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Chapter #13

Common Sense Trading Rules

1 "A good way to identify new leadership in the stock market is to

daily observe individua l stocks when the market makes a new
move either up or down and see if they are following

the move of the averages"

Division of Csnital is the most imQortant trading rule. A professional trader never empIoys alI of bis
trading capital on any one trade. A large fund manager may diversify bis portfolio and bave a great
many stocks at one time, and thereby diversify bis capital, but in the usual case the professional trader
puts most ofhis eggs in one basket or very few baskets and watches them very closely.

However, in those few baskets he does not ernploy alI of bis capital. Most frequentIy great traders wilI
teII you they only put 3%, 5%, 10% oftheir capital on any one trade, especialIy when using leverage
such as options or futures, where you afe onIy putting lOto 30% down. In these cases the profit is
rnost Iikely a doubIe, triple or quadruple and even though it is onIy a srnall fractional part of your total
capitaI, the rate of retum is substantial and quickIy buiIds up.

If one were to use a 10th division of bis capital he could afford to Iose IO times in a row before he
was out of business. Most professionals bave a batting average of 60-80% right, and when they afe
wrong they stop thernselves out far srnalIlosses. It is thecompounding ofmany small profits that add
up in professional trading. Therefore, the professional trader only uses a fractional part of bis capital
in bis trade. It is not uncornrnon to find the largest proportion of capital unutiIized, sitting in cash or in
T -bilIs as a reserve.

is the second rnost irn ortant tradin rule. A trend that has a daily,
weekly, rnonthly, higher bottorns formation is the bull trend and the "stair step" lower highs and lower
Iows is the bear trend. Trading with the rnain trend is the objective. The old saying applies "When in
doubt, get out." If you do not know what the trend is do not trade.

In regard to the trend, stocks that hit new highs far the year afe strong stocks by definition and you
should never try to short new high stocks. In theory, a stock that hits a new high is the strongest stock
there is and you should buy breakouts to new highs. If you afe going to sell short you should not sell
short new highs but you should setI short new lows. New Iows far the year afe rnade by stocks that afe
in trends that afe very weak.

~
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The average person's classic mistake is trying to short high price stocks and trying to catch the final
high. In a long term bull trend, new highs afe made every several days and each one of those cannot be
the final high. Only one day can be the final high and that long term trend may last far years with many,
many individuai days of new highs. It is in sane to try and short stocks that go to new highs. The trading
strategy should be to buy on dips stocks that have recently galle to new highs and to sell short stocks on
rallies that have recently hit new lows far the year.

This brings up the concept of relative strenith. Ali stocks afe noi created equal, some stocks afe
stronger than others. The professional trader should seek out stocks that afe stronger than other stocks.
He should be long the stronger stocks and short the weakest stocks. The steegness ofthe trendline
anile tells vou the strenith or the individuai stock.

A stock's strength can be relative to its own recent past history, such as its lO day, 30 day, 50 day
moving average, or it can be relative compared with other individuai issues. When compared to other
issues, the relative strength stock is first compared to the market average. If the market average goes
up a certain percent, the relative strength stock should go up during that time period a greater percent-

age.

A good way to identify new leadership in the stock market is to daily observe individuai stocks when
the market makes a new move either up or down, and see if they afe following the move of the aver-
ages. For instance, if the Dow Jones has a break and drops a significant amount, lets say 5% aver 3
weeks, and the individuai stock you afe watching goes sideways aver that 3 weeks, you would want to
make a lisi of such stocks to see that on the next Dow Jones advance if those individuai stocks ad-
vance. If they do, having noi first declined, it is a sign of great relative strength and a sign that they
will far out perform the market averages and ali other stocks on the ensuing move. Those afe the stocks
that should be bought.

Another technique to keep in mind, is at major impulse wave breakouts of market averages, such as the
beginning of new Bull Markets, you should keep a lisi the first week or two of the greatest dollar
gainers, stocks that to up $3, $4, $5 in a single day. These stocks should be bought, they should noi be
avoided because they seem expensive. They afe only expensive because they afe on everybody's buy
lisi and afe the relative strength stocks.

Every fundamental analyst in the country has his private lisi of what stocks to buy when the market
moves and these afe the ones the big money will power into. You can usually identify these popular
stocks on the initial impulse wave only. After the first few weeks of the rally the resi of the market
averages go up and down and rotate. You will usuallY find that the stocks that go up the greatest amount
the first few days ofthe move afe the ones that afe on everybody's shopping lisi, and will continue to
go up week after week, month after month far quite some time into the future.

There afe a number of price patterns that afe quite common in professional trading and useful to know.
The most important is thedail~ and weekl~ Qatterns in Bull Markets and Bear Markets.

In Bull Markets - the beginning of the week, Monday, opens strong and follows into Tuesday.
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Then a counter decline sets in, a correction, with a weak Tuesday afternoon, correcting into
Wednesday and then by Thursday the market is in a strong up trend and on Friday, closes the
week at the extreme high ofthe week. This strength follows through again for Monday. This is
the classic 8un Market Dattern strong on Monday iRto Thesday afternoon, pullback
Wednesday, iRto Thursday; Friday Monday strength.

In 8ear Markets - expect just the opposite - weakness on Monday iRto Thesday, midweek
counter cyclical rallies, failures on Thursday with a weak close on Friday followed by a
weak Monday.

These patterns afe quite reliable and one should adjust their trading strategy on a weekly basi s, to buy
on the dip on Tuesday or Wednesday midweek and sell into the strength on Friday afternoon or Mon-
dar on a Bull Market pattern. On the Bear Market pattern you want to short the rallies on Tuesday,
Wednesday and cover on the decline Friday afternoon and Monday.

Short Term Dail): Pattern - each and every dar is a reflection of the larger weekly pattern
with each hour during the day being likened to each day ofthe week. Therefore, the first
hour, which I usually use Il:00 AM rather than 10:00 AM, is 1 1/2 hours. The first hour into
Il:00 AM is equivalent to a Monday.

In a bu" trend you would expect a strong opening up untilll :00 AM or 12:00 PM, a midday pu IIback
from noon to 1 :30 PM to as late as 2:45 PM, strength in the afternoon with a strong close from 3:00
PM to 4:00 PM to follow through the next dar. This is your typical strong dar Bull Market pattern.
Note the emphasis on the first hour strength and the last hour strength and in the weekly charts the
Monday strength and the Friday strength. Strength early and late in bull trends, weakness in bear
trends.

In the bear trend the daily pattern is just the opposite. Down hard into Il:00 AM, counter rally mid
dar and then after 2:30 PM weak finishes with weak openings next dar. Individuai stocks afe traded
the exact same way on these patterns. Stock that afe often strong and break out do so around 2:00 PM
in the afternoon with a strong finish and usually top after the opening the following morning. Then they
have an intraday correction, where they pull back to just above where they carne from yesterday and
then close strong again.

It is often good to find stocks that afe in long term up trends and look for the dips intraday. Ifyou find a
stock that has been down ali morning, strengthens around 2:00 PM in the afternoon there is a good
chance that it will close strong, reversing the trend and carry through that strength for the next several
days. Likewise, in Bear Market patterns, shorting should be done on any strong movement but more
than likely midday rallies from noon to 3:00 PM, expecting the failure to occur 3:00 PM to 4:00 PM
and covering on the close or the opening plunge the following dar.

O~nin& and Closin& Patterns - afe ofkey importance, even more so, than the daily patterns,
especially in the financial futures. These afe known as opening bulges and in the financial
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futures markets, the professionals who really know what they afe doing, use a lot of leverage.
They afe almost alwavs riKht on the main trend of the market.

However, because of the leverage they use and the risk avoidance of the professional trading mind,
they do not like to carry positions ovemight. This gives one a distinctive advantage in watching these
opening and closing bulges. If the S&P Futures or the Bond Futures gap open quite strong everyday,
even though they seem to be fading at mid day, the opening bulge usually shows you that the profes-
sionals afe committed to the long side of the market and the daily trend and the weekly trend is prob-
ably up. Therefore, any pullback intra day should be bought and right on the close, which will be
strong, there will be a geli off That sell off in the case of financial futures is not necessarily indicative

of a reversal in trend but just the day traders liquidating.

