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Comprehensive Course on the Wave Principle 
 


1.1  Introduction: The Broad Concept  


 
1.1 Introduction: The Broad Concept  
 


 


In The Elliott Wave Principle — A Critical Appraisal, Hamilton Bolton made 
this opening statement:  


As we have advanced through some of the most unpredictable economic 
climate imaginable, covering depression, major war, and postwar 
reconstruction and boom, I have noted how well Elliott's Wave Principle has 
fitted into the facts of life as they have developed, and have accordingly 
gained more confidence that this Principle has a good quotient of basic 
value. 


"The Wave Principle" is Ralph Nelson Elliott's discovery that social, or 
crowd, behavior trends and reverses in recognizable patterns. Using stock 
market data as his main research tool, Elliott discovered that the ever-
changing path of stock market prices reveals a structural design that in 
turn reflects a basic harmony found in nature. From this discovery, he 
developed a rational system of market analysis. Elliott isolated thirteen 
patterns of movement, or "waves," that recur in market price data and are 
repetitive in form, but are not necessarily repetitive in time or amplitude. 
He named, defined and illustrated the patterns. He then described how 
these structures link together to form larger versions of those same 
patterns, how they in turn link to form identical patterns of the next larger 
size, and so on. In a nutshell, then, the Wave Principle is a catalog of price 
patterns and an explanation of where these forms are likely to occur in the 
overall path of market development. Elliott's descriptions constitute a set of 
empirically derived rules and guidelines for interpreting market action. 
Elliott claimed predictive value for The Wave Principle, which now bears the 
name, "The Elliott Wave Principle." 


In The Elliott Wave Principle — A Critical Appraisal, Hamilton Bolton made 
this opening statement:  


As we have advanced through some of the most unpredictable economic 
climate imaginable, covering depression, major war, and postwar 
reconstruction and boom, I have noted how well Elliott's Wave Principle 
has fitted into the facts of life as they have developed, and have 
accordingly gained more confidence that this Principle has a good quotient 







1.2  Short History  
 


Although it is the best forecasting tool in existence, the Wave Principle is 
not primarily a forecasting tool; it is a detailed description of how 
markets behave. Nevertheless, that description does impart an immense 
amount of knowledge about the market's position within the behavioral 
continuum and therefore about its probable ensuing path. The primary 
value of the Wave Principle is that it provides a context for market 
analysis. This context provides both a basis for disciplined thinking and a 
perspective on the market's general position and outlook. At times, its 
accuracy in identifying, and even anticipating, changes in direction is 
almost unbelievable. Many areas of mass human activity follow the Wave 
Principle, but the stock market is where it is most popularly applied. 
Indeed, the stock market considered alone is far more important than it 
seems to casual observers. The level of aggregate stock prices is a direct 
and immediate measure of the popular valuation of man's total 
productive capability. That this valuation has form is a fact of profound 
implications that will ultimately revolutionize the social sciences. That, 
however, is a discussion for another time.  


R.N. Elliott's genius consisted of a wonderfully disciplined mental process, 
suited to studying charts of the Dow Jones Industrial Average and its 
predecessors with such thoroughness and precision that he could 
construct a network of principles that covered all market action known to 
him up to the mid-1940s. At that time, with the Dow in the 100s, Elliott 
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"The Wave Principle" is Ralph Nelson Elliott's discovery that social, or 
crowd, behavior trends and reverses in recognizable patterns. Using stock 
market data as his main research tool, Elliott discovered that the ever-
changing path of stock market prices reveals a structural design that in 
turn reflects a basic harmony found in nature. From this discovery, he 
developed a rational system of market analysis. Elliott isolated thirteen 
patterns of movement, or "waves," that recur in market price data and are 
repetitive in form, but are not necessarily repetitive in time or amplitude. 
He named, defined and illustrated the patterns. He then described how 
these structures link together to form larger versions of those same 
patterns, how they in turn link to form identical patterns of the next larger 
size, and so on. In a nutshell, then, the Wave Principle is a catalog of price 
patterns and an explanation of where these forms are likely to occur in the 
overall path of market development. Elliott's descriptions constitute a set 
of empirically derived rules and guidelines for interpreting market action. 
Elliott claimed predictive value for The Wave Principle, which now bears 
the name, "The Elliott Wave Principle." 







predicted a great bull market for the next several decades that would 
exceed all expectations at a time when most investors felt it impossible 
that the Dow could even better its 1929 peak. As we shall see, 
phenomenal stock market forecasts, some of pinpoint accuracy years in 
advance, have accompanied the history of the application of the Elliott 
Wave approach. 


Elliott had theories regarding the origin and meaning of the patterns he 
discovered, which we will present and expand upon in Lessons 16-19. 
Until then, suffice it to say that the patterns described in Lessons 1-15 
have stood the test of time. 


Often one will hear several different interpretations of the market's Elliott 
Wave status, especially when cursory, off-the-cuff studies of the 
averages are made by latter day experts. 


However, most uncertainties can be avoided by keeping charts on both 
arithmetic and semilogarithmic scale and by taking care to follow the 
rules and guidelines as laid down in this course. Welcome to the world of 
Elliott. 


 
1.3  Basic Tenets  


 
Under the Wave Principle, every market decision is both produced by 
meaningful information and produces meaningful information. Each 
transaction, while at once an effect, enters the fabric of the market and, 
by communicating transactional data to investors, joins the chain of 
causes of others' behavior. This feedback loop is governed by man's 
social nature, and since he has such a nature, the process generates 
forms. As the forms are repetitive, they have predictive value. 


Sometimes the market appears to reflect outside conditions and events, 
but at other times it is entirely detached from what most people assume 
are causal conditions. The reason is that the market has a law of its own. 
It is not propelled by the linear causality to which one becomes 
accustomed in the everyday experiences of life. Nor is the market the 
cyclically rhythmic machine that some declare it to be. Nevertheless, its 
movement reflects a structured formal progression. 


That progression unfolds in waves. Waves are patterns of directional 
movement. More specifically, a wave is any one of the patterns that 
naturally occur under the Wave Principle, as described in Lessons 1-9 of 
this course. 







The Five Wave Pattern 


In markets, progress ultimately takes the form of five waves of a specific 
structure. Three of these waves, which are labeled 1, 3 and 5, actually 
effect the directional movement. They are separated by two countertrend 
interruptions, which are labeled 2 and 4, as shown in Figure 1-1. The two 
interruptions are apparently a requisite for overall directional movement 
to occur. 


 


Figure 1-1 


R.N. Elliott did not specifically state that there is only one overriding 
form, the "five wave" pattern, but that is undeniably the case. At any 
time, the market may be identified as being somewhere in the basic five 
wave pattern at the largest degree of trend. Because the five wave 
pattern is the overriding form of market progress, all other patterns are 
subsumed by it. 


1.4 Wave Mode  
There are two modes of wave development: motive and corrective. Motive 
waves have a five wave structure, while corrective waves have a three 
wave structure or a variation thereof. Motive mode is employed by both the 
five wave pattern of Figure 1-1 and its same-directional components, i.e., 
waves 1, 3 and 5. Their structures are called "motive" because they 
powerfully impel the market. Corrective mode is employed by all 







countertrend interruptions, which include waves 2 and 4 in Figure 1-1. 
Their structures are called "corrective" because they can accomplish only 
a partial retracement, or "correction," of the progress achieved by any 
preceding motive wave. Thus, the two modes are fundamentally different, 
both in their roles and in their construction, as will be detailed throughout 
this course. 


In his 1938 book, The Wave Principle, and again in a series of articles 
published in 1939 by Financial World magazine, R.N. Elliott pointed out 
that the stock market unfolds according to a basic rhythm or pattern of 
five waves up and three waves down to form a complete cycle of eight 
waves. The pattern of five waves up followed by three waves down is 
depicted in Figure 1-2. 


 


Figure 1-2 


One complete cycle consisting of eight waves, then, is made up of two 
distinct phases, the motive phase (also called a "five"), whose subwaves 
are denoted by numbers, and the corrective phase (also called a "three"), 
whose subwaves are denoted by letters. The sequence a, b, c corrects the 
sequence 1, 2, 3, 4, 5 in Figure 1-2. 


At the terminus of the eight-wave cycle shown in Figure 1-2 begins a 
second similar cycle of five upward waves followed by three downward 
waves. A third advance then develops, also consisting of five waves up. 
This third advance completes a five wave movement of one degree larger 
than the waves of which it is composed. The result is as shown in Figure 
1-3 up to the peak labeled (5). 







1.5  Essential Design  


The market's compound construction is such that two waves of a particular 
degree subdivide into eight waves of the next lower degree, and those eight 
waves subdivide in exactly the same manner into thirty-four waves of the 
next lower degree. The Wave Principle, then, reflects the fact that waves of 
any degree in any series always subdivide and re-subdivide into waves of 
lesser degree and simultaneously are components of waves of higher 
degree. Thus, we can use Figure 1-3 to illustrate two waves, eight waves or 
thirty-four waves, depending upon the degree to which we are referring. 


Now observe that within the corrective pattern illustrated as wave [2] in 
Figure 1-3, waves (a) and (c), which point downward, are composed of five 
waves: 1, 2, 3, 4 and 5. Similarly, wave (b), which points upward, is 


 


Figure 1-3 


At the peak of wave (5) begins a down movement of correspondingly 
larger degree, composed once again of three waves. These three larger 
waves down "correct" the entire movement of five larger waves up. The 
result is another complete, yet larger, cycle, as shown in Figure 1-3. As 
Figure 1-3 illustrates, then, each same-direction component of a motive 
wave, and each full-cycle component (i.e., waves 1 + 2, or waves 3 + 4) 
of a cycle, is a smaller version of itself. 


It is crucial to understand an essential point: Figure 1-3 not only 
illustrates a larger version of Figure 1-2, it also illustrates Figure 1-2 itself, 
in greater detail. In Figure 1-2, each subwave 1, 3 and 5 is a motive wave 
that will subdivide into a "five," and 


each subwave 2 and 4 is a corrective wave that will subdivide into an a, b, 
c. Waves (1) and (2) in Figure 1-3, if examined under a "microscope," 
would take the same form as waves [1]* and [2]. All these figures 
illustrate the phenomenon of constant form within ever-changing degree. 







 
1.6  Wave Numbers  


composed of three waves: a, b and c. This construction discloses a crucial 
point: that motive waves do not always point upward, and corrective 
waves do not always point downward. The mode of a wave is determined 
not by its absolute direction but primarily by its relative direction. Aside 
from four specific exceptions, which will be discussed later in this course, 
waves divide in motive mode (five waves) when trending in the same 
direction as the wave of one larger degree of which it is a part, and in 
corrective mode (three waves or a variation) when trending in the 
opposite direction. Waves (a) and (c) are motive, trending in the same 
direction as wave [2]. Wave (b) is corrective because it corrects wave (a) 
and is countertrend to wave [2]. In summary, the essential underlying 
tendency of the Wave Principle is that action in the same direction as the 
one larger trend develops in five waves, while reaction against the one 
larger trend develops in three waves, at all degrees of trend. 


*Note: For this course, all Primary degree numbers and letters normally 
denoted by circles are shown with brackets. 
 
Essential Concepts  


 


Figure 1-4 


The phenomena of form, degree and relative direction are carried one step 
further in Figure 1-4. This illustration reflects the general principle that in 
any market cycle, waves will subdivide as shown in the following table 







 
Number of Waves at Each Degree  
Impulse + Correction = Cycle 


Largest waves 1+1=2 


Largest subdivisions 5+3=8 


Next subdivisions 21+13=34 


Next subdivisions 89+55=144 


As with Figures 1-2 and 1-3 in Lesson 2, neither does Figure 1-4 imply 
finality. As before, the termination of yet another eight wave movement 
(five up and three down) completes a cycle that automatically becomes 
two subdivisions of the wave of next higher degree. As long as progress 
continues, the process of building to greater degrees continues. The 
reverse process of subdividing into lesser degrees apparently continues 
indefinitely as well. As far as we can determine, then, all waves both 
have and are component waves. 


Elliott himself never speculated on why the market's essential form was 
five waves to progress and three waves to regress. He simply noted that 
that was what was happening. Does the essential form have to be five 
waves and three waves? Think about it and you will realize that this is 
the minimum requirement for, and therefore the most efficient method 
of, achieving both fluctuation and progress in linear movement. One 
wave does not allow fluctuation. The fewest subdivisions to create 
fluctuation is three waves. Three waves in both directions does not allow 
progress. To progress in one direction despite periods of regress, 
movements in the main trend must be at least five waves, simply to 
cover more ground than the three waves and still contain fluctuation. 
While there could be more waves than that, the most efficient form of 
punctuated progress is 5-3, and nature typically follows the most efficient 
path. 


Variations on the Basic Theme 


The Wave Principle would be simple to apply if the basic theme described 
above were the complete description of market behavior. However, the 
real world, fortunately or unfortunately, is not so simple. From here 
through Lesson 15, we will fill out the description of how the market 
behaves in reality. That's what Elliott set out to describe, and he 
succeeded in doing so. 







WAVE DEGREE  


All waves may be categorized by relative size, or degree. Elliott discerned 
nine degrees of waves, from the smallest wiggle on an hourly chart to 
the largest wave he could assume existed from the data then available. 
He chose the names listed below to label these degrees, from largest to 
smallest: 


Grand Supercycle 
Supercycle 


Cycle 
Primary 


Intermediate 
Minor 
Minute 


Minuette 
Subminuette 


It is important to understand that these labels refer to specifically 
identifiable degrees of waves. For instance, whenwe refer to the U.S. 
stock market's rise from 1932, we speak of it as a Supercycle with 
subdivisions as follows: 


1932-1937 the first wave of Cycle degree 


1937-1942 the second wave of Cycle degree 


1942-1966 the third wave of Cycle degree 


1966-1974 the fourth wave of Cycle degree 


1974-19?? the fifth wave of Cycle degree 


Cycle waves subdivide into Primary waves that subdivide into 
Intermediate waves that in turn subdivide into Minor and sub-Minor 
waves. By using this nomenclature, the analyst can identify precisely the 
position of a wave in the overall progression of the market, much as 
longitude and latitude are used to identify a geographical location. To 
say, "the Dow Jones Industrial Average is in Minute wave v of Minor 
wave 1 of Intermediate wave (3) of Primary wave [5] of Cycle wave I of 
Supercycle wave (V) of the current Grand Supercycle" is to identify a 
specific point along the progression of market history. 


 
 
1.7  Degrees  







 
When numbering and lettering waves, the scheme shown below is 
recommended to differentiate the degrees of waves in the stock market's 
progression:  


 


The most desirable form for a scientist is usually something like 11, 12, 
13, 14, 15, etc., with subscripts denoting degree, but it's a nightmare to 
read such notations on a chart. The above table provides for rapid visual 
orientation. Charts may also use color as an effective device for 
differentiating degree. 


In Elliott's suggested terminology, the term "Cycle" is used as a name 
denoting a specific degree of wave and is not intended to imply a cycle in 
the typical sense. The same is true of the term "Primary," which in the 
past has been used loosely by Dow Theorists in phrases such as "primary 
swing" or "primary bull market." The specific terminology is not critical to 
the identification of relative degrees, and the authors have no argument 
with amending the terms, although out of habit we have become 
comfortable with Elliott's nomenclature. 


The precise identification of wave degree in "current time" application is 
occasionally one of the difficult aspects of the Wave Principle. Particularly 
at the start of a new wave, it can be difficult to decide what degree the 
initial smaller subdivisions are. The main reason for the difficulty is that 
wave degree is not based upon specific price or time lengths. Waves are 
dependent upon form, which is a function of both price and time. The 
degree of a form is determined by its size and position relative to 
component, adjacent and encompassing waves. 


This relativity is one of the aspects of the Wave Principle that make real 
time interpretation an intellectual challenge. Fortunately, the precise 
degree is usually irrelevant to successful forecasting since it is relative 
degree that matters most. Another challenging aspect of the Wave 
Principle is the variability of forms, as described through Lesson 9 of this 







 
1.8  Wave Function  


 
2.1  Motive Waves  


Motive waves subdivide into five waves with certain characteristics and always move 
in the same direction as the trend of one larger degree. They are straightforward and 
relatively easy to recognize and interpret.  


Within motive waves, wave 2 never retraces more than 100% of wave 1, and wave 4 
never retraces more than 100% of wave 3. Wave 3, moreover, always travels 
beyond the end of wave 1. The goal of a motive wave is to make progress, and these 
rules of formation assure that it will. 


Elliott further discovered that in price terms, wave 3 is often the longest and never 
the shortest among the three actionary waves (1, 3 and 5) of a motive wave. As 
long as wave 3 undergoes a greater percentage movement than either wave 1 or 5, 
this rule is satisfied. It almost always holds on an arithmetic basis as well. There are 
two types of motive waves: impulses and diagonal triangles. 
 
Impulse  


The most common motive wave is an impulse. In an impulse, wave 4 does not enter 


Every wave serves one of two functions: action or reaction. Specifically, a 
wave may either advance the cause of the wave of one larger degree or 
interrupt it. The function of a wave is determined by its relative direction. 
An actionary or trend wave is any wave that trends in the same direction 
as the wave of one larger degree of which it is a part. A reactionary or 
countertrend wave is any wave that trends in the direction opposite to 
that of the wave of one larger degree of which it is part. Actionary waves 
are labeled with odd numbers and letters. Reactionary waves are labeled 
with even numbers and letters. 


All reactionary waves develop in corrective mode. If all actionary waves 
developed in motive mode, then there would be no need for different 
terms. Indeed, most actionary waves do subdivide into five waves. 
However, as the following sections reveal, a few actionary waves develop 
in corrective mode, i.e., they subdivide into three waves or a variation 
thereof. A detailed knowledge of pattern construction is required before 
one can draw the distinction between actionary function and motive mode, 
which in the underlying model introduced so far are indistinct. A thorough 
understanding of the forms detailed in the next five lessons will clarify 
why we have introduced these terms to the Elliott Wave lexicon. 







the territory of (i.e., "overlap") wave 1. This rule holds for all non-leveraged "cash" 
markets. Futures markets, with their extreme leverage, can induce short term price 
extremes that would not occur in cash markets. Even so, overlapping is usually 
confined to daily and intraday price fluctuations and even then is extremely rare. In 
addition, the actionary subwaves (1, 3 and 5) of an impulse are themselves motive, 
and subwave 3 is specifically an impulse. Figures 1-2, 1-3 and 1-4 in Lesson 1 all 
depict impulses in the 1, 3, 5, A and C wave positions. 


As detailed in the preceding three paragraphs, there are only a few simple rules for 
interpreting impulses properly. A rule is so called because it governs all waves to 
which it applies. Typical, yet not inevitable, characteristics of waves are called 
guidelines. Guidelines of impulse formation, including extension, truncation, 
alternation, equality, channeling, personality and ratio relationships are discussed 
below and through Lesson 24 of this course. A rule should never be disregarded. In 
many years of practice with countless patterns, the authors have found but one 
instance above Subminuette degree when all other rules and guidelines combined to 
suggest that a rule was broken. Analysts who routinely break any of the rules 
detailed in this section are practicing some form of analysis other than that guided 
by the Wave Principle. These rules have great practical utility in correct counting, 
which we will explore further in discussing extensions. 


2.2  Extension  


Most impulses contain what Elliott called an extension. Extensions are elongated 
impulses with exaggerated subdivisions. The vast majority of impulse waves do 
contain an extension in one and only one of their three actionary subwaves. At 
times, the subdivisions of an extended wave are nearly the same amplitude and 
duration as the other four waves of the larger impulse, giving a total count of nine 
waves of similar size rather than the normal count of "five" for the sequence. In a 
nine-wave sequence, it is occasionally difficult to say which wave extended. 
However, it is usually irrelevant anyway, since under the Elliott system, a count of 
nine and a count of five have the same technical significance. The diagrams in Figure 
1-5, illustrating extensions, will clarify this point.  







 
Figure 5 


The fact that extensions typically occur in only one actionary subwave provides a 
useful guide to the expected lengths of upcoming waves. For instance, if the first and 
third waves are of about equal length, the fifth wave will likely be a protracted surge. 
(In waves below Primary degree, a developing fifth wave extension will be confirmed 
by new high volume, as described in Lesson 13 under "Volume.") Conversely, if wave 
three extends, the fifth should be simply constructed and resemble wave one. 


In the stock market, the most commonly extended wave is wave 3. This fact is of 
particular importance to real time wave interpretation when considered in 
conjunction with two of the rules of impulse waves: that wave 3 is never the shortest 
actionary wave, and that wave 4 may not overlap wave 1. To clarify, let us assume 
two situations involving an improper middle wave, as illustrated in Figures 1-6 and 
1-7. 
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In Figure 1-6, wave 4 overlaps the top of wave 1. In Figure 1-7, wave 3 is shorter 
than wave 1 and shorter than wave 5. According to the rules, neither is an 
acceptable labeling. Once the apparent wave 3 is proved unacceptable, it must be 
relabeled in some way that is acceptable. In fact, it is almost always to be labeled as 
shown in Figure 1-8, implying an extended wave (3) in the making. Do not hesitate 
to get into the habit of labeling the early stages of a third wave extension. The 
exercise will prove highly rewarding, as you will understand from the discussion 
under Wave Personality in Lesson 14. Figure 1-8 is perhaps the single most useful 
guide to real time impulse wave counting in this course.Extensions may also occur 
within extensions. In the stock market, the third wave of an extended third wave is 
typically an extension as well, producing a profile such as shown in Figure 1-9. 
Figure 1-10 illustrates a fifth wave extension of a fifth wave extension. Extended 
fifths are fairly uncommon except in bull markets in commodities covered in Lesson 
28. 
.  


 


Figure 1-9 Figure 1-10 







2.3  Truncation  


Elliott used the word "failure" to describe a situation in which the fifth wave does not 
move beyond the end of the third. We prefer the less connotative term, "truncation," 
or "truncated fifth." A truncation can usually be verified by noting that the presumed 
fifth wave contains the necessary five subwaves, as illustrated in Figures 1-11 and 1
12. Truncation often occurs following an extensively strong third wave.  


 


Figure 1-11 


 


Figure 1-12 


The U.S. stock market provides two examples of major degree truncated fifths since 
1932. The first occurred in October 1962 at the time of the Cuban crisis (see Figure 
1-13). It followed the crash that occurred as wave 3. The second occurred at year
end in 1976 (see Figure 1-14). It followed the soaring and broad wave (3) that took 
place from October 1975 to March 1976. 







 


Figure 1-13 


 


Figure 1-14 


3.1  Diagonal Triangles  


A diagonal triangle is a motive pattern yet not an impulse, as it has one or two 
corrective characteristics. Diagonal triangles substitute for impulses at specific 
locations in the wave structure. As with impulses, no reactionary subwave fully 
retraces the preceding actionary subwave, and the third subwave is never the 
shortest. However, diagonal triangles are the only five-wave structures in the 
direction of the main trend within which wave four almost always moves into the 
price territory of (i.e., overlaps) wave one. On rare occasions, a diagonal triangle 
may end in a truncation, although in our experience such truncations occur only by 
the slimmest of margins. 


Ending Diagonal 


An ending diagonal is a special type of wave that occurs primarily in the fifth wave 
position at times when the preceding move has gone "too far too fast," as Elliott put 
it. A very small percentage of ending diagonals appear in the C wave position of A
C formations. In double or triple threes (to be covered in Lesson 9), they appear 
only as the final "C" wave. In all cases, they are found at the termination points of 
larger patterns, indicating exhaustion of the larger movement. 







Ending diagonals take a wedge shape within two converging lines, with each 
subwave, including waves 1, 3 and 5, subdividing into a "three," which is otherwise a 
corrective wave phenomenon. The ending diagonal is illustrated in Figures 1-15 and 
1-16 and shown in its typical position in larger impulse waves. 


 
Figure 1-15 


 
Figure 1-16 


We have found one case in which the pattern's boundary lines diverged, creating an 
expanding wedge rather than a contracting one. However, it is unsatisfying 
analytically in that its third wave was the shortest actionary wave, the entire 
formation was larger than normal, and another interpretation was possible, if not 
attractive. For these reasons, we do not include it as a valid variation.  


3.2  Diagonals  


Ending diagonals have occurred recently in Minor degree as in early 1978, in Minute 
degree as in February-March 1976, and in Subminuette degree as in June 1976. 
Figures 1-17 and 1-18 show two of these periods, illustrating one upward and one 
downward "real-life" formation. Figure 1-19 shows our real-life possible expanding 
diagonal triangle. Notice that in each case, an important change of direction 
followed.  







 


Figure 1-17 


 


Figure 1-18 







 


Figure 1-19 


Although not so illustrated in Figures 1-15 and 1-16, fifth waves of diagonal triangles 
often end in a "throw-over," i.e., a brief break of the trendline connecting the end 
points of waves one and three. Figures 1-17 and 1-19 show real life examples. While 
volume tends to diminish as a diagonal triangle of small degree progresses, the 
pattern always ends with a spike of relatively high volume when a throw-over 
occurs. On rare occasions, the fifth subwave will fall short of its resistance trendline.


A rising diagonal is bearish and is usually followed by a sharp decline retracing at 
least back to the level where it began. A falling diagonal by the same token is 
bullish, usually giving rise to an upward thrust. 


Fifth wave extensions, truncated fifths and ending diagonal triangles all imply the 
same thing: dramatic reversal ahead. At some turning points, two of these 
phenomena have occurred together at different degrees, compounding the violence 
of the next move in the opposite direction. 


3.3  Leading Diagonals  


When diagonal triangles occur in the wave 5 or C position, they take the 3-3-3-
shape that Elliott described. However, it has recently come to light that a variation 
on this pattern occasionally appears in the wave 1 position of impulses and in the 
wave A position of zigzags. The characteristic overlapping of waves 1 and 4 and the 
convergence of boundary lines into a wedge shape remain as in the ending diagonal 







triangle. However, the subdivisions are different, tracing out a 5-3-5-3-5 pattern. 
The structure of this formation (see Figure 1-20) fits the spirit of the Wave Principle 
in that the five-wave subdivisions in the direction of the larger trend communicate a 
"continuation" message as opposed to the "termination" implication of the three
wave subdivisions in the ending diagonal. Analysts must be aware of this pattern to 
avoid mistaking it for a far more common development, a series of first and second 
waves. The main key to recognizing this pattern is the decided slowing of price 
change in the fifth subwave relative to the third. By contrast, in developing first and 
second waves, short term speed typically increases, and breadth (i.e., the number of 
stocks or subindexes participating) often expands. 


 


Figure 1-20 


Figure 1-21 shows a real life example of a leading diagonal triangle. This pattern was 
not originally discovered by R.N. Elliott but has appeared enough times and over a 
long enough period that we are convinced of its validity. 


 


Figure 1-21 


3.4  Corrective Waves  


Markets move against the trend of one greater degree only with a seeming struggle. 







Resistance from the larger trend appears to prevent a correction from developing a 
full motive structure. This struggle between the two oppositely trending degrees 
generally makes corrective waves less clearly identifiable than motive waves, which 
always flow with comparative ease in the direction of the one larger trend. As 
another result of this conflict between trends, corrective waves are quite a bit more 
varied than motive waves. Further, they occasionally increase or decrease in 
complexity as they unfold so that what are technically subwaves of the same degree 
can by their complexity or time length appear to be of different degree. For all these 
reasons, it can be difficult at times to fit corrective waves into recognizable patterns 
until they are completed and behind us. As the terminations of corrective waves are 
less predictable than those for motive waves, the Elliott analyst must exercise more 
caution in his analysis when the market is in a meandering corrective mood than 
when prices are in a persistently motive trend. 


The single most important rule that can be gleaned from a study of the various 
corrective patterns is that corrections are never fives. Only motive waves are fives. 
For this reason, an initial five-wave movement against the larger trend is never the 
end of a correction, only part of it. The figures that follow through Lesson 9 of this 
course should serve to illustrate this point. 


Corrective processes come in two styles. Sharp corrections angle steeply against the 
larger trend. Sideways corrections, while always producing a net retracement of the 
preceding wave, typically contain a movement that carries back to or beyond its 
starting level, thus producing an overall sideways appearance. The discussion of the 
guideline of alternation in Lesson 10 will explain the reason for noting these two 
styles.  


Specific corrective patterns fall into four main categories: 


Zigzags (5-3-5; includes three types: single, double, and triple); 


Flats (3-3-5; includes three types: regular, expanded, and running); 


Triangles (3-3-3-3-3; four types: three of the contracting variety (ascending, 
descending, and symmetrical) and one of the expanding variety (reverse 
symmetrical); 


Double threes and triple threes (combined structures). 


3.5  Zigzags  


A single zigzag in a bull market is a simple three-wave declining pattern labeled A
C. The subwave sequence is 5-3-5, and the top of wave B is noticeably lower than 







the start of wave A, as illustrated in Figures 1-22 and 1-23. 


 


Figure 1-22 Figure 1-23 


In a bear market, a zigzag correction takes place in the opposite direction, as shown 
in Figures 1-24 and 1-25. For this reason, a zigzag in a bear market is often referred 
to as an inverted zigzag.  


 


Figure 1-24 Figure 1-25 


Occasionally zigzags will occur twice, or at most, three times in succession, 
particularly when the first zigzag falls short of a normal target. In these cases, each 
zigzag is separated by an intervening "three," producing what is called a double 
zigzag (see Figure 1-26) or triple zigzag. These formations are analogous to the 
extension of an impulse wave but are less common. 


The correction in the Standard and Poor's 500 stock index from 


January 1977 to March 1978 (see Figure 1-27) can be labeled as a double zigzag, as 







can the correction in the Dow from July to October 1975 (see Figure 1-28). Within 
impulses, second waves frequently sport zigzags, while fourth waves rarely do. 


 


Figure 1-26 


 


Figure 1-27  


 


Figure 1-28 


R.N. Elliott's original labeling of double and triple zigzags and double and triple 







threes (see later section) was a quick shorthand. He denoted the intervening 
movements as wave X, so that double corrections were labeled A-B-C-X-A-B-C. 
Unfortunately, this notation improperly indicated the degree of the actionary 
subwaves of each simple pattern. They were labeled as being only one degree less 
than the entire correction when in fact, they are two degrees smaller. We have 
eliminated this problem by introducing a useful notational device: labeling the 
successive actionary components of double and triple corrections as waves W, Y, and 
Z, so that the entire pattern is counted "W-X-Y (-X-Z)." The letter "W" now denotes 
the first corrective pattern in a double or triple correction, Y the second, and Z the 
third of a triple. Each subwave thereof (A, B or C, as well as D or E of a triangle 
see later section) is now properly seen as two degrees smaller than the entire 
correction. Each wave X is a reactionary wave and thus always a corrective wave, 
typically another zigzag. 


4.1  Flats (3-3-5)  


A flat correction differs from a zigzag in that the subwave sequence is 3-3-5, as 
shown in Figures 1-29 and 1-30. Since the first actionary wave, wave A, lacks 
sufficient downward force to unfold into a full five waves as it does in a zigzag, the B 
wave reaction, not surprisingly, seems to inherit this lack of countertrend pressure 
and terminates near the start of wave A. Wave C, in turn, generally terminates just
slightly beyond the end of wave A rather than significantly beyond as in zigzags.


