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PREFACE

Over the past 20 years the use and misuse of
the Fibonacci Summation Series proliferated
to the point that commentators on the nation's
TV business channels now present them-
selves as resident experts. 1 lay no claim to
being an expert. However, my studies always
included an extensive examination of Fi-
bonacci numbers. My pragmatic position on
anything | learned isthat it | could not use
what | was studyingto help intrading, then |
was not interested in pursuing it any further.
[fthismaterial stimul atesyourinterestinthe
subject, then introducing you to it will be
worthwhile. A word of caution, this material
Is based on the probabilities of trading. The
art of trading is one of risk management.
Amos Hosteller, one of the founders of Com-
modity Corporation in Princeton, New Jer-
sey, used to say, "take care of losses and the
profits will take care of themselves." 1 refer
to this quote a lot because it is very impor-
tant!

The pattern recognition methodology illus-
trated in the text will be of interest to anyone
who ever traded using technical charts. | can
say with confidence there arc very few who
researched patternsto the extent | have. Some
of the references date back to the early 1900's.
Each of these patterns is based on ratio and
proportion. A technical chart is nothing more
than a road map with a price and time axis.

These patterns repeat with a great deal of
regularity. My best students have been air-
line pilots. They seem to approach trading
like they approach flying, following aflight
plan. The similarities to trading are numer-
ous.

Finally, one of my goals in writing this book
IS to expose you to the subject of ancient ge-
ometry. Fibonacci numbers are an integral
part of the numbers that make up the subject
of ancient geometry. It will be of interest to
some of you that many of these sacred ratios
trace their origin to the cosmos. 1 will not
spend a significant amount of time relating
my experiences in astro-harmonicsresearch.
The subject is too vast for me to consider.
More importantly, it is not necessary for prof-
itabletrading.
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INTRODUCTION

Leonardo de Pisa de Fibonacci
and Beyond

On the eastern seaboard about an hour'sdrive
from Florence, Italy lies the town of Pisa. It
was here that Fibonacci was born. He was a
thirteenth century mathematician who prima-
rily worked for the royal families of Italy. The
work for which he is most famous is the
Libre Abaci (Book of Calculations). His
award for this work was the present day
equivalent of the Nobel Peace Prize. Fi-
bonacci was largely responsible for the use
of arithmetic numbers versus Roman numer-
als. Before Fibonacci, the number 30 was
written XXX. After his Libre Abaci, it was
written 30.

Legend describes his journey to Egypt as one
of great discoveries. He went to Egypt to
study the mathematical relationships con-
tained in the pyramids.

Those of you who really want to study the
math contained in the pyramids should read
Peter Thompkin's book The Secret of the
Great Pyramids. It is not my intention to ex-
ploreall of thegeometry in the pyramids, only
the Fibonacci Summation series. Fibonacci

Pyrams
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21, 34, 55, 89, 144 to infinity. Dividing one
number by the next after the eighth sequence
yields 21/ 34= .618. This just happens to be
the relationship of the height of the Great
Pyramid to1/2its base. This additive series of
numbers is based on the equation

Phi + 1 = Phi squared
(0+ 1 = 0.

Base = 2.00

Half Base = 1.00
Height = .618
Slope=1.618

Diagonal = 1.902 V(2.618+1)
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What Fibonacci did for me was to open my
eyes! These are the relationships that are
constantly inthe market. | first started
using Fibonacci numbers in 1974 at the
urging of John Hill, Sr. of the Commodity
Research Institute of Hendersonville North
Carolina. | read all of lilliott's papers and
hiscorrespondence with Charles Collins.
Years later, Frost and Prechter wrote the
book Elliott Wave Theory, which explained
the wave structure and the use of Fibonacci
numbers. It concerned me that not all the
waves were .382, .500, .618, 1.618. It was
not until 1988 that | began using the square
root numbersoftheFibonacci seriesSQ(.618)
= 786 and SQ(1.618) = 1.27. Armed with
these two square root relationships, the
wave structure can be more easily ex-
plained. Bryce Gilmore's first book,
Geometry of Markets brought the ratios to
the public's attention. The Elliott Wave
Newsletter never used these ratios. | used
to fax information to them on the square
root numbers, but they never responded.
Robert Miner of the Dynamic Traders
Croup in Tucson, Arizona, uses all of the
harmonic ratios. It ismy opinion that his
newsletter and technical work is the best in
our business. If you don't have thetimeto
do the work, Robert Miner, one of the best
technicians on this planet, will do it for you
at asmall monthly cost. This reminds me
of one of my favorite quotes from my
friend and fellow trader, Jim Twentyman
"Defy Human Nature—Do the work your-
self.”

What this book isgoingtodoisillustrate
how to use the Fibonacci ratios, their
square roots, and their reciprocals to deter-
mine the structure of wave vibrations. Of
all the books | have in my library, none of
the Elliott Wave material covers this impor-
tant concept. | am goingto keep it as
simple as possible. If you can glean only
one or two concepts or patterns, then this
material will not havebeenwritteninvain.
| can promiseyou thismuch. Il you study
the ratios and patterns shown here, you will
realizethat marketshaveadefinitepattern
hidden within their chaos. Sorting through
thischaos can enlighten you. The goal here
isnottotry to predict the futureor evento
know what is going to happen next. No one
knows that! (Well, there is One who knows,
but Hedoesn't trade.) It is not necessary to
know what is going to happen in 5 days.
What is necessary is to determine how
much risk and profit potential is available
in the next 5 days. Probability is the name
of the game. Risk control is of tantamount
importance. Winners think in terms of how
much they can lose. Losers focus on how
much they can win. "Take care ofyour
losses and the profits will take care of
themselves" —A.B.H.

By end of the book, | hope you see the
correlation of geometric patternstothe
ratios and proportions illustrated. It is going
to be as simple as | can make it for you.
Should you want more elaborate reading
material it will be listed in the bibliography.
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The material here has proved exciting to
me and my fellow traders who also sub-
scribe to this approach to the market. In my
opinion, it answers the question "can there
he order in | he chaos of the market?" |
wish | had known this much about the
market 20 years ago!

One more thought about the square root
number from the golden mean. These num-
berswerefirstrevealed inWilliam Garrett's
incredible book The Torque Analysis of
Sock Market Cycles. This is hands down
the best book on cycles | ever read. There
were only 200 copies sold in 1972. The
remainder were destroyed by Prentice Hall
due to lack of interest. The book has re-
cently been republished by Ruff Publishing
(509-448-6739). An excellent choice for
every library.

There are a lot of charts in this book. |
know of no other way to illustrate these
concepts. Charts were selected from all
areas, from commodities to the Dow Jones
Stocks. Several different time frames were
Selected because these patterns are found in
all time frames.

Do not be disappointed if you do not see
thetraditional Elliott Wave pattern labeling.
It is not neccesary when you use short term
pattern recognition. What is important is
the ratio and proportion of each wave,
frankly, | never felt too comfortable about
exactly identifying the precise Elliott Wave
count. This was brought to my attention
most vividly several years ago at my trad-
ing house

abcBourselr.

Bryce Gilmore and Robert Miner were
discussing T-Bonds. They both came up
withdifferent Elliott Wavecounts. They
humbly admitted that they were both right!
And these are two of the best technicians |
have ever met. Bryce introduced thetechni-
cian tothetrue geometry of the market,
with his software program and book, Wave
Trader . | count him as one of my very
good friends and 1 will always be indebted
tohim.AlthoughElliott Wavedevotees
may cringe at this thought, you need not be
overly concerned with wave labeling, but
thesquarerootsandtheirreciprocal scan
go a long way to analyse a wave in the true
Elliott sense.

Usually, when | write about asubject. 1
include the works of other authors. 1
thought about doing this for a long time but
decided to leave the matter alone. There are
great many technicians all over the world
who could and should be mentioned here.
There are even more private traders of
equal or greater skill that no one ever hears
about. It is out of respect for these un-
known artiststhat | will refrain from men-
tioning names. | would have left someone
out anyway and if it would have been a
friend of mine-—well, you know the feel-

ing!

The material presented here is not to be
considered as a trading system. It cannot
stand alone. It is an approach to trading the
markets. Judgement and discipline are
necessary. And if they can be mastered, the
' inancial free-
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A CLUE FROM THE COSMOS

In the summer of 1986, my good friend and
mentor, Dr. Ruth Miller sent me a note. 'The
note stated that October soybean oil would
go off the board at 14 cents/lIb and begin a
huge bull market. | posted the note to my
trading monitor and forgot about it until
October. After October soybean oil went off
the board near the exact price she pre-
dicted, | gave her a call. She still lived in

| ndianaand had asoybean and corn farm-
ing operation. Her hushand was my first
soybean hedge account when | was a bro-
ker at Drexel Burnham. During our phone
conversations, Ruth revealed to me that she
had unearthed (pardon the pun) some in-
credibly accurate cycles. She said that they
were based on planetary movements. Her
excitement caused me to be on the next
plane to Indiana for atwo week tutorial that
would change my life forever. Two weeks
with her is comparable to a parish priest
having the same time with the Pope. Here
are just some of the things that came out of
that two week stunt at her farm.

1. Astrocycles Newdetter was formed. It
appeared in more than 22 foreign coun
tries and every state in the union. Five of
the G7 countries subscribed.

2. Three books on financial astrology were
written over the next six years.
a) Astro-Cycles - The Traders
Viewpoint

b) Planetary Harmonics of
Soeculative Markets
¢) Harmonic Vibrations

. One hundred and fifty traders came to

Pismo Beach, Californiato learn what
methodology | used. Most of them are
still in contact with me.

. | gave lectures to thousands of traders in

the United States and 8 foreign coun
tries.

. FNN (now CNBC) invited me regularly

as a guest to discuss the planetary cycles
in the newsletter.

. The Pesavento Index was developed at

Dr. Miller's urging. It is now adaily part
of the Commodity Traders Almanac pub-
lished by Frank Tauscher of Tulsa.

Oklahoma

The index rates each day by the number
of planetary cycles occurring exactly on
that date. The average is eight cycles per
day. When there are three or less, mar-
kets have a strong tendency to change
trends. The same is true when there are
13 or more.

| studied a great many approaches to the
market over the past thirty years and this
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ary trader W.D. Gann was an avid propo-
nent of astrology, as was Bernard Baruch.
Baruch's comment that "millionaires don't
use astrology, hid billionaires do" always
fascinated me. He employed his own full
timeastrol oger/astronomer, Evangeline
Adams. What really drew me closer to the
subject were some of my earlier readings.
Both Albert Einstein and Isaac Newton
wereboth avid astrol ogers/astronomers.
Once, at avery important meeting, Newton
was debating the subject with Johann
Kepler, the father of modern physics. After
aheated exchange Newton remarked "the
difference between us, dear sir, isthat it is
quite apparent that | have studied the sub-
ject matter extensively andyou have not!"

The first cycle Ruth reveded to me was the
Venus-Uranuscycle. Sheknew | had stud-
ied Fibonacci extensively and my interest
was guaranteed. Venus takes 255 days to
circlethe earth and pass through the 360°
aspects with Uranus. If you divide 255 by
365 the result is approximately 618 of a
year. Since this was the golden mean, |
became very excited.

Each year there arc 12 or more hard aspects
of Venus and Uranus. A hard aspect is one
of 30° or multiples thereof:

Fortunately, | had stock market data going
back to 189%. All | needed to do was get the
Venus-Uranus aspects for all the years from
18%6 to 1986. Those 90 years gave me
more than 1000 samples of the Venus-
Uranus aspects. Jim Twentyman, my good
friend and fellow trader at Commodity
Corporation, helped me with this study
under Ruth's watchful eye.

The research on the V enus-Uranus aspect
yielded excellent results. It now has more
than 100 years of data and the statistics
have held up. The accuracy of timing 3 to 8
day moves in the stock market istruly
amazing. Stocks seemed to be pulled
upward or downward by this cycle into the
date of the aspect.

PLANETARY ASPECTSUSED IN TRANSITS

Conjuncrien 02
Sextile 600

$0°

OPPOSITION &

Square 949 = o =
Trine 1200 -
Oppasitior. 1802
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The Commodity Traders Almanac |ists these aspects as they occur throughout each year.

Bow Jones Industrials 1994
Venus-Uranus Stock Market Cycle (225 days)

© 30° aspects of Venus-Uranus

D o A 111!|ﬂm1! Lﬂ\lﬂ!ll T iﬂll Jidl

Dec Jan Feb Mar Apr Hay Jun Jul! Aug Sep Oct Nov

The arrows point to the Venus-Uranus aspects which occurred during 1994.
This is a very importanl cycla in the stock markel: 11 of the 14 aspects were al significant highs or lows.

3904 .08
3964 .89
3946.908
3926.00
39491 .04
3868 .86
3860 .48
3840 .00
38728.00
3108 .00
3788.060
3768 .00
3740 .68
3720.68
3709 .08
3658 .69
3668 .00
3648.09
3620 .00
3680 .90
3588.00
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3540.60
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Astrology is abig business throughout the
world. Many people plan their lives around
it. Most religions banned astrology as a
science at the Council of Constantinoplein
552 A.D. Thisis why although Vatican
vaultscontainthefinestastrological material
ever written, they are inaccessible to the
public. My interest in astrology was purely
pragmatic. | was searching for the "Holy
Grail" of trading. What | did find were
several tools that work far above average.
But 1 do believethe markets are vibrating to
the tune played by the planets. My reason
for this is based on the work of Donald
Bradley. Bradley wrote a book Stock
Market Predictions in 1947. The book was
based on forecasting the stock market one
year in advance by weighting each of the
planets (cycles). Bradley's model is right
about 70% of the time in showing the trend
of the market for the entire year. This
includes some amazing predictions such as
the market fall of October 19, 1987, and the
big upmove following the attack of Iraq in
1990. The January 1994 stock market surge
performed perfectly to the Bradley model.
The remarkable part of the model is that it
can be completed years in advance and it
uses the weighting of the planets as its sole
data source. | know of no other technical
system that can or will do that.

| know these patterns with ratios and pro-
portion quite well and how their source is in
the cosmos. | perform very little astrologi-
ca research at this time. These patterns
allow you to put probabilities in your
favor and control risk easily. That is
what the trader needs at his fingertips.
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Harmonic and Vibratory Numbers

| included the section on Harmonic and
Vibratory numbers early in this book so the
reader will begin to think in terms of repeti-
tionsand swings.

Reluctance to share some of their most
precioustrading secretsis probably inher-
ent in all traders. | am no exception. What
you will observe in this chapter is, in my
opinion, one of the best kept secrets in
technical analysis. These harmonic, or
vibratory numbers as | refer to them, can be
incredibly useful for profit projection and
stop placement. Every commodity, stock, or
speculative instrument has its own vibra-
tory number. It is as natural as each ele-
ment on achemical chart having itsown
number. Traders who specialize intrading
one speculative vehicle use these numbers
all the time. They don't know why, except
that they repeat day after day. The next few
pages and charts will describe these num-
bers and illustrate their usage. Make no
mistake about this section: it could be one
of the most effective tools you can use as a
trader.

My first interest in these harmonic or vibra-
tory numbers occurred in 1979 while | was
operating the commodity department for
Drexel Burnham Lambert in southern
California. Jim Twentyman was working
with me and occupied the adjoining office.
A small window was located between the

offices so we could talk without using the
phone. Jim had just moved from Conti
Commodities where he was avery success-
ful broker/trader. He was now helping me
manage my C.T.A. firm, A.V.M. Associ-
ates. Jim purchased aWang computer in
1977 to do research on cycles and numbers.
He also took atwo year sabbatical to study
the works of the legendary trader W.D.
Gann.

| had accessto the library of the Investment
Center Bookstore in West Los Angeles.
This library had the finest collection of
books | had ever seen. Any book | ever
heard about was there, including rare astro-
logical books and old technical books from
the 1920s and 1930s. Once you go through
this vintage material you will realize there
Is not alot that is new to technical analysis.
Most assuredly there are new concepts and
ideas, but most material can be traced back
to earlier traders. | think you will agree that
the concept of harmonic or vibratory num-
bers fits into the "new ided" bracket.

The easiest way to describe why harmonic
numbers work the way they do is to use an
analogy. Suppose you were to drop arock
into a pool of water. Once the rock hits the
water, waves will vibrate from the center of
impact until the thrust of the rock hitting
the water dissipates. There are four things
that will determine the consistency and
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duration of the waves: 1) The height from
which the rock was dropped; 2) The weight
of the rock; 3) The depth of the water. (Sec
IHustrationbelow.)

Why Harmonic Numbers Waork
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Marketsreact tothrust in muchthe sameway.
Typically, anew announcement or scheduled
economic report will cause this thrust in the
speculative markets. Currently, thefinancial
markets respond to Gross Domestic Product,
employment data, both the Producer Price In-
dex and Consumer Price Index, plus many
others. Veteran traders remember vividly how
the Money Supply numbers of M* and M?
would shock the markets each week. Now
you must search to find these economic num-
bers. Soon a new leader of economic funda-
mentals will emerge and the current leaders
will take their place in the history books.

apcBourselir,

Jim Twentyman has an obsession with cor-
rect data. Me has the best data | have ever
seen. It is flawless! What Jim and | did was
to categorize all the price swings over afive
minute bar chart in all major commaodities.
The S& P data was done in 1985. We entered
each of these into the Wang computer by
hand. The computer would then search for
values of the price swing and report the fre-
quency distribution of each price swing.
When the distribution is skewed you would
get a Poisson distribution and your first hint
of aharmonic or vibratory number. It was then
apparent that the only way you could prove
thistheory wasto look at thousands of charts
to see if the premise was valid. We tested the
idea and found it statistically accurate and
quite useful in technical analysis.

