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PREFACE

Over the pad 20 years the use and misus of

the Fibonact Summatim Series proliferated
to the point that commentataos on the nations
TV busines channe$ now presem them
selves as resident experts 1 lay no claim to
being an expert However my studies always
included an extensive examination of Fi-

bonact numbers My pragmatc position on

anything | learnda isthat it | could not use
what | was studying to help in trading then |

was nat interestel in pursuirg it any further.

[fthismateridstimulatesyourintereginthe
subject then introducing you to it will be
worthwhile. A word of caution this materid

Is basel on the probabilities of trading The
art of trading is one of risk management
Amos Hosteller ore of the foundess of Com-

modity Corporatiom in Princeton New Jer

sey, usal to say, "take care of lossesandthe
profits will take care of themselves."l refer

to this quoie a lot becaus it is very impor-

tant

The patten recognitimm methodolog illus-
trated in the text will be of intereg to anyore
who eve tradal using technicad charts | can
sa& with confidene ther arc very few who
researche patterrs to the extert | have Sone
of thereference dak bad to the early 1900's
Ead of thes patterrs is basel on ratio ard
proportion A technica chat is nothing more
than a road map with a price and time axis.

Thee patterrs reped with a grea ded of
regularity. My beg studens hawe bee air-
line pilots. They seen to approab trading
lik e they approat flying, following aflight
plan. The similarities to trading are numer
ous

Finally, one of my goak in writing this bod
IS to expo® you to the subjed of ancier ge
ometry. Fibonac¢ numbes are an integrd
patt of the numbes that make up the subjed
of anciert geometry It will be of intereg to
sonme of you that mary of thee sacrel ratios
trace their origin to the cosmos 1 will nat
sperd asignificant amouri of time relating
my experiencein astro-harmonisresearch
The subjed is too vag for me to consider
More importantly, it isnot necessayr for prof-
itabletrading
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INTRODUCTIO N

Leonardode Pisa de Fibonaca
and Beyomnl

On the easten seaboat abou an hoursdrive
from Florence Italy lies the town of Pisa It
was her that Fibonacc¢ was born He was a
thirteenh centuy mathematicia who prima
rily worked for the royd families of Italy. The
work for which he is mog famous is the
Libre Abaci (Book of Calculations) His
award for this work was the presem day
equivalen of the Nobd Peae Prize Fi-
bonacc was largely responsibé for the use
of arithmetc numbes versis Romar numer
als. Before Fibonaccj the numbe 30 was
written XXX . After his Libre Abaci, it was
written 30

Legerd describs his journey to Egypt asone
of gred discoveries He went to Egypt to
study the mathematich relationshig con
tained in the pyramids

Thos of you who really want to study the
math containel in the pyramids shoul rea
Pete Thompkins bok The Secret of the
Great Pyramids. It is not my intention to ex-
plore all of thegeomety in the pyramids only
the Fibonace Summatio series Fibonacc
found this series when he studied the Grea
Pyramid at Giza. The seriesis the sum of the
two previowls numbes0, 1, 1, 2, 3,5, 8, 13

21, 34, 55 89 144 to infinity. Dividing one
numbe by the next after theeighth sequene
yields 21/ 34= .618 This just happess to be
the relationshp of the heiglt of the Gred
Pyramd to1/2its base This additive series of
numbes is base on the equatim

Phi + 1 = Ph squarel
0+ 1 =0

Bae = 2.0

Half Bae = 1.00
Height = .618
Slope=1.618

Diagond = 1.9® V(2.618+))
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What Fibonacc did for me was to open my
eyed Thee are therelationshi that are
constanty in the market | first startel
using Fibonacc numbes in 1974 at the
urging of Jom Hill, Sr. of the Commodiy
Researh Institute of Hendersonvilé North
Carolina | read all of lilliott' s papesamnd
hiscorresponderewith Charles Collins.
Years later, Frog ard Prechte wrote the
bodk Elliott WaveTheory, which explaina
the wave structue and the use of Fibonacc
numbers It concernd me that not all the
waves were .382 .50Q .618 1.618 It was
not until 198 that | bega using the squae
rootnumbesoftheFibonaccseriesSQ(618
= 7% and SQ(1.618 = 1.27. Armed with
these two squae rod relationshipsthe
wave structue can be more easily ex-
plained Bryce Gilmores first book
Geometryof Markets brough the ratios to
the public's attention TheElliott Wave
Newsletter neve usel the® ratios | usel
to fax information to them on the squae
root numbers but they neve responded
Robet Miner of the Dynamic Trades
Croup in Tucson Arizona, uses all of the
harmonc ratios It is my opinion that his
newslette and technicé work is the beg in
our business If you dont hawe the time to
do the work, Robet Miner, ore of the bed
techniciars on this planet will do it for you
at asmal monthly cost This reminds me
of one of my favorite quotes from my
friend ard fellow trader Jim Twentyman
"Defy Human Nature—Dothe work your-
self."

What this bod is going todo is illustrate
how to use the Fibonacc ratios their
squae roots and their reciprocas to deter
mine the structue of wave vibrations Of
all the books | hawe in my library, nore of
the Elliott Wave materid coves this impor-
tant concept | am going to keep it as
simple as possible If you can glean only
one or two conceps$ or patterns then this
materid will not have beer written in vain.
| can promiseyou thismuch Il you study
the ratios and patterrs shown here you will
realizethat markeshawadefinite patten
hidden within their chaos Sorting throuch
thischas canenlighten you. The god here
isnot to try to predid the future or even to
know what is going to happa next No one
knows that (Well, there is One who knows
but Hedoesnt trade) It isnot necessarto
know what is going to happe in 5 days
What is necessar is to determire how
much risk and profit potentid is availabk
in the next 5 days Probabilily is the name
of the game Risk contrd is of tantamoun
importance Winners think in terms of how
much they can lose Losess focus on how
much they can win. "Take care of your
lossesand the profits will take care of
themselves."—A.B.H.

By end of the book | hope you see the
correlatian of geometrc patterrstothe
ratios ard proportiors illustrated It is going
to be as simple as | can make it for you.
Shoul you want more elabora¢ readirg
materid it will be listed in the bibliography
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The materid here has proved exciting to
me and my fellow trades who also sub
scribe to thisapproab to the market In my
opinion, it answes the questio "can there
he order in I he chaos othe market?" |
wish | had known this much abou the
marke 20 yeass agd

One more thought abou the squae roa
numbe from the golden mean Thee num-
berswerefirstreveald in William Garretts
incredible bodk The Torque Analysis of
Stok Market Cycles. This is hand down
the beg bodk on cycles | ever read There
were only 200 copies sold in 1972 The
remainde were destroyd by Prentie Hall
due to lack of interest The bodk has re-
cently been republishe by Ruff Publishing
(509-448-6739) An exceller choice for
evely library.

There are a lot of chars in this book |
know of no othe way to illustrate thes
concepts Chars were selecte from all
areas from commodities to the Dow Jone
Stocks Severadifferent time frames were
Select@ becaus thes patterrs are found in
all time frames

Do not be disappointe if you do not see
thetraditiond Elliott Wave patten labeling
It is nat neccesar when you use shot tem
patten recognition What is importart is
the ratio and proportian of eah wave
frankly, | neve felt too comfortabe abou
exactl identifying the preci® Elliott Wawe
count This was brough to my attentim
mog vividly severdyears ag at my trad
ing house in Pisno Beach California

Bryce Gilmore and Robet Miner were
discussim T-Bonds They both came up
withdifferent Elliott Wave counts They
humbly admitted that they were both right!
And the® are two of the beg techniciars |
have eva met Bryceintroducel thetechnt
cian to the true geomety of the market
with his softwarme progran and book Wave
Trader . | court him as one of my very
goad friends and 1 will always be indebted
tohim. AlthoughElliott Wavwedevotes
may cringe at this thought you neeal not be
overly concernd with wave labeling but
thesquaerootsandtheirreciprocascan
go a long way to analys a wave in the true
Elliott sense

Usually, when | write abou asubject 1
include the works of othe authors 1
though abou doing this for along time but
decidal to leavwe the matte alone There are
greda mary techniciars all over the world
who could and should be mentionel here
There are even more private trades of
equd or greate skill that no one eve heas
about It is out of respet for thee un-
known artiststhat | will refrain from men
tioning names | would haw left someoe
out anyway and if it would hawe been a
friend of mine-—well, you know the feel
ing!

The materid presentd here is nat to be
considerd as atrading system It cannd
stard alone It is an approab to trading the
markets Judgemenand discipline are
necessaryAnd if they can be mastered the
trade has the potentid for financid free
dom. True freedan can only come with
discipline
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A CLUE FROM THE COSMOS

Inthesummae of 1986 my goad friend and
mentor, Dr. Ruth Miller sert me a note 'The
note statel that Octobe soybea oil would
go off the boad at 14 cents/b and begn a
huge bull market | postel the note to my
trading monitor and forgat abou it until
October After Octobe soybea oil went off
the boad nea the exad price she pre-
dicted, | gawe her a call. She still lived in
Indianaand had asoybea and com farm-
ing operation Her husbam was my first
soybea hedg accoun when | was a bro-
ker at Drexd Burnham During our phore
conversationsRuth reveale to me that she
had unearthd (pardm the pun) sone in-
credibly accuraé cycles She sad that they
were basel on planetay movementsHer
excitemen cause me to be on the next
plane to Indiana for atwo week tutorial that
would chang my life forever Two weels
with her is comparabé to a parish pries
having the same time with the Pope Here
are just some of the things that came out of
that two week sturt at her farm.

1. Astrocycle Newsletterwas formed It
appeard in more than 22 foreign cown
tries and evely stae in the union. Five of
the G7 countries subscribed

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

b) Planetary Harmonics of
Speculative Markets
¢) Harmonic Vibrations

3. One hundra and fifty trades cane to

Pismpo Beach California to leam wha
methodology | used Most of them are
still in conta¢ with me

4. | gaw lectures to thousand of trades in

the United States and 8 foreign coun
tries.

5. FNN (now CNBC) invited me regularly

as agues to discus the planetay cycles
in the newsletter

6. The Pesaverd Index was developée at

Dr. Miller's urging. It is now adaily pat
of the Commodiy Trades Almanac pub-
lished by Frark Tausche of Tulsa

Oklahoma

The index rates eat day by the numbe
of planetay cycles occurrirg exacty on
that date The avera@ is eight cycles pe
day. When there are three or less mar-
kets hawe a strorg tendeng to chang
trends The sane is true when there are
13 or more

| studied a gred mary approachs to the
marke over the pag thirty yeas ard this



4

Larry Pesaverg

ary trade W.D. Gam was an avid propo
nert of astrology as was Bernad Baruch
Baruchs commei tha "millionaires don't
useastrology, hid billionaires do" always
fascinatel me He employel his own full
timeastrologer/astronomdfvangelire
Adams Wha really drew me close to the
subje¢ were sone of my earlie readings
Both Albert Einsten ard Isaa& Newtan
wereboth avid astrologers/astronomers
Once a avery importart meeting Newton
was debatig the subjet with Joham
Kepler, the fathe of moden physics After
aheatel exchang Newtan remarkel "the
differencebetweerus,dearsir, is that it is
quite apparentthat | havestudiedthe sub-
ject matterextensively angou have not!"