 


Figure 1-29 Figure 1-30 


In a bear market, the pattern is the same but inverted, as shown in Figures 1-31 and 
1-32. 


 


Figure 1-31 Figure 1-32  







  


Flat corrections usually retrace less of preceding impulse waves than do zigzags. 
They participate in periods involving a strong larger trend and thus virtually always 
precede or follow extensions. The more powerful the underlying trend, the briefer 
the flat tends to be. Within impulses, fourth waves frequently sport flats, while 
second waves do so less commonly. 


What might be called "double flats" do occur. However, Elliott categorized such 
formations as "double threes," a term we discuss in Lesson 9. 


The word "flat" is used as a catchall name for any A-B-C correction that subdivides 
into a 3-3-5. In Elliott literature, however, three types of 3-3-5 corrections have 
been identified by differences in their overall shape. In a regular flat correction, wave 
B terminates about at the level of the beginning of wave A, and wave C terminates a 
slight bit past the end of wave A, as we have shown in Figures 1-29 through 1-32. 
Far more common, however, is the variety called an expanded flat, which contains a 
price extreme beyond that of the preceding impulse wave. Elliott called this variation 
an "irregular" flat, although the word is inappropriate as they are actually far more 
common than "regular" flats. 


 
4.2  Expanded Flats  


In expanded flats, wave B of the 3-3-5 pattern terminates beyond the starting level 
of wave A, and wave C ends more substantially beyond the ending level of wave A, 
as shown for bull markets in Figures 1-33 and 1-34 and bear markets in Figures 1
35 and 1-36. The formation in the DJIA from August to November 1973 was an 
expanded flat correction of this type in a bear market, or an "inverted expanded 
flat" (see Figure 1-37).  


 


Figure 1-33 Figure 1-34 







 


Figure 1-35 Figure 1-36  


 


 


 


 


 


Figure 1-37 


In a rare variation on the 3-3-5 pattern, which we call a running flat, wave B 
terminates well beyond the beginning of wave A as in an expanded flat, but wave C 
fails to travel its full distance, falling short of the level at which wave A ended, as in 
Figures 1-38 through 1-41. Apparently in this case, the forces in the direction of the 
larger trend are so powerful that the pattern becomes skewed in that direction. It is 
always important, but particularly when concluding that a running flat has taken 
place, that the internal subdivisions adhere to Elliott's rules. If the supposed B 
wave, for instance, breaks down into five waves rather than three, it is more likely 







  


the first wave up of the impulse of next higher degree. The power of adjacent 
impulse waves is important in recognizing running corrections, which tend to occur 
only in strong and fast markets. We must issue a warning, however. There are 
hardly any examples of this type of correction in the price record. Never label a 
correction prematurely this way, or you'll find yourself wrong nine times out of ten. 
Running triangles, in contrast, are much more common, as we'll see in Lesson 8. 


 


Figure 1-38 Figure 1-39 


 


4.3  Triangles  


Triangles appear to reflect a balance of forces, causing a sideways movement that is 
usually associated with decreasing volume and volatility. Triangles contain five 
overlapping waves that subdivide 3-3-3-3-3 and are labeled a-b-c-d-e. A triangle is 
delineated by connecting the termination points of waves a and c, and b and d. 
Wave e can undershoot or overshoot the a-c line, and in fact, our experience tells us 
that it happens more often than not. 


There are two varieties of triangles: contracting and expanding. Within the 
contracting variety, there are three types: symmetrical, ascending, and descending, 
as illustrated in Figure 1-42. There are no variations on the rarer expanding triangle. 
It always appears as depicted in Figure 1-42, which is why Elliott termed it a 
"reverse symmetrical" triangle.  







  


4.4  Triangle Examples  


 


Figure 1-42  


Figure 1-42 depicts contracting triangles as taking place within the area of prece
price action, in what may be termed regular triangles. However, it is extremely 
common for wave b of a contracting triangle to exceed the start of wave a in what 
may be termed a running triangle, as shown in Figure 1-43. Despite their sideways 
appearance, all triangles, including running triangles, effect a net retracement of the 
preceding wave at wave e's end. 


 


Figure 1-43  







There are several real life examples of triangles in the charts in this course. As you 
will notice, most of the subwaves in a triangle are zigzags, but sometimes one of 
the subwaves (usually wave c) is more complex than the others and can take the 
shape of a regular or expanded flat or multiple zigzag. In rare cases, one of the 
sub-waves (usually wave e) is itself a triangle, so that the entire pattern protracts 
into nine waves. Thus, triangles, like zigzags, occasionally display a development 
that is analogous to an extension. One example occurred in silver from 1973 
through 1977 (see Figure 1-44).  


 


Figure 1-44 


Although upon extremely rare occasions a second wave in an impulse appears to 
take the form of a triangle, triangles nearly always occur in positions prior to the 
final actionary wave in the pattern of one larger degree, i.e., as wave four in an 
impulse, wave B in an A-B-C, or the final wave X in a double or triple zig-zag or 
combination (to be shown in Lesson 9). A triangle may also occur as the final 
actionary pattern in a corrective combination, as discussed in Lesson 9, although 
even then it always precedes the final actionary wave in the pattern of one lar
degree than the corrective combination.  


In the stock market, when a triangle occurs in the fourth wave position, wave five 
is sometimes swift and travels approximately the distance of the widest part of the 
triangle. Elliott used the word "thrust" in referring to this swift, short motive wave 







  


wave. So if a fifth wave following a triangle pushes past a normal thrust 
measurement, it is signaling a likely protracted wave. Post-triangle advancing 
impulses in commodities at degrees above Intermediate are usually the longest 
wave in the sequence, as explained in Lesson 29. 


On the basis of our experience with triangles, as the example in Figure 3-15 
illustrates, we propose that often the time at which the boundary lines of a 
contracting triangle reach an apex coincides exactly with a turning point in the 
market. Perhaps the frequency of this occurrence would justify its inclusion among 
the guidelines associated with the Wave Principle. 


The term "horizontal" as applied to triangles refers to these corrective triangles in 
general, as opposed to the term "diagonal," which refers to those motive 
triangular formations discussed in Lesson 5. Thus, the terms "horizontal triangle" 
and "diagonal triangle" denote these specific forms under the Wave Principle. The 
simpler terms "triangle" and "wedge" may be substituted, but keep in mind that 
technical chart readers have long used these terms to communicate less 
specifically subdivided forms defined only by overall shape. Having separate terms 
can be useful.  


5.1  Corrective Combinations  
 


Double and Triple Threes  


Elliott called sideways combinations of corrective patterns "double threes" 
and "triple threes." While a single three is any zigzag or flat, a triangle is an 
allowable final component of such combinations and in this context is called 
a "three." A double or triple three, then, is a combination of simpler types of 
corrections, including the various types of zigzags, flats and triangles. Their 
occurrence appears to be the flat correction's way of extending sideways 
action. As with double and triple zigzags, each simple corrective pattern is 
labeled W, Y and Z. The reactionary waves, labeled X, can take the shape of 
any corrective pattern but are most commonly zigzags. 


Combinations of threes were labeled differently by Elliott at different times, 
although the illustrative pattern always took the shape of two or three 
juxtaposed flats, as shown in Figures 1-45 and 1-46. However, the 
component patterns more commonly alternate in form. For example, a flat 
followed by a triangle is a more typical type of double three, as illustrated in 
Figure 1-47. 







  


 


Figure 1-45 Figure 1-46  


 


Figure 1-47 


A flat followed by a zigzag is another example, as shown in Figure 1-48. 
Naturally, since the figures in this section depict corrections in bull markets, 
they need only be inverted to observe them as upward corrections in bear 
markets. 


 


Figure 1-48 


For the most part, double threes and triple threes are horizontal in 
character. Elliott indicated that the entire formations could slant against the 
larger trend, although we have never found this to be the case. One reason 
is that there never appears to be more than one zigzag in a combination. 
Neither is there more than one triangle. Recall that triangles occurring alone 
precede the final movement of a larger trend. Combinations appear to 
recognize this character and sport triangles only as the final wave in a 
double or triple three.  


 
 
 







5.2  Guidelines of Wave Formation  
 


Although different in that their angle of trend is sharper than the sideways 
trend of combinations, double and triple zigzags can be characterized as 
non-horizontal combinations, as Elliott seemed to suggest in Nature's Law. 
However, double and triple threes are different from double and triple 
zigzags, not only in their angle but in their goal. In a double or triple zigzag, 
the first zigzag is rarely large enough to constitute an adequate price 
correction of the preceding wave. The doubling or tripling of the initial form 
is typically necessary to create an adequately sized price retracement. In a 
combination, however, the first simple pattern often constitutes an adequate 
price correction. The doubling or tripling appears to occur mainly to extend 
the duration of the corrective process after price targets have been 
substantially met. Sometimes additional time is needed to reach a channel 
line or achieve a stronger kinship with the other correction in an impulse 
wave. As the consolidation continues, the attendant psychology and 
fundamentals extend their trends accordingly.  


As this section makes clear, there is a qualitative difference between the 
number series 3 + 4 + 4 + 4, etc., and the series 5 + 4 + 4 + 4, etc. Notice 
that while impulse waves have a total count of 5, with extensions leading to 
9, 13 or 17 waves, and so on, corrective waves have a count of 3, with 
combinations leading to 7 or 11 waves, and so on. Triangles appear to be an 
exception, although they can be counted as one would a triple three, totaling 
11 waves. Thus, if an internal count is unclear, the analyst can sometimes 
reach a reasonable conclusion merely by counting waves. A count of 9, 13 or 
17 with few overlaps, for instance, is likely motive, while a count of 7, 11 or 
15 with numerous overlaps is likely corrective. The main exceptions are 
diagonal triangles of both types, which are hybrids of motive and corrective 
forces. 


Orthodox Tops and Bottoms 


Sometimes a pattern's end differs from the associated price extreme. In 
such cases, the end of the pattern is called the "orthodox" top or bottom in 
order to differentiate it from the actual price high or low that occurs intra-
pattern. For example, in Figure 1-11, the end of wave 5 is the orthodox top 
despite the fact that wave 3 registered a higher price. In Figure 1-12, the  
end of wave 5 is the orthodox bottom. In Figures 1-33 and 1-34, the starting 
point of wave A is the orthodox top of the preceding bull market despite the 
higher high of wave B. In Figure 1-47, the end of wave Y is the orthodox 
bottom of the bear market even though the price low occurs at the end of 
wave W. 







  


This concept is important primarily because a successful analysis always 
depends upon a proper labeling of the patterns. Assuming falsely that a 
particular price extreme is the correct starting point for wave labeling can 
throw analysis off for some time, while being aware of the requirements of 
wave form will keep you on track. Further, when applying the forecasting 
concepts that will be introduced in Lessons 20 through 25, the length and 
duration of a wave are typically determined by measuring from and 
projecting orthodox ending points.  


 
5.3  Reconciling Function and mode  


In Lessons 3 and 4, we described the two functions waves may perform (action and 
reaction), as well as the two modes of structural development (motive and 
corrective) that they undergo. Now that we have reviewed all types of waves, we can 
summarize their labels as follows:  


— The labels for actionary waves are 1, 3, 5, A, C, E, W, Y and Z. 


— The labels for reactionary waves are 2, 4, B, D and X. 


As stated earlier, all reactionary waves develop in corrective mode, and most 
actionary waves develop in motive mode. The preceding sections have described 
which actionary waves develop in corrective mode. They are: 


— waves 1, 3 and 5 in an ending diagonal, 


— wave A in a flat correction, 


— waves A, C and E in a triangle, 


— waves W and Y in double zigzags and double corrections, 


— wave Z in triple zigzags and triple corrections. 


Because the waves listed above are actionary in relative direction yet develop in 
corrective mode, we term them "actionary corrective" waves. 


As far as we know, we have listed all wave formations that can occur in the price 
movement of the broad stock market averages. Under the Wave Principle, no other 
formations than those listed here will occur. Indeed, since the hourly readings are a 
nearly perfectly matched filter for detailing waves of  
Subminuette degree, the authors can find no examples of waves above the 
Subminuette degree that cannot be counted satisfactorily by the Elliott method. In 
fact, Elliott Waves of much smaller degree than Subminuette are revealed by 







  


   


computer generated charts of minute-by-minute transactions. Even the few data 
points (transactions) per unit of time at this low a degree are enough to reflect 
accurately the Wave Principle of human behavior by recording the rapid shifts in 
psychology occurring in the "pits" and on the exchange floor. All rules (which were 
covered in Lessons 1 through 9) and guidelines (which are covered in Lessons 1 
through 15) fundamentally apply to actual market mood, not its recording per se
lack thereof. Its clear manifestation requires free market pricing. When prices are 
fixed by government edict, such as those for gold and silver for half of the twentieth 
century, waves restricted by the edict are not allowed to register. When the available 
price record differs from what might have existed in a free market, rules and 
guidelines must be considered in that light. In the long run, of course, markets 
always win out over edicts, and edict enforcement is only possible if the mood of the 
market allows it. All rules and guidelines presented in this course presume that your 
price record is accurate. Now that we have presented the rules and rudiments of 
wave formation, we can move on to some of the guidelines for successful analysis 
under the Wave Principle.  


5.5  Alternation within Corrective Waves  


If a large correction begins with a flat a-b-c construction for wave A, expect a zigzag 
a-b-c formation for wave B (see Figure 2-2), and vice versa (see Figure 2-3). With a 
moment's thought, it is obvious that this occurrence is sensible, since the first 
illustration reflects an upward bias in both subwaves while the second reflects a 
downward bias.  


 


Figure 2-2  







  


 


Figure 2-3 


Quite often, if a large correction begins with a simple a-b-c zigzag for wave A, wave 
B will stretch out into a more intricately subdivided a-b-c zigzag to achieve a type of 
alternation, as in Figure 2-4. Sometimes wave C will be yet more complex, as in 
Figure 2-5. The reverse order of complexity is somewhat less common.  


 


Figure 2-4 


 


Figure 2-5  


5.6  Forecasting Corrective Waves  


Depth of Corrective Waves (Bear Market Limitations)  







No market approach other than the Wave Principle gives as satisfactory an answer to 
the question, "How far down can a bear market be expected to go?" The primary 
guideline is that corrections, especially when they themselves are fourth waves, tend 
to register their maximum retracement within the span of travel of the previous 
fourth wave of one lesser degree, most commonly near the level of its terminus.


Example #1: The 1929-1932 Bear Market 


The chart of stock prices adjusted to constant dollars developed by the Foundation 
for the Study of Cycles shows a contracting triangle as wave (IV). Its lows bottom 
within the area of the previous fourth wave of Cycle degree, an expanding triangle 
(see chart below).  


 


Example #2: The 1942 Bear Market Low 


In this case, the Cycle degree wave II bear market from 1937 to 1942, a zigzag, 
terminates within the area of Primary wave [4] of the bull market from 1932 to 1937 
(see Figure 5-3).  







  


 


Figure 5-3  


Example #3: The 1962 Bear Market Low 


The wave [4] plunge in 1962 brought the averages down to just above the 1956 high 
of the five-wave Primary sequence from 1949 to 1959. Ordinarily, the bear would 
have reached into the zone of wave (4), the fourth wave correction within wave [3]. 
This narrow miss nevertheless illustrates why this guideline is not a rule. The 
preceding strong third wave extension and the shallow A wave and strong B wave 
within [4] indicated strength in the wave structure, which carried over into the 
moderate net depth of the correction (see Figure 5-3).  


5.7  Wave Extensions  


Example #4: The 1974 Bear Market Low  


The final decline into 1974, ending the 1966-1974 Cycle degree wave IV correction 
of the entire wave III rise from 1942, brought the averages down to the area of the 
previous fourth wave of lesser degree (Primary wave[ 4]). Again, Figure 5-3 shows 
what happened. 







Our analysis of small degree wave sequences over the last twenty years further 
validates the proposition that the usual limitation of any bear market is the travel 
area of the preceding fourth wave of one lesser degree, particularly when the bear 
market in question is itself a fourth wave. However, in a clearly reasonable 
modification of the guideline, it is often the case that if the first wave in a sequence 
extends, the correction following the fifth wave will have as a typical limit the bottom 
of the second wave of lesser degree. For example, the decline into March 1978 in the 
DJIA bottomed exactly at the low of the second wave in March 1975, which followed 
an extended first wave off the December 1974 low. 


On occasion, flat corrections or triangles, particularly those following extensions (see 
Example #3), will barely fail to reach into the fourth wave area. Zigzags, on 
occasion, will cut deeply and move down into the area of the second wave of lesser 
degree, although this almost exclusively occurs when the zigzags are themselves 
second waves. "Double bottoms" are sometimes formed in this manner.  


Behavior Following Fifth Wave Extensions 


The most important empirically derived rule that can be distilled from our 
observations of market behavior is that when the fifth wave of an advance is an 
extension, the ensuing correction will be sharp and find support at the level of the 
low of wave two of the extension. Sometimes the correction will end there, as 
illustrated in Figure 2-6. Although a limited number of real life examples exist, the
precision with which "A" waves have reversed at the level of the low of wave two of 
the preceding fifth wave extension is remarkable. Figure 2-7 is an illustration 
involving an expanded flat correction. (For future reference, please make a note of 
two real-life examples that we will show in charts of upcoming lessons. An example 
involving a zigzag can be found in Figure 5-3 at the low of wave [a] of II, and an 
example involving an expanded flat can be found in Figure 2-16 at the low of wave a 
of A of 4. As you will see in Figure 5-3, wave A of (IV) bottoms near wave (2) of [5], 
which is an extension within wave V from 1921 to 1929.) 


Since the low of the second wave of an extension is commonly in or near the price 
territory of the immediately preceding fourth wave of one larger degree, this 
guideline implies behavior similar to that for the preceding guideline. It is notable for 
its precision, however. Additional value is provided by the fact that fifth wave 
extensions are typically followed by swift retracements. Their occurrence, then, is an 
advance warning of a dramatic reversal to a specific level, a powerful combination of 
knowledge. This guideline does not apply separately to fifth wave extensions of fifth 
wave extensions.  







  


 


Figure 2-6 Figure 2-7  


6.1  Channeling  


Wave Equality 


One of the guidelines of the Wave Principle is that two of the motive waves in a five
wave sequence will tend toward equality in time and magnitude. This is generally 
true of the two non-extended waves when one wave is an extension, and it is 
especially true if the third wave is the extension. If perfect equality is lacking, a .618 
multiple is the next likely relationship (the use of ratios is covered in Lessons 16


When waves are larger than Intermediate degree, the price relationships usually 
must be stated in percentage terms. Thus, within the entire extended Cycle wave 
advance from 1942 to 1966, we find that Primary wave [1] traveled 120 points, a 
gain of 129%, in 49 months, while Primary wave [5] traveled 438 points, a gain of 
80% (.618 times the 129% gain), in 40 months (see Figure 5-3), far different from 
the 324% gain of the third Primary wave, which lasted 126 months. 


When the waves are of Intermediate degree or less, the price equality can usually be 
stated in arithmetic terms, since the percentage lengths will also be nearly 
equivalent. Thus, in the year-end rally of 1976, we find that wave 1 traveled 35.24 
points in 47 market hours while wave 5 traveled 34.40 points in 47 market hours. 
The guideline of equality is often extremely accurate. 


Charting the Waves 


A. Hamilton Bolton always kept an "hourly close" chart, i.e., one showing the end
hour prices, as do the authors. Elliott himself certainly followed the same practice, 
since in The Wave Principle he presents an hourly chart of stock prices from February 







  


23 to March 31, 1938. Every Elliott Wave practitioner, or anyone interested in the 
Wave Principle, will find it instructive and useful to plot the hourly fluctuations of the 
DJIA, which are published by The Wall Street Journal and Barron's. It is a simple 
task that requires only a few minutes' work a week. Bar charts are fine but can be 
misleading by revealing fluctuations that occur near the time changes for each bar 
but not those that occur within the time for the bar. Actual print figures must be 
used on all plots. The so-called "opening" and "theoretical intraday" figures published 
for the Dow averages are statistical inventions that do not reflect the averages at 
any particular moment. Respectively, these figures represent a sum of the opening 
prices, which can occur at different times, and of the daily highs or lows of each 
individual stock in the average regardless of the time of day each extreme occurs.


The foremost aim of wave classification is to determine where prices are in the stock 
market's progression. This exercise is easy as long as the wave counts are clear, as 
in fast-moving, emotional markets, particularly in impulse waves, when minor 
movements generally unfold in an uncomplicated manner. In these cases, short term 
charting is necessary to view all subdivisions. However, in lethargic or choppy 
markets, particularly in corrections, wave structures are more likely to be complex 
and slow to develop. In these cases, longer term charts often effectively condense 
the action into a form that clarifies the pattern in progress. With a proper reading of 
the Wave Principle, there are times when sideways trends can be forecasted (for 
instance, for a fourth wave when wave two is a zigzag). Even when anticipated, 
though, complexity and lethargy are two of the most frustrating occurrences for the 
analyst. Nevertheless, they are part of the reality of the market and must be taken 
into account. The authors highly recommend that during such periods you take some 
time off from the market to enjoy the fruits of your hard work. You can't "wish" the 
market into action; it isn't listening. When the market rests, do the same. 


The correct method for tracking the stock market is to use semilogarithmic chart 
paper, since the market's history is sensibly related only on a percentage basis. The 
investor is concerned with percentage gain or loss, not the number of points traveled
in a market average. For instance, ten points in the DJIA in 1980 meant nothing, a 
one percent move. In the early 1920s, ten points meant a ten percent move, quite a 
bit more important. For ease of charting, however, we suggest using semilog scale 
only for long term plots, where the difference is especially noticeable. Arithmetic 
scale is quite acceptable for tracking hourly waves since a 300 point rally with the 
DJIA at 5000 is not much different in percentage terms from a 300 point rally with 
the DJIA at 6000. Thus, channeling techniques work acceptably well on arithmetic 
scale with shorter term moves.  


6.2  Channeling Technique  







Elliott noted that parallel trend channels typically mark the upper and lower 
boundaries of impulse waves, often with dramatic precision. The analyst should draw 
them in advance to assist in determining wave targets and provide clues to the 
future development of trends.  


The initial channeling technique for an impulse requires at least three reference 
points. When wave three ends, connect the points labeled "1" and "3," then draw a 
parallel line touching the point labeled "2," as shown in Figure 2-8. This construction 
provides an estimated boundary for wave four. (In most cases, third waves travel far 
enough that the starting point is excluded from the final channel's touch points.)


 


Figure 2-8  


If the fourth wave ends at a point not touching the parallel, you must reconstruct the
channel in order to estimate the boundary for wave five. First connect the ends of 
waves two and four. If waves one and three are normal, the upper parallel most 
accurately forecasts the end of wave five when drawn touching the peak of wave 
three, as in Figure 2-9. If wave three is abnormally strong, almost vertical, then a 
parallel drawn from its top may be too high. Experience has shown that a parallel to 
the baseline that touches the top of wave one is then more useful, as in the 
illustration of the rise in the price of gold bullion from August 1976 to March 1977 
(see Figure 6-12). In some cases, it may be useful to draw both potential upper 
boundary lines to alert you to be especially attentive to the wave count and volume 
characteristics at those levels and then take appropriate action as the wave count 
warrants. 







 


Figure 2-9  


 


Figure 6-12 


Throw-over 


Within parallel channels and the converging lines of diagonal triangles, if a fifth wave 
approaches its upper trendline on declining volume, it is an indication that the end of 
the wave will meet or fall short of it. If volume is heavy as the fifth wave approaches 
its upper trendline, it indicates a possible penetration of the upper line, which Elliott 
called "throw-over." Near the point of throw-over, a fourth wave of small degree 
may trend sideways immediately below the parallel, allowing the fifth then to break 
it in a final gust of volume. 


Throw-overs are occasionally telegraphed by a preceding "throw-under," either by 
wave 4 or by wave two of 5, as suggested by the drawing shown as Figure 2-10, 







  


from Elliott's book, The Wave Principle. They are confirmed by an immediate reversal 
back below the line. Throw-overs also occur, with the same characteristics, in 
declining markets. Elliott correctly warned  
that throw-overs at large degrees cause difficulty in identifying the waves of smaller 
degree during the throw-over, as smaller degree channels are sometimes penetrated 
on the upside by the final fifth wave. Examples of throw-overs shown earlier in this 
course can be found in Figures 1-17 and 1-19. 


 


Figure 2-10  


6.3  More Guidelines  


Scale  


The larger the degree, the more necessary a semilog scale usually becomes. On the 
other hand, the virtually perfect channels that were formed by the 1921-1929 
market on semilog scale (see Figure 2-11) and the 1932-1937 market on arithmetic 
scale (see Figure 2-12) indicate that waves of the same degree will form the correct 
Elliott trend channel only when plotted selectively on the appropriate scale. On 
arithmetic scale, the 1920s bull market accelerates beyond the upper boundary, 
while on semilog scale the 1930s bull market falls far short of the upper boundary. 
Aside from this difference in channeling, these two waves of Cycle dimension are 
surprisingly similar: they create nearly the same multiples in price (six times and 
five times respectively), they both contain extended fifth waves, and the peak of the 
third wave is the same percentage gain above the bottom in each case. The essential
difference between the two bull markets is the shape and time length of each 
individual subwave. 


 







 


Figure 2-11  


 


Figure 2-12 


At most, we can state that the necessity for semilog scale indicates a wave that is in 
the process of acceleration, for whatever mass psychological reasons. Given a single 
price objective and a specific length of time allotted, anyone can draw a satisfactory 
hypothetical Elliott Wave channel from the same point of origin on both arithmetic 
and semilog scale by adjusting the slope of the waves to fit. Thus, the question of 
whether to expect a parallel channel on arithmetic or semilog scale is still unresolved 
as far as developing a definite tenet on the subject. If the price development at any 
point does not fall neatly within two parallel lines on the scale (either arithmetic or 
semilog) you are using, switch to the other scale in order to observe the channel in 
correct perspective. To stay on top of all developments, the analyst should always 
use both.  







  


6.4  Volume  


Elliott used volume as a tool for verifying wave counts and in projecting extensions. 
He recognized that in any bull market, volume has a natural tendency to expand and 
contract with the speed of price change. Late in a corrective phase, a decline in 
volume often indicates a decline in selling pressure. A low point in volume often 
coincides with a turning point in the market. In normal fifth waves below Primary 
degree, volume tends to be less than in third waves. If volume in an advancing fifth 
wave of less than Primary degree is equal to or greater than that in the third wave, 
an extension of the fifth is in force. While this outcome is often to be expected 
anyway if the first and third waves are about equal in length, it is an excellent 
warning of those rare times when both a third and a fifth wave are extended.  


At Primary degree and greater, volume tends to be higher in an advancing fifth wave 
merely because of the natural long term growth in the number of participants in bull 
markets. Elliott noted, in fact, that volume at the terminal point of a bull market 
above Primary degree tends to run at an all-time high. Finally, as discussed earlier, 
volume often spikes briefly at points of throw-over at the peak of fifth waves, 
whether at a trend channel line or the terminus of a diagonal triangle. (Upon 
occasion, such points can occur simultaneously, as when a diagonal triangle fifth 
wave terminates right at the upper parallel of the channel containing the price action 
of one larger degree.) In addition to these few valuable observations, we have 
expanded upon the importance of volume in various sections of this course. 


The "Right Look" 


The overall appearance of a wave must conform to the appropriate illustration. 
Although any five-wave sequence can be forced into a three-wave count by labeling 
the first three subdivisions as one wave "A" as shown in Figure 2-13, it is incorrect to 
do so. The Elliott system would break down if such contortions were allowed. A long 
wave three with the end of wave four terminating well above the top of wave one 
must be classified as a five-wave sequence. Since wave A in this hypothetical case is 
composed of three waves, wave B would be expected to drop to about the start of 
wave A, as in a flat correction, which it clearly does not. While the internal count of a 
wave is a guide to its classification, the right overall shape is, in turn, often a guide 
to its correct internal count.  







  


 


Figure 2-13 


The "right look" of a wave is dictated by all the considerations we have outlined so 
far in the first two chapters. In our experience, we have found it extremely 
dangerous to allow our emotional involvement with the market to let us accept wave 
counts that reflect disproportionate wave relationships or misshapen patterns m
on the basis that the Wave Principle's patterns are somewhat elastic.  


7.1  Wave Personality  


The idea of wave personality is a substantial expansion of the Wave Principle. It has 
the advantages of bringing human behavior more personally into the equation and 
even more important, of enhancing the utility of standard technical analysis.  


The personality of each wave in the Elliott sequence is an integral part of the 
reflection of the mass psychology it embodies. The progression of mass emotion
from pessimism to optimism and back again tends to follow a similar path each time 
around, producing similar circumstances at corresponding points in the wave 
structure. The personality of each wave type is usually manifest whether the wave is 
of Grand Supercycle degree or Subminuette. These properties not only forewarn the 
analyst about what to expect in the next sequence but at times can help determine 
one's present location in the progression of waves, when for other reasons the count 
is unclear or open to differing interpretations. As waves are in the process of 
unfolding, there are times when several different wave counts are perfectly 
admissible under all known Elliott rules. It is at these junctures that a knowledge of 
wave personality can be invaluable. If the analyst recognizes the character of a 
single wave, he can often correctly interpret the complexities of the larger pattern. 
The following discussions relate to an underlying bull market picture, as illustrated in 
Figures 2-14 and 2-15. These observations apply in reverse when the actionary 
waves are downward and the reactionary waves are upward.  







  


 


Figure 2-14  


7.2  Wave Personality  


1) First waves — As a rough estimate, about half of first waves are part of the 
"basing" process and thus tend to be heavily corrected by wave two. In contrast to 
the bear market rallies within the previous decline, however, this first wave rise is 
technically more constructive, often displaying a subtle increase in volume and 
breadth. Plenty of short selling is in evidence as the majority has finally become 
convinced that the overall trend is down. Investors have finally gotten "one more 
rally to sell on," and they take advantage of it. The other fifty percent of first waves 
rise from either large bases formed by the previous correction, as in 1949, from 
downside failures, as in 1962, or from extreme compression, as in both 1962 and 
1974. From such beginnings, first waves are dynamic and only moderately retraced.


2) Second waves — Second waves often retrace so much of wave one that most of 
the advancement up to that time is eroded away by the time it ends. This is 
especially true of call option purchases, as premiums sink drastically in the 
environment of fear during second waves. At this point, investors are thoroughly 
convinced that the bear market is back to stay. Second waves often produce 







downside non-confirmations and Dow Theory "buy spots," when low volume and
volatility indicate a drying up of selling pressure. 


3) Third waves — Third waves are wonders to behold. They are strong and broad, 
and the trend at this point is unmistakable. Increasingly favorable fundamentals 
enter the picture as confidence returns. Third waves usually generate the greatest 
volume and price movement and are most often the extended wave in a series. It 
follows, of course, that the third wave of a third wave, and so on, will be the most 
volatile point of strength in any wave sequence. Such points invariably produce 
breakouts, "continuation" gaps, volume expansions, exceptional breadth, major Dow 
Theory trend confirmations and runaway price movement, creating large hourly, 
daily, weekly, monthly or yearly gains in the market, depending on the degree of the 
wave. Virtually all stocks participate in third waves. Besides the personality of "B" 
waves, that of third waves produces the most valuable clues to the wave count as it 
unfolds. 


