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CLASSIC TECHNIQUES

The New
Gann Swing Chartist

This is more than an article that teaches technicle trend has changed direction, then that signal
analysis. It's also a story that tells how one profeshould be the same reason for you to take action in the
sional trader, a New Market Wizard, came intmarket.
possession of arare technical method, and the steps e this article, | present a unique technical analysis
took to turn it into a valid trading plan. Here, then, immethod as well as a trading plan called Baesic
Robert Krausz’'s Basic trading plan, one of four pulrading plan. | will explain the technical method,
lished inhisbook A W.D. Gann Treasure Discoveredcalled Gann swing tradingproviding both defini-
tions of the trend direction as well as when the trend
direction has changed. The Basic will have rules
covering important details such as entering and exit-
ing the market, techniques for managing your posi-
. omany market participants, techtion, stopping your loss and more.
. nical analysis is the foundation But before | begin, let me tell you how | came into
of any technical trading plan,possession of this technical concept.
W R AT SN Y when in fact, market analysis
LREEFAETY and trading are two differentT HE GREATEST MARKET RESEARCHER
modalities. Market analysis can determine whethétho is the greatest market researcher of all time?
important information such as the trend has chandggefore you answer, consider this: Do you know of
direction or the market has reached support. Téweyone who has researched in depth price bar pat-
trading plan, however, will have specific rules faerns, astronomy, multiple time frame relationships,
you to take action, and therein lies the difference. Tewing chart trend definitiorsnd support and resis-
market analysis can tell you when and why to tat@nce zones based on angles? Have you met any
action; the trading plan tells you what action to takieaders who have investigated numerology, ancient
Itis the blending of these two modalities that is a kapd modern geometry, mathematical relationships of
step toward becoming a successful trader. Evenymbersand squaring time and price? What about
aspect of the two modalities — the market analys¢estern and Hindu astrology and pyramid technol-
and the trading plan; the entry and exit rules; monegy, and their possible ties to the markets? Do you
management and other details — must be in conckniow of anyone doing this degree of reseaactd
Analysis is the handmaiden for trading, and not tixéthout a computer?
other way around. If your technical work signals thatw.D. Gann was such a trader.
To this day, William D. Gann is an enigma. Much
[ has been written about his success, or the lack of it.
by Robert Krausz, MH, BHE Questions remain about how great his techniques
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were, or how poor. Did he make for
tunes or lose them? Most important
can any of his concepts stand up i
today’s fast-moving computer-driven
markets?
Back in the 1950s, W.D. Gann|
charged $5,000 for his courses. Atthg
time, please recall, that was the price ¢
an average three-bedroom house intlf
US. Today, the equivalent cost woulg
be more than $50,000. So back thel
you had to be pretty serious about trag
ing to pay that much. And yet, would
that price be worth it, then as now, if th¢
techniques were genuine?
The answer to this question lieg
within each trader’gerception of value.
Some traders consider $39.95 tugh
of a price for a book describing g
trading technique, while to others, valigh™
market knowledge is priceless an(
$39.95 is inconsequential.

SEPARATING THE WHEAT
W.D. Gann published a number o
books. Unfortunately, most of the time,
Gann wrote in the manner of the ang
cient mystics, hiding the real meaning®
behind the surface explanation. Ha
ing read his books many times, | foun(
his directions to be vague and convg
luted. And not just me, others — bot
his followers as well as his detractor
— have tried to explain his conceptsi
anunderstandable and usable way. F¢
have succeeded. A small example ¢
the challenge is his overuse of th
wordsquare squaring time and price;
the square of nine; the square of 2
and on the square. Fortunately, whil
his books were obscure, his actual trac
ing courses are more direct and straig
to the point.