The first cycle Ruth revealel to me was the
Venus-Uranscycle Skeknew | had stud
ied Fibonaccextensivey ard my interes
was guaranteedVents takes 25 days to
circlethe earh ard pas throudh the 360°
asped with Uranus If you divide 25 by
36 the resut is approximatet .618 of a
year Sine this was the golden mean |
becane very excited

Ead yea there arc 12 or more haid aspec
of Venuws ard Uranus A had aspetis ore
of 3¢ or multiples thereof

Fortunately | had sto&k marke dat going
badk to 1896 All | needd to do was gd the
Venus-Urang asped for all the yeas from
18% to 1986 Thos 90 yeas gawe me
more than 10M sample of the Venus
Uranus aspects Jim Twentyman my goal
friend ard fellow trade a& Commodiy
Corporation helpa me with this study
unde Ruths watchfu eye

The researh on the Venus-Urang aspet
yielded excellern results It now has more
than 10 yeas of data ard the statistic
hawe held up. The accurag of timing 3to 8
day moves in the stok marke is truly
amazing Stocls seemd to be pulled
upwad or downwad by this cycle into the
dat of the aspect

PLANETARY ASPECT USED IN TRANSITS

Conjuncrien 02
Sextile 600

OPPOSITION &

$0°

Square $99 0t 5
Trine 1200
Cppasitior. 1590
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(Ariist’s conception)

The CommodityTradersAlmanaclists the® aspecs as they occu throughou ead 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.
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3680 .90
3588.00
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3540.60
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Astrology is abig businesthroughodu the
world. Many peopek plan their lives arourd
it. Most religions bannel astroloy as a
sciene at the Councl of Constantinopd in
552 A.D. This iswhy although Vatican
vaultscontanthefinegastrologichmaterid
eve written, they are inaccessitd to the
public. My intereg inastroloy waspurely
pragmatic | was searchig for the "Holy
Grail" of trading What | did find were
severd tools tha work far abowe average
But 1 do believe the markes are vibrating to
the tune played by the planets My reasm
for this is base on the work of Donal
Bradley. Bradley wrote a bodk Stock
Market Predictionsin 1947 The bodk was
basel on forecastimg the stokk marke ore
yea in advane by weighting eat of the
planes (cycles) Bradleys modé is right
abou 70% of the time in showirg the trend
of the marke for the entire year This
includes some amazig predictiors sud as
the marke fall of Octobe 19 1987 and the
big upmo\e following the attad of Iraq in
1990 The Januay 199 stok marke surge
performel perfecty to the Bradley model
The remarkabé pat of the modd is tha it
can be completel yeas in advane ard it
uses the weighting of the planes as its soke
data source | know of no othe technich
systam tha can or will do that

| know the® patterrs with ratios and pro-
portion quite well ard how ther soure is in
the cosmos | perfom very little astrologt
cd researh a this time. These patterns
allow you to put probabilities in your
favor and control risk easily. Tha is
what the trade need at his fingertips
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Harmonic and Vibratory Numbers

| included the sectiom on Harmont and
Vibratory numbes early in this bod so the
reade will begh to think in terms of repett
tionsand swings

Reluctane to shae sone of their mog
preciowstrading secresis probaby inher
ent in all traders | am no exception Wha
you will obsere in this chapte is, in my
opinion, ore of the beg kept secres in
technicd analysisThegharmonicor
vibratory numbes as | refer tothem can be
incredibly usefd for profit projectian ard
stop placementEvery commodity, stock or
speculatie instrume has its own vibra-
tory number It is as naturd as eat ele
mernt on achemica chat having its own
number Trades who specializintrading
one speculatie vehicle us thege numbes
all the time. They dont know why, excep
that they reped day after day. The next few
page and chars will descrile thee num
bers and illustrate therr usage Make no
mistake abou this section it could be ore
of the mog effective tools you can us as a
trader

My first interes in thee harmonc or vibra-
tory numbes occurre in 19® while | was
operatirg the commodiy departmen for
Drexd Burnhan Lambet in southen
California. Jim Twentyman was working
with me and occupial the adjoining office.
A smal window was locatal betwea the

offices so we could talk without using the
phone Jim had just moved from Cont
Commodities where he was avery success
ful broker/traderHe was now helping me
manag my C.T.A firm, A.V.M. Assoct
ates Jim purchasd aWang compute in
1977 to do researb on cycles and numbers
He al todk atwo yea sabbatichto study
the works of the legenday trade W.D.
Gann

| had acces to the library of the Investmen
Cente Bookstoe in Weg Los Angeles
This library had the finest collection of
books | had eve seen Any bok | eve
head abou was there including rare astro
logica books and old technicd books from
the 192G and 1930s Once you go through
this vintage materid you will realize there
is nat alot that is new to technica analysis
Most assuredy there are new conceps and
ideas but mog materid can be traced badk
to earlig traders | think you will agree that
the concep of harmonc or vibratory num-
bers fits into the "new ided bracket

The easies way to descrile why harmonc
numbes work the way they do is to use an
analogy Suppos you were to drop arodk
into a pod of water Once the rock hits the
water, waves will vibrate from the cente of
impad until the thrug of the rock hitting
the wate dissipatesTher are four things
that will determire the consisteng 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 deph of the water. (Sec
illustrationbelow)

Why Harmonic Numbers Waork
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Marketsread tothrug in mucah the sane way.
Typically, anev announcemetror scheduld
econome repot will cau® thisthrug in the
speculatie marketsCurrently, thefinancid
markes respoml to Gros Domestc Product
employmem datg both the Produce Price In-
dex and Consume Price Index plus mary
others Veteran tradesremembevividly how
the Money Suppy numbes of M* ard M?
would shok the markes eaty week Now
you mug seart to find the® econom¢ num-
bers Som a new leade of econome funda
mentak will emerg ard the currert leades
will take their plaee in the histoly books

Jim Twentyman has an obsessin with cor
red data Me has the bes dat | haw eve
seen It is flawless Wha Jim ard | did was
to categorie all the price swings over afive
minute ba chat in all major commodities
The S&P data was dore in 1985 We enterel
eath of thee into the Wang compute by
hand The compute would then seart for
values of the price swing and repot the fre-
queng distribution of eat price swing.
When the distribution is skewel you would
get a Poissondistribution and your first hint
of aharmonc or vibratoty number It was then
apparemthat the only way you could prove
thistheol wasto look a thousand of chars
to see if the premise was valid. We testel the
idea and found it statisticaly accura¢ ard
quite usefd in technica analysis

Techniciars will agree tha chat analyss is
tantamoun to readirg a road map Theee is
an X axisard aY axis Chartiss depid the X
axis for time ard the Y axis for price One
the coordinats are found, you know the ex
ad spd whete price and time meet This in-
formation is nat going to tell you what will
happ& next Nothing can do that Wha it does
tell you is tha apatten may be complete at
tha time. The neurd netwok | am using does
just that and harmonc numbes help with
this estimation It has categorizd the® pat
terns in time ard price As atrader | mug
decice when to ente ard exit the market This
iswhat trading is all about | then ak mysef
two questions 1) Is the patten and ratio sig-
nd present ard 2) Can | afford to take the
risk? If the answe to both of the® questiors
Is"'yes, "then | mug take the trade No one
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S&P The S&P 50 has a totd of five
harmont numbers—thre primary and two
seconday numbers Secondar harmonc
numbesareimportartinstrongly trendirg
marketsPrimary harmoncnumbesare
270 35Q 540 Seconday harmont num-
bers are 170 110

Treasuy Bonds Treasuy Bonds hawe
aharmonc numbe of 20 When Treasuy
Bonds excee 20 ticks they will mog often
proceel to 40 ticks. In strongly trendirg
markes multiplesof thetick harmont
shoul be expecté (i.e,, 2x 20 3 x 20

4 x 20).

Silver The harmonc numbes for Silver
are 18 cent ard 36 cents The seconl
harmoncis 12 cents

Wheda  The harmont numbes in Whed
are 17 cens and 11 cents Multiples of 17
and 11 will appeain strongly trendirg
markets

Soybeas The harmonc numbes in
Soybeas are 18 cent ard 36 cents

Gold The harmonc numbes in Gold
are$17ad $11

Swiss Frarc and Deutschemdr The
harmont numbes for the Swiss Frarc ard
Deutschemder are 27 ard 54 points The
Swiss Frarc has a secondar harmonc
numbe of 81 points (27 + 54).

Crude Oll The harmonc numbes for

Cruce Oil are 44 ard 88 points

Dow Jones Industrias The Dow
Jones Industriak hawe atotd of three har
monic numbers two primaty (35 ard 105
and one seconday (70).
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The Geometric Characteristics of a Price Chart

Techniciars use price chars to interprd what the next move is mog likely to be Let us

conside the following:

A price chat is asquae

LA\ -

It also contains a pyramid

NN
/ 1272\ \

1418

51.8deg 1.000

SQUARING THE CIRCLE
Perimeler of ihe circdle is equa
{o circumlierance of the circle.

N\ 2,000
~__

SQUARE = 8.000 CIRCLE « 8.000

that leads to this

—>

1.414 1.618

1.272
1.272

. 1.00
With two triangles of equal height

[.270\T.618)

. and a circle
L 1
F '3
t \'/l
5 RS
K5
1.000
A [ 4
and this
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Geometric Principles
(by Bryce Gilmore)

Philosophicd Geometty

Ancientphilosophestauglpupilsthearts
of SACRED GEOMETRY in orde to
devel@theirfaculty of INTUITION.

Geomety attempstorecaptuetheorderly
movemen from an infinite formlessnes to
an endles interconnecté array of forms
and inrecreatig thismysteriots passag
from ONE to TWO, it rendes it symbolk
callyviable

The practie of Sacrel Geomety is ore of
the essentiatechniqus of self-develop
ment

Geomety deabwith pureform, and philo-
sophicageomety reenactheunfoldingof
ead form out of the precedig one

The Canon of Proportion

Thebinding naturd law of mathematisas
we know it today ORIGINATES from the
COSMOS It was nat invental by man just
reveal@ to him through his study of the
Planets

The Sevenh wonde of the anciert world,
the Gred Pyramd of Giza holds within its

structue all the mat "secrets we neal to
know.

The pyramd is agraphc representatio of

the Eart ard Moon ard ther combing
movemens arourd the Sun The pyramd
demonstrate the binding relationshig
betwea the SQUARE CIRCLE ard the
GOLDEN MEAN.

NN
7 N

v

Modem day scientific studies have (amory
othe'thingg confirmedthemeasuremest
of the Moon ard the Earth

The radius of the Moon is 109D miles ard
the radiws of the Eart is 396 miles A
combinal totd of 5040 miles (Platos mysti
cd numbe ard in calenda days equa to
720 weeks 2 times 36Q 3 times 24Q 4
times 18Q 5 times 144 ard 8 times 90)

A squae encompassmacircle represent
ing the Earh has four sides eat equa to
the diamete of the Earth i.e, 3920 by 2 or
7920 miles The perimete of this squae
calculats to 3168 miles (4 times 792Q 44
times 72Q 88 times 36Q 13 times 24Q
176 times 18Q 220 times 144 and 332
times 90).
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If the Moon ard the Earh were placal side

by side the distan@ betwee the two cen
ters would be equa to the sum of the radii,
l.e,, 392 plus 108Q which equas 5040
miles. A circle drawn using the combinel
radii of 5040 would hawe acircumferene of
2 P Ror 2x 22/7 x 504Q which equab
31680

Therelationshp of the circle's circumfer
enetothesquares perimete is
1.000:1.000

NOGW

\_

This geometrc exerci€ is known as squar
ing the circle. A is the Pythagorea measue
of 22/7 usel to calculae the dimensios in a
circle or sphere In decima form P is the
irrationd numbe 3.14159

The radius of the circle 5040 (108 + 3960
as afacta of the Earths radius is equa to
5040:39®or 1.2727:1.000And 1.22is
mathematicalf the squae roa of 1.618

Squarirg 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 hypotenuscalculatia for aright-anglel
triangle using the 504 radius of the abowe
circle and half the side of the abowe square
l.e., the radius of the Earh 396Q would give
the following result

61.8 dog

Using the Pythagoreatheoremi.e, the
length of the hypotenus in aright triangle
(90 degre triangle will be equd to the
squae roat of the sum of the squars of the
othe two sides

Hypotenug = squae roat [(5040 x 5040 +
(3960 x 3960] = 64® miles.

If we cal the ba® of the triangle the Earths
radius i.e, 396Q then the hypotenus
64096 as aratio of the bag 396 is
6409:396 or 1.618:1.000
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Theirrationd numbe 1.22isthesqguae Harmonc Ratics from the Squae

root of 1.618 i.e, 1.272 = \/1.618. The Diagona of the Squae

(Roa 2 = 14142
It can be demonstrate by this exercig
where the designes of the Gred Pyramd of  The squae is boundel by four equa sides a
Gizaprocureltheirmeasurementfican  right angles to eat other
also be sea tha the irrationd numbes of
0= 1.618 andPHI = 3.1419 arrelated Using the Pythagoreatheoren we can cat
culatethediagonalength Thisnumbe will
174 (3.142) = 0.786 (1/\/.618) alwaysmaintanthesanerelationshptoary
side of the squae (1.4142:1)
1/4istheharmonc ratio from thesquae

and 1.68 is the Golden Mean A squae with sides egud to 1.0® has a
diagondof: V(17 + 19 or \J 2, which is
1.4142

The diagona of ary squae relates as
1.4142:1.00 with its side

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

Expandirg asquae by the ratio of its diagon& producs the Harmonc Ratio Series
100 1412 20® 283
Theinverse ratio relationshig are

03 O05® 0.7/0/ 1.0®
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THE PRIMARY PATTERN

This sectin discusss the primaty patterrs
| usintrading Many of my studens ak
mewhy | shaethisinformation It isquite
simple ard has atwo pat answer First, all
of the® patterrs were found by someoe
el ove the pag 70 years Second evey
trade has his own time frame tha he likes
to trade so the chane of aself-fulling
trade expectatio is very remote

Orevety importart difference will emerg
from this sectiom on patten recognition
Tha differene is that al of the patterrs
discussd will beillustrated using themath
ematica ratios of anciert geometry of
which the Fibonacec Summatio seriesis a
part Wha | tried to do is shov how you
can u only four numbes of the

