders know instinctively to go long a strong 3-4 close and hold overnight to sell intoanup__
opening. This can usually reverse a market back down but the trader who sells out on the opening
‘bulge does not miss anything by doing so because even if the trend does not reverse, we know
there will be a counter trend dip mid-day to get back aboard for the end of da_y rally ‘Strategy is to
alwayq remember the 3- 4clos1ng the nightt beforf: and assume a continuation by 11 AM butto then

watch out for the reversal.

If a bullish day is going to turn into a weak close and a down next day, you usually have an

R

_abbreviated plunge by 1 PM and an lmmedlate t‘a"}' that isat anew dﬂll}' highby 2 PM. Thisis
usually a weak point of the da}r wnh t]1e fi firming up part not unnl 2 30 to3PMsoa 2 o clnck high

is 3590'3' signofa Wﬁakcr 3PM readm 1g and a “busted™ Iaﬁl hour revemng the lrend T

These intra-day patterns, although ideally suited for futures and options, are also very good
for stock trades. A declining issue will usually hit bottom by 11 AM and base and show good
strength by 2 PM. By 3, it is usually back up on the day, then has a strong close, and follows

e

=
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thru the next day. It pays to watch the 2 PM reading on stocks and compare it with the 1| AM

_reading to see if the rEade_s are stronger or weaker.

Keepini mrnd that the big money likes to trade with a sure thing, and will concentrate e buying_
or selling in the last hour so as to be as close to the closing trend underway as s_possible.

Lonq_ggentli most traderq start to make - big commitments by 3:10 PM for the final chn_Ei“
Additionally, the bi _&mutual funds and pension funds that are always fully invested long will
often hedge just after 3 PM if it looks like a weak close and a market decline coming. Many
funds sell S&P futures short against longs, or sell OEX options against the portfolio to hedge.
The selling of those highly leveraged futures and options in itself will often exacerbate the
downward trend and make the nervousness a self-fulfilling event. Day traders should therefore
keep an eye towards not only the trend at 3 PM but the action in the futures and options pit to
judge whether the leveraged players are making a bet against the existing trend. It does not

usually pay to go against those with big pockets.

One of the overriding !ceyq to intra day trading is the position of the “leveraged” money such as__

e s

_uptmns and futures. When trymg m analyze the intra day p:attem s. you shnuld knuw that these: ‘

Ieveraged playe]'s‘tyl_l ] gointhe same duﬂ:hon as thc gentral market. If you find a possible. dcwatmn ..
from the usual pattern as to opening and mld-day highs and Iowq , you should look to the option
premiums tos see if the calls are expanding in premium with arising market or the puts going up with
a falling market If you see the opposite happening, be prepared forareversal in trend. These days
wnh the Iargc lnstm:tmnal dnmmance of the market, almost all reversals will be fomcasted first with

the futures and options, and only then show up in the broader averages and stock prices.

Typical Intra Day Tick Chart Of The S & P Futures

466,98

Intra Day S&P Futures 12/03/93 Close At High

g0
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465.08 tst Big High @ 11:30 Falsc Breakout' @1:30 gy /J P I
Opening .
464.00- . ]
| Opening "Folse Breskdown™
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Step By Step

Putting it into practice

Some aspects of chart reading are skills and some are subjective interpretations. I honestly think,
however, that the vast majority of people are capable of successfully day trading if the principles in
this book are studied. Some are obviously more important than others. In an effort to summarize
the book [ will attempt to chronologically list the first and most important steps you should follow
when you first pick up a chart.

I- Look at the entire chart history and see the broad general trend, whether flat, or sloping
up or down. Imagine parallel trendlines if possible. If a very long term chart (5 or more years) is
available, see if accumulation (bull market) or distribution (bear market) is going on and what
strategy will be needed (buy dips or sell rallies).

2- Note the “big bar” impulses to make sure they follow your assumed trend direction. Note
volume to see if it confirms. Make sure the weekly and daily “stair steps” that define the bull or
bear patterns are evident in your assumed trend. Note the type of “‘personality” the chart has
(spike highs and lows, rounding bottoms, kamikaze, etc.).

3- Look for obvious symmetries and mirror image foldbacks. This could be considered the
first step but symmetries are often so subtle they only show up after a much closer examination.
This search for symmetries should include bowls and arc patterns developing.

4-Note the high and low ranges to see if the pattern is volatile enough to trade and where in that
range the current price is located. This also includes examining the average measured moves in the
history, and noting if big potential exists such as a breakout from a large base (length of base equal
to height of move).
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5- Check for time counts. Three and one quarter week cycles, Fibonacci hours, 30, 45, 60, 90,

etc., calendar and trading days from major highs and lows. This will wam us of impending cycle
tums.

6- Look for trendlines and timing anglessuchas 1 x 1,2x 1,4 x 1, etc. Are we breaking out
or breaking down? Momentum? Is the move just starting or finishing?

7- Wave counts and specific known patterns. Obvious patterns are more reliable for good
entry and exit points.

8- Find the most recent impulse wave and try to locate where you are in terms of wave
1,2,3,4,5. Note prior retracement percentages at each prior wave culmination.

9- Is the pattern obvious to everyone? How are the masses currently reacting to this chart
pattern, and what strategy will be employed to exploit their weakness in interpretation? Usually
the best trades are the typical “wave 4" mini crashes that look scary but always lead to spectacular
up legs. Learn to exploit the masses’ fears.

10- Decide on a strategy, chose entry and exit points. Calculate projections and alternatives.

11- Look at the last 5-10 reversals and see who “won.” Traders know to do the same thing over
and over until it does not work. What strategy -- buy dips, or sell rallies -- actually made the most
money over the last several swings? Trade with the winner’s strategy. The vast majority of
people want to plan for future trades. Very few will take the time to examine the past. It can be
very beneficial to review the last several days first, and see who did what based on what the
patterns looked like at that time, and find out why the losers lost.