Some 10 years ago, | put out worf
that | was interested in purchasing
original W.D. Gann material, espe
cially his courses. All trails led to no-|
where until last year, when my persis
tence was rewarded. 2

Some of you may know that trade
Joe Rondinone was the last tradeg
taught by Gann. You can imagine my"
astonishment when Rondinone aske
me if | were interested in buying some
original Gann courses that he bought
from Gann in 1955.
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Rondinone explained that the courses were typed on Wtiading plan? A valid trading plan must have some minimum
Gann’s letterhead, not in the usual printed format. In additiam@mponents to earn the right to be called valid.
they had been signed and dated by Gann in his purple ink. AlAt the simplest level, a plan must define:

fi\I/_e courses V\I/e;e in tr;]eir o_rigina;l gilngiong. After much gaﬁ' 1 Market direction. (The general direction of the market;
gling, we settled on the price o .00 (yes, you read that for example, the overall trend.)

correctly, one dollar). o _

Rondinone’s motives were clear, as he stated: “l want thesé 1radable trend. (The trade direction — in other words,
manuscripts in the hands of a trader and researcher who theimmediate swing.)
appreciates their real value and will use them.” | was amaze@ Support and resistance points. (Exact zones.)
at my good fortune. The entire collection consisted of five 4 Action points. (Entry-exit-pyramid rules.)

;:r:)urses gnd. tYV(.) unﬂms_hed pages, dated April 18, 195_5' W'ths Money management techniques. These should include

e heading: “Time Periods on the Master 7 Day Period for at least:

Soybeans.” Obviously, these were a work in progress, as Gann a Capital required for your plan.
passed away soon thereafter. _ Stop and stop/reversal rules.

One method, though, caught my eye. It was the “Mechanical Profit protection rules.

Method and Trend Indicator for Trading Grains,” and it shouted Percentage of capital per trade. (This varies
to be studied first. | gave this method priority, and some of the according to the plan.)
results from that examination are what you will find here.

Befqre we °°’?“””e' | wantyou to understand the Importanggiy, o trading plan that fits this description, you may be ready
of having a trading plan. to trade. Now, back to Gann’s mechanical method. Slowly, |
T worked my way through the well-worn pages, making notes as

RADING PLANS . . . . went along. Imagine my surprise when | came to pages 11 and
After 20 years of trading, | find it almost impossible to tra (page 11 is reproduced here) and saw that Gann had altered

without a plan that does not have fixed rules. Ifyou do not hay6ine of his original calculations and signed these alterations in
a set of fixed rules, you cannot do a backtest. Wlthouth% distinctive and characteristic purple ink!

backtest, how do you know if your plan worked in the past? Juskose alterations were fitted in between the paragraphs.

because the plan produced positive results in the past doe rl‘[ﬂ'bugh the original course is dated June 1933, the actual
guarantee success in the future. But | do guarantee that ifa{ g ’

lan did not brod » th tical i d rations were handwritten in early 1955. Gann thought it was
plan did hot produce positive mathematical expectations Hﬁ'portant enough to insert and sign it before he sent the course
ing the backtest, then it would never work in the future.

. o ) .._to Rondinone. And what did Gann write? Very simply: “Use 2 day

Would you consider bwldmg a house without an arCh'teEharts and rules better than 3 day. [Signed] W.D. Gann.”
tural plan? O.f course not. HaV|r_1g no plan would Ie_ad to ChaOSThis hand-altered copy isthe only one in existence, as faras I know.
The same thing applies to trading. So what constitutes a gOOBid Ganrchanging a three-day swing definition to a two-day
swing definition make the book a treasure? | could only come
to a conclusion by doing a comparative backtest on today’s
overheated markets using both daily charts and intraday peri-
ods, so that is exactly what | did.

I charted by hand a backtest of various markets, which
proved to me that W.D. Gann’s “new” two-day swing concept
provided two pieces of vital information: First, the trend
direction, and second, the points of support and resistance. The
manner was simple, yet brilliant.

What were the results? Not only did | find that it held up on
the daily chart, but the intraday results were also acceptable.

All of Gann’s swing concepts had to be pulled
together and integrated to formulate a mechani-
cal trading plan that was tradable and profit-
able. Those of you who have tried to do this will
know what | am talking about. Three points

must be mentioned:

o 0O T

orders. This 18y
you when the market revers

3-DAY CHART OR MAIN TREND INDITATOR

on a separata sheet of ch

should be kept

1 Any valid plan of this mechanical natumaist have
O e e e a simple philosophical basis. It can be geometric, math-
s B Ay Ot pilor 4_?@;# ematical or time-oriented, or any combination thereof.