Technicians will agree that chart analysis is
tantamount to reading a road map. There is
an X axisand aY axis. Chartists depict the X
axis for time and the Y axis for price. Once
the coordinates are found, you know the ex-
act spot where price and time meet. This in-
formation is not going to tell you what will
happen next. Nothing can do that! What it does
tell you is that apattern may be completed at
that time. The neural network | am using does
just that; and harmonic numbers help with
this estimation. It has categorized these pat-
terns in time and price. As atrader, | must
decide when to enter and exit the market. This
is what trading is all about. | then ask myself
two questions: 1) Isthe pattern and ratio sig-
nal present? and 2) Can | afford to take the
risk? If the answer to both of these questions
Is"yes," then | must take the trade. No one
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S&P 200 Example of 110 pt. Harmonic Numher
5 minute in Strongly Trending Market

110 pis,
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468.40
167 .75
4167 .58
467 .25
467 .80
466.75
4166 .50
466 .25
466 .69
1465.75
465 .58
465.25
165.08
164.75
164 .58
164 .25
464 .08
463 .75
463 .59
463.25
4163 .09
462.75
462.58
462.25
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S&P The S&P 500 has a total of five
harmonic numbers—three primary and two
secondary numbers. Secondary harmonic
numbersareimportantinstrongly trending
markets. Primary harmonicnumbersare:
270, 350, 540. Secondary harmonic num-
bers are: 170, 110.

Treasury Bonds Treasury Bonds have
a harmonic number of 20. When Treasury
Bonds exceed 20 ticks they will most often
proceed to 40 ticks. In strongly trending
markets multiplesof thetick harmonic
should be expected (i.e., 2 x 20, 3 x 20,

4 x 20).

Silver The harmonic numbers for Silver
are 18 cents and 36 cents. The second
harmonicis 12 cents.

Wheat  The harmonic numbers in Wheat
are 17 cents and 11 cents. Multiples of 17
and 11 will appear in strongly trending
markets.

Soybeans The harmonic numbers in
Soybeans are 18 cents and 36 cents.

Gold The harmonic numbers in Gold
are$17 and $11.

Swiss Franc and Deutschemark The
harmonic numbers for the Swiss Franc and
Deutschemark are 27 and 54 points. The
Swiss Franc has a secondary harmonic
number of 81 points (27 + 54).

Crude Qil The harmonic numbers for

abcBourser.
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Crude QOil are 44 and 88 points.

Dow Jones Industrials  The Dow
Jones Industrials have atotal of three har-
monic numbers: two primary (35 and 105)
and one secondary (70).
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S&P 200

9 minute

Example of 110 pt. Harmonic Numhep
in Strongly Trending Market
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468 .80
167.75
467.50
467.25
4167 .49
466.75
466.50
466 .25
166 .09
465.75
465.5D
465.25
465.68
164.75
164.59
464.25
164.80
463.75
163.58
463.25
463.08

-- 462,75

162.58
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S&P 500

30 minute

Example of 540 pt. Harmonic Number
in S&P 500

472.08
471.50
471.90
470.508
4706.64
469.58
469.60
168.58
468.08
467.508
4167 .80
466 .59
4166 .09
465.59
465.89
164.506
164 .00
463 .50
463 .00
462 .58
462 .80
461.50

460.508
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S&P 500
5 minute
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apcBourse'ir,

.......................

.......................

Example of Harmonic Numbers
In the S&P 500
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T-Bonds December 1997
5 minute

Example of 20 Mk Harmome numaer
in Treasury Bontds

A N

20 ticks
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9918
3908
9926
3904
9982
9940
9838
9828
9826
9824
9822
9828
9818
9816
9814
9812
9818
9888
9806
9804
98082
9888
9?38
9728
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December S&P 500 Example of 350 Point Harmonic Number
5 minute

I . -

455.28
454 .89
454.408
454 .80
453.608
453.28
452 .80
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451.68
< rh 451.28

't 450.68
450 .49
45889
449 .68
449 .28
448.80
448 .48
448 .08
447.60
447 .29
446 .68
44649
44689

350 pts.
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Cash Rold Example of $17 Harmonic Number

$17

§17

$17 M
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4108 .59
393 .04
397.54
396 .84
394.50
393.89
391.59
398 .80
388.58
387.90
385.58
384.00
382.508
381.08
379.50
378.90
376.59
375.40
373.59
372.80
378.50
369.00
367.50
366.60
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Decembenr Swiss Franc Example of 27 Tick Harmonic Number
2 minute

. 7534
.?532
. 75308
.7528
. 7526
. 7524
.?522
. 7520
.¢518
. 9516
. 7514
L9512
.7510
. ¢588
. 7586
. 7504
. 7582
. 7560
. 7498
. 2496
. 7494
. 7492
.74908
. 7488

27 Ticks
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December D-Mark
30 minute

E}{a;ﬁnnie of 54 Tick Habmunic Numbep

_ 54 Ticks _
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.6436
.6488
.6480
.6472
.6464
.6456
.6448
.6449
.6432
.b424
6416
.6408
.6480
.6392
.6384
.6376
.6368
.6360
.6352
.6344
.6336
.6328
.6328
.6312
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Crude 0il
30 minute

e

Example of 88 Tick Harmonic Numbep
In Crude 0Oil

13 14 1718 19 28 2124 25 26 2? 28
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.668
.589
.480
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Dow Jones Industrials Examples of Harmonic Numbers
30 minute in Dow Jones Industrials

3945.88

3937.50
3930.00

105 pts 3922.58
' 3915.00

(3 x 35 points) 3987 .58

3906 .00

3892.50

3885 .60

70 pts. 3877.59

. 70 pts 3870.00

j@ ’ | 70 pts. 3862.50

; 3855.60

‘L 3847.50

| ;‘ 3840.68

l 3832.50

P ﬁﬁ 3825.80

3817.50

‘h ) 3810.00
2 i

3802.50
< 3795.00
3787.58
3780.60
3772.50

Or
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" SOURCE  RECIPROCAL
1.000 =\ =1.000
1.272 =\/1.618 = 0.786
1.4142 =\/2 = 0.707
1.618 = ¢ =0.618
1.732 =\/3 = 0.577
2.000 =\4 = 0.500
2.236 =58 d 1/ = 0.447

These ratios are not “sacred ™ n the relipious meaning. but they are sacred to the study of geometry, Just about
every price swing imaginable can be lound using one of these ratios For trading the pattemns [ use. vou only need
to look tor 3 ranos. 618, 786, 1 00,1 27 and 1 OX

[t can be very helptul to know the market vou are follosang s vibratory 1o 707 or 1 414 instead of the 618 or
1618

o do nest The toll

: A
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retracement (1
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Sept Swiss Franc (Daily)

|
|
This chart illustrates the market rallying to the .707 i\‘i%ﬂl%f [('r' LIFIM[

\ 2). Notice the 3 drive pattern in the
circle. Once the 3 drive pattern forms, it would be
helpful to know the .707 ratio and what it means.
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.8958
.8568
.88589
.8886
.8750
.8760
.86508
.86008
.8550
.8568
.8458
.8460
.8358
.83686
.8258
.82068
.8158
.8109
.80650
.60608
. 79568
. 7388
. 7858
. 7868
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Dow Jones Transportation Index (Daily)

1 14908
~—— (.707) retracements 1488

2
V2 1470

707 _ 1468

it Dy 5

ﬂl 1439
| 1420

I - 1418
1400

1390
1389
1370
1368
1358
1349
1339
1328
1319
1380
1299
1280
1278

\/2 (1.414) of last MAJOR SWING

.aa
.00
.89
.08

(515

.89
.0g
.09
.80
.40
.00
.66
.88
.eg
.69
.09
.00
.ag
.60
.68
.89
.66
.0e
1268.
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March S&P 500 (5 min)

- (.707) retracements

7

V2 next swing.

abcBourselr

|

Tllillé.]---(

Notice how the market retraces to
.707 level instead of .618. Once you
see 707 occur once, it alerts you to
907 = —he expect it to happen again on the

N @abcBoursel i 5 s )5 [e2)e

=
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743
742
741
741
748
739
738
738
°37?
736
735
7?35
734
733
732

731
730
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728
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726
726

A
.50
e
.60
.25
.58
S
.00
.25
.50
.75
.89
.25
.58
.75
732.

80

.25
.58
.S
.88
.25
.58
.45
.aa
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Eastman Kodak (EK) Daily

If
N,
l ' IL Ali% = CD pattern at
H 5 i 2 W(JO?) retracements
3,

89
79
78
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Y
76
75
5
74
73
72
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71
79
69
69
68
67
66
66
65
64
63
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1/4
1/2
34

1/4

1,2

374

1/4
12
34

14
1,2
3/4

1/4
1/2
3/4

1/4
1/2
3/4
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Dow Jones Transportation Index (Daily)
8

\/2 expansion (1.414)

\1{2_ retracements (.707)
T
—~ J,
“‘\ ~2;

N g

Notice how .707 retracement
forms a perfect trendline or
parallel channel.

1490
1488
1478
1460

14408
1439
1420
1419
1480
1398
1380
1378
1368
1358
1348
1338
1329
13109
1388
1290
1280
12708
1266

.60
.69
.80
.88
1458,

80

.0a
.88
.48
.09
.04
.o
.00
.an
.69
.09
.80
.08
.80
.08
.68
.00
.08
.90
.69
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March S&P 500 (5 min)
® , 620.60

815.80

817.00 |1|| 810 08
| 805.80

800.99

| 795.80

- 790.00

} 785.98

768.90
275.00
270.80
265 .00
768.00
755.08
250.80
= 745 .00
N 740 .80

"W 737.16 735 pg

618 — e ?
e O TS
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710.609
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Swiss Francs (Daily)

Notice that the 3 drives to a Top .

are not only equidistant,
but that the 3 Tops can be
connected by a straight line.

.8958
.8980
.8858
.8600
.8758
.8700
.8658
.8600
.8550
.8500
.8458
.8480
.8358
.8308
.6250
.6200
.8158
.8168
.8050
.8008
.7950
.7908
.2858
.76800
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The Geometric Characteristics of a Price Chart

Technicians use price charts to interpret what the next move is most likely to be. Let us
consider the following:

A price chart is asquare

1.414 1.618

1.272
1.272

—>

. 1.00
With two triangles of equal height

1.270\/T518)
5 /\ 5

It also contains a pyramid - and a circle

NN
/ 1272\ \

1[13 F.
51.8deg 1000\ \'/
[ o

SQUARING THE CIRCLE ——)

Perimeler of ihe circdle is equa

to circumlerence of the circle. },_0-

"
\ 2.0000
\—"’/ 1.000
SQUARE = 8.000 CIRCLE « 8000 A e n

that leads to this and this

www.MyChart.ir
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Geometric Principles
(by Bryce Gilmore)

Philosophical Geometry

Ancient philosopherstaught pupil sthearts
of SACRED GEOMETRY in order to
developtheirfaculty of INTUITION.

Geometry attemptstorecapturetheorderly
movement from an infinite formlessness to
an endless interconnected array of forms,
and inrecreating thismysterious passage
from ONE to TWO, it renders it symboli-
calyviable.

The practice of Sacred Geometry is one of
the essential techniques of self-devel op-
ment.

Geometry deal swith pureform, and philo-
sophical geometryreenactstheunfol dingof
each form out of the preceding one.

The Canon of Proportion

Thebinding natural law of mathematicsas
we know it today ORIGINATES from the
COSMOS. It was not invented by man, just
revealed to him through his study of the
Planets.

The Seventh wonder of the ancient world,

the Great Pyramid of Giza, holds within its

structure all the math "secrets' we need to
know.

The pyramid is agraphic representation of

apcBourselir

the Earth and Moon and their combined
movements around the Sun. The pyramid
demonstrates the binding relationships
between the SQUARE, CIRCLE and the
GOLDEN MEAN.

NN
7 N

v

Modern day scientific studies have (among
other things) confirmedthemeasurements
of the Moon and the Earth.

The radius of the Moon is 1090 miles and
the radius of the Earth is 3960 miles. A
combined total of 5040 miles (Plato's mysti-
ca number and in calendar days equal to
720 weeks, 2 times 360, 3 times 240, 4
times 180, 5 times 144, and 8 times 90).

A sguare encompassing acircle represent-
ing the Earth has four sides, each equal to
the diameter of the Earth, i.e., 3920 by 2 or
7920 miles. The perimeter of this square
calculates to 31680 miles (4 times 7920, 44
times 720, 88 times 360, 132 times 240,
176 times 180, 220 times 144, and 352
times 90).

sl =

o @abcBourselir
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If the Moon and the Earth were placed side

by side, the distance between the two cen-
ters would be equal to the sum of the radii,
l.e., 3920 plus 1080, which equals 5040
miles. A circle drawn using the combined
radii of 5040 would have acircumference of
2 P Ror2x 22/7 x 5040, which equals

31680.

Therelationship of thecircle's circumfer-
encetothesquare's perimeter is
1.000:1.000.

NOGW

.

This geometric exercise is known as squar-
ing the circle. Pi is the Pythagorean measure
of 22/7 used to calculate the dimensions in a
circle or sphere. In decimal form Pi is the
irrational number 3.14159.

The radius of the circle 5040 (1080 + 3960)
as a factor of the Earth's radius is equal to
5040:39600r 1.2727:1.000. And 1.272is
mathematically the square root of 1.618.

Squaring the Circle

1172 i

i.818

1.000 \

SQUARNG THE CHACLE

Perimeter of the square (g egual
ta circumlsrancs of the circle,
2.000

AN /
\_,/

LQUARE= B 000 CIRCLE= &.000
A hypotenuse calculation for aright-angled
triangle using the 5040 radius of the above
circle and half the side of the above square,
.e., the radius of the Earth 3960, would give
the following result.

61.8 dog

Using the Pythagorean theorem, i.e., the
length of the hypotenuse in aright triangle
(90 degree triangle) will be equal to the
square root of the sum of the squares of the
other two sides.

Hypotenuse = square root [(5040 x 5040) +
(3960 x 3960)] = 6409 miles.

If we call the base of the triangle the Earth's
radius, i.e., 3960, then the hypotenuse
6409.6 as aratio of the base 3960 is
6409:3960 or 1.618:1.000.

www.MyChart.ir
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Theirrational number 1.272isthesguare Harmonic Ratios from the Square

root of 1618, i.e, 1272 = \/1.618. The Diagona of the Square

(Root 2 = 1.4142)
It can be demonstrated by this exercise
where the designers of the Great Pyramid of  The square is bounded by four equal sides at
Gizaprocuredtheirmeasurements. [tcan right angles to each other.
also be seen that the irrational numbers of

0= 1.618 and PHI = 3.14159 arerelated. Using the Pythagorean theorem we can cal-
culatethediagonal length. Thisnumber will
1/4(3.142) = 0.786 (1/\/.618) alwaysmaintai nthesamerel ationshiptoany

side of the square (1.4142:1).
1/4istheharmonicratiofrom thesguare
and 1618 is the Golden Mean. A square with sides egual to 1.000 has a
diagonal of: V(17 + 19 or \J 2, which is
1.4142.

The diagonal of any square relates as
1.4142:1.000 with its side.

K . L
F. 3
g
\
&
1.000
A [ g

Expanding a square by the ratio of its diagonal produces the Harmonic Ratio Series.
1000 14142 2000 2.828
Theinverseratiorelationships are:

0354 0500 0.707 1.000

A
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THE PRIMARY PATTERN

This section discusses the primary patterns
| use intrading. Many of my students ask
mewhy | sharethisinformation. Itisquite
simple and has atwo part answer. First, all
of these patterns were found by someone
else over the past 70 years. Second, every
trader has his own time frame that he likes
to trade, so the chance of aself-fulling
trade expectationisvery remote.

