BREAKTHROUGHS IN COMMODITY
TEGHNICAL ANALYSIS

By J. D. Hamon

Windsor Books, Brightwaters, New York



Copyright 1985 by J. D. Hamon
All rights reserved
may not be reproduced in any form without the
permission of the publishers

Published by Windsor Books
P. O. Box 280
Brightwaters, N. Y., 11718

Manufactured in the United States of America

ISBN 0-930233-01-8

CAVEAT: It should be noted that all commodity trades, patterns, charts, systems, etc., discussed in this book
are for illustrative purposes only and are not to be construed as specific advisory recommendations. Further note
that no method of trading or investing is foolproof or without difficulty, and past performance is no guarantee
of future performance. All ideas and material presented are entirely those of the author and do not necessarily
reflect those of the publisher or bookseller.



Acknowledgement

I would like to express appreciation to the floor traders,
research analysts, and traders who have given me tips,
comments and suggestions.

J. D. Hamon



Table Of Contents

INtrOAUCHION. .« .ttt v vt eeenreeeeoeensoeosnssosoennnecscssesssssssecsssss 13

Chapter One—Balance Point Line Extensions ............ccc0vtiieenernnnns 15
Introduction—Using Balance Point Line Extensions...How You Can Use
Balance Point Lines...Missing A Good Thing...Successful Since 1978...BPL
Trade By Trade Description Rules To Follow...Balance Point Line Trading...
BPL Trading on GNMA Chart

Chapter Two—TrueTrend Lines ...........ccocitiiiiiiiionncnncacnncanes 29

Introduction...Theory Behind True Trend Line Technique...The Secret
of a True Trend Line...How To Find The True Trend Lines...Results of
Testing...How To Use The TTL...Rules For Trading Examples...Trading
With TT Lines...Summary of Wins and Losses.

Chapter Three—GravityLines .........ccvtitiiiiiiiiiiienrnricncesnsnans 49

Introduction...The Theory Involved...Why This Theory Is Relevant...
What Others Have Done...How To Find Gravity Center of a Market...
How to Draw Gravity Lines... Trading Gravity Lines...Problems That May
Be Encountered...What Testing Has Proven...Differences Between Gravity
Lines and True Trend Lines.

Chapter Four—THLines. . ......ciittiiiiiieererersentonscsscescsasconss 63

Meaning...How To Make TH Lines...The Theory of TH Lines...What TH
Lines Will Do...A New Speed Line...How To Use The TH Lines...Rules

For Trading TH Lines...Description of Trading TH Lines...Mar 82 Soybeans
...May Soybean Meal.

Chapter Four—Hamon’s CongestionMethod ...............cciiiiiinnennen, 71

How To Make Money In Congestions...When To Trade...General Informa-
tion...Specific Trading Rules...How To Optimize And Change When You
Have Too Much Company—Avoiding The Crowd of Losers...Keep In Mind
...Trade-By-Trade Description.

Chapter Six—Fast Fib Analysis. .. .....coiiiiiiiiiiiiiiiiiieinenenncanenas 91

““The Big One That Got Away’’ Should Not Get Away Again...How Fib
Analysis Works...Ways To Use Fib Numbers And Ratios...The Testing
Done...Drawing The Fib Ratio Line...Where This Will Work Best... What
Works Best...How Price Patterns Affect The Fib Ratios...Using Elliott
Wave Theory...Learn and Reap The Rewards...Suggested Trading Rules
Using Fib Ratios...The Potential of This Fib Ratio Work Is Exciting...A
Fast Fib Trading Method...Legend.



Chapter Seven—Improving Your Charting Ability...............co0evnn... 119

The Double Charting Technique...Drawing The Double Chart Lines...Value
of The Double Charting Technique...How To Use This Double Charting
Technique...Rules For Trading The Weekly Rule Method...Trading Des-
criptions.

Chapter Eight—The Quick DominantCycle ..........cooiiiiierenenennnss 125

The Important Thing About Cycles...There Is An Easier Way...How It

Is Done...The Secret of Cycles Made Easy...Why This Is True...What Must
Be Done...Using The Dominant Cycle...Trading April Live Cattle Using
Dominant Cycle Method.

Chapter Nine—Using Activity Indicator .............iiiiiieiinrnernnnns 131

Introduction...What Some Traders Have Done...What Is Important...
Suggested List of Various Activity Indicators...Is a Computer Necessary?
...Suggested Activity Index...The Value Of The Long Range...Trading With
The Long Range Day Indicator...Summary of Long Range Testing Informa-
tion...Trading Rules For Long Range Days...Results of Trading Long Range
Days.

Chapter Ten—The DMA TradingMethod ..............ccciiiiiiieencnnns 139

What This Does...Kinds of Markets...The Sound Theory of The DMA...How
To Make Money With This Method...How To Filter Out Random Move-
ment...Work Required...Requirements For Trading...Using Moving
Averages...General Rules...Specific Trading Rules.

Chapter Eleven—FastorSlowTrading ...........cciiiiiiiiiiiiinnnnnnns 151

Introduction...What Must Be Done...What Congestions Will Tell...The
Stages Of A Market...What Reactions and Rallies Reveal...Character-

istics of A Commodity Market...Retracement Size Expectations... What
About Elliott?...Labeling Price Reversal Patterns...Rule Specifics... HAP
Reversal Chart...Analysis Results...Commodity Characteristic Summary...
Averages For Five Commodities...Using the Weekly Rule...Examples of
When To Trade...Rules On Urgency or Caution In Trading...Rules For
Trading The ‘‘Fast or Slow’” Method.

Chapter Twelve—It Pays ToBe Different.................ciiiiiiiiiiines. 183

What Are Median Lines...Reverse Median...Second Swing Median Lines...
When Not To Use SWML'’s...When To Use The SWML’s... The Second
Median Line...Using The 0-2 Line With ML’s...Three Ways They Can Help
Your Trading...Multi-Indicator Lines.

Chapter Thirteen—Long Term Trading.................... Peretreaeseaaas 195

Why This Is Different...Government Tampering...What Used To Work...
What Is Different Now...Facts We Must Face...When Not To Trade...What
Can Be Recommended.



Illustrations

Chapter One—Balance Point Lines

1. Balance Point Line Construction. ............oiiiiieininennenenenn, 16
2. Balance Point Lineson July82 Lumber ............ ... ... oot 18
3. Balance PointLinesonDec.82Corn ..........cciiiiiiiiiineinnnn.. 19
4. Buy-Sellon BPL’sJune 82 GNMA ... ... ittt 20
5. Balance Point Lineson July82 Copper.............ooiiiiiiiin.. 21
6. Balance Point LinesonJune82LiveCattle ...........ccovveiineen.. .. 22
7. Trading on July 82 Lumber With Balance Point Lines ................. 23

Chapter Two—True Trend Lines

8. Equilibrium Lines .......c.c.iiiiiiiiiiit ittt ittt 31

9. TrueTrend LinesonMay 82 Corn. .....cvviiiit i iiiiinennenns 35
10. TrueTrend LinesonMay82Sugar............coiiiiininnennnnnn 36
11. TrueTrend LinesonMar.82Lumber................ .. ..cciiiivn... 37
12. True Trend LinesonMay 82 COPPer. . v« e vt tiiii i i iie i, 38
13. TrueTrendLinesonMar.82GNMA ........ ... .. 40
14. TrueTrend LinesonMay82Cocoa..........cciiiiiiiiiininennnnn. 42
15. True Trend Lines on Mar. 82 Deutschemark ......................... 43
16. TrueTrend LinesonJune 82 T-Bills ........... ... ... ... .. ... ..., 44
17. True Trend Lines on April 82 Chicago Silver.......................... 45
18. True Trend Lineson April 82 LiveHogs............ ... ... oo iatt. 46

Chapter Three—Gravity Lines

19. Pivot Finder Lines ... covviiviii it ittt et ittt iien e, 51
20. GravityLinesonSept. 80 Corn ..ottt 52
21. Gravity LinesonJan.80Soybeans ............ ... 55
22. Gravity LinesonSept. 80Plywood .......... ... .o i i, 58
23. Gravity Lineson Aug.82Soybeans. ...t 60
24. GravityLinesonJune GNMA . . ... ... . it it e, 61
Chapter Four—TH Lines
25. SquareofaCircle. ......cooiiiiiiit i i e e 65
26. THLinesonJuly82Wheat ..........coiiiiiiii it iiiinennenn. 67
27. THLinesonMar.82Soybeans ...........c.ouiiiiinmiinennnnennnnnn. 68
28. THLinesonMay82SoybeanMeal.................. .. ....civiin... 70
Chapter Five—Hamon’s Congestion Method
29. Congestion Identification........... ... i, 73
30. BreakawayGaps .................. e e e e 76
31. Trading Congestions in Dec. 82 Chicago Silver ....................... 78

32. Trading CongestionsinSept. 82 Lumber ...........coovvvenerenonn.. 79



33. Trading CongestionsinJuly82Oats............c.coiiiiiiiiinnnnnn. 81

34. Trading Congestionsin July82Soybeans...................con. 82
35. Trading Congestions in Sept. 82 CanadianDollar..................... 83
36. Trading Congestionsin Sept.82SwissFranc......................... 85
37. Trading CongestionsinSept. 82 CD’s. . ......coiiiiiiiiiinininenen. 86
38. Trading Congestionsin Oct. 82 LiveCattle ..................ccuenn. 87
39. Trading Congestions in Sept. 82 BritishPound ....................... 88
Chapter Six—Fast Fib Analysis
40. FibNumbersonDownSwing............ .. oiiiiiiiiiinnnnnnennn. 93
41. Orion Computer WorkonSpirals ............ ... iiiiiiinen... 94
42, Fib Spirals. ... i e 95
43, Time Lines .. ....vuniiitit it ittt ittt ettt e i e 97
44, Fib Price Lines . ......ciuiuiuiniiii ittt ettt ie s 100
45. FibSpeed Lines .........coitiiiiiiniiiii it ittt 101
46. FibRatioLines.......................... P 102
47. FibRatio’s Find Next Pivot .. ...ttt iniiininnnen.. 105
48. Predicting Where Congestions WillEnd................. ... .. ..... 106
49. Using Fib Ratios To Find End of Congestion........................ 107
50. Fib Ratio Trading Example Using Sept. 82 Wheat.................... 116

Chapter Seven—Improving Your Charting Ability

51. DCL ChartingBlock Type ............... e 120
52. DCL Charting Envelope Style. ......... ..o .. 123

Chapter Eight—The Quick Dominant Cycle
53. Dominant Cycleson April82 LiveCattle ................ ... .. ...... 128

Chapter Nine—Using Activity Indicators

54. LongRangeDayExamples...........coiiiiiiiinininiinnnnnenns 133
Chapter Ten—The DMA Trading Method

55, Typesof Markets. .....ouurieenniii ittt it e it e e, 140

56. Non-Normal MarketExample.............. ... . iiiiiiiiiin... 143

57. O-2LIne EXamples ... ovt ittt i e e e 147

58. Highand Low-Close-DayExamples .....................oiiiin... 148

Chapter Eleven—Fast Or Slow Trading
59. Many Congestions, Even in Trending Market

....................... 153
60. ‘“Tall’’ Congestions Signal Upcoming Trend . ....................... 155
61. ThreeLegsInaMarketTrend ..................covouneooin i, 156
62. A Small Pullback IsaSignof Strength .................. ... .. ... .. 158

63. The ‘“‘Professional Market” Price Pattern .......................... 161



64.
65.
-66.
67.
68.

69.
70.
71.
72.
73.
74.
75.
76.

77.
78.
79.
80.
81.
82.

Examples of Common Top and Bottom Patterns .................... 162

Price Patternsof Soybeans. ..., 164
The “Flagpole’ Pattern ...ttt 165
Construction and Crossing of Major Trendline...................... 167
Commodity Variance Amounts Table. ............................. 181
Chapter Twelve—It Pays To Be Different

TheReverseMedian Line . ........ ... ... . i iieiinennnnn. 184
The Second SwingMedian Line. ...t iiiiiinnenn.. 186

TheSecondMedian Line. . ........oiiiiiii ittt e 188
The 0-2 LiNeS & vttt ittt ettt ettt ettt sttt e ennaaananns 189
The Multi-Indicator Line-Cocoa . ......ovitit it iiie i 191
The Multi-Indicator Line-GinnieMae. ..o, 192
Multi-Indicator Line; Multi-Pivot Line Becomes Median Line ......... 193
Multi-Indicator Line - SOybeans . . .. oo viti ittt inniiinnnennnns 194

Chapter Thirteen—Long Term Trading

MI Money Supply - Federal Reserve Board ......................... 200
Adjusted Monetary base - Federal Reserve Board .................... 201
Money Multiplier - Federal Reserve Board . ......................... 202
Interest Rates - Federal Reserve Board ............................. 203
Borrowing From Federal Reserve Bank - Federal Reserve Board. ......... 204
Income Velocity of Money - Federal Reserve Board . ................. 205

83.

Orders and Shipments - Federal Reserve Board ...................... 206



Introduction

After finishing my second book I did not intend to reveal any more
trading techniques; but pressure from friends has caused me to change my
mind. I also decided to give more explicit detail for putting on trades. This
ought to give most traders the information needed to make money in the
market.

To the many who have written or phoned saying they have made good
profits after reading my work, this may not seem urgent; but some have
asked for more help. As I told one person, however, you do not learn to
trade by merely reading a book. The trader must test a system until he
knows why and how it all fits together. The beginner in particular needs to
do a lot of experimenting and evaluating. This book will offer every trader,
from beginner to expert, additional knowledge on technical commodity
trading.

Everyone must develop his own style. No one can do this for you unless
he is a full time coach. If you want a simple, easy way to be in the market,
then let an account manager do the trading. It takes work to learn to trade.
I hope I’ve made things a lot easier with my computer programs and
books, but acquiring the skill is a matter of practice and work.
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Chapter One

Balance Point Line Extensions

INTRODUCTION—
USING BALANCE POINT LINE EXTENSIONS

You can be one of the few people to know how to predict how far the next
swing will go with an 80% accuracy. Testing of trades using only the BPL’s
showed them to be 80% accurate on a per trade basis. Profit totals would
have been fantastic if I had totaled the money won. It is hard to get this good
a win/loss ratio on a per trade basis, unless the method is exceptionally
accurate.

HOW YOU CAN USE BALANCE POINT LINES

Keep charts of the commodities you like to follow. It did not matter which
commodities were used, as there were good results on all of them. My first
book, ‘‘Advanced Commodity Trading Techniques’’ explained how to make
BPL’s. However, I did not make a point of extending the lines out beyond the
current day’s price to predict where the next resistance level would be.

A Balance Point Line is made by drawing a line through the mid-points or
centers of two or more swings. The line must be straight, but may be in any
direction and can be of any length as long as the centers of several swings are
connected. It has no definite place of origin and is not restricted to
consecutive swings. Usually better results are obtained if the last swing is

bisected, but this does not always hold true (see Figure 1).

15
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Balance Point Line Extensions

There are numerous examples in Figures 2-7. In most of the examples
price stopped at the line. But in a runaway market, price would go on
through the BPL line and travel the same distance beyond its intersection
of the BPL. All one need do is trade when it goes through the lines
knowing that there is a good chance it would go the same distance beyond
as it travelled before reaching the line. All that’s required is to draw a line
through the last two swings, then extend this line out so it will intercept
price. If price has already gone through the line, you can tell how much
further it should travel. Just draw a line through the center of the last two
swings.

When the price pattern starts getting into a channel the line will be in the
middle. Here you must trade from the outer edges. With tight choppy
markets trade from the channel highs and lows.

Occasionally there will not be two consecutive swings in position for a
line through them to extend into price action. You can skip back one swing
if necessary, as missing a swing will not hurt. The BPL lines do not have to
go through the last two swings in succession. They can be through the
middle of one, then skip one and catch the last one. Most of the time this
will find a pivot. If it does not, price usually will go the same distance on
the other side. If a narrow channel appears, you skip a swing as these do
not usually help find the next pivot.

MISSING A GOOD THING

Many readers of my first book did not understand the significance of
what can be done with BPL’s. I did not reveal how to extend the lines; but
those traders who worked with them learned and have told me that this has
been very successful. This explanation is to make sure everyone
understands the potential uses of these lines.

SUCCESSFUL SINCE 1978
I have been using these lines since 1978, and have found them reliable.

They were recently tested over back price charts. There were usually about
ten or twelve trades per page of each commodity. Never did I find more

17
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Chart furnished courtesy Commodity Perspective
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Balance Point Line Extensions

than three losses on one page, which encompassed about six months of
price history. Many pages gave a 100% accuracy in testing. Allowing a six
cent stop in the grains and about the equivalent of that in other
commodities, I was amazed at the times the pivot came very close to the
line or to the price extension of the same distance beyond it. I never
advocate using only one indicator, but did so here to test only this to see
how reliable it was.

BALANCE POINT LINE TRADE BY
TRADE DESCRIPTION RULES TO FOLLOW:

I.

Use the last two swings that allow you to extend BPL out where
future price will intersect.

Trade when price goes through this line.

. If price stops at the line, and reverses, trade in this direction. Use a six

cent stop.

4. Have a running stop loss of profits.

. Exit when price goes an equal distance on other side of the line. For

example, see graph of December Corn, Figure 3.
Do not trade congestion.

BALANCE POINT LINE TRADING

1.

Look at the December corn example shown in Figure 3. Find the
number one balance point line on the left side of the graph. It went
through the center of the last two swings. You were expecting price to
come down about six cents lower and this was a failure as it did not
do so. With price reversing and going more than six cents then closing
on its high, you should buy.

BPL #2 gave a good sell signal. There may have been a five cent loss
against you at one time; and there was a week’s wait before price
resumed its downward course. You could have found the top of the
next swing for this first sell signal by drawing a minor BPL (see
dotted line) parallel with line number two which found the top. Had

24



Balance Point Line Extensions

you been stopped out, this would have given you a second sell signal
and would have made money.

3. On BPL #3 you would have gotten in early. Price came back, then
slid down the line for two days before giving some nice profits.

4. BPL #4 also would have gotten you in early but eventually paid off.

5. BPL #5 put you in late when much profits were gone, but after the
previous large down move there needed to be more confirmation,
anyway.

6. For BPL #6 you could have made a smaller BPL shown with the
dotted line. The reason is that the swing between lines five and six had
a five day reaction going back six and one-half cents. There was no
question of this being a pivot, and the last half of the larger swing was
a legitimate swing in itself.

With a swing like this where there is more than one small reaction, you
need to use channel lines. A BPL down the middle would have had you
getting in and out too much without coming back the six cents to the stop
loss. See the dotted line in the middle of the channel where the number five
BPL goes.

Back to BPL number six, assume you waited for the lower number six
line rather than the upper dotted line. You still would have made money.

7. BPL #7 used the middle of a congestion to go down to find the
bottom of the next swing. It bumped the line three times before
making a good rally. If using a six cent trailing stop loss, you would
have been out about 280.

8. BPL #8 gave a good sell signal and BPL #9 was down through the
middle of a channel that did not go back more than six cents against
you.

BPL TRADING ON GNMA CHART

Start on the left side of the page (see Figure 4) and begin dividing the
swings in half. A new swing must have at least a two day reversal to make a
pivot for a new swing and possible reversal. With a two day reversal there
is reason to make another line, which could put you on the other side of it
for another exit method. Stick to our simple rules here, however, of exiting
when a line is crossed or when price goes an equal distance beyond the line

25



Balance Point Line Extensions

it crosses.

The first trade is a loss of about six points or $186.00, not counting
commission. This is on Nov. 23rd, when price went through the line one
day then came back to the next without moving the distance below the line
that it had traveled above the line. A day trader would have taken profits
early when it went back toward him, but we must count this a loss since it
did not reach our objective.

Trade #2 came when the BPL #1 was crossed to the up side, especially
since this line had also gone nearly through the middle of the reaction
swing of Nov. 23rd. You cover on Nov. 30th for a nice profit.

The BPL #1 also went nearly through the middle of the third swing, so
sell when this is crossed again. Take profits on the close, since this is an
equal distance below the line. An aggressive trader would have sold again,
but we wait for price to come through BPL #2 and buy, taking a loss
because it did not make the objective. It gapped through line #2 on the
down side, losing about $775.00.