Fibonact Summatim series to mathemat
cally identify thes patterns| always
thouglt tha the mathematiclrelationshp
of the® price swings is wha the originatos
of the® patterrs failed to bring up. This is
especial} true for the Elliott Wawe theorett
cians | studiad the Elliott Wawe principle
extensivey from 1974 to 1978 though
his tenes on wawe patterrs were more like
guidelines than immutabk laws To this
day, if you ge 12 Elliott Wawe theoriss in a
room you will erd up with 24 or more
interpretatios of the price action Thee is
nothing wrong with that It is just anothe
way of showirng tha no one knows wha is
goingto happ& nex in the markets More

importantly italoreiteratsthat it isnat
necessar to know wha is going to happa
next What is necessaris to know the risk
on the trade Sinee we are dealing with
mathematichrelationshipsthe contrd of
risk can be quantified easily

| spert the bette pat of 30 yeass looking at
thes patterns My source originatel from
Don Madk at the Investmen Cente in
Sana Monica California ard Jom Hill at
the Commodiy Researk Institute in
Hendersonville North Carolina | do nat
think | overlookel anyore who eve de
scribed a price pattern There are two books
that | highly recommend

1. Profits in the StockMarketby H.M.
Gartley (1935) This was Gartleys Stok
Market cour® in the 1930's It cog $15®
which was equivalen to 3 Ford automo
biles a the time. On page 200 to 250 mog
of the patterrs eve discussd are found
More trading systens were rediscoverd
and sold from this bod than ary othe
book This includes The TubbsStod
Market Course The Tridert Strategy The
Reversa Poirt Wave and mary others The
bodk is more than 700 page ard comes
with huge wall chars illustrating the actin
of the stok marke in the 19205 ard 30's
It cen be purchasd for unde $10 from
Trades Pres in Greenville SC 800-927
8222
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2. TorqueAnalysisof SlockMarket Cycles
by William Garret (1971) Thisbodk isa
truegem It wasthefirst bodk eve written
that explores the mathematichand gec
metricd relationshig of price patters and
how they relaieto the numbes of anciern
geometry Garretts bodk caneout a abou
the sane time as anothe bod on cycles
Jame Hursts The Profit Magic of Slock
TransactionTiming. Hursts bodk was less
expensieand much easieto read But the
conten of Garretts bodk held the key to
mary answes abou cycles ard Fibonacc
numbers Only 200 copies of Garretts bock
were eve sold Prenti@ Hall destroyd the
remainde of copies due to the neal for
warehous space

If you sper sone time looking through my
bibliography you will seetha agred num-
be of authos are covered | always felt tha
ead of them contributel to the sciene of
technicastudies

The Ten Basic Patterns

Patterrs 1 ard 2 were first describé by
H. M. Gartley in Profits in the StockMar-
ket on page 249 It is the bast patten in
the theow of paralld channels

PRACTICAL USE OF TREND LINES

SELLING POINT AS -
PARALLEL 1S APPROACIHED
o

NETRAT
/;f)qmsml

— ‘\
— /J N
=" SELLING PQINT

1F PENETRATED

A UPTREND LINE

From this one page in Gartleys book two
of the mog famots trading systens were

77 ABUYING POINT'
. APPROACHEDE:



sold The first was the Tubls Stok Market
coure ($15® in the 1950'$ ard The
Trident Stratey ($30® in 1970's)

The Gartley "222" Pattern

Thisis ore of the beg patterrs | eve
found | namal it the Gartley "222' patten
becaus it is on pag 222 in Gartleys book
He spert more time describig this patten
than all the others This patten shows why
it isnat necessarto pick atop or bottom—
just wait for the first "222' patten follow-
ing the top or bottom The red beauy of
this patten is tha it contairs an AB=CD
patten within it. This allows the trade to
calculae ratio ard proportiors of various
price waves in orde to determire the risk
on the trade If the day trade can leain only
this patten he will do very well. It is worth
noting tha when the "222' patten fails
marké moves beyorl point X) a maja
continuatiomowe is in progress

Patters 5 and 6 are reactio patterns The
move from point 1 can be 38%
50%

61%

70.%

78%

100% (doubk
top or
bottom)

The only time | use the 38% retracemen
levd to find atrace entry is when the move
from X to 1 is ore of tremendos thrug (3
to 5 times normd trading range bars) The
marke will give you strorg clues as to
what it will do nex if you watd the
retracemerst in newv moves If it reacs only
38% on the first reaction swing then a high
probability exiss tha the nex swing or two
will also be 38% reactions
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Patterrs 7 and 8 are extensia patterns |t
was this patten that changd my approat
totrading As| wastrading from
Switzerland whee | had spoke to a groy
of Swiss bankersalmog evey track | put
on ove the lag severadays had bean
stoppel out on a penetratio of point X. In
my hotd room | was calculatirg why my
stap was right a the high/low of the day: |
had placel my st right a the 1.2Z7 mowe
of X to 1. It was upan hitting the squae
roat buttan on my calculatortha | first
began to see the importane of the 1.27

ratio \/1.618 =1.27.

A god rule of thumb is to wait for acandle

e L
Patters 9 ard 10 are the mog difficult to
find on daily charts They are found more
frequenty on intraday chars (5 min., 30
min., etc.) William Dunnigan describe this
patten in Dunnigans One-Wg Metha ard
the Dunnigan Thrug Method The three
drive patten shoutl be vely esthett to the
eyes of the trader It shoud jump out at
you. If you find that you are forcing the
patten to fit three drives it is probaby nat
correct

The mog importart thing to ke in mind is
symmetry The waves shoutl be symmetri
cd in price ard time,

(pg.118)when poirt A is reached Remem
be tha this patten is an extension patten
and ther are no guaranteg tha the swing
cannd go mud higher

patten as ha ThreelLittle Indians in he
book Street Smarts.
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7 periods up

7 periods up

The diagran abo\e is anh exampeé only. It

shows the numbe of periods could be 3 to
13 The price swing could alo be 1.618

Characteristis of Patteris

PATTERN #1

1. Price swing from A to B will be equé to
CD 60% of the time. The othe 40% of
the time CD will be 1.7 or 1.618 of AB.

2. The BC price swing will be .618 or .78
of the AB move In very strongy trend
ing markes the BC swing will only be a
the .38 retracement

3. If the AB swing is vely strong it will
give agodal clue as to wha to expet on
the BC move

4. The time bars from poirt A to B shoutl
be equa to the CD time bais abou 60%
of the time. The othe 40% of the time
thes time periods will exparl to 1.27 or
1.618 of AB.

5. Shout the CD price swing haw a price
g or avely wide range bar, the trade
shoul interpré this as a sign of extrene
strengh ard expet to see price expan
siors of 1.7 or 1.618
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PATTERN #2

~
P

1. Price swing from A to B will be equato
CD 6% of the time. The othe 40% of
the time CD will be 1.Z7 or 1.618 of AB.

2. The BC swing will be .618 or .7& of the
AB move Invely strongy trendirg
markes the BC swing will only be a the
38 retracement

3. If the AB swing is vely strong it wil
give agod clue wha to expet on
the BC move

4. The time bais from poirt A to B shoutl
be equé to the CD time bars abou 60%
of the time. The othe 40% of the time
thes time periods will expaml to 1.27 or
1.618 of AB.

5. Shoudl the CD price swing hawe a price
gap or avely wide rang bar, the trade
shoul interpre this as a sign of extrene
strengh ard expet to see price expan
siors of 1.27 or 1.618
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PATTERN #3
BULLISH
GARTLEY "222'

1. Theswing down from point A wil | termi
nate a point D. This will be & the .618
or .78 retracemerst 73% of the time.
The othe 25% of the time, the
retracemerst will be .382 .5 or .707

. Thele mug be an AB = CD patten ob
serval in the mowve from A to D.

. The BC mowe will be .618 or .78 of AB.
In strongy trendirg markes expet a
38 or .50 retracement

. Analyze the time frames from poirt X to
A ard A to D. The® time frames will
also be in ratio ard proportion Far ex
ample the numbe of time bais up from
point X to A isequa to 17 bars The time
bais from A to D equa 11 Seventeeis
approximatef 1.618 of 11

. There will be afew instance wheie the
AB = CD mowe will give aprice objec
tive a poirt X. This will be atrue doubk
bottom formation

. If poirnt X is exceedd the trerd will
continwe to mowe down to & leas 1.27
or 1.618 of the X to A move
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PATTERN #4
BEARISH
GARTLEY "222'

e Y

786 =~

~._D

1. The swing up from point A wil | termk
nak a point D. This will be & the .618
or .78 retracemerst 759 of the time.
The othe 25% of the time, the
retracemerst will be .382 .50 or .707

. Thee mud be an AB = CD patten ob>
serve in the mowve from A to D.

. The BC mowe will be .618 or .78 of
AB. In strongy trendirg markes expet
a .38 or .50 retracement

. Analyze the time frames from poirt X to
A ard A to D. The® time frames will
also be in ratio ard proportion Far ex
ample the numbe of time bas down
from point X to A is equd to 17 bars
The numbe of bass from A to D is 11

. There will be afew instance whetre the
AB = CD mowe will give aprice objec
tive at point X. This will be atrue doubk
top formation

. If point X is exceedd the trerd will
continte to mowe up to a leas 1.27 or
1.618 of the X to A move
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PATTERN #5 1.7 points | will walit for further confir-
i mation to ente the trade

5. Timeperiodsthenex swing will usually
be dramatc to the downside If the time
frame down from point 1 to A islonge
than 8 periodstheensuirg pullbadk will
mog likely be lessdramatic

6. The trade will neve know which of the
retracemennumbes the marke is going
to reach It is the traders decisio to
determire how mud risk is in the trade

7. This patten forces you to trace with the
shot term trend You are nat trying to
pick atop or bottom

1. The time frame betwea point X ard

point A will be betwea 5 ard 13 time 8. After entry, one pricesmove 61.8% in
bars (i.e, 5 min., 30 min., or daily). On the direction of the trend the protectie
rare instance 21 time bars Theg are stagp shoul be moved to point A. This
Fibonacc numbers gives a risk free trade

2. There are no swing patterrs presen 9. The minimum price objective shoud be
betwee points 1 and A. the sane distan@ from point A to 1.

3. Whenthe mowe from X to 1 isvery
explosive the pullbad to point A may
only retrae to 38.246 or 50% IX.

4. If the price difference betwea the .618
and .7& retracemenis greate than the
trade iswillin gtorisk, thetrade shoud
wait for further confirmatin (i.e, a
chang in momentun or candlestik
pattern doji, hammer).In the S&P 50Q
for example if the differene betwea the

61 8 ard .78 numbes is greate than
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PATTERN #6

1

1. Thetime frame betweea point X ard A
will be betwea 5 and 13 time bars (i.e,
5 min., 30, or daily). On rare instance
21 time bars

2. Ther are usually no swing patterrs
presem betwea points 1 ard A.

3. Whenthe move from X to 1 isvelry
explosive thepullbadk to point A may
only retra@ to 38.26 or 50% of IX.

4. If the price differene betwee the .618
and .78 retracemenis greate than the
trade iswillin gtorisk, thetrade shout
wait for further confirmatio (i.e, chang
In momentum or candlesti& pattern doji
or hammer) In the S&P 50Q for ex-
ample if the differene betwea the .618
and .7& is greate than 170 points | will

e

wait for further confirmation to ente the
trade

5. The time bars betwea points X and A
give astrorg clue to the next swing
When the distan@ from point A is very
short 3to 5 time periods the next swing
will be explosie to the upside If the
time frame down from point 1 to A is
longer than 8 periods the ensuirg rally
will mog likely nat be as strong

6. The trade will neve know which of the
retracemetnumbes the marke isgoing
to reach It is the traders decisia to
determire how muchrisk isin the trade

7. This patten forces you to trade with the
shot term trend You are nat trying to
pick atop or bottom

8. After entry, once prices mowe 61.8% in
the direction of the trend the protectie
stap shout be movel to point A. This
gives a risk free trade

9. The minimum price objective shoul be
the same distane as point X to 1.
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PATTERN #/

1.618

. The time frame betwea X and point A
will be betwea 5 ard 13 time bass (i.e,
5 min., 30 min., daily). On rare occa
siors 21 time bars

. This is areversé or extensio pattern
Expedc prices to rever® a poirt A.

. If the dollar amoun betwea the 1.27
price and 1.618 price is too great the
trade shoutl wait for more confirmatim
(i.e., doji or hammeror anothe indica
tor) of an exhaustio move

. The thrug down from 1 to A will give a
goad clue what to expect If prices
ge to the 1.27 within 5 bars or less
prices will mog probaby exterd to the
1.618

—Q

. There shoul be no price swings betwee

point 1 and point A. If there isaprice
swing Patten #6 becoms a Gartley
222 pattern

. This isavery importarn patten when

day trading becaus point X is often the
openiry price of the day.

. When prices readc in the direction of the

trade the protectiwe stqp shoul be
raisel to brek even

. Profit objective shoull be the totd dis-

tance betwea points 1 ard A.