3-DAY CHART OR MAIN TREND IN3ITATOR % I’ S L. . .
Chhi iy B i 2 Curve-fitting or overoptimizing is the kiss of death to any
mechanical trading plan. Unfortunately, there are pro-

W 3-day Chart sheuld Be kapt o
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FIGURE 1: UPSWING: FROM DOWN TO UP. The swing direction can change to FIGURE 2: DOWNSWING: FROM UP TO DOWN. The swing direction can change
up only if the market makes two consecutive higher highs. to down only if the market makes two consecutive lower lows.
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FIGURE 3: UPTREND: TREND CHANGE FROM DOWN TO UP. Prices must take FIGURE 4: DOWNTREND: TREND CHANGE FROM UP TO DOWN. Prices must
out the nearest peak, and the trend was previously down. Here, the uptrend is take out the nearest valley and the trend was previously up. The downtrend is
shown as a solid line. shown as a dashed line.

______________ - Resistance

________________ » Support
VALLEY

FIGURE 5: SUPPORT. Support is the valley of the previous clearly defined swing. FIGURE 6: RESISTANCE. Resistance is the peak of the previous clearly defined
As long as prices do not penetrate below the valley point, support is holding. This swing. As long as prices do not rise above the peak point, resistance is holding. If
valley pointis the low of the previous swing. If prices penetrate below the valley, then prices rise above the resistance point, then resistance may be failing.

support may be failing.
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FIGURE 7: RISING VALLEYS. Rising valleys are often the indication of a bottom FIGURE 8: DROPPING PEAKS. Tops may be indicated by declining peaks.

forming in the market.

grams out there that encourage system designers to dehange to up only if the market makes two consecutive

just that.Robustnesss the key. higher highs (Figure 1). Gann also needed higher lows for
3 The plan must be dynamic enough to change with the his swings to change direction. But in today’s fast comput-
market. erized markets, | do not use that qualifier.

» Downswing: From Up to DownThe swing direction can
The concepts and techniques embodied in the trading plarchange to down only if the market makes two consecutive
presented here are based on these points and are similar to thokaver lows (Figure 2). Both swings are applicable to
| use in my own personal trading, which includes incorporating any period.

multiple time frames and Fibonacci concepts. )
» Uptrend: Trend Change from Down to UPrices must take

THE BASIC PLAN out the nearest peak, and the trend was previously down

Before we can discuss the rules, we must have a clear under(-':Igure 3). In Figure 3, the uptrend is shown as a solid line.

standing of the definitions. An example is presented accomp

. . 3owntrend: Trend Change from Up to Dowrices must
nying each definition:

take out the nearest valley, and the trend was previously up
* Upswing: From Down to Up.The swing direction can (Figure 4). In Figure 4, the downtrend is shown as a dashed

=| Contract Plan Page Indicators Systems FT Tools Window Utilities Help

=| Contract Plan Page Indl[:ah]rs Systems FT Tools Window Utilities Help
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FIGURE 9: IBM. Here, you can see a setup for a bottom in IBM using the rising FIGURE 10: T-BOND FUTURES. On August 12, the highest peak formed at point
valleys concept. The first valley formed when the market turned up from the low that A and then the valley at point B was completed, followed by short-term rise that
was established on April 4, 1997, valley 1. The market then formed a peak on April formed the peak at point C. The second peak was lower than the first, and this series
9. Two days later, the low of what was to be valley 2 was completed. When the of declining peaks indicated an important downtrend was under way.

market passed the April 9th peak, the trend had changed to up.
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FIGURE 11: THE HI-LO ACTIVATOR. This indicator signals entry as well as the
trailing stop. For end of day, the hi-lo activator is plotted one period forward as a
horizontal line, so that you have a horizontal price point to act with tomorrow.

FIGURE 12: THE HI-LO ACTIVATOR. For real time, use the current day’s high (or
low) inthe calculation so that we have a price level to monitor during the day for real-
time action.

line. In addition, the definition of a trend change is the samepoint, resistance is holding (Figure 6). If prices rise above
for any period being analyzed. the resistance point, then resistance may be failing.

e Support: Support Is the Valley of the Previous Clearly
Defined SwingAs long as prices do not penetrate below théALLEYS AND PEAKS o _ .
valley point, support is holding. This valley point is actuallﬁ‘” important part of swing trading is understanding how rising
the low of the previous swing (Figure 5). If prices penetrat@lleys (Figure 7) or dropping peaks (Figure 8) can forewarn of
below the valley, then support may be failing. achange inthe trend. For example, take alook at Figure 9. You

» Resistance: Resistance Is the Peak of the Previous Cleariin seeasetup for a bottonaR ising the rising valleys concept.