There could have been a very small BPL on the two swings from Dec. 1st
to Dec. 4th, but they are so close they are not needed and really qualify for
a congestion, which should not be traded (see the dotted line, Figure 4).
You go in just under here anyway, at the first chance below line #2 where
you made good profits.

BPL #3 really paid off both ways because you gained your objective
right at the top of the swing.

With two down days and a close below the congestion you sell again and
get out when price fails to make it through BPL #3, which picked the
bottom for you. After price reversed on Dec. 24th, staying up for two
days, you draw BPL #4. There is no line-crossing to trade until Jan. 4th.
An aggressive trader may have taken a trade when price failed to make it to
the #4 BPL on Dec. 24th.

Take the trade when price crosses BPL #5 and makes the objective. Now
a line could be drawn from the last center, on Dec. 30th, through the other
center, of the Jan. 4th swing. There was no trade signal until a congestion
was confirmed. Take the high point and the low point of the congestion to
get its middle and draw BPL #6. You would trade when price breaks out of
the congestion. Then draw BPL #7.

Sell when price goes below the congestion and BPL #7, for a small profit.
Here again there could have been a very small BPL over a three day period,
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Balance Point Line Extensions

but it was still in the congestion. This line would have made a good place
for a stop, however. See the dotted line and question mark.

Since there were two days up from the last swing bottom, draw BPL #8
and buy when it is crossed to make a small gain. See the dashed line above
the price action from Feb. 5th and 11th. It is not necessary for the BPL’s to
go through consecutive swings. Just go through two swings so it will
intercept price.

You buy when the dashed line is crossed and cover on Feb. 19th when
price went an equal distance above this line.

BPL #9 is drawn but it was of little value since price did not come back
to it.

BPL #10 put you into a loss when a small congestion was formed.

Number 11 gave an opportunity to sell on Mar. 8th, where you made
money; but missed a nice run on down since there was not any line to give
another signal.

After some time you can make BPL #12, where you buy when it is
crossed, making some good profits.

BPL #13 is now drawn. (See the arrow coming down from above). You
sell on Mar. 26th, making another good win.

All that BPL #14 did at first, for the most part, was go across the top of
a congestion to keep you out of a trade for the crossing of BPL #15. You
buy (on close only) when BPL #14 is crossed with a close above the
congestion and have another winner.

Line #16 came out of the congestion and proved to give support for over
two weeks, but did not offer a trade.

There was a loss on BPL #17 when you sold on Apr. 14th. It failed to
make the gain, then came back through the line on Apr. 15th.

Buy again on Apr. 16th, when it is definite that the line is crossed. But
you just about make commission for a breakeven trade. With the third day
of the same price range for highs as well as a close to the same price range
on the lows, you have confirmation of a congestion.

Finally, a sell signal comes where the old BPL #16 is crossed and you
make another small gain.

Draw BPL #18 and buy when it is confirmed that price has closed above
it to make another small gain.

There could have been a small line drawn here but a congestion was formed

before a trade presented itself.
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Balance Point Line Extensions

BPL #19 proved to be the gravity center of the congestion. Then there
were three spikes at the top of the congestion. (These are discussed in each
of my earlier books). There would have been a good trade on the crossing
of the line but are out of date and will not count in the trading results.
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Chapter Two

True Trend Lines

INTRODUCTION

Trend lines, an important part of technical analysis, help one to know
and remember the trend. The trend may appear to be different to various
people, according to how large a time-frame one wants to trade. First, the
trader must decide how he is to trade; short term, long term or somewhere
in between. It is necessary to constantly keep in mind the size of the market
desired; then to know the trend for this size. Those who use intra-day data
for five minute charts may only require the trend for the past three days.
Of the many techniques in analysis, the one used most often is the trend
line.

The drawback of the trend line is that it may change directions before
the trader realizes. Trend lines may stay on the same angle, but slide down
or move up. There are times when a larger reaction will occur that breaks
the trend line, after which it continues on in the same general direction.
Some good analysts have made the comment that a trend line usually
changes directions three times before the move is actually over. Those who
trade trend lines often find that the changing of angles is causing losses.
Most long term traders can improve their average earnings considerably if
they learn to find the true trend line. I have studied this problem and can
report some very promising results.
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True Trend Lines

THEORY BEHIND
THE TRUE TREND LINE TECHNIQUE

From now on, I will call this the TTL, for True Trend Line. This is
somewhat like the Equilibrium techniques described in my first book,
Advanced Commodity Trading Techniques. For those who may not have
read this, to make the Equilibrium lines use the pivot as the center and
draw an arc of a circle, using the length of the swing as the radius of the
circle. Then divide this into halves and thirds (see Figure 8). These
Equilibrium lines were good, but they work on a short term basis. For trend
lines, a longer period of time should be considered. Since 1979, when
this Equilibrium work was done, I have been testing many ideas to find the
answers of long term support or resistance recognition.

No genius is claimed in this work; nor are there any visions on the wall
telling us what to do. It merely has been a matter of testing over and over
and changing, then testing some more. As Edison stated, it is 99 percent
perspiration and 1 percent inspiration.

THE SECRET OF A TRUE TREND LINE

The congestion areas, following a break from the previous bottoms or
tops, hold the answer to how the market will proceed from there.
Generally, it is the first congestion below the previous low, or above the
previous high, that is the most important. The other congestions following
the first one often help in the analysis, however.

This does not work as good in markets making short swings going in a
sidewise manner, such as is seen by triangles, flags or other congestions.
Also, the labored move is less reliable, especially if it has evolved from a
congestion market rather than from a runaway market or large swinging
movement.

HOW TO FIND THE TRUE TREND LINES

When price breaks away from the previous low or high (or from a
congestion area), goes a good distance more than previously, then forms a
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True Trend Lines

congestion, measure the thrust of this congestion. To be a usable trend, the
high or low of the previous swing must have been exceeded, or there must
have been a clear break from a congestion or choppy area. You can find
the high and low of this congestion with dividers to learn the distance of its
thrust. Keep the measurement of the thrust of this congestion so it may be
used, because this distance is very important. Next, visualize the high, low
and sides of the congestion area. Go to the lower corner of the congestion
and measure off horizontally the thrust distance that was previously
obtained. If this length were preserved on a compass, then it would be easy
to make a mark out on a horizontal line from the bottom corner of the
congestion area. Do not leave the compass on the high or low, but move it
over to the point where the congestion area has terminated and where it can
be seen that price is going beyond this congestion. Make sure it is even with
the bottom and aligned with the outer edge of the congestion area.

For the first congestion down from the previous low, use the bottom.
The bottom rather than the top of this congestion usually works best in a
down market; but if a protracted run is developing, the top also becomes
important and has predictive value. In up trends, use the top of congestions.
Use both on any third congestion down (or up) from the beginning. Here is an
example:

(a)

(b)

- ‘“‘a” is the congestion thrust and ‘‘b”’ is the same distance out from the
congestion going from its outer corner. If you see a ‘““TTt,”” we are going
from the top; if a ““TTb,’’ we are using the bottom.

To get the main trend line, you must go back to the main high or low.
Many charts that are bought do not have room to show the high or low as it
may not fit on a page.

Most of the time the TTb will be the true trend. Many times the TTt as
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True Trend Lines

well as the TTb will be either support or resistance, turning back price on
this line. The TTt is usually not the best of the two on downward moves,
but it should be close to the point of return for any wayward movement
from the trend.

RESULTS OF TESTING

Out of 200 charts examined, the TTL was on targest 80% of the time.
Only large swinging markets are traded. Considering the variety of
commodities used, these are very good results. There were times when price
came to the TTL, then returned to its previous levels. Up markets found
support on the TTL AND DOWN MARKETS FOUND RESISTANCE
ONTHE TTL.

HOW TO USE THE TTL

This works as a better trend line, but it is also a locator of barrier zones
in the market and a directional indicator as well. When trading, always use
a number of indicators. It is my firm belief, however, that this will become
one of the most important indicators a trader can use. Knowing the True
Trend and barrier areas of the market is most vital.

RULES FOR TRADING EXAMPLES

1. Trade when price goes beyond the previous low, high or congestion.

2. Trade only with the major trend (if doing long term trading).

3. Use a stop from $1500.00 to $2000.00. Long term traders must be
willing to have larger stops and be willing to see large reactions go
against them before they get out.

4. Keep making new TT lines as new congestions are finished. If you are
trading long term, use the first TTL for exiting—unless there is a
close beyond two pivots with at least three days reaction in each.

5. Intermediate term traders use the new TT lines to exit, then re-enter
when there is a close beyond the last pivot. If the long term TT line is
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True Trend Lines

crossed or if two previous strong pivots are passed, then this is
considered a change of trend. You then start over again. Do not enter

if you seem to be in a congestion or short choppy area.
6. Do not trade any thin markets.

TRADING WITH TT LINES

1. May 82 Corn (see Figure 9).

The first trade using TT lines comes on the break below the previous low
on August 5th. This long term trading method would have kept you in the
position until September 30th. In at 363 and out at 318, you would have
made 45 cents.

TT number 2 found the top of a pivot and was crossed, but did not break
above the previous high to give a buy signal.

Note that TT number 3 found the top of a rally.

On November 6th, price broke below its previous low, giving a sell
signal. You would have stayed in this trade until January 21st, going from
314 to 281, a 33 cent profit.

2. May 82 Sugar (see Figure 10).

May Sugar broke its previous low on August 4th. If you entered here,
there would have been a five day wait, and 25 points was against you at one
point, as there was a congestion right on the break. It is necessary to use the
first congestion below the break, since you would not have any valid signal
for trading until then. This TT line number 1 would have required a
disciplined long term trader because it would have kept you in until
November 3rd, when there was a close above the line. In at 16.35, out at
12.75. This would have made 360 points, at $11.25 a point.

3. March 82 Lumber (see Figure 11).

This one would have made money, but just not as much. You would
have entered a short sale at 187 on August 14th. TTt would have taken you
out at 174. TTb would have taken you out at 161 on Nov 17th, making 26
cents.

4. May 82 Copper (see Figure 12).
This would have been a beautiful trade, but most traders would have
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True Trend Lines

wanted out on the five cent rallies, I suspect.

You enter when price breaks below the previous low on August 24th, not
knowing where the TT line will be since there has been no congestion.
With the steep decline, a congestion is imminent and the TT line can be
drawn. This kept you in the market until November 30th, when there was a
close above the line. In at 88.20 and out at 77.20, you would have made 11
cents at $250.00 a cent. The TTt was used on this. You must decide if you
can stand the extra heat to use a higher stop loss. This would have paid off
because the TTt was better than the TTb, which would have given a loss.

- Long term traders should be conditioned to a much longer string of losses
or drawdowns than those who trade shorter term.

5. March 82 GNMA (see Figure 13).

This started with a bad loss. Entering on a break below the low, OCO (on
close only), on July 31st at 60.26 and out on close above the short TT line at
61.26 for a loss. You are out, but it’s a very frustrating situation as the TT line
reversed as soon as it stopped you out for a loss. It is permissible to enter
on a close below the next low, which came on August 20th at 59.04. Using
the first TT line, you would have been out at 58.28 on the close. Waiting
for the second TT line would have caused another loss of four points.

The upward TT line made your money back and more. Going up you are
to use the TT top. Under normal conditions, you should use the TTb for
down markets and the TTt for up markets. The first congestion was not
made until after a close above the previous high. With the market going up
so steep so many days in a row, it was not advisable to buy here. The
pullback was rather severe, but a congestion occurred between October
14th and 20th. In this case, which is unusual, there had already been a high
above the last one, so you can take a trade on the close above the TTt line
at 59.20 on October 30th. You are out at 62.28 on December 2nd. You
would have made about $3500.00.

There was a close below the first congestion used to draw the first TT
line. You could have sold at 61.06. The second congestion made a good
second TT line coming down to find the end of the congestion. Using the
first TT line, you would be out at 60.13 on the close above the line. The line
of the second pivot from the top out to the point of drawing the first TT
line is not valid but looks interesting.
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True Trend Lines

6. May 82 Cocoa (see Figure 14).

This commodity is normally thin. It should not be traded the first month
or so, giving the Open Interest time to build. Start here on September 24th.
You take an immediate loss when price closed above the TT line the next
day. After the congestion, price closed on its low just below the congestion
on October 6th, where you try another short position. This would have
kept you in for a good trade, and no close above any of the TT lines until
December 15th. When the market starts churning sideways, you need to
use other indicators, as this is a trending tool.

7. March 82 Deutschemark (see Figure 15).

This was an Elliott Flat, or triangle, which should not have been used
for TT line trading, although it did give the true trend. After the break
from the triangle, wait for a congestion to draw the TT line. You would
lose money on this trade, however, as price closed above both the TTb and
TTt. Then there was a win entered on the close below the last two closes
January 11th, which would have put you even for this commodity.

8. U.S. T-Bills June 82 (see Figure 16).

You can trade the TT lines going down, then with a new high on October
9th you wait for a TT line and trade on the way up. Going down you run
into a labored move where channel type trading does better.

9. April 82 Chicago Silver (see Figure 17).
This gives some nice trades, making a lot of money for someone trading
long term.

10. April 82 Live Hogs (see Figure 18).
This shows again how often the TT lines hit resistance areas. You could
have gone short on the break below the last swing pivot on August 24th

and made money. There would have been some heat around September
14th. On the third congestion down, use the TTb.

SUMMARY OF WINS AND LOSSES

I believe this is enough to convince anyone of the value of using TT lines.
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True Trend Lines

I do not recommend the use of one indicator, but, if I had to use only one,
the True Trend Line would be it for long term trading. Since the trades
were merely to teach what is being done, I am making no effort to give a
summary; but it is plain that good money would have been made.
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Chapter Three

Gravity Lines

INTRODUCTION

Looking at a chart one often notices price continuously fluctuating
around a certain area. Have you often thought that it would be nice to have
known this in advance? This problem has intrigued traders for years. Now
I may have found a way to do this; at least my tests have been very
favorable.

THE THEORY INVOLVED

1. The laws of action-reaction are based upon the principle of finding a
gravity center. Equal price action is expected on the opposite side of the
center as was found before the center. Andrew’s Median Lines are based
on this theory. The Median Line is expected to give the end of a swing, or
to be one-half of a swing if the line is penetrated.*

There are a lot of other indicators based on the principle that every
action of the market will produce an equal reaction in its opposite price
action. Gann used a forty-five degree line marked on charts that were
scaled to a one-to-one ratio. The forty-five degree line divides the chart
action in half and is accurate in many cases.

* This is explained in the book ‘‘Eight New Commodity Technical Trading Methods”’ by J. D. Hamon, 1982.
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Gravity Lines

One can do even better, however, by considering the length of the swings
and the size of congestions as well as the distances between congestions.

2. Relative strength is incorporated into the use of gravity lines. Look at
Figure 20, which shows examples of gravity lines. Note that the angle of
the line is controlled by the distance between pivots. The angle is also
controlled by the space between a pivot and a congestion as well as by the
size of the congestion.

Any time there is a fast market, without much churning, this is reflected
in the lines; or if the market goes from one congestion to another rather
rapidly, this will also affect the lines.

The lines help indicate the strength of the market. They are much better
than the ordinary speed lines often used by traders who pick some arbitrary
percent of the range to use for drawing their lines. Gravity lines let the
market tell you where the lines should be and relate them directly to what
the market is doing.

WHY THIS THEORY IS RELEVANT

1. Analyze the Pivot Finder Lines described in my past work (see Figure
19). Note that the lines are an equal distance apart, and hit all the
congestions and pivots for a period of six months. Transfer the line in the
middle, which hit a congestion, and draw a parallel line at the top, as
shown in the figure.

It is the same length, and found a pivot when on a parallel line with the
middle one. The theory used in Gravity Lines is similar, except simplified
by keeping only the part that is needed for the present price action. Pivot
Finder Line theory made the Gravity Lines come as a logical next step in
development.

2. Lots of testing has shown that, in general, any price below the lines
has a stronger pull to the down side. Once the lines have been decisively
broken, the pull is up until new gravity lines can be made which are
pointing down. These then exert a downard force on the market. It is one
of the best indicators of relative strength. The old theories of action-
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Gravity Lines

reaction and relative strength are combined into the action of the market to
give information not to be found elsewhere.

WHAT OTHERS HAVE DONE

There have been various formulas used, such as zero balance, key
indicator, and Gann clusters to find the gravity center of the market.

After studying Gann, I found that he was right in saying that the market
often moves in multiples of a number. The number working most often is
seven. If you add seven to—or subtract it from—a high or low, you are
often close to a turning point or congestion. This also applies to multiples
of seven, such as 21.

Gann’s squaring of time and price is another way of finding balance in
the market, except in this theory the pull of gravity is between time spent in
a move and the length of the price move. It is a different way of using the
gravity of the market to predict price changes.

Cycle work and channeling are other ways of trying to find what causes
the market to change when it does, and involves the use of gravity pull or
thrust in the market.

HOW TO FIND THE GRAVITY CENTER OF A MARKET
1. General Information

It must be kept in mind that there are several gravity centers of a market,
according to the length of time involved. Daily price fluctuations may have
gravity centers not apparent on weekly or monthly market movements.
Not only the length of time must be considered, but also the type of
market. Channels and congestions quite obviously have their centers as the
pull and thrust of the market. Intra-day data may have its own small pulls,
but all markets and data time periods must be considered by the type of
market involved. A runaway market is much different from a congestion.
Also, the swinging markets must be considered separately. A lot more
random movement is found in the smaller data time periods. It is best to
start with the larger data periods first, but nothing can be finalized without
identifying the kind of market.
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Gravity Lines
2. Kinds of Markets

a. Congestions, and channels or labored moves, will usually fluctu-
ate around a center line through the middle of the congestion or
channel.

b. Swinging markets must be judged by the length of the swings and
congestions involved. Use Balance Point Lines on these markets to
find gravity centers.

¢. Runaway markets are the hardest to predict using ordinary tech-
niques, but it is much easier if Gravity Lines are employed. So the
Gravity Lines are primarily for use in trending markets (or running
markets).

HOW TO DRAW THE GRAVITY LINES

There must be a swinging or trending market, with some congestions
along the move. Measure the vertical distance of the congestion and divide
this in half. Take this distance and measure out horizontally, starting
where the congestion appears to be ending. Draw a line from the last pivot
through this point—measured out from either the top or bottom of the
congestion (see Figure 21).

Draw the gravity lines, then find the point of price activity furthermost
from this line to draw a parallel. Now divide this distance in half and you
have the true gravity center of this market. Should the gravity line parallel
be broken, new lines need to be drawn. This will not happen often, only in
very fast moving markets.

TRADING GRAVITY LINES
A. Definitions
1. Up-Pivot This must have at least three days of higher highs,
followed by at least two days of lower lows.

2. Down-Pivot It must have at least three days of lower lows,
followed by at least two days of higher highs.
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Gravity Lines

B.

C.

3. Congestion
a. Any sideways movement of the market taking at least three
days is a congestion. There cannot be more than four days up in a
row, or four days down in a row.
b. The swings may move down or up on a small angle, but if they
are in a churning sideways motion, this is a congestion.
4. Change of Trend This is when price goes beyond the last pivot—
either a low or high.
5. Use of Gravity Lines
a. In a down market, use the bottoms on the first two conges-
tions.
b. On the third congestion in a down market, use the top of the
congestion for marking to draw the line.
c. In an up market, use the top of the first two congestions and
the bottom on the third.

General Rules

1. Do not put on a position or add to any position if the market is
near the gravity center. In an up market, buy only when price is in
the lower half of the gravity line boundaries; and in a down market,
sell only when the price comes back to the upper half of the gravity
line area.

2. It is necessary to always trade with the trend. It is identified by
the passing of a previous pivot.

Entrance/Exit Rules

1. Enter only when there is a change of trend, confirmed by a break
beyond the previous pivot’s low, high, or congestion.

2. Exit when price penetrates the Gravity Line. Consider the trade
good as long as it stays between the gravity line and its parallel, and
better if price is below the gravity center line.

3. Reenter in the same direction when price closes beyond a new
congestion. Draw a new gravity line with each new congestion and
use this one, with its parallel, as the new boundaries for trading.