12- Look for buy or sell signals that do not work. A pattern’s potential that is not exploited
tells you much more than the pattern that works. Pay attention to technical signals that have little
influence. This usually means a much more powerful underlying cycle is present than realized.
Remember that one of the basic tenants of cyclic forecasting is that in a bull move the up parts of
the cycle are exaggerated and the down parts are attenuated. In a bear move the down cycles
show the stronger influence. If you are following a 6.5 week cycle and suddenly find the lows are
lower than the last cyclic low, it probably indicates a bigger and longer lasting down cycle is
starting to manifest. You could now predict that the up phase would be weaker than the last
observation.
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S&P Futures Trading

Perhaps the most important market for using technical analysis and chart reading is the S&P
Futures market. Fundamentals mean nothing here since the average volatility is so great that by the
time the fundamentals are truly known most traders would go broke. Additionally this market is
driven by a great number of diverse players whose objectives may be opposite to the general
market’s direction or trend. Basket programs may buy stocks but sell futures making the S&P’s
appear to be going down when the stocks are clearly going up. At other times, ratio strategies may
require either the purchase or sale of futures, while taking the exact opposite position with twice as
many call or put options. In the final analysis it will usually be nearly impossible to leam the motives
of the S&P traders as to why they bought or sold and these motives may be completely irrelevant
to your particular objectives. The only thing that is important is the direction of the trend during the
time period you will be trading. Whether it reverses tomorrow or next week or whether it is part of
an elaborate hedging operation has no bearing on your decision to buy or sell -- only the price
direction.

For these reasons chart reading is the only means to consistently win in this market. Since arbitrage
programs are frequently active in this market, it does not pay to have a very long term perspective.
Huge moves can take place in only a few hours to aday or so and be completely gone within a day.
Because of this, strategy must emphasize trading and not positioning for a long term trade. Most
traders who are successful in this area average three to five trades per day, and on very active
days, may trade 15 to 20 times. As mentioned elsewhere in this book, you will probably do better
in this market if you lower you sights and scalp small trades than insist on getting the bigger moves
of 300 to 500 basis or more that at best only come once a week. Most winning strategies focus on
scalping 80 to 100 basis per day, but often that total may take three individual trades. Trailing stops
are only used for the first fifteen minutes when you are usually entering a counter trend movement
and donot know as yet how far it will travel. After fifteen minutes, however, you should be able to
tell if you are right or wrong on the trade. Either way it is usually time by then to scalp a profit or
scratch or eliminate a bad trade. Holding futures for hours and not making money is a good way to
lose money!
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You must constantly try to avoid reasoning why the futures are doing something. As mentioned
above, many arbitrageurs have differing motives than you and must execute orders to facilitate
various strategies, and this may only be a minor temporary influence.

Nevertheless you must trade with the size orders in the pit or you will end up losing. The successful
traders will therefore always follow rules and chart reading principles with a very rigid interpretation
of these rules. Thinking should be limited to entry and exit point strategies and possible chart
misinterpretations.

Since trades are frequent and small, elaborate sophistication is not needed to become a success at
scalping, but many of the principles in this book could make you spectacularly successful due to
the numerous opportunities to identify good trades when more traditional methods are confused as
to the actual trend. Basic principles should be our starting point. These are as follows: trend, arcs,
measured moves, bar counts, waves, and angles. These methods have been explained previously
but a quick review seems in order:

1) Trend
Higher bottoms, or lower tops and lower bottoms? What period do these trend bars encompass?
Is there a possible reversal bar signal due or just seen?

2) Arcs
Can we draw an arc to determine support and resistance? At least we can draw a circle
around a significant low to high or high to low to get possible measured moves and radius and
diameter lengths for future movements. What shape do our arcs describe? Are they just
starting or maxing out? Is there an arc intersecting with an angle or support or resistance
point? Where do the tops and bottoms of our circles create support and resistance?

3) Measured Moves

In conjunction with our arc analysis we can use a compass or ruler to “measure’ normal
fluctuations over the period relevant to our trading. That is if we are trading on a five minute
chart, we leam the most likely 5 minute reversal patterns, but at the same time we must at least
examine an hourly chart of three weeks or so to get a feel for the maximum extremes we are
likely to see at some point. Remember our basic scalp should be confined to the run phase of
the accumulation, distribution pattern and even on a minute scale such as five minutes, these
measured moves are the run phases and once they are done we will end up in a support or
resistance area and we do not trade in those areas!

4) Bar Counts
Numerology is extremely important. Although I cannot even begin to scratch the surface of
such a subject in a simple book such as this, I will tell you that numbers themselves are alive
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and live in another dimension distinct and apart from us whether or not you know it! They
have the power to reverse markets. You must keep number counts from every important high
and low! At a minimum, keep track of Fibonacci numbers and square outs where major highs
and lows are equal in time counts to their price levels. Because human beings on a subconscious
basis convert numbersinto circular measure, all highs and lows in history will be proportionally
related. If you believe an important turn may be at hand, you should be able to confirm it with
number counts and proportions of previous highs and lows.

Waves

At the end of all big moves watch for wave formation and patterns. A, B, C patterns are easy
transitions to large move resumptions and usually appear at the end of normal measured
moves. Measured moves with clear five wave segments bear close watching. Three’s, five's,
and eight’s are also important wave pattern segments. Remember the purpose of the wave
count is to project prices for the move and our strategy should be ready for amajor change in
trend if such a probable projection pattern shows up.

Angles

If we are trading a move that is some distance from its origin, we would want to watch angles
closely for change in momentum and time cycle intersections. After an initial impulse wave,
we can usually rely on a secondary impulse from the 45 degree angle or from an angle rising
from the “zero” point. Measured moves should be apparent at these points of support or
resistance also. Remember to adjust the axis of your primary angle to the major thrust vector
of the movement. This is a very important point when trading on intra-day charts! Forty-five
and ninety degree angles out from these adjusted axes are deadly.

