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Review 
LETTER FROM THE EDITOR 

 
Hello and welcome back to another edition of the TSAASF Review.  A-lot 

of things has happened since the publication of the IFTA Edition of the 

TSAASF Review and I am excited to share some of them with you. 

As most of you know, we held the IFTA 2013 conference in San 

Francisco, which was titled Evolution to Mastery.  I can say that 

personally, I came back from the conference refreshed with new ideas to 

explore and new friends to keep in touch with. 

 

At the conference, our very own Hank Pruden received the IFTA 

Lifetime Achievement Award along-side Yoshinobu Sakiaward, who 

received the John Brooks Memorial Award, and Jean-Francois 

Owczarczak, who received the Bronwen Wood Award.  Good job all of 

you, and thank you for the contributions you have made. 

 

This edition of the Review features many good articles from many people 

involved in the conference.    We would like to extend gratitude to the 

people who have contributed articles that were involved with the 

conference.  They are: Hank Pruden (award winner) and Roman 

Bogomazov (the conference organizer), who co-wrote a Wyckoff related 

article; Jeffrey Kennedy from Elliott Wave International; Richard W. 

Arms; Scott Hathaway; Ed Seykota, author and singer of The Whipsaw 

Song; and Mathew Verdouw from Market Analyst.  Other contributors 

not associated with the conference, but still valuable to this edition are: 

James Dines, Viktor Pershikov, and Brad Brenneise (myself). 

 

If you missed the IFTA conference, you missed a very special event.  The 

next IFTA conference will be held in London next year and you should 

seriously think about attending.   

Till next edition, may the trade-wins blow in your favor 

 

Sincerely, 

Brad Brenneise 

 

Trivia Question:  Who was the greatest financial mind in the first five 

books of the Bible? 

Answer:  Pharaoh's daughter - She went down to the Bank of the Nile and 

pulled out a little Prophet. 

 

Okay, it was a little corny, but it will have to do until the next edition of 

the Review.  To submit a better trading joke, please write to 

TSAASFReview@yahoo.com. 
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THE WYCKOFF METHOD 
 

Accumulation Confirmed by Reaccumulation: 

Springboards for a Powerful Markup Phase 
 

By: Hank Pruden, Bruce Fraser and Roman Bogomazov 

 
Background and Perspective 

Mr. Richard D. Wyckoff, the founder of the Wyckoff Method of Technical 

Market Analysis and the Art of Speculation, based his principles and 

procedures upon the experiences and practices of the legendary stock 

market operators of his era, including Charles M. Schwab and Jesse 

Livermore. Mr. Wyckoff observed case-after-case of those leading 

practitioners in action and from those case studies he formulated their best 

practices into the Wyckoff Method. That code of best practices has come to 

us as a set of principles captured in such key principles as Three Laws, 

Nine Tests for Buying and numerous Schematics. 

The goal of we three authors is to highlight a modified Schematic of the 

familiar Wyckoff Framework of “Accumulation, Markup, Distribution and 

Markdown.” The reader and the student of Wyckoff will discover that our 

endeavor results in a clarification and enrichment of the original Wyckoff 

Framework. 

Our approach to making and demonstrating a modification in the Wyckoff 

Framework has been guided by the logic of “Case-based Reasoning,” as 

found in Christopher K. Riesbeck and Roger C. Shank, Inside Case-Based 

Reasoning (Lawrence Erlbaum Associates, Publishers, Hillsdale, New 

Jersey, 1989). In particular, we discovered the use of “Paradigmatic Cases” 

helpful in unearthing the “Beckman Instruments” case study from the charts 

available in “Basic Lecture 8 of the Stock Market Institute,” circa 1971. We 

also discovered that Riesbeck and Shank’s use of “Scripts” as a valuable 

conceptual device. 

The Schematic of the Primary Market Phases (Figure 1) orients the 

investor-trader-analyst to expect the reaccumulation phase to occur about 

one-half the way through the markup phase. The extent of the Figure chart 

count build-up during accumulation quantifies where Reaccumulation 

ought to take place. In sum, the foregoing is the classic script. People 

reason from experience and experience tells them to expect something 

along the lines of Figure 1. 

However, the realities of the 2009-present bull market alert the Wyckoff 

oriented investor-trader-analyst to reconsider the accuracy and reliability of 

that original ideal script to the current situation in the U. S. Stock Market. 
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Figure 2 reveals a case where the Stepping Stone Confirming count 

occurs on the heels of the major accumulation base. This Figure Chart of 

the DJIA shows the major base of Accumulation in the years 2008-2009 

with a Last Point of Support (LPS) occurring around May-June 2009 at 

the DJIA 8,100 level. Applying the Wyckoff Count Guide to that base 

generated an upside price-target zone of 17,600-19,200, with a midpoint 

target of 18,400. 

 

Given the foregoing information and the ideal schematic and scripts in 

Figure 1, one would anticipate a climb to about DJIA 13,600 before the 

onset of Reaccumulation and the fulfillment of a “Stepping Stone 

Confirming Count” on a Figure Chart of the DJIA. 

 

However, during the year 2011 and in the vicinity of DJIA 10,500-

11,000 the market experienced a correction/consolidation. (See Side Bar 

A for an analysis of the DJIA bar chart, 2011.) The LPS of this 

consolidation concludes at DJIA 11,400. There were 6,900 Dow points 

generated during this Reaccumulation phase in 2011 to provide upside 

counts to targets from 17,400-18,300. Since these Reaccumulation counts 

reached into the price range of the original accumulation base count 

(17,600-19,200), we can surmise that the requirements of a “Stepping 

Stone Confirming Count” had been satisfied during the year 2011. 

 

This tentative conclusion was out of conformity with the ideal Wyckoff 

Framework pictured in Figure 1. We could reject the analysis of 2011 

that led to the “Stepping Stone Confirming Count” conclusion. Or, by the 

guidelines of “case-based reasoning,” we could search our experiences 

for a case, “paradigmatic case,” that both approves of our 2011 analysis 

of the DJIA and provides the rationale for a modification of the classic 

Wyckoff Script shown in Figure 1. 
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free and easy to use. By joining this 
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store photos and files, coordinate 
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Join button. We’ll see you 
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Figure 2. “Two Wyckoff Scripts 
 

The authors recalled observing earlier cases where the Reaccumulation Zone came immediately after the 

original base and almost overlapped their respective trading ranges. A search through our records uncovered the 

case of Beckman Instruments 1970-71 in SMI Basic Lecture#8. 

 

 

 

Figure 3. “Beckman Instruments PnF Chart” 

 



Figure 3, “Beckman Instruments Bar Chart has been left out on purpose. See Figure 4 for Beckman Instruments 

Figure chart”   

The Beckman Instruments vertical line chart or bar chart appears as Figure 3; the Beckman Instruments figure 

chart or point-and-figure chart appears as Figure 4. 

Please take time out to integrate in your mind the correspondence between Figure 2 and Figure 4. 

 

Note the close proximity of the Reaccumulation zone in each case to their original Accumulation base. Also 

please note how the “flagged” upside price projections reflect “Stepping Stone” confirming counts. Finally, 

please note the rapid, vertical markup in price with shallow corrections in both instances. In conclusion, 

Beckman Instruments exemplifies a script for the trader-investor-analyst to follow. Riesbeck and Shank 

remarked that as a paradigmatic case it should stand as a constant and serve as the norm in terms of which other 

cases are judged. That is our recommendation with respect to Beckman Instruments, circa 1971. 

 

One judgment concerning the current stock market is that it remains in the grips of a powerful markup stage. 

(The reader is advised to read “How to Profit from a Runaway Bull Market” by James Dines. See elsewhere in 

this issue of the TSAASF Review. 

 

Side Bar A: “ DJIA Re-Accumulation Range of 2011”  Source: Tradestation 

 

The annotations on Charts A and B serve to guide the reader through the “(9) New Wyckoff Buying Tests for 

Reaccumulation.” 

1. Correction Completed. The Distribution count generated during late 2010 to mid 2011 was fulfilled by 

the Correction in price down to the low in October 2011. Simultaneously the sell-off created about a 0.37 

normal correction. 

2. Volume on the upside ultimately outpaced volume on the downside on the right-hand side of the trading 

range or during the testing phase. 

3. Higher highs were reached as the price broke out above resistance. (SOS). 

4. Higher low was realized on the back up to the Last Point of Support (LPS). 



5. Consolidation pattern of congestion/reaccumulation was evident. The pattern of triple ascending bottoms 

during the consolidation was indicative of reaccumulation.  