56



Gravity Lines
PROBLEMS THAT MAY BE ENCOUNTERED

I am using only gravity lines and their parallels because this is necessary
to test their validity. But there are times when one does not find a
congestion with which to make the gravity lines. On other occasions, the
congestion is part of a top and indicates that further sideways action is
expected. See the first part of the September Corn chart, Figure 20, for an
example of this.

Most of the time the rules given above are best, but there are times when
using both the top and bottom of the congestion helps. So far there is no
rule to identify this in advance. Our rules work and are helpful, but there
are exceptions. Note the January Soybean Chart, Figure 22, as an example.

The rule to use is to go from the top of the congestion on the first part of
an up movement, and from the bottom on the first part of a down
movement. We always urge everyone to test things for themselves.
Everyone should develop his own style. As the years go by, things may
change. The basic theory given above is sound, and it has been successful
to my complete satisfaction.

WHAT TESTING HAS PROVEN

After investing a great deal of work and time, I’ve found evidence to
prove that the congestions found in a market are related to what follows in
price action.

1. Congestions close to pivots or turning points of the market denote
further churning until there is a close beyond the limits of this sideways
price action.

2. Most of the time these lines will extend out to find pivot points much
later in the market, or support or resistance areas.

3. The Gravity Lines make good channel boundary lines.

DIFFERENCES BETWEEN GRAVITY LINES
AND TRUE TREND LINES

The angle of the Gravity Line is one-half of the True Trend Line angle.
A lot of line bumping or crossing may occur on the Gravity Lines, but this
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Gravity Lines

seldom happens on the True Trend Lines unless there is a change of trend.
The True Trend Line is a good trend indicator, but the Gravity Line is not,
even though both are governed by the distance between congestions and
the range of these congestions. It could be compared with moving
averages, where one is one-half the size of the other. The manner of
finding the Gravity Lines or True Trend Lines is much better, however.
The distance between congestions and the range of congestions is directly
related to what price action is doing. It is not some number pulled out at
random, as is the case with most moving averages. This makes the Gravity
Lines and True Trend Lines much more meaningful for trading indica-
tions.

The Gravity Line was given that name because it is usually the line
closely followed by price action. The True Trend Line will often find the
tips of reactions or rallies, but the Gravity Line is more apt to be part of a
channel. When price goes through a Gravity Line, ordinarily it only goes
an equal distance on the other side, then a reaction occurs and price
resumes its old line of travel for a time. Lines drawn parallel to the Gravity
Line on the other side of price action usually form good channel lines that
may be traded for some time.
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Chapter Four

TH Lines

MEANING

The ‘“TH”’ is an abbreviation for thrust. The range of a swing is used to
make the TH lines and represents the ‘‘thrust’’ behind the move. This
trading technique is designed to find the end of a move and also to forecast
pivots that are several months away.

HOW TO MAKE TH LINES

Get the measurement of the range by finding the high and low of a swing
with dividers or some other measuring tool. Take this measurement, which
is found on the vertical lines of price charts, and then lay it over on the
horizontal. Go to the point where this last swing penetrated beyond the
previous swing’s pivot point. Starting at the point of this penetration of the
last swing, put the left side of the dividers down where the price went
through, then mark the swing or thrust distance out on the horizontal date
line away from the price line. See examples of this in Figure 23.

Always use the point of penetration beyond the last swing pivot. The TH
line is brough down from the top pivot through the point marked as the
equal distance of the thrust of the last swing; or it may come up from the
bottom through the point where the thrust’s distance is marked on the
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TH Lines

‘“‘date line.”’ There is no question about the length of the thrust (or range)
between the last swing’s high and low. This requires only simple measuring
and drawing of horizontal lines. The results have proven to be good.

THE THEORY OF TH LINES

These lines are a simplification of the ‘‘Square of a Circle’’ technique
taught in “Advanced Commodity Trading Techniques,’’ by J. D. Hamon
(see Figure 24). TH lines take the main, and confusing, functions out of this
while retaining some of its theory with this easier method. In the ‘‘Square
of the Circle’’ procedure, a lot of work was required, but the only help to
the trader was the part where price was intersecting the lines. This is a short
cut way to get a lot of its value quicker.

WHAT TH LINES WILL DO

These are Barrier Lines, in that price has a hard time penetrating them.
I have tested several hundred in all kinds of markets. They have been
found to be helpful in finding future pivots and the bottoms or tops of a
market. This gives the trader knowledge of where to expect the market to
be months ahead of time.

A NEW SPEED LINE

The TH lines are also variations of speed lines, which have been in use
for many years. The difference is that the TH lines use the distance of the
thrust or range to measure horizontal distances, and do not bisect them
into thirds or halves as is done with speed lines (see Figure 25).
HOW TO USE THE TH LINES

These lines are good for finding resistance or support areas where they

are intersected by price action. Usually, as price hits one of these lines, this
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TH Lines

will be a turning point in the direction of price action. They are delayed
trend lines, and usually move away from the present action to that of
future action several months away. They can be used along with the True
Trend lines, described in Chapter Two, and with Gravity Lines, described in
Chapter Three, to help in long term trading analysis.

RULES FOR TRADING TH LINES

1. These are almost the same as the TT line rules. Use all the TT line
rules unless they conflict with the following:
a. Each time there is a new swing having at least five days in it, you
draw a new line and use this for trading. Enter with the main break-
through when the first TH line can be drawn.
b. This is not for trading choppy markets like congestions or any
short choppy sideways move.

DESCRIPTION OF TRADING TH LINES

See the chart of July 82 Wheat (Figure 26), but ignore the TT lines.

Price closed below the last swing low on November 18th, but did not get
below the main swing low until November 23rd. The TH line is drawn here
and is the distance from the high on November 2nd to the low made
September 28th. Note the brackets labeling distances. Take this space on
the dividers and place one point on the chart at 445 on November 23rd,
where the main breakout occured. The TH line is drawn from the top down
to where the point is market out horizontally.

You should have made good profits trading these lines.

MARCH 82 SOYBEANS (See Figure 27)

Price dropped below the previous low pivot on August 5. The TH line
drawn from this small swing hit almost exactly on the longer swing marked
THI1. You can draw a second smaller TH line using the range from 686 to
720, which occurred from October 12 to October 21. This would get you
out on November 4 with a big profit. You go back in on December 8 at
651, then use the last small swing to construct a third TH line. This put you
out January 6 at 634 for a small profit.
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TH Lines

When price goes above the previous pivot on January 5, you have a
change of trend. TH 4 makes a perfect trend line. You take profits of
about ten cents on this up swing.

MAY SOYBEAN MEAL (See Figure 28)

The first part of this chart was so thin most traders would not trade here.
The dashed TH line shows a TH line drawn from the first swing. If
someone had been brave enough to trade this thin market, he could have
gone short on the break below the previous pivot on August 10 and stayed
in until February 1 when the dashed TH line was temporarily broken. TH
line #2 would have left him in to go on down for more profits.

Those preferring shorter term trading can trade the TH lines of smaller
swings and make good money.

This is not meant to be an exact in-and-out trading history. It is just to
illustrate the value of the TH lines. Use them! They will give you a lot of
help in your trading.
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Chapter Five

Hamon’s Congestion Method

IL.

HOW TO MAKE MONEY IN CONGESTIONS

1. Different markets require a different kind of strategy. Use a special
strategy for congestions.

2. Have precise and rigid definitions of terms and rules.

3. Make allowance for more random movements, since this is short
term trading.

4. This plan keeps one in control at all times, but it must be followed
exactly.

5. Be consistent in everything.

WHEN TO TRADE

1. Wait for all rules to be validated.

2. It is necessary to wait until the price requirements are met.

3. On congestions that are in runaway and swinging markets, trade
only with the trend until a change of trend is confirmed by two higher
highs (or lower lows).
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Hamon’s Congestion Method
III. GENERAL INFORMATION

1. This method can work even when using $10,000 or less. Since
congestions that meet the following requirements do not come up very
often, use a switch plan for this when a valid congestion is found. In
other words, use something else as your primary trading system, with
this as a backup when a congestion occurs.

2. Keep charts to help you look for the pattern required to denote the
beginning of a congestion.

3. This has been tested on three years of data using all the main com-
modities. Simulated trades are shown for educational purposes and
may be slightly more or less when actually trading.

4. If conditions are met, this method buys on the bottom of the
congestion, then covers under its exit rules. Stop and reverse is used
after the third swing, but never after the fifth swing when price may
break out.

5. The exit rules should be enough of a stop for most people, but
anyone may put in a stop below the previous low or above the
previous high if desired.

IV. SPECIFIC TRADING RULES

1. Definitions
a. Congestions
(1) The price pattern must have more than two up and down days
in each swing. See Figure 29 where it is marked that it is too tight
starting on April 5.
(2) When trading in a down market, there must be two pivots on
the bottom with one in between. These pivots may be short swings
of more than two days each, but no more than five. If the market
has been going up, there must be two pivots on the top part of the
forming congestion and a down swing or pivot in the middle of
these two. The congestion must have its highs in the same general
price range. After a congestion is established, a long range day may
make up for two or more of the previous short range days.
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Hamon’s Congestion Method

(3) After the second lower low (or higher high), draw the line at
the top with its parallel at the bottom; or the line at the bottom
going by the two pivots, with its parallel at the top off of the center
pivot.

(4) Always use the last two pivots for your lines. Keep changing
them as necessary.

(5) It is okay for this to be on a small slope. It still qualifies as a
congestion.

b. Breakout Rules

(1) If there are more than five days in a swing either up or down
and the boundaries of the congestion have been surpassed by 20%
of the range of the congestion, this is a breakout. See the price
action on January 29 in Figure 29.

(2) If the previous swing before the congestion has more than 62%
of its range retraced and the boundaries of the congestion are
exceeded by more than 20% of the congestion’s range, this is a
breakout. See December 28 and April 2 in Figure 29.

2. Rules for Entering the Market
a. All the above rules must be met, plus the range must be large
enough for profits. To test if the range is large enough, take 40% of
the congestion’s range, subtract this from the range length, and see
if the amount left is enough.
b. Enter not more than 20% of the range away from the bottom
line or top line.
c. You never trade the first two swings; and if this is following a
swinging or runaway market, do not trade the first three swings. On
these market types you are required to trade only with the trend or
the swing direction of the runaway for the first two times, or until a
change of trend is confirmed by two higher highs or lower lows.

3. Exit Rules
a. For the first two swings after the congestion has been confirmed,
use the penetration of the previous day’s close as your exit signal.
b. For the rest of the trades, use the close below the last day’s close
to exit.
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Hamon’s Congestion Method

4. Breakout Rules

a. On swinging markets or breaks going into a swinging market,
change the exit to be a close beyond the previous two closes.

b. On runaway markets or breaks turning into a runaway, use the
close beyond the last four closes.

c. If a definite labored move emerges, use the bottom line to exit if
long, or the top line to exit if short.

5. Difference Between the Labored Move and the Congestion

a. The congestion moves more sideways than the labored move.

b. The labored move stays in a definite slanted channel, with the
channel slanting at least thirty degrees. There must be at least four
swings to verify a labored move.

c. Most congestions will not have more than six swings, whereas
the labored move should last for several weeks.

d. Some congestions will turn into labored moves, and it is possible
to see a labored move swing back to make an irregular congestion.
Always follow the line of the last two pivots until a pattern is definite,
then trade only from the bottoms or tops of the channel.

6. Difference Between Swinging and Runaway Markets

a. A fast five (or more) day run, then a congestion, denotes a
runaway type market.

b. When the angle of travel is almost straight up (or down) for five
days, consider this a runaway and not a swinger.

c. If a market has been traveling a long way for a period of two or
more months, then the market reverses and makes a gap, consider
this a breakaway gap and the beginning of a runaway in the
opposite direction. A second gap close to the first gives further
confirmation that this is a runaway and will go a long way. See
Figure 30 on June 19 and 21.

HOW TO OPTIMIZE AND CHANGE
WHEN YOU HAVE TOO MUCH COMPANY—
AVOIDING THE CROWD OF LOSERS

1. The entrance from the lines can be altered from 20% to either 15%
or25%.
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Hamon’s Congestion Method

2. You can change the exit to be beyond various amounts of previous
closes; and it can be on-close-only to give further variation. Right
now, this will not make as much money, but as trader sophistication
rises, variations will be more profitable.

3. After three pivots are made on the bottom (or top), you may enter
with the trend at under 50% of the range.

KEEP IN MIND!

In actual trading there will be times when the market will go through the
congestion, running your stops rather than turning as it had previously
been doing.

When a congestion is first forming it is hard to tell whether or not it will
be the kind where one can make money. These rules and examples should
help, but keep in mind that actual trading is different from a strategy
planned by using historical data.

Paper trade with this at first. You may find you’d like to make a few
minor changes. Remember, with this type of trading there is a lot of
randomness. So a technical system must have flexibility.

See the congestion marked out in Figure 31. There are ten grids between
the lines, which represents $2500.00 for this contract. The rule is to buy
20% above the line and cover when price goes back beyond the previous
close. Put a stop beyond the lines when first entering a trade. You would
have sold on Mar. 17th at 800 and been out the next day about 780. You
buy on Mar. 19th at 770 and go out Mar. 23rd at 795. You sell on Mar.
24th about 803 and get out on Mar. 26th at 783. Buy on Mar. 29th at 770
and go out the next day at 780. You would have made a total of 75 points,
at $50.00 a point, for a total estimated profit of $3750.00 not counting the
deductions for commissions. In the congestion marked in Figure 32, the
range is eleven grids at $50.00 each. 20% of $550.00 is $110.00, so you have a
possible $330.00 room for profits. You buy at 166 on Feb. 10th but are
kicked out the next day at 167. Sell at 170 on Feb. 12th and get out on the
16th at about 168. Sell on Feb. 23rd at 170 and go out on the 25th at 166.50
for a total estimated profit of $650.00 before commissions.
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Hamon’s Congestion Method

TRADE-BY-TRADE DESCRIPTION

JULY 82 OATS (See Figure 33)

Buy on November 11 on the close. This is with the trend, since price had
previously gone above the last two congestions or pivots. You cover near the
0-2 line at the top. Since the trend is up for the first two trades, you must only
buy; so you buy again near the 0-2 line on November 24, covering near the
top again. Now you can sell on the way down. The 0-2 line has been working
and you buy again on December 2 and cover near the top line. This is four
wins in a row.

There is not another congestion that qualified until April 19, when you
buy. You put in a stop and reverse on April 20. You could cover when price
penetrates the two previous closes, or stay in to sell a second contract, since
price did not get very close to the top line.

The total score is nine wins and no losses!

JULY 82 SOYBEANS (See Figure 34)

After the 0-2 line is drawn on January 14, it is just routine trading. The
second trade did not go far, but the third one went sailing through the top
for extra profits.

The next congestion started out okay, but ended up too tight for trading.

There are five wins and no losses.

SEPTEMBER 82 CANADIAN DOLLAR (See Figure 35)
There wasn’t much congestion here. There are two sell trades going with

the trend. The last one zipped through the bottom 0-2 line for some nice
profits.
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Hamon’s Congestion Method

SEPTEMBER 82 SWISS FRANC (See Figure 36)

Jump in on the 0-2 line, as it is with the trend, then reverse when the
bottom line is hit. Price made a perfect retracement right where the 0-2
configuration signaled it would.

This was a broad-swinging congestion which made trading easier and
was very profitable.

Five trades with no losses.

SEPTEMBER 82 CD (See Figure 37)

This is an interesting chart pattern. It went into what could be termed a
channel or labored move. This made trading easier, but it was really a
series of little congestions too small to have been traded by themselves had
not the 0-2 line worked so beautifully.

Three trades with no losses.

OCTOBER 82 CATTLE (See Figure 38)

The first mark left you wondering. Was it or was it not a congestion?

After the second pivot is penetrated, wait for it to get within 25% of the
bottom 0-2 line, then buy for a nice profit.

Finally, a channel was established, as well as the 0-2 lines, and you could
sell as well as buy. The selling was only done after a close below two
previous closes which was also still in the upper 25% of the 0-2 lines. Be
very careful how you sell in these situations.

Five trades and no losses. These congestions do not make much at one
time; but, done properly, they are some of the safest trades you can make.

SEPTEMBER 82 BRITISH POUND (See Figure 39)

The first 0-2 line was drawn for a trade on March 17. You must have an
exit method that covers quickly, in case of a reversal. Penetration by the
last two closes is all right, but I’ve known some traders to use the
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Hamon’s Congestion Method

penetration of the previous high if short, or penetration of the previous
day’s low if long.

The bottom made an unusual turn, but as is the case 80% of the time, the
0-2 lines prove to be profitable even though breaking a trend.

There are four trades and no losses.
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Chapter Six

Fast Fib Analysis

“THE BIG ONE THAT GOT AWAY”’
SHOULD NOT GET AWAY AGAIN

Reactions concern most traders, especially those who trade long term.
With profits eroding, they wonder if the reaction may turn into a reversal
of trend. This is why many traders try to use price projection analysis.
Instead of merely hoping everything will be okay, they do something to
estimate where to take profits. A lot of trading methods do need price
projection analysis or profits will be lost and there will be the irritating
occurrence of gains turning into losses.

Fast Fib analysis is good for price projection analysis, but should also
become one of the best indicators you could use.

HOW FIB ANALYSIS WORKS

Fast Fib analysis estimates the distance of a reaction or counter trend,
and how far a main swing should go, as well as when to expect a congestion
to be over. The work here is mostly concerned with using proportional
dividers, which are recommended for every trader. They save a lot of
calculating time. It only takes a minute to set the dividers to obtain a lot of
important information. Much more than swing size estimation may be
learned with the use of Fib numbers and ratios. Traders who become good

91



Fast Fib Analysis

with this technique can make money in the markets even using nothing
else.

I do not propose to teach anyone how to do long term price prediction,
although some advisors use Fib ratios in an effort to do this. Later, I will
give some of the formulas people use; but, for long term projection, I
recommend the use of Balance Point Lines, Gravity Lines, or True Trend
Lines. These are quicker and more reliable for predicting the long term
trend. If the True Trend Line is broken, a long term trader should consider
the trend changed for several months.

WAYS TO USE FIB NUMBERS AND RATIOS

There are several ways to use these ratios and Fib numbers. I will not
explain all of them, but will cover those I feel are most important.

The chart in Figure 40 illustrates one of the easiest ways of using Fib
numbers. Note that the Fib numbers are written along the downward path
of market data. First, mark a ruler with the numbers scaled to the
Commodity Perspective charts which are being used. Then lay the ruler
along the path of the main trend of the market, starting with the top pivot
on the numbers at the top of the channel. The bottom numbers should be
started on the first pivot that occurs below the top pivot (used for the upside
Fib numbers). If anyone were to lay a blank piece of paper over most of the
data this would still predict the bottom within a cent, just knowing the
location of only the first few pivots.

Most pivots in market price action will have a Fib number close by,
unless there is topping or bottoming action such as that seen for number 55
(Figure 40), where price swings went below and above the number in equal
distances, telling the trader that the end was coming soon. Here the Fib
number was the gravity center point of the price swings below and above it.
When a move that has been going for a long time starts making equal
swings above and below the Fib number, expect the end of the move to
occur very soon. Eventually, price will break away from one set of Fib
numbers and start a new line of travel, requiring a new start on the
numbering.

Spirals on Fib numbers are another way to obtain help with Fib ratios
(see examples in Figures 41 and 42). The spirals are really circles, using the
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FIGURE 41
ORION COMPUTER WORK ON SPIRALS

£ ﬁ}

price and time balance

change (also use sphere lines
for support and resistance)

~ Fib spheres

; En
! . ~ price & time balance |
L change
i I change into
i congestion
§ "
: . i

Note:
To obtain software for running the above program on an Apple II,

contact OMEGA MICROWARE, INC., 222 So. Riverside Plaza,
Chicago, IL 60606
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Fast Fib Analysis

range of a swing divided into Fib ratios as their radii. Find the length of the
range from the top to the bottom of a swing, measure off thirty-eight,
fifty, and sixty-two percent of it, then draw circles using the length of
these, starting from either the top or the bottom of the swing. These lines
should offer resistance or support. They also should help in balancing time
with price, especially if the charts are made on a one to one basis, having
one line for time and one equal line for price. Holes left for holidays on a
chart will throw this off, and must be accounted for. More complicated
detail may be done on the spirals by dividing the circumference of the circle
to mark off equal spacing for Fib count. The proportional dividers may be
set to do this quickly, and speed lines may be drawn to the main numbers
that will intersect with price.