Defined SwinaAs lona as prices do not rise above the pe ccording to our rules, the first valley formed when the market
9 gasp Peened up from the low established on April 4, 1997. We'll call this

BASIC GANN SWING PLAN RULES
Long Entry (Buying)
Qualifiers (Setup)
1 Gann swing chart must be in an uptrend (solid line).
2 The bar must close above the hi-lo activator. The buy stop is
two ticks above the hi-lo activator.

Entry Rules (action points; use the one hit first)

Rule1  Buy when the bar closes above the hi-lo activator.
Your buy-stop is two ticks above the hi-lo activator
(Figure 13).

Buy when the Gann swing chart changes from a
downtrend (dashed line) to an uptrend (solid line).
The hi-lo activator sell-stop line must be below the
bar (Figure 14).

Buy when the nearest peak is passed by two ticks. In
addition, you must have the hi-lo activator sell-stop
below the bar (Figure 15).

Rule 2

Rule 3

Short Entry (Selling)
Qualifiers (Setup)
1 Gann swing chart must show a downtrend (dashed line).

2 Bar must close below hi-lo activator. The sell-stop is two
ticks below the hi-lo activator.

Entry Rules (action points; use the one hit first)

Rule1  Sell when the bar closes below the hi-lo activator.
The sell-stop is two ticks below the hi-lo activator
(Figure 16).

Sell when the Gann swing chart changes from a
uptrend (solid line) to a downtrend (dashed line). The hi-
lo activator buy-stop line must be above the bar (Figure
17).

Sell when the nearest valley is passed downward by
two ticks. In addition, you must have the hi-lo activa-
tor buy-stop above the bar (Figure 18).

Rule 2

Rule 3

Profit Protection Rules (Longs and Shorts)

1 Take profit on all contracts if price closes above/below hi-lo
activator (Figures 19 and 20).

2 38% Retracement Rule. Take profits on all contracts on any
38% retracement of the current Gann swing. Do not wait for
the close. The market must pass the hi-lo activator before
using this 38% retracement rule (Figures 21 and 22).

—RK.
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I UPTREND I

Long Entry (Buy)
RULE 1

Bar(A)closes above
the HiLo Activator
in an up trend.

Long Entry (Buy)
RULE 2

FIGURE 13: UPTREND, BUY RULE 1. Buy on bar A provided the Gann swing chart
shows an uptrend (solid line) The buy signal occurs on bar A when prices close
above the hi-lo activator.

FIGURE 14: TREND CHANGE, BUY RULE 2. Buy on bar A when prices pass the
previous peak, provided the hi-lo activator sell-stop line is below the bars.

Long Entry (Buy)
RULE 3

PEAK
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RULE 1

\

\‘ /
[ [
\ ‘\
\
[
g /]
Bar(a)closes below [§

the HiLo Activator 2
DOWNTREND

FIGURE 15: UPTREND VIA PREVIOUS PEAK, BUY RULE 3. Ifthe trend is up, then
you can buy when prices surpass the previous peak, provided the hi-lo activator is
below the bars. Action is taken intraday because you know the price level of the peak.

in a down trend. \
FIGURE 16: DOWNTREND, SELL RULE 1. Sell on bar A provided the Gann swing
chart shows a downtrend (dashed line) The sell signal occurs on bar A when prices
close below the hi-lo activator.
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Short Entry (Sell) \\
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FIGURE 17: TREND CHANGE, SELL RULE 2. Sell on bar Awhen prices drop below
the previous valley, provided the hi-lo activator sell-stop line is above the bars.

Copyright (c) Technical Analysis Inc.