6. Stepping Stone Confirming Count was established on Figure 2. 

7. A 3-1 reward to risk ratio existed at the LPS or upon the pullback test following the LPS. 

8. Horizontal resistance line was overcome and the creek of supply was surmounted during the transition 

from Reaccumulation to Markup. 

9. Favorable relative strength or equal to the market 

In summation, all 9 of the New Wyckoff Buying Tests for Reaccumulation were passed during the consolidation 

of 2011. 

 

TABLE 2 – 9 New Wyckoff Buying Tests Modified for Reaccumulation 

Nine Reaccumulation Tests 

 Resistance line broken (horizontal line across the top of the trading range) 

 Activity bullish (e.g. volume expanding on rallies, shrinking on declines) 

 Higher lows (price) 

 Higher highs (price) 

 Favorable relative strength (equal to or stronger than the market) 

 Correction completed in price and/or time (e.g., one-half retracement, support line reached) 

 Consolidation pattern formed (e.g., triangular formation 

 Stepping stone confirming count 

 3:1 reward-to-risk ratio 
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HOW TO USE TRENDLINES TO CONFIRM 

ELLIOTT WAVE PATTERNS 
 

By Jeffrey Kennedy, Elliott Wave International Chief Commodity Analyst 
 

 

Over many years of using Elliott wave analysis, I have also worked to design a technique that adds clarity to 

Elliott wave counts on price charts. The Kennedy Channeling Technique succeeds by using trendlines and trend 

channels to help answer the question, "Which is the correct wave count – bullish or bearish – for a developing 

pattern that looks like it could go either way?" 

 

To learn about the technique, let's start with this illustration. It shows a pattern that could be labeled as a 

completed countertrend move, A-B-C, which is about to turn down and return to the main trend. In Elliott wave 

analysis, three-wave moves are countertrend or corrective to five-wave moves with the trend, known as motive 

waves.  

 

The labeling shown here is a 5-3-5 zigzag pattern: that is, it has five waves in A and three waves in B that is 

followed by another five-wave move in C.  From a trading perspective, this A-B-C structure to the upside 

suggests that the next move should be to the downside.   

 

Alternatively, this pattern could also be labeled as the beginning stages of an impulse wave that will continue as 

part of a larger five-wave rally.  

 

 

On this price chart, the wave structure is the same but the labeling is different. Instead of an A-B-C, it is labeled 

as five waves up for wave 1 followed by a three-wave decline in wave 2 (countertrend) and another five-wave 

advance. This second leg then represents a smaller degree first wave, signaling a larger advance in progress 

following a brief pullback. 



Which wave count is the right one for this wave pattern?  

 

Here's where the Kennedy Channeling Technique (KCT) can help you determine whether to be bullish or 

bearish on this structure.   

 

After many years of observing countertrend price moves (flats, zigzags, and triangles), I noticed that they tend 

to be contained by parallel lines in what I termed a corrective price channel. To know whether you have a 

countertrend move of three waves or a trending move of five waves, it boils down to this: Three waves produce 

one channel; five waves produce three channels.  

 

 

This diagram shows the three trend channels within an impulse wave: base channel, acceleration channel, and 

deceleration channel.  

 

Once you have the beginning of a pattern on a price chart, you can mark the base channel. First, draw a trendline 

from the origin of wave 1 to the end of wave 2, and then draw a parallel of that line off the extreme of wave 1. 

That's the base channel. Of the three channels, the base channel is the most important, because it defines the 

trend. As long as prices stay within the base channel, we can safely consider the price action to be corrective (in 

which case those waves would be labeled A and B, not 1 and 2). If prices move through the upper boundary line 

of the base channel, as they do in this diagram, then that move through the channel confirms the presence of 

third-wave price action, which means that the larger pattern is most likely an impulse wave.  

 

Once wave 3 breaks above the base channel, it's time to draw the acceleration channel. This channel 

encompasses wave 3. The upper trendline is drawn from the end of wave 1 to the end of wave 3. The lower 

trendline is parallel to that line, drawn through the origin of wave 3. If what you think is wave 3 develops 

further, you may need to redraw the acceleration channel to accommodate new extremes. The key is that prices 

will keep moving in wave 3 until the lower boundary line is broken. When that happens, it means that wave 3 is 

complete and that a wave 4 correction is unfolding.  



A portion of the base channel is still important because it often provides support for the wave 4 move. Wave 4 

will unfold in three waves, and it will be contained by parallel lines in the deceleration channel.  

 

That's the concept. Now, let's apply it to a real market: Coca-Cola common stock (KO). 

 

 

 

This chart shows one possible wave count. I have labeled the initial decline through much of August as waves i, 

ii, iii, and iv, with an extended v to complete either wave A or wave 1 (there is no evidence to confirm whether 

the subsequent decline is going to be wave C or wave 3 yet). The three-wave move to the upside after wave A or 

wave 1 sets up a potential trade to the downside. 

 

Now, let's analyze the price chart again, applying the Kennedy Channeling Technique.  

 



First, draw the base channel, which defines the parameters of waves i and ii.  

 

Once price penetrates the lower boundary line of the base channel (as KO did), that confirms that the decline is 

wave iii with further downside coming – as opposed to wave c of a correction ending and a rally to ensue.  

 

 

 

Note also how the base channel then provided resistance for wave iv, as marked here by the thicker line, after 

which KO saw another five-wave decline. The subsequent advance is also a three-wave structure. How do you 

know that? Because the move was contained within parallel lines, setting the stage for further decline in wave C 

or wave 3. 

 

This simple trendline technique allows you to gain confidence and clarity when labeling Elliott waves. 

Remember the cornerstone of the logic behind the Kennedy Channeling Technique: that countertrend price 

action is contained by parallel lines. In contrast, all price action that is not contained by parallel lines tends to be 

a developing impulse or motive wave.  

 

 

 

_______________ 

Jeffrey Kennedy is Chief Commodity Analyst at Elliott Wave International, with 20-plus years of experience as 

an analyst, trader and teacher. He also produces Elliott Wave Junctures, an educational service that shows how 

to spot trading opportunities with wave analysis and supporting technical methods. He has taught thousands of 

people how to improve their trading through his EWI courses and as an instructor of technical analysis at 

Georgia Tech University. For more info, go to www.elliottwave.com. 
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MORE DIFFICULT MOVEMENT AT THE 

TRENDLINE 

 
 

 

 

The advance has carried further than I was anticipating in last week’s letter. The trading range has now 

tightened as the S&P has encountered the top of the uptrend. Note the short and wide entry after an upside gap 

on Friday. The advance began seven sessions ago with a wide trading range on relatively low volume and since 

then the volume has tended to increase while the trading range has tended to decrease, day by day, as the rise 

continued. 

Arms Candlevolume 
 

You will note the different type of chart used above, courtesy of Stockcharts.com. This is the first available 

version of the method I briefly mentioned in last week’s letter. I introduced this at the annual IFTA 

conference (International Federation of Technical Analysts) in San Francisco two weeks ago, and want to 

show it to readers now. To distinguish it from prior work using a somewhat different approach it is being 

called Arms Candlevolume, which is fine by me. It combines, I believe, all the available data into a single 



entry: high, low, volume, open and close. Also the change from the day before is apparent by the comparison 

of the closing levels and by the color of the box perimeter. The red-filled boxes are days when the stock or 

index closed lower than it opened and the unfilled inner boxes are days when the stock or index closed higher 

than it opened. 

 

This method preserves the box shapes and sizes from my Equivolume methodology and incorporates the open-

close information from the ancient Japanese Candlestick technique. In that Equivolume came as an extension 

of bar charts the attributes of bar charts is still contained in this method. Moreover, as shown in my book, 

Volume Cycles in the Stock Market, the Equivolume chart gives probable price projections so it could be 

thought to also take the place of Point and Figure charts. So it seems to incorporate all the advantages of the 

major charting techniques in an understandable single entry. 

 

Here is another example, this time of the Nasdaq Composite, and showing just the last month to make the 

construction apparent. The folks at Stockcharts.com got on this as soon as they heard my presentation and are 

the first of a number of charting services that will be carrying the method soon. Not yet completed but soon to 

come, the up interior boxes will be green-filled rather than colorless, to make them more easily seen. 

 

 

 

The method is applicable, of course, to any stock, commodity or index, as long as volume figures are available. 