77

Fipornaccl Ramnios with PATirN RECOGNTION

BB " SS9
85" 2499
80° @99
B5° 299
688" 599
B5°¢99
ve"as9
B5° 249
88°549
85° 449
86° 889
85°289
80° 589
685" 289
08° 069
857269
88°S69
BS* 469
08° 88l
85" 282
08" sal
85" 282
Ba" a1
08S° 214

"$30R1 93 0} Jj0 seat 31 aoud Funuado oy
SA0QE PAJRIS[IVIE Ja3Iell 20U
"¢-X Jo uoisuedxa /Z°T 108X Je

Tomo[ A1dreys pouado 1o)TeN

-

j9o11g duruadQ

L uddpnd
(urua () SUBIqAOS YIIRIA]




LARRY Pesavinyy

78

8OTTT
9TTIT
P2ITT
0azry
802¥T
91211
22211
BGETT
80ETT
STETT
FCETT
BOV1T
86YTT
91PTT
P2PIT
0oStT
80STT
SISTT
PZSTT
8a9tT
883171
91917
P29TT
88L1T

"9le[nofes 03 Jurod UIms U0 ATUO ST 213Y) 9SNBIIQ 9081}
0] J[NOTIJIP ISOU YY) 2B ISIY |, "aa0wW sno1ad1d ayy jo
819°7 10exa 2y} 18 paddols usened uorsuedxa siy

"MO[ 9Y) SWLITJUOD (JawureH ) uraned
[BSISARI YOIISI[pUED oY,

.,U.EL_:,:% P.....f. )
N 7

> -g-?oliﬁmﬁ*lu%{ul

LB uLng ~=al

(urur (o¢) spuog-J, JdquIada(




79

FipoNacct Rat1os wrnit PATTERN Recoonmion

271
124>

124
Al
ke

b1
21
bre

| 28!
271
1 24>

b1
27T
1 24>

124"
27T
128>

1zd"

fi

ooud pue swyy ut fenbs @) = gV
weped (03 = gV Ue JO pu2 oY) JE UOISUSIXS /# UIaNERy

Lt w1dpng
Aire (OS) O paepuels




80

LARRY PESAVENT,

PATTERN #3

1

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

2. This is areversa or extensim pattern
Exped prices to revere a point A.

3. If the dollar amourn betwea the 1.27
price ard 1.618 price is too great the
trade shoub wait for more confirmatian
(i.e., doji or hammeror anothe indica
tor) of an exhaustiom move

4. The thrug up from 1 to A will give a
goad clue wha to expect If prices
get to the 1.27 within 5 bars or less

prices will mog probaby exterd to the
1.618

5. There shoub be no price swings betwee
point 1 and point A. If there is aprice
swing, Patten # becoms a Gartley
"222' pattern

6. This is avelry importan patten when
day trading becaus point X is often the
openirg price of the day.

7. When prices readc in the direction of the
trade the protectiwe stgp shoul be
raised to brek even

8. Profit objective shoul be the totd dis-
tance betwea points 1 ard A.



81

Fiponacct RATIOS WITH PATTERN RECOGNITION

85°6EL
08" 6%
05" 8L
80° T
S THe
08" Z¥L
85" 2¥e
va° EPL
85 EVL
8e’ ¥
BS"PhL
88" ShL
6BS°SHL
88° 912
05°9%L
8a"LbL
857 L%
808° 8hL
BS° 8%L
88°6%L
85° 6%
88" 852
8BS " 852
60" TSL

90UO [[9S YSII MO] B J0J 00T "uoisuedxs £ 7] 9y e

k_ F * -opIsdn a1} 0} 2)RI2[200E JOU S0P N 1eU )
sdoys pue poryad Suruado jno saye) 1IN

Ll _F .
|0 _f : | _W
::: Wi :
m_
Sf wianv g
(urur §) 00S 'S 19quIda(




LARRY Pesavenm

82

271
A
271
2’1
21
271
271
2%
271
27
277

271

6L
6L
a8
@8
18
18
28
28
£8
€8
¥8
¥8
S8
S8
98
98
.8
.8
88
88
68
68
46
86

‘wialied gy 198Ie] SY) JO pU Y] B 3]OIID
) uryim uraned g I9f[eWS Y1 010N

S uinvg

Afred (NOX) [1Q uoxxy




Fiponacal Ratios wimit Patrern Recoanrmion

6026
0226
8bZ6’ ; S usdpIDg
6926 } E D

0826 i
88EG”

92E6"

AbEG” 0
89E6" :
88c6" F
g8ve’ %4
AT
gbb6"
B9b6"
0856
BBS6"
8756
obSE”
8956
6356

MWMM “Joyrew reaq Surnunuod e ut des uonsneyxa ue sem I ouo

ab95 " "uoISU2Ix3 £ 7°1 ay) 01 dn ded v sem siy |, — -
B996"




LARrY PESAVENTD

84

BS'6EL
63" 6L
BS° 0%
517 § 2
BS° The
51 a4 24
65°2¥2
U8 EVL
6S°EVL
5158 2 7
0S°" PiL
B8 ShL
BS"SEL
88°9bL
85" 9%
80’ LPL
BS"Lbe
Be"8kL
BS’8bL
08" 6¥L
6S° 6%
688" 0SL
BS° BSL
88° 1S

E waed 1fop e yim uorsuedxd
R79°T 18 uoIsUaIX3 1B

- \&A@\..ﬂ
S uiapod
(urur 6) oS d29'S PQUIA(




Fieonacc Ramios wimt PATTERN REcoonmion

85

PATTERN #9
THREE DRIVES TO A TOP

1. The patten shoutl be easiy identified If
you hawe to force the numbers it is prob
ably na this pattern

2. Symmety is the key to this pattern
Points 2 and 3 shoutl be 1.27 or 1.618
price expansios of the A and C swings

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

4. If there is abig price g in this patten
at ary time it is asign tha the 3 drive
patten is wrong ard the trade shout
wait for further confirmatian tha atop is
In progress

5. Price swings A ard C will usually be at
the .618 or .7& retracemencf the pre
vious swing When the marke is averti-
cd (blow off) pattern the® retracemerst
will only be .382

6. Three drives to atop is arare pattern

After you stat to see this patttern it will
be mudh easie to interpret Dont seart
for the pattern it shoutl jump out at you
as you study the chart
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PATTERN #10
THREEDRIVESTO A BOTTOM

(I
® @ 0

1. The patten shoutl easiy be identified If
you hawe to force the numbersit is prob
ably na this pattern

2. Symmety is the key to this pattern
Points 2 ard 3 shoutl be 1.27 or 1.618
price expansios of the A ard C swings

3. The time frames from point A to 2 ard C
to 3 shoutl be symmetrical

4. If there is abig price ggp in this patten
a ary time it is a sign tha the 3 drive
patten is wrong ard the trade shoud
wait for further confirmatian tha a bot
tom is in progress

5. Price swings A ard C will usualy be a
the .618 or .7& retracemenof the previ
ous swing When the marke is in afree

fall (exhaustiohtheeretracemers
will only be .382

6. Three drives to abottam is a rare pattern
After you stat to see this pattern it will
be much easie to interpret Dont searb
for the pattern it shoutl jump out a you
as you study the chart
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December S&P 500 (5 min)
Pattern #10

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

Notice how perfed this
* three drives to a bottam 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 patten fails, it often leads
to a huge continuation mowe 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




Fironacct Ranos wimi PATTirN RECcogNmTION

13

CLASSICAL CHART PATTERNS USING
RATIO AND PROPORTION

Thos of you who follow the standad trading patten discussd in technica analyss may
find this sectim interesting | hawe selecte the four more comman patterrs trades en
counter If the trade will analyz the patten using theratios discussd in thisbook it
will mod probaby beenlightenimg besidsincreasim probabilitites of aprofitabletrade
1. Head and Shoulders Pattern (Bottoms and Tops)
2. Double Bottoms and Tops

3. Symmetrica Triangles (Broadening Tops and Bottoms)

4. Dynamite Triangles
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BONUS PATTERN
THEBUTTERFLY

BryceGilmoreand | discoverdthis patten
while we were running analyss routines on
his WaveTraderSoftware It is avely power
ful pattenandissemat significar topsard
bottons only. The "Butterfly" beauy lies in
itssymmetryltismyseconlfavoritepattern
(FirstisGartley "222").

When severéof my clos friends reviewal
this bodk for me they suggestd tha | omit
the Butterfly pattern | alread knew my re-
spong to the suggestionl firmly beliewe tha
youcangivethetrading publictheHolyGrail
and they still wont grag the principle The
reasosforthisareprobaby related toagen
erd levd of skepticisn ard inability to actu
ally do the work involved This patten is far
removal from anyHoly Graill Find afew on
your own and make your own judgement |
know you will find the time well spent

CHARACTERISTIC S OF
THE"BUTTERFLY"PATTER N

1. It is formed by the connectig of two
triangles

2. An AB = CD patten is presemin the
extensim move

3. The extensim move can be eithe 1.27 or
1.618 Any move beyord 1.618 negats
this pattern Shoud this occur avery
strorng continuation mowe is in progress

4. Itisfound only at significar tops ard
bottoms

5. The time ba relationshp usually is in
ratio ard proportia to the price bar.

6. It is corre¢ more than 80 of the time.
7. The retracemenhmoves inside the

butterfly will usually contan .618 ard
.78 moves
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THEOPENINGPRICE

| first met Jom Hill of the Commodiy
Researh Institute inHcndersonvilleNorth
Carolinain late 1974 or early 1975 At that
time, | was recoverirg from atremendos
loss in cattle soybea oil and soybea meal
| was long mary contracs during the 1974
Octobe break | startel with nothing but ran
it up to agrea ded of money | thenrealized
that | hal the ability to make tha kind of
money However | neglecte to realize tha
| confusel succes with abull marke and |
was unprepard when the bea marké finally
came

During the® lag 14 years Jom ard | re-
mainal god friends and sharel numeros
goad trading ideas In 198 | went to John$
randvinHendersonvilkkand spen two weels
with him looking at various ways to trace
the markets Ore of the beg discoveris we
macde was acompute study which reveale
to us the principle called Tradingin the Di-
rection of the Opening Price. We worked
two solid weels in severadifferent markets
relating the openirg price to the price actin
of tha day. It is one of the mod amazimg
discoveries | usal as atechnica indicata
intradingcommodities

Severd yeas later, Eal Haddag of the
Haddady-SibbdtCorporatio publishel the
sane statistis in a bodk called Thelmpor-
tance of the OpeningPrice. We heartily rec
ommerd this bodk to anyore interesté in

trading commodities ard especialy to thos
involvedinday trading It putsatremendos
advantag on your side when you're trading
in the direction of the openirg price

The principle behird the importane of the
openirg price probaby stens from the fact
that the markes arc open only six hours a
day. Tha leaves 18 hours for decisicn mak
ing to occur When you conside the fadt that
the foreign markes are open in Hong Kong,
Tokyo, Singapore Sidney London ard Am-
sterdam you ge an even greate flavor of
what occus during the 18 hours when our
markes are closed It is my opinion that de
cisions are mace during the 18 hours that af-
fect the openirg of our market | realize tha
mog of the volume is not dore on the open
ing— it is dore during the complet day. How-
ever, to explan how the openirg price is so
significant one mud remembe tha the®
peopk hawe been making thouglt decisiors
and analyticd decisiors during the pag 18
hours in orde to come up with strategis for
the following days

The Openirg Price Principle is this: the
openirg price will be at or nea the high or
low of tha day 85-0 perce of the time. In
other words the price at the openirg will be
either within 10 percen eithe the high or the
low of the day on that particula day. Ther
are two ways tha you can prowe this prin-
cipletoyourself First, takeacommodiy chat
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like Commodity Perspectiveor Futures Thereisan important conceft here to re-

Charts, somethig tha shows the openirg
price which would be the smal left-hard bar
on the daily bar chart—na the closing price,
but the left-hard side which is the openirgy
price. Takeared pencl ard draw alittl ecircle
arourd the openirg price. Continue that
through the lif e of the contract S the chat
down ard you'll see that the high or the low
of the day was the openirg price approxt
matel eight or ninetimes out of 10. The sec
ond way to teg the importane of the open
ing price is to use the day trading charts—
that is Intraday charts—f you haw acces to
them Using an intraday chart mak the open
ing price ard draw aline acros the time zore
for the reg of the day~a horizonta line where
the openirg priceisindicated You'll besur
prised how often prices meandearourd that
openirg price whethe it is the high or the
low of the day. Even when it's nat the high or
the low of the day, the openirg price seens
to be somekind of harmonc or equilibrium
price that the markd bounce agains severé
timesduring the day.

Armed withthisinformation aday trade and
actually, aposition trade can ente the mar
ket tohisadvantagwith probabilitieson his
side The chars on the following page shov
example of how to usethe openirg price ad
vantage as pat of your armamentarim for
stratey in enterirg a markd for a position
trade and als for profiting on aday trading
basis Keepinmindthat thistechniqle does
not work all of the time, but that it does put

probability in your favor a gred ded of the
time.

member. forget about the closing price of
yesterday It mears absolutely nothing
when you're dealing with the opening
price concept Whethe the price gas up
or the price gaps down is of no consequene
to you when you are using the openirg price
to ente amarket You mug forge the clos
ing price of the previows day, the openirg
priceisyour focus especialy when day trad
ing. Wheneve | taught this principle, st
dens always seemd to wart to harg onto
the closing price of yesterday You must re-
membea not to use yesterday's closing
price when using the opening price prin -
ciple.