Likewise, in bear trends the opening bulge is to the downside, where the professionals go short as !

soon as the market opens and very late in the aftemoon cover shorts to put them out again the next day.

In terrns of statistics, 70% to 80% of the time the extreme high or low for the entire trading day is
usually made in thefirst 20 minutes of trading in the financial futures. Therefore, if they open up and
go up dramatically in the first 20 minutes and then in the ensuing next hour afe stili up on the day, the
chances afe overwhelming that the extreme hiKh or low was the opening lil»:. That being the extreme
you would want to buy pull backs during the day, expecting the market to close at the extreme high.

If the opening bulge is to the downside, you could have the extreme high of the day being the opening
quote. If the opening quote is never regained after the first 20 minutes, then any rally in the day should
be shorted with an expectation of an extreme weak close. If the financial futures gap down big and
after the first 20 or 30 minutes come back and start to close the gap and never approach the opening
low, then one can assume that the extreme low was made far the day and any dip intraday that does
not take out that opening low, should be bought with the expectation of a firm close near the high of
the trading range. i

Financial Stocks - professionals watch the financial stocks, particularly the banks,
and the go-go over-the-counter glamour stocks. Prior to every big Bull Market move there will
be strength in the bank stocks and over-the-counter stocks. The bank stocks always show
strength because there is a high correlation between confidence in the financial system and low
interest rates and good banking conditions. In the over-the-counter market there is strength
because aver the counter stocks afe always heavily shorted.

1
i

Because of the fact that the trading rules allow over-the-counter stocks to be shorted, without r
regard to the up tick rule that was established by the SEC on the New York Stock Exchange, that
requires a short to only short a stock at a "zero plus tick," or only short a stock that did not go down
on the previous tick, this has the effect of eliminating a lot of short sales on the New York Stock
Exchange when the market is quite weak. Those who wish to short stock must wait far legitimate

strength in order to get a short off. ,

120



In the over-the-counter market, no such mIe exists (although changing this mIe is in discussion at the
time of this writing); anyone who likes to short stocks may simply sell at the bid side of the market,
thereby guaranteeing getting a short off. Inexperienced traders who afe greedy and impatient, will not
wait to get their short off on the New York Stock Exchange, but will pick on over-the-counter stocks
and indiscriminately hit the bids. Therefore, when the market is prepared to rally, the first group that
feels the pressure afe the most heavily shorted stocks. These will always be the over-the-counter
stocks.

So when ODe sees a firming ofthe market, with both the over-the-counter stocks alI nudging up and the
bank stocks firm, it is almost always a certain sign that a major move is about to take pIace to the

upside.

DiverKences - watch far cycles that exist in the market that appear simultaneously in

similar groups. That is to say, in a bull trend, bonds and interest sensitive vehicles
show strength and the market shows strength likewise. ODe should be cautious though,
when ODe market diverges tram the other, such as bonds down on the day, but stocks up
or bonds up and stocks down. This may be the beginning of a change in trend, and
unless ODe has real conviction he should limit his trading to smaller positions until the
condition cleans itself up.

A trader will always be long in the market when the S&P stocks afe up, the financial futures afe up,
the stock market is up and the bonds and the bond futures afe up. When there is across the board
strength there is a high probability that that is indeed the mai n trend.

Along with bonds, as relative strength vehicles, ODe might al so watch the U.S. Dollar. There is usually
a good correlation between the strength of the U .S. Dollar, the strength in our bonds, and the strength in
our stocks. The stronger the dollar the more attractive it is to invest in U.S. equities, in U.S. denomi-
nated assets by foreigners.

Likewise, almost ali financial panics start with weakness in the dollar, followed by weakness in bonds
and then weakness in stocks. Divergences can also appear within various market averages. ODe would
like to keep track of the Value Line, the S&P, Utilities, the Transports and the Industrials. If alI those
indexes afe alI going together the primary trend is well defined. The primary trend may be undergoing
a change or be questionable when several of the various market averages start to diverge. Especially
when making new highs, ODe must be on the lookout far ODe or more of the market averages, to not go
to a new high in unison with the others. This will be your first warning that after a technical pull back
and then another rally there may be many more diversions and that second rally may be the fiDaI top.

A primary consideration in looking at the divergences is breadth divergences with the market aver-
ages. During the course of the day the advance/decline line should have a healthy plurality of advanc-
ing stocks aver declining stocks if the trend is up and the market averages afe up.

In such a situation you would be long the market. You would take a cautious stance however, if the
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breadth was even or negative and the market averages were up due to strength in a few selected
glamours. Such a circumstance of diverging breadth with the leadership confined to a few individuaI

stocks is a real sign of danger.

ODe rule I follow, that is helpful in defining the trend, especially in regards to relative strength and
divergences, is to watch opening bulges in the market averages, such as a market that opens up 12 to
18 Dow points or opens down sharply 12 to 18. The character of the makenD of that gOiDt connt in
the Dow _IODes aver8lles is verv imoortant. For instance, in a Bull Market trend where the market
opens up strongly 15 or more, there should be at least 1/2 dozen to 1 dozen ofthe glamour stocks that

afe up 7/8 to 15/8 in the first half hour of trading.

ODe merely looks up the biggest advancing stocks. Ideally if you have a computerized system and you
can scan the top lO, 20, 30, 50, or 100 stocks, so much the better but you should look for big price
movements, price movements of 7/8 of $1 or more to legitimize the trend.

In false trends where the market opens up 15 and it consists of the top lO or 20 stocks simultaneouslv.
being up 3/8 to 5/8 of a dollar and DO ODe issue being up as much as $1, it is almost a certain sign that
this is a specialist markup opening that should be shorted and a reversal will shortly follow.

Markets that go up 20, 30, 40, 50 or more in a day almost always have several dozen stocks up at least
$1 or more by Il :00 AM. Markets that go up for 1 hour and reverse and close weak almost always
have high average point counts, but very few participating individuaI issues that afe up more than $1.

This is also true in the opposite. On a big down day you should look for many stocks down 7/8 to
15/8. If they afe alI down, but only 3/8 or 5/8 of $1 , this is a sign of tremendous strength and the
market averages will shortly reverse as each of these individuaI stocks reverse their trends. Keep in
mind that this principle is based on the fact that there afe cyclical influences in the market. True
cyclical influences show up in broad based statistics, such as breadth and price movement. If you see
an opening bulge in the market and the breadth is strong and it follows through in every average, every
vehicle such as bonds, stocks, futures, foreign markets, one can be assured that this is of a cyclical

nature and that the primary trend has emerged.

News item bulges and random events due to basket programs often take pIace within diverging back-
grounds. Foreign markets up or down, individuaI commodities up or down, breadth so-so and price
structure modestly higher or lower. In these types of trading patterns there is no clear trend and there is

no trade to be made until the trend emerges.

One should also consider the correlation between volume and price action. Ideally a rising stock
should have rising volume or accumulation. This is a generaI principle, it does not apply late in the
rally phase or late in the Bull Market. If it is late in a rally phase, after several days or weeks of
advances, and then volume comes into a stock, it is almost certainly indicative of a top and distribu-

tion.

I
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Likewise, in the last several years, whenever the Dow Jones Averages hit 200 million shares or more
after a prolonged period of average trading volume of 130, 160 million shares, the high volume
always marked the top day or the top was one day later. Aiso in a bull trend, a decline that results in
lower and lower trading volume usually shows a heavy volume reversal day, and if one charts volume
and price action and sees a consistent pattem of declining volume on a declining market and then a
reversal pattem day with an up market on heavy volume, one can be certain that the trend has changed
to the upside.