The following charts will demonstrate the analytical process for trading. We start with the hourly

mm“”ihrl
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The first thing we note on this hourly chart is the trend, and that appears to be down. A major
break occurred some nine days back but the price structure still has not regained the breakdown
level. The top of the recent rallies at the end of legs “A™ and “B"™ were near 38.2 percent -- a
normal bearish retracement, and even if a 50% retracement goes to a slight new high above “C” it
will just hit the massive resistance line labeled “crash resistance” and it will also be near the 90
degree maximum resistance rally line drawn up from the first low. The obvious A, B, C, corrective
pattern is evident so we can possibly expect another big downleg once C is officially completed.
As of the last bar in this chart a signal bar reversal sell signal was given 4 bars back and the current
price is resting at that failure level. Strategy is to think bearish and short, but be aware that if the 50
% retracement level can be regained, then the A, B, C pattern could actually be a double bottom
and a new all time high could result. Hence we want to short a weak market but not arising one.
If we do short a failure we can use the current high as the stop out point and project lower prices
below anything shown on the chart because that is what an A, B, C failure implies. Usually, it
occurs at the midpoint of the bigger move, so as much as the all time high was above the A leg
starting point that distance will be measured down from the C ending point.

=
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This next chart is a tick chart (every tick printed) of the S&P futures the next day. We come into
the day looking for weakness to short or a rally that penetrates the 50% retracement level @476
to change to a bullish bias. We now remember the mostimportant aspect of all of day trading -- the
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opening bulge rule. To repeat, this rule states that the extreme high or low for the entire trading
day will be seen in the first 20 minutes of trading (with 70-80% probability). Once we can get a
legitimate trend (zigzag pattern) we can trust the bulge. By 10 AM, it appears to be a top and we
go short, or we have guessed and shorted at the 50% retracement approach looking to cover if a
higher high is made after the opening bulge rule period. We can immediately see several powerful
impulse waves to the downside even on this very short term chart. Those are the “plumb line”
drops that break to each new low, This indicates serious selling. Indeed in the first full hour of
trading we do not even see one full fifteen minute rally! If we are scalping, we cover each 80 basis
and look for a 40 basis rally back to re-short. If we are very bearish and are looking for a full day
to three day swing trade we will not think about taking our first profit until we get towards the low
point where the first signal reversal bar buy signal was generated on the hourly chart (see 1st chart
start of A). This level is near 469-470. Keep in mind that we must take our profits at each
potential reversal point and not wait to see if the market will turn. Most of the time this kind
of exit will give us the maximum profit before we see the reversal buy signal bar. That buy signal bar
is usually used to go long but taking profits where we expect low probability of further progress is
our discipline. Remember we are constantly thinking — is this trade for the next 50 basisa 50-50
trade or an 80% probability. We close out immediately when we geta 50-50 trade. Also remember
we can always re-enter the trade if it keeps going and we will always consider having a sell stop at
the low of the day anytime we exit a short trade guessing about a reversal in trend.

As we enter the mid-day period we are thinking about the normal intra-day patterns for adown
day which this appears to be. In these situations we expect a rally phase anywhere from | to 2:30
PM Eastern Time so we are thinking about a strategy to exit our short and where to re-short. We
know we want to be short by the close and possibly have a big break again from 3-4 PM. Our
chart, however, is not rallying and is declining in a wedge and if whose flat bottom breaks, we will
see a big drop back to the lows. We also have some data now to calculate the possible low. The
major high seems to be clearly in with the opening bu lge at @ 475.25. We now calculate our
expected Gann square of nine chart support levels by subtracting root increments from this level.
The square root of 475.25 is 21.80 so we can subtract one eighth or .125 to get 21.675 and
square to get 469.80 as a target. A stronger level would be the Fibonacci increment of. 1459
(1.618 rose to the negative 4th power) or 21.80 minus . 1459 equals 21.654, and that squared is
468.90. If these are broken, the major .236 level and the quarter (.25) would give us 465 even
and 464.40. One of these should do for the current day’s operation. Especially, keep in mind the
next larger frame of reference. The final high was reached some two weeks prior at a level of
483.10 and the major .25,.382, and .50 ratios equal 472.15, 466.45, and 461 .40. Any expected
major reversal will most likely combine common harmonics of each of these swings. Our next
chart shows the outcome.
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This chart shows the waterfall culmination of the day's deterioration. After such a big climax we
cannot rely too heavily on the normal day pattern of a small rally and then another big break into
the close. It is more likely to see a “whippy’” tug of war between the super bears and the bargain
hunters with several whipsaws. Strategy now must be to only trade rally spikes since a big break
always leaves a “lingering memory™ and the market will be quick to plunge on any future sign of
weakness.

The arc drawn here is drawn after the fact using the actual low for the center point. This is merely
to confirm that the arc influence is indeed dead for the rest of the day. If the arc had not gone
maximum vertical down, we would expect another waterfall decline before day's end. Because it
is over, we can now expect a normal retracement rally of one third to one half the distance back
but most likely a one-sixteenth root up from the low, or 468.20 square root equals 21.636 plus
one sixteenth or .0625 equals 21.70 squared, equals 470.90 for the expected top. Note this is
almost exactly where the rally went. We would now swing some support arcs up from the low to
watch for when the rally starts to fail again. The next chart shows the support arc and the markets
extremely weak reaction to that support arc.
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In this chart I have used a slight variation of the arc radius, measuring from the “obvious”
mid-point and the last important high prior to the waterfall. This complete circle will now
describe all the behavior from the final high to the final low, even if that low has not been
seen yet. If it has not, it will occur as the rising arc near 4 o’clock reaches up to the maximum
3 o’clock. We now see a pattern almost identical to our first one on the hourly chart which
was labeled A, B, C. Our strategy is to short the next sizable break back under the arc that the
current price is climbing. Since this appears to be an A, B, C leg again we expect prices to
fall to yet new lows again before we will look to take profits. Keep in mind, however, that
this will be the third such breakdown and we are pressing our luck to expect the market to
drop forever. Any double bottom or slightly lower or higher low from this point on could be
a good stop and reverse long point for a more significant rally both in price and time duration.
We also are reminded of the bigger picture that projects a possible final low near 466.45
(483.10 -.382 sq. rt.). Our plunges so far have been ugly, but, until that (466.45) number is
decisively broken, we are still just in a minor correction in a long term bull move, Things
could radically change, but for now we will take what the market and our arcs give us,
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The next day, we see another opening bulge high and waterfall pattern. Clearly the market is
beginning to act bearish but on a daily basis oversold. Note we hit a new low for the move but
regained the old. This is a potential major buy signal crossing 466.45 and we would take it. The
vast majority of big reversals go to a new low under a recent one and then reverse after the stops
have been cleaned out. The chart below is the result of the projection above,