4) Fourth waves — Fourth waves are predictable in both depth (see Lesson 11) and 
form, because by alternation they should differ from the previous second wave of the 
same degree.  
More often than not they trend sideways, building the base for the final fifth wave 
move. Lagging stocks build their tops and begin declining during this wave, since 
only the strength of a third wave was able to generate any motion in them in the 
first place. This initial deterioration in the market sets the stage for non-
confirmations and subtle signs of weakness during the fifth wave. 


5) Fifth waves — Fifth waves in stocks are always less dynamic than third waves in 
terms of breadth. They usually display a slower maximum speed of price change as 
well, although if a fifth wave is an extension, speed of price change in the third 
the fifth can exceed that of the third wave. Similarly, while it is common for volume 
to increase through successive impulse waves at Cycle degree or larger, it usually 
happens below Primary degree only if the fifth wave extends. Otherwise, look for 
lesser volume as a rule in a fifth wave as opposed to the third. Market dabblers 
sometimes call for "blowoffs" at the end of long trends, but the stock market has no 
history of reaching maximum acceleration at a peak. Even if a fifth wave extends, 
the fifth of the fifth will lack the dynamism of what preceded it. During fifth 
advancing waves, optimism runs extremely high, despite a narrowing of breadth. 
Nevertheless, market action does improve relative to prior corrective wave rallies. 
For example, the year-end rally in 1976 was unexciting in the Dow, but it was 
nevertheless a motive wave as opposed to the preceding corrective wave advances 
in April, July and September, which, by contrast, had even less influence on the 
secondary indexes and the cumulative advance-decline line. As a monument to the 
optimism that fifth waves can produce, the market forecasting services polled two 
weeks after the conclusion of that rally turned in the lowest percentage of "bears," 
4.5%, in the history of the recorded figures despite that fifth wave's failure to make 







  
a new high!  


7.3  Ideal Wave Personality  


 


Figure 2-15 


6) "A" waves — During "A" waves of bear markets, the investment world is 
generally convinced that this reaction is just a pullback pursuant to the next leg of 
advance. The public surges to the buy side despite the first really technically 
damaging cracks in individual stock patterns. The "A" wave sets the tone for the "B" 
wave to follow. A five-wave A indicates a zigzag for wave B, while a three-wave A 
indicates a flat or triangle. 


7) "B" waves — "B" waves are phonies. They are sucker plays, bull traps, 
speculators' paradise, orgies of odd-lotter mentality or expressions of dumb 
institutional complacency (or both). They often involve a focus on a narrow list of 
stocks, are often "unconfirmed" (Dow Theory is covered in Lesson 28) by other 
averages, are rarely technically strong, and are virtually always doomed to complete 
retracement by wave C. If the analyst can easily say to himself, "There is something 
wrong with this market," chances are it's a "B" wave. "X" waves and "D" waves in 
expanding triangles, both of which are corrective wave advances,  
have the same characteristics. Several examples will suffice to illustrate the point.


— The upward correction of 1930 was wave B within the 1929-1932 A-B-C zigzag 
decline. Robert Rhea describes the emotional climate well in his opus, The Story of 
the Averages (1934): 


...many observers took it to be a bull market signal. I can remember having shorted 







stocks early in December, 1929, after having completed a satisfactory short position 
in October. When the slow but steady advance of January and February carried 
above [the previous high], I became panicky and covered at considerable loss. ...I 
forgot that the rally might normally be expected to retrace possibly 66 percent or 
more of the 1929 downswing. Nearly everyone was proclaiming a new bull market. 
Services were extremely bullish, and the upside volume was running higher than at 
the peak in 1929. 


— The 1961-1962 rise was wave (b) in an (a)-(b)-(c) expanded flat correction. At 
the top in early 1962, stocks were selling at unheard of price/earnings multiples that 
had not been seen up to that time and have not been seen since. Cumulative 
breadth had already peaked along with the top of the third wave in 1959. 


— The rise from 1966 to 1968 was wave [B]* in a corrective pattern of Cycle degree. 
Emotionalism had gripped the public and "cheapies" were skyrocketing in the 
speculative fever, unlike the orderly and usually fundamentally justifiable 
participation of the secondaries within first and third waves. The Dow Industrials 
struggled unconvincingly higher throughout the advance and finally refused to 
confirm the phenomenal new highs in the secondary indexes. 


— In 1977, the Dow Jones Transportation Average climbed to new highs in a "B" 
wave, miserably unconfirmed by the Industrials. Airlines and truckers were sluggish. 
Only the coal-carrying rails were participating as part of the energy play. Thus, 
breadth within the index was conspicuously lacking, confirming again that good 
breadth is generally a property of impulse waves, not corrections. 


As a general observation, "B" waves of Intermediate degree and lower usually show 
a diminution of volume, while "B" waves of Primary degree and greater can display 
volume heavier than that which accompanied the preceding bull market, usually 
indicating wide public participation.  


8) "C" waves — Declining "C" waves are usually devastating in their destruction. 
They are third waves and have most of the properties of third waves. It is during this 
decline that there is virtually no place to hide except cash. The illusions held 
throughout waves A and B tend to evaporate and fear takes over. "C" waves are 
persistent and broad. 1930-1932 was a "C" wave. 1962 was a "C" wave. 1969-1970 
and 1973-1974 can be classified as "C" waves. Advancing "C" waves within upward 
corrections in larger bear markets are just as dynamic and can be mistaken for the 
start of a new upswing, especially since they unfold in five waves. The October 1973 
rally (see Figure 1-37), for instance, was a "C" wave in an inverted expanded flat 
correction. 


9) "D" waves — "D" waves in all but expanding triangles are often accompanied by 
increased volume. This is true probably because "D" waves in non-expanding 
triangles are hybrids, part corrective, yet having some characteristics of first waves 







  


since they follow "C" waves and are not fully retraced. "D" waves, being advances 
within corrective waves, are as phony as "B" waves. The rise from 1970 to 1973 was 
wave [D] within the large wave IV of Cycle degree. The "one-decision" complacency 
that characterized the attitude of the average institutional fund manager at the time 
is well documented. The area of participation again was narrow, this time the "nifty 
fifty" growth and glamour issues. Breadth, as well as the Transportation Average, 
topped early, in 1972, and refused to confirm the extremely high multiples bestowed 
upon the favorite fifty. Washington was inflating at full steam to sustain the illusory 
prosperity during the entire advance in preparation for the election. As with the 
preceding wave [B], "phony" was an apt description. 


10) "E" waves — "E" waves in triangles appear to most market observers to be the 
dramatic kickoff of a new downtrend after a top has been built. They almost always 
are accompanied by strongly supportive news. That, in conjunction with the 
tendency of "E" waves to stage a false breakdown through the triangle boundary 
line, intensifies the bearish conviction of market participants at precisely the time 
that they should be preparing for a substantial move in the opposite direction. Thus, 
"E" waves, being ending waves, are attended by a psychology as emotional as that 
of fifth waves.  


7.4  Wave Tendencies  


Because the tendencies discussed here are not inevitable, they are stated not as 
rules, but as guidelines. Their lack of inevitability nevertheless detracts little from 
their utility. For example, take a look at Figure 2-16, an hourly chart showing the 
first four Minor waves in the DJIA rally off the March 1, 1978 low. The waves are 
textbook Elliott from beginning to end, from the length of waves to the volume 
pattern (not shown) to the trend channels to the guideline of equality to the 
retracement by the "a" wave following the extension to the expected low for the 
fourth wave to the perfect internal counts to alternation to the Fibonacci time 
sequences to the Fibonacci ratio relationships embodied within. It might be worth 
noting that 914 would be a reasonable target in that it would mark a .618 
retracement of the 1976-1978 decline.  







  


 


Figure 2-16 (Click Image To Enlarge) 


There are exceptions to guidelines, but without those, market analysis would be a 
science of exactitude, not one of probability. Nevertheless, with a thorough 
knowledge of the guide lines of wave structure, you can be quite confident of your 
wave count. In effect, you can use the market action to confirm the wave count as 
well as use the wave count to predict market action. 


Notice also that Elliott Wave guidelines cover most aspects of traditional technical 
analysis, such as market momentum and investor sentiment. The result is that 
traditional technical analysis now has a greatly increased value in that it serves to 
aid the identification of the market's exact position in the Elliott Wave structure. To 
that end, using such tools is by all means encouraged. 


7.5  Learning the Basics  


With a knowledge of the tools in Lessons 1 through 15, any dedicated student can 
perform expert Elliott Wave analysis. People who neglect to study the subject 
thoroughly or to apply the tools rigorously have given up before really trying. The 
best learning procedure is to keep an hourly chart and try to fit all the wiggles i
Elliott Wave patterns, while keeping an open mind for all the possibilities. Slowly the 
scales should drop from your eyes, and you will continually be amazed at what you 
see. 


It is important to remember that while investment tactics always must go with the 
most valid wave count, knowledge of alternative possibilities can be extremely 
helpful in adjusting to unexpected events, putting them immediately into 
perspective, and adapting to the changing market framework. While the rigidities of 
the rules of wave formation are of great value in choosing entry and exit points, the 
flexibilities in the admissible patterns eliminate cries that whatever the market is 
doing now is "impossible." 







"When you have eliminated the impossible, whatever remains, however improbable
must be the truth." Thus eloquently spoke Sherlock Holmes to his constant 
companion, Dr. Watson, in Arthur Conan Doyle's The Sign of Four. This one sentence 
is a capsule summary of what one needs to know to be successful with Elliott. The 
best approach is deductive reasoning. By knowing what Elliott rules will not allow, 
one can deduce that whatever remains must be the most likely course for the 
market. Applying all the rules of extensions, alternation, overlapping, channeling, 
volume and the rest, the analyst has a much more formidable arsenal than one 
might imagine at first glance. Unfortunately for many, the approach requires thought 
and work and rarely provides a mechanical signal. However, this kind of thinking, 
basically an elimination process, squeezes the best out of what Elliott has to offer 
and besides, it's fun! 


As an example of such deductive reasoning, take another look at Figure 1-14, 
reproduced below: 


 


Figure 1-14 


Cover up the price action from November 17, 1976 forward. Without the wave labels 
and boundary lines, the market would appear as formless. But with the Wave 
Principle as a guide, the meaning of the structures becomes clear. Now ask yourself, 
how would you go about predicting the next movement? Here is Robert Prechter's 
analysis from that date, from a personal letter to A.J. Frost, summarizing a report he 
issued for Merrill Lynch the previous day: 


Enclosed you will find my current opinion outlined on a recent Trendline chart, 
although I use only hourly point charts to arrive at these conclusions. My argument 
is that the third Primary wave, begun in October of 1975, has not completed its 
course as yet, and that the fifth Intermediate wave of that Primary is now underway. 
First and most important, I am convinced that October 1975 to March 1976 was so 
far a three-wave affair, not a five, and that only the possibility of a failure on May 
11th could complete that wave as a five. However, the construction following that 
possible "failure" does not satisfy me as correct, since the first downleg to 956.45 
would be of five waves and the entire ensuing construction is obviously a flat. 
Therefore, I think that we have been in a fourth corrective wave since March 24th. 
This corrective wave satisfies completely the requirements for an expanding triangle 







  


formation, which of course can only be a fourth wave. The trendlines concerned are 
uncannily accurate, as is the downside objective, obtained by multiplying the first 
important length of decline (March 24th to June 7th, 55.51 points) by 1.618 to 
obtain 89.82 points. 89.82 points from the orthodox high of the third Intermediate 
wave at 1011.96 gives a downside target of 922, which was hit last week (actual
hourly low 920.62) on November 11th. This would suggest now a fifth Intermediate 
back to new highs, completing the third Primary wave. The only problem I can see 
with this interpretation is that Elliott suggests that fourth wave declines usually hold 
above the previous fourth wave decline of lesser degree, in this case 950.57 on 
February 17th, which of course has been broken on the downside. I have found, 
however, that this rule is not steadfast. The reverse symmetrical triangle formation 
should be followed by a rally only approximating the width of the widest part of the 
triangle. Such a rally would suggest 1020-1030 and fall far short of the trendline 
target of 1090-1100. Also, within third waves, the first and fifth subwaves tend 
toward equality in time and magnitude. Since the first wave (Oct. 75-Dec.75) was a 
10% move in two months, this fifth should cover about 100 points (1020-1030) and 
peak in January 1977, again short of the trendline mark. 


Now uncover the rest of the chart to see how all these guidelines helped in assessing 
the market's likely path. 


Christopher Morley once said, "Dancing is a wonderful training for girls. It is the first 
way they learn to guess what a man is going to do before he does it." In the same 
way, the Wave Principle trains the analyst to discern what the market is likely to do 
before it does it. 


After you have acquired an Elliott "touch," it will be forever with you, just as a child 
who learns to ride a bicycle never forgets. At that point, catching a turn becomes a 
fairly common experience and not really too difficult. Most important, in giving you a 
feeling of confidence as to where you are in the progress of the market, a knowledge 
of Elliott can prepare you psychologically for the inevitable fluctuating nature of price 
movement and free you from sharing the widely practiced analytical error of forever 
projecting today's trends linearly into the future.  


7.6  Practical Application  


The Wave Principle is unparalleled in providing an overall perspective on the positi
of the market most of the time. Most important to individuals, portfolio managers 
and investment corporations is that the Wave Principle often indicates in advance the 
relative magnitude of the next period of market progress or regress. Living in 
harmony with those trends can make the difference between success and failure in 
financial affairs.  







Despite the fact that many analysts do not treat it as such, the Wave Principle is by 
all means an objective study, or as Collins put it, "a disciplined form of technical 
analysis." Bolton used to say that one of the hardest things he had to learn was to 
believe what he saw. If the analyst does not believe what he sees, he is likely to 
read into his analysis what he thinks should be there for some other reason. At this 
point, his count becomes subjective. Subjective analysis is dangerous and destroys 
the value of any market approach. 


What the Wave Principle provides is an objective means of assessing the relative 
probabilities of possible future paths for the market. At any time, two or more valid 
wave interpretations are usually acceptable by the rules of the Wave Principle. The 
rules are highly specific and keep the number of valid alternatives to a minimum. 
Among the valid alternatives, the analyst will generally regard as preferred the 
interpretation that satisfies the largest number of guidelines, and so on. As a result, 
competent analysts applying the rules and guidelines of the Wave Principle 
objectively should usually agree on the order of probabilities for various possible 
outcomes at any particular time. That order can usually be stated with certainty. Let 
no one assume, however, that certainty about the order of probabilities is the same 
as certainty about one specific outcome. Under only the rarest of circumstances does 
the analyst ever know exactly what the market is going to do. One must understand 
and accept that even an approach that can identify high odds for a fairly specific 
outcome will be wrong some of the time. Of course, such a result is a far better 
performance than any other approach to market forecasting provides. 


Using Elliott, it is often possible to make money even when you are in error. For 
instance, after a minor low that you erroneously consider of major importance, you 
may recognize at a higher level that the market is vulnerable again to new lows. A 
clear-cut three-wave rally following the minor low rather than the necessary five 
gives the signal, since a three-wave rally is the sign of an upward correction. Thus, 
what happens after the turning point often helps confirm or refute the assumed 
status of the low or high, well in advance of danger. 


Even if the market allows no such graceful exit, the Wave Principle still offers 
exceptional value. Most other approaches to market analysis, whether fundamental, 
technical or cyclical, have no good way of forcing a change of opinion if you are 
wrong. The Wave Principle, in contrast, provides a built-in objective method for 
changing your mind. Since Elliott Wave analysis is based upon price patterns, a 
pattern identified as having been completed is either over or it isn't. If the market 
changes direction, the analyst has caught the turn. If the market moves beyond 
what the apparently completed pattern allows, the conclusion is wrong, and any 
funds at risk can be reclaimed immediately. Investors using the Wave Principle can 
prepare themselves psychologically for such outcomes through the continual 
updating of the second best interpretation, sometimes called the "alternate count." 
Because applying the Wave Principle is an exercise in probability, the ongoing 







  


maintenance of alternative wave counts is an essential part of investing with it. In 
the event that the market violates the expected scenario, the alternate count 
immediately becomes the investor's new preferred count. If you're thrown by your 
horse, it's useful to land right atop another. 


Of course, there are often times when, despite a rigorous analysis, the question may 
arise as to how a developing move is to be counted, or perhaps classified as to 
degree. When there is no clearly preferred interpretation, the analyst must wait until 
the count resolves itself, in other words, to "sweep it under the rug until the air 
clears," as Bolton suggested. Almost always, subsequent moves will clarify the stat
of previous waves by revealing their position in the pattern of the next higher 
degree. When subsequent waves clarify the picture, the probability that a turning 
point is at hand can suddenly and excitingly rise to nearly 100%. 


7.7  Practical Application  


The ability to identify junctures is remarkable enough, but the Wave Principle is the 
only method of analysis which also provides guidelines for forecasting. Many of these 
guidelines are specific and can occasionally yield results of stunning precision. If 
indeed markets are patterned, and if those patterns have a recognizable geometry, 
then regardless of the variations allowed, certain price and time relationships are 
likely to recur. In fact, real world experience shows that they do. 


It is our practice to try to determine in advance where the next move will likely take 
the market. One advantage of setting a target is that it gives a sort of backdrop 
against which to monitor the market's actual path. This way, you are alerted quickly 
when something is wrong and can shift your interpretation to a more appropriate 
one if the market does not do what is expected. If you then learn the reasons for 
your mistakes, the market will be less likely to mislead you in the future. 


Still, no matter what your convictions, it pays never to take your eye off what is 
happening in the wave structure in real time. Although prediction of target levels 
well in advance can be done surprisingly often, such predictions are not required in 
order to make money in the stock market. Ultimately, the market is the message, 
and a change in behavior can dictate a change in outlook. All one really needs to 
know at the time is whether to be bullish, bearish or neutral, a decision that can 
sometimes be made with a swift glance at a chart. 


Of the many approaches to stock market analysis, the Elliott Wave Principle, in our 
view, offers the best tool for identifying market turns as they are approached. If you 
keep an hourly chart, the fifth of the fifth of the fifth in a primary trend alerts you 
within hours of a major change in direction by the market. It is a thrilling experience 
to pinpoint a turn, and the Wave Principle is the only approach that can occasionally 







  


provide the opportunity to do so. Elliott may not be the perfect formulation since the 
stock market is part of life and no formula can enclose it or express it completely. 
However, the Wave Principle is without a doubt the single most comprehensive 
approach to market analysis and, viewed in its proper light, delivers everything 
promises.  
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approach to market analysis and, viewed in its proper light, delivers everything it 
promises.  







8.2  Introducing Fibonacci  


  


Although the world later almost lost sight of Fibonacci, he was unquestionably a man 
of his time. His fame was such that Frederick II, a scientist and scholar in his own 
right, sought him out by arranging a visit to Pisa. Frederick II was Emperor of the 
Holy Roman Empire, the King of Sicily and Jerusalem, scion of two of the noblest 
families in Europe and Sicily, and the most powerful prince of his day. His ideas were 
those of an absolute monarch, and he surrounded himself with all the pomp of a 
Roman emperor.  


The meeting between Fibonacci and Frederick II took place in 1225 A.D. and was an 
event of great importance to the town of Pisa. The Emperor rode at the head of 
long procession of trumpeters, courtiers, knights, officials and a menagerie of 
animals. Some of the problems the Emperor placed before the famous 
mathematician are detailed in Liber Abacci. Fibonacci apparently solved the problems 
posed by the Emperor and forever more was welcome at the King's Court. When 
Fibonacci revised Liber Abacci in 1228 A.D., he dedicated the revised edition to 
Frederick II. 


It is almost an understatement to say that Leonardo Fibonacci was the greatest 
mathematician of the Middle Ages. In all, he wrote three major mathematical works: 
the Liber Abacci, published in 1202 and revised in 1228, Practica Geometriae, 
published in 1220, and Liber Quadratorum. The admiring citizens of Pisa documented 
in 1240 A.D. that he was "a discreet and learned man," and very recently Joseph 
Gies, a senior editor of the Encyclopedia Britannica, stated that future scholars will in 
time "give Leonard of Pisa his due as one of the world's great intellectual pioneers." 
His works, after all these years, are only now being translated from Latin into 
English. For those interested, the book entitled Leonard of Pisa and the New 
Mathematics of the Middle Ages, by Joseph and Frances Gies, is an excellent treatise 
on the age of Fibonacci and his works. 


Although he was the greatest mathematician of medieval times, Fibonacci's only 
monuments are a statue across the Arno River from the Leaning Tower and two 
streets which bear his name, one in Pisa and the other in Florence. It seems strange 
that so few visitors to the 179-foot marble Tower of Pisa have ever heard of 
Fibonacci or seen his statue. Fibonacci was a contemporary of Bonanna, the architect 
of the Tower, who started building in 1174 A.D. Both men made contributions to the 
world, but the one whose influence far exceeds the other's is almost unknown. 


8.3  The Fibonacci Sequence  


In Liber Abacci, a problem is posed that gives rise to the sequence of numbers 1, 1, 
2, 3, 5, 8, 13, 21, 34, 55, 89, 144, and so on to infinity, known today as the 







Fibonacci sequence. The problem is this:  


How many pairs of rabbits placed in an enclosed area can be produced in a single 
year from one pair of rabbits if each pair gives birth to a new pair each month 
starting with the second month? 


In arriving at the solution, we find that each pair, including the first pair, needs a 
month's time to mature, but once in production, begets a new pair each month. The 
number of pairs is the same at the beginning of each of the first two months, so the 
sequence is 1, 1. This first pair finally doubles its number during the second month, 
so that there are two pairs at the beginning of the third month. Of these, the older 
pair begets a third pair the following month so that at the beginning of the fourth 
month, the sequence expands 1, 1, 2, 3. Of these three, the two older pairs 
reproduce, but not the youngest pair, so the number of rabbit pairs expands to five. 
The next month, three pairs reproduce so the sequence expands to 1, 1, 2, 3, 5, 8 
and so forth. Figure 3-1 shows the Rabbit Family Tree with the family growing with 
logarithmic acceleration. Continue the sequence for a few years and the numbers 
become astronomical. In 100 months, for instance, we would have to contend with 
354,224,848,179,261,915,075 pairs of rabbits. The Fibonacci sequence resulting 
from the rabbit problem has many interesting properties and reflects an almost 
constant relationship among its components. 


 


Figure 3-1 


The sum of any two adjacent numbers in the sequence forms the next higher 
number in the sequence, viz., 1 plus 1 equals 2, 1 plus 2 equals 3, 2 plus 3 equals 5, 
3 plus 5 equals 8, and so on to infinity. 


The Golden Ratio 


After the first several numbers in the sequence, the ratio of any number to the next 
higher is approximately .618 to 1 and to the next lower number approximately 1.618 
to 1. The further along the sequence, the closer the ratio approaches phi (denoted f) 







which is an irrational number, .618034.... Between alternate numbers in the 
sequence, the ratio is approximately .382, whose inverse is 2.618. Refer to Figure 3
2 for a ratio table interlocking all Fibonacci numbers from 1 to 144.  


 


Figure 3-2 


Phi is the only number that when added to 1 yields its inverse: .618 + 1 = 1 ÷ .618. 
This alliance of the additive and the multiplicative produces the following sequence of 
equations: 


.6182 = 1 - .618, 


.6183 = .618 - .6182, 


.6184 = .6182 - .6183, 


.6185 = .6183 - .6184, etc. 


or alternatively, 


1.6182 = 1 + 1.618, 


1.6183 = 1.618 + 1.6182, 


1.6184 = 1.6182 + 1.6183, 


1.6185 = 1.6183 + 1.6184, etc. 


Some statements of the interrelated properties of these four main ratios can be 
listed as follows: 


1) 1.618 - .618 = 1, 


2) 1.618 x .618 = 1, 







  


3) 1 - .618 = .382, 


4) .618 x .618 = .382, 


5) 2.618 - 1.618 = 1, 


6) 2.618 x .382 = 1, 


7) 2.618 x .618 = 1.618, 


8) 1.618 x 1.618 = 2.618.  


Besides 1 and 2, any Fibonacci number multiplied by four, when added to a selected 
Fibonacci number, gives another Fibo-nacci number, so that: 


3 x 4 = 12; + 1 = 13, 


5 x 4 = 20; + 1 = 21, 


8 x 4 = 32; + 2 = 34, 


13 x 4 = 52; + 3 = 55, 


21 x 4 = 84; + 5 = 89, and so on. 


8.4  The Fibonacci Sequence  


As the new sequence progresses, a third sequence begins in those numbers that are 
added to the 4x multiple. This relationship is possible because the ratio between 
second alternate Fibonacci numbers is 4.236, where .236 is both its inverse and
difference from the number 4. This continuous series-building property is reflected at 
other multiples for the same reasons.  


1.618 (or .618) is known as the Golden Ratio or Golden Mean. Its proportions are 
pleasing to the eye and an important phenomenon in music, art, architecture and 
biology. William Hoffer, writing for the December 1975 Smithsonian Magazine, said:


...the proportion of .618034 to 1 is the mathematical basis for the shape of playing 
cards and the Parthenon, sunflowers and snail shells, Greek vases and the spiral 
galaxies of outer space. The Greeks based much of their art and architecture upon 
this proportion. They called it "the golden mean." 


Fibonacci's abracadabric rabbits pop up in the most unexpected places. The numbers 
are unquestionably part of a mystical natural harmony that feels good, looks good 
and even sounds good. Music, for example, is based on the 8-note octave. On the 







  


piano this is represented by 8 white keys, 5 black ones — 13 in all. It is no accident 
that the musical harmony that seems to give the ear its greatest satisfaction is the 
major sixth. The note E vibrates at a ratio of .62500 to the note C. A mere .006966 
away from the exact golden mean, the proportions of the major sixth set off good 
vibrations in the cochlea of the inner ear — an organ that just happens to be shaped 
in a logarithmic spiral.  


The continual occurrence of Fibonacci numbers and the golden spiral in nature 
explains precisely why the proportion of .618034 to 1 is so pleasing in art. Man can 
see the image of life in art that is based on the golden mean. 


Nature uses the Golden Ratio in its most intimate building blocks and in its most 
advanced patterns, in forms as minuscule as atomic structure, microtubules in the 
brain and DNA molecules to those as large as planetary orbits and galaxies. It is 
involved in such diverse phenomena as quasi crystal arrangements, planetary 
distances and periods, reflections of light beams on glass, the brain and nervous 
system, musical arrangement, and the structures of plants and animals. Science is 
rapidly demonstrating that there is indeed a basic proportional principle of nature. By 
the way, you are holding your mouse with your five appendages, all but one of which 
have three jointed parts, five digits at the end, and three jointed sections to each 
digit.  


8.5  Fibonacci Geometry  


The Golden Section  


Any length can be divided in such a way that the ratio between the smaller part and 
the larger part is equivalent to the ratio between the larger part and the whole (see 
Figure 3-3). That ratio is always .618. 


 


Figure 3-3 


The Golden Section occurs throughout nature. In fact, the human body is a tapestry 
of Golden Sections (see Figure 3-9) in everything from outer dimensions to facial 
arrangement. "Plato, in his Timaeus," says Peter Tompkins, "went so far as to 
consider phi, and the resulting Golden Section proportion, the most binding of all 
mathematical relations, and considered it the key to the physics of the cosmos." In 
the sixteenth century, Johannes Kepler, in writing about the Golden, or "Divine 
Section," said that it described virtually all of creation and specifically symbolized 
God's creation of "like from like." Man is the divided at the navel into Fibonacci 







proportions. The statistical average is approximately .618. The ratio holds true 
separately for men, and separately for women, a fine symbol of the creation of "like 
from like." Is all of mankind's progress also a creation of "like from like?" 


The Golden Rectangle 


The sides of a Golden Rectangle are in the proportion of 1.618 to 1. To construct a 
Golden Rectangle, start with a square of 2 units by 2 units and draw a line from the 
midpoint of one side of the square to one of the corners formed by the opposite side 
as shown in Figure 3-4. 


 


Figure 3-4 


Triangle EDB is a right-angled triangle. Pythagoras, around 550 B.C., proved that the 
square of the hypotenuse (X) of a right-angled triangle equals the sum of the 
squares of the other two sides. In this case, therefore, X2 = 22 + 12, or X2 = 5. The 
length of the line EB, then, must be the square root of 5. The next step in the 
construction of a Golden Rectangle is to extend the line CD, making EG equal to the 
square root of 5, or 2.236, units in length, as shown in Figure 3-5. When completed, 
the sides of the rectangles are in the proportion of the Golden Ratio, so both the 
rectangle AFGC and BFGD are Golden Rectangles. 







 


Figure 3-5 


Since the sides of the rectangles are in the proportion of the Golden Ratio, then the 
rectangles are, by definition, Golden Rectangles. 


Works of art have been greatly enhanced with knowledge of the Golden Rectangle. 
Fascination with its value and use was particularly strong in ancient Egypt and 
Greece and during the Renaissance, all high points of civilization. Leonardo da Vinci 
attributed great meaning to the Golden Ratio. He also found it pleasing in its 
proportions and said, "If a thing does not have the right look, it does not work." 
Many of his paintings had the right look because he used the Golden Section to 
enhance their appeal.  


While it has been used consciously and deliberately by artists and architects for their 
own reasons, the phi proportion apparently does have an effect upon the viewer of 
forms. Experimenters have determined that people find the .618 proportion 
aesthetically pleasing. For instance, subjects have been asked to choose one 
rectangle from a group of different types of rectangles with the average choice 
generally found to be close to the Golden Rectangle shape. When asked to cross one 
bar with another in a way they liked best, subjects generally used one to divide the 
other into the phi proportion. Windows, picture frames, buildings, books and 
cemetery crosses often approximate Golden Rectangles. 


As with the Golden Section, the value of the Golden Rectangle is hardly limited to 
beauty, but serves function as well. Among numerous examples, the most striking is 
that the double helix of DNA itself creates precise Golden Sections at regular 
intervals of its twists (see Figure 3-9). 


While the Golden Section and the Golden Rectangle represent static forms of natural 
and man-made aesthetic beauty and function, the representation of an aesthetically 







  


pleasing dynamism, an orderly progression of growth or progress, can be made only 
by one of the most remarkable forms in the universe, the Golden Spiral.  


5.4  The Guidelines of Alternation  
 


The guidelines presented in Lessons 10-15 are discussed and illustrated in the 
context of a bull market. Except where specifically excluded, they apply equally in 
bear markets, in which context the illustrations and implications would be 
inverted.  


Alternation 


The guideline of alternation is very broad in its application and warns the analyst 
always to expect a difference in the next expression of a similar wave. Hamilton 
Bolton said, 


The writer is not convinced that alternation is inevitable in types of waves in 
larger formations, but there are frequent enough cases to suggest that one should 
look for it rather than the contrary. 