The biggest generalization I hear ali the time, that I consider false, is that volume is bullish. It is only
after a liquidating market has been declining far quite some time that big volume comes into the market
on advances and is quite bullish. Most ofthe time however, unusually large volume is alwavs indica-
tive or an aoRroachinK toRo Resistance is being met and many transactions afe taking piace because

i there afe sellers and buyers equally matched. You can have many extended moves on very light volume
either up or down without changing the trend, but when large volume transactions come in, in a rising
market, it usually checks the rise and there will be a sign of a top.

Another time tested saying is that distribution is done after the toR is in. This is why volume is
usually Bearish. Let's say the market breaks big and starts to rally back in a few days. Many financial
commentators see the large volume on the rally and say it is bullish. The truth is that the large pension
funds and mutuai funds that have multimillion share positions must wait far the bargain hunters to show
up to geli into them. This is most clearly seen in individuai issues that have broken down. The only
way to know far sure is to watch the issue several days later after the large volume rally day to see if
the stock is then lower in price. If it is it is almost certainly being distributed and should be shorted or
avoided.
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Ten Trading Tips to Make You Rich
;,"

TRADING TIP NO.1 - BASIC TRADING CYCLES

The most fundamentally basic trading cycles in the stock market afe the 3 1/4 week and 6 1/2 week
cycles. This is based on the fact that the natural year has 52 weeks and the primary divisions of 52
weeks afe l/8th and l/16th (52 weeks divided by 8 = 6 1/2 weeks, 52 weeks divided by 16 - 3 1/4

weeks), (See Figure 15)

Allionger term movements in the market afe just these basic cycles strung together, You should start
your count of the cycle from any major high or low on the stock that you afe following, Take the high
and low price and measure aver 3 1/4 weeks and see if the market reverses. If the market continues
strong into the 4th week be assured that it will continue in that direction until'at least the 6 1/2 week

cycle.

At 61/2 weeks, look again to see ifyou might bave an extension of another 3 1/4 weeks, but by and
large almost alI trading stocks either go 3 1/4 weeks or 6 1/2 weeks from high to low. Consequently
there is no such thing as a 2. 4 or 5 week c~cle,

TRADING TIP NO.2 - BUY ANO SELL REVERSAI", BAR SIGNALS

On any standard bar chart where you afe charting price action, there is a range on the daily bar chart,
These could be hourly charts, 15 minute charts, daily charts, weekly charts, It does not matter, far as
long as it is a typical bar chart there is a range. A line is drawn from the low of the day to the high of
the day which creates our bar,

i A trend, such as a uptrend, is usually defined by each of our bars where each day the high of today's
! bar is higher than the preceding day's high, and the low on today's bar is higher than the preceding

day's low, A series of bars like this is an uptrend.

The buy, sell signal occurs when we bave a trend, such as an uptrend, and on the hi&hest da}: we note
the Wn of that hi&h bar. The signal does not come until at least the next day, The next day after the top
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will be indicated by a new bar that does noi bave a hiKher hiKh than the preceding day. It must also
have a lower low. The setI signal occurs when that bar or the subsequent bar goes lower than the
low or the hi~hest bar recorded in the move so far.

For example, let's say the market has galle up six days in a row and on the 6th day you have a range
bar. On the 7th day the market goes sideways, it does not exceed the high of that bar on the 6th day but
it does not break the low ofthat bar either. On the next day the market goes down and breaks under-
neath the low of that 6th day high bar.

At that point you get your trading setI signal. That is the point you setI out your longs, go short the
market and put a stop loss in at the highest reading on the high bar, but usually it is safe enough to use
50% of the range of the highest bar or in many cases you can probably get away with using the low of
the high bar which is where the setI signal was generated. (See Figure 16)

I, Often times after a setI signal is generated in this fashion, and the market declines far several days, it

will rally up and fail exactly at the price which was the low of the highest bar, where the se" siKnal
was Kenerated.

Buy signals afe just the apposite. If the market has been declining and each day's bar on your chart
gives you a lower low reading and a lower high between the vertical bars and you get to an extreme
low, (a new low far the move one day and the next day you do not go to a new lower low) and the high
far the next day is higher than the high was on the day when the finallow was made, when you go
hi~her than the hi~h on the lowest bar davo the buv si~nal is Kenerated.

This is when you go long the market using the extreme low as your stop out point if the market should
revqrse and go back down. Here too it is helpful to note that after a buy signal is generated there is
usuàlIya secondary test of that low in a few days to a week or two. On that subsequent decline, if it is
successful, it will almost always stop dead in its tracks right at the hi~h nrice level orthe lowest bar
or the dav or the move.

These reversal bar signals afe very important in the market. By themselves, they can reverse on you
quite a bit and afe not that helpful. However, if always watched they will at least keep you within the
main trend far 5, 6, 7 days in a row before there is a chance of reversal. Likewise, if we use our
trading tip No.1, (3 1/4 weeks cycles), we can often find at the end ofour 3 1/4 or 61/2 weeks cycle
a high or low bar reversal signal. At that point it becomes much more valid and we can take the signal
with confidence that the market will go 3 1/4 weeks in the apposite direction before we have to look
far a sell signal.

The same principle of the reversal bar applies to any type of chart. That is hourly charts, 15 minute
charts, daily charts, weekly, monthly, etc. Obviously it is important to look far long term reversals on
daily, weekly and monthly charts. On a weekly chart far instance, when a bar is reversed after a great
many weeks up, it usualIy indicates declines of several months, so weekly chart bar reversals afe very

important.
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:: TRADING DP NO.1 - BASIC TRADING CYCLES
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AlI stocks trade in cycles relating to the natural year of ~ weeks.
The primary divisions afe 1/8 and 1/16
(~ = 6 1/2 weeks, ~ = ~ 1/4 weeks ).
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Longer term movements afe just these basic cycles strung together. I

Begin your count from any major high or low.

Figure 15
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TRADING 'nP NO.2 - BUY AND SELL REVERSAL BAR SIGNALS

This sa me principle applies to any type of
chart i.e. daiIy, weekIy, hourIy, etc.

Industrials
. STOCKS IN INDUSTRIAL AVEUGE-NYSE CHG.
AIlIed-SIo - 'I. Exxoo - 'n PhliMorT + ~
Alcoa - ~ GenEIec - 'I. Prl~1c4 A~E"" .,.. ~- 1 Proct&Gm - 1'h
A~T&T- 'I. G.mvear - 'lo SearsR~ + 'I.
8eII\SMI - 'Il I BM - 1~ Texeco ...
Boelng + V. InlPa- - '4 USX - 'h
ChevrOO + 'I. MCC»1!ds - 'I. Unla1C6l11 - 'n
COC8C~a + 'I. Merck ... UnltecfTdI - 'I.
Du~ - 'h MImM&M - ~ Westnctls - '4
EaslKcxI - ~ Navlstar - 'Il WooI...x1h - ~
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SEPr JAN FEB

The market generates a buy or seII signal when the daiIy
range on the highest or Iowest day is exceeded on the
foIIowing day. For exampIe:

highest bar range ~~2

l , ~~ - low or high exceeded

J /
.c:I!Y.Y - high or low bar exceeded

II1 )@i~~ Figure 16
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OUTS

As has been noted previously, numbers themselves spin out cycles that afe harmonic lengths of the
numbers. In addition to this, there afe natural cycles of whole numbers squared. What I mean by this, is
that the whole number 2 squared is equal to 4; 3 squared is equal to 9; 4 squared is equal to 16 and 5
squared is equal to 25. These afe the natural squares, 4, 9, 16,25,36,49, etc. These natural squares
apply to days, weeks and months. (See Figure 17)

Ifyou take a chart and start with a major high or low, making "tick" marks on your chart on every 4, 9,
16, 25, 36 days, weeks and months, you will be prepared to see most of the major highs and lows
come out on those dates. As you get further into the squares these often last into the hundreds of num-
bers. For instance, the square of 25 is equal to 625 weeks or nearly twelve years. Cycles of this length
stili come out almost to the day and often it is important to look at the midpoint between these long
term squares. Often this will fili in some data and give you some better turning points.

Beside these natural number squares we also want to keep track of our normal counting cycles using
our 45 degree triangle. Draw a 45 degree angle off of any major high on a stock or market average
until it intersects the next major low horizontally. This will give you a major turo in the market.