FIGURE 18: DOWNTREND VIA PREVIOUS VALLEY, SELL RULE 3. If the trend
is down, you can sell when prices drop below the previous valley, provided the hi-
lo activator is above the bars. Action is taken intraday because you know the price
level of the valley.
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FIGURE 19: PROFIT PROTECTION IF LONG, RULE 1. If prices close below the hi-
lo activator sell-stop line, then close out all long positions.
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of W-®

Must be below
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Live
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FIGURE 21: PROFIT PROTECTION IF LONG, RULE 2. If prices retrace 38% of
upswing A-B, then close all existing positions on bar C. The price must be below the
hi-lo activator sell-stop line. Do not wait for the close.

HiLo Activator
Buy Stop

Iéive
ar
\E L et
etracemen
of W-®

Must be above
HiLo Activator

FIGURE 22: PROFIT PROTECTION IF SHORT, RULE 2. If prices retrace 38% of
downswing A-B, then close all existing positions on bar C. The price must be above
the hi-lo activator buy-stop line. Do not wait for the close.

FIGURE 20: PROFIT PROTECTION IF SHORT, RULE 1. If prices close above the
hi-lo activator buy-stop line, then close out all short positions.

valley 1. The market then formed a peak on April 9.

Two days later, the low of what was to be valley 2 was
completed. Then, according to our rules, when the market
passed the April 9th peak, the trend changed to up. This setup
offered two important points: Prior to valley 1, the price was in
adowntrend. After the April 9th peak, a second attempt to make
new lows (valley 2) in the downtrend failed. The observation
that valley 2 was higher than valley 1 is evidence that support
for the market was increasing and forewarned about the possi-
bility of the April 9th peak being surpassed.

Figure 10 presents Treasury bond futures tracing out a series
of declining peaks. On August 12, the highest peak formed at
point A on the chart. Next, the valley at point B was completed
and was followed by a short-term rise, which formed the peak

BASIC TRADING PLAN COMPOSITE RESULTS

Beginning equity $30,000.00
Total net profit $119,812.50
Gross profit $256,593.75
Total trades 143

Winning trades 66

Largest winning trade $22,781.25
Average winning trade $3,887.78
Ratio average win/loss 213

Max. consecutive winners 5

Largest consecutive drawdown (%) 27.51%
Return on account 399%
Profit/drawdown ratio 9.91

Ending equity $149,812.50
Gross loss ($136,781.25)
Percentage profitable 46%

Losing trades 75

Largest losing trade ($4,218.75)
Average losing trade ($1,823.75)
Average trade $837.85

Max. consecutive losses 6
Largest consecutive drawdown ($12,093.75)

FIGURE 23: COMPOSITE. Here are the results for trading only
three contracts using the Basic plan from 1992 to November 1997.

Copyright (c) Technical Analysis Inc. 8
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US T-BOND, NEW GANN SWING
CHARTIST, BASIC TRADING PLAN

Ak [4r

w TIE-]

Beginning equity $30,000.00

Ending equity $48,937.50

Total net profit $18,937.50 | e
Gross profit $33,281.25

Gross loss ($14,343.75)

Total trades 19 1z-00
Percentage profitable 58% |
Winning trades 11

Losing trades 8

o Lo

Largest winning trade $5,625.00
Largest losing trade ($3,937.50)

Average winning trade  $3,025.57 ; oo ) IR : - Lo
Average losing trade ($1,792.97) : ; ; ; ! g ! yy- .. Rules R B R | 1o-00
Ratio average win/loss ~ 1.69 : : : : : ; : : ; ; ;
Average trade $996.71

Max. consecutive winners 5
Max. consecutive losses 2

A e L | 10300

Largest consecutive ; ; ;
draWdOWn (%). 13.80% nBuNACé:{ TRADER [cI; Rebert erusz H . . . . . .
Largest consecutive : : : : : ; ; ; ’ ’ ’ 10800
dl’aWdOWn ($7’593.75) 12116 12123 12420 e M3 121 s 2l ann ane af24
Retl{m on account : 63% FIGURE 25: TREASURY BONDS. Here are the actual trades for the period 1/1/97-2/20/97. In the following
Profit/drawdown ratio 2.49 charts, the rule number for each entry is shown. “PP” indicates that profit protection rules were used.

FIGURE 24: 1997 RESULTS. Here is the break-
down of the important statistics for 1997.

at point C. The second peak was
lower than the first. This series of J;'r;r, i , ; ; ; : ; ; ; ;
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RuLe.:Z ..... o ..... ..... ..... ..... L ..... | 1100

point C, which was lower than the
peak at point A, indicated that an
important downtrend was under way.