Although alternation does not say precisely what is going to happen, it gives 
valuable notice of what not to expect and is therefore useful to keep in mind when 
analyzing wave formations and assessing future possibilities. It primarily instructs 
the analyst not to assume, as most people tend to do, that because the last 
market cycle behaved in a certain manner, this one is sure to be the same. As 
"contrarians" never cease to point out, the day that most investors "catch on" to 
an apparent habit of the market is the day it will change to one completely 
different. However, Elliott went further in stating that, in fact, alternation was 
virtually a law of markets. 


Alternation Within Impulses 


If wave two of an impulse is a sharp correction, expect wave four to be a 
sideways correction, and vice versa. Figure 2-1 shows the most characteristic 
breakdowns of impulse waves, both up  
and down, as suggested by the guideline of alternation. Sharp corrections never 
include a new price extreme, i.e., one that lies beyond the orthodox end of the 
preceding impulse wave. They are almost always zigzags (single, double or 
triple); occasionally they are double threes that begin with a zigzag. Sideways 
corrections include flats, triangles, and double and triple corrections. They usually 
include a new price extreme, i.e., one that lies beyond the orthodox end of the 
preceding impulse wave. In rare cases, a regular triangle (one that does not 
include a new price extreme) in the fourth wave position will take the place of a 







8.6  The Golden Spiral  
Rectangle, as in Figure 3-5, can be divided into a square and a smaller 
Golden Rectangle, as shown in Figure 3-6. This process then theoretically 
can be continued to infinity. The resulting squares we have drawn, which 
appear to be whirling inward, are marked A, B, C, D, E, F and G.  


 


Figure 3-6 


 


  


sharp correction and alternate with another type of sideways pattern in the 
second wave position. The idea of alternation within impulses can be summarized 
by saying that one of the two corrective processes will contain a move back to or 
beyond the end of the preceding impulse, and the other will not. 


 


Figure 2-1 


Diagonal triangles do not display alternation between subwaves 2 and 4. Typically 
they are both zigzags. Extensions are an expression of alternation, as the motive 
waves alternate their lengths. Typically the first is short, the third is extended, 
and the fifth is short again. Extensions, which normally occur in wave 3, 
sometimes occur in wave 1 or 5, another manifestation of alternation.  


 







A Golden Rectangle can be used to construct a Golden Spiral. Any Golden  


 


Figure 3-7  


The dotted lines, which are themselves in golden proportion to each other, 
diagonally bisect the rectangles and pinpoint the theoretical center of the 
whirling squares. From near this central point, we can draw the spiral as 
shown in Figure 3-7 by connecting the points of intersection for each 
whirling square, in order of increasing size. As the squares whirl inward 
and outward, their connecting points trace out a Golden Spiral. The same 
process, but using a sequence of whirling triangles, also can be used to 
construct a Golden Spiral. 


At any point in the evolution of the Golden Spiral, the ratio of the length 
of the arc to its diameter is 1.618. The diameter and radius, in turn, are 
related by 1.618 to the diameter and radius 90° away, as illustrated in 
Figure 3-8. 







 
 
8.7  The Golden Spiral  


 
The Golden Spiral, which is a type of logarithmic or equiangular spiral, 
has no boundaries and is a constant shape. From any point on the spiral, 
one can travel infinitely in either the outward or inward direction. The 
center is never met, and the outward reach is unlimited. The core of a 
logarithmic spiral seen through a microscope would have the same look 
as its widest viewable reach from light years away. As David Bergamini, 
writing for Mathematics (in Time-Life Books' Science Library series) 
points out, the tail of a comet curves away from the sun in a logarithmic 
spiral. The epeira spider spins its web into a logarithmic spiral. Bacteria 
grow at an accelerating rate that can be plotted along a logarithmic 
spiral. Meteorites, when they rupture the surface of the Earth, cause 
depressions that correspond to a logarithmic spiral. Pine cones, sea 
horses, snail shells, mollusk shells, ocean waves, ferns, animal horns and 
the arrange- ment of seed curves on sunflowers and daisies all form 
logarithmic spirals. Hurricane clouds and the galaxies of outer space swirl 
in logarithmic spirals. Even the human finger, which is composed of three 
bones in Golden Section to one another, takes the spiral shape of the 
dying poinsettia leaf when curled. In Figure 3-9, we see a reflection of 
this cosmic influence in numerous forms. Eons of time and light years of 


 


Figure 3-8   







space separate the pine cone and the spiraling galaxy, but the design is 
the same: a 1.618 ratio, perhaps the primary law governing dynamic 
natural phenomena. Thus, the Golden Spiral spreads before us in 
symbolic form as one of nature's grand designs, the image of life in 
endless expansion and contraction, a static law governing a dynamic 
process, the within and the without sustained by the 1.618 ratio, the 
Golden Mean.  


 


Figure 3-9a  


 


Figure 3-9b  







 


Figure 3-9c  


 


Figure 3-9d  







 


Figure 3-9e  







  


 


Figure 3-9f  


 
9.1  The Meaning of Phi  


 
The value of this ubiquitous phenomenon was deeply understood and 
profoundly appreciated by the greatest intellects of the ages. History 
abounds with examples of exceptionally learned men who held a special 
fascination for this mathematical formulation. Pythagoras chose the five-
pointed star, in which every segment is in golden ratio to the next 
smaller segment, as the symbol of his Order; celebrated 17th century 
mathematician Jacob Bernoulli had the Golden Spiral etched into his 
headstone; Isaac Newton had the same spiral carved on the headboard 
of his bed (owned today by the Gravity Foundation, New Boston, NH). 
The earliest known aficionados were the architects of the Gizeh pyramid 
in Egypt, who recorded the knowledge of phi in its construction nearly 
5000 years ago. Egyptian engineers consciously incorporated the Golden 
Ratio in the Great Pyramid by giving its faces a slope height equal to 
1.618 times half its base, so that the vertical height of the pyramid is at 







  


the same time the square root of 1.618 times half its base. According to 
Peter Tompkins, author of Secrets of the Great Pyramid (Harper & Row, 
1971), "This relation shows Herodotus' report to be indeed correct, in 
that the square of the height of the pyramid is �� x �� = �, and the 
areas of the face 1 x � = �." Furthermore, using these proportions, the 
Egyptian scientists (apparently in order to build a scale model of the 
Northern Hemisphere) used pi and phi in an approach so mathematically 
sophisticated that it accomplished the feat of squaring the circle and 
cubing the sphere (i.e., making them of equal area and volume), a feat 
which was not duplicated for well over four thousand years.  


While the mere mention of the Great Pyramid may serve as an engraved 
invitation to skepticism (perhaps for good reason), keep in mind that its 
form reflects the same fascination held by pillars of Western scientific, 
mathematical, artistic and philosophic thought, including Plato, 
Pythagoras, Bernoulli, Kepler, DaVinci and Newton. Those who designed 
and built the pyramid were likewise demonstrably brilliant scientists, 
astronomers, mathematicians and engineers. Clearly they wanted to 
enshrine for millennia the Golden Ratio as something of transcendent 
importance. That such a caliber of people, who were later joined by some 
of the greatest minds of Greece and the Enlightenment in their 
fascination for this ratio, undertook this task is itself important. As for 
why, all we have is conjecture from a few authors. Yet that conjecture, 
however obtuse, curiously pertains to our own observations. It has been 
surmised that the Great Pyramid, for centuries after it was built, was 
used as a temple of initiation for those who proved themselves worthy of 
understanding the great universal secrets. Only those who could rise 
above the crude acceptance of things as they seemed to discover what, 
in actuality, they were, could be instructed in "the mysteries," i.e., the 
complex truths of eternal order and growth. Did such "mysteries" include 
phi? Tompkins explains, "The pharaonic Egyptians, says Schwaller de 
Lubicz, considered phi not as a number, but as a symbol of the creative 
function, or of reproduction in an endless series. To them it represented 
`the fire of life, the male action of sperm, the logos [referenced in] the 
gospel of St. John.'" Logos, a Greek word, was defined variously by 
Heraclitus and subsequent pagan, Jewish and Christian philosophers as 
meaning the rational order of the universe, an immanent natural law, a 
life-giving force hidden within things, the universal structural force 
governing and permeating the world. 


 
9.2  Conceptual Phi  


 







Consider when reading such deep yet vague descriptions that these 
people could not clearly see what they sensed. They did not have graphs 
and the Wave Principle to make nature's growth pattern manifest and 
were doing the best they could to describe an organizational principle 
that they discerned as shaping the natural world. If these ancient 
philosophers were right that a universal structural force governs and 
permeates the world, should it not govern and permeate the world of 
man? If forms throughout the universe, including man's body, brain and 
DNA, reflect the form of phi, might man's activities reflect it as well? If 
phi is the life-force in the universe, might it be the impulse behind the 
progress in man's productive capacity? If phi is a symbol of the creative 
function, might it govern the creative activity of man? If man's progress 
is based upon production and reproduction "in an endless series," is it not 
reasonable that such progress has the spiraling form of phi, and that this 
form is discernible in the movement of the valuation of his productive 
capacity, i.e., the stock market? Just as the initiated Egyptians learned 
the hidden truths of order and growth in the universe behind the 
apparent randomness and chaos (something that modern "chaos theory" 
has finally rediscovered in the 1980s), so the stock market, in our 
opinion, can be understood properly if it is taken for what it is rather 
than for what it crudely appears to be upon cursory consideration. The 
stock market is not a random, formless mess reacting to current news 
events but a remarkably precise recording of the formal structure of the 
progress of man.  


Compare this concept with astronomer William Kingsland's words in The 
Great Pyramid in Fact and in Theory that Egyptian astronomy/astrology 
was a "profoundly esoteric science connected with the great cycles of 
man's evolution." The Wave Principle explains the great cycles of man's 
evolution and reveals how and why they unfold as they do. Moreover, it 
encompasses micro as well as macro scales, all of which are based upon 
a paradoxical principle of dynamism and variation within an unaltered 
form. 


It is this form that gives structure and unity to the universe. Nothing in 
nature suggests that life is disorderly or formless. The word "universe" 
means "one order." If life has form, then we must not reject the 
probability that human progress, which is part of the reality of life, also 
has order and form. By extension, the stock market, which values man's 
productive enterprise, will have order and form as well. All technical 
approaches to understanding the stock market depend on the basic 
principle of order and form. Elliott's theory, however, goes beyond all 
others. It postulates that no matter how minute or how large the form, 
the basic design remains constant.  







  


 







9.3  Phi and Elliott  
 


Elliott, in his second monograph, used the title Nature's Law — The 
Secret of the Universe in preference to "The Wave Principle" and applied 
it to all sorts of human activity. Elliott may have gone too far in saying 
that the Wave Principle was the secret of the universe, as nature appears 
to have created numerous forms and processes, not just one simple 
design. Nevertheless, some of history's greatest scientists, mentioned 
earlier, would probably have agreed with Elliott's formulation. At 
minimum, it is credible to say that the Wave Principle is one of the most 
important secrets of the universe. Even this grandiose claim at first may 
appear to be only so much tall talk to practically-minded investors, and 
quite understandably so. The grand nature of the concept stretches the 
imagination and confounds the intellect, while its applicability is as yet 
unclear. First we must ask, can we both theorize and observe that there 
is indeed a principle that operates on the same mathematical basis in the 
heavens and earth as it does in the stock market?  


The answer is yes. The stock market has the very same mathematical 
base as do these natural phenomena. The idealized Elliott concept of the 
progression of the stock market is an excellent base from which to 
construct the Golden Spiral, as Figure 3-10 illustrates with a rough 
approximation. In this construction, the top of each successive wave of 
higher degree is the touch point of the logarithmic expansion. 


 







  


Figure 3-10  


This result is possible because at every degree of stock market activity, a 
bull market subdivides into five waves and a bear market subdivides into 
three waves, giving us the 5-3 relationship that is the mathematical basis 
of the Elliott Wave Principle. We can generate the complete Fibonacci 
sequence, as we first did in Figure 1-4, by using Elliott's concept of the 
progression of the market. If we start with the simplest expression of the 
concept of a bear swing, we get one straight line decline. A bull swing, in 
its simplest form, is one straight line advance. A complete cycle is two 
lines. In the next degree of complexity, the corresponding numbers are 
3, 5 and 8. As illustrated in Figure 3-11, this sequence can be taken to 
infinity. 


 


Figure 3-11  







 
10.1  Phi And The Stock Market  


 


  


The stock market's patterns are repetitive (and fractal, to use today's 
terminology) in that the same basic pattern of movement that shows up 
in minor waves, using hourly plots, shows up in Supercycles and Grand 
Supercycles, using yearly plots. Figures 3-12 and 3-13 show two charts, 
one reflecting the hourly fluctuations in the Dow over a ten day period 
from June 25th to July 10th, 1962 and the other a yearly plot of the S&P 
500 Index from 1932 to 1978 (courtesy of The Media General Financial 
Weekly). Both plots indicate similar patterns of movement despite a 
difference in the time span of over 1500 to 1. The long term formulation 
is still unfolding, as wave V from the 1974 low has not run its full course, 
but to date the pattern is along lines parallel to the hourly chart. Why? 
Because in the stock market, form is not a slave to the time element. 
Under Elliott's rules, both short and long term plots reflect a 5-3 
relationship that can be aligned with the form that reflects the properties 
of the Fibonacci sequence of numbers. This truth suggests that 
collectively, man's emotions, in their expression, are keyed to this 
mathematical law of nature.  


 


Figure 3-12 Figure 3-13  


 
 
 







10.2  Phi And The Market  
 


Now compare the formations shown in Figures 3-14 and 3-15. Each 
illustrates the natural law of the inwardly directed Golden Spiral and is 
governed by the Fibonacci ratio. Each wave relates to the previous wave 
by .618. In fact, the distances in terms of the Dow points themselves 
reflect Fibonacci mathematics. In Figure 3-14, showing the 1930-1942 
sequence, the market swings cover approximately 260, 160, 100, 60, 
and 38 points respectively, closely resembling the declining list of 
Fibonacci ratios: 2.618, 1.618, 1.00, .618 and .382.  


 


Figure 3-14 


 


Figure 3-15  


Starting with wave X in the 1977 upward correction shown in Figure 3-
15, the swings are almost exactly 55 points (wave X), 34 points (waves A 
through C), 21 points (wave d), 13 points (wave a of e) and 8 points 
(wave b of e), the Fibonacci sequence itself. The total net gain from 







  


beginning to end is 13 points, and the apex of the triangle lies exactly on 
the level of the correction's beginning at 930, which is also the level of 
the peak of the subsequent reflex rally in June. Whether one takes the 
actual number of points in the waves as coincidence or part of the 
design, one can be certain that the precision manifest in the constant 
.618 ratio between each successive wave is not coincidence. Lessons 20 
through 25 and 30 will elaborate substantially on the appearance of the 
Fibonacci ratio in market patterns.  


 
10.3  Phi and Additive Growth  


 
As we will show in subsequent lessons, the spiral-like form of market 
action is repeatedly shown to be governed by the Golden Ratio, and 
even Fibonacci numbers appear in market statistics more often than 
mere chance would allow. However, it is crucial to understand that while 
the numbers themselves do have theoretic weight in the grand concept 
of the Wave Principle, it is the ratio that is the fundamental key to 
growth patterns of this type. Although it is rarely pointed out in the  
literature, the Fibonacci ratio results from this type of additive sequence 
no matter what two numbers start the sequence. The Fibonacci 
sequence is the basic additive sequence of its type since it begins with 
the number "1" (see Figure 3-17), which is the starting point of 
mathematical growth. However, we may also take any two randomly 
selected numbers, such as 17 and 352, and add them to produce a third, 
continuing in that manner to produce additional numbers. As this 
sequence progresses, the ratio between adjacent terms in the sequence 
always approaches the limit phi very quickly. This relationship becomes 
obvious by the time the eighth term is produced (see Figure 3-18). 
Thus, while the specific numbers making up the Fibonacci sequence 
reflect the ideal progression of waves in markets, the Fibonacci ratio is a 
fundamental law of geometric progression in which two preceding units 
are summed to create the next. That is why this ratio governs so many 
relationships in data series relating to natural phenomena of growth and 
decay, expansion and contraction, and advancement and retreat.  







 


Figure 3-17  


 


Figure 3-18 


In its broadest sense, the Elliott Wave Principle proposes that the same 
law that shapes living creatures and galaxies is inherent in the spirit and 
activities of men en masse. The Elliott Wave Principle shows up clearly in 
the market because the stock market is the finest reflector of mass 
psychology in the world. It is a nearly perfect recording of man's social 
psychological states and trends, which produce the fluctuating valuation 
of his own productive enterprise, making manifest its very real patterns 
of progress and regress. What the Wave Principle says is that mankind's 
progress (of which the stock market is a popularly determined valuation) 
does not occur in a straight line, does not occur randomly, and does not 
occur cyclically. Rather, progress takes shape in a "three steps forward, 
two steps back" fashion, a form that nature prefers. In our opinion, the 
parallels between and Wave Principle and other natural phenomena are 
too great to be dismissed as just so much nonsense. On the balance of 
probabilities, we have come to the conclusion that there is a principle, 
everywhere present, giving shape to social affairs, and that Einstein 
knew what he was talking about when he said, "God does not play dice 
with the universe." The stock market is no exception, as mass behavior 
is undeniably linked to a law that can be studied and defined. The 
briefest way to express this principle is a simple mathematical 







  


statement: the 1.618 ratio.  


The Desiderata, by poet Max Ehrmann, reads, "You are a child of the 
Universe, no less than the trees and the stars; you have a right to be 
here. And whether or not it is clear to you, no doubt the Universe is 
unfolding as it should." Order in life? Yes. Order in the stock market? 
Apparently.  


 
THE END 


___________________________________________ 
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The Concept


When investors first discover the Wave Principle, they’re often
most impressed by its ability to predict where a market will head
next.


And it is impressive. But its real power doesn’t end there.


The Wave Principle also gives you a method for identifying at
what points a market is most likely to turn. And that, in turn, gives
you guidance as to where you might enter and exit positions for the
highest probability of success.


Step 1: Pattern Analysis


At its most basic level, wave analysis is simply the identification
of patterns in market prices.  


The idea that market prices are patterned was intensely 
controversial just a few years ago. But no longer. Recent 
discoveries have confirmed that patterns exist in many natural
systems even systems that previously appeared to be random.


Examples include the weather, botany, geography and even
human physiology.


Generally, these systems unfold in patterns of “punctuated
growth”  that is, periods of alternating growth and non-growth,
or even decline. The patterns then build on themselves to form
similar designs at a larger size, and then the next size up, and so
on.  
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This emerging science is called “fractal geometry.” It is one
of the most exciting branches of Chaos Theory. And it is precisely
the model identified by R.N. Elliott some 60 years ago in the
financial markets.


The Basic Pattern


Elliott’s pattern consists of “impulsive waves” and “corrective
waves.” An impulsive wave is composed of five subwaves. It
moves in the same direction as the trend of the next larger size.
A corrective wave is divided into three subwaves. It moves against
the trend of the next larger size.


As Figure 1 shows, these basic patterns build to form five-
and three-wave structures of increasingly larger size (larger
“degree,” as Elliott said).


In the above illustration, waves 1, 2, 3, 4 and 5 together
complete a larger impulsive sequence, labeled wave (1). The
impulsive structure of wave (1) tells us that the movement at


Figure 1







the next larger degree of trend is also upward. It also warns us
to expect a three-wave correction — in this case, a downtrend.
That correction, wave (2), is followed by waves (3), (4) and (5) to
complete an impulsive sequence of the next larger degree,
labeled as wave  1. At that point, again, a three-wave correction
of the same degree occurs, labeled as wave 2.


Note that regardless of the size of the wave, each wave
one peak leads to the same result a wave two correction.


Within a corrective wave, subwaves A and C are 
usually smaller-degree impulsive waves. This means they too
move in the same direction as the next larger trend. (In Figure 2
below, waves A and C are in the same direction as the larger
wave (2).) Note that because they are impulsive, they them-
selves are made up of five subwaves. Waves labeled with a B,
however, are corrective waves; they move in opposition to the
trend of the next larger degree (in this case, they move upward
against the downtrend). These corrective waves are themselves
made up of three subwaves.


Step 2: Trends and Turns


The analyst’s first task is to look at
charts of market action and identify any
completed five-wave and three-wave
structures. Only then can he interpret
where the market is and where it’s 
likely to go.


Say we’re studying a market
that has reached the point shown
in Figure 2. So far we’ve seen a
five-wave move up, followed by a
three-wave move down.


Figure 2







But this is not the only possible interpretation. It is also possible
that wave (2) hasn’t ended yet; it could develop into a more
complex three-wave structure before wave (3) gets underway.
Another possibility is that the waves labeled (1) and (2) are 
actually waves (A) and (B) of a developing three-wave upward
correction within a larger impulsive downtrend, as shown in the
“Alternate” interpretation at the bottom of the chart. According
to each of these interpretations though, the next imminent
movement is likely to be upward.  


This illustrates an important point concerning the Wave
Principle. It does not provide certainty about any one market 
outcome. Instead, it gives you an objective means of determining
the probability of a future direction for the market. At any time,
two or more valid wave interpretations usually exist. So it’s
important for the investor to carefully assess the probability of
each interpretation.


View the Wave Principle as your road map to the market
and your investment idea as a trip. You start the trip with a 
specific plan in mind, but conditions along the way may force
you to alter your course. Alternate counts are simply side roads
that sometimes end up being the best path.


Elliott’s highly specific rules keep the number of valid 
interpretations to a minimum. The analyst usually considers as
“preferred” the one that satisfies the largest number of guide-
lines. The top “alternate” is the one that satisfies the next
largest number of guidelines, and so on.


Alternates are an essential part of using the Wave Principle.
They are not “bad” or “rejected” wave interpretations. Rather,
they are valid interpretations that are given lower probability
while the count works itself out. If the market doesn’t follow
the original preferred scenario, the top alternate usually
becomes the preferred.


Elliott’s rules give specific “make-or-break” levels for a
given interpretation. In Figure 2, for example, if the move labeled
wave (2) continues below the level of the beginning of wave (1),







then the originally preferred interpretation would be instantly 
invalidated.  


By eliminating subjectivity, the rules help you firm up your
investment strategy and reduce your risk.


Fibonacci Relationships


Fibonacci ratios are named for the famous 13th-century math-
ematician Leonardo Fibonacci of Pisa, the most important mathe-
matician of the Middle Ages. Fibonacci popularized the current
decimal and Hindu-Arabic numbering systems. He also discovered
(actually rediscoered) the numeric sequence that bears his name,
the Fibonacci sequence which begins with the number 1 and in
which each subsequent number is the sum of the previous two:
1, 1, 2, 3, 5, 8, 13, 21, 34, 55, 89 and so on. The sequence in
turn gives rise to several unique ratios, including .618, .382 and
1.618 — the Golden Ratio. These ratios exist throughout nature, in
everything from population growth to the physical structure within
the human brain, the DNA helix, many plants and even the cosmos
itself.


Many investors today know that Fibonacci ratios are used
for market forecasting. But few realize that Fibonacci analysis of
the markets was pioneered by R.N. Elliott. The use of Fibonacci
ratios requires a valid Elliott wave interpretation as a starting
point. Unfortunately, many non-Elliott analysts try to find Fibonacci
proportions between market moves that are not related to each
other in any way. This has made the approach appear far less
valuable than it is.


Elliott had two chief insights concerning Fibonacci relationships
within waves. First, corrective waves tend to retrace prior impulse
waves of the same degree in Fibonacci proportion. For example,
wave (2) in Figure 2 retraces 38% of wave (1). That’s a common
relationship. Other frequent wave relationships are 50% and 62%.
Second, impulse waves of the same degree within a larger impulse
sequence tend to be related to one another in Fibonacci proportion.
(See Figure  3.)







Figure 3


Establishing Investment Strategy and Reducing Risk


Wave interpretation rules and Fibonacci relationships together
are powerful tools for establishing investment strategies and 
reducing risk exposure. Investors use them to help decide where
to get in, where to get out and at what point to give up on a
strategy. Thus, the Wave Principle lets you identify the highest-
probability direction for the market, plus adopt an optimum 
position to take advantage of it all while protecting yourself
against lower-probability outcomes. 


Figure 4 shows a real-life example of a market that has
reached a point like that shown in Figure 2. The lowest point on
the chart is the end of a fairly large-degree decline. Thus, the
investor would look for at least a three-wave move to the upside
at the same degree. 


In this case, the market has moved up in five waves in about
two weeks, with a three-wave downward correction afterward, as
in the movement shown in Figure 2.


Once wave 1 to the upside is complete, the investor can set
price targets for wave 2. In a given five-wave impulse sequence,
wave 2 most often retraces 62% of the preceding wave 1; next







most common are 38% or 50% retracements. These relation-
ships generate targets of approximately 5300, 5500 and 5400
for the bottom of wave 2, in order of probability.


So if prices drop substantially below the 62% retracement
point at about 5300, probability shifts away from the preferred
interpretation. And if prices fall all the way beyond the low just
under 5000, this development will violate the rule that second
waves may not retrace more than 100% of first waves. This will
require the investor to shift to an alternate interpretation, if he
or she has not already done so.


The investor can take advantage of these rules and 
relationships in various ways. For example, a longer-term
investor might see an opportunity near 5000. He would look 
to benefit from the entire expected upmove, ignoring interim
corrections. Also, knowing that wave 2 cannot more than fully
retrace wave 1, he could determine that his interpretation
would be wrong if the market were to dip below the low. He
could choose to limit his risk there. Or, because he knows that it
is unusual for wave 2 to significantly exceed a 62% retracement
of wave 1, he might limit his risk at that level and thus ahead of
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other sellers.


A shorter-term investor has a different opportunity. He might
look to take advantage of each of the subwaves in the impul-
sive move up. For example, after noting the end of wave 1,
he’d view a 38% retracement as the most likely minimum
downside potential for wave 2. He would invest accordingly.
Then he would watch for an acceptable a-b-c pattern to signal
a reversal. When he saw it, he would look to catch the expected
wave 3 uptrend, and so on.


As Figure 4 shows, wave 2 displays a three-wave, a-b-c
structure. That structure can be interpreted as complete at
about 5275, fractionally below the ideal 5300 retracement
level. This outcome increases confidence in the preferred 
interpretation.


Figure 5 shows subsequent market action on a zoomed-in,
shorter-term chart. The market reversed sharply higher from the
wave 2 low, displaying clear impulsive action. Thus, the investor
can look forward with confidence to a move well above the top
of wave 1 at about 5800. He will check his strategy again at
that point and watch for signs of a reversal. He is of course
continually monitoring the market for signs that his road map is
keeping him on the right path.


Figure 5







By the way, we’ve chosen an exotic market as our example
to prove a point. Elliott counts work not only in commonly 
traded indexes and stocks, but also in any freely traded market.


State-of-the-Art Forecasting


The basics of the Wave Principle remain as Elliott 
formulated them. Those basics are fully described in the 
standard textbook of wave analysis, Elliott Wave Principle Key to
Market Behavior, by A.J. Frost and Robert R. Prechter, Jr.
(Prechter is founder and president of Elliott Wave
International.) That book, and the real-time performance
record of EWI’s market forecasting services, rescued the 
Wave Principle from obscurity and propelled it to worldwide
acceptance as perhaps the most sophisticated form of technical
analysis.


Today, Elliott Wave International’s analysts cover every major
market in the world, including currencies, equities, interest
rates, metals, energy and commodities. When you subscribe
to the services of Elliott Wave International, you’re receiving
more than just an opinion about a market. You’re receiving the
expertise of the world’s foremost Elliott wave research and 
forecasting organization, staffed by seasoned financial 
professionals with years of front-line experience in the markets
they cover. And you’re receiving forecasts based on the most 
sophisticated, most objective, most advanced analytical method
known: the Elliott Wave Principle.


Elliott Wave International provides a range of educational
services and opportunities to improve your investment skills.
These include books, videos, intensive workshops and tutorials,
periodic conferences and meetings around the world, and free
content on our website. To learn more, visit our website at
www.elliottwave.com, or call our Customer Service
Representatives at (800) 336-1618 and request our product 
catalog. Outside the U.S., call (770) 536-0309. 







http://www.elliottwave.com/specialoffer/dvd/default.aspx?code=club
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 I. The Logic Behind Technical Analysis  
Let me first say that I do not now engage in technical analysis; nor, have I ever engaged in technical analysis. I do not 
believe doing so would be a productive use of my time. 


Having said that, I do not claim technical analysis has no predictive value. In fact, I suspect it does have some predictive 
value. The Efficient Market Hypothesis is flawed. It is based upon the (unwritten) premise that data determines market prices. 
As Graham so clearly put it in “Security Analysis”:  
“…the influence of what we call analytical factors over the market price is both partial and indirect – partial, because it 
frequently competes with purely speculative factors which influence the price in the opposite direction; and indirect, because 
it acts through the intermediary of people’s sentiments and decisions. In other words, the market is not a weighing machine, 
on which the value of each issue is recorded by an exact and impersonal mechanism, in accordance with its specific 
qualities. Rather should we say that the market is a voting machine, whereon countless individuals register choices which are 
the product partly of reason and partly of emotion.”  
I’ve seen a lot of people cite this quote, without bothering to notice what’s really being said. Graham had a very broad mind, 
much broader than say someone like Buffett. That’s both a blessing and a curse. At several points in Security Analysis (and 
to a lesser extent in his other works), Graham can not help but explore an interesting topic more deeply than is strictly 
necessary for his primary purpose. In this case, Graham could have said what many have since interpreted him as saying: in 
the short run, stock prices often get out of whack; in the long run, they are governed by the intrinsic value of the underlying 
business. Of course, Graham didn’t say that. Instead he chose to describe the stock market in a way that should have been 
of great interest to economists as well as investors. 


Data affects prices indirectly. The market is a lot like a fun house mirror. The resulting reflection is caused in part by the 
original data, but that does not mean the reflection is an accurate representation of the original data. To take this metaphor a 
step further, the Efficient Market Hypothesis is based on the idea that the original image acts on the mirror to create the 
reflection. It does not recognize the unpleasant truth that one can interpret the same process in a very different way. One 
could say it is the mirror that acts on the original image to create the reflection. In fact, that is often how we interpret the 
process. We say an object is reflected in a mirror. We rarely use the active “an object reflects in a mirror”.  
For some reason, when we talk about the market we like to use inappropriate metaphors. We talk about wealth being 
destroyed when prices fall. Yet, no one talks of wealth being destroyed when the price of some product falls. When the 
market rises, we talk about buyers, as if there wasn’t a seller on the other side of the trade. Above all else, we talk about “the 
market” not as a mere aggregation of trades, but as some sort of object all its own.  







The Efficient Market Hypothesis does not recognize the true importance of interpretation. Saying that data (publicly available 
information) acts on market prices omits the key step. After all, the same data is available to every blackjack player. Casinos 
just don’t like the way a card counter interprets that data.  
The Efficient Market Hypothesis is not the only argument against technical analysis. There is also empirical evidence that 
questions the utility of technical analysis. However, empirical evidence alone is not sufficient to prove technical analysis has 
no predictive power. If most knuckleball pitchers had limited success, the knuckleball might be an inherently ineffective pitch, 
or there might be a better way to throw it. The same is true of technical analysis. 