You will see tha this techniqle does ge
easie with practie asyou becone more ac
customel to its use The chars on the nex
severé pages preseh exampls of how to
use the openirg price in conjunctia with
patterrs and patten recognition formatiors
in orde to sd up day trading probabilities
You may wart to use the "Key of the Day"'
(Openirg + High + Low divided by 3) with
this technique If prices ae abowe Key of
Day, only go long. If below Keyof Day, only
go short

Keep in mind that in day trading—anl also
position trading—yal mug be concernd
with both the Price and the Time Axis. Sone
peopk who day trade will inadvertenty lose
mone/ becaus they forget abou the Time
AXxis. They think they are tradingjust for sev
erd days when in fact, they put a trade on
for a day trade and it turns into a position
trade which gags the opposie of wha post
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tionthey areholding resulting inaloss When
you are day trading you shoutl be out on the
close If you are positin trading you shoutl
position yoursef for a longe term mowve
somewhee in the neighborhod of three days
to three months dependig on your style of

trading

The first exampek of how to use the openig
price is illustrated on page 112 this chat
shows the markd openel a Price A then be
gan to rea¢ downwad and continue down
Peopk who bough nea the high of the day
are now concernd whethe the markd is go-
ing bak up through the high or hawe a key
reversé to the downside As you can seg af-
ter a periad of time, the marke reachd sup
port. This suppot is a a majo Fibonacc
number the (.618 retracemenoff the open
ing price The marke has held there ard has
now starte to move higher

Oneof our favorite day trading techniqusiis
to buy tha (.618 retracemenfrom the open
ing price with astq at the (.85 retracement
In othe words if the markd droppa& more
than 25 percem belov the (.618 you would
be able to say tha you were wrong your st
limitationisvery smal ard you would be able
to profit as the markeé moved higher Asevi-
dencel in this example the marke did, in
fact, mowve highe and you turned a profit at
the erd of the day.

It isalso importart to ge avery fair commis
sion rate when day trading As $5 - $0 range
is completey acceptal# for grains bonds

Standard ard Poos and just abou any other
commodity Goal volatility is essentibwhen
day trading Track the markes tha arc quite
volatile ard highly active with a gred ded
of volume This will be coverel in greate
detal in anothe section

The seconl exampeé of how to use the open
ing price is illustrated on page 113

Note the openirg price The markd breals
rapidly and then stars to rally badk toward
the openirg price Again, the markd rallies
bak to the Fibonacc number (.618) ard then
resumaits moveto thedownside Thegtwo
examples demonstrad tha if a trade is pa
tient ard waits for this particula patten to
unfold, the probabilities are in his favar in a
twofold manner First, heistrading in the di-
rection of the openirg price It meandes in
the direction the trerd is going to be in. It will
be in his favor seven or eight times out often.
Secondly hes trading in the direction of the
trend ard selling into arally at avety strorg
mathematich point where the risk is quantt
fied becausgif the markd continue to go
up, it will be stoppe out with avery smal
loss The probabilities of the® particula pat
terns working are betteg than seven out of 10
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ENTRY TECHNIQUES

Here are sone of my favorite entry tech
niques usal in conjunctio with the geo
metric patternsThey are listed intheir

order of importane (importane to mel)

1. The Shapio Iteration as describe in
thefollowing pages

2. Limit Ordess - Placel a few ticks abowe
or below the exad geometrc price mea
surementsA predetermind stqp loss
(approxiamtey $60Q is placel a the
sanetime.

3. Candlesti& Patters - The® patterrs
graphicaly display the importane of
the trading range for that time
emphazig the openirg price Here are
fourusabépatterns

A. Tweezes - This formation is the
equivaler of adoublke bottom
Tweezes occu when 2 lines hawe
equd highs or lows in succession
Theyhelp to quantify risk at the
completia of the geometre
patterns

B. Doji's - The marke openel ard
closel at the sane price after mak
ing the highs and lows. They oc
cur when the marke is in trans
tion from bullish to beari$i mode
or vice versa Doji's are even more

important a the erd of a geometrc
pattern Thisis als true when

they occu after very volatile mar
kets It is asign tha ALL of the
marke playes —bulls and bears
are nervous

C. Hammers - The hamme is a
periad when the markd has met
strorg suppot after ashap sel
off. It ges its name from "ham
mering out abottom’ A hamme
shoul be twice the length of the
candle Hamme shoud be estheti
cally eay to see If you hawe a
doubt it is probabl not aham
men

D. Shootirg Stars—Thes are ac
companie by an upsice gap on
the openirg with the marke clos
ing nea the lower erd of the trad
ing range The® are particulary
usefd entry technique at theerd
of the geometrc pattern They
appea as the opposie of the harg
ing man

Many of the candlesti& patterrs may be
helpfu aswell. | only use thes four be
cau® they seen to go hard in hard with
the geometrc patterns



Fiporaca Ratios wimi PaTTery Recoonrmon

119

4. The Volatility Stgp Entry Technige
The Volatility St calculats the vola
tility by using the averag range of the
price bar. It is calculatel by multiplying
the averag range by acontstantThe
value is addel to the loweg close when
short arnd subtractd from the highes
when long

Rang = (Rangx (N-1)) + High - Low /N
Shot = Loweg Clo+ Rangx C
Long - Higheg Cloe - Rang x C

My experiene is to use the Volatility Stgp
in strongy trendirg markets It is an excel
lent entry techniqe and in mog instancs
will be superiag to valid trend line breaks
or channé breakouts The rever® st al
acktoquantify risk asit relates to volatil-
ity. The constang shoutl be kept betwe®
25 ard 4.0
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THE SHAPIRO ITERATION

When | day trade and use only ore calcula
tion to decice on an entry or exit value | ap
plywha | liketocal the"Shapio Iteration'
before putting on the trade It involves wait-
ing ore ba value of whateve the time value
is of the chat | am using to decick on the
trade (I wait five minutesif | am using afive
minute chat to make trading decisions 30
minutesifam usinga30 minute chart etc.)
It was proposd by Steve Shapio ore day
after themarkd went agaings him literally al-
mog before he had put the phore badk into
its cradk after placing an order Like the res
of us, he too, has mack decisiors using emo
tionrathe than logic moretimesthan he cares
toadmit Sincewebega applyingit, thetech
nique has savel both of us a gred ded of
money Ther is more than one lessm in his
explanatia of wha he calls his"Five Minute
Rule", but wha I like to cal the "Shapio
Iteration

The mog difficult thing for ary trade to do
isisolate the emotiona pat of his thinking
andkeepitfrominterferingwith histrading
One of the beg ways to accompli$ this tak
isto plan and place both the entry point ard
price objective before you make the trade

Including both of thes price points with a
stoploss when you place your origina orde
will redue theemotiond elemen of trading
Theproblem with this concep is tha for
whatevereasonmod tradessimply canna
operaethis mechanically

———

It is necessarytherefore to be realistic ard
try to devel@ a safey valve tha can proted
us from ourselve if we cannd behae this
rationally. The close$ concep to a fail-safe
rule | haw found to use in the hed of trading
is the "Shapio lteratior or "Five Minute
Rule”

When a decision to put on a trade is mace
during marke hours it is often mace on the
bass of only one calculation rathe than the
more reliable confirmatian of a numbe of
decisiors drawing the sane or similar con
clusiors abou price

Many times as we sit and watd the screa
we experiene the urge to make a trade be
cau® it is beginnirg to mowe in the direction
we anticipated We sav the trade before the
move began but for sone reasm did not put
it on.

As the price moves our way, ard particularly
if it begirs to acceleratethere is an emotionad
surge we experiene tha comes from acom
bination of being right abou the trade and
feeling indecisive abou nat putting it on, as
well as guilty/angy abou losing the profit.
It is precisey this eagernesto still wart to
"hop on the train befor it ges too far from
the statiort that usually ges us in trouble
Unless the price action suddeny slows down
drastically or reverse altogether the emo
tiona surge will continwe to swel ard mary
times we will put on the trade even though
we logically know it is not the bes cours of
action
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The resut is too often wha appeas to be
the vengeane of the trading gods We hawe
all had the experiene of strugglirg with our-
selves abou placing suc an order ard when
we finally make the decisio to do it, almog
as som as we put the phore bak in the
cradle the price action changes We almog
beliewe that the marke was active ard alive
ard just waiting for the exa¢ momen we
put on our ore or two contracs to reverg
the price movement

It is especialy importart at the® times to
remembe that when this happensthe mar
ket is nat alive or right or wrong, ard it is not
punishirg us for doing the wrong thing. The
marke simply ard always justis. It is we
who are right or wrong It is we who punish
ourselve for anger or greal or indecisio
or not doing our homework

After acting moretimesthan | care to admt
on this emotiond impulse to place the right
trace a the wrong time, a very simple con
clusion presentd itself. Becaug the time
betweea actually putting on the trade ard the
time the marke seemd to reverg was S0
small, (often it seemd to happeé simulta
neousy no matte how had | tried to "out
smart or "beat the market) the only logi-
cd way to ded with this seemingy insur
mountabé temptatio was to write down the
exad time ard price when | finally decidel
to make the trade ard force mysef to wait
atleas five minutes 30 secondsbefore ac
tually initiating it.

The logic was elegan in its simplicity. If the
trading gods really were waiting in ambué

121

for my emotiorstodrive meto makethetrade
at exactly thewrongmomentinfiveminutes
| would obsere anoticeabéchangintrend
in the price action prod tha | shoull not
hawe put on the trade

When this is the case the amourt save usu
ally turns out to be substantial This is true
for two reasonsFirst, when the price revere
after afag mowe in ore direction it is often
anequall speed ard sizabkeretracemenof
the previotls move If | placal a close st
tolimittheloss it isusually hit rathe quickly
If astgp was nat put on, it becane ade
structive gane of playing cath up ard pos
sibly letting asmal loss tha shoutl nat hawe
occurral in thefirst plac devel@ into alarge
loss When this happes your focus usually
follows the loss insteal of looking for an
othe profitablesituation

If in fact the trace still looked godd five min-
utes after my emotiors told me | couldnt
wait aminute longer, then all | did was lose a
littl e of the profit tha was still to bemade In
eithe ca® the ne is still again
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APPENDIX |

TRADING RECORD
TRADE PLANNING SHEET

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

Stap protection shoutl be no more than 3 percen of totd trading equity.
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APPENDIX I

DESCRIPTION OFGARTLEY"222"

This is the descriptio of the Gartley "222'
patten exacty as it appeas on pags 221
and 222 of his book Profits in the Stock
Market.

One ofthe Best TradingOpportunities

In the lif e of thoe who dabbk on Wall street
at some time or anothe there comes ayearn
iIng— "just to buy them right, once if neve
again! Fo thoe who haw patience the

study of top and bottam patterrs will provide
such an opportuniy evely now and then-tte
chane does nat arie everyday but when it
does aworthwhile opportunity with smal
risk become available

Figure27 - A 1,

Place Stops

Let us look a Figure 27(A). When after an
intermediaé declire in eithe abull or abea
market sud as A-B in the diagram has pro-
ceedd for sometime, ard activity has shown
adefinite tendeng to dry up, indication tha

liquidation isterminating aminor rally like
B-C ses in, with volume expandirg on the
upside And when aminor decline after can
celling athird to a half of the precediig mi-
nor advane (B-C) comes to a halt, with vol-
ume drying up again ared opportuniy is
presentd to buy stocks with a stqp unde
the previots low.

In eight out often cass wheren ead of thee
specifc conditiors occurs arally, which wil |
provide a worthwhile profit, ensues In the
othe two casesonly smal loss& haw to be
taken In trading this formation the observe
Is dependig upan the probabiliy tha eithe
a head-and-shouldersor doubk bottom
which are the two reversa patterrs which oc
cur mog frequently isdeveloping

The art in conductirgy an operatia of this kind
lies in:

a. Having the patiene to wait until adeclire
of substantib proportiors has developed

b. Observigthat all conditiorslaid down are
present

. Having the coura@ to buy just as som as
the minor reaction which tess the bottan
shows sigrs of terminating ard



Finonacct Ramios wrmit PATmrn ReCoGNTmon

129

—
-—

d. Having the courage to ge out with a fair
profit (10-2 per cent) or a leag proted
it with stops

Hourly chars of the averagesavailabk for
guiding the operationrepg the marke
studert for all the efforts he puts into keep
ing them day after day, when they are of
less practica use

Similar opportunities occasionall develg for
that smal pat of the trading fraternity tha
theintestindfortitudeardtemperametiosel
stocls short The ca® in revere is laid out
in of Figure 27(B).