Speed lines are another way to use Fib ratios. The range is divided on a
straight vertical line up from a top or bottom using Fib ratios of the length.
Then lines are drawn from the top or bottom of the pivot through these Fib
ratio points, making the lines proceed on expanding Fib ratios. This is not
as accurate as other methods in giving support or resistance and should be
used primarily for comparison with other indicators.

Time change points may be estimated with Fib ratios. Here, again, the
range of the swing is used for dividing into Fib ratio length. These lengths
are then measured from the top or bottom along the lines representing time
on the graph. The line is marked off horizontally, but vertical lines must be
drawn toward price action so they will be easier to see and interpret. There
is an illustration of these in Figure 43 labeled Time Lines.

These are the four main ways to use Fib ratios. I will give several more
later that will also help a lot.

Formulas and equations have been used by some analysts to calculate
longer term predictions, but I have not found them to be much help for a
commodity trader. Too much leeway must be used for the fast moving
commodities. A price prediction with a month’s variation is no good for
anyone except millionaires, and even then it is bad to let the market move
against you very far. Those who propose the use of these long term
methods give illustrations with many inconsistencies. None of the methods
have shown even a fifty percent accuracy when tested under unbiased
conditions. The main thing is to let the market tell you what to do. This
work only requires the last three swings to predict where the next swing or
thrust will go. Fib ratios may be used on price action to give swing analysis,
congestion analysis, and time change analysis.
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Fast Fib Analysis

THE TESTING DONE

All markets do not behave the same. The system works better on some
than on others. Optimizing may be done to help clarify what is working best in a
market. I give a lot of guidelines below, letting you know what I have
found that is most apt to be of help. Some skill is involved. Practice and
study will usually make anyone better.

No log or semi-log charts have been used here. If you wish to get that
involved, you will find that there are times the semi-log charts help. There
is no apparent rule for determining in advance which will work best—the
regular charting methods or semi-log. This makes it necessary to do both in
order to see which is best.

As far as I know, there is no way to separate the use of Fibonacci
without including Elliott wave methods. I have separated them for
explanation only. They must go together in actual practice.

DRAWING THE FIB RATIO LINES
1. Time Lines

Horizonal Fib ratio lines on the graph represent time periods when a
change is expected. The anticipated change of trend may be up, down, or
sideways. See the dashed lines coming down from the marks going across
the page in Figure 43. The distance is found by dividing the range of a
swing into Fib ratio numbers of .62, .38 and .50. Notice where I have
marked with brackets five different swings and labeled each. You may
measure from the top down or from the bottom up, starting with the outer
tip of the pivot and going vertically to where the top (or bottom) will be at
the exact price where it had reversed. The thirty-eight will be at the top if
starting from the top, or on the bottom when beginning from there. Label
them so you will know what you did should you need to refer to them at a
later date.

It is best to draw your own charts. The holes left for holidays throw off
the lines by the space of the holes. The changing of scales by commercial
charting companies will often cause problems and extra work. If you’re
not drawing your own charts, order the commercial ones by the month so
there will be enough time to use the lines once they are drawn.
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2. The Price Lines

The distance of the swing’s range is found the same way it is found for
Time Lines. Then the swing is marked into Fib ratio proportions, and lines
are drawn horizontally across the page, so the price amount may be easily
known when the line is intercepted by price (see Figure 44). If price is on a
main trend downward, the longer lines for 1.38, 1.50, and 1.62 may be drawn
by starting from the top and measuring down. The lines from different
swings will come close to each other occasionally. Having several lines inter-
cepting with price makes for a stronger support or resistance point.

3. Speed Lines

These are drawn like other Speed Lines, except they use Fib ratio angles
instead of the thirds normally used (see Figure 45). Mark the Fib ratio
points on the rise from the low, then bring the lines down from the top to
each of them. These are best used as strength or weakness comparison
lines. If price goes through a line, it is expected to continue to the next. The
lines are primarily for each swing, and do not have much value if continued
into the next swing.

4. Spirals

These are actually circles drawn on Fib ratio points at the distance of the
divided range, as was done in the others techniques described above. The
Fib ratio distance of the range becomes the radius of the circles (see Figure
42). These are called spirals because they are soon overlaid into each other
to make a harmonious pattern. When time and price are scaled on a chart
with a one-to-one ratio, these spirals may also show the balancing of time
and price. Note from the illustration that a change comes when price runs
out of the boundaries.

5. Putting Them All Together

Figure 46 shows all four of the Fib ratio lines drawn on one page, using
the same high to low swing distance. The high on Dec. 2nd gives the price
to use, and the low is on Mar. 16th. This is divided into 38%, 50%, & 62%.
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Fast Fib Analysis

Time lines are put out on 1.38 and 1.62 of the swing, starting at the high of
Dec. 2nd.

WHERE THIS WILL WORK BEST

The first thing commodity traders want to know is what works best. It is
not easy to answer this, because a lot of conditions will make a difference.
Let me begin by telling you which kind of market is best suited for this
work.

Swing markets or choppy markets have more pivots to use as references
and are easier to use. The kind of market does make a difference; for
example, a runaway market should not have more than a 38% reaction. A
choppy market that has been going back to its old bottoms and tops will
probably continue to do so until it breaks out into a different type of
market. Long congestions usually have several false breakouts. Every price
pattern needs to be studied individually to see how each works best in
relation to these ratios.

Experience has shown the following commodities to only work on a long
term basis: Sugar, Foreign Currencies, and Heating Oil.

Any thin market with small open interest and volume must allow a good
“‘orb of tolerance,’’ so you can expect the results to be under par. If the
above mentioned commodities become choppy, the results should be even
better!

Markets moving very smoothly need to be scaled to accentuate the
swings.

Weekly charts may be used, but these instructions are based on dailies.
Changing from the dailies to weeklies, or to intra-day data, requires a
different perspective. A breakout on one may not be a breakout on the
other. The time difference must be kept in mind, so that day trading
periods are not used as daily time periods, and that daily work is not used
as weekly, unless they both happen to come to the same price level.

WHAT WORKS BEST

The best condition is one where several Fib lines or ratio points are in the
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same area merging with price. Price swing work needs to be done from the
reactions upward or downward, and also from the last swing. There are six
easy-to-do Fib estimation methods, and at least three of them should agree
if using all six. Cutting out the speed lines, which are rather weak in
predictive ability, would leave five. There are two swing projection
techniques, the Time lines, The Price lines, and the Spiral, making five in all.
The spirals are best for balancing, so this leaves four that are most
important for predicting. If two of these four agree, you have a good
indicator. More about this later, but first I’ll show you how to make the swing
predictions.

1. Swing Predictions

Use the large side of the dividers to start, set on the 62% mark. Open
them wide enough to cover the distance of three pivots. Switch to the
opposite side and put a point down where the last pivot ended. The other
point of the dividers should come close to where the next pivot will be.

Next take the large side of the dividers and measure the previous price
swing from bottom to top. Turn the dividers over and measure from the
last pivot. This should find the end of the next swing, as the dividers were
set on the .62 mark and this is 62% of the swing measured (see Figure 47).

The third way is to measure the last reaction or correction with the small
side of the dividers still set on the 62% mark. Turn this over and go from
the low, (or high) of the reaction to help find the next pivot.

2. Finding The End Of A Congestion

Put the large side of the dividers, set on .62 mark, over the last two
congestion areas, then place the other side down where the new congestion
area seems to be forming. This works quite often.

The distance across the last congestion, using the small side of the
dividers, will also often find the end of the next congestion by putting the
large side at the beginning of a suspected congestion. Figures 48 and 49 are
illustrations of this.

Use both price and time measurements to help find pivots and
congestion endings. The ratios work on time as well as price.
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FIGURE 48
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Using the 61 side of dividers to cover the last two congestions;
reverse to the 38% side to find end of congestion.
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Chart furnished courtesy Commodity Perspective
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Fast Fib Analysis
3. Time Ratios Between Pivot Tops And Bottoms

The distance between two pivots, measured with the dividers set on the
62 mark using the large side, will often find the next pivot when the other
side of the dividers is placed on the tip of the last pivot. In some cases this
distance will find several pivots in a row, since price action makes efforts to
change in equal time periods or cycles. See the illustration of this in Figure
47.

4. Be Consistent

There will never be consistent winnings unless the trader makes definite
trading rules to follow and sticks by them religiously until they are proved
unworthy. Some Fib ratio users start from a bottom of a reaction one time,
then from the top of the reaction the next, apparently doing anything
to make it work on past data. Changing the rules during a test is in-
valid unless complete new testing is done. Some testing and optimizing is
needed; but once the course of action is set the rules and definitions must
not be changed. Eventually, you do run out of a ratio’s area of influence

for reversal, and new lines and ratios must be found. It is necessary for the
trader to have specific rules and reasons set down and followed. Don’t

change in the middle of a trade unless your rules substantiate that the time
is right.

5. What Doesn’t Work

There is an old formula that has been whispered around for twenty years.
It takes the range of the first wave of a move and multiplies this by 3.618,
then adds this to the price of the bottom of wave one to predict the top of
the third thrust. Half of this added to the top of the first thrust is supposed
to find the top of the second thrust. If the market is going down, you
subtract instead of adding. This method or formula has not worked! So
ignore it.

Some ‘‘advisors’’ try to take 2 .618 times the range of a swing added to
the bottom of the swing to predict the top of the second. It is true that
2.618 is the ratio of the second Fib number back, but relating this to
market action does not work. Avoid this system also.
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Some use two swings and their reactions, when one of the swings has a
38% retracement and the other 62%, to predict a big swing coming next.
This is found so seldom it is hard to check for reliability. Perhaps
eventually I will program this into the computer, but for now I have only
found a very few cases to go by. These did work, however.

Robert Beckman, in his book Supertiming, indicated that he did not
think the long term Fib formulas worked enough to be of value. We asked
several other Fib experts and they agreed.

It is best to have a number of the Fib lines or Ratio reversal points agree
on a price prediction.

WHAT TO COUNT ON TO BE DEPENDABLE

1. A swing retracement usually goes from 38% to 62% of the preceding
swing, if you are not in a choppy sideways market.

2. In a zigzag swinging market, the wave after the correction is often
1.€618 times the correction.

3. If a correction is weaker than expected, the next thrust should be
stronger. Failures often tell more about the market than anything else.

4. Corrective waves are related to the previous number of the Fib series.

5. Main thrust waves relate to the higher number of the series.

6. The range of a congestion can generally be used the same as other
reactions in a move to get the extent of the next move.

7. Corrections to main thrusts that follow the ‘A, ““B,”” *“C’’ pattern
usually are more reliable on estimations. The ‘“‘C”’ is generally about the
same as the ‘‘A,”’ but you must expect a much greater variety in the main
thrusts. A good knowledge of the kinds of price patterns and of the use of
the Elliott wave is important in becoming accurate with estimations.

Apparently, there are some big money people who believe in these ratios,
especially for the trading of gold and silver, because I have noticed these
commodities often turn right on the dime where the ratio projection is
predicted. My advice is that you learn to do your own work and check
these until you know for yourself. I believe it is possible to become good
enough at this to make money using only these techniques.
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HOW PRICE PATTERNS AFFECT THE FIB RATIOS

The momentum and volatility of the market makes a difference in how
the ratio works. Expect a slow market to only have 38% reactions. This is
where there is not enough steam to pressure the market very high on a
rally. On the other hand, if a market is falling (or rising) much faster than
usual, this should not have much of a rally or reaction either because there
is too much strength in the move; especially for the first two legs of the
market. Look for lack of pressure or too much pressure while learning to
apply the Fib ratios.

Choppy markets and congestions are usually to be used as one unit.
Measure the range of these for use, but do not try to predict where they will
go until your work indicates the end. Most of the time it is back to base,
run the stops, then up to the tops to get ready for another downward move.

“If there are not enough traders on board at the tops or bottoms of these
choppy areas, then the pullback will only be about halfway, with another
chance for more traders to get aboard. It is important here to watch
volume and open interest. If there is a large rise in participation (of at least
thirty and even better fifty percent more than usual) this could be a true
breakout and not just floor traders having fun. Look for a sharp upturn in
the open interest line and about twice the usual amount of volume for a
day or two.

Swinging markets are more likely to have a 62% retracement. If the
market starts out with a 62% reaction, expect this to continue for most
others reactions in the move. The labored move is classified with the
swinging move since, once price breaks out of the labored move’s channel,
it usually results in a fast swing.

USING ELLIOTT WAVE THEORY

The way a market gets started from its main lows is very important and
must be kept in mind by the trader using Fib ratios and numbers. If it starts
off with a five, three, five type of movement this should be a zigzag type of
Elliott formation of the text book Elliott pattern. On the other hand, if the
beginning of a move has a three, three, five pivot count in its up and down
waves, this is more apt to be an Elliott flat or irregular market. The flats
are a lot more choppy, and the irregulars have no clearly defined top or
bottom line that can be used for trend indications.
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It is important to know and remember the number of waves and the size
of the waves that come off a bottom. On the size of waves there are several
things to expect:

1. If there have been five small waves, expect the next to be larger.

2. When two legs of a move have only a 38% reaction, expect the next
correction to be larger.

3. The third wave of Elliott count is expected to be larger than the first and
usually larger than the fifth.

The angle of travel should be noticed too. Wave five is usually on the same
angle as wave one, and not the same as the number three wave.

4. There are usually extensions in only one of the waves and not more than
two.

5. Large triangles are in the fourth wave, ordinarily.

6. The fifth wave should be about the same size as the first, if there are
no extensions.

7. Observe the rule of alternates. One out of the three main thrusts
should be different both in length and angle of travel. If it happens that the
first two are about the same, expect the third thrust to be greatly different.

8. A reversal is deemed to have begun when a corrective wave goes
below the wave it is correcting; or if in a down market, above the wave it is
correcting.

9. Learn to identify the Elliott ‘‘orthodox’’ top. This occurs on the fifth
wave in Elliott count. An example was the Dow Jones Ind. Average High
of 1928 before the irregular top in 1929. This is also called an Elliott
‘“stacked top.”’ I’ve discussed this formation previously, calling it the
“‘three spears top.’’ The reverse of this is an ‘‘orthodox’’ bottom where the
count runs out, then a stacked bottom is formed with three points showing
close together (along with long range days, usually).

(On the apparent contradiction between 8 and 9 above, the difference is
the stack of three small waves making three points on the top or bottom).

LEARN AND REAP THE REWARDS

There should not be much time spent on making these lines because they
extend out the full length of a swing and are usually good for a long time.
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It does take some practice and study to become efficient at doing this. The
rules and explanations given above should be all that is needed to make this
one of the most important and fruitful techniques to use. Using the
‘dividers makes it simple and quick. I have indicated the strategies that
tested well. Some optimizing will help, but as skill is gained much of this
may be eliminated. This is the type of thing that separates the serious
trader from those who just want to take a shot in the dark.

SUGGESTED TRADING RULES USING FIB RATIOS

1. General Rules
a. A pivot must be a change from the previous line of travel, having at
least two days of reversal. If there is a three day reversal close by, use
this in preference to the two day.
b. Use a stop when entering. We suggest a six cent stop in grains.
c. Use an orb of tolerance for penetration of the lines. For example,
in grains the lines must be penetrated by at least two cents. This order
should be on-close-only.
d. Take profits one cent before the target area to make sure of fills.
e. The main idea of this trading method is to have several Fib
numbers, ratio lines, or estimated turning points occur in one area.
When this happens a trade is initiated. If price does not reach here,
this is a failure and a trade going with the direction of the failure
should be taken. If price goes easily through the support or resistance
area, this is a trade signal.

2. Specific Rules

a. Use five or six of the Fib reversal methods, as explained earlier.
Trade when price comes into an area where three or more of these
signal a reversal. S

b. Put your stop two cents beyond the other side of the reversal area.

112



Fast Fib Analysis

c. Take profits when the next smallest Fib ratio line or reversal point is
reached.

d. Always abort the trade when price closes beyond the last four
previous closes.

THE POTENTIAL OF THIS
FIB RATIO WORK IS EXCITING

I have found a variation of the above rules that appears so far to be quite
successful. It will take a lot of time and money to give this the testing
necessary to know for sure if it really works; but I intend to do this, and
may, some day, have something to offer as a result of these more extensive
tests.

REFERENCE

Those who want to learn more about Elliott and Fib ratio theory should
buy Supertiming by Robert C. Beckman, The Library of Investment
Study, P. O. Box 25177, Los Angeles, CA 90025.

A FAST FIB TRADING METHOD
1. Definitions

1. Pivot—There must be three days going in one direction, then at least
two days of reversal in the opposite direction. It is better if there are
three days of reversal; so use the three days if one is close by since
this is more significant. A two day reversal is better than none,
however. When price goes beyond the last eight days of closes
before the last change of direction, this is also a pivot. (This
accounts for congestions, where trading may be sideways before
making a change).

2. Rallies are temporary changes of direction in a bear market.

Reactions are temporary changes of direction in a bull market.

4. Divider settings—The 62% mark is used, making 38% on the small

(98 )
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Fast Fib Analysis

side and 62% on the large. Measuring with the small gives 1.62 on
the large. We refer to the small side as 38% and the large as 62%.
5. Stoploss—6 cents in grains, more in others according to volatility.

II. General Rules

A. Change of Trend
1. There must be a three day change pivot followed by a three day
reaction.
2. The trend is changed when any pivot is surpassed.

B. When to Buy or Sell
1. When the target is reached, you exit or bring the stops up very
close. When the trend line is crossed in the opposite direction,
reverse with this crossing. Two estimations for the price target
must be done; one by using 62% of the previous swing, and one
by using 1.62 of the last reaction or rally.

If the estimation of the smallest projection does not show six cents
in grains, do not trade.

To measure the range of a rally or reaction, use the small side of
the dividers, then reverse for getting the estimation. The high to
low swing is measured with the large side and reversed to the small
side for the estimation of the target. It is in the opposite direction
of the last swing or reaction.

Make new projections each time the trend line is broken.

Measure using the distance from the high to the low on a vertical,
rather than the peak to low from pivot tops.

C. Exiting or Taking Profits
1. You exit when the stop loss is hit.
2. Use the smallest of the two estimations for the target to be on the

safe side, then get out one cent early as additional protection
against bad fills.

LEGEND
1. A number like “2”’ with an ““S” and either “T” or “B” at a line
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Fast Fib Analysis

means this is the swing number; ‘“T”’ stands for ‘‘top,” and “B”
means bottom. This shows where measurements were made with the
large side of the dividers on the last main swing.

2. A number followed by ‘‘R’’ along with a ‘““T”’ or ‘‘B”’ means a rally or
reaction line for the high and low of this short reversal. These marks
are where the small side of the dividers are used to measure, then
reverse for an estimation.

3. ‘B’ means buy.

4. “S” means sell.

 February Trade By Trade Description of September 1982 Wheat (see Figure
50).

Start at December 1st on the left side of the graph. Price came down to
make a low of 397, for a 61¢ move (Is). Going to the three day rally between
December 9th and 11th, you find a 14¢ move (Ir). 14 x 1.618 gives 22¢. This
is smaller than the 37¢, so we add this to 400, making our target 422.

On January 8th, it appears that the rally is over and the main trend is still
down, so we make a downside estimation. The range of this last swing
from high to low was from (low on December 16th and high on January
7th) 426 to 397, or a 29¢ rise (2s). Expecting a main swing down, (2r)
multiply 29 x 1.618, giving 46¢. Subtracting 46 from 426 makes our main
target 380. Between December 31st and January Sth there was a ten cent
reaction, 10 x 1.618 = 16¢ (2r). 16 from 426 gives our target of 410, since
this is the smallest. There is a four day rally covering 11%2¢. 11.5 x 1.618
gives 18¢ for the projected next drop, 18 from 419 is 401. This was exactly
where price went. You need to make the trades M.I.T. (market if touched);
and, (as stated in the rules), drop off one cent to make sure of a fill.

The low of 401 subtracted from the high of 426 on January 25th leaves
25 x .618 = 15, or a reaction upside target of 416 (3s). Going off the high
of January 18th at 419 down to the low of 401 on January 25th, there is
an 18¢ range, 18 x .618is 11¢ + 401 = 412 target. Price went to 422.