Onevery important difference will emerge
from this section on pattern recognition.
That difference is that dl of the patterns
discussed will beillustrated using the math-
ematical ratios of ancient geometry, of
which the Fibonacci Summation seriesisa
part. What | tried to do is show how you
can use only four numbers of the

Fibonacci Summation series to mathemati-
caly identify these patterns. | always
thought that the mathematical relationship
of these price swings is what the originators
of these patterns failed to bring up. Thisis
especially true for the Elliott Wave theoreti-
cians. | studied the Elliott Wave principle
extensively from 1974to 19781 thought
his tenets on wave patterns were more like
guidelines than immutable laws. To this
day, if you get 12 Elliott Wave theorists in a
room you will end up with 24 or more
Interpretations of the price action. There is
nothing wrong with that. It isjust another
way of showing that no one knows what is
goingto happen next in the markets. More

importantly italsoreiteratesthat it isnot
necessary to know what is going to happen
next. What is necessary is to know the risk
on the trade. Since we are dealing with
mathematical relationships, the control of
risk can be quantified easily.

| spent the better part of 30 years looking at
these patterns. My sources originated from
Don Mack at the Investment Center in
Santa Monica, California and John Hill at
the Commodity Research Institute in
Hendersonville, North Carolina. | do not
think | overlooked anyone who ever de-
scribed a price pattern. There are two books
that | highly recommend:

1. Profits in the Sock Market by H.M.
Gartley (1935). This was Gartley's Stock
Market course in the 1930's. It cost $1500
which was equivalent to 3 Ford automo-
biles at the time. On pages 200 to 250 most
of the patterns ever discussed are found.
More trading systems were rediscovered
and sold from this book than any other
book. Thisincludes: The Tubbs Stock
Market Course, The Trident Strategy, The
Reversal Point Wave, and many others. The
book is more than 700 pages and comes
with huge wall charts illustrating the action
of the stock market in the 1920's and 30's.
It can be purchased for under $100 from
Traders Press in Greenville, SC, 800-927-
8222.

www.MyChart.ir
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2. Torque Analysis of Sock Market Cycles
by William Garrett (1971). Thisbook isa
truegem. It wasthefirst book ever written
that explores the mathematical and geo-
metrical relationships of price patterns and
how they relate to the numbers of ancient
geometry. Garrett's book came out at about
the same time as another book on cycles.
James Hurst's The Profit Magic of Sock
Transaction Timing. Hurst's book was less
expensive and much easier toread. But the
content of Garrett's book held the key to
many answers about cycles and Fibonacci
numbers. Only 200 copies of Garrett's book
were ever sold. Prentice Hall destroyed the
remainder of copies due to the need for
warehouse space.

If you spend some time looking through my
bibliography, youwill seethat agreat num-
ber of authors are covered. | aways felt that
each of them contributed to the science of
technical studies.

abcBourselir.

The Ten Basic Patterns

¥ @abcBourselir

Patterns 1 and 2 werefirst described by
H. M. Gartley in Profits in the Sock Mar-
ket on page 249. It is the basic pattern in
the theory of parallel channels.

PRACTICAL USE OF TREND LINES

SELLING POINT AS -

-
PARALLEL IS APPROACHED ,
5 " /BUYING POINT'

7 API"ROACHED.II!;i
.* = NOT PENETRA
/‘5-' T

— ‘\
— /J N
=" SELLING PQINT

1F PENETRATED

A UPTREND LINE

From this one page in Gartley's book, two
of the most famous trading systems were

90 92 [ P
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sold. The first was the Tubbs Stock Market
course ($1500 in the 1950's) and The
Trident Strategy ($3000 in 1970').

The Gartley "222' Pattern

Thisis one of the best patterns | ever
found. | named it the Gartley "222" pattern
because it is on page 222 in Gartley's book.
He spent more time describing this pattern
than all the others. This pattern shows why
It isnot necessary to pick atop or bottom—
just wait for the first "222" pattern follow-
ing the top or bottom. The red beauty of
this pattern is that it contains an AB=CD
pattern within it. This alows the trader to
calculate ratio and proportions of various
price waves in order to determine the risk
on the trade. If the day trader can learn only
this pattern he will do very well. It isworth
noting that when the "222" pattern fails
market moves beyond point X) a major
continuationmove is in progress.

Patterns 5 and 6 are reaction patterns. The
move from point 1 can be 38%
50%
61%
70.7%
78%
100% (double
top or
bottom)

The only time | use the 38% retracement
level to find atrade entry is when the move
from X to 1 is one of tremendous thrust (3
to 5 times normal trading range bars). The
market will give you strong clues as to
what it will do next if you watch the
retracements in new moves. If it reacts only
38% on the first reaction swing, then a high
probability exists that the next swing or two
will also be 38% reactions.

www.MyChart.ir
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Patterns 7 and 8 are extension patterns. It
wasthis pattern that changed my approach
totrading. As| wastrading from
Switzerland, where | had spoken to a group
of Swiss bankers, aimost every trade | put
on over the last severa days had been
stopped out on a penetration of point X. In
my hotel room, | was calculating why my
stop was right at the high/low of the day. |
had placed my stop right at the 1.27 move
of X to 1. It was upon hitting the square
root button on my calculator that | first
began to see the importance of the 1.27

ratio \/1.618 =1.27.

A good rule of thumb is to wait for acandle-
stick pattern such as a doji or hammer
(pg.118) when point A is reached. Remem-
ber that this pattern is an extension pattern
and there are no guarantees that the swing
cannot go much higher.

abcBourselir,
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Patterns 9 and 10 are the most difficult to
find on daily charts. They are found more
frequently on intraday charts (5 min., 30
min., etc.). William Dunnigan described this
pattern in Dunnigan's One-Way Method and
the Dunnigan Thrust Method. The three
drive pattern should be very esthetic to the
eyes of the trader. It should jump out at
you. If you find that you are forcing the
pattern to fit three drives, it is probably not
correct.

The most important thing to keep in mind is
symmetry. The waves should be symmetri-
ca in price and time.

Note: Linda Bradford Raschke refers to this
pattern as her Three Little Indians in her
book, Street Smarts.
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7 periods up

7 periods up

The diagram above is an example only. It

shows the number of periods could be 3 to
13. The price swing could aso be 1.618.

Characteristics of Patterns

PATTERN #1

1. Price swing from A to B will be equal to
CD 60% of the time. The other 40% of
the time CD will be 1.27 or 1.618 of AB.

2. The BC price swing will be .618 or .786
of the AB move. In very strongly trend-
ing markets the BC swing will only be at
the .382 retracement.

3. If the AB swing is very strong, it will
give agood clue as to what to expect on
the BC move.

4. The time bars from point A to B should
be equal to the CD time bars about 60%
of the time. The other 40% of the time
these time periods will expand to 1.27 or
1618 of AB.

5. Should the CD price swing have aprice
gap or avery wide range bar, the trader
should interpret this as a sign of extreme
strength and expect to see price expan-
sons of 1.27 or 1618.
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December T-Bonds (Daily) 11400

Pattern #1 AB=CD 11316

D=1.6180f X to A 11368
AD=1.618 of X to 11216
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apcBourselir,

December S&P (60 min)
Pattern #1

AB=CDintime
AB =CD in price
BC=.6180f AB
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Decembér Deutschemark (Daily)
~ Pattern #1

AB=CD -
BC = 618 of AB
CD=1618 of BC
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PATTERN #2

~
P

1. Price swing from A to B will be equal to
CD 60% of the time. The other 40% of
the time CD will be 127 or 1618 of AB.

2. The BC swing will be .618 or .786 of the
AB move. Invery strongly trending
markets the BC swing will only be at the
382 retracement.

3. Ifthe AB swing is very strong, it will
give agood clue what to expect on
the BC move.

4. The time bars from point A to B should
be equal to the CD time bars about 60%
of the time. The other 40% of the time
these time periods will expand to 1.27 or
1618 of AB.

5. Should the CD price swing have a price
gap or avery wide range bar, the trader
should interpret this as a sign of extreme
strength and expect to see price expan-
sonsof 127 or 1.618.
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apcBoursellr,

December S&P S00 (5 min)
Pattern #2
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McDonalds Corp. (MCD) Daily
Pattern #2

(:) AB=CD

ab=cd

Sinaller ab = cd contained in a larger move
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Dow Jones Industrials (30 min)
Pattern #2
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December S&P S00 (5 min)

abcBourselr

Pattern #2

8 @abcBourseli

AB =CD
1,2=34
CD = 1.618 of BC

sl &

17}"‘ by i JrH_hJ”-.J-E

Here are two overlapping AB = CD patterns.
The smaller is contained within the larger pattern.
This adds further confirmation of a bottom. |

A
g
5)

748.
.88
.58
.09
.50
.09
.58
.08
.58
.08
.50
.0a
742.
.89
.59
.08
.58
740,

748
747
747
746
746
745
745
744
744
743
743

742
741
741
740

739
739
738
738
737
737

°0

1%

5%

.59
.60
.58
.09
.58
.88

NOLLINOGOTY HHRLLLY J 11iim SOLLYY IDOYNOdIl]

39


www.MyChart.ir
http://abcbourse.ir/

56

LarrY PESJ\VENTQ

PATTERN #3
BULLISH
GARTLEY "222"

1. Theswing downfrom point A will termi-
nate at point D. This will be at the .618
or .786 retracements 75% of the time.
The other 25% of the time, the
retracements will be .382, .500 or .707.

2. There must be an AB = CD pattern ob-
served in the movefrom A to D.

3. The BC move will be .618 or .786 of AB.
In strongly trending markets expect a
382 or 500 retracement.

4. Analyze the time frames from point X to
A and A to D. These time frames will
aso be in ratio and proportion. For ex-
ample, the number of time bars up from
point X to A isequal to 17 bars. The time
bars from A to D equal 11 Seventeenis
approximately 1618 of 11

5. There will be afew instances where the
AB = CD move will give aprice objec-
tive at point X. This will be atrue double
bottom formation.
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‘General Motors (GM) Daily 58 1.2

3?7 1.2

T 57 0
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}H 56 B8
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L 55 8
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l ]" 54 @
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52 1,2

52 @
CD = 1.27 of BC 2} é/z
AD = 618 of XA 58 1.2

BC =.786 of AB 50 B
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4? 0

 Pattern #3 58 @
Gartley “222” Pattern j
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March S&P 500 (1 min)

Pattern #3
Gartley “222” Pattern

This is a 1 minute chart of the March S&P.
It illustrates that these geometric
patterns are found on any time frames.

* See importance of Harmonic numbers in Chapter 4
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December Copper (30 min)

Pattern #3
Gartley “222” Pattern
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Netscape (NSCP) Daily

Pattern #3
Gartley “222” Pattern

AB=CD
CD=BCx 1.618
AD =618 of XA
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AB =CD
AD =786 of XA
BC = .618 of AB
“CD = 1618 of BC

apcBoursellr,

December S&P 500 (5 min)

Pattern #3
Gartley “222” Pattern
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apcBoursellr,

General Motors (GM) Daily
Pattern #3

Gartley <2227 Pattern ’

CD=1.27of BC
AD= 618 of XA
BC =.786 of AB
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Dow Jones Industrials (DJI) 30 min

Pattern #3
Gartley “222” Pattern

6615
6680

6578
6555
6549

6510
6495
6480

6458

6429
6405
6336
6375
6360

6330
6315
63008

6278

.08
.00
6585.
.00
.60
.80
6525.

6e

5]%

.80
.00
.08
6465.

69

.69
6435.

6o

.08
.00
.08
.08
.89
6345.
.88
.08
.08
6285.

515}

00

.08

NOLLINDOJTY NYLLIYJ HUM SOLIVY 150vNoaT]

£9

A

abcBourse!ir IRl =

o @abcBourselir


www.MyChart.ir
http://abcbourse.ir/

G4 LArRRY PESAVENTO

PATTERN #4
BEARISH
GARTLEY "222"

e Y

786~ .

~_D

1. Theswing up from point A will termi-
nate a point D. This will be at the .618
or .786 retracements 75% of the time.
The other 25% of the time, the
retracements will be .382, .500 or .707.

2. There must be an AB = CD pattern ob-
served in the move from A to D.

3. The BC move will be .618 or .786 of
AB. In strongly trending markets expect
a .382 or .500 retracement.

4. Analyze the time frames from point X to
A and A to D. These time frames will
aso bein ratio and proportion. For ex-
ample, the number of time bars down
from point X to A is equal to 17 bars.
The number of bars from A to D is 1L

5. There will be afew instances where the
AB = CD move will give aprice objec-
tive at point X. This will be atrue double
top formation.

6. If point X is exceeded the trend will
continue to move up to at least 1.27 or
1618 of the X to A move.
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General Telephone & Electric (GTE)

Pattern #4 17 1.2
(€4 b4 4? a

Gartley <2227 Pattern 6 1.2
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American Express (AXP) Daily

Pattern #4
Gartley <2227 Pattern

AB =CD

" D =.618 of XA
BC =.786 of AB

H In CD = 1.27 of BC
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December Deutsche Mark (Daily)

Pattern #4
Gartley “222” Pattern

AB=CD

D=.6180of XA

BC=.618of AB @
CD=1.618 of BC
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December S&P 500 (5 min)

Pattern #4 . X\ 765.50
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PATTERN #5 1.70 points, | will wait for further confir-
i mation to enter the trade.

5. Timeperiods, thenext swing will usually
be dramatic to the downside. If the time
frame down from point 1 to A islonger
than 8 periods, the ensuing pullback will
most likely be lessdramaitic.

6. The trader will never know which of the
retracement numbers the market isgoing
to reach. It is the trader's decision to

determine how much risk is in the trade.

7. This pattern forces you to trade with the
short term trend. You are not trying to
pick atop or bottom.

1. The time frame between point X and

point A will be between 5 and 13 time 8. After entry, once prices move 61.8% in
bars (i.e., 5 min., 30 min., or daily). On the direction of the trend, the protective
rare instances 21 time bars. These are stop should be moved to point A. This
Fibonacci numbers. gives a risk free trade.

2. There are no swing patterns present 9. The minimum price objective should be
between points 1 and A. the same distance from point A to 1.

3. Whenthe movefrom X to 1 isvery
explosive, the pullback to point A may
only retrace to 38.2% or 50% |X.

4. If the price difference between the .618
and .786 retracement is greater than the
traderiswillingtorisk, thetrader should
wait for further confirmation (i.e., a
change in momentum or candlestick
pattern: doji, hammer). In the S&P 500,
for example, if the difference between the
618 and .786 numbers is greater than

www.MyChart.ir

abcBourseli ) @abCBoursel i)y Al



www.MyChart.ir
http://abcbourse.ir/

Dow Jones Industrials (Daily)

Pattern #5

Dow Jones Industrials

completes a pattern #5 at .786 retracement
6 days after the heaviest volume day

ever on the NYSE (+700 million shares)

July 16, 1996
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Anhauser Busch (BUD) Daily

Pattern #5

Notice the symmetry of these two #5 patterns
in the Dow Jones component. Once you see a
pattern you can expect to see it again.
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Here are three Pattern #5’s in this Dow Jones component.

Chevron (CHYV) Daily

Pattern #5
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186
o 7
-~ This swing negates a pattern #5 even though

the low was an exact .618 of a previous swing.
The move down in #5 patterns must be sharp
with no identifiable swings in the downmove.
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PATTERN #6 wait for further confirmationtoenter the
trade.

5. The time bars between points X and A
give astrong clue to the next swing.
When the distance from point A is very
short, 3 to 5 time periods, the next swing
will be explosive to the upside. If the
time frame down from point 1 toA is
longer than 8 periods, the ensuing rally
will most likely not be as strong.

6. The trader will never know which of the
retracement numbers the market isgoing
to reach. It is the trader's decision to
determine how muchrisk isin thetrade.

1

7. This pattern forces you to trade Wi th the

S SRR rrartr

5 min.,
21 time bar S 8 After entry, once prices move 61.8% in
_ the direction of the trend, the protective
2. There are usually no swing patterns stop should be moved to point A. This
present between points 1 and A. gives a risk free trade.
3. When the move from X to 1 isvery 9. The minimum price objective should be
explosive, thepullback to point A may the same distance as point X to 1.

only retrace to 38.2% or 50% of |1X.

4. If the price difference between the .618
and .786 retracement is greater than the
traderiswillingtorisk, thetrader should
wait for further confirmation (i.e, change
In momentum or candlestick pattern; doji
or hammer). In the S&P 500, for ex-
ample, if the difference between the .618
and .786 is greater than 170 points | will
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December S&P 500 (Daily)
Pattern #6

! Pattern #6’s must not have a price swing in
the sharp up move to the .786 retracement.
If a swing is present it could then be a
Gartley “222.”
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PATTERN #7

5. There should be no price swings between
point 1 and point A. If thereisaprice
swing Pattern #6 becomes a Gartley
222 pattern.

6. Thisisavery important pattern when
day trading because point X is often the
opening price of the day.

7. When prices react in the direction of the
trade, the protective stop should be
raised to break even.

8. Profit objective should be the total dis-
tance between points 1 and A.

1.618

. The time frame between X and point A
will be between 5 and 13 time bars (i.e.,
5min., 30 min., daily). On rare occa-
sions 21 time bars.

. Thisisareversa or extension pattern.
Expect prices to reverse at point A.

. |f the dollar amount between the 1.27
price and 1.618 price is too great, the
trader should wait for more confirmation
(i.e., doji or hammer or another indica
tor) of an exhaustion move.

. The thrust down from 1 to A will givea
good clue what to expect. If prices
get to the 1.27 within 5 bars or less

prices will most probably extend to the
1.618.
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March Soybeans (30 min)
Pattern #7
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Market opened sharply lower
at exact 1.27 expansion of X-A.
Once market accelerated above

the openiing price it was off to the races.
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December T-Bonds (30 min)

% Pattern #7

' él*? . ' -
- ", ﬂ”gﬂ Tl?mlu

The candlestick reversal
pattern (Hammer) confirms the low.