For example, on the Dow Jones Chart in 1966 when it hit 1000 for the first time, the 45 degree angle
coming down intersected the low at 736 which was in late 1966. The 45 degree angle off that top did
not intersect the low price unti11969. In 1969 the market hit 1000 far a second ti me and was the
beginning of another major Bear Market, three years later. We therefore want to keep track of using a
45 degree angle off every major high until it intersects every major low after that high. The intersec-
tion of those angles off the top and the sideways horizontal price level always gives us a guaranteed
tum.

Here again, on weekly, monthly and yearly charts, these square outs afe very big and can lead to trend
changes of weeks to months. They afe very easy to keep track of and there is no excuse not to. The
little turns on hourly and daily charts al so produce trend changes but they afe not as important.
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TRADING TIP NO.4 - NUMEROLOGICAL 360 OEGREE
SUPPORT ANO RESISTANCE NUMBERS

Support and resistance in the stock market afe merely places where stocks stop their rise or descent

and find strong resistance to the trend.

In terrns of natural price levels, the divisions of the master circle of 360 degrees create natural support
and resistance. These natural numbers come tram the divisions of the circle by 3 and by 2. That is, 360
divided by 3 is equal to 120. We then divide that 1/3 of the circle by 2 to get the fractional part of the
3rd. So 120 divided by 2 is equal to 60.60 divided by 2 is equal to 30.30 divided by 2 is equal to 15.
15 divided by 2 is equal to 7.5. These afe the thirds or 360 divided by 3.

Next we take 360 and divide by 2 which is equal to 180. 180 divided by 2 is equal to 90. 90 divided
by 2 is equal to 45.45 divided by 2 is equal to 22 1/2.22 1/2 divided by 2 is equal to Il 1/4. Il 1/4

divided by 2 is equal to 5 5/8. (See Figure 18)

What we find when we complete this process is a series of numbers that afe natural support and
resistance in hoth time and nrice. We ali have noticed in trading stocks that when a stock, far ex-
ampie, goes up to 90, it will top and reverse because 90 is a strong support and resistance number.
After it gets above 90 and goes to 98 it may pull back and rest on 90. Likewise, the numbers 45, 30, 60
afe ali natural trading numbers. Less familiar afe the 7 1/2, 15, Il 1/4, but these afe also strong num-
bers. What really happens on smaller price stocks is that these are additiona) incrementai units.

For instance, if the stock that you afe trading has a low at $14, we know that if we add 7 1/2 on top of
that we get $21.50, and that will be the natura) resistance or, 1/2 units on top of a $14low. After
that the natural resistance of Il 1/4 would give us the price of $25.25. Keeping in mind too, that the

natural square of 25 would also provide resistance.

This is how we trade stocks off natural support and resistance. Take any major high or low and add or
subtract to it this series of numerological numbers, and you will see that 80 to 90% of the time the
stocks will stop right at those numbers and consolidate far several weeks before they advance again or
decline. These numbers 7 1/2, Il 1/4, 15,22 1/2,30, etc. a)so aUU)I to time in days, weeks and

months tram highs and lows.

In terrns of the Dow Jones Averages, it is interesting to note that the whole part of 360 has often been
important in market movements. The ali time high in 1929 was 386, which was a bit above the 360,
and twice 360 or 720 was an important 10w area throughout ali the 70's and into 1980. Those lows in
the stock market were consistently down around the 720 level. Add another 360 to 720 and you get

1080 which was the 1984 bear market 10w.
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\ TRADING TIP NO.4 - NUMEROLOGICAL 360 OEGREE

SUPPOR T ANO RESISTANCE NUMBERS

Ali stocks and market averages trade off natural support and resistance numbers that afe divisions of
the master cycle or circle of 360 degrees. Ali division and numbers come from 3 and 2 harmonics:

J..§Q = ];l,.Q = QQ = ].Q = 1 5 J..§Q = .1.§.Q = .2.Q = ~ = 2 2 1 / 2
3 2 2 2 2 2 2 2

Natural Number SuQQort & Resistance
DOW JONES

3 Both 2
360 = 386 1929 high 7.5 11.25

+360 15
720 1978, 1980, 1982 lows 22.5

+360 30 33.75
1080 1984 low 37.5

+ 45
+ 1800 52.5 56.25
+ 60

360 2160 67.5
i + 75 78.75
j 180 2340 82.5

+ 90
180 2700 97.5 101.25

+ 105
45 ~ 112.5

'87 top 120 123.75
127

135
142.5 146.25
150

157.5
165 2 168.75
172.5

180

360

I

Figure 18
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TRADING TIP NO.5 - THE ZERO ANGLE
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Ifwe keep adding 360 alI the way above, we find numbers like 2160, 2520, 2880, and 3240, as we
get higher and higher. We can also break down 360 into 180. The top in 1987 was roughly 2745. So it
is half of 90, which is 45, added to our price of 2700 even, which was 2520 plus 180. So natural
support and resistance on the Dow Jones usualIy runs in the bigger multiples, 45, 90, 180 and 360
points up or down far major supporto

Remember to always count days, weeks, and months in these special time units tram any major high
or low to see if a change in trend is warranted. Usually the simple 30, 60, 90, and 120 day count
produces good turns far active trading and should always be kept track or.

TRADING TIP NO.5 - TUE ZERO ANGI..E

Keeping track of time cycles through the use of angles is fairly easy. However, knowing where the
major turns afe can be difficult at times. One of the most important tools is the use of the zero angle.
The zero angle is the angle we construct starting at the zero price scale underneath our major high or
major low. On most chart services the scale does not extend alI the way down to zero especially if it is
a $50 or $60 stock. The relevant price range might only be $40 to $80 so it is not on your chart. (See
Figure 19)

What you must do is very carefully with a compass and a ruler, measure down on the scale of your
chart tram the existing price grid, down so many inches below the chart to where the zero point
would be. At that zero point you put a dot and a horizontalline far zero price. Under each major high
and low we draw our natural angles of 45 degrees, also 30 degrees and 60 degrees up tram zero.

What we wilI find as the stock goes up and down horizontalIy across the page, is that as it hits these
powerful angles up tram zero, these major support angles wilI cause it to bounce off these angles
every time. The strength of the stock's movement is often indicated by how it bounces off these angles.

If it barely has a little blip far a day or two, and breaks under the angle, we know the trend is weaken-
ing even though it may stilI be in an uptrend. What usually happens is that the first time the stock goes
sideways enough to hit the powerful 45 degree angle it wilI have another tremendous imQulse wave
starting at that exact point that wilI catapult the stock much higher.

This is one of the major points of using angles. It is one thing to use angles off of the prices themselves
and intersect highs and lows far little square outs, but alI major support and resistance and major cycle
turns come when the zero angle up tram underneath the major high and the major low on whatever
chart you afe following is hit by the current price. When that zero angle comes up and the individuaI
stock price hits it, how it reacts telIs us a lot about the strength of the market, and whether it is going
up or down. It al so gives us an ideaI buy point if the market has been declining down to that angle,
knowing that it wilI bounce off it, using that zero angle as our sell stop point if it subsequently breaks
the angle and comes down through it.

!
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TRAD'NG T'P NO.6 - M'RROR 'MAGE FO'..D8ACK PATTERNS

In theory, time moves both forwards and backwards. The word cycle implies that time returns again to
a starting point. This means time does indeed go bolli forwards and backwards. This is a difficult
concept far human beings but philosophers bave debated it far years and found that it is possibly true.
Einstein's Theory of Relativity hypothesizes that time most certainly is a variable depending on the
speed or relative motion of the observer.

So, it is not unusual to think that human beings, who bave internaI biological clock mechanisms, and
also being on a planet that is constantly turning on its axis being subject to different velocities, really
do not bave a conception of time. However, inanimate stocks that afe traded with human emotions and
graphed on pieces of paper often reveal to us where these pivots in time occur and the fact that time
does indeed go backwards.