The adjective “random” is a very strange word. Although it is rarely the definition given, the most appropriate definition for 
random would have to be “having no discernible pattern”. The word discernible can not be omitted. If it is, we will take too high 
a view of science and statistics. There’s a great introduction to economics written by Carl Menger which begins:  
“All things are subject to the law of cause and effect. This great principle knows no exception, and we would search in vain in 
the realm of experience for an example to the contrary. Human progress has no tendency to cast it in doubt, but rather the 
effect of confirming it and of always further widening knowledge of the scope of its validity.”  
All things are subject to the law of cause and effect; therefore, nothing is truly random. A caused event must have a pattern – 
though that pattern needn’t be discernible. Even if one argued there is such a thing as an uncaused event, who would argue 
that stock price movements are uncaused? We know that they are caused by buying and selling. Stock prices are the 
effects of purposeful human actions. Several sciences study the causes of purposeful human action; so, it would be hard to 
argue any human action is uncaused. Furthermore, each of our own internal mental experiences suggests that our purposeful 
actions have very definite causes. We also know that the actions of some market participants are based in part on price 
movements. Many investors will admit as much. They may be lying. But, there is plenty of evidence to suggest they aren’t.  
If the actions of investors cause price movements, and past price movements are a partial cause of the actions of investors, 
then past price movements must partially cause future price movements. 


Technical analysis is logically valid. Not only is it possible that some form of technical analysis might have predictive power; I 
would argue it necessarily follows from the above assumptions that some form of technical analysis must have predictive 
power. 


So, why don’t I use technical analysis? I believe fundamental analysis is a far more powerful too. In fact, I believe 
fundamental analysis is so much more powerful that one ought not to spend any time on technical analysis that could 
instead be spent on fundamental analysis. I also believe there is more than enough fundamental analysis to keep an investor 
occupied; so, he shouldn’t devote any time to technical analysis. Personally, I feel I am much better suited to fundamental 
analysis than I am to technical analysis. Of course, there is no reason why this argument should hold any weight with you. I 
also believe there is sufficient empirical evidence to support the idea that fundamental analysis is a far more powerful tool 
than technical analysis. 


Even though I believe there must be some form of technical analysis that does have predictive power, the mental model of 
investing which I have constructed does not allow for such a form of technical analysis. In other words: logically, there must 
be an effective form of technical analysis, but practically, I pretend there isn’t.  
Why? Because I believe that’s the most useful model. One should adopt the most useful model not the most honest model. 
I’m willing to pretend technical analysis does not work, even though I know some form of it must work.  
Really, this isn’t all that strange. In science, I’m willing to pretend there are random events, even though I know there must 
not be random events. In math, I’m willing to pretend zero is a number, even though I know it must not be a number. A model 
with random events is useful. In most circumstances, a refusal to allow for random events would be harmful rather than 
helpful. The model with random events is simpler and more workable. The situation is much the same with zero. It isn’t a 
number. To include zero as a number, you would have to put aside the principles of arithmetic. So, we don’t do that. In 
school, you were taught that zero is a number, but that there are certain things you must never do with zero. You accepted 
that, because it was a simple, workable model. 


I propose you do much the same in the case of technical analysis. You should recognize the logical validity of technical 
analysis, but create a mental model of investing in which technical analysis has no utility whatsoever.   
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II. Basics of Technical Analysis 
 for Trading Strategies 


  
          New to Trading and Technical Analysis? Learn the Basics of  Technical Analysis of Indian 
Stocks and Stock Market Trend Stock Charts and Trends. 


1.Stock Charts







Stock Charts


  


Stock charts gained popularity in the late 19th Century from the writings of Charles H. Dow in the Wall Street 
Journal. His comments, later known as "Dow Theory", alleged that markets move in all kinds of measurable trends and that 
these trends could be deciphered and predicted in the price movement seen on all charts. 


FUNDAMENTAL ANALYSIS seeks to determine future stock price by understanding and measuring the objective "value" 
of an equity. The study of stock charts, known as TECHNICAL ANALYSIS, believes that the past action of the market itself 
will determine the future course of prices. 


A stock chart is a simple two-axis (x-y) plotted graph of price and time. Each individual equity, market and index 
listed on a public exchange has a chart that illustrates this movement of price over time. Individual data plots for charts can 
be made using the CLOSING price for each day. The plots are connected together in a single line, creating the graph. Also, 
a combination of the OPENING, CLOSING, HIGH and/or LOW prices for that market session can be used for the data plots. 
This second type of data is called a PRICE BAR. Individual price bars are then overlaid onto the graph, creating a dense 
visual display of stock movement. 


Stock charts can be created in many different time frames. Mutual fund holders use monthly charts in which each 
individual data plot consists of a single month of activity. Day traders use 1 minute and 5 minute stock charts to make quick 
buy and sell decisions. The most common type of stock chart is the daily plot, showing a single complete market session 
for each unit. 


Stock charts can be drawn in two different ways. An ARITHMETIC chart has equal vertical distances between each unit 
of price. A LOGARITHMIC chart is a percentage growth chart. It has equal vertical distances between the same percentages 
of price growth. For example, a price movement from 10 to 20 is a 100% move. A move from 20 to 40 is also a 100% move. 
For this reason, the vertical distance from 10 to 20 and the vertical distance from 20 to 40 will be identical on a logarithmic 
chart. 


Stock chart analysis can be applied equally to individual stocks and major indices. Analysts use their technical 
research on index charts to decide whether the current market is a BULL MARKET or a BEAR MARKET. On individual 
charts, investors and traders can learn the same thing about their favorite companies. 
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2.Trends
Trends







  
Use the stock chart to identify the current trend. A trend reflects the average rate of change in a stock's price over time. 
Trends exist in all time frames and all markets. Day traders can establish the trend of their stocks to within minutes. Long 
term investors watch trends that persist for many years. 


Trends can be classified in three ways: UP, DOWN or RANGEBOUND. 


In an uptrend, a stock rallies often with intermediate periods of consolidation or movement against the trend. In doing so, it 
draws a series of higher highs and higher lows on the stock chart. In an uptrend, there will be a POSITIVE rate of price 
change over time. 


In a downtrend, a stock declines often with intermediate periods of consolidation or movement against the trend. In doing 
so, it draws a series of lower highs and lower lows on the stock chart. In a downtrend, there will be a NEGATIVE rate of 
price change over time. 


Rangebound price swings back and forth for long periods between easily seen upper and lower limits. There is no 
apparent direction to the price movement on the stock chart and there will be LITTLE or NO rate of price change. 


Trends tend to persist over time. A stock in an uptrend will continue to rise until some change in value or conditions 
occurs. Declining stocks will continue to fall until some change in value or conditions occurs. Chart readers try to locate 
TOPS and BOTTOMS, which are those points where a rally or a decline ends. Taking a position near a top or a bottom can 
be very profitable. 


Trends can be measured using TRENDLINES. Very often a straight line can be drawn UNDER three or more pullbacks 
from rallies or OVER pullbacks from declines. When price bars then return to that trendline, they tend to find SUPPORT or 
RESISTANCE and bounce off the line in the opposite direction. 


A famous quote about trends advises that "The trend is your friend". For traders and investors, this wisdom teaches 
that you will have more success taking stock positions in the direction of the prevailing trend than against it. 
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3.Volume 


Volume


  
Volume measures the participation of the crowd. Stock charts display volume through individual HISTOGRAMS below 







the price pane. Often these will show green bars for up days and red bars for down days. Investors and traders can measure 
buying and selling interest by watching how many up or down days in a row occur and how their volume compares with days 
in which price moves in the opposite direction. 


Stocks that are bought with greater interest than sold are said to be under ACCUMULATION. Stocks that are sold 
with great interest than bought are said to be under DISTRIBUTION. Accumulation and distribution often LEAD price 
movement. In other words, stocks under accumulation often will rise some time after the buying begins. Alternatively, stocks 
under distribution will often fall some time after selling begins. 


It takes volume for a stock to rise but it can fall of its own weight. Rallies require the enthusiastic participation of the 
crowd. When a rally runs out of new participants, a stock can easily fall. Investors and traders use indicators such as ON 
BALANCE VOLUME to see whether participation is lagging (behind) or leading (ahead) the price action. 


Stocks trade daily with an average volume that determines their LIQUIDITY. Liquid stocks are very easy for traders 
to buy and sell. Illiquid stocks require very high SPREADS (transaction costs) to buy or sell and often cannot be eliminated 
quickly from a portfolio. Stock chart analysis does not work well on illiquid stocks. 


Breakouts accompanied by volume much higher than the average for that stock are healthy for the continuation of 
the price movement in that direction. But after long rallies or declines, stocks often have a day of very high volume known as 
a CLIMAX. During these days, the last of the buyers or sellers take positions. The stock then reverses as there are no 
longer enough participants to cause price to move in that direction. 
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4.Patterns and Indicators 
Patterns and Indicators


  
How can you organize the endless stream of stock chart data into a logical format that doesn't require rocket 
science to interpret? Charts allow investors and traders to look at past and present price action in order to make reasonable 
predictions and wise choices. It is a highly visual medium. This one fact separates it from the colder world of value-based 
analysis. 


The stock chart activates both left-brain and right-brain functions of logic and creativity. So it's no surprise that over 
the last century two forms of analysis have developed that focus along these lines of critical examination. 


The oldest form of interpreting charts is PATTERN ANALYSIS. This method gained popularity through both the writings 
of Charles Dow and Technical Analysis of Stock Trends, a classic book written on the subject just after World War II. The 
newer form of interpretation is INDICATOR ANALYSIS, a math-oriented examination in which the basic elements of price 
and volume are run through a series of calculations in order to predict where price will go next. 


Pattern analysis gains its power from the tendency of charts to repeat the same bar formations over and over 
again. These patterns have been categorized over the years as having a bullish or bearish bias. Some well-known ones 
include HEAD and SHOULDERS, TRIANGLES, RECTANGLES, DOUBLE TOPS, DOUBLE BOTTOMS and FLAGS. Also, 
chart landscape features such as GAPS and TRENDLINES are said to have great significance on the future course of price 







action. 


Indicator analysis uses math calculations to measure the relationship of current price to past price action. Almost 
all indicators can be categorized as TREND-FOLLOWING or OSCILLATORS. Popular trend-following indicators include 
MOVING AVERAGES, ON BALANCE VOLUME and MACD. Common oscillators include STOCHASTICS, RSI and RATE 
OF CHANGE. Trend-following indicators react much more slowly than oscillators. They look deeply into the rear view mirror 
to locate the future. Oscillators react very quickly to short-term changes in price, flipping back and forth between 
OVERBOUGHT and OVERSOLD levels. 


Both patterns and indicators measure market psychology. The core of investors and traders that make up the market 
each day tend to act with a herd mentality as price rises and falls. This "crowd" tends to develop known characteristics that 
repeat themselves over and over again. Chart interpretation using these two important analysis tools uncovers growing 
stress within the crowd that should eventually translate into price change. 
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5.Moving Averages 
Moving Averages


  


Moving averages are one of the oldest and most popular technical analysis tool. This section describes the basic of moving 
average and interpretation.
Nowadays you get moving averages readily available on most of the websites.
To brief you moving average is calculated by adding the closing prices of a stock for most recent 15 days and then dividing 
by 15 the result what you get is the 15 day moving average.


How to trade on moving average
Suppose If the stock price is above its 25 day moving average, it means that investor's current expectations (the current 
price of the stock) are higher than their average expectations over the last 25 days, and that investors are becoming 
increasingly bullish on this stock and result is that the stock price may go up.
Conversely, if today's price is below then its 25 day moving average, it shows that current expectations are below average 
expectations over the last 25 days and this may bring stock price lower.
The moving average is used to observe changes in prices. Investors typically buy when a stock price rises above its moving 
average and sell when the price falls below its moving average. 
The most popular technical indicator for studying stock charts is the MOVING AVERAGE. This versatile tool has 
many important uses for investors and traders. 


Take the sum of any number of previous CLOSE prices and then divide it by that same number. This creates an 
average price for that stock in that period of time. A moving average can be displayed by recomputing this result daily and 
plotting it in the same graphic pane as the price bars. Moving averages LAG price. In other words, if price starts to move 
sharply upward or downward, it will take some time for the moving average to "catch up". 


Plotting moving averages in stock charts reveals how well current price is behaving as compared to the past. The 







power of the moving average line comes from its direct interaction with the price bars. Current price will always be above or 
below any moving average computation. When it is above, conditions are "bullish". When below, conditions are "bearish". 
Additionally, moving averages will slope upward or downward over time. This adds another visual dimension to a stock 
analysis. 


Moving averages define STOCK TRENDS. They can be computed for any period of time. Investors and traders find them 
most helpful when they provide input about the SHORT-TERM, INTERMEDIATE and LONG-TERM trends. For this reason, 
using multiple moving averages that reflect these characteristics assist important decision making. Common moving average 
settings for daily stock charts are: 20 days for short-term, 50 days for intermediate and 200 days for long-term.  
One of the most common buy or sell signals in all chart analysis is the MOVING AVERAGE CROSSOVER. These 
occur when two moving averages representing different trends criss-cross. For example, when a short-term average crosses 
BELOW a long-term one, a SELL signal is generated. Conversely, when a short-term crosses ABOVE the long-term, a BUY 
signal is generated. 


Moving averages can be "speeded up" through the application of further math calculations. Common averages are 
known as SIMPLE or SMA. These tend to be very slow. By giving more weight to the current changes in price rather than 
those many bars ago, a faster EXPONENTIAL or EMA moving average can be created. Many technicians favor the EMA 
over the SMA. Fortunately all common stock chart programs, online and offline, do the difficult moving average calculations 
for you and plot price perfectly. 


  For further reading on Moving averages (available in this CD itself )  click here 
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6.Support and Resistance  
 


Support and resistance represent key junctures where the forces of supply and demand meet. In the 
financial markets, prices are driven by excessive supply (down) and demand (up). Supply is synonymous 
with bearish, bears and selling. Demand is synonymous with bullish, bulls and buying. As demand 
increases, prices advance and as supply increases, prices decline. When supply and demand are equal, 
prices move sideways as bulls and bears slug it out for control.
Support and Resistance prices are very important in stock market and in technical analysis.
Support - The support level is considered when the stock is falling down. The support is the level at which 
the stock price gets support when the stock is falling down, and if the support breaks then that stock may 
witness further down movement.
Resistance - The Resistance is taken into picture when stock price is moving up. The resistance level is 
the price at which stock price get stoppage and if this stoppage/resistance breaks then further upside is 
expected in that stock price.
Generally, stocks comes to support and resistance points and get constant before further movement and 
further movement either down side or upside depends on buyers expectation and other technical aspects.
The breaking of support and resistance levels can also be triggered by fundamental changes, and that is up 
to investor expectations (fundamental changes like changes in profits, expansion, takeover, management 
etc). 


Support and Resistance







    
What is Support?


Support is the price level at which demand is thought to be strong enough to prevent the price from declining further. The logic 
dictates that as the price declines towards support and gets cheaper, buyers become more inclined to buy and sellers 
become less inclined to sell. By the time the price reaches the support level, it is believed that demand will overcome supply 
and prevent the price from falling below support.


After a support level is penetrated, it often becomes a resistance level; this is because investors want to limit their losses and 
will sell later, when prices approach the former level. 


What is Resistance?


Resistance is the price level at which selling is thought to be strong enough to prevent the price from rising further. The logic 
dictates that as the price advances towards resistance, sellers become more inclined to sell and buyers become less 
inclined to buy. By the time the price reaches the resistance level, it is believed that supply will overcome demand and 
prevent the price from rising above resistance.


After a resistance level is penetrated, it often becomes a support level; this is because buyers who didn't buy at that price 
before it went up are now willing to buy at that price. 


  
The concept of SUPPORT AND RESISTANCE is essential to understanding and interpreting stock 
charts. Just as a ball bounces when it hits the floor or drops after being thrown to the ceiling, support and 
resistance define natural boundaries for rising and falling prices. 


Buyers and sellers are constantly in battle mode. Support defines that level where buyers are strong 
enough to keep price from falling further. Resistance defines that level where sellers are too strong to allow 
price to rise further. Support and resistance play different roles in uptrends and downtrends. In an uptrend, 
support is where a pullback from a rally should end. In a downtrend, resistance is where a pullback from a 
decline should end. 


Support and resistance are created because price has memory. Those prices where significant buyers 
or sellers entered the market in the past will tend to generate a similar mix of participants when price again 
returns to that level. 


When price pushes above resistance, it becomes a new support level. When price falls below 
support, that level becomes resistance. When a level of support or resistance is penetrated, price tends to 
thrust forward sharply as the crowd notices the BREAKOUT and jumps in to buy or sell. When a level is 
penetrated but does not attract a crowd of buyers or sellers, it often falls back below the old support or 
resistance. This failure is known as a FALSE BREAKOUT. 


Support and resistance come in all varieties and strengths. They most often manifest as horizontal 
price levels. But trendlines at various angles represent support and resistance as well. The length of time 
that a support or resistance level exists determines the strength or weakness of that level. The strength or 
weakness determines how much buying or selling interest will be required to break the level. Also, the 
greater volume traded at any level, the stronger that level will be. 


Support and resistance exist in all time frames and all markets. Levels in longer time frames are 
stronger than those in shorter time frames. 


Chart of Hind. petroleum showing long term support levels







The concept of SUPPORT AND RESISTANCE is essential to understanding and interpreting the markets. Just as a ball 
bounces when it hits the floor or drops after being thrown to the ceiling, support and resistance define natural boundaries for 
rising and falling prices.


Buyers and sellers are constantly in battle mode. Support defines that level where buyers are strong enough to keep price 
from falling further. Resistance defines that level where sellers are too strong to allow price to rise further. Support and 
resistance play different roles in uptrends and downtrends. In an uptrend, support is where a pullback from a rally should end. 
In a downtrend, resistance is where a pullback from a decline should end.


Support and resistance are created because price has memory. Those prices where significant buyers or sellers entered the 
market in the past will tend to generate a similar mix of participants when price again returns to that level.


When price pushes above resistance, it becomes a new support level. When price falls below support, that level becomes 
resistance. When a level of support or resistance is penetrated, price tends to thrust forward sharply as the crowd notices the 
BREAKOUT and jumps in to buy or sell. When a level is penetrated but does not attract a crowd of buyers or sellers, it often 
falls back below the old support or resistance. This failure is known as a FALSE BREAKOUT.


Support and resistance come in all varieties and strengths. They most often manifest as horizontal price levels. The length of 
time that a support or resistance level exists determines the strength or weakness of that level. The strength or weakness 
determines how much buying or selling interest will be required to break the level. Also, the greater volume traded at any 
level, the stronger that level will be.


Support and resistance exist in all time frames and all markets. Levels in longer time frames are stronger than those in 
shorter time frames. 


How can Support & Resistant Levels help you make profitable trading decisions?


Identification of key support and resistance levels is an essential ingredient to successful and profitable trading. Being aware 
of the support and resistant levels of stocks and indices can greatly enhance analysis and forecasting abilities.


If a security is approaching an important support level, it can serve as an alert to be extra vigilant in looking for signs of 
increased buying pressure and a potential reversal. If a security is approaching a resistance level, it can act as an alert to 
look for signs of increased selling pressure and potential reversal.


If a support or resistance level is broken, it signals that the relationship between supply and demand has changed. A 
resistance breakout signals that demand (bulls) has gained the upper hand and a support break signals that supply (bears) 
has won the battle   
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III.TECHNICAL ANALYSIS BY DEFINED MEANS 
 


1.Preliminary Explanations
 


This technical analysis will be very useful for those who are new to technical analysis in share market.
The following points will explain how to make use of different types of indicators, support level, resistance level etc.
If proper technical analysis is done then the investment strategies will improve drastically.
This article has all basic terms of technical analysis but this will give you better idea of the share market 


Chart of BHEL showing long term resistance levels







Candlestick charts
A candlestick chart displays stocks open high, low, and closing price.
These type of charts are the most popular type of all charts.
As shown below the top of each vertical bar represents the highest price of the stock and the bottom of the bar represents 
the lowest price of the stock it reached on that day. A closing price (last price) is displayed on the right side of the bar. 
The red bar indicates that stock has closed lower then its open price and white bar indicates that the stock has closed above 
its open price. At the bottom you can see time frame. 


  







Supply and demand
There is nothing strange about support and resistance levels. It is just supply and demand.
The supply is the number of shares that sellers are willing to supply (sell) at a given price.
The demand is the number of shares that buyers are willing to buy at a given price.
The investor expectations keeps on changing and so do the prices of stocks.
A breakout above a resistance level is evidence of an upward move as more buyers (demand) are willing to buy at higher 
prices. Similarly, the failure of a support level indicates that more supply (seller) is available and ready to sell at lower levels. 
The Basic foundation of technical analysis tools is in the concept of supply and demand. So Charts provide us the best view 
and analysis of these levels in action.


Traders Regret (unhappy) Level
After the break out of a support/resistance level, it is common for stock traders to think on the new price levels, whether this 
price is suitable or not which results in further upward or downward movement. So in other words we can call this as traders 
regret. So due to this the price may come back to support/resistance level.
In such scenarios one of the two things can happen. Either the stock prices will move back to their previous level OR 
investors/traders will accept the new price and the stock price will keep moving up in the direction of breakout


How to understand what is going to happen and when?
A breakout generally happens with the support of huge volumes. If the price breaks through the support/resistance level with 
a large increase in volume and the traders regret period is on relatively low volume then this indicates that the new price up lift 
will keep ongoing.
Conversely, if the breakout is on moderate volume and the traders regret period is on increased volume then this indicates 
that very few investor expectations have changed and hence return to the original price.
Changes in price are the result of changes in investor expectations of the stocks future price.


Trends
We have already seen how support and resistance levels can be penetrated by a change in investor expectations which 
results in shifts of the supply/demand and hence change in stock price. This type of a change is always based on News.
In this TRENDS section, we will see what is trend and how it influences stock prices.
A trend represents a consistent change in prices. A trend is different from support/resistance levels. Trends represent 
change, whereas support/resistance levels represent barriers to change.
Upper Trend = A rising trend is defined as stock prices keep touching higher prices. A rising trend can be thought of as a 
rising support level and the bulls are in controls which are pushing the stock prices higher and higher.
Falling trend =  It is defined as stock prices keep touching lower prices. A falling trend can be thought of as a falling 







resistance level and bears are in controls which are pushing the stock prices lower and lower.
The break out takes place when investor’s expectations change in support with increase in volumes. 
As in support/resistance, in trend lines also Volumes plays a major role in continuing the trend or in break out of the trend. 


Indicators
Indicators are used to predict or analyze future changes in stock price.
There are hundreds of indicators but in this section we will discussed the indicators which are most widely used and 
important ones.
MACD
This is one of the widely used indicator. MACD stands for Moving Average Convergence Divergence.
This indicator is based on moving averages
Nowadays MACD is readily available on any web sites. No need to sit and calculate. But just to understand let us brief about 
it.
The MACD is calculated by subtracting a 26-day moving average (long term) of a security's price from a 12-day moving 
average (short term) of its price. The result is that MACD is an indicator that goes above and below zero.


How to trade on MACD indicator?
Have a look on following chart of MACD - 
Red line is short term moving average and blue line is long term moving average.
When the short term moving average crosses above the long term moving average (as shown in following chart) in the 
upward direction, it means investor expectations are becoming bullish and there may be rise in stock price. As it is shown 
in following chart with green lines how price increases.
When the short term moving average crosses below the long term moving average (as shown in following chart) in the 
downward direction, it means investor expectations are becoming bearish and there may be decrease in stock price. As it 
shown in following chart with red lines lines how orice decreases. 
Relative Strength Index (RSI)
The RSI is another one of the most used and well-known leading momentum indicators in technical analysis. The main use of 
RSI is used to find whether the stock is overbought or oversold.
The RSI indicator is plotted in a range of between 0 and 100. If RSI is reached above 70 then it is considered that stock is 
overbought and if it reaches below 30 then it is considered that the stock is oversold.
The bullish signal


How to trade on RSI Indicator
Basically the RSI is a price-following indicator used to look for a divergence in which the stock is making a new high, but the 
RSI is failing to exceed its previous high. This divergence is an indication of an impending reversal. When the RSI then turns 
down and starts falling.
To put more light, have a look on following chart.   
____________________________________________________________________________________________ 


2.Japanese Candlestick Charting 
Introduction…a New Way to Look at Prices  
Would you like to learn about a type of commodity futures price chart that is more effective than the type you are probably 
using now? If so, keep reading. If you are brand new to the art/science of chart reading, don’t worry, this stuff is really quite 
simple to learn. 


  Technical Analysis…a Brief Background  
Technical analysis is simply the study of prices as reflected on price charts. Technical analysis assumes that current prices 
should represent all known information about the markets. Prices not only reflect intrinsic facts, they also represent human 
emotion and the pervasive mass psychology and mood of the moment. Prices are, in the end, a function of supply and 
demand. However, on a moment to moment basis, human emotions…fear, greed, panic, hysteria, elation, etc. also 
dramatically effect prices. Markets may move based upon people’s expectations, not necessarily facts. A market 
"technician" attempts to disregard the emotional component of trading by making his decisions based upon chart formations, 
assuming that prices reflect both facts and emotion. 


Standard bar charts are commonly used to convey price activity into an easily readable chart. Usually four elements make up 
a bar chart, the Open, High, Low, and Close for the trading session/time period. A price bar can represent any time frame the 
user wishes, from 1 minute to 1 month. The total vertical length/height of the bar represents the entire trading range for the 
period. The top of the bar represents the highest price of the period, and the bottom of the bar represents the lowest price of 
the period. The Open is represented by a small dash to the left of the bar, and the Close for the session is a small dash to 
the right of the bar. Below is a standard bar chart example. 
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Candlestick Charts Explained 


You may be asking yourself, "If I can already use bar charts to view prices, then why do I need another type of chart?" 


The answer to this question may not seem obvious, but after going through the following candlestick chart explanations and 
examples, you will surely see value in the different perspective candlesticks bring to the table. In my opinion, they are much 
more visually appealing, and convey the price information in a quicker, easier manner. 


What is the History of Candlestick Charts? 


Candlestick charts are on record as being the oldest type of charts used for price prediction. They date back to the 1700's, 
when they were used for predicting rice prices. In fact, during this era in Japan, Munehisa Homma become a legendary rice 
trader and gained a huge fortune using candlestick analysis. He is said to have executed over 100 consecutive winning 
trades! 


The candlesticks themselves and the formations they shape were give colorful names by the Japanese traders. Due in part to 
the military environment of the Japanese feudal system during this era, candlestick formations developed names such as 
"counter attack lines" and the "advancing three soldiers". Just as skill, strategy, and psychology are important in battle, so 
too are they important elements when in the midst of trading battle. 


What do Candlesticks Look Like? 


Candlestick charts are much more visually appealing than a standard two-dimensional bar chart. As in a standard bar chart, 
there are four elements necessary to construct a candlestick chart, the OPEN, HIGH, LOW and CLOSING price for a given 
time period. Below are examples of candlesticks and a definition for each candlestick component: 


  


  


·                             The body of the candlestick is called the real body, and represents the range between the open and closing prices.  
·                             A black or filled-in body represents that the close during that time period was lower than the open, (normally 


considered bearish) and when the body is open or white, that means the close was higher than the open (normally bullish).  
·                             The thin vertical line above and/or below the real body is called the upper/lower shadow, representing the high/low 
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price extremes for the period. 


  Bar Compared to Candlestick Charts 


Below is an example of the same price data conveyed in a standard bar chart and a candlestick chart. Notice how the 
candlestick chart appears 3-dimensional, as price data almost jumps out at you.  


The long, dark, filled-in real bodies represent a weak (bearish) close ( 3a ), while a long open, light-colored real body 
represents a strong (bullish) close ( 3b ). It is important to note that Japanese candlestick analysts traditionally view the open 
and closing prices as the most critical of the day. At a glance, notice how much easier it is with candlesticks to determine if 
the closing price was higher or lower than the opening price. 


  Common Candlestick Terminology 


The following is a list of some individual candlestick terms. It is important to realize that many formations occur within the 
context of prior candlesticks. What follows is merely a definition of terms, not formations. 


·                             The Black Candlestick -- when the close is lower than the open.  


·                             The White Candlestick -- when the close is higher than the open.  
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·                             The Shaven Head -- a candlestick with no upper shadow.  


·                             The Shaven Bottom -- a candlestick with no lower shadow.  


·                             Spinning Tops -- candlesticks with small real bodies, and when appearing within a sideways choppy market, they 
represent equilibrium between the bulls and the bears. They can be either white or black. 


·                             Doji Lines -- have no real body, but instead have a horizontal line. This represents when the Open and Close are the 
same or very close. The length of the shadow can vary. 
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Candlestick Reversal Patterns 


Just as many traders look to bar charts for double tops and bottoms, head-and-shoulders, and technical indicators for 
reversal signals, so too can candlestick formations be looked upon for the same purpose. A reversal does not always mean 
that the current uptrend/downtrend will reverse direction, but merely that the current direction may end. The market may then 
decide to drift sideways. Candlestick reversal patterns must be viewed within the context of prior activity to be effective. In 
fact, identical candlesticks may have different meanings depending on where they occur within the context of prior trends and 
formations. 


·                             Hammer -- a candlestick with a long lower shadow and small real body. The shadow should be at least twice the 
length of the real body, and there should be no or very little upper shadow. The body may be either black or white, but the 
key is that this candlestick must occur within the context of a downtrend to be considered a hammer. The market may be 
"hammering" out a bottom. 


·                             Hanging Man -- identical in appearance to the hammer, but appears within the context of an uptrend.  


·                             Engulfing Patterns -- Bullish -- when a white, real body totally covers, "engulfs" the prior day's real body. The market 
should be in a definable trend, not chopping around sideways. The shadows of the prior candlestick do not need to be 
engulfed. 


·                             ·         Bearish -- when a black, real body totally covers, "engulfs" the prior day's real body. The market should be in 







a definable trend, not chopping around sideways. The shadows of the prior candlestick do not need to be engulfed. 


·                             Dark-Cloud Cover(bearish) -- a top reversal formation where the first day of the pattern consists of a strong white, 
real body. The second day's price opens above the top of the upper shadow of the prior candlestick, but the close is at or 
near the low of the day, and well into the prior white, real body. 


·                             ·         Piercing Pattern (bullish) -- opposite of the dark-cloud cover. Occurs within a downtrend. The first candlestick 
having a black, real body, and the second has a long, white, real body. The white day opens sharply lower, under the low 
of the prior black day. Then, prices close above the 50% point of the prior day's black real body. 


Stars 


These candlestick formations consist of a small real body that gaps away from the real body preceding it. The real body of 
the star should not overlap the prior real body. The color of the star is not too important, and they can occur at either tops or 
bottoms. Stars are the equivalent of gaps on standard bar charts. 


  







  


Stars make up part of four separate reversal patterns: 


Morning Star 


Evening Star 


Doji Star 


Shooting Star (Inverted Hammer) 


  


·                             Morning Star -- this is a bullish bottom reversal pattern. The formation is comprised of 3 candlesticks. The first 
candlestick is a tall black real body followed by the second, a small real body, which gaps (opens), lower (a star pattern). 
The third candlestick is a white real body that moves well into the first period's black real body. This is similar to an island 
pattern on standard bar charts. 