Place Stops

®

Figure 27 (B)

Gartleys bodk was written in the 19305
andthingshawechangedramaticaly abou
themarketsNotthemarkesthemselves
but the way they are reported Communica
tion is now instantaneos becaus of the
statellite dishes arourd the world connectd

e ———

to all the compute trading desls arourd the
world. During Gartleys erg the Westen
Union tickertape was the methal of
communciationAs | wrote tha lag sen
tence | realizal tha ishow | learnal to
trade soybeas with Dave Nelsm on his
Trars Lux ticker tape

Thousand of new stocls and commodiy
markes hawe bee introducel sinee
Gartleys time. Mog of the® are very liquid
and eay to gain acces to the chat pat
terns This is particulary true for the
intraday charts In this sectio of the appen
dix, | haw selectd sone intradg/ chars
illustrating the patterns

Included in the appendx is the page on my
monitor tha shows wha commoditites ard
stocks | follow. Ead has amonthly, daily
and intradg chat pattern Intraday chars
are 2 minutes 5 minutes 30 minutes 60
minutes as well as atick chat to recod
evely tick. Thisishelpfu togaug whethe
or nat you are filled on your orde and at
wha price

As ore read the "222' patten describe
by H. M. Gartley, three basc virtues are
suggestdfortrading

1) Patiene to wait for the marke formation
to develop



130

LARRY PES*WEN'ID

2) Courag to put the orde in ard a protee
tive stgp to minimizerisk.

3) Fortitude ard temperameinto sel short
Again protectirg the positiors with stops

The "222' is one of the beg patterrs a
trade can expect When it does nat work it
usually mearstha agreatetrendcontinua
tion is in progressFailure of the "222'
patten can be anticipatel in severh ways

1. The presene of a huge gg nea the D
terminatian point

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

3. After the formation of point D the marke
fails to reverse This may indicake alevd of
consolidatim before resumirg the trend

—-—-.________-:
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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 three reasons why a short sale should
be avoided today: ’ ggg ’ gg

1. Prices are far above the opening price (12 points) 67 :EIB
2. No time symmetry in AB = CD 7266 .00
3. There are only two hours left in the trading day. 765,88
R T 764 .80

. —~ 762 .00

n‘fiﬂlhﬂ ' ~ ~ _0® 761.00
- 760.09
?59.00

N ) l/g,h lln?%lhﬂ( 758.00

v?6.00

757.006

l\f [j 9“4‘1 O['I 756 .60
T 'h‘]! 1 755.60
{Q& IW / s

/ ?52.80
/© ?51.08
( ?50.00
-~
~ g——0pening Price (Limit Down) - 12.00 points ;jg gg

@ 747.00

Failure of the Gartley <“222” pattern

March S&DP 500 (5 min) 322-33
< )

h-r‘ 766 .88

765 .68

764.068
763.00

i
- © 762.00
: ’/ﬁm‘lmlf .

}m_ 758.98
1LLHhJ ?57.60
756.80
755.00
754.08
753.00
752.00
751.00
750.08
749.00
746.00

-~ e e i i
5 < Opening Price 747 .60

746 .06
?45.00

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 1

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

US Bonds
Swiss Francs
Deutsche Mark
Wheat

Jap Yen

S&P 500

Dow

Soybean Meal
Soybean
Corn

Gold

Silver
Transport
TICK Index
Copper

NYFE

Cash S&P
Crude Ol
Soybean Qll
Natural Gas

UST7H
SF7H

DM7H

W7H
JY7H
SP7H
INDU

SM7H

S7F
Cr7H
GC7G
SI7TH
TRAN
TICK
HG7H
YX7H
SPY
CL7G
BO7H
NR7H

LAST

11401
(454
.6452
386.50
8712
764.90

6565.90

220.50
700.00
262.50
371.10
482.00
2286.03
140.00
99.00
401.85
757.95
25.51
2339
27.80

NET

+3
-.0011
-.0012
-3.00
-.0038
+0.30
+4.99
-1.30
-1.50
-2.00
+0.00
-9.30
-1.66

+0.40
+0.40
+1.16
+0.29
+.0009
-2.04

HIGH

11406
7479
.6473

389.00

.8730

767.00

6576.28

220.50

700.00

263.00

371.70

492.00

2288.61

565.00
99.15

402.90

759.20
25.55

2340
28.00

LOW

11331
7439
.6450

385.25
.8695
764.60
6560.91

218.70

698.50

262.25

371.00

480.00

2286.03

127.00
98.10

401.80

756.79
25.13

2339
27.50

OPEN

11331
.7461
.6469
388.75
8728
764.60
6560.91
220.40
699.50
263.00
371.20
490.50
2287.69
127.00
98.00
402.60

25.40
2340
27.70
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IV

ROOTS AND UPROOTS

The first thing | was eve told abou Larry
Pesaverd was tha he tradel stocls using
thestars Being asef proclaimeal pseude
intellectud liberd from the Eag newly ar
rived in asmal centrd coas California
town, | immediatey pictured awizend old
guy with along white bead who wore a
large bladk pointed ha and cloak both
covere@lwithwhiteglisteningstaisand haff
moons Maybe he even walked arourd
carrying alarge staf ard tappel it on the
grourd for suppot as he walked

At thetime, | recenty cane weg to accep
ateachimgpositionat CaliforniaPolytechnc
Stae University (Cd Poly) ard was still in
the proces of meetirg people Onre of
them was Michad Weintraul thegregarios
owne of astoe tha sells excellert fur and
leathe goods in San Louis Obispa This,
inasmal town wherethemeanannua
temperatue was 702 degrees The para
dox was amazirg to me and so was
Michael Helikestoshok peopkand
when he askal me wha | liked to do in my .
spaetimeand | mentiona tradel com
modities he melodramaticall told me abou
Larry.

When | met Larry in Michaels store on
night after hearirg abou him, | was startled
by his appearancel was almog disap
pointed there was no pointed cap no cloak

no stas or half moons At first glane he
lookedjust likeeverybod else until you
noticed the constam twinkle in his eye tha
spole of living life, loving it and inviting the
observe to shae the ride. No magic no
mystery Jug aniceguy who liked peoplé
He appeard to be generos and giving.
And hewas

Don't be fooled by appearane was the first
lessm | learnel for LP. (As our friendshp
grew he cane to cal me "Doc' ard | would
call him LP) The mord hel is: watch your
expectations Bette yet, dont hawe them
and they wont be violated With respetto
the markets dont look for somethimg you
wart to be there Lean to see wha the
marke offers ard respet whats there Pu
more succinctly dont look for what you
WANT to be in atrade lean to see wha
there IS in the trade This was a lessm tha
would haurt us both

When Michad introducel us he sad to me,
"Go ahead ak him anythirg you want,' as
if to imply Larry possessksone kind of
secré monopoY on the wisdam of mar
kets

LP looked a Michael who he knew loved
“to stir the pot"' To redue my awkward
nes ard embarrassména Michaels
intentional boldnes Larry just
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smiled hisdisarmirg smile ard said "Go

ahead| don't mind. | love wha | do ard
love to talk abou the market"

Tha bega both my friendshp with LP ard
a series of discussios tha nat only cow
ered the mechanis of trading but virtually
evel aspetof life and how it relatal to the
psycholoy of trading ard trading as a
metaphofor life.

Som after we met LP invited me to his
trading room to continue our discussios
and watch himtrade Being alate night
persm at thetime, there were few things |
was willing to ge up to see a 5:20 AM.
Bonds ard currencis stat trading at that
time on the Weg coas (8:20 AM NY time).
LP seemd so interestig ard funny tha |
thouglt | would give it atry. It was ore of
the wised decisiors | eve made We
would sit ard watd the markes ard LP
would tell me marke “war storie$ abou
his days as a stockbroke ard floor trader
and wha he though was going to happe
that day. | was delightel at how much he
knew ard how funny he could be ard how
often hewasright abou the markets

Larry is the bed pure trade | eve met or
read about One morning on aparticulary
slow trading day he turned to me ard said
“I'm bored Let's pape trace sone bet
lies!" Larry loves to trace poik bellies ard
has an incredibk knadk for it. In a shot
time he mack 15 straigh profitable pape
trades On the bass of just one contrad he
literally could have mace more than

' 10006 tha day trading one contract

When he would say "Let's put ore on
now," or "Let's gd out of it now;" | would
invariably ask "Why did you do that? He
would invariably reply, "Becaug it was the
right thing to do." "Come on. LP, could
you be alittl e more specific; | would say
feigningamodk annoyanewith hiscavalie
attitude Hewould look at me with exagger
atad exasperatio ard tease "Come on
Doc, are you kidding me? Thisis easy By
now you shout nat only know this, but be
abk to teat it." Then of course he would
tell me slowly ard carefully, always empha
sizing the importane of neve putting on a
trade without astop ard equally important
the value of knowing when to get out

It didn't take long to see he was right. It
was easie than | thougt once | began to
see the patterns It really doesnt take long
to lean them and be able to pick them out
on ary chat just by looking. The tech
niques in this bodk work, but what doesrt
necessanl accompawp tha knowledgis
the wisdam to appl it properly

When | first startel watchirg LP trace |
askel wha | though was alogicd question
ore tha | sine head mary times "Does it
work for everything ard how do you
know?" When | first asked LPjust smiled
and grabbel achart He cut off the nane
and the scak so | didnt know what it was
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whethe it was a stokk or commodity or
wha the time barss were He gawe me (lie
chat and told me to look for the patterns
"But thele are no time bass on it. How will
| know wha I'm looking at?" | protested
withoutthinkingmy objectiothrough

For arare momer he was serious "Pay
attention St looking for what you
WANT to see Jug look at whats there
and wha you DO see€.

Of cour® he was right. Once | stoppel
looking for what | expecte and startel
looking at wha was there the patterrsjust
jumped out a me He sav my face change
and slippad bad into the non-serios LP.

A cag in point One morning we were
watchirg the marke and LP was on the
phone The conversatia did not go well
and when LP put the receive in the crade
he immediatey picked it bad up, dialed his
broke ard put on a very bal trade with no
stop which immediatey startel going
againg him. He watchel the price go
againg him ard ignored anumbe of othe
possibilities we were considerirg as he let
hisfrustration and annoyane with himsef
grow.

After afew minutes of watchirg him stew |
turned to him ard quietly, "LP do you
know wha you just did?"

He looked at me like he had just come out

of atrance He knew exacty wha | meart
ard true professionbatha he is, said "Doc,
you're right. Tha was really dumh | let
mysef g¢ emotional® He immediatle
dialed his broke ard closel the trade with a
smal loss Always the friend ard teacher
he sad without embarassmentLet's talk
abou wha just happened.

We identified anumbe of lessors to be
learnal from the actiors of those few min-
utes First when you trade try to think of
nothing else at the time. Focts on wha you
are doing how you are doing it, ard mog
importart of all, why you are doing it. The
markd is wha it is, and does wha it does
It doesrt cae abou who we are or wha
we do. If we choo® to ad on bad adect
sion, it's okay with the market How mary
times haw all of us head someor com
plain, "Look a wha the marke did to me
today? The marke did NOTHING to tha
individua or anybod else It doesrt
know that hes alive. Or care It owes him
or us nothing It simply is. Wha happend
he did to himself. The successfutrade
makes bad decisiors basel on the prob
abilities that the inheren harmoly of the
markes will repeditself, i.e.whd has hap
penal befor it will happe again The
traders analyss suggest when where and
to what extent The patterrs tha evolve are
always similiar but seldan the same They
may be though of as the gramma of how
the marke speaksin the sanme way how
words relat are the building blocks of
language
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The secom lessm is to keg your emo
tionsout of your trading Mathematisis
clear, conci® and logical. The patten
recognition and trend analyss in this bod
providetechniqustoput theprobabilities
inyour favor, but you mug be in the prope
frame of mind to use them profitably. Out
side concernsespecial personhor emo
tional onesmud beputasice(admittedy
difficult to do), or you mug nat trade To
allow "things' to bothe you when you are
trying to trace is almog aguaranted pre
scription for disaster The value of having
the wisdam ard the discipline to see the
difference and ad on it properly cannd be
over calculated The money you DON'T
lose becaus of poa judgemen and emc
tionally driven decisiors can be far greate
and more importart to you that the profits
you do make by exercisimg prope trading
technique Theemotiondprice of making a
bad decisi; base on emotian can be
more costly and psychologicaly more
damagimy tha the loss of money Money
can be remaa more easiy than confidene
and sef assurane can be restored Fortu
natel inthis cag Larry caugh himsef
going in adangerosgdirection on tha trace
and was disciplined enoud to cut his loss
and mowe on.

The third lessm is tha making abad dect
sion and stayirg with it when you know it's
wrong, keers you from aeekimg and taking
advantag of othe profitable opportunities
A trade especialy abad one is over when
it's over. Forge it and move on.