The implications afe such that when a stock goes tram a low to a high, ti me is in one direction. When
you bave a high and the market goes down it is basically following that same pattern backwards. Just
as the stock rose to a high, it declines, going down the same way it carne up. The theory of mirror
image foldback forecasting states, "At every major high and low the price patterns folds backwards
in a similar fashion to the prior price patternjust before the high or low." Many times this ti me
period is symmetrical, it is identical. So that ten weeks before a turo will show the same pattern ten
weeks after the turo. However, in reality these time movements can speed up or slow down. Often we
will find an advance of 9 or lO weeks, but a decline of maybe only 7 weeks and yet the Dattern and

~ might be of the same magnitude. (See Figure 20)

A use of this in forecasting is that we can draw a vertical up and down line through each of our major
highs and lows. Measuring how far to the right of that verticalline we afe, we then go to the left of that
verticalline, that same distance, and see what happened in the market. If the market changes direction
and goes far many weeks in a different direction, we can now forecast that our market too is going to
change direction and go far that same number of weeks or roughly that amount in that new direction.

Many wonderful, long term forecasts in the market bave been made by using mirror image reversal
patterns. I use them alI the time and they afe by far the most accurate forecasting method that I know.
Do Bot underestimate their Dower. The difficulty arises in that it is fairly subjective, in that the left
side of the fold back and the right side will visibly look quite similar in shape, yet there afe some
individuals that do not possess the ability to visually recognize those shapes. If one leg was only 6 or
8 weeks and the other leg is 5 weeks, they do not see that they afe both the same leggo So there afe
some drawbacks. However, if you afe one of those lucky few who can see these foldback patterns and
you keep track of them on a piece of paper, especially alI the major highs and lows in the stock market,
you will find that your long term forecasting of direction far 3, 6, 9 months or more will improve

dramatically.

134

"Ci \,



.
III~

~
~

 
.

I
., . 

, 
.".

j
. 

.- - 
.. 

-
;! 

. 
.

]
' 

:- 
..- 

.]."'". 
~

~
~

 
- 

- 
~

 
-""'"~

. 
~

I
- - 

. - 
. 

- 
~

" 
~

 
~

z 
- 

. 
- 

~
 

I.;

o 
- 

.~
f/} 

- 
r,.-

Z
 

I-- 
- 

~
N

 
C

I: 
.

~
 

O
 

.'

~
 

a.. 
- 

- 
~

'..
~

 
O

 
---

~
 

C
I: 

--
a.. 

--
~~

 
O

 
-'

U
 

Z
-<

 
«..

=
 

>
-

~
 

~
~

 
U

J
O

 
~

 
.~

~
 

~
 

Il.
~

 
>

- 
~

 11J
~

 
C

I) 
J~

f

~
 

-
~

" 
~

 
-

I 
O

J 
~

I. 
~

! 
~

: 
~

" 
I

\COZ~~
 

~

~
 

~o
Z

 
-

~
 

9"
~

 
-;.~

~
 

~
E

=
 

~
 

U
')

~
 

Z
-;. 

~
 

--
I 

Li!
I 

~<~
 

-- 
~

l'' 
" 

~
'U

 
U

.r; 
<

I:
~

 
-

O...J
O~~C

j 
-

<
I:

~- 
-

.
~

 
.

O
 

-.
~

 
---

~
 

--
-~

- 
- - 

-- 
.-t

- 
- 

- 
--

- 
-

--:_~
,~

~
--~

:_~
-

135



. "",O"",", ~

~
~
~
.~~

,-..
'O

fo)

=
=..

=
o
<J

'-"

00
~
u
<
.=

9
o
~
~
~

~~
~
o
~
~~
~

136



.. 7';

TRADING TIP NO.7 - MEASURED MOVES

rAWAHr "..., :.,.

Figure 21

Human beings afe very predictable, ernotional creatures. They buy and sei l emotionally and the length
and strength of the emotions afe caused by mia of~. To project turns and price levels we need
only study the history of similar emotional situations and make "measurements" of the time and price
fluctuations. As we afe dealing with ernotions. tirne and grice are the sarne thina (!) Since emotions
change as prices reach expected levels.Q[ time passes.Q[ a combination of tirne and grice movements
occurs, by "measuring" in anI direction these time and price vectors, we can predict when a change
in trend will take pIace.
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TRADING TIP NO.7 - MEASURED MOVES

Human beings afe very predictable, emotional creatures. That is why stock market prediction is easy
at times. People buy and sell emotionalIy and the length and strength of the emotions afe caused by
cycles of time.

To project turns and price levels we need only study the history of similar emotional situations and
make measurements.ofthe ti me and price fluctuations. Since we afe dealing with emotions, ti me and
price graphed on a chart paper afe the same thing. Emotions change as prices reach expected levels or
the ti me peri od passes or a combination of time and price movement occurs. We find that measured
moves, that is movements of a certain magnitude in any direction, calculate for us similar turns. (See

Figure 21)

By measuring in any direction (in circular motion) these ti me and price patterns, we can predict when
a change in trend wilI take pIace. Remember that in theory, participants in the stock market do not
realIy change over relatively short periods of time. Let us say that over the l to 3 year period immedi-
ately past, there may be some subtle changes in the economies ofthe world, but by and large, the same
number of individuals, the same number of institutions, the same glamour stocks alI afe participating in

the same fashion.

If we want to see the strength of emotions of human beings, we can take a survey of the last several
years and readily measure the movements in the Dow Jones Averages and see what the averaKe. and
the extreme geriods of bulIishness and bearishness were. For instance, rats in a cage subject to
electric shock any time they get food wilI become neurotic, break down and die. But human beings, as
a whole, trading stocks can only exhibit such emotional neurotic behavior for set limits of time before
that emotion is exhausted.

In this century, most financial panics have lasted seven to Dine weeks, with some as much as thirteen.
However, as a generaI mIe after seven weeks, financial panics bUffi themselves out. The theory of the
measured move is just this. That if we examine our market data by measuring it with a compass from
high to low we will get a vector distance. This vector distance accurately reflects the total emotional-
ism over time. Whereas you would think if the market went sideways nothing had happened, but there
is actualIy emotionalism being exhibited in a sideways fashion.

Similarly, if the market collapses in a straight line there is extreme emotionalism over a short peri od
of time. If the market declines at a 45 degree angle, there is a direct relationship of ODe to oDe of
emotionalism per price and per time periodo If we make these vector movements and measure from any
low in a circle the average movement the market has exhibited over the last severa l months, we will
have a very high probability forecast of where to expect changes in trend.

If the market rallies up to the circular boundary of the average vector measured move, and does not
stop, the odds afe overwhelming that it will go exactly two or more exact whole units of the measured
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move. If you measured accurately over the last several months you can usually tind the fondamental

Imit, and in the extremes it will he 2 or 3 fondamental onit~ and the market will almost always stop
exactly at the end of ODe of these measured moves.

If you use any kind of chart, especially with hourly charts in trading options, and you bave these
measured moves, you will find that you can often reverse your trade within $1 of the Dow Jones
exact stopping point and within an hour or so of when to expect the turno This is a very valuable and
yet easy trading rule to apply.

TRADING TIP NO.8 - BASIC TRENO DETERMINATION

In the fiDaI analysis, trading with the main trend is everything. It does not matter about cycles, it does
not matter about projections, it does not matter about fundamentals, if you know the main trend direc-
tion ofthe marketyou will make money.

Hence, alI the old reliable trading saws say, "Trade with the main trend. don't trade too Qften. sta_v
with the main trend.let -"our ororlls run bui cui _vour losses." This assumes you afe with the main
trend which persists for long periods of time, sometimes for many years. How do we tell what the
mai n trend is? This is the hardest thing and yet in many cases the simplest in technical analysis.

The following is what my definition of the mai n trend is from a technical viewpoint. It is a very helpful
tip and will clear up a lot of misunderstanding.