·                             Evening Star -- a bearish top reversal pattern and counterpart to the Morning Star. Three candlesticks compose the 
evening star, the first being long and white. The second forms a star, followed by the third, which has a black real body that 
moves sharply into the first white candlestick. 
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·                             Doji Stars -- When a doji gaps above a real body in an uptrend, or gaps under a real body in a falling market, that 
particular doji is called a doji star. Two popular doji stars are the evening star and the morning star. 


·                             Evening Doji Star -- a doji star in an uptrend followed by a long, black real body that closed well into the prior white 
real body. If the candlestick after the doji star is white and gapped higher, the bearishness of the doji is invalidated.  


·                             Morning Doji Star -- a doji star in a downtrend followed by a long, white real body that closes well into the prior black 
real body. If the candlestick after the doji star is black and gapped lower, the bullishness of the doji is invalidated.  


·                             Shooting Star -- a small real body near the lower end of the trading range, with a long upper shadow. The color of the 
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3.Dow Theory  


 
The ideas of Charles Dow, the first editor of the Wall Street Journal, form the basis of technical analysis today.


Dow created the Industrial Average, of top blue chip stocks, and a second average of top railroad stocks (now the Transport 
Average). He believed that the behavior of the averages reflected the hopes and fears of the entire market. The behavior 
patterns that he observed apply to markets throughout the world. 
Dow Theory 


Three Movements 


Markets fluctuate in more than one time frame at the same time:


body is not critical. Not usually considered a major reversal sign, only a warning. 


·  Inverted Hammer-- not really a star, but does look like a shooting star. When occurring within a downtrend, may be a 
turning signal. Body color is not critical. 


Final Thoughts and Credits 


It is important to realize that this introduction is just that, an introduction to candlestick analysis. After having read this, you 
will have merely scratched the surface of the many patterns and variables that can go into candlestick analysis. No attempt 
was made to provide a thorough analysis of each and every pattern. In fact, many formations were left out as they cross the 
border into more complicated analysis. For a more complete overview of candlestick analysis, it is highly recommended that 
you read the book that is referred to below. 


A large portion of the material in this introduction is taken from an excellent book called Japanese Candlestick Charting 
Techniques: A Contemporary Guide to the Ancient Investment Techniques of the Far East. In some cases, sentences were 
taken almost verbatim, as there was no better way to say what Mr. Steve Nison, the author, already said. In his book, Mr. 
Nison, completely explains candlesticks and their formations, but more importantly explains how to combine candlestick 
analysis with traditional technical analysis. It is highly recommended that you consider purchasing this book. 


As traders, we need as many trading tools in our arsenal, and a basic knowledge of candlesticks provides a trader much 
needed ammunition. Also remember that no matter what the trading tool, no matter how advanced or ancient, it is only 
effective when put into practice properly. This is, of course, your job as the trader. 


. 







Nothing is more certain than that the market has three well defined movements which fit into each other. 


·                             The first is the daily variation due to local causes and the balance of buying and selling at that particular time 
(Ripple). 


·                             The secondary movement covers a period ranging from days to weeks, averaging probably between six to eight 
weeks (Wave). 


·                             The third move is the great swing covering anything from months to years, averaging between 6 to 48 months. (Tide).  


·                             Bull markets are broad upward movements of the market that may last several years, interrupted by secondary 
reactions. Bear markets are long declines interrupted by secondary rallies. These movements are referred to as the 
primary trend. 


·                             Secondary movements normally retrace from one third to two thirds of the primary trend since the previous 
secondary movement. 


·                             Daily fluctuations are important for short-term trading, but are unimportant in analysis of broad market movements. 
  


Various cycles have subsequently been identified within these broad categories. 


Dow Theory 


Primary Movements have Three Phases 


Look out for these general conditions in the market:


Bull markets 


·                             Bull markets commence with reviving confidence as business conditions improve.  
·                             Prices rise as the market responds to improved earnings  
·                             Rampant speculation dominates the market and price advances are based on hopes and expectations rather than 


actual results. 


Bear markets 


·                             Bear markets start with abandonment of the hopes and expectations that sustained inflated prices.  
·                             Prices decline in response to disappointing earnings.  
·                             Distress selling follows as speculators attempt to close out their positions and securities are sold without regard to 


their true value. 


Ranging Markets 


·                             A secondary reaction may take the form of a ‘line’ which may endure for several weeks.  
·                             Price fluctuates within a narrow range of about five per cent.  







Breakouts from a range can occur in either direction. 


·                             Advances above the upper limit of the line signal accumulation and higher prices;  
·                             Declines below the lower limit indicate distribution and lower prices;  
·                             Volume is used to confirm price breakouts.  


Dow Theory 


Trends 


Bull Trends
A bull trend is identified by a series of rallies where each rally exceeds the highest point of the previous rally. The decline, 
between rallies, ends above the lowest point of the previous decline.


Successive higher highs and higher lows.


The start of an up trend is signaled when price makes a higher low (trough), followed by a rally above the previous high 
(peak): 


Start = higher Low + break above previous High. 


The end is signaled by a lower high (peak), followed by a decline below the previous low (trough): 


End = lower High + break below previous Low. 







  What if the series of higher Highs and higher Lows is first broken by a lower Low? There are two possible interpretations - 
see Large Corrections. 


Bear Trends 


Each successive rally fails to penetrate the high point of the previous rally. Each decline terminates at a lower point than the 
preceding decline. 


Successive lower highs and lower lows.


A bear trend starts at the end of a bull trend: when a rally ends with a lower peak and then retreats below the previous low. 
The end of a bear trend is identical to the start of a bull trend.


What if the series of lower Highs and lower Lows is first broken by a higher High? This is a gray area - see Large Corrections.  
Dow Theory 


Large Corrections 


A large correction occurs when price falls below the previous low (during a bull trend) or where price rises above the previous 
high (in a bear trend).


Some purists argue that a trend ends if the sequence of higher highs and higher lows is broken. Others argue that a bear 
trend has not started until there is a lower High and Low nor has a bull trend started until there is a higher Low and High. 


For practical purposes: Only accept large corrections as trend changes in the primary trend: 


·                             A bull trend starts when price rallies above the previous high, 
  







·                             A bull trend ends when price declines below the previous low, 
  


·                             A bear trend starts at the end of a bull trend (and vice versa).    
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4.Elliott Waves Theory Basics 
 about Elliott Waves Theory Basics 


The Elliott Wave Theory is named after Ralph Nelson Elliott. Inspired by the Dow Theory and by observations found 
throughout nature, Elliott concluded that the movement of the stock market could be predicted by observing and identifying a 
repetitive pattern of waves. In fact, Elliott believed that all of man's activities, not just the stock market, were influenced by 


these identifiable series of waves. 


Elliott based part his work on the Dow Theory, which also defines price 
movement in terms of waves, but Elliott discovered the fractal nature of 
market action. Thus Elliott was able to analyze markets in greater depth, 
identifying the specific characteristics of wave patterns and making 
detailed market predictions based on the patterns he had identified. 


Definition of Elliott Waves 


In the 1930s, Ralph Nelson Elliott found that the markets exhibited certain 
repeated patterns. His primary research was with stock market data for the 
Dow Jones Industrial Average. This research identified patterns or waves 
that recur in the markets. Very simply, in the direction of the trend, expect 
five waves. Any corrections against the trend are in three waves. Three 
wave corrections are lettered as "a, b, c." These patterns can be seen in 
long-term as well as in short-term charts. Ideally, smaller patterns can be 
identified within bigger patterns. In this sense, Elliott Waves are like a 
piece of broccoli, where the smaller piece, if broken off from the bigger 
piece, does, in fact, look like the big piece. This information (about smaller 


patterns fitting into bigger patterns), coupled with the Fibonacci relationships between the waves, offers the trader a level of 
anticipation and/or prediction when searching for and identifying trading opportunities with solid reward/risk ratios. 


There have been many theories about the origin and the meaning of the patterns that Elliott discovered, including human 
behavior and harmony in nature. These rules, though, as applied to technical analysis of the markets (stocks, commodities, 
futures, etc.), can be very useful regardless of their meaning and origin. 


Simplifying Elliott Wave Analysis
Elliott Wave analysis is a collection of complex techniques. Approximately 60 percent of these techniques are clear and 
easy to use. The other 40 are difficult to identify, especially for the beginner. The practical and conservative approach is to 
use the 60 percent that are clear. 


When the analysis is not clear, why not find another market conforming to an Elliott Wave pattern that is easier to identify?  
From years of fighting this battle, we have come up with the following practical approach to using Elliott Wave principles in 
trading. 


The whole theory of Elliott Wave can be classified into two parts: 


Elliott Wave Basics — Impulse Patterns 
The impulse pattern consists of five waves. The five waves can be in either direction, up or down. Some examples are shown 
to the right and below. The first wave is usually a weak rally with only a small percentage of the traders participating. Once 


Wave 1 is over, they sell the market on Wave 2. The sell-off in Wave 2 is 
very vicious. Wave 2 will finally end without making new lows and the 
market will start to turn around for another rally. 


  


  


  


  


  


The initial stages of the Wave 3 rally are slow, and it finally makes it to the 
top of the previous rally (the top of Wave 1).
  







At this time, there are a lot of stops above the top of Wave 1.
  


  


Traders are not convinced of the upward trend and are using this rally to add more shorts. For their analysis to be correct, 
the market should not take the top of the previous rally.
  


Therefore, many stops are placed above the top of Wave 1. 


  


  


The Wave 3 rally picks up steam and takes the top of Wave 1. 
As soon as the Wave 1 high is exceeded, the stops are taken 
out. Depending on the number of stops, gaps are left open. Gaps 
are a good indication of a Wave 3 in progress. After taking the 
stops out, the Wave 3 rally has caught the attention of traders.
  


The next sequence of events are as follows: Traders who were 
initially long from the bottom finally have something to cheer 
about. They might even decide to add positions.
  


The traders who were 
stopped out (after 
being upset for a 
while) decide the 
trend is up, and they 
decide to buy into 
the rally. All this 
sudden interest fuels 
the Wave 3 rally.
  


This is the time when 
the majority of the 
traders have decided 
that the trend is up.
  


Finally, all the buying frenzy dies down; Wave 3 comes to a halt.
  


Profit taking now begins to set in. Traders who were long from the lows decide to take profits. They have a good trade and 
start to protect profits.This causes a pullback in the prices that is called Wave 4.
Wave 2 was a vicious sell-off; Wave 4 is an orderly profit-taking decline. 
  While profit-taking is in progress, the majority of traders are still convinced the trend is up. They were either late in getting 
in on this rally, or they have been on the sideline.
They consider this profit-taking decline an excellent place to buy in and get even.  







  


On the end of Wave 4, more buying sets in and the prices start to rally again.
  The Wave 5 rally lacks the huge enthusiasm and strength found in the Wave 3 rally. The Wave 5 advance is caused by a 
small group of traders.
  Although the prices make a new high above the top of Wave 3, the rate of power, or strength, inside the Wave 5 advance is 
very small when compared to the Wave 3 advance.
 Finally, when this lackluster buying interest dies out, the market tops out and enters a new phase. 


Elliott Wave Basics — Corrective Patterns 
Corrections are very hard to master. Most Elliott traders make money during an impulse pattern and then lose it back during 
the corrective phase.
  


An impulse pattern consists of five waves. With the exception of the triangle, corrective patterns consist of 3 waves. An 
impulse pattern is always followed by a corrective pattern. Corrective patterns can be grouped into two different categories:  
Simple Correction (Zig-Zag)


There is only one pattern in a simple correction. This pattern is called a Zig-Zag 
correction. A Zig-Zag correction is a three-wave pattern where the Wave B does not 
retrace more than 75 percent of Wave A. Wave C will make new lows below the end 
of Wave A. The Wave A of a Zig-Zag correction always has a five-wave pattern. In 
the other two types of corrections (Flat and Irregular), Wave A has a three-wave 
pattern. Thus, if you can identify a five-wave pattern inside Wave A of any 
correction, you can then expect the correction to turn out as a Zig-Zag formation. 
  


Fibonacci Ratios inside a Zig-Zag Correction 


  


 


Wave B 
Usually 50% of Wave A


Should not exceed 75% of Wave A 
Wave C 


either 1 x Wave A
or 1.62 x Wave A
or 2.62 x Wave A 







  A simple correction is commonly called a Zig-Zag correction.  


Complex Corrections (Flat, Irregular, Triangle)
The complex correction group consists of 3 patterns: 


Flat Correction
In a Flat correction, the length of each wave is identical. After a five-wave impulse pattern, the market drops in Wave A. It 
then rallies in a Wave B to the previous high. Finally, the market drops one last time in Wave C to the previous Wave A low.  







  


Irregular Correction
In this type of correction, Wave B makes a new high. The final Wave C may drop to the beginning of Wave A, or below it. 


  


Triangle Correction
In addition to the three-wave correction patterns, there is another pattern that appears time and time again. It is called the 
Triangle pattern. Unlike other triangle studies, the Elliott Wave Triangle approach designates five sub-waves of a triangle as 
A, B, C, D and E in sequence. 


Fibonacci Ratios in
an Irregular Wave 


Wave B = either 1.15 x
Wave A or 1.25 x Wave A 


Wave C = either 1.62 x
Wave A or 2.62 x Wave A 







    


Click here to read on:
Ultimate Technical Analysis Hand-book – an e-book by Elliot Wave 


International
  


A small brochure on how to use Wave Principle for your Trading
  
                                                                                                                                                  Return to Contents  
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5.Multiple Time Frame 


When deciding on a trade or investment, be it short, intermediate or long term, multiple time frame analysis can help clear 
the noise and offer a balanced view.


Multiple time frame analysis!?! It sounds complicated and fancy, but it simply refers to the same chart with more than one 
time compression (e.g. daily or weekly). When both the weekly and the daily charts are in harmony, the chances of success 
can be greatly enhanced.


The essence of the strategy is easy: Use the higher time frame price activity to define the tradable trend as well as potential 
support and resistance levels.


Markets exist in several time frames simultaneously. They exist on a 10 minute chart, an hourly chart, a daily chart, a 
weekly chart, and any other chart. Traders often feel confused when they look at charts in different time frames and they see 
the markets going in several directions at once.


The market may look for a buy on a daily chart and a sell on the weekly chart, and vice versa. The signals in different time 
frames of the same market often contradict one another. Which of them will you follow? Most traders pick one time frame and 


 
Click here for Comprehensive Course on Elliot Waves Theory Principles


______________________________________________
 


Click here to read on 
‘Discovering How To Use The Elliott Wave Principle ‘ 


 


  


Triangles, by far, most commonly occur as fourth waves. One can sometimes see a 
triangle as the Wave B of a three-wave correction. Triangles are very tricky and 
confusing. One must study the pattern very carefully prior to taking action. Prices 
tend to shoot out of the triangle formation in a swift thrust.
  


When triangles occur in the 
fourth wave, the market thrusts 
out of the triangle in the same 
direction as Wave 3. When 
triangles occur in Wave Bs, the 
market thrusts out of the triangle 
in the same direction as the 
Wave A.
    


Alteration Rule
If Wave Two is a simple 


correction, expect
Wave Four to be a complex correction.
If Wave Two is a complex correction,


expect Wave Four to be a simple correction 







close their eyes to others – until a sudden move outside of “their” time frame hits them. 


Daily charts are great, but participants can get caught up in the move of the moment. Even though daily charts can contain 
random movements, they do have their strengths. Once an underlying trend is identified, daily charts can be useful to pick 
entry and exit points. On the other hand, weekly charts filter out the random movements and can help identify the stronger 
under currents that are driving the price.


The same idea applies if you are trading any security on a daily basis, in which case, the weekly bars will be the basis for 
the trend as well as the important support and resistance points. That is the foundation of multiple time frame trading. 
Besides the effectiveness of using a method based on a multiple time frame approach, another advantage is the method need 
not be complicated. A trader can make his or her method as simple or as complicated as desired. For us at 
www.TradersEdgeIndia.com, the simpler the application, the better the results.


The proper way to analyze any market is to analyze it in at least two or three time frames. If you analyze daily charts, you 
must first examine the weekly charts and so on..


Look at the daily chart of NSE Nifty below. What does it tell you. Most traders would say that it is just the beginning of a 
downtrend and would be happy to short the market all thro’ way down. Well, most traders are not successful! To be 
successful in trading any market, one has to first examine the trend on a higher time frame. 


Now look at the chart below of the same security. This is a chart of one time frame higher than the one above. What does it 
tell you? Simply, that the long term trend is bullish, and I should be looking to go long rather than short. 


By incorporating the multiple time frame trading method in our newsletter services, you as our subscribers will take only 
those trades with the most profitable potential and to stay out situations where there is marginal or least profitable potential. 
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6.Trendline and Trendlines for trading Indian Stock share market 


Daily Chart of NSE Nifty 50


Weekly Chart of the NSE Nifty 50







  


Trendlines are an important tool in technical analysis for both trend identification and confirmation. 


What is a Trendline? 


·                             A trendline is a sloping line that is drawn between two or more prominent points on a chart. 
  


·                             A trendline is a straight line that connects two or more price points and then extends into the future to act as a line 
of support or resistance.
  


·                             A trendline helps identify the trend as well as potential areas of support and resistance. 
  


·                             A trendline is a straight line that connects two prominent peaks or troughs in the price action of an underlying 
tradable.
  


·                             Trendlines illustrate the direction of the market movement and provide a primary consideration in any analysis.  


Rising trends are defined by a trendline that is drawn between two or more troughs (low points) to identify price support. 


Falling trends are defined by trendlines that are drawn between two or more peaks (high points) to identify price resistance. 


Up Trendline
An up trendline has a positive slope and is formed by connecting two of more low points. The second low must be higher than 
the first for the line to have a positive slope. Up trendlines act as support and indicate that net-demand (demand less supply) 
is increasing even as the price rises. A rising price combined with increasing demand is very bullish and shows a strong 
determination on the part of the buyers. As long as prices remain above the trendline, the uptrend is considered solid and 
intact. A break below the up trendline indicates that net-demand has weakened and a change in trend could be imminent. 


Down Trendline
A down trendline has a negative slope and is formed by connecting two or more high points. The second high must be lower 
than the first for the line to have a negative slope. Down trendlines act as resistance and indicate that net-supply (supply less 
demand) is increasing even as the price declines. A declining price combined with increasing supply is very bearish and 
shows the strong resolve of the sellers. As long as prices remain below the down trendline, the downtrend is considered solid 
and intact. A break above the down trendline indicates that net-supply is decreasing and a change of trend could be 
imminent. 


Interpretation 


·                             A principle of technical analysis is that once a trend has been formed (two or more peaks/troughs have touched the 
trendline and reversed direction) it will remain intact until broken.
  


·                             That sounds much more simplistic than it is! The goal is to analyze the current trend using trendlines and then 
either invest with the current trend until the trendline is broken, or wait for the trendline to be broken and then invest with 
the new (opposite) trend.
  


·                             One benefit of trendlines is they help distinguish emotional decisions ("I think it's time to sell...") from analytical 
decisions ("I will hold until the current rising trendline is broken"). Another benefit of trendlines is that they almost always 
keep you on the "right" side of the market. When using trendlines, it's difficult to hold a security for very long when prices 
are falling just as it's hard to be short when prices are rising--either way the trendline will be broken.  


In analyzing trends on the charts, the most useful tool is the trendline. One of the biggest mistakes made by amateurs and 
professionals alike is inconsistently defining and drawing the trendline. 


The correct or right way to draw a trendline 







For an uptrend, draw a line from the lowest low, up to the highest minor low point preceding the highest high so that the line 
does not pass through prices between the two low points. 


For a downtrend, draw a line from the the highest high point to the lowest minor high point preceding the lowest low so that 
the line does not pass through prices between the two high points.   
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7.External Relative Strength 


IT'S NOT JUST KNOWING WHEN TO GET IN. IT'S KNOWING WHAT YOU'RE GETTING INTO. 


One of the most difficult aspects of investing in the stock markets is selecting the BEST PERFORMING STOCKS!


If the above two sentences hold true for you, then its about time you start paying more attention to studying the external 
relative strength. 


Over the course of time there have been few financial activities that occupied the time of more people with less success than 
attempting to beat the market. So many people have tried and failed, that it has become a popular belief that no one can 
consistently outperform the market averages. 


Nothing could be further from the truth. 


Everyone cannot beat the market, because everyone in the market is the market. But that does not eliminate the possibility 
that some investors, if armed with the proper tools to monitor the market and an investment strategy which takes advantage 
of the information available to them, can realize returns on their investments above the market averages. 


External Relative Strength  
External Relative Strength is the measure of how a security has performed versus all other securities.  This is superior to 
comparing a security to an index since most indexes are weighted by market cap or price. 


External Relative Strength (ERS) is a technical analysis strategy to help investors sort through all the recommendations and 
to identify trends of individual stocks. When the upward trends of stocks are identified early enough, the stocks may be 
purchased and a profit may be realized by a continuance of the trend. Although past performance is not necessarily a 
determining factor in future performance of a stock, using Relative Strength Analysis for stock selection has proven to be a 
profitable strategy over time. 


This selection, which is used to compare all of the stocks that are being followed, will sort them by their strength rating of the 
previous week placing a rank on them and then sorting them by the current week's strength rating. 


This report is one of the most valuable tools of the trader. The report will show you which stocks are stronger and how much they are 
stronger than the previous. It provides you with a means of analyzing hundreds of issues without having to look at each of the individual 
charts to make comparisons. This tool has provided superior returns in testing and in actual practice. The idea is to buy stocks that are 
experiencing strong upward momentum with the expectations that the stocks will continue to be strong. These can be found within the 
top 10 or 20 issues. 


______________________________________________________________________________________-______________ 


 _____________________The End_____________________
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Chapter 1 — How the Wave Principle Can Improve Your Trading 


Every trader, every analyst and every technician has favorite techniques to use when trading. But where tra-
ditional technical studies fall short, the Wave Principle kicks in to show high probability price targets. Just as 
important, it can distinguish high probability trade setups from the ones that traders should ignore.


Where Technical Studies Fall Short
There are three categories of technical studies: trend-following indicators, oscillators and sentiment indicators. 
Trend-following indicators include moving averages, Moving Average Convergence-Divergence (MACD) 
and Directional Movement Index (ADX). A few of the more popular oscillators many traders use today are 
Stochastics, Rate-of-Change and the Commodity Channel Index (CCI). Sentiment indicators include Put-Call 
ratios and Commitment of Traders report data.
Technical studies like these do a good job of illuminating the way for traders, yet they each fall short for one 
major reason: they limit the scope of a trader’s understanding of current price action and how it relates to the 
overall picture of a market. For example, let’s say the MACD reading in XYZ stock is positive, indicating 
the trend is up. That’s useful information, but wouldn’t it be more useful if it could also help to answer these 
questions: Is this a new trend or an old trend? If the trend is up, how far will it go? Most technical studies 
simply don’t reveal pertinent information such as the maturity of a trend and a definable price target – but the 
Wave Principle does.


How Does the Wave Principle Improve Trading?


Here are five ways the Wave Principle improves trading: 


1.	 Identifies	Trend


The Wave Principle identifies the direction of the dominant trend. A five-wave advance identifies the 
overall trend as up. Conversely, a five-wave decline determines that the larger trend is down. Why is 
this information important? Because it is easier to trade in the direction of the dominant trend, since it 
is the path of least resistance and undoubtedly explains the saying, “the trend is your friend.” Simply 
put, the probability of a successful commodity trade is much greater if a trader is long Soybeans when 
the other grains are rallying.


2.	 Identifies	Countertrend


The Wave Principle also identifies countertrend moves. The three-wave pattern is a corrective response 
to the preceding impulse wave. Knowing that a recent move in price is merely a correction within a 
larger trending market is especially important for traders, because corrections are opportunities for 
traders to position themselves in the direction of the larger trend of a market.
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3.	 Determines	Maturity	of	a	Trend


As Elliott observed, wave patterns form 
larger and smaller versions of them-
selves. This repetition in form means that 
price activity is fractal, as illustrated in 
Figure 1. Wave (1) subdivides into five 
small waves, yet is part of a larger five-
wave pattern. How is this information 
useful? It helps traders recognize the 
maturity of a trend. If prices are advanc-
ing in wave 5 of a five-wave advance 
for example, and wave 5 has already 
completed three or four smaller waves, 
a trader knows this is not the time to add 
long positions. Instead, it may be time 
to take profits or at least to raise protec-
tive stops. 
Since the Wave Principle identifies trend, countertrend, and the maturity of a trend, it’s no surprise that 
the Wave Principle also signals the return of the dominant trend. Once a countertrend move unfolds in 
three waves (A-B-C), this structure can signal the point where the dominant trend has resumed, namely, 
once price action exceeds the extreme of wave B. Knowing precisely when a trend has resumed brings 
an added benefit: It increases the probability of a successful trade, which is further enhanced when 
accompanied by traditional technical studies.


4. Provides Price Targets


What traditional technical studies sim-
ply don’t offer — high probability price 
targets — the Wave Principle again 
provides. When R.N. Elliott wrote about 
the Wave Principle in Nature’s Law, he 
stated that the Fibonacci sequence was 
the mathematical basis for the Wave 
Principle. Elliott waves, both impul-
sive and corrective, adhere to specific 
Fibonacci proportions in Figure 2. For 
example, common objectives for wave 
3 are 1.618 and 2.618 multiples of wave 
1. In corrections, wave 2 typically ends 
near the .618 retracement of wave 1, and 
wave 4 often tests the .382 retracement 
of wave 3. These high probability price 
targets allow traders to set profit-taking 
objectives or identify regions where the 
next turn in prices will occur. 


Figure	1


Figure	2
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5.	 Provides	Specific	Points	of	Ruin


At what point does a trade fail? Many traders use money management rules to determine the answer 
to this question, because technical studies simply don’t offer one. Yet the Wave Principle does — in 
the form of Elliott wave rules.


Rule 1: Wave 2 can never retrace more than 100% of wave 1.
Rule 2: Wave 4 may never end in the price territory of wave 1.
Rule 3: Out of the three impulse waves — 1, 3 and 5 — wave 3 can never be the shortest.


A violation of one or more of these rules implies that the operative wave count is incorrect. How can 
traders use this information? If a technical study warns of an upturn in prices, and the wave pattern is a 
second-wave pullback, the trader knows specifically at what point the trade will fail – a move beyond 
the origin of wave 1. That kind of guidance is difficult to come by without a framework like the Wave 
Principle.


What Trading Opportunities Does the Wave Principle Identify?
Here’s where the rubber meets the road. The Wave Principle can also identify high probability trades over trade 
setups that traders should ignore, specifically by exploiting waves (3), (5), (A) and (C). 
Why? Since five-wave moves determine the direction of the larger trend, three-wave moves offer traders an 
opportunity to join the trend. So in Figure 3, waves (2), (4), (5) and (B) are actually setups for high probability 
trades in waves (3), (5), (A) and (C).
For example, a wave (2) pullback provides 
traders an opportunity to position themselves 
in the direction of wave (3), just as wave (5) 
offers them a shorting opportunity in wave (A). 
By combining the Wave Principle with tradi-
tional technical analysis, traders can improve 
their trading by increasing the probabilities of 
a successful trade.
Technical studies can pick out many trading 
opportunities, but the Wave Principle helps 
traders discern which ones have the highest 
probability of being successful. This is because 
the Wave Principle is the framework that pro-
vides history, current information and a peek 
at the future. When traders place their techni-
cal studies within this strong framework, they 
have a better basis for understanding current 
price action. 
[JULY 2005] 


Figure	3
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Chapter 2 — How To Confirm You Have the Right Wave Count 


The Wave Principle describes 13 wave patterns – not to mention the additional patterns they make when 
combined. With so many wave patterns to choose from, how do you know if you are working the right wave 
count? Usually, the previous wave in a developing pattern gives the Elliott wave practitioner an outline of 
what to expect (i.e., wave 4 follows wave 3, and wave C follows wave B). But only after the fact do we know 
with complete confidence which kind of wave pattern has just unfolded. So as patterns are developing, we are 
faced with questions like these: It looks like a five-wave advance, but is it wave A, 1 or 3? Here’s a three-wave 
move, but is it wave A, B or X? 
How can we tell the difference between a correct and an incorrect labeling? The obvious answer is that prices 
will move in the direction you expect them to. However, the more useful answer to this question, I believe, 
is that prices will move in the manner they are supposed to. For example, within a five-wave move, if wave 
three doesn’t travel the farthest in the shortest amount of time, then odds are that the labeling is incorrect. Yes, 
I know that sometimes first waves extend and so do fifth waves (especially in commodities), but most typically, 
prices in third waves travel the farthest in the shortest amount of time. In other words, the	personality	of	price	
action	will	confirm	your	wave	count.
Each Elliott wave has a distinct personality that supports its labeling. As an example, second waves are most 
often deep and typically end on low volume. So if you have a situation where prices have retraced a .382 
multiple of the previous move and volume is high, odds favor the correct labeling as wave B of an A-B-C 
correction and not wave 2 of a 1-2-3 impulse. Why? Because what you believe to be wave 2 doesn’t have the 
personality of a corrective wave 2. 
Prechter and Frost’s Elliott Wave Principle describes the personality of each Elliott wave (see EWP, pp. 78-84). 
But here’s a shortcut for starters: Before you memorize the personality of each Elliott wave, learn the overall 
personalities of impulse and corrective waves: 


•  Impulse waves always subdivide into five distinct waves, and they have an energetic personality that 
likes to cover a lot of ground in a short time. That means that prices travel far in a short period, and 
that the angle or slope of an impulse wave is steep.


•  Corrective waves have a sluggish person-
ality, the opposite of impulse waves. They 
are slow-moving affairs that seemingly 
take days and weeks to end. During that 
time, price tends not to change much. Also, 
corrective wave patterns tend to contain 
numerous overlapping waves, which appear 
as choppy or sloppy price action.


To apply this “wave personality” approach in real 
time, let’s look at two daily price charts for Wheat, 
reprinted from the August and September 2005 is-
sues of Monthly	Futures	Junctures. 
Figure 4 from August shows that I was extremely 
bearish on Wheat at that time, expecting a massive 
selloff in wave three-of-three. Yet during the first 


Figure	4
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few weeks of September, the 
market traded lackadaisically. 
Normally this kind of sideways 
price action would have bol-
stered the bearish labeling, be-
cause it’s typical of a corrective 
wave pattern that’s fighting the 
larger trend. However, given 
my overriding one-two, one-two 
labeling, we really should have 
been seeing the kind of price ac-
tion that our wave count called 
for: sharp, steep selling in wave 
three-of-three.
It was precisely because I no-
ticed that the personality of the 
price action didn’t agree with the 
labeling that I decided to rework 
my wave count. You can see the 
result in Figure 5, which calls for 
a much different outcome from 
the one forecast by Figure 4. In 
fact, the labeling in Figure 5 called for a bottom to form soon, followed by a sizable rally. Even though the 
moderate new low I was expecting did not materialize, the sizable advance did: In early October 2005, Wheat 
rallied as high as 353.
So that’s how I use personality types to figure out whether my wave labels are correct. If you follow the big 
picture of energetic impulse patterns and sluggish corrective patterns, it should help you match price action 
with the appropriate wave or wave pattern. 
[OCTOBER 2005]


Figure 5
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Chapter 3 — How To Integrate Technical Indicators Into an Elliott Wave 
Forecast


1. How One Technical Indicator Can Identify Three Trade Setups
I love a good love-hate relationship, and that’s what I’ve got with technical indicators. Technical indicators are 
those fancy computerized studies that you frequently see at the bottom of price charts that are supposed to tell 
you what the market is going to do next (as if they really could). The most common studies include MACD, 
Stochastics, RSI and ADX, just to name a few. 