-
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The next day, we see a typical bullish day and a very strong bullish pattern. This is a classic
bullish chart and it is so basic and simple you would think no one would lose money trading
that day. The problem of course is our emotionalism and rationality. We think too much most
of the time and need “reasons” why something has to occur. The prior three days’ action was
extremely bearish so now the entire trading community is aggressively short and wants to
stay short. Because of this we see a classic very bullish pattern with no pullbacks and yet
everyone in this kind of environment refuses to objectively look at the pattern to see the
technical strength caused by all the shorts choking to death. It may only last a day or so, but as
chart technicians we do not care. We are only in this for the money! If the trend is up we
should note it.
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Also note the obvious “measured moves” of each impulse up move. As traders we would measure
these movements each day and enter or exit trades when these normal extremes are reached.
Keep in mind we do this daily to fit that particular day, but we have also previously noted the
average fluctuation ranges for the past three weeks on the hourly and daily charts also so we are
prepared for any surprising extremes. T have often had conversations with traders who use three or
five minute moving average crossover lines to trade S&P's. What typically happens is several days
to weeks of great success and then a big wipeout when the extreme hits. You must know the
extremes seen over the past few months and be cautious about becoming trapped in a mechanical
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system based on a very short term moving average which is only working off data from the
last couple of hours.

This next chart is just a beautiful example of a circular arc and how profitable a knowledge
of them can be when intra day trading. This arc is simply drawn from the opening high to the
mid-day low and swung up. This information would certainly have provided you with at
least two good trades of significance with very close stops and little risk.
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This next chart is the same tick chart but with our axis orientation technique and various angles.
Remember the major axis thrusts on any chart are very significant for determining the true trend.
We can take any major up or down move and draw a straight line from the high to the low to get
the true axis orientation and then we apply or timing angles. The most basic angles would be the
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45 and 90 degree major resistance lines. After that, youcouldadd2x 1,4x 1,or8 x I and
even 30 and 60 degrees, but most of the time a few basic ones are all we need.

I am sure much of this is new to many of you and you can easily become fascinated with the
aspect of exactly predicting each high and low. After having done that myself for some 23
years now and often getting the exact high or low within five minutes and 20 basis in price, |
can tell you it is not worth the time to be so precise. As traders we are only interested in
making the easy money and avoiding risk. Getting the exact high and low can be done but
violates the basic principle of taking on more risk. The odds of success get smaller the more
precise we get. In the final analysis, a few simple arcs, angles, time counts, and support and
resistance numbers will make all of you rich if you do not get too emotionally involved.

rl"
%9 .45 . L
l Hote Crossing
45 Degree Ofise af angles For
to Axis Orlentation Time And Price
Defines Resistance Target
467 .58 y
N,
' |
~ 1
fods
S&P Intra Day Grientation
%3584 Tick Chart Une ' 90 Degree Offset | -
With Angles L To Axds Line— When
i. This Breaks Uptrend Is
Clearty Owerl

127



Trading Stocks

Stock trading analysis is not much different from intra-day S&P Futures trading, but since the
average time horizon for trading stocks can be 3 days to 6 weeks or even six months in the case of
mutual funds, time analysis is weighed more heavily than just simple buy or sell technical signals.
That is to say, a daily reversal bar signal may not always be taken, depending on the long term _
outlook for the issue. The complete bull cycle often lasts 3 to 5 years and within the waves makmg
up that cyclc the counter trends occur every 9- 10 months on average, and they last 90 days or so

before the main trend again resumes. Our first consideration is therefore to see where the major
high or low for the past twelve months has occurred and determine whether it is indeed a high or

low. Dnr'e thalhai been delcnnined itisa qimple process to buy l.l'ipS or sell rallies for3 1/d4 or 6

['have chosen UAL as the example for this study since it is a good trading stock. Often the higher
priced stocks attract many day traders due to the frequent dollar fluctuations and these movers _
usually respect the common principles of trendlines, support and resistance numbers, and time_

cycles. In the following discussion, please follow the explanations by referring to the chart. It
seems like a simple exercise and you may be tempted to skip it, but I urge you to follow along to
see the reasoning behind the strategy.

The chart on the next page is a daily chart from 1991 to 1992. For demonstration purposes we
have to start somewhere so we will just assume we want to start trading near the high in April. This
1s an obvious choice because the high price is $161.50. A little numerology and decimal point
moving should quickly point out that this is the golden ratio of 1.618 or 161.80 -- a good place to
find an end to a movement! Reviewing the “information box™ in the upper left hand comer of the
graph, we see that last year's low was approximately $84, so $160+ is a double and a good place
to see a high. The actual high was due about a week before the reference point # | because that
was the period that was exactly 3.25 weeks up from the last low and a signal reversal bar sell
signal had just been given three days before the final high. But, after seeing the $161.50 false
breakout price and then another reversal signal sell bar, we must now sell out and go short using
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that high as our stop out point. Our minimum expectation now would be a typical 3.25 week down
cycle from the high. These typical cycles of 3.25 and 6.5 weeks or about 22.5 and 45 days are the

_most frequent trading cycles and the larger 6.5 week component is drawn on the chart starting with
_the high and represented as “waves” with the low being the beginning and end of each cycle. Our

~_minimum price targets are the square root decrements of our high of $161.50 or .50=$149,
618=$146, .75=5143, and 1=$137.