In a Bollish trend, an upward trending market, there is only ODe significant thing to look for and that is
a pattern of higher bottoms. That is, after each several days of up movement, the market has a little
correction down. That correction down must always end at a higher price level than the prior correc-
tion down, several days or several weeks earlier. As long as this pattern continues several days up, a
couple days down, several days up, a couple days down, and each of the down days afe in turo higher
than they were on the previous down days, higher than the previous weeks, higher than the previous
months corrections, the long term trend is up. (See Figure 22)
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For mutuaI fund investors I bave often given the advice to leave the trading to a professional money
manager, but to watch the price of your mutuaI fund on a week to week basis and note the low of each
and every week. As long as the low of each week is higher than the preceding week you afe in an
uptrend. To be extra gare you may want to use the monthly low. As long as you never break a

monthly low on a month to month basis it is alI right to hold your position.

What frequently happens in Bull moves, is that the market is very volatile and we often find the stock
market going up 20, 30, 40 points or more in a single day. At the end of the day with the market up 20
or 30 the Bears give in and many Bulls who forgot to get invested rush in and buy stocks indiscrimi-
nately with the averages up 20 or 30. The very next day the market plunges IO or 15 and alI these
people bave losses and they panic and sello And yet the plunge of IO or 15 points results in a much
higher low than the previous day when the market was up 20 or 30.

Ifyou were keeping track ofthe trend and lows each and every day, instead ofselling out and panick-
ing on that $15 plunge, you would bave the confidence to buy into the dip as long as that dip resulted in
a higher bottom than the previous day or the previous two or three days. There is a natural emotional
inclination to look far a top in a Bull trend. This is why people afe fooled when a 20 dollar up day
suddenly plunges and only closes up a few dollars. As long as the day is stilI up it is better than

yesterday and the dips should be bought.

This is a big advantage in trading options. To be able to buy calI options when the market is down on
the day, knowing that by definition of the main trend within a day or so it wilI reverse back up and go

to a new high.

Obviously, ifyou afe not trading with the main trend it is the quickest way to disaster and bankruptcy.
That is why it is imperative to watch a pattem ofhigher bottoms and iÌlvest on those higher bottoms.

Now the Bear trend requires two distinct determinations. It needs a pattem or lower hottoms ANO
lower togs at the end of each little swing. If you were to draw a chart of it, you would see a pattem of
beautifullower lows, a little ralIy up that does not go as high as the preceding ralIy, then a failure that
goes to lower lows than the preceding low, then another ralIy that rallies but does not get as high as the
preceding high. You would see a series of "stair steps" where lines connecting to the tops of each of
the rallies would ever be going lower and lower and lower and lines connecting the bottoms of each
of the declines go lower, and lower and lower. Once you see that pattem, and thi~ is a gattern, you
can be assured that the mai n trend is down and you should be shorting the rallies and covering shorts

on the dips. This is the mai n trend in a Bear Market.
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TRADING T'P NO.9 - 'MPULSE WAVES

Impulse waves afe the initial price thrust movements that start a primary long term move (See Figure
12 & 22A). These initial waves contain a wealth of information regarding the potential price objec-
tives far the move and the potential time target to exhaustion. Although there afe many methods of
measuring such waves, simple proportional parts of the initial thrust is usually sufficient.

Remember to measure these proportional parts both in price and time. When a time objective and a
price target come together big movements begin or end. Watch the numerology of the waves, such as
the Fibonacci sequence 1, 3, 5, 8, 13, 21... or simple proportions, one times the initial thrust, 1 1/2
times it, 2 times it, 2 1/2 times it, 3 times it, etc.

The actual method consists of measuring on your graph paper from the initial finallow up to the first
wave top. On many short term charts this may only be 4, 5 days of trading to 2 to 3 weeks. On a longer
term chart, such as weekly or monthly, it might be the end of a six week rally. You draw a verticalline
straight up measuring the distance in price from the low to the very high.

Once you bave made that vertical price measurement you then take proportionate parts of that price
unito Say that the first initial thrust is value 1, even though it may be ] O or 20 points on a stock or ] 00
points on the market averages. That is one unito Now take proportionate increases of 1 1/4, 1 1/2 ] 3/4,
2 or Fibonacci ratios, 1, 1.382, 1.618, 2.618, etc. These should be measured on a vertical scale, but
most importantly, and most often overlooked, on thetime horizontal scale. When you measure up the
initial thrust of one, turo your measured move horizontaIly, sideways, that same amount and that will
give you a natural impu1se wave ti me periodo

Do the same thing with your vertical proportionate parts, 1 1/4 I 1/2,2, turo those sideways and what
you will find is a series of overlapping growth squares. Now, at the end of each square the top will be
a price composite and the sideways, horizontal vertical vector will be a time unito This is where alI
subsequent highs and lows will occur on these proportional parts.

This is the finest method of making large amounts of money in a short peri od of time through options.
Waiting until a major proportional measurement of a primary impulse wave runs its course and the next
impulse wave is starting. These afe where secondary impulse waves begin or the final top is reached
and the market changes direction. At these points it is imperative that you watch the market closely and
trade with the trend that emerges.

TRADING T'P NO. 10 - PLAC'NG STOPS. ENTRY ANO EX'T POINTS

Professional traders trade only to make money, not to work out psychologjcal problems or far ego
gratificatjon. Therefore, they only trade when they bave a clearly defjned entry pojnt and a very close
exit point whose violation would indicate that they afe wrong on the trend. These exit points afe where
they pIace setI stop orders. (See Figure 23);
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Remember, to the professional, stocks afe merely heads of lettuce that you buy at 99 cents and sell at
$1.05 many times. You do not buy at 99 cents and expect $1.50. If you cannot buy at 99 cents you do
not buy at alI. On Wall Street, the delivery truck stops everyday with new produce.

In an uptrend you buy on dips and use as your stop point the second prior swinl! low. Remember the
mai n trend determiner is the series of higher bottoms that gives rise to an uptrend. Obviously, when
you break a prior bottom the trend might be changing but often times in the short run you can break
one minor bottom. However, 80% or the time von wi" noi break the second orior swinl! low
bottom unless it is a significant correction or the trend is starting to turo down.

Therefore, the safest stop is close to the current price leve 1 on a dip, but back at the second prior
swing low. After you bave your entry point and you bave bought your stock or option, you piace your
stop at the second prior swing low. It is then okay to allow your profits to run, but as the profits and
the market move up in your favor, you raise Ionr se" stoo order to the next higher correction low. So
each ti me the market has a correction low and advances, you raise your stop up to the next higher
stopout point. This way you can Jet the main trend run far weeks, months and even years, without being

stopped out of a primary trend.

When shorting a downtrend, I usually use the same procedure. Remember a downtrend consists of two
things: both lower tops and lower lows in a pattern. You short the rallies as they fail at a lower high

level and you cover on the dips.

On longer term trends you sh°It the rallies and pIace your stop loss two prior swing highs back. This
gives you a good safe point in case you should bave a tremendous short squeeze that goes past the most
immediate prior swing high, but the vast majority of times it will fail before it gets past the second

swing high.

A professional trader, even though he may bave a very strong opinion about the direction ofthe overall
market, if he cannot enter a trade near a low risk entry or exit point he will prefer to miss the trade
entirely than gamble with bis money. Ifhe misses the trade and let's say, the market goes up $20 on the
day and he wanted to be a buyer, ifhe were forced into the market at up $20, he might bave to suffer
through a full day or a day and a half correction down, almost the entire $20, before he could validate
that the trend had indeed turned because it would bave to break at least the low of that current day.

That is usually too much risk and too much heartburn far the professional trader to make such a trade.
Since opportunities afe innumerable onWall Street you want to bave alI the probabilities in your favor
and only take those opportunities that give you clearly defined, low risk, very low loss of capital stop

out points.

If you use the tips in this book, you will probably be right on the main trend 70% to 80% of the ti me
and the losses that you sustain will be very small while gains will be quite sizable.

In many cases, people recommend using actual stop losses on the books of the specialist rather than
what is known as mental stop losses. In my opinion, this is solely up to the trader. You must ask your-
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self if there has ever been a time where if you had not put a stop loss on the books, that you were
mentally strong enough to eliminate the trade, when it went through your stop out point? If you cannot
answer yes, to that, then you probably need to put stops on the books to mechanically torce you out of
the trade.