The No. 1 (and Only) Reason To Hate Technical Indicators
I often hate technical studies because they divert my attention from what’s most important – PRICE. 


Have you ever been to a magic show? Isn’t it amazing how magicians pull rabbits out of hats and make all 
those things disappear? Of course, the “amazing” is only possible because you’re looking at one hand when 
you should be watching the other. Magicians succeed at performing their tricks to the extent that they succeed 
at diverting your attention. 


That’s why I hate technical indicators; they divert my attention the same way magicians do. Nevertheless, I 
have found a way to live with them, and I do use them. Here’s how: Rather than using technical indicators as 
a means to gauge momentum or pick tops and bottoms, I use them to identify potential trade setups. 


Three Reasons To Learn To Love Technical Indicators
Out of the hundreds of technical indica-
tors I have worked with over the years, 
my favorite study is MACD (an acronym 
for Moving Average Convergence-Diver-
gence). MACD, which was developed by 
Gerald Appel, uses two exponential mov-
ing averages (12-period and 26-period). 
The difference between these two moving 
averages is the MACD line. The trigger or 
Signal line is a 9-period exponential mov-
ing average of the MACD line (usually 
seen as 12/26/9…so don’t misinterpret 
it as a date). Even though the standard 
settings for MACD are 12/26/9, I like to 
use 12/25/9 (it’s just me being different). 
An example of MACD is shown in Figure 
6 (Coffee).


Figure	6
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The simplest trading rule for MACD is to buy 
when the Signal line (the thin line) crosses 
above the MACD line (the thick line), and 
sell when the Signal line crosses below the 
MACD line. Some charting systems (like 
Genesis or CQG) may refer to the Signal line 
as MACD and the MACD line as MACDA. 
Figure 7 (Coffee) highlights the buy-and-
sell signals generated from this very basic 
interpretation.


Although many people use MACD this way, 
I choose not to, primarily because MACD is 
a trend-following or momentum indicator. 
An indicator that follows trends in a side-
ways market (which some say is the state 
of markets 80% of time) will get you killed. 
For that reason, I like to focus on different 
information that I’ve observed and named: 
Hooks, Slingshots and Zero-Line Reversals. 
Once I explain these, you’ll understand why 
I’ve learned to love technical indicators.


• Hooks
A Hook occurs when the Signal line pen-
etrates, or attempts to penetrate, the MACD 
line and then reverses at the last moment. An 
example of a Hook is illustrated in Figure 8 
(Coffee). 


I like Hooks because they fit my personality 
as a trader. As I have mentioned before, I like 
to buy pullbacks in uptrends and sell bounces 
in downtrends (See p. 5 of Trader’s Class-
room Collection: Volume I). And Hooks do 
just that – they identify countertrend moves 
within trending markets. 


In addition to identifying potential trade set-
ups, you can also use Hooks as confirmation. 
Rather than entering a position on a cross-
over between the Signal line and MACD line, 
wait for a Hook to occur to provide confirma-
tion that a trend change has indeed occurred. 
Doing so increases your confidence in the 
signal, because now you have two pieces of 
information in agreement.


Figure	7


Figure	8
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Figure 9 (Live Cattle) illustrates exactly what I 
want this indicator to do: alert me to the possibility 
of rejoining the trend. In Figure 10 (Soybeans), I 
highlight two instances where the Hook technique 
worked and two where it didn’t.


But is it really fair to say that the signal didn’t 
work? Probably not, because a Hook should really 
just be a big red flag, saying that the larger trend 
may be ready to resume. It’s not a trading system 
that I blindly follow. All I’m looking for is a heads-
up that the larger trend is possibly resuming. From 
that point on, I am comfortable making my own 
trading decisions. If you use it simply as an alert 
mechanism, it does work 100% of the time.


Figure	9


Figure	10
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• Slingshots


Another pattern I look for when using MACD 
is called a Slingshot. To get a mental picture 
of this indicator pattern, think the opposite of 
divergence. Divergence occurs when prices 
move in one direction (up or down) and an 
indicator based on those prices moves in the 
opposite direction. 


A bullish Slingshot occurs when the current 
swing low is above a previous swing low 
(swing lows or highs are simply previous 
extremes in price),while the corresponding 
readings in MACD are just the opposite. 
Notice in Figure 11 (Sugar) how the May 
low was above the late March swing low. 
However, in May, the MACD reading fell 
below the level that occurred in March. This 
is a bullish Slingshot, which usually identifies 
a market that is about to make a sizable move 
to the upside (which Sugar did).


A bearish Slingshot is just the opposite: Prices 
make a lower swing high than the previous 
swing high, but the corresponding extreme in 
MACD is above the previous extreme. Figure 
12 (Soybeans) shows an example of a bearish 
Slingshot.


Figure	11


Figure	12
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• Zero-Line Reversals


The final trade setup that MACD provides 
me with is something I call a Zero-Line 
Reversal(ZLR). A Zero-Line Reversal occurs 
when either the Signal line or the MACD 
line falls (or rallies) to near zero, and then 
reverses. It’s similar in concept to the hook 
technique described above. The difference is 
that instead of looking for the Signal line to 
reverse near the MACD line, you’re looking 
for reversals in either the Signal line or the 
MACD line near zero. Let’s look at some 
examples of Zero-Line Reversals and I’m 
sure you’ll see what I mean. 


In Figure 13 (Sugar), you can see two Zero-
Line Reversals. Each time, MACD reversed 
above the zero-line, which means they were 
both bullish signals. When a Zero-Line 
Reversal occurs from below, it’s bearish. 
Figure 14 (Soybeans) shows an example 
of one bullish ZLR from above, and three 
bearish reversals from below. If you recall 
what happened with Soybeans in September 
2005, the bearish ZLR that occurred early 
that month was part of our bearish Slingshot 
from Figure 12. These combined signals were 
a great indication that the August advance 
was merely a correction within the larger 
sell-off that began in April. That meant that 
lower prices were forthcoming, as forecast in 
the August and September issues of Monthly 
Futures Junctures.


So there you have it, a quick rundown on 
how I use MACD to alert me to potential 
trading opportunities (which I love). Rather 
than using MACD as a mechanical buy-sell 
system or using it to identify strength or 
weakness in a market, I use MACD to help 
me spot trades. And the Hook, Slingshot and 
Zero-Line Reversal are just a few trade setups 
that MACD offers.


[OCTOBER 2004]


Figure	13


Figure	14
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2. How To Use Technical Indicators To Confirm Elliott Wave Counts 
Top Reason To Love Technical Indicators
The previous lesson points out one of the redeeming features of technical studies: You can identify potential 
trade setups using MACD to find Hooks, Slingshots and Zero-Line Reversals (ZLR). In this lesson, I’m going 
to continue our examination of MACD, and I’ve saved the best for last. The No. 1 reason to love technical in-
dicators is that you can use one like MACD to count Elliott waves. Let me count the ways (and the waves):


You Can Count Impulse Waves and Identify Wave 3 Extremes
Often, an extreme reading in MACD will 
correspond to the extreme of wave three. 
This correlation appears when MACD 
tests zero in wave four, prior to the de-
velopment of wave five. During a typical 
wave five, the MACD reading will be 
smaller in magnitude than it was during 
wave three, creating what is commonly 
referred to as divergence. An example is 
illustrated in Figure 15 (Sugar).


In this chart, you can see how the ex-
treme reading in MACD is in line with 
the top of wave three, which occurred in 
July. MACD pulled back to zero in wave 
four before turning up in wave five. And 
though sugar prices were higher at the 
end of wave 0 than at the end of wave 
8, MACD readings during wave 0 fell 
far short of their wave 8 peak.


So remember that within a five-wave 
move, there are three MACD signals to 
look for:


1.  Wave three normally corre-
sponds to an extreme reading in 
MACD.


2.  Wave four accompanies a test of 
zero.


3.  Wave five pushes prices to a new 
extreme while MACD yields 
a lower reading than what oc-
curred in wave three. 


Figure	15
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Figures 16 and 17 (Pork Bellies and 
Soybeans) show important variations on 
the same theme. Notice how wave four 
in Pork Bellies coincided with our Zero-
Line Reversal, which I discussed in the 
previous lesson. Figure 17 (Soybeans), 
shows a five-wave decline that’s similar 
to the five-wave rallies shown in Figures 
15 and 16. Together, these charts should 
give you a good sense of how MACD can 
help you count Elliott impulse waves on 
a price chart.


Figure	16


Figure	17
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You Can Count Corrective Waves and 
Time Reversals
MACD also helps to identify the end 
of corrective waves. In Figure 18 (Live 
Cattle), you can see a three-wave de-
cline. If you examine MACD, you’ll see 
that although wave C pushed below the 
extreme of wave A in price, the MACD 
reading for wave C was above the wave 
A level.


Figure 19 (Corn) illustrates another 
example. As you can see, the MACD 
reading for wave C is below that which 
occurred in wave A, creating a small but 
significant divergence. Since it can be 
difficult to see corrective waves while 
they’re happening, it helps to use MACD 
as a back up.


Figure	18


Figure	19
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You Can Identify Triangles
MACD can also help you identify triangles. 
In Figures 20 and 21 (Pork Bellies and Sugar) 
you’ll see contracting triangle wave patterns. 
MACD traces out similar patterns that are 
concentrated around the zero-line. In other 
words, triangles in price often correspond to 
a flattened MACD near zero. 


Overall, my love-hate relationship with tech-
nical indicators like MACD has worked out 
well, so long as I’ve remembered not to get too 
caught up in using them. I hope that you will 
find some of your own reasons to love them, 
too, but I do want to caution you that you can 
get burned if you become too enamored with 
them. Remember, it’s price that brought you 
to this dance, and you should always dance 
with the one that brung you.


[NOVEMBER 2004] 


Figure	20


Figure	21
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3. How Moving Averages Can Alert You to Future Price Expansion
I want to share with you one of my favorite 
trade set-ups, called Moving Average Com-
pression (MAC). I like it because it consis-
tently works, and you can customize it to your 
individual trading style and time frame.


MAC is simply a concentration of moving 
averages with different parameters, and when 
it occurs on a price chart, the moving averages 
appear knotted like tangled strands of Christ-
mas tree lights. 


Let’s look at Figure 22 (Live Cattle). Here, you 
can see three different simple moving averages, 
which are based on Fibonacci numbers (13, 
21 and 34). The points where these moving 
averages come together and seemingly form 
one line for a period of time is what I refer to 
as Moving Average Compression.


Moving Average Compression works so well in 
identifying trade set-ups because it represents 
periods of market contraction. As we know, 
because of the Wave Principle, after markets 
expand, they contract (when a five-wave move 
is complete, prices retrace a portion of this 
move in three waves). MAC alerts you to those 
periods of price contraction. And since this 
state of price activity can’t be sustained, MAC 
is also precursor to price expansion.


Notice early April in Figure 22 (Live Cattle), 
when the three simple moving averages I’m 
using formed what appears to be a single line 
and did so for a number of trading days. This 
kind of compression shows us that a market 
has contracted, and therefore will soon ex-
pand — which is exactly what Live Cattle did 
throughout the months of April and May.


I also like MAC because it is such a flexible 
tool — it doesn’t matter what parameters you 
use. You can use very long-period moving averages as shown in Figure 23 (Coffee) or multiple moving aver-
ages as shown on the next page in Figure 24 (Feeder Cattle), and you will still find MAC signals.


Figure	22


Figure	23
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It also doesn’t matter whether you 
use simple, exponential, weighted or 
smoothed moving averages. The end 
result is the same: the averages come 
together during periods of market con-
traction and move apart when the market 
expands. As with all my tools, this one 
works regardless of time frame or mar-
ket. Figure 25 (Soybeans) is a 15-minute 
chart, where the moving averages com-
pressed on a number of occasions prior 
to sizable moves in price. 


I would love to say the concept of 
Moving Average Compression is my 
original idea, but I can’t. It is actually 
my variation of Daryl Guppy’s Multiple 
Moving Average indicator. His indica-
tor is visually breathtaking, because it 
uses 12 exponential moving averages 
of different colors. I first encountered 
Guppy’s work in the February 1998 is-
sue of Technical Analysis of Stocks and 
Commodities magazine. I highly recom-
mend the article. 


[DECEMBER 2004]


Figure	24


Figure	25
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Chapter 4 — Origins and Applications of the Fibonacci Sequence
From Fibonacci to Elliott
You can tell that a trendy word 
or phrase has reached “buzz-
word” status when it is more 
often used to impress than to 
explain. A few years ago, the 
buzzword I heard most of-
ten was “win-win,” a concept 
popularized by Stephen Covey. 
Technical analysts, in recent 
years, have unfortunately el-
evated “Fibonacci” to the same 
level. A better understanding 
of Fibonacci may not save the 
term from buzzword status, but 
it will provide some insight to 
its popularity. 
Leonardo Fibonacci da Pisa 
was a thirteenth-century math-
ematician who posed a ques-
tion: How many pairs of rabbits 
placed in an enclosed area can 
be produced in a single year 
from one pair of rabbits, if each 
gives birth to a new pair each 
month starting with the second 
month? The answer: 144.
The genius of this simple little 
question is not found in the 
answer, but in the pattern of 
numbers that leads to the an-
swer: 1, 1, 2, 3, 5, 8, 13, 21, 34, 
55, 89, and 144. This sequence of numbers represents the propagation of rabbits during the 12-month period 
and is referred to as the Fibonacci sequence.
The ratio between consecutive numbers in this set approaches the popular .618 and 1.618, the Fibonacci ratio 
and its inverse. (Relating non-consecutive numbers in the set yields other popular ratios - .146, .236, .382, 
.618, 1.000, 1.618, 2.618, 4.236, 6.854....) 
Since Leonardo Fibonacci first contemplated the mating habits of our furry little friends, the relevance of this 
ratio has been proven time and time again. From the DNA strand to the galaxy we live in, the Fibonacci ratio 
is present, defining the natural progression of growth and decay. One simple example is the human hand, 
comprised of five fingers with each finger consisting of three bones.


Figure	26


Figure	27
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In addition to recognizing that the stock market undulates in repetitive patterns, R. N. Elliott also realized the 
importance of the Fibonacci ratio. In Elliott’s final book, Nature’s	Law, he specifically referred to the Fibonacci 
sequence as the mathematical basis for the Wave Principle. Thanks to his discoveries, we use the Fibonacci 
ratio in calculating wave retracements and projections today.


1. How To Identify Fibonacci Retracements
The primary Fibonacci ratios that I use in identifying wave retracements are .236, .382, .500, .618 and .786. 
Some of you might say that .500 and .786 are not Fibonacci ratios; well, it’s all in the math. If you divide the 
second month of Leonardo’s rabbit example by the third month, the answer is .500, 1 divided by 2; .786 is 
simply the square root of .618.
There are many different Fibonacci ratios used to determine retracement levels. The most common are .382 and 
.618. However, .472, .764 and .707 are also popular choices. The decision to use a certain level is a personal 
choice. What you continue to use will be determined by the markets.
The accompanying charts demonstrate the relevance of .236, .382, .500 .618 and .786. It’s worth noting that 
Fibonacci retracements can be used on any time frame to identify potential reversal points. An important aspect 
to remember is that a Fibonacci retracement of a previous wave on a weekly chart is more significant than what 
you would find on a 60-minute chart.
With five chances, there are not many things I couldn’t accomplish. Likewise, with five retracement levels, 
there won’t be many pullbacks that I’ll miss. So how do you use Fibonacci retracements in the real world, 
when you’re trading? Do you buy or sell a .382 retracement or wait for a test of the .618 level, only to realize 
that prices reversed at the .500 level?
The Elliott Wave Principle provides us with a framework that allows us to focus on certain levels at certain 
times. For example, the most common retracements for waves two, B and X are .500 or .618 of the previous 
wave. Wave four typically ends at or near a .382 retracement of the prior third wave that it is correcting.
In addition to the above guidelines, I 
have come up with a few of my own over 
the past 10 years. The first is that the best 
third waves originate from deep second 
waves. In the wave two position, I like 
to see a test of the .618 retracement of 
wave one or even .786. Chances are that 
a shallower wave two is actually a B or 
an X wave. In the fourth-wave position, I 
find the most common Fibonacci retrace-
ments to be .382 or .500. On occasion, 
you will see wave four retrace .618 of 
wave three. However, when this occurs, 
it is often sharp and quickly reversed. 
My rule of thumb for fourth waves is 
that whatever is done in price, won’t 
be done in time. What I mean by this is 
that if wave four is time-consuming, the Figure	28
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relevant Fibonacci retracement is usually 
shallow, .236 or .382. For example, in a 
contracting triangle where prices seem 
to chop around forever, wave e of the 
pattern will end at or near a .236 or .382 
retracement of wave three. When wave 
four is proportional in time to the first 
three waves, I find the .500 retracement 
significant. A fourth wave that consumes 
less time than wave two will often test 
the .618 retracement of wave three and 
suggests that more players are entering 
the market, as evidenced by the price 
volatility. And finally, in a fast market, 
like a “third of a third wave,” you’ll 
find that retracements are shallow, .236 
or .382.
In closing, there are two things I would 
like to mention. First, in each of the ac-
companying examples, you’ll notice that 
retracement levels repeat. Within the decline from the February high in July Sugar (Figure 28), each counter-
trend move was a .618 retracement of the previous wave. Figure 29 demonstrates the same tendency with the 
.786 retracement. This event is common and is caused by the fractal nature of the markets. 
Second, Fibonacci retracements identify high probability targets for the termination of a wave; they do not 
represent an absolute must-hold level. So when using Fibonacci retracements, don’t be surprised to see prices 
reverse a few ticks above or below a Fibonacci target. This occurs because other traders are viewing the same 
levels and trade accordingly. Fibonacci retracements help to focus your attention on a specific price level at a 
specific time; how prices react at that point determines the significance of the level.
[July 2003]


2. How To Calculate Fibonacci Projections 
The Fibonacci ratio isn’t just helpful for labeling retracements that have already occurred, it’s equally helpful 
when projecting future market moves. 


Impulse Waves
Beginning with impulse waves three and five, the primary Fibonacci ratios are 1.000, 1.618, 2.618 and 4.236. 
The most common Fibonacci multiples for third waves are 1.618, 2.618 and least often, 4.236. To calculate a 
wave-three projection, you take the distance traveled in wave one, multiply it by 1.618, and extend that sum 
from the extreme of wave two. The result is a high probability target for wave three.


Figure	29
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In Figure 30, a 1.618 multiple of wave 
1 identifies 643 as an ideal objective for 
wave 3 up from the August low. The 
wave 3 high came in at 635, moderately 
below our objective. Sometimes prices 
will fall short of an objective, while ex-
ceeding it at other times. Fibonacci pro-
jections and retracements identify highly 
probable areas or regions of termination, 
not absolute objectives. Figure 31 illus-
trates a third wave rally that attained a 
2.618 multiple of wave 1.
There is little difference between cal-
culating fifth waves and third waves, 
except that with fifth waves we have 
more “history,” namely in waves one and 
three. Within a five-wave move, wave 
three will typically be the “extended” 
wave, while waves one and five will tend 
toward equality (see Figure 32). So our 
first Fibonacci ratio is equality (1.000) 
between waves one and five. When wave 
five is the extended wave (as is often the 
case in commodities), wave five will 
equal a Fibonacci multiple of waves one 
through three.


Figure	30


Figure	31
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In Figure 32, we see that wave 5 was 
the extended wave within this impulsive 
sequence and that it pushed moderately 
above the 1.618 multiple of waves 1 
through 3 at 782 before reversing dra-
matically.
For you die-hard technicians, that lonely 
little bar at the top of the chart just 
above 782 (February 20th) is an “island 
reversal.” (see Figure 30). This pattern 
occurs when the low on a bar is above 
the previous day’s high, and the high on 
the following day is below the preced-
ing low. At highs, this chart pattern has 
a bearish implication, and vice versa at 
lows. Seeing this traditionally bearish 
chart pattern — especially when Elliott 
wave analysis identified a highly prob-
able termination point for wave 5 — was 
a red flag for the ensuing decline.
When wave one is the extended wave, 
waves three through five will tend to-
ward a .618 relationship of the distance 
traveled in wave one. 


Corrective Waves
Corrective patterns fall into three catego-
ries: Zigzags, Flats and Triangles. You 
can project the probable path of Zigzags 
and Flats using the same method we use 
for impulsive moves as long as you ob-
serve that corrective patterns commonly 
involve different Fibonacci ratios. 
A Zigzag subdivides as 5-3-5. Five waves 
within wave A, three waves within wave 
B and five waves within wave C. Normally, 
waves C and A will tend toward equality, 
much like waves five and one when wave three is extended (see Figure 33). Sometimes you will see wave C 
equal a 1.382 multiple of wave A or even a 1.618 multiple of wave A. When wave C equals a 1.618 multiple of 
wave A, and it is indeed a true corrective pattern, it can reflect increased volatility or imply that certain market 
participants are trying to stop out as many traders as they can before the correction is fully retraced.


Figure	32


Figure	33
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Flat corrections subdivide as 3-3-5; waves A and B consist of three waves, and wave C, as always, is made up 
of five. Within a normal flat correction, each wave tends toward equality. Wave B will end at or near the origin 
of wave A, and wave C will finish just below the extreme of wave A. In addition to waves A and C tending 
toward equality, I often find that wave C will equal a 1.382 multiple of wave A (Figure 34). An expanded flat 
correction subdivides just like a normal 
or regular flat, except that wave B ex-
ceeds the origin of wave A. In this case, 
wave C will equal either a 1.618 multiple 
of wave A or a .618 multiple of wave A 
extended from the extreme of wave A 
(see Figure 35). 
Because of the unique way that triangles 
unfold, you should use Fibonacci re-
tracements, rather than projections, to 
evaluate price targets for triangle cor-
rections. Typically, alternating waves 
within a triangle will adhere to a .618 or 
.786 relationship. For example, waves 
E, D and C will equal approximately a 
.618 relationship of waves C, B and A, 
respectively.


Figure	34


Figure	35
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Non-traditional Application
So far we have covered the tra-
ditional application of Fibonacci 
ratios to various Elliott wave 
patterns. A non-traditional ap-
proach that uses the previous 
wave to project the current wave. 
For example, wave four would 
be used to calculate wave five 
or wave B to project wave C. 
The most significant Fibonacci 
ratios I have found using this 
technique are 1.382 and 2.000. 
To apply this reverse Fibonacci 
technique, multiply the previous 
wave by 1.382 or 2.000 and add 
the sum to the origin of the de-
veloping wave. For example, in 
Figure 36, the distance between 
point A and point B is multiplied 
by 2.000 and projected upward 
from point B. The objective for 
this advance was 7950 while the actual high came in at 8050. As you work your way from left to right, you 
can see that each significant decline in Coffee since the October 2002 high adhered to a 1.382 multiple of the 
previous wave. 
As Figure 36 illustrates, this technique has merit. However, it is presented to illustrate the versatility of Fibonacci 
and the inherent mathematical nature of markets, and is not a substitute for the traditional method of calculat-
ing wave retracements and projections. I use both applications in order to identify concentrations of Fibonacci 
objectives. As I often mention, the more numerous the Fibonacci relationships, the more significant the identi-
fied region or Fibonacci cluster. By combining Fibonacci retracements and Fibonacci projections together, you 
can truly begin to identify the most highly probable area that prices will react to or strive to attain.
More Information
Additional information on the application of Fibonacci ratios and Elliott wave theory can be found in Elliott 
Wave Principle: Key to Market Behavior, by A.J. Frost and Robert Prechter. Even after 10 years of wave count-
ing, I continue to view this book as the definitive work on the subject and reference it often. To learn more 
about the history of Fibonacci, see Leonard of Pisa by Joseph and Frances Gies. Both books are available in 
the Elliottwave.com bookstore.
[July 2003]


Figure	36
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Chapter 5 — How To Apply Fibonacci Math to Real-World Trading


Have you ever given an expensive toy 
to a small child and watched while the 
child had less fun playing with the toy 
than with the box that it came in? In 
fact, I can remember some of the boxes 
I played with as a child that became 
spaceships, time machines or vehicles 
to use on dinosaur safaris. 


In many ways, Fibonacci math is just 
like the box that kids enjoy playing 
with imaginatively for hours on end. It’s 
hard to imagine a wrong way to apply 
Fibonacci ratios or multiples to financial 
markets, and new ways are being tested 
every day. Let’s look at just some of the 
ways that I apply Fibonacci math in my 
own analysis. 


Fibonacci Retracements
Financial markets demonstrate an un-
canny propensity to reverse at certain Fi-
bonacci levels. The most common Fibo-
nacci ratios I use to forecast retracements 
are .382, .500 and .618. On occasion, I 
find .236 and .786 useful, but I prefer to 
stick with the big three. You can imag-
ine how helpful these can be: Knowing 
where a corrective move is likely to end 
often identifies high probability trade 
setups (Figures 37 and 38).


Figure	37


Figure	38
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Fibonacci Extensions
Elliotticians often calculate Fibonacci extensions to project the length of Elliott waves. For example, third waves 
are most commonly a 1.618 Fibonacci multiple of wave one, and waves C and A of corrective wave patterns 
often reach equality (Figures 39 and 40). 


Figure	39


Figure	40
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One approach I like and have used for a number 
of years is a “reverse Fibonacci” application, 
which uses primarily 1.382 and 2.000 multiples 
of previous swings to project a price target for 
the current wave (see Figure 41). I have found 
that this method has a lot of value, especially 
when it comes to identifying trade objectives.


Fibonacci Circles
Fibonacci circles are an exciting way to use 
Fibonacci ratios, because they take into account 
both linear price measurements and time. Notice 
in Figure 42 how the January 2005 advance 
in Cotton ended right at the 2.618 Fibonacci 
circle or multiple of the previous swing. Again 
in Figure 43, we see how resistance created by 
the 2.618 multiple of a previous swing provided 
excellent resistance for the February rally in 
Wheat. Moreover, the arc created by this Fibo-
nacci circle provided solid resistance for price 
action during July and August of that year as 
well. 


Fibonacci circles are an exciting way to use 
Fibonacci ratios, but they come with a word of 
warning: because this technique introduces time 
into the equation, it is scale-sensitive, meaning 
that compression data will sometimes distort 
the outcome.


Figure	41


Figure	42


Figure	42
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Fibonacci Fan
The Fibonacci fan is another exciting approach using Fibonacci retracements and multiples that involve time. 
Notice how the .500 Fibonacci fan line in Figure 44 identified formidable resistance for Cocoa in June 2005. 
A Fibonacci fan line drawn from the March and June peaks came into play in July and again in August by 
identifying support and resistance (i.e., 1.618 and 1.000) (Figure 45). 


Figure	44


Figure	45
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Fibonacci Time
And, finally, there is Fibonacci time. 
Figure 46 illustrates probably the most 
common approach to using Fibonacci 
ratios to identify turning points in finan-
cial markets. As you can see, it simply 
requires multiplying the distance in time 
between two important extremes by Fi-
bonacci ratios and projecting the results 
forward in time. This timing approach 
identified two excellent selling points 
in Pork Bellies, one of which was the 
market’s all-time high, which occurred 
at 126.00 in May of 2004. 


Another way to time potential turns in 
financial markets is to use the Fibonacci 
sequence itself (i.e., 1, 1, 2, 3, 5, 8, 13, 
21, etc.). In Wheat, beginning on March 
15, 2005 it is easy to see how this ap-
proach successfully identified several 
significant turns in price (Figure 47). 
Also notice how this methodology points 
to early October as potentially impor-
tant. [Editor’s note: Wheat prices made 
two-month highs with a double top on 
September 30 and October 12, then fell 
14% into late November.]


A pioneer in the research of Fibonacci 
relationships in time is Christopher 
Carolan of Calendar Research. To ac-
quaint yourself with his ground-breaking 
research into this field, check out his 
website, www.calendarresearch.com.


Conclusion
In the end, just as there is no wrong way to play with a box, there is no wrong way to apply Fibonacci analysis 
to financial markets. What is even more exciting, there are ways of applying Fibonacci to market analysis that 
haven’t been revealed or discovered yet. So take your Fibonacci box and have fun, and, remember, you are 
limited only by your imagination. If you find something new, let me know. 


[AUGUST 2005]


Figure	46


Figure	47
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Who Was Fibonacci and Why Is He Famous?
For	a	brief	history	on	the	Fibonacci	sequence,	here’s	an	excerpt	from	Section	V	of	
Trader’s Classroom Collection: Volume 1 (pp . 20-21):


“Leonardo Fibonacci da Pisa was a thirteenth-century mathematician who posed a 
question:	How	many	pairs	of	rabbits	placed	in	an	enclosed	area	can	be	produced	in	
a single year from one pair of rabbits, if each gives birth to a new pair each month, 
starting with the second month? The answer: 144 . 
“The	genius	of	this	simple	little	question	is	not	found	in	the	answer	but	in	the	pattern	
of numbers that leads to the answer: 1, 1, 2, 3, 5, 8, 13, 21, 34, 55, 89, and 144 . This 
sequence	of	 numbers	 represents	 the	propagation	of	 rabbits	 during	 the	12-month	
period	and	is	referred	to	as	the	Fibonacci	sequence.
“The ratio between consecutive numbers in this set approaches the popular  .618 
and 1 .618, the Fibonacci ratio and its inverse . (Other ratios that can be derived from 
non-consecutive	numbers	in	the	sequence	are:	.146,	.236,	.382,	1.000,	2.618,	4.236,	
6 .854…)
“Since	Leonardo	Fibonacci	 first	 contemplated	 the	mating	habits	 of	 our	 furry	 little	
friends, the relevance of this ratio has been proved time and time again . From the 
DNA	strand	to	the	galaxy	we	live	in,	the	Fibonacci	ratio	is	present,	defining	the	natural	
progression of growth and decay . One simple example is the human hand, compris-
ing	five	fingers	with	each	finger	consisting	of	three	bones.	[Editor’s	note:	In	fact,	the	
August 2005 issue of Science magazine discusses Fibonacci realtionships on the 
micro- and nano- level .]
“In addition to recognizing that the stock market undulates in repetitive patterns, 
R.N.	Elliott	also	realized	the	importance	of	the	Fibonacci	ratio.	In	Elliott’s	final	book,	
Nature’s	Law,	he	specifically	referred	to	the	Fibonacci	sequence	as	the	mathematical	
basis for the Wave Principle . Thanks to his discoveries, we use the Fibonacci ratio in 
calculating wave retracements and projections today .”