On the next estimated target, subtract the high on February 1st at 422
from the low on January 25th at 401, leaving 21 x 1.618 (trend is still
down). This equals 33¢, which is subtracted from 422 giving 389 (4r). The
little two day stall from January 27 to February 1st has 8¢ x 1.618 = 12¢.
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Fast Fib Analysis

Subtracted from 422 this yields 410. Since the next little congestion did not
have two days in a row going against you, it is okay to stay in for the longer
target of 389. Each of the three little rallies projected the next small one
down until it met our 389 target.

You are out at 389 and looking for a trade. The rally from 388 on
February 23 to its high on March 2 is 8¢ x 1.618 = 12¢ (5r). 393 — 12 =
381. From the high of February 1 to the low of February 23 at 388 is
34¢ x .618 = 21¢; 398 — 21 = 377, our other projected low (5s). You
must use 381, although 377 would have turned out to be better.

There has been a ‘‘five small number Elliott Pivot count’’ here, so expect a
larger reaction. 62% of the previous swing puts the target at 389. 1.62 of
the last 8¢ reaction mentioned above is 12¢ + 371 = 383, which isn’t
enough to trade. From the high of February 1 to the low of March 15 is
50¢ x .618, or 31¢. Added to the low of March 15 (of 372) gives an
estimation of 402 (7s).

From the low on March 15 to the high on March 23 is
23¢ X .618 = 14¢; 394 — 14 = target of 380 (7s). There is no reaction to
use within range. Using time to help, go from the high of February ! to the
high of March 2 with the 62% side of the dividers. Turn the other side
down at the March 2 high and roll over. This hits the high of March 22
right on target. Go from the high of March 2 to the high of March 23, turn
the dividers over and, starting from the high of March 23, you have the
projected ‘‘time line’’ high on April 5 that proved to be only 2¢ off (6r).
1.62 x reaction of 15¢ between March 23 and March 29 is 24¢ estimated
gain. This makes 403 your estimation. Expect a 14¢ reaction starting April
6, because it is 62% of the previous thrust or main swing, and it is on the
time line described above. It is interesting here that even though there was a
14¢ reaction, there was not a close below the last four closes.

Now take the small side of the dividers to measure this last 14¢ reaction,
then turn over the dividers and put one point on the bottom of April 12, or
multiply 14 x 1.618 and add this to 381, giving 403, (7r), which is close
enough for anyone.

The rules of action-reaction state that a gap should be used like a pivot.
So measure up from the low of March 15 to the high of April 6 with the
large side of the dividers, or multiply .618 x 24 getting 15. Go from the gap
at 389 and add 15¢, making 404, as the second estimated target price (8s).
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A third price is the time line. Take the space between the last three pivot
highs; first is March 3 and last is April 6; now turn the dividers over to the
small side and place one point on the last high of April 6. This gives you the
perfect day to go short for a good trip down.

Take the high of April 20 and use the large divider side to measure down
to the lowest low of the last swing at 371¢, March 15. This 36¢ x 1.618
gives a 58¢ estimated target for the next swing, or down to 349¢ (8r). Using
the other methods would put you out at 385. So if it’s not a long term
trade, just measure the reactions with the short side to get close. The first
leg could have been found by going from gap to top with the 62% side.
Also, 1.62 from the top down gives 375 which is very close to the bottom.

Now you have five pivots down on this leg, so expect a bigger reaction.
Also, there are failures here on the ratio projections, which signals that a
congestion is coming.

Don’t get discouraged. This may seem complicated the first time you
read it. But it’s really not too bad. You may want to reread this
section—slowly. Keep referring to the chart, go step-by-step, and it will all
become clear to you.
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Chapter Seven

Improving Your Charting Ability

THE DOUBLE CHARTING TECHNIQUE

A good way to make a chart do double work is to take the daily charts
and draw lines across the weekly highs and lows, blocking off this five day
action in heavier lines, which emphasize the weekly highs and lows (see
Figure 51).

There are two ways to make the weekly lines on the daily charts. A
square line with a block type and a square line with an envelope type will
do the same thing in a different manner. Since five lines on the dailies
represents a week, marking straight across at the high and low makes these
five lines represent the smaller one day line. The square block method is
easier for us to interpret, so we prefer its use.

DRAWING THE DOUBLE CHART LINES

The daily graph marks should not be touched when drawing the weekly
blocks or their value may be diminished. It is also better to use different
colored pens to clearly set the weeklies off from the dailies.
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Improving Your Charting Ability
VALUE OF THE DOUBLE CHARTING TECHNIQUE

The main value is in knowing when a previous week’s boundaries are
exceeded. This has special significance when two or more weeks are
exceeded. Breakouts are more easily seen and blocked off to show when
price has moved beyond an old low or high. The current trend is more
readily discerned with this charting method. You have the advantage of
both weeklies and dailies on one page, with both of them visible at one
time.

HOW TO USE THIS DOUBLE CHARTING TECHNIQUE

In addition to the advantages listed above, the ‘‘weekly rule’’ traders will
find this helpful. If using the weekly rule, different commodities have
various numbers of weeks that need to be surpassed before they are valid
for trading. Those who use the weekly rule do a lot of testing and
optimizing to find how many weeks need to be surpassed for each
commodity before trading. One trader said that he used six weeks for
Cotton and Wheat, and five weeks for Corn, Cattle, and Hogs. Others
have given various time periods they use for the different commodities.
Apparently, this changes with time and market conditions. When I learned
of this method, first advocated by Donchian, it used four weeks for all
commodities. With the markets becoming more volatile, many
commodities now work better with two weeks, or ten trading days.

If you are using this the way it was originally taught, you must remember
that it is popular and probably has a large following. Entries and exits may
become hard to fill. Distortions may appear unless some changes are made.
The trader needs to optimize the entries and exits every few months to know if
things are changing. I’ll show you how to make some changes later.

Regardless of the optimizing, if you use the original method, be
prepared for large drawdowns and be capitalized to take care of them.
There will be strings of losses unless you customize this method by adding
your own variations.

It is important to see what is working at the present time before trading a
commodity with this method, because the present pattern is apt to
continue long enough for profits. What works in the recent past is most
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Improving Your Charting Ability

likely to work when actually trading. The chances of conditions changing
to fit the particular time period analyzed is expecting too much.

RULES FOR TRADING THE WEEKLY RULE METHOD

Many versions of this have been sold to the public. One trader used a
variation of it for a high priced seminar. I am first going to show how it
looked originally, then give a variation that greatly improves its win/loss
ratio.

When you look at a page of data, you have the advantage of seeing what
has already happened for the last six months, but with use in trading one
does not know what will happen. To offset this, place some paper over
most of the chart, so only a small part is seen. The method is simple and
easy to apply, especially with our double charting technique. One strategy
is to trade when the high (or low) of two weeks is passed and only get out
when the high (or low) of two weeks is passed in the opposite direction. It is
stop and reverse, always being in the market. These are the original rules.

When going through the trade by trade description following this
explanation, I’ll first give the results using the above method. Then I’ll
show you how to improve it for better results.

TRADING DESCRIPTIONS

Look at the example of September Corn in Figure 51. If you use two
weeks, you catch the big drop rather fast, going short when price dropped
below the low of the last two weeks. Then, in a more choppy market, you
have two losses and a breakeven. The next two were winners. This makes
six wins and two losses, or a 67% win/loss ratio. This is not bad at all.

Using the same two weeks on coffee, you can see how poorly this does
(Figure 52). If it is made on close only, it does a little better. You have nine
trades, with six of these losses. This is only a 33% win/loss ratio.

Some people use the weekly rule of closing beyond a certain number of
weeks as an entrance method, then exit by other rules. Suppose we decide
to go in on a close beyond the last two weeks price range and exit when
price closes beyond the last four closes.
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Improving Your Charting Ability

Back to the September Corn, you would have had seven wins and two
losses with no breakeven trade. But more significant, the losses would have
been much smaller.

July Coffee is also much better this way. Now you have only three losses
out of nine and these losses are not as bad.

This method is ideal for optimizing. Check what number of weeks has
been making the best entry method, then check what is the safest and most
profitable exit rule to follow. This way you have the immediate past
experience in your favor, and a much greater chance it will continue long
enough to make money.

Of course, don’t just optimize and expect fantastic results. Use one set
system, with slight adjustments to account for changing markets.
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Chapter Eight

The Quick Dominant Cycle

THE IMPORTANT THING ABOUT CYCLES

Many people spend hours each week running tests, performing
complicated equations, and detrending price data trying to find the
dominant cycles of a market. Most eventually go back to the simple use of
dividers to pick the main recurring time spans where change should occur
in the market. The important thing about cycles is finding those that are
dominant.

THERE IS AN EASIER WAY
This can be done much more rapidly and accurately, as 1 will soon
explain. You do not need to use Fourier Analysis to find a dominant cycle.

All those moving averages one half the size of another can be eliminated.
You still have good results, if not better, but with much less effort.

HOWIT IS DONE

First, look at price action to find repeating swings of about the same
size. There are not only repeating time changes that makes cycles, but
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The Quick Dominant Cycle

also repeating swing lengths in the market.

Take some dividers and look at a page of a chart. One soon can see that
there are a number of swings of about the same size, measuring from pivot
point to pivot point. In fact, on most pages of a graph, there will be several
swing sizes of nearly the same dimension. These repeater swing sizes are
very significant. They can be used several ways to help make money in the
market. On many occasions I have found a repetitious size swing
repeating as many as eight to ten times. The smaller swings will repeat
more than the larger ones since there should be more of these than the
larger ones.

THE SECRET OF CYCLES MADE EASY

What few people realize is that these repetitious swings are also the
dominant cycle lengths of time periods in the market.

WHY THIS IS TRUE

This goes back to the theory that time and price must balance in the
market. W. D. Gann called this the squaring of time and price. Price
movements of equal amounts should produce time periods of nearly the
same amount. If you believe the theory of balancing time and price, then
you should also believe that swing sizes reveal cycle sizes. The two are
based on the same principle. Check this out for yourself. I have been
following this for years and know that it works.

WHAT MUST BE DONE

The price swings are on the vertical while time is represented on the
charts as the horizontal lines. If you turn the price swing repeater over on
the horizontal, you have the dominant cycle. Mark these at the top or
bottom of the chart to see how many times they pick a new high or low.
This is further proof that time and price balance and become equal. I have
never known anyone to do this or associate the two in this manner. This is
a new way to do some quick work in market analysis, and to get ahead of
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those who are less informed.

An orb, or tolerance factor, must be allowed, as is usual for those
marking off repeating time spans in market turns. But it is easy to look at a
price chart, pick out the swings appearing about the same size, use your
dividers, and in a few minutes have solved the momentous problem so
many spend so long in trying to do (see Figure 53).

USING THE DOMINANT CYCLE

Trading Rules

1. Enter a trade in the direction opposite from the direction the market
has been going each time a cycle time period is reached.

2. Use the top markings for shorting; but, if the time for a change is
indicated, exit and wait for a bottom mark to go long.

3. You will trade the market both long and short while in a choppy
market; but in a trending market, trade only with the trend.

4. A change in trend is verified when the last two pivots have been
passed. When two down pivots are passed, go short; or if two up pivots are
exceeded, this is a buy signal.

5. Buy on cycles marked from bottoms and sell on cycles marked from
tops.

6. Note that this exact swing size was found seven times on this chart
page. When actually trading, you do not know this; so wait until three
swings of about the same length are found, then start trading with these as
starter cycle time periods to use until more data verifies these as being
correct. In the beginning, some averaging must be done. It is usually best
to use the shortest swing repeater for the beginning. This may get you out a
little soon, but you can make adjustments as the future price unfolds.

TRADING APRIL LIVE CATTLE
USING THE DOMINANT CYCLE METHOD

You have found three swings of nearly the same space from peak to low
by Nov. 16. Since the market has been going up, you sell at about 65.00,
making sure the market is headed in your direction when starting. Cover on
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The Quick Dominant Cycle

Nov. 23, when the bottom mark is reached.

You sell again when price closes decisively below the congestion on Dec.
4. Get out and stand aside when the top time period is reached (see Rule
Number 2). When the bottom mark is reached, the market has been going
up for three days. This is a conflict in rules, which means you still stand
aside. It also indicates that a bottom is being made, because the last pivot
came on a top mark and this pivot was going up when it hit a bottom mark.
The reverse of the usual means a change is imminent. In this case you wait for
a confirmation of a change in trend. It came on Jan. 8, when price closed
above the last two pivots. This complied with the definition of a change in
trend, so there is a buy signal at 57.90. Get out at 60.90, when the
mark on the day of the top cycle time period is reached. Price then pulled
back some. Buy on the long thrust high close day Jan. 20, on the close at
60.15. The next top cycle mark came on a down swing, so you may stay in
and wait for the next top mark before getting out. With the top marks now
coming so close to the same place as the bottom marks, you have reason to
believe that the swing down will be short and you can stay long for a nice
ride for big profits.

Those who wish may get out of this last trade on the first top mark
reached after entering Jan. 20, which is on Feb. 12 at 62.90. But with the
bottom mark coming up on Feb. 16, you would go long on the long range
high close day of Feb. 16, and stay in until the next top dominant cycle
mark on Mar. 15. The bottom mark would put you back long on the 17th
of March, but we are too near the end of data to count this as a trade.

It is necessary to say that meats, grains, and other farm products follow
cycles better than some other commodities. But if you will use these rules
and instructions, you will find many more chances to use the quick cycle
method to make a lot of money.
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Chapter Nine

Using Activity Indicators

INTRODUCTION

For the sophisticated trader, a chart shows much more than just price
activity. It also shows range activity, momentum or changes in velocity, the
amount of volume on or before a reversal day, and lets the trader compare
these with known leaders of a complex. You do not need a lot of oscillators
to tell you these things. Your eyes should be trained to take these things in
with a visual examination of the chart.

WHAT SOME TRADERS HAVE DONE

There are many combinations of oscillators that help identify market
activity. Some combine volume with price, others use the daily range with
price momentum. You have, without a doubt, seen charts with wavy lines,
diagonal lines, and various lines running this way and that over the page.
All this does not necessarily mean that more is being accomplished,
however. There are certain things that are important and which can be
checked off each day when doing analysis. There are easy, quick ways to
do this.
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WHAT IS IMPORTANT?

It is necessary to keep your analysis simple. Too much to do does not
leave time for reflecting and summarizing one’s thoughts. The activity of
the chart needs to be noted for the various changes and set down so it can
be easily assimilated into meaningful conclusions.

It is important to make comparisons within the complex, and between
the various indicators. There are a number of questions that ought to be
answered each day. How is volume doing on this long range day? Is this
also true with the leader of the complex? I will give a more complete list of
important questions later, in the activity indicator list. But for now think
about ways to check these quickly without a lot of work. This can be done!

Why spend a lot of time averaging the daily range of the last ten, twenty,
or forty days? You can look at a chart, use your dividers, and get a good
approximation of the average daily range. Outside days with a long range
can be quickly noted, and are significant. If the price is moving up faster,
the angle will be steeper and larger. Comparison of leaders and various
options can be done by laying several days of price pages down beside each
other. Find the activity facts that you think are important and make a list
of these to make sure nothing is missed as you go over them each day.

Before making a complete list, think about the values of various
indicators. Some will help more than others. One that many analysts
overlook is the long range day. See Figure 54, where there are long range
days occurring close to five of the six main pivots. This is one of the
best indicators to watch, and is the easiest, most simple of them all.
Sometimes the long range day comes near the end of a move. If it is after
an extended move of the market, suspect an exhaust. Take this as a
warning signal. But keep a close look for outside days or long range days,
as they usually go with a change of trend.

Another activity indicator easily followed but often overlooked is the
breadth of a market. In other words, how long has the trading base been
building? The length of time involved in accumulation and distribution is
important to know. The longer it takes for a base to be built or a top to be
made, the more important this is. So do not overlook these important
things when making the activity list.

132



9A1103dS I8 A3pouwIuIo)) AS311nod paysiuing ey

NOP oMy
82 12 8 L 16 .wc& o1 ¢ e«zm.m._ﬁ 3 6z M_Ncu, (] T P

SHTJNVXH AVA AINVY DNOT
S 3AdNDIA

VUL 40 QRIVOE OOVIHD

J39N3Ld3S

SNVIEAOS

133



Using Activity Indicators

SUGGESTED LIST OF VARIOUS ACTIVITY INDICATORS
Long range day?

Increased momentum?

Length of base?

Leader of the complex making a change?
Back months diverging from front months?
Increased volume on key day?

New highs or new lows?

Wall lines coming across?

Trend line broken ?

. Multipivot line converging with price?

SOV XAAN AWM=

[

IS A COMPUTER NECESSARY?

The kind of operation the trader has will naturally make a difference,
but for most people a computer is not necessary for daily market analysis.
The computer is needed for testing and optimizing. But learn the quick,
simple methods, as I’ve taught, and you’ll be abe to do daily market
analysis quicker than going to the trouble of updating and running a
computer program on a microcomputer. Eventually, there will be micros
with larger in-core memory and storage capacity, whereby many indicators
may be tested over a lot of different contracts in a short time. As of now,
this is not available with software that is adequate for daily analysis.

It is best for the trader to do his own work. Most computer programs do
not allow altering or customizing. Many of the analysis programs on the
market do not even explain the theory and reasons why the indicators
offered should work. You should know why you are winning or losing,
and this requires analytical tools understood by a trader. My advice is to
buy trading programs you may alter or customize to fit your personal
trading.

Those who manage accounts must have computers to be able to
accomplish what they should be doing. But do not let your individual
operation be compared with that of a broker or account manager. If you
will take time to properly learn the indjcators of market analysis, you will
be able to do better than an account manager, since the manager needs to
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work with large groups of people to pay for his much bigger overhead.
Most of the vital market indicators are simple and easy to use.

SUGGESTED ACTIVITY INDEX

1. Long Range Day 30%
2. Increased Momentum 10%
3. Leader Comparisons 15%
4. Back Month, Front Month Divergences 20%
5. Increased Key-Day Volume 15%
6. New Highs or New Lows 10%

100%

This gives suggested values to place on the various activity indicators. It
would not take much work (with a calculator) to use the checklist, then add
up the values as they are found. Your “‘yes’’ or ‘“‘no’’ check marks then
become part of a composite answer for the activity of each day.

The Index is valuable as a warning signal to keep you out of trouble and
to help preserve gains. But, please also use other indicators when trading.

THE VALUE OF THE LONG RANGE DAY

Years ago an old pro told me to watch for outside days in the market. He
said these were tipoffs that a change was about to take place. For a long
time I was involved in more complicated analyses. Now that I have come
back to test this simple indicator, I wish I’d done it sooner.

TRADING WITH THE
LONG RANGE DAY INDICATOR

It seems too simple to be true, but you’ll be amazed at the results shown
at the end of this chapter. But first, here is how it is done.

Look at the September 82 Soybean chart. On December 1 there was a
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long range day, of about twice the length of the range for the previous ten
days. Four days later there was a change of direction. Then on December 8
there was another long range day, even longer than any other previous long
range day. This was confirmation that the market was going down. But on
December 16 there was a long range day larger than that of December 8. It
took six days before there was a change of directions; but when it came, it
lasted for six weeks!

On January 27 there was a long range day, and on February 2 there was
another one of about the same size. After this, there was a six week drop in
the market.

There were smaller long range days on the rally starting February 23 and
ending March 3, but the signficant long range day came on March 15. This
was also a double bottom and proved to be a tip off for a four week rally.

The reaction around mid-April was forecasted by a long range day on
April 13.

The real test of a change in trend came on April 30, when there was an
exceedingly large long range day. Price immediately went down, then
struggled back up for about two weeks. But it could not go far. The uphill
fight was over on May 24.

There can be two long range days fairly close that give different answers.
See the last two weeks of data, on the bottom right side of the September
Soybean chart. On June 8 there was a long range day signaling an uptrend,
but five trading days later there was another long range day indicating
another turn of the market. In a case like this, you must go with the major
trend, which was still down.