— e —————

The® observatios seen cold ard calculat
ing. And difficult to implement They arg
all of the above They are alo how a
professionatrade trades They require
discipline and confidene and the e
strenghtotakeresponsibily for our ac
tions. Wheneve LP and | followed our
guidelinesweinvariably makemoney
When we though we were smarte than the
marke or "just wanted alittl emore; the
opposiewasjust as certain

One of the beg example of this concep
that becane a running joke with us is the
stotly abou how "Ten dimes make a dol-
lar" Ore day, when LP had just concludel
avery profitable run of trades he seemd
to linger ove his decision abou when to
exit thelag trade It earne asubstanti&
profit very quickly and LP was hesitan
abou exiting it. Som after it reache the
profit point LP had projected ard gore a
littl e farther, the price change direction and
afairly large profit turned into aloss

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

Somewha sheepishly he replied "I just
mack alot of money hitting singles and
doubles | felt like trying for ahome run.

"Aw c'mon LP" | chided him with asmile,
you know bette than that Evely time eithe
one of us does tha we gd nailed’ We
both knew better but evely onee in awhile
we both still did it.
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When he set his mind to it, Larry can be
almog aperfed trader doing exacty every
thing how heteachsit. It isimportart to
realizethat doesrnt mea always making a
profit. What it does mean is that doing the
right thing for theright reasm at the right
timewill makeane profitover time, quite
possiby alarge one You lean to look at
the net resuls often tradesor twenty, not
just one

"Doc, stgp picking on me | know what |
did," helaughed

What | sad next just cane out. | didnt
think abou until after | sad it and we both
laughed "LP, ten dimes make adollar.
You wart adollar, dont be lazy. Make ten
dimes 'cau® adollar might not be there in
one gulp.’

Larry kept a straigh face as he stopped
looked thoughtful reache for apencl and
mace abig show of writing as he spole the
words,"Wait Doc, I'm alittl e slow, let me
write this down, 'Ten .. dimes...mak ... a
dollar...

We both laugheal and talked abou it. The
many morak were clear, and we both were
guilty of violating our guidelines too mary
times. Dont be greedy dont look for
whats nat there take wha the marke
gives dont think that after you make a
profit you're trading with the markets
money Once you malke it, it's yours
Dontgiveit badk foolishly. Carefully plan

——

evely trade you make Think of it as the
mog importar trade you eve mace — until
the nex one

Larry was right abou how eay it becoms
to recogniz and spd the patterrs and
eventualy | did begn to help him tead his
technique Likecollegeteachinghelping
LPtraincommodiy trades usuall taught
me as much or more as | might tead them
Seeiry the light of knowledg suddeny
appea on someona face wher a split
secom befor there was uncertainty is not
only psychologicaly rewardirg for the
teacher but al offers the opportuniy to
analyz when the light dawnel ard why.
Tha providesinsight into theworkings of
the students mind as well as the teacher's
Both LP ard | learn& much from our
students Aswith the market the secre
was to obsere and see wha was there nat
what we wantel to be there

When | observe that teachimg how to trade
the markes was pretty much the sane as
teachigcommunicatio at theuniversity,
LPjust smiled tha boyish smile of his ard
askal in exaggerateé wondet "You're
surprised!? The truth was tha learnirg
abou the markes taught me more abou my
behavio and tha of othess than anything
else Again, LPard | talked abou this
proces mary times It taugh us both how
to "seé mary things more clearly. As LP
taught me the markd was indeal a meta
phor for a gred ded more
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Perhap the bes examples of this proces
occurrel anumbe of times with beginning
studens who just learnel to trade

Larry would instrud him to choo® three or
four different markes and pick one com
modity from eat to trade When asked
we usuall suggestd bonds ametd ard a
grain

After three months or sq studen$ would
call back to tell us how their trading was
going Often when studens called they
would repot 30% or 40% profits for the
period Then they would ask if it was time
to stat trading three or four more com
modities Thisquestia always macke us
laugh becaus we knew what was coming
next Wewould respomnl with our own
question "What would happe if insteal of
doubling thenumbe of COMMODITIES
you traded you doublel the numbe of
CONTRACTS you traded® Assumirg
everythirg continual abou the same how
would you chan@ your percentag of
profit?

Most of the time the studen would take a
momeri to do some mah ard generaly
answer "I'm nat sure” This would caug
us to laugh agan ard purposey irritate the
student "Why are you laughing? would
bethe next question

"You're nat listening;' one of us would say
"The PERCENTAQE of profit would stay
the same The AMOUNT of profit would
change Why increag your amouri of
work (thenumbe of commoditiesyou

trace and therefoe haw to analyzg when
all you hawe to do to make more money is
increag the numbe of CONTRACTS To
quote the old clich, ' if it ain't broke dont
fix it." Dont make more work for yourself
just more money'

The othe exampek occural when astudet
would cal and say "l just mack ten ticks in
bonds$ or "l just mace 5 cens in beans
what shoull | do? Shoul | clos the trace
or wait ard maylke ge sone more?

Again we would laugh ard again the stu-
dert would at first grow annoye with our
laughter Onre of us would ask how long the
trace todk to happen The answe was
usually, "half an hout" or "an hour! We
would laugh agan ard one of us would ask
“Is that wha you were looking for from this
trade€? In respons to a "yes, we would
continue "would you prefe the trade took
four hours to make a profit? If you haw a
chane to make wha your analyss sug
gestel wha was there take it ard look for
anothe trade Would you rathe get your
ten ticks in haff an hou or haff aday?
What usuall clinchel it, was when we
askal "If we told you before the marke
opene how to make ten ticks today would
you do it ard be satisfied?

If the answe was "yes,' as it usually was
we would tell the studern to answe his own
guestion abou wha to do regardilg the
trade It was an importart pat of the teach
ing of the teachirmy proces for the studen
to be satisfied with his own decision not
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just ours Tha helpal devel® a studens
confidenein trading

Often astuden defendd the origind dect
sion ard its resut by adding "But |
thought..! Oneof uswould interrup at
that point and gently say "No, you didnt
think, andtha iswha will cog you money
Now wha did you lean today? The
studen would responl tha he was at first
annoyel by our laughter and didn't think
the situationthrough That is precisey the
effed we wanted It was unlikely in the
extrene tha the studen would make that
mistake again We all wart to beright as
much as we wart to make a profit. Some
times more sa And thats whetre the
trouble begins An accura¢ analyss ard
prope ently can be easiy ruined by an
emotiona respone tha changs the rules
Godd technique but bad psycholog equa
aba result Studens usually sawv the
lesson laughel with us abou therr first
reaction thankel us ard sad goodbye
They called us to ak abou a specifc trade
but we would try to turn it into alessm ard
ge them to answe their own question |t
usually worked It was the equivalen of
that old parabé tha teacheswhen you give
astarvirg man afish, he will ea for ore
day. Ifyou give him afishing line ard tead
him how to fish, he will ed evely day.

When they called bak afew montls after
that, we sharel anothe laugh when they
told us their percentagestaye the same
but they were making more money ard still
making mistakes but nat THAT one

————————

We onee had a studen who wantel very
much to leam to trade the S&P profitably.
As we showea him wha to do, he kept
saying "l understad wha you're telling
me, but | dont do it that way"

Finally one of us askel if he was making a
profit trading "Not really," he replied Our
experienetauglh us hereally mear he was
losing hisshirt.

Then mayle you shoutl try it anothe way,'
we suggested When he left he was still
doing it his way.

Finally one of us askel him if he was mak
ing a profit trading "Not really," he replied
Our experiene tauglt us hereally mear he
was losing his shirt

The anecdat illustrates the prope answe
to a very importart question "Would you
rathe be right, or g& wha you want?

The reade is left to decide

Thisstoly aloillustratesanothe point — it
is only at the beginnirg of discovey tha we
realizz how gred our ignorance To this
end Larry is fond of quoting a Confucian
proverb When the studert is ready the
teache will appear

A spiritud friend of ours once told me "Go
beyord the bounday of yoursef to
know..." The techniqwe taugh in this bod
allows the seriots studen to do exactly

that



Finonacct Rarios wrmii Partisn RECOGMITION

157

Over the yeas of my college teaching
increasiig numbes of my studens con
stantl complainel abou almog everythirg
and almog everyone They sawv themselve
as victims. Nothing was eve their fault.
They werejailhouse lawyers who would
arge for everythirg extra they could get
whethe or nat they earnel it. They repre
sert the direction mudh of sociey is taking
today Too mary peopk refuse to take
responsibiliy for their own actiors becaus
they see themselvs as victims of unsea
malevolen forces They becone the trad
ers who say "Look wha the marke did to
me today"

When the® studens would argie for afew
more points they really didn't deservel
usal to tell them "Let me think abodu it.
After | make up my mind, | will listento
reason for then it can do no good. Or
smile mischieviously ard tell them "Some
times you're the bug and sometims you're
the windshield:

Flip retors or positive affirmatiors are
helpfu and sometims even fun, but they
will neve substitue for knowledge confi-
dence ard persona responsibility Ernes
Hemingwa once wrote, "Evely man has
fears thoge who face them with dignity also
hawe courage.

Tha is the bottan line. The inevitabk
destiry of ignorane and mistale of arrc
gane is failure ard sef pity.

Remember Babe Ruth hit 714 runs but he
alo struk out 133 times
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APPENDIX V

SOME PRACTICAL TIPS ON CYCLES

Cycles are afunny lot- Bullish Cycle - High Translation to
Totally randomtheyare not—- Right

Just whenyou think you have a greatfind- CYCLE CRES FAR TO THE RIGHT

OR LATEIN THE CYCLE

/
Along comesanotherto challengeyour

mind.
—-S.W.S.

‘The abowe poen sums up the study of

cycles|beliewetha speculatiommarkes N —————18 period cycle - /|\
arenon-randon ard chaotic Within this I 18
chaa are respectald patterrs of price ard

time. My Tomahavk neura netwok pro-

gram has shown this to be true on avelry

consistehn basis There are two cycle

principles tha | think ead trade shoud *Bullish marketsspendmore lime going
explore The® were first brougtt to my up.

attention when | studied Jim Hursts

Cyclicic materid in 1971 The first principle

istha of hightranslation Thismears that Bearish Cycle -- High Translation to
beari® and bullish cycles hawe distind Left

characteristics

CYCLE CRES FAR TO THE LEFT ——y,
OR EARLY IN THE CYCLE

A —— 18 period cycle — - 1

1 18
*Bearish marketsspendmore time going
down.
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The seconl cycle principle is that of
nominality. Cyclesusualy repegdinequa
incrementsFa instanceif thereisa9
periad cycle it will usualy repea&for a leas
2 cycles = 18 periods On occasio it will
reped for more than 5 cycles (5 wave$ but
then it will shift. The trade can lean two
valuabklessos from thisphenomenon
First, once the cycle has changd begh to
look for the new nomind cycle Second
onc anomind cycle has been identified
keegp using it until it stops working. Tha
certainly soungsimpleenough

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

If you think of a price chat on ary stok or
commodiy as nothing morethan aroad
map then all you neel to do is connet the
dofs to ge to the destination The following
diagram is an oversimplification of wha I'm
trying to convey

T 36 period cycle ———>

If the trade (analyst will use the principle
of ratio ard proportian it can leawe valuabgé
clues to the validity of acycle Reminder—
we are dealirg with probabilities only. Noth
ing is written as absolué law.

"Takecare of your losses and your
profits will take care of themselves."

—AmosHostette
Commodiy Corp
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with all of the Fibonacc numbes and the
.618 and 1.618 relationships As mentionel
earlier, | did nat know the importane of the
squae roofs of the® numbes until 1989
The following 2 page ar a replica of the
trading cad | carried I've included a cad
with the .7& ard 1.2/ relationship for your
conveniencel still use the® cards to this

Fibonaca Trading Card:

My methal of trading while on the floor of
the CME was actually quite simple Eah
night | would prepae the next days trading
from my apartmenat McClurg Court |
kept daily chars on abou 20 commodities

and intraday chars on all maja CME fu- day, but now they ar much large and are

tures contracts While on the floor, | would .
still trade Silver and Soybeas regularly, but Slcjgl? on wooden frames hangirg over my

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

that didn't stat trading until April of 1982 Tha is the price it was trading a in 1982

Becaug | did nat like to ente the pits to :

. 83 The nearly futures would routinely
trade_for myself, | would phy5|caly_hard trade a a discourt to the cah S&P.
the pit broke my order | kept a swing chat

on atrading cad in my jacket This is wha
it would look like:

Notice the price of the S&P in the chart

94[8

9405

9387
9373

As prices would approab my buying or
selling points | would watc the "runners
bringing ordes into the pit from ther re-
spective commissim houses During a
shap rally or sell-off, this activity is really
eay to see As the activity slackend |
moved to the pit ard took the opposie side
(sel rallies -buy dips). | usal atrading cad
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Fibonacci Trading Card J786/1.27

0050 w212 370 «©53¢ 52098 o 85 i
050008 17222 20384 254¢ 5570 68610
060700 18232 3395 &55% ss7lso 87 o
060810 19243 54051 wS6n 720 688 m
0% 2025n n4d4lse 4572 57396 089
o 1013 2020m 4255 584 ss7doe 1190 1
oo 1l 202730 3643 ss 465975 597590 291 us
w215 2283 33445 #6016 07609 72920
0131 229% 5455 s6ln w77 193 us
nidis 2430w 3640 062w w789 1494 w9
2I50w 231» %476 96380 ©7%100 2595w
31620 25324 %486 s004a  ©80102 796
3172 26332 249 51056 e« 8lis 697 m
14182 223445 9506 2008 682100 7798 124
1s 1924 28354 0316 55678 683105 99 126
162025 22364 4526 550688 e 84w

“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

618/1.618

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
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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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.
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APPENDIX Vi

SOME MORE PRACTICAL TIPS
MONEY MANAGEMEN T

"Lose your opinion instead ofyour money"
—~Paul Tudor Jones

1. Money managememinrisk speculatia shout bekept simple Hereare sorre"unbreakabé
rules' and somne "guidelines:

A. Unbreakabd Rules
1. Neve adl to alosing position
2. Neve risk morethan 10 percentof your trading capitd on ary one trade
3. Always hawe aprotective stq in the market
4. If you dont hawe aprofit in three days exit the trade

B. Guidelines
1. Neve close atrade without areason
2. Take responsibiliy for your trades
3. Markes that hawe highe lows are in uptrends Markes tha hawe lower highs are in downtrends
4. Always do your analyss prior to the marked open

II.  Ask the® questioms before closing a position
A. Does the positicn shov a loss?
B. Has it reachd the price objective?
C. Areyou convincel your opinion is wrong?