Note:
Find the rest of this lesson in Volume 1 of Trader’s Classroom Collection: www.elliottwave.com/subscribers/
traders_classroom/
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Chapter 6 — How To Draw and Use Trendlines
1. The Basics:  “How a Kid with a Ruler Can Make a Million”
When I began my career as an analyst, I was lucky enough to spend some time with a few old pros. I will always 
remember one in particular, who told me that a kid with a ruler could make a million dollars in the markets. 
He was talking about trendlines. And I was sold.


I spent nearly three years 
drawing trendlines and 
all sorts of geometric 
shapes on price charts. 
And you know, that griz-
zled old trader was only 
half right. Trendlines 
are one of the simplest 
and most dynamic tools 
an analyst can employ... 
but I have yet to make 
my million dollars, so 
he was either wrong or 
at least premature on that 
point.


Despite being extremely 
useful, trendlines are of-
ten overlooked. I guess 
it’s just human nature 
to discard the simple in 
favor of the complicated. 
(Heaven knows, if we 
don’t understand it, it 
must work, right?)


In Figure 48, I have 
drawn a trendline using 
two lows that occurred 
in early August and Sep-
tember  2003. As you can 
see, each time prices ap-
proached this line, they reversed course and advanced. Sometimes, Soybeans only fell to near this line before 
turning up. And other times, prices broke through momentarily before resuming the larger uptrend. But what 
still amazes me is that two seemingly insignificant lows last year pointed out the direction of Soybeans – and 
identified several potential buying opportunities – for the next six months! 


Figure	48
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Primary Angle
Besides simply connecting highs and lows, you can draw trendlines in many other ways that are just as exciting 
and informative. Figure 49 shows a technique I call Primary Angle. Notice the upward trendline drawn in Sugar 
in late 1999 (A1). Now look at the trendline up from the 2002 low (A2). See anything interesting? These two 
trendlines are parallel! The slope of the late 1999 rally is the same for the 2002 advance. In fact, the range of 
the weekly high for the 2002 advance encompasses this line. The same is true for the two downward sloping 
trendlines drawn off the 2000 and 2003 highs (B1 & B2); the angle of the decline is the same.


Another way to use Primary Angle besides identifying possible trend changes is clear in Figure 50. The trend-
line up from the March low is a parallel of the late February advance. As you can see, prices were falling off 
of this trendline by the March high. I interpret this move as weak price action with waning momentum. And 
resulting price action supports this conclusion. In Figure 51, notice how prices are to the right of the downward 
trendline from the March high. Again, this selloff lacks the intensity of its predecessor. You can see in Figure 
52 why this makes sense from an Elliott perspective. The wave pattern from the late February 35.05 peak is an 
expanded flat correction (3-3-5). Wave (a) bottomed at 31.75 (basis May), and wave (b) topped at 35.18 [after 
making a moderate new high beyond the extreme of wave (a)]. Wave (c) of 9 is under way, targeting Fibonacci 
support at 30.44-29.63. It’s not surprising to see prices behave like this near the end of a wave pattern. 


Figure	49
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Figure	50


Figure	51
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Triple Fan
Figure 53 displays another trendline technique called the “Triple Fan.” I picked this up from a wonderful book 
called Timing the Market by Curtis Arnold. I am surprised at how often this tool ushers in significant moves. 
Down from the September 2003 high in Coffee, three downward sloping trendlines are drawn against peaks 
1, 2 and 3; this is your fan. A break of the third trendline often signals a significant move or change in trend, 
which it did in this case. In December 2003, Coffee gapped above this line and tried to test the top of it before 
rallying to 80.60.


A similar example is illustrated in Figure 54, June Live Cattle. Beginning with a significant extreme, three 
downward sloping trendlines are drawn across the tops of three following peaks. Clearly, these lines provided 
important support during the mad cow incident in December 2003 and the late selloff in March.


In short, even the most basic trendlines are a great analytical tool. They work on any time frame and any mar-
ket. You can draw them vertically (for timing purposes), horizontally (for marking support and resistance) and 
diagonally (to identify possible turning points).


Note: A special thanks goes out to that old pro who emphasized the basics and told me about the kid with the 
ruler, Pete Desario.


[April 2004]


Figure	52
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Figure	54


Figure	53
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2. How To Use R.N. Elliott’s Channeling Technique
Now let’s take the subject one step further and discuss R.N. 
Elliott’s Channeling Technique. Elliott saw that parallel lines 
often mark the upper and lower limits of impulse waves, specifi-
cally waves four and five. In other words, prices trend within a 
channel. And it’s a good thing they do, because it gives us yet 
another reliable method for identifying support and resistance. 
What’s more, a channel’s “life-span” – how long price action 
keeps within its boundaries – speaks directly to how big or 
small a move to expect once prices have broken the channel 
and a reversal is at hand.


So here’s how you draw them.


First, when you need to identify support for wave four, draw 
a line connecting the ends of waves one and three (see Figure 
55). Then, draw a parallel line that touches the extreme of wave 
two. These two lines outline your channel, and the lower line 
shows you the likeliest support for wave four. 


A trick I have picked up over 
the years is to double the 
channel (see Figure 56). To 
do this, place a third paral-
lel line beneath your lower 
line, at the point where all 
three lines have equal space 
between them. The channel 
width is now double that of 
the Elliott channel. When 
your original channel doesn’t 
hold, and evidence continues 
to argue for a fourth wave, 
this lower line will provide 
support.


Figure	55


Figure	56
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The next channel we’ll 
draw serves to identify a 
likely target for wave five. 
Your first line connects 
the ends of waves two and 
four. Draw a parallel line at 
the extreme of wave three 
(see Figure 57). The upper 
boundary of this channel 
identifies fifth-wave resis-
tance. If you’re contending 
with a third wave that is 
parabolic, then use the ex-
treme of wave one. (Para-
bolic is simply a term used 
to describe price action that 
travels far in a short period 
of time.)


Fifth waves are tricky, and 
sometimes prices will ex-
ceed this upper boundary 
line (called a throw-over 
— see Figure 58) or under-
shoot it. R.N. Elliott noted 
this possibility and discov-
ered a significant clue that 


Figure	57 Figure	58


Figure	59
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helps determine when a throw-over will or will not occur: Volume. When volume is heavy as prices approach 
the upper boundary line of the channel, chances are high that a throw-over will occur (see Figure 59). When 
volume is light, wave five will either meet the upper boundary line or fall short. I’ve got another hint of my own 
that may help: when volume is light, the center of the Elliott channel will act as resistance (see Figure 60). 


[May 2004]


Figure	60
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3. How To Use Jeffrey Kennedy’s Channeling Technique
We’ve now dealt with trendlines and Elliott’s channeling technique. Before I move on to a different topic, I’d 
like to share my own channeling technique.


All too often, Elliotticians balance a bullish wave count with a bearish alternate. It’s frustrating to find out that 
what you thought was wave C was actually wave three. So when does a C wave become a third wave? Or how 
do you know if the wave 4 you’re counting goes with wave 2, and not a smaller or larger degree wave two? I 
spent years trying to design a tool or technique that would confirm wave patterns and answer these questions. 
Here’s what I came up with.


My theory is simple: Five waves break down into three channels, and three waves need only one. The price 
movement in and out of these channels confirms each Elliott wave.


Base Channel
Figure 61 shows three separate 
five-wave patterns with three dif-
ferent channels drawn: the base 
channel, the acceleration channel 
and the deceleration channel.


The base channel contains the 
origin of wave one, the end of 
wave two and the extreme of 
wave one (Figure 61A). Of the 
three channels, the base channel 
is most important, because it de-
fines the trend. As long as prices 
stay within the base channel, we 
can safely consider the price ac-
tion corrective. Over the years, 
I’ve discovered that most corrective wave patterns stay within 
one price channel (Figure 62). Only after prices have moved 
through the upper or lower boundary lines of this channel is 
an impulsive wave count suitable, which brings us to the ac-
celeration channel.


Acceleration Channel
The acceleration channel encompasses wave three. Use the 
extreme of wave one, the most recent high and the bottom of 
wave two to draw this channel (Figure 61B). As wave three 
develops, you’ll need to redraw the acceleration channel to ac-
commodate new highs.


Once prices break through the lower boundary line of the acceleration channel, we have confirmation that wave 
three is over and that wave four is unfolding. I have noticed that wave four will often end near the upper bound-
ary line of the base channel or moderately within the parallel lines. If prices break through the lower boundary 
line of the base channel decisively, it means the trend is down, and you need to draw new channels.


Figure	61


Figure	62
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Deceleration Channel
The deceleration channel contains 
wave four (Figure 61C). To draw 
the deceleration channel, simply 
connect the extremes of wave three 
and wave B with a trend line. Take 
a parallel of this line, and place 
it on the extreme of wave A. As 
I mentioned before, price action 
that stays within one price channel 
is often corrective. When prices 
break through the upper boundary 
line of this channel, you can expect 
a fifth-wave rally next.


In a nutshell, prices need to break 
out of the base channel to confirm 
the trend. Movement out of the 
acceleration channel confirms 
that wave four is in force, and 
penetration of the deceleration 
channel lines signals that wave 
five is under way. Now for some 
real examples:


In Figure 62, you can see that most 
of the January selloff in Coffee was 
within one channel. Since price 
action within one channel is typi-
cally corrective, I still considered 
the larger trend up. This approach 
was helpful in alerting me to a 
possible one-two, one-two setup 
in Coffee.


In May 2004, I cited many reasons 
for a further rally in December 
Corn. In Figures 63, 64 and 65 you 
can see the underlying progression 
of the base, acceleration and de-
celeration channels and how they 
supported the wave count.


Figure	62


Figure	63
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Figure	64


Figure	65
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In August Lean Hogs (Figure 66), you’ll 
notice how prices broke the base channel 
momentarily in wave (c) of 4. Normally, 
this would be troubling, because the base 
channel defines the trend. But Figure 68 
shows that prices were still within the 
deceleration channel, which implied the 
move was still countertrend. A combined 
break of the base and deceleration chan-
nels would have signaled a trend change. 
And, finally, Figure 69 illustrates how 
the Elliott wave channeling technique 
identifies fifth-wave objectives. 


As an analyst and trader, I am slow to 
adopt anything new, yet quick to get rid 
of anything that doesn’t work consistent-
ly. I developed this channeling technique 
in the mid-1990s and still use it today. 
No, it doesn’t always work, but I believe 
it offers great value in the proper labeling 
and identification of Elliott waves.


[June 2004]


Figure	66


Figure	67
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Figure	68


Figure	69
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Chapter 7 — Time Divergence:  An Old Method Revisited


Old Timers’ Method for Finding Trade Setups
Most of you are familiar with what 
Divergence is. If not, it is simple and 
intuitive – divergence occurs when an 
underlying indicator doesn’t reflect price 
movement. For example, a bearish di-
vergence occurs when prices make new 
highs yet the underlying indicator does 
not. To clarify this point, I am including 
a price chart of Cocoa above its MACD 
(Moving Average Convergence/Diver-
gence) chart to illustrate typical bullish 
and bearish divergences between the two 
(Figure 70). 
Notice in the lower left hand corner of 
Figure 70 that in October 2006, Cocoa 
prices pushed below the September 2006 
low. However, the underlying indicator 
(MACD) registered higher lows during 
this same period. This condition is re-
ferred to as bullish divergence. Indeed, 
Cocoa prices soon started trending up. 
Conversely, in February and March, we 
saw higher prices beyond the December 
2006 peak. Yet MACD failed to mirror 
the price chart and instead registered 
lower highs during this same period. 
This bearish divergence suggests an 
upcoming decline in Cocoa prices.
Now that the explanation of Divergence 
is out of the way, let me share with you 
a unique twist on the subject. It’s some-
thing I call Time Divergence, and it oc-
curs when price extremes in front-month 
or forward-month futures contracts 
diverge from price extremes evident in 
higher time-frame continuation charts.
Let me explain. In Figure 71, you can 
see that in Sugar’s weekly continuation 
chart, lower highs occurred during the 


Figure	70


Figure	71
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first quarter of 2006. However, the daily data for 
the May 2007 Sugar contract shows that the oppo-
site occurred, as Sugar posted higher highs (Figure 
72). I consider this situation to be a Bearish Time 
Divergence, and as you can see, it indeed resulted 
in a steady selloff throughout the rest of 2006.
We can also look at a Bullish Time Divergence 
condition that occurred recently in Soybean Meal. 
Notice in Figure 73 that prices registered higher 
lows in December of 2006, basis the weekly con-
tinuation chart. Yet, basis the May 2007 contract, 
the daily data registered lower lows instead. This 
Bullish Time Divergence warned of a rally, and that 
significant rally in Soybean Meal prices actually 
continued into February of this year.
Now, I would love to say that I dreamed up this 
technique on my own. But that’s not so – all I did 
was to give it a name. Time Divergence is actually 
an old-school technique used by many seasoned and 
knowledgeable traders to identify high probability 
trade setups. It simply doesn’t get written or spoken 
about that much … but, if you think about, neither 
did the Elliott Wave Principle until A.J. Frost and 
Robert Prechter pulled it from obscurity.
[March 2007]


Figure	72


Figure	73


Figure	74
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Chapter 8 — Head and Shoulders:  An Old-School Approach


Watching This Signal for a Reverse in Trend
After years of chart-labeling and forecasting, I find myself becoming an even bigger believer in the Wave 
Principle. Even so, while searching for the next big trading opportunity, I use everything from old-school 
technical analysis to computerized trading systems of my own design. In the old-school area falls the Head 
and Shoulders pattern, which is a price pattern that often signals a reversal in trend.
I don’t know who gets the credit for initially identifying the pattern, but its roots can easily be traced back to 
Charles H. Dow, Richard Schabacker, Robert D. Edwards and John Magee. The last two names on this list you 
might recognize as the Edwards and Magee who wrote what some consider to be the bible of technical analysis, 
Technical	Analysis	of	Stock	Trends. (First published in 1948, it’s a must-read for the serious technician.)
So what exactly is a Head and Shoulders pattern? As you can see in Figure 75, it is a price pattern consisting of 
three up-and-down moves that make up the Left Shoulder, the Head and the Right Shoulder. The initial price 
move up is called the Left Shoulder, after which a small correction unfolds and introduces an even higher price 
high, called the Head. Following the secondary price peak, prices decline and then rally without achieving a new 
price extreme to complete the Right Shoulder. It’s uncanny how similar, both in duration and extent, the Left 
and Right Shoulders often appear. Once the Right Shoulder has finally formed, a trendline can be drawn con-
necting the initial reaction low with the one following the formation of the Head – aptly called the Neckline. 


Figure	75


47
The Ultimate Technical Analysis Handbook — © 2009 Elliott Wave International
This ebook includes handpicked lessons from more than 200 pages of EWI’s comprehensive 
Trader’s Classroom Collection of eBooks.  Learn more here:  http://www.elliottwave.com/wave/ClubTCC



http://www.elliottwave.com/wave/ClubTCC





When prices penetrate the Neckline, a change in trend is believed to have occurred, at which point it’s possible 
to apply the Head and Shoulders Measuring Formula. To identify a high probability price target for the move 
following the break of the Neckline, measure the distance between the Head and the Neckline and then project 
that distance down from the point at which the Right Shoulder breaks the Neckline. Notice how effective this 
technique was in identifying the early November low in Feeder Cattle at 107.00 (Figure 76).


Figure	76


Fitting Head and Shoulders into Wave Analysis
So how does this traditional chart pattern fit into the Wave Principle? Quite easily. Just imagine that the Left 
Shoulder represents the extreme of a third wave, and its subsequent correction, wave four. Wave five is the 
Head, and the selloff following the push to new price extremes is either wave A or wave one. The Right Shoul-
der fits into our basic building block of the Wave Principle by representing a B wave advance or second wave, 
followed by a wave C or wave three decline, which of course penetrates the Neckline.
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Traditional technical analysis fits into the Wave Principle so much so that Robert Prechter has this to say about 
it in Elliott Wave Principle (pg 185). 


”...technical analysis (as described by Robert D. Edwards and John Magee in their book, Technical Analysis 
of	Stock	Trends) recognizes the ‘triangle’ formation as generally an intra-trend phenomenon. The concept 
of a ‘wedge’ is the same as that for Elliott’s diagonal triangle and has the same implications. Flags and 
pennants are zigzags and triangles. ‘Rectangles’ are usually double or triple threes. ‘Double tops’ are 
generally caused by flats, “‘double bottoms’ by truncated fifths.”


Figure	77


It is important to remember that no chart pattern, indicator or trading system is going to be 100% accurate. 
For example, in Figure 77 (Soybean Meal), the Head and Shoulders pattern that occurred in early 2007 did an 
excellent job of indicating the April selloff and its likely extent. However, the Head and Shoulders pattern that 
formed in June, July and August initially appeared to foretell a bearish change in trend that did not transpire. 
In fact, this particular pattern introduced a sizable advance in Soybean Meal prices instead.


Final Note
They say a cat has nine lives and that there are numerous ways to skin one. (And just so that I don’t anger 
PETA, the previous sentence is just a figure of speech, and I would absolutely never skin a cat or even think 
about testing the nine lives theory.) My point is that there are many ways to analyze financial markets and 
that no one technique or approach is infallible, whether it’s old school or new school. What is most important 
though is that you adopt a style of analysis that works best for you.
[December 2007]
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Chapter 9 — Pick Your Poison... And Your Protective Stops


Four Kinds of Protective Stops
I have wanted to talk about protective stops for a long time in Trader’s Classroom, because they are one of the 
most difficult aspects of successful trade management. Why? Because if a protective stop is too tight, chances 
are you’ll get stopped out of a trade right before the big money move you were looking for. Conversely, if 
a protective stop is set too far away from where prices are currently trading, it opens you up to unnecessary 
market risk.
Now before I offer my 2 cents on the subject, what exactly are protective stops? Protective stops are part of a 
strategy that aims to limit potential losses by setting a sell stop if you are long or a buy stop if you are short. 
Some traders strongly advocate using them, primarily because protective stops saved their trading accounts 
on more than one occasion. Other traders don’t use them at all, because they believe that having a protective 
stop in place simply gives floor traders (locals) in the pits something to gun for, a practice referred to as “stop 
running.”
What exactly is stop running? It happens when floor traders who think they know where most of the resting 
buy or sell stops are located in a given market try to take profits by attempting to push prices into those stops, 
setting them off, and then letting the corresponding price move run its original course. Some say stop running 
is a myth, but on more than one occasion, I had my own positions stopped out by two or three ticks only to 
see prices return to moving in the direction I expected them to. Now, over the years of analyzing and trading, 
I’ve examined a number of different protective-stop techniques. Of the four I describe here, you will probably 
recognize two. The other two are personal favorites that I have developed. 


1. Parabolic 
The Parabolic System, also called the Stop and Reverse (SAR) System, was created by Welles Wilder 
(Figure 78). The essence of the Parabolic System is that it incorporates not just price but also time. So 
once a trade is initiated, it allows 
time for the market to react to the 
change in trend and then adapts as 
the trend gets underway. Simply 
put, when a change in trend occurs, 
the protective stop is far away from 
the actual market price, but as the 
trend develops over time, the stop 
progressively tightens, thereby pro-
tecting accrued profits.


My 2 cents: Overall, I like Parabolic as a 
protective-stop technique, and I applaud 
Mr. Wilder for his genius. However, 
personally, I like my protective stops 
just a little bit tighter than what Parabolic 
sometimes offers.


Figure	78
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2. Volatility Stop
The Volatility Stop is a component 
of the Volatility System, also devel-
oped by Welles Wilder. It is based 
on a volatility index made up of the 
ongoing calculated average of True 
Range. (The True Range is always 
positive and is defined as the high-
est difference in value among these 
three values: today’s daily high 
minus today’s daily low, today’s 
daily high minus yesterday’s clos-
ing price, and today’s low minus 
yesterday’s closing price.)


My 2 cents: The Volatility Stop is a 
bit more to my liking, especially when 
penetrated on a closing basis. As you 
can see in Figure 79, the protective stop 
identified by this technique is much tighter than the levels offered by Parabolic. And while this approach to 
identifying protective stops is excellent in trending markets, when a market is not trending smoothly, the result 
is whipsaws – something we saw in the first few weeks of trading in Cocoa in early June.


3. Three Period High-Low Channel
The Three Period High-Low Chan-
nel isn’t the brainchild of any one 
analyst but stems from my own 
observation of what I consider to be 
tradable moves. A tradable move is 
a move where prices travel very far 
very fast (i.e. impulse waves). And 
as you can see in Figure 80, since 
the June advance began in Cocoa, 
prices have consistently remained 
above the three-period low channel. 
What exactly is a high-low channel? 
It’s a channel that marks the highest 
high and lowest low within a speci-
fied period of time, in this case three 
periods.


Figure	79


Figure	80
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4. Five-Period Simple Moving Average
Here’s another observation in my 
ongoing analysis of tradable moves: 
I notice that when a market trends, 
its closes tend to stay above a five-
period simple moving average of 
the close. And as you can see, the 
levels identified in Figure 81 are 
significantly tighter than the levels 
in any of the preceding price charts. 
So as not to miss out on a develop-
ing trend, I often set a protective 
stop a few ticks above or below the 
high of the first bar that successfully 
penetrates the five-period moving 
average on a closing basis.


My 2 cents overall: As a result of many 
years in search of the perfect protective-
stop technique, I have discovered that there isn’t one. So when deciding which stopping technique to employ, 
I suggest you choose one that matches your own trading style best. 


My best advice: If there is a single gem I can offer in regard to using protective stops, it is this: If you’re con-
fident about a trade, give it plenty of breathing room. If you’re not, then keep your protective stops tight. 
[July 2006]


Figure	81
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How The Wave Principle Can Improve Your Trading


How the Wave Principle Can Improve Your Trading


Every trader, every analyst and every technician has favorite techniques to use when trading. But where traditional
technical studies fall short, the Wave Principle kicks in to show high probability price targets. Just as important, it can
distinguish high probability trade setups from the ones that traders should ignore.


Where Technical Studies Fall Short


There are three categories of technical studies: trend-following indicators, oscillators and sentiment indicators. Trend-
following indicators include moving averages, Moving Average Convergence-Divergence (MACD) and Directional
Movement Index (ADX). A few of the more popular oscillators many traders use today are Stochastics, Rate-of-Change
and the Commodity Channel Index (CCI). Sentiment indicators include Put-Call ratios and Commitment of Traders
report data.


Technical studies like these do a good job of illuminating the way for traders, yet they each fall short for one major
reason: they limit the scope of a trader’s understanding of current price action and how it relates to the overall picture of
a market. For example, let’s say the MACD reading in XYZ stock is positive, indicating the trend is up. That’s useful
information, but wouldn’t it be more useful if it could also help to answer these questions: Is this a new trend or an old
trend? If the trend is up, how far will it go? Most technical studies simply don’t reveal pertinent information such as the
maturity of a trend and a definable price target – but the Wave Principle does.


How Does the Wave Principle Improve Trading?


Here are five ways the Wave Principle improves trading:


1. Identifies Trend


The Wave Principle identifies the direction of the dominant trend. A five-wave advance identifies the overall trend as
up. Conversely, a five-wave decline determines that the larger trend is down. Why is this information important?
Because it is easier to trade in the direction of the dominant trend, since it is the path of least resistance and undoubt-
edly explains the saying, “the trend is your friend.” Simply put, the probability of a successful commodity trade is
much greater if a trader is long Soybeans when the other grains are rallying.


2. Identifies Countertrend


The Wave Principle also identifies countertrend moves. The three-wave pattern is a corrective response to the pre-
ceding impulse wave. Knowing that a recent move in price is merely a correction within a larger trending market is
especially important for traders, because corrections are opportunities for traders to position themselves in the
direction of the larger trend of a market.


3. Determines Maturity of a Trend


As Elliott observed, wave patterns form larger and smaller versions of themselves. This repetition in form means
that price activity is fractal, as illustrated in Figure 2-1. Wave (1) subdivides into five small waves, yet is part of a
larger five-wave pattern. How is this information useful? It helps traders recognize the maturity of a trend. If prices
are advancing in wave 5 of a five-wave advance for example, and wave 5 has already completed three or four smaller
waves, a trader knows this is not the time to add long positions. Instead, it may be time to take profits or at least to
raise protective stops.


Since the Wave Principle identifies trend, countertrend, and the maturity of a trend, it’s no surprise that the Wave
Principle also signals the return of the dominant trend. Once a countertrend move unfolds in three waves (A-B-C),
this structure can signal the point where the dominant trend has resumed, namely, once price action exceeds the
extreme of wave B. Knowing precisely when a trend has resumed brings an added benefit: It increases the probabil-
ity of a successful trade, which is further enhanced when accompanied by traditional technical studies.
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How The Wave Principle Can Improve Your Trading


4. Provides Price Targets


What traditional technical studies simply
don’t offer — high probability price targets
— the Wave Principle again provides. When
R.N. Elliott wrote about the Wave Principle
in Nature’s Law, he stated that the Fibonacci
sequence was the mathematical basis for
the Wave Principle. Elliott waves, both im-
pulsive and corrective, adhere to specific
Fibonacci proportions, as illustrated in Fig-
ure 2-2. For example, common objectives
for wave 3 are 1.618 and 2.618 multiples
of wave 1. In corrections, wave 2 typically
ends near the .618 retracement of wave 1,
and wave 4 often tests the .382 retracement
of wave 3. These high probability price tar-
gets allow traders to set profit-taking ob-
jectives or identify regions where the next
turn in prices will occur.


5. Provides Specific Points of Ruin


At what point does a trade fail? Many trad-
ers use money management rules to deter-
mine the answer to this question, because
technical studies simply don’t offer one. Yet
the Wave Principle does — in the form of
Elliott wave rules.


Rule 1: Wave 2 can never retrace more than
100% of wave 1.
Rule 2: Wave 4 may never end in the price
territory of wave 1.
Rule 3: Out of the three impulse waves —
1, 3 and 5 — wave 3 can never be the short-
est.


A violation of one or more of these rules
implies that the operative wave count is in-
correct. How can traders use this informa-
tion? If a technical study warns of an up-
turn in prices, and the wave pattern is a sec-
ond-wave pullback, the trader knows spe-
cifically at what point the trade will fail – a
move beyond the origin of wave 1. That
kind of guidance is difficult to come by
without a framework like the Wave Prin-
ciple.


Figure 2-1


Figure 2-2
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How The Wave Principle Can Improve Your Trading


What Trading Opportunities Does the Wave Principle Identify?


Here’s where the rubber meets the road. The Wave Principle can also identify high probability trades over trade setups
that traders should ignore, specifically by exploiting waves (3), (5), (A) and (C).


Why? Since five-wave moves determine the di-
rection of the larger trend, three-wave moves
offer traders an opportunity to join the trend. So
in Figure 2-3, waves (2), (4), (5) and (B) are ac-
tually setups for high probability trades in waves
(3), (5), (A) and (C).


For example, a wave (2) pullback provides trad-
ers an opportunity to position themselves in the
direction of wave (3), just as wave (5) offers them
a shorting opportunity in wave (A). By combin-
ing the Wave Principle with traditional techni-
cal analysis, traders can improve their trading
by increasing the probabilities of a successful
trade.


Technical studies can pick out many trading op-
portunities, but the Wave Principle helps traders
discern which ones have the highest probability
of being successful. This is because the Wave
Principle is the framework that provides history,
current information and a peek at the future.
When traders place their technical studies within
this strong framework, they have a better basis
for understanding current price action.


[JULY 2005]


Figure 2-3
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How To Use the Wave Principle To Set Protective Stops


I’ve noticed that although the Wave Principle is highly regarded as an analytical tool, many traders abandon it when they
trade in real-time – mainly because they don’t think it provides the defined rules and guidelines of a typical trading
system.


But not so fast – although the Wave Principle isn’t a trading “system,” its built-in rules do show you where to place
protective stops in real-time trading. And that’s what I’m going to show you in this lesson.


Over the years that I’ve worked with Elliott wave analysis, I’ve learned that you can glean much of the information that
you require as a trader – such as where to place protective or trailing stops – from the three cardinal rules of the Wave
Principle:


1. Wave two can never retrace more than 100% of wave one.


2. Wave four may never end in the price territory of wave one.


3. Wave three may never be the shortest impulse wave of waves one, three and five.


Let’s begin with rule No. 1: Wave two will never retrace
more than 100% of wave one. In Figure 4-1, we have a five-
wave advance followed by a three-wave decline, which we
will call waves (1) and (2). An important thing to remember
about second waves is that they usually retrace more than
half of wave one, most often a making a .618 Fibonacci
retracement of wave one. So in anticipation of a third-wave
rally – which is where prices normally travel the farthest in
the shortest amount of time – you should look to buy at or
near the .618 retracement of wave one.


Where to place the stop: Once a long position is initi-
ated, a protective stop can be placed one tick below the
origin of wave (1). If wave two retraces more than 100%
of wave one, the move can no longer be labeled wave
two.


Now let’s examine rule No. 2: Wave four will never end in
the price territory of wave one. This rule is useful because it
can help you set protective stops in anticipation of catching a
fifth-wave move to new highs. The most common Fibonacci
retracement for fourth waves is .382 of wave three. So after a
sizable advance in price in wave three, you should look to
enter long positions following a three-wave decline that ends
at or near the .382 retracement of wave three.


Where to place the stop: As shown in Figure 4-2, the
protective stop should go one tick below the extreme of
wave (1). Something is wrong with the wave count if
what you have labeled as wave four heads into the price
territory of wave one.


Figure 4-1


Figure 4-2
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Figure 4-3


And, finally, rule No. 3: Wave three will never be the short-
est impulse wave of waves one, three and five. Typically,
wave three is the wave that travels the farthest in an impulse
wave or five-wave move, but not always. In certain situa-
tions (such as within a Diagonal Triangle), wave one travels
farther than wave three.


Where to place the stop: When this happens, you can
consider a short position with a protective stop one tick
above the point where wave (5) becomes longer than
wave (3) (see Figure 4-3). Why? If you have labeled
price action correctly, wave five will not surpass wave
three in length; when wave three is already shorter than
wave one, it cannot also be shorter than wave five. So if
wave five does cover more distance in terms of price
than wave three — thus breaking Elliott’s third cardinal
rule — then it’s time to re-think your wave count.


[January 2006]


We hope you enjoyed this free article. If you liked the content contained herein, be sure to check out EWI’s
Trader’s Classroom Collection (http://www.elliottwave.com/products/traderscollection/default.aspx?code=clubewi)
ebook. Four years in the making, Trader’s Classroom Collection Volumes 1 and 2 feature 128 pages and 23
chapters from one of the most experienced Elliott wave teachers, Jeffrey Kennedy. Each chapter gives you
valuable tips and techniques to help you identify turns and trends in the markets.


Also be sure to check out Jeffrey’s online trading tutorial, How to Spot Trading Opportunities Using the Wave
Principle (http://www.elliottwave.com/education/online_tutorial/default.aspx?code=club).



http://www.elliottwave.com/products/traderscollection/default.aspx?code=clubewi 

http://www.elliottwave.com/education/online_tutorial/default.aspx?code=club

http://www.elliottwave.com/education/online_tutorial/default.aspx?code=club