We also believe the seasonal tendency for this stock is for highs and lows in April and October
since we are 3.5 years from the October 19, 1987, crash low and 18 months from the infamous
UAL collapse in October 1989 which led to a 200 point Dow Jones decline. Consequently, we _
are now short with a stop at $161.50 and we see 5 days later a rally back attempt that fails exacl[i__

mr— —— o — it

_atthelow of the h}g_l_l signal reversal bar, validating that as a good signal. Six da}'s later we : again

seea Igs_t attempt to rally past the low of the high bar aﬂd that failure results in a swift $10 plunge
for the week. We are now looking to the following week for a possible low since it will be 3.25
weeks from the top. Reference point #2 shows that low with a nice clean signal reversal buy bar

that also coincides with a. dmlble bottom support area from eig elghl weeks earlier. We can now cover

“and go long using this 1 new | low as our stop but will alwa}ft use atrailing ris rﬂlng s_top alonga 45
degme *mgLIe coming up frnm any Iow we bl_.ly That 45 degrec an _gle def ines 1he basic uptrend au-d

astrong trend
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but we expect resistance as we approach the low ranges for the week of the final top. Remember

that on a weekly and monthly chart we now have a signal reversal bar too, and arally back to the

lows of those bars will most likely result in a failure and confirm another sell signal. At point #3 we
hit resistance and generate a signal reversal sell bar two weeks into the trend. At the 3.25 week
time mark we see one final spike up failure and another swift decline sets in. We are now short
from the signal reversal price zone of @ $156. Coming down off of that we break the price low

_from point #2 and now we have a long term scll val |datmn nf lnwcr highs and lower lows ﬂprcacl
over fwo nmnths Itcould yet be an A, B, C correction, bul any rally_that now fails and makes yet

another low u.;_mﬂd confirm a long term top and adown It!‘l?:’l'ld for at least six mnnths __dm_":_mun From

the April highs. At point t#4 we cover because it’s 3.25 weeks from the last| hjgh and we geta mgnal

_reversal bar coming after four days of holding the same price level of support. We coverandgo

long @ $138. Please note the four day low at this price hesitated because it was | 382

numerologically and that fit in with the top at 1 .618. At point #5 we form a 3-4 day top at the exact _
30% retracement of thf: last swing down from$158to$136 or@ $1 4’? and we break down. The

_next high at point #5 is only 1 5/8 weeks from the low, or 1/2 of the 3.25 week cycle. This usually
_happens at the midpoint of a 6.5 week cycle down so we can expect the original sell from point { #3
to lasta full 6.5 weeks before we will see another rally. This low comes in as scheduled at point #6.
Point #6 is also a double bottom that stops at the high of buy signal #4 mnﬁrmmg itasa good up

e e

trend and there is also trendline breakout f_rpm the past two week decline, sowe must golong

_againwithastopat _
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this recent low. The rally is short lived, however, because at point #7 we hit the low of the _
point #5 reversal sell bar and we go down. There i is now a one week tug of war between !he

bulls and bears from #7 tn #R because the inf: sit #7 dnes nut Exct:td the low of the sell from
#5 and the low after #7 does not breal-: under the: high of the Izru;,r s:gnal heir_é_t_f}a;n_t' flff.f ‘ Point _
#3 resolves this for the bears and we rf:tum qlmrt once the high of point #6 is hruken
invalidating that signal and indicating a new Iow Fur the move just ahead. This is thc gap
down and the penetration of the Eﬂ{}day moving average wh:ch also vahdates the long term
sr:ll signal we saw at point #3 bas*ed on the weekly and m-:rnthl:,f revcﬁal <:f:|| harq Point #9
1s a feeble attempt to close the dc:-wn gap and regain #6 but another sell is gener erated and we
slide into the low just before point #10. We are looking for a major low here since it is ’1 .
cycles of a full 6.5 weeks from the all time high at point 1 or 19.5 weeks. A feeble ra!_ly_
ensues that reverses 3 days later and we erode into the low at point #11. Point #11 generates
the best looking rally so far for it regains the last top at #10 but cannot regain the 2nd one

_back at #9 -- which is typical bear market stair steps. Two and a half weeks of sideways
trading results in a sell signal whu:h cleclmee to point #13 and rests on the high of the point
#11 buy signal. Lm’ng before this moment, however, we should have been able to solve the
puzzle and know with almost absolute certainty the day and price of the final low and the
start of the new bull leg up. This is point #14. How do we know that the low on that date, at_
that particular price, is it? There are innumerable clues.

131



31580000 @K

(-_U’L‘L':Q&?'_“J_*LL_T“_WEEL&_H [ 23,7 pangs 20 7 eosn _avs v 223,700
- 5_'{1_ !

WL ALGUASATIRE  ChiCaB0. Mo s wn | saiere Batl

. - Pl i e HI | o 16: - AL e, TR
o, D CTPE T P Ll FES AERL NWS, WOV IHWD AIR RS- - BN T -] 5 e T
FOREai om0 (30 AWRPORES ORI | camenas s1sa sowme  B0SE ) ma 4 | errima "-'B':‘ "m .
N3N e DD G AR O PR A CORL L ST e gl @ pmify Bl g Fy o LTEY TRLe mﬂ: 0. H. . :;:
— viemy s G A fgy T -T— L LN N

| Mg Fom gis miL, y e Pt omam e -

SiONE)  ERICL i chpue miL S8 TC x5 {H_,_l SHOAT |MT_ 1.5 Davge 147
e % -2.%0 5 BN wi e baie Hid wa | T M R - W pr——
B ME REMMNNLLD M RE| B R S S o i o ol Il
ﬁ aE'Sé m .‘?.‘.E Mean Alriiags mESa 80 ™ | i g i e wd on
g? b Tl fa [Mirtran Corp AfCC W8 BT JI- —= == —

173

% 3% &8 s m:-ic”_,..--::kmy\ﬁ e o o
— _.__'\_'_.—.'_...'-_..'5‘:'
s w_aekcycresl-q;{:

Apamiid ! r~. G 1T

o R T TS . M e
= R L - L I S

* vOLUEE

T LI
il e 000
!

First the top was 161.5 and the low day indicated at #14 was 162 trading barslater for a major
Gann square based on the high. Next the price of the low was | 16.5and if we use n l_]_;_l_ltf_ﬂlbg y
here we see that 116.5 is a transposition of the digits in 161 5! You may not want to believe in this
but | have seen it too many times not to take notice. Also note the top of 161.5 divided by the
Fibonacci ratio 1.382 equals 116.85 for the low. Also note 161.5 minus 45 equals 116.5. Also
note that on the Gann Square of Nine chart a high of 162 would have 115 as the low, one full cycle
around the chart. The date of the low is near a natural square (25) in months from the October
1989 low, and it is 8 Fibonacci months from the top. It is also 5 Fibonacci cycles of 6.5 weeks
exactly from high to low. Additionally I would note that the price on the low day finally closed a
gap left open from January when the last leg up began. There are many other reasons for the final

low and date to coincide but you get the point.