This expansion pattern stopped at the exact 1.618
of the previous move. These are the most difficult to
trace because there is only one swing point to calculate.
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Standard Oil (SO) Daily
Pattern #7

Pattern #7 extension at the end of an AB = CD pattern
AB = CD equal in time and price

i

26
26
25
25
25
25
24
24
24
24
23
23
23
23
22
22
22
22
21
21
21
21
28
AL

14

34
1.2
1/4

34
1.2
174

374
1/2
174

374
1/2
1/4

374
1.2
1/4

374
1/2
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PATTERN #8

1

1. Thetime frame between X and point A
will be 5 and 13 time bars (i.e., 5 min.,
30 min., daily). On rare occasions 21
timebars.

2. This is areversal or extension pattern.
Expect prices to reverse at point A.

3. If the dollar amount between the 1.27
price and 1.618 price is too great, the

trader should wait for more confirmation
(i.e., doji or hammer or another indica-

tor) of an exhaustion move.

4. The thrust up from 1 to A will givea
good clue what to expect. If prices
get to the 1.27 within 5 bars or less

prices will most probably extend to the

1.618.

apcBoursellr.

5. There should be no price swings between
point 1 and point A. If thereis aprice
swing, Pattern #6 becomes a Gartley
"222" pattern.

6. This is avery important pattern when
day trading because point X is often the
opening price of the day.

7. When prices react in the direction of the
trade, the protective stop should be
raised to break even.

8. Profit objective should be the total dis-
tance between points 1 and A.

) o) 92 220

o @abcBourseli
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December S&P 500 (5 min)
Pattern #8

Market takes out opening period and stops

at the 1.27 expansion. Look for a low risk sell once
the market does not accelerate to the upside.

apcBoursellr,

ol

o @abcBourselir
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.09
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Exxon Oil (XON) Daily

Pattern #8

38 1.2
S0 0
89 1.2
89 9
88 1.2
88 0O
8?7 1.2
872 8
g6 1.2
86 4
85 1,2
85 0
84 1.2
84 0O
83 1.2
83 9
82 1,2
82 0
81 1.2

mﬁl J> 81 O
Notice the smaller #8 pattern within the 88 1.2

circle at the end of the larger #8 pattern. 88 B

73 1.2
79 8

8
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org It was an exhaustion gap in a continuing bear market.

December Japanese Yen (Daily) I
Pattern #8

ﬂx

I

This was a gap up to the 1.27 extension.

U'ﬂ'n

.3669
. 9640
. 9628
.96060
. 9588
.95608
.95408
.9524
. 95648
.9480
.9460
. 94408
.34209
. 94806
.9366
.93608
.9340
.9328
.9306
.9280
.9268
.3248
.9228
.32069

apcBourselr
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December S&P 500 (5 min)

Pattern #8

Market extension at 1.618
expansion with a doji pattern.

apcBoursellr,

" @abcBourselir

A

A

C
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747
746
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744
744
743
743
742
742
741
741
748
748
739

.88
.50
.89
.50
.08
.58
.08
.58
.08
.58
.Ba
745.
.88
.58
.88
.50
.80
.98
.6a
.50
.08
.58
.80
.5
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PATTERN #9
THREE DRIVES TO A TOP

1. The pattern should be easily identified. If
you have to force the numbers, it is prob-
ably not this pattern.

2. Symmetry isthekey to this pattern.
Points 2 and 3 should be 1.27 or 1.618
price expansions of the A and C swings.

3. The time frames from point A to 2 and C
to 3 should be symmetrical.

4. If thereis abig price gap in this pattern
at any time it isasign that the 3 drive
pattern is wrong and the trader should
wait for further confirmation that atop is

In progress.

5. Price swings A and C will usually be at
the .618 or .786 retracement of the pre-
vious swing. When the market is averti-
ca (blow off) pattern, these retracements
will only be .382.

6. Three drives to atop is arare pattern.

After you start to see this patttern, it will
be much easier to interpret. Don't search
for the pattern, it should jump out at you
as you study the chart.

www.MyChart.ir
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December S&P 500 (5 min)

Pattern #9

3 Drives to a Top

[ahwu?

[W]ﬁ Notice symmetry of the three drives. ﬂ] l ﬂﬂ

‘DT Drives 2 and 3 were each 8 period upmoves.
Each expansion was 1.27 of the previous move.

A

745
745
744
744
744
743
743
742
742

741
741
740
740
744

739
738
738
738
?37?
737
736
736

.68
.28
.88
.48
.60
.68
.28
.80
.48
742.

6o

.60
.28
.80
.40
.68
739.
.28
.86
.48
.89
.60
.20
.89
.18

68
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apcBourselr,

December Corn (Daily)

Pattern #9
3 Drives to a Top
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398
385
380
375
378
365
360
355
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345
348
335
330
325
328
315
318
385
3648
295

285
284
275

.80
.80
.60
.80
.89
.84
.00
.28
.80
.80
.00
.69
.88
.Bo
.69
.80
.80
.86
.88
.8a
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.88
.09
.61
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January Soybeans (30 min)

Pattern #9

3 Drives to a Top

783.75

720.89
718.586
717.89
715.58
714.09
712.58
711.688
789,58
708.089
786 .58
785.68
703.50
782.088
708.58
693.00
697.56
696 .80
694.58
693.80
631.50
696.69
688.50
687.00
685.50

A

=)
= A0
-

=
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fall (exhaustion) these retracements

PATTERN #10 will only be .382.

THREEDRIVESTOA BOTTOM _ _
6. Three drives to a bottom is arare pattern.

After you start to see this pattern, it will
be much easier to interpret. Don't search
for the pattern, it shouldjump out at you
as you study the chart.

(I
® @ 0

1. The pattern should easily be identified. If
you have to force the numbers, it is prob-
ably not this pattern.

2. Symmetry is the key to this pattern.
Points 2 and 3 should be 1.27 or 1618
price expansions of the A and C swings.

3. The time frames from point A to 2 and C
to 3 should be symmetrical.

4. If thereis abig price gap in this pattern
a any time it is asign that the 3 drive
pattern is wrong and the trader should
wait for further confirmation that a bot-
tom isin progress.

5. Price swings A and C will usually be at

the .618 or .786 retracement of the previ-
ous swing. When the market isin afree

www.MyChart.ir
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December T-Bonds (30 min)

Pattern #10

3 Drives to a Bottom

Waves |, 2, 3 are related

by 1.414 (square root of 2)
Point #3 was .786 on the daily
Bond chart which gives further
evidence of major support.
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A
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11569
11428
11424
11420
11416
11412
11498
11404
11460
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11320
11316
11312
11368
11304
113006
11228
11224
11220
11216
11212
11268
11264

06

QI-'*EIJ\YSSI(I Anavg


http://abcbourse.ir/

December Live Cattle (Daily)

Pattern #10

3 Drives to a Bottom

3daysupib“owedby
2 days down to
complete 3 drives.

apcBourselr.

I S

69.009
68.800
68.600
68.400
68.208
68.800
67.860
67.608
67.400
67.280
67.8060
66.880
66.600
66.40p
66.2068
66.809
65.800
65.6060
65.409
65.209

65.800

64.800

64.6080
64.400
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December S&P 500 (5 min)
Pattern #10

”"1 “'lﬁl l+ﬂ ” y 3 Drives to a Bottom

Notice how perfect this

* three drives to a bottom has setup.

——

764.00
763,50
763.00
762.50
762.00
761.50
761.88
760.50
766.00
?59.50
?759.00
758.50
758 .80
757.50
757 .60
?56.50
756.60
755,50
755.00
?54.50
?754.00
753.58
?53.60
. 752,59

December S&I 500 (S min)

Pattern #10
” 3 Drives to a Bottom

A word of caution:
When the three drives pattern fails, it often leads
to a huge continuation move in the direction of the trend.

769.00
759.50
?59.09
758.58
758.08
757.56
757.00
756.50
756.00
?55.50
?55.09
?54.58
754 .00
753,58
753.84
?52.58
?52.00
751.50
751.00
758.50
7508.08
749.50
749.60
748.50
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CLASSICAL CHART PATTERNS USING
RATIO AND PROPORTION

Those of you who follow the standard trading pattern discussed in technical analysis may
find this section interesting. | have selected the four more common patterns traders en-
counter. If thetrader will analyze the pattern using the ratios discussed in this book, it
will most probably beenlightening besidesincreasing probabilititesof aprofitabletrade.
1. Head and Shoulders Pattern (Bottoms and Tops)
2. Double Bottoms and Tops

3. Symmetrical Triangles (Broadening Tops and Bottoms)

4. DynamiteTriangles

www.MyChart.ir
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*Look for this same ratio
and symmetry in Head

and Shoulder Top formations.

apcBourselir

September Silver Daily

Head and Shoulders Pattern

This is a head and shoulders bottom formation.
Notice the symmetry between both shoulders and
the head in both price and time. The head is 1.27
of the LS and .618 of the RS. The time of both
shoulders is equal distance from the head.

N @obCBourseN T e el Ry
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564
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556
552
548
544
548
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132
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.80
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Ford Motors (F) Daily
Double Bottom

Time up = Time down
Price up = Price down

abcBourse:r N @abeBourseY TN 1) s[> g,D

i3 0O
38 12
38 0

37 12

37 8
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35 12
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34 12
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33 12
33 0
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32 0
31 1/2
31 0
308 1/2
30 ©
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29 0
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28 0
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These are usually continuation
patterns with few if any swings
to calculate. They work immediately

or they fail. A pattern of instant
gratification or grief. Only minor

December S&P 500 (5 min)
Dynamite Triangles
(descending)

price swings are located within the

triangles.

apcBourselr.

o @obcBourselir
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7?38
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.08
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.58
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Microsoft Daily (MSFT)
Dynamite Triangles
(ascending)

These have few, if any swings
that are easily identifiable. This

is partly due to their short time
frames. Notice how similar the
time symmetry is in each triangle.

These patterns have also been

i referred to as continuation or
Jl { H {J H | { consolidation patterns.
g Biu]

apcBourselr.
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December S&P 500 (30 min)

l“mwl ﬂ H_ Symmetrical Triangles

. 786

W T

The sides of this triangle are
formed by the .786 and .618 |
wave formations. Symmetrical - " N
triangles should have the )

.786 and .618 ratios present.

N

A
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Head December S&P 500 (30 min) ?19°59

.73
.60
.25
.59
e
.68
A
.58
)
.89
.25
.58
.3
.00
.25
.58
L5
.08
.25
.58
.75
.08

_ 718
e h N Head and Shoulders Pattern 717
717
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786
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784
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782
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December Japanese Yen (Daily)
Double Bottom Pattern

Here are the two double bottom

h patterns showing symmetry in
H LL price and time.

*Important: lume

Notice the lack of follow through at L.H
double bottom when price was ].”
slightly penetrated. This happened

¢
on both of these patterns. Jhlf
M

Time up = Time down r
Price up = Price down
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after the w

S&P Cash (Daily)
Symmetrical Triangle
Broadening Triangle Pattern

(top)

apcBourselir

=
=
=

¥ @obcBourselir

=
—

(top)

This broadening triangle (top) pattern was first described in detail by H. M. Gartley. In the
early 80’s Wells Wilder resurrected the pattern as the “Wave Point Reversal” system. The
pattern becomes much easier to see once the ratios are included. The ideal time to sell is

At it ricl-
1)
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Dow Jones Transportation (Daily)
Symmetrical Triangle
Broadening Triangles Pattern

10
(top) o

abcBourselir. N @abcBoursel TN -) 5 ) s =) = iel

2318
22395
2288
2265
2259
2235
2228

2199

21608
2145
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2115
2169
2085
2870
2855

Wave 3-4 = 786 of 2-3 20408
Wave 4-5=1.6180f 1-2 2925

2010.
W 4-5=1. -
ave 4-5=1.618 of 1-2 1995

Wave 4-5 time is 1.27 of Wave 2-3 time 1988
Wave 1-2is 1.618 of Wave 2-5 as it relates to time 1965
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S&P 500 Weekly (1990-91)
Symmetrical Triangle
Broadening Triangle Pattern
(bottom)

® This point is the best entry for a
long position. Wave 5 is completed
and the market is making a normal

.618 retracement. It is also a pattern #5 at this point.
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BONUS PATTERN
THEBUTTERFLY

BryceGilmoreand | discoveredthispattern
while we were running analysis routines on
his Wave Trader Software. It isavery power-
ful patternandisseenat significant topsand
bottoms only. The "Butterfly" beauty liesin
Itssymmetry. [tismysecondfavoritepattern.
(FirstisGartley "222").

When several of my close friends reviewed
this book for me they suggested that | omit
the Butterfly pattern. | already knew my re-
sponse to the suggestion. | firmly believe that
youcangivethetrading publictheHolyGrail
and they still won't grasp the principle. The
reasonsfor thisareprobably related toagen-
eral level of skepticism and inability to actu-
ally do the work involved. This patternis far
removed from any Holy Graill Find afew on
your own and make your own judgement. |
know you will find the time well spent.

abcBourselir,

o @abcBourseli

CHARACTERISTICS OF
THE"BUTTERFLY" PATTERN

1. It isformed by the connecting of two
triangles.

2. An AB = CD pattern is present in the
extension move.

3. The extension move can be either 1.27 or
1.618. Any move beyond 1.618 negates
this pattern. Should this occur, a very
strong continuation move is in progress.

4. Itisfoundonly at significant tops and
bottoms.

5. The time bar relationship usually is in
ratio and proportion to the price bar.

6. It is correct more than 80% of the time.
7. The retracement moves inside the

butterfly will usually contain .618 and
.786 moves.
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March S&P 500 (Hourly)
Butterfly

(Bottom)

AB=CD
BC=.6180f AB
CD = 1.618 of BC

227
726
724
723
721
728
718
717
715
714
712
711
789
788
786
785
783
782
769
693
697
696
634

.58
.08
.58
.8g
.58
.06
.50
.68
.50
.80
.58
.08
.59
.80
.58
.09
.58
.08
.50
.68
.59
.08
.50
693.

ag

NOLLINOOOAY] NMELIYJ 1LLUM SOLIYY] DOvYNOal]

- I~y
GbCBourselir 0 @b Boursel r-Y 510k 5e [ )R i

SOI


www.MyChart.ir
http://abcbourse.ir/

S&P 500 (Weekly)
Butterfly
(Top)

apcBourselr

AB=CD
BC=.618 of AB
CD=1.618 of BC

A
A

N @abCBOUrseN i) ) g2 2= Ries
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apcBourselr,

Crude Oil (Weekly)
Butterfly
(Top)

AB=CD
AD = 1414 of XA
XB =.707 of XA
BC=.3820of AC

23.500
23.0868
22.508a
22 .9880
21.599
21.880
28.588
20 .800

19.568

13.460
18.508
18.068
17.568
1?.0669
16.500
16.600
15.580
15.600
14.580
14.080
13.508
13.080
12.5608
12.660
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AB=CD
BC=.618of AB
AD =127 of XA

CD=2xBC

February Pork Bellies (Daily)
Butterfly

(Bottom)

Notice how XA and AB were

exactly .707 retracements. See it Once @

---Expect it Twice!
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THEOPENINGPRICE

| first met John Hill of the Commodity
Research Institute inHcndersonville, North
Carolinain late 1974 or early 1975. At that
time, | was recovering from atremendous
loss in cattle, soybean oil and soybean meal.
| was long many contracts during the 1974
October break. | started with nothing, but ran
it up to agreat deal of money. | thenrealized
that | had the ability to make that kind of
money. However, | neglected to realize that
| confused success with a bull market and |
was unprepared when the bear market finally
came.

During these last 14 years, John and | re-
mained good friends and shared numerous
good trading ideas. In 1982 | went to John's
ranch in Hendersonville and spent two weeks
with him looking at various ways to trade
the markets. One of the best discoveries we
made was a computer study which revealed
to us the principle called Trading in the Di-
rection of the Opening Price. We worked
two solid weeksin several different markets,
relating the opening price to the price action
of that day. It is one of the most amazing
discoveries | used as a technical indicator
Intradingcommodities.

Several years later, Earl Haddady of the
Haddady-Sibbett Corporation published the
same statistics in a book called The Impor-
tance ofthe Opening Price. We heartily rec-
ommend this book to anyone interested in

trading commodities and especially to those
involvedinday trading. It putsatremendous
advantage on your side when you're trading
in the direction of the opening price.

The principle behind the importance of the
opening price probably stems from the fact
that the markets arc open only six hours a
day. That leaves 18 hours for decision mak-
Ing to occur. When you consider the fact that
the foreign markets are open in Hong Kong,
Tokyo, Singapore, Sidney, London and Am-
sterdam, you get an even greater flavor of
what occurs during the 18 hours when our
markets are closed. It is my opinion that de-
cisions are madeduring the 18 hoursthat af-
fect the opening of our market. | realize that
most of the volume is not done on the open-
Ing— it is done during the complete day. How-
ever, to explain how the opening price is so
significant, one must remember that these
people have been making thought decisions
and analytical decisions during the past 18
hours in order to come up with strategies for
the following days.