If the answe to all three of the® questios is NO, then you mud hold your position If the answe to any
one of the three is a YES, then you mayclose the track if you wish.

I1l.  Observatios

A. Calculaeyour trading capitd and multiply by three percent Thiswill give you the amourt of loss you can
take on ary trade Example $10,00@ x 3% = $300 You shoutl only risk $3® on the trade

B. As your accoum grows you mug still use the three percen guideling but you can trade more contracts

C. If you are ablke to trace multiple contracs you shoutl conside using a"trailing" stgp on one of the positions
This stens from the ability of the systen to ente at majar turning points in the market

D. The trade mud always proted himsef from his own fallibility . Stogs are placel for protectio agains
yourself "Markets are seldom wrong; mermften are!"-RoyLongstre¢

"Life is a do-it yourself project.”
IV. Recommendereadiry
A.Reminiscence of a Stock Operator,Edwin Lefevre
B.The Disciplined Trader,Mark Douglas
C.The Warrior Athlete, Dan Millman
D.TheArt of War, Sun Tsu
E.The Psychologyof Winning, Denns Waitley
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The Volatilit y Stop Entry Technique

The Volatility Stgp calculate the volatility by using the avera@ range of the price bar. It is
calculatel by multiplying the averag range bya constant The value is addel to the loweg

close when short and subtractd from the highes high when long:

Range = (Range x (N - 1) + High - Low / N)
Shot = Lowed Clos + Rang x C
Long = Higheg Clos® - Rang x C

My experieneisto usetheVolatility Stgpin strongly trending markets Itisan excellen
entry techniqe ard in mog instancs will be superio to valid trerd line breaks or channé
breakouts The revere stgp als acs to quantily risk as it relates to volatility. The con
stans shoutl be kept betwea 25 and 4.0

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

R —

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 '23

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

Markets are seldan wrond Thele is ore fact tha isalways presehin the markets If prices go up there
are more buyers if prices go down there are more sellers Here are afew technicé indicatoss that sugges

a marke may be changimg character

A. Gaps

A big price ggo on achat is indicative of achang in sentimen and deserve attention Use
the Shapirolteration (wait ore ban befoe acting

B. Wide Range

When price range becone abnormaly wide then price objectives are more likely to be
exceedd (1.618) You shoul know the avera@ daily range of the commodiy you are
trading

C. Tail Clos

Markets tha close at the extremne top or bottam are indicating strengh or weaknessLook
for severadays of tail closes in the sane direction

"Take care ofyour losses
and the profits will take of themselves."

—Amos Hostette
Commodiy Corporation(circa 1967
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RULES OF JESE& LIVERMORE

Excerptel from Reminscencesfa StockOperator
by EdwinLeFeve

Of all the speculatie blunders ther are few greate than trying to averag a losing
game

Always sel wha shows you a loss ard kegp wha shows you a profit.

You canna try to force the marke into giving you somethimg it does nat hawe to give.
The courag in aspecualtois merel the confidene to ad on the decisia of his mind.

A loss neve bothes me after | take it. | forge it overnight But being wrong-nd taking
the loss-tha is wha does the damag to the pocketbo& ard to the soul

The man who is right always has two forces working in his favor—bast conditiors ard
the men who are wrong

The trerd is evidert to a man who has an open mind ard reasonalyl clea sight It is
neve wise for a speculatoto fit his facts to his theories

In anarrav markd when price moves within a narrav range the thing to do is watd the
market real the tape to determire the limits of prices ard make up your mind tha you wi
not take an intere$ until the price breals throudh the limit in eithe direction

You watch the marke with one objective to determire the direction or price tendency Price
like everythirg else mowe alorg the line of leas resistance

In the long run commodty prices are governe but by ore law—the econome law of supp
ard demand

It cost me millions to lean tha a dangeros eneny to atrade is his susceptibiliy to the
urging of amagnetc personaliy combine with abrilliant mind.

Hawve a profit—forget it! Hawe aloss forge it even quicket

It neve was my thinking tha mace the big money for me It was always my sitting, my sittin
tight.

Ther is only ore side to the stodk marke ard it is na the bull side or the bea side but
theright side
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HE WHO KNOWS NOT
WHAT HE RISKS..
RISKS ALL!

Ther are three rules you nea to devel@ in orde to trace successfully

1. Build afoundatia of trust in yoursef so that you will ad in your own beg interests—withot
hesitation

2. Follow a sd of stes that will build confidene and a belief in your own consistencyThis includes
learning to nat give your mongy away.

3. Execue your trades flawlessly when asignd isgiven Ask yoursef the® three questions
a) Is it an identifiable patterr?

b) Are the sacre ratios preser?
c) Can | afford to take the risk?

If the answe to the® three questioms is 'yes! then you shoul take the trade

Keep in mind the® importari factors

Money managemetnalways takes precedenover ary trading methodology You mug neve expo®
yoursef to unlimited risk. Stogs are placel for protection agains yourself

Neve gé into atrace whete the risk is unknown
The mistale is nat being wrong the mistale is in stayirg wrond
Fea causs us to narrav our focus of attention and distors our perceptio of the environment

Self-disciplire is the ability of maintainirg your focus of attention when all the things in the environmen
are in conflict.

Neve let the marke save you—you mug sawe Yourself Use stops
We ded in probabilitie$ The marke is always greate than anythirg we can eve anticipate No method
ology of trading can tell you what is going to happ@& next Profits come from string of trades and nat

from ore particula trade

Take cae of hou losss ard the profits will take cae of themselvels Releas yourset from beirng wrong
or the fear of losing money Tradirg is nat a game of right or wrong it is the proces of making
money

Berigid in your rules ard flexible with your observations
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APPENDIXVII
JANUARY 2, 1997

This day will end the writing of this book It is included becaus of its wild swings The
Dow Jone droppel more than 10 points during the day ard then recoverd all of the
loss in the lag 25 minutes The S&P 500 droppel 16 points rallied 9 points droppel 9
points and then closeal up on the day. Trades shoutl keg in mind tha the volatility of the
stok marke ha bee very mild since 1990 It might behooe the trade to prepae for
increase volatility in the nex few years
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Art of War. Suin TCu. ADDITIONA L
Reading

AstroCyclegn SpeculativiMarkets.JensenL. (Lambert-Gan
Publishing)

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

Astro-EconomitnterpretationJenserl.(Lambert-GanPub
lishing).

BusinesLyclesVersusPlanetaryMovementsLanghamJ.M.
(Maghnal)

Capital Ideas: The Improbable Origins of Modern Wall
StreetBernsteinPeter (New York Free Press1992)

ChaosandOrderin the CapitalMarkets.PetersEdgar (Jom
Wiley & Sons 1991)

CommodityFutures Trading with Point and Figure. Max-
well, Joseph

Cycles-TheScienceof Prediction. Daiken Dewey (Founda
tion Study of Cycles)

Cyclical Market Forecasting:Stocksand Grains. Langham
J.M.(Maghnal)

Divine Proportion.Huntley. (Dove Press)

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

Elliott Wave Principle. Prechte Robert (New Classis Li-
brary).

Extraordinary Popular Delusions and the Madnessof
Crowds.Mackay Chuck



178 Larry Pesavinto
ADDITIONA L , e . .

: Fibonacci Applicationsand Strategiedor Traders. Fischer
Reading Robert

Forecasting Financial Markets: The Truth Behind Techni-
cal Analysis.Plummer Tony. (Kogan Pag Ltd., London
1990)

ForecastingPrices. Butaney T.G. (Peafl Printing).

Geometryof Markets.Gilmore, Bryce T. (Bryce Gilmore &
Assoc,PtyLtd.,MelbourneAustralia 1989)

GeometryofMarketsll. Gilmore, BryceT. (BryceGilmore &
Assoc, Pty Ltd., MelbourngAustralig 1993)

Geometryof StockMarket Profits. PesaventolLarry.
(Traders PressiInc., 1996)

Harmonic Vibrations. PesaventoLarry. (Traders Press,
Inc. 1996)

Investingfor Profit with Torque Analysis of Stock Market
Cycles.Garrett W. ((Ruff Puh 508-448-6739

Market Wizards:Interviewswith Top Traders. Schwager
Jak D. (Siman & Schuster1989)

MasteringElliott Wave.Neely, Glenn
Mathematicsof Money ManagementVince, Ralph

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

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

Profit Magic of StocKTransactiond'iming.Hurst, J. (Prentie
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ADDITIONA L

RockyMountain Financial Workbook, Foster W. (Box 1093 Reading

Reseda CA 91355)

SecretTeachingof'All Ages.Hall, M.R( Philosophich Sociey
of Los Angeles)

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

StockMarket Prediction.Bradley. (Llewellyn Publishing)
TechnicalAnalysis of the Futures Markets. Murphy, Jom
TechnicalAnalysis of Stock Trends. Edward and Magee
The Dimensionsof Paradise: The Proportions and Symbolic
Numbersof Ancient Cosmology. Mitchell, John (Harpe
& Row, 1989
The Disciplined Trader: Developing WinningAttitudes.
Douglass Mark (New York Institute of Finance
1990
The Kabala of Numbers Sepheria (Newcastle)
TheMagic Word. Gann W.D. (Lambert-Gan Publishing)
The Major WorksofR.N. Elliott. (New Classis Library).

The Outer Game of Trading. Koppel Robet and Abell,
Howard (Protews Publishing 1974)

The Secretof the Ages. Collier, Robert

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

TunnelThroughtheAir. Gann W. D (Lambert-Gan Publish
ing).
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MARKET ART!

Market-relatel art is availabk throug

TRADERS PRESS

If interestd in full details pleag contact

INCORPORATED

P.Q BOX 620%
GREENVILLE, S.C 296®

Books and Gifts
for Investorsand Traders

1-800-927-822 FAX 864-298-022
Tradersprs@aol.can
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* TECHNICAL ANALYSIS+*OPTIONS* TRADING PSYCHOLOGY & DISCIPLINE* SPREAD TRADING « ELLIOTT
WAV E+«W.D. GANN «INTRADAY TRADING+TRADING STRATEGIES

FREE TRADERS CATALOG

« FIBONACCI « FLOOR TRADIN G « 31 FREE BOOKS (WITH ADDITIONA L PURCHASE « MONEY
MANAGEMENT*MUTUAL FUNDS*SHORTSELLINGBEARMARKETSSTOK INDEXTRADING
SYSTEMSAND METHODS« MANY OTHER TOPICS «

TRADERSPRESSINC. publishes a 72-pag catalag which lists and describe hundred of
books tapes course ard gifts of interes to stock options and futures traders
(Regula price $5

Getyour FREE copy by writing, callingor faxing
TRADERSPRESS]NC.

Edward D. Dobsm
TRADERS PRESS INC.®
P.Q BOX 6206
GREENVILLE, SC 296(®

Serving traders since 1975

INCORPORATED

800-927-822
864-298-022
FAX:864-298-022
Tradersprs@aol.co
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The god of TRADERSPRESSIs to provide high-quality educationh materiak and gifts for trades and inves
tors in stocks options and futures In addition to our own publications we distribut materiak from mary
different source and publishers Our unique recommendatin servie assurs that you will be directel to the
beg possibe books on any given topic. We hope that we can help you, the investor enhane and broade your
own knowledge of investing and trading We look forward to being of service to you.

/gﬂwm&’ W

Edwaid D. Dobson
TRADERS PRESS

TRADERS PRESS, INC.
P.O. Box 6206

creenvitie, 8.. 29606 | Serving Traders Since 1975

Contad TRADERSPRESS
for a free copy of our catalg
which describs hundred of
books and gifts of intereg to
trades and investors

ISBN 0-534380-35-5

” " |l il
9'780934380362