On the next exhibit we look at the same decline but from the perspective of angles and arcs. You

E:En_jnsléntly see why all the highs and lows came out where and when they did on this chart! Every
_time an angle was hit, we gota rally until the angle intersected the arc. These zero price angles will
_make you rich many times over if you just look for them! If you spend some time looking at this
_chart and studying the exact furms: at each and every angle, you will finally grasp the realization that _

news tems and camings have absolutely nothing to do with investing! Al human behavioris emotional __
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and cyclic inorigin. What this chart really shows is the hopelessness of the human condition for the
masses. They are constantly deluded into thinking some news item or event is causing the stock
fluctuation. One look at this chart will tell you that is impossible. All I have done here is lift you
above the crowd, for perhaps a more divine perspective.

[ could have also shown a nice chart with the angles from the top of one point per week, per
month, etc., and it would give the same results. This one shows them a little more elegantly.

All of these methodologies work together and you should try several to find strong correlations
before you invest your money, At the end and beginning of all great cycles, all numbers and time

periods come together. Only a geometric and cyclic approach will identify them for you. Vow

today to throw away your newspapers and stock brokerage reports. You only need charts!



Advanced Techniques

Basic principles can be elaborated upon to acquire an infinite amount of time and price data with
which to make forecasts. The natural forces operating in the speculative markets through the
mechanism of human emotions can be defined with very good precision. Just as with mathematics,
we can apply principles and axioms to develop theories and hypotheses that will shed light on
possible outcomes to our stock market riddle. Starting with the basics of trend and impulse direction,
we then use measured move vectors to get rough approximations for eventual exhaustion and
price targets. Circular arcs more closely define our measured move limits and expansion of other
geometric shapes like circles, squares and triangles will give us the rest. In this section we will
examine some of the basic expansion techniques to define and identify points for forecasting long
wave sequences.

Our basic premise of the natural cyclic movement of human emotions through the markets is
analogous to the tides at the beach. In an advancing market (Bull) each thrust or impulse wave
penetrates to higher and higher levels just like waves at the beach. Our higher bottoms’ definition
describes the low point of each wave swell prior to the next surge. Once the high tide is reached,
the waves diminish or recede (Bear) but still ebb and flow in a cyclic fashion and our lower highs
and lower lows’ pattern describes this movement also. What we need as an additional model is
something that will project the size and amplitude of the possible tide thrusts and ebbs without
having measured all the moves or having a table of high tides. There are a number of ways todo
this but the most natural way, and the logical corollary to our geometric analysis of time and price,
1s to expand our geometric structures by known natural laws of physics.

There are basically two types of cycles operating in the markets and these are usually referred to
as static and dynamic. Static cycles are just fixed length cycles that repeat over and over such as
every 100 hours, or every 30 days. Dynamic cycles are growth cycles where each cyclic return is
elongated in time. The most well known dynamic series is the Fibonacci series of each number
added to its neighbor to get a sequence like I, 2,3,5,8, 13,21, 34, 55, 89, etc. Another would
be the natural square series of 4,9, 16, 25, 36, 49, 64, 8 |, etc. When working in geometry we find
another dynamic expansion cycle which equates to the roots of the geometric object. Square roots
have been mentioned as the basis of the Gann Square of Nine Chart, but most common expansions..

o —— —
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used in the marketcan be limited to the square root of 2, 3, and 5. These are the mostimportant. _ ..
The rest work, but a knowledge of these is essential.

The best and easiest way to use these cycles is to actually construct the geometric structure they
arise from over your chart. That way you will see all the key support and resistance numbers as

S L L

well as the trendlines and angles that point to culminations. The other way is to simply take the

natural ratios such as |.414 (square root of 2), 173 (3), and 2.236 (5), and multiply these ratios__
by the initial impulse statistics such as the time from low to high and price increment from low to _
high. The following basic diagram shows my approach:
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The abave chart shows an initial impulse wave that is “boxed in” by drawing a square around the _
low and first high. That first box is our primary expansion seed. Knowing the Pythagorean Theorem
states that in a right triangle the diagonal squared is equal to the sum of the squared sides, we __
therefore know that the diagonal of this first square of *'1” unit sides will be the square root of 2, _
IFwe now swing the diagonal down to the horizontal and elongate the base of our rectangle to this
Jength of the square root of 2 but keeping the height constant at 1, we can now see that the next
diagonal of this box is the square root of three, or I squared plus square oot of 2 squared (2)is__
equal to 3 so the diagonal must be the square root of three. We then continue this process by _
swinging down each arc in sequence, and going back up to the top and swinging down the next,
Eacharc will now define the squares of whole numbers. Numerology can be applied to the number _

of the arc swing to see if one is more important than the other. In this drawing I have emphasized
the rootof 3 since that is a Fibonacci number and the basis of the golden ratio. Swinging that
complete arc of the root of 5 up, we see it describes the Pprice pattern resistance and where the arc

L S — g e WG

B
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tops horizontally, it defines the eventual projected top for the move! There are many. other subtleties

in this technique but I cannot show you everything. Experiment! Keep in mind that circles drawn
around high and lows can also be expanded by increasing the radius and diameter.

equally diwdes time and | price, it stands toreason that 11' a ummg 'mglc is placcd at a majnr hl gh or
low and extended, we should be able to see ALL turns | that are harmonically related to that origin _
price and time. In lhuq chart I have drawn an angle upwards and put “dots” on thc an_glc Ime where
harmonics (frat.,tlons) t_}f the low price intersect that particular price on the graph. For example the
low was 23 5/8 so 1.25 times that price is 29.53 and at that price we place a dot. The other
expansions are noted along the timing line. The important thing to note is lhat at the: point of
intersection nf thc timing angle and a strong price harmonic (50%, 100%, . 8’2 618, etc.) we see

acyclic turn in direction of the price and that area also defines future support or resistance levels. _

Pieasc note the little “an ows” going both to the rlght and down to point out this time cycle turns
and the price level areas. Obviously this technique can be expanded toinclude other angles. This
techmq__e is one of the cnnl:,r ones that wnll work on a chart that is “flat” or having few fluctuations,
_or not cnﬂugh data to draw arcs or other trendimea TIn those cases this is quite handy.
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strates the fact that circular arcs drawn from every major swin

wil jor hi low resistance price areas to

watch for when the stock reaches that

price lev te. Here we swing an arc from the low to the previous high to find out just

how high our target will be if that first top is ever exceeded. In this case the final high actually

“overshot” the arc target (which is rare) but came close enough to warn us of an impending drop.