The Opening Price Principle is this: the
opening price will be at or near the high or
low of that day 85-90 percent of the time. In
other words, the price at the opening will be
either within 10 percent either the high or the
low of the day on that particular day. There
are two ways that you can prove this prin-
cipletoyourself. First, takeacommodity chart
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like Commodity Perspective or Futures
Charts, something that shows the opening
price which would bethe small left-hand bar
on the daily bar chart—not the closing price,
but the left-hand side which is the opening
price. Takeared pencil anddraw alittlecircle
around the opening price. Continue that
through the life of the contract. Set the chart
down and you'll see that the high or the low
of the day was the opening price approxi-
mately eight or ninetimes out of 10. The sec-
ond way to test the importance of the open-
Ing price is to use the day trading charts—
that is Intraday charts—if you have access to
them. Using an intraday chart, mark the open-
ing price and draw aline across the time zone
for the rest of the day~a horizontal line where
the opening priceisindicated. Y ou'll besur-
prised how often prices meander around that
opening price whether it is the high or the
low of the day. Even when it's not the high or
the low of the day, the opening price seems
to be somekind of harmonicorequilibrium
price that the market bounces against several
timesduringtheday.

Armed withthisinformation, aday trader and,
actually, aposition trader can enter the mar-
ket to hisadvantagewith probabilitiesonhis
side. The charts on the following pages show
examples of how to usethe opening price ad-
vantage as part of your armamentarium for
strategy in entering a market for a position
trade and also for profiting on a day trading
basis. Keepin mind that thistechnique does
not work all of the time, but that it does put

probability in your favor a great deal of the
time.

abcBourselr.
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Thereisan important concept heretore
member: forget about the closing price of
yesterday. It means absolutely nothing
when you're dealing with the opening
price concept. Whether the price gaps up
or the price gaps down is of no consequence
to you when you are using the opening price
to enter a market. You must forget the clos-
ing price of the previous day; the opening
priceisyour focus, especially when day trad-
ing. Whenever | taught this principle, stu-
dents always seemed to want to hang onto
the closing price of yesterday. You must re-
member not to use yesterday's closing
price when using the opening price prin-
ciple.

You will see that this technique does get
easier with practice as you become more ac-
customed to its use. The charts on the next
severa pages present examples of how to
use the opening price in conjunction with
patterns and pattern recognition formations
in order to set up day trading probabilities.
You may want to use the "Key of the Day"
(Opening + High + Low divided by 3) with
this technique. If prices are above Key of
Day, only go long. If below Key of Day, only
go short.

Keep in mind that in day trading—and also
position trading—you must be concerned
with both the Price and the Time Axis. Some
people who day trade will inadvertently lose
money because they forget about the Time
Axis. They think they are tradingjust for sev-
eral days when, in fact, they put a trade on
for a day trade and it turns into a position
trade which gaps the opposite of what posi-
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tionthey areholding, resulting inaloss. When
you are day trading, you should be out on the
close. If you are position trading, you should
position yourself for a longer term move
somewhere in the neighborhood of three days
to three months, depending on your style of

trading.

The first example of how to use the opening
price is illustrated on page 112; this chart
shows the market opened at Price A then be-
gan to react downward and continue down.
People who bought near the high of the day
are now concerned whether the market is go-
ing back up through the high or have a key
reversal to the downside. As you can see, af-
ter a period of time, the market reached sup-
port. This support is at a major Fibonacci
number, the (.618) retracement off the open-
ing price. The market has held there and has
now started to move higher.

Oneof our favoriteday trading techniquesis
to buy that (.618) retracement from the open-
ing pricewith astop at the (.85) retracement.
In other words, if the market dropped more
than 25 percent below the (.618) you would
be able to say that you were wrong; your stop
limitationisvery small andyouwouldbeable
to profit as the market moved higher. Asevi-
denced in this example, the market did, in
fact, move higher and you turned a profit at
the end of the day.

It isalso important to get avery fair commis-
sion rate when day trading. As $25 - $30 range
Is completely acceptable for grains, bonds,

Standards and Poors and just about any other
commodity. Good volatility is essential when
day trading. Trade the markets that arc quite
volatile and highly active with a great deal
of volume. This will be covered in greater
detail in another section.

The second exampl e of how to use the open-
ing price is illustrated on page 113.

Note the opening price. The market breaks
rapidly and then starts to rally back toward
the opening price. Again, the market rallies
back to the Fibonacci number, (.618), and then
resumesitsmoveto thedownside. Thesetwo
examples demonstrate that if a trader is pa-
tient and waits for this particular pattern to
unfold, the probabilities are in his favor in a
twofold manner. First, heistrading inthedi-
rection of the opening price. It meanders in
the direction the trend is going to be in. It will
be in his favor seven or eight times out often.
Secondly, he's trading in the direction of the
trend and selling into arally at avery strong
mathematical point where the risk is quanti-
fied because, if the market continues to go
up, it will be stopped out with a very small
loss. The probabilities of these particular pat-
terns working are better than seven out of 10.
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Treasury Bonds (5 min)

This chart shows how the price range stays on one side of ] _
the opening price for the entire day’s price action. I 10016
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March Treasury Bonds----1990(15 min)

INlustration of Opening Price Phenomenon 10028
and Fibonacci Retracements
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This illustrates the support and resistance —110020
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(.618) retracement. These are invaluable in day —10016
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Swiss Franc (5 min)
Opening Price and Retracement

=1 6470 |

| |

50% retracement of previous day’s low
78.6 % retracement of opening day’s low

This chart illustrates the use of the opening price
and trading in the direction of the open (only go
long above opening price In this case). Fifty
“percent retracements arc mot 85 cOMMmon as the
other Fibonaccl numbers, in my experience, but
they do appear. When used with the opening price
principle it will increase your profitability.
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Deutsche Mark Tick Chart

Tick charts can be useful for

watchingthe wave pattern unfold

a8 the market approaches your

sell point at 59.98. In this

example, the rally was below the

opening price, thus Increasing
'Q_J& your odds of success for a short
term scalp.
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February Gold---1990 (15 min)

Notice the importance of the opening price,
Prices spend most of the time during the day
away from the opening price. Sell short below

Open
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ENTRY TECHNIQUES

Here are some of my favorite entry tech-
niques used in conjunction with the geo-
metric patterns. They arelisted intheir

order of importance (importance to me!)

1. The Shapiro Iteration as described in
thefollowing pages.

2. Limit Orders - Placed a few ticks above
or below the exact geometric price mea
surements. A predetermined stop |0ss
(approxiamtely $600) is placed at the
sametime.

3. Candlestick Patterns - These patterns
graphically display the importance of
the trading range for that time
emphazing the opening price. Here are
four usablepatterns:

A. Tweezers - This formation is the
equivalent of adouble bottom.
Tweezers occur when 2 lines have
equal highs or lows in succession.
They help to quantify risk at the
completion of the geometric
patterns.

B. Doji's - The market opened and
closed at the same price after mak-
ing the highs and lows. They oc
cur when the market isin transi
tion from bullish to bearish mode

or vice versa. Doji's are even more

apcBoursellr,

important at the end of a geometric
pattern. Thisisalso true when

they occur after very volatile mar-
kets. It isasign that ALL of the
market players —bulls and bears-
are nervous.

C. Hammer's - The hammer is a
period when the market has met
strong support after a sharp sell
off. It gets its name from "ham
mering out abottom." A hammer
should be twice the length of the
candle. Hammer should be estheti-
cally easy to see. If you have a
doubt, it is probably not a ham
men

D. Shooting Stars—These are ac-
companied by an upside gap on
the opening with the market clos
ing near the lower end of the trad
ing range. These are particularly
useful entry techniques at the end
of the geometric pattern. They
appear as the opposite of the hang
Ing man.

Many of the candlestick patterns may be
helpful aswell. | only use these four be-
cause they seem to go hand in hand with
the geometric patterns.
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4. TheVolatility Stop Entry Technique
The Volatility Stop calculates the vola-
tility by using the average range of the
price bar. It is calculated by multiplying
the average range by acontstant. The
value is added to the lowest close when
short, and subtracted from the highest
when long:

Range = (Rangex (N-I)) + High - Low /N
Short = Lowest Close + Rangex C
Long - Highest Close - Rangex C

My experience is to use the Volatility Stop
in strongly trending markets. It is an excel-
lent entry technique and in most instances
will be superior to valid trend line breaks,
or channel breakouts. The reverse stop also
actstoquantify risk asit relates to volatil -
ity. The constants should be kept between
2.5 and 4.0.
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THE SHAPIRO ITERATION

When | day trade and use only one calcula-
tion to decide on an entry or exit value, | ap-
ply what | liketocall the"Shapiro Iteration”
before putting on the trade. It involves wait-
ing one bar value of whatever thetime value
is of the chart | am using to decide on the
trade (1 wait fiveminutesif | am using afive
minute chart to make trading decisions, 30
minutes if | am using a30 minute chart, etc.).
It was proposed by Steve Shapiro one day
after themarket went against him literally al-
most before he had put the phone back into
its cradle after placing an order. Like the rest
of us, he too, has made decisions using emo-
tion rather than logic moretimesthan he cares
toadmit. Sincewebegan applyingit, thetech-
nique has saved both of us a great dea of
money. Thereis more than one lesson in his
explanation of what hecallshis"Five Minute
Rule", but what | like to call the "Shapiro
Iteration."

The most difficult thing for any trader to do
isisolate the emotional part of his thinking
andkeepitfrominterferingwithhistrading.
One of the best ways to accomplish this task
isto plan and place both the entry point and
price objective before you make the trade.

Including both of these price points with a
stoploss when you place your original order
will reduce the emotional element of trading.
Theproblem with this concept is that for
whateverreason, most traderssimply cannot
operatethis mechanically.
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It is necessary, therefore, to be realistic and
try to develop a safety valve that can protect
us from ourselves if we cannot behave this
rationally. The closest concept to a fail-safe
rule I have found to use in the heat of trading
Is the "Shapiro Iteration" or "Five Minute
Rule."

When a decision to put on a trade is made
during market hours, it is often made on the
basis of only one calculation, rather than the
more reliable confirmation of a number of
decisions drawing the same or similar con-
clusions about price.

Many times as we sit and watch the screen
we experience the urge to make a trade be-
cause it is beginning to move in the direction
we anticipated. We saw the trade before the
move began, but for some reason did not put
it on.

Asthe price moves our way, and particularly
if it begins to accelerate, there is an emotional
surge we experience that comes from a com-
bination of being right about the trade, and
feeling indecisive about not putting it on, as
well as guilty/angry about losing the profit.
It is precisely this eagerness to still want to
"hop on the train before it gets too far from
the station" that usually gets us in trouble.
Unless the price action suddenly slows down
drastically, or reverses altogether, the emo-
tional surge will continue to swell and many
times we will put on the trade, even though
we logically know it is not the best course of
action.
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The result is too often what appears to be
the vengeance of the trading gods. We have
all had the experience of struggling with our-
selves about placing such an order, and when
we finally make the decision to do it, almost
as soon as we put the phone back in the
cradle the price action changes. We almost
believe that the market was active and alive
and just waiting for the exact moment we
put on our one or two contracts to reverse
the price movement.

It is especially important at these times to
remember that when this happens, the mar-
ket is not alive or right or wrong, and it is not
punishing us for doing the wrong thing. The
market simply and alwaysjust is. It is we
who are right or wrong. It is we who punish
ourselves for anger, or greed or indecision
or not doing our homework.

After acting moretimes than | care to admit
on this emotional impulse to place the right
trade at the wrong time, a very simple con-
clusion presented itself. Because the time
between actually putting on the trade and the
time the market seemed to reverse was so
small, (often it seemed to happen simulta-
neously no matter how hard | tried to "out-
smart" or "beat" the market), the only logi-
ca way to deal with this seemingly insur-
mountable temptation was to write down the
exact time and price when | finally decided
to make the trade, and force myself to wait
atleast five minutes, 300 seconds, before ac-
tualy initiating it.

The logic was elegant in its simplicity. If the
trading gods really were waiting in ambush

121

for my emotionstodrive meto makethetrade
at exactly thewrong moment, infiveminutes
| would observe anoticeablechangeintrend
in the price action, proof that | should not
have put on the trade.

When this is the case, the amount saved usu-
ally turns out to be substantial. This is true
for two reasons. First, when the price reverse
after afast move in one direction, it is often
anequally speedy and sizableretracement of
the previous move. If | placed a close stop
tolimittheloss, itisusually hit rather quickly
If a stop was not put on, it became a de-
structive game of playing catch up and pos-
sibly letting asmall loss that should not have
occurred in thefirst place develop into alarge
loss. When this happens your focus usually
follows the loss instead of looking for an
other profitablesituation.

Ifin fact thetrade still looked good five min-
utes after my emotions told me | couldn't
wait aminute longer, then all | did was lose a
littleof the profit that was still to bemade. In
either case the net is still again.
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December S&P 500 (5 min)

Entry technique - The Shapiro Iteration TJ—HLL
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Arrows illustrate the principle behind
Shapiro’s Iteration. Wait for the market

to confirm support or resistance by having
one or more inside trading bars near the
completion of the geometric patterns.
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December S&P 500 (5 min)

Entry technique - Tweezer Top & Bottom Tweezer Top

(at end of an extension move)

Tweezer Top U ‘HT

M 0 Tweezer Bottom
ﬁ Tweezer Bottom
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December T-Bonds (Daily)
Entry technique - Doji
completion of Geometric Pattern)
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March Soybeans (Daily)

ﬂ+ Ti ' Entry technique - Hammer Candlestick Pattern
' (at the completion of a 3 drives to a bottom formation)
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Completion of AB=CD July Copper (Daily)

M Entry technique - Shooting Star Candlestick
| 4 (at the end of a geometric pattern)
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APPENDIX |

TRADING RECORD
TRADE PLANNING SHEET

Date ! Commodity . Pattern Entry Exit.. Stop Protection Profit/l.oss

Stop protection should be no more than 3 percent of total trading equity.
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APPENDIX I

DESCRIPTION OFGARTLEY"222"

This is the description of the Gartley "222"
pattern exactly as it appears on pages 221
and 222 of his book, Profits in the Stock
Market.

One ofthe Best Trading Opportunities

In the life of those who dabble on Wall street,
at some time or another there comes ayearn-
Ing— "just to buy them right, once, if never
again." For those who have patience, the

study of top and bottom patterns will provide
such an opportunity every now and then-the
chance does not arise everyday, but when it
does, a worthwhile opportunity, with small
risk becomes available.

Figure27 - A 1,

Place Stops

Let us look at Figure 27(A). When, after an
intermediate decline in either abull or a bear
market, such as A-B inthediagram, has pro-
ceeded for sometime, and activity has shown
adefinite tendency todry up, indication that

abcBourselir

liquidation isterminating, aminor rally like
B-C sets in, with volume expanding on the
upside. And when aminor decline, after can-
celling a third to a half of the preceding mi-
nor advance (B-C) comes to a halt, with vol-
ume drying up again, area opportunity is
presented to buy stocks, with a stop under
the previous low.

In eight out often cases wherein each of these
specific conditions occurs, arally, which will
provide a worthwhile profit, ensues. In the
other two cases, only small losses have to be
taken. In trading this formation, the observer
Is depending upon the probability that either
a head-and-shoulders, or double bottom,
which are the two reversal patterns which oc-
cur most frequently, isdeveloping.

The art in conducting an operation of this kind
lies in:
a. Having the patience to wait until adecline

of substantial proportions has developed;

b. Observingthat all conditionslaiddownare
present;

c. Having the courage to buy just as soon as
the minor reaction which tests the bottom
shows signs of terminating; and
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d. Having the courage to get out with afair
profit (10-20 per cent), or at least protect
it with stops.

Hourly charts of the averages, available for
guiding the operation, repay the market
student for al the efforts he puts into keep-
ing them day after day, when they are of
less practical use.

Similar opportunities occasionally develop for
that small part of the trading fraternity that
theintestinal fortitudeandtemperamenttosell
stocks short. The case in reverse is laid out
in of Figure 27(B).

Place Stops

®

Figure 27 (B)

Gartley's book was written in the 1930's
andthingshavechangeddramatical ly about
themarkets. Notthemarketsthemsel ves,
but the way they are reported. Communica-
tion is now instantaneous because of the
statellite dishes around the world connected

e ———

to all the computer trading desks around the
world. During Gartley's era, the Western
Union tickertape was the method of
communciation. As | wrote that last sen-
tence, | realized that is how | learned to
trade soybeans with Dave Nelson on his
Trans Lux ticker tape.

Thousands of new stocks and commodity
markets have been introduced since
Gartley's time. Mogt of these are very liquid
and easy to gain access to the chart pat-
terns. Thisis particularly true for the
intraday charts. In this section of the appen-
dix, | have selected some intraday charts
i[lustrating these patterns.

Included in the appendix is the page on my
monitor that shows what commoditites and
stocks | follow. Each has amonthly, daily
and intraday chart pattern. Intraday charts
are 2 minutes, 5 minutes, 30 minutes, 60
minutes as well as atick chart to record
every tick. Thisishelpful to gauge whether
or not you are filled on your order and at
what price.

As one reads the "222" pattern described
by H. M. Gartley, three basic virtues are
suggestedfortrading.

1) Patienceto wait for the market formation
to develop.
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2) Courage to put the order in and a protec-
tivestopto minimizerisk.

3) Fortitude and temperament to sell short.
Again protecting the positions with stops.