Here, for example, is a chart of Google 
 



As we move along with this technique I will be including more Arms Candlevolume charts in my letters, and 

keeping you apprised of where it is available and how I like to use it. 
 

Going back now to the current market, here is a longer-term look at the S&P. 
 

 

 

 

We have been watching, for a number of months now, the very regular cycles with lows just about two 

months apart. They are indicted on the above chart by blue vertical lines. The next low, based on this, would 

be due at the end of October. So the October 9th low would seem to be too early. I anticipate we will drop 

back to a low point, therefore, in the next two weeks, and suspect the high on Friday is about where the 

downturn should begin. 

 

The short-term Arms Index moving averages are in overbought territory at this time, as we see on the chart 

below. The level is not so extreme as to demand a pullback but to say a pullback is probably close. In two days 

the 10-day offsets a large number so it is likely to become much more overbought. 

 



 
 

The Nasdaq action was even stronger, as some of the technology stocks went parabolic. But here too, in spite of 

the strength, the squareness of the last Equivolume entry after the gap makes it look like an exhaustion gap. 

 

 

Unlike most of the averages the Dow was unable to go to new highs 

 

 



 

The very strong showing in the technologies and the slower movement in the blue chips is telling us again that 

we are seeing a move to the more speculative issues. Unfortunately when that happens it is often a warning. Of 

course it can go on for a long time as it did in late 1999, but it eventually led to a sharp drop in the stocks that 

had been leading the charge. 

On the next page are two charts that illustrate this. The first goes back to 1971 and shows the big extremes in 

the performance differential in 1999 and the subsequent swing in the other direction. The second chart shows us 

the more recent history. It appears that the current over performance of the Nasdaq is extreme based on recent 

history but nothing like what we saw in 1999. But it is a warning that we could see a swing back away from the 

techs, and possibly general market weakness. 



 

 

With the S&P at new highs there are no levels to look at as probable resistance, but the overbought AI and the 

sign of more difficult movement at the end of last week suggests a pullback is likely to get going very near this 

level. Such a pullback would have us looking first at the1710 region and then below that at a possible return to 

1650. If the cycle pattern that has been with us for a year continues the next low would be around the end of the 

month. 

 



GEO-METRY: EARTH-MEASUREMENT 
 

By Scott Hathaway 

 
Since geometry literally means to measure the Earth (‘geo’), let’s apply some basic Earth-based measurements 

to the geometric charting of the financial markets. 

 

NAUTICAL MILE: 60’ x 360
o
 = 21,600’ (NM’s) 

 

First up is the familiar 360
o
 based latitude/longitude grid. Although certainly the number 360 is no stranger to 

charting (as any Gann enthusiast will tell you), it is the incorporation of the number 60 that is of significance 

here, as each degree is divided into 60 minutes, with each minute of the equator defining 1 ‘nautical mile’. 

Therefore, the Earth’s circumference at the equator is 21,600 nautical miles, as 360
o
 x 60’ = 21,600’: 

 

 

 
 

 

Now I apply this relationship to a Dow monthly, using 60 points per month as a scaling ratio (price/time), and 

go forward 360 months from Dec 1974, which is the lowest low of the 1970’s sideways market: 

 

 



Since the scaling ratio 

is 60/M, the horizontal 

distance of 360M 

equals 21,600 points 

vertically (again, as 

360 x60 = 21,600). 

Therefore, the initial 

square formed from the 

low and its repeat to 

the right (since the 

market is way past the 

initial square) are a 

perfect expression of 

the equator (so-to-

speak) geometrically 

throughout price and 

time from this 

important Dec ’74 low. 

(Note: During the presentation in early October, the market was teetering just underneath the 1x1 line. The 

current market’s break above is admirable, and encouraging if it holds.) 

 

However, the true value of this construction is in its ability to analyze the market from the top corners (the first 

360M line is reduced for clarity): 

 

A descending 22.5
o
 angle (1/4 of 90

o
, and half of 45

o
) from the 2

nd
 square’s top right corner defines the 2 

preceding major tops, and again the current market’s breakout attempt at D is admirable. Will it hold? 

For the lows, the procedure is repeated, but ‘reverse-engineered’ by starting from the left top corner and going 

to the right, and by cutting in half both the starting point (half the height or range) and the angle (22.5
o
 /2 = 

11.25
o
). Both major lows at A and C respect this formidable angle, which hints at a potential future lower low. 

Bottom line: although both sets of 2 preceding highs and lows can indicate a massive forming expanding 

pattern, this set-up 

based on 360 & 60 

provides a solid 

geometric outline for all 

4 reversals (and 1 

potential) from a low 

that occurred almost 40 

years ago. 

Further, by halving the 

newly formed angle 

(dashed line), and 

completing with a 

triangular base, almost 

all pertinent price points 

are revealed to be 

perfectly harmonic: 

 

 

The general market activity since the late ‘90’s can be geometrically explained via this ‘slightly off-kilter’ 

perspective, as interim support (small blue arrows) and several crashes (small red arrows) are revealed as 

conforming to this meta-structure. Certainly a sustained breakout (as attempted currently) would contradict any 

speculation of a continued expanding pattern resulting from a new major top. Only time will tell… 



Regarding when, the general timing (or ‘placement’) of the major reversals at these triangular points can be 

revealed through ‘Fractional Harmonics’: 

 

 
 

(Procedural note: All angles are expressed as fractions of 90
o 

(dropping downward):  1/3 is 30
o
, 4/11 is 32.73

o
, 

etc.) 

Interesting to note that the two major lows occur almost exactly at 4/9 and 4/11 (see previous push at red arrow 

as well). This denominator difference of -2 is the exact opposite of the +2 relationship of the preceding highs at 

1/3 and 1/5 (as highs are the exact opposite of lows!?). This relationship can be carried forward to both sets 

resulting in a matching pair of sorts: 1/7 (current market) and 4/7 (potential low): A possible harmonic end to 

the expanding pattern? 

Needless to say, the ominous downward target of May 2016 @ 5392.02 was not particularly well received by 

many conference participants!?! But again, the market is trying to refute this entire set-up by breaking free of 

resistance. I wish it luck! 

Moving on, what could be more topical for Earth-based geometry than the angular off-set of our planet? Yes, 

we’re goin’ there… 

 

AXIAL TILT (OBLIQUITY) ANGLE: 23.4393
o 

 

 



Bear with me here, this angle does some pretty amazing things… 

Ever wonder about the relationship between gold’s lowest and highest price, since it was floated in the ‘70’s? 

 

 
 

A simple yet stunning example of Earth-based geometry in a simple Gann environment of $10/M: The axial tilt 

of 23.4393
o
, shown here as an ‘equatorial tilt’ from horizontal (same angle, obviously). 

 (Note: the major low of Aug ’99 of $253 is 1.4 cents off of the lower angle (black), which happens to be Pi in 

degrees, or 3.1419
O
. I threw that in just for kicks…) 

Now to incorporate another powerful angle into the mix: 

 

TETRAHEDRAL ANGLE: 19.47
o 

 

This angle of 19.47
o
 (rounded) has the specific honor of having a sine ratio of exactly 1/3. Therein lays its 

power, just as a 30
o
 perfectly cuts 90

o
 by 1/3.  

This can be graphically demonstrated by a tetrahedron (the first platonic solid) enveloped by a sphere. The base 

points meet the sphere at either 19.47
o
 below or above the mid-line or ‘equator’, depending on whether it is 

pointing up or down: 

 

 
 

 

This phenomenon can be tied into Earth-based geometry by the fact that the Earth’s most active volcano is at 

this latitude (N) near Hilo Hawaii. This may seem coincidental and far-reaching, except for the fact that several 



‘anomalies’ in our solar system occur at this latitude (N/S) on massive bodies, such as concentrations of solar 

activity (sunspots, solar flares, large radiation emmisions etc.) and the large spots observed on Jupiter and 

Neptune.  

Let’s thow that somehow onto the previous gold chart: 

 

 
 

 

The low of June 2013 is right on another axial tilt angle (also blue) from194.7 months (red) from the low (19.47 

x $10/M). The current market is just above this support. So far, so good! 

Now to mathematically combine both angles: 

Interesting to note that by multiplying 19.4712 by $100, then subtracting the axial tilt angle of 23.4393, we get 

$1923.68, only 2 cents off the high of $1923.70! 

Notice the time mark of 456.39M on the lower right of the chart. This is arrived at by multiplying the two angles 

together (23.4393 x 19.4712) and adding to the low in months.  