SUMMARY OF LONG RANGE TESTING INFORMATION

1. The close does not have to be in the direction of the change. Just the
fact a long range day occurs is significant.

2. There can be at least five days before the change comes.

3. The long range day does not indicate how much of a change to
expect.

4. Always look for a change in the opposite direction—unless a change
has already taken place in the last two days.

5. If a change has just occurred, count the long range day as
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confirmation of a change.

With this information, testing was done to develop trading rules based
upon the long range day. Here, again, I am using one indicator only to be
able to test it. You would use it in conjunction with others when actually
trading.

TRADING RULES FOR LONG RANGE DAYS

1. Use the last ten days of data for range comparisons. Look for days that
are about twice the average size.

2. Compare a long range day with others that previously came on
turning points, or near turning points of the market.

3. Wait for a close beyond the last two closes in the direction of the
trade. Use this to enter the market after a long range day. It must be in the
opposite direction from the way the market was traveling during the last
five days. Do not use this in congestions.

4. Do not exit until another long range day gives a signal.

5. Re-enter the market, if no change of trend has occurred, when there
is a close beyond the last four closes. This is assuming the last change was a
small pullback, and that the trend is apparently continuing.

RESULTS OF TRADING LONG RANGE DAYS

1. Sold on December 8, out on December 16. (These trades are on the
close). Made 21¢. Bought on December 23 at 659. Out on January 19 at
666. Made 7¢. Bought again on January 26. Out on February 2 for 21¢
profit. Sold on February 3, out on February 26, making 5¢. Bought on
March 15 at 639 and covered on April 13 at 669, making 30¢. Bought again
on April 21 at 669, out on April 30 at 671, making 2¢. Sold on May 5 and
covered on the next long range day of June 7 at 642, making 29¢. Bought
on June 7 at 642. Covered on June 14 at 635, losing 16¢.

These are seven trades with one loss. Moneywise, you would have had
115¢ made at $50.00 a cent, or $5,750.00. You lost 16¢ at $50.00 a cent for
$800.00. Assuming $100.00 per trade for commission, this is a net gain of
$4,250.00.
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Chapter Ten

The DMA Trading Method

I. WHAT THIS DOES

DMA means Discretionary Moving Average. As the name states, some
moving averages are part of this method, but they are used in a special
discretionary way. The Moving Averages are part of the theory, but being
discretionary in picking the methods for the various kinds of markets is
more important. Each market has its own strategy in DMA trading.

II. KINDS OF MARKETS

We divide the market price patterns into four categories (see Figure 55).
These are: The congestion, the labored move, the swinging market, and the
runaway.

1. The congestion is defined as any market that has short up and
down price movements, with the highs in the same general price range
and the lows also in their own price vicinity. The congestion may be
on a slight slant or angle as well as straight across. For our purposes
here, we trade the congestion the same as we do the labored move.

2. The labored move is similar to the congestion, except it has a
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The DMA Trading Method

definite slope and moves in a channel price action.

3. Swinging markets move up and down in a choppy or zig-zag
manner. There may be fast swingers that go up and down rapidly,
or slow choppy ones.

4. Runaway markets are like swingers, except they always go up fast
and continue further than the fast swingers.

5. The difference between the labored move and the congestion:

a. The congestion has a more flat, or sideways, movement.

b. The labored move must be more than four swings that stop
within a definite boundary or channel. It also is slanted at least
30 degrees or more (a definite slope).

c. The labored move should go further than the congestion. Most
congestions will have no more than six swings.

d. Some congestions will develop into labored moves. It is also
possible for a labored move to swing back and make an irregular
congestion. You always follow the last two pivot lines until a
pattern is definite.

6. The difference between swinging and runaway markets:

a. A fast five days run, then a congestion, denotes a runaway type
market.

b. When the angle of travel is almost straight up (or down) for five
days, consider this a runaway and not a swinger.

c. If a market has been traveling a long way for a period of two or
more months, then reverses and makes a gap, consider this a
breakway gap and the beginning of a runaway. A second gap
coming close to the first gives further confirmation that this is a
runaway and should move a good distance.

III. THE SOUND THEORY OF THE DMA
This method is based on a very sound theory that has been tested by

computer. Of course, I cannot guarantee anyone will make money, but I
do feel that you should. This technique covers all obstacles involved in
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beating the market. It is a trending method that usually also makes good in
non-trending markets.

J. M. Keynes, in an article published in 80 Micro magazine, used three
moving averages and guaranteed that it would make money even though
only four out of ten trades were good. The DMA method uses some of the
same theory, but includes techniques that produce a better trading record
(according to testing).

IV. HOW TO MAKE MONEY WITH THIS METHOD

The only way to succeed in any business is to be in control of what you
are doing, then only do busginess in the manner necessary to make money.
Relating this to the commodity trading business requires developing the
right strategy for each kind of market, then trading these markets
properly.

It really amazes me that so many people use the same trading method on
all kinds of markets. Some traders have a non-trending system to go with a
trending, but this is not enough. The DMA is a method that considers all
kinds of markets and trades each of them differently.

It is also important to understand that a lot of market price action is
random in nature, so you must devise a way to discount this random action
or to get around price motions that cause losses. A trading plan is not good
unless it has a built-in method avoiding the random movement of the
markets. In the DMA, this is done for you.

Another factor in success is starting at the right time. Farmers do not try
to plow in the rainy season and neither should a trader try to trade in a
market that is not following the usual rules of orderliness. If you cannot
decide what kind of market you are in, you should stand aside until you are
sure of how to trade properly. There is a right time and a wrong time to
begin. Use some of the cycle techniques presented in earlier chapters to help
get off to a better start.

Diversification is also important. This means using at least five different
kinds of commodities. Find types that do not follow each other. Some, like
lumber and interest rates, move together most of the time. Pick a grain, a
meat, a metal, an interest rate, and perhaps a food. Try to stay in the
markets that are moving, rather than the choppy ones (see Figure 56 for
examples of non-orderly markets).

142



ne

NP

2A123ds19 4 AJIPOWIWIO)) AS93IN0D PAYSIUIng ey

sl 83 . NWP

23 9 82 12 v L 1€ T L1 O3 & 92 81 ¥ S 6222391 8 12293 8 1 9281 ¥ ¢

‘sKep mﬁ_wnb XIS

ur s30AId 9AIJ I AI9Y] :9AOQE SIdqQUINU JY} I}ON

sAep Surpen) uaAdg
ul S30Ald XIS

930

ST

TR RIS

SIESYTN 0y

JAVXT LITIVIN TVINHON-NON

96 TANDIA

IavilL 40 RIVOE O9VOHO

d3EN3O3d

TWiIAN NVIEAOS

AL 1dSHId ALIAOIWINWOD

143



The DMA Trading Method
To Summarize;

Trade differently for each kind of market.

Trade only in orderly markets that are moving.

Have a good filtering method to take out the random movement.
Get started when a‘cycle is with you.

Keep at it, even though there may be several losses in a row.
Consistency and persistency will pay off.

V. HOW TOFILTER OUT RANDOM MOVEMENT

Proper use of moving averages will filter out a lot of random movement
in the market. This is one part of the method. Next, use a directional
indicator, and only trade in the direction it indicates. This will filter out a
great deal of the larger random movement of the market. This usually
eliminates most of the abnormal swings of the market. By abnormal, I
mean sudden moves caused by strike scares, government intervention,
weather scares, etc. If there is some merit to one of these scares, it will be
indicated by the directional indicator giving a signal. Until it does, stay out
and be a winner.

Channeling is another method of filtering out undesired price moves. So
you can use moving averages, channeling, and directional indicators all to
filter out movements you shouldn’t trade.

VI. WORK REQUIRED

Keep charts to trade the DMA, as the type of market is important. When
appropriate, draw channel lines. There is a computer program that will do
a lot of this, but charts must still be kept to pick the kind of market being
traded. It does not take much experience to be able to distinguish one market
pattern from another, and it is necessary for trading the DMA. To update
five commodities and run the computer programs will not take much time.

VII. REQUIREMENTS FOR TRADING

To trade the DMA, anyone should have available about $25,000.00 in
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The DMA Trading Method

speculative money. Anything less would require trading only the slow
moving, lower priced commodities. It is best to be diversified with the
DMA. If you can’t find at least five different commodities in different
complexes of the market, then go to the mini-contracts, such as those on
the Mid-Am Exchange.

VIII. USING MOVING AVERAGES

You will be using moving averages to help filter out some of the random
movements of the market. One of the oldest and most often used is the
four, nine, and eighteen day method. Doubtless many people have found
ways to use this for making money, or it would not have been used so often
and so long. If you find that too many traders are using these, causing bad
fills, you can optimize by adding or subtracting a number from each of
these three, making either three or five, seven or ten, and seventeen or
nineteen. The exact number of days does not make much difference, but
may help you get ahead of other traders.

Do not use these moving averages the way most people do, however. If
your other rules agree, buy or sell when the four crosses the nine, but only
use the longer term moving average for a directional indicator when
trading the swinging, zigzag, and runaway type of markets. The congestion
and labored move require no directional indicators unless they have been
part of a runaway. If the market goes out of a runaway into a congestion
or labored move, you should use the directional indicator. Choppy areas
that have congestion and labored moves do not need a directional
indicator, so do not use the long term moving average here. The long term
moving average is used to filter out larger types of random movement in
the market; but if the market is choppy, there is no larger movement to
filter.

IX. GENERAL RULES
If the trader is using a computer program, it should have its methods

optimized and ready to use. For those who want to do their own testing
and work out their own program, we advise the following rules:
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The DMA Trading Method

1. Run the variations of the moving averages to see what is working
best at that time.

2. A channel is started when three pivots have been made, with no more
than four trading days in the swing of each pivot. This gives you the ability
to draw the 0-2 lines across, tip-to-tip, on the two pivots; and a parallel to
this through the opposite-side pivot between those two. This makes the 0-2
channel. Go from one 0-2 configuration to another, making lines each time
two new pivots are formed, always using the last two pivots for the channel
line (see Figure 57).

3. Consider everything with an angle of 30 degrees or less (where the 0-2
lines are concerned) to be either a congestion or a labored move. Make an
exception to this when the congestions or labored moves emerge out of the
fast swinging or runaway markets.

4. Stand aside anytime there is a tight one or two day up and down
movement. These usually do not give enough room for making profits.

Also do not trade wildly gyrating markets. (See the illustration of non-
normal markets, Figure 56).

5. Use the section of this book on trading cycles to help pick the best
time to begin trading.

X. SPECIFIC TRADING RULES

1. Labored Move or Congestion

a. The labored move must have three swings of more than two days
each swing, but not more than four in each, before a trade is
initiated. The congestion is traded the same way. You never know
when a congestion will turn into a labored move, or vice versa.

b. To buy, there must be a high close day in the lower part of the
channel. To sell, there must be a low close day in the upper part of
the channel. You always buy in the lower 25% of the range of the
channel or sell in the upper 25% (see Figure 58).

c. Exit a long trade when the lower channel line is crossed. On a sell
signal, exit when the upper channel line is crossed.

d. If you are in the market when a labored move begins, switch to
these rules for trading. If there has been a runaway or fast swinging
market before one of these, you must only trade with the
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The DMA Trading Method

directional indicator. A good directional indicator is the eighteen
day DMA.

2. Swinging Market

a.

a.

You must have the long term moving average pointed in the
direction you are to trade, unless the lows and highs are in about
the same price zone, with the swings making a sideways movement.

. To confirm that it’s a swinging market, rather than a labored move

or congestion, the breakout must be 15% more than the range of the
channel, and you must have a close beyond the center of the day
(in the direction of the trade). The close must be above (or below)
the channel line.

. Enter the swinging trade when the four day moving average crosses

the nine in the direction you wish to trade, according to your
directional indicator.

. A stop loss of about $500.00 should be entered above or below the

trade when entering.

Exit the trade when price closes below (or above, if short) the last two
previous closes.

Re-enter, if there has been no change of trend, when the last four
closes are passed.

Runaway Market

The long term moving average must be pointed in the direction of
the trade.

b. Exit the runaway when the close is beyond the previous four closes.

When entering, put in a stop loss where desired, usually of about
$500.00.

. An alternate exit can be used by exiting the trade when the four day

moving average crosses the nine (in a direction away from the
trade).

Re-enter, if there has been no change of trend, when the last four
closes are passed.
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The DMA Trading Method
IN CONCLUSION
If you want to optimize or vary this system, do some of the following:

1. Change the moving averages.

2. Make the entry or exit signals easier or harder by changing the number
of days the close may be beyond previous closes.

3. Change the percent amount required for a confirmation of a break
from a congestion or labored move.

This is not a glamorous top or bottom picking method, but it is a safe,
conservative method that makes money. It satisfies even the most skeptical
traders, as long as they agree that once a market starts going in a direction,
it tends to keep going. The DMA waits to confirm which way the market is
going, it filters out random movement, and stays out of most bad trades. It
is a good workhorse of a system that should consistently make money each
year for those who will patiently use it.
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Chapter Eleven

Fast Or Slow Trading

INTRODUCTION

When trying to position yourself in the market, many questions come
up. The trader must decide if the entrance signal is strong or weak. Will
there be a pullback? What is the profit potential? Should this be a short
term or a long term trade? How fast should one act? These questions need
to be answered. Profits, and maybe losses, depend on the answers.

Sadly, many traders rely on hearsay, then must learn the hard way—in
the market. Testing and optimizing is needed to learn what to expect.
Paper trading and experience are the only ways to become a good trader.

There are too many variations to a lot of rules, so the only thing that
makes a winner is doing your own work. This research will help, but every
trader must develop his own style and method. Most of these questions can
be answered by understanding congestion patterns, price reversal patterns,
characteristics of a commodity, and pullback distance relationships. These
all take on different meanings at different levels of a commodity’s
progress. Usually, the economic conditions affecting supply and demand
do not change fast. What has been happening in the past usually keeps
happening long enough to make a profit.
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Fast Or Slow Trading

I. WHAT MUST BE DONE

The first step is knowing the current stage of the market. A reversal price
pattern to go long does not mean much in a rapidly falling bear market.
This is oversimplified to bring out my point, but is more important when
applied to complex situations.

It’s also important to know the characteristics of commodities—how
they react at different levels and in various kinds of markets.

The last step is to apply this information according to the momentum or
steepness of travel. Various commodities behave differently according to
various degrees of momentum at various levels of price action.

The first example is June 83 Live Hogs (see Figure 59). For seven months
it was rather choppy, but gradually went higher. The bottoms and tops
were mostly ‘“V’’ shaped or inverted “V’s.”” There were many congestions
and labored moves. Three repetitious swings can be found, if you check
closely. Realizing this is the beginning is very helptful, since the same type of
thing continued for six months. Now I’ll get a little more specific and also go
into more complex and exciting implications.

II. WHAT CONGESTIONS WILL TELL

To understand congestions, you must consider their size and shape, the
way the market breaks out of each, and the length of time they consume.
The distance between the congestions is also important.

The first thing to realize about congestions is that the longer price stays
in a congestion, the more important it is. The breakout from a three month
triangle or congestion is much more potent than one of only three weeks.

You must also observe the closeness of the last congestions. Congestions
coming close together imply a choppy market, which should continue until
the congestions get further apart. What has been happening is likely to
keep happening. See the June 83 Hog Chart (Fig. 59) for an example of
this. There should not be large congestions following each other. Large
congestions should be followed by smaller ones. The significance of
distances between congestions will be discussed more later.

How ‘‘tall’’ the congestion is also gives vital information. Tall
congestions with more than two days of movement in one direction mean
something totally different from the short or more narrow type.
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Fast Or Slow Trading

You should normally find the tall type of congestions near the top of a
move. Swings coming further apart show that there is more demand when
in an up market; those shorter and closer together have more supply. This
relation to the last stage of a market for tall congestions must be
considered according to the usual characteristics of a commodity. Some
commodities are thin in volume and open interest, which causes them to
have more tall congestions, since they swing around a lot more than others
that have a better following.

When there are variances from the usual, this should alert the trader that
change is in order. Tall congestions in bottoming action usually mean that
the market is about to move away from the bottom. See the Dec. 81 Swiss
Franc chart for an example of this (Figure 60).

IIl. THE STAGES OF A MARKET

1. Beginning Types

Markets coming off of bottoms should not normally travel at a steep
angle or with fast acceleration. When the market gets near historical lows
(adjusted for inflation), then trends sideways for several months, be
suspicious of sharp breakouts. This could be the erratic run up or down of
accumulation. Normally, markets move off of the bottom on about a
forty-five degree angle, or less. Expect quick pullbacks when there is fast
action during bottoms.

2. Second Level Markets

This market should proceed near or above a forty-five degree angle. If
there has been good bottoming action followed by a good leg up off of the
bottom, then a good congestion or choppy area, next one should expect a
faster, steeper climb in the second level. A break below the forty-five angle
is much more significant here than in the first leg action.

Many people do not realize that, just as there are double and triple
bottom or tops, likewise there may be double and triple swings in the stages
of a market. The first leg up may have three swings of about the same
length. See the Feb. 83 Pork Bellies chart, Figure 61, for an illustration of
three legs in a down market. These three legs are really one move of the
market. Generally, the same pattern repeats no more than two times in a
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Fast Or Slow Trading

row. When there have been two stages of about the same kind of price
action, then expect the next to be different.

Going from bottom to top, the last level is usually faster and steeper
than the others and also has fewer congestions.

Triangles and swinging sideways movements are more common at the
end of the second level. This is the fourth leg pullback from the third leg of
the Elliott count.

3. The Third Level Market

Sharp, fast action is expected here. Extensions or elongated legs are
more common. Larger reactions than usual should be viewed as topping
action. If there has been sharper than normal first and second level market
action, the third level may be only a big swinging affair, with several large
up and down legs in it.

Everything is dependent on what has happened before. All market
action tells its tale to those who know how to read it. The size, shape and
time involved for all swings is important. The rules for squaring time and
price come to play. If a market goes up too fast, expect sideways action
until the time and price periods are about the same. On the other hand, if
the market has failed to achieve the level of price that the time period
indicates it should, then expect fast action to let price catch up with time.

IV. WHAT REACTIONS AND RALLIES REVEAL

A reaction is a pullback in a bull market and a rally is a pullback in a
bear market. The most important thing to consider about rallies or
reactions is: ‘‘What level or stage is the market in?”’

1. Factors That Denote Strength

See the 83 Plywood chart, Figure 62.

The smaller the pullback, the stronger the move. If the market is making
big swings or rolls instead of one good leg, then a pullback may be only a
congestion period in these swings. There is not much meaning to a pullback
in a market that is not going anywhere.

157



2A1Id3dSIad AJPOWWO)) AS21INOD paysiuiny ey

Nuuw— 8 ~m~2,=¢~ho~m— uon ..muo Nomouuu wwN—N: L um

Y18uans Suimoys yoeqqng

. "j)8uaxs

Sunouap yoeqynd e st sy, ‘Kem ay) [[& JySnoJ piey sem
Y107 Anf Sunie)s ssow paroqe] 3y} ing YISusI)s pamoys
SHIL 'Y, dung Sumie}s yoeqpnd pue €o[SISU0D [[EWS Y} IS

HIDONTILS 40 NDIS V SIXOVETINd ‘—,gw \ 4
9 ANOIA

AVl 40 QIVOE O9VOHO

AVIINYE 20/62/10909°812  HOIH.
@@@%\V&@ ZM_WE.@W_% g4 LOY¥INGD

JAILD3dS¥3d ALIGOWWOD

_ AON 130 438 any Ine NP - g€

158



Fast Or Slow Trading

2. Factors That Denote Weakness

The larger the pullback in a market movement, the weaker it is
considered to be. But what may be considered a normal-sized movement is
what is important. The trader must note how far a market goes in a period
of time. If the time period of the pullback is much longer than usual, even
though it may not be any greater in height, this implies weakness of a
move. This is especially true if the move is already square with price and
the time amount is now running into that of the next leg of the market.

V. CHARACTERISTICS OF A COMMODITY MARKET

1. Erratic Market

See Dec. 81 Swiss Franc chart in Figure 60.

Some markets are by nature more erratic. These usually are the thinner
commodities, without much following. Markets like cocoa and coffee that
are influenced by foreign governments are usually more erratic also,
especially when they’re falling. One never knows when the government
may decide to support these commodities. Foreign currencies are the same.
They may have a good pullback going, then suffer a complete collapse as
the government stops its support.