The "222" is one of the best patterns a
trader can expect. When it does not work it
usually meansthat agreater trend continua-
tion is in progress. Failure of the "222"
pattern can be anticipated in severa ways.

1. The presence of a huge gap near the D
termination point.

2. Wide range price ranges as point D is
forming.

3. After the formation of point D the market
fails to reverse. This may indicate alevel of
consolidation before resuming the trend.
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GQARTLEY "222” CHARTS
March S&P 500 (5 min)

Interpretation of the Gartley ¢“222” Pattern

This is not a “222” pattern in the classical
Gartley interpretation. The reason lies in
the B-C swing for 2 reasons:

1. Not enough time is contained in the
B-C swing. It should be at least 5 time bars.
2. The B-C swing should be a .618 of A-B.

Finally, the CD move has extended way
beyond the 1.618 of B-C.
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March Swiss Frane (5 min)

Failure of the Gartley “222” Pattern

This was a perfect “222" pattern.
All ratios were present and
symmetrical. The trade did not work.
Trend was still down. The risk was
very small compared to the profit
potential. Protective stop placed

?_gi[ﬂl ; below point D.
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March S&P 500 (1 min)

Gartley ¢222” Pattern

This is a 1 minute S&P chart illustrating @
the “222” pattern. It can be used as an

entry technique. I do not recommend

trading of a | minute chart! What is [5
important is to recognize the “222” on
any time frame. On this particular day
(Jan 4, 1997) the S&P 500 went 16 points
down the reversed, closing up
(a 36 point intraday swing).
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March S&P 500 (Intraday Chart) 1 min
Y Gartley “222” Pattern

i

1 J
I | AB = 350 point Harmonic number

© XA = 540 point Harmonic number
BC = 110 point Harmonic number

AD is . 786 of XA H
AB=CD

BC =.618 of AB
CD=1.618 X BC

Low after “D” was completed came
at 744 (S&P down 15 points for the day).

] CD = 350 point Harmonic number
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March Copper (30 min)
Gartley “222” Pattern

@ Trade what you see, not what you believe!

—~ This “222" pattem has worked thus far, however, there is cause for sorne caution.
It has been 20 time bars since the low at the exact .618 retracement. No one knows

what will happen next. Use stops!
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March S&P 500 (2 min)
T! ’TE‘ Gartley “222” Pattern

®.

AD=.786 of XA
BC=.6180f AB
CD=1.27 of BC

This illustrates the Jow risk,
high reward potential of
the Gartley “222”,
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March S&P 500 (5 min)
X-A =270 Harmonic number Gartley “222” Pattern
A-D =170 Harmonic number X=Opening price
AB=CD N
BC =.786 of AB s
CD = 1.27 of BC U
AD =618 of XA

This “222” was further
enhanced by the fact

that the sell signal at “D”
was below the opening price.

Vi

You should be trading
below the opening price
which should be the high
of the day more than 80%

of the time.

(See opening price chapter.)
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S min 769.69

March S&P 500 ( ) en o

768.006

Gartley “222” Pattern 767.50

767.09

A-D = 540 point Harmonic number @9 766.58

AB=CD — _.786 ?gggg

AD = .786 of XA ;es:aa

BC=.786 of AB 764 .59
CD = 1.27 of BC H

764.00
“ : g g,
{

| ?63.50
[ 763.00
F 762.58
[ 762.00
?61.50

Q)' 761.00
760.50
760.06

759.58
X=Opening price 759.60

This 2227 was found by retracing .786 of the early daily range above the opening price. 758.58
Remember: buy above opening price or sell below opening price. 758.00

' 757.50
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March Soybeans (30 min)
Gartley “222” Patfern

718
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© Gapsignals 708.
1 ey }|| \i || more_market;gg
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|nn||1{ bt /T \|L Wy, B T

fy, &

T ;
— 690
“iu@ 688

— '14 ; 686

f This “222” is approaching the .786 684

_ “ | retracement. The trader should have 682

X-A =36 cents Hannox?lc number [} waited for AB = CD to complete 680

é[B) = ig cents Elarmon{c numt];er "X and not buy at the .618 retracement E‘gg
CD = 18 cents Harmonic number % due to the gap at 686.00 J

- gRpaté 674
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March S&P 500 (5 min) 755

Gartley ‘“222” Pattern in direction of opening price 755

754
S&P makes a perfect “222” pattern 754

at 2 540 point retracement. This is .618

| 751

751

a\‘ll <2eg

759

iU b 749
~N

- - @ 748

- 747

746

S&P 500 gapped wp__
300 points on open
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.80
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.69
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744
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» 747.
.08
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.08

.58
.Ba
.50
.89
.58

753

of day’s low “X”. The market is still above 753,

the open thus giving a bullish bias. The buy 2.

point was 749.00. Stop would be below (.786) 747.55. ﬁ) 5z
fl "

ba
58
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.58
.66
.58
.00
749.
.68
.58
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540 points

Harmonic
number
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March Copper (30 min)

Gartley “222” Sell Patterns 185.60
185.208

194 .80

184 .48

184 .08

103 .60

1093 .20

102 .80

102 .40

102 .00

191.60

]'[ 181 .28
M 1082.80
100,48

108 .00

[ 99.60

ll 99.28
ﬂ] < 93.80
98.40

98.60

97.68
Here are two Gartley sell patterns 97.20

over an 8 day period. 36.80
96.48

A
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APPENDIX 1I-B
Know why this is not a Gartley “222” pattern.

Dow Jones Industrials (5 min)

6652.
The key to why this is not a 222" pattern lies in the BC move, 6645 .

It was not at either the .618 or .786 retracement levels. 6637
The fact that the market could not rally from point B to ®\\ ©fs hOUk; be -he‘f; 5m 6630
point C was indicating that a .618 or .786 retracement ~ A/ Or a classic 6622
was developing. 6615.
6687
6688.
6592.
658S.
6577
65708,
6562,
6555.
6547
65408
6532.
6525.
6517.
65182
6582
THIS IS NOTA GARTLEY "222" PATTERN gjgg'
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This is not a “222" pattern because:

1) AB is not equal to CD in price and time
2) BC move is not at a .618 or .786 retracement

March S&P 500 (5 min)

Know why this is not a Gartley “222” pattern.

763
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iE " ?54'
CLASSIC “222 554

pattern should look like this! 953
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March S&P 500 (S min)

Failure of the Gartley ‘222" pattern.

—_—

il 6l
“’li W* ”‘ 11“4 | hmﬂ‘

There was no warning that this “222”

pattern would not work. The only
caveat was that point D was far

above the opening price of 751.80.

apcBourselir.

This is a failure of the *222”

pattern. Protective stops kept

the loss at $500.
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March 1997 Copper (30 min)
Failure of the Gartley “222” pattern.

186,
185.
.68
.50
.8g
.58
.04
.50
.09
.58
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.58
.89
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.66
.50
.08
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.89
.59
.80
4.58

Prices ended the day 185

T above $105.00/1b. 184
104

103

) 193

«— Price Gap 192
102

181

101

190

1008

99

: . 99
Here is an example of a failure 98

of a“222” pattern. Selling at “D”  gg
was the correct move but it only 97
worked for | day and about $500. 97
The big price gap on the following 96
day was an indication that the market 36
was going to continue higher. This 99
would have been a very small loss. 35
Under $200) 9

<

Point C is also
a ‘222" buy point!
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March Soybeans (30 min)
Gartley “222” patterns

“222” Sell

?12.508
711.09
789.58
708.00
786 .50
785.00
783.58
782.69
708 .50
633.0p
697.59
636.00
694.59
693.09
691.58
698.08
688.50
687.80
685.58

684.00
‘{222'! Buy 682 -5@

Both AB = CD price moves were also equal intime. 679.50
Time up X to A = Time down “A” to “D” 678.e0
X to A =36 cents Harmonic number in Soybeans
“A”to “B” = 18 cents Harmonic number
“C”t0“D” = 18 cents Harmonic number

681.080
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NASDAQ Index (Daily)

O

Gartley “222” pattern PR/AN
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March S&P 500 (5 min)

Formation of the Gartley “222” pattern
This is a potential “222” pattern in the making.
There are threc reasons why a shor sale should
be avoided today:
1. Prices are far above the opening price (12 points)
2. No time symmetry in AB « CD
3. There are only two hours left in the trading day.

~ g——0pening Price (Limit Down) - 12.00 points
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Failure of the Gartley <“222” pattern
March S&DP 500 (5 min)
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4~ -—Qpening Price

&

S&P stalled at 786 retracement for about 20 minutes before exploding to the upside, A

short sale was suspect for 3 reasons:
L. Prices 12 points above the opening price
2. AB = CD move was not symmetrical in time bars
3. There were only two hours left in the trading day.
*These reasons are in their order of importance!
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APPENDIX I

PORTFOLIO PAGE
This is the portfolio page | use each day. From these speculative vehicles | search
for the various patterns.

* The Transportation, Cash S&P, and Tick Indices are used as confirmations of the
patterns. The same patterns are present in the cash indices.

DESCRIPTION SYMBOL LAST NET HIGH LOW OPEN
US Bonds US7H 11401 +3 11406 11331 11331
Swiss Francs SF7H .7454 -.0011 7479 .7439 .7461
Deutsche Mark DM7H .6452 -.0012 .6473 .6450 .6469
Wheat W7H 386 389.00 385.25 388.75
Jap Yen M @ h aort 8”5 8728
S&P 500 764.60
Dow INDU 6565 90 +4 99 6576.28 6560.91 6560.91
Soybean Meal SM7H 220.50 -1.30 220.50 218.70 220.40
Soybean S7F 700.00 -1.50 700.00 698.50 699.50
Corn C7H 262.50 -2.00 263.00 262.25 263.00
Gold GC7G 371.10 +0.00 371.70 371.00 371.20
Silver SI7H 482.00 -9.30 492.00 480.00 490.50
Transport TRAN 2286.03 -1.66 2288.61 2286.03 2287.69
TICK Index TICK 140.00 565.00 127.00 127.00
Copper HG7H 99.00 +0.40 99.15 98.10 98.00
NYFE YX7H 401.85 +0.40 402.90 401.80 402.60
Cash S&P SPY 757.95 +1.16 759.20 756.79

Crude Ol CL7G 25.51 +0.29 25.55 25.13 25.40
Soybean Qi BO7H .2339 +.0009 .2340 .2339 .2340
Natural Gas NR7H 27.80 -2.04 28.00 27.50 27.70
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IV

ROOTS AND UPROOTS

The first thing | was ever told about Larry
Pesavento was that he traded stocks using
thestars. Beingaself proclaimed pseudo-
intellectual liberal from the East newly ar-
rived in asmall central coast California
town, | immediately pictured a wizened old
guy withalong white beard who wore a
large, black pointed hat and cloak, both
coveredwithwhiteglisteningstarsandhal f
moons. Maybe he even walked around
carrying alarge staff and tapped it on the
ground for support as he walked.

At thetime, | recently came west to accept
ateachingpositionat CaliforniaPolytechnic
State University (Ca Poly) and was still in
the process of meeting people. One of
them was Michael Weintraub, thegregarious
owner of astore that sells excellent fur and
|eather goods in San Louis Obispo. This,
inasmall town wherethe mean annual
temperature was 70.2 degrees. The para-
dox was amazing to me and so was
Michael. Helikesto shock people and
when he asked me what | liked to do inmy .
spare time and | mentioned traded com-
modities, he melodramatically told me about
Larry.

When | met Larry in Michael's store on
night after hearing about him, | was startled
by his appearance. | was almost disap-
pointed there was no pointed cap, no cloak,

abcBourselr.

no stars or half moons. At first glance he
lookedjust likeeverybody else, until you
noticed the constant twinkle in his eye that
spoke of living life, loving it and inviting the
observer to share the ride. No magic, no
mystery. Just aniceguy who liked people/
He appeared to be generous and giving.
Andhewas.

Don't be fooled by appearance was the first
lesson | learned for LP. (As our friendship
grew he came to call me "Doc" and | would
call him LP.) The moral here is. watch your
expectations. Better yet, don't have them
and they won't be violated. With respect to
the markets, don't look for something you
want to be there. Learn to see what the
market offers and respect what's there. Put
more succinctly, don't look for what you
WANT to be in atrade, learn to see what
there IS in the trade. This was a lesson that
would haunt us both.

When Michael introduced us, he said to me,
"Go ahead, ask him anything you want," as
if to imply Larry possessed some kind of
secret monopoly on the wisdom of mar-
kets.

LP looked at Michael, who he knew loved
"to stir the pot." To reduce my awkward-
ness and embarrassment at Michael's
Intentioned boldnessLarryjust
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smiled hisdisarming smileand said, "Go

ahead, | don't' mind. | love what | do and
loveto talk about the market."

That began both my friendship with LP and
a series of discussions that not only cov-
ered the mechanics of trading, but virtually
every aspect of life and how it related to the
psychology of trading and trading as a
metaphor for life.

Soon after we met, LP invited me to his
trading room to continue our discussions
andwatchhimtrade. Being alate night
person at thetime, therewerefew thingsl
was willing to get up to see at 5:20 AM.
Bonds and currencies start trading at that
time on the West coast (8:20 AM NY time).
LP seemed so interesting and funny that |
thought | would giveit atry. It was one of
the wisest decisions | ever made. We
would sit and watch the markets and LP
would tell me market "war stories' about
his days as a stockbroker and floor trader,
and what he thought was going to happen
that day. | was delighted at how much he
knew and how funny he could be and how
often hewas right about the markets.

Larry isthe best pure trader | ever met or
read about. Onemorning on aparticularly
slow trading day he turned to me and said,
“I'm bored. Let's paper trade some bel-
lies" Larry loves to trade pork bellies and
has an incredible knack for it. In ashort
time he made 15 straight profitable paper
trades. On the basis of just one contract he
literally could have made more than

' 1000% that day trading one contract.

When he would say, "Let's put one on
now," or "Let's get out of it now," | would
invariably ask, "Why did you do that?' He
would invariably reply, "Because it was the
right thing to do." "Come on. LP, could
you be alittle more specific,” | would say,
feigningamock annoyancewithhiscavalier
attitude. Hewould look at me with exagger-
ated exasperation and tease, "Come on
Doc, are you kidding me? Thisiseasy. By
now you should not only know this, but be
able to teach it." Then, of course, he would
tell me, slowly and carefully, always empha-
sizing the importance of never putting on a
trade without astop, and equally important,
the value of knowing when to get out.

It didn't take long to see hewasright. It
was easier than | thought once | began to
see the patterns. It really doesn't take long
to learn them and be able to pick them out
on any chart just by looking. The tech-
niques in this book work, but what doesn't
necessarily accompany that knowledgeis
the wisdom to apply it properly.

When | first started watching LP trade |
asked what | thought was a logical question,
one that | since heard many times. "Does it
work for everything, and how do you
know?' When | first asked, LPjust smiled
and grabbed a chart. He cut off the name
and the scale so | didn't know what it was,
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whether it was a stock or commaodity, or
what the time bars were. He gave me (lie
chart and told me to look for the patterns.
"But there are no time bars on it. How will
| know what I'm looking at?" | protested,
withoutthinkingmy objectionthrough.

For arare moment he was serious. "Pay
attention. Stop looking for what you
WANT to see. Just look at what's there
and what you DO see"

Of course he was right. Once | stopped
looking for what | expected and started
looking at what was there, the patternsjust
jumped out at me. He saw my face change
and slipped back into the non-serious LP.

A case in point. One morning we were
watching the market and LP was on the
phone. The conversation did not go well
and when LP put the receiver in the cradle
he immediately picked it back up, diaed his
broker and put on a very bad trade with no
stop, which immediately started going
against him. He watched the price go
against him and ignored a number of other
possibilities we were considering as he let
hisfrustration and annoyance with himsel f
grow.

After afew minutes of watching him stew, |
turned to him and quietly, "LP do you
know what you just did?"

He looked at me like he had just come out

abcBourselr.
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of atrance. He knew exactly what | meant
and true professional that he is, said, "Dac,
you'reright. That was realy dumb. | let
myself get emotional.” He immediatley
dialed his broker and closed the trade with a
small loss. Always the friend and teacher,
he said without embarassment, "Let's talk
about what just happened.”

We identified a number of lessons to be
learned from the actions of those few min-
utes. First, when you trade, try to think of
nothing else at the time. Focus on what you
are doing, how you are doing it, and most
important of all, why you are doing it. The
market is what it is, and does what it does.
It doesn't care about who we are or what
we do. If we choose to act on bad a deci-
sion, it's okay with the market. How many
times have all of us heard someone com-
plain, "Look at what the market did to me
today?' The market did NOTHING to that
individual or anybody else. It doesn't
know that he's alive. Or care. It owes him
or us nothing. Itsimply is. What happened
he did to himself. The successful trader
makes bad decisions based on the prob-
abilities that the inherent harmony of the
marketswill repeat itself, i.e.what has hap-
pened before it will happen again. The
trader's analysis suggests when, where, and
to what extent. The patterns that evolve are
always similiar but seldom the same. They
may be thought of as the grammar of how
the market speaks, in the same way how
words relate are the building blocks of
language.
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The second lesson is to keep your emo-
tionsout of your trading. Mathematicsis
clear, concise and logical. The pattern
recognition and trend analysisin this book
providetechniquestoput theprobabilities
inyour favor, but you must be in the proper
frame of mind to use them profitably. Out-
side concerns, especially personal or emo-
tional ones, must beput aside(admittedly
difficult to do), or you must not trade. To
allow "things" to bother you whenyou are
trying to trade is almost aguaranteed pre-
scription for disaster. The value of having
the wisdom and the disciplineto seethe
differenceand act on it properly cannot be
over calculated. The money you DON'T
lose because of poor judgement and emo-
tionally driven decisions can be far greater
and more important to you that the profits
you do make by exercising proper trading
technique. Theemotional priceof makinga
bad decision based on emotion can be
more costly and psychologically more
damaging that the loss of money. Money
can be remade more easily than confidence
and self assurance can be restored. Fortu-
nately in this case Larry caught himself
going in adangerousdirection on that trade
and was disciplined enough to cut his loss
and move on.