R

But, note that the 45 degree t ming line from the low intersected the arc target price level almost at
the exact high, That would give us added confirmation that the major time cycle had run outand we

i e

would look for lower prices as 500n as we saw good technical sell signal to confirm the projection.

Not shown, but just as important (especially i Bear Markets), is the case of drawing an arc from

the high down through the prior low to give us the next breakdown bottoming target. On this chart __
you would draw it from the high at 79 3/8 in September down through the low in June near633/4

and down under that final high. That approximate level would be 58 3/ 4 for the correction low.

Please practice this technique with your charts as it is very simple andalways works!___

Our next exhibit requires a little more thinking and logical reasoning about the implications of
circular arcs. Since we know that arcs drawn from major swings will exhibit price reversals attheir__

ends, we can theorize that once we determine the radius of an arc (horizontal measurement), we____
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will be able to section off that radius into fractions and proportions, and see many minor but
valuable trend changes prior to the big change at the arc’s termination point. In the drawing below,
I have swung an obvious arc from the first major high to the previous low and then a;roupd andup

to the right. (This is the same as the bear technique just explained but not shown ) What we want
to measure is the dlstancc from the hngh tothe3 o clcnck point where the arc goes maximum ____

These a are common »n harmonics but y you could use nthcrs Please note the pnce actmn dlrectl E_.

below :ach of these segments. This technique could give you numerous trades dependingonthe

length of the arc. This technique is particularly deadly on mu‘a-day hl:]llﬂ}’ clmrts' Please understand

— e 1 e A, T o P M e - —

that this chart is completely shows the final results for you to compare, but the beauty of the_ .
_p}]eﬂlocl is that you can identify all the future turns while you are still at the first top point and have

no knowledge of any future price possibilities. The implications of this idea are staggering an_d_l
cannot afford to say more, but you could experiment!
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The next chart is the foundation of all analysis. I will keep it simple so you will just see the basics
and not become confused with the elaborate details that are spawned from this structure. Basically,
we swing two arcs, one from A to B, and one from B to A. We connect lines between Aand Band
between C and D. We now have four primary fundamental chords from this pattern. These are _
lengths A-B, A to mid-point B, C to D, and C to mid-point D. Note that these arise from a major
swing AB. What we have are the theoretically perfect measured moves for this particular
stock! We need only one swing observation to get them all. Note that segment length C to D is
exactly equal to the distance A to point 2. This was known before that length was ever seen!
Measure it to prove it to yourself. Also note the up impulse just before number | and culminating _
at 1. That length is mid-point A-B. Much more could be said, but this is a very advanced technique

and reserved for special students. __
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The above techniques are only a few of the ones I find useful, but they should give you enough
ideas to follow up this analysis and find more uses of your own. In the final analysis, chart reading
is a science, but this science pays good wages!
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Appendix A Examples

The chart at the right is the
basic pattern of an uptrend.
Note the “‘big bar” impulse
thrusts showing emotional
buying. After each impulse the
ensuing correction drifts
sideways to end at a higher
bottom just before the next
impulse. Volatility increases as
the size of the trading bars
increase and the stock moves
up in price. Trendline angles
connecting the lows increase in
steepness and start to form a
circular arc.

If you have a computer, you
can use three or five day
moving averages of the LOW
to get a quick feel for the trend.
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These averages of the
lows can point out trends
more objectively without
as much confusion.

This chart of Alcoa
follows a three year
sideways pattern. Note
the two big impulse
thrusts that gave early
warning before any
discernible  trend
developed. After the last
bottom, see how a tight
“creeping™ pattern
developed showing
nervousness, but this
held a very angular
parallel channel. This
type of pattern will
usually double or triple
the base price within a
}'Eﬂl’ﬂl‘ﬁﬂ'.
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This example is the (m SNUQ - Sxvg fron 01¢11/8D te 031884 —_—
classic Bull Trend.

Although very advanced
in terms of the number of
stair steps, it is still bullish
until at least one step is
broken. Even then we
would know that, “You
can break one step back
but not two.” Until we
break two, the trend
would generally be
considered up. R P T S A e

x4 Value Line Daily

s - Blotech From O7°07/83 to O3/16.-894

Foldback |
|

This is an obvious
example of a foldback
pattern. Once you see
the beginnings of a very
symmetrical foldback
you can trade until you
come to each potential
foldback point. Usually if
the pattern is going tofail, | —— oo
it will do so only at the
foldback pointsand not | " " ik 4" i iakiaks '
in the middle of the
pattern. For this reason,
“long legs™ are ideal for
trading because of the
length of time before a
change can occur.
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Here we see a breakout
from a base starting with
a I gap impulse wave.
Gaps are often closed as
this first one was but the
second one in succession
shows tremendous
strength and will not
likely be closed for
weeks to years. Volume
is not shown on this chart
but this is the type of
pattern you would want
to see huge advancing
volume to confirm a new
bull move with
institutional sponsorship.

This chart of CPQ shows
one of the most difficult
patterns to trade -- a
simple uptrend! Traders
are always quick to look
for tops and “extended”
patterns. If you can
identify this as a “fifth”
wave from prior monthly
charts you can make a
multiple estimate of leg
one or three to
approximate the upside.
The best approach is to
look for TIME
corrections such as three
days or five days. When
you see a larger time
correction than the norm,
the end could be near.
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Big winners always show
big momentum and most
double within six months
of a fundamental turn
around. These situations
usually goup 3 to 6 times
their low prices. Volume
is also necessary with
these patterns to confirm
institutional sponsorship,
without which no big
advance is ever possible.