I can not emphasize enough that trading is an emotional experience and the smart rational people in
the market use their rational minds to combat their emotional weakness. Do not waste your rational
mind calculating eamings per share and rational reasons for the newspaper items. Use your rational
mind to fight your emotionalism. The best way to do this is through stop losses, trendlines and rigid
discipline about rules, especially rules about taking losses.

The only thing easier than making money in the stock market is losing money. So you should start on
your very first trade, with not only knowing when to get in, what your objectives afe, but before you
make the trade to determine where you get out and at what loss point.

.

,
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TRADING TIP NO. lO - PLACING STOPS, ENTRY AND EXIT POINTS
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Chapter #15

Comments about Fundamentals and Economics

"Fundamentals and economics per ,\'e, do not play that big
of a role far the trader-scalper professional."

Many professional traders utilize fundamental analysis and economic statistics to decide their strategy.
As you can tell the primary basis of this book is quite technical in approach and cyclical.

. In dealing with cycles our philosophy is very fatalistic. The rise and fall of stock prices afe much like
the waves at the beach. There afe immutable forces that cause the rise and fall of stock prices which
consist of large waves of human emotion.

The seemingly random news items that hit the newspaper headlines or the television announcer's desk
have realIy no effect on anything. The ~erce~tion is that they afe the cause of the movements.

However, a rigid analytical analysis of stock prices and volume and trendlines and cycles show that
long before the news item is known, the stock or market average has anticipated it. This is not because
of illegal inside information, but the natural total unconscious psyche of mankind investing in the
market.

Believe it or not, even natural catastrophes, like earthquakes, volcanoes or presidential assassinations
! afe forecasted in the stock prices shortly retore the events take pIace, sometimes many days before.

There is something in the collective unconsciousness of mankind that reflects these things and they can
be picked up analyticalIy through a study of price patterns.

As a result of this philosophical viewpoint and perception, I do not pay attention in large scale to the
so called economic statistics that come out week after week. However, as a trading professional one
must be constantly aware of mana&in& risk and if there is a widely disseminated statistic due out,
such as GNP, employment statistics or any other statistics of significance, one usually likes to reduce
his exposure to unexpected events by reducing the amount of leverage through options or futures and
the overall size of positions until the news breaks.

Economic statistics in particular, afe not even as valid as they used to be. Ifused in your work you
should apply the technical and cyclical tools in this book to analyze those very same statistics. On a
weekly, or monthly basis, charts laid out based on the economic statistics will show cyclical character-
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istics that wilI have good forecasting reliability. However, day to day blips do not necessarily show a

trend.

Remember, the long term trend showing rising bottoms and rising tops or lower bottoms and lower
tops wilI apply to economic statistics just as they do to stock prices. Once these patterns afe discerned
their use has much more reliability as to the long term effect of the true economic experience.

Fundamentals and economics per se do not play that big of a role far the trader-scalper professional.
Whether GeneraI Motors selIs at $20 a share or $200 a share has only a generaI connection with its
underlying fundamentals. Most good analysts can forecast earnings and increasing car sales, but the
fluctuations in GeneraI Motor's stock has much more to do with emotionalism. What the fundamental-
ists like to think afe fundamentals-- PE ratios, dividend yields, other normal valuation standards, afe

realIy quite subjective, emotional fluctuation extremes.

, find it hilarious that many fundamentalists justify their positions of being bulIish or bearish by redo-
ing their fundamental benchmarks at emotional extremes. The reality is that they afe emotional and
when the trend is up they want reasons to buy stocks and so they invent reasons, such as lower infla-
tion with commensurate higher expansion of PE's or lower interest rates and lowered dividend expec-

tation yields, to justify further investment in higher stock prices.

On WalI Street, up until1985 and 1986, many firms did not even have fulI time technical analysts, and
I the few that did, did not pay too much attention to them. They were always considered a weird group

of people who were near occultists. However, after the Dow Jones Averages breached 1400, 1500,
1600 on the Dow, the normal equations that the fundamentalists used far the last twenty years in

I regards to PE ratios, dividend yields, earnings per share multiples were alI violated and the funda-
J mentalists were either going to be left in the dust or they were going to have to revise their thinking.

The fundamentalist's choice was clear--more commissions meant changing the rules!

Suddenly by 1986 and early 1987 everybody had technical analysts as advisors. There were not only
innumerable technical analysts and cyclists around, but we saw the beginning of artificial intelligence
trading mechanisms and computerized programs that had nothing to do with fundamentals or economics

on a large scale.

Historically, the commodity markets were always prone to reality. They were highly leveraged mar-
kets where technical analysis was supreme. There were major players who made money on the funda-
mental size of the wheat crop, but price reality rules a highly leveraged market. If the price of wheat
went down you either went bankrupt or you sold auto So technical analysis was much more important
in trading commodities than in trading stocks. In recent years with the high volatility, the high beta
movement and the higher priced market averages, technical analysis has become a dominant force in
the stock market. So much so that on the popu lar TV programs the average man in the street now is
quite familiar with the word oscilIator, stochastic and moving averages. The future oftechnical analy-

sis can only be brightening.
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Epilogue

In a short book such as this my intention was to only scratch the surface of philosophical geometrical
trading, in an attempt to change your distorted perspective of how to make money in the stock market.
Your mind is your worst enemy, if you use it in the wrong fashion. Price is the reality filtered through
the enormous perceptional handicap ofhuman emotions, especially fear and greed. Success is solely
dependent upon recognizing the facts and behaving in a non-emotional fashion. Reading the newspaper
or listening to TV broadcasters or brokerage house spokespersons is a dec~ption.

For thousands of years, knowledge has been passed down to us in the form of geometry and numerol-
ogy. Sages of the ancient world probably knew more about reality and the patterns of lire than any
modero day scientist. If you would be truly informed about the great truths of existence you must work
in the realm of symbolism. As much as the high I.Q. genius is above the ordinary man, the next level
higher, that of the prophet and ali higher realms of intelligence, operate not on the piane of language
and verbiage, but symbolism. The stock market patterns of price and time created through the buying
and selling ofhuman emotions creates a symbolic story that is an open book far those who know the
key. We bave always had the clues, but they were never really taught us in school.

From time immemori al the ancients bave coded the needed symbols far our future use. If you would
know their teachings I refer you to books on architecture, philosophical or sacred geometry, numerol-
ogy, astrology, freemasonry, the great pyramid, and of course the master hidden code book, the bible.

The lessons written bere afe not far everyone, and afe therefore coded to remain hidden to the masses.
Likewise, this book contains much information especially in the chart exhibits that if followed to
logical conclusions would yield infinite rewards.

The beauty of mathematics is that we can start with a series of assumptions and build elaborate logical
extensions that lead to rules, axioms, and principles that provide us with answers not readily apparent
from the initial facts. The use of mathematics, especially geometry in our stock market chart patterns,
gives us similar results. For the price of a book as reasonable as this I cannot specifically point out the
real hidden truths behind these chart exhibits, but I encourage you to finish the work yourself by
extending the concepts to ali of their logical conclusions and PROVING them to yourself on your own
charts. Nothing I bave stated in this book cannot be proven with the geometry of circles, squares, and
triangles on your own charts! If you apply the teachings in this book to your trading }:oo will become
financiall}: indegendent. If you apply the concepts of perceptional distortion to your lire you will
become emotionally, and intellectually independent and free.
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Appendix

Trader's Checklist

1. What is the main trend?

Higher bottoms (up), or lower tops and lower bottoms (down)?

What ti me perspective afe these trends? (Hourly, Daily, Weekly, Monthly?)

2. How long has this trend been in effect? (Are cycles ready to turo?)

How many days, weeks, months, 3 1/4 weeks, 6 1/2 weeks from last low, (high)?

Should I go with the current trend or wait far an expected reversal trend?