Thethird lesson is that making abad deci-

sion and stayingwith it whenyou know it's
wrong, keeps you from aeeking and taking

advantage of other profitable opportunities.
A trade, especially abad one, is over when
it's over. Forget it and move on.

— e —————

These observations seem cold and calculat-
ing. And difficult to implement. They arc,
all of the above. They are dso how a
professional trader trades. They require
discipline and confidence and the ego
strengthtotakeresponsibilty for our ac-
tions. Whenever LP and | followed our
guidelinesweinvariably makemoney.
When we thought we were smarter than the
market or "just wanted alittlemore," the
opposite wasjust as certain.

One of the best examples of this concept
that became a running joke with us is the
story about how "Ten dimes make a dol-
lar." One day, when LP had just concluded
avery profitable run of trades, he seemed
to linger over his decision about when to
exitthelast trade. It earned asubstantial
profit very quickly and LP was hesitant
about exitingit. Soon after it reached the
profit point LP had projected, and gone a
little farther, the price changed direction and
afairly large profit turned into aloss.

"LP, why did you let that happen?" |
asked.

Somewhat sheepishly, he replied, "I just
made alot of money hitting singles and
doubles, | felt like trying for a home run."

"Aw c'mon LP," | chided him with asmile,
you know better than that. Every time either
one of us does that we get nailed." We
both knew better, but every once in awhile
we both still did it.
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When he sets his mind to it, Larry can be

almost a perfect trader, doing exactly every-

thing how heteachesit. It isimportant to
realizethat doesn't mean always makinga
profit. What it does mean isthat doing the
right thing for the right reason at the right
timewill makeanet profitovertime, quite
possibly alarge one. You learn to look at
the net results often trades, or twenty, not
just one.

"Doc, stop picking on me. | know what |
did,” he laughed.

What | said next just came out. | didn't
think about until after | said it and we both
laughed. "LP, ten dimes make adollar.
You want adollar, don't be lazy. Make ten
dimes, 'cause adollar might not be therein
one gulp."

Larry kept a straight face as he stopped,
looked thoughtful, reached for apencil and
made a big show of writing as he spoke the
words,"Wait, Doc, I'm alittle slow, let me
write this down, Ten ... dimes...make ... a
dollar..."

We both laughed and talked about it. The
many morals were clear, and we both were
guilty of violating our guidelines too many
times. Don't be greedy; don't look for
what's not there; take what the market
gives; don't think that after you make a
profit you'retrading with the market's
money. Once you make it, it's yours.
Don'tgiveitback foolishly. Carefully plan

apcBourselr.
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every trade you make. Think of it as the
most important trade you ever made — until
the next one.

Larry was right about how easy it becomes
to recognize and spot the patterns and
eventually | did begin to help him teach his
technique. Like collegeteaching, helping

L Ptrain commodity traders usually taught
me as much or more as | might teach them.
Seeing the light of knowledge suddenly
appear on someone's face where a split
second before there was uncertainty, is not
only psychologically rewarding for the
teacher, but also offers the opportunity to
analyze when the light dawned and why.
That providesinsightintotheworkingsof
the student's mind as well as the teacher's.
Both LP and | learned much from our
students. Aswith the market, the secret
was to observe and see what was there, not
what we wanted to be there.

When | observed that teaching how to trade
the markets was pretty much the same as
teaching communication at theuniversity,
LPjust smiled that boyish smile of his and
asked in exaggerated wonder, "You're
surprised!?" The truth was that learning
about the markets taught me more about my
behavior and that of others than anything
else. Again, LPand | talked about this
process many times. It taught us both how
to "se€' many things more clearly. As LP
taught me, the market was indeed a meta-
phor for a great deal more.
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Perhaps the best examples of this process
occurred anumber of times with beginning
students whojust learned to trade.

Larry would instruct him to choose three or
four different markets and pick one com-
modity from each to trade. When asked,
we usually suggested bonds, ametal and a
grain.

After three months or so, students would
call back totell us how their trading was
going. Often when students called, they
would report 30% or 40% profits for the
period. Then they would ask if it was time
to start trading three or four more com-
modities. Thisquestion always made us
laugh because we knew what was coming
next. Wewould respond with our own
guestion, "What would happen if instead of
doubling the number of COMMODITIES
you traded, you doubled the number of
CONTRACTS you traded? Assuming
everything continued about the same, how
would you change your percentage of
profit?

Most of the time the student would take a
moment to do some math and generally
answer, "I'm not sure" This would cause
us to laugh again and purposely irritate the
student. "Why are you laughing?' would
bethe next question.

"You're not listening," one of us would say.

"The PERCENTAGE of profit would stay
the same. The AMOUNT of profit would
change. Why increase your amount of
work (the number of commoditiesyou

trade and therefore have to analyze) when
all you have to do to make more money is
increase the number of CONTRACTS? To
guote the old clich, ' if it ain't broke, don't
fix it." Don't make more work for yourself,
just more money."

The other example occured when a student
would call and say "I just made ten ticks in
bonds" or "I just made 5 cents in beans,
what should | do? Should | close the trade
or wait and maybe get some more?"’

Again wewould laugh, and again, the stu-
dent would at first grow annoyed with our
laughter. One of us would ask how long the
trade took to happen. The answer was
usually, "half an hour" or "an hour." We
would laugh again and one of us would ask,
"Is that what you were looking for from this
trade? In response to a "yes," we would
continue, "would you prefer the trade took
four hours to make a profit? If you have a
chance to make what your analysis sug-
gested what was there, take it and look for
another trade. Would you rather get your
ten ticks in half an hour or half a day?'
What usually clinched it, was when we
asked "If we told you before the market
opened how to make ten ticks today, would
you do it and be satisfied?’

If the answer was "yes," as it usually was,
we would tell the student to answer his own
question about what to do regarding the
trade. It was an important part of the teach-
ing of the teaching process for the student
to be satisfied with his own decision, not
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just ours. That helped develop a student's
confidencein trading.

Often astudent defended the original deci-
sion and its result by adding, "But |
thought..." Oneof uswould interrupt at
that point and gently say, "No, you didn't
think, and that iswhat will cost you money.
Now what did you learn today?" The
student would respond that he was at first
annoyed by our laughter, and didn't think
thesituationthrough. That is precisely the
effect wewanted. Itwasunlikely inthe
extreme that the student would make that
mistake again. Weall want to beright as
much as we want to make a profit. Some-
times more so. And that's where the
trouble begins. An accurate analysis and
proper entry can be easily ruined by an
emotional response that changes the rules.
Good technique, but bad psychology equal
abad result. Students usually saw the
lesson, laughed with us about their first
reaction, thanked us and said goodbye.
They called us to ask about a specific trade,
but we would try to turn it into alesson and
get them to answer their own question. |t
usually worked. It was the equivalent of
that old parable that teaches, when you give
astarving man afish, he will eat for one
day. Ifyou give him afishing line and teach
him how to fish, he will eat every day.

When they called back a few months after
that, we shared another laugh when they
told us their percentages stayed the same,
but they were making more money and still
making mistakes, but not THAT one.

abcBourselr.
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We once had a student who wanted very
much to learn to trade the S&P profitably.
As we showed him what to do, he kept
saying, "l understand what you're telling
me, but | don't do it that way."

Finally one of us asked if he was making a
profit trading. "Not really," he replied. Our
experience taught us hereally meant he was
losing hisshirt.

Then maybe you should try it another way,"
we suggested. When he left he was till
doing it his way.

Finally one of us asked him if he was mak-
ing aprofit trading. "Not really," he replied.
Our experience taught us hereally meant he
was losing his shirt.

The anecdote illustrates the proper answer
to a very important question. "Would you
rather be right, or get what you want?'

The reader is left to decide.

Thisstory alsoillustratesanother point — it
is only at the beginning of discovery that we
realize how great our ignorance. To this
end, Larry is fond of quoting a Confucian
proverb: When the student is ready, the
teacher will appear.

A spiritual friend of ours once told me, "Go
beyond the boundary of yourself to
know..." The technique taught in this book
allows the serious student to do exactly

that.
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Over the years of my college teaching,
increasing numbers of my students con-
stantly complained about almost everything
and almost everyone. They saw themselves
asvictims. Nothing was ever their fault.
They werejailhouse lawyers who would
argue for everything extra they could get,
whether or not they earned it. They repre-
sent the direction much of society is taking
today. Too many people refuse to take
responsibility for their own actions because
they see themselves as victims of unseen
malevolent forces. They become the trad-
ers who say, "Look what the market did to
me today."

When these students would argue for afew
more points they really didn't deserve, |
used to tell them, "Let me think about it.
After | makeup my mind, | will listento
reason, for then it can do no good." Or
smile mischieviously, and tell them, "Some-
times you're the bug and sometimes you're
the windshield."

Flip retorts or positive affirmations are
helpful and sometimes even fun, but they
will never substitute for knowledge, confi-
dence, and persona responsibility. Ernest
Hemingway once wrote, "Every man has
fears; those who face them with dignity also
have courage."

That is the bottom line. The inevitable
destiny of ignorance and mistake of arro-
gance is failure and self pity.

Remember, Babe Ruth hit 714 rind Bt pe=1art!r
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APPENDIX V

SOME PRACTICAL TIPS ON CYCLES

Cycles are afunny lot- Bullish Cycle - High Tranglation to
Totally random they are not— Right

Just when you think you have a great find- CYCLE CREST PAR TO THE RIGHT

ORLATEIN THECYCLE

/
Along comes another to challenge your

mind.
—SWS

‘The above poem sums up the study of

cycles. | believethat specul ationmarkets N —————18 period cycle - /|\
arenon-random and chaotic. Withinthis { 18
chaos are respectable patterns of price and

time. My Tomahawk neural network pro-

gram has shown this to be true on avery

consistent basis. There are two cycle

principles that | think each trader should *Bullish markets spend more lime going
explore. These werefirst brought to my up.

attention when | studied Jim Hurst's

Cyclicic material in 1971. Thefirst principle

isthat of hightranslation. Thismeansthat Bearish Cycle -- High Transdlation to
bearish and bullish cycles have distinct L eft

characteristics.

CYCLE CREST FAR TO THE LEFT ——y
OR EARLY IN THE CYCLE

A —— 18 period cycle — - 1

1 18
*Bearish markets spend more time going
down
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The second cycle principleis that of
nominality.Cyclesusuallyrepeatinequal
increments. For instance, if thereisa9
period cycle it will usually repest for at least
2 cycles = 18 periods. On occasion it will
repeat for more than 5 cycles (5 waves) but
then it will shift. Thetrader can learn two
valuablelessons from this phenomenon.
First, once the cycle has changed begin to
look for the new nominal cycle. Second,
once anominal cycle has beenidentified
keep using it until it stops working. That
certainly soundssimpleenough.

The study of cycles can be improved by
using the principles of rational proportion.

If you think of a price chart on any stock or
commodity as nothing morethan aroad
mayp, then all you need to do is connect the
dots to get to the destination. The following
diagramisan oversimplification of what I'm
tryingto convey.

36 period cycle ——
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If the trader (analyst) will use the principle
of ratio and proportion it can leave valuable
clues to the validity of acycle. Reminder—
we are dealing with probabilities only. Noth-
ingiswritten as absolute law.

"Take care of your losses and your
profitswill take care of themselves."

—AmosHostetter
Commaodity Corp.
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with all of the Fibonacci numbers and the
618 and 1.618 relationships. As mentioned
earlier, | did not know the importance of the
square roots of these numbers until 1989.
The following 2 pages are a replica of the
trading card | carried. I've included a card
with the .786 and 1.27 relationships for your
convenience. | still use these cards to this

Fibonacci Trading Card:

My method of trading while on the floor of
the CME was actually quite simple. Each
night | would prepare the next day's trading
from my apartment at McClurg Court. |
kept daily charts on about 20 commodities

and intraday charts on all major CME fu- day, but now they are much larger and are

tures contracts. While on the floor, | would .
still trade Silver and Soybeans regularly, but Sl(j:fd on wooden frames hanging over my

the bulk of trading was in T-Bills and Gold.
Later, it would be in the S&P 500 pit, but

that didn't start trading until April of 1982. That iss the price it was trading at in 1982-

Because | did not like to enter the pits to :

. 83. The nearby futures would routinely
trade_for myself, | would physi cally_ hand trade at a discount to the cash S&P.
the pit broker my order. | kept a swing chart

on atrading card in my jacket. This is what
it would look like:

Notice the price of the S& P in the chart.

94[8

9405

9387

9373

As prices would approach my buying or
selling points | would watch the "runners'
bringing orders into the pit from their re-
spective commission houses. During a
sharp rally or sell-off, this activity is really
easy to see. As the activity slackened |
moved to the pit and took the opposite side
(sell rallies -buy dips). | used atrading card
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Fibonacci Trading Card

0¢ 0506
05 00 o8
06 07 09
06 08 10
o7 0911
o8 1013
0 1114
o 1215
10l3
nidis
12 15
13 1620
w1 7n
14 1823
1s 1924
16 20 25

121z
17 22 28
18 23 2
10 24 3
20 25 n
20 20 33
21 27 14
n 28 3
2329 »
24 30 3
2431
25 32 a1
%33 a
27 34 4
28 35 s
28 36 46

37 @
30 38 4
3t 39 so
31 40 s
241 5
» 42 5
34 43 ss
35 44 s
3545 5
36 40 s
n 47 e
3 48
1949 &
39 50 64
051 e
41 52 66

253 ¢
254 ¢
355 %
1456 n
1557 n
45 58 14
16 59 15
160 7
80l n
562 1
5003 80
s0 64 g1
51 03 e
52 00 s4
53 67 15
53 08 ss

———

J786/1.27

54098 & 85 ios
55 7080 68 80 109
ss 7100 & 87 110
517201 6 88 1z
517393 72089 s
s8 7doe 71190 1s
97595 7191 ue
076 12921
o0 779 1393 us
o0 789 2494 1o
2 719100 7593
6380102 76 90 122
e 81 103 7697 123
6482 104 77 98 124
6s83 105 7899 126
65 84 107

“xample: 283046 Multiply 36 x .786 =28 36 x 1.27 = 46
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Fibonacci Trading Card

10 00 04
1t 07 o4
13 08 os
15 09 06
16 1006
8 11 o7
10 120
21 13 08
214 0
24 1500
26 1610
2 171
» 181
31912
2200

# 2l i
36 22 14
123 u
w 24 s
w2515
226 1
427 1
s 28 17
229 1
© 30w
031 10
5232 20
5333 20
ss 34 2
s6 33 21
5 30 2

60 37 23
st 38 23
63 39 2
6s 40 25
66 41 25
68 42 16
2043 »
n 44 »
73 45 15
74 46 2
76 47 29
78 48 30
719 49 3
s1 50 a
551 »

80 52 n
86 93
81 54 2
89 55 34
91 56 3
92 57 35
94 38 36
o5 59 3
971 60
99 61 3
10t 62 3
102 63 3
104 64 40
10s 63 40
107 60 «
108 67 a1

o 68 «
2 69 «
s 70 &
s 71 as
e 72 44
us 73 4
120 74 46
120 75 4
123 76 4
125 77 a8
s 78 4
128 79 a0
129 80 4
13t 81 50
13382 51

618/1.618

134 83 51

136 84 52
138 85 53

139 86 51

1a1 87 54
1z 88 54
144 89 s
146 90 56
tar 91 56
1o 92 57
150 93 7
152 94 58
154 93 s
1ss 96 s
157 97 o0
159 98 s
160 99 6

Example: 3921 Multiply 36 x.618 =21 Add 21 + 35 = 56 (1.618 of 35)
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Geometric Relationship of Waves
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Interrelationship of Waves

S&P 500

}
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WAVES

1) 11.05
2) 9.35
3) 575
4) 6.15
5) 470
6) 80
7) 10.90

h
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WAVE RELATIONSHIPS

6is .618 of 5
415 .786 of 3
3is.6180f2
215 .707 of 1
4is 1.27 of 3
7is 1.4140f 5
S5is.786 0of 4

754
753

752
751
750

7?49
748
747
747
746
745
744
744
743
742
741
741
748
739
738
738

.58
.75
753.
23
.58
.5
758,

510

514

.25
.58
.75
.69
.25
.58
.75
.88
.25
.20
.75
.88
AD
.58
.5
.88

?37.25

754.58
g 11.188
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Controlled Risk Money Management

30,000 X 10% = 3,000 $ Risk % Risk
#1 Money Contract 1,000 31/3%
#2 Trading Contract 1,000 31/3%
#3 Long Term Contract 1,000 31/3%

TAKE PROFTS ON BOTH #3 CONTRACTS
ASLONG TERM PRICE OBJECTIVES AREMET

TAKE PROFITS ON #2 CONTRACT
AS TC PRICE OBJECTIVE IS MET

e TC BOTTOM = =~ w

=
FAILS TORETRACE ENOUGH
TO ADD 3 CONTRACTS

TAKE PROFITS ON #2 CONTRACT 7
AS TC PRICE OBJECTIVE IS MET

EXIT #1 CONTRACT
WITH $1,000 PROFIT

'{UY 3 CONTRACTS
~ TC BOTTOM

»~ TC BOTTOM

EXIT #1 CONTRACT

WITH $1,000 PROFI

- .
-~

BUY 3 CONTRACTS
TC BOTTOM

This chart is courtesy of Walter Bressert, PO Box 8268, Indian River Shores, Florida, 32963-1014. Mr.
Bressert is a pioneer in cycle research and a director of the Foundation for the Study of Cycles.
The chart is presented to alert our readers to the importance of risk control in trading all markets.

abCBOurse!irMNNIN ()05 Bou rse N i -)5/ )52 [ N8



http://abcbourse.ir/

Fmonaca Razros wrtn Partern RecooNmion

167

APPENDIX Vi

SOME MORE PRACTICAL TIPS
MONEY MANAGEMENT

"Lose your opinion instead of your money"
—Paul Tudor Jones

1. Money management in risk speculation should be kept simple. Hereare some"unbreakable
rules’ and some "guidelines."

A. Unbreakable Rules
1. Never add to alosing position.
2. Never risk more than 10 percent of your trading capital on any one trade.
3. Always have a protective stop in the market.
4. If you don't have a profit in three days, exit the trade.