This is another big
momenturn play, but also
note the possible mirror
image foldback forming
around the 1st top spike.
If the low in July and
August was the bottom
of amany month decline,
then the left foldback
going towards June,
May, April, etc...
confirms a many month
advance that the initial
impulses project.
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Here we have an
exhaustion downside
climax during the June to
July period. Even though
the low was made at that
time and a “creeping”
advance started, the
basing period required
had to be commensurate
with the size of the break.
If you measure the June
high spike down to the
July low and swing that
sideways from July, you
will see the base was
equal to the decline and
the uptrend could finally
begin in earnest.

This is a typical triple
bottom, reverse head
and shoulders formation.
The key is the secondary
decline after the first
impulse a following the
lowest low. Thatdecline
was only half the firstand
it ended at the signal
reversal bar buy point
confirming that as a
legitimate buy signal. Not
shown on the drawing is
a beautiful arc swung
from the low at 2 up
through the prior high
and then down where it
hits bottom at point 3 to
time the up move.
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This chart of Tandy is 4 o - e maridid e bk _I
typical of early impulse | **
moves and USUE"}' 5000 Adter A Majer Fun What Looks Like A Top Nover Is
creates an atmosphere ool Most Major Moves Result I
of fear of heights. Most e Usualty

el R s Deflne Eventiia
traders want to short Starts When The Next

Geometric Angle Up From

such a big run up, but
these rarely decline, or
at lease take several
weeks to months
before a reasonable
short is indicated.
Strategy  should
concentrate on
calculating
retracements’ areas to
buy into dips for the
next upward impulse
wave.

The Low Is Hil

{’_ M - fros FCI0593 to 015346594 —
L5
Value Line Index
Here [ have labeled a | e Showing 5 Weve Decline T r[i
Start New Primary Uptrend i [I 1i
5 wave sequence to | Primary Uptrend N'
show that the usual mewemess
meaning of five waves | ™ I}, Possible
i ) "Last Leg”
is completion of the Since Advance
m Caomes After
current trend. After 5 Full 5 Wave
. +30.00 Decline
waves of correction, a
new impulse wave |, ;
starts after the 5 wave | |
low stops at the prior  |™*| [~ signatReversn B
5 e & Buy signa
signal reversal barbuy |z ” Rl 5o Wve Liw After 5 Clear Waves
: : Al Inltial Signal Reversal Bar
point, N?tc the first e Stating Patet Level
small top in December e W = = =
after the 5th wave low.

At the time almost

everyone was terrified of a break, but there is no such thing as4 tops! Waves 1,3,5 are all you
will get, and you must be ready to buy after the next.
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Here we see the early
signs of a reversal in
trend. A last impulse
wave up with gaps is
completely erased with
big bar downward
impulses. A 50%
retracement is then
quickly erased with more
big bar liquidations. At
this point we would
expect at least 6 weeks
to three months of price
decline just ahead.

This pattern is a typical
“busted chart” or one
that has a sudden break
of large magnitude. The
momentum of such a
break will last months.
Never bottom fish in
such patterns! Expect the
basing pattern to last as
long sideways as the
downward price break
vector. Busted patterns
show a change in
institutional thinking and
can completely reverse
the outlook for a stock
for a long time to come.
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This is a key chartto -~

-  fron QAS165%) to OLAZ6/94

study. It shows the
typical breakdown
pattern often seen
culminating in long bar

“crashes.” It is the

“creeping” uptrend |7
after the decline which "'"
should be noted. The |~
more “wiggles” inthat | _
pattern, the more likely |-
a complete recovery |sm

will be seen. In the vast
majority of times when
a complete recovery
pattern is seen, the

£ "‘M

Big “U"* Plunges Thal Start Ta Recover With A
“Creeping™ Advance Nearly Always Hesume
The Major Uptrend And Have Complete Rocoverles

Posslble Mirrar Image

/pllhiﬂ Phvot

‘ H% h
“Stralght Line™ I t I|
Uncomecled
Movements l
::::E-Lm :‘ ' ~ "Small Wiggles™ That
Final Mowve Coming I 2‘:‘# A EI:InM LUne
edine ALVWAYS Mean
T An End lﬂ"' A Campiets Recavery
| And New Highs

subsequent advance
will go twice the

distance from the low to the high. Or, as much as the price goes below the old

go that much above the old high!

high, it will subsequently
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SECRET OF FRACTIONAL HARMONIC TRENDLINES
(Gann'’s secret of why Time and Price are the same thing!)

This chart clearly demonstrates better than words the helplessness of the huran condition and why

people lose in the markets — Reality is completely different from perceptions — i.e., news
items, brokerage recommendations, etc. have no bearing on stock price movement,

See how the top near $100 spins out support and resistance angles at 1/8 increments. The
intersections of these angles (down and up) give rise togll reversals in the price pattern and cannot
possibly be related to random news or recommendations.

Human beings are controlled by mathematical cyclic gmotiopal behavior — not
rational choices!
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tJune 14, 1989

Dow 2503

As of today s date, the market has still not exceeded my resistance number of
2520 mentioned in the last report. If we exceed it in the next few days, we will
probably go to 2580 for the top, otherwise the correction will start when we
break 2480 and take us down to perhaps 2371, the gravity center and pivot of
this year's move. The correction should take three weeks to complete. Should
we start the correction from the higher level the low will be 2442, Please
remember that if we are in a truly gigantic up move(2800 to 3200), we may not
see a correction at all. So do not jump the gun unless we break at least 40
Dow points from any extreme high price reached.

From a cycle’s perspective, | can now give you some valuable information as

to the most probable outcome for the rest of the year. First, IF we get into the
second week of July AND we get to or are abnve 250(} ﬂ]g_o_cl_u:l_a
cwerwhel igely favor the FINAL TOP being

e Ny AT emmm——
Third, augghg_jmmﬂgn__mand the last pi:a:e ggetaut on before the massive;
liquidation begins will be]anugg 1990. Thigfop in JanuarYcould be a double

e ——

Can you honestly say yvou

have ever seen such an accurale

published cycle prediction? Four
consecutive predictions thal were 100%
comrect and made six months ahead

of time!

October Crash like 87 Last Top

Date of letter Cyclic Top
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