Now we draw a circle using this point and the low as a radius, and the low as the center. The results speak for 

themselves: 

 

 
 

The large correction is well-defined by this circle, as it not only clips the high and low, but acts as perfect 

regression for the interim rally.  



Surely its timing of Aug-Sep 2014 will be a strong candidate for a potential reversal, especially if the market 

refutes the potential major low of June 2013, which conformed to two expressions of the Earth’s axial tilt and 

the tetrahedral angle.  

One more combination of these angle numbers is in order: 

 

 
 

Here, a trading day count of 456.39TD’s is arrived at by again multiplying the two angles together. The actual 

count provides the 2 periods preceding the lowest low, which include the lowest close. The rounded versions 

(often seen in educational materials) provide the lowest low!?! Creepy… 

And now to use the axial tilt angle as the basis for geometry: 

 

 
 

Back to the Dow for a moment: The first and last reversals of the major expanding market are aligned at exactly 

23.4393
o
. (These points are 11,750.28 on 1/00 and 6469.95 on 3/09.)  

This is the perfect opposite of traditional geometric charting, which I refer to as ‘Relative Charting’, since price 

is ‘seen’ relative to specific market activity: In this case, angled offset exactly as the Earth itself, relative to 

these two reversals. 

 



To perform this set-up, first identify the price/time ratio between the two points:  

(11,750.28 – 6469.95) / 110M = 48.003/M 

Then, divide this ratio by the tangent ratio of the desired angle, in this case, 23.4393
o
: 

48.003/M / tan 23.4393 = 110.72/M (rounded) 

And now, for application: ‘Spin’ the vector (line between the two reversals) into a circle: 

 

 
 

The previous all-time high is exactly on this circle. (Although this itself offers no predictive value, it certainly 

does lend credence to the set-up and technique, not to mention inspiring a sense of awe in the author.) Also 

worth noting is that the market leaves this circular relationship exactly at the midpoint price or ‘ecliptic’ (see 

axial tilt diagram).  

Most importantly, the current market activity is slightly above the circle height of 15,747.52, which is the 

vector’s maximum expression vertically. Considering the pin-point accuracy of the previous high at the circle, 

this is comforting, especially considering that at the time of the presentation, the market was respecting this 

resistance!? 

By copying this circle and diameter (vector) forward, more insight is offered: 

 

 
 



The previously mentioned resistance is also circularly defined by the 2
nd

 circle, giving even more importance to 

the recent breakout attempt.  

In addition, the axial tilt angle added from the circle’s meeting point (thin blue) perfectly describes support 

(large and blue arrows).  

Now to add the tetrahedral angle: 

 

 
 

Indeed, the previous all-time high is not only on the axial tilt circle as shown previously, but at exactly at 19.47
o 

downward from the circle top (‘N’). 19.47
o
 from the circle’s left side (‘W’) offers several important points of 

resistance in retrospect (and exactly at the time of the presentation), indicating that it is a line to be respected.  

Note the market reached top resistance of 15,747.52 exactly at the intersection of this angle. Again, the current 

markets’ attempt to break this angle and resistance must be appreciated! 

Back to the concept of Relative Charting, this next chart demonstrates ‘Dual Relative Geometry’ by combining 

2 sets of concentric circles drawn with different price/time ratios (but naturally the chart can only be set in one 

ratio, therefore one of the sets of circles is seen normally, and the other is seen as slanted): 

In the chart below, the inner blue circle (shaded) is drawn using the vector ratio of the low and high ($.52/M) 

being set at the axial tilt angle, therefore arriving at $1.1994/M for the chart’s scaling ratio ($.52/M / tan 

23.4393). 

The inner black circle is drawn using the vector ratio ($.52/M) itself as the scaling ratio for the circle (as if the 

vector itself was set to 45
o
). It appears squashed when viewed from the larger chart scaling ratio of $1.1994/M. 

 

 

 



Notice the bottom of the massive drop is exactly at the intersecting concentric circles, (redundantly on the 

extended blue retrograde vector). These are extensions of 1.7654, close to but specifically not 1.75. Here’s why: 

Although it would be natural enough to use 1.75, the ratio used is literally determined by the axial tilt’s tangent 

ratio. This is graphically observable by noting the inner black circle’s bottom, which is exactly at tan 23.4393 

(.4336) of the blue circle’s radius (going upwards), which is also .5664 (1 - .4336) going downwards. The 

inverse of .5664 is 1.7654, which is its natural outward (inverted) expression.  

Therefore, the concentric circles shown are perfect natural extensions of the inner circles when combined, 

instead of being one of the myriad fractional extensions such as 1.75 (1 & 3/4), 1.67 (1 & 2/3), etc…  

In other words, the market crashed right to a natural expression of axial tilt when viewed from 2 natural relative 

perspectives. Relative Charting and axial tilt: perfect together. 

 

Back to gold: 

In the next chart is a perfect example of axial tilt and tetrahedral angles explaining market activity and putting 

the current market into perspective: 

The major high and last low (not the lowest, but where the uptrend really started from) of the massive 

downtrend of the ‘80’s and 90’s is aligned at the axial tilt angle, akin to the previous Dow charts. However, a 

7/8 concentric circle perfectly nabs two adjacent internal reversals, (including the lowest low). I use this circle in 

combination with an additional axial tilt angle (blue). Their intersections provide perfect locales for angle 

drawing. 

 

 

 
 

 

For support, a 45
o
 line (‘1x1’) is drawn upward from the lower intersection, which not only perfectly hits the 

internal low (sideways blue arrow) but nabs the ’06 high,  the push-off of ’09,and most mportantly the June ’13 

low. Current price is about to test this support. 

The all-time high is right on the axial tilt angle (blue) from the upper intersection, while the lower rally top is 

just under the tetrahedral angle (red). Notice the flat price level of $1187.63 from the intersection gives firm 

support to the $1179.40, right at angular support, as noted earlier. 

 

Next are two successive advanced examples of ‘Fractional Harmonics’, using the same set-up: 



 
 

The 45
o
 support line from the previous chart is shown here as the lower side of the green triangle, and perceived 

as ‘3/6’, rather than ‘1/2’. This is due to the fact that the preceding two major support points occur at 3/8 

(brown) and 3/7 (purple). A clear ‘Fractional Harmonics’ pattern emerges, and naturally is extended to 3/5 

(blue) as well. 

These effective support angles are coupled by another ‘Fractional Harmonics’ pattern from a higher perch: the 

intersection of 45
o
 from center (black) and the 7/8 inner circle. This pattern is not only harmonic in and of itself, 

it is harmonic with the lower support pattern as well!?! 

 

 8
th’s

 7
th’s

 6
th’s

 5
th’s

 

UPPER: (N-3, D-2) 7/16 4/14 1/12 4/10 

LOWER: (N=3, D-1) 3/8 3/7 3/6 3/5 

 

Note the first 1/12 angle’s (dashed green) intersection with its matching lower harmonic angle identifies the lift-

off point for the market in the summer of ’09 (small blue arrow).  

When this angle is inverted upward, its’ harmonic intersection properly identifies the potential major bottom of 

June 2013. A new lower low would indicate a major bear market underway, as a refutation of this larger support 

pattern and subsequent support target (blue).  

Notice that the next two angles of 3/4 & 7/8 respectively (dashed brown) in the pattern do not intersect. The next 

support target is the last in this series: The eventual end of the road for the massive uptrend? 

 

CONCLUSION 

 
To sum up, by incorporating several attributes of  ‘geo-metry’ or ‘Earth measurement’ in the geometric charting 

of financial markets, valuable observations can be made. These attributes include the nautical mile (60’, 360
o
 & 

21,600’), the axial tilt angle of 23.4393
o
 and the tetrahedral angle of 19.47

o
. These numbers/angles can be used 

in many ways, including scaling ratios, angles, time counts, setting up squares and circles, and establishing 

locations for ‘Fractional Harmonic’ angle patterns for support and resistance. 

 



DYNAMIC MARKET PROFILE 
 

By Mathew Verdouw 

 
In 1998 I attended an ATAA (Australian Technical Analysts Association) meeting in Canberra and heard Ray 

Barros speak on Market Profile.  He explained its construction and how the zones and the shape of the bell curve 

can be used to help a trader in making trading decisions.  The only problem was, I thought that the tradition of 

placing a Market Profile on yesterday and having it dictate my decisions today would be an issue if it was 

neglecting what was happening today.  Many years had passed and I often thought back to that presentation and 

thought that there must be another way to get the same benefits and have those benefits adapt as the market 

trades.   