B. Guidelines
1. Never close atrade without areason.
2. Take responsibility for your trades.
3. Marketsthat have higher lows are in uptrends. Markets that have lower highs are in downtrends.
4. Alwaysdo your analysis prior to the market open.

Il.  Ask these questions before closing a position.
A. Does the position show a loss?
B. Has it reached the price objective?
C. Areyou convinced your opinion iswrong?

If the answer to all three of these questions is NO, then you must hold your position. If the answer to any
one of the three is a YES, then you may close the trade if you wish.

[I1.  Observations

A. Calculateyour trading capital and multiply by three percent. Thiswill give you the amount of loss you can
take on any trade. Example: $10,000 x 3% = $300. You should only risk $300 on the trade.

B. As your account grows you must still use the three percent guideline, but you can trade more contracts.

C. If you are able to trade multiple contracts you should consider using a"trailing" stop on one of the positions.
This stems from the ability of the system to enter at major turning points in the market.

D. The trader must always protect himself from his own fallibility. Stops are placed for protection against
yourself. "Markets are seldom wrong; men often arel"-Roy Longstreet

"Life is a do-it yourself project.”
IV. Recommended reading
A.Reminiscences of a Stock Operator, Edwin Lefevre
B.The Disciplined Trader, Mark Douglass
C.The Warrior Athlete, Dan Millman
D.The Art of War, Sun Tsu
E.The Psychology of Winning, Dennis Waitley
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TheVolatility Stop Entry Technique

The Volatility Stop calculatesthevolatility by using the average range of the price bar. Itis
calculated by multiplying the average range bya constant. The value is added to the lowest
close when short, and subtracted from the highest high when long:

Range = (Range x (N - 1) + High - Low / N)
Short = Lowest Close + Range x C
Long = Highest Close - Range x C

My experienceistousetheVolatility Stopinstrongly trending markets. Itisanexcellent
entry technique and in most instances will be superior to valid trend line breaks, or channel
breakouts. The reverse stop also acts to quantify risk as it relates to volatility. The con-
stants should be kept between 2.5 and 4.0.

December S&P 300 Volatility Stop & Reverse Entny
o minute » 7 Bar Range » 2.5 Multiplier

165.248
464 .86
464.40
164 .00
4163 .68
463 .20
462 .80
462 .40
462 .00
461 .68
461.208
4649 .80
468 .44
460.60
459.60
159.20
456.80
456 .40
< 458 .88

The Volatility Stop entry technique is excellent when markets lllh
are trending strongly in one direction. When the neural network

is predicting a strong move, the Volalility Stop triggers. you into

the market. It also quantifies the risk. I use a 7 bar with a 2.5 zgg 'gg

multiplier. The exact calculations are exhibited in this chapter. 456 .80
456 .40
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DANGER SIGNALS!

Markets are seldom wrong! There is one fact that isalways present in the markets: If prices go up there
are more buyers; if prices go down there are more sellers! Here are afew technical indicators that suggest

amarket may be changing character:

A. Gaps

A big price gap on achart is indicative of a change in sentiment and deserves attention. Use
the Shapiro Iteration (wait one bar) before acting.

B. Wide Range

When price ranges become abnormally wide then price objectives are more likely to be
exceeded (1.618). You should know the average daily range of the commodity you are
trading.

C. Tail Close

Markets that close at the extreme top or bottom are indicating strength or weakness. Look
for several days of tail closes in the same direction.

"Take care ofyour losses

and the profits will take of themselves."
—Amos Hostetter
Commodity Corporation (circa 1967)
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RULES OF JESSE LIVERMORE

Excerpted from Reminscences ofa Sock Operator
by EdwinLeFevre

1. Of all the speculative blunders, there are few greater than trying to average alosing
game.

2.  Always sell what shows you aloss and keep what shows you a profit.

3. You cannot try to force the market into giving you something it does not have to give.

4. Thecouragein aspecualtor is merely the confidence to act on the decision of his mind.

5. A loss never bothers me after | take it. | forget it overnight. But being wrong-not taking
the loss-that is what does the damage to the pocketbook and to the soul.

6. Theman who isright always has two forces working in his favor—basic conditions and
the men who are wrong.

7.  Thetrend is evident to a man who has an open mind and reasonably clear sight. It is
never wise for a speculator to fit his facts to his theories.

8. In anarrow market when price moves within a narrow range, the thing to do is watch the
market, read the tape to determine the limits of prices, and make up your mind that you wi
not take an interest until the price breaks through the limit in either direction.

9. You watch the market with one objective: to determine the direction or price tendency. Price
like everything else, move along the line of least resistance.

10. Inthe long run commodtiy prices are governed but by one law—the economic law of suppl
and demand.

11. It costs me millions to learn that a dangerous enemy to atrader is his susceptibility to the
urging of amagnetic personality combined with abrilliant mind.

12. Have aprofit—forget it! Have aloss, forget it even quicker!

13. It never was my thinking that made the big money for me. It was always my sitting, my sittin
tight.

14. Thereisonly one sideto the stock market and it is not the bull side or the bear side, but
theright side.
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HE WHO KNOWS NOT
WHAT HE RISKS...
RISKS ALL!

There are three rules you need to develop in order to trade successfully:

1. Build afoundation of trust in yourself so that you will act in your own best interests—without
hesitation.

2. Follow a st of steps that will build confidence and a belief in your own consistency. This includes
learning to not give your money away.

3. Execute your trades flawlessly when asignal is given. Ask yourself these three questions:
a) Isit anidentifiable pattern?
b) Are the sacred ratios present?
c) Can | afford to take the risk?
If the answer to these three questions is 'yes!' then you should take the trade.

Keep in mind these important factors:

*  Money management always takes precedent over any trading methodology. You must never expose
yourself to unlimited risk. Stops are placed for protection against yourself.

Never get into a trade where the risk is unknown.

The mistake is not being wrong; the mistake is in staying wrong!
Fear causes us to narrow our focus of attention and distorts our perception of the environment.

Self-discipline is the ability of maintaining your focus of attention when all the things in the environment
arein conflict.

Never let the market save you—you must save Y ourself. Use stops!

* Wedeal in probabilities! The market isalways greater than anything we can ever anticipate. No method-
ology of trading can tell you what is going to happen next. Profits come from string of trades and not
from one particular trade.

Take care of hour losses and the profits will take care of themselves! Release yourself from being wrong
or the fear of losing money. Trading is not a game of right or wrong, it is the process of making

money.

Berigidin your rules and flexible with your observations.
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APPENDIXVII
JANUARY 2, 1997

This day will end the writing of this book. It is included because of its wild swings The
Dow Jones dropped more than 100 points during the day and then recovered all of the
loss in the last 25 minutes. The S& P 500 dropped 16 points, rallied 9 points, dropped 9
points and then closed up on the day. Traders should keep in mind that the volatility of the
stock market has been very mild since 1990. It might behoove the trader to prepare for
increased volatility in the next few years.
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January 2nd, 1997

March S&P 500 (5 min)
Formation of the Gartley “222” Pattern

'I 7 Market opened limit up
TD li at high of day.
~
RES
! l 78.6%
| -
This was a very volatile day in the S&P 500. + 61.8% ™
After a 15 point drop on 12/31/96, the market _FD
opened limit up (5 pts) and then dropped 16 50% -
points! Notice the AB = CD pattern in the B -~ 4+ i
process of forming a completed “222.” The \ f él‘ ?
patient trader should wait for the .618 retracement * I [55]
and the completion of the AB = CD! i 10
b\%/ - C

Point A is an exact .786
retracement on the daily charts.
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January 2, 1997
March S&P 500 (5 min)

Completion of the Gartley “222” Pattern

pLI

Market opened limit up (5 pts)
before dropping 16 points.

The “222" pattern completes at point D.
S&P dropped 9 points from that point
offering substantial intraday profits.
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March S&P 500 (Daily)
January 2, 1997

Iy

S&P stopped exactly at
the .786 retracement,
Once the S&P closes
below the .786 retracement
a major stock market corrrection| [{ |
will be in progress. I
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Dow Jones Industrials (5 min)
January 2nd, 1997
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Art of War. Sun TCu. ADDITIONAL

Astro Cyclesin Specul ativeMarkets. Jensen, L. (Lambert-Gann Readi ng
Publishing).

Astro-Cycles. The Trader's Viewpoint. Pesavento, Larry.
(AstroCycles, 1988).

Astro-Economiclnterpretation.Jensen, L. (L ambert-GannPub-
lishing).

Business Cycles Versus Planetary Movements. Langham, J.M.
(Maghnal).

Capital Ideas. The Improbable Origins of Modern Wall
Street. Bernstein, Peter. (New Y ork Free Press, 1992).

Chaos and Order in the Capital Markets. Peters, Edgar. (John
Wiley & Sons, 1991).

Commodity Futures Trading with Point and Figure. Max-
well, Joseph.

Cycles-The Science of Prediction. Daiken, Dewey. (Founda-
tion Study of Cycles).

Cyclical Market Forecasting: Socks and Grains. Langham,
JM.(Maghnal).

DivineProportion. Huntley. (Dover Press).

Economic Cycles. Their Law and Course. Moore, H.
(Macmillan).

Elliott Wave Principle. Prechter Robert. (New Classics Li-
brary).

Extraordinary Popular Delqun@n, élppc dness of
Crowds. Mackay, Chuck. m Mﬁl
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. Fibonacci Applications and Strategies for Traders. Fischer,
Reading Robert.
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Forecasting Financial Markets. The Truth Behind Techni-
cal Analysis. Plummer, Tony. (Kogan Page Ltd., London,
1990).

Forecasting Prices. Butaney, T.G. (Pearl Printing).

Geometry of Markets. Gilmore, Bryce T. (Bryce Gilmore &
Assoc., PtyLtd.,Melbourne, Australia, 1989).

Geometry of Marketsll. Gilmore, BryceT. (BryceGilmore&
Assoc., Pty Ltd., Melbourne, Australia, 1993).

Geometry of Sock Market Profits. Pesavento, Larry.
(Trader's Press, Inc., 1996).

Harmonic Vibrations. Pesavento, Larry. (Trader's Press,
Inc. 1996).

Investing for Profit with Torque Analysis of Stock Market
Cycles. Garrett, W. ((Ruff Pub. 508-448-6739)

Market Wizards: Interviews with Top Traders. Schwager,
Jack D. (Simon & Schuster, 1989).

Mastering Elliott Wave. Nedly, Glenn.
Mathematics of Money Management. Vince, Ralph.

Planetary Effects on Stock Market Prices. Langham, J.M.
(Maghnal).

Planetary Harmonics of Speculative Markets. Pesavento
Larry. (Astro-Cycles, 1990).

Profit Magic of Sock Transactions Timing. Hurst, J. (Prentice
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Rocky Mountain Financial Workbook, Foster, W. (Box 1093, .
Reading

Reseda, CA 91355).

Secret Teaching of'All Ages. Hall, M.R( Philosophical Society
of Los Angeles).

Stock and Commodity Trader's Handbook of Trend
Detemiinalors. Bayer, George. (Out of Print.)

Stock Market Prediction. Bradley. (LIewellyn Publishing).
Technical Analysis of the Futures Markets. Murphy, John
Technical Analysis of Sock Trends. Edwards and Magee
The Dimensions of Paradise: The Proportions and Symbolic
Numbers of Ancient Cosmology. Mitchell, John. (Harper
& Row, 1988)
The Disciplined Trader: Developing Winning Attitudes.
Douglass, Mark (New Y ork Institute of Finance,
1990)
The Kabala of Numbers Sepherial (Newcastle).
The Magic Word. Gann, W.D. (Lambert-Gann Publishing).
The Major Works ofR.N. Elliott. (New Classics Library).

The Outer Game of Trading. Koppel, Robert and Abell,
Howard. (Proteus Publishing, 1974).

The Secret of the Ages. Collier, Robert.

Time Factors in the Sock Market. Bayer, George. (Out of
print.)

Tunnel Through the Air. Gann, WwDy(L@mbertzGann Publish-
ing).
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MARKET ART!

Market-related art is available through

TRADERS PRESS.

If interested in full details, please contact:

INCORPORATED

P.O. BOX 6206
GREENVILLE, SC. 29606

Books and Gifts
for Investors and Traders

1-800-927-8222 FAX 864-298-0221
Trader sprs@aol.com
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FREE TRADERS CATALOG

* FIBONACCI « FLOORTRADING * 31 FREEBOOKS (WITH ADDITIONAL PURCHASE) « MONEY
MANAGEMENT*MUTUALFUNDSeSHORTSELLING/BEARMARKETSeSTOCK INDEX TRADINGe
SYSTEMSAND METHODS* MANY OTHERTOPICS »

TRADERS PRESS, INC. publishes a 72-page catalog which lists and describes hundreds of
books, tapes, courses and gifts of interest to stock, options, and futures traders.
(Regular price $5)

Getyour FREE copy by writing, callingorfaxing
TRADERS PRESS, INC.

Edward D. Dobson
TRADERS PRESS, INC.®
P.O.BOX 6206
GREENVILLE, SC 29606

Serving traders since 1975

INCORPORATED

*TECHNICAL ANALY SIS« OPTIONS TRADING PSYCHOLOGY & DISCIPLINE* SPREAD TRADING«ELLIOTT
WAVE*W.D.GANN+INTRADAY TRADING+TRADING STRATEGIES

800-927-8222
864-298-0222
FAX:864-298-0221
Tradersprs@aol .com
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The goal of TRADERS PRESS is to provide high-quality educational materials and gifts for traders and inves-
tors in stocks, options, and futures. In addition to our own publications, we distribute materials from many
different sources and publishers. Our unique recommendation service assures that you will be directed to the
best possible books on any given topic. We hope that we can help you, the investor, enhance and broaden your
own knowledge of investing and trading. We look forward to being of service to you.

/gﬂwm&’ W

Edward D. Dobson,
TRADERS PRESS

TRADERS PRESS, INC.
P.O. Box 6206

Greenvilie, .. 29606 | Sprving Traders Snce 1975

Contact TRADERS PRESS
for a free copy of our catalog
which describes hundreds of
books and gifts of interest to
traders and investors.

ISBN 0-534380-35-5

” " |l il
9'780934380362

www.MyChart.ir

abcBourselr N @abCBourselinm-)s: Tisellezye



www.MyChart.ir
http://abcbourse.ir/

	Cover 

	Larry Pesavento - Fibonacci Ratios with Pattern Recognition 0934380368.pdf
	Copyright

	Table of Contents

	Preface (page 7)
	Introduction (page 9)

	A Clue From the Cosmos (page 13)

	Harmonic and Vibratory Numbers (page 17)

	The Geometric Characteristics of a Price Chart (page 39)

	The Primary Pattern (page 43)

	Classical Chart Patterns Using Ratio and Proportion (page 93
)
	Bonus Pattern The Butterfly (page 104)
	The Opening Price (page 109)
	Entry Techniques (page 118)

	Appendix II Description of Gartley "222" (page 128)

	Appendix III Portfolio Page (page 149)

	Appendix IV Roots and Uproots (page 150)
	Appendix V Some Practical Tips on Cycles (page 159)
	Appendix VI Some More Practical TipsMoney Management (page 167)
	Appendix VII January 2, 1997 (page 172)
	Additional Reading (page 177)