2. Cyclic Market

Some commodities follow seasonals and cycles better than others. Meats
and grains fall into this category. Those more subject to regular rhythm in
the market are the perishables like eggs, potatoes, and pork bellies. But
while these follow a good cyclic pattern, they are usually more erratic on a
short term basis because they are often dominated by large speculators.
Traders need to be well-financed to trade these markets.

Commodities following the longer cycles based on the economy of the
country are copper, cotton, and lumber.

3. TheGT’s

GT stands for government tampering. We have already mentioned the
Currencies, but along with them are the Interest Rate and Stock Index
futures.

The ease or restriction of credit usually makes the Stock Indexes move,
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as well as Gold and Silver. Lumber seldom trends against the T-Bill
futures. If you are to trade these GT Markets, you should learn what
indicators are used by the Federal Open Market Committee, then do your
analysis work on these statistics, just as you do on that of the futures.

Occasionally a commodity will become a government football, such as
Wheat during the Carter Administration. A lot of small traders were wiped
out on that grain embargo.

One must take the newspapers seriously when they mention strikes and
embargoes. This is also true with tariffs or restrictions on imports. But
more important is the fact that the market usually lets you know in
advance when this sort of thing is underfoot. It is shown by erratic
movements in what has formerly been an orderly market. This erratic
movement means that insiders, who know more about what is going on
with government bureaus, have leaked the news to their friends and kin.

Anyone trading GT markets needs to keep his ear close to the ground
and run scared when the market starts acting funny. Sometimes, the tipoff
will be what is called the ‘‘Professional Market’’ price pattern. This is a
series of small volume, short thrust days curving over or under on a thin arc
on the price chart. Count on this price pattern as a warning, and stand
aside until you know for sure what the market is going to do. See June 81
Gold chart, Figure 63, for an example of the professional market price
pattern.

4. Common Bottoms and Tops

a. V bottoms or tops, see Mar. 83 Oat chart, Figure 64.
Oats, Wheat and Pork Bellies are especially characterized by the V’s
in their price patterns. The thin markets are more apt to turn quickly,
since there is a smaller following, but Wheat has always been a ‘‘V”’
bottom type even though it has large volume and open interest.

Note what pattern is currently being exhibited by the chart patterns
and expect this to continue.

b. U bottoms.
Gold, Stock Index futures and Corn are especially noted for “U”’

bottoms or tops. The U bottom is a lot like the ‘“V’’ bottom, except
is more rounded and consumes more time in turning. See the Oat
chart for examples of this (Figure 64).
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¢. Double or Triple bottoms or tops.

See the Mar. 83 Oat chart, Figure 64.
When not in a top or bottom price action, most commodities can be
expected to have at least two, and usually three, spikes in congestions.

Double and triple bottoms are more often found in GNMA'’s, T-
Bonds, and Beans. The Beans make these patterns differently, how-
ever. They tend to form triangles and wedges in their price patterns.
These have the double and triple bottoms and tops, but this pattern is
more bunched and sometimes on a skew to the rest of the price
action. The spaces between the swings are wider than the regular
double or triple bottom, too. See the Jan. 83 Soybean chart for
examples of triangles and wedges (Figure 65).

d. Saucer bottoms.

Since cotton came back into competition with the synthetics due to
the higher price of oil, we do not see many Saucer bottoms. The
increases in the price of commodities due to inflation, and the
increase in the volume of the futures markets has about eliminated
Saucer bottoms.

e. The ““Pole’’ pattern.

See Apr. 81 Live Hog chart, Figure 66, for examples.

This price pattern is expected in the middle levels of a campaign. It is
typified by a run up or down of the market. Then the price charts
make what resembles a flag or pennant that appears to be hanging
on the pole. Markets like this are over-balanced in either supply or
demand. The Flag or Pennant is merely a pause before the market
goes back the way it came, especially if the flag part is small. Large
swinging Flags or Pennants without long poles are not reliable.
These may go either way.

While these are some of the more prominent characteristics of market
action, I don’t claim to have completely covered the subject. Each trader
should know his markets for himself and make his own list of traits
commonly exhibited by the price patterns.

VI. RETRACEMENT SIZE EXPECTATIONS

The best help comes from knowing what is normal or abnormal in market
action. This is covered in the Fibonacci section, but I’ll summarize
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the points that pertain to urgency or caution in the market. There are times
when it is urgent to get in or out of the market, and other times when one
should go slowly and carefully. Fibonacci can help you know what to
expect.

If there has been topping action, with a broad swinging congestion at the
top, when the market breaks down below this, you should enter quickly;
especially if the break is accompanied by a long range day, with large volume,
and a close near the low of the day. If this market continues down on a steep
angle of over seventy degrees, don’t expect anywhere near a 60%
retracement. In fact, do not expect even a 50% retracement. It will be closer
to thirty-eight, if that much, according to how far the run goes before the
pullback. The longer the run or leg, the less of a pullback you should expect.

Use the angle of travel to judge when to expect the forty, fifty, or sixty per-
cent retracement. The sharper the angle, the less the amount of pullback you
normally can expect. There should be at least a fifty-five degree angle in a
down market, and a forty-five degree angle going up. So with the length of
the previous leg and the steepness of the angle, along with the Fibonacci
ratios, you should get a fairly close estimate of the action.

If you’re in the third leg from the top, (or bottom) and if price is coming
out of a congestion of only three weeks or less, then the fifty percent pullback
is more normal. The last main thrust often reverses quickly, and has a sizeable
pulback—much larger than those in the middle levels of price action.

VII. WHAT ABOUT ELLIOTT?

The use of Elliott can help with this type of analysis. The best markets for
Elliott are the Stock Indexes and Gold, since they represent millions of
traders. Elliott Theory works better with these markets. Elliott used the
Dow Jones Average, or some large average for most of his work.

The main place I recommend urgency with Elliott use is when a main 0-4
line has been crossed. See the 1983 Mar. Swiss Franc chart, Figure 67, for
an illustration.

VIII. LABELING PRICE REVERSAL PATTERNS
One needs a method of labeling the various types of markets, kinds of
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congestions, and the typical expected pullback according to market price
action. The pullback is dependent upon the angle of travel of the leg just
before the pullback, and.also is related to the stage or level of the market in

question.

A. Identifying Congestions
1. By Size

a.

Short and small (Short vertically and small horizontally)

b. Short and large
c¢. Tall and small
d. Tall and large

2. By Shape

o a0 o

Triangle

Flag or Pennant

Irregular

Flat and Wide

Tall and Wide

Labored moves are congestions going on an angle

B. Identifying Pullbacks
1. By Size

a.
b.
c.

40% to 50%
60% to 70%
Retracement

2. By Shape

-0 a0 o

Congestion
Triangle (See Jan. 83 Soybean Chart, Figure 65)
Flag or Pennant

. Double or Triple Top or Bottom

Labored move
Fast swing

C. Legend for Fast Identification
1. V = V Bottom or Top.
2. U means U shaped turns of the market.
3. Crepresents congestions and triple bottoms or tops in the market.
4. A number followed by the word ‘“‘days’’ describes how many days
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are used for a break or to validate a turn in the price swing. If there
are the words ‘5 days,”” this means that one must wait for a close
above (or below) the highs (or lows) of the last five days.

VSisa ‘“V’’ bottom or top with a short leg.

VL isa ‘“V’’ bottom or top with a preceding long leg.

US is a short leg with a “‘U”’ type turn.

UL is a long leg with a *‘U”’ type turn.

CSis a congestion of a short span size.

CL is a long span size congestion, concerned only with the peak to
low space of each congestion.

O O 0 1 O\ W

IX. RULE SPECIFICS

1. For The Angle Amount

It is important to stick to the recurring angle if one can be found, because
this is the dominant factor in ‘‘angle of travel’’ trading. Many commodities
will travel up or down on irregular swings. Do not be overly concerned
about the overall angle of travel because the important thing is finding the
recurring angle for the shorter middle size swings evolving around the long
term angle of travel. Those individuals with enough money and the temper-
ament for long term trading may use the long term angle of travel, as
taught in the ‘““True Trend’’ section. The average trader will find it better
to play the shorter swings, where there is less chance of giving up good
winnings if the short swing turns out to be a long one.

2. ForV, U, and C Tops or Bottoms

= A turn or pivot in the market formed in three days or less.
= five days or less taken to make a turn.
= anything more than five days needed or taken for making a
turn in the market. This includes double bottoms or tops, as well as
congestions or triple bottoms or tops.

The count only includes the days in the process of the changing.
Those days extending out of the change are not counted.

0gp
OC <

3. Length or Size of Swings
(In the testing research the size dimensions will be labeled at the
(continued on page 171)
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HAP PRICE REVERSAL CHART

Swinging Choppy Short Legs

Angle Runaway With With Congestions Pullback
Of Travel Type Long Legs Close Together Analysis
30° VS = 3 days VS = 3days VS = 3days three days
VL = not enough data on this combination no data
to Us =5 US = Not Uus =3 four days
Distinguishable
UL = 5§ UL = 5days UL = 3 days no data
40° CS =7 CS = 8days CS = 7days nine days
CL =6 CL =7 CL =6 no data
40° VS =3 VS =3 VS =3 two days
VL =2 VL =3 VL =3 two days
to US =35 US =5 uS =35 four days
UL =5 UL =5 UL = 6 four days
60° CS =7 CS =7 CS =8 eight days
CL =9 CL =8 CL =9 seven days
60° VS = 2days VS = 2days VS = 3days two days
VL =2 VL = 2 VL = 3 two days
to US =35 US =5 UsS =5 five days
UL =5 UL =5 UL = 6 four days
80° CS =38 CS =7 CS =8 seven days
CL =7 CL =28 CL=9 ten days

On the *“C’s”’ above for congestions, remember that the measurement is for the span of the congestion,
whereas the “*V’s”” and “‘U’s”’ are short or long according to whether or not the previous swing or leg is short
or long.

To be of value I used current data but did not have a sufficient number of incidents for good averaging on
some combinations. As time goes on I will obtain better results. Let this be a warning that each person needs
to test this for himself, so he can know what to expect as an average number of days for making a turn with
various sizes of legs going on various degrees of angle; and the number of days to expect in a pullback for
each of these situations.
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beginning of each test run. The following are some examples to show what
to expect. Remember, the congestion is not concerned with the previous
swing but measures the true range from peak to low within the actual
congestion).

a. SWING SIZE IDENTIFICATION TABLE

Long Short
1. Wheat 25¢ or more anything less
2. T-Bonds 3¢ or more anything less
3. Gold 20.00 or more anything less
4. Cotton 5¢ or more anything less
5. Pork Bellies 5¢ or more anything less
b. CONGESTION SIZE IDENTIFICATION TABLE
Long Short
1. Wheat 10¢ anything less
2. T-Bonds 3¢ anything less
3. Gold 10.00 anything less
4. Cotton 2¢ anything less
5. Pork Bellies 5¢ anything less

4. Stages of the Market

Since I used a computer for testing and analysis, I’m not including the
levels of the market in the trading examples. The problem is telling a
computer to go find the various levels of the market. If you want to devise
a way to include this breakdown in your work, you may do so, but it is not
included in our testing at this time. Bottoms and tops usually have more
pronounced differences than the middle stages of the market.

Accumulation-distribution analysis work is discussed in my book,
“Eight New Commodity Technical Trading Methods.’’ This analysis is
useful when a bottom or top is suspected, but so far has not been
integrated into the ‘‘Fast or Slow’’ trading method. Read the comments in
Section 3 above for points to keep in mind when you’re actually trading.

5. A Pivot or Turn of The Market

A valid pivot is formed when there are at least two days of higher highs
(that are higher by at least as much as the variance amount as given in the
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table on pg. 181. This must be followed by two lower highs, that are lower
by the variance amounts (as described above for the higher days).

The reverse of this will define a down pivot or turn. There must have
been two lower lows (by the variance amount), followed by two days of
higher lows of at least variance amount.

These turns are identified as high points (HIPS) for upturns and low
points (LOPS) for downturns by some market analysts. This two-day-up
and two-day-down definition sometimes occurs in a very small price range
and will appear on the chart as merely a jiggle in the price movement.

X. ANALYSIS RESULTS

A. The Swings Or Legs

Surprisingly, the testing shows that ‘‘V’’ tops or bottoms are not
affected much by the angle of travel, but there is more apt to be a two day
““V’’ top or bottom if the swing or leg is longer.

There were practically no short-legged ‘“U’’ shaped tops or bottoms.
Here, again, it was surprising to find that the longer legged swings (going
60° or more) are more apt to have ‘‘U’’ shaped bottoms or tops.

B. The Congestions

Large congestions are those that are taller (swinging in a larger span).
There were many more congestions occurring in steep angles with fast
momentum. These larger congestions were found mostly when preceded by
long legs, as measured by the above swing size identification table.

In general, if a pullback is longer or larger than has been the previous
usual condition, then look for a congestion or choppy market for the
period following this pullback.

There are more apt to be congestions in the 60° to 80° angle category
than in the less fast markets, especially if there has been a long swing.

Congestions are also found between short swings or in the middle areas
of a trading range on the 30° to 60° rate of acceleration. These congestions
can often be used as measuring points for swing length estimations.

C. Pullback Analysis

1. Short swings
There is just as good a chance to have ‘“V’’ tops or bottoms on
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short swings as there is to have ‘‘U’’ tops or bottoms.

Most of the pullbacks on short swings are found in the faster
markets, of 60° or more. This has been very revealing and points
out common misconceptions often heard about the market action.

2. Long Swings
There are not apt to be pullbacks on long swings in the 30° to 40°
category. Even with a 40° to 60° angle of travel there were very few
pullbacks on long swings. Most of the pullbacks are found for the
short ““V’s’” and *“U’s,”’ regardless of angle of travel. Long swings
usually have their pullbacks in a shorter time period than found in
the short swings (See Figure 63).

XI. COMMODITY CHARACTERISTIC SUMMARY

I used Wheat, T-Bonds, Gold, Cotton, and Pork Bellies as
representative of the various categories or types of commodities. For this
study, I cannot go into detail on every commodity, but this study should
teach you what to expect and how to go about the work necessary to pursue
further analysis.

1. Wheat

This commodity travels in legs having an angle of 60° or more, with
swinging thrusts. You can conclude that any time it is not on this steep an
angle there is a congestion.

Use a close beyond the last three closes as an entry signal. There would
be few losses even in congestions and the added earnings will compensate
for using a longer term entry signal.

Rules for trading will be given for each commodity. These rules were
found to be best after a lot of testing. One should plan to keep optimizing
on about three month intervals. As you read this, they will need updating
again.

Preliminary testing summary sheets may be seen in the table labeled
“‘Averages for Five Commodities’” on the following page. I studied each
commodity for the last three years and labeled all of the swings according
to their length, kind of bottom or top, and number of days taken to make a
turn. Then when all this was done I averaged each category. This work was
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AVERAGES FOR FIVE COMMODITIES

Days Needed
Angle Category For Reversal

VS 3
30° VL 0
I to usS 5
40° UL 5
CS 8
CL 0

VS 3 (2.52)
40° VL 2
I1 to US 4
60° UL 4
CS 8
CL 9

VS 3 (2.55)
60° VL 2

11 to usS 5 (4.56)
80° UL 4

CS 8 (7.5)

CL 8

then used to set up conditions for change of trend, entry, exit, stops, and
reentry. Each of these required a number of variations. Using only four for
each, not counting the stops, there are sixteen different possibilities to
check for each of the last three years.

2. T-Bonds

In 1980 the dominant angle was 60° or more. Trade on a close beyond
the last three day’s closes.

Things slowed down to a 45° angle in 1981 and 1982. There are also a lot
aore congestions in these two years. To avoid the congestions one would
have to use a close beyond the last eight closes, but this would have given
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up a lot of money in the non-congestion areas.

Note the absence of travel on an angle of 40° or less. Even in the slower
moving periods, if the Bonds did not swing on an angle of 40° or more
there was a lot more congestion and choppy action.

3. Gold

For the last three years Gold has been swinging at a fast rate. Eighty
degree angles are dominant.

There are three times more ‘V’’ bottoms than for other commodities,
and three days is all that is necessary for turn requirements. More
congestions are found after long swings.

4. Cotton

Traders who remember the Saucer bottoms may think of the ‘‘good old
days.”” Now, with the higher price of oil, cotton has become very active
again. One will find a lot of two day bottoms or tops—the other extreme
from the old Saucer bottoms. Using a three day passing of previous closes
(on close only) would be best for reentries.

There is no obvious number of days that can be used in place of a change
of trend rule. Legs generally end with a congestion, especially if there has
been a long swing.

Cotton has many small congestions and labored moves, even in markets
that are trending. These Sideways movements are not so much pullbacks as
they are a period of pausing in the market.

The dominant angle is seventy degrees.

5. Pork Bellies

Three day price reversals are dominant, along with a 70° angle of travel.
These usually swing so much that a change of trend requirement will not
increase profits. It is interesting to note that the Japanese Yen quite often
travels a lot like the Bellies, so similar trading rules may be used for each.

After the Bellies go about twelve cents, expect a large congestion; or the
market should go into a choppy eight cent up and down swing, resulting in
a mostly sideways market for several weeks.
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XII. USING THE WEEKLY RULE

A lot of these price reversal patterns may be recognized by some as the
use of the weekly rule altered according to the characteristics of a
commodity, its stage of development in the market, and its angle of travel.
Many investors use the weekly rule in their trading, but it is best not to pick
some random number of days for reversals (when this number of days has
its highs or lows overcome). The number of days should be related to the
common characteristics of a market, according to its momentum of travel.
Some commodities get killed using Donchian’s twenty day reversal time
period. The trader needs to study the commodity carefully to learn the
most prevalent types of bottoms and pullbacks, and apply this to the
momentum of the market.

Look at the Price Reversal chart on Page 170. The first type of market
examined is the Runaway or fast moving market, with lots of momentum.
This type of market should not normally be going less than sixty degrees on
its angle of travel. Pullbacks of the first leg in a commodity having ‘“V”’
bottoms or tops should not have more than a two day reversal.
Congestions in the first leg should not have more than three days of
continuous reversal on each swing of the legs in the congestion. Now go to
each kind of market, with its type of bottom and degree of travel. You can
see how the days should change according to the circumstances. When
actually doing this, the degree of travel and the kind of bottom or top most
common for the commodity to be traded are most vital. So when you see
that a market is making a kind of bottom (such as the ‘“V’’) then you
would only apply this one kind in your trading, according to the angle of
travel and the type of market. When it is shown by at least three months
optimizing that a different type of market is prevailing, then change the
numbers of days accordingly.

Note that you should expect quick reversals if there is steep fast action
during bottoming.

The short leg swinger or choppy markets usually have their congestions
in the middle of their swings, since this is the balance point of the whole
swing.
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XIII. EXAMPLES OF WHEN TO TRADE

&« Buy on close above last five days high

l
I

r &« Buy on close above last eight days high

|
"l,l,l,

l I , l , , ’ ,- ¢—  Buy on close above last two days high

&~ Buy on close above last twelve days high

Reversing these, or turning them over, would make sell signals.

XIV. RULES ON URGENCY OR CAUTION IN TRADING

1. Anything not normal is a warning that needs special attention.
Erratic action or Professional Arcs are examples.

2. Breakouts from lengthy congestions need quick action.

3. Price patterns that have been repeating require special attention, to
judge if the time is right for another such move in the market.

4. A failure, or break, in the rhythm previously followed calls for a
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o

XV,

1.

change.

. Long flagpole markets need a fast entry.

Steep angle action following a bottom is a sign of strength.
Congestions far apart denote strength. A narrow congestion span size
also indicates strength.

a.
b.
c.
d.
e.

RULES FOR TRADING THE ““FAST OR SLOW’’ METHOD

Pork Bellies Rules (45 wins and 15 losses)

Change of Trend Rule.......... none

Days for Reversal............... two, on penetration

Degree of Angle to use......... 70°
Re-entryrule............oove.. Two days on penetration

| 25,4 | P On crossing of the 70° angle line

This line is drawn from the bottom, or top if heading downward,
of the day of entry. If there is a gap up, or down, make a
preliminary line from the previous day’s close. Use this as a stop
until the low or high is established for the day. If there is a very
large gap, leave the angle from the previous day’s close if you want
to do long term trading.