In this paper I would like to take you through the process of what I went through and share with you the results 

of what I have found.  If nothing else, I would like to encourage all Technical Analysts to think beyond what we 

have been taught. There is an exciting new realm of analysis waiting for those that are willing to try new things, 

but I digress (get off the soap box Mathew!). 

Market profile 

Before we go too far, let me give a review of Market Profile for those who have not seen it before.  Market 

Profile started as an Intraday charting technique created by Peter Steidlmayer, a trader at CBOT.  Steidlmayer 

was seeking to evaluate market value as it developed during the day.  The graphical form of the Market Profile 

was introduced to the public in 1985 as part of a CBOT product.
1
  While Steidlmayer released a second edition 

in 1991, Market Profile in its original form has been a common tool on many software platforms. 

So how is the Market Profile constructed? Let’s start with the “crass” explanation. Did you ever play that game 

Tetris in the 1980’s where you had to fit the blocks together?  Imagine getting the bars on your bar chart and 

squashing them all to the left like you were playing Tetris.  What you would be left with is a Market Profile!   

 

 
Figure 1 Tetris 

For those who have no idea of what Tetris is, let’s run through the formal explanation. 

In the following image we replaced traditional bars or candles with coloured boxes and gave each box in a bar a 

letter, starting with “A” and ending in “Z”.  The vertical size of the box is very important. Typically this 

depends on the security that you are trading, so for a stock it may be 0.01, for an index like the Dow Jones it 

could be 10.    For this example we have chosen it to be 1.  

                                                 
1
 http://en.wikipedia.org/wiki/Market_profile 



 
Figure 2 Data Bars represented with coloured and lettered boxes 

  

Imagine that we push all the boxes to the left.  Because the individual bars are made up of boxes, the bars do not 

stay together, rather the boxes fill up all the available space. 

 

 

 
Figure 3 Moving the boxes to the left 



What we are left with is a Bell curve that is called the Market Profile.  If you examine the image above and 

below, you will see where each box finished up.  This profile lets us see at what prices there has been the most 

action,  i.e. below you will see that 19 and 22 are the prices that have had the highest number of boxes at that 

price.  

  

 
Figure 4 The result looks like a Gaussian Curve 

 

Steidlmayer saw the parallels that the profile had with a statistical Gaussian Curve and called the price which 

had the highest number of boxes the “Point of Control” (always sounds better in a deep baritone voice).  

Considering the total number of boxes in the profile, he would work out the first, second and third Standard 

Deviations from the point of control. 

 

This is actually quite easy to do since it is well accepted in statistics that 68.2% of the sample will fall within the 

1
st
 Standard Deviation, and 95.4% within the 2

nd
, so all we have to do is count the boxes from the Point of 

Control until we have counted 68.2% of them. 

 
Figure 5 Normal Distribution Curve with Standard Deviations shown 



One of the other things that becomes immediately obvious when you apply Market Profiles to all sorts of market 

conditions is that it parallels with distribution curves in the concept of skew.  In a distribution curve, results too 

far one way or another are considered to be skewed either positively or negatively.  The same things happens in 

our Market Profiles. 

 

In a Bull Market (see Figure 6 Bull Market Profil) the majority of the boxes are at the higher prices.  This could 

be considered as an “Over-Bought” profile and taking new long positions during this shape can be quite risky.  

Figure 7 Sideways Market Profil, shows the profile in a sideways market.  This is the typical “balanced” bell 

curve that we are used to seeing.  In trading terms it is a market where there is no clear direction.  The entry and 

exit of the zones, as the market trades up and down, can be really good signals for range trading. 

 

Figure 8 Bear Market Profil, shows a Bear Market profile.  This profile highlights an interesting complication. 

The profile is a Bear Market Profile with the majority of the boxes being at the bottom, but if we look at the 

price action that makes up this profile, we see that the prices started low, and remained there for the majority of 

the time, however then the price moved higher towards the end of the period.  Therefore we have divergence in 

what the profile is telling us and what the price is telling us.  This highlights one of the issues that I am hoping 

to resolve. 

 

 

   
Figure 6 Bull Market Profile Figure 7 Sideways Market Profile Figure 8 Bear Market Profile 

 

Defining Value 

What I love about Market Profile is that the Point of Control is actually the price where all the market 

participants for the selected period deem to be fair value.  Wow, that’s a mind bender.  Let’s break it down.  We 

create a profile over a specified number of bars, from that we calculate the Point of Control as explained earlier.  

The point of control is a fantastic way to measure fair value since in the time period we are looking at; it is the 

price that was hit most often. 

 

So if the Point of Control is “Fair Value” then the further that the price moves away from fair value, the more 

likely it is that price will turn around and start heading back.  This is one of the ways that Market Profile has 

been used in the past.  If the price is entering the 3
rd

 Standard Deviation at the top, then long positions may be 

held on to, but no new positions would be taken. In fact opportunities to reverse and go short would be sought. 

You can think of this as a mean reversion strategy where the Point of Control is our mean.  Obviously this 

concept of fair value is ignoring other market factors and currency devaluation. 

The actual zone lines can be used as trade signals, however I have always preferred to view the Market Profile 

in this form as a guide to market sentiment rather than a trading strategy. 

 

Figure 9 Microsoft Daily Chart with long term profile, is a long term chart where I have added a profile from 

April 20
th

 2010 to January 27
th

 2011.  You can see for the following year the price stayed within the range of the  

1
st
 Standard Deviation.     



 
Figure 9 Microsoft Daily Chart with long term profile 

Remember earlier that I said that in its traditional use the profile would be generated and then the zones used in 

the next day?  Well that does not always work very well.  Have a look at Figure 10 Intraday Microsoft with 

Daily Profiles, in this case we have added a profile to every day on an intra-day chart. 

 

 
Figure 10 Intraday Microsoft with Daily Profiles 

Market Profile is a great tool and fantastic at giving us a way of reading the market sentiment, but we are relying 

on the last time period to dictate to us what fair value is in the current time period.  There are times where it 

works well, but there are just as many times where it keeps us out of trades that we should have taken. 

Solving this became something that I pondered for many years.  

Making it Dynamic 

The solution was to find a way to treat the Market Profile like we do other indicators like Bollinger Bands or 

Moving Averages, that is, every time we get a new bar we remove the first bar from the calculation.  Another 

way to think of it is to be able to drag our Market Profile around the chart and recalculate the profile.  Of course 

if we were to draw a new profile for each bar it would create a mess on our chart, but in the end all we really 

want to know about are the positions of the standard deviation zones.   What if we just calculated the Standard 

Deviations for a set number of periods on each bar, joined the values and displayed them on the chart? 

 

Figure 11 Dynamic Market Profile, shows the same 60 minute chart with this new method. In many ways it is 

like a Bollinger Band in that the centre “Point of Control” line is like the base Moving Average in a Bollinger 

Band, except that rather than being an average of closes, the point of control takes into consideration all of the 

prices of every bar.  The Zones are also similar to the Band lines in the Bollinger Bands except that you must 

remember the distinction between two standard deviations, as used in Bollinger Bands, and the 2
nd

 Standard 

Deviation used in the Market Profile. They are not the same thing.  Two Standard Deviations is two times the 

distance from the centre to the 1
st
 Standard Deviation, so it is based on distance, whereas the 2

nd
 Standard 

Deviation is based on the statistical volume.  



  

Figure 11 Dynamic Market Profile 

 
Figure 12 Dynamic Market Profile in Bull Market 

 

 

I can trade this in a similar manner as Bollinger Bands, considering price in relation to the Point of Control and 

the 3
rd

 Standard Deviation zone.  Look at the Bull Market in Figure 12 Dynamic Market Profile in Bull Market.  

At point 1, the Point of Control Line is still heading up even though Price has ducked below the line.  We can 

consider the Point of Control line to be our master trend direction indicator.  Having the price drop below this 

line while it is still pointing up is a great indication that this is a short term pull back and I can add to a long 

position.  Contrast that to point 2 where the price has gone below the Point of Control and the Point of Control is 

now also heading down. 

 

Also, similar to Bollinger Bands, the tightening of the Dynamic Market Profile is a great indication that a 

breakout is on its way. 

 

This is obviously a really easy trade in a nice trending market (aren’t most indicators?).  The fact is that this 

does not work quite well enough in sideways markets.  My testing has resulted in too many trades for not 

enough profit, regardless of which of the lines I used.  