- | 1000

L 10900

BAsic GANN : : : ; ; :
The Basic swing charting technique L L . oL S I (O B P
is relatively simple, yet important P : : : : ; LA ’
because the technique lays the foun-
dation for a deeper understanding of
the markets and swing traditech-
niques in particular.

This trading plan is built upon the
definitions we have previously re- FIGURE 26: TREASURY BONDS. Here are the actual trades for the period 2/18/97-5/5/97.
viewed. Because the concepts of trend
as well as support and resistance are clearly defined, you coulBihe hi-lo activator is our entry as well as our trailing stop.
dovetail your own favorite tool with these concepts. For o(¥lore about this later when | show the rules of the Basic swing
purposes, we will turn our definitions into simple rules thglan.) The hi-lo activator is a three-period simple moving
follow our analysis. This step requires that we have actiamerage of the highs or the lows but plotted in a unique manner.
points. Our action points are our entry rules as well as our stbures 11 and 12 shows how the hi-lo activator is used for
loss or stop and reverse rules. We never enter the madititer end-of-day calculation or real-time calculations. For
without placing a stop-loss order, in case the trade goes agagnst-of-day, we add the last three periods highs (or lows) and
us. This way, we protect our capital by knowing how much vdivide the sum by three. This must include the latest bar. The
are risking before we enter the market. Next, | will present tresult is then plotted one period forward as a horizontal line, so
hi-lo activator, a new tool we use as part of our action pointisat you have a horizontal price point to act with tomorrow
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FIGURE 27: TREASURY BONDS. Here are the actual trades for the period 4/28/97-7/7/97.  FIGURE 28: TREASURY BONDS. Here are the actual trades for the period 6/30/97-9/8/97.
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1 This plan trades only with the trend.

| 100 2 Each new trade is based on three contracts, but the
same rules and percentages apply for more or less.
e 3 No commission or slippage has been deducted. Use

whatever numbers you choose.

4 The composite report is shown, as most investors
| w0 want to see this.

5 The initial capital is set at $30,000.

16-00

- b o1gon

mw | Figure 24 shows the composite report for the period of 1992

through November 14, 1997, and at no time was the report for
more than three contracts. Figure 25 shows the results for 1997.
Figures 26-29 shows the trades for 1997.
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FIGURE 29: TREASURY BONDS. Here are the actual trades for the period 9/8/97-11/17/97. SUMMARY
Here, | have reported what | call the Basic trading plan applied
totrading Treasury bond futures for the last five years. | call this
(Figure 11). For real time, we use the current day’s high @anBasicbecause it is built upon the simplest application of
low) in the calculation so that we have a price level to monititvre Gann swing charting concepts. More sophisticated plans
during the day for real-time action (Figure 12). can be developed from these essential techniques. Of course,
All of the rules illustrated for the Basic and the charts cleatlye success of the trading plan will vary from market to market,
show the effect of the hi-lo activator. Once a buy setupds well as from stock to stock.
activated, the hi-lo sell-stop follows the rising market plotted As always, check this plan out carefullgarn the rules
below the rising bars, and a sell setup is the opposite. Work your way through all of the trades. Take nothing for
This step formation is visually easy to follow, and once yayranted — after all, you are trading your own money.
get accustomed to it, then you will know the market trend is up
until you see a close below the hi-lo activator sell-stop, and tHeobert Krausz is private trader and president of Fibonacci
the hi-lo activator buy-stop will appear. You can plot this bjrader Corp. He was featured in Jack Schwagesy Market
hand; | did it that way for years. The simplicity of the hi-l&VizardsThis article was adapted from Krausz's b@oW/.D.
activator may deceive you into believing that it may be of littlann Treasure Discoverethe Basic swing plan shown here
value. | suggest that you check it out before you pass judgméntne of four plans: Two end-of-day and two real-time plans
The rules for the Basic Gann swing trading plan can be séenprofessional traders.
in sidebar, “Basic Gann swing plan rules.” Each rule is illus-
trated in Figures 14 through 23. Some general notes are paitt 8ée Traders’ Glossary for definition
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