Variance........cooevvvvinvennnnn.. 20 points

This is to be used on a day when stop and reverse requirements
are met. This is when the angle line is crossed and the last two
closes have been passed.

It is also good to use the variance amount at line penetration

(after profits have been built up) for traders using long term or
“‘Slow”’ type trading. This is because the low or high for a day will
often go to the seventy degree angle line, barely penetrate it, then
proceed on for more nice profits. The seventy degree line drawn from
the high, low, or previous day’s close is one of the best support or
resistance lines for trading.
If the market gaps on the open by at least twice the amount of the
variance (40 points) and does not come back to fill this gap from
the previous day’s close, then draw the 70° line from the previous
day’s close for use as the exit line.

. Stand aside when price is near a previous high, low or gap, until it

is passed.
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2. Rules For Trading Japanese Yen

(Same rules as Pork Bellies except Variance is 10 points)
Wins = 44
Losses = 16
Even = 13
If gaps open the amount of twice the variance (20 points) and
trading does not come back to fill this gap, then draw the 70° angle
line off of the previous day’s close.

5. Wait for previous pivots or gaps to be passed before trading (if

they are close by).

SN =

3. T-Bond Trading Rules (69 wins - 33 losses - 17 even)

There is no trend reversal rule necessary. The best angle found is seventy
degrees. Enter on penetration of the last three closes, and re-enter on
penetration of the last three closes. Exit on penetration of the last three
closes. The exit is either/or, meaning it can be penetration beyond the last
three closes, or crossing the seventy degree line, whichever comes first. The
variance amount is eight points.

If price gaps away from the previous close on a trade entry signal, and if
the gap is at least twice the amount of the variance, use the previous close
from which to draw the line. If the low for the day of entry is twice the
variance amount (or more) below the previous day’s low on a buy signal
day, then use the previous day’s low for the seventy degree line. On a sell
signal day, if the high is twice the variance amount above the previous
day’s high, then use the previous day’s high for drawing the seventy degree
line. When using the close to draw the line, it should start from the outer
edge (close to the next day’s line) on the cross bar showing where the close
existed.

Stand aside on trades near the previous high, low, or gap until they are
passed.

4. Rules For Trading Wheat

Enter on a penetration beyond two closes.

Exit on a penetration of the last two closes.

Re-enter on penetration of the last two closes.

Stop and reverse (SAR) if the last two closes were penetrated at the
time of exit.

4. Use a 70° angle line from the low or high when a trade is made.

W N e

179



Fast Or Slow Trading

S.

BN R W N

Wheat Rules (A Second Set) - (34 wins and 25 losses)

II.

III.
Iv.

Change of Trend Rule (Iabeled CTR), is on a close beyond the last
eleven closes. Trade on the close on the twelfth day.

The angle from the low (or high) of the day of entry is 70°. If a
gap makes the low (or high) unfeasible (more than 2 cents in
grains), use the previous day’s close until a low or high is
established on the trade day. If the day of trade is a long range
(having the low beyond the average range for the last ten days)
below the previous day’s low, then use the previous day’s low in-
stead of the low for the day of the trade.

Exit when the 70° line is crossed.

Re-enter when there is a close beyond the last three closes, if there
has not been a change of trend. The change of trend must never
be traded against.

If trading is close to a previous high, low, or gap, wait until it is
passed.

Rules For Trading Cotton

Enter after penetration of the last two closes.

Exit on 70° angle line.

Re-enter if the last two closes are passed.

Stop and Reverse (SAR) if the last two closes cross beyond the line.
“CL” means ‘‘cover loss’’ and ‘‘CW’’ means ‘‘cover win.”’

Rules For Trading Gold (98 wins - 41 losses)

1.

-

Enter when price goes below (or above) the last two closes on
penetration.

Exit on the 80° angle line. Draw the angle from the high (or low if
downward) of the day of entry. If it is a case where there is a far-
distance-opening, use the previous day’s high (or low) until the day
of entry is over, then make a new angle from the high (or low) of
the day of entry.

. Variance is $2.00.

Re-enter on penetration of the last two closes.

. Do not enter a second trade (or use data for the second trade) until

the current trade is finished.
Do not trade until previous pivots or gaps are passed.
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Chapter Twelve

It Pays To Be Different

WHAT ARE MEDIAN LINES?

These are lines from a pivot through the middle of the next swing,
extending out so that price may intercept them. Dr. A. H. Andrews of
FFES conceived this market tool as a quick and easy way to apply W. D.
Gann’s angle method. Median Lines are at least 60% accurate in finding
the pivots of a market. I showed traders how to make and use these in the
book ““Eight New Commodity Technical Trading Methods. ’° Anyone who
does not know how to use them should learn. For the many who do
understand and appreciate the Median Lines, I have good news. There are
some very helpful differences and innovations from the old Median Line
technique that should improve profits from the market.

REVERSE MEDIAN

The first different Median Line is the Reverse Median Line. This goes
from the middle of a swing to the next pivot, extending out where price
may contact it (see Figure 70). Dr. Andrews mentioned this very briefly in
some old work. I did a lot of testing with Reverse Median Lines and found
them to be helpful. I taught a little about these Reverse Median Lines in
“Eight New Commodity Technical Trading Methods, ’’ also.
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It Pays To Be Different

These RML’s as they are called, are especially good in choppy markets,
whereas the regular ML’s are better in zigzag swinging markets. The
RML’s will give the trader information earlier than the regular ML’s that
are to be drawn. At times, the RML turns into a median line, becoming a
multi-indicator line, (MIL). These MIL’s are stronger and better
indicators. This knowledge can often make the difference in being in on the
right side of the market for a trade.

SECOND SWING MEDIAN LINES

A trick not known by many traders is to skip the first swing’s middle and
go on to the second swing’s middle, extending this line out to hit price
action (See Figure 71).

This works better from a distant pivot while in a fast running market. In
consolidation periods, these do not work often. The overall percent of
these being right is not as good as the regular median lines, unless you
know when to use them. First, here is how not to use them.

WHEN NOT TO USE SWML'’S

I. As I mentioned earlier, these do not work well in congestions or
consolidation areas.

2. Elliott Flat areas or Triangles are other places where they do not
usually work.

WHEN TO USE THE SWML'’S

1. Anytime the regular ML does not have price action in a position to
reach the reglar ML, try using the SWML. This will often find the end of a
swing movement.

2. Use them in fast runs; especially a small reaction in a fast run. If you
want to estimate where the rally or reaction will end, but the regular ML
line looks much too far away to intercept price, then go to the SWML and
this should help.
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It Pays To Be Different
THE SECOND MEDIAN LINE (See Figure 72)

If the regular ML has been overshot by price movement, then go to the
first previous median line and extend this on down (or up) to see if it will be
in line for interception. You are simply using the previous ML rather than
the current one.

Use these when there has been a lot of fast action in the market. FFES
teaches the use of parallel lines to the ML drawn from the pivots of the
swing being bisected. These are called MLH’s. Price will often pass
through these lines parallel to the median lines. When this happens, the
FFES instructions are to draw another line out the same distance away
from the parallel as the parallel was from the median line, and call this the
warning line. I have not found these too effective, however. It is better to
use an older median line that extends to the current price action. Knowing
to do this will sometimes make the difference in how well you do in the
market.

USING THE 0-2 LINE WITH ML’S

You can get advance warning as to whether or not a median line will be
good by using the 0-2 lines. This is a line drawn on the tips of any two
pivots and its parallel going from the middle pivot (see Figure 73). 0-2 lines
can be one of the most valuable aids when trading with median lines.

THREE WAYS THEY CAN HELP YOUR TRADING

1. If price does not reach the parallel to the 0-2 line, you know that the
movement is weak.

2. If it shoots past the line with ease, you know the market is strong.

3. Many times there are places where one cannot draw median lines that
are relevant to current price action on a short term basis, but you can make
a 0-2 line with its parallel (this makes up for the ‘‘V’’ bottoms or tops).
Other times you’ll find that a median line is just not applicable. This will
make a lot of difference in your trading, as you now know some of the
tricks of the trade. You are able to know the direction of the market when
the median lines are not available to help.
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COMMODITY PERSPECTIVE
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E : FIGURE 72
THE 0-2 LINES

When you have three pivots in a row
like above marked “0,” “1,” «2» you
should draw the 0-2 line, then make
one parallel to it going off the “1”
pivot. If price penetrates this 0-2 line
parallel, and especially if it closes
above it, then the market is strong, If
the top line is not reached, this de-
notes weakness. See above how weak
the number “3” pivot was, failing by
about 40% to reach the 0-2 line. This
makes the trading of Median Lines a
lot easier and much safer,
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Chart furnished courtesy Commodity Perspective
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It Pays To Be Different
MULTI-INDICATOR LINES

Some lines are one thing at first, then become another later in time with
future price action. One line can change three times, to become several
different types of indicators. These are called Multi-Indicator Lines, or
MIL’s. This is very interesting to watch develop. A straight line converts
with price movement to become another type, then later becomes a third
type of indicator line. A multi-pivot line may become a median line, then
perhaps a balance point line. Trend lines often become median lines, and O-
2 lines sometimes turn into median lines.

These multi-indicator lines are usually stronger than others. They have a
much better win/loss ratio when used for trading. It pays to be on the
lookout for MIL’s. They are very helpful (see Figures 74 through 77).
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Chapter Thirteen

Long Term Trading

I. WHY THIS IS DIFFERENT

If someone is trading one hundred contracts in commodities expecting to
keep them for a year, he should have special techniques. In this case,
technical work may not be enough. These big traders always spend a lot of
time and money on the fundamentals of the commodity itself. In fact,
most are producers or heavy users of the commodity and know the supply
and demand picture from first hand experience. It’s facetious to imply they
can be taught about their own business. Where they want help is in
weather predicting and in forecasting of the economic conditions. For
weather predicting, they use a good meteorologist and for the economics
they try to get advice from those having a good reputation in this type of
work. Weather predicting and economy predicting both have about the
same kind of results. They are often wrong!

On the week of July 5, 1982, twelve of the nations’s leading economists
were quoted in the Wall Street Journal, all predicting higher interest rates.
I told some friends at that time rates would come down, and they did. With
these kinds of results, one may wonder why anyone would try to invest a
million dollars or more in the market, thinking he can predict how things
are going to be a year later. Just the supply and demand side of the
predicting is hard for some. But everyone knows that even a supply or
demand shortage or abundance will not offset a failing economy very long.
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Long Term Trading

Many businesses have lobbyists and friends in Washington trying to
obtain inside information on what to expect.

II. GOVERNMENT TAMPERING

Ever since the depression, starting in 1929, the government has been
trying more and more to control the economy. Much of this is due to
pressure from people who want someone to take their risks or assume their
obligations. There are laws now affecting nearly every phase of our lives,
and government watchdogs around trying to enforce these laws. It would
be nice to always have a big brother protect us from our bad conditions;
but so far, it hasn’t been that easy for most people.

It has been proven many times that individuals cannot corner a market
for very long, but government meddling can certainly change things so a
business will lose money. Good businessmen keep up with events in
Washington that affect them. This part is not too difficult, because the
government issues a lot of information. The hard part is knowing whether
or not the government is contracting the economy or expanding it. This is
the job of the Federal Reserve Board, which tries to be free from political
influence. But sometimes it is very hard to tell what kind of policy is being
advocated by the Feds.

III. WHAT USED TO WORK

A few years ago, one only had to watch the Federal Discount Rates, the
money supply, the monetary base, and the velocity of money; but, since
1981, things have changed.

It is evident to most people that buying a lot of speculative material
hoping to make money in a contracting economy will take special funding
and someone who really knows what he is doing. Long term traders must
be able to foresee or know when the government is going to be restrictive or
supportive, and the Feds do not announce this in plain language. It takes
special knowledge of the causes and effects of the conditions involved.
Here is a summary of the factors that are important.

1. High Federal Fund and Federal Discount Rates means restriction and
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Long Term Trading

deflation.

2. Anincreasing money supply and monetary base means expansion and
inflation by the government.

3. Slow business activity with curtailed sales and restrictions on exports
means recession and perhaps a depression.

4. Higher prices mean lower profits and less income to pay workers. The
ratio of money made to money invested affects employment.

5. Commodities will not go up in price over a sustained period of time if
the money supply and monetary base are going down, along with a decline
in the velocity of money. The long term trader must be able to tell when
there is an expansionist or cortracting policy in play by the government.

IV. WHATIS DIFFERENT NOW

The thing that has caused things to be different is the excessive
borrowing of the government to pay for the enormous National Debt. The
government formerly contracted debts, then inflated the economy to pay
off these debts. Now things have gotten top heavy. We are approaching a
condition where those who work and produce are not able to provide
enough taxes or revenue for the government to meet their needs. If
companies do not have enough left for themselves to make a profit, they
usually close shop. We are in danger of having a depression along with
super inflation.

Pumping billions of dollars into the economy trying to prop things up
does not help if the profit incentive is too low. Many people do better not
working.

This is why the old economic indicators have quit working. The long
term traders need to learn these differences to overcome their problems.

V. FACTS WE MUST FACE
1. Business is not going to increase or continue if there are no profits.
2. Borrowing of money is necessary at a rate where profits can be made.

3. If the government borrows most of the available money, this puts
business in a bind.
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Long Term Trading

4. Debasing our money with inflationary practices cannot continue
forever. Eventually, someone has to pay with something of real value.

5. Businessmen who are successful adjust to these conditions and do
what is necessary to preserve their capital, hoping for another chance in
another time or place.

6. Long term speculators cannot make money in a flat market, like that
in most of 1977. The market must be moving either up or down.

VI. WHEN NOT TO TRADE

The long term speculator must sit out the dormant transitionary periods,
or learn to trade short term. Here are some things to help you know when
not to trade long term.

1. If there is confusion and uncertainty about government policies,
expect interest rates to churn around, along with money supply figures and
other economic indicators.

2. Flat velocity of money or money multiplier lines on the graph imply
that nothing is going to move until this changes.

3. Businessmen do not risk their personal wealth, as a rule. They borrow
money for expansion in a corporation, and let the corporation go broke if
they fail. Until money is available at a rate where it can be borrowed and
still make a profit, those who have money keep it and cut back to stay even
in their business. The long term trader can expect deflationary conditions
when interest rates are high. If the interest rates get too high, this is a time
to be on the short side, mostly.

Vil. WHAT CAN BE RECOMMENDED

1. As Gann said. ‘‘If in doubt, stay out.”” Do not put on a long term
position until you are sure about the money policy of the government.

2. Watch real money supply. Real money supply is the percent of
change of the Consumer Price Index, subtracted from the percent of
change of money supply. If real money has not been moving up or down
much, then the economy is in a stalemate.

3. Compare real money supply with the change in industrial activity or
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Long Term Trading

sales. If this, too, is flat, then the odds are slim for long term trading.

4. You seldom make money in the market until you have conditions
favorable. There are times when you make more by sitting on the sidelines.

5. After 1939, there was a long term bull market, with the contraction
periods shorter than the expansion periods. But now, it may be the other
way around. Look for longer contractions and shorter expansions for
several years to come.

6. Do not take anyone’s word or recommendation. Know for yourself
what is happening and what are your chances of winning.

7. If you do not understand the basics of this type of trading analysis,
get some good books, like David Rhoad’s “How to Survive a Spastic
Economy,’’ published by J. D. Press, P. O. Box 22674, San Diego, CA
92122.

8. Long term indicators like the True Trend Lines, Gravity Center
Lines, and Thrust Lines are good and will help tremendously; but for the
trader of large positions to do better he should properly analyze the
prevailing economic conditions.

(See Figure 77 through 83 for examples of charts issued by the Federal
Reserve Board).

199



FIGURE 77
MI MONEY SUPPLY - FED. RES. BOARD
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FIGURE 78

ADJUSTED MONETARY BASE - FED. RES. BOARD
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FIGURE 79
MONEY MULTIPLIER - FED. RES. BOARD
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2/ CURRENT DATA APPEAR IN THE BOARD OF GOVERNORS' H.6 RELEASE.
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FIGURE 80
INTEREST RATES - FED. RES. BOARD

SELECTED INTEREST RATES
AVERAGES OF DAILY RATES ENDED FRIDAY

PERCENT PERCENT
21.0 = - 21.0
E 3
2.0 Er = 20.0
=X =
19.0 Fryw 3 19.0
g \k- 3
18.0 A = i8.0
1.0 = =LA
= N\ TREAsURY SECURITIES 3
18.0 A =1 18.0
0 > FEDERAL FUNDS RATE - 18.
= \ A 3
5.0 E ! o+ 3 1.0

|\ » \ E
14.0 \\ \ 7"" 1 = 14,0
13.0 £ 1& | \ k\ 3 13.0
- \ W Vv \ \.\ b=
12.0 | e - v \ 3 12.0
= DS S
.o B \J/’ \ \ 3 1.0
= AU, 3
10. M \s 10.0
9-0 TRERSURY B 1LL YR
= 3
9.0 YL—_ 9.0
5 E
8.0 5 8.0
= M3
7.0 & 3 7.0
o“un pegdaa byt dsiadaiagdeg i iantginng 111*‘0
317 31 14 20 1) 25 8 23 8 20 4 18 t 1S 20 12 20 12 26 © 23 7 2 4 16 2 18 30 13 27 10 24
JU  AUG SEP OCT NOV OEC JAN FEB MAR APR MAY JUN JUL  AUG SEP
198} 1982

LATEST ODATA PLOTTED ARE AVERAGES OF RATES AVAILABLE FOR THE WEEK ENDING: SEPTEMBER 10, 1982

- | ~YEAR S-YEAR LONG-T<AM
FEDERAL TREASURY TREASURY TREASURY TREASURY TREASURY
1902 UNDS mm [ 11¢8 BILL mmw BiLL SECURITIES SECURITIES
JuLy 2 14.81 12.81 13.42 12.86 14.73 13.85
9 14, 47 12.23 12.98 12.50 14,48 13.68
16 13.18 1n.n 11.97 12.06 14.10 13,40
23 12.14 10.64 11,44 11.29 13.66 13.11
30 11,02 10. 51 11,38 t1.50 13.89 13.30
AUG. 6 11,15 9.80 10.67 11.13 13.82 13.08
3 10.90 9.70 10.94 11.06 13.59 13.02
20 10,11 7.88 9.82 8.71 12.53 12.17
27 9.04 7.50 8.99 9.568 12.38 12.04
SEP. 3 10,15 8.3! 9.75 10,12 12.54 12.16
1(7) » 10.14 8.32 9.61 10.04 12.38 11.87
1
24

A GES OF RATES AVA]LAIEﬁ
- N-DAY AVERAGES FOR ENDING WEDNESDAY TWO DAYS EARL IER THAN ODATE SHOWN.
CUVERHEN‘Y DAT?”PEM m'%u: BOARD OF GOV:ROM!‘ H.1S RELEAS%.

i NEW '“ﬁ RATE
RATE? ON LS TERM TREASURY SECURITIES ARE COMPUTED 8Y THE FEDERAL RESERVE BANK OF ST. LOUIS.
TREASURY 8ILL YIELDS ON DISCOUNT 8ASIS.

PREPARED 8Y FEDERAL RESERVE 8ANK OF ST. LOUIS
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FIGURE 81
BORROWING FROM FEDERAL RESERVE BANKS - FED. RES. BOARD

BORROWINGS FROM FEDERAL RESERVE BANKS
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LATEST DATA PLOTTED WEEK ENDING: SEPTEMBER 8, 1982
BUSINESS LOANS Vv
( COMMERCIAL AND INDUSTRIAL)
WEEKLY REPORTING LARGE COMMERC!AL BANKS 2/

BILLIONS OF DOLLARS SEASONALLY ADJUSTED BY THIS BANK BILLIONS OF DOLLARS
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LATEST DATA PLOTTED WEEK ENDING: SEPTEMBER i, 1982
1/ SUSINESS LOANS INCLUDE BANKERS' ACCEPTANCES AND COMMERC!AL PAPER.
2/ SANKS WITH DOMESTIC ASSETS OF $750 MILLION OR MORE

The information and data in these charts may be obtained
free by writing to: Federal Reserve Bank of St. Louis,
P. O. Box 442, St. Louis, Missouri 63166. Ask for:

"U. S. Pinancial Data"
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