 

I have had much better success with applying an offset to the Dynamic Market Profile and then trading on the 

exits and entries of the zones.  Figure 13 DMP with 10 Period offset, shows an intraday chart with a 10 period 

Dynamic Market Profile and a 10 period forward offset.  The strategy then becomes that I only go long when 

price moves out of the top of the zones, and I exit my position when it re-enters the zones, doing the opposite for 

any shorts. You can clearly see the enters and exits that would have been indicated and even more importantly 

how, in the sideways portions of the market, no signals were given and we would have been kept out from 

trading. 

  

Figure 13 DMP with 10 Period offset Figure 14 Backtesting Results 



Testing 

So how does it stack up as a trading strategy?  There is still more testing to be done on this but preliminary tests 

across the SP500 show that there are years where it does well, and then years where it does not. At the bottom of 

Figure 14 Backtesting Results, you can see the Profit Factor Analysis (PFA), the “fat tail” on the positive side 

shows that the strategy can let profits run.  The PFA also shows that the majority of trades are losing (in this 

case 57.6% of all trades result in a loss), fortunately the losses are small and some Money Management 

strategies could reduce the losses.   

 

Conclusion 

While the Dynamic Market Profile is a good tool on its own, applied with an offset makes it really easy to pick 

up trending moves.  These are still early days for this technique and I am still working on refining it, but so far it 

looks promising.  What I love about this is that we have been able to take a concept that is working really well 

like Market Profile and completely reengineer a new technique from it.  Following on from what I stated at the 

start of this paper, Technical Analysis has a whole new realm just waiting to be discovered.  Is it in 3D analysis? 

Statistical analysis? Inter-market analysis?  If you are willing to explore and test then there are great discoveries 

waiting. 

 

I am going to be presenting a series of lectures on this method in March 2013 where I will be able to go into a 

lot more depth and also run through trade simulations to highlight the effectiveness of this method. 

 

 

SIDE BOX 

Calculation 

Let’s get in the details and look at how these are actually calculated.  In software, the way this is done is as 

follows: 

 

1. Given the bars that we want to draw a profile on, we first need to determine the box size in price.  Too 

small a number and the computer will be doing unnecessary processing, too big and we miss out on 

detail.   

2. We divide each bar by the box size and then at each price count the number of boxes we have. 

3. The price with the highest number of boxes (and the one closest to the centre if there are more than one) 

is designated the “Point of Control”. 

4. Then we count the total number of boxes in the whole profile and work out the number of boxes in the 

1
st
 and 2

nd
 Standard Deviations. 

5. Using the numbers above, we count off above and beneath the point of control until we have accounted 

for our deviations. 

 

That’s it! The concept and the math behind it are very simple, but it actually is a great deal of processing for a 

computer to do this. 

 

 

 



THE WHIPSAW SONG 
 By Ed Seykota 

 
You get a whip and I get a saw, Honey ... 
You get a whip and I get a saw, Babe ... 

You get a whip and I get a saw, One good trend pays for em all!    Honey, 

Trader, Babe - Be mine ... 

 

Now what do we do when we catch a trend, Honey? 

Now what do we do when we catch a trend, Babe? 

Now what do we do when we catch a trend? We ride that trend right to the end.  

Honey, Trader, Babe - Be mine .. 

 

What do we do when we show a loss, Honey? 

What do we do when we show a loss, Babe? 

What do we do when we show a loss?  We give that dag-gone loss a toss!  Honey, Trader, Babe - Be mine .. 

 

How do we know when the risk is right, Honey? 

How do we know when the risk is right, Babe? 

How do we know when the risk is right? We make a-lot of money and sleep at night. Honey, Trader, Babe - Be 

mine .. 

 

What do we do when the price breaks through, Honey? 

What do we do when the price breaks through, Babe? 

What do we do when the price breaks through? Our stops are in so there's nothing to do. Honey, Trader, Babe - 

Be mine .. 

 

What do you do when the drawdown comes, Honey? 

What do you do when it gets real big, Babe? 

What do you do when it's even bigger?  We stick to the plan and pull the trigger!  Honey, Trader, Babe - Be 

mine ... 

 

What do we do with a hot news flash, Honey? 

What do we do with a hot news flash, Babe? 

What do we do with a hot news flash?  We stash that flash right in the trash!  Honey, Trader, Babe - Be mine ... 

 

 

The Whipsaw Song can be view on YouTube.com.  Just search for "The Whipsaw Song". 

More information about Ed Seykota can be found at www.TradingTribe.com 

 

 

 



FORECASTING THE DEPTH OF CORRECTION 

ON THE CURRENCY EXCHANGE MARKET 
 

Solving An Empirical Problem In Technical Analysis Using Fibonacci 

Retracement. 
 

By Viktor Pershikov, TSAA-SF 
 

A well-known market trading analyst Robert Fischer in his book 'The New Fibonacci Trader: Tools and 

Strategies for Trading Success' [John Wiley & Sons, Inc., 2001] gave the following description of price 

correction: Forecasting the exact size of a correction is an empirical problem; investing after a correction of 

just 38.2% might be too early, whereas waiting for a correction of 61.8% might result in missing strong trends 

completely (p. 28). Indeed, due to the differences in price structures found in correction movements, determining 

the depth of price correction changes is a difficult task. However, using Fibonacci retracement for current 

exchange analysis allows to identify in advance, in most situations, the potential targets of a developing 

correction, and use this for making the trades in which the potential gain is significantly greater than the 

potential loss. 

 

The patterns of the first stage of correction 
Formation of special types of price changes (patterns) at the first stage of correction development is an 

important condition for evaluating the target levels of retracement the price may reach as well as for opening the 

trades based on the generated models. The diagrams of these patterns are shown on Figure 1. 

 

 

 
Figure 1. Bullish and bearish patterns of the first stage of correction, 23.6%-8.8% and 38.2%-14.5% 

 

The two patterns determined using the supplementary levels of Fibonacci retracement, the 8.8% and 14.5%, 

indicate that, in the case they are reached and provided that the price tests the 23.6% or 38.2% level, the 

correction may finish forming the first stage and continue its development further. The target levels at which the 

correction may end are the 50% level for the first model and the 61.8% for the second one. 



If in the process of correction development these patterns are not formed (i. e., the price penetrates, 

consecutively, the 23.6% and 38.2% levels), the 50% and 61.8% levels will nonetheless remain the key support 

and resistance levels at which the correction may end. However, in such a case forecasting the depth of 

correction is not possible. Examples of forecasting the depth of correction using Fibonacci retracement are 

shown on Figures 2 and 3. 

 

 

Figure 2. The 38.2%-14.5% bearish pattern, EUR/GBP, Weekly 

 

 

 

 

Figure 3. The 23.6%-8.8% bullish pattern, USD/CAD, H1 



On the currency exchange market, patterns of these two types are found very frequently, and in the cases where 

they are formed at the beginning stages of price reversion, the trader should take into account the fact that the 

correction may continue in the form of price movement to the 50% level with the 23.6%-8.8% model, or to the 

61.8% level with the 38.2%-14.5% model. 

 

In order to use these models in trading one must keep in mind that entering the trading should be accomplished 

at the 8.8% or 14.5% level, respectively. Additionally, the price must unambiguously test these levels as well as 

the support and resistance levels of 23.6% and 38.2%, which are also key to the model. If the price does not 

reach one of these levels, the model will not work. 

 

When opening a trade, the stop-loss order should be placed beyond the 0% level, since if the price redefines the 

top or the bottom, the correction will die. The take-profit order, when trading using these models, should be 

placed at the 50% or 61.8% level, depending on the model and on the Fibonacci retracement levels used in its 

construction. 

 

When the correction becomes the (primary) trend 

When using Fibonacci retracement for evaluating the depth of correction on the currency exchange market, one 

should take into consideration a remarkable property of the 61.8% level, which is a key support/resistance level 

and also indicates the type of price change currently forming. 

As long as the price does not penetrate the retracement level of 61.8%, the development of correction price 

movements takes place, and there is a good chance that the price returns to the previous upward or downward 

trend. 

 

However, if the price passes the 61.8% level, the price movement, which up to this moment had been a 

secondary trend (correction), becomes the new (primary) trend as compared to the previous one. That is, if a 

downward correction of an upward trend had been developing, when the price penetrated the 61.8% retracement 

level, this downward correction becomes a new downward trend. The same is true for a reverse situation 

concerning an initial downward trend and its upward correction. 