3. What vehicle should I use to exploit this trend?

Stocks - buy dips on stocks making new highs.

- geli rallies short on stocks hitting new lows.

Options - buy options only on ACfIVE LEADERS with volatility.

- Are options over/undervalued?

Futures - is the trend so sure that I can use realleverage and get out with a reasonable

stop?

4. Where do I put my stop loss?

Price level - last swing or trendline.

Time period stop - gelI if no profit within reasonable time.

Are these stops mental or mechanical? (actually put on the specialists books).
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1rader's Daily Worksheet

Date of last low (high)

. Price of last low (high)

Today is

Number ofTrading Hours since last low (high)

Number ofTrading Days sin ce last low (high)

Number of Calendar days since last low (high)

Number of Weeks since last low (high)

Number of Months since last low (high)

Check these periods for known cycle lengths, numerology, or Fibonacci numbers (i.e. 30, 45,
I 60,90, 120 etc., or 3, 5,8, 13,21,34,55 etc., or 9, 16,25,36,49,64 )

Check for price square outs suchas 100 days from a price of 100.

Price Angles today: Number of days since last swing, multiplied by 2, 4, 8, etc. and added to swing
low or subtracted from swing high to get today's geometri c equivalent of Gann's 1 x 1,2 x 1,4 x l
angles. (example - 100 days from last low of 3000 Dow. 100 x 2 plus low - 3200 or 100 x 4 plus low
= 3400 etc., or 3000 - 100 - 2900 or 3000 - 400 - 2600). Also, do this hourly, weekly, and monthly.

l x l

lx2

1 x 4

.1 l x 8
,
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Exhibits
.

On the following pages exhibits ha ve been reproduced from
Mr. lenkins' Stock Cycles Forecast Newsletter.
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Dow 2503

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

From a cycles perspective l can now give you some
y~luable information as to the mo§topI:o~able otltcome fo~
rest of the yea~. First, Ir we get into the second week of
July ~-wegetto or are above 2500, w l

being made st or e e
ce of at least 2800. c , cras e

ace in Cc o and not ot om un e
ove another important top and

re the massive liquidation
s top in January could be a
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August 12, 1987

Dow 2670

!he ma~sive blast off to new highs predicted in the
last l~sue is now well urideiway-ana-~_~Lshol;_t tj,m~_J;"_~_~-

"far sa-fe tradiriq-: The momentum of them-ove should buy at
least three weeks of time and perhaps more, but _this is one-
t°l; I want to be out of earlv rather than late. Wat~h for
Jj1a]or.moves near !!!y_millennium date of Auqust 19th.~

"* espe~ially the 24th. I sense almost coroplete bullish
consensus that the market will trade up into year end and
close at the highs, and many of my ~cysles are near maximum

~eak~ o~er the next thirtv davsaridfnen down hard. September
is shaping up as a real potential disaster so avoid the rush
and lighten up into Labor Day. It is important to remember
~~at a!.l 2f ~he charts~r~I)ow in the near vertical p;arabolic
~hase~hat alwavs leads to a blow-off after a substantial

of momentum
ore 100
iate term

ree to six
I .,. .

L'" our max lmum~ would sell
i eek and a

ed the market

I eating the
Il
to the market
nd our
maining
nd into the
ues. By the

shorted
wo ears I
ck to b_Uh.Ç.

From a trading perspective, the best emerging groups to
buy are insurance, banks, and brokers. Watch far a good
shorting opportuni ty in the XMI stock.s particularly MO, MMM,
MRK, PG, DD, and GE at the end of the current run. price
targets far the current move are 2725, 2765, and 2850.

St';>ck Cycles Forecast ~ publis~ed approximately every three weeks depending on market activity. Annual subscriptions are $300. Trial subscriptions
(4 I.SSU.eS~ afe $SO. ~e Informatlon and statistics as well as the originaI theoretical concepts utilizecf in this report are presented solely on the basis of the
",:nter 5 Interpretatlon ~f such factors and may noi reflect specific knowledge or fundamental analysis of any of the companies mentioned. Any opi-
";Ions expressed afe subJect to change wit~out notic~. Neith«;,r the inform.ation n~r any opinion expressed herein constitutes a repr«;,~nt.ation or solic;i~a-
tlon f.or tne purc~ase or sale of any secunty. From tlme to tlme the publlsher, hls assoclates or members of his family have a posltìon In the secuntles
mentloned In th!5 reparto
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October 15, 1987
Dow 2355-

A major crossroads is now at hand. If the market cannot
stage a significant rally of at least 150 Dow points within
the next two weeks, the Bull market will be aver. Should the .

L3~~ market continue to and break 2290 watch far an
I ~~O ~~ immediate crash to 1850. f the Dow regains 2520 it will

pOSS1 Y go o he final high into the second weck
5'0r;:; /J of November. Ln__~_~~~, alI cycles point down hardafter

-e~pej""ill mid-Novemberand won't even remotelv rallv-a-:falT-until eadv-
~(ofJ March1988. , . l l , ' bl I f '

d~ Although a maJor t1me cyc e ow 15 pOSS1 Y near, 1n
tV\"i%~t~!:l- It difficul t to believe that the recent drop could have

O~ happened if the underlying technicals were really strong
enough to suppor t a rally to new highs later this year. It
seems much more likely that the 50 year cycle mentioned in
previous issues has hit and we will now enter a one year Bear
Market prior to any further major advance. I think it will be
easy to know the outcome anvtime after October 20th. as the
enclosed activity calendar seems extraordinarily bullish, but
could al so be a bearish cycle inversion with every day down
if further lows are made after the 20th. In terms of cash

-

available the market is very liquid; in terms ofpsy~holo~.I~
it is totally illiquid and quite dangerous. As of today the
Transports and Industrials have both broken to new lows and
thus render ed a "Dow Theory" Bear Market seI l signal. This
should give one concern, however, I aro stilI skeptical
because we have just reached the 200 day moving average which
almost always gives rise to a good rally, and additionally
the market was so high above this average during this
tremendous move and the violation of prior lows in the
averages may not be as significant as experienced in prior
less parabolic Bull mar~ets.

since it is stilI thcoretically possible far the market
to yet go to new highs starting next week, the jury is out
unti l we either break 2300 downside or 2500 topside. I would

_suqqest sellinq out and only buying again if the market holds
far three fuI l days without making a new low, and we get a
rally with breadth of at least 1100 stocks up on the day.
lmEor!:ant cvcle turns seem to be near October 19-2Qth. 22nd,/
;;'7th, and' November 5th. Odds favor a good low October 19thY ..;

and a major top by November 5 but certainly no later than the"

-?-.~~~~

Stock Cycles Forecast is published approximately every three weeks depending on market activity. Annual subscriptions afe $300. Trial subsc:iptions
(4 issues) afe $50. The information and statistics as well as the originaI theoreticaI concepts utilized in this report afe presented solely on the baslS of the
writer's interpretation of such factors and may not reflect specific knowledge or fundamental analysis of any of the companies mentioned. Any. o,pi-
nions expressed afe subject to change without notice. Neither the information nor any opinion expressed herein constitutes a representation or soli<;"l~a-
tion for tne purchase or sale of any security. From lime to time the publisher, his asSOClates or members of his family have a position in the secunlles
mentioned In this report.
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ed..J: , SECRET OF FRACfIONAL HARMONIC TRENDLINES
~ j (Gann's secret DJ why Time and Price afe the same thing!)
~viE !

,- ' This chart clearly demonstrates better than words the helplessness of

lle the human condition and why people lose in the markets - Reali!! is
- completely different than ~rceRtions . i.e. news items, brokerage

recommendations, etc. bave no bearing on stock price movement.

See how the top near $100 spins out support and resistance angles at
1/8 increments. The intersections of these angles (down and up) give

, rise to .@Il reversals in the price pattern and cannot possibly be related f ~
.. ,

to random news or recommendations. [c~

I ~; 1 Hum~n beings ~re controll~d by m~thematical cyclic J.!

i emotlonal behavlor - not ratIonal cholces! tl. '
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