 

The implications of this rule, from a trader's point of view, are that if a downward correction penetrates the 

61.8% level, then from the moment the price stabilizes below it one will be dealing with a new downward trend 

and so needs to go bearish and try to sell. 

 

Similarly, if the price in an upward correction stabilized above the 61.8% level, one's strategy should be based 

on buying in the currency pair, in which the penetration of this key level occurred. 

 

The patterns of the first stage of correction on other financial markets 
The correction changes of the price on the foreign exchange market have structural nature. Thanks to this fact, 

the patterns of the first stage of correction may be effortlessly applied in trading. The analysis of the frequency 

of pattern occurrence on the currency market as compared to neighboring markets shows that forecasting of the 

correction depth using Fibonacci retracement works best on currency pairs, which are traded on the foreign 

exchange market. 

 

At the same time, trading on the commodities and stock markets also exhibits these patterns, albeit much less 

frequently than on the currency market. This fact should be kept in mind when using the first stage correction 

patterns in trading on neighboring markets. 

 



 

Figure 4. The 23.6%-8.8% bearish pattern, /YM, Daily 

 

 

The Figure 4 shows an example of the 23.6%-8.8% pattern forming and use in trading mini Dow-Jones futures. 

Upon forming a price movement from the 23.6% to the 8.8% level, in 14 days the price has reached the target 

level of 50%, enabling the trader to gain 704 points of profit. 

 

Conclusion 
The patterns of the first stage of correction may help solving such an empirical problem in technical analysis as 

forecasting the depth of correction on financial markets. If in the process of price reversion at local highs or 

lows the 23.6%-8.8% or 38.2%-14.5% model (constructed via Fibonacci retracement) is formed, there is a good 

chance that the price will reach the 50% or 61.8% level. 

 

Since the price movements on the foreign exchange market are more structured, these patterns are more 

frequently found in the behavior of currency pairs. However, it is possible to identify the same patterns on the 

major assets of the commodities and stock exchange markets.  

 

In addition to a high forecasting value, the patterns of the first stage of correction work well in making trades 

with an excellent profit-loss ratio: on average, the profit from a trade based on these models is 4-5 times greater 

than the potential loss. 

 

This makes the patterns of the first stage of correction invaluable analysis and trading tools, which may be used 

as a foundation of a profitable trading system. 
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TEN WAYS TO PROFIT FROM A “RUNAWAY 

BULL MARKET” 
By James Dines 

 
Any investor who thinks, "A bull market is a bull market, is a bull market, is a bull market" does not understand 

bull markets. There exists a very special type of bull market, a "Runaway Bull Market," or RBM. Because I 

know of no literature on RBMs, I would like to pull together some of the conclusions about their characteristics. 

The most difficult challenge of all, of course, is the very act of identifying this special type of bull market. (That 

brings to mind the vignette about how to grow a great English lawn: the garde.n.er describes using the greatest 

seed stock, the finest loam and fertilizer in the soil, the need to tend it carefully every day, to have good 

location, and so on. And finally the punch line: one needs to do all these things for 300years.) Comparably, I 

spotted the RBM based on many years of experience. In fact it is more in the fulfillment of a set of 

characteristics that we know a RBM is in force, rather than in some specific signal. The young man knows the 

rules, but the old man knows the exceptions. Here are the identifying features that I feel delineate a Runaway 

Bull Market: 

 

1. A wholesale disregard of classic Technical Indicators; not just a few, or many, but where nearly all negative 

Indicators are wrong. Indeed, .the RBM of the late eighties has shrugged off such hoary negative Technical 

Indicators as Stovall's Four-Month General Motors Rule, Gould's Three-Step-and-Stumble Rule, the Inverted 

Yield Curve, "overbought" markets, and more. 

 

2. Setbacks are either aborted or are too small and brief to trade. In other words, after a sharp rise, instead of the 

typical "1/3 to 2/3 Technical Correction" such as that first identified by Charles H. Dow at the beginning of this 

century, a RBM will have virtually no setback. Instead, they have rolling adjustments within flat trading ranges 

that simply amount to preparation for the next surge of buying. 

 

3. One would logically expect bad economic news to send the market lower, but RBMs seem to be stimulated by 

bad news to better performance! For example, automobile sales dropped during 1989, yet General Motors 

continued to make new highs. In fact, negative economic numbers can actually trigger buying frenzies. A RBM 

either has no perceivable reaction to bad news (1) say, an oncoming recession (2) or, perhaps, it dips slightly but 

is then followed by explosive buying surges. 

 

4. There is no stock market more profitable- or dangerous to overstay - than a RBM. Since RBMs tend to run 

their course like the "young blood" of youth, this is a great time for call options: stocks just seem to go up, up, 

up. Research suggests that RBMs frequently occur after great economic prosperity, especially during the 

speculative finale in low-priced stocks that usually occurs near the end of long bull markets. During a long 

prosperity, profits have time to filter down to the lowest common-denominator companies, where a small profit 

has a huge impact on the bottom line. Thus, during a RBM, especially in its later phases, one would expect more 

bullish action on the ASE and OTC market’s than on the New York Stock Exchange. If, it is mostly blue-chips 

on the New York Stock Exchange that are in the limelight, we know that there is more time ahead of us before 

we need to sell. 

 

5. When a RBM ends, it tends to provide a spectacular opportunity to make money on declining markets. In 

other words, a RBM is apt to end in a "spike" rather than a leveling off to form a gradual Top, so selling must be 

executed with great precision. RBM's are incredibly profitable and well worth playing, but very close attention 

must be given to stop points. You should instruct your broker to act accordingly as soon as a trigger point is 

reached. How to detect the Top, or sell point, therefore assumes paramount importance, especially considering 



that we cannot rely on the usual Technical Indicators. Are we merely reduced to selling whenever an Uptrend 

line is broken, or when a stop-loss point gets triggered? No, but the main technique will be in the psychological 

realm. Therefore you might want to review the first third of my first book Technical Analysis, which covers 

mass psychology, especially the "Greed/Fear Oscillation." 

 

6. By far the most prominent characteristic of a RBM is that the investing public and professionals regard it with 

profound skepticism and disbelief. This is a crucial element, and there can be no RBM without it. Thus, we are 

led to consideration of how we can judge when public fear is replaced by greed, for that will be the first sign of 

the RBM's end. Focusing on that crucial aspect of RBMs, we first must distinguish between stock market and 

economic factors. The Conference Board reported that consumer confidence reached a 20-year high in July 

1989. Psychologically, that was because consumers are looking at low unemployment levels around 5%. Also, 

with around 200,000newjobs being created each month in the US, dropping interest rates, and low inflation 

levels, such confidence was understandable. But note very carefully that consumer confidence has little to do 

with stock-market investor confidence; the latter's motivation is fear and a clear, sharp memory of the Oct 1987 

bear market (or "crash," as tyros might describe it). For what then should we look when measuring the type of 

public pessimism that would keep us in this stock market hopefully making big profits? Most important is what 

is NOT happening! For example, when the Dow Jones Industrial Average (DJ~) made a new all-time high in 

August 1989, there were no magazine covers featuring this event; in fact the new high was greeted by yawning 

indifference! Also, there was no news of "hot new issues going to immediate premiums." There were no large 

secondary offerings, and in fact the news emanating from Wall Street was remarkably subdued considering the 

DJI's huge rise since 1987. Because the public buys its stocks through Wall Street, Wall Street is a wonderful 

mirror of what is truly happening in the minds and wallets of investors. Note carefully it doesn't matter whether 

investors talk optimistically, only whether they actually buy stocks. During 1989 the cash position in mutual 

funds was increasing steadily. In other words, fund managers sold into the strength because they disbelieved it! 

Yet more evidence of professional pessimism at that time could figure in the price of a seat on the New York 

Stock Exchange. In late 1989, the price was below where it had been in Oct 1987! Since such seats are bought 

by professionals, this was another gauge of negative professional sentiment, 

 

7. Another characteristic of REMs is gloom and-doom in the financial publishing industry, which the following 

quotation exemplifies.  

 

No Boom on Wall Street for Printers 

 

While the stock market reaches new highs, the Crash of 1987 is still taking its toll on the financial printing 

business Sorg Inc., one of the nation's oldest and largest financial printers, filed for protection under Chapter 11 

of the Federal Bankruptcy Code, joining Charles P. Young, founded in 1902, which filed for bankruptcy earlier 

this month, and Packard Press and its parent company, the Basix Corporation, which filed in January 1988. It 

will not be long, analysts and industry experts say, before these companies are joined by others as the industry 

continues to reel.  

The New York Times, 12 Aug 89 

 

Normally, one would think the bull market of that time would have meant prosperity for the financial publishing 

industry. At this same time, Charles Githler's Investment Seminars International held a seminar in San 

Francisco. I noted how much smaller the crowds were than in August 1987, just before the market broke dawn. 

Since tickets run $700 apiece, attendance is obviously not casual, and as such it is an important gauge of 

investor sentiment Charles Githler told me that he had had a record 750 attendees in Aug 87, and a record low of 

around 350 the following year. In 1989 according to a number of newsletter editors, the industry was in its worst 

depression ever. It has been my experience over the last 35 years that new subscriptions remain very low all the 

way up in a bull market, until a Top is approached. By the time the public turns bullish enough to subscribe to a 

newsletter, a Top is no longer far away. 

 

8. Self-observation is a crucial aspect of self control. As a RBM rises in its final phases, excitement and greed 

will become palpable. Remember the theory that all gamblers secretly want to lose; it's the source of mass 



masochism that leads the public to sell out at Bottoms and to buy at Tops. The same thinking can be applied to 

the decline in the price of a seat on the New York Stock Exchange, mentioned above. Normally, one would 

expect such seat prices to rise with the market, because more public participation means higher commissions, 

but in a RBM this Indicator is reversed. 

 

9. As an example of how self-observation becomes crucial during a REM, if you are afraid to buy, if you 

tremble at the thought that as soon as you buy something the stock market is going to collapse, that is bullish. It 

is when you take a second mortgage on your home to buy stocks, or when you are extremely confident when 

buying, that you should recognize the personal sign to get out 

 

10. The above nine points are a highly intangible evaluation. RBMs tend to move with great rapidity so we have 

to institute "trigger" points, just in case. Remember, deep Corrections are not a feature of RBMs, so at the first 

sign of a deep Correction it becomes necessary to take precautions. How deep is deep? Well, there is no easy 

answer to that one, and we will all have to use our own judgments and limits. 

 

Excerpted from The Dims Letter, September 1, 1989 
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ELLIOTT WAVE OBSERVATIONS ON THE S&P 

500 

 
There are many descent books on Elliott Wave and many people who have read them can do a descent Elliott 

Wave count.  However, it is said that people who do Elliott Wave counts often disagree with each other, making 

the practice of counting Elliott Waves more of a subjective thing.  There is truth to this.  However, I would like 

to suggest a way to add confidence to the counts so that some of the subjectivity can be removed. 

 

What do I believe that helps to strengthen an Elliott Wave count?  It is all about relationship - how the different 

waves relate to each other.  If the waves show that they relate to each other, then there is evidence that adds 

strength to the argument that the count is right.  It shows that the count has reason to be trusted more and that it 

should be taken into consideration when making decisions.  It should, in my opinion, be watched closely to see 

if market action respects it. 

 

The purpose of this article is to show an Elliott Wave count on the S&P 500 that demonstrates such 

relationships.  Below is the count I would like to discuss on the move in the S&P 500 market from March 2009 

to present.  It is given an Elliott Wave count as a move that is composed of combination waves with the 

"WXYXZ" type of labeling. 

 

 

 



 
 

S&P 500 from March 2009 to December 2013 - Weekly Candles 

 

One of the first things that someone should see in this count is that wave "X" of wave "Y" (the third green wave 

shown in the above picture) is an odd looking corrective wave.  This wave is shown outlined above in purple, 

but it is not labeled.  This is where we should begin our discussion because recognizing the "why" of this 

particular wave puts everything else into place. 

 

This odd correction is known as a running flat - labeled A, B, and C.  At first glance, it looks like it is part of a 

move up and shouldn't be grouped as a running flat at all.  A running flat, it is said, is one of those fudge factors 

that Elliotticians use sometimes to make a count work.  Most flats in a bull market will not produce higher lows 

during their formation, but this one does. 

 

 
 

Running Flat Correction, Wave "b" of "C" 

 



What evidence is there that this a running flat and that the waves should be grouped together in this fashion?  

For starters, look at wave "B".  This wave had a hard time climbing at first.  It was as if it was fighting the larger 

trend with its' choppy action. 

 

However, what really ties the waves together is the time element.  Waves "A" and "C" are exactly equal to each 

other in time.  They both take 43 bars to complete.  This indicates that they are related and probably should be 

grouped together as part of the same degree or element of market movement.  The second box in the picture 

below is a copy of the first and shows the time relationship. 

 

 
 

Waves "A" and "C" are Related Together (Equal) in Time 

 

By taking the above relationship into account, another relationship can be seen.  Wave "X" of "W" and wave 

"X" of "Y" are related.  These are the two corrections in the two larger up moves.  They are related to each other 

in amplitude.  They are both 208 points high and are shown in the green highlighted boxes below.  

 

 
 

Waves "X" of "W" and "X" of "Y" Equal in Height 



Examining the larger trends, I have determined that waves "Y" of "W" and "W" of "Y" are related to each other, 

but not in an obvious way.  They are related to each other in time, but not in the time it takes the waves to 

complete.  This may best be described that they are related to each other by vibration.  The second wave is 

vibrating to the duration of the first wave via the Fibonacci ratios. 

 

Let me explain ... Take the duration (the length of time it takes to complete) of the first wave, wave "Y" of "W", 

and break that time into the common Fibonacci ratios, 23.6%, 38.2%, 50%, 61.8%, and 78.6%.  By doing this 

we form a Fibonacci time scale.  If we then take the beginning of this scale and then place it on the beginning of 

wave "W" of "Y", we get some interesting results.  We see that three lows are made on: the 38.2%, the 50%, and 

the 61.8% of the scale.  This shows that there is a relationship between wave "Y" of "W" and wave "W" of "Y". 

 

 
 

Wave "Y" of "W" Broken Into Fibonacci Scale and Placed on Wave "W" of "Y" 

 

Below is shown a close up of wave "W" of "Y".  In it, you can see the relationship more clearly.  The areas that 

match are shown with small red arrows. 

 



 
 

Close Up of Fibonacci Scale Projected on Wave "W" of "Y" 
 

 
 

 

One might point out that the low made on the 61.8% of the scale (the last red arrow in the picture above) was 

made after the wave was over, as a lower high formed right after.  This is true.  However, it was not known that 

the up trending move was over at this point.  It really wasn't know until the low made on the 61.8% point of the 

scale was taken out to the downside and went substantially lower.  You should recognize this down move as 

wave "A" of "X" of "Y". 



In the same way, waves "W" of "W" and "Y" of "Y" are related.  In this case, wave "Y" of "Y" is vibrating off 

of the 23.6%, 61.8%, and 78.6% of the scale.  I have included a smaller picture of the larger move here for easy 

viewing. 

The thing that you should see here is that the waves are relating in a mirror image fashion around the center "X" 

wave.  They are relating "X" of "W" to "X" of "Y", the two waves closest to "X", waves "Y" of "W" and "W" of 

"Y", and the waves farthest from "X", waves "W" of "W" and "Y" of "Y".  They are relating to each other in 

either price or time. 

 

 
 

Wave "W" of "W" Broken Into Fibonacci Scale and Projected on Wave "Y" of "Y" 

 

 

 
 

Close Up of Fibonacci Scale Projected on Wave "Y" of "Y" 



I would like to point out that this relationship could not be easily identified if the first correction was not 

identified as a running flat.  Misidentifying it might lead a person to apply the scale to the wrong point and the 

relationship would not be seen. 

Another thing to point out is that wave "W" of "Y" is 97% the price value of wave "Y" of "W".  This is very 

close and may suggest that wave "Y" of "Y" might relate wave "W" of "W" in price - around 1900 or so.   

 

 

 
 

Wave "Y" of "W" Projected on Wave "W" of "Y" 

 

The point of this article is that relationships like these can help us group similar waves together and give us 

more confidence in our Elliott Wave Market interpretation.  This doesn't guarantee that the pattern that seems to 

exhibit the relationships will work out as expected.  Many people have been fooled by looking at market 

patterns, and these types of analysis can constantly evolving.  Like when applying Elliott Wave, the analyst 

needs to be flexible as the market is fluid.  However, these types of patterns show up frequently, so when they 

do it is wise to pay attention to them. 

 

Good luck, 

Brad Brenneise